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PerMen
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English

General Allocation of Funds
Design-Build-Operate

Qirectorate General of Human
Setilements

Directerate General of Urban and Rurat
Development

Directorate General of Water Resources
Regional Governmeant Padiament
Belineated Service Area

Executing Agency {CGHS for W55F)
Ecenomic ikermal Rate of Retum
Expression of {nterest

Financial and Operational Ferformance
Improvement Plan

Forum for Communication on
Managernent of Water Quality in
Indonesia

City Forum

Govemment of the Rapublic of Indonesia
Household

implementing Agency

Institutional Development Action Plan

Institutional Development and Ca;_:-acity
Building . :
Initial Envirenmental Examination

* Sub-District Main Town

Water Treaiment Plant
Sepiic Sludge Treatment Plant

L ey

Sllann

Dericion Latter of the Minisior
Local Government Unit

Local Institutiona! Development Action
Flan '

Low Income Houséhold
Local community organization
Mutti-fateral Developrment Bank

© Millenium Development Goal

Ministry of Environment
Ministry of Finance
Ministry of Heaith
Ministry of Home Aftairs

Ministry of Public Works
Non-Govarmment Organization
Non-Revenue Water

Operation and Maintenance

Income collected by local government
Land and development tax

Regional Government Waler Supply
Enterprisg

Regional Governiment

Regiona! Government Decree
Ministerial Decree

Association of Indonesian Water Supply
Enterprises
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indonesian
Crana Alokasi Umum

Direktorat Jendersl Cipla Karya

Direktorat Jenderal Tata Perkotaan dan
Tata Perdesaan

Direktorat Jenderal Sumber Daya Air
Dewan Perwakilan Rakyat Daerah

Instansi Pelaksana
Surat Minat

Rencana Peningkatan Kinerja Operasi
Keuangan

Forum Komunikasi Air Minum

Forum Kota
Pemerintah indonesia
Rumzh tangga
instansi Pelaksana

Rencana Kegiatan Pengembangan
Kelembagan

Pengembangan Kelembagaan dan
Peningkatkan Kemamipuan

fbu Kota Kecamatan

instalasi Pengelolaan Air

Instalasi Pengelofaan Lumpur Tinja
¥ampung

Keputusan Menteri

Oinas

* Institusi Daerah Pelaksana.

Pembangunan

Rumah tangga Berbenghasilan Rendah
{ embaga Swadaya Masyrakyat
Multi-tataral Devetopment Bank

" Sasaran Pembangunan Era Milinium

Departemen Lingkungan Hidup
Departemen Keuangan
Depantemen Kesehatan

Drepartemen Dalam Negeri (see also
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1. INTRODUCTION

A. GENERAL

1. This report has been prepared in accordance with the terms of the follawing Caontract for
Consulting Services:

TA 4411 NO: Water Supply and Sanitation Project - Contract No.: COCS/05-176
between:

Asian Development Bank and Black and Veatch (SEA) Pte. Ltd., Singapore in
association with PT Arkonin Engineering MP, Indonesia; PT Multi Tehniktama
Prakarsa, Indonesia; and PT Waseca Tirta, Indonesia

dated:
February 17, 2005

2. The objective of this Final Report is to provide complete details of the work carried qut in
the preparation of the Water Supply and Sanitation Project for the participating Regional
Governments,. the Government of Indonesia and the ADB. The report seeks to provide all
necessary project information to a level of detail suitable for consideration by the ADB for loan
“funding.

B. OBJECTIVES OF THE PPTA

3. The goal of this Asian Development Bank Project Preparation Technical Assistance (TA)
is to prepare a Water Supply and Sanitation Project (WSSP) with a particular focus on poverty
alleviation, sustainability and environment management,

4. The Project will promote sustainable demand-based provision of services in an effective,
efficient and equitable manner across the community. The Project will address both water
supply and sanitation services together with institutional development and capacity building
presiame, community behavior change, and stakehelder empowerment and participatory
activites.

5, The objective of the WS3SP is to 'respond to the water supply and sanitation needs of
selected urban communities, including low income households, by,

» optimizing exisling assets,

*» expanding coverage,

» improving govemanae, and

» huilding the capacity of local institutions.
6. This objective will be achieved through.

» development of a strong commitment 1o sector reform !eadmg to good governance at
the Regional Government [evel.

» assisting Regional Governments to better manage and make full use of existing
facities,

» improving service lo low-incomea communities,

» development and impiementation of well-defined and sustainable investments for
water supply and sanitation which adaress local needs,

» assisting local agencies with project preparation and implementation. and

» improving local fiscal capacity, including assistance, where necessary, with
restructuring arrears in debt service.

7. Specifically the TA has assisted the Government of lndonesia to!
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e develop the proposed water supply and sanitation project (WSSP) ta a level of detail
suitable for consideration by the Asian Development Bank {ADB) for funding,

e prapare subprojeci appraisal reports (SPARs) for 13 PDAMSs and Regional
Governments {RGs), and

e« prepare institutional development and capacity building programs addressing sector
reform and governance,

8. The Consultant has provided services following a bettom-up, consuftative pre-active and

_demand-based approach in a timely mannar to support ADB processing requirements.

December 2005 Black & Vealct — Akonin =MTH — Waseco . 11
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Il. PROJECT RATIONALE AND
DESCRIPTION

A. PROJECT RATIONALE

1. GENERAL

9. Indonesia comprises a population of approximately 220 million people, with 100 million
living in urban areas. By 2015’ the population will have increased to about 250 million, and
the share of the urban population is expected to approach 60%, with more than 140 million
living in urban areas. The increase in urban dwellers in the coming ten years is therefore
expected to be around 40 million persons.

10. In many parts of Indonesia, scarce water resources must be allocated for both urban and,
the more predominant, agriculturai use, with water availability for many cities already
tecoming a serious issue. The quality of these resources has aleady deteriorated to
unacceptably poor levels in many locations due to municipal and industrial wastewater and
degradation within the catchment areas.

11. As wilh most Asian countries, urbanization is driving Indonesia's economic growth, but
this is being constrained by the lack of infrastructure investment, including in the water and
sanitation sector. In these rapidly expanding urban areas, the supply of water and provision
of sanitation services is a high priority, especially the provision of access to suitable services
for low-income communities. Improved access to safe water and basic sanitation, by halving
{by 2005} the proportion of people without sustainable access to safe water and basic
sanitation, is a key aspect of meeting the Millennium Development Goal (MGD) Goal NO.7 -
Ensuring Environmental Sustainabiiityz.

Table 1 Summary of Water and Sanitation Conditions in Selected Countries’

Country HDI Population with Access Papulation with
Rank to Improved Sanitation  Sustainable Access to
2002 {1) an Improved Water
Source 2002 (2)

Thaifand 73 a% a5

Philippines &4 73 85

China 85 44 7

Vietnam 108 41 73

Indonesia 110 52 78

India 127 30 86

Cambuodia 130 16 34

Pakistan 135 o4 214

Motes;

1. Defined as the percentage of population wilh access to adequale excreta disposal facilities, such as a
conneclion to a sewer or septic tank system, a pour-Aush latrine, a simple pit latrine or a ventilated
improved pit latrine. An excreta disposal syslem is considered adequate if it is private or shared (but not
pubiic) and if it can effectively prevent human, animal aad insect contact with excrsta.

2. Defined as the percentage of population with reascnable access {0 any of the following types of water
supply for dvinking: household connections, public standpipes. boreholes, protected dug wells, protectad
springs and ra.nwater coliection. Reasonable access is defined as the availability of at least 20 liters a
person per day from a source within 1 kilometer of the user's dwelling.

12 Urban piped water supplies are generally provided by about 300 regional water
enterprises (PDAMSs}, while off-site zanilation services are usually provided by the regional
government {RGY administration through eithe- the city cleaning and parks agency or the
public works agency.

' Human Pevelopment Repod 2005, UNDP,
“Goal 7 - Ensure Environmental Sustainability, Target 10 - Halve, by 2015, the partion of peaple without
sustainable access 1o safe drinking water and basic sanitalion.

Human Jevelopmen! Report 2605, UNDP.
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13 The economic crisis of 1997 affected padicularly the poorer segments of society and
since 1988 the Government has introduced many reforms with emphasis on good
governance, transparency, and accountability. However, quite clearly, the WSS sector in
Indonesia is n a very weak stale, a condition that existed before the economic crisis in
1897/98 and has worsened since. Partly due to the paricus financial condition of many
regionat water enterprises (PDAMSs), but atso the evolving legal framewark and uncertainties .
inthe early stages of decentralization, there has been no significant investment in the secfor
for at least five years Inadequate service delivery in the sector in recent years coftinues to
give significant impacts on human development outcomes, especiallywith regard to public
health and the general urban amenity. In several locations"PDAMs are reporting sharply

shigher water losses, indicative of rapidly deteriorating systems due to sustained lack of
-maintenance.

14. In generai it appears that Indonesia is tagging behind many other countries in the region
inthe provision and management of basic services. The situation in the water supply and
particularly the sanitation sector is considered to be of more serious concern than in most
other sectors.

15, Regional autonomy through decentralizatien was accepted as an important pillar of
progress in a nation with such geographical and ethnic diversity. Although initial actions by
some regions may have given rise to a more cautionary approach, there is no doubt that the
impraovement of guality of life for the urban poor and the large majority living in rural
agricultural areas needs a much greater sense of ownership and participation by the
autonomous regions.

16, While laws on degentralization, enacted in 1999 and revised in 2003, enabled numerous
initiatives for addressing the concerns of the sector, sericus concerns about some main
issues ramain including: (i) the low coverage and efficiency of the water supply sector,
evidenced by the high number of small water enterprises, and (i} the acute problems of poor
sanitation in urban areas caused by poor management of wastewater and severe deficiencies
in solid waste management practices.

17. Under regional autonomy, RGs are responsible for ensuring that sanitation services ara
provided within their region, similar to water supply and other basic infrastructure.  While
water supply is provided by PDAMSs, which are enterprises owned by the RGs, responsibility
far operation and management for sanitation in most ¢2ees rasts with techninal units within
the RG administration. Because of limiled budget allocation sanitation systems are often’in
poor state and lack maintenance. In many cases, RGs do not fully appreciate the magnitude
of the sanitation sector problems, and the types of solutions available to effectively and
efficiently addrass the seridus environmental proklems causad by the millions of househouds
discharging septic tank effluent and untreated grey water into the uiban drainage systems.

2, WATER SUPPLY

18. Piped water supply is estimated to cover only about 39% of the urban population,.with- the~
majority served through self-provision on a household and commumtyrleue! af alternative
smalt-scale water providers. In addition, many households operate with a dual supply,

" including both PDAM and groundwaler abstraction systems, due to the fack of reliability of the

PDAM service. At present, POAMs supply water through just over 6 million connections
naticnwide. In order to meet the related Millennium Development Goal (MOG), the total
number of connections by the year 2015 wc)uld need to increase to at least 15 million,
assuming 40% self-provision,

189, Of the 300 PDAMs more than half have less than 10,000 connections. in addition, many
regencies have attached to their water company small, unsustainable {sc-calfed IKK) systerns
which were poorly designed. Since many of these systems are now obsolete, except some
gravity supply systems, the level of service provided under previous projects funded
nationally, and/or with donor funds, will have declined. Such small enterprises find it vitually
impossibie to reach economically viable levels of operation.

20 The imperative is therefore suslainabie expansion of piped water supplies. The key
problem is one of coverage, before any other Poor coverage is due 10 increasing difficuity in
obtaining satisfactory water scources, low labor productivity, high water losses, poor
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management and ineffectual governance. These have all contributed to a vicious cycle of
poorer service, lower willingness to pay and conseguent ever lower performance.  Poor
govemnance manifests itself in low transparency in how the water enterprise (PDAMs)
Tesoufces are being used while low accountability reinforces stakeholder pesceptions that
providing further resources to the PDAM-is not the solution.  This lkack of trust is especially
evident in tariffs that are set with iittle reference to costs.

21. The urban population has increased in parallel with a period of deteriorating service
provisicn such that, in 2005, one can assume that the average percentage of population
served by public systems may ba over stated.

22 Many PDAM water supply systems have suffered from lack of maintenance, and service
quality has fallen due to a range of factors. In many instances, facilities constructed under
donor funded projects are not operating effectively. The lack of system mainlenance and
institutional commitment has resulted in consistently high levels of ron-revenue water (NRW).
In addition, more than 60% of PDAMs have outstanding loans with the Ministry of Finance
{MOF), and many of their RGs are alsa in arrears with loan repayments.

23. In most regions, tariff adjustments have been constrained by RGs so that planned full
cost recovery is rarely achieved and often tariff income does not meet the operating costs of a
24 hour supply service. Understandably, however, RGs find it impossible to increase tariffs
when standards of service are deteriorating. Many PDAMs do not allow for depreciation costs
on fixed assets, and do not generate sufficient funds fo finance new investments, with the
consequence that system and facility expansions only occur through grant funding or when a
donor funded loan faciity comes on stream. Most small pubiic utilities are unable to raise the
counterpart funds or provide in-kind contributions that are required fo participate in an
internatianal financial institution funded project.

24 In consequence, where PDAMs are unable to supply water, communities get their water
through collective systems, or individuals organize their own facilities at the household level.
in many instances, panicularly in fow-income areas, private water vendors obtain water from
PCAMs and or self-suppliers for distributing ¢ households and communities.

25. Management of PDAMSs is also influenced by institutional constraints.  Structurally, many
FDAMSs lack managerial autonomy from their owners, the R(Gs, ana policy making, regulatiori
and implementation have most often all been the responsibility <f the PDAM, with a resulting
negative affect an performance in terms of. equitable service provision to the whole
community,

26, However the water sector is viewed, the lack of investment is enormous and will have to
be met mainly by financing provided through cash generated by PDAMs, RG borrowing
capacity, central government, and donor agencies. In addition, some form of private sector
participation (PSP) needs to be mobilized; however, this will be difficuit in the current
operating climate.

27. The reauired priority actions must urgently address peor management of existing
networks, funding constraints of the sector, particularly the persistently low tariff levels, RG
horrawing capacity, and the machanisms for doner funding to the regions in the new era of
decentralization. Cost recovery tariffs in particular are essential for the sustainability of the
sector, while international loan financing to the sector would serve as an important catalyst for
refarrm.

LA

3. SANITATION

28. The urban sanitation crisis in Indonesia is becoming more critical each year as rapid
urban population growth continues and investment in the sector is far below that which is
required to even keep pace with development, Tie sanitation crisis is taking a heavy ol on
the health of urban residents, the economy in general and the environment.  Many
watercourses and streams associated with the larger urban areas funclion simply 2s open
SEWETS.

29. Sanitation aclivities are under-financed and RGs generally consider sanitation to be a

refatively low prionity. Approximately 75% of existing access to sanitation in urban areas is

through on-site sanitation since goverrment poiicy makes households responsible for the
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freatment and disposal of wastewater. Arcund 50% of wastewater from toilets is passed to
seplic tanks for treatment. A further 25% is dealt with direct by leaching systems. Septic
tanks provide cnly very limited removal of poliutants — around 33% - yet surveys in the late
1990s indicated that around 50% of effluent from seplic tanks was discharging direct to
surface drains. A further problem is that around 80% of bathroom, kitchen and laundry
wastes are passed direct to surface drzins without any form of treatment. Regulations
generally require that septic tanks be provided with |gaching systems; howsaver, this--
regulation is not enforced. Septic tank effluent, along with untreated wastewater from
kitchens and bathrooms, therefore flows into drainage systems creatlng costly ‘and severe
environmental poliution of urban areas. .

30. The sector is controlled by a number of agencies, bui the proper disposal of human waste
is rare, resulting in severe health and environmental conseguences and economic losses. As
with water, the number of people with lack of access to adequate sanitation is much higher
among the poor.

31. Water borne sewerage systems operate in less than ten cities and serve less than 1.5%
of the total urban population. Many of these systems are not operating properly because of
lack of ownership of the RGs (most were provided as grant funded facilities on the basis that
they were pilot operations) and subsequent lack of cost recavery contributing to a less than
optimal level of maintenance. In some cases inappropriate project design and poor
construction standards have contributed to the problem. The ievel of engingering expertise in
sewerage design and construction is relatively low compared with urban water supply.

32. The sanitation sector lacks sustainability, operating conditicns are poor, and there is no
capacity to raise funds for system expansicns. RGs generally have no institutional framewark
for sanitation, which means there is no budget for sector improvements.

33. In addition to domestic wastewaters, many “cottage industries” producing traditional food
{notably tofu), textiles and leather etc. contribute highly to the pollution loads discharged to -
watercourses that do not have any capacity to absorb untreated wastewater.” The results in
most low-lying urban districts are severe, and are a public health calamity.

34. On-site sanitation requires external support in the form of regufar desludging. Guldelrnes
recommend at least the annual-desludging of septic tanks, but on average households
remove sludge every 3 to 5 years depending on local conditions (e.g. high groundwater
table):" Desiudging is not dorie to maintain treatment efficiency — househclds normally call

- tanker fleet operators {public or private) when there are biockages or cdor problems. In many

cases when tanks beccme full of sludge they are =imply abandoned and a new one built
nearby. Desiudging is done by publicly or privately operated sludge tankers that abstract
septage from individual and communal septic tanks and then discharge the cancentrated
palluting waste either illegallv to watercourses, or to septage treatment plants operated
usually by local solid waste management depariments.  The treatment plants generally
operate at a loss and without achieving prescribed effluent standards.

35 Ancther problem is the enforcement of standards in rapidly expandmg urbarn,
developments. Without proper standards of construction, a backlog is in the process of being
created as developers generally provide inadequate canitation - facilities in new housing
estates. On-site systems are the common form of sanitation facility with direct discharge
connections from the septic tanks to the street drainage systems. Most on-site systems are
not appropriately designed or maintained. As a consequence, partially treated wastewater is
simply discharged into open draing and water bodies that are aiready polluted from
indiscriminate sglid waste disposal and other liquid wastes. It is anly the fact that drains must
accommadate storm water lows that they are abie to act as open sewers in many respects.
The urban pollution problem then reaches a peak, especially at the start of each rainy season,
when all this waste matenal is carried to natural watercourses and to the sea.

36, The institutional framework for sanitation is inadequate, and existing policies are unclear.
Urgent action is needed to develop a national sanitation policy, which is supported by donor
agencies. Compared with other countries in the region, such as Thailand and the Philippines,
Indonesia has a low percentage of urban households with adequate sanitation. Apart from
some cities with sewer systems in part of therr urban area and number of IPLT units, there
has been no significant investment in citywide sanitationt infrastructure during the last 20
years.
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37. In respect of sanitation, main respensibilities on central government level are with the
Ministry of Health {MOH), Ministry of Environment {MOE), and the Ministty of Public Works
{MPW).  Within MPW, the Directorate General of Human Seftlements (DGHS) pravides
essential technical support and guidance to RGs for the design and implementation of
sanitation facilities, and is responsible for sanitation projects funded by the centrai
government. Legislative functions affecting sanitation services are exercised by central
gavernment, although responsibilities are dispersed among ministries.

38, Particularly important at this stage is to ensure that (i} authority and accountabilities are
clearly allocated (i} that information about the benefits {and costs) of proper and improved
sanitation are disseminated among key stakeholders and (iii) that the backlog of areas with
unsuitable sanitation is no allowed to grow further.

B. KEY STAKEHOLDERS
38. Key stakehoiders at the local level are:

s Regional Governments {RGs) — espeéially the Head of Region

e PDAMs

e Sanitation sarvice providers

e The Local Council {DPRD}

o Civil Society

e The community to be served by the investrents made under the project
40. Other stakeholders include:

»  KMK35/2003 Appraisal Team

+ The Ministry of Finance

» The National Development Planning Board (BAPPENAS) — Directorate for Urban
Affairs )

« The Ministry of Public Worke, and especially ihe Dnectorate General of Urban and
Rural Development;

s The Ministry of Home Affairs — mainly the Directorate General for Regional Finances
» The Ministry of Heatlth

=  The Ministry of the Environmeny

»  Provincial Government {probabiy as representad by BAPPEDA)

« Tha National Development Audit Agency (BPKP),

= The Association of Water Companies (PERPAMSI), and

« The Asian Development Bank {ADB}

41. An important factor in success of the Project is (i) identifying the roles and contribution of
and responding io the needs of these stakeholders, and () understanding their powar and
interests in relation to the project’s objectives. The project’s objectives are summarized as
being to increase the coverage of water ang sanitation services to all communities in the
paricipating Regional Governments.

1. LocAL STAKEHOLDERS

REGIONAL GOVERNMENT

42 Regional Government, as represented by the head of the region, Bupati or Walikota, 15
likely 1o have the bingest stake in & successiul cutcome to the project. The Bupati / Walikota
will be a rnewly elected official in several of the Project locations by the end of 2005 These

December 2005 Black & Vealch - Arkonin —MTE — Waseco 16



WSSP ADB TA 4411-INC . Final Report |

include Kabupatens Serang, Maros, Barru and Bandung. The newly elected officials will be
seeking to improve the conditions in their constiluency to maintain the support that put tham
in office. On the other hand, they will have to achieve that improvement while keeping a
diverse renge of other stakeholders satisfied, and keeping RG debt to a minimum. For those
heads of regions which are not subject to local elections, their constituency is still the iocal
council {(DPRD). In either case, appraval for harrowing is needed from the elected
representatives cf the community, so it might be argued that the real power to infiuence the
oucome rests with the Chairman of the DPRD. In reality, the power of approval probably
rests with a coalition that includes the head of region. The Project detail will be of interest {o
this coalition, which is likely to be different in each RG. They have both a high interest and
high power — a characterization of this graup might be as “players™.

43. RGs are not entirely monaolithic — they also contain a number of other stakeholders. The
Regional Government Secretary (Sekda) is important because of his control ovar the budget
and the head of BAPPEDA because of both technical knowiedge and advisory positien in
refation to Head of region. Others not to be forgotten include the Head of the (suppose‘a‘ﬁ?‘*’
autonomous) Local Finances Board (Badan Keuangan dan Kekayan Daerah) and the Local
Public Service Board {Badan Kepegawain Daarah),

PDAM

44. With respect to the PDAM, the President Director is the key stakehglder. His reputation is

at stake, and often his job, if there is a problem in the water enterprise that impacts on the

Head of Region. While good govemance considerations should make the Board of
Supervisors (Badan Perngawas) an imponant player, most BOS are so ineffective- that they

are not important. However, they should be a key stakeholder, if for no cther reasen than to

provide a break on the relationship between the President Director and Head of region.

Centainly, the President Director should have a high interest in impraving the performance of
the PDAM, but the manner of his appeintment and his relationship to the Head of region is
likely to determine whether he has power to influence strategic decisions such as whether to

participate in the Project. A characterization as an “acter® rather than'a “player” — high

interest but low power - would not be uncomron.

SANITATION AGENCY(S)

45 Sanitation activities are spread between a number of agencies in a RG — for example
management of the IPLT may be with the Solid Waste Management Agency (Dinas
Kebersihan) while respansibility for on-site sanilation such as septic tank construction may.lay
with the Building Control Agency (Dinas Taa Kota) or even the Development Planning Board
{BAPPEDA). Probably the only certainty is that responsibilities are wide spread and iocating
cne agency that truly has a stake in improving sanitation is difficutt.  This.is the fundamental
problem with sanitation — there is no single major instilutional stakeholder whase interest and
power can be influenced to promoete the sanitation agenda. This condition strongly suggests
the need to form a stakeholder committee 1o provide a focal point for the various actors, and
leadership.

46. Health and environmental professionals are one group who should not be forgotten. The
Health Service (Dinas Kesehatan) will have an interest in sanitation matters in the household,
while the Environmental Agancy (Dinas Lingkungan Hidup) may be a useful organization to
champion sanitation programs bridging the househoid and the end treatment facilities
management by the "engineering agencies’. such a Public Works. -

THE CouNciL {(DPRD)

47. The leaders of this body are now key players in local projects. Few heads of regions
would be brave enough to promote a project without having cleared it some way with the
ODPRD. Key members of the BPRD are generally both interested and have the power to
determine allocation of funds to water and sanitation, ioan rescheduling and the final say over
tariff increases. They are "players” in the stakeholder typology.

48. in some RGs the Chairman of the DPRD may be happy to allow the Chairman of
Commissions (typically “C" for finance ar D" for infrastructure) fo dea! with the specifics of
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proposals. The common problem of investments being biased to locations is not obvious
because the system of representation is not vet geographically based. However, an undue
interest of councilors in detailed project implementation matters needs checking.

49, As players, appropriate members of the DPRD should be involved as much as possible in
project workshops, consuttation and participatory design activities, because the more they
understand the issues faced by the service-providing agencies, the more likely they will
support its objectives.

CivIL SCCIETY

50. Non-government arganizations are likely to be active in most of the RGs, no matter how
much the local government personnel deny ther existence. There may even be a water-user
group, or a graoup concerned with promoting better services from government. If no others,
the consumers association (YKL is likely to have a representative.  The smallar the RGs,
the iess Iikely there will be effective pressure groups of this kind.

A1, Unfortunately, this stakeholder group generally has little power to influence decisions as
to how services are distnbuted throughout the community. High interest but low power
characterizes them as “subjects”, just as is most of the cammunity at large.

52 Civil society can gain more power through representation on stakeholder groups, and
ultimately can act to ensure @ more equitable distribution of the benefits of the project.
Experience shows however that their effectiveness often derives more from the decision-
making arrangements of the stakeholder committee on which they sit than through same
cutside collective influence.

2, OTHER STAKEHOLDERS

KMK 35 APPRAISAL TEAM

53. Article 7{1) of KMK 35/2003 requires MoF and BAPFPENAS to form an appraisal team to
assess Project proposals. This team is known locaily as Tim Penilai. This team will be a very
kay nlaver in the loar nreparation process. Although KMK35 is currently being re-written, it is
understood that the Tim Penilai will remain as part of the project appraisal process.

MINISTRY OF FINANCE

54 The MoF ultimately must approve ADB lending to RGs (Adicle 7(6) of KMK 35/2003)
The MoF interest is to ensure credit is allocated effectively and being front-line managers of
the nation's finances, o minimize borrowing. They do not wish to set an unhealthy precedent
by forgiving debt arrears to an individual RG. Law 17/2003 providing the framework for
management of state finances has a performance crientation {as opposed to the old focus on
inputs), so it can be expected that project arrangements couched in terms of results (for
example more use of the PPMS) may be encouraged. BAPPENAS membership of the
Appraisal Team indicates the MoF desire appraisal criteria to cover technical ssues as wel
as financial. The MoF's interest and power make them key players whose interests are not to
be forgotten at all,

BAPPENAS {NATIONAL DEVELOPMENT PLANNING AGENCY)

55. Under the new nationzl spatial ptanning law (Ul' 18/2004). BAPPENAS have the pnme
responsibility of ensuring project proposals from the regons comply with existing
development plans. Agdicte 5 b and ¢ of KM 35/2003 indicate that compliance with regional
plans is a consideration in approval of lpan propasals. It would be wise to ensure any
proposals under the Project describe the exstence of development plans in the concerned
region and how proposals comply. Civen the relatively small size of sub-projects under the
WSSP, it is expected that there will be no mzjor confiicts with regional development plans.
On these ground BAPPENAS, as a stakehoider, may be classed as an "actor” — powerful, but
with less interest than some others.
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MINISTRY OF PUBLIC WORKS

56. The Ministry of Public Works and especially the Directorate Gengral of Human
Seltlements is a key stakeholder. DGHS have the responsibility at national leve! for
facilitating provision of water and sanitation thraughout the country. The water and sanitation
sector is administered mainly by the Ministry under the water resources law, UU 7/ 2004, and
the Government Regulation PP16/2005 coming mainly out of Article 40 of that faw. The
Ministry is not directly responsible for provision of services in urban -areas in most
circumstances, but oversees devefopment of technical standards, conliibute to policy
development and assist with project preparation and implementation involving bilateral and
multi-lateral development agencies. In recent fimes they have become mare involved with
developing regulatory arrangements, although the Ministry of Home Affairs ultimately are
responsible for promating institutiona! improvements in local governments.  Coordination of
technical aclivities and institutional reforms are important for improving perrormance and this
is perhaps ane of the challenges for the Ministry.

=t

57. DGHS's interest lays in ensuring that proposed technical solutions adopted by PDAMS
and RG sanitation agencies are cost effective, thal project implementation arrangements
support this objective, and that institutional development and capacity-building activities are
synargetic with the technical program. Their power derives from being the acknowledged
administrator of Law 7/2004 and the “gate-keeper” of the majority of central government funds
for the sector. This gives the Ministry high power, but with interest being diluted by a diverse
range of projects and duties, a role as an “actor” may be an appropriate classification

THE MINISTRY OF HOME AFFAIRS {MOHA)

58. The Minisiry "owns" local government in the sense of being in the line of command down
from the President, as cpposed to other Ministries being "staff’ or “support” agencies.
Responsibility for water and sanitation matters is dispersed within the Ministry. For this
project it may ba that the finarcial and reform aspects of local government owned enterprises
may make the Directarate General for Regional Finances the key stakeholder.

59, The DG has an interest in ensuring that local financial management is impreved and have
inherited the responsibility of redrafting Law 5/1862 on regional government—owned
enterprises under which PDAMs are constitutedt.  The draft law is central-to establishing the
legal framework in which good corporate governance can develap in PDAMs. The Ministry
has a high interest in the institutional development and capacity building aspects of the
Project, although they <an sometimes not be placed mainstream because the main
investiment is in physical compenents.  Their ability to influence RG affairs nevertheless is
strong, indicating care is needed {o prevent them from being “bystandars” in any praject in
which institutional reform is targeted. ’

THE NATIONAL DEVELOPMENT AUDIT AGENCY (BPKP)

£0. This audit agency perhaps has a similar agenda to that of the MoHA. They now audit
most PDAMs annually, their reports now often include a seclion on “good governance” and
they are promoting bath strategic management and performance management within PDAMs.
Some early consultation with them would be beneficial, especially in relation to {i) criteria
being applied o assess the guaiity of corporate governance (i) the preferred ccrporate
planning modet and (i) audit arrangements during praject implementation.

THE Assocmlow OF INDONESIAN WATER COMPANIES (PERPAMSH

£1. There may be only one or two of the 306 PDAMs in the country which are not members of
this association. The services it provides to its members inciude (i) advocacy on matters
impinging on POAM interests {for example debt re-scheduling) (i} operation of the PDAM
employee pensicn scheme (i)} debt collection from central agencies owing money to PDAMs
{iv) pravision of a range of capacity building programs to its members through its "Training
Foundation” {v) cperation of the PERPAMSI Benchmarking System (vi] serving as a
networking hub and (vii) disseminater of information through various means, including
publication of a monthly magazine concerning matters primarily of interest to PDAMs. In the
case of WSSP, they can play a role (i) helping the RGs negotiate debt rescheduling, so fong
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as ihis does not conflict with a larger agenda, which may be to gain debt relief; {ii) providing
their Benchmarking System senvices on an ongoing basis to participating PDAMSs; and (iii)
contributing to particular capacity-building programs that will be established under the Project
and helping disseminate the lessons o its other members, particularly through its Provincia!
branches in the Provinces where the WSSP is active. PERPAMSY's interest in the Project is
likely to be focused on the institutional and capacity-building aspects, because they are
actively advocating “corporatization" of PCAMs, that s, shifting the legal status from an
organization set-up under the administrative law to a legal entity constituted under Indonesia
commercial law {Law T / 1983). They see this reform (probably rightly s in many cases of
farger PRAMS) as being essential o improving the autonomy of PDAMs, and so performance.
They wili also have a stake in accreditation and open recruitment objectives of the WSSP.
Any power that PERPAMS! has to influence outcomes of projects such as WSSP probably
comes from their credibility among its members, and somewha! lke the MPW, the
‘gatekeaper” roie on some projects.

PROVINCIAL GOVERNMENT

82. The revised decentralization laws (32 and 33 of 2004} have given the Province a greater
role in superviston of RG activities. Combine this with their assigned function of managing
services that have an interjurisdictional nature, and some ability to contribute financing, may
combine to give the Provinces more power than first imagined. The key person is probably
the head of BAPPEDA, acting in the governor's interest.

MINISTRY OF HEALTH

§3. The Ministry of Health are a stakeholder in that they are involved in several areas of
urban living which relate to water supply and sanitation. The Ministry, through their local
offices at the RG level, monitors urban water supply quality as well as advising on acceptable
forms of on-site sanitation. This monitoring of water includes both public and private supply
systems. They also play the leading role in public education programs in both health and
hygiene.

MINISTRY OF THE ENVIRONMENT

64. The Mimistry of the Environment has the responsibility to see thai projecis are
implemented in an environmentaily friendly manner. Their involvement is, however, limited to
defining which projects require a full environmental impact analysis (AMDAL) and which da
not.  The Ministry will therefore review AMDAL documents and process their approval;
however they currently have insufficient resources to provide a “first hand” involvemnent in
monitoring projects during their impiementation. The local environmental office within the RG
is known as BAPDELDA. This office will iake an active role in monitoring Froject compliance
with environmental legisiation.

THE AsiaN DEVELOPMENT BaNk (ADB)

G5, With its mission to reduce poverty, and being the lender of the majority of funds for the
praposed Project, the ADB are a key stakeholder. ADB funding of urban water supply and
sanitation investments has largely ceased since the on-set of the economic crisis in 1997,
with a number of attempts to re-start development in the sector having been unsuccessful
since then. The move of water supply and sanitation affairs into the Social Sectors Division
{(SESS) of the ADB in 2002 is indicative of an increased focus on the social impacts of
projects as proposed. Community mvcivement, institutional development and capacity-
building, gender eguwty, health and environmental concerns should now receive more
attention than projects prepared under past IUIDP projests of the Government. The ADB will
have a particular interest in conpieting a successiul preparation of the WSSP because it is a
"pioneering” project in a number of ways. 1t will be the first under the new decentralization
arrangements in Indonesia, the first to make use of new on-ending arrangements, the first for
the sector from the SESS and a leader in integrating institutional and social arrangements into
tachnical soluhons o the provision of water and sanitation services. The power of these
interests through control of the financial terms of the proposed loan is large, making the ADB
a true "playe:” in stakeholder typology.
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C. BRIEF DESCRIPTION OF SUB PROJECTS

1. LOCATIONS

86. The Project is currently proposed to develop water supply and sanitation services in faur
different Provinces with eight Regional Gavernments. The project preparatian work evaluated
proposals from fifteen d[ﬁerent RGs as listed in the following table and dlustrated in the
attached Figure 1.

Table 2: Sub-Project Locations
Pravince o Regional Government  Population-
Locations ready for participation in W55P
North Sumatra - Kab Tapanuli Tengah .. 272,000
South Sulawesi Kah Jeneponto 318,000
South Sulawesi . XotPalopo ©-D 150,000
West Java kab Bandung 4,135,000

"Sub Total -~ - . 4875000
Locations expected to conf inm participation in WSSP

‘Banten © . . KabSerang- . 748,000
South Sulawesi Kab Barru 150,000

' South Sulawesi: .- KabMares . - - . 211000
West Java . Kah Bogor 2.572.000

" Sub Total - .7 i L A0
Lacations declmmg panlclpahon in WSSP
Bangka Beliturig . -+ Kot Pargkal-Pinang-- -~ -~ 135,000
Central Java Kab Pemalang 1,069,000

Cenfral Java ... . " Ket$emarang .- 717 3220000
Norh Sumatra Kab Simalungun 808,000

" Morth Sumatra -~ Kab Tapanuli ara ... . ;. 255:000-
South Sulawem Kab Sidenrang Rappang 300,000

CWest Java. "7 Kot.Banjar | T TFEN00.,
Sub Total 4 064 000
Total- 0 L e o T 12686,000

67. The Consultant has made evaluations of projects in each of the above locations,
however, at the time of preparation of the Final Repert, Kota Pangkal Pinang, Kabupaten
Pemalang, Kota Semarang, Kabupaten Simalungun, Kabupaten Sidenreng Rappang and
Kota Banjar have signified that they do not wish to proceed with their participation in the
W3SP for the present.

63. In addition to the above mentioned and listed locations, the Consultant considered
reguests for inclusion in WSSP from the following RGs: '

s Bau Bau
e Bontang
e [Ende

o Ernrekang
» (owa
*» Lombok Tirmur

e Lubuk Linggau

e Mojokerno
¢ Muara Bunge
e Finrang
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« Poso

e Sampang

s Sibolga
e ToliTaol
* Wajo

€9. The process was such that locations were selected based on inifially viewing the locations
by Province. The key criteria used in reviewing the medium list of locations were therefare
the geographic focus, commitment to reform, a preliminary assessment of the feasibility, an
assessment of the suitability of the project for ADE funding assistance and financial
considerations. The primary financial consideration taken into account was the PDAM and
PEMDA performance on current loans along with their current loan liabiiity.

70. The following table provides key data on the scope of water supply expansion Sub-
Projects currently preposed for inclusion in the WSSP.

Table 3: Scope of Project Water Supply System Expansions in WSSP
No -Regional Government - Production-capacity’ WS House Connections ' | Expansiori /
. . - _ {Usec} - . - Lo s ot
Existing Proposed Existing Additional %
Expansion 2006-2010
1. .KabSerang. | 7 .43 . .. 24077 258350 22182 Y 1.86% ("1
2 Kab Tapanull Tengah 49 100 2,398 £,895 250%
3 KabBami | o 0w 807 L 5007 agyeTTl o 7349 CNAB4M T
4 Kab Jeneponto 50 78 4625 8815 191%
5 .. KabMaios oo b T80 w1807 o LET00 S 12781 2249,
6 Kot Palopo 150 200 11,858 7,028 59%
. KabBandung o L T000 LSTo600° 482047 1 32408 oo 0T70%
8 Kab Bogor 2,039 380 91,285 27,2568 30%
Y DeTotats i L BBOP LT NT4EY T BR8N 1230828 1hn6e%

71. An item of significance is the quite considerable expansion of systems comgared with the
existing service coverage. The average expansions in the five year periud of the Project will
more than double the size of existing systems. Such a rate of expansion will require
extraordinary assistance from the Project, particularly with regard to the add!tlon of new
connectipns and capacity building for the PDAMs.

2, WATER SUPPLY

KABUPATEN SERANG

72. The Sub-Project at Serang includes a 200 Fsec WTP, a 4,000 m3 reservoir, 8.0 km of
transmission pipe, rehabilitation and construction of 172 km distribution pipe and 17,800
house connections, within the Project period.

73 Costs Including Contingencies. Investment costs are Rp 121 billion, 13% of the present
WSSP water total.  Unit investment costs per household are slightly below average. AIFC
costs are slightly higher than average, however,

KABUPATEN TARPANULI TENGAH

74. The Sub-Project at Pandan includes a water intake, a 100 lisec WTP, a 1,000 m3
reservoir, rehabilitationfreplacement of 2 km of transmission/distribution pipe, 73 km of
distribution pipe and 6,000 house connections.

75 Costs Including Contingencies. Invesiment costs are Rp 44 billion, 5% of the present
WSSP water total. Unit investment costs per household are about average. AIFC costs are
beiow average, however.
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KABUPATEN BARRU

- 76. The Sub-Project at Bamu includes a 100 K¥sec WTP, a 650 m3 reservair, 1 km of
transmission pipe, 87 km of distribution pipe and 7,300 house connections during the Praject
period,

77. Costs Including Contingencies. investment costs are Rp 34 billion, 4% of the present
WSSP water total. Unit investment costs per household are below average. AIFC costs are
above average, however,

KABUPATEN JENEPONTO

78. The Sub-Project at Jenegponto includes a 75 Hsec WTP, a 500 m3 reservolr, 10 km of
transmission pipe, 105 km of distribution pipe and 8,800 house connections during the period
of the Projact.

79. Caosts Including Contingencies. Investment costs are Rp 42 billion, 5% of the present
WSSP water total. Unit investment costs per household and AIFC costs per m2 sold are
below average.

KABUPATEN MAROS

80. The Sub-Project at Mares includes a 150 ifsec WTP, a 5,000 m3 reservoir, 20 km of
transmission pipe, 157 km of distribution pipe and 12,800 house connections.

81. Costs Including Contingencies. Investment costs are Rp &8 billion, 7% of the present
WSSP water total.  Unit invesiment costs per househoid costs are below average. AlIFC
costs per m3 sold are slightly above average.

KOTA PALOPO

82. The Sub-Project at Palopo includes a 200 Fsec WTP, a 2,000 m3 reservoir, 15 km of
transmission pipe, 51 km of distribution pipe and 7,000 house connections.

B3. Costs Including Contingencies. Investment costs are Rp 96 bilion, 10% of the present
WSSP water total. Unit investment costs per household cosis are above average. AIFC costs

per m3 soid are also above average.

KABUPATEN BANDUNG

84. The Sub-Project includes a 600 lisec intake and a 500 i¥sec WTP. There would be a 4 km
raw water and a 58 km treated water transmission pipe.  The distribution pipe would be 361
km. 3,790 house meters wouid be replaced and 32,000 house conneclions consiructed within

the Project peried.

85. Costs Including Contingencies. Invastment costs are Rp 240 billion, 26% of the present
WSSP water total. Unit investment costs per household are at the average and AIFC costs
slightly below average.

KagUPATEN BOGOR

8G. The Bogor Timur Sub-Project involves land acquisition and 150 Ifsec WTP. There would
ke two additional reservcirs total capacity 3600 m3, £ km of transmission ppe, 226 km
distribution pipe and 9,900 new house connections.

87. The Bogor Tengah Sub-Project involves rehabilitation of 73 km of transmission pipe, and
replacement gf 15 000 house meters and two main water meters. Expansion v.ould require
land acquizition for a 150 l/sec WTP, an adgitional 3,000 m3 reservair, 10 km of transmission
pipe, 187 km distnbution pipe and 3,900 new house conneclions.

88. The Bogor Barat Sub-Project involves 70 ifsec spring source develepment works, 2 break
pressure tanks, power supply elc to one Kecamatan. There would be a 0 Wsec transmission
pipe connecting two springs, another 2 km transmission pipe, a 710 m3 reservoir and 9,000
additional house connections.
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89. Costs Including Caontingencies. Investmeant costs are Rp 270 billion in fotal, 30% of the
present WSSP water lotal. Costs at Timur are Rp 100 billion, at Tengah Rp 138 bilhon and at
Barat Rp 32 billion. Unit investment costs per household are above average at Timur and
Tengah but below average at Barat. A{FCs per m3 reflect those differences.

3. SANITATION

0. The evaluation of requirements concerning sanitation improvements provided the
following componants:

= Community Sanitation Centres {CSC} 3 no. per RG except 6 no. in RG Metropolitan

e Simpliied Community Sewerage Systems {SCSS; 3 no. per RG except § no. in RG
Metropolitar;

»  School Sanitation Centres (55C) 20 no. per RG except 40 no. in RG Metropaolitan.

91. The cost of a CSC 1o serve 100 families 15 some Rp 300 milion. An SCSS unit also
gerves around 100 families and is also priced at Rp 300 milion. Toilet facilities in schools are
estimated at base cost Rp 15 million per unit.

97 In addition to the above an (PLT is proposed to be constructed in Kabupaten Serang. .
4. INSTITUTIONAL AND ORGANIZATIONAL DEVELOPMENT

LocaL INSTITUTIONAL DEVELOPMENT ACTION PLANS

93. The "sustainability” of investment in physical aspects of water and sanitation infrastructure
services is strongly dependent on the institutional arrangements appropriate for the
circumstances in the patlicular local government. Below 5 a list of the institutional
development activities which should be addressed by the end of the Project. The RG itself
will also require institutional support. First this must provide the ability to budget and report
results 1o MOF. This is covered by the SIKD systemn.

WATER SUPPLY )
e Mobilize Leadership and Communicate Action Plan
» Clarify the Overall System for Sustainable Service Delivery
« Improve Resource Acquisition and Allocation
» Ingrease and Improve Means of Service Delivery
« Information Management and Planning ,
s  Increase Accountability

» Improve Legal Certainty and Enforcement

Upgrade Set of Local Legal Instruments

improve Human Rasources Development ar Sector level
SANITATION .

= Clarify the Qverall System for Sustainable Service Delivery

s Improve Resource Acquisition and Allocation

s« Expand and improve the Means of Service Delivary

= |nformation Management and Planning

= Increase Accountability

» Imprave Legal Certainty and Enforcement

« Upgrade the Set of Local Legal Instruments / Framework
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e |mprove Human Resources Capacity at Secter level

FINANCIAL AND OPERATIONAL PERFORMANCE IMPROVEMENT PLANS

94 The performance of the PDAM depends upon factors which are under their control and
athers which are not. This plan concerns those factors under the contro! of the directors and
personnel. The Plan is hased mainly on the project objectives and activities, the resulls of an
organizational audit conducted by survey among PDAM personnel, and the opinions of senior
POAM managers and the consultants. The plan includes:

* Mandatory programs
e Qpticnal pregrams, and
« Training programs

85 Mandatory aclions are performance improvement activities the PDAM must undertake,
and include:

e Establishment of an internal Perfermance Improvement Team {PIT)

o Annual review and update of the Corporate Plan including its indicators and targets
e Annual benchmarking and associated information system improvements

e Implementing annual customer satisfaction surveys

« Establishment of a complaints receipt and pracessing function

» impiementing routine employee perception surveys

+ Implementing a'revenue ehhancement program

* implementing a water loss reducticn program.

86. In addition it is proposed that the PDAMS seek short-term improvements in their financial
performance through the introduction of basic business procedures by means of an
immediate action plan. Short term actions focus on the following areas:;

« Accounts Receivabie
o Meter Exchanges

e« Customer Inventory
* lizgal Connections

e Connection Fees

5. PuBLic HEALTH ANP HYGIENE

97, Sanitation and hygiene behavioural change programs will form an import support activity
in the WSSP. The program is designed to extend the health improvement impact of the
Project investments, The objective of the Program is to extend the health benefits of
improvad water and sanitation faciilies by enhancing community awareness of the linkages
between improved facilities, 1mproved sanitation and hygiene behaviour and community
health. The activities on public health and hygisne are proposed to include;

o Training set-up for programs
» Schools program
» Community program

« Drainage watar guality monitaring

D. ESTIMATED PROJECT COST

98. The current total project value with eight lecations included s US$128.7M. This is made
up of Water Supply US$66.7M, Saritation and iHeattn U5%H4M Technical Assistance
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LUS316.7M, Contingency Sums $19.9M and Interest During Construction US§20.0M. The
ADB OCR portion is currently US$80.2M and the ADF Loan US$10.0M. A summary of the
estimated project cost is provided in the following table,

Table 4. Estimaled Project Cost — US$ Millian in.Base Prices

Description Foreign Exchange’ Locaf Currency Tétal Cost- % .
A. Base Costs {in¢luding taxes)

1. Water Supply 2.8 . 638 BT 5%
2. SanitationfHealth o1 3.3 54 4%,
3. Technical . Assistance 30 - 136 A6T T 3%
Subtotal {A) 58 829 a8 r 69%
B. Contingéncies - : ool e
Physical 0.3 53 3.6 4%
Price - 03 - 439 S14.35 5 W
Subtotal {B) 0.6 18.3 129 5%
C.Financing Costs: .. 7 S B A
IDC, Charges & Fees 1.7 84 200 16%
Subtotal (Cy. - "=, 1.7 .84 S 2008 7,7 16%
Total 18.2 110.5 128.7 100%
Nates:

1. The above project cost includes sub-projects in eight locations - Kab Serang, Kab Tapanuli Tengah,
Kab Barru, Kab Jeneponto, Kab Maros, Kot Palopo, Kab Bandung and Kab Bogor.

2. Local currency IDC ete is the 5.01% mark-up charged by GOl to sub-borrowers to cover: forax risks,
default risk, bank fee and adminisiration fea.

E. IMPLEMENTATION SCHEDULE

1. WATER SUPPLY

88. For development of the water supply works all remaining Projeci locations have elected to
frame caontracts on a Design, Build and Operate or DBO basis. A single contract is therefore
proposed for each waber suppiy syster development, The Contract will need to be bid on an
International Competitive Bidaing {ICR) basis. This will reguire pre-gualification of bidders
followed by bidding. The current intention is to develop bid documents for these DBO
Contracts in parallel with the Loan Processing. This is intended to allow ine G5O Contractor
to commence work immediately after the Loan becomes effective.

100.  In addition, the Bandung project will nead an AMDAL to be prepared, befare work can
cammence on the development of the water supply production faciliies. This AMOAL should
alsa be prepared in parallel with the Loan Processing.

Figure 2: Implementation Schedule — Water Supply

ACTRITY _ 006 2097 | 2“_”5 T W | _l
! - Jan | Qex dan I Decrlan i DEC||J311 Dt an Dec'lan | Beg)
f__?renﬁ_re DEO documents . '_— o i ; | ] ,—_i_ |= 7

iWgsP Ioan alfective
ipB0 conwact viading —
TARADAL water Source and transrmssrun
TAT DAL distriblfion system -
|D30 t.nn[rac.]or deqlgn

|Renaml.|ate and dewel o duslribution § _Elr_'m

,u.—w pragram |rnp|em-en'led

|_cun: npmal:lon m‘ Rl  production Taalmcs
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101.  Further AMDALSs wiil be required for the distribution systems, however these may be

prepared during the first year of the Project since it is proposed that work on the distribution
systermns will not commence until the second year.

102.  The first year of the Project is expected to focus on development of water sources
and construction of water treatment plants. Once the treatment plant is operationat it will be
commissioned and run jointly by the DBO Caontractor and the PDAM. This pericd of joint
cperation is proposed to proceed for two years. During this period the following activities will
be addressed:

« operation and maintenance of the new water treatment ptant,
« expansion of the distribution pipe network,

e rehabilitation of the existing distribution pipe network including attention to reduction
of physical osses and attention to UF'W,

e addition of new house connections, and

e training of PBAM staff in the operaticn and maintenance of the system.

2. SANITATION

103. Conversely, it is expected that no physical sanitation works wilf be done during the
first year of the Project. For sanitation, the first year will be devoted to institutional
development, capacity building and preparation of a city-wide sanitation strategy.

104.  During the second and subsequent years, the community based sanitation physical
components will be developed. These will be developed according to the following table.

Figure 3: Implementation Schedule - Sanitation

A(:TMTY. [ 2006 [ 2007 | 2000, 208 | o ] mm 1____!
| han | peclian Dechlan | Declan Geclian | Declan T Der
VWESP toan chiective mak AR T ]
SANITATION, I L T A N N
IDCE Consultant recraftment T 11 ! T L1 1L
Cily-Wida sanilator sElcgies . B i I Jr___ ! il i | .! : I
Community based 5annamon - 28 Ui per ocatlon _ || L ! 2020 R P |

|€ semunty based sanitalion - 244 untis per lecation [ [ | IR I | i1 | :
Cu'm.munig based sanitation - 24 units p;r localion [ | [ | _—_ NS J J
{Bidomg rar IPLT Serang IEREE T - I
|Songtructean IPLT Serang o 1 L | ! -_. ETTT [ i

10%  One \PLT is currently included in the Project. This is located in Kabupaten Serang.
The AMDAL for this facility has already been prepared and processed. The DED is also
available so that the bidding and construction of the work should proceed in the first year of
the Project.

108, During the second, third and fourth years of the project two community based
sanitation facilities will be developed and constructed in each of small to medium sized RGs.
In the larger RGs, four units will be implemented each year

3. INSTITUTIONAL DEVELOPMENT AND CAPACITY BUILDING

107,  The tnstitutional development and Capacity Building work will include the FOPEP,
LIDAP and public education pragrams in health and hygiene. Much of the activity in these
portions of the Project wil! proceed throughout the full five year project period, as illustrated in
the following table.
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Figure 4; Implementation Schedule — tnstitutional Development and. Capacity Building
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Leadefshrp*gowemanue group communicalions
Re-design owerall service defwery in sector

Imprewve larifl $EII:rng and respurce allocation pfoc?egs :

Iincrease POAMoperalaor aulunumy!mrporanze
[Perlormance Breemants and regulator
ilmproved mrnrmaunn management and planning

llrnprovea g:ovemanc-e SCoountability Badan Pengawas S :

[Improve sector level fuman rsources : . ]

[S¥atg managoment n evto T T
sseianeous oraob srsmance T

PUBLIC HEALTH AND HVGIENE B A I A |

[Training setup for programs ' I |

[Scheol pregeame S T T T —— | |
[Community programs__~____ U] i i ’
|Crairage water qualty monilaring TG i

F. LOoAN PRO(:ESSlﬁG SCHEDULé

108.  The current schedule for processing the loan from the ADB viewpoint is as follows:

= Consuitant's Final Reportissued December 2005

s Loan Fact- Finding February 2005 ,
w Froject Appraisal March 2006

% Loan Megotiations May 2006

= Loan Effective Qctober 2006

108.  DGHS have advised that when all the SPARs are complete and in order, they should
be submitted, by the RGs to the DGHS. DGHS will then forward them to the MoF. The MoF
will arrange for the SPARs to be reviewed by the Tim Penflai KMK35. The MoF review is
expected to take a minimum of one month, if all documentation is in order.  This should be
abie to be achieved in during Becember 2005 and January 20066

110. A further important aspect of the processing will be the need for the following
locations o settle their debt rescheduting or restructuring arrangements with Ministry of
Finance prior to commencement of Loan Negotiations.

s Kab Barru
= Kab .enepanta
s Kab Maros, and

s Kot Palopo
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G. FINANCING PLAN

111.  The following table provides the summary of the financing plan for the Project.

Table &; Summary Financing Plan — US$ Million
Source of Funds Rp Billion - US$ Million

Foreign Local Total Foreign Local Total Percent
A ADB
1. ADB Loan 862 c 862 BO.2 D0 BD2 B2.3%
2. ADF Loan 108 o 108 100 00 100 7.8%
ADB Total 970 0 e7a 90.2 00 %02 T01%

B. Counterpart Funds

1. Central Government o a3 i02 ¢4 8.4 9.2 7.2%
2. Local Government o 52 a2 0.0 50 . 50 38%
3. Consumers [ 140 140 oo 127 127 9.9%
4. Dperating Agency ¢ 120 120 co 1t5 115 8.9%
Counterpart Total 9 405 414 09 3r6 384 29.9%
Total . 919 405 1,324 911 376 1286 100.0%

Nates: The above project cost includes sub-projects in eight locations - Kab Serang, Kab Tapanuli
Tengah, Kab Barru, Kab Jeneponto, Kab Maros, Kol Paiopo, Kab Bandung and Kab Bogor.

H. PROQJECT BENFEFITS AND BENEFICIARIES

112, The water and sanitation development program in selected locations will assist in
facilitating economic growth in the regions and also assist in the pursuit of egquality through
poverty alleviation. Economic growth will be facilitated by:

= providing urban infrastructure improvements which support sustainable commercial,
services and industrial development, and

o ensuring efficient ufilization of urban infrastruciure,

1153, TPoverty alovistion will be assisted by broviding improved environmental conditions in
low incume housing areas, The overa!! number of poor households was estimated at 256,000
involving a population of 128,000 and the number of vulnerable houssholds was estimated at
10,000 households making up a population of 49,000,

114.  Benefits of the water supply sub-project components will include;
+ rehabilitation of existing water supply facilities serving 960,000 parsons;

= provision of a clean water supply to a further 620,000 persons thereby improving the
quslity of life and the level of public health and also facilitating commercial,
institutional and industrial development, and

o improved ievels of water supply service for 960000 persons due to the development
good governance practices in eight water utilities.

115, Benefits of the sanitation sub-project companants are:
= development of city-wide sanitation sirategies in eight locations,

» reduction in pellution of surface and shailow groundwater and improvement in publiz
health in urban areas covering 530,000 persons due to provision of a septic sludge
treatment facility for 420,000 persons and new sanitation facilities for 110,000 per,
and

= more effective development, management and operation of sanitation {acilities.
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ill. TECHNICAL ANALYSIS

A. GENERAL

116.  In general the technical analysis of projects has been based on data and information
provided by the RGs and PDAMs. During the initial round of site visits, the scope of the
Projects was agreed in discussions with key stakeholdars and the accuracy of data checked
by the Consultant. In almost all locations, no previous feasibility study was available to use
as a basis for the Project evaluations. The inilial Project scope was subjected to a check of
technical feasibility. Based on further financial evaluations, adiustments were subsequently
made o the Projects.

117, Furiher, on receipt of data from the socio-economic surveys it became apparent that
adjustments to technical designs would need fo be made for around half the proposed
Projects. This Final Report therefore contains technical and financial evaluations of Sub-
Projects which have been through a process of review and adjustment on three occasions.

B. URBAN PLANNING AND POPULATION PROJECTIONS

118. The RUTR {urban planning reports) for Project tocations havz been coilected and
examined. In Maros, Sidenreng Rappang and Tapanufi Utara there are currently no formai
urban plans. in these locations the proposed Frojects have been discussed with BAPPEDA
and infarmation gained from these discussicns has been included in the SPAR.

119, For the purpose of the Project preparation, full demographic studies were not
considered necessary.

120, Generally, it has been difficult to define data on Sub- Project areas. Data is available
on RG population as a whele. |t is also readily available per Kecamatan, however Sub-
Project area boundaries rarely coincide with Kecamatan boundaries and therefore it is
nacessary to examine data at the Kelurahan or Desa ievel. As an exammpie the Kabupaten
Bandung water supply Sub-Project includes some 78 Kelurahan or Desa in the service area.. . |

Tahle & Populations in WSSP Water Supply Project Service Areas , .~ >~ -~ -
f;WS_Stib_—_PiE’jé&t_ L No, of i Ne. of Desa- ~. 7712006 - - 20107 720157 Growth
“Location - ©Lo7 o Kecamatan R LT ey T Al

e . : . - e B w4 oo-lassumed

Service Tota  Population in thousands % per
area | year

-Kab Serang;.. B 37 . B3ITUZ33. RAv . 28800 240%:5

Kab Tapanuli Tengah 3 24 52 g2 85 80 0.40%

Kab Barru 3 i 21 o8 163. 108 1.20%

Kab Jeneponto 5 36 56 82 85 a0 1.30%

Kab Maros | 10 51 68 204 213 224 1.30%

Kot Palopo 4 26 28 130 136 142 2.30%

Kab Bandung A 78 99 565- '588-  B17- 1.30%

Kab Pemalang 2 20 41 183 190 200 1.30%

Kab Bogor 10 33 S8 1271 132 1,39 3.20%

Sub-Totals Current 54 322 547 2,848 296 312 1.63%

Scope 8 1

Kow Semarang 9 74 77 439 457 151 1.40%

Kab Tapanuli Utara 2 14 17 i3 118 124 1.00%

Kab Sidenreng Rappang G 49 58 154 172 183 1.50%

Kol Banjar 4 g 16 85 BE Q2 1.80%

Tolals 75 568 s 31,649 380 4,00 1.47%

3 1

121, Generally the RUTR provide for oplimistic targets for water supply and sanitation
coverage in their mediurm to long term proposais. Targets in these urban plans usually reflect
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gross national targets, such as 90% coverage of PDAM water supply by 2015, The plans are
not based on demand surveys or similar. As such the Consultant has taken these plans as a
guide only and ysed them as references for assessing which are the priority service locations
from a planning viewpoint. Details of the various urban planning proposals are included in the
SPARs which are appended to this repart.

C. EXISTING CONDITIONS

1. WATER SUPPLY

COVERAGE

122, Coverage of existing systems in the Sub-Project locations is relatively low. On
average the designated WSSP service areas currently have around 18% coverage of PDAM
piped water supply systerns. The following table summarizes the current situation with regard
to PODAM supplies.

Tahle 7 Existing PCAM Coverage
Sub-Project Location Coverage of Coverage of % of totaf
RG WSSP RG
population  service area  papulation
population in WSSP
Service area
Kab Serang - - 5% 16% . B8%
®ab Tapanuli Tengah 8% 30% 55%
¥ab Barru . . 15% 7% C . 35%
Kab Jeneponto % 13% 35%
Kab Mares - wH 15% ~658%
Kot Falopo 45% 47 % 7%
Kab Bandung 8% 4% - 57%
Kab Bogor 7% 10% 38%

" Avarage Current Scope 13% 18% ©LBT%
Kab Pemalang 8% 13% 25%
Kot Semarang 41% 50% TB3%
¥=b Tapanuli Utara 8% 1B8% 34%
Kab Sidenreng Rappang 10% 14% T B81%
Kot Banjar 19% 27% 2%
Average 15% 20% . [ 5B%

ALTERNATIVE SUPPLIES

123, The following table summarizes the current means of household water supply for
those which do not have a PDAM connection. The current scurce of supply of water in
households not served by PODAM is generally by means of a well either fitted with an elactric
or hand pump or accessed with a rope and bucket. In many locations, particularly in Nerth
Sumatra and South Sulawesi, surface water is still used. Significant levels of waler vendor
activity were recorded in Bandung, Semarang and Tapanuli Utara.
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Table 8: Household Water Sources for Non-POAM Customers in Project Area
Sub-Project Location  Vendors  Public  Wellwith Shallow  Surface
tap pump waell water or
other
KabSerang - .. - 13% - 17% -  -61.0%77C19T7% i 163%.
Kab Taparuli Teagah 0.0% 4.0% 17.0% 18.0% 61.0%
iKab Barmu , 0.5% 0.0% 340% . 35.0% . 305% -
Kat Jeneponta 0 0% 0.0% 7.0% 50.4% 42 5%
Kab-Maros - 7.5%  3.0% . 75% - 495% ... 325%
Kot Palopo 0.0% 0.5% 23.0% 0.5% 76.0%
Kab-Bandung = © 400% - 653%  -345% - 202% .- 00% "
Kab Bogor 0.0% 0.0% B0.3% 38% 35.9%
Sub-totals - 6.2%  1.8% . 30.5%  248%  C368%
{ab Pemalang 4.0% 0.0% 66.0% 14.0% 16.0%
. Kot Semarang = . 28.8% 0.0% 247% - 7H% . E80%
Kab Tapanuli Utara 10.0% 50% 35% 31.5% 50.0%
. Kab Sidenfeng Rappang  6.0% ~  10% - 79.5% - 05% i:16.0%:
Kot Banjar 0.0% 0.0% £3.8% 23.1% 23.1%

. Totals - 7A% . 16% o 36.3% - 21.4% C340%-

Source: WSSP socio-econamic sSUrvey.

124.  Groundwater conditions in each of the locations have been examined as part of the
field surveys. Specific comments on groundwater conditions in paricular locations are as
follows:

» Kabupaten Serang: Conditions for groundwater abstraction are poar in many
locations and the quality is deteriorating in the crowded urban areas. In the north of
the urban area the groundwater becomes saline.

» Kabupaten Tapanuli Tengah: The guality of groundwater is poor in the westen areas
of the town where it is salty. Pandan is located near the sea and in many piaces has
intrusion of sea water into the groundwater.

= Kabupaten Barru: The guality of groundwater is poor, Barru is iocaiéd aiong ihe sea
where the groundwater is saity. In areas where the groundwaler is scarce there are
preblems with availability during dry the season.

» Kabupaten Jeneponto: The gualily of groundwater is poor. Again, Jenepontc is near
the sea, especially in the southern area of the lown where groundwater is salty, and
there are problemns duiing dry season. In Jeneponto it is very difficult to get fresn
water.

~» Kabupaten Maros: The quality of groundwater is poor especially the area near sea,
There iz no fresh water. and the available groundwater has high iran content and high
turbidity. Alsc there are problems with availability in sorme areas during dry season.

» ¥Kola Palopo: The quality of groundwater is poor especially i1 the arca near sea.
There is no fresh water and the groundwater has a high iron content and it is salty. In
areas away from the sea thera are problems with avaitability in many areas during dry
segson.

= Kabupaten Bandung: The groundwater in the densely populated urban areas is
poliuted and coloured.

» Kabupaten Bogor. Groundwater is good in some areas but in others has a high iron
content; again there are problems with availability in many areas during dry season.

= Kabupaten Pemalang: The quality of groundwater is poor with high lime content and
salt levels, especially in northern area of the town. Availabilily is also a problem
during dry season;

» Kabupaten Semarang: The quality of groundwater is poor in the northern area of the
town suffers fram intrusion of sea water.
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e Kabupaten Tapanuli Utara: The quality of groundwater is poor in all areas of the town
where it has excessive iron and lime content.

e Kabupaten Sidenreng Rappang: The groundwater quality is poor due to a high iren
content. There are problems with availability in many areas during dry season. The
existing system of PDAM use deep well as raw water source.

e Kabupaten Banjar: The groundwater quality is poor due 1o high turbidity, iron and
lime content. There are problems with availability in many areas during dry season.

PDAM SysTEMS

1258. The foilowing table provides salient data on current systems which are being
operated by PDAMS in the Project locations. Generally the level of service provided is less
than acceptable. The quality of water does not meet drinking water standards and suppties
are intermittent with many distribution pipes empty for extended periods of time. The current
level of consumption is computed at around 1186 liters per capita per day. Waler losses are
generally not measured and reported figures average around 33%.

Table 9:

Sub-Project
Locatian

Kab Serang

Kab Tapanuli
Tengah

Kab Barru

Kab Jenepenio
Kab Maros

Kot Palopo
Kat: Bandung
Kab Bagor
Total or
average

Kab Pemalang
Kot Semarang

Kab Tapanuii
Utara

Kab Sidenreng
Rappang

Kot Banjar
Total or
average

Data on POAM Existing Systems

BNA
systems

32
15

.
8
14
4
45
35

Co181

2
17

11
11

4
206

IKK systems

Operating Defunct

17 8
7 1]
& 1
1 Q
1 ]
3 a
-] ]
12 0
55 9
1 0
g 0
8 0
4 a
3 0
80 g

Note: UFWW figures are as reported by PDAMs.

HC Consum-

ption
Weaptday
25,835 121
2,398 132
3,155 - 88
4 525 g2
5700 . 106
11,958 163
46,204 96
91,285 153
191,16 " M6,
4
10,458 113
118,30 132
0
5277 181
3.975 107
6,095 70
335,30 118
8

UFW

28%
25%

33%.

30%

3% ..

22%

44% |

32%

3% -

3%

58%

35%

2%

28%
3%

System
capacity
Wsec
439

48

90

50

a0
150

L 700
2,035
3,607

i79
2422

43
80

80
8,411

126. The review of the water supply systems in Project locations concluded that the

following were the key problems and issues from a technical viewpoint:

KAE SERANG

e Poor conditions concerning ground water, both from the viewpoint of quality and
availability.

e Limited water resaurces for provision of supplies to development areas.

s Low coverage of systems with only 11% of urban population served within the 6
Kecamatan {Serang, Cipocok Jaya. Kasemen, Taktakan, Ciruas, and Curug)
proposed for systarmns expansion.

¢ Problems in the existing system due to pipes being old and requiring replacement,
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KAD PEMALANG

+ Inadequate water production capacity for serving the existing house connections on a
24 hour per day basis.

e Problems with the existing transmission pipe, especially the ashestos cement pipe
which requires replacement.

KOT SEMARANG

e \Water resources permits say PSDA will 2 500 fsec for Kudu WTP, however up o
now anly arcund 1,200 I'sec has been provided.

o Distribution system requires reptacement of water meters for around 30% of existing
house conpections.

» High water losses of 57% due mainly to the age and location (4 to 5 m below the
surface) of distribution pipes.

e PDAM does not yet serve water on 24 hour per day basis.
KaB TAPANULI TENGAH

s Limited of quantity and continuity and poor quality of raw water in the production
systéms,

e Limited water production capacity for serving of the existing house connections on a
" 24 hour per day basis.

KAB TAPANULI UTARA

o Limited of quantity and continuity and poor quality of raw water in the production
systems.

o Limited water production capacity for serving of the existing house connections on
24 hour per day basis. _ '

KAB BARRU
» - The pipad water supply system has low coverage,

o The existing production facilities have many problems, two of four treatment plants

are inoperative and raw water supply is difficult during dry season and turbid in tha
wet season.

» The guantity of water provided per connection is inadequate due 1o [ow pressure and
intermittent supply of only 8 hours per day.

e The location of most of Kabupaten Baru is along the sea, and the only raw water
source located was in Kecamatan Mallusetassi, which is well away irom the urban
areas.

KAB JENEPONTO
o The piped water supply system has low coverage.

¢ The quality of waler in the existing supply system is very poar, the intake to the piped
suppiy system currently experiences seasocnal problems due o salt water intrusion.

e The guantity of water provided per connection s inadequate due to low pressure and
intermittent supply of anly 8 hours per day.

» The existing piped water facilities suffer from many technical faults and problems
whizh makes the service unreliable and expensive to operate.

« There is no main water meter facility for supply system.

e The existing WTP not properly operated by POAM,
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KaB MARCS

e Poor conditions concerning ground water, both from the viewpoint of quality and
quantity.

se Low coverage of systems with service to only 15% of urban population in the 10
Kecamatan proposed for development caused by limited existing production capacity.

KOT PALOPO

s The groundwater in the urban areas is limited and of poor quality, because the city is
in a costal area leading to salinity problems.

= {imited water production facilities for provision of supplies to development areas.

vo The existing water source of Latuppa river in wet season has turbidity more than
2000 NTU, the existing WTP could not operate with that quality.

KA SIDENRENG RAPPANG
s The groundwater in the urban areas is limited and of poor quaiity;
s Limnited water resources for provision of supplies to development areas.

s Low coverage of systems with only 11% of urban population served within the 6
Kecamatan proposed for systems expansion.

v The existing production facilities are inadequate and in addition they are drawn from
bores which are seriously diminishing in their yield. '

KAB BANDUNG

» The capacity of the existing system in the Kabupaten is 700 I/sec and the continuity
the service and quality of the water supplied is guite good, but the coverage
extremely low.

e The areas of urban overspill from the Kota are densely populated and are urgent
need of a piped water supply service.

» The groundwater in the densely populated urban areas is poiluied and coloured.
KOT BANJAR

= The capacity of the existing system in the Kota is quite low at 40 /'sec and the
continuity the service and quality of the water supplied is quite poor. The system
reguires compiete refurbishment.

KaB BOGOR

«» Low coverage of systems with only around 20% of urban population served and a
waiting list of 20,000 households, currently requesting a PDAM service,

» High losses of 38% to 40% due mainly to the age of the main transmission pipe (circa
1920) from the Ciburial Spring to the Jakarta outskirts;

2. SANITATION

127.  Generally householders in Project locations have private feilets and bathrooms,
however the means of treatment and disposal of waste varies significantly between the
Project Provinces,

Table 10: Household Toilet and Bathroom Facilities
Sub-Project Lacation Private toilet Bathroem but  No bathroom
and bathroom no toitet or toilet
Kab Serang 98% 2% 0%
Kab Bandung S0% 10% 1%
Kab Bagor GB8% 1% 2%
Kab Jenepcnto 44 % 15% 4%
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Kot Palopo 78% 15% 7%

" Kab Maros ; e e TT%e Sl 4% e e 20%
Kab Tapanulr Tengah 73% 4% 23%

CKab Bamu L TR T e e AR T i 28%
Average for proposed Pn:uect 9% T% 10%

Kot Semarang BT Loeew ot % U 0%

Kot Banjar 9% 882 3%

Kab Pamalarg <. -+ ¢ 8% . 18%. D 5%

Kab Sidenreng Rappang 78% 10% 12%
Kab-Tapanuli Utara" . - ToBR% 7% v 15%
Average all iocatlons sunreyed T4% 14% 9%

Source: WSSP spcin-economic survey

128. Generally the larger cities have a very high covarage of private toilets and bathrooms.
The locations off the isfand of Java, such as in South Sulawesi and Narth Sumatra recard an
average of around 20% of houses without toilets or hathrooms.

129.  The detads of the breakdown of faciities as computed from the W3SP survey in the
Project Areas are included in the following table.

Table 11: Existing Sanitation Treatment Systems
Sub-ProJet:t Lor.atn:m o .7 Septic . Leaching - Pond or - Water course:s™  Other
e o -tank L pit | paddy. (- orlake i - F
Kab Serang B6% 5% % 7% 0%
CKabTapanilitara .- ° . :75% - .C06% - 9% Tl 9% T %R
Kab Jeneponto B7% 13% 0% 0% 0%
CKab Bandung . .o cr AT CI22% 0 7% LT e Y 28R
Kot Banjar 80% 1% 3% 5% . 1%
KabBogor . T L U o7t 2% Lol o oiNE L 0%
Kab Pemalang TB% 16% 0% 5% 0%
Kot Semarang™ . nTU e@%. T TD% 0 1% 0T aMes o TR 0%
Average . 82% 3% B% . 6% 4% -

Taw? e e ¥R da -

Source: WSEP socio-econonuc sufvey

130. The high coverage of septic tanks is recorded in all locations except Kabupaten
Bandung, where the coverage of acceptable faciiities is well below average.

Figure &: Bathroom and Kitchen Wastewater Management
Cither Sephic tank
18% 2%

Water course
17%

Pond or paddy
Leaching pit 63%

0%

131, As described in Chapter |V, the current level of concern for sanitation among RGs in
the Sub-Project locations is quite low. The socic-economic survey further established {hat
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generaliy in excess of 90% of the whan dwellers in the Project areas are satisfied with their
existing sanitation arrangements.

132.  The survey indicates that in the Project lpcations sanitation systems in use are
generally atending to waste from toilets by removal of sclids only and waters with high leveis
of pollution are being discharged to drains both from toilets and also bathroom and kitchen
wastes.

133,  The overall conclusion of the surveys is that the low level of awareness concerning
the need to improve sanitation systems is the first task which needs to be addressed.

134. Concerning management of seplic tank sludge the following tabie summarizes
conditions in the Project area atiention appears to be required to the management of
desludging systems in Pemalang and Maros. The proposed IPLT in Serang would appear to
be urgently required.

Table 12: Septic Sludge Management in the Project Area
Sub-Project Location Tankers operating IPLT available Performance of (PLT or Comment
- Kab Serang Yes N “IPLT proposed under WS3P
¥ab Pematang Yes Yes Mot utilized
Kot Semarang Yes Yes. Fair utilization
Kab Tapanuli Tengah No Mo
Kab Tapanuli Utara No . Mo
Kab Barru Mo No
Kab Jerepontc No ' Mo . - . .
Kab Maros Yes Yes Mot well utilizad
Kot Palopo : Yes No '
Kab Sidenreng Rappang Yes No
KKab Bandung Yes . Yes. .. Well utiized -
Kot Banjar Yesg Yes Well utilized
. iab Bogor Yes Yes . Well utilized:

D. PROPOSED PROJECT WORKS

1. WATER SUPPLY

135.  The evaluation of requirements from the viewpoint of rehabilitation and expansion
works, listed the following compongnis:

CURRENT PROJECT SCOPE.
KAB SERANG a
e Rehabilitation
=2 Rehabiitation of Production unit at Kasemen 10 lisec,
2 Change of Distribution pump in Pontang and Kragilan, boster pump at Anyer
»  Rehabilitation of distribution pipe in Kota Serang,
= Rehabilitation of customer water meter
o Expansion Kota Serang system
2 Land acguisition
2 Intake and raw water transmission pipe 500 mm length 1,200 m.
2 WTP at Gelam for 200 Wsec.
-+ Transmission pipe 18,800 m 450 - 600 mm dia.
o Service reserveir 4,000 cu.m,
o Distribution pipe 251,000 m 50 to 300 mm dia.
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o Additional house connections.
KaB TAPANULI TENGAH
» Expansion Pandan system
o Transmission pipe 400mm length 400 m
o Seccndary and tertiary distribution pipe, diameter 50 ~ 400mm 72,602 m
o Water intake at Ack Sialli
o WTP 100 /sec
o Additional reservoir 1,000 m3
o Additional house connections
Kab BARRU
e Rehabilitation:
o PDAM office to be refurbished

o Inthe existing distribution network, there are many old pipes to be changed
and replacement of water metars is required

e« System expansion
o WTP 100 Ifsec at Nepo kec. Malussetassi
o Service reservoir 650 cu. m.

o Raw water transmission pipe 1,100m 250mm dia. and transmission and
distribution pipe dia. 50 — 300 mm, 57 908 m.

o Additional house connections
KAB JENEPONTO
« Rehabilitation: -
o PDAM office to be refurbished
o Disfribution network pipe replacement and replace 30% of water meters.
e System expansion
o WTP 75 lsec
o Service reservoir 500 cu. m.
o Raw water transmission pipe 400mm dia., 250m

o Transmussion pipe 300 - 350mm dia., 10,200m

o Distribution pipe 50-200mm dia., 104 960m
o Additional house connections _
Kag MARGS

e System expansion
v Raw water transmission 4Db rﬁm dia. 200 m,
5 WTP 150 I/sac '
o Service resarvoir 5.000 cu m.
o Transmission pipe 400mm dia , 20,000m.
o Distnbution pipe 50 - 300mm dia., 123,000m.
o Additional house connections
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e Rehabhilitation:

o

Rehabilitation of existing WTP

e System expansion

L&

0

o

O

o

L]

KaB BANDUNG

WTP 200 sec at Selo Bambalu

Service reservoir 2,000 cu. m.

Raw water transmission pipe 400-450mm dia., 15,100m.
Transmission pipe 400 — 450 mm dia., 12,400m.
Distribution 75-300 mm dia, 89 340m.

Additiona!l house connections

e Systern development and expansion;

Q
]

&)

o)

a)

KAs BOGOR

Land acquisition

Intake at Cisankuy river for 600 #sec (100 Wsec for existing WTP)
WTP 500 Ifsec

Raw water Transmission pipe 3,650 m 600 mm dia.

Treated water fransmissicn pipe 58,317m, 300 - 600 mm dia
Service reservoir 3,000 cu m capacity.

Distribution pipe 360,960 m 75 to 250 mm dia.

Replacement of existing house water meters 3,780 units
Additiona! house connections

PDAM brancn ofiice.

« Bogor Timur expansion

[

o

o

L]

a

o]

Land acguisition

WTP at Desa Bojong Nangka - 150 Ifsec

Additional service reservoirs 3,600 cu.m. at Bojong Nangka
Transmission pipe, 500 mmdia.. 5,150 m

Distribution pipe 226 000 m 50 to 400 mm dia.

Additional house connections

e Bogor Tengah expansion

)
Q

[a

December 2005

Land acquisition

WTP at Desa Sukahati, Kec. Cibinong 150 lfsec

Additional service reservoirs 3.000 cu.m. at Desa Sukahati, Kec. Cibinong
Transmission pipe dia 400 mm = 500 mm., 8,700 m.

Distribution pipe 50 to 300 mm dia., 187,000 m

Additionai house connections

Rehabilitation transmission pipe, dia. 400 mm — 50 mm, 73,120 m

Replacement house water meter 15,900 units
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o Replacement of main water meter at WTP Cibinong
» Bogor Barat expansicn
o Land acquisition
o Spring intake works Al Binong Spring, Kec. Ciomas, 70 Vsec
o Transmission pipe dia 200 -~ 400 mm, 9,100 m
o Distribution pipe 50 to 300 mm dia., 54,190 m
o Reservoir with capacity 710 m3
o Break pressure tank Z units

o Transmission pipe 40 Ifsec. from Binong Spring to Ciburial Reservair
fexisting)

o Transmission pipe 30 I'sec from Binong Spring to Ciampea Reservoir

o Distribution pipe 50 Ifsec from Kahuripan Spring System (existing) to Kec.
Ciampes

o Power supply and supporting facilities at Kec. Ciampea

o Additional house cannactions

OTHER LOCATIONS — Futt SPAR DOCUMENTS DIRarTED*
KAR PEMALANG
e Rehabilitation
o Replacement of 1,800 house water meter
. Expanéion .
n Transmission Pipe from BFT 1 - BPT 2, dia. 350 mm, 5600 m
o Transmission pipe BPT 2 — Reservoir, dia. 400 mm, 19,200 m
o Pipe Bridge 9 units .
o Main water meter 4 units
o Additional reservoir 2,000 m3
o iland acquisition
o Distribution main pipe, dia. 200 mm - 500 mm, 30,000 m
o Additional house connections
KOT SEMARANG |
e Rehabilitation
o Replacemnent of 35 480 house water meters
o Instaliment of 63 district water meters
e Expansion
o .Land Acguisition
o Distribution pipe 428 463 m 75 to 600 mm dia.

o Additional house connections

* Full SPAR documents have been prepared for Kabupaten Pemalang, ¥ota Semarang, Kabupaten
Tapanuli Tengah, Kabupaten Sidenreng Rappang and Kola Banjar and these are appended to the Drafi
Final Report.
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KaB TAPANULI UTARA
o Linit Tarutung System

o

o

Q

O

o

ol

Land acquisition

Spring intake works —- 60 Fsec at Desa Parbubu Duluk and Simariai.
New Reservoir with 1,500 m3 of capacity

Transmission pips dia, 150 mm - 250 mm, §,800m

Distribution pipe dia. 50 mm — 300 mm, 46,050 m

Additional house connections

e Unit Muara System

J

2

be

]

a

Rehabilitation transmission pipe 1,500 m, dia. 100 mm.

Land acquisition

Spring intake works 10 lfsec at Sidimpula River at Desa Silahi Toruan.
BPT 7 cu.m. at Desa Siahi Toruan

Transmission pipe dia. 150 mm, 3,000 m

Distribution pipe dia. 56 mm - 200 mm, 17,500 m

Additional house connections

Replacerment of house water meter 80 units

e Unit Sipoholon System

o]

]

o

el

=]

Land acquisition

Spring intake works 30 Isec at Desa Simanuk Galik, Losung Baru River

Fipe Bridge 3 unit

Slow =and ftar 1 unti at Deas Simanuk Galik
Transmission pipe 250 mmdia., 2,000 m
Distribution pipz 50 mm - 400 mm dia. 26,000 m
New reservoir 450 m3

Main water meter 1 unit

Additional house connections

KaB SIDENRENG RAPPANG

e Rehabilitation;

s}

FDAM office to be refurbished

¢ System expansion

e}
o
O
4]
o

KOT BANJAR

WTP 200 Ifsec at Amparita

Service reservoir 2 600 cu. m.

Transmission pipe 450-500mm dia., 17,770m.,
Distribution pipe 50-400mm dia. 163 636m.

Additional house connections

+ System rehabilitation, development and expansion;

el

December 2005

Land acguisition
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o Iniake at Sungai Citanduy at Desa Purwaharja

o WTP 50 isec at Desa Purwaharja

o Additional reservoir 1,000 m3 at Desa Purwaharja

o Transmission pipe, 400 mm dia, 200 m

o Distribution pipe 51,400 m 50 to 400 mm dia.

o Rehabilitation of existing service reservoir

o Replacement of existing house water meters 1,800 units
o Additional house connecticns

136. The following table summarizes the proposed expansion of systems with regard to
house connections.

Tabie 13; House Connections 2005 to 2015

Sub-Project Location’ Exastmg Additional Additional Additional
s : 2006 2009 -2006-2011 2006-2015
Kab Serang 25 835 18,898 20,767 25,140
Kab Tapanuli Tengah. “ 4594 . - 4806 -+ 5732 . N B.887
Kab Barru 4 776 6,565 8,506 9,645
‘Kb Jenepontd ' 4625 0 7.997 L8821 - 10469
Kab Maros 5700 8,178 10,277 14,635
KotPalepe ~ - .0 - " 11,553 - 53B84. o7 9230 15486
Kab BandUﬂg 45 204 25,064 32.503 &7 BAT
Kab Boger . - - 91285 .. 20,708 ~ 27.258 . .- 27258
Tatals Current Scope 194 572 97,380 123,094 157,173
Kab Femalang . - - 10,498 .. 7,000 ~ 10,000- -.-17.500.
Kol Semarang 118,265 26 939 41,057 50,890
KabTapanuli Utara .. 75277 .. 4600:%::'6600 . 7,200
Kab Sldenreng Rappang 4632 8,860 " 12,034 16,8638
'Kt Banjar— S hudg 085 0 L 30500, 58507 ¢~ 10950,
Totals 339,639 149,829 198,735 260,586

137. In the above table 2006-2008 represents the period of addition of connections under
the proposed OBO Contracts. 2006-2010 is the period of WSSP and 2006-2015 represzents
the contribution of WSSP to achieving the Millennium Development Goal.

2. SANITATION

138.  The evaluation of requirements concerning <anitation improvements pravided the
following components;

e Community Sanitation Centres (CSC) 3 no. per RG except 5 no. in RG Metropolitan;

e Simpiified Community Sewerage Systems (8CSS8) 3 no. per RG except & no, in RG
Metropolitan,

e School Sanitation Centres (S5C} 20 no. per RG except 40 no. in RG Metropolitan,

135,  The RG currently classified as Metropolitan include Kota Semarang, Kabupaten
Bandung and Kabupaten Bogor. In addition to the above an IPLT 5 proposed for
construction at Kabupaten Serang.
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E. ASSESSMENT OF TECHNICAL VALIDITY

1. WATER SuPPLY

OPTIMIZING EXISTING ASSETS

140. The project inciudes a number of physical works directed at optimizing existing
assets. The primary focus in this area has been the rehabilitation of pipe work systems. The
commitment to optimizing existing assets is evidenced in the following Project activities:

Final Report

a  Transmission pipe replacement in Bogor, where old pipes are leaking and causing
axcessive water losses,

» Rehabilitation of the existing treatrment plant in Palopo..

» Increased service reservoir capacity in Serang and Maros to allow for optimal use of
existing distribution systems.

= Replacemert of bulk water meters in Bogor.

« Distribution pipe replacement in Tapanuli Tengah, Barru and Palapo,

+  Meter replacement programs in Barru and Bogor.

+ Refurbishment of the existing PDAM offices in Barru.

141.  In addition to the above, UFW reduction programs are included in works in all
locations. These are further detailed in the Institutional Development and Capacity Building

section of the report.

WATER SOURCES

142,  Alternative water sources have been considered and inspected in all iocations and
the Consultant considers that those in the following table are economic and enviranmentally
acceptable.for use under the Project,

- AA-
(.Ib!c 1=%.

Regional Govermment

Kab. Serang

Kab. Tapanuli Teﬁgah
Kab. Marcs

Kab. Jeneponto

Kab. Barru

Kot. Palopo

Kaby. Bandung
Kab. Pemalang

Kab. Tapanuli Ltara
Kab. Sidenreng Rappang

Kot. Banjar
Kab. Bogor

Dacernper 2005

Cibanten River
Siaili River
Maros River
Kelara River
Landre River

Salo {Stream)
Barmbalu

Cisangkuy River

Telaga Gede
Snoring
Situmandi River

Salo [Stream)
Caming
Citandui River

Cikeas River
Ciliwung River
Binong Spring
Kahuripan Spring

Water Sources Utilized in WSSP

. Mame of source

Source  Proposed
capacity abstraction

Vsec lfsec
1,000 200

350 100
4,000 i 150 -
2,000 75
1,000 100

900 200
2.500 500
2.000 200
1,000 150

300 200
5,000 50

8O0 200
2,000 100

Fid] 30
120 50
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" 4% “Yes

(% SIPA .
© o obmined
20% ! Not yet

29%  Notyet

4%  Notyet
10% Mot yet
22% Not yet

0%  Yes
10% Mot yet

15% Mot yet
67% Notyet

1%  MNotyet
25% Yes
5%  Not yet
43% HNotyel
42%  Not yet

No

Na
Mo
No

- "AMDAL -
reguired -

“No-

_— N!;ii';

Yes

No

Ma
o

Mo
Mo
No
MNo
Mo
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Motes.

1. A SIPA is a permit for abstraction of water. it is abtained from either ipcal or Provincial Water
Resources Management office.

2. An AMDAL is a full environmental impact study.

143. The water source in Sidenrenyg Rappang has been inspected by the Consultant's
Technical and Environmental specialists. They report that the stream is entirely within a State
Forest reserve and there are no downstream users of the water prior to its junhction with other
more significant streams.

SYSTEM EXPANSIONS

144, Genérally water supply system expansions have been designed based on the
guidelines of the Ministry of Public Works. The folowing table reviews key design criteria,

Table 15 Water System Design Review
‘Description " Projested  Transmission - .Service.  Water ©  Distribution
' consumplion  pipe velocity ‘: -reservoir . Ié'sse_,s_-.-';.:- - pipe .
: rate . at maximtum - . capagcity T SO
units Hedd mfses average % miconnection
day
' DPU guideline . 100-125 -, . max. 2.0. & A0-18%- - 36-25% 7.0 -0, T
Kab Serang 103 1.8 25% 20% 12
* Kab Tapanuli Tengah .. 09 L AT T LSTIs% T TR T et T
Kab Barru m (tR:] 15% 27% 12
‘KabJeneponte' - % 85 e A% 0% T
Kah Maros B4 1.4 25% 25% 15
‘KetPalepe- . .. 1142 ... 19,0 U 0% e e
Kab Bandung M 20 25% 13
 KabBogor . -~ ., " - 245 00 ATT% A2
Average Current Scope 106 ©o15 19% 12
-Kah Perdalang” - ;v Tt 306 ma 0 290 g ST @8 D 10
Kot Semarang 123 e . 8-
- Kab Yepanull Utsa, 50 17 70 Azs TR EL T e
Kab Sidenreng Rappang 103 1.4 15% 12
“KotBanjat . ' T 88T - 1. To Fagghii 7 ghy H2. i
Average 107 1.5 3% 28% 11

145, Water consumption figures are predictions after the Project works are complete and
are based on cument consurmption and field survey results with the effects of price elasticities
taken into account. The high consumption figure predicted for Palopo is based on field survey
results. The gross scarcity of afternative scurces in Palopo means that the per capita
consumption in this location is much higher than in ather areas.
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Figure 6: Projected Consumption per Location
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146. The WSSP team has sampled and tested all water sources and results and details of
designs of the varicus treztment plants are included in the SPARs, In Pemalang and
Tapanuli Utara the water will be abstracted direct from springs and minimal freatment is
required, [n all other locaticns WSSP water treatment plants will provide full treatment in the
conventional form of clarification and filtration.

147.  Service reservoir capacities in Serang and Maros are set above the recommended
due to the inadequate capacity of reservoirs currently in operation in the existing systems in
thesa aregs. Also a larger than normal service reservoir is required in Bandung since the
intake is downstream of a hydro-electric power station. This power station closes down
periodically for long periods for preveniative maintenance. Duting these times the flow of

water to the PDAM intake location is cut off.

148.  Transmission pipes in maost locations diiow o {fuither staged development of water
sources, where this is possible,

149.  Water loss figures, after the Project, are in excess of 25% in locations where [0sses
are currently relatively high.

150. The length of distribution pipe per house cennection in each location has been
established hased on observation and discussions with PDAM technical staff. The average
length is 12 meters per connection, which comparas favourably with existing system data.

2. SANITATION

151.  Community Based Sanijtation as is proposed in the Project pravided through BORDA
is an established approach to urban sanitation in Indopesia. This approach is currently the
preferred approach of DHGS. Concerning the treatment units in both forms of application, the
following table provides relevant design criteria.

Table 16: Sanitation treatment units — design criteria

Treatment unit Loading Detention time Comment
Baffled reactor 6 kg BODfcu miday 30 o 40 hours Lip to 8 stages
Anaerobic filter 4 kg BODfcu m/day 10 to 20 hours Up to 4 stages
Horizontal gravel filter 8 g BOD/sg miday g ta 12 hours

Bio-gas digester 1to 2 days

152.  The above may be compared with anaerobic processes such as UASE which has a
maximum volumetric loading rate ¢f 2 kg COD/cu miday at which rate it is designed to provide
full treatment. The baffled reactor therafore appears to act as a “roughing filter” upstream of
the anaerobic unit. The gravel filter unit ading compares reasonably with Ioadlngs of
decanter digester filter type unils.
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153,  BORDA advise that their sewer systems are designed with a minimum slope of 1/100
and a maximum of 200 houses on a 150 mm sewer. For the smaller diameter pipes this
slope is less than normally utitized in conventional sewer sysiems; however it compares
favorably with slopes used in low-cost condominial type sewer systems, where community
participation in the development and operation of the systerns allows flatter grades.

Table 17: Sewer pipes — minimum slopes

Pipe dia (mm)- Conventional -~ . '~ Small bore | SCSS (BORDA}
75 Not used 1150 1100
100 . 1/80nommal 4130 lower timit: 11250 . 100
150 11150 normal 14200 iower limit 11300 17100

154, 35 CSCs have already been built in migrant settlements in Jakarta, Surabaya and
Denpasar. These facilties were designed by the Bremen Cverseas Research and
Development Association (BORDA). Each contains six WCs, six bath cubicles, a washing

-room for clothes and a room for an operater. A simple underground wastewater biclogical

treatment plant 1s incorporated, which distinguishes it from an old style MCK. This gliminates
surface water poliution and aiso provides biogas as a renewable energy source. The cost of
a CSC to serve 100 families is some Rp 300 million.

155, SC55s have alsc been built following BORDA guidelines in Pasaruan and Blitar and
the investment costs per household are reported to be similar, Community invelvement is the
same as CSCs, where granis were provided only if a participatory dissemination approach
involving local NGOs as well as communities was followed. This meant that the facilifies were
provided only in places where the community had demonstrated commitment and had agreed
fo provide 10% of the investment in cash or labor. In some cases, the offer of a facility was
advertised generally and communities were invited to bid.

156.  In previous BORDA projects investment costs were provided 40% by central grants,
40% by the local government and 20% by donors. The assumption for WSSP is that the
cantral government will be wiling to grant finance 3 CSC and 3 SCSS pilot projects in each
medium to small project regencies and 6 CSC and 6 SCSS in the farger RGs of Bandung,
Bogor and Semarariy. I is assumed these will be provided using ADF funding. The location
of these projects will be decided durmg project implernentation. Any additional projects would
be financed by the regional government, with 10% from the community, 20% From equity and
T0% from an ADF Ioan. Analysis in the SPARs shows that the CSC projects could be self-
firancing. Data on SCSSs will be analyzed when available. it is also assumed that ihe
central government will take an ADF loan to grant finance toilet facilities costing some base
Ep 15 million at 20 schools in each of the medium to smail RGs and 40 in each of the three
larger RGs,
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IV. INSTITUTIONAL DEVELOPMENT AND
CAPACITY BUILDING

A. INSTITUTIONAL ARRANGEMENTS GENERAL

1. PHYSICAL INVESTMENTS ARE NOT FULLY EFFECTIVE WITHOUT
APPROPRIATE INSTITUTIONS

157.  The proposed project relies both on physical investment as weill as institutional
development and capacity building to achieve its objectives. The two sets of project activities
should compliment one another. The effectiveness and efficiency of the physical investment
in water supply and sanitation will be enhanced if the formal and informal rules (the
“institutions™) are in place lo ensure that these facilities are designed, built, operateg,
maintained and in due course expanded in accordance with community needs and
expeclations. On the other hand, ensuring the institutions are able to play their role requires
nct only their development and capacity building of key organizations and individuals, but also
physical investrment in pipes, pumps and the like. In short, sustained improvement in water
supply and sanitation services neads both technical solutions as well as change in the
institutional arrangements as well as improvements in the capacity of key actors. One
challsnge however in this situation is that physical works are easier to understand and to
measure, 50 thare is a tendency to under provide institutional and capacity building activities.

2. QRBRJECTIVES OF THE INSTITUTIONAL DEVELOPMENT AND
CapaciTY BuiLDING (IDCB)

168 The third abjective of the consulting services for project preparation was to “prepate
institutional-development and capactty-building programs addressing secior reform and
governance” {paragraph 1 of the Terms of Reference — underlining added).

156. The overall cbjectives of the institutional development {ID) activilies are further
emphasized in paragraph 3, whore i says: “Criteria for selecting PDAMs and RGs will be
based on {i) their fiscal capacity and commitment to reform” and "(ii) governance criteria”,
One of the main objectives of the sector reform is highlighted in the third criteria, which is “(#i)
focus on serving low in-come communities”.

160. The TOR specifies four activities for |D:

« Discussions with RGs and PDAMs to identify key issues, capacity building needs and
develop concepts for the design of the capacity building components

+«  Cutline a system of accreditation for personnel and arganizations invofved in the sub-
sector

« Prepare action plans far each POAM and RG within the framework of on-going
deregulation {including designing an open competency — based organization and
staffing system), and

» Developing with the tearm a Financial and Organizational Performance Improvement
Plan (FOPIP) for participating POAMs

1681,  The TOR requires two other activities which are not listed under 1D but have a close
connection and therefore were handled as part of institutional development — these are
preparing an effective Project Performance Monitoring System {PPMS} and recommendations
on private sector participation (PSP).

3. CoNCEPTS FOR IDCB

162.  The basic approach to the institutional development work was outlined in the
Inception report and was as per the TOR - to consuit with RG and PDAMs, identify needs
and deveiop a program to service those needs, using standards and common designs as
much as possible to do it efficiently. But before daing so, some common understanding is
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neaded. The following concepts have been laid down 1o help improve later implementation of
the IDCB componant,

SoME KEY PRINCIPLES FOR THe IDCB PROGRAM
163.. Some key principles are ncted below - atong with implications for the project.

e Although institutional development and capacity-building activities under a project
should support the achievement of the project objectives, they often not implemented
in & synchrenized manner — for this project they be tied to physical work and help
reform of service delivery to focus more on fow-income communities by being part of
the Annual Review, '

s The field of Institutional Development, like Organizational Development (O, is far
from being a “hard science” and so has a develaping vocabulary and methods — the
project should agree on a few well recognized models (18O 9000; Quality
Management Systems, for example] and try and maintain over the life of the project
the conceptual frameworks they provide; the IDCB has used just one model for the
tnstitutional leve! work for all participating RGs, and ancther for ait FDAMS under the
Financial and Operational Performance Improvement Plan (FOPIP)

s Although ID f QD might be considered “unscientific” at present, programs should be
based cn factual analysis as much as possible — institutional-development and
capacity-building programs was therefore based on surveys of key inforinants using
"standard” questionnaires, which can be used in later years to assess progress
against "bhasalines", '

o. Capacity—building is a slow process - this project should be aiming to put in place the
fundamentals more than targeting ad-hoc interventions; the programs developed
therefore are based on a long-term vision of hew the water and sanitation sector
should be structured and with an implementation approach which reguires an Annual
Review of the last year's results and the implications for the next year's physical and
IDCB program of activities,

- »_ Further, because particination that ensures “ownership” is vital for effective ID,
{perhaps much more sc than ensuring effective physical investment) the preparation .
schedule did not allow sufficient time for his process so a more participative’
approach nesds t¢ be built intp the S-year program that the project will design — again
emphasizing the need for the Annual Review,

« RGs and PDAMs are much more (ikely to learn from their peers than central
government or consultants — a “benchmarking approach” therefare has be built into
the IDCR approach — and especially the FOPIP - to encourage participants to
“network” and compare their perfformance with one-another throughout the project's
life; and

o Performance improvernent should be a systematic activity — the goal should be to
institute within the participating organizations a "plan-do-check-act” cycle of
continuous improvemen which, in the end is the best way to keep capacity building
sustainable,

IDCB i+ THE PROJECT DESIGN

164. Expetience also shows that, while many projects recognize the importance of
institutional development and capacity building, not enough attention has been given o these
aspects in the past. This weakness stems from, among variaus reasans (i) the difficuity in
deciding objeciives and measuring the ouicome of institutional developrment and capacity
building activities (i) difficulbes in identifying appropriate changes (or “interventions”) {ii}
resistance to change of the current systems for delivery of services and of individual behavior
and ({iv} a lack of understanding of how best to undertake change management.

165. As noted, project preparation objectives therefore included the objective “to prepare
institutioral-develocpment and capacity-building programs addressing sector reform and
govamance [paragraph 1 of the PPTA Terms of Reference). The Gol and the ADB have
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therefore agreed that commitment ta reform and better governance of the water supply and
sanitation sector are therefore fundamental to solving problems in the sector.

166. The problems are not exactly the same in each participating RG, but the general
diraction is simifar. # is contended that many of the problems can be traced back to.

e inappropriate of no arrangements for involving all the key stakeholders - the so called
"voice" for “governance”) problem:;

¢ monopolistic service providers — or lack of competition in the sector — the so-called
“choice” prablem; and

e poor “structaral” or “cocrdination” arrangements — for example locating activities in
the wrong agency with respect to incentives (a classic one may be to expect a PDAM
struggling to remain financially viable by seliing water to finance from its own
revenues the “public works" of sanitation}.

167. Inshitutional development and capacity building activities are designed to begin
removing the obstacles that these problems pose to the local govemnments so they can
provide services which respond fo the needs and expectations of alt important stakeholders,
are effective and efficient and are provided in a fair manner for alt sections of the community.

THE MEANING OF IDCB, REFORM AND GOVERNANCE

168.  As noted i Section 1, institutional development and capacity building programs are
to help reform and improve governance. Experience shows it is important to have agreesment
on what these terms mean from the outset  Some definitions, commoen terms and
abbreviations are given.

INSTITUTIONAL DEVELOFMENT
1689,  Definitions of institution and instituticnal devetcpment:

institution: A system of rules and struciures evolved to serve a purpose in sociely (UNDP -
CAPBILD). "Insfitution” Is an amorphous term because it has no limitation on scope. A
drinking water supply system can be said fo be an instifution made up of many inferrelated
orgapizations such o3 the PDAN, Femda, NGOs, community elc. Govemmen! iself is an
institution compt isad of political. feg;sfafrve and ckosulive parts.

Institutional devefopment. The process of providing an institution (group of organizations or
an organization) with the capabilities and the resources necessary for each fo salisfactorily

serve its purpose within the institution.

170.  From this definition it should be obvious that just the PDAM or agency responsible for
sanitation services alone does not comprise the “institution” of water supply and sanitation in
local governments. The rules imposed by and behavior of local government executives and
the DPRD obviously affect the ability of the PDAM or sanitation agency to perform.
Institutional development therefore should include development {or reform} of all the
components of the sactar that affect perigrmance.

CAPAZITY BUILDING
171.  Definitions of capacity and capacity building:

Capacify:  The ability lo realize stated objectives. It 1s both & process and an outcome.
Capacily s always associated with performance™  Capacity is required af the sysfem,
organization, seclor personnel and wdividua! / communily fevels.  Capacity is mufts-
dimensional. ever changing and difficult to measure. The understanding of capacity is fimited
because (i) fink fo performance not veell understood (i) what constifufes performance is in the
eye of the beiiolder and (ii]) the external enviranmertt strongly influences capacity.

Capacify building: a process that improves the abifity of a system, organization, person or
commumty to achieve siated obeclives or lo gerform belter

172.  An important distinction is between institutional development and capacity building.
The capacity to deliver water supply and sanitation services depends not anly on the PDAM

of sanitation agency, but also on the institutional environment in which it operales, the .
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capacity of its human resources and the capacity of the individuals as well as the community
to articulate their needs and expectations. Information systems link these four components,
Figure 7 shows these five compoanents. The institutional level consists of a collection of
organizations,

Figure 7: Five Components of Capacity Building

L Institutional 7

"+, Development
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173 Capacity-building therefore includes, m::tlwtles in all fwe components and not Just
training of sector personnel, as is often assumed. Capacity building is often seen to subsume
institutiona development, which focus on activities rearranging the . rules between the °
organizations (ie, at the institutional 'evel and the boxes other than “Organizational
Development” and "Human Resources Cevelopment™).

174. Development of one component is unlikely to having any significant effect on
efficiency and effectiveness of water or sanitation service delivery without some mprovement
in all the other components.

REFGRM

175. The WSSP targets local governments that are “committed to reform”. What does
‘reform” mean in this context? s it just “change” or "improvement’, for example? In the
cantext of the WSSP it is taken to mean "sector reform”, which conngtes changing the system
of rules and structures, that is, the institution, which is obviously a major {and possibly not
fuiiy considered) commitment being made by the local governments.

176, Definition of "reform" in the context of the WSSP:

Reform: Institutional davelopment to improve the rules by changing the relationships belween
the varfous organizations within the wafer supply and sanitation sector.  Imphes changes
through re-structuring the refationships between organizalions and their component urils,
maore than change of individual behavior, through training for example.

177.  The sector reform activities for the project aim to change the structure and clarify the
rules and of the sector, and thus improve the incentives for better performance of the PDAM
and other organizations. The current "structure” and consequent lack of clarity and incentives
is depicted in Figure 8 for the case of & typical POAM.
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Figure §: Current Confused Arrangements for Service Provision
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178. The above Figure shows stylistically the current situation with respect to service

providers. The generic problems include:

1749,

The providers not only operate as monopolies but as policy-makers and regutators all
in one - a case of acting both as “game-keeper and poacher’;

The providers operate under the direct command of the RG (and especially the Head
of Region),

Social obiigations are mixed so badly with commercial objectives that it is difficult for
the PDA&M to know what it should concentrate on doing wall;

The managers (directors} act with littte restraint other than that imposed by the Head
of Region because the Board of Supervisors [BOS) is dysfunctionat;

Even if the BOS was in place, they would have difficully governing the directors
because of a lack of sensible strategic and annual work plans,

Funding arrangaments are so undisciplined that there is litfle incentive for the
operators to sesk afficiancy,; and

Regulatery arrangements to impose standards and targets are non-existent.

In the locng—term, the water supply and sanitation providers should operate more as

‘contactors” — at teast as autonomous bodies working in accordance with a “licence” or
“contract” of sorts that sets cut their authority and accountability, how they are paid, the
consequences of failing to perform and how accountahility will be enforeed.

180.

Behind these “hard" prablems lay the “softer” ones related Lo
no ptanning or planning disconnected from budgeting
information systems that do not provide the appropriate information;

a legal and requtatory framework which does not improve predictabiii'ty and enables
enforcement, and ultimately.

the ever present problem of encugh competent and incentivized human resources.
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181.  Reform efforts should be designed to. sort out the muddled relationships. The maost:
important work in the long—term is for the water supply and sanitation providers to cperaie
more as “contactors” — at least as autonomous bodies working in accordance with a *licence”
or “contract” that sets out their authority and accountability, how they are paid, the
consequences of failing to perfarm and how accountability will be enforced. Figure 9 shows
the institutional set-up which is suggested should be the leng-term aim of institutional
development in the water supoly and sanitation sector. -

Figure 9 Sector Structure in the Future {Typical)
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182.  Key features of this reformed s*ruciure incluge:

» Separation of policy making, operatians end regulation with overall responsibility for
system design being returned to PEMDA:

e Funding designed to improve incentives 1o be efficient;

» [ncreased autonomy for the FDAM, but more accountability through clear roles and
responsibilities for the Board of Supervisors and Directors

183.  The challenge is to ensure the reforms are successiully designed and implemented in
the face of the resistance te change that can be expacted of any reform. The "soft” factors
need aftention.
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GOVERNANCE

184.  Governance can refer in a wide sense to the system in place at the overall sector
{evel for making important decisions that impact on &l stakeholders, or & can be more
narrowly focused on the governance of the service provider (say the PDAM for water supply)
— in which case reform is to achieve "good corporate governance™ On what "governance” is
the WSSP focused, what is “good governance™ and how is it measured?. It is especially
important to attempt to measure it because, if it cannot ba measured, it will be difficult to know
whether the project is improving it.

185. Definition of governance:

Governance: The structures, processes and systems for decision—making, control, behavior
and accountability at the fop of a government, a seclor, an organization or a corporation. The
pitfars of good governance are accountabitity, transparency, predictagility and participation.

OBJECTIVES OF REFORM AND GOOD GOVERNANCE

186.  The institutional development and capacity building component is designed to deliver
the refoirm and better governance arrangements in the participating PDAMs and RGs. The
specific dimensions of the desired “reform” and “governance” were not set out explicitly in the
TOR for the project. In line with the spirit of the recently promulgated Govemment Reguiation
(PP} 16 of 2005 on drinking water supply systems and sanitation, the project is designed to
make the PRAMs and RGs more:

« Responsive to stakeholder and customer needs,
o Effective {doing the right things),
o Efficient (doing things right); and

»  Fair {equitable) in the provision of services at appropriate levels to the whole
community,

187.  The problem with these objectives however is they are abstract — they are strategic
but they are “fuzzy”, and 50 open to different injerpretations. For example, the PDAM may
pelicve they aie already responding to stakeholder needs, whereas un-served househaolds
probably beiieve the PDAM is not responsive to their needs, moreover the RG is not fair in
borrowing money “in the people's name” to fund PDAM expansion. The above “REEF
objectives are high leve! “outcomes” indicators in need explanation by agreement on more
specific objectives.

188. These abstract objectives have been “operationalized” fo be useful in guiding most
participants in the design, implementation and evaluation of the institutional development and
capacity building activities. Thay need to be turned into a set of measurements of the degree
to which specific objectives have been attained - that is, of performance. Performance
indicators will be used, against which baseline conditions and targets can be agreed. All
project activities throughewt the life of the project then should be justified in terms of how the
activity helps the PDAM and RG achieve the targets.

SPECIFIC OBJECTIVES — IMPRCVED EFFECTIVENESS AND EFFICIENCY

189, Performance with respect to effectiveness will be assessed as the difference between
a target and aclual achievement. Performance with respect to efficiency will be assessed as
the cost of a certain function [(operating the water supply system for example}, But
“performance” also means different things to different stakeholders. For example, those
concerned with financial viability will focus on cast recovery and the like, customers and the
community will be interested in service levels, technical oversight agencies will judge
performance based on performance of functional tasks while persennel of the PDAM as well
as third parties will judge performance based on their relationship with the PDAM. It is
therefore imporiant to have a balanced set of indicators, to serve the needs of a wide range of
stakeholders.

180.  Water supply: The Project Design and Monitering Framework {PDMF) specifies that
PDAM performance under the Project will be measured by the PERPAMSI set of 10 “primary”
indicators. The baseline {current) values and the annual targets are different for each PDAM.
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These indicators form part of the performance benchmarking system operated by
PERPAMS!. A description of the Benchmarking System is included in the SPARs.

191.  Sanitation: There is presently little or no agreement among key stakeholders of a set
of performance indicators for the sanitation sector. The POMF suggests a set of indicators
based on the cumently state of sanitation activities in most local governments. Definitions and
haselines will be established in the first year of the Project for each participating RG as part of
the "Project Design and Monitoring Framework” (PDMF/PPMS). '

SPECIFIC QBJECTIVES — IMPROVED GOVERNANGE

192.  Qperational indicators for the two strategic objectives - of (i) responsiveness and {ii)
fairness - are more difficult to define thae for effectiveness and efficiency. In fact, operational
definitions requires an assessment of the degree to which the PDAM and agencies
responsible for sanitation are responding to community needs and are doing so fairly.
Further, improved responsivenass and faimess are very closely related to the guality of
governance, so that the project objective of improving governance in fact is an intermediate
step to improved responsiveness and fairness.

193, OQOutput indicators are difficult to determine for these abjectives, and even more for
governance. Measurement of inputs or process will be used instead, as “"proxies”.  Also,
because sanitation services are slill so underdeveloped, no attempt will be made under the
project to measure the degree to which responsiveness and fairness goals have been
improved for sanitation. The chalienge then is to measure the quality of “governance”.

194,  But governance of what — the sector as a whole or just the service delivery agency —
the PDAM in the case of water supply?

B. IDCB APPROACH AND METHOD
195,  The work performed in preparing the IDCB program was based on:

» Conduct of a survey of key local figures concerning their perceptions c:-f mst:tutlonal
arrangements, current and into the future;

e A suwev of up to 20 middle and upper ievel staff of the PDAM concernrng the degree,
to which a series of best practices have been adopted by the PDAM, and the
perceived importance of the practices for impraving performanoe e

« Discussion with key personnel in local government; and
« Review of data and information collected.

196.  The proposed works under the project were then reviewed with respect to the
implications of institutional development and capacity building and programs of activities
outlined for the first year,

167 Annual review and use of the PDMF is expected to kesp the program relevant as the
project unfolds.

188. The IDCB component has been split into two parts, the “Local Institutional
Bevelopment Action Plan" (LIDAP} and the “Financial and QOperational Performance
Improvermnent Plan” (FOPIF). This split has been made based an the past experience with
such programs under ILIDP, where activities culside the PDAM were often overlooked
because the PDAM were expected to manager a program which is beyond their capacity o
contral. |n gther words those managing the institutional development activities coyld not do
their job properly because they had no control ever the instituticnal enviranment,

198. Figure 10 cutliues the scope of the two parts, the LIDAF and the FOFIP. Splitting the
actions to improve performance into these two parts {internai and external) should ensure that
clear responsibility for implementation can be assigned to both, Additional coordination is
likely to be needed, but the split will ensure those with the power to change the institutional
environment in which the PDAM operates are committed to reform. 1t is also clear that
implementation of the Project should not be the sole responsibility of the PDAM.
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Figure 10: Scope of IDCB — LIDAP and FORIP
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200. The approach to IBCB also includes making more use of perfonmance measurement
than most IDCB components of the past projects. This is based on the experience that
capacity building / performance improvement activities need tc have ciear objectives if they
are to be implemented efficiently and effectively. Performance indicators for the water supply
and sanitation components have been established under the PDMF. {DCB should always
help in the achievernent of the targets to be set against these indicators.

C. IDCB WORK IN THE WATER SUPPLY SECTOR

201.  The institutional development survey was distributed to each of the participating RGs
on April § at the Inception Workshon, Then each of the 14 sub-project locations {except
Maros) were visited by at least one |DCB expert for 4 {0 5 days of research in the period rnid
April through mid June. During this visit discussion were held on water supply and sanitation
matters, data collected and the FOPIP survey conducted among PDAM personnel. The
following outiines the findings, conclusions and suggested IDCB program at the institutional
{LIDAF} and PDAM levels (the FOPIP).

1. THE INSTITUTIONAL ENVIRONMENT ASSESSMENT
202.  The review analyzed many of the aspects of Figure 7 and considered the LIDAP

sUTVEY (esuis. 1 ne inshiutional work (reported in an institutional Environment Assessment -

IEA — in &npendix A, Part i, Section 3 of each SFAR) for each location, covers:

s Institutional aspects, taken as Leing:
o the varipus arganizations comprising the main actors in the sector
o how the sector operates overall as an "accountable” or “sustainable” system
o the structural features outlined in Figure 8
o the management and flow of information; and
o the high level human resources needed in the sector.

o Legal Aspects

o covering gaps an incensistencies in the local and national legat framework,
and

e Anoutline of LIDAP activities with respect to waler supply, consisting of
2 lona and short lists of performance improvement actions

o the most fikely "entry points” into institutional reform / change that the survey
revealed {see Attachments 1 and 2 of each SPAR for the guestionnaire and
the analysis)

o approximate costs, and
o approximate sequencing of activities.

203, Each section of the Institutional Environment Assessment nated above ends with a
long-list of improvement actions indicated by the assessment.
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2. WATER SUPPLY - FINDINGS WITH RESPECT TO INSTITUTIONAL
ASPECTS

204, In all locations it was found that the PDAM was acting effeclively as policy-maker,
regulator, provider and many other roles, such as custodian of public assets. There are
chvicus conflicts of interest. Little influence is exerted by the three agencies which could be
expected to act as a check on PDAM aclivities - Sekda, BAPPEDA and BAWASDA. The
Supervisory Board (Badan Pengawas} in most places is also ineffective, and regulatory
activity by the Health Service over poor water quality is not present.

205.  Infact, the problems signated by Figure 8 ware ali present. These inciuded.

= Conflict between commercial and social objectives: Social obligations / objectives
forced on the PDAM of providing a low cost water supply {and even a source of
employment) are so mixed with commercial objectives of supporting government
income generation that it is difficuli for the PDAM to know what it should concentrate
on daing well; in this situation it is difficult for the PDAM to prioritize use of resources,
internal cross-subsidies destroy incentives to be efficient and accountability of
managers is reduced;

+ Funding arrangements are undisciplined $o that there is little incentive for the PDAM
operators to seek efficiency. Water services are not valued properly, thay have not
yet be "commercialized”. Further, the “equity” providers (all levels of government} are
not consistant in requiring efficient operation; debt financing is often provided by
central government to un-creditworthy PDAMs and "equity does not guard debt”.
Funding of PDAMs needs to discipline PDAMs o be more efficient by paying for
results / outputs, not inputs; '

« The PDAMs do not have enaugh autenomy from the local government executive
{which is the owner / sple shareholder). Owners and managers are not separated
enough. Without sufficient autanomy over management of finances and human
resources, the PDAMS da not have the incentives or flexibility to respond to
cormmunity demands. The relationship between the PDAM and owner needs to be
put "at arms-length” especially by appointment of suitable representative of the
owner,

« On the other hand, the PDAMs not only operate as a monopoly provider but also as a
policy-maker and regulator all in one — a case of acting both as “game-keeper and
poacher”. The owner {the community) represented by the local government often
does not have enough information because of "asymmetries of infermation” in this
situation. The system of service delivery generally is incomplete in this situation
because decisions are often made not $0 much as in the public interast but more in
the interests of the POAM. The sector structure is not good,

« Stakeholder influence / discipline is insufficient {(many say entirely absent) because
the chain of accountability through the Walikota f Bupati f or DPRD is toa long; there
are no mechanisms for participation of the community (including un-sarved
households and particutar groups such as women) in decisions about service by the
PDAR; :

» The managers (that is, Directors) act with little restraint other than that imposed by
the Head of Region because mast Board of Supervisors {BOS:! are dysfunctional.
The BOS has no direct authority over the Directors;

» Even if the BOS was in place and empowered, they would have difficulty governing
the Board of Directors because of asymmetries of information and lack of a sersible
strategic and annual work plans. The basic instrument for ensuring ascountability,
the Corporate or Strategic Plan, does not have enaugh, if any, specific, measurable,
accessible, relevant and timely performance indicators to be of use;

s The Directors (the Management board} should concentrate on improving the
performance of the PDAM but often lack the carrect competencies, and in spend too
much tima an matters which are not cere functions of the FDAM:
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* Regulatory arrangements to impose performance standards and targets are non-
exisient There is no penalty for providing insufficient or poor quality water, or an
interrupted supply. There are no penalties or significant consequences to low
efficiency, or even bankruptcy or trading while insclvent;

e Market forces which discipline the private sector to be efficient are absent. Discipline
to be efficient is lowered because few athers can produce piped water (because of
the manopoly} Competition is low. The PDAM does not have to compete for labor
because unemployment in the community is high, Low efficiency of the PDAM does
not result in contro! passing to a more efficient organization, as the mechanism of
corporate control allows in the private sector. Why be disciplined and efficient if you
have a monopoly and there are no consequences of inefficient operation?

206. Management of information and planning practices were also found 1o be poor. Little
relevant information is disseminated to stakehoiders, and the use of performance indicators to
transmit succinctly information is rare. The sector planning processes are weak, with a
rudimentary or non-existent planning — budgeting cycle that pays little heed to assessing and
incorporating stakeholder needs and expectations. Most of the PDAM have a3 strategic ptan
{called a Corporate Plan), but it is not relevant ¢ the tocal envirgnment, contains not
meaningful performance measures and is not used at all te guide the activities of the PDAM.
Meaningful Development Master Plans are also universally absent. The coordination and
accountability that plans and planning should bring is largely absent,

207,  The number of capable persons to effectively manage a structured sector is perhaps
not more than 30 people. However, 2t present therg is no agency responsibie for either
effectiveness of the sector {as opposed to effectiveness of the PDAM), and no agency taking
responsibility for developing the key human resources. |t is a classic prablem of where to
place the "machinery of government” review function. |t appears that BAPPEDA should be
empowered o oversee sector structure, while the Regional Civil Service Board (Badan
Kepegawaian Daerah) or the ORTALA bureau within SEKDA given the responsibility of
developing sector human resources.

3. WATER SUPPLY - FINDINGS WiTH RESPECT TO LEGAL
FRAMEWORK

208. The assessment of the nationai and local legal framework was necessarily brict
From the PDAMSs records it is clear that many are not aware of or do not try to comply with
the provisions of the multitude of rules issued by central government Compliance with
regulations relating to tariff structure, composition of Board of Supervisors, reporting of
performance and maintenance of water quality standards are examples of regulations which
are ignored. The sheer number of rules, the gaps and the overlaps all contrbute to an
environment in which there appear to be a surplus of formal rules but in fact rules {formal or
informal) which are complied with are few.

209 Figure 11 was used to assess the value of local law and regulahons. The Figure
shows the local laws and regulations expected once the sector is "unpacked” as in the ideal
future structure. Local rules and regulations in most locations are not complete.
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Figure 11; - Reform of Local Laws and Regulations
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210, The main problem is that rules are not performance oriented, are not accepted as
binding and are not enforced. They do not describe the level of service the PDAM must
provide nor the consequences if this prescribed level, or standards, are not achieved. They
do not provide a basis on which the PDAM can be held accountable, without which the
sustainability of the service will always be questionable.

D. IDCB WORK IN THE SANITATION SECTOR
1. THE INSTITUTIONAL ENVIRONMENT RASSESSMENT.

BACKGROUND

211, Work for the Institutional Environment Assessment ir the sanitation sector was- similar
to that done for water supply and is reported in {see Part 1, Section 4. of Appendix A of each
SPAR). The Sanitation Assessment is structured similarly, consisting of (after an opening
explanation of the range of sanitation activities, the differences with water supply and the
current state of sanitation}:

e Institutionat Aspects
o identfication of the key agencies
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o  an assessment of the overall system for (sustainable) sanijtation provision,
including

= the policy making institutions
»  how reseurces are allocated
»  modes of services

= regulatory activities with respect to inputs, performance and
accauntability,

o sectar stiucture (to what degree it fits with an ideal structure)
o information management and planning, and
= human resources

» Legal aspects

= Ccovering gaps an inconsistencies in the local and national legal framework,
and

e An outline of LIDAP activities with respect to sanitation, consisting of
= long and short lists of performance improvement actions

z  the mast likely "entry points” into institutional reform f change that the survey
revealed (see Attachments 1 and 2 of each SPAR for the questionnaire and
the analysis)

= approximate costs {combined with water supply): and
o approximate sequencing of activities {combined with water supply).

212. The data on which the assessment is based, however. are much less because not
one of the RGs has a firmly established agency whose main duties and functions are to
pravide a complete range of sanitation solutions to the community. Each section of the
institutional Environment Assessment noted above ends with a iong-list of improvement
" actions indicated by the assessment.

CURRENT SITUATION

213, Sanitation under the project is defined as human waste and wastewater disposal.
Drainage and solid wastes are included in the Indopesian Government's definition of the
‘environmental sanitation service sector’, but not in W3SP,

214.  Sanitation services are perceived differently compared with other services, especially
water supply. Sanitation services have bzen neglected in the participating RGs, perhaps
because of its characteristics, which include: '

* The scope of “sanitation” is often difficuit to define and measure: "good sanitation®
irmvalves both human behavior to ensure waste is not ingested before collection, as
well as a range of infrastructure tc safely collect and treat waste,

e The subject is often taboo, "something wornan are concerned with, but not the real
decisions makers of the community”

* People do not recognize thay, as well as everyone eise. contribute to the problem
{and 50 see the problems asscciated with poor sanitation as someone etse’s fault and
therefare a problem to be solved at semesone sise's cost)

s Disposal services consist of "collection” rather than "produchon”, so peoplée do not
associate a "value” with the service;

» The infrastructurs is often below ground and “invisible", leading to the syndrome of
"out of sight, out of mind”;

» improved sanitation causes people to discount (forget} the poor conditions before
their service was improved; and
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e Applying sanctions is difficult for nen-payment for use of public space (the
“environment”) to dispose of one's waste, or for nan-compliance with rules on
disposal,

215, Sanitation services are perceived as “public goods® — people have a low willingness
to pay for them because the cost of inaction is often camied by someone else and, having
paid to dispose of the waste, the person cannat stop others enjoying the benefits. It is a
service with high “external costs”, and so something public funds should be used to pay for in
the absence of, or until devalopment of a willingness of private parties to pay.

~216.  Physical range of components of sanitation services looked for during the field work

inclided:

« Individual and shared toilet facilities for existing and developing private dwellings, with
on-site disposal

» Community ablution facilities for existing and developing individual dwellings, with on
site disposal;

» Public ablution facilities for public places {schools, markets etc} with on-site disposal;

« Septage {human waste) collection and disposal and f or control of private services
providers

= Cperation of septage disposal facilities
s Piped sewerage systerns and off-site sewage treatment facilities 1o alt the above,;

= Capture, storage and dissemination of data, infermation and knowledge on sanitation
senvices and facilities; and

» Enforcing regulations or providing incentives to effect better sanitation practices.

217, Sustained delivery of the above services depends upon a “sustainable service
delivery system” being established. The elements of that system are founded on “institutions”
- a set of formal and informal rules of behavior binding the stakehoiders. Wlde agreerne-:‘t on
roles is important in this regard. | : :

218,  In order o create and suzizin an ever-improving system for sanitation, the ™
Government needs w assign roles, authority and accountability to various agencies and
groups to establish these inslitutions. The following main roles or *functions” should be
handled in some way. :

« Policy maker

+» Standard setter

+« Funder ! resource provider

« Human resource developer

»  Faciltator of public participation

. Employer

= Provider of facilities and infrastructure
» Owner of facilities and infrastructure -
e Provider of information _ '
+  Monitor of the systemn performance

= Regulator

» Enforcer

219, This list is probably not definitive. For this assessment, it is shorlened o a commanly
acceptad breakdown of (i) policy-maker {ily funder (i} implementer and [iv) regulater, in line
with the "ideal sector structure” for water supply. As noted, clarity in allocation of authority
and accountability among local government agencies with respect to performing these
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functions or reles is a starting peint for improved performance of sanitation services, With this
objective in mind, the ability to complete the following matrix should be an important cbjective
of institutional development activities under the WSSP.

Figure 12; Assignment of Sanitation Sector Activities

Activities Organization to which has been assigned the role / function of:
Policy-maker Funder Implementer Regulator

Private individual Mot clear Prvate individuals  Private contractors  Not clear

plots and shared
on-site disposal

Community Not clear . Community Nof clear Mot clear
managed “on-site”

disposal

Public managed RG RG DRU Not clear
facilities to pubiic

places

Desludging of RG Cost recovery DPU, Dinas DPU or Dinas
septags from all Kebersihan Kebersihan
on-site facilities

Treatment of Not clear Mot clear BPLU or Dinas Not clear
septage off-site ¥ebersihan

Sewerage Not clear Mot clear Dinas PU Net clear
Systams (off-site

treatment} .

Data, information Not clear Not ciear Not clear Nat clear
and knowledge

marnagement

Enforcement of Notclear - Mot clear Not clear. - Mot clear
regqulations / . ke

standards : : e

220. The project preparation study was unable to identily any significant activity of
government in any of the eight activities, be it in one or more of the four reles, other than
some involvement in desludging — and in the case of Serang, preparations for constructing a
=ludge treatment plant ian IPLT). Perhaps the best that can be said is the that the policy is
“Not 1o have a sanitation palicy”

221. There are no schemes (financial or technically oriented) available to help households

- build satisfactory disposal facilities. The condition of ablution facilities in schools is said by
some government officers to be unsatisfactory. There are no sewerage systems. Disposal of
domestic waste to the environment is not controlled in any meaningful way. The building
permit system should reguiate the quality of on-site disposal facilities, but weak standard
setting and enforcement negates the effectiveness of this activity,

222, Mone of the governments operate any central reatment facilities. Most locations
have no sludge treatment plant (IPLT}, with private-operated sludge vacuum trucks said 1o be
disposing of waste directly to various water courses in the area.

PERFORMANCE AND TRENDS IN THE SECTOR

223. There are no widely accepted indicators of performance of the sanitation sector. Not
cne of the RGs could offer a quantitative assessment of community access to improved
sanitation facifities, how much public monay was being spent on sanitation, technical
indicators of treatment, nor spending o improve human resources in the sector. A baseine
or trends in sector performance therefore cannct be detected. Without these measures it s
difficult to identify perfarmance improvement actions in a logical manner. in the absence of
agreed indicators, the following table provides suggestions.

December 2005 Black & Veatch = Arkenin -MTP = Waseco - 52



I Communlty Perspectl\re

, WSEP . ADB TA 4411-INO Final Report

Table 18: Suggested Indicators of Performance of the Sanitatior: Sector
: :Description -

... . Performance Perspective

* - Preferably measuréd for.childien iéss than & ye:
< i and racitied- mddence in‘the” {ast. 2weeks

L i-i‘ncldence Df Dlarrhea

2 Access to mprcwed HH % BPS considers this to be the % of {otal populahan wht}

sanitation reqularly use (i) a “Jamban keluarga {Jaga)” (sealau-flush
toilet} or {ii} & “Jamban Jamak” or “Jamban Umm {a
communal or a public toiet)

o3 Improved dlspc-sat of HH | %5 BPS considers this 1o be % of tota! popuiation who reguiarly

waste - R o T dispose'of their wasteé mrough O 'Cubllk" (z/unlined pityer (u}
’ . s o a septic tank (o distinction is made as'to whether there is or
not an overflow from: the tank; to a resapan {Iea-::hlng dram]
Gr OpéR drain, - .

Il Financial Perspective

"4 Costrecoveryratioof = | . % Actual O8M fuhds received f needed:O&M funds. ‘Received
" existing publrn—prowded cn e |ndudes from APBNFD as well as d!rectly fn:m retnbum .
facilities .. : i
& Annual Increase in % Total budget in the year to prowde SEMVices under one or
Sanitation Budget more of {he 8 sanitation seclor activities of ali agencies
{central, provincial and localy within the project area, divided
by last year's budnet, Training costs included only for local
personnei, ;
M Operationalindicators . -~ + o T T TTIT RTINS E e T
§  Disposal capatity % Aciual desiudging capacity {m3 lday) / required desludging
capacity.
“T Tr’eét'rhén:"Efﬁ.':i’ency T '-"-"v"" % of effluent tested not meehn  the. reqU[red a.scharge w
OB oo i - Tstandard. - e A : _
] Water qualrty in fvers % % of tests m the year not meehng amblent standards
¥ V- Personnel indicators, - 0L L oL A . » ;
9 Training Budget % Expendilure of Iacai gmrernn'cent an training staff in sanitation

malters as a % of the total sanitation budgets
Mote: The values for each indicator will be determined for each location during the first 2 months 'of thé -
Project and targets set theréafter fer 2011, . R

2. SANITATION —~ FINDINGS WITH RESPECT TO THE INSTITUTIONAL
ASPECTS

RESPONSIBLE AGENCIES

224,  Since decentralization, each local administration has been free to structure their
service delivery agencies in the manner they see best suited to focal conditions. If sanitation
is not perceived as impartant, there is unlikely to be a dedicated agency. Therefore, in each
location, sanitation responsibilities are found spread across a range of agencies - typically
those dealing with public works, building development and control, settlements and even salid
waste management services. Importantiy, not one is dedicated to providing human waste
management services but, rather, have had the task “tacked” onto a primary service. This is
hardly a formulae for success, given the agencies are generally struggling even to fulfill their
primary function. There clearly is a heed fo appoint a “lead sanitation agency”, then o fund it
sufficiently to, in the first instance, develop some rudimentary policies and programs in the
sector, perhaps stanting with a clearer assignment of dubes between agencies. :

A SUSTAINABLE (1.E. ACCOUNTABLE) SYSTEM FOR SERVICE DELIVERY?

225, Part of the problem on demand is clearly lack of a mechanism far the whole
community 1o express its opinion on needs. Stakeholder committees, et alone water and
sanitaticn boards or their equivalent are not present. In some RGs, such as Bogor, an NGO
with an interest in the subject was identified. but without the means of pressuring the
administration to alter its policy on sanitation. Encouragement of much greater community
paticipation is indicated.
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226, From the perspective of resources being made available, cost recovery appears to
nct heing atternpted at all, and public funds being allocated are very small, or mostly nothing.
With such a low level of resourcing, it is difficult to expect existing agencies to “perform”,
especially when their mandates are so unclear. Those agencies actually providing a service
typically operate one or just a few vacuum trucks. Agencies responsible for regulating or
monitoring polluting activities are mostly not interested in domestic waste, and minimum
service standards “suggested” by the Ministry of Public Works in 2001 are practically
unknown in local government. Action is indicated in the setting of service standards among
the agencies and to their enforcement.

227.  Enforcement of rules pertaining to poliution confrol, and especially waste emanating
from domestic settliemnents, is lax. Building regulations, which should be the first paint at
which househoid disposal is regulated, are fargely not enforced. "Greenfiefd” settiement sites
are thus building up a huge backlog of sanitation probiems to burden the government in the
future. Of particular note is the role of the "Environmental Office” (KLH) in many locations.
Many have a2 conflict of interest in that they are involved in licensing various disposal
wperations, which must lessen their incentive to act as independeant “enforcers” of pellution
laws.

228. The siructure of the sector is thus even more problematic than water supply. So,
while the same principles apply as with the water supply sector, the separation of
policymaking, reguiatory and implementing. roles is even less clear, with a consequent
lessening of accountability by any one agency. Without this accountability it will be difficult to
provide in a sustainable manner the range of sanitation services nesded.

INFORMATION AND PLANNING

229.  The lack of performance oriented information is striking, but perhaps symptomatic of
the under-developed nature of the sector. Without information in the community about
sanitary conditions and their impact, it is not surprising that demand for sanitation services
appears suppressed. Development of the indictor system previously suggested would begin
_to obviate this problem.

230. Some of the RGs have had Master Flans prepared for them over the years, but not
one RG has a plan which 5 operational. The newly released PP 16 / 2005 required that
integrated water supply and sanitation strategic plans be developed, to ensure that the large
investmerts required are effective and efficient. Action by BAPPEDA to |ead development of
a "city-wide strategic sanitation development plan” is indicated.

SECTOR LEVEL HUMAN RESQURCES

231. The water supply and sanitation sectors probably belong together, atthough roles
may be taken by different players. For example, the PDAM may deliver water supply
services, while another cperator provides waste treatment services, all under the same
‘regulator” and policy makers. At this lavel however, many will be involved in both water
supply and sanitation matters. Aclion to provide and train a cadre of competent senior
persons capable of managing the sector is indicated. This includes members of the
Stakeholder Committae.

3. SANITATION — FINDINGS WITH RESPECT TO LEGAL FRAMEWORK

232, Uncertainty is the order of the day in water supply, and so, even worse in matters of
human waste disposal. There are many central laws and regulations “on the books", but
thers appear to be so many gaps and overlaps that they are effectively ignared. PP 18/2005
does not handle sanitation in detail. Thers appears to be a gap in the pellution regulation with
respect to human waste. Consclidation of a range of regulations into a dedicated sanitation
law or PP is indicated, along with preparation of model PERDA(s) which could be adopted by
the incal administrations.

233.  There 1s very little in the way of locatl legal infrastructure for sanitation, altthough in
theary, it should be similar to water supply, in terms of assigning functions unambiguausly,
describing community rights to service, being performance ocriented and providing for
meaningful enforcement. Unlike the central framework which has a confusing array of laws
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and regulations, the local framework at present is threadbare because enough rutes specific
to local needs have not been agreed. Crucially, & regulation stipulating the roles of
stakehofders and how the sanitation sector should be constituted and governed is not
present. To talk of “good governance” is difficult in these cirqumstances. The rules in four
fundamental areas for reform are needed: '

o stakeholders nead a way lo participate in degision making
« sanitation services should be paid for — even if low income households are subsidized
o a'lead agency” agreed that is trusted by the stakeholders, and

o geographical scope for sanitation services is established to improve planning and
accountability.

234. No local rules exist with respect to the involvement of the private sector. Reform can
also begin of rules with respect 1o specific administrative matters required to govern the
autoncmous implementing agencies as they evolve.

235 The imposition of sanctions for failing to meet standards has never happened. While
there is no threat of sanctions, the incentives to improve performance are weak. Reasons
include (i) the standards have not bzen agreed (i) but there is wide agreement that the
resources allocated are just not enough to enabie the responsible agency to de enough to
ensure environmental standards are met (i) perfformance information has not been widely
disseminated, if it is at all available, and {iv) the sanitation agencies are both implementer and
requlator, :

E. SECTOR REFORM ACTIONS

236. Based on the Institutional Environment Assessment for both water supply and for
sanitation, detailed lists of indicated actions have been prepared (see Appendix B of the
SPARs). These lists are largaly in the order that the |EA discuss the issue, although some
adjustrments in headings have been made to provide a similar structure for both water supply
and sanitation. :

1, WATER SUPPLY LIST ST

237.  Institutional development actions are suggested which will move the structure of the.
sector towards the “ideal” jor "vnpacked”) sector structure described earlier. However,
achons must take cognizance of the resistance which will certainly be encountered to change
from wvarious places within the current system (this is discussed with respect to the LIDAP
Survey results). It is therefore important to ensure that leadership is provided. For this
regson the first vear's activities are designed to ensure the Stakeholder Committee is
establisiied and funclioning, that PEMDA provige the inter-agency planning and coordinating
team (TKPP), and the PDAM establishes an 'nternal Performance Improvement Team. Table
19 summarizes the long list for water supply.

238.  Preparation of plans required »y PP 16/ 2005 should be done in the first year initially
under the guidance of BAPPEDA. byt with increasing participation of the Stakeholder
Committee.

2, THE SURVEY RESULT AND SEQUENCGING

238, An Institutional Enwironmentat Assessment deals, even under the best of
circumnstances, with both written ands unwritien rules, behaviors, and perceptions, all of which
are guite abstract concepts, aithough that does not lessen the impact on sector performance
of such matters. The LIDAP survey was therefore conducted among the top level local
government management in most of the RGs, keeping with the need to base IDCB work as
much as possible on fact. The survey also served to open a dialogue with key decision-
makers in the RG, and Io introduce o them concepts of reform, good governance and the
likely conditions under which the WSSP loan would be extended to them

240, The LIDAF guesticnnaire is shown at Attachment C of Part | in Appendix A of each
5PAR. The questionnaire probed under seven headings locai perceptions with respect to the

December 2005 Black & VYealch - Aﬂmnin =MTP — Wasaco . 85



WSSP

ADB TA 4411-INO , Final Report

likely critical success factors for reforming the water and sanitation sector, both in terms of
sector structure (again, the move to the “ideal structure™) as well as implementation issues,

Table 15:

List of Actions for Institutional Development in Water Supply and Priorities

(i

{ii)
{iii)
(iv)

21

23
2.4

an

3.2

41
4.2

43
4.4
445

51
52

8.1
6.2
6.3
6.4
6.5

GE

8.1

Mobilize Leadership and Communicate Action Plan

Establish a water supply and sanitation stakeholder advisory committee.

Establish the TKKP for overseeing the WSSP, incleding its non-physical components
Establish the Performance [mprovement Teamin the PDAM.

Disseminate infarmation on the WSSP objedtives widely within local government.

Clarify the Overall System for Sustainable Service Delivery

Clarify Who Determines Policy of Intent of the Local Government

Imprave the Sector Planning Process

Improve the Sector Structure

Improve Relationship wilh Local Governmeant

(v} Bupali to appoint a representative with decision making power 1o perform government administration
matters associated with (profitable} ownership of the POAM

{vi) concentrate this activity on ownership functions — corporate planning. asset management, profitability
planning, perfarmance of Bnards stc

(v} ensure the representative is nat formally responsible for sector palicy making

(viii) ensure the representative is nat respansible far pricing water and licensing the PDAM aclivities and

{ix) is nolin 2 position to agree or pravide “soft” gavemment funds — ie, is not the Sekda or BAPPEDA head
50 as io avoid a confiict of interest between his main jole of achieving efficiency by imposing nard
budget constraints on the PDAM,

Impreve Resource Acquisiticn and Allecation

Makes betier nules for taniif setting

iy Agree in a PERDA a process for lariff increases, automatically adjusted for inflation

(i} agree basic service |evels that will be re-negotiated with PDAM every 5 years in an approved Cerporate

{ Strategic Plan

(if) agree in a PERDA the rules for equity injectians and dividend payments and

(iv) establish farmal coordination mechanisms between agencies based on the Strategic f Corporate Plan.

Increase Commercialization

(i} in the establishment PERDA for the PDAM, specify cost recovery & efficiency in the sector as
objectives .

finy in the “Tanff PERDA", specify the tarff adjustment pracess and the criteria for structuring and the leve!
of tarff

(i} allow autornatic adjustment every & manths to 1 year, with re-basing overseen By the Regulator every
5 years

el formmplize the PEO suhgidy payment mechanism.

Increase and !mprove Means of Service Delivery

Focus on Resuits

Introduce Performmance Managemeni ~f the PDAM

(it Develop a performange cuntract between the PDAM and PEMDA. or a “license” or “permit to operate”
system

(i) assign responsibility o administer the contract 7 license / pemmit to a small independent agency

(i) improve the corporate plan, especially indicators and targets

(i¥) join the PERPAMSI benchmarking system ar similar o0 85 to provide independent information on lavels
of periomance of peers

(v) establish a rewards and punishment scheme

(wi} train personnel of the independent admanistrator f reguiator,

Increase Autancmy of POAK / Oreratar

Improve Performance of the Board of Supervisors

Improve Performance of Board of Directors

Informaticn Management and Planning
Informaation Generation. and Managemem
Improve Planning Process, Content and Quality

increase Accountability

Extemal Regulalion of Input and Parformance Standards

Improve Compliance wilh Local Legal Instruments

Improve Legal Certainty and Enforcement

Improve Implementation of Water Quality Standards

Increased Cerainty of Acrcess

Owvercome gaps and other prablems with national level legal instruments
Overcome gaps and other problems with [ocal level legal instruments

Upgrade Set of Local Legal Instruments

improve Human Resources Development at Sector level
HRD plan based on S&ctor Developrnent Plan
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241,  The seven headings were;

1 Propesed project{s) and their overail benefits

2 Current Institutional set-up

3 Perception of PDAM services

4 Perception of sanction services |

5 Proposed activities under WSSP

5.1 Water supply

52 Sanitation

5.3 ~ Institutional development f good governance
54 PemDa financial capacity fcredit enhancement
& Project Implementation

&.1 Establishment

6.2 Planning and design

5.3 Implementation- Financial managament

6.4 implementation - Physical

6.5 Monitoring and performance management

¥ Suggestions on how to make the Project a success

242 Most of the guestions used a perception scale of 1 to B; the hlgher the scale was
marked, the more the local perception agreed with the consultant's assessment of local
conditions or the factors likely to make the project a success. The lower the marking, the
more fikely it is that local perceptions differ from the consultants, and thus represent areas of
action or reform in which resistance is expected. The results for one RG (with some re-
grouping of the answers to produce 10 areas f categories), which is typical for the cthers, is
shown in Table 3. The top three area where perceptions differed most strongly concern:

1. The impact of building PemDa financial capacity
2. The current performance of the PDAM; and
3. The impact of institutional reform

243, The main observations concerning these top three ranking cateqories arer

o |tis widely agreed that PEMDA finances {Category 8) would be a difficutt area for the
project to improve, and so probably not an area the project should attempt to
intervena in.

» DAM performance {Cat=gary 2} is an area that perceptions varied. The resistancs
rating in this category is not of concem, cther than to highlight the diversity of
perceptions on perfarmance and the necd to measure performance {say using the
PERPAMS| Banchmarking System). The frammg of questions in this category
probably influenced the result.

e The institutional development / good governance aspects (Gategory 5) scered as the
third most iikely category where differing perceptions are fikely. This is noteworthy in
connection with Project design.

" Table 20- Entry Points based on Expected Resistance to Change
Institutional audit category Scores
o . Perform  Imporiance Gap Resistance
1 Owverall benefils of WSSP 384 457 Q.63 10
2 Current PDAM performance ’ 2.88 5.38 251 2
3 Current sanitation performance 3.B0 5.40 1.60 G .
4  WSSEP physical activities : 380 583 223 4
5  WSEP institutional activities 167 5.93 2.26 3
8  PemDa financial managerent 3.48 6.00 2.53 1
7 Project preparalion - governance 4.21 6.00 1.79 5
8  Managing finances 4.40 6.00 1.60 7
9  Physical implemantation 4.50 6.00 1.50 8
10 Perormance moniionng 473 5,00 128 9
Mote

1. Based on analysis of 5 of 5 questionnaires
2. Perform = current degree to practice has been adopted. acoording to respondent's perceptions
3. Importnce = degres of imporiance placed on the practice by the consullant '
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4, Gap = difference batween degree of adoplion and importance
5. Resistance = Expected degree of resistance to change in the category |dent|ﬁed tased on gap (1 =

highest pricaty}
6. Resistance "1" is tha category of practice that presently has the greatest need for action to

establishment

244, The wvarying perceptions on the usefulness of institutional development / good
governance interventions highlight, among other matters, the need for central government to
disseminate ts infentions on improving sector gavemnance, starting with explanations of the
practices and behaviors that comprise good governance in the sector. The support for
establishment of the Project Performance Manitoring System (PPMS) probed in the questions
in Category 10, was acknowledged by respondents as important, particularly by those outside
the PDAM. In general, it is accepted this system needs funding and assistance provided o
RGs. The proposal to institute an annual cycle of *plan do, check, act” based on the targets
to be set in the strategic / corporate plan appears well supported.

245 Various other institutional arrangements and practices that were expected to be
perceived as important for impraved performance of the sectar were ranked lowly by the
respondents, Table 21 shows on the right a selection of 13 practices which the consultants
helieve should be adopted or problems overcome, and {in the last column), the ranking
according to the respondents, Of the practices or problems, only benchmarking of
performance was acknowiedged as being important to success of the project.  Information
dissemination activities in the first year need to change perceptions

Table 21; Parceived Need for Change of Key Practices / Problems
Practice  Category Priority for action, all categones
o nr Practice L . Rank
15 2. Current PDAM 15 Water logses are luo hlgh 16
performance
19 - 2. Cument PCAM 19 Better performance be benchmarked . 8
- ‘performance oo ) “o . Lo -
27 4, WSSP physical 27 At least 50% of those will be LIHHs 99
activities
33 4 WSSPphysical - - 33 Investment (physical-and non)will improve ' : 86
aclivities a PDAM periuinanve . .
34 4. WESP physical | 34 Sensible it up to 25% Iruer-‘.fme."“ int nan- 22
aciivities physical
44 ' 5. WSSP institutional 44 Name 5 actions to.improve governance of - 53
- activities : PDAM . )
0 5. WSSP institutional GO PDAM has a corporate plan with indicators 127
activities
63 5 WsspP mslltuhonal,. ) g 63, PDAM concemed about efﬂaency, and -{_ ;105
activities LT . should recover all costs - S
g7 5 WSSP mstitulional 67 Directors recruited frem anywhere based on 53
activities performance
58 5. WSSP insfitutional 5% Fromolicns are subject to certificates of 36
activities acoreditation
72 5. WSSP institutional 72 Annual performance of POAM is publicly 108
activities reported.
127 10. Performance 127 Supervisors will use baseline targets 86
ranitaring
134 10. Performance 134 Stake. Commitiee has active monitoring role 53
monitoring

248, Table 5 summarizes the results of the institutional reform category (3) of the survey.
The summary suggests the entiy points within this category as being:

» increased resources through higher tarniffs and commercialization in general of water
supply
« introduction of performance management tools for and in the PDAM; and

s impravement in lhe relaticnship between FDAM with governmenti.
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Table 22: Suggested "Entry Points” for Institutional Development — Water Supply

No. Institutional practice category Mean score  Gap Rank of entry ]:lmnt
CIUTL DT U N T e R S Adlee Idgal LR ;
1 Overal! sector structure 38g 586 197 4

2 - Degree of tommerdialization: ™. 2 7TV 460 B.O0F 140007 F LI 8
3 Degree of autoncmy { corperatization 349 600 2.51 g

4 - -Objectivity of government representatives > 340 600 280 ... Tl

5 Independence and capacily of oversight board 2917 600 309 9

6  Capacity of directors / managers. ... - . 425 600 175 =~ -©3

7 Performance management 453 600 147 2

8 ' Introduction of private sectorskils - ... 300 800 306-¢ - - PR i
9 Miscellanequs 307 567 260 6

Notes:

1. See preceding table for practices within each category.

2. Suggested entry print is category with smallest gap.

3. Gap is differenca betwean mean score and ideal score,

4. Itis assumed that the entry point for inslitutional development is best where there is mosi agreement
ar least resistance.

247.  The results of the survey are predictable in many aspects. Persons associated with
the PDAM tend to agree that more autonomy is needed to improve performance, but that
accountability is not an issue. Those outside the PDAM see the need to raise accountability
&% a prerequisite to more avtonomy.

248.  The specific practices that comprise these three priority categories, plus the others in
the category, are shown in Table 21.

3. SANITATION ACTION LIST

249.  Each section in the [EA for sanitation ended with a lict of indicative actions. These
have been consolidated at Attachment 2 (part 2) in Appendix A of each SPAR and
summarized under eight sets of activibes in Table 24, The first set contains the leadership
aspects similar to the water supply list and ensures the Local institutional Development Action
Plan (LIDAP) has a proper means Df Ilhplr:nlt:.'um iGh.

250,  There are numerols actlons mdw:ated under each set of activities {see Attachment
2.2}, Are all sets of activities needed, which ones are priority 2nd in what sequence should
they be implemented?

251, lLogic suggests the institutional development activities most influential in delivering
the project objectives should be addressed tirst. Experience suggests that all the 8 sets (see
Attachment 2.2) will be needed in time to significantly improve performance of the water
supply and sanitation sector How much is done under the project depends on political
desirability, feasibility, and resourcing, among other factors.

252, Unlike for water supply, the Institutional Development Survey did not probe in detail
acceptable sanitation arrangements, so all that can be said at presant is that institutiona!
development activities should address nholistically the main points under each group by the
and of the Project. )

253 Two points from the survey are:

» The respondents generally agreed with the consultants that sanitation sector
performance as not good (see Questions 21 to 23); and

» The survey highlighted some negative perceplions concerning the Stakehaclder
Commitize. While there was moderate agreement that the Committee would be
useful (Question 93), there was much less agreement that the Committee should play
an an-going monitoring role {Question 134). This response perhaps is not
unexpected, considering the mainly bureaucratic background of the respondents.

254, As pointed out in the water supply assessment, institutional development requires
changes to the existing organizations in the local government, to systems and the “rules” —
the way things are done — both formally and informally. It probably will be resisted by
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sections of the government for this reason. It may therefore be best to start (lo "enter”) where
there is wide agreement on the need to change. Again, the Institutional Development Survey
conducted among important decision-makers in each participating local government could
have provided some guidance on sequencing of sanitation interventions, but not encugh
guestions on sanitation were asked to provide guidance. The specific priosities are to be
determined in the first year of the project, when detailed planring is to be deone.

Table 23: Long List of instituticnal Development Actions for Sanitation

1 Improve leadership - Clarify the Qverall System for Sustainable Service Delivery
1.1 Clarify Who Determines Policy or Intent of the Local Government
1.2 Improve the Sector Planning Process
1.3 Improve the Sector Structure
3.1 Establish and Empower a Stakeholder Commitiee
1.4 Improve Agency relationship with Local Government

2 Improve Tarifis { Resource Acguisition and Budget Allocation
2.1 Make hetter rules for setting of service charges
2 2 Increase Commerciafization

3 Expand and Improve the Means of Service Delivery
3.2 Focus on Resulls
3.3 introduce Performance Managernent of the Sanitation Agency
3.4 Increase Autonomy of Operating Agency (ies)
3.5 Improve Performance of Sanitation Agency managers

4 information Management and Flanning
4.1 Information Generation and Management
4.2 Improve Planning Process, Content and Quality

5 Increase Accountability
5 1 Fxternal Regufation of Input and Parformance Standards
! §.2 improve Compliance with Local Legal Instruments

5 Improve Legal Certainty and Enforcement
6.1 Improve Implementation of Discharge Standards
6.2 Increased Cerainty of Access to Services
6.3 Overcome gaps and other problems with national level iegal instruments
6.4 QOvercome gaps and cther problems with local level legal instruments

7 Upgrade the Set of Local Legal Instruments f Framework

B improve Human Resources Capacity at Sector ievel
8.1 HRD plan based on Sector Development Flan

See Part 1, Aftachment 2.2 of SPAR Appendix A for detalled activities

Table 24: Lacal Percepticns of ihslitutional Practices
=} P Practice Total Mean score Gap Priority
no. resp.

Agree  Ideat
Qwarall sector structure

5 44 Name 5 actions to improve govermance of PDAM 2.80 500 220 2t

th

502 45 PDAM's monopoly improves service = 360 600 Z2ag 17
503 46 Better if BAPPEDA or 2 Regulator sels WSS policy, 5 4.40 BOQ 160 27

nat FOAM
5.04 &F Regulalion, like Jakarla Waler Supply Regulator, will 5 3.20 600 280 11

be successful
532 75 Prvate investors in POAM are walcome 5 £.20 6.00 080 3B
533 7% Private investors are welcome 1o Duild new systems., 5 4.40 6.00 160 27
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D P Practice . Total . = ‘M&anscore-. Gap  Priority
} no. . resp. P .

535 78  PDAM should have responsibility for sanltatlon 5 s S500 240

LT

: Degres of commercialization: = il i
5.05 48 Tariff leve! must cover costs
8.06. - 49 Tariff process more important than leval set v -
5.2% 64 PDAM paid 2 subsuidy for providing social services
5.22 65 PEMDA, ready to pay.a subsidy .

520 63  PDAM concerned abaut efficiency, and should
racover all costs

Dégree of autonomy / corparatization T R R

“E

3.40 260 14
L4300 GO0 .80 . T2 i
480 00 140 30
. 580 800 0.20..40
- 600 600 100 34

ho.lno G Chon

5.07 50 A mare autonomous PDAM will be better 5 2.20 600 380 §

508 51 More accountability ¢an be introduced. ta malch more 5 L2200 .80 dans 5 T
autonpmy . : : e T s

3| 74 Accountability and autonamy wilt improve as a PT 5 2.4D 600 360 7

530 73 . PDAM ready as "PT by 2008. : 5~ 200 TgOb. 400 4 s

517 1] PDAM has a corporate plan with indicators 5 540 600 020 40

516 B9 - An AGM receives reparts and appoints BP -5 ... 560 - /EO0: 040, 39,

518 ®&1 PDAM Annual Budget is realistic and published E 420 600 180 24 °

o Objedtivity of the govermment representative’ RS aritoe

514 57 Region Head appaints an appropnate PEMDA 5 340 600 260 14

representative.
R - Independenca and capacity of the oversight' boaml N JERA

509 52  Badan Pengawas (BP) represents the community 5 1.20 6.00

510 53 - BP has a minority representing PEMDA . ™5 5 A0 CEG0T

51 54 BF membars are trained in their dutias & 460 &.00

512 . 55 .. BPtakes shategic decisions that Directars fallow. .~ * 5 - 2380 - 600

512 56 The Chairman has same autharity as President 5 0.80 6.00
Director.

5.15-. - &B. . : Chainman of BP has respons.lbllmes as unerolus as

i edivgglors. s R A I

TR0, -Capacity of diregtors fmanagers-. e 2T
524 67 - Direksi dan staff PDAM digilih berdasarkan
- kermampuan kinerjanya.
525 8B. . . /Plomotions ard subject to cefificates-of accrediation
526 89  All contraciors have certified competency in WS
5.27- >~ 70, .- Directors confracis extended if good performance.
Performance management

5.28.- .71 ¢ Intemal auditor's.role is impartant. -, G T 57
529 ?2 Arnnual performance of PDAM is publlcally repurted |
j - Aperformance contract needed between F'D.AM and T
L EPEMDA -, o O T IR
Introduction of private sector skil!s
534 77 Private contractors ave invited to manage Exlsllng 5 oo €00 300 10
systams .
Miscellanecus
536 79  Name 5 nen-physical activities by F'DAM toi |mprove 5" 4.00 500 100 34
perfarmance. ]
537 8 PEMDA needs to make decisions to improve PDAM 5 320 BEOQ0D 280 11
performance.
53 M MName 5 non-physiczl actions by PEMDA ta :mpm\.re 5 2.20 500 280 N
sanitation.
539 g2 Province has a role a5 investor? 5 4.40 600 160 27
540 B3 Province has a role 85 manager of W35P. 5 2.80 600 320
5.41 84 Province has a coordinating roie’? 5 180 500 420 3
Mean 367 593 2726

4, APPROXIMATE COST OF LIDAP

255, Table 25 shows the estimated cost over 5 years allocated for undertaking the water
supply and sanitation components of the LIDAP. The two sectors have been combined
because at the LIDAF level institutional development efforts should be integrated as much as
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possible. The cost of providing a “standard package” has been estimated and then an

allocation as a percentage of this made to each RG, based on an estimate of the total -

available funds for IDCB activities. The percentage of the standard package is shown in the
costing of the FOPIP.

Table 25: Estimated Cost of a Typical LIDAP for Water Supply and Sanitation Sector
Na DESCRIPTION Unit Total 2007 2008 2009 2010 2011
Appraxmate Citizens Nr. ' 220,000 220000 230000 240000 250000
Approximate PODAM Connections Nr. 23000 25358 26625 27957 29354
Approximate Total Persans Nr. 156,000 162,240 168730 175479 182,405
Served - .
Approximate Total Revenue of Rp M 27298 B.777 10,257 11,416 12708 14.142
FDAM
A SOURCE OF FUNDS
1 Levy on FDAM Revenues Rp M k1| 0 a1 90 100 111
E;D;:;Irofi.e}s a5 % of PDAM revenue % 0% 1% 19 1% 1%
2 Cther Levies on Third Parties in Rp M 93 3 10 18 26 k!
Sector
3 Grants from Province f Central Rp M 3905 923 a7 7594 | G8a 656
Govemment _ '
Total Revenug RpM 4048 933 g7a 828 722 696
B USE OF FUNDS : :
B.1 Operationzl Expenditure
0.1 Wages!Salares RpM 74 98 108 143 @ 155 170
02  Office Running Cosls RpM 146 28 27 29 31 33
0.3 Reporing Costs RpM 35 7 T, T C 7 7
Minimum Cost of LIDAP RpM 855 131 142 179 193 208
Secretanat
1 ! Leadership ! Govemance Group RoM 123 21 23 24 x| 28
and Communications Rpt 528 a7 103 106 109 113
R Cilizen
" Mormal Cast of LIDAP Unit and RpM 877 152 AB5 203 - A9 238
Proje_ct Govermnance Rpt 4190 693 750 882 914 950
. - Citizen .
£.2" 'Capital Expenditure ' S, AR _; .
2 Re-design Overali Service Rp M 218 218 0 0 0 a
Oelivery System in Sector
3 tmprove Tariff Setting and Rp M 69 99 69 "0 0 3]
Resaurce Allscatons Process . . o v
4.1 increase PDAM / Operator Rp M 505 0 0 172 167 167
Autonomy ! Comoratize
4.2 - Perfarmance Agreements & Rpi 225 {13 TR M e 0
- Regulator _ ' .o T ’ ' .
5 Improved Information Rp M 518 120 150 82 B3 83
Management and Planning
G Improve Governanee / Rp M 816 135 180 181 182 137
Accountability via Hadan
Pengawas
7 Upgrade Loca! Legal Instruments RpM 233 o 158 75 a 0
8 improve Seclor Level Human Rp M 383 83 a5 ki Fa 71
Ressurces
g Strategic Management in Sectar Rp M 0 n 0 0 - 0 0
10 Misceltaneous On-the-Job Rp M 0 a 0 i} a D
Assisiance
Total investiment [ 2 10 10) Rp M 3.0F8 769 713 §23 503 458
TOTAL EXPEND!ITURE ApMm 4,043 9:2 B7E 826 T2 £95
MNote: Ahove 37.5% of a standard package.
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Table 25:

Costs Breakdown

~ Total Foreign Manmanths 2.0

Total Local Manmanths

. Tetal Manmenths .

Total Costs Foreign Consuttants

“Total Cosis Local Copsultants

Total Consultant (Remuneration) Costs
Total Training Costs

Total Purchases equipment amd software

B 1T, R R

ADB TA 4411-INO

UNIT
500 T
mm

RpM
RpM-

‘Rp M

‘Other {travel, accomm, campaigns, fees, elc).

Tetal LIDAP Capital Expenditure

- Gonsultants as % LIDAP Expenditure
LIDU and Leadership Graup Opex
Total LIDAP Expendilure - -

into contract(s) at a higher level.

RoM.

RoM

RpM -

fp M

%

Rp M

"Rp M- .
Note: Foreign mm and associated costs will not be included in “Wilayah Contracts”, but consolidated

TOTAL

ERCHIEE -

404
457
1.444
679
2123
408
379

Summary of Costs of a Typical LIDAP

3,066

977
4,043

2007

6.0

536
114
851

g

21
769
5%
152
922

2008

1869

o0 L

248

) [ B

55¢

185

878 ¢ -

g

LR

5. APPROXIMATE TIMING FOR LIDAP ACTIVITIES

20

TN

8.2

AGE

2
"
3

48

50 Lt

98

a3

67 5

623
64‘%‘ d
202
826

Final Report

- 2010 2011
0% AT g
4.1 1.9
F51- 28
2006 206
7. 30
28 236
i 7T
83 83
a2 L B2
503 458
R 1)
219 228

T V22 - BAS

256 The approximate sequencing and duraton of the activities for the LIDAP in a typical

RG is shown in the following Figure.

Figure 13: Indicated Schedule for a Typical LIDAP in the Water and Sanitation Sector
ACTIVITY 2006 | 2007 ! 2008 I 20[09 2010 2011_~_.
: an | Declyan | peeldan | Oecisan  ; Declan | Decdan  ; Dec
VESSF loan eflectve K N M i 1 1 [
IDCE Consubar: recrutment VT | I :

| | | |

PIU fIRIT Y swelana! { gperational exp-endnure

Wages and salaries. o

Cffice running coglg

[Reporting costs

LIDAF

Leadershrplgowmance grw,.. L 12 a1 45

R&demgn overall se SRMNLE ARIVEly T SEGUR -

i

Improwe tart seting and msourca afucalion pmcess

Increase F'DA!.mperator a\donumy!w‘pﬂrahze

[Petormance agreeme agreernen'ls and regliator

Impreved information management and planning

Improved govemance accountabikyy Badan Pengawas

Upgrads lacal legal mstrumenis

Improve seclor level human msources

Siralegic management = sactor

Miscellaneous on- lna—;o'n assstance

[FUBLIG HEALTH ﬁND H’YGIENE

Tralnmg_et “up for g prugrams

School programs

Corfirrurty progrars
[Drainage water oually mondtoeng

F. G00D GOVERNANCE

1. SECTOR AND CORPORATE GOVERNANCE SUSTAIN THE

INVESTMENT

257, The immediate objectives of the !DCB activities are promote refarm and good
governance in the sector. Good governance practices are crifical to improving sustainability
of the project invesiments, as they ensure that key actors in the sector are invalved in
decision making, and that external forces are braught to bear on the service providers, thus
heiping to keep them sensitive to community needs.

Decembar 2005
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258. The good governance objective is to ensure a system is established to interpret local
needs, review project objectives and progress in achieving them, and directing changes
needed to keep the project's objectives aligned with local needs, all in the most efficient
manner possible. Good governance is the critical factor in improving project sustainabiiity. In
summary, Figure & outlines the relationship to another of the various project components.

Figure 14; Good Governance in the Project Dasign
IIIIIIIIIIIIIIIIIIII.
Government s Sustainability Factor . Stakeholder
——f B .
= Good Governance ofthe % Committee
% Sectorand ofthe PDAM =
[P R R SRR R REERREEEREESRER
LIDAP
* IDCH interventions outside
the POAM
¥
Performance FOPIP Performance in
Now 108 interventions inside Future
Indicator 1 > the POAM —{ Indicatar 1
Indicator 2 . : Indicator 2
Indicalor 3 ¥ Indicator 3
ste Water and ete
Sanitation Physical
Investments

259. (Govemance also has two levels — the sector level, or governance in the wide sense —
and governance of the service providers, or “good corporate governance” in the case of
PDAMSs. - The-*unpacking” of the sector and associated niiauves, such as creation and
operationalizing the Stakeholder Committee, according to-the “ideal structure” wiii improve
sector govemance.

260.  The project will not attemnpt to measure the quality of governance at the sector level,
although Table 24 provides a proxy for the perceived gquality of governance at this level.
Instead, the degree to which good governance is being practiced at the PDAM will be
monitored, as improving governance of local government owned enterprises, including
PDAMSs, is part of GOI policy at present. It forms the basis for the Ministry of Home Affairs
draft law on reform of local government cwned enterprises (BUMN), which has been
approved by the President for entry into the Government's legislative program n 2005 or
2006

2. SECTOR GOVERNANCE AND THE STAKEHOLDER COMMITTEE

261.  Participation {and consultation) is ong of the pillars of good governance {the others
being accountability, fransparency, and predictability), and yet, the IEA found in all RGs very
weak mechanisms for ensuring the consumers, community and other other stakeholder
“voice” (or rights) were incorporated into decision making in the sector. Further, the LIDAP
survey on perceptions among bureaucracy with regard to participation produced evidence
that the conceplt will take time to become common practice.  Many of the respondents saw
itte use for the Stakeholder Committee, throwing up the usual objections, such as (i} the only
peaple interested in participating in such a Committee were maicontents (i} who would pay
(ili) how to reconcile the apparent conflict batween the duty elected and administrative official
have to make decisions about the sector and such an "ad-hoc” committee {iv how would
Committee members be held accountable (v) does the law allow such participation and (v)
what would happen after project completion?
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262  These cbjections are not considered to be insurmountable. 1t is obvious that the
Committee, at the least shouid be advisory in nature, but there is no reason wny format
power-holders cannot delegate certain decisions. In fact it would also appear advantageous
to busy senior administrators o inveolve as many people as possible to avoid poor decision-
making. Wide participation of stakeholders would be beneficial for both the water supply and
sanitation sectars. {tis too much to expect the DFRD will be involved in depth in the sectar 0-
their "political” agenda is full, and there is a certain level of compelence required of governors
of the sector that would be left to competent and interested people. This is the history of
many more formal "Water and Sanitation Boards™ around the world — a group of competent,
independent, interested and professional pecple appointed by the government to oversee the
water and sanitation services provided by government.

263. The specific role of the Stakeholder Committee with respect to authority and
accountability is a matter for each RG to determine {and will probably change over time}, but
imrmediate roles include:

+ Receive technical advice for the service provider {PDAM and sanitation agencies)

+ Discuss, represent and defend stakeholder interests and provide advice (o the
technical agencies concerning acceptable standards of service and designs;

+ Help the consultants and technical agencies conduct surveys and gather community
data;

+ Feedback to their constituencias proposed designs and prograss of the Project

= Compile and pravide to the administration and the DPRD thoughtfuf
recommendations concerning the water supply and sanitation designs and project
implementation related to the project, as well as other matters, including projects,
associated with the sectors;

« Conduct their own meetings in an orderly manner, including taking minutes and
fullowing derngcratic procedures, )
s Ewvaluating stakeholder satisfaction with the pmject

» Representing and performrng advocacy roJes with respect to promcrtror'r of the Project;
and

« Representing the Project in the local media and community.

284 Constitution of the Committee should cover key stakeholders: various interest groups,
examples being:

+  Women and disadvantaged groups

» The poor

s Civil society

+ Government agencies

» Political interest groups

+ Academics

. Househollders served
- The un served:

. Industn_r and trade assomahons

+  Prominent community members; and

+ Religious ieadars. . b

265 - It would be best for the Committes to grow. organiéaily' from an existing arganization,
but time may preclude this method of establishraent, ' The inaugural members probably have
to be carefully selected, using an open selection process as much as possible, In time the
selection process may become mare formal. The selection process should aim to provide
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members with the appropriate competencies for the Committee, which include: the ability to
work in a team, a sense of fairness, an interest in and time available to serve the community,
sufficient knowiedge of the importance of due process, strategic thinking skills, and the ability
to act as an advocate for the achievement of the Project’s objectives.

266. The Cormmittee should be supporied by a "Secretariat’, which would best be the
formal group of officials that exists in most RGs for coordinating projects - the Tim Koordinasi
Perencanaan dan Pemantauan (TKPP). Funding for the secretariat has been included in cost

estimates.

267.  The method of working of the Commiltee is expected to be through sub-commitiees
or work groups. - One would handle strategy development and planning issues for instance,
ancther liaison with the community and the media, and a third would handle technical matters.
Immediate task include overseeing development of an integrated water supply and sanitation
plan required by PP 16/2005 (Article 78}, part of which are likely to be specific matters coming
out of the city-wide sanitation strategy. They would alsa approve (or recommend for
approval) actions proposed py agencies and communities, based on compliance with criteria
established at the sirategic’ level, while remembering their main task is to provide a
governance overview of the sector, not management action.

3. CORPORATE GOVERMANCE OF THE PDAM

268. The IEA also revealed that the Board of Supervisors of the PDAM have very limited
effectiveness, due io fack of proper constitution, poor election processes of members,
asymmetries of information with respect to the Directors, and low capacity. And yet it is vital
tnat more broad-based decisions are made with respect to the distribution of the costs and
benefits of water supply investment, and to provide oversight of the PDAM Directors. Like the
Stakeholder Committee at sector level, a deliberate action ta establish proper governance of
the PDAM is indicated — a sysiem of good corporate governance is needed. The system

would encourage adoption of practices that ensure:
e QOwners (currently PEMDA) and stakeholders’ rights in the PDAM are protected;

» Risks faced by the PDAM are managed properly, including abuse of community
owhed assets and corruption,

» }Laws and regulations are complied with

» The Ii]irectors perfarm an appropriate role

o The Board of Supervisors also perfarm an appropriate role; and
» A system of Good Corporate Governance ({GCG) is estabiished.

269.  The concept of governance unfortunately is poorly understood in many guarters, so
the specific practicas which constitute good corporate governance need to be maved from the
abstract o the concrete, To do this. each SPAR includes a checklist and scoring sysiem
breaking down the above practices {Appendix A, Attachment 4 of Part 2) into sub-headings
and specific practices. in this way a "GCG index’ is proposed. Table 9 shows the seven
main components proposed. Sub-components and then specific practices are included in the
referred Attachment.

270. The practices have been mainly based on the requirements of the draft law
concerning reform of local government owned enterprises (BUMD).  However, some
additional practices concerning production an maintenance of an Anti-Corruption Action Plan,

and transparency in procurement have been added to met the immediate needs of the
Project.  Possible loan “conditionzlities” are therefore incorporated into the local context,

rather *han being seen as external impasitions.
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Table 27 The Good Corporate Governance {ndex for PDAMs

kX -.'Goad Corporate Govemanoa_PmcﬁDES

Welght v Total

Lo RN Score

1 Establtshed Cumponents of System of Good Corpurate - 30 -
Governance

2 Appropriate Role playad by the Board of. Supemsurs {Badan - R [ R Ca
Pengawas) ; . . -

3  Appropriate Role played by the Board of Dlrectors {Direksi) in - 10 -
support of good govemance initiatives

4 Fulfilment of Disclosure, Transparency and’ Cumphan{:e . 1 D S

T Obligations : S e e T i

5 Conlrof of Risks, Corruption and Fratd - 20 -

8 System to Protect Rights of Gavernment Ownersl : S - S -
Shareholders ’ C S )

7 Systern to Protect Rights of Stakeholders, mcludmg Provision - 10 -

of consuitation and paricipation mechanisms
Motes:
1. “Practice Score” is based on 1he *Degree of Adoption / Achigvement” awarded to each Practice,
calculated from the sum of the score awarded to each component.
2.  See Table 2 for the components of each Practice and scoring
3. “Weight" is an arbitrary value determined by authorilies to reflect the impertance of each Practice in
achieving a state of good corporate govemance,
4. ‘Tetal Score” for each Practice is component score multiplied by weight,
8. “Index Valug" is a single number calculated by summing the Total Score for each Corporate
Governance Practice. The higher the score, the better. it can never be more than 1000 under the
stipulated scoring method.

271, Use of the index raises the question of who will score it, and how. It should be used
by the Stakeholder Committee as a general guide for assessing the status of their own
governance improvement efforts, and specifically by the Board of Supervisors to guide
development of their System of GCG. 1t has value both as a self assessment tool, and as a
tool to be used by an external quality auditor. The vaiue of the index will be calculated in the
firet yoar of the Project following an assessment by the-IDGB and QA-consuitant.

G. FINANZIAL AND OPERATIONAL PERFORMANCE IMPROVEMENT
PLANS (FOPIP) : |

1. BACKGROUND AND OBJECTIVES

272. Experience, discussions and observation indicate performance of the PDAM depends
upon some factors which are outside of their control, and others which are mostly, if not
entirely, under their control. IDCB work for the FOPIP concerned those factors under the
controi of the PDAM directars and parsonnel. The plans are shown in Part 2, Attachment A of
aach SPAR.

273. The Plans are based mainly on the project cbjectives and activities, the results of an
organizational audit conducted by survey among FDAM personnel, and the opinions of senior
PDAM managers and the consultants and the physical investments proposed. The objectives
in preparirg the Plans wee to record the methods, reasoning and first conclusions {proobaly
gond encugh for agreeing first year's activities. Keeping the critical nzed in IDCB to have full.
ownership, the Project design requires each paricipating local government to, among other
matters:

s prepare a water supply and sanifation sector strategy by September of the first year
of the project, and

e prepare or update the PRDAM Cerporate plan by September of the first year of the
Project
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274,  These strategic plans are required by Indonesia regulations and will therefore update
and refine this FOPIP. The Project also requires an annual update of the plans to ensure that
a cycle of continuous improvement is instigated.

2. APPROACH AND METHQD

275, The approach to assessment and preparation of the plan is based on fact as much as
possible, given the limited project preparation period {a four day visit to various agencies of
the iocal government, inclugding the PDAM, by an institutional specialist). Data was collected
using three methods:

e Conduct of a survey of organizational competencies or needs among important
persannel of the PDAM (the "FOPIP” survay)

e Compiletion of a questionnaire by the President Director of the PDAM, and
o Discussions with the Directors and key personnel.

276,  The impact of the proposed projects (new production facilities, new customers etc are
also considered. As noted previously the Plan focuses on internai matiers over which the
Director{s} have authority and can be held accountable for,

277, One problem with capacity building / pefformance improvement efforts of the past has
been their lack of use of an analylical framework, or a postulaled set of cause and effects.
The experiences of one project are difficult to transfer to other areas under these
cireumstances. But the broad categories / components or competencies of any organization
which confribute to superior organizational performance are reasonably well recognized
among experts in the field of organizational develepment. They are practices related to:

The leadership f top management

Financial managemant

Customer or external {stakehalder) focus

Strategy and planning

Work systems, processes and procedures

Organizational structure

Supplier and partner relationships

Data information angd knowledge creation and management

Human rescurce management and development ("people™); aind

Achiavement and continual improvement of organizational performance

W Mk N

—
o

278. The assessment of the PDAMs, be it through the FOPIP survey of personnel or
discussion of organizational arrangements, was done within this framework. Proposed
actions for improverment are also presented within this framework. Which categories are
related to other categories, or cause other categories to support impraved performanca? As
has been used in the PERPAMSI Benchmarking System, it is postulated that these categories
are relaied in a hierarchal way, as shown on Figure 15,
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Figure 15: Analytical Framework for PDAM Perfarmance Improvement
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279, Figure 1% postulates that:
i good human resources, information and supplier / third party refationships enables

ii. development of better organizational structure work systems, processes and
pracedures as well as strategy identification and planning, which

iii. delivers better water senvices, which in turn

iv. causes improvermnent in the financial affairs of the PDAM — with the improvement.in
financial affairs then creating financial resources which can be used to further
improve perfarmance.

280, This framework to improve understanding of performance and the underlying
competencies is in fact used by PERFAMSI to guide measurement activity for their POAM
Benchmarking Sysiem.
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281. The 150 and maore practices which constituie the 10 categaries are shown in
Appendix A of the SPARs, {Attachment 1 to Part 2). Many of the practices are generic — that
is, any organization deploying the practice will perform better. They are the foundation of
such generic management systems as IS0 8000:2000 (SNI 18.9000:2001) concerning
standards for a quaiity management system.

3. ASSESSMENT OoF PDAM ORGANIZATIONAL PRACTICES

RESULTS OF THE FOPIP SURVEY

282,  The organizational survey / audit was conducted by surveying the perceptions of
between 10 and 20 senior personnel of each PDAM (see Appendix Attachment 1 for the
irstrurnent). The dimensions or category of the organization audited included:

L eadership

Financial management

Customer Focus

Strategy and planning

Human Resources

Organizational Structure

Procedures, Processes and Product

Contractors and suppliers

Data, Information and Knowledge

10. Perfarmance

s

283,  Results of the bivariate analysis are shown in Appendix A of the SPARs, Part 2,
Attachment 2. The audit seeks o identify improvement actions by (1) analyzing the gap
between degree of establishment and degree of impertance of organization categories and
{2) through a series of open questions asking sector managers and staff to identify felt
training needs The method acknowledges that the persons inside the PDAM doing their job
are most likely in the best position to know what parformance improvement actions are most
needed. Its weakness is that those doing the job may not knew enough of the “big picture” to
properly assess needs.

284.  Priority should be given to categories of practices and also individual practices
perceived by the personnel as being most important to improve performance, and which are
not being well performed at present.

285.  Table 2 shows the priority of categories established by the survey. The full resuits of
the survey are reporied in Attachment 2. It includes specific practices in 2ach of the three
categories which parlicularly worry the PDAM personnel. PDAM Direstors shauld not these
concerns and act to improve the practices identified as needing improvemant.

2886, These categories were also applied because they represent organizational
competencies, which if mastered, should enable the PDAM to respond to the chalienges it
faces. Building the PDAM around these practices will create an open, competency-based
arganization in which the staff becoma increasingly interchangeable among the PDAMs. The
agenda of an open recruiting system will be addressed in this way.
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Table 28: Priority Categories for Action, according to POAM Personnel

Orgamzal‘.lonal Audit Categary Scores

RS TR T L L T

1. Leadership - 387 412 044 8
2. Finanges’ T e T 0Tt UV EEGT T 4 B3n L0520 TR
3. Customer focus ’ arz 4.49 077 2
4, Strategy and planning o 3627 449 . 087 1
5. Human resources : 337 4.04 0.67 4
6. Organizational $tucture = .~ W 406, . - 4380 03310
7. Procedures, process, product 322 3.76 0.53 4]
‘6. Contiactors, suppliers & pariners 347 418 G713
8. Data, infonnation & knowledge 382 4.47 0.65 5
10: Pérformance | 380 ~449 - 04D . B
Note

1. Based on analysis of 11 of 11 guestionnaires

2. Perim = average score for adoplion

3. lmpt = impartance to peformance

4. Gap = difference between Perfrn and Impt

5. Action Proagnty is the practice that presently has the greatest need for action 1o eslablish within the
arganization; 1 indicates first priority

287 Each survey revealed a different set of priorities according to respondents. For the
example shown, overall, the PDAM personnel surveyed perceive that the highest priority
category for action js to improve the strategy and planning aspects of the PDAM. This may
reflect lack of a sensibie Corporate Strategy and anaual planning for normal functions, such
as marketing and customer relations, procurement processes and other routine functions.

288,  The second ranked category in the case is “customer focus”. This often mean the -
personngl know that they should be more concerned with providing a good service but feel -
there are gaps between what is said and what is done in the PDAM" [t offen indicates lack of

performance information in the community and so, probabiy Iow accountablhty .

288.  The third ranked category in the example IS reratlonshlps with cantractors Suppllers
and third parties” and possibly indicates concern of procurement practices.

290.  Depending on the calegory indicated as priority, the indicated performance
improvement actions differ between PDAMs, Each FOFPIP contains a selection of indicative
actions chosen from Attachment 3 to the FOPIP, that is, Appendix A, Part 2 of each SPAR,
The intention is to establish 2 framework which enables PDAM diractors establish an on-
going “seff-assessment checkiist” of better practices,

291, Like the LIDAP survey, analysis of individual practices also highlights some of the
challenges to be faced in managing change and refarm under the Project. Table 11 from a
typical RG summarizas the survey resdlts from three perspectives:

« First pricrity practices in each category
» Topten priority practices gathered from zll categories, and
=» Key practices that the WSSP should be targeting.

292 Practices shown on the lower part of Table 28 need special attention because they
are important to achieving project objectives but are not perceivad to be important by the
PDAM personnel. In this example, only the need to reguiarly adjust tariff, have a workable
strategic plan and enough information to calculate water losses are perceived as needing
attention (i.e. are ranked highly). And yet these and tne rest of the praciices in the right of ithe
table are targeted in performance improvement activilies classed as 'mandalory activities’
under W55P.
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Table 2% Top Priority Practices within Categories

1. First Pricrity Practice in Each Category :

: Orpanizational Audit Category - - Priority action> .. ) .
nr Practice Gap

1. Leadership -6 . ' Leaders explaln duties for gach section - "1.18
2. Finances 11 Tariff automatically adjusted for inflation 1.18
3, Customer focus : 11 Cemmunify cutreach deployed 1.64
4. Strategy and planning 2 Strategic Plan forms basis for all activity 1.36
5, Human mesources 1% Bonuses are based on dhjectve critenia - 1.40
6. Organizational struclure 12 Shucture fadilitates communcalion to bosses 0.64
7. Procedures, process, produch 5 . Drinking water, not clean water distributed 1.30
8. Contractors, suppliers & partners 6 Routine market testing for prices 1.09
9. Data, information & knowledge a Enough info to calculate water losses 1.33
10. Performance 4 Reasans for changes in performance are 0.64

analyred, and actioned
2. Top Ten Priority Practices - All Categories

Priority  Organizational Audit Category Priarity for action, all categories

' nr  Practice - . Ggp
1 3. Customer focus 11 Community outreach deployed 154
2 5, Human resources 15 Bonuses ame based on objective criteria ~ 140
3 4. Strategy and planning 2 Strategic Plan forms basis for all activity 1.36
4 9. Data, infarmation & knowsedge 9  Enough iafo to caloulate water losses 133
5 7. Procedures, process., product 5 Asgets are managed by plan 1.30
6 2. Finances - 11 Tanff automaticaily adjusted for inflation - 118
7 g, Human resaurges 9 All sections Rave professionals i18
8 _ 1. Leadership 6  Leaders explain duties for each section ~ + - 1,18
] §, Data, information & knowhedge 10 Freguent catastres 1.18
10 -4, Slrategy and planning 8  Qverall, planning is good T o100 -
3. Need for Change of ey Practices ta be Targeted by WSSP
Practice Organizafional Audit Category " Priority for actien, al! categories ) ) )

nr Practice Rank

1.09 1. Leadership ~ 9  Lleaders emphasize cusiomes service To143 -
ZA0 2. Finances 11 Tariff automatically adjusted for inflation o
148 2. Finances ' 15  On-geing attention to billing efficency . LAz
3.03 3. Customer focus 3 Customers surveys are used 20
4 3. Customer focus 4 Customers complains are processed . 112
4.02 4, Strategy and planning 2 Strateqgic Plan forms basis for a1l activity 3
514 5. Human resources 14  Employes perception surveys are routine - 27
525 5, Humnan resources 25 Al directors nationally acoredited af
6.06 6. Omanizational struciure 6  Developing more autonomy . . I
7.07 7. Procedures, process, product 7 Have a water quality testing program g2
7.19 7. Procedures, process, product 18  There is 2 technical program for URW T149
9.5 9. Data, mformation & knowledge 5 Data pravides results for periammance indictors 20
509 8. Data, infomalion & knowledge 5  Enoughinfo to calculaie water Insses 4
10.02 10. Performance 2z Perforrmance indictors are published for ag

stakeholders
Note: Based on an analysis of 11 of 11 questionnaires,

RESULTS OF DISCUSSIONS AND OBSERVATIONS

293 The Assessment in each SPAR includes an analysis of ihe PDAM under the ten
"organizational excellence” categories.  Most assessment noted the lack of proper
governance arrangements, weak {inancial managsmeant, minimal cractices with respect to
customer service, useless corporate plans, human resources practizes driven by patronage,
bloated organizational structures in need to re-structuring; na recerding of processes and
procedures, antiquated or non-transparent procurement practices. rudimentary infarmation
systems and no use of performance measurement to identily systematically problemns or to
provide incentives {0 staff.

294, The assessment in each category sets-out either specific problems identihed, or the
problems typicaily observed in many PDAMs. Each assessment ends with a list of indicative
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actions for consideration of the Directors and the PDAM's Internal Ferformance Improvement
Team to be established under the Project. Table 30 provides a summary of the findings. It
was noted that PDAMs on Java have appear much better (for example most have

SN L Finanglal - - 1. Small PDAMs of Type A58 not yet 1;
: Hanagement

“iv_ Strategy and Planning ' . 1. Corporata £lans of the PDAMs né..-é

rudimentary job descriptions, but “quality is more the problems than quantity”.

Table 30: Summary of Evaluation and Possible Management and Cperational
Improvements
Assessméﬁ_t';-

No  Category:/ Group

t Leadesship  Local 1. Pemda policy treats POAM as a 1.
Goverament s0Gal service, making it difficult for

the POAM to become profitable.

2. Simutaneously Pemda treats the
PDAM as a source of local - 2.
revenues (PAD)

1 The Pemda still place civil servants 3
a3 Directors of the PDAM

4. Pemda have not vet empawersd 4.
the employees of the PDAM 1o acl
as entreprengurs.

able to compile finzncial repnrts in
acconjarice with'the Guidelines, and"
some have' not been audited by &
. BPKP forsome'years. ~ < S
- . 2. There is a shortage ofacoounhng
. staffin the PDAMSs ahle e prepare
© - financial réportdl. e T
) -'3,'Cornputenzatmn ofac:oounhng '1,; .'_:_ 3
procedires and reperting s onry
parh.ally avallable o

fll CUsmme} service / 1. Most FDAMS do nat have a 24 hour 1.

relationship with - emergency respense / Iepair senvice

: Suggested Steps fcr Irnprowng
" Pefformanca T

:-by a publ’c accoufitant and’ rrnpmve
* the financial administeation.-
'AII PDAMs nee-d ta og_ram inla

~well 35 dlptnﬂ'l
" disdphines.

L usR uf lhe aocounlmg manijai'ln th

Change l.he lhlnhmg of PEMDA to
that of the PDAM being a profit
seeking omganizalion, and not a just
a social senvice.

POAM may only contribute to PAD
if the profit is above a certain level.
Pemda must seek Direclors basad
on their entreprenaurial expertise.
Pemda should facilitate
development of PDAM personne!
with an entrepreneurial arieniation,

Authofize'the PDAMS 10 Bé auditéd:. ;

Develop- and prov e trarmrrg

PDAM shuuld b-e cbilged to prowde
a 2-hour emergency response.

stakeholders 2. Many PDAMSs do not have a meter .~ 2. PDAM shouid be obligedtohave a
workshop, and other repair meter fepar workshop anu‘ ouwer "
workshops, TEpAIr WOTKSNops.

3. Mds! PDAMSs de not provide a 3, After WSSP, a 24 hour cnnlmuous

contineous supply (24 hour supply)

supply should became thE nomm.

but rather work on a ‘black” system 4. As aresult of WSSP, the marketing

4, Some PDAMS do not have a
marketing unit, mast Units are
ineffective anyway.

B i A poorstructure and content with.so. ;
Lo ' much vanelythey are difficulttc
: . improve “whlesale™.
2. The weak financial situation of the 2
PEMDA and PDAM most often not
accounted for in the strategy and
planning. :
3. Some PDAM are beginning to 3
ayaluate their strategy and plans.

Drecember 200% Black & Veatch - Arkqmn —WTP —Waseco

Strategiés and plans, sh
# the actuat tonditions: prevailing,
! including the capacity of the PCAM

Unit should ba made effective.

"L]Id refiect. i

to implement,
More alterhative sourcesof fundm-;

. needed, including form higher levels

of govemnment, and the prlvate

secior. :
Training in preparalrun and vseofa -
of a Corporate Plan in needed.  © -
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No  Category / Group

v Human Resources

vl CGganizationa)
Structure

Vil " Work processes,
systams, procedures
and product

Vit  Contractors and

Suppliers
IX Data, information and
knowledge

Decembar 2005
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Aszessment

1. Personne| are accepted without

tasting and ther: are many who have
been placed there by local
(nepctistic) govemment officials,

. The salares of PDAM staff 5 not at

all standardized with some being
paid below the minimum regtonal
wage {UMR).

. Emall PDAMs of Type A and Bin

general are hol structured efficiently
in accordance with SK MenNeg
Otda no.B tabun 2000,

. Sub units in the structure are not

ariented to servicing customers.

. Degree of decemtralization not

sufficient; too hierarchial.

. Line functions are not performing
 enough *staff” functions (suchas .’
HR, planning, procuremant and

information management).

. Most PDAMSs are net making proper

use of technical manuals and other
quidelines, such as for accounting
and administration to systematically
improve the ay things are done.

. Joh descriplions based on preferred

peocedures and parformance
ndicators are not available for most
personnel

. Work pregrams for sub-units have

not been prepared for many voits,
meaning that any high level
objectives are not being translated
into everyday activities.

. Small PODAMs of Type A and B in

general should do repairs and
maintenance as well as small
capital work, by themselyes.

. Large coniractors are generally not

available readily in smaller
kabupatens f kota

. Technical data such as on the pipe

netwiark and on customers is far
form complete.

. Mare infarmation and publicanon

made available lo PDAMs.
Knowledge of staff in small POAMSs

© about their opeératmons and

efficiency is paricutarly limited.

Black & Veaten — Arkonin —MTP - Wasecn
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Suggested Steps for Improving
Performance

1.

1.

4.

1.

2.

ry

[P N

ary

Upon joining WSSP, the personnel
of ihe PDAM must become more
productive, with steps such as
Alternative i

Reselection after laying-off and
provision of separation packages for
those not reselected

Akemative B:

Program the provision of technical
and accounting training soon,
warking with-training institulions or
under a WS5P component.

. Local governmnet officials and

members of the DPRD must be
helped to understand that the PDAM
iz most efficient when it is left to
seek a profafomm ifs activities.

. Pernda and PDAM officials should

seek training programs cutside
Pemda.

. Tha salary system should be made

mare performance oriented after the
re-sglaction.

Restnuciure those PDAMSs that are

clearly oot following Keputusan - -

Mentegara Otda. . -

. Disseminate models for more .-
decentralizen struchmes for PDAMS.

Provide training to sructural

- personne! of the PDAM mn::animg‘

the links betwesn structhere-a
managemant nesds,

Dissemirate re-siructusing proposals

to Pemda before pmocesding.

Specific guidelines on accounfing,
_______
procuramicat Gha tochnizal aspects
need preparing and dissemninating.
The menticmed Guidelines should be
produced separately and in simple
fomms for use 2s Handbooks by the
staff.

. Every slructural official should

prepare & duty statement and
discuss it with collezgues and
athars.

. A work program should be prepared

ang discussed by all structural
fficials inthe PDAM,

. Larger contractors need to

collabarate with lacat cantractars as
Sub-contactors.

. More collaboralion with neighbors,

More use of managmg comtractors /
operatars.

. Migre technical staff need ragruiting

and more careful management of
those stafl (quaneady rapoding etc).
Work miore elosely with the media
and pfficial sources,

. Encourage staffto {ollow higher

aducation caurses, mcluding
rewarding thern for doing so.
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No Category f Group Assessment Suggested Sleps for improving

X Organisational
Petformance

Perfarmance

Larger PDAMs of Type C, Ctand E 1.

in general are preparing some
repors including assessment of

perfarmance, 2.

None are disseminating propery.

Smaller PDAMs need Lraining to

measure and then prepares reports

on perfommance.

Assessment of performance o

cancentrate on customer and

financial perspeclives.

- Trawn all to use more effectively
perfarmance irforrmation.

2485, The third part af the assessment considered the future facilities proposed and the
impact on personnel and training. Table 31 consolidates the assessment,

Table 31:

Description
Production Capacity
incremental Production
Conneclions

Incremental Connections
Personnal/ 1000 Connections

2006 2007 2008 2
8,535 7685 9,325 9,
35 1,150 1,840

Consolidated Recruitment and Training Meeds (Indicative)

00% 2010 2011
325 8,325 9,325
o ¢ 0

344 BZ0 376283 451458 531090 578883 6084633
2683 31463 75176 79631 47798 30,745

124 118 106

102 100 oG

Personnel 2,445 2640 3,155 3,702 4,024 4,228
Incremental personne| &3 191 . 514 47 322 205
Cumulative new personnel 83 254 768 1316 1638 1842
Number for Training

-Percent ‘Refresher' Trained 50% 25% 25% 25% 25%
-Refresher 1,225 660 789 925 1,006
-Induction ' 194 514 547 3z2 205
Total Persons for Training 1,416 1,174 1,336 1,247 1,211

286. This assessment 15 based on a conservative estimate of the productivity
improvements 1o be achieved as indicated by the personng! o connection ratios. Estimates
for-training costs have been included in the FOPIP cost estimate. The HR systems to be
improved under the "Human Resources’ category should include a sub-system to ensure the
new recruits are the best available, having been recruited using transparent and professional
practices in the open market. The assessment does not include those (significant
percentage) of personne! who may be retired or retrenched because they are not suited to
their job. Most PDAMs neec to increase the number of qualified people in the technical and
financial management / accounting disciplines.

297 The assessment ends by noting that specific circumstances and the dynamic nature
of change management demand an annual update of the assessment, and that the
performance improvement programs developed as a result of the Annual Review shogid
include recent experience and local dynamics.

PROPOSED ACTIVITIES FOR FIRST YEAR

PRINCIPLES FOR DEVELOPING THE PLAN

298.  There are an almost endless number of performance improvement actions which
could be chosen. From the foregoing assessment, the following principles have therefore
been developed to help choose performance improvement actions:

= |t is essential for leaders and top managers tc be seen to be and are fully supportive
of perfermance improvement plans and actions,

» A systematic approach to management and its improvaement is better than ad-hoc /
- - unsystematic appreaches,

« Acicar vision and mission consistently enunciatad by leadars and top management
gives direction to emplovees, strategic ubjectives should reflect these statements
and all activities designed to sunpart achievemeant of the objectives
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Performance improvemeant plans should be prepared and agreed as much as
possible with persennel because involvement improves ownership (ie, informed
choice is vital),

Understarding customear neads and expectation shoulgd drive PDAM direchon,
strategy and action:

To consistently improve the outcome, improve the inputs, the processes and the
systems, remembering ihat any change to systems requires a broad understanding of
the PDAM;

Personnel capacity 1s fundamental to achievement of the outcomes the PDAM desire;

Performance improvement sctivities shouid be part of a continual improverment cycle,
not just "one-off" activities; and '

Data. information and fact should be used o design improvernent programs.

With these principles in mind. the following first set programs are suggested. Vo

accommodate the need for local choice but alsa far the capturing of economies of scale and
application of imited IDCB expeartise, the FORIP activities have been classed into 3 group (1)
core oF mandsatory programs (2) programs proposed by the PDAM based on survey and other
factual information and {3) optional programs which need to be justified against the above

critena.

CORE OR MANDATORY PROGRAMS

300.

Therz is at least one activity from each of the categories. Mandatory activities are

performance improvement activities the PDAM participating in WSSP must undertake, and

includga:
i

Establishmant and rn-noing maintenance by the Directors of the internal
Performance Improvement Team (IPIT);

Establishment and on-going maintenance of a program of Good Corporate
Governance by the Badan Pengawas {see Attachment 3};

Appointment, training and on-going rmaintenance of financial management personnel
and practices (see Attachment 4 for the practices to be established, if they have not

already been adopted),

iv. Implementation of a rapid revenue enhancement program;

v, [mplementation and analysis of an annual customer satisfaction survey before each
Annual Review, as well as establishment and maintenance of a complaints receipt
and precessing function in the first year {all part of a customer management system)

vi, Conduct of an Annual Review of the Corporate Plan and (up-dating as necessary)
including of its indicators and targets;

vii. Implementation, analysis and action on an annual employee parcepiicn survey before
each Annual Review, as well as progressive establishment of an improved Human
Resources Management System.

viii. Implementing a water loss reduction program,

. Conduct an epergy audit and review generally supplier {electricity, chemicals,
materials, services) relationships, including the precurement pracess, prices obtained
and the quality control process;

x. Annual collection, checking and submission of benchmarking data to PERPAMSI,
and associated use of the resulis to improve understanding of performance and
communicaticns with stakeholders,; and

xi. Deveiopment of an information System oriented to delivering the data needed for
financial management, benchmarking performance, asset management and other
performance jmprovement activities.
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301 Table 32 shows the first set of recommended actions. A brief explanation foliows for
each of the mandatory programs / activities, which, taken as a whole, should establish the
conditions under which more specific financial and operation performance improvement plans
czan emerge in {ater years:

Table 32: Action Plan / FOPIP for the PDAM

Strategic Objective: Sustainable improvement.in coverage and cost recovery.
' Calegnry and Program.f " .How Performed? - - Reéspaonsiblé” Begin- - Indicator
: Actron _ L e . ++ . - Paty - " Finish. " of i
o : - SR e T .. Success
1 Leadershm ! Gr.wernance . .
.- Gdod Governance.Program:*  Thru Badan; F‘engawas BP . i . -2008 M0 GCG Index
. Internal-Peformance.Team- . (BP} : Diregtor - -+ . '
D h, U FTo 6 senior personnel, - ST S
oo : B w o with 8K 7
2 Fmancral Management
. Project& operarr"nns : ,Apporntments and  ° PlUHead 200607 . -Audit
YAdcounts - T -+ training *-" Finance : . 2006/10". _.Repors
__R_aprd Revenué .. -~ Il Plan and ar:ircns SR Drrector. Seone WD Seoretard
". Improvement - - = .. ; cr g :
3 Customer Fogus ]
. Clstomer Surveys &Mgt. .= Customer “.. - Gustomer. - 20060 ° Indicator
R oL -_---_Managemenr System,.. Relalidns . .* XN+ BN
: . Div: i Seorecard” j:

. .. Based'onisurvey i L%

- Annual Corporate PEan I
' -results and-formal

Re-.rrew

Cirectis ; . Seplembr

et T o iconsuftation |

Employee Sun.-eys z.
= Managemenr

e Orgamzatmnal Strueture
(rn water ioss redur‘.!mn] RN
7 Systems Processes Procedures and Pmduct

“;.Qrganization,.
. measurement &
rnfom1at|=:|n : nr:enlwes

50 2006M0° 3 Indicator 1"

Energy and procurement ~. Begin with audit of Intemnal ~ - 2007/2008 . Operating
aud:t } - energy. Then Perfarmance - costs an
S chemical and pipe imprgvement -~ . " Scorecard
. material procurement  team- - . ¢ - : '
process
9 Data, Informatlon KnoMedge
MISIGIS for Performance " Begin wilh simple MIS  Tech. . . °  2006/07 Monthly
and Asselt Management to supply - Drirector - availability
benchmarking and Finance . of KPls
ather performance Director
indicator data
¢ Organizational performance oo .
Benchmarking System Joining PEPRMAS! Main Cirector  2006/10 Alt
Systemn Indicators
an
Scorecard

302 Internal FPerformance Improvement Team (IPIT} Many past performance
improvement plans have failed for lack of application of the cpening principle — lack of
“champions”, top management support, ownershin and on-gaing development of OD capacity
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within the PDAM. To overcome this, an Internai Ferformance Improvement Team will be
established within three months of the ioan signing. The team will be 6 in number at least, be
cross functional and staffed with senior but volunteer PDAM employees. They will have
responsibility for updating the FOPIP =ach year as part of the Strategic Ptan routine updates.
The FOPIP will update this document. s contents and approach wilt be similar.

303, The IPIT will advise and report o the Directors and be maintained for the life of the
Froject at least.

304, Geod Corporate Govemnance: It is now widely agreed thal many problems in the
FOAM originate in poor governance level decisions. or decisions that have not invalved
sufficiently the owners and slakehglder of the PDAM. The GCG program abms to correct this
problem. The WSSP is founded on a commitment ¢f the participating local governments to
reform and good governance of the water and sanitaticn sector. | the Badan Pengawas is
not constituted in accordance with national guidelines, it will be by loan signing.

305, The seven components of the GCG will cover establishment of (1) a GCG systern (2)
the appropriate role of the Badan Pengawas (3} similarly for the Directors (4) a program to
ensure the FOAM progressively camplies with PP16/2005 and other laws (5) a program to
manage risks, espacially corruption and fraud (6) a system for managing PEMDA rights (as
owner} and {7} a system to guard the rights of stakeholders. Alachment 4 to the FQPIP
details the components of the GCG System and how ongoing performance will be monitored.

308. The Badan Pengawas members will then receive training to imprave their capacity {o
govern the PDAM. They will prepare, launch and be maintaining m cooperation with the
Directors a GCG program for the PDAM by the end of the first year of the project.

307, Financizl Management Capacity: It is essential that the project finances as well as
ch-going revenues and expenses of the PDAM be accounted for propery and management
decisions be taken on good quality financial dats. Al PDANs have weaknesses in the area of
financial management. Upon loan sigiing, Wi ocat government in cooperation with the
PDAM will establish the temporary project implementation srganizations, and nominate staff
meeting competency levels specified by the project executing agency.

308. The areas to be addressed are practices that ensure {1} the personnel managing
finances are knowledgeable (educated) skilled, experienced and have appropriate values
and attitudes (2) appropriate accounting policies are in place and respected with regard to (i)
segregation of duties {ii) budgeting (i} revenue receipt and payments (iv) policy and
procedure production and review (v} cash and bank procedures (vi) safeguards over PDAM
and local government assets and (vii) management of decentralized offices/branches [3)
external audit is effective {4) internal audit is effective (5) reporting and monitoring procedures
are effactive; as are (8} financial management information systems., Attachment 5 to the
FOPIP details the cemponents of thesa praclices.

309,  With assistance from consultants, key persons will receive training and be assisted in
the first year of the project to improve manage systems for the finances associated with
implementation of the project, as weit as PDAM revenues and expenses.  Particular attention
will be given to upgrading the capacity of the internal audit function using professional human
resource development and management approaches. Key financial management and
procurement practices will be progressively documented, to form a manual of Standard
Operating Procedures which will be up-to-date and specific to the PDAM's needs a year
before 1oan closing.

310.  Procurement guideiines and practices will also be reviewed (see below} to ensure
that they are transparent, effective and efficient, and that the PDAM procurement managers
can be held accountable. Documentation of these, along with the financial policies and
practices, will help improve the governance of the PDAM, thereby promoting the agenda to
allow greater autonomy of the PCAM in return for mare accountability.

311.  Rapid Revenue Improvement Program {RRIP). The PDAM needs to increase
revenue as quickly as possible while keeping down costs. Rapid impravements in revenue
will also provide the enthusiasm needed to sustain mere {ong term changes foreseen under
the FOPIP. It is therefore imporant to have eary and demonstrable success. This
mandatory improvement program (hke the water loss reduction program) covers this need.
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Attachment & to the FOPIP describes actions that will be taken to immediately to improve
revenues of the PDAM.

312. The areas covered by the Program are (1) improving accounts receivable (2)
exchanging meters to ensure sales are properly recorded (3) improving the informatien held
with respect to customers {4} acting to reduce illegat connections and {5) making connection
fees affordable, so as to maximize revenues and capture the economies of scale that are
needed to make the PDAM financially viable. Improved means for customers to make
payment, such as more accessible payment paints (loket}, payment collection ‘agents,
electronic transfers etc will also be reviewed and improved as necessary

313, The RRIP will be prepared by the Financial Director within 6 months of loan signing,
and action started immediately. Targets will be reflected in the "Performance Scorecard” of
the PRAM, progress reported menthly to the PEMDA and updated each year as part of the
Strategic Plan Review and preparation of the Annual Work Plan and Budget (RKAT).

314 Anpual Customer Survey and Customer Responsiveness Program: The performance
of the PDAM relies mainly on the FDAM understanding customer and stakeholder needs and
expectations and delivering services which respond to those needs and expectations. But
PDAM understanding of their customer and stakehclder perceptions is generally poor. As a
critical input ta the annual Strategic (Corporate) Plan Review, an annual (or on-gaing) survey
will be completed before July 2ach year to inform the Review. The fermat of the survey has
already been established by PERPAMSI under their benchmarking system.

- 315, The Customer Services Division of the PDAM will be responsible for implementing

the survey and for its analysis. Consultants will advise the Division on approach and
methcdology, and help with benchmarking aspects of the program. Customer complaints
systemns will also be established, along with other opportunistic means of gathering
information on stakeholder perceptlons

318. The systems and precedures developed will be- recorded in a Manual of Standard
Operaling Procedures specific to the needs of the PDAM,. as a part of improving the
management system documentation. This is needed to belp the agenda of establishing a
systematic / quality "management system” specific to the PDAM.

317, Annual Review ang Updatc of Corporete Plan: The current corporate plans of the
PDAMs participating in W35F aie very low nuality. They have little relevance to serving
stakeholder needs, are based on visions that are not credible, have no performance
indicators by which achievement of their objectives can be assessed, have not allocated the
resources needed for their implementation and do hot have contingency plans. In-summary,
present plans are not effective. But a Strategic Plan is vital to improve coordination and act
as a reference against which the Badan Pengawas and Directors can be held accountable. A
Plan is essential fof improved governance.

318.  The Corporate Plan will be reviewed and upgraded (or prepared from anew if the
current document is cansidered of no use) by September each year. This will form the basis
of the Annual Work Plan and Budget (RKAT) currently required of the PDAM. The Corporate
Plan will be prepared under the guidance of the Badan Pengawas and discussed with
PEMDA and the Stakeholder Committee. It will contain an assessment of the external
environment and the mission / vision of the PDANM. In its assessment of the external
environment, social and environmental aspects will also be included. Targets will be agreed
for strategic objectives as operationalized in the "Performance Scorecard” for the PDAM.
Options for physical and non-physical investment under the project will be considered each
year by PDAM governors {members of the Badan Pengawas} and actions chosen which will
effectively and efficiently meet the objectives, for inclusion in the next year's RKAT, Standing
procedures for budget approval will be complied with.

318. Good Corporate Governance will be the main means of ensuring the Plan is kept
relevant {0 the ever changing social and nshitutional environment in which the PDAM
operates, The Corporate Plan will be the main instrument through which Directors and
personnel undersiand higher levet objectives and coordinate their actions. As part of the
Corporate Plan Review, it is expected that reviews wili be undertaken of the plans of the
various Divisions ("Bagian") that comprise the PDAM and a cascade of objective setling be
intraduced, so that performance management can in time be realized throughout the PLAM.
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L 320. The performance indicators of the Corporate PlanfScorecard will be disseminated to
the public at least once a year within a month of the results becoming available, as a means
of providing succinct performance information 1o the owners and other stakeholders. This
dizsemination may be part of a greater public information campaign.

321,  Employee Attitude Improvemsznt and Human Resources Managemsant  The
perception of PDAM employees abaut the degree to which the PDAM trust develops,
manages and cares for its employees may be the most dominant factor influencing the
pertormance of the PDAM. Directors and senior managers of the PDAM need fo understand
employes attitudes in order to design actions, including training, which will improve the
capacily and satisfaction of their employees. This practice is widespread in private seclor, but
state owned enterprises are just beginning to adopt the practice.

322 Like the Customer Responsiveness Program, the Emplayee {Attitude) Impravement
Program needs to be more than just an annual survey, it needs to be approached
systermnatically. With assistance from consultants, a8 Human Resources function wili be
established or upgraded to enable it to design, implement, analyze and follow-up with actions
to improve pecple management within the PDAM.  The full cycle from HR Information
Systems and planning through to ermgployee termination will be addressed, as well as "soft”
issues, such as communicatons, continual improvement, development, education and
training, empowermentfinvolverment, well being/satisfaction and teamwaork will b2 addressed.
A Complaints Processing and Grievance Resolution Systern will be established as part of a
Performance Management System.

323 The systems and procedures developed will be recorded in an Ernployee Handbook
specific to the needs of the PDAM, as a part of improving the governance instruments needed
to advance the “autonomy but accountatility "agenda.

324,  Viater Loss Reduction Program:  No organization can afford to lose the amount of its
product the PDAM dees, especially when it 15 2 PDAM struggling iv provide iesponsive,
effective and efficient services fairly to the whole community. Water losses must be reduced
by a systematic approach involving both reduction of technical as well as commercial insses.
Past experience of the difficuity of achieving this resuit ¥ill be taken into account by paying
more attention to the incentives of senior managers to controf losses, by improving the role of
measurement in providing incentives and designing plans, and by improved management and
operational practices.

325.  The program will start by constructing a water balance and attempting to estimate the
split between technical and commercial losses, and then develop specific actions based on
that estimate. Again, a systematic approach will be taken. The organizational structure will
be reviewed to focus attention on conbrel of losses, and operating practices steadily
upgraded. Qperational practices to detect leaks will be instigated and a simple MIS / GIS
infroduced i{o record asset details and provide basic information on the network and its
operational characteristics. Record keeping, data collection and analysis, use of computer
software to monitor supply and pressure, improved customer and community refations and
information systems will all be addressed. Simple methods using the knowledge and
innovativeness of existing personnel will be applied as much as possible, hut the longer term
need to establish District Metering Areas (DMAS) will not be forgotten.

326. A simple 5-year NRW Reduction Plan will be developed by September of the first
year of the Project and reviewed by that date each year thereafter as part of the Gorporate
Plan Review. The Plan will set targets, allocate responsibilities and contain description of
review procedures. 1t will progressively be turned into a manual of Standard Operating
Procedures {SOP) to be completed a year before the loan closing date and fuily owned by
NRW reduction personnel of the PDAM. Consultants will advise on key elements of the NRW
system and help the PDAM link their efforts to a national NRW approach and methodology
being developed by PERPAMSI. Methods of involving contracters in the program will be
investigated, particularly using model incentivized schemes being developed nationally and
which are based on “pay for performance”. Attachment 7 to the FOPIP describes the
fundamentais of a water loss reduction program,

327, The benefits of the Program include increased revenues, greater capacity of the
personnel to manage the system, delayed next source development {less negative
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environmental and social impact) and better quaiity water defivered to the customers as
ingress into pipes is lessened.

328. Energy audit and other supply processes. The cost of operation, or the PDAM's
efficiency, is mainly dependent on the level of prices of inputs, such as efectricity, chemicals,
piping, and labor. The PDAM and its stakeholders should be confident that it is operating as
efficiently as possible. Stakehcider commitment is especially dependent on this confidence.

329, To address frequent concerns expressed by personngl in the FOPIP survey, an audit
of the efficiency of the process of procuring inputs will be undertaken. An energy audit will be
the first activity, to identify possible efficiency gains and deliver immediate results. ~ The
activity overall will lead to production of a Manual of Standard Cperating Procedures for
Procurement, which should be completed two years after sub-lgan signing.

330. Benchmarking and Performance Information Systems Improvement.  One vital
principle to be adopted is the approach of using data, analysis and continual improvement as
the basis for performance improvement planning.  Without data from routine and special
measurement, information and knowledge is difficult to create and the performance of the
PDAM is likely to only improve in a hap-hazard manner, if at all, and certainly not in a
sustainable way. A systematic management system recognizes this need (the (SO 9000:
2000 standard on Quality Management Systems and its |ndonesian equivalent, SNI 18-8000:
2001 devote a whole Section to requirements for measurement, analysis and improvement}.

331,  The PDAM wilf adopt the performance assessment system managed by the
PERPAMSI Benchmarking Unit. The 10 performance ingicators on the Performance
Scorecard are in fact the "primary” (P) indicators in this system. The System also provides
the results for the Ministry of Home Affairs indicator set under Kepmendagri 47 / 1998 as well
as the international 1BNET system sponsored by the Worid Bank.

332,  Data will be provided by June of each year to the PERPAMSI Banchmarking Unit
using a data entry diskette provided by PERPAMSI. The PDAM will become a member of the
Sys'em by paying the small membership fee within 6 months of lean signing and establishing
the two-person Benchmarking Team that PERPAMSI suggest as belng essential. The
performance of the PDAM in relation to peers, other PDAMs in the province and other Project
participants will then be monitored, from which performance improvemnent actions can be
incorporated in the annual Corporate Plan Review and the Annual Work Plan and Budget
(RKAT), :

333 But just submilting benchmarking data fs not enough to improve performance.
“Process benchmarking” practices will also be introduced. The Benchmarking Team within
the PDAaM will make comparisons with other FPDAMs to identify the best performers, from
which visits to these “centers of excellance” can ba arranged. The Benchmarking System
cavers all important aspects of PDAM financial and operational performance and so provides
a comprehensive system to measure the factors which are contributing to PDAM
perfornance. Besides performance from the financial perspactive, perspectives are provided
from that of the customer/stakehalder, quantity, quality, cost and continuity indicators are
provided, as well a perscnnel attitudes and capacity building efforts. The Benchmarking
Program will allow the PDAM to both abjectively assess performance in relation to its peers,
as well as facilitate the operation of the mandatory “Project Performance Monttoring System’
{PPM3) required by the Asian Development Bank (ADB} and central government for WSSP.

334, Data, Information and Knowledge creation.  While benchmarking should be
concenlrating on using performance measurement o design improvement plans and
communicate with stakeholders, those processes are undecpinned by the collection of quality
infarmation on finances, operations, asset management and performance.  Improving asset
information in MI ¢ Gl Systems is important az the PDAM becomes more business ofiented,
and o allay concerns among some stakehoiders that state assets are being mismanaged.

335 Performance information systems will be reviewed first and upgraded as necessary to
provide the data needed for benchmarking. The -Good Corporate Governance Index
companent number 4 {of disciosure, transparency and legal and regutatory compliance
obligations) will also be serviced by this program.  Further, the mandatory Project
Performance Monitoring System (FPM3) required by central government and the ADB wilt
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also be serviced, as well as snsuring other statutory requirements for provision of information
can be complied with,

SPECIFIC PROGRAMS BASED O SURVEYS AND RESEARCH

336.  Aclions may alst be chogen based on the results of the customer, organizational and
employee perception surveys with specific cantent adapted to specific local circumstances.
They are to come mainly from the FOPIP list of best practices (see Questicnnaire at
Attachment 1 and results at Attachment 2 te the FOPIF appended to each SPAR).

337.  The main criteriz for selection are (i) they clearly support achievement of the project
cbjectives as indicated on the performance scorecards at (i) have been identified as priarity
by a survey or gther assessment tonl and (i) thare is a clearly identified method for delivering
the program. Activities that enable economies of scaie will be given preference.

QOPTIONAL PROGRAMS AND PROGRAMS FOR TRAINING

338. These are expecled to be geliverad by (i} PERPAMSH (i) Cipta Karya (i) the Project
or (i) purchased by the PDAM irom an accredited training provider, based on PDAM
identified needs, which will be idemified using the survey instrument at Appandix 1 of the
FOPIP, as adapted by the Project from time to time. All programs shall include an evaluation
of the effectiveness of the tramning. Specific training needs will be agreed with consultants in
the first year and then each year thereafter to ensure efficient preparation of training
programs.

4. APPROXIMATE CosT OF FOPIP

339, Tabie 15 shows the estimated cost over § years allocated for undertaking the FOPIP
far a typical PDAM. The FOPIF contairis matters only of concern to the PFDAM. It does not
cover sanitation. The cost of oroviding a “stzndard package” has been estimated and then an
allocation as a percentage of this made to each RG, based on an estimate of the total
available funds for IDCB activities. The percentage of the standard package is shown in the
costing of the each FOPIP.

340. Costs should be shared between government and the PDAM, depending upon where
the work is done. The cost of implementing the FOPIP will be paid by the PDAM. local,
provincial or central government, depending on the specificity of the activity. Model
documents, systems, tools and techniques prepared centrally for project-wide application
should be charged to central government.

341. Technical assistance provided specifically to the PDAM, as well as materials and
equiprent, will be charged to the PDAM., If the PDAM or local government funds the FOPIP,
it shoufd be counted as counterpart funds.

Table 33: Summary of Costs and Inputs for the FOPIP

Ne  DESCRIFTION | Unit . Total 2007 2008 . 200% 2010 20
Approximate Citizens Nr.'000 1,550 1,550 1,575 1,600 1,825

- Approximate PDAM SN 24,500 . 32013 - 32288 32578 - 32,881

- Connedions a C : )
Approximate Tolal Persons Nr. 104,000 160,052 151,441 162852 164407
Served

! Approximate Total Revenueof RpM ° 66780 9,34¢ 12549 13844 14806 1584

. PDAM . : . o : o .
SOURCE OF FUNDS .

1.0-: Levyan PDAM Revenuas ‘-RpM - 452 .0 402 . 103 . 16 T i 125
Totaf fees as % of PDAM Y% 0.0% 0.8% 0.2% 0.8% 0.8%
revenue (approx.)

2. Other Levies on Third Partiea ~ RpM -~ 2073 76 2237 7 408 - 585 - TET
in Sector S R . S Ce

a0 Grants or equity injectiens Rp M 4253 1,256 1,155 13 549 581

. i TotalRewenue: i ;-RpM_!"4423 001,256 | 1193710754 o592 B2

B USE DFFUNDS

: B! . Operational Expenditire -~ 75 T I ET A o
0.1 Wapges/Salaries Rp M 274 45
0.2 . Office Running Costs RpM - 357 E5
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Mo ODESCRIPTION = . Uit Total 2007 2008 2009 2010 2011 - ¢
0.3 Reporting Costs 2 2

Tooe Mininunh CustofFOPlP T T T v BRI ' FA

. Secretanat _ R -, e B
1.0 Leadership / Gavemance Rp M 123 21 23
Group and Communications ..
Normal Cost of FOPIP Unitand” Rp M 76 134 143 1547 - 1867 i¥9

Project Governance -
B.2  (Capital Expenditure

2.0 Improve Financial Management. RpM . 149, 135 T R O
and Revenue - ST TR L Iy e T T R
3.0 Imprave Customer Services Rp M 185 99 . 69 & 0 .on
and Responsiveness . '
40  Improve/Update Comorate- ~ RpM  4f1 5161 w -2
{Strategic) Plan and other . . . ; A :
Flanning T - L B A i
50  Personnel Surveys and HR _ApM 293 135 94 4 0 0
Marnagement Systems
6.0  Organizational Structure and  RpM 383 120 . AERE | AR AL
Resources = - T LTI LU T I
7.0 Water Logs Program and Other Rp M 1,744 388 4 a2 i a2
Processes, Procedures &
Frodict
B0  Imptove Pumhasmg and Y RpM 161 - 0
Partner Reratnons : + o
90 Data, Information and Rp M ar 19
Knowiedge Management
100 Demonstrate Orgamzahuna. - RpM 234 065 -
" Performance T A L
1.0 M:scellaneuus Rp M 1 0
Total investment{ 2te40) .. 27 "RpM- - 3,648 7492271680, B
TOTAL EXPENDITURE - RpM 4,423 1,256 1,493
TOTALREVENUE ¥ %1 2 RpM ..4423 . 1,256 /19293 o 78 - .0882 107628, .40

Motes: .

1. The above represents a 37.5% portion of a standard package.

Z. Includes costs of international experts

3. International expsri manmonths and associated costs will not be included in “Wilayah
LContracts”, but ~ongolidated into Contraciys) at a higher leval.

4,  Sources of funds to be confirmed

Table 34: FOPIP Costs Breakdown Summary
COSTS BREAKDOYYN UNIT  TOTAL 200? 2003 2049 201 2011
Total Foreign Manmonths M om0 B3O AR CRTTRAVE LI ‘de. i TToe
Total Losal Manmonths mm 44 3 11_6 21 K- 7.3 1.8 1.8
© TotaiMazfmenthst .7 =7 " UF E 0 cmm e o525 T:A4.8E 2400wl BAln 028 10 NES
Total Cosis Foreu;n Gonsunants Rp M 1,815 701 536 243 165 165
Tolal Cests Local Consutants RpM 741 225 360 107 24 - 24
Total Consuttant {F{emuneration] Casls Rp M 2.556 526 897 3504 189 1689
Total Training Costs Ra M 790 20 156 162 . 171 181
Total Purchases equipment and software Rp M 244 g 53 49 49 49
Cther [travel, sccomm, campaigns, fees, etc) Rp M 58 &7 -91 34 17 30
Total FOPIF Capital Expenditure Rp M 3,648 1,122 1,050 800 427 449
Consultants as % FOPIF Expenditure % B2% 85% 59% 44%, 42%
FOPIPIL and Lesdership Group ODpex Rp M 776 134 143 154 166 170
Total FOFIP Expenditure Rp#™ 4.423 1,256 1.153 754 592 628

MNotes:
1. The above represents a 37.5% portion of a standard package.
2. Internatiohal expert manmaonths and assooated cosls will not be included in "Wilayah
Contracls”, but consaolidated imo Gantract{s) at a higher level.

5. APPROXIMATE TIMING OF FOPIP

342, Figure 16 shows the approximate duration, sequencing and timing of FOPIP
activities. It is clear that most IDCB activities will ba opportunistic in nature.  What is
important is to begin addressing the 10 categories in 2 holistic manner and o use early
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sucress and experience fo help design the next round of improvements, The activities
proposed in the first year are sufficiently concrate in nature to enable PDAM personnel to see
early result and encourage the nexi round of planning.

Figure 16; Quiline of FOPIP Implementation Schedule

i T T B "_“ir_ 2008 '__?IH}T_ 2008F T 2004 | ETO l 2011 - |
AJ:T|V[TY Pt e pmem—— L = mgmmim — - . - e e
v Wan | Declian | oecllan | _Beclian Declan | Dectan Dee.
W5ED loan effective_ R i i 'T:I:;__l [ i
ADCB T ansultant recruitmen: RS 8 I i A I A
iPIU T IPIT T cecreianal / operabonal expenditare [ . A

@Lﬂmsalaﬁes-
i0Hfice ,unnng cosis
iReporiing osts
FOPIP —
[Leadership F governance group & ommuNTEations
mg-rb-\};ﬁnancial management and revernue
ﬁﬁw_q.l_slo;nér SErvice and responsiveness
iUpdate FOAM corporame plan
iPrepare PDAM annual work plan_ _
Personnel surveys and HR management syslems
rﬂﬁraﬁmTﬁal-ﬁw:lur; X resoulces

VWWater loss progrem and other progesses
mprave purchasing & parned rslations

|Cana. infarmation znd Wemﬁiﬁ}néﬁi—- T
{Lramonstita organizational perofmance
|Mliscallanecus lasks —

H. ODUTLINE OF AN ACCREDITATION SYSTEM

343, There is a close link betwe=n the refarm anenda nf promoting more autonomy /
accountability and accreditation for personnel and organizations working in the water supply
and sapitation sector. The more autonomous the provider (the PDAM), the mare fikely the
PDAM will recruit in the open market — and sc the mare accraditation is needed to ensure
standards are maintained and o facilitate the movement of skills through the sector
Accreditation systems can also protect the PDAM from the practice of “titipan”, which means
the . assignment of unqualified personnel to the PDAM by PEMDA or through nepotistic
practices of Directors and other powerful persons.

344, For these reasons the TOR requested the consultant “outine a system of
accreditation of personnel and organizations {including civil works contractors and consufting
firms) that will guarantee competencies and levels of performance through accreditation.”

345.  Discussions have begen held with PERPAMSI, and MoHA, and local branchas of the
contracting association, the Association of Water Supply Contractors. Discussion with
professional associations such as those representing the accounting profession and water
and sanitary engineers are also needed. In recent times INKINDO and BAPPENAS have
worked together to establish an accreditation scheme for consultants - lessons from this
exercise are that it is the individual who is best aceredited, not the firm, because firms are so
transitory and they also find it easier to capture the accreditation agency and exclude
competition.

346 The main competencies for sector level staff have been outlined in the IEA / LIDAP.
Organizational competencies for PDAMs have also been outlined (in the FOPIP categories).
PERPAMSI also have established a set of competences for middie level PDAM perscnnel
and provide a certification service for senior personnel. The service is governed by a board,
consisting of members drawn form various central government agencies and the scheme is
“accredited” itself by the Ministry of Labor and Transmigration. There is a separation of
testers from those delivering the training courses within PERPAMSI, to ensure that conflicts of
interest do not adversely atfect standards.

347. There seems litle reason to go beyond this framework at present for individual
accreditation, but rather, the system could be formalized and upgraded. There are two main
problems though: {1) one of the main challenges is to get PDAMSs and especially PEMDA to
respect accreditation when choosing persannel for promotion and for directorships.  Work

December 2005 Biack & Veatch — Arkanin - MTE — Waseca ' o4



OO0 00000000 0000000 OO O OSSOSO OSOSNOGOSPSOSTSILTS

WESP ADB TA 4411-INO Finat Repon

under the LIDAP 1o reform the lecal leqal framework should include this in the (re)drafting
agenda; and (2) there has nct been any formal proncuncement by responsible central
agencies - the MoHA or Public Works — as in the status of the scheme Without this
formalization, local governmeant may be refuctant to adopt rules which they may see as
restrictive, illegal or at as a perverse incentive with respect to maintaining an employment
market to thedr liking,

348.  The Ministry of Public Works has the authority under Law 18/1993 concerning
Construction Services and the establishment of standards in the construction industry,
including the accreditation of contractors and consultants. Contactor and consultants in the
water supply sector are included. Government Regulation {PP) 28 of 2000 regulates the role
of business and the community with respect to services, while PP 29 of 2000 prescribe the
set-up and way construction seqvices should operate in the indonesia,

349,  The mandated duties are fulfiled through a foundation {Lembaga Pembina Jasa
Kanstrusi - LPJK) or the Construction Services Foundation according to PP 30/ 2000. It has
branches in most provinces and an oversight board constituted from a wide cross-section of
actors in the industry. Most Indonesia trade association concerned with construction,
including the Association of Water Contractors (AIKINDO} are members of the LPJK.

350, Again, thera seems litle reason to go beyond this framework, More voice might be
given to PDAM, perhaps through greater representation in the LP.JK through PERPAMS!,

351  The main challenges’to creating a formal system of accreditation of individual and
organizations working in the water supply sector are (i} obtaining a clear consensus on
whether the scheme should be administered for the sector, by industry sub-sector or
profession (i} locating an “administrative home™ for the chosen structure (ili} agreeing the
degree to which the scheme will be regulated — the extremes being external and tight
regulation versus self reguiation; and {iv) funding mechanisms. The entry point appears to be
to concentrate on upgrading the PERPAMSI individual accred:tat[on scheme for PDAM
personnel and to work through MoHA te increase-the official supportfor the scheme. - -

l. - REVIEW OF PRIVATE SECTOR PARTICIPATION

1.  BACKGRGUND 3 T

352, A review of the current involvement of the private sector in providing water suppli,fand
sanitation services was carried out in each RG as part of the 4-days of field work, The data
collection consisted of:

A number of questions in the LIDAP survey concerning percepﬁidhs oh PSP,
» Aguestionnaire to be completed by a director of the PDAM

s A questionnaire to be completed by the local branch of AIKINDG

» Certain questions during interviews with key staff,

» Provision of copies any major contracts with the private sector; and

v Observation.

2. INSTANCES OF PSP FOUND . =

353, Arange of PSP was found in the larger PDAM on Java, but nathing of any substance
in small PDAMs in Sulawesi and in Sumatra. The most advanced RG was Serang, where the
PLAM, beginning in 1992, has been involved as a “licenser” or "concessionaire” of various
private sector schemes, mainly designed to provide the high industrial demand in the
Kabupaten. itis involved in four schemes. Al the schemes pay & rovalty to the PDAM and
go about their business basically without further PDAM involvement. At one location the
PDAM is actually producing and selling water back to the concessionaire — who distributes it
to his {mainly industrial) customers. None of the contracts are performance oriented or based
— payment to the concessionaire is not related to achieverment of performance targets or

Oecember 2005 Rlack & Veatch ~ Arkonin —MTF - Wasece a5



WSEP ADB TA 4411-ING Final Repan

standards. At a small scale, there is some carling of water, although the PDAM operate a
small fleet of tankers.

354, PSP in sanitation services appears not to have any formal agreements.  Private
operators provide de-sludging services.

355. A similar pattern was observed in Bogor ang Bandung, but on a much smaller scale.
The most common reason given for PSP was the inability of the PDAM to service a new
housing estate, so the developer was supplying the service himself. There appears to be no
doubt that the PDAM has the authority to demand it be consulted with respect to proposals,
and to impose charges if it so desires. The PDAM commented that often they (the PCAM)
were requested to take over the scheme(s) after the developer had completed his
development, but the schemes were small and difficult to service. Bigger schemes, which
presumably are no more profitable because they capture economies of scale {and scope),
continue to be operated by the developer (and quite likely profitably — with tariff setting power
being retained fully by the developer).

356.  There had been various attempts in Kabupaten Bandung and Kota Semarang over
the years to piocure a private sector partner under a concession madel, but negotiation had
always fziled Semarang in particular have a long history of both BOT and concession
proposals, but had failed to conclude a deal on any  The inability of government and the
PDAM to define their own objectives with respact to PSP and the vested interest the PDAM
has in maintaining its monopaly probably lead to break-down of the negotiations. A number
of small scale providers are known to operate in Kabupaten Bandung with the tacit approval
of PEMDA. These providers work outside of the PDAM legal framework, but because they
are seen to provide a servire that the PDAM has failed to do, are not discouraged by |ocal
government, somewkat to the chagrin of PDAM,

357 Burnrisingly, more “low-powered” cooperation with the private sector appears quite
limited. No service zgresments far apecislized maintenance and simple outsourced tasks
such as meter reading were identified. No management contracts were identified, but a
number of PDAM report having received proposals for Build Operate and Transfer {(BOT)
schemes, presumably because the private sector see this mode as having the lowest risk.

3. THE {NSTITUTIONAL ENVIRONMENT

THE BARRIERS

358, Private sector participation is an emotive issue in the Indonesia water and sanitation
seclor {as evidenced by the backlash against the new law on water resources - Law 7 of 2005
- and the judicial review granted by the constitutional court). In theory it should not matter
who the service provider is — publiz or private — so long as the service is provided as
efficiently as possible. In practice, there are a number of barriers:

» The ideclogicai bamier - the belief that the profit motive will cause private sectar
participants to disregard the social cbligations that any public water supply provider
will always have — publicly or privately ewned. This atfitude has perhaps been
strengthened over the years in Indonesia because of the current leaders were
breught up in a time of "big — government”, and the bitter experience of “crony
capitalism” of the late 1980s and 1990s.

e There is so little performance information available that it is difficult for stakeholders
to make judgments about the effectiveness and efficiency of PDAMs. The resuit is
that many key decision-makers have little or any idea as to the relative efficiency of
their PDAM and therefore are not sensitive to arguments that the water supply
service needs to be more efficient, even if this means more participation of the private
sector”.

« The attitude of the PDAMSs themselves. They enjoy a monopoly and have little real
pressure on them to improve performance ~ be it coverage, service or efficiency.
While one might argue that it is in the interest of the PDAM directors to engage with
the private sector, there are obvious risks for the PDAM that a risk — averse president
Director may judge private sector participation to be “not warth the effort™.
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o Asymmetries of information. The latter two points highlight problems with information
flows in the sector, The PDAM has most of the information needed to mount an

argument for or against PSP and others do not. Combine this with their monopoly

position, and the private sector will only ever be able to enter if the President Director

agrees — unless he himself is directed by an owner who acts more on instinct than

analysis.

359  To help assess the real position of key decision-makers on the issue. the LIDAP
survey included a number of guestions, both directly related to PSP, and on the aspects of

the environment of interest to potential private sector partners.

result for these questions.

Table 16 shows a typical

3680. The results highlight 2 number of areas that need attention if private sector
padicipation is to be promoated. Thase include:

» Questions 75, 76 and 77 reiate to different mades to PSP, about which there are very

different perceptions.

o CQuestion 75 results indicate it is common for there fo be little resistance to

the idea that the private sector should be allowed ta invest only (with the
existing PDAM operating the system).

Table 35:
Question  Category
. General Environment
B - 27 currant POAM performance. |
13 2. cumment PDAM performance
g 2-curtent PDAM perfonnance k
15 2 c.m‘enl PDAM performanoe )
V48 -5 WSSP institutional .. <.
Daclvities. - ‘
47 4, WSSP institutional
. astivdias
43 5. WSSP instittional P
" activities: . T g
&1 5 WS3SP. msmulmnal
activities
TBdr o5 ‘WSSP mstﬂuhonal S
C . L adtivities - |
85 5. WS5P institutional
activities
T3 ' ' 5/ W5SSP mstllutlonal L
L " aGiivities S
117 8. Managing finances
121 9’ Physical implementation
122 9. Physical implernentalicn
123 9. Physical implermentation
124 9. Physical implamentation
128 - 10. Performance menioring -
134 10. Performance monionng
Specific - povate seclor
pamicipalion
75 5. WSSP institutional
activities
76 5. WSSP institutional
activities
7 5. WSSP institulional
activilies
MNoles:
Decemper 2005%

Perceptions — 1 the institutional Environment Conducive to PSP?

Perceplions / Action that 5upp0rt F'SP

“nre.

i1
13
14

73

117
121
§22
123
124
128

134

75
76

7

-':DPRD

" \.'.Tanff levelimust cover. costs

=_PDAM ready as PT' by 2005

- ca e

Practice” .7 . P

' Beﬂerme tarif is |ncreased now -

Service quality ruins the public i mage of Bupatl
Service' quairty fuins the pub!lc lmage of the

PDAM has too many personnel to be efﬁcmnt

.- BeMerif. EIAPPEDA or a Regulator sel:s WSS
- policy, hat POAM ... . Lo

Reguiation, like Jakarta Water St.pply
Regulator, will be sucoessfu!

..‘\6

PDAM Annual Budgei is reallstlc and pubhshed

T PDAM, pa1d a subsmdy fclr prowdlng soual
" SBIVICES |

PEMDA leé,dyto pav a subsﬂy

Commumly oh]ects if tarrEf rses = 50%
Single contract will raise efficiency -
Sharing procurement will raise efficiency
Mational contractors better than local
Whalever, consultant supervision neetded

Need performance management system fram
start

Stake. Commiltee has active monitoring role
Avarage

Frivate investors in PDAM are welcome

Private inveslors are welocome to buitd new
SYStermns.

Private cantraciors are invited to manage
existing systems

Average

Average Cwverall
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. 1: Practices are a selestian from the main questionnaire, but those that have implications for use of the

- private sector
2. Gap is the difference between perceived imporiance assigned by respondents and a thearetical

maxtimum
Rank (in resistance) is based on gap. The less the gap, the less important the praclice of perception is

for changing during
2 Project implemeaniation, if PSP is ta be pramoted through the LIDAP.
o Question 76 ingicates that more resistance is likely with the suggestion that
the private sector should be allowed to develop new or “greenfield” sites.

o Question 77 results however typically indicate that there is likely to be
considerable resistance to allowing the private sector to operate existing

PEDAM facilities.

»  The importance of the tariff and regular increases appears to be under-valued. The
suggestion that tariffs were too low at present, even for PDAMs, is far from
universally accepted. The presence of the private operator is hardly likely to change
this perception avernight

» Independent regulatory arrangements needed for confidence building with the private
aperators is not well understood or accepted; and

» Transparency, participation and wide dissemination of performance information are
not the norm, and 50 pose problems for the open, competitive bidding process
needed to sustain PSP. The resistance to or skepticism concerning the Stakeholder
Committee probably summarizes the situation — any reforms, including introduction of
private sector participation, which threaten the current power holders will be treated

with great caufion.
361.  Positive signs in the institutional environment with respect to encouraging PSP
include:

» A lower resistance than expected to the suggestion that the PDAM (and any private
operator?) should be paid to provide services to low income households or
households that cannot afford to pay the full amount for a service; and

» There is an acknowledged need [o instigate performance management.

WHAT OF DESIGN, BUILD AND (EXTENDED) OPERATION?

362,  Questions 121 to 124 probed perceptions concerning the proposed “Design Build and
Operate” {(DBO) approach to WSSP. The response was variable, but as the table shows,
there can be significant resistance to the proposal.  Further analysis of these questions may
reveal a different perception between PDAM respondents snd those from elsewhere in
PEMDA, particulardly ¥ there is also strong resistance in the PDAM tfo private sector

involvement in operation of existing assets,

ADMINISTRATIVE PREPAREDNESS

363. Moving beyond emotive (behavioral) bamiers, there are also some very concrete
barriers in terms of institutional arrangements and expertence {let aione the willingness of the
private sector to invest in the sectar - mainly because tarffs are so low and their change is so
fraught with risk, particularly pelitical sk outside their controf).

364, The consultants conducted varipus discussions with PEMDA officials and local
contractors during the 4-day visit, using a set of questions related to assessing whether the
institutional environment is conducive to PSP. Table 16 shows on the left the areas probed,
and an overview of the environment an the right. It is obvious that the [arger PDAMs on Java
are far more advanced than these in Sulawesi or Sumatra, but even so, PSP is very much

approached in an ad-hoc manner.

365. Discussions with AIKINDO in a number of locations were also revealing as to the
extent that PDAM controls other possible providers. In a number of locations AIKINDO
members, when asked whether they felt confident they could provide more investment and
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management-oriented services than at preset answered “yes" when alone with the
consultants, but tended to withdraw from this position if PDAM staff were present.

4. THE LEGAL / REGULATORY FRAMEWORK

366,  Discussions were held with AIKINDO representatives in a number of the {arger RGs.
These discussions, complimented by the Consuftants experience and observations, indicate
there are certain circumstances which encourage the private sector to seek PSP
opportunities. These circumstances Involve conditions that orevide positive incentives, and
dlso circumstances that involve the minimization of risks. Table 18 summarizes these.

367. The greatest obstacle in the legai and requiatory framework is the uncertainty of
payment sternming from control gver tariffs by the local administration and politicians.  Article
60 of PP 16 / 2005 cpens the door for tariffs largely datermined by fermula, and gives a role
to an "independent regulator, be it the central government level. These are twa key issues
which will need to be "operationalized”.

5. THE WAY FORWARD

368 The WSSP project containg a number of features which will pramote greater private
sector participation; these include (i) the design build and operate {DBQ) approach to water
supply construction (i) the insistence that tariffs begin to reflect costs (i) creation of a
Stakeholder Commitiee to increase the administration's sensitivity to performance {iv)
introduction of performance agreements between the PDAM.and PEMDA to put at arms
length the operator and regulator and (v) the general improvement of the sector structure o
saparate roles, highlight weaknesses and make each actor more accountable,

369, The DBO contracts are expected to demonstrate that the private sector can be
trusted {0 perform with better guality work, more efficiency and better marketing, _that
performance is betler than the PDAM could do alone, that when operators are paid for
performance the performance will be better and generally that risks shared with the contractar
help the PDAM perform better themselves. The risks involve possiole <orrupt and fraudulent
behavior in the bid process and capture of supervisory bodies by the contractor.

370, The project’s viability rests on tariffs baing set at full cost recovery levels Once this
bevumes the norm, the private sector will be much encouraged to participate in the sector.
Achievernent of sustained cost recovery levels is a major challenge. Yvhile loan covenants
may help, it is more likely that the FCR state will only be sustained once institutional
development has reached a threshold level. A key to this wil' be a combination of pressure to
instigate automatic tarif increases under P 16/2005, improved transparency and
accountability from the PDAM and improved capacity of the key sector crganizations.

371, Creation and operatienalization of a2 Water Supply and Sanitation Stakeholder
Committee is an impertant driver of this change. It should increasingly act as a break on the
secretive and bureaucratic way decisions are made in the sector. It should be the driver of
improved governance in the sector, and so give hope to the private sectar that what is vaived
is performance and not other criteria, such as closeness to the administration, when the
govarnment is pondering the most efficient way o provide services.

372. The proposed introduction of perfermance agreement between the PDAM and
PEMDA is also a crucial step for promoting PSP. Ones the POAM is being managed at arms
length and according lo performance, it is just 8 small step fo managing a private seciw
operator ungder the similar arrangements,

373, Finally, the LIDAP provides a set of actions which should move the secltor from its
present confused state to one wheare the policy making, regulatory and operational roles are
better defined. The LIDAP is expected to address many of the barriers that restrict private
sector entry. Improving {ziiff setting mechanisms and creating a subsidy scheme founded on
a fully costed and fully funded public service obligation subsidy mechanism removes the main
obstacle. But performance agreements and a independent "umpire” {regulator' also provides
the RG with hands-on experience of operaling at arms-length fo the provider. Similar
experience will come from initiatives lo increase both the PDAM's autonomy and
accountability through various actions, including kuilding capaciy of Directors and the board
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of Supervisors and upgrading the local legal framework to orient it mare to clarifying authority
and accountability based on performance. Improved sector leadership and coordination
hased on the early drafting of a integrated water and sanitation sector strategic development
plan in consultation and with thz participation of key stakeholders. Improved information
flows and performance management underpin all these actions,

374.  The FOPIP within the PDAM 15 alsa important in pramating PSP, even if less directly.
As the PDAM becomes more efficient, there will certainly be a greater realization that there
are fimits to what they can so alone, the employees will become more empioyable in the
sector {even working for the private sector}, and the private sector will feel less at risk in
working with PDAMs. The WSSF does not aim to promote private sector participation per se,
but in promoting sustainable investment, it is in fact creating the conditions under which
private sector participaticn become much more likely.

Table 36
No Aspect

Legal / Regulatory Framework and Credit Enhancements”

Issues | Finding

Aspects which impede

1.

42

The agreement will raquire
higher approvals

Value capturing possible

Past practice has been that decisions stop at PEMDA level. This
is manageable for contractars. Whether PP $8/2005, or the re-
write of Keppres 7.'1993 will alter the situation is unfc-ldmg

Z . Excessive bond / insurance - . Has not been an assue Perhaps too low in the past
* fbid secunty .
3 Possible completion during Not an issue, excepl where dramaltic increases in coverage or
life of contract water quality are required, or reduction of water losses.
4 . IRRwill be recalculated ex- - Is currently not foreseen by naticnal regulatars, but may become
- poste an issue as the generally accepted 22% IRR is mns;dered mose.
RPN S - fully in the tight of-econemic stehility. : _
5 No gavernment involvement  Hard to aveid in Indenesia. Many investors i"r lndonesia ke
_ some involvement to provide some security.
- Govemment procurement  Has not been a major problem in the past, but Law 8/1999 and
* procedures applied to " anti menopoly laws may make this more of an issue in the future. .
-+ concessionaires " The OBO contract will need to address this issue.. Theoretically,
A L if the DBO is compelitive; need no further competitive process.
7 DED before start The DBO approach addresses this common bamier.
;| Aspects which encourage L , e S
8 Contractor free to choose Government has in the past bean vary wary of “design and buiig”
areas, method elc in the sector. ON the other hand, contractors complain not
enough feasibility work has been dome before they must offer
firn hids. Needs goad c.ons_ulting work.
g ov. willing ta assist with Not so much of a problem if PDAM involved.
planning apprt::-uals licenses . - Do :
- eic e . L .
10  ElAand pmcessing Not a major issue with water supply, but will be more so if
assisted by Gov. sanction moves in PSE direction. _ N
11 - Gredit enhancements " Nathing at present. Minimum would be PEMDA to pay a subsidy
possibfe . . for senvices to.low income households.
Physical security guammeed Supposediy not a preblem, but government has made it clear
by Gov. guarantees cannot be provided.
- 33  Tax holiday possible ' Being considered at present
14 Sales tax elc exemptions PDAMs have not been able to get them
: 15 ".Public liability limitations - Notan issue, but may become one
16 Land procurement aided by PP 36/ 2005 will help.
Gov
217

- PEMDA, have tradltlonally worked schemes involving tand swaps
. ate. Just needs'the sector to be mere profitable. |

* At present this refers specifically to the stance of Provincial / local government, but can be applied equally to the
central govemments slance
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Yable 37: Fact - Is the Institutional Environment Conducive to PSP?

Item PSP Consideration

1. Is there a focal government regulation
(PerDa) that specifies the conditions under
which the private sector wil! be pennitted to
participate in the provision of urban znd
public services?

2. Does the oeal stralegic plan (Renstrada)

" and ihe local development pragram
{Propeda) contain specific references about
local government pokicy towards the role of
the private sector in providing public and
urban services?

3. ' Dolany of the local Dinas strategic plans

: {Renstra Dinas} contain specific refarences
about local government policy towards the
“rolé‘of thé privaté-sectorin prm.'ldmg public
and urban services? >

4 Has a special Team been formed al within
the local govermmment to promote ang
facilitate PSP aclivilies and pmjeds"?

- Has the'lotal govemment éver made.a. PSP

"+ projéct pioposat to-the private sector?

6. Has the private secior 2ver made a PSP

proposal 1o the local gcvemment'?

.Has _the local govemmem ever com;;cted a

: ~pre-féasipiity stugy-fora PSP prujei-

8. Has any study or spacial review ever
recormmended thal potential exists to
development a commercially viable PSP
project for a public or urban service?

o Are-there any gublic 6r urban' sew:ces tha‘l
4" have' already béen. mnh'acted‘ '
: _sectcr?a oLk

forum'’ aver conducted a workshop or
preseniztion to promote local PSP
opportunities?

December 2005

-~Banmmg oniy

' "'Serang. Bandung, Sernarang, Maros

Has the !m:al govemment or any other '!o-r:al

WSSP Conditions

Only Bandung have prepared a ParDa. Without
this, investors may feel at risk. .

't appears that Serang, Bogor, Bandung and

Semarang believe at his level the private sector
have a role. and have mentioned it. Other RGs
not 30 advanced.

Those that mention it do net address the real
issues, which are the need for reslistic tarffs and
certainty that they will be adjusted according to
contact terms,

N real awareness of the role the FS can play in
more mundane matters, such as supplier of
special services :
Mo. Bandung, Serang and Semarang appear o
have contacts between the PDAM and the
invgstment promotion board (BKPMD}

Semarang, Bogor Bandung, Pemalang,
Semarang certainly

P e
""-\-. i

Yes, in Sﬂrang BDgOI’ Bandung Pemalang

SBemarang, Maros

: Septaga remaval with-vacuum triicks appears o +
- -ba the: only service consistently. pruwded Many
. private ealestate developments.also, .

Naot known other than cantainly Bandung, but
surprising if any other than Bandung.
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V. PUBLIC HEALTH AND HYGIENE

A, BACKGROUND

375, Water supply and sanitation (WS3) health problems are affected by three major
factors: {a} infrastructure to provide clean water, {b) education and behavioral practices, {c)
infrastructure to fake dirty water away ard ensure it does not pollute the environment
Avzailable data on the importance of these tactars are summarized in Section VI K, where it
is used to estimate the economic benefits of improvements in water supply and sanitation,
No single answer is available, since each individual location will have its own special
characteristics. What is known, however, is that WSS diseases are 'ower in Indonesia than
the SE Asia and world averages®. This agrees with Ministry of Health (MoH) diarchea
disease data and is probably the result of (2) almost universal boiling of water far human
consumption; (b} heavy rains which wash away pollutants. W35S diseases are 30% above
those in Europe, however, and so further savings are available. Baseline data shows that
these could be obtained from changes in all three affecting factors.

376, Even in locations where appropriate water and sanitation options are avaitable, it is
still the factor of human behavior that poses perhaps the biggest challenge to the problems of
finding effective mechanisms to interrupt or reduce disease transmission. The problem is so
formidable that, in Indonesia, many programs and projects have tended to focus on technical
infrastructure {(clean water or improved sanitation) or medicat treatment solutions (Oral Re-
hydration Therapy}, rather than atternpting to tackle the "human behavior” challenge. Yet,
behavioral change is seen as the principal mechanism for achieving hygiene improvement
and further reduction in disease transmission.

377. Despite the evidence pointing to the benefits of increased quantities of water on
health, the relationship is not simple and most research has made significant assumpstions
abaut water use. Hygiene is not solely related to availability of water, but also to specific
hygiene behaviors such as hand washing at critical times, for instance before eating and
coocking and after defecation. Studies suggest that a median reduction of 35% in diarrhea
disease morbidity from improved hand-washing is achievable through well-designed hygiene
education programs. This indicates that household-targeted interventions deliver significant
improvéments in health even when environmental conditions and services are not conducive
to improved health, aithough as with all environmental interventions the range of impacts is
considerable.

378, The objectives of the heaith and hygiene assessment are io;

» assess current health and hygiene practices as they relate to water supply and
sanitation,

o record current levels of water-borne diseases
e assess broad impacts of these diseases,
» outline current on-going awareness and education programs, and

» define additional programs for implementation as part of WSSP.

B. CURRENT STATE oF PugLIiC HEALTH IN WSSP LOCATIONS

379.  Concerning assessment of public health, diarrhea has been singled out for monitoring
for two reasons. Firsily, in many countries, dehydration from watery diarrhea is a major cause
of death during infancy and childhood and, secondly, the condition is amenable to treatment
by oral rehydration therapy. This combination makes diarrthea a prionty concern for health
services,

% This assessment was confrmed by the TA 4083-INO Community Water Services and Healih Project
which examined MoH surveys from 2000 and cencluded that *diarrheal disease incidence in Indenesia
is already fairly low for children under 5 on a rmational basis™.

" Demographic and Health Surveys (DHS) data was also reviewed by the Consultant, however the
coverage of the data provided ibrough other sourres was considered more comprehensive.
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380. The following Table provides numbers concerning the most recent statistics on water
bome, water washed, water based and vector diseases in the proposed WSSF project area.

Table 38: Cases of Water Related Diseases in Pro;ect Area 2003 - per 1,000 persuns
: Lptation i ; 164 Dysenteryf.—' Typhoid.
Kab Serang 0.15 2B.07 0.10 3.13 0.89 0.03
" Kab Tapanuli Tengah B PR S S
Kab Barru .63 13.33 - - - 19.47
*¥ab Jeneponto: e QR0 TR e e, L 145 D00
¥ab Maros 2.46 24.03 aom 4.1 1.07 Q.19
Kot Palopo S « 1 £ RN s K - S S A SR X /1 B
Kab Bandung 0.22 3217 - 019 0.29 0.00
“Kab 3":‘,'ggr o 0.4 "848 T L _ e T SRR
Average Current Scope 0.57 25.05
<Kab Pemalang - - - o0 008 LR VIR TEL U280 288 - 012
Kot Semarang 0.82 18.38 - - - -
" Kab Tapanulftara - 5 "N 2808, e 1R T e e
Kab Sldenreng Rappang .79 13.62 - - - 0.01
Kot Banjari-) %0l L 02005 B3 A L BT s T T
Average Lm;atmns .53 21.54 0.06 2.39 1.32 2.48
Average Indonesia’- =0 Tl T 914D T T e 8 T T S

Source: WSSP analysns

381. The Consultant experienced severe difficulties in cbiaining data in the fc:rmat
required, especially in North Sumatra.  Some of the reported data alsc appears unreliable.
However, overall the data indicates that levei of diarthea in the Project area is reFatwe+y much

lower when compared with the Indonesian average. T

382. It is of interest to note that the highest ncidence of reponted diarrhea occurs in
Palopa. A further discussion on this topic is included in Section VIILK.2.

383. - i shguld- be notad that Bt is generally assumed that only arcund 10% of diarrhea
cases are 1epuiied in the community health cenlfres since only quite severe cases will seek
medical assistance. This phenomenon is dealt with in the DALY data, however, which uses
Wrl? defined standards.

384. Concerning standards, discussions with the various Dinas Kesehatan (Regional
Government Health Office) in the Project locations indicate that to date specific targets for
disease, quality of raw and drinking water, types of toilets used etc have not been set and
thus at the present time performance monitoring with regard to their activities is not carried
out.

C. WATER AND ENVIRONMENTAL MONITORING ACTIVITIES

1. OVERVIEW

385 District health programs througheut Indonesia are based on a common pattern.
Several of these programs are available for use by the Project. The aclivities performed by
the Dinas Kesehatan include tasks aimed at prevention and contro! of diarrhea, sanitary
inspeclions for houses and also commercial and public places, water quality monitoring,
schooi health programs, community health programs and assistance in construction of private
water supply and sanitation facilities.

386.  Community ermpowerment is the key approach used by the Dinas. Development and
construction of faciities is based an community demand, with as far as possible faciliies
heing developed entirely by using cormmunity resources.
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2 DRINKING WATER QUALITY

387.  Drinking water quality monitoring is carried out based on MoH Decree 415/1990 and
807/2002. Standards monitored are specifically for drinking water. These decrees outline the
responsibilities and authority of a number of agencies and also include the relationship
between them. The decrees incitde the organizational structures to be used along with the
legal basis for testing programs. Testing is done by both the PDAM and the Dinas
Kesehatan.

388.  In the Project area discussions with the various Dinas Kesehatan indicate that water
quality monitoring programs have been constrained due fo limited availability of funds leading
to timited equipment and labour.

Figure 17: Water Quality Monitoring - % Samples Passing Bacteriological Tests
100% -
@ 80%
w B80%
= T0%
3 oo
@ 50%
= 40%
E 30%
;ﬁ 20%
10%
| 0% ; R S A . L
PEAM Boitled Shallow Well with Spring Rain water
"’ water well pump water
Notes:

t.  Based on a detailed sampling obtained in Serang, Pemslang and Marps.
2. Botlted water refers to private vendors supplying usually i 19 liter botties.
3. Rain water refers ta private tanks collecting rain water from roofs ete.

389, Only a imited number of resuits could be obtained on water quality testing. No data
could be obtained from Sidenreng Rappang, Tapanuli Tengah and Tapanuli Utara. The
results of testing PDAM water indicate that the quality is refatively good. Shallow wells in
most locations were found to have unacceptable bacteriological quality in around halt the
samples tested. it is surprising ihat bottled water or vendor supplied water is of considerably

lesser guality than FDAM supply.

390.  From discussions with the various Dinas Kesehatan it appears that the coordination
of activities with PDAMs is less than optimal. Equipment problems and lack of funding have
led the Dinas to focus on bactericlogical testing which means that other potentially harmful
characteristics are not being monitored.

3. WASTE WATER QUALITY

381, In the WSSP Project areas the survey found that approximately 56% of existing
access lo sanitation in urban areas is through on-cite sanitation since government policy
makes households responsible for the treatment and disposal of wastewater. The major
portion of this wastewater from toilets is passed to septic tanks for treatment. A small portion
is dealt with direct by leaching systems. Sepiic tanks provide only very limited removal of
pollutants — arcund 33% - yet surveys indicate that around most of the effluent from seplic
tanks was discharging direct to surface drains. A further problem is that around 80% of
bathroom, kitchen and laundry wastes are passed direct to surface drains without any form of
treatment. Regulations generally require that septic tanks be provided with leaching systems;
however, this regulation is not enforced. Septic tank effluent, along with untreated
wastewater from kitchens and bathrooms, therefore flows into drainage systems creating
costly and severe environmental pollution of urban areas.
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392 To the present time waste water quality monitoring is not an area which is a concern

" to the Regicnal Government, Bapedalda is the Regional Government body responsible. for

control of adverse environmental impacts. However, there monitorng programs are limited
and operate on the basis of “self-monitaring” with regard to industry. Industries are required
to treat their waste 1o discharge standard, They are further required to test there wastewater
treatment plant effluent on a monthly basis and send the resulis to the RG. In practice, this
results in considerable environmental poliution from industrial sources.

383,  Concerning domestic waste, neither Bapedalda nor Dinas Kesehatan has a waste
water quality monitoring pregram. Dinas Kesehatan does however; have & program for
inspection and checking of sanitation facilities. This monitoring is based simply on inspection
of the sanitation facilities, checking the local environment for evident damage and observing
local community behaviour. Low income areas are generally targeted in these activities.
Special programs are mounted in areas of disease outbreak. This qualitative approach is less
than optimal but appears relatively effective, given the limits an available resources. After
completion of inspections a report is provided to the owner of the water and sanitation
facilitizs, outlining any problems and suggested remedial actions. If the owner is a PDAM
customer, a copy of the report is provided to PDAM.

394.  Although domestic wastewater quality is not specifically monitored it is of interest to
note, with reference to Figure 17, water quality in shallow wells is relafively badly poliuted
comparad with that from deeper wells and other sources.

4, PuBLIC AWARENESS AND EDUCATION PRDGMM_S

355, Centrally a speciai unit attached to the Ministry of Health — the Center for Health
Promation — has been established with the function and respansibility of developing national
guidelines on health promation and assisting divisions within the Ministry in the development
of specific programs.

288,  This unit has achieved good results to date and it therefore pmposed that materials
prepared by this unit will form the pasis of PH&H initiatives under the WSSP,

387.  Cne of the more popular programs is the Health and Cleanliness Behaviour Program.
The oiictive of the program is to make people aware of the causes of health problems and .
inus to assist in reduciicn of these problems. The program uses methods of advocacy, sacial-
support, social communication and community empowermeant,

308 A further unit known as the Water and Sanitation Behaviour Promolion unit runs
programs and activiles aimed at increasing awareness with regard to healthy water and
sanitation practices. This unit has been quite successful in increasing awareness concermning
safe practices. Specific programs for sanitation and diarrhea reduction have focused on the
urban poor. Programs have focused on achievement of improvements through behavioural
change. The program takes an integrated approach by invalving local government, the health
care infrastructure, local leaders, teachers and primary school children, men's groups,
wormen’s groups and mothers of at-risk children.

389.  Although much work has been done in the area of public awareness and education
programs for public health and hygiene, their still remains areas where more could be
achieved. The program contents appear to have been quite successful, however, the
allocation of Regional Government budgets for these programs is constrained since RGs do
not generally consider this area one of primary concern. The primary focus of programs must -
continue to be in the area of behaviour change. These programs are also proposed to
incluge parental involvement. '

D. PusLIC HEALTH AND HYGIENE - WSSP INITIATIVES

400,  Sanitation and hygiene behavioural change programs will form an integrai part of the
WSSP., The programs are designed to extend the health improvement impact of the Project
investments. The objective of the Programs is to extend the health -benefits of improved
water and sanitation facilities by enbancing community awareness of the linkages between
improved facilities, improved sanitation and hygiene behaviour and community health.
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- 401, To improve better heaith through reduction of water and sanitation related diseases

- the whole community ne=ds 1o be invelved at all stages of activities. Particular attention must
be paid tc.gender issues, target groups and high-risk groups. The development of physical
sanitation infrastructure is ouflined in Section U.C3 and the proposed instiutional
strengthening and capacity building tasks are outlined in Section IV.D. These activities will be
supported by a schools health education program and a community health education
pragram. Also included will be a pragram to monitor water guality in (ocal urban drainage
systemns within the Project areas. The estimated costs of these programs are set out in the
following table.

Table 39: Fublic Health and Hygiene Programs (Rupiah Millions)

Activity l 2006 2007 2008 2009 2010 Total
Training set-up for programs 3600 1200 4.800
Schoals program 500 600 500 600 2400
Community program 500 600 800 600 2400
Drainage waler quality menitoring 1,200 600 600 4 600 3600
Totals ' 4800 3000 1,800 1800 1,800 13200

402, The ‘nitial task will be to prepare materials, print leaflets etc. and train local persons in
the delivery of programs. At this time the program for testing water quality in the micre-
portions of the urban drainage systems in the Project area will be set-up. Since the Project
will be under the Ministty of Public Works control, it i1s proposed to make use of existing
Programs, already trialed and used by the Ministry of Health. The major problern experienced
by these Programs is understood to be a lack of funding for their implementation.

403. The school health education program will use participatory hygiene and sanitation
educatinn to reach young children, both to influence their long-term behaviour and to use
them as change agents for their families and communities. The school based health prograim
will consist of several activities including:

s enhancing the current primary school curriculum an health and sanitation,

+ supplementing the school health and sanitation curriculum with special topics on
cther pricrty basic health programs,

+« worm infestation treatment for schooi chitdren in Project locations, and

» water quality monitoring at Project locations,

404, The community health program wil focus on improving health and sanitation
behaviour by using the participatory approach to encourage change in individuals, family and
community, R will #lso strengthen the capacity and communication skills of loca! health and
sanitation providers, including the sanitation agency, midwife and other Iocal heaith resources
such as PKK. The focus on the community health pregram will be on activities including:

e strengthening the locat awareness on health, hygiene and sanitation through
community participation,

e local media programs on health, hygiene and sanitation , and

* improvements in community health facilities.

405.  The above activities will form part of the City Wide Sanitation Strategies which wilt be
prepared with technical assistance from the Instituticnal Development and Capacity Building
Consultants (refer to Appendix F). Precise details of task allocations and responsible
agencies will be developed as part of the Strategy preparation during the first year of the
Project. The implementation of these strategies will proceed over a period of three years.

406.  The process will be firmly community based, with schools and communities in Project
areas being involved in preparation of programs and eligible to submit proposals for special
funding. These activities would have to be clearly defined and meet certain criteria related to
improving health and sanitation, such as “Clean School Facilties Competitions”.

407.  The drainage water quality monitoring program would sample street and local area
drainage waters on a bi-annual basis. The focus would be on the micro, or local community,
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rather than the macro or city drainage infrastructure. Areas which are subject of community

based sanitaticn projects would receive priority treatment within this monitoring program.
Such testing of urban community drainage waters should prove useful as further atiention is
given to sanitation in future project work.
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Vi. ENVIRONMENTAL IMPACT ANALYSIS

A. INTRODUCTION

408 The proposed Water Supply and Sanitation Project {the Project) for the provinces of
West Java, Banten, North Sumatra and South Sulawesi, Indonesia, has been classified as a
Categary "B" project in accordance with ADB's environmental assessment requirements.  An
initial environmental examination (IEE} was undertaken as pant of the project preparatory
technical assistance to ascertain the Project's impact on the environment and to identify
measuras to pravent or mitigate any adverse environmental impacts that couid arise from its
implementation.  The examination uses 2005 as the base year for forecasting, with impacts
predicted for 2010. This report was prepared during the feasibility studies for the preparation
of Sub Project Appraisal Reports (SPAR) for the various project locations. The IEE was
prepared based on site visits, meetings held with district-level agencies, reports by relevant
government agencies, and is in accordance with ADB's Environment Palicy (2002) and
applicable environmental legislations and regulations of the Government of Indonesia. This
appendix sumrmarizes the main findings of the 1EE.

B. DESCRIPTION OF THE PROJECT

409,  The objective of the Project is to improve the quality, reliability, and sustainability of
water supply and sanitation services in Serang, Bandung, Tapanuli Tengah, Maros,
. Jeneponto, Barru and Bogor Regencies and Palopo City. This obiective will be achieved
through: (i) the strategic rehabifitation and optimalization of seiected facilities; and (i} the
construction of new water supply and sanitation infrastructure. The Project is expectad to
benefit a total of abcut 1,250,000 peopie in eight sub-praject locations by 2010.

410, Altemative technical options were analyzed during Project preparation, and the
proposed oplions are least-cost in economic terms.  Concerning water supply production
facilities, the existing water treatment plants in Serang, Jeneponto, Palope and Barru will be
rehabilitated and new water treatment plants will be developed in all locations to service the

dernand for drinking water.

411, The detailed engineering design and construction of the project components will be
performed using experis in all respactive fields producing facilities which are properly
constructed and operated in an environmentally sensitive manner.

C. DESCRIPTION OF THE ENVIRONMENT

412.  The Project area covers portions of four provinces — Banten, North Sumatera, South
Sulawesi and West Java. The population in the eight Regional Governments (RGs) ranges
between 150,000 in Kota Palopa to 4,135,000 peoble in Kabupaten Bandung. Bandung and
Bogor are classified as major or metropolitan regional governments, characterized by typical
urban envirenmentzl problems in Indonesia () lack of reliable water supply; (i) lack of
maintenance of the water supply and sanitation systems; (iii) lack of adequate network for
collecting and disposing wastewater; and (iv} widespread water poilution due to solid waste
and sewage flow into drains and water courses.

413. The Projects physical infrastructure works invalve construction. and rehabditation of
water supply and sanitation assets, including intake, water treatment plant, trunk mains,
transmission and distribution of water supply networks, communal sanitation centres and
simplified community sewerage systems. Metering of water supplies to residential housing,
will be included under the Project. Land areas for the proposed water supply facilities have
been identified and resettlement is required under current proposals. The land areas have no
unusual vegetation cover. Within the boundaries of the eight RGs, there are no significant
ecological resources. There are no known sites of historical or cultural significance in the
areas that are likely to be affected during project implementation. The ecanomy of the eight
regencies is mainly agriculture-driven with cropping of rice, cotton, coconut, fruit, as well as
animal husbandry.
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414, For the sanitation component there will be no delineation of and acquisition of land
identification of and any resetilernent impacts until at least the second year of implementation
of the loan. The proposed sanitation investments have been very small and their land
requirements are in some inner urban locations where it is possible that fand acquisition and a
small amount of resettlement would be mecessary. To address this possibility, ADB policy
provides for the preparation of a resettiement framewoark,

D. SCREENING OF POTENTIAL ENVIRONMENTAL IMPACTS AND
MITIGATION MEASURES

415.  The longer-term negative environmental impacts of the proposed Project are likely to
he insignificant, with impacts resulting directly from preconstruction {land acquisition for
production facilities, reservoir and part of transmission line, such as in Bandung) and
construction achivities only.  Environmental impacts during censtruction depend on (i)
contractors’ work practices, especially those refated to the storage of construction materials
and cleaniiness of the work sites; (i} cooperation by local communities in terms of land
acquisitions and settlement, labor requirement, use of fand and utilities; {iii} enforcement of
construction practices and standards through supervision, and (iv) implementation of
mitigation measures identified in the IEE and included in bid and contract documents.

1. ENVIROMMENTAL IMPACTS

416. Improvement in Public Health Conditions. The Project will increase the reliability
of the water supply service to domestic customers, and will significantly improve the quality of
water {especially physical and microbiclogical parameters) supplied to the customers. [t will
also provide improve sanitation facilities to a limited number of persons. This should lead to'a
reduction in Hiness and morbidity from water-borne diseases and a general improvement in
public health. This is the most important benefit of the pmject

417. Poflution by construction run-off. Negative impacts to groundwater and rivers are
expected to be tempeorary and of minor significance. The duration of civil works will be
controlled, and weather conditions in the project towns generally will contiibute to the
limitation of such effects. Additional measures and annrcement of local mrma for nrotectrun
of groundwater will be implemented. :

413.  Inconvenience during construction and rehabilitation works. These impacts will
occur during the construction and rehahiiitation works on the distribution network., The
negative effects include water supply interruption, air guality degraded from construction
activities, noise during trench excavation, possible effect of vibration on old buildings,
restriction on access to buildings, closure of roads and section of roads causing increased
traffic, and mavement of construction traffic. Construction camps may have public health
impacts; however for this Project these camps will be quite small. There will be a potential for
diseases io be transmitled, exacerbated by inadequate health and safety practices. Each
contractor will therefore be required to recruit an environmental, health, and safety manager
to address such concerns in the camps. Detailed engineering design will develop a detailed
phasing-in of the new water supply and sanitation systems and decommissioning of the old
waler supply and sanitation faciities in the most optimal way, with minimization of water
supply interrupticns.  Coordination procedures for cut-offs will be established; time for
replacement operations minimized; and use of nighttime scheduled, if necessary. Appropriate
mitigation measures and construction m=thods will be in place in coordination with relevant
local executive autheorities. The potential auverse impacts during construction will be avoided
by selecting experienced and responsible contractors, and by monitoring and supervision of
the works by the trained PMUW/PIU stzff and the relevant local authorities.,

419, Nose and Vibration. Prevention of noise and vibraticn will be an issue during
construction. Machinery operations will be restricted to between 0800 to 2100 hours. In
addition, a limit of 70 dBA will be set and strictly followed near the construction site.
Controlled blasting using low volume charges will reduce the potential for damage to
structures, while cwners of houses that will cbviously be damaged will be fully compensated
in accordance with compensation policy guidelines.
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420. Disposal of demolition dehris. Democlition debris will be generated during the
replacement of distribution pipes, transmission pipes, construction of infake, reservoir and
water treatment plant and rehabilitation works on water supply and sanitation facilities. These
effects will be localized and ternporary, and will ba minimized by means of appropriate
removal and disposal procedures.  Appropriate waste disposal systems suitable for local
conditions will be applied.

421. Damage to existing utilities. Old water networks, electricity and telephone lines
may be inadvertertly damaged during the rehabilitation works. Therefore, the necessary
mecasures will be taken in the construction phase, including coordination and clearance with
the appropriate government agencies and municipa) enterprises.

422, Safety hazards from construction activities. No major hazards are expected
during the construction of the proposed project components, as long as proper construction
practices and safely procedures are applied. Major confractors are proposed to be empioyed
using a Besign Build Operale form of contract. These contractors will employ safety practices
in accordance with National requirements and guidelines.

423, Damage o trees and vegetative resources. The impacts on vegetative cover will
be short-term, localized, and associated with construction. They can be mitigated by adopling
proper measures and contract provisions with the contractors,

424,  Damage to cultural resources. No archeclegicat or cultural resources are expected
to be encountered during project impiementation.

425 Compensation Plan. The Project will reguire land acguisition for the intakes, water
treatment plants and service reservairs. Public Consultation with affected people before the
projects start has to be approved. Besides, some temporary disturbance is possible due to
displacement of roadside stores, sefting up of temperary construction camps, and cutting of
trees. Public censultations indicate concern for policy guideline on the compensation plan to
be disclosed to tha local community

426. Community Impaets. Construction camps may place stresses on  nearby
communities. The contractors will be required to establish a mechanism by which focal
people can raise complaints. The use of local labor and the provision of construciion support
services will be encouraged and will help alleviate - potential conflicts.  Village leaders will
consulted during public consultation meetings and requested that focal people be involved,
where possible, in the new water supply and sanitation systems.

427.  Proper Construction Practices. Contractors’ conformity with contract procedures
ang specifications during construction will be carefully monitored. A Quality Assurance
Consultant is proposed to act as @ monitar on technical construction procedures and guality of
work. Public consuliations showed that prime contractors tended to use sub contractors
without ensuring that they conferm to main contract clauses. Such practices reduce the
quality of construction and the benefits of ihe Project. Contractors will be made to follow
standard construction practices, monitored and supervised by field team consultants
employed under the Project.

428 Operation of Water Supply and Sanitation Facilities. Minor impacts from
operation are associated with maintenance (repair and replacement) of water pipelines when
there are leaks or breaks in the network.  In all eight subprojects, a program wili be
established to detect leaks and replace any old pipelines to minimize the risk of water supply
interruption.  With the proper design and construction of the water treatment plant, the
drinking water distribution system, leakage rates and risk of contamination during distribution
will be decreased substantially, resulting in improved water guality. Likewise, the odor
standards will be mairtained by careful selection of the sanitation freatment processes.

2. MITIGATION MEASURES

429. Program to Prevent Undue Disruption. There will undoubtedly be some waler
supply service interruption, inconvenience and also traffic disruption caused by construction
vehicles and readside excavations, To avoid undue inconvenience the canstruction program
will include the following: .
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« In the detailed engineering design and civil works contracts, specify the work
implementation sequence for pipeline replacement and rehabilitation, such that local
inconvenience is avoided to the maximum extent feasible,

o Provide for an emergency water supply by PDAM tanker trucks in case of prolenged
water supply disruptions to domestic consumers.

» In the civil works contracts, specily the coordination measures for water service
interruption, such thet cut-off pericds are reduced o the minimum possibie and
customers are advised accordingly.

+ In the civil works contracts, specify the method of construction in highly congested
areas to minimize access disruption, such as trench-to-truck construction and
provision of plates to provide temporary access over trenches. Proper access to daily
businesses will be guaranteed to the maximum extent practicable,’

« Regquire the cantractors to secure approval of construction staging and temporary
usage areas for storage of pipes and excavated matenials.

s Require the constructor to use traffic routing for implementation of construction works.
Safe traffic and safety signals and lighting should be in accordance with local
regulations. Safe detours and walkways {or pedestrians will be implemented as
nNecessary.

430  Measures to Minimize Noise and Vibration. During construciion, noise can be

-minimized through scheduling and specific restrictions {or particularly noisy activities. To the

extent possible, excavation and related works close to and in residential areas should not be
undertaken from sundown to sunrise. Routine canirel on mainienance all equipmeant used for

‘construstion and transportation will be required to ensure reasonable noise levels. In built up

areas, excessive vibratien from heavy machines during construction will be avoided to the
extent possible to reduce any damages to the surrounding areas. Manual excavation will be
adopted in terlain cases, Logal construction standards will'58 followed if they specify more
stringent requirements.

431, Protection of the Air Environment from the Construction Dust and Pollution.
Tha contractor will employ dust suppression measures during the construction process and
transportation of materials. such as periodically sprinkling water in certain areas and remowvai
of excess materials from the sites. All street surfeces, sidewalks, and construction sites wiil
be cleaned upon completion of activities. To reduce vehicle emissicns the contractar will use
traffic routing. Also it will be requirad to provide routine control on maintenance all equipment
used for construction and transpartation of materiais, and the equipment wili be operating only
when required.

432.  Prevention of Accidents duting Construction. The contractors shall take ail
necessary precautions for the types of civil works involved, especially in residential areas and
those with high circulation of persons and vehicles. All construction and rehabilitation works
should be carried out in accordance with equipment safety rules, and health and safety
regulations. Safety measures will be adopted 1o protect the personnel involved in the works.
Public access to construction sites will be properly restricted.  Internationally accepied
practices and acftive regulations should be assisted regarding restoration of construction -
health and safety.

433, Protection of Vegetative Cover. s a general principle, all vegetation destroyed will
have o be replaced. Qrnamental frees that need to be cut will be properly replaced.

434.  Land Availability (ROW or Municipal land). The Project will install trunk mains and
disiribution networks, and will require land for a water treatment plants and service reservoirs.
Some of the project activities will take place within the existing pipetine alignment or right-af-
way and on land owned by the municipal governments. The location and design of warks
associated with the Project bas been carefully considered to avoid land acqguisition and
resettlement. Based on the survey, discussion with officials and communities in the project
areas as well as inventory location for water treatment plant and water districution systems,
there are currently no areas where buildings will be demolished or households resettled. The
Project currently defined will require iand acquisition but no resettlement. The sanitation
facilities are yet to be defined and mav require some land acguisiton and possibly
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resettlement.  Provision for such an event is made in the Land Acquisition and Resettlement
Framework, appended 10 the Final Report.

435, Additional Measures. All wood used dusing construction will be procured from
authorized sources. Solid waste (other tnan demolition and excavation debrs) such as wood,
paper, glass, plastic and trash in general, will be properly collected, separated, stored, and
disposed. Al construction sites will be kept clean and in good sanitary conditions.

E. INSTITUTIONAL REQUIREMENTS AND ENVIRONMENTAL
MONITORING PLAN

436. An environmental management and monitoring plan were prepared to mitigate the
potential environmental impacts of the Project.  The agencies involved in executing and
monitoring the environmental aspects of the Project include PDAM, responsible for managing
the socia) and environmental impacts of water supply projects, and the provincial and ‘ocal
environmentai offices, responsible for environmental monitoring under the IEE {refer to Table
404, The required frequency of environmental monitoring is attached as Table 41, The core
team of consultants wili be responsible for incorporating tha environmental management and
monitoring plan into engineering design and for envircnmental monitoring during construction.
Tha field specizlists will supervise the monitoring of mitigation measures during canstruction.
in addition, each contractor will be required Lo nominate an envirenmental, health, and safety
rmanager responsible for meeting the contractors' envircnmental and health responsibilities.

437. Indonesia has an established envircnmental rmanagement system known as the
AMDAL process and all works to be carried out would be subject to these procedures.
Depending upon which institution carries out the warks, either the RG or the PDAM they
would be considered the proponent and would be required to comply with AMDAL
procedures. As a minimum a minor assessinéiit known as UKL / UPL would be required with
the vast majority of projects. These ancumenis aiso require the use of Standard Operating
Procedures (3SCP).

438. At the District government level, implementation of the AMDAL process for works of a
minor nature has been kmited. Furthermere the impact of recent reqgional autonomy
legisiation in Indonesia has meant that much of the autharity for environmental management
and impact analysis has been devolved o the RGs.

439,  Consequently the environmental management sub component will seek ta (i} improve
environmenta! awareness and management at the PDAM level as part of a bottom up
participatory process and recognize environmental agencies as legitimate stakehaolders; (i}
support the new administrative arrangements for the AMDAL process, o build the capacity to
understand procedures, to allow adeguate time and rescurces to  carry out impact analysis
and to prepare the necessary documentation; and {ili} support efforts by the RG 1o review and
evaluate and supervise implementation of environmental requirements.

440.  The Project will be implermented by the PDAMs and the PiUs in the locations. The
PMU located at the Central Government level will provide guidance on envirenmental issues,
and will be responsible for monitoring PIU and contractor compliance with environmentat

requirements.
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Table 40 Enviranmental Maonitaring Plan

Agencies lnvulvad . )
_'Monltorlng

“item  Perlod and Actlvity . Potential Negativeé impacis - Mitigation Measures

anagemant -

| Pre-Construction

L& . Land acquisition fo[" " Social conflict with po 'ulaﬂcn 2P :-“BAPEDALDA -'-RG Land
: transmission line, . II'I the area : i
"“Intake, WTP.and ° S
‘reservalr - ' S X
n Construction .
'a  Site preparations for- i Kaggdisirbanes LG -+ PIU:(Ehvitonfental Officer:
intake, WTP and - - - . .' i n: » . . BAPEDALDA, PMU |
| SBIVICE reservair -~ : her : " :
b Mobilization of - Mobilizaticn for-l.abcur. Malntaln mads in clean oondmon and repalr Contractor PILL (Environmental Officert,
labour, equipmant squipment and material could  as necessary. E {Envircnmental BAPEDALDA, PMU

and materials cause damage {0 roads. Con Officer)

2 ,Ccntractar Py (Enwronmemaf_ fo'ca.r}
' .BAPEDALDA RG'Labo

R s_uppile_r_s_
c Site preparaticns Contamination of water in Provide suitable sanitation facilities in base Contractor PIU {Emvironmental Officer),
and set up of base slreams and rivers camps and take preventative measuras o {Emvironmental BAPEDALDA, PMU
camps " ensurar e excessive erosion of soils coours Officer) :

by quick’y rainstating disturbed areas
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[ Remi Parlnd and At:ﬁvity Potentlal Negative _lmp'_a_cp; " MitigationMeasures . Agencies involved

oo e il i i idia. . ,'[Managemant  Menitoring

g _"-.i'ntél-:e oon's'.tm'c't'ibn" .. Potential for scourmg cfnver ' QWai'k on intakes tocommence with . - Contraclor PIU (Environmental Officer),

oo abrivers ’ banks producing excessive:” 1 constmcﬂon of temporary coffer dams using’ - (Environmental  BAPEDALDA, PMU

oAt o jurbidity in water . ' sand bags effectwely isolating the area of Ofﬁcer} .

v o ' - s works achwty , ;
Potantial for coffer dams to Each Iocation to be examined and if Contractor PiU {Enviranmental Cfficer),
cause change in flow of rivers  necessary construction on fhis ponion of the  (Environmenial BAPEDALDA, PMU
due to constriction in flow waork deferred to the dry season Officer)

- |[ ‘e . Pipeline construction  Threats exist to public health  Working arrangamants are to be properly Contractor PIU {(Environmental Officer),
;. . fortransmission and and safety anctoprivale | managed in accordance with relevant laws {Environmental BAPEDALDA, RG Public
& distibution networks  proparty if work is not propefly  and regulations; advance notice of proposed - Officer} Facilities Office, PMU

i fincluding managed; possibility for ~ ~ - works to be given 1o affacted persons; the

i+ excavatian, pipe backfill io be washed into . length of trench open along pipelines to be

! laying, backdtl and water courses during high | - limited te ensure prompt reinstatement

: - reinstaternent) rainfall ' :

..l'll- Operatiﬁn

a8 - WTP sludge The WTP cparaticn wili Tha water traatment plants will be provided PDAM BAPEDALDA
o management gensrate considerable .- with sludge drying bads. fc de-water sludga
e . amounts of sludge, which, if . and the dried sludge cekes will be passed to
T not prepedy managad will .. 4 Iandﬂll disposai SJtﬂS c : “*'“E
: causa pellution of water - T S
: COLUrses
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]

Table 41; Frequency of Environmental Monitering

: -Béfore-construction”
- gontracts are'bid -

*Field‘and office;
‘inspection 7 "

II- Cérisﬁ-ﬁction Phase
* Changés fo morphalagy .
- and the Ioss of vegeta i

.+ Dufing ganstuction®
: \--rnt:mthlylr and mnre

RESENDIFS

L : . frequently as
R R T "-*:--: c Lo T T necesgary :
The damaged lo roads Roads which will be used Field Inspection During constructlon
used for the project for the project vehicles montkly and more
routes for mobilising the fraquently as
workers, equipment and RBCessary
matenal.

el :Surroundmg projeci area Fleld Inspectlon % During Oonstrudlﬂﬂ
TE . S © marithly and:in

: : -'frequently as~
1 ARIEELE. R SIIPUR byt D 0T néchssany Ty L]
Contaminationin - Surrounding area of "~ Field Inspection Owring constructlon
surctmding area of project faciiities maonthly and more
project faicliies location frequently as
due to construction Recassary
preparation and

construction works.

: Sum::-undlng project area’;, Fieki:Inspection” -¢*: During Sonstrucfior ™

o ) frequently as

* Moise and Vibraiun Surrounding the - Noise and vibration Dunng c.onstruchdn
canstruciion area measurements manthly and more
frequently as
necessary

-

... .Qperational Phase -~ . 77 ool el A0T a0 T ;
Pollution of water and 90l| WTF's waste dispasal Water quality Qnce evary six
surrounding WTF's waste  area analyses on river months durng
disposal area water samples (for  operation

parameters of
turbidity, DQ, pH,
S5, BOD,
temparature)

441,  The responsibility for construction standards is with the Public Works Department. Their
standards together with ADB's environmenrtal requirements will be incarparated into the project
design. There are no significant environmental management issues refaling fo the post
construction and operation of the project  All contracts for construction works will include
requirements for implementaticn of the specific measures as per EMF provisions and good
construction practices. Control and monitoring of construction warks will be part of responsibilifies
of the PIU. When necessary this will be done on a daily basis. '

442.  The Project's environmental impacts will be closely monitored.  Specifically, the
monitoring and evaluation (M&E) activities by the PIUs will include (i) callecling, coliating, and
analyzing bassline data related to the environmental conditions in the Project towns; {ii)
environmental gains as a consequence of project implementation, and (i) evaluating
environmental impacts within the selected syslems. For environmental monitoning, they will collect
and analyze information on quality of water supplied, and minimization of construction impact
within the towns The project performance, monitoring, and evaluation will be done in accordance
with ADB's guideiines on its project performance management system.
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F. PuBLIic CONSULTATION AND INFORMATION DISCLOSURE

443 The IEE process will include public participation and consultation to help PDAM achieve
public acceptance of the Project. The technical assistance consultant has already involved &
wide range of participants representing affected people, community leaders, non government
organizations and city governments. The consultations were organized on two occasions during
field trips and coordination meetings with stakeholders, The affected pecple znd the local
camrunities expressed support for the Project, perceiving benefits to the community and the
region. The main concerns expressed related to the provision of, quality construction, proper
engineering practices during construction, and transparency in construction work, Responses to
these concerns are incorporated in the Project’s design.

444 The IEE report documenting the mitigation measures and consultation process is
available for public review. As the public consultation is an ongoing process, additional disclosure
and consultation will occur during the construction and operation phases, through disseminaticn
of a project leaflet in Indonesian. The leaflet will explain the affected peoples’ entitlements and
the proceduwres for obtaining compensation and reccrding complaints/grisvances and setting up a
format grievance redress committee with representation from the affected people.

G. CONCLUSION

445. The Project will have some minor environmental impacts, some positive and some
negative, including (i) changing of land morphology and the reduction of vegetation (during
construction) (i) road/paths damage (during construction) {iiij social conflict due to land
acquisition, labor recruitment and using equipment and material from outside the preiect area
{during construction) (iv) possible water body contamination during land deveicpment and the
operation of base-camps and material storage {during construction} (v) river disturbance {during
construction), (vi} public ufility damnaging (during construction} {7} disturbance to the public
utifity's customers (during construction}, {vii) inrpruvea aucEasitality o drinking water and
sanitation {viii) improvements in public health. .

445, Implemenrtation of approprate mitigation measures during pre construction, construction
and operation phases will minimize the negative impacts of the Project to acceptable levels. Bath
the Contrattor and the FIU will be required to appoint Environmental Officers.  Environmental
monitaring of the Project will be undertaken regularly during construction and operation by local
Environmental !Impact and Management Agencies (BAPEDALDAS} to ensure that the measures
are being implemented properly.

Table 42 Screening for AMDAL
Reglonal %7 07" "Proposed  Distribution Coverage Transmission AMDAL
Government - . = Abstraction (Ips) ~ Area, (ha) . Length (km) Required
Kab. Serang 220 210 20  Not Required
Kab.Bandung =~ 7 7 Bogr " B - . A S ‘68 Required .
Kab. Bogor 300 (each 150) & 70 177 18* Required
Kab. Tapanu ' . 420 S 200 . 20 NotReguired
Tengah U B o . - B o o
Kab. Maros 165 ZM 20 Not Required
Kab. Barru = T ' : 173 : 16 Not Required
Kab. Jeneponta 100 3 5 Not Required
'KotaPalopo .0 .. .. 280 | . 2215 . 15" Required .

447 In conclusion, the Prcqect wil! have overall beneficial impacts in increasing the poputation
supplied with drinking water, and improving sanitation conditions through the project area, and will
have insignificant negative impacts, which will be carefully monitored and adequately mitigated.
For the subprojects which meet the requirements for a full environmental impact assessment
(AMDAL) according to Ministry of Environmental Decree No. 17/2001, further envirormental study
will be done ahead of design and implementation of project works. AMDALs will be prepared for
the water supply sub-projects in Kabupaten Bandung, Kabupaten Bogor and Kota Palopo.
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VII.SOCIO-ECONOMIC ANALYSIS

A. INTRODUCTION

448, The socio economic analysis has a number of sections. 7t briefly ouflines the
socioeconomic ervironment in which the WSSP project is fo be implemented and then proceeds
to discuss the impact of the project on poverty, gender, laber, land acquisiticn, resettlement and
Indigenous paople.

B. OBJECTIVES AND METHODOLOGY

1. OBJECTIVES
449.  The objectives of the poverty and sacial analysis in the WSS5P were:

» tounderstand proposals for water supply and sanitation taking account of any
differences in existing needs between various sites which could be explained by location,

sociceconomic and cultural factors,

+ to prepare an initial stakeholder analysis and implement a preliminary community based
planning process which could be used during implementation of the project;

« understand the ability and willingress to connect and pay for water supply and sanitation
services;

« understand any differences in needs and demands due to gender differences and the rola -
of women; ’

= toassistin targeting and prioritizing specific types of interventions such as gender and
poverty reduction programs at the community and household level which could form the
basis for a comraunity based sanitation program during loan implementation; and

.+ identify any potentia! social impacts on vulnerable groups or social safeguards issues.

2. METHODOLOGY

450  The methodology used for carrying out the poverty and Iscciai analysis used a
combination of direct and indirect parlicipatory techniques and included quantitative and
quaiitative analysis of both primary and secondary source of data.

INTERVIEW SURVEY

451 A household level sociceconamic survey was conducted within proposed project areas in
all 14 Local Government areas. The survey was a randonm interview survey which targeted three
clieniele groups at the Kelurahan level of local government. The three target groups were:

e Existing Customers of the Water Company {PODAM) with House Connections
o Existing Customers of the Water Company (FDAM} who presently use Public Taps

o Non-Customers of the Water Company.

452, The final sample size of the survey was 300 in Serang and 200 in all other Local
Government Areas making up a project sample size of 2,800, The survey collected information
on curtent water supply and sanitation arrangermnents and water demand, existing cost of services,
willingness to connect and pay for senvices, ability to pay for services, wilingness to be invelved
in community based planning and preparation for sanitation services and also key household
expenditure, income, demaographic and population characteristics. Al resulis were analyzed with
the statistical package SPSS and a variety of statistical tests utilized including Chi- Square
Analysis and Comparison of Means. A copy of the quéstiennaire used is included in Appendix D,
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COMMUNITY BASED PLANNNG PROCESS

453, As well as the household socioeconomic survey, a community based project planning
process was initiated in all local government areas following the initial stakeholder analysis.

INITIAL STAKEHOLDER ANALYSIS

Definition of Stakeholder

454,  Those people or entities who may affect, be affected by or perceive themsegives to be
affected by a decision or activity.

455 Brainstorming and informed pariicipant sessions were conducted which elicited a list of
potential stakeholders. These were prioritzed (ranked) into three groups for each Town or District
Representatives of the first two groups were approached to initiate a Stakeholder Committee and
launch a preliminary four meeting process. The following table includes the typical fist of
stakenholders who were approached for inclusion the Stakehalder Committee.

Table 43 {Organizations and Agencies Represented on the Stakehoider Committee
Local Stakeholders

PDAM { Direksi PKK Peran Seria Wanita

Pt Kimpraswil f Kadis ] Bagian Perekonomian

DPRD Kelua Kemisi BPS

BAPPEDA o ) Bapedalda

Dings Kesehatan Dinas Sosial

Kepata Daerah fBupati - Kadinda

LSM/NGOY Wanita Miskin, Lingkungan BKKEBN

Dinas Kerbersihan -+ ' " | - Badan Koorginasi Kesejahteraan Keluarga

Oinas Pendidikan Media

Tokoh Masyarakat - ™* T Rumah tangga

Agama / Adat PKK Peran Serta Wanita

Source: WSEP Praject Secial Development Team

Role of Stakeholder Committee

456, The rote of the Stakeholder Committee (which may be in the sample SK) are as {ollows:
+ To receive technical advice from the PDAM, RG and the Consultant Team

e Todiscuss, represent and input the views of the various stakeholders into the study
design process in relation to both water supply and sanitation

« To assist the consultant team in selection of samptes lo target specific groups during the
conduct of sociceconomic surveys

» To provide feedback and information to their constituents on the progress of the design
process

e To make recommendations o the DPRD and the Bupati's office concerning planning and
design aspects of the proposed waler supply and sanitation options

» To prepare minutes of each meeting ic document outcomes
= To evaluate their satisfaction with the design process

» Torepresent and advocate for the project in publicizing and promoting the objectives of
the project

e Torepresent the project in the local media
The Stakeholder Committee Development Process

457 The process involves the conduct of up to four main meetings and focus group
discussions of more in- depth participant surveys as considered necessary.

Meeting 1 Introduction to the Project and Study Process
458, The purpose of meeating is to brief the Committee about the following issues
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e« The project

o Specific Objectives

s The Pracess

e Schedule

e« Opportunities for the Commiittee to be involved in the process

o Are all the main stakeholders included?

» Feedback Questions .
Meeting 2 Understanding the Community and the Environment

e SWOT znalysis concerning the issues and problems in water supply and sanitation
senvices

s What are tha needs of specific interest groups
e Group Discussicn of Lacation of Low income communities in the City
e Group Discussion of Key project Design Issues
o Preparation of Summary Report
Meeting 3 Proposals For Water Supply and Sanitaticn
e Proposais prepared sy PDAMS and Regional Governments
e Explanation of the how tha preliminary project has been designed
¢ Planning for small group discussions concermning specific aspects and issues arising

» Preparation of Sacioeconomic and Community Impacts Analysis form Committee
Perspactive

s Focused group Discussion on Specific Topics such as Gender or Indigenous People
Meeting 4 Review and Feadback Intro io implemeiiiation Timing-
e Review and feedback of SIA with proposed Design Proposals andfor Mitigations

Focus Group Discussions on Gender Issues

453 In at least one of the townsfdistricts in each location flowing meeting 2 in the above
process each coordinator was to facilitate a focused discussion on the topic of gender lssues. The
results of these discussions and further discussions with ADB and Cipta Karya representatives
led to the development of a Gender Action Plan for the project.

Formal Status

460, AfRer discussion with Project Representatives and visits to Districts early in the project it
was decided that the Committee should be initiated as an informal Advisory Committee so that
the process could be compieted by the time of implementation of the project. The Commitiee is to
be made formal before implementation of the project and would become the key organization to
. coordinate the development of a Town/ District wide =anitation strategy in the first year of the

praject implemeniation peried.

C. ANALYSIS AND COMPARISON WITH BPS SUSENAS DaTA

1. GENERAL

461,  In order to supplement and check the reliability of the household survey analysis the
project also used the BPS SUSENAS data which is available down to the District tevel on most
key socioeconomic indicators. Key water supply source and household expenditure questions
usad in the Housshold survey were identical to the questions used in SUSENAS io allow cross

checking for reliability purposes.
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2. OVERVIEW OF THE PROJECT AREA

462,  The 13 project Districts are located in three regions and six provinces of Indonesia. The
three regions include South Sdlawesi, Narth Sulawesi and Western and Central Java. As Table
44 demonstrates the faster growing urban areas are located in the latter region as is 80% of the
population in the six province area. In the other regions except in the Bangka Isfands there has
been negative urban growth in both South Sulawesi and North Sumatra. {n contrast in these
areas rural growth rates have been slightly positive.

Tabla 44 Population and Growth Rate of Six Provinces Affected by Project.
Province - Urban Rural Total Share of Annual  Annual Total
Population Population Population 2003  Urban Rural
2003 2002 2003 Population Growth Growth
Rate Rate
South Sulawesi 2,425,682  578B,182 8,213,864 B% -D19%  0.92% 0.58%
Norh Sumatra 5118,104 6,738,803 11,855,910 12%  -0.69% 0.77% 0.12%
Bangka 414,192 561,838 976,031 1% 0.89% 012% 0.45%
Belitung™
“West Java 18,233,780 18746640 37980420 3a%  -1.00% -3.33% -2.19%
Central Java 12,822,280 19230560 32,052 840 32% 3.28%  -0.84% 0.83%
“Banten* - 74875088 4,281,141 - 8956228' - 9% 1.70% - 3.93%  2.74%
Total 44,689,126 55,347,165 100,036,254 100% 4.01% 1.78% 2.53%

Source: BPS SUSENAS Survey
D. POVERTY ALLEVIATION

1. DEFINITION OF POVEﬁTY AND LOW INCONE

463 The definition of Paverty is a source of some contention in Indeonesia. The Central
Bureau of Statistics {BFS) uses a core of the categories of expenditure that are collected each
year in the SUSENAS survey. Expenditure is divided into 14 Categories. From this list the core
group establish a “poverty line” measured in terms of Mean Expenditure Per Manth in Rupiah.
This data is also used to estimate the number and percent of poor pecple in each District each
year.

464,  The other institution which publishes poverty data is the National Family Planning Board
which uses critesia to establish the overall Level of welfare of the family, There are five indicators
which are used. )

e Perfarming religious obiigations
s Eating twice a day and maore

o  QOccupying a house

» Abie to access health services

e Possessing maore than one set of clothes

465.  If the househoid cannot satisfy one of the five social indicators it is considered to be a
peor household. The approach used in this oroject was o adopt the BPS expenditure based
approach due to the need to train interviewers quickly in the field with a more easily quantifiable
approach which could be checked for reliability on key guestions.

2, POVERTY LEVELS IN INDONESIA

466. Indonesia had bean making good progress In Povery Allevigtion unlil the shock of the
Asian Economic chsis in 1997, This sent many households back intg poverty and reversed the
trend of the previous decade. However in comparative terms see Table 1 levels of Poverty In
indonesia remain relatively low compared to other DMC in the East Asian and South East
regicns. Since 2002 the level of poverty at 21.1% has declined further to 17.1% of the Population

in 2003.
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Tahle 45;
DMC

East Asia. . o7 )

China, Penples Rep of N

- Koréa; Rep.of -
Maongolia

Southeast Asiz
" Cambodia

Indaresia 182 145 211 {2002) T2 {2000)
DULAGPDR e T L 0386 A T D 4 0h ] T1BeT) 26,87 L (1887
Malaysia 8.1 is 13.2 (1999) < 2 4] (1997)
CiMyanmar . O EYonH 2090 Br2ae. 2 T 1997 b T e el T
Phifippines 342 20.4 47.4 (2000} 146 {2000)
U Thaland® 7T Y AB MO T 988 (@000) T <2007 T 0 (2000)-
Viet Nam 374 4.0 449 {1998) 17.7 {19?931

i {National: PoveetyLine) a’m, Ty
Total Lirban Rural

=" _ADB TA 4411-INO

' Papulation in Poverty {%)

g

L AT S T L

<20 35
T T T L ROB0) S e s
356 39.4 32.6

- Taipel, Chilna.. - o0 2 L08R I

Final Report

Poverty Level in Indonesia Compared ta Other Counfries in Region

Proportion of
Populatlon Beicmr E1:
{PPP} a Day (%)
(2000) 16.1

(1598) 139

Source: ADB Poverty Inequality & Human Development May 2003
467 Typical of many countries in the region the amount of poverty varies significantly from

{2000)
(1998).
(1995)
S (A989) Lk o e s BT e

SE998) T Ty e

:Province. - -

Pravince to Provinge in Indonesia. Table 46 shows the Pravinces that are included in the Project
compared to DK Jakarta and Indonesia generally. The Provingial data in the table tend to mask
the differences in poverty found at the District level by the WSSP soticeconomic survey.

Table 45: Comparative Poverty Levels for Provinces in Project compared to DK Jakarta
and Indonesia, 2003

+ " Total Pgof Popuilation :: Percentige,

Thousands

Sumatefa Utara: o L e A
- DKL Jakarta
| Jawd Batatst ¥ L7

Jawa Tengah

VT A80a

1,889:75 7 15.89%.
294 3,42%

AZ90%:

6,980 21,78%

CBAARER T T e T Bee e T I 9.56%
Sulawes1 Se!a!an 1302 15 45%
“Indonesig T CAFARE T 7 429%

Saurce: BPS- Suwel Sosia Ekcnnml Nasaonal 2003

3. PROVINCIAL AND DISTRICT LEVEL POVERTY

468.  In contrast, the project districts show starker differences. Of the three clusters of project
Districts, the poorest are found in Sulawesi, the next poorest in North Sumaltra and Bangka and
the least poor in Java. Tahle 47 shows the official comparative levels of poverly in each of the
Districzls and the overali average for All Districts 5 14.42 % which is lower than the overall
Indonesian figure.

469. Table 47 also shows comparisons between the resuits of BPS SUSENAS estimates of
mean manthly expenditure in 2003 compared to the results of the WSSP socioeconomic survey.
The results of the WSSP survey utlizing “poverty line” benchmarks were found to be
systematically higher than the SUSENAS results. This was expected due to the fact that one of
the target groups — the Group already connected to the PDAM tend to be less poyr and
vulnerable than the other two. Alsa there has been significant inflation in expenditure levels since
the 2003 SUSENAS figures were released,
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Table 47:

Regional
Government

Tapanuh Tengah
Tapanul Litara
Kaota Pangkal
Pinang -
Kabupatan
Boagor
Kabupaten
Bandung

Kota Banjar

Semarang
Katamarlya

Pemalang
Serang

Kota Palopo

- Maros’ -
Barru

: Jenépbnto
Sidenreng
Rappang

" Totals andlor

. Perzrage Value -
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Comparative Population Poverty & Monthly Househald Expenditures Al Project
Towns and Districts

Total Total Poar SaPoar of Poverty Survey Per  Survey Total SUSENAS
Population 2004 Total Line Capita Expenditure Mean Per
2004 SUSENAS Population RpfCapital  Expenditure per Manth Capita

2004 Maonth Far Month Rupiah  Expendilure

SUSENAS 2004 Rp Per Manth

2002 Rp

IFBIT2 87,300 3147 118.788 231,336 1,115 754 164,269
255 219 48,900 18.16 128,182 187,302 854 778 182,788
139, 496 8,300 5.95 223,095 295,851 1,134,189 370,084
3,797,320 453,400 11.54 130,827 609,718 2.530,193 237 850
4,084 459 483,600 11.54 133,578 337,637 1,538,148 211,012
163,601 16,900 10.33 96,653 252267 991,269 182,260
1,410,714 79,000 58 133814 256,713 1,276,479 179,107
1,340 859 209,100 22.31 125554 292382 1,182,700 284,373
1,829 857 166,700 an 111,352 791,057 1,366,543 202 425
124 444 14,000 11.25 133,212 148,019 672,382 186,651
290,354 ‘59,900 . 20830 $20,118. - 150,703 . 743250 - 173,902
157,155 17.300 11.39 10,261 155 588 579,240 187,263
AT 74,500 2278 103,839 119,245 547319 145,448
245583 19,800 8.09 103 429 194 205 745176 199,474

12687045 1,829,200 . 1442 4265620 255,811 407,897 - 204,923

Source: BPS Susenas Survey and WSSP Sacioeconomic Sun}ey

41

MPACT ON POVERTY

TOWN OR DISTRICT LEVEL

470.  The project is not classified as a poverty intervention loan by the ADB and consequéntly
there is no reguirement to only serve govemments which have at least 20% of households
classified as poor households. From 2004 SUSENAS data, the total popuiation of poor
households in the 14 Project towns and districts is 12,687,045 of which 1,829,200 were classified
as poor. The average percentage of poor households in the project towns and districts was
14.42% and the average 2004 poverty line for all locations was Rp 126,629 per capita per month
per household. As can be seen in Table 47, five cut of the total of 14 Project towns or districts
have mare than 20% poor population and one is just under at %19.16.

-

PROJECT AND SUB PROJECT LEVEL

471. The project will alleviate poverty by impfementing water supply and sanitation sub-
projects and associated capacity building and institutional development in the 13 Towns and

Districts.

472.  Using Household Expenditure data collgcted in the WSSP sociceconomic survey and the
Poverty line data from SUSENAS, the proportion of poor and vulnerable households was
estimated. Vulnerable households were aise estimated and defined as those living at or below
the poverty line plus 25%.

473. Some of the resulis of the analysis are shown in Table 48, These resuils show the
marked differences between the three target groups with 28% of the Connecled PDAM customers
classified as either poor or vulnerable, 51.8% of Public tap customers and 51% of non connected
cystomers. The average proportion of poor people that the project can potentfially serve was
estimated from the survey results to be 32% and the proporiion of vulnerable households
estimated at 12.3%.

December 2005

Black & Vealch — Arkon — MTP - Waseca 122

AN BN BN AR BN B B B A N N N NN NN NN N NENNNNNNNEENENEEEE X



|

_ Connéded to PDAM>"" - Count

WSS5P ) ADB TA 4411-INO Fina! Report
Table 48: Proportion of Respondents Poor or Vulnerable in Project Areas
Target Group : Below  Vulnerabie Middle to Total
' Paverty Population Higher :
Line Expendlium

%WLthm Targel Group 17 80% 11.60% ?0_60% 100.00%

SR T Y of Total: L 5is0%. w2 T0% - YB0.T0%
Public Tap Customers Count ) 33 53 110
DA T Y e ithin Target Group. s e, (30:00% - n 24 B0% DL LT 88.20%: . 100.00% .
: % af Tolal 1.10% - 0.80% 1.80% 3.80%
‘Respondents *"77, < PGeuint L0 gy Bl ek LT 930 0T 1891
Not Gonnected %o within Targer Gmup 35.80% 12.30% 4320%  100.00%
Co Tl T o Total, T T T 2540% 0 F00%: 0 32.20% T 65.50% ¢
Tota! Count 924 355 1610 28389
o Lo within Target Group -4 32.00% Y $12.30% -0 Y B5.70% |1, 100.00%

 Wata ' Kabupaten )
h Sub F'roject

Yo of Total 32.00% 12.30% 55.70%  $00.00%
Source: WSEP Socio-Econamic Survey

474.  The resuits in the above table were then applied to the estimated number of proposed
household connections for water supply supplied by the project team in order to estimate project
impact on poverty alleviation of the water supply component. The present number of paor
households that can be potentially served by the project was estimated at 54,726 households with
a population of 267,658. The current number of vulnerable households was estimated at 20,684
with a population of 102 045, The results of the poverty impact assessment are shown in Table
43, This Table shows the estimated potential number of poor and vulnerable households that will
be affected by the project broken down by Sub projects. .

Table 49: Impact of WSSP Prulect on Poverty AI[evlahon -

Serang ssiea 26,608

CCias L T TR G2000 0, 205020 Gy BT T

Serang Total 21,200 103 686 33,780

CBoger Timur - at Tt 6800: 0 48419, T L TiEAS4 - o T

Bogor Tengah - 5,000 44015 14,086

-BogdfTotal v 2 UTIBE00 92437 v 290580 T T MZTTL T a6

Maros 13,200 B4,559 20,659 7876
- Banjaf " e T AT q80 T 082 1 T 2269 I ERE
Banjar Langensari 500 2.445 783 2496
- Banjar Total : 1,950 - @s37 .7 -3052 .. 11640 .
Jeneponto 4,700 47 441 15,181 5,748
“Bafg 0 T T 200 “35.214 Y7 M.26% - 74,206
Sidrap 13,000 63,531 20,25 FIS7
" Pemalang - - - - 10,600 . 48808 . 15,891 C . BABT .
Palopo 11,550 Af,489 18077 6,892
Pangkal Pinang- 10,000 48908 .7 “i5651 Doege7 n
Semarang 40,000 195,634 62,6503 23,867
-Tapanuli Tengah. BN %51 0,665 - o 9813 A % 7§
Taplliara Taratang 3,550 17,363 5,595 2118
Tap Utara Sipoholon - 2,250 1,004 3,521 01,243 :
TapUiara Muara 2,250 11,004 3.521 1,243 720 275
Tolal Tap Utara | 8,050 - 39,371 12,695 -4 803 . 2578 qa2
Total 171,020 B3E 433 267 6548 102,045 54,726 20,864

475.  The number of households eventually to be served will depend on the ability of each of
the PDAM's o attract new customers and the ability and willingness of new customars to pay for
servicas and the initial connection fee.
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476, Based on the results of the survey it is clear that historically relatively better off
households have been connected ta PDAM's. It will be important for project procedures and
menitering 16 be developed as part of the capacity building and institutional development
compenent that this trend is not continued and that current mechanisms for increasing equitable
delivery of water supply to the poorer households are radicaily madified.

Poverty Alleviation in the WSSP Project

The averall number of poor households was
estimated at 54,728 involving a population of
267 658 and the number of vulnerahble
fhouseholds was estimated at 20,864
households making up a population of
102,045,

ABILITY AND WILLINGNESS TO PAY

477 In order to estimate the proportion of potentially new customers who would connect, an
analysis was carried ol to cross tabulate willingness to pay (how much respondents said they
were prepared to pay compared to their ability to pay as measured by a 4 % benchmark of
monthly household expenditure.

Figure 1&: Ability to Pay Per Month Compared with Expressed Willingness to Pay

70%

£0%

A

—_—

4% .
g 30% |-
* 20% £
10% =
0% L=

>Rp10K Rp10- Rp20- Rp35 Rpb0- <Rp7sK
20K 35K 50K TEK

pulatior

e ARy

lWIIingness'

Source; WSSP Socip-Economic Survey

478.  The results of the survey suggest that willingness to pay is significantly lower than their
ability to pay. Potential customers will need to be convinged through social marketing to increase
their willingness up to the level of their akility to pay. The results of the analysis also suggest that
a high proportion of the poor and vuinerable households will participate in the project if the
average cost of the tariff pius credit installments for connection fees is kept within the range of up
to Rp35.000 per household per month.
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Table 50; Ability to Pay Measured by 4% Benchmark of Total Monthly Expenditure
Categories of Affordable Manthly Frequency  Percent Valid Cumulative
Expenditure Per Manth using 4% Fercent Percant
Benchmark

_Less Than 10,0000 Rupiah;. -7 "3, 07 00i s 424,557 A D #E0 T
10,001-20,000 591 20.4 20.4
2000135000 = . o Do s 883 L 305 7 305 oh
35,001-50,000 585 206 206
S0.001-75000 0 YL O PPURN 1. : RORCIC | I SR [y ST PRI 1.
hore than 75, 000 Ruplah 333 115 11.5
Total . | . .. e 2Bo4. 73000 L 100v g LT

Source: WSSP So-cm Economlc Survey

POVERTY ALLEVIATION MIMGATION MEASURES

479. |t is already FOAM policy to apply a differential tariff for poor househalds, These
households pay the lowest tanff. However, presently the mechanism for application approval and
of-going monitoring appears fo be extremely uncertain and poory implemented as the
socioeconomic survaey results demonstrate.  The process for selection and approval for
application of differential tanffs will need infensive review and modification in order to make
progress in poverty alleviation,

480.  The clarification of what constitutes a poor and vulnerable household and genuinely
“neady” is presently the subject of an analysis by GOl with the development of a national data
base which will identify houszhalds eligible for targeted programs for health, education and other
subsidy programs such as fuel. This data base needs o be utilized as the basis for the
development of the equitable tariff to be deweloped as part of the L{DAP pmcess and is one
component of improving “good governance” in the sector. e

481. It is proposed thart the tariff would be progresswely mcreased to the average to the level
where households are paying 4% of their total monthly expenditure and then increased enouyh in
the middle and upper income groups. to cross- subsidize the poor and vulnerable households.
This may need to be adjusted for Towns and Districts where the propertion of poor is higher than
the average project figure 10 Neip Wilh Maximizing cost recovery.

482.  The necessary changes to PDAM procedures and capacity building for its implementation
to implement the differentia) tanff strategy is considered a priority and will be one of the urgent
i1ssues discussed in the preparation of the LIDAP,

483  For sanitation, there is a requirement under PP16 the new water and sanitation regulation
to prepare an overalt community based sanitation strategy for each tewn in the first year of
implementaticn of the project. This approach is to be adopted for all project towns and Districts.

484.  Obviously there is some dependency of preposed sanitation programs and pianned water
supply improvements. In most cases the implementaticn of a piped water supply increases the
range of sanitation oplions open for specific areas.

485. The sanitation strategy will specifically target low income areas which are already
supplied with piped water and are proposed for water supply improvements so that the MCK
program can be designed o maximize poverty alleviation. The number of schools that have been
included for connection to water supply and improved sanitation has been estimated at 20 for
aach location for the overall project The schools program and hospital and health centres will be
inventoried and prioritized during the development the community based sanitation strategy.

486. There is more discussion of the sanitation strategy in the following section on gender
issues.

E. GENDER STRATEGY

1. GENDER ANALYSIS
487.  The gender strategy had two objectives:
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» identifying project design elements {palicy, investment, or implementation} in both water
supply and sanitation components of the loan program that {a) wili enabie women to
participate in and benefit from the Project, and (b} have the potential to exclude women
{rom participating in or benefiting from the Project.

« Recommending subproject interventions to address gender imbaiances. and interventions
to support other vulnerable groups.

488 For the development of the strategy, a brief background profile of project towns using the
BPS SUSENAS sample survey datz was prepared. It shows relevant trends in women's issues
such as the proportion of female headed households, education trends and household labor
division in conjunction with seme of the results from the WSSP household survey. The strategy;
then goes on to discuss the water supply and sanitation components of the project separately and
makes separate recommendations. Water supply is considered in relation to the individual
household, the community and also from an institutional {PDAM) perspeclive.  Sanitation is
considered at the household and community ievel only as the structure of sanitation institutions
varies considerably between towns.

2. BASELINE PROFILE

488.  in order to consider gender, the WS3SP household survey was designed 1o be inclusive of
femzle respondents. Overall the survey had a sample size of 2900 for the fourteen cities and
towns i three regions- Western Java, South Sulawesi and North Sumatra, There was a slight
male bias in the overall survey with 1575 or 54, 5% male respondents and over 1300 or 45.5%
female. As shown in Table 51, women were under represented in Java but considerably over
representad in the South Sulawesi region which is significantly pocrer than the other two regions.
North Sumatra slightly favored male respondents.

Tabie 5i: Distribution of Mais and Female Survey Respondents

- Region " Explanation " Sex - Sex . Total
Male Female

" South Sulawssi© Count 379 621 1000
% within Region 37.980% 62.10% 100.00%
: _ % of Total . 1310% ' 21.50%  34.60%
Java Count - 860 430 1290
: K | % within Regicr - B6.70% 33.30% 100.06%
% of Total 2080% 14.90%  44.70%
- North Sumatra  Count © 338 282 508
% within Regicn  5820% 42.80% 100.00%
. % of Total C11.60% 9.10% 20.70%
Owerall Count 1575 1313 2888
' % within Region : 54.50% 45.50% 100.00%
% of Total 54.60% 4550% 100.00%

Source: WSSP Household Survey, 2005

4490, In both the WSSP household survey and the secondary survey déta, trends in traditional
roies and participation of women in areas affected by the project were changing in education but
were still quite traditional when it came to the household and labar division,

FEMALE HEADED HOUSEHOLDS

491.  Table 52 shows the percentage of female headed housgholds to be reasonably uniform
across the regions with higher percentages in both predominately Muslim and Christian areas {i.e.
Barru in Sulawesi and Tapanuli Utara in Sumatra). Consequently, it was considered that religion
was not a factor affecting the number of fernale headed households.
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Tabla 52: Percentage of Female Headed Households

- District/Municipality.,, 1999: ;2000 1-2004.: #2002 - 2003 ;
Tapanuli Tengah 135 151 174 158 165

- Tapanili- Dara “#e0:0 519.67 F20 80 ~A8E 11 3105012
Pangkal Pinang 144 145 143 145 . 122
Boger- - . 423 97 .98 B1 98"
Bandung 111 122 103 94 5.3
Ciamis’ -~ . .. 142 155 127 152 A5
Pematlang 163 141 123 118 14
“Semarang . 0. U822 184 G189 no1E R
Serang 107 112 118 128 132
Jerepants T 128 Sa44 142 145 H{9
Maros 14 162 157 122 126
Bamu - ' S 189 184 20 20 197

S:denreng Rappang 196 183 176 156 17.2

Luwuldtara 7 - o T TR B4 0010,

Source: BPS SUSENAS

452 The resul from the WSSP household survey indicated that the propertion of female
headed households was 15% which is close {o the average from the secondary data.

EDUCATION

483,  Level of education was found to vary significantly between the towns in the SUSENAS
survey. Retention rates in secondary education in the project areas tend ta significantly favor girls
it the North Sumatra region (refer to Table 53} and slightly favor boys in Java and Sulawesi
althaugh there are exceptions to this trend in Semarang,- Maros and Luwu Utara-{Palopo). In
general terms, retention rates were found to favour girls in the more urhan areas which suggests
that younger women are changing the profile of older women who have tended o be under
educated compared to men of the same generation.

Table 53 Retention Rates in Senior H|gh School Project Towns and Districts 2000-2003

2000 - 2004 Lt LTI A0 2T b T
Male r-emaie Male Female I'-'Iale Female Maie Female

TapanuliTengah: 064375082850 592 6689 51 BOE . W B5H.C162.37
Tapanuii Utara 856 886 B5.5 94.5 ana 82.3 79.7
-PangkalPinang . 710 707 L 085 BT 80,7, T8 1 TTeT L TRA T TEE
Bogor 15.4 44 1 417.1 311 6.7 29.8 3re
‘Bandung. | . T 46604458 50418 L wdlT e B105 v 38 (/43 8
Ciamis 49.3 40.4 383 264 19.6 376 356
Pemalang C 7 385 3487 41 3437 39 .207 327
Semararg 79.7 62.6 873 681 73.8 705 753
Serang . 4BB - 444 . 332 423 .. 35, 4B . 427
Jeneponto 27.6 245 33.1 34.5 279 279 32.5
Maros .- 408 381 454  422.. 47~ 43 404
Barru 473 38.7 55 57.1 497 43.5 495
Sidenreng Rappang 498 56 . 394 5050 . 413 -454 423 M9
Luwu Utara i v 37.8 40 37 365 36 337

Source: BPS SUSENAS, Description : Populztion ages 16 - 18 currently enrclled in school / Population ages
16 - 18

434,  The WSSP household survey tended to confirm these results. It was found that that there
were significant statistical differences in the level of education of respondents particularly up to
primary and junior secondary in both Sulawesi and Java favoring women, It should be
emphasized that this was in the two regions which are almost completely Muslim. In the Christian
region of North Sumatra, no such differences were found. It should also be noted that the small
proportion of people with higher education (i e. tertiary level) tended to be dominated by men in all
regions. ‘Overali, there is some evidence that suggests that younger women are staying in school
tonger than ofder women which will tend to help their families emerge from poverty.
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HOUSEHOLD DIVISION OF LABOR

495 On the other hand, it is also clear from the results from the secondary SUSENAS data
that when it comes to household behaviour more traditional roles are played. There were
significant differences noted within the household with regard to unpaid family labor. Women were
consistently more likely to be classified as unpaid family labor, Table 54 shows the Population
Age 10 and over working during the week before the SUSENAS survey and classified as unpaid
family workers. Females ars clearly overrepresented in proportion to males. This is 2 more
traditional finding than that found in education.

Tabie 54; Classification of Unpaid Family Labor in Project Towns and Districts 2001 -2003
District/Municipality 2001 2002 2003
Male Female Male Female Male Female
Tapanuli Tengah 5.4 247 6.2 18.8 10.4 26.5
Tapanuli Utara 23 63.7 258 529 233 57.2
Pangkal Pinang 53 19.1 2.7 116 az 14.5
Bogor 7.5 aB.7 2.4 21.8 37 20.2
Bandung 2.9 224 2.1 164 29 17.5
Ciamis 4.8 4319 54 43.7 5 47.8
Pemalang. o 8.2 4., 72 | 264 48 . 179
Semarang 1.6 8.5 1.9 54 23 71
Serang . . 4.7 28547 44 - 339 37 267
Jengponto 257 62.5 20.2 B3.5 165.7 516
- Maros . 142 4p2 " 85 188 188 249
Eanu 12.7 298 18.7 29 2.5 1.7
_Sidenreng Rappang 134 231 114 212 11.5 29.7
Luwu Utara 19.8 61.4 236 558 17.8 44.7

Source: BPS, SUSENAS

HOUSEHOLD EXPENDITURE AND REGIONAL INCOME

486.  The target groups in the WSEP household survey were as follows:
» Existing PDAM customers
s Existing PDAM customers whe used public taps
e Households who were not presently connected

487.  There were differences found between the groups in relation to total and per capita
expenditure, income and gender. Income, expenditure and regional differences were found to be
moere significant than in relation to gender.

458 Household expenditure data broken down into the three target groups is shown in Table
55. Existing PDAM customers have much higher average monthly ang per capita expenditure
than the other two groups. Existing PDAM custerners had total monthly expenditure of Rp
1,498,029 and Rp 3454985 compared te Rp 936,474 and Rp 216,501 for the non connected
group. Public Tap customers were only slightly lower than the non connected groups.
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Table 55: Monlhiy and Per Cap1ta Expendltures by Target Gmup (Ruplah]

'545 985

. T NIRRT T T T T g
Pubhc Tap Cuslc-mers Mean 203 637
Noi Ccnnected IMean 21 6.501
DR T NS e T TR s
Tc:lal ‘Mean 255811 110? BQ?
Std. Ceviation 311,055 1 ,20?.681

Source: WSSP Household Survey

Final Repart

499, It was found that differences were not statistically significant due 1o gender in the overall
sample, which is reported in Table 56. Male respondents reported an average monthly total
expenditure and per capita expenditure of Rpt 176,426 and Rp 267,271 respectively whereas
female respondents reported only slightly lower overall differences. (Rp 1,026,335 and Rp

241 342 respectively.)

Table 56: Total MonthEy and Per Caplta Household Expendlture by Sex of Respondent

Sex [, T ‘Per Capita
Co J_;pendimre Per
WA T et RS E -Month
Mala 1,1?6.426 257.271

i 1,572

i 1,508
185,857

853,950

e LT e 241,342
1.311

Total 1 108,217 255,480
ST DL S LA AT A 2T T 2,863
Median 206000 - 174,500

Source: WS5SP Household Survey

500, . For income there were statistically significant differences. The monthly household

income by sex of respondent for the household survey is reported in Table 57.
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Table 57 Monthly Househoid Income By Sex of Respondent
Household Income Per Maonth  Explanation Sex Toial
Male Female
Less than Rp 100000 Count 1M1 10 21
% within Group . 52 40% 47 60%  100.00%
% of Total 0.40% 0.30% 0.70%
101000-2G6000 Count 52 125 177
% within Group 29.40% 70.60% 100.00%
% of Total 1.80% 4.30% 6.10%
201000 - 500000 Count 247 258 505
% within Group 48.90% 51.10% 100 .00%
% of Tolal 8.60% 9.00% 17 .50%
501C00-1900000 Count 475 3BO 855
% within Group 55.60% 44 40%  100.00%
% of Total 18.50% 13.20% 28.70%
More than Rp 1000000 Count 184 538 1322
% within Group 59.30% 40.70%  100.00%
% of Total 27.20% 18.70%  45.90%
Count 1569 1311 2880
.. % within Group @ 54.50% . 4550% 100.00%
% of Total 54.50% 45.50%  100.00%

Source: WSSP Household Survey

501,  However further ahalysis (see Table 58) showed these differences to be entirely due to
tocation. The statistically significant differences were only due to the South Sulawesi regicn which
is significantly poorer overall comparcd fo the other two regions. In Java and North Sumatra,
there were only slight differences which were not statisically significant. This finding confirms the
well established relaticnship between income fevel, gender and poverty.

Table 58 Results of Chi-Square Statistical Analysis of Monthiy Income Differences by Sex
and Disaggregated by Region
Region Statistical Test . Value. df .. Asymp,
’ : ’ o 5ig. (2-
i ST . sided}
South Sulawesi  Pearson Chi-Squtare 19.149{a} 4 0.001
- Likefihood Ratio- - 19713 4. 000
Linear-by-Linear Association 11.072 1 0.001
- N of Valid Cases § 1000 :
Java Pearson Chi-Square 5.432(h) 4 0.245
: Likelihood Ratic o 5722 4 0221
Linear-by-Linear Association 2324 1 0127
N of Valid Cases 1282 .
North Sumatra Pearson Chi-Square T 2.712(c) 4 0.607
Likelihood Ratio 3453 4 0.485
Linear-by-Linear Asscciation 0.504 1 0.478
N of Valid Cases 598

Source: WSSP Househeld Survey

502. So in conclusion the baseline profie suggests that thi key Lo understanding gender
differences between the project towns appears to be its very close relationship with income and
poverty issues. These selected resulis of the WSSP household survey and review of the BPS
SUSENAS data demonstrate that incomes, poverty related issues and location appear to explain
more of the differences than gender between the various project towns. Gender differences
appear to stem from these issues. In order to address gender, incomes and level of poverty of
the household need to be addressed as part of an overall gender strategy.
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3. WATER SUPPLY COMPOMENT

HOUSEHOLD AND COMMUNITY LEVEL

503. There is a considerable body of experience in applying gender issues to many rural water
supply projects in which women have been found to be the primary collectors, transporters, users,
and managers of domestic water and promoters of home and community-based sanitation
activities. In discussion, the project team agreed with the Ministry of Public Works (MPW} Cipta
Karya and ADB representatives in ‘Jagkarta that the vast majority of experience io date has
focused on such rural water supply projects. Based on the resulis of the survey, it was
questionable whether the observations in the literature from the ABB and other organizations
concarning time (and opportunity cost) spent on carrying water and the social role of water
collection may ke as valid in a more urban setting. '

504,  Data from the WSSP household surveys are mixed on this issue with differences found
between towns as to who is carrying water from public taps. Women and children {not
necessarly female children) were found to be doing most of this work in three of four locations.
Distancas are much shorer in these wrban settings. YWomen and children were stili primarily
respansible {it should pointed out that in many of the towns, the majority of pubiic taps are no
longer used). The maximum distance in these three towns was 76 metres. This suggests that
opportunity cost in time savings is considerably lower than in a rural setling. However, in distinct
contrast, Semarang in which the average distance was considerably higher (i.e. 142 metres} the
majority of water carried was carried by adult males as shown in Table 58 :

Table 59; Percentages of Water Carried and Avérage Distance by Sex and Family
Structure Public Tap Customer Target Group

Adult Male% - 3 .82 - 46
“sAdit Female%: = -+ R 3 RN R e 0 397
Child Male¥ 16 12 15
Chitd Febalets 0 514 T T N0 K0 T 6
Distance Metres 76 a7 142 i5 87

Source; WSSP Household Suivey

605 The project will reduce collection times far houssholds who chiosse to connect. However
it is also clear that distances in these urban settings are not nearly as far as could sometimes be
expected with rural projects. The findings are not as clear as would be expected from a rural
sefting. :

506. Another issue in the literature is the improved convenience and hygiene that will result
from a household connection and thus positively affect women's lives. The survey results suggest
that households with higher incomes were more concerned about convenience and beiter

. hygiene. Poorer households (the non connected groups or those from the South Sulawest and

Sumatra regions) were less concerned about these issues.

597, In Java, even though many higher income heuseholds had access o good potable water
from backyard wells, many still opted for a connection because of ils convenience and it was
more hygignic. For example in areas of Serang in Java, where good groundwater is available,
89% of PDAM customers said that convenience was an imporiant reasen for choosing to connect
and for hygiene, the figure was 81%. [n contrast, poor groundwatear guality {their previous sourcz)
was only an important reason for only 15% of customers. Also of those who don't presently have
a connection, the majority {73.4%) clearly wanted one which is shown in Table 60.
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Table 50: Reasons for Not Connecting to PDAM

Reason For Not Connecting . Frequency Percent Valid Cumulative
Percent Percent
Connection too expensive i7 56 119 119
Manthly payment too expensive 3 1.0 2.1 14.0
There are no connections available 105 M9 734 574
Current source 15 adequate 11 3.7 i.7 951
Already on waiting fist of PDAM 2 07 14 96.5
PDAM water quality is poar 5 1.7 35 100.0
Total : 143 475 100
Other Target Groups 158 525
301 F00

Source: WSSPF Household Survey

508.  This finding was also confirmed in the Sulawesi region for existing POAM custormers who
have the higher incomes. In contrast, for the group which was not presently connected {which
had significantly lower incomes) they did not want a connection even if offered. The most
imporiant reason was that they felt their current groundwater source was adequate (68% of
responses). It would appear that households with lower incomes may be prepared to put up with
less convenience and lower hygiene level due to being poorer. Such a finding has gender
implications as househeld connections clearly benefit wormen and children.

509.  in order to consider if female respondents felt more strongly about this issue, the resulls
were disaggregated by sex. Interestingly, no statistically significant differences were found due fo
gender, which suggests that lower income definitely overrides the gender implications.
Considerable evidence from UNDP rural water projects suggest that poverty is @ major barrier to
access to water supply and |eads to significant opportunity costs on women's time arid iabour.

*Poor women generally have less access to water supplies and greater
constraints on time and labour resources than other women or mern.
They are likely to be in poorer health and their children are al grealer
risk of water-related diseases. They therefore coufd benefit most from
improvements that bring water supplies closer to their homes. However
they are least likely to participate in the collective decision-making that
will brinrg this abowt™{ UNDP, 2003}

510.  “The reality is that a community is not a collection of equal people living in a particular
geographic region. 4 is usually made up of individuals and groups who command different levels
of power, wealth, influence and ability to express their needs, concems and rights. Communities
contain competing interest groups. VWhere resources are scarce, there is competition for supplies.
Those at the lowest end of the power spectrum, which often implies the poor, will go without.
Power issues place women in a disadvantaged position." (UNDP, 2003).

511.  The evidence from the WSSP project suggest that this is still true for the Sulawesi region
and North Sumatra regions which include smaller agriculturally based towns as there is still a
relatively low willingness to connect to the PDAM if there is'a viable alternative groundwater
source available. In contrast, in Java with much larger more urbanized project cities and towns,
households are clearly opting for the convenience and improved hygieng of the PDAM
connection. It also indicates a need for more marketing by the PDAM’s in Sulawesi of those
presently unconnected and poorer households fto better expfain the advantages of being
connected.

512.  The results of WSSP survey also suggest that the more urbanized area households want
to connect to the PDAM for a combination of the increased ccenvenience and also improved
hygiene. Anecdotal evidence from the Ministry, local consultant experience and it group
discussions alse indicated that reliability was an issue. It was felt that in urban settings many
more people want to just pay their money for a reliable service, and get on selfing their labor for
as much as they can get - and that attitude includes a significant propertion of women. |t was
also felt that community participation concerning wilingness to connect was much less an issue
than was considered necessary for urban sanitation improvements.
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513.  These findings suggest that ance a household obtains a connection there is a general
improvement i convenience and in the level of hygiene for wormen and their families. Being poor
appears to be the major barrier to many presently unconnected households. At the household
level there is a need to consider how to increase the poorer households’ awareness of the
advantages of a connection. Qne part of the gender strategy will be for the preparation of a
marketing strategy by PDAM's aimed at poorer households which would explain the benefits of a
connection. Qnce water supply connection is in the house we can then improve the lives of
women and children by focusing on sanitation.

514. The above discussion clearly suggests that low access to Water Supply does probably
impact on women more than men. On the institutional side, the PDAM is the entity which needs
o be targeted. The real issue is for PDAMs to start to accept some social obligations which have
been lacking in the past and how to make these organizations more pro-poor and more gender
sensitive.

INSTITUTIONAL LEVEL
515. The proposed approach to making PDAMSs services more gender sensitive would be to:

e A-Apply external presswe to PDAMs and local government by.

o concentrating on getting more women and representatives of disadvantaged
‘groups onto the proposed Water Supply and Sanitation Stakeholder
Committee(s)

o in the nstitutional planning process { known as LIDAP), include in the proposed
HRDY/ iraining of "sector leaders” 2 minimum quota of women and also gender
fand pro-poar) issues in the curricuia,

o devise and include some perfermance indicators on "gender eguitable service" in
the proposed performance contracts which have been recommended- that
PDAMSs and their local government owners negotiate

o in crezting and training the "local sector regufator”, ensure that wider community .
representation is included. The LIDAP proposals are framed in terms of an -
C inipirs” for tho performance contract proposed between the PDAM and local
guvernment owners. "Gendar sensitivity training” should be included

o Try to establish WS and Sanitation consultative {user) groups with significant
fermale reprasentation { such as in the Jakarta Water Supply Regulatory Body
which has already been done across Jakarta) - althougn it has been observed
that 3 markedly low level of female representation has bacome apparent]);

e B -Internally to the PDAMSs

o continug development of the “promoticn on merit" efforts o ensure more women
become directors (There are quite a fot of directors already
atthough considerably below 50%!)

o work with these women directors to find if they have ways of promoting the cause
{these women often no longer seeg issues in how services impact differently on
the sexes)

o create a sub-section with the "Customer Services Division” of each PDAM to
concentrate on improving pre-peoor and gender policies :

o include gender in sector training materials (as has been attempted hy the
PDANS' own association - PERPAMSI - but with limited success).

516.  Statistics on PDAM staffing levels, including malefemala split were collected as part of

the WSSP as well as on directors and governors. Consequentiy it will be passible to monitor

progress on these interventions and would form a solid basis for development of an action pfan.
4. SANITATION COMPONENT

517. There are women's organizations at the Kelurahan level {(e.g. the PKK) which are
generally participants in the LKMD and in some areas they do play a very active role in decision-
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making. Generally however, there is normally (ow representation of women in decision-rnaking
about funding for projects using ouiside gavernment resources, There is a concern that women's
views will not be systematically represented in decision-making bodies. This project provides
opportunities to close this gap. It will be important in the development of a sanitation strategy
flowing from the new water supply in each location to ensure that funding for women's
paricipation in projects will be encouraged by a requirement that for each proposal to be funded
that there should an agreed ratic given to specific projects for women's groups.

518. The sanilation component of the project will have positive impacts on family health and
hygiene and consequently be time saving for women as the major care givers particularly the
female headed households who have less chance of an alternative care giver.  Technical
Assistance will be included in the loan which il target neighborhood level women's organization
to develop the sanitation program.

Figure 19 Gender Action Plan within overall Kota/Kabupaten Sanitation Strategy
Sanitation Stakeholder Committes
" Palicy Deveiopment and Action [ , ,
Gender & Women's Issues Recommendations to DPRD and women's NGO's and reps
. } _ of PKK at CityTown Level
io be included in Planning . Mayor . L .
— — to ba included on the [
Process and Sirategy Made up of RelevantStakahoIders Committee. Set Agreed
Development Awarenass " including NGOrs, Academics and :
c . Membe Target of 35% women as
ampagns Pmmment Community Members at’ fult members
targe
¢ , _ 3
“Technical Atl\rlsnry : - Media and Liaison Task Group ' Cor\tsul‘tant Faciilitation
Committoe: : IR e T GIOMp |
_ Te.,l'm-:al Advice and AR Gofnrrgun'fty Consultation - - |_ Manaqmu & Fau!rtaung !he
- Assistance in Preparalmn R . S : Stralegy
- of Samtahon Strategy B S R : A T
L
g Prepam Clty'-'hda Sanitation 3
' " Girategy T
* Department{s} and/or Communities -
Prepare Componenis of Action Plan in
accordance with the Sanitation
: Strategy
Proposals prepared by Govt for larger
smle and Communilies at Kelurahan
fewel or lower
Sanitaticn Actions Plans are implemented as part
of a budgetary bidding process

Based on process and criteria agreed in the
Sanitation Strategy
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5§19. The Gender Strategy for sanitation wil be implemented as part of an overall
Kota/Kabupaten CBS Sanitation Strategy (see Figure 18). The key organization which would
coordinate the strategy would be the Sanitation Stakeholder Committee which would include
representatives from Gavernment, Elected Officials, Academics and Comrmunity members from
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Civil Society. The overall strategy will inciude objectives, criteria for selecting target locations and
groups. It will also include standards for physical works based on physical -criteria such as sail
type, rainfall and drainage charactenstics. There would an inventory of typical problems and
current exparience with how people live with their sanitation and how they perceive it.

520. Proposals prepared by community based and lower Jevels of government would be
subject to review by the Technical Advisory Commitiee before approval by the Stakeholder
Comrmittee using agreed evaluation criteria from the Strategy and input and comments from the
broader camminity.

521.  For promoting participation bi.r women a sub component of the strategy would agree on
ratios of proposals from gender based groups to be approved in combination with or in addition to
more straightforward public and community works.”

h22.  Atthis stage, the target sub-projects for gender interventions wouid be:
e«  Training and Cummuhity preparation and organization for CBS at RW/RT level

« Renovationsf Construction of kitchens and bathrooms in order to promote improvead
health and hygiene and efficiency in low income household and groups of households
involved in food preparation and distribution.

¢ Organizaticn and/or renovation of tertiary and secondary drainage in low income
neighborhoods at RT/RW leve!

¢ Planning, Organization and Strategic Location of MCK and Communal Septic tanks and
other BORDA style interventions

523. The resuits of the socic-economic survey in ail Kotas / Kabupatens indicated a
satisfactory degree of willingness for households (approximately 30% of households) 1o be
involved in CBS training for sanitation. An allowance for funding of a gender sub-component will
be included in the project budget. At this stage the gender strategy wouid be piloted it up to three
project towns and Jor Kabupatens. Implementation wawld not cccur until at least year 2 of the
project so that the overall sanitation strategy is in place to provide the agreed evalualiion criteria
and amount of funding to flow to women's participation in the project.

5. MNEKXT 3TEPS
524. In the first ycar of implementation a gender specialist would be included in the
implemantation tzam. The role of the gender specialist would be to prepare a detailed action plan

based on the strategy to improve the parlicipation of women in decision-making and to
mezinstream gender within the total project.

525 In order to improve women's involvement in dacision making the focus of water supply
will be at the household and institutional level. For sanitation, the strategy will focus on the
community and household particularly in those areas which have new household water
cannecticns.

526,  In order to mainstream gender within the total project, the following steps discussed in
previous sections will be necessary,

s Setting a target to employ/ensure women to participate in the Project Management Unit
(PMUY and Project implementation Units (PIUs) of the project.

o The target should include inclusion of a gender specialist to further develop a detailed
Geander Action Plan {GAP) and monitor implementation during implementation of the
praject.

» The development of marketing campaigns in poorer areas to explain the benefits of a
household connection.

¢ Setting targets for women in the Stakeholder Committees to ensure womern's needs and
priorities are taken into account in - develoning proposals for sanitation,

= Training an gender issues for all POAM's, PMU, PIUs, PDAMs, RW and RT level staff to
increase understanding and sensitivity to gender issues as detailed in above sections.
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e Training on gender issues for school teachers, heaith workers, religious leaders involved
in the community based sanitation program

= Mainstreamn gender issues within the new rurriculurm on WSS for school children {e.g.
ensure that methods ilfustrate roles ana responsibilities for both males and female
children—and not portray traditional gender roles)

w The same method should be applied for all materials used in campaigns etc.

» Target women in training oppeortunities for maintenanca of WSS facilities where
appropriate

» Target women for employment appartunities in renoations and construction of kitchens
and bathrooms in the samitation component

»  Target as percentage of funds for sanitation action plans for proposals specifically
prepared by wamen's groups.

F. LAND ACQUISITION AND RESETTLEMENT IMPACTS

1. INTRODUCTION
527.  ADB resettlement policy states that .

'Resetlemant will Be "significant” where 200 or more people experience major impagls. Major
impacts are defined as involving affected people being physically displaced from housing and/or
having 10% or more of their productive, income generaling assels fost.”

“nvoluntary resettfement” addresses social and economic impacts thal are
permanent or temporary and are

(i} caused by acquisifion of land and other fixed assels,

(i) by change in the use of land, or (iif} restnclions imposed on land as a resuft of an
ADB operation. *

528 An “affected person” is one who expefiences such impacts.

INDONESIAN POLICY ON LAND ACQUISITION

520, GOl has its own policy on land acquisition which was recently revised as & new
Presidential Regulation No 36, 2005. This policy supersedes its previcus policy of Presidential
Regulation No 55 of 1993. The new palicy has accepted that replacement value of land to be
interpreted as market value as well as taking into consideration the NJOP or tax value of the land.
The main point of depariure from ADB Resettiernent Policy is the new provision where there may
be an extended negotiation concerning land required for a public purpose {eg. for water supply
and sanitation projects like WSSP). The provision allows a “public” project to proceed to
implementation even if private landowners in the dispute have not reached agreement about land
value. The provision cannat be enacted until various statutory time iimits have been exceeded for
coming to agreement. These provisions have bean enacted in order to overcome project delays
that have occurred in public projects due to exlended land acquisition negetiations and
subsequent legal proceedings.

2. LAND ACQUISITION AND RESETTLEMENT

PROCESS

530. During May 2005, a iand Acquisition and Resettlement Checklist was transiated,
distributed and explained to all PDAM's and Local Governments. The local social development
specialists on the team then visited the sites using a rapid appraisal method that needed to be
acquired using a rapid appraisal method and discussed the project with local people.

531, In July 2005, an additional request was sent via Fax to all participating PDAM's in order to
ensure that all information submitted was accurate and to confirn that consultation had been
carried out with all owners of sites to be acquired.
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PRESENT STATUS

832 Far one site, Kabupaten Bogor, no land acquisition or resettiement is required. As at the
time of preparation cf the Final Report the total land acquisition far the WSSP Praject required for
other sites still in the project was 3.5 hectares. The total land temporarily affected for construction
of pipeline comidors {RoW) was 1.3 Ha. This RoW land will not be permanently acquired and is
only required for the construction pericd which is anticipated to take 4-6 manths.

Table 1. Areas of Land to be Acquired

em o Units: Serani - Maros  Jenmepantd.: Barrisf Palopo | Bandung'i TapTeng (' Total
Intake fsec 220 220 150 75 250 600 100 1615

CNEwWIP . Wsec. o200 200 - R el T 200 Y s00% s - 00 (810328
MNew Resamvor Cum 4000 3000 500 50{) 1,700 9.000 1,000 19,700
Starage

" Land Estimate infaké  sqm, " S80° 380 SRT L A00% 72000 (T L a00 Lt S0 18dr a0,
Land EslfmateWTP sqm 3.000 7000 © 3700 3,500 2100 - 5.000 3370 27570
‘Land-Estmate . - - sqm 15-:10. 1,000 27200000 2205570600 . - a0 3307 -3850.
./ Rasemveif . - T S CT LA TR AR T T st AR
Total Land excl sqm 5030 8,380 4000 4020 3.000 B.000 4,080 34550
RoWw

ReW -, S semt 3,900 o AT 1500; ST,500 T o 8,000, “'12 90071

MNote: Land to be used for the Pm;e-::t in Bogor is a1ready nwned iy the FDAM and is non-producﬂve

533 The total number of owners affected for the seven sites is eight only. There is no existing
population living on any of the sites. There are no potential livelihoods issues on any of the sites.

Table §2: Status of Cwnership and Occupatlon of Land to be Acquired

L A IR Fdea_nd Toeds M- -

Serang Private 1 owner a Non Productive Land
.Bogor =1 T Previcusly Adguired ! o0 - 45 NoWProductive Tand

Maros Pn'vét.e.:l owner - Bamboo Supplemenls Inc.nrne
Tdgrieponto 7.7 . Private Towner 7 NorPigductive Land

Barru Private 1 ownar Non Productive Lar;d
cRalbps [T Pvate 2 Qwiers i1, 07 ¢ L NG Liiid T

Bandung F'riu.atei Cwmer | Non Productive Laﬁd o
Tapanui Tefgah " | Plate 1 st 1550 NP Ui T

Total 8 Private Cwners 0

534.  All locations are non-productive emopty land or land already acquired for previous projects.
The impacts of the project on land acquisition and resettiement were summarised for the
remaining sites and are set out in Table 61 and Table 82, Each of the proposed siles is now
described in more detall below.

MAROS
LAND ACQUISITION AND RESETTLEMENT

535. The Project in Maros has a very smail amount of land 1o be acquired and there will be no
involuntary resettlement required. The total land required is 0.838 Ha {8380 M2). The land is
required for a new intake, a water freatment plant and adjoining reservoir. The {and that will be
temporarily affected for the construction of the pipeline corridor to the reservair runs along public
road,

536. The land to be acquired s located in Kelurahan Borong in Kecamatan Tanralili and is
presently owned by one owner (Mr H Faisal Abidin) (Cenrtificate SHM No 705/1997) who does nat
live on the land. it is of very poor capability {described as Kebun Bambu} and is unproductive
except for the occastonal use of the bamboo on the land which is used for domestic purposes and
is sometimes a small source of income if it is sold. There is no other person presently living on
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the land so there are ng livelihocds affected by the project. The owner has been informed that
the FDAM wishes o purchase the fand and the negotiation will be carried out in accardance with
the requirements of the ADB policy on involuntary resettlament and Indonesian Law.

SERANG
LAND ACQUISITION AND RESETTLEMENT

637.  The Prgjeci in Serang has a very small amount of land to ba acquired and there will be no
involuntary resettlernent required, The tatal land required is 0.508 Ha {3080 M2). The land is
reguired for a new intake, a water freatment plant and adjoining reservoir. The land that will be
temporarily affected for the construction of the pipeline corridor to the reservoir totalling 3090m?2
runs glong public road

538. The land to be acquired is located in Kelurahan Gelam in Kecamatan Cipocok Jaya and
is presently owned by one owner (Mr D Leo) [ Cenificate SPPT Ne 36041500070190076) who
does not live on the land. It is of very poor capability {described as Kebun Umum} and is
unproductive axcept for the cccasional use of some fruit frees on the land which are used only for
domestic purposes. There is no other person presently living on the fand so there are no
livelhoods affected by the project. The owner has been informed that the PDAM wishes to
purchase the land and the negetiation wiil be carried out in accordance with the requirements of
the ADB policy on involuntary resettiement and Indonesian Law.

BANDUNG

LAND ACQUISITION AND RESETTLEMENT

539. The Project in Bandung has land to be acquired but there will be no involuntary
reseltlemed 1equirea. The total land required is 0.5 Ha (5000 M2). The land is required for a
water treatment piant and adjeining reservoir. The land that will be temporarily affected for the
construction of the pipeline corridor to the reservoir is located is some 0.6 Ha (6000 M2) and is
located near the treatment plant in Desa Sukamaju Kecamatan Cimaung.

540. The fand to he acquired is located in Kelurahan Cimaung in Desa Sukamaju and is
presently cwned by a single owner {Mrs Onang H) (Certificate SHM No 050} who does not live on
the land. Itis un-productive land which is now uneconomic to farm and therefore lays idle. There
is no other person presently living an the land. The owners will be offered land of equivalent
capability in the immediate vicinity as an alternative to cash compensation if there is suitable land
available. The owner has been informed that the PDAM wishas to purchase the land and thse
negotiation will be carried out in accordance with the requirements of the ADE policy on
involuntary resettlement and Indonesian Law

JENEPONTO

LAND ACQUISITION AND RESETTLEMENT

541.  The Project in Jeneponto has a very small amount of land to be acquired and there will be
na involuntary resettlement required. The total land required is 0.4 Ha or 4000m2. The land is
required for a new intake, a water treatment plant and adjoining reservoir. The lang that will be
temporariy affected for the construction of the pipeline corridor 1o the reservoir runs along public

road.

542. The land to be acguired is iocated in Desa Empoang in Kecamatan Binamu to the
northwest of the town of Jeneponto and is presently cwned by one owner who does not live on
the fand. It is of very poor capability (descried as Kebun) and is unpreductive except there is
accasional use for cattle grazing and wood collection for demestic purposes. There is no cther
persan presently living on the land so there are no livelihoods affected by the project. The owner
has been informed that the PDAM wishes to purchase the land and the negotiation will be carried
out in accordance with the requirements of the ADB policy on involuntary resettlement and
Indonesian Law.
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PaLorPO

LAND ACQUISITION AND RESETTLEMENT

543.  The Project in Palopo has a very small amount of land to be acquired and there will be no
involuntary resettlement required. The fotal land required is 0.3 Ha or 3000m2. The land is
required for a new intake, a water treatment plant and adjoining reservoir. The land that will be
temporarily affected for the construction of the pipeline corridor to the resenvoir runs along public
road.

544, The land to be acquired is located in Kelurahan Battang in Kecamatan Telluwanua to the
northwest of the town of Palopo and is presently owned by two owners (Mr H Raiman ,2000m2
and Mr Suaeb Sald ,1000m2) who do not live on the land. it is of very poor capability {described
as Kebun ) and is unproductive except there is occasional use for catile grazing and wood
collectton for domestic purposes. There is no other person presently living on the land so there
are no livelihoods affected by the project. The owner has been informed that the PDAM wishes to
purchase the land and the negotiation will be carried out in accordance with the reguirements of
the ADB policy on involuntary resettlement and Indonesian Law. :

BARRU
LAND ACQUISITION AND RESETTLEMENT

543, The Project in Barru has a very small amount of land to be acquired and there will be no
involuntary resettlement reguired. The total fand required is 0.402 Ha or 4020m2. The land is
required for a new intake, a water treatment plart and adjoining reservoir. The land that will be

Aemporarily affected far the construction of the pipeline corridor to the reservoir runs along public

road.

548, _ The land to be acquired is focated in Kelurahan Palamo in Kecamatan Mallusetasi to the
north of the town of Barru and is presently owned by one owner ({Mr H Ismail ) who does net live
cn the land, it is of very poor capability {described as Kebun} and is unproductive except there is
occasional use for catlle grazing and wood collection for domestic purposes. There is no ather
person presently living on the land so there are ne livelihoods affected by the project. The owner
has been informed that the PDAM wishes to purchase the land and the negotiation wili be carmed
oul In accorgance with the reqguirements of the ADB policy on inveluntary resettlement and
Indonesian Law:. :

TAPANULI TENGAH
LAND ACQUISITION AND RESETTLEMENT

547.  The Project in Tapanuli Tengah has a very smail amount of land te be acquired and there
will be no involuntary resettlement required. The total land required is 0.4 Ha or 4080m2. The land
is required for a3 new intake, a water treatment plant and adjoining reservoir. The land that will ha
temporarily affected for the construction of the pipeline corridor to the reservoir runs along public
road.

548, The land o be acquired is located in Desa Huta Nabolon in Kecamatan Tukka to the
northwest of the town of and is presenily owned by one owner who does nat liva on the land, tis
of very poor capability {described as Kebun) and is unproductive except there is occasionat use
for cattle grazing and wood coltection for domestic purpases. There is nc other person presently
living on the land so there are no livelihoods affected by the project The owner has been
informed that the PDAM wishes io purchase the land and the negotiation will be carried out in
accordance with the reguirements of the ADB policy on involuntary resettlemant and Indonesian
Law.

549 For the sanitation component there will be no delineation of and acquisition -of land
identificaticn of and any resettlement impacts until at least the second year of implementation of
the loan. The proposed sanitation investments have been very small and their land requirermnents
are in some inner urban locations where it is possible that land acquisition and a small amount of
resettliement would be necessary. To address this possibility, ADB policy provides for the
preparation of a resettiement framework.
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“For ADB equily investments, loans, and/or guarantees, including through financial intermediaries
© with investments, subpicjecls, or componenis that have nol been selected or prepared before
appraisal and that may involve involuntary resefflement, a reseltierment framework must be
submitted. A reseltiernent frammework sets out the broad magnitude of the scope, together with the
policy, procedures, and capacily-building requirements for preparing fulure Subprojects,
components, or invesiments.”

550. Al Districts and/or communities are to be required to submit certified letters establishing
the present status and ownership of any land reguired far project impiementation.

551. A Resettlement Framework has been prepared for the unlikely situation where such
unanticipated resettlement impacts occurred during implementation of the project.  The
resettlement is attached as part of Appendix D.

G. INDIGENOUS PEOPLE

552.  The following is a2 working definition of Indigenous People:

Indigenous people “should hie regarded as those with a social or cultural idenlily distinct from the
dominant or mainstream society, which makes them vulnerable fo being disadvantaged in the
pracesses of development” The Folicy on indigenous people includes further description as

follows:

“Twa significant characteristics would be (i) descent from population groups present in a given
area, most often before modem states or termitories were created and before modem borders
were defined, and (i) maintenance of cuttural and social identities, and sccial, economic, citural,
and poiitical inshitutions separate from mainstream or dominant societies and culfures. In some
cases, over recent centuries, iribal groups or cultural minorities have migrated inlto areas o which
they are not indigenous, but kave estabiished a presence and centinue to maintain a definite and
separate sorial and cultural identity and refated social instifulions. In such cases, the second

idenlifying characleristic would carry greater weight. ... .
553. Addtional characteristics often ascrbed to indigenous peoples inctude:

xii. self identification and identification by others as being part of a distinct indigenous cultural
group, and the display of desire to preserve that cultural identity,

xiii. 2 linguistic identity different from that of the dominant society,

xiv. sncial, cuttural, economic, and politica! traditions and institutions distingt from the
dominant culiure,

xv. economic systems oriented more toward traditional systems of production than
mainstream systems, and

xvi. unique ties and attachments to traditional habitats and ancestrai territories and natural
resources in these habitats and territories.

indigenous peoples afso are described with reference fo their ways of life. In many cases,
indigenous pecples live in separated communities or cuitural or ethnic groupings. Such
communities and groupings often are located in areas geographically distant from urban centers
and often function at the periphery of the pofitical, social, cultural, and econamic systems of the
dominant or mainstream scciely. Al the same time, however, it is not unusual fo find indigenous
peoples communities on the fringes of urban areas, comprising indigenous pecples who have
migrated but remain distinct from the mainstream - The Bank’s Policy on indigenous Pecples,

April 1998

§54. The above definitions were used by the study team in order to discuss the presence or
absence of any groups fitting any of the above characteristics. The only characteristic that was
unigue to all three regions was linguistic identity. Even within Java there are differences in
languages between West Java (Sunda) and Central Java (Javanese). There are also religious
differences between North Sumatra which is predominately Christian whilst the other two regions
are Muslim. However, none of the population groups that make up these areas could be
considered as not following a predominately mainstream market based urban ecanomy. Based
on the results of the fieldwork in each location there were no indigencus people’s groups found in
any of the proposed locations for the proposed project which were predominantly urban or on the
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urban ruraf fringes Conseduently no impacts on indigenous people resulting from the project are

-anticipated and it was agreed with the Bank that an Indigenous Peoples Framework was not

considered necessary.

H. IMPACT ON LABOR

555.  In order to estimate the overall impact of the project on the labour of water sellers an
analysis was conducted of water seller behaviour toc consider how many households can be
reasonably serviced by one seller on a cenlinuing basis. Buying water i8 common across all the
Towns and Districts and in some areas there is high dependence on water sellers to supplement
normal water sources and in same pooier areas where shallow wells are \imited or have become
poliuted or saline, there is virtuaily total dependence. Competition can be intense but pricing still
tends to be directly proportional t¢ the distance from the source supplier. A& combination of the
results of the SUSENAS survey percentages of peaple buying water and those from the WSSP
survey results were adopted as the SUSENAS definition is ambiguous and may include bottled
water sales and thus tend to maximize or overstate the resulting labour effects.

556. A typical per capita cansumption of between 20 to 30 liters per day was used to estimate
that on average each household could consume up to a total of 150 liters per day. A water seller
could be reasonably expected to supply up to 1600 fiters in each day which is equivalent to 4 by
400 liters gerobaks {push carts of water) per day. The analysis concluded that one water seller
may be servicing from 50 to 100 households. The results show that in general terms, the impact
on labour s minor in terms of total full time jobs lost. As may be observed in the table the only
location which exceeds 35 jobs is the Semarang which has an unusually high dependence on
buying drinking water using the SUSENAS definition. The results of the analysis are shown in
Table 63,

357. It is considered that with this level of impact that such workers will simply move their
focus of cperations to neighbering areas which continue not fo be connected to the. BDAM.
These figures may aiso overstate the impact as not all households in newly serviced areas will
choose to connect to the PDAM. Alsa, connected households will not necessarily stop using
water sellers but may supplement their PDAM supply if there are service difficullies.

558~ Another mitigating factor is that in the areas o which there is new PDAM water supply
there wilt also be sanitation projects which will preduce on-going unskilled labour jobs for the
construction and rehabilitation of neighbornood and local drainage, bathroorm, kitchens and septic
tanks and public facilities. These employment opportunities will start after the preparation of the
Town or District Sanitation Strategy and Preparation of Community based action plans and
proposals at the local level.

Table 63: Impact of the WSSP Project on Unskilled Labor
Location SUSENAS 2003 New Househnlds Total Jobs
% Buying Connections Using Water Paotentially
Dnnkrng Water Houscholds Sellers Affected
Central Tapanuli. . ) 271 82707 . 1609 PR i
North Tapanuli 15.8 8,050 1,272 13
Pangkal Pinang Municipality -~ .7 7 178 ‘10000 . 1780 . . 18
Bogor 10.3 18,900 1,847 19
Bandung =~ . - s 13.8 © 250640 0 i34B4.7 5 . o35
Ciamis 8.2 1,450 128 1
Pemalang _ . 16.8 10000 . . 188D . - 0 17
Semarang Municipality 738 40,000 29,520 295
Serang S 7.3 21200 - 1548 - 15
Jeneponto 18.1 9,700 1,756 18
Maros 1.1 13,200 ° 1,485 15
Barru 3T 7.200 2,210 22
Sidenreng Rappang : 8.1 13,000 1083 . 1
Luwy Utara 57 11,550 658 7
Total / Average . ' B 180 - - 195584 - .~ 37077 .. 3

Source: SUSENAS & WSSP F'm_ject Team
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5553  Another mitigating factor is that in the areas to which there is new PDAM water supply
there will alsa be sanitation projecis which will produce on-going unskilled labour jobs for the
construction and rehabilitation of neighbourhood and local drainage, bathroom, kitchens and
seplic tanks and public facilities, These employment opportunities will start after the preparation
of the Town or District Sanitation Strategy and preparation of community based action plans and
proposals at the local level.
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VIIL.FINANCE AND ECONOMICS

A. INTRODUCTION

560. Project and loan feasibility requires consideration of a range of factors, certain of which
are project and others more agency based, eq:

e Project Feasibility:

o technical ability to implement, g can the project be built to provide the expected
output;

o demand for the project cutput at the tariffs required — for water supply, this
requires consideration of demand for connections and for water from those
connection;

o institutional ability to fund the proiect, given specific national funding modalities;

a institutional ability to implement the works, given specific implementation
modalities and aijowing for the implementing agency's paricular experience;

o financial ability to contral and monitor implementation, given ag above,

o pelitical feasibility of making cash advance or eguity injections to finance needs
which cannot realistically be covered by tariffs;

o affordability effects of required tariffs;
o political feasibility of implementing required tariffs,
» Project Viabiiity:

o project financial DCFARR analysis, which compares financial returns with the cast
of capital,

o project economic DCF/RR analysis, which compares the casts of project supply
with the.economic costs of altemnative supplies,

o consideration of project risks and uncertainties.

581, Al of these, apart from “technical ability” and “institutional ability to implement the works”,

fall under the general heading of finance and economics. Often, however, only the items givan
under project viability are so considered.

862.  This part of the Final Report starts with averall prject costs and financing in ADB format,
It then covers the following items: (a) regional government historic and forecast performance; {b)
regional government borrowing capacity; (¢) PDAM historic and forezast performance; {d) PDAM
tariffs; (e} demand for PDAM water; (f) water supply sub-project costs, financing and financial
analysis; {g} sanitation sub-project costs, financing and financial analysis: (h) water supply sub-
project economic analysis; (i) sanitation sub-project economic analysis: (1) sensmmt; anzlysis; {k)
affordability analysis; (1) financial management capabilities.

B. LoAN PROJECT COSTS AND FINANCING

1. ASSUMPTIONS

563,  Loan project costs and financing have been prepared in accordance with the Guidelines

for the Financial Governance and Management of Investment Projecis Financad by the Asian
Levelopment Bank, January 2002. It is known that these guidelines are being updated and further
assistance was oblained from a June 2004 Mathodology Note and from the ADB directly.

564.  Project costs have been derived from base engineering costs in mid 2005 prices by the
addition of physical contingencies (3% for procurement and Technical Assistance and 10% for
civil works}, Foreign exchange has been taken as 10% of proccurement and at specific rates for
Technical Assistance derived from the cost estimates given in Section IV. Value added tax at
10% has been added to all items except land and resettlement and administration. Project cosls
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in numinal prices have bgen obtained by the assumptions of {a) locai inflation at 7.1% in 2005 and
5.5% thereafter (as provided by the ADBY; (b) foreign inflation at 3.0% in 2005, 2.8% in 2006,
1.9% in 2007, 1.0% in 2008 and 6% thereafter (manufacturers' unit vaiue rates obtained diractly
from the World Bank. The rupiah US$ rate has been forecast using comparative local and US
GDP inflation rates {as now recoermmended by the World Bank who give 1.9% in 2005, 2 1%, 2.3%
2,7%, 2.7% and 2 4% in 2010 and thereafter).

565. The ADB ioan to GOl will be on-lent in rupiah to local government and, probably through
them, to the PDAM. The terms expected for the on-lent loan are the Libor rate at the time of
disbursemant pius 5.01%%, to cover forex risk {3.89%), default risk {0.78%), bank fee {0.25%) and
administration {0.10%). The forex rate for on-lending will be set at time of loan disbursement®.
Since this could be over five years, the best estimate for Libor is provided by the S-year fixed
swap rate, which as of August 19, 2005 was 4.54%. |n accordance with standard ADB practice,
this rate will also be assumed for the ADB loan to GOI. This implies an on-lending rate of 9.55%'°,
In addition there will be commitment charge of 0.75%. The standard ADE front end fee is 1.0%. If
the loan is signed before mid 2006, this fee will be waived but the ADE have instructed the
consultants to include it at this stage. The lpan will have a capitalization/grace period of 5 vears,
followed by a 20 year repayment period. Following Law 33/04, the charges and the loan terms wiil
be passed on to the sub-borrowers.

866. In additicn to the main ADB lcan from its ordinary capital reserves, it is expectad that an
ADF loan will be made available. This is expected to be limited to USS 10 million but will have
1.0% interest during an 8 year grace pericd and 1.5% interest during the following 24 year
repayment period. There will be no other charges or fees.

567. The ADB loam.and ADF ipzn are expected to cover 70% of project costs and this has
been assumed. The local government is expected 1o fund land acquisition. in order to even out
tariff increase requirements, it has been necessary to ask the local government to finance or pre-
finance cedain PDAM investment in early project vears. If it is pre-finance it could be repaid from

user connection feas later in the prgject, oo shown in Table 86 below.

568. The ADB is now preparing a seclor loan covering Regional Government Finance and
Governance Reform and it is planned that this will provide a Ragional Government Budgeting and
Data Collection and Analysis System (SIKD) for 100 RGs under MOF. The intention is thar these
will include the WSSP RGs. The cost of each system is Rp 118 million {(US% 118,000). These
systems will be provided to the RGs as grant and the ADB suggests that this be considered as
caunterpart funding for WSSP (for this reason it is included central grant funding in the financing
tables. A sirmnilar Regional Financial Management Information System {FMIS) will also be installed
under the sectar loan in 40 RGs. These will cost Rp 182 million each but the program is under the
control of MOHA who are not willing to redirect them-to WSSP RGs.

569.  in generai, GOl has expresses an unwillingness to consider grant funding of APBN funds
to RG, apart from that covered by existing budget balancing and funds allocation procedures.
Bappenas, however, say that they would be wiling to consider on-granting from foreign ioan
receipts for non-revenue eaming projects or for Technical Assistance but that existing
mechanisms to do this do not cover urban infrastructure. The Directorate of External Funds
Management in DG Treasury is in the process of preparing an implementing PP and an
operationaglizing KMK which might address this problem but their exact contents are uncertain.
Bapeki, the MOF Agency for Fiscal Analysis, say that until such mechanisms are in placa it is not
passible to include on-ending and on-granting from the same foreign loan. The Planning
‘Directorate of the Ministry of Public Works and the ADB, however, consider that mechanisms o
use central grant funding of ADF loan funding for sanitation and institutional or capacity buflding
projects will be foung and have instructed the PPTA consultants to inform regional governments
that this should be assumed in SPAR preparation.

570.  Sanitation projects as now defined include a sludge treatment plant (IPLT) at Serang and
pilot sanitation projects at each RG. A package inciudes 3 community sanitation centers [CSC), 3
simplified community sewerage systems (SCS) and toilet facilities at 20 schools. The larger RGs,

® This number was changed recently from 5.02%. This rate, and the other an-lending assumptions given
might change.,
¥ Since ADB loan interest is set over the life of the loan at Libor spot rates, the mark-up also includes a Libor

rate risk,
'® Central govemment representatives have been telling RGs that the rate will be lower than this, around 8%.
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-Bandung, Bogor and Semarang, are assumed to have two packages each. Discussions on on-
‘granting these facilities are continuing and the ADB have instructed the consultants to assume

on-granting for the pilot projects but not for the Serang IPLT.

571.  Forthe Serang IPLTY, the RG is expected to supply iand and other equity to finance 30%
of fixed investment in tatal. The remainder will be financed by an ADF loan, on-lent to the RG. A
mark-up of 5.02% on the ADF rate has been assumed in the IDC calcutation. For the pilot CSC
and SCS sanitation projects, the RGs have been assumed to provide land as necessary and
users 10% of the project costs. All other sanitation costs are assumed to be financed by on-
granting of an ADF toan.

572. Technical Assistance includes: {a) development consultancy (DBO and AMDAL); (b}
project management; (¢} regional government support for SIKD and LIDAP; {d) PDAM support for
FOPIP. There remains the possibitity of bilateral funding to finance, for example, PDAM capacity
building (FOPIF). This has not yet been agreed and the ADB have instructed the consultants not
to assume it. Therefore all forecast Technical Assistance costs are assumed to be funded by the
ADF loan, to the extent that it is sufficient, and then by additions to the main ADB loan, All
Technical Assistance is assumed to be on-granted to RGs.

2. PROJECT COSTS

573 Proposed costs of each sub-project are shown in Table 105 below. QOverall project costs
are given in various ADB formats in the following tables. A breakdown of sanitation project costs
is given in Table 110,

Table 64; Project Cost Surmmary (US$ Million)

. Bt T L

‘Description - }Foreign Exchange; | LocalCurrancy “Total Cost X 20
"A. Base Cnsts [mcludlng taxes] o - .

Wy SUBPIY.F T T s B e R0 B BB B
2z Samtatmanearth a1 53 54

.-3: Technical ASsistance ~* 770 7 SR LT LTI aBg T BT ' :
Subtotal (A) 58 82.9 Ba.7 69%
CBi€ontingencies Tl L il T R T e e SRS
Mhysiza! 03 5.3 B

CBrdel; s AR e s L e A

Subtotal (B) : 0.6 19 3

‘C.Financing Gosts™ T ... T e TR L S
IDC, Ch‘arges& Feea 11.7 34

SSubtetal'(C) Il U i Ty L AT R B 200 e
Total 18.2 1190.5 128? 100%
Note:

1. The costs in the above and following tables refer to a project scope covering eight losations - Kab
Serang, Kab Tapanuli Tengah, Kab Barru, Kab Jeneponto, Kab Maros, Kot Palopo, Kab Bandung and Kab
Bogar.

2. Local currency IDC etc is the 5.01% mark-up charged by GOl 10 subr-borrowers

Table 65 Nominal Project Costs by Sector {including taxes, contingencies and IDC)
‘Sector:- - - 7 7~ . RpBillien - <. 7 USSMillion .. . Total % |
’ FE Laocal Total FE Local Total
Water.Supply - 134.9 89334 10682 123 870 98.3. . 77.2%.
Eanitation /Health 20 731 a1 0.2 %) 7.0 5.4%
Technical Assistance . §4.4 1800 . 2414 57 167 2724 - 174%
Total 1983 11865 13848 182 1103 1287 100.0%
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277
16
266
27
2.1
2.3
1.5
1.5
0.2
45
o0&
0.An
4.8
48
.7
88.7
5.6
14.3
108.6

186

0.5
128.7
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. Table 66: Project Costs by Type and Gurrency
Description . Rp Billion US$ Million
Forgign Local Total Foreign Local
Base Costs
Procurement, WS 296 2668 2964 28 250
Procuremant, Sanitation 0.6 5.6 8.2 01 05
Civil Works, WS 0.0 2847 2847 0.0 26.6
Civil Works, Sanitation 0.0 287 287 0.0 27
tand and Resettlement 0.0 221 221 o0 21
Design 0.0 245 245 0.G 23
Supervision 0.0 15.7 15.7 0.0 1.5
Administration 0.0 16.4 16.4 0.0 1.5
Dev. Cans. {DBOJAMDAL) 10 1.5 25 01 0.1
Froject Management 16.5 321 48 5 15 an
Healih & Hygiene 0.0 88 B8 0.0 0.8
RG Support (SIKD} 3.2 5.2 B4 03 a.5
RG Support (LIDAP) 58 456 51.4 0.5 4.2
. PDAM Support {FOPIP) 58 4586 51.4 05 42
Taxes & Duties 0.c gz2.v2 82.7 0.0 7T
‘Total Base Costs .~ 625 8859 0484 58 529
Physical Contingency 34 57.2 60.3 0.3 5.3
‘Price Contingency 38 1503 1541 03 139
Fixed Investent Cost 694 10634 11628 8.5 1021
CADB/Subloan IDS 2. ) 12600 908 2167 114 B2
ADF/Subloan IDC 3.0 2.3 52 03 | 02
""Fotal Funding Required 1983~ 1,185 1,224.¢ 182 1105
Table 7. Project Costs by Type and Year (Rp Million)
Tiwestment 77 " Total) 2006 2007 2008 2009 © 2010
(Base Rp M)

. Procurement, WS .. 2526 ' 0.2 1634 B52°] 228." 0O0.
Precutement, WS Conn. 358 0.0 15 8.9 17.2 7.2
* Procurement, Sanitafion - 620 00 21 2B, 186 00’
Civil Works, WS 2670 00 1540 808 322 0.¢
- Civil Works, WS Conn. 17.7° 00 15 7.2 668 - 24
Civil Works, Sanitation 287 24 8.0 11.3 GO 0.0
_Land and Resettiement - 221..29 65 75: 52 Qa0
Design 245 6.4 7.2 6.8 4.0 0.0
" Supetvision 157 43 48 44 25 0.0
Administration 16.4 o3 9.0 1.9 2.2 0.0
‘Dev.Cons, (DBO/AMDALY . 25 . 25 -~ 00 00 00 00
Project Management 48.5 44 175 185 112 00
: Health & Hygiene * 88 .32 20 12 t2. 12
RG Support (SIKD) 8.4 42 42 0.0 0.0 0.0
: RG Support 3 IDAP) 514- '40.2 116 108. 96 92
PDAM Support (FOFIP) 514 102 116 108 9B 9.2
‘Taxes & Duties ™ 8272 48 - 399 227 124 29
Total Base Costs 9484 559 4548 2616 1442 320
% Physical Contingency - 60.3. 2.2, 303:17.2 88 1.7
Price Contingency 1541 37 570 483 353 9.8
: Fixed Investment:Cost . -:1,162.8 - 61.8 5420 3271 1884 435
ADB Subloan IDC 216.7 72 187 460 654 795
CADFIDC . I L N2 el oS 1A 18l Al
Total Funding Required 69.1 5612 3742 2554 1249
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Serang ' 45 1163 1208 04 10.9 114 a_a% 105%
Bandung 84 - 2309 - 2403 09 #1625 A75% 20.7%

' Dev, Cons (DBOAMDAL) - . 12~ 247" ~:33 0.0+ 02y 085
Project Management 20 2 4&_1.4 546 1.9_ 4.1 6._0 4.7% _ 5 5%
TRGSUPPORISIKDYT B T2l T2 04 0T T A O A %1

PDAM Suppért (FOPI): "% 182  '§52 " “Te8a 5597 oy
3657 1800 2158 33 167 201  156% 13.5%

Subtotal
i ' SAOFT Y684 10934 146287 6.5 02110861 B4a% 1 100.0%
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Table 66: Froject Costs by Sector and Place {Ncmmal Prices Including Taxes)

CiUSS Mllllon
E Lac:al Total

I Daseription T

R
M

I Total% " Total%. -
Excl IDC

Barru 14 25 338 041 31 32 2.5% 2.9%

Bogor™ v iRt 78 . 2220 ¢ 22080 07 20705294 m167% .7 197% ¢

Maras 28 651 58.0 03 &1 £3 4.9% 5.8%

Aeneponto:, v s T T 0 40307 420 - 0.2 3803900 D% A e%

Falopc iz 928 66 0.3 86 S0 7.0% B8.3%

Tapteng: . .. . 1B 426 D 442 .02 740 .4t U 32% -, . 38%.

Subtotal - WS 2% B4alE 8155 21  T8E B19  63.6% 75.4%

Serang IPLT 02 182 183 00 17 17 - 13%  16%

~CSE Sanitation, Bilot - 77 0 184 - A85---00 - AT AT -1.3% 0 U 16%.

355 Sanitation, Pilot 0.4 7.6 120 00 1.6 1.7 1.2% 1.5%

" School Sanitaton; Pilot-- . 0.0 S50 . 50:000.50:8 7 0507 0:4% 0 0.4%

Health & Hygiene 0g0 1.7 117 00 1.1 1.1 C.9%

Technical Assistance

RG Suppart {LIDAP) 52 632 684 05 59 63
05 EEYT 6

-

oG Ftnanclng Cosis 3573 1BOO4 21577

Water Suppiy. - 0t018, L8081 1927 0.2 482 T4 DSRS0

Subtotal>Banitation 7. . 707 708 - T15 00 506671 6T A5 2% 7 8%

Y OA%Y. . 03%”

4 9% R A%

Sanltaﬂonudeanm 1.3 2.3 34 04 0.2 0.3 0.3%

Téchrical Astistance, 257 00 C2R7EY 230 0T 2340 Brgn

Subtotal, IDC 128.9 93.0 2220 117 g4 200 15.6%

3. PROJECT FINANCING

“Totalsizd 7T w0 F01983  4,486.501,384.8 1 718.2: . 110:5%7 128,71540010% 1.

574 Project financing is given in the following tables. These follow ADB format and include
iDC as an item lo be financed. This is important, and heneficial to GOI, since the additional sub-
lean 1DC is correctly considered as counterpart funding. The equivalent GOl format considers

only the financing of physical investment and has been followed in the SPARs.

Table 69 Project Financing Summary {(Nominal Frices)

Sourceof Funds: ~ ..~  RpB8illion _ _ US$ Million -~ . :

Foreign Leecal Totar Foreign  Local  Total
A. ADB o : b
1. ADB Loan 862 0 862 80.2 0.0 802

2. ADF Loan 108 . g 108 10.0 6.0 100

ADB Total 570 1] 970 50.2 0.0 90.2
B. Counterpart Funds : :

1. Central Government 9 a3 102 0g 2.4 8.2
2. Local Govemnment 0 82 52 0.0 5.0 5.0
3. Consumers 0 140 140 00 127 127
- 4. Gperating Agency e D 120 - 120 00 ..115 1.5
Counterpart Tota! q

C'Total 2757

405 414 c.3 376 38.4
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62.3%
| TE%
70.1%
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3.9%
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29.9%
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Table 70 Project Financing by Sectar and Source (Nomina! Prices}
Description Total % ADB Loan Counterpart Total
OCR AGQF Cenfralbudget RG Cons- ADBloan GO
Cn Granted pudget umers
ADB Loan GOQI
Ep Billion
Water Supply 1,068.2 77.1% 6745 00 00 908 464 2582 6745 3954
Sanitation/Health 751 54% 00 129 502 23 59 18 31 8.9
Technical Assistance 2414 174% 00 QOQ 2324 90 00 00 2324 90
Tota! ' 1,384 8 100.0% 6745 120 28261020 523 260.0 g70.0 4143
Percent 100.0% 48.7% 0.9%  204% 7.4% 38% 12.8% 700% 29.9%
USE Million
Water Supply 993 7V2% 628 00 00 &2 44 241 628 @Y
Sanitation/Health Y0 54% 00 12 47 02 06 02 59 08
Technical Assistance 224 174% 00 oo 215 089 0o a9 21.5 049
Total 128.7 100.0% 628 12 262 9.2 50 242 812 384
Percent 100.0% 48.8% 0.8% 203% 72% 39%188%  70.1% 20.9%
Table 71: Project Financing Details (Nominal Prices)
" Description’ _ ' Foreign kLocal  Total - Foreign Local Total %
ADB Loan Cn-lent to RG WS 573.0 ¢.0 3730 53.6 D0 536 4 T%
- ADF Loan On-lent to RG - San, 12.5 .0 126 1.2 1.6 1.2 0.9%
ADF Loan On-grant io RG — San 462 0.0 492 44 0.0 4.6 1.6%
. ADB Loan On-grantto RG - CB .163.4 cOo 1634 = 152 0.0 152 11.8%
ADF Loan On-grant to RG CB 434 c.o 43.4 4.0 0.c 4.0 31%
- ADBIDC-WS - - . 1.5 00 s L) no 92 7.1%
ADB IDC -CB 245 0.0 24.5 2.2 0.0 2.2 1.7%
ADF IDC < Sar, Cp-lent D4 o0 04 00" 00 00 GO%
ADRF 1DC - San, On-grant 0.9 0.0 08 0.1 0.0 HY 0.1%
" ADFIDC-CB o120 oo 12... -~ 04; - 00 01 0%
Additional Sub Loan IDC WS Q.0 90.8 0.8 0.0 g2 8.2 5.3%
- Additional Sub Loan IDG - San o0 ... 23 23° Do 02 0.2 0.2%
ADB Grant 00 - 00 0.0 0.0 0.0 4.4 0.0%
Bilateral Grant — FOPIP 0.0. . 0C 0.0 00 0.0 0.0 0.0%
Pusat Grant - SIKD  ° 9.0 0.0 o0 0.9 0.0 0.4 0.7%
- Provingial Grant 00 - 00  00: 0O, .00 00 00%
RG Equity, Land — WS 0.0 218 21.6 0.0 2.0 24 1.6%
- RG Equity, Land-- San 00..--05 05 o 00 00 0.0%
RG Equity, Other — WS 00 248 248 0.0 24 24 1.9%
RG Equity; Other —San 00 - 54 54 0.0 05 05  04%
Consumers — WS 0.0 1379 137.9 0.0 125 12.5 9.8%
" Consumers — San _00 1.8 1.8 0D 02 02  01%
Qperating Agency a0 1203 1203 o 15 115 8.9%
" Total B . 979.0 4053 13844 911 376 1286 100.0%
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Table 72 Project Funding Details by Source and Regicnal Government (Mominal Rp Million)

- Description Total % Bandung -~ Barru . Bogor'- Maros _Jeneponto - Palepe Serang Tapteng
Waler Supply _
- Total Funding Required 1,067,786 - ik 204675 42,265 0 2784357 818700 T [ 511800 (115,115, 149,180° . 53907
ADB Loan Onlent to RG 673,029  537% 157412 22215 150087 44,585 27,510 63,232 79,052 28,925
“ADBIDC 101,487 © 0 9.5% .07 28,643 U4AET IR TSN ITHAAE T 4080, 7 10363 14,8880 ¢ 5107
Additional Sub Loan IDC 80,799 8.5% 26,732 3,986 4,458 9,164 = 13,437 45786
RG Eqity, Land L 38 0 2% ETEE0TY 1D PLEn 4967 T TUeTe: 3664 480
RG Equity, Other 24,804 2.3% 0 0 5,494 4,608 .0 11,524
“Consumers © 138,079 12.7% CUTABG44 (B0RAYUSRevii 74680 68980 10,721 (13344 - 1,893
Operating Agency 120,280  11.3% 44,454 5228 22559 10,658 2695 18,932 24746 1,401
“Total WS Eunding 1,067,786 - 100.0% - 294,675 42065 1278438 | B, 87057 - 51,3800 16,145 ;- 149,150, 63007 -
Sanitation/Health o 2 1 2 .1 1 1 1 o1
“Tolal Funding Required 71,688 T ggder CB3SEITiZ27n536831 7775360, 5869 26,388 . 5369
ADF Loan Onlent to RG 12,480  17.4% 0 0 o 0 12,450 0
* ADF Loan Ongrant to RG 45833 | 83.9% . TUUB287 4876 18287 7 4,878 78 . 4,876 . 4875, - 4876
ADF IDC 1,668 2.3% 222 134 222 134 653 134
; Additional Sub Loan DG 2258 L .3.2% LT 00T 0L 00 IR Y g Bt 2268 0
RG Equity, Land 273 0.4% 55 27 55 ., 27 27 27
“RG Equity, Other © BB53 U B2% LT 00T 0 a0 D, Qi B8B3 e 0
Consumers 3.314' 4.6% 662 KK R 663 a3 331 kY|
7 Total Sanitation Funding 71,688 . 100.0% - °,9,227 ; 5,369 79,227 7 - 5369 26,388 5,369
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Table 73; Project Fundmg Details by Source and Regional Government {(Nominat Rp Milfion} - Continued
. Description . Bandung ° _PBarry- _ Bogor - Maros - Jenepente Palopo  Serang  Tapteng
Institutional Support and Capaclty Ewldlng
_ Total Funging Required 216,455 . 34,040 22762 © 36,248 _ 23,258 22,762, 23258 31352 22,762
ADB Loan Ongrant to RG 146,361 67.7% 23,134 15315 24808 15699 15315 156988 21276 15,315
. ADF Loar Ongrant to RG 33838 . 180% - . 6139 - 4,084° _ @530 4166 4064 . 4,185 5,645 4,064
ADB DG 21,218 10.1% 3480 2,153 5.800 2,163 2,153 2,163 3,151 2,153
_ADF IBC. 1,042 0.5% 171 106 T 187 0. 106 106 155 108
Bilateral Grant - FOPIP 0 0.0% 0 0 0 0 Q 0 0 0
Pusat Grant - SIKD B.999 37% 1125 1428 - 4125 11235 1125 | 1,125 i,125 1,125
RG Equity 0D 0.0% 0 0 0 0 0 0 0 0
" Total ISICE Funding 26488 $00.0% . 34,049 | 22,762 36,249 23,258, 22,762 . 23,259 31,352 22,762
Total
- Tetal Funding Required 1,355,030 337,95% 70,397 323,941 110,488 79521 144744 206,869 82,038
ADB Loan Onlent 1o RG 573,079 42.3% 157,412 22,215 150,087 44,585 27510 63232 79052 28925
- ADF Lgan Cnlentto RG - 12,480 0.8% s RO+ R | R« I R 0 12,490 0
ADB Loan Ongrant to RG 148,361 10.8% 23,134 15315 24608 15699 15315 15639 21,276 15,415
. ADF L.oan.Ongrant to RG 84,569 6.2% . 14,426 8540 14,817 9,042 8,94C 9,042 10,522 8,340
ADB IDC 122,705 9.0% 32123 8,540 20,525 9,548 7143 12,556 18,039 7.250
CADFIDC . 2,710 0.2% 363 240 409 240 240 24D 707 240
Additional Sub Loan IDC 93,048 6.9% 25732 3986 22917 6,523 4,456 9,164 15685 4,576
Bilateral Grant - FOPIP 0 0.0% 0 0 0 0 0 0 0 0
Pusat Gran - SIKD £.999 0.7% 1,125 1,125 1,125 1,125 1,125 1.125 1,125 1.125
RG Equity — Land 21,591 1.6% 5844 1,447 4,914 2,189 1,995 1,002 3,692 507
RG Equity - Other 30,656 2.3% ] 0 0 3,088 5,494 4,698 5,853 11,524
Consumers . 138,393 10.3% 368,307 5365 52035 - - 7.800 10,030 11,052 13875 2,225
Operating Agency 120,280 B.9% 41454 5225 22558 0,658 2895 169832 24746 1,404
* Total Funding 1,355,930 100.0% 337,951 70,387 323,911 110,498 79,521 144,744 206,869 §2,038
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€. REGIONAL GOVERNMENT FINANCE

1. RECENT FINANCIAL PERFORMANCE

575. Dala on financial cash flows 2001 up to and including 2004 were coliected for gach
regional governtment. Flows in nominal prices were presented in the SPARs. The discussion
here concentrates onh constant price flows since they are a better basis for forecasting.

576. The size and recent history of each RG evaluated is shown in the following table.
Kabupaten Bandung is the largest RG, follewed by Kota Begor. Kabupaten Banjar the
smallest. The fastest growing is Barru.

Table 74: Regmnal Guvernment Expendrtures Canstant 2005 Rp Million

L{ocation - TR 00E : 5
inflafion Annual 7.7% 6 3% % pa MOF Arrears
hiKab:Serang i 4 i 4421002 1 BT0383 1085 108% 8 TT00% T
Kota Banjar B1 842 1.5%

» Kab:Bahdung - 1 138336° | 1,033,847 102843 1,203,778 1 206% 5 d% {00 2% - 2
Kab. Barru 130 41 B 136,838 158,179 199,359 3.6% 2U T% 0.1%
v Kab. Bogoer ., 777,781 50985689 17008758 10378671 £ 18 6% 1o B 0% L T00% T
¥ab. Maros 17(} 459 163,884 230,718 221 626 4.0% 10 T 1.2%
TRabSnepena " ATB BT T ATIASE T i T A AT A A 008

Kota Palopa 79957 131,554  24%
Kab'Pémalang o 332418 511342,358 1 460,802 444 85611 U EDW
Kota Semarang 540,088 560,834 715,219 93214 12 A%

Kab Sidrap i g A6, 8780V T 207,138 4 - 235,840 2% .

Kab. Taput zaa 915  202.839 333916 204,347 3.7%  -8.2% " 6.0%

[ Hab;Tapteéng? . FH84.812 M7 2000218082 | LT 405 1 B0 AREA b Y0 s
Average 415104 409,227 433414 416,841 7.7%  14.1% 0.9%
ITTOTAL: < 44510447 4,501,493 15,200,066 175:478,933 10008 1T

Note: The gmvﬁh rate shown is the calculated least squares exponentlal rate.

§77.  As shown in the Table 75, seven of the RGs operated a deficit in 2004, compared to
only two in 2001 and 2002. Internationally, local governments are not expected to be in
deficit, although revenue earning projects may be fuhded by loans or bonds., The same
principle applies in Indonesia and recent accounting and legisiative changes, which put short
term borrowing helow the line, also specify that the local parliament should approve such
financing.
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Table 75: Regional Government Surplus/Deficits in Constant 2005 Rp Million and
Ranking

v Lecation Vi FEZ2004 7 1552002 £572003 ) 1220045 FRanking ™
infation Annual 13.5% 7.7% 6.3%

FKabi Serang: 2 {L31AT0] B8R

Kata Banjar

vKab. Bandung i+ ETI9A3T HAT783% 720047 JFTAZ0 Mt L
Kab. Bamu 45855 18317 20851 18221 Medium
[*Kab. Bodor, i ;1639847 {15643 AR T08] B2 It st
Kab. Maros -9,546 1,239 .30565 6,194 Low
% Kab: enepontos 534,301 FA5.B487 223,705 e 0azi ilow: 7
Kota Pafopa 1633 -271  Medium
YKAD Pemalane ] £:34,076; (28116151888 (2328105 Lows s
Kata Semarang 47,676 75340 50820 79.270 High
CRALISidran T o B T BHA g 2D Benh T Tiedin
Kab. Taput 27517 15555 15720 10,091 Low
SRl Fapieng- 7320027 TR0872,] 1337186 $42293 3 how 34

Average 41656 19475 10,355 4,010
FNSTORACH X E g B0 R VA

578.  On average, the deficits were the result of a lower growth in revenues than
expenditures, as shown in the following table. This does hide important differences between
RGs but only one, Jeneponto, recorded a significantly higher growth in revenues than
expenditures.

Table 76: Real Growth in Regional Government Accounis - 2001 to 2004

IEGEaTon TR L Loeal ] FISHATRS ) VR AN BRI TAN FowEmpt B E Envestaiént ©

Revenue Revenue Revenue Expenditure oyment RG Own Others
wKAbE Berang!- k] B 2T b 2109 TR BRI 6% § (PRI A% LR e LS
¥ota Banjar
RabzBandtng'T. ) A% A BRI L 0 2% i R T FEaE 2 P 0%
2.6% 14.8% B.0% 20.7% 11.9% 29.7% -34%
IS IRILGA% - Fe TR0 (TN PERRE B LR AN ER
13.5% 18.1% 10.0% 10.7% 9.6% 4.1% 1759%

8791 SRR 0% A 0%

B4.5%  49.4%  1041% 334.0%
A AZAR RN TR Or0%
11.2% 85%  335%  0.0%

0% A53%: S0 (G Ad0%
-10.3% -3.9% 414%  50.3%
o KabTapténa s o 20297 £ DRI RN AR s TR L A 5% G R
Average 7.6% 9.6% 14.1% 10:4% 104%  76.8%
579. Local Government Revenues are grouped into four main classifications: (a) local
revenues (PADS); (bj shared revenues/taxes elc {Bagi Hasil), {c) funds (Dana); {d) loans

{Pinjaman). The share of each of these varies considerably, as shown below.

89.1%

R 2A%T

27 2%
0%

16.4%

Kota Palapo
"Kab Pematangr.J I
Kota Semarang
FKab Sidrap 5. i
Kab. Taput

4%l
25.3%
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Table 77 Share of Regional Government Revenues by Type, 2004

1 PADS . [ Shared j; Funds ; :Loans -Other
Kab. Serang 12.8% 16.5% 665% 0.0% 42%

- Kota"Banjar o 71 574.3% 150.0% 1 16.3%:
Kab. Bandung 8.G% 19.0% 66.5% 0.0% 49%

T Kab, Barr =¥ 46% 5 710.5% 1 80.8% 15 0.0% 1 40%
Kab.-Bogar 168% 208% 602% -0.0% 21%

“Kab Maross, . 7% 6.3% [86.0% 2 70.0% " 7:0.0%
Kab. Jenepantc 2.9% 96% B874% 00% 01%

‘KotaPalopo . wiv T 8% 5 A3T7% N T58% . 0.0% 53 0%,
Kab Pemalang 7.0% 99% B25% 0.0% 0.7%

KKota Semarang * 321.5% 11 30:9%.: | 44.0% [ 0.0% T 3B%..
Kab. Sidrap 6.8% 13.5% 752% 00% 4.4%

CKab; Taput’ 45 3.8%ET16.8% F73.9% . 50.0% ~ L §.5% ]
Kab. Tapteng 35% 13.1% 76.2% 0% T.t%

s Averdge, i s A% YV166% T 70:8% 0% M 43%
580, PADs is the only source over which the local government has any direct controt, but
is both the smallest and the slowest growing It includes focal taxes and charges (retribusi}
and profit from local government owned enterprises. Of these only the last grew at above
average rates. The next smaliest, but in this case the fastest growing, is shared revenues.
These include nationat vehicle, land and income taxes and their high rate of growth is an
indication that the potential of the region is not yet being realized in local government's own
revenues,

#Description. ;.

581. The main fund is the general fund (DAL, which covers civil servant salaries (the
basic allocation) pius an amount set in UU 33/04 according to regional fiscal gap. Fiscal gap
equals fiscal need less fiscal capacity. Fiscal capacity is PAD + BH + DAU + Cther — BAL
This was used in 538/KMK.07/2003 to create a fiscal map which ranked RGs by fiscal
capacity divided by the number of poar in the region. The ranking was used to divide regions
into three groups, which was supposed to determine the share of on-lent leans which could
be funded by grants. RGs with high fiscal capacity can receive 30% of the value of a non-
revenue eaming project as grant; medium 60% and low %0%. The ranking of each of the
evaluated RGs is given it Table 75, There is doubt, however, that the classification has been
used for any local government transfers, since no funding mechanisms have been put in
place,

582. Regional Government Expenditures are divided into two main groups: (a} central
administration and pelitics (Aparatur/DPRD), and (b} other {Publik). Salaries make up 54% of
the cormbined total on average but the share varies from 41% to 66%. Both goods & services
and maintenance are smaller shares of the total but have been grawing much faster.
Investment growth, both for the RG and for other government levels within the RG, has been
significant.
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Table 78: Share of Regional Government Expenditures by Type, 2004
A ECantral T Other P Balardes ; YGodde R [ I MamE ] B TivEsent .00

e g

Services enange RG awn Qthers

L KabTSeiang’s . 4% ETZe% TR T 243 e %
Kota Banjar 28.8% ?1 .2% 65 0% 12.5% 3.1% 9.6% ? 5%

L e

CRabBandong T 09 8% E TR TRl

e

B

L A A e LR | L S e LT

_. e \
20.7% 79.3% d4. 3% il 2% 0. 9% 36.5% 3 1%

BE A AR TAB Y B 22 % MR
200%  4.8%

i

712% 28.8% 53.7% ‘IU 9%

e T St AL ST I TN A R SRR 1 S AYRS
Kota Pafupo 428%  57.2% 57.4% 11.6% . 18.4% 38%
f¥abPrnalang o 60 | 1o BRSBTS T BB A b T B AT
Kota Semarang 27.0% 73.0% 58.9% 3 H% 12.3% 10.5% . 0%
(R ABT SR s tr O b iR 0% i 03 /0%: FEFRDB%S MBI S WRP08% . T8 0%
Kab. Taput 269%  731%  66.1% 11.0% 8.4% 30.0% 1.8%
Kb Taplena st | A B %) FBA% ] B A2 (HEAZAS - KE 3% £ 3860 BTN
Average 347%  65.3% 55.3% 10.0% 4.6% 23.2% 5.0%

D. OUTSTANDING DEBT

583. Nane of the regional governments have outstanding debt large enough to require
reschaduling. Data as at end 2003 is the latest available is shown in Table 19, where it is
compared to borrowing capacity and expected WSSP requirements.

E- REGIONAL GOVERNMENT BORROWING CAPACITY

1. NEeD TO ESTIMATE PEMDA (RG) BORROWING CAPACITY

5384. The first reason to estimate the borrowing capacity of a local government is to show
the ability of that government to use loans to finance investments in non-revenue generating
projects, eg sanitation. The second reason is to estimate the ability of the RG to take out
loans to be used by one if its revenue earning agencies, eg a PDAM. The iatter is not entirely
logical since the ability of a PDAM to borrow would normally be calculated from its own future
revenues. This was stated by a MOF representative at a WSSP workshop., Other MOF
personnel, however, are adamant that a PDAM's ability to borrow should be calculated from
the bormowing capacity of its regional government. Note that a RG may not simply guarantee
a loan to its PDAM since such guarantees are forbidden by law {Article 55/1 of UU 33/04). In
addition, recourse to the 'ocal government for non-payment of revenue generating leans
would be through the Intercept {Potong), a deduction from the DAU, or General Aliocation
Fund. This is only a part of the items used to calculate borrowing capacity. The Intercept is
allowed by law; it has been threatened but never yet applied.

2. LEGISLATED BORROWING RESTRICTIONS

685. UL 33/D4 {(and KMK 35) contains two restrictions on regional government borrowing.
These might seem unusual to those used to dealing with commercial undertakings but are
reasconably suited to local government. The restrictions are: (a} borrowing limited to 75% of
revenues (Arficle 54a): (b) minimum debt service coverage ratio (DSCR) of 2.5 (Aricle 541
the DSCR of 2.5 is given in KMK 35 Article 5d but not UU 33 and consideration has been
given to raising it). These both require explanaticn.

586. Borrowing for a revenue earning operation such as a PDAM is normally limited to
some share of net assets, not revenues. RG asset values are often not avaitable, however,
since they are not required under Kepmen 29/02 until 2006, In their absence, the use of
revenues as a fmit is rational. The restriction to 76% of revenues is more restricting than the
70% of net assets often used for a revenue earning operation.

587.  Similarly, the 2.5 requirermnent for the DSCR might seem to be unduiy high. This is not
so because the legislated RG calculation excludes allowance for some 50% of the RG's
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costs. A normal DSCR deducts all costs from revenues to estimate the remainder avaifable
for debt service, The DSCR [egislated for regional governments in UU 33 deducts only staff
(and DPRD) safary costs and so does not provide any indication of the amount which will
actually be available for debt service. At first sight this might seem to be an anomaly. l{is oot,
and the reason demonstrates the major difference between a regional government and a
revenue eaming operation such as a PDAM. Essenfially, this is that government does not
have the option of bankruptcy and must always have revenues which more or less cover
costs.

3. APBD BUDGET FORECASTS

5§88 Forecasting the RGs borrowing capacity requires forecasts for RG revenues and
salaries. These have has been made by exirapoiating past constant price growth of those
items and using other costs as a balancing item. Past inflation rates are derived from BPS
constant and current price GDP estimates, apart from 2004 which was the BPS retail rate. In
certain RGs, recent growth in shared revenues has been too high to use as a basis for
forecasting and a maximum of 30% pa has been assumed. In certain particular cases histaric
Dal growth has also been more than can be expected in the future and a maximum of 5% pa
has been assumed. Similarly, the special DAK fund has in general been assumed to remain
at its 2004 ievel in real terms. In the absence of other information, investment has been
assumed to be the average of historical investment. The resulting growth rates are shown in
Table 79.

Table 79: Forecasts Real Growth in RG Budget (APBD) in Real Terms, 2004 to 2010
Location Revenues Expenditure

FoKabiSerang. 70 (5L 7.6% R TN TL6%,

: If(ota Ba_njar ) )

1 Kab Bandung "1 SRETA%

Kab. Bamu
L Kab; Bogor
Kab. Maros

Kota Palopo 12.2% 12.2%

- Kab Pematang “falia 5%} L 7 LT 6%
Kota Semarang 14.7% 14.4%
{REB;Sidrap” T N 005 TEAI%
Kab. Taput 10.8% 10.3%
HKab: Tapleng:i s 0 8E% . L T2%)
Average 8.3% B 4%

4. BORROWING CAPACITY

588,  The borrowing capacity calculations, to give estimates based on both of the legislated
limits, are detailed in the fcllowing tables for the average of the 14 RGs evaluated. The DSCR
nile obviously depends on the terms of the lcan. Debt service payments for any loan limited
by the 75% rule will likewise depend on the terms of the lean. The terms assumed for two
types of loan are shown in the tables. The loan period and the calculation given are for the
years after any grace petiod.
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Table 80: Borrowing Capacity with 75% Rule (Rp Million)

TDascription, i
Constant 2005 Pnces

TPreYidus Year Réveriue'; S SRR A8 i 47‘-3‘9’2"72’*
Lass DAK -6.280 3} 632
Trass Emérgenty Fund.
Less Loans

5 Tasg Deconcentraton Fund
{ ass Reforestation Fund

wiotal .  ANTA08 L ABE TTAN TR T8 L 81458, T 0 4%e
Allowed {75% of Total above] 270 106 305,331 350,078 398 784 453 578 532 828

Nofminal Prices’ B FRe SR IR NY 4

RSO0 TR0 ER200T ATER008 ] 1 0Ag00%: FEZA0I0Y

o

TAEANY
-8,
O

bt e

4?5,3?1 TUE76714 708,946

Allowed (75%) ' 270406 327.010 1
RLEesS RCtTAl Dbt - s e I B S RO O R S T g e
Allowed New Debt | 270106 327010 395555 475371 576, T4 706948
¥ Caloiatet DeblRayment 3« i 2 Logatr I T, h A 5 B rs SR g MmO AL (s Ao o v T
- SLA Loan (9%, 20 years ) 29589 95823 43332 52075 63, 177 77.443
T Otharitan T 10 Vears) o o TR AN B RE 073 B BTE : 1 E00807 BT Y IVRI5.081Y
Table 81: Borrowmg Capacﬂy W|th DSCR RuFe {Rp Million}
#Desciiption;;; $an 067] £ 72007 TR 2008 ] 12009 LT I0107

Revenue [ncluded

ARG EIE] EEONO80 R ATA 8 B IR0} [T 69 308 TV T8 ]

AU

2'51 034 266254 271671 277 348 283,298 239 533

FEEB.-_I:-’?LEBB}_‘.A w2 A f:. Etel M’%n@ O] Eﬁﬁg:mﬁ e .3‘ ﬁ:i"n '{:»)431_950 51}'139

DEH, BFHTRE 1U 837 13,182 16,162 19 953 24,783 30,944
TR L4 RS ISR DA R U2 BTl b THEAgs

DBH 4723 5,244 5906 6,744 7815 9,196

_ T TN T B R OV B T T
Tmal Included 359,6?4 376,247 395 243 417 17'0 44 583 472617
T bR B dte 5 T L S I TR S T S

Apparatus Personnel
{incl DPRD} 4673 102625 111644 121,820 133,320 146 288

ROWErPersonngl . FAZ0678; FAATEAZ BB 3707 1BB0A4 1 I, U166 4861 1 ETIR008 3

Debt Servica ] o
tiAvallERle T e T LAy, Yl LR LT
Allowed wrth 2 5 DSCR

157 57708, 53?;‘?;; 043733

B

1 20, 842

- Nommal Pnces
‘ %EMW&

- SU\ Lnan {9"}5 20 years ) 317 796 807 421 997 2?1 1,103, 108 1 229,_4?‘0 1 382 471
gﬂ]— -c-—E%nI.' 2ﬂ1_14y§§£§1_: _] ?5_31.‘9_.3.93 m Eﬁ% Eig-.g [} °h_zi-ﬂﬁ % B ' it :.nl __m_.._._.._-ﬂg

590. The borowing capacity results for 2005 and 2811 for the average RG are
summarized in Table 82. As can be seen, the 2.5 DSCR rule is less restricting than the 75%
rule, which might explain why consideration is being given tc increasing the requirement. In
fact, the 2.5 DSCR would have {o be 4.5 in order to give the same borrowing capacity as the
75% requirement. There is less difference in the loan allowed with the two rules in 2011,
however. This is the result of the exclusion of cne of the fastest growing revenue sources,
other shared revenues er DHH from the DSCR calculation.
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Table 82: Summary of Average RG Burrc-wmg Capamty (Nomlnal Rp Blllton)

o Ay, Ly e

£ Deschiption- =~ - A ESaF;

v R
75% Rule

ISR Lon (osh, 20 years ) 2.0 s
- Other Lean (12%, 11 years}

2.5 DSCR'Rule (3% . k5
- 8LA Loan {9% 20 years }

- Other .Loan (12%, 19 years), .

P

591.  Forecasts for borrowmg capac,lty far each of the studied RGs are shown in Table 83,
where they are compared to W3SP planned loans. For water supply these are shown with
and without interest during construction {IDC). The ioan including IDC is the amount which
would be owed in 2011. 1t is rarely more than 10% of the RG's borrowing capacity in that
year.

Table 83 Forecasts Borrowing Capacity and WSSP Loans by RG (Nominal Rp Billion)
“location - Extsting Debt . . . Bofrowing Capacity . WSSP Plinnied Loans i b7 On Grant |

Amears  Total 75% 75% DSCR DSCR  PDAM  PDAM S_an- San-  Cap.
itation  itation E'ldg

1355 251-6

Bandung
LKabrBarmut L 2 BT B4E T I Ie5 TR0 T2ET s
Kab. Bogor 1 22 ?40 2440 IS 2143
{:Kab, Mards " ¢-, 0~ 21 UUE EAREE T 4S8 B TR AT
Kab. 374 438 1122
Jeneponto
i 1 T '. i
“Palopo, ...
Kab.
Pemalang
KO':B “ i T
| Semarang .y RO FasntilEr Lond A
‘Kab. 714
Sidrap
ZKabi Tapint | T PR Y E PR 1T Bt SR S T gL
Kab. 42 380 a1 29 42 o 18
Taptang
L Average T L D 20D GRS E U8B, Bde) e Ts o 07 L e R
Ttal ars1 12269 11449 . 17088 975 1356 12 74

s. MUNICIPAL CREDITWORTHINESS IMPROVEMENT PROGRAMS

582.  Municipal creditworthiness will depend upon bath institutional and financial factors.
This section deals only with financial.

593, MCIP requires working on the ground with RGs, enhancing their revenues and
lowering their costs. There are two major limitations, however, First the revenues over which
the RG has direct control, PADS, are cnly a small part of total revenues, 8.4% of the total as
shown in Table 77 above. Shared revenues such as land and building tax {PBB) will be
enhanced by local growth but their collection is a national responsibility. Similarly, although all
expenditures are theoretically controlable by the RG, and will be in order t¢ halance the
budget, the question of where control is to be applied must be affected by the fact that central
government pays all employee salaries through the DAU fund.

594. This does not mean that MCIPs cannot have use. Revenues could always be
increased and costs could be lowered, while stil providing a reasonable local government
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service and increasing operational efficiency. Local governments know this and consuitants
funded by MDBs can and have assisted (the ADB funded a TA in two RGs in the Medan area
tin 1988 which provided detailed advice on each local revenue source). This must, however,
be dene at least close 1o the ground and is difficult to do as part of a project definition PPTA.

F. PDAM RECENT FINANCIAL PERFORMANCE

595. The individual SPARs contain a detailed summary of the financial state of each
PDAM 2002 through 2004, Historical data are provided with financial forecasts in Appendix E.
These details are of interest mainly to the accountant, however, and, in a periad of light
investment when asset data are not particularly reliable, PDAM financial performance can
best ke evaluated by comparison of the average tariff and operating costs per m3 sold in
constant prices. These are shown for all the PDAMs evaluated in the table below. Qperating
costs include all administration costs. Tariffs do not include any royalties''. They also do not
include connection fees since the PDAM accounting system can put connection fees to
operations but connection costs to investment.

Table 84: PDAM Tariffs and Qperating Costs - 2002 to 2004 in 2005 Rp/M3
Location Average Tariff Operating Cosis Tariff!
VR R 2002 1 2003 2004 [ Avg:: (120027 20037 £ 20047 10 AV <O8M 04
Kab. Seran 1126 1,315 1244 453 1,163 865% 106.9%

ERotaBanmar > 124377 (22631 1930 iAZIA% ) ¢ 76 FABAE%: {A154%
Kab. Bandung 1,720 1953 2,337 1467% 1666 1531 1765 ©12% 132.4%

FKabIBEN %, 9 (2488 T 48R 03N 12165, S T001 KT B5T] 60 E% ) {95 6%k
Kab. Bogor 1,586 1,790 1,724 1082% 1,318 1550 1511 029% 114.1%
CoRab Mafe i) T.581 YTR50) FRALTI (405.8%) TUBYZ 1,845 1110661 Tlodides | [ 93id8Risy
1865 2,357 2,898 1819% 1977 2589 3121 1542% 92.9%
B0 ETE05] Fea4 H1032%: 1172433 LSS M 2a0) (mie at P32
730 972 1,320 828% 505 618 862 368% 153.1%
AT 820, T2 ABAY  1540%: 53707 N84T K052 SRAT.0% ! ey

Ik

BO3 Q48 831 52.2% 895 1408 1112 83.9% 74.8%
%713} 605" B6567 a4 9% (830 [XI0A% Nipas: LiB6.0%T FEB0%S A
342 g1 341 21.4% 32 308 245  184% 138.5%

FASLT: (ERS72Y 1A BBH T10010%  TA2667 TABTE K457 LA 00T P08y
586. The data shows that tanffs just cover O&M on average but that the ratio varies
considerably by year and PDAM. Some PDAMs have increased tariffs, particularly Bandung,
Maros, Jeneponte, Pemalang and Semarang. Ever after the increases, however, Maros ang
Jeneponto still have tariffs below O&M

997. Costs are low at Pemalang, Sidrap, Taput and Tapteng since their systems are
gravitational.

5898. There always was a prablem with the central government grant funding investments
and neglecting to inform the PDAM of defails, such as the cost, of the investment. The
situation would appear to have deteriorated further, so that there is now very little cbvious
recording of investments. Much of the data™ shown in Table 85 was not available in the
accounts but had fo be derived from the balance sheet It does imply inconsistencies,
inconsistencies which could probably be lessened but not necessarily eliminated by additional
time on-site.

B Only one project PDAM, Serang, receives royalties, which come from three private suppliers. Cne is
a major nationalized steel company which has always provided its own water. The other two are
commercial enterprises who provide water mainly fo industry. The PDAM uses its exclusive rights in law
to provide water in the Kabupaten to negotiate the rovalties, which have provided an extra 25% to taritf
revenues.

"2 The data was callected by two of the best and most experienced Indonesian financial consultants, in
the four days they were allowed per PDAM. During which time they were also collecting the data on RG
accounts shown above.
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Table 85; PDAM Investment and Funding Data - 2002 through 2004 (Rp Million)
Location Cash Invest Gr nts Loans Loan Income Intemnal F'cast Actual

hiReed Paymen

P e A

At

v

Kab Serang .7 1,465 12 185 519,367 L 9,964, 716,862 753,025,
Kota Banjar 0 0 0 0 0 0 434 434 138
Kab. Bandung™ i 1,B15 2013 57 01 o AZ; 04 1T 124 P L3097 708 884, $F13747 71 T4,
Kab. Barru 16 -12,017 334 144 -518 0 285 11,756 66
{Kab. Bogarsi. ~%'8,666 1-95012 ., 1,690:19-3:368 .- ~13,529 . -3/644./ 67,286/ 38 8171 | :3/902"
Kab. Maros 30 -10,760 0 1207 -1,209 0 862 -10,069 63
‘KabJdeneponto ' 134 :5:3,040 £, 2,037 - 4282 < THE1 [ Bir BT w400,
Kata Palopo 1,558 -3.393 769 -151 -3, 286 242 1 810
‘Kab Pemalang - 813 8860 pe DT 0 TER0L Y 7

Kota Semarang 2,866 -21,279 0 55485 -51 6?1

Kab Sidrap. - 5134, 716,408, 1 040, LTR80T R0,

Kab. Taput 196 0 0 ?b.
KoBTaptang 7% 28 L2 BBY ©7 40, L BT T S B8 BT
Average 1B86 15584 1852 BA13 . G038 447 12173 11031 4375

599 As can be seen several PDAMs have continued to receive Central Govemment grant
funded investment. Available data implies that this ceased in 2004, apart from in Serang,
where four grant funded projects were finalized in 2004 This might be simply because more
consulting resources were available at Serang, however, to obtain the data hidden in the
accounts.

600.  The data shown include much from audited accounts, as shown in Table 86. The
ADB might wish to take this into account when they are considering financial management
capability. This is not to say, of course, that there are not individual PDAM financial
managers who could solve the problems noted. Financial management requires systems
more than inspired individuals, however.

Table 86: FDAM Audited Accounts Availability (and end 2004 Cash Balance in Rp
Million})

Locatlon 2002 2003 2004

{Kab:Sédang. - Audited - Auditgd LR

Kota Banjar - —

KabiBandung ™ Audited - Auditéd . Audited 7"

Kab. Banmu Audited

Kab- o0l . AU | Audied - Rudifed
Kab. Maros Audited

‘Kab.Jeneponto - Audited g, LR T e
Kota Pa!upo Auditéd :

Kota Plnang Audlted Audlted

S ——

Kofa Semarang. _ Audited” 75! Audiled: - Auditéd ¥
Kab. Sldrap Audited
‘Kab, Taputs:, 1 Auditgd ™ -
Kab. Tapténg Audited -

601.  Compared tg the situation in the late 19505 and early 20008, however, the data in the
accounts on debt owed by the PDAMSs is much better. As shown in Table 87 only PDAM
Kabupaten Bandung has data on cutstanding debt which differs significantly from the data
held by MOF.
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Table 87 PDAM Arrears and Outstanding Oebt (Rp Million)

Lacation Arrears Debt Debt Debt Arrears Date

: SEEECMOE 7 5 WOF S POAN, Y EDAM, Agkeed. Redonciigd’
End 2003 End 2003 End 2003 Enct 2004 Latest

(KabBarang 5 T g SO R

0 0 0

Kota Banjar

{Kab: Bandung 7 5,521,202 12382,432 1484 T3 200008 T
Kab. Bamu 284 1,544 1,342 1,342 398 10.'12!‘04
fKab! Bogor LY HARZET 72850 V20,352 L9260 ¢ D! 2 TR
Kab. Maros 3,169 T.968 9, 915 8,447 4076 6/5/05

Kab: Uenepohts: i 5234 HIEA004 5 R TOE T TR G104

Kota Palopo 0 582 5761 6024 22/5/05
sKabiPemalang™ £ 34 BAITTER, BB BB D, R
Kota Semarang 130 513 256 961 258,348 270311

KA SiaTaD o 9T P AT BYE E 000, L AT48 D50
Kab. Taput 62 314 156 126 o
[REb Tapleng il | S80I L RO R I

Average 12166 25,446 24,493 25.841

602. Following discussions with the PDAMSs, particuiarly those negotiating with MOF
regarding rescheduling of arrears, the following future debt payments have been estimated
and assumed,

Table 88: PDAM Outstanding Dett Payments (Rp Million)

Location 2005 2006 2007 2008 2009 2010 2011 Final
IREPAYMENTS] g FRras] Sy B I ey B 15
I(ab Bandung 2081 2410 2410 2410 2410 2410 1435 2018
KB B A ) O e AT A8 a2t SRR 220 207 By
Kab. Bogor 1832 1tB32 1832 1832 1832 1832 1199 2018
KabMaros7 S B a2 A7T4: £1597 2008
Kab. Jepeponto 147 147 14‘.«‘ 147 14? 14? 147 2018
Kot Palopey T [EBA5) LR 7615001 7 907 B389 3380 |- 22885, 2015;
Kota Semarang BB72 4263 4263 6492 25150 24863 24577 2014
Kl Sidrap T, (T 82%) (2448 A48 1 378 T8T8 0 T E 01 200
Kab. Taput 1B 18 18 18 18 18 18 2011
INTERESTIET VBET K G R T O T
Kab. Bandung 2414 2356 2094 1837 1570 1309 1069

PR AP S bl LIV L

Kab, Bamu © , M558 T TA5E i 158 AR ELART AT ELA0E T

LR P

Kab. Bognr 1826 1642 1458 1274 1080 G086 722
‘Rab Maros™ 7 7{7485; - '80% 11782, 1 704 17631 560 1 TAGS! LT
Kab. Jeneponio 198 184 170 457 142 128 115
I{otaSemarang 14242 181?4 17?63 17341 16052 13203 10333

£0] B0 B0 PR
Kab.Taput 15 13 11 9 4 2

603. Finally, Table 89 shows four major indicators using data from the audited 2003
accounts and the PDAM's own end 2004 financial data.
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Table 90: PDAM Coverage Data, 2004

Location Regional Service Service Number Number of
Government Area (SA) Area Kecamatan WS Systerns

o SRRGE PRSI © & CpEAERAD O
15 o ARG 5 : -
Kab Serang 7. 4% 23.8% 31.0%

NTet%: T 02:0%: S 83T %ol e
Kab. Bandung 5.6% 52.1% 12.7%
{Kab Bammipa o) b i A % B 4811% B39

Kab. Bogor 14.1% 58.3% 24.1%
fKah 'Marogs TR b PR AR BE

Kab. Jeneponta - 10.1% 36.8% 27.4%

(KoHA Falbporz:: | £ E7 4B I A00 00 & aB4i6% I

Kab Pemalang 7.3% 252% 29.0%

RotiSermarang, M4 TEiE4 00 RS 038 SR T0ARYG: R T R
Kab. Sidrap 7.8% 58.2% 13. 3% 4
AT FTE SO FA ST 120, BTN R0

Kab. Tapteng 3.4% 38.5%  12.1% 11 B
Average TEyl S B RS T0%I BRIAG0% A 2B 8% PR T R T AT

2, INCOMES AND CONSUMPTION

Final Report

609.  Table 91 shows household income data given by the project survey and uses this ta
forecast future consumptlion from existing domestic consumption in liters per capita per day
({lpcd). The average connected household now has incomes 150% higher than non-
conhected. This is supported by Susenas data which do not disaggregate between urban and
rural households. As shown in the table, it must imply that per capita demand will decrease as

naw lower income households connect. This analysis uses an income elasficity of 0.

for both Surabaya and Jakarta and consistent with international data. It does not
effect of future tariff increases.

Takle 91: Household Expenditure and Income Based Water Consumplion
Location Housa-hnld Expendlture [Rpﬂonﬂdnth} Housahoid Gunsumpﬂn-n [lpcd}

1"2‘1

57%

Kab. Serang

[KotaBanfars [T T 7 a28 RETT i Al
Kab. Bandung 11?5 ?04 60%
KB B 5 BB

2252 irs% 153 129 135

Kab. Bogor
IKaB?Mares o0 BE S ; A TEe82i e %, 08 S R 06 e ]

Kah. Jenepnnto 560G 58% 62 50 53
- = R VASETES B T ST

1045 . 8% 113 109 110

Kah Pemalang _

KaEa Semarahd TR T P e b
Kab, Sidrap™ 623 38% 107 60 G6
T Fapuri 137 BT T o 64 FERE ST 0n i 0% ST PRI 0B) [F AR
Kab. Tapteng 1303 : 1089 84% 181 163 - 165

E; 4 .... 'G}" "J‘.}F‘- :;%C.J ¥ ..1] l .y

A A o

,"'J.;E‘Bsaf E:_mﬁ% F"Y':‘L‘Lae & ."".A.“em E@:{'.M’ %i

&0, found
show the

3. PRICE ELASTICITIES, CAPACITY CHANGES AND ALTERNATIVES

610. One continuing probfetn is that there are two aitemalive explanations for low values
for SA coverage and consumption, and there is always considerable disagreement between
engineers and economists about the refative importance of each, Essentiaily, the economist

says tnat there is low demand and the engineers that there is low supply.

Decamber 2005 Black & Vaatch — Arkonin - MTP - Waseca

162



L BN BN B BN BE BN BN BE BN BN BN BN BN BN BE BN BN BN BN BN BN N BN BN BN BN BN BN BN BN BN BN BN BN

iKab:Jengpantol. .. .. 5545% F2S14

Kb Sidrep 1 bo T LT A
Kab. Taput 511

'Kab. Tapteng ;- 9% s - —~
Average ' 24% 1416 -0. 24 -0.24 -O 2?
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611.  As an input to the debate, Tabie 82 shows price elasticities calculated for each PDAM
and based on their tariffs and sales between 2001 and 2004. Different start and finish years
are used as necessary to better reflect the effects of specific tariff increases. These
elasticities include the effects of inflation in lowering the impact of the tariff increase and of
income growth™ which would itself be expected to increase consumption. Since they are
based on the average tariff for the group, they d¢ not include the effects of movement
between consumption blocks. Overall, however, while there are the usual anomalies, overall
averages are pretty well exactly what the economist would expect.

612, The table also shows capacity and sales increases since 2001. If it was capacity
which was holding back consumption, it would be expected that there would be direct
correlation between the two increases. This is not so.

Tabie 92 PDAM Price Elasticities and Capacity Change Effecls
Lacatian Household tariff Pnce Elastlclty Capacity Sales

ALY
wo AR

Tag Tncréase Increase:

2001 2004 Rp-"MS Ho seholds Gther Total 2001 2004
“Kab. Serang <711 AR 2% 1617 FRELL L 4%
Kota Banjar 1,756
“Kab. Bandung - sy HIRAR T 005 10,02 0,16, T T T DE:
Kab. Baru -18% 1,352 -0.27 -0.06 -0. 29 0%  99%
Kab. Bogor-. - LT AR 642 02T T TR P L W K %
Kab. Maros 40% 1,558 024 -o 33 £.25 125% 62%

_::_0__16 D it "0 16 'U% F h 'Bu.fb'-
0o -0.28 -0.28 0% 24%
A1 10,47 115 08

15 -00.32 -0.18

Kota Palopo

iKab Pémalangii =
Kota Semarang

11% 1414

613, The PDAM coverage figures should also be compared to total water supplies in the
kabupaten. Table 93 shows Susenas data for the proportions of the RG papulation that say
that they have their own water supply (46%) and those who say that their water supply is
clean (36%). It aiso shows the proportion who say that they have piped or pumped water
(29%). Where these indicators are high the PDAM has competition and has a justification for
relatively low coverage. Some 21% of the paopulation still buy their drinking wates
Competition with PDAM is obvious in rural areas. Even in towns, however, if people have
access to their own shallow well it can often seem & better alternative than to connect to
expensive PDAM water, often of no better quality. If poor they can decide to allocate their
time to hand drawing the water; if rich they can add an electric pump. This is another reasan
why it is essential that the connection demand forecasts are backed by real demand surveys.

614.  The situation with respect to sanitation is nat as good as water, however. Only 49% of
the RG population says that they have their own toilet and only 38% say that thewr wilat sink-
well has at least a “goose neck®, the Indenesian phrase for a smail lined aperfure to g pit. The
situation does vary by location, of course, as indicated in the following table,

" 2% per capita income growth is assumed and an incame elasticity of 0.60.
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Table 23: Susenas Data on Water and Sanitation Supply
Location % Own % Clean % Piped % Buying % Own % Sewerage
FUEENERL T MGty DIWAEER YWater Drinking'Water, 1y Talket [Septicank’
Kab. Serang 54% 2?% 22% % 40% 22%
Ko B T T TR R GRS T
Kab. Bandung 59% 3% 2% 14% B3% 52%
TR TIBT%! 1A% L R0
26% 28% 10%  51%

AR, D

B%. [ 2 R 1% {05 50
12% 20% 17% 18%  20%

Ko PAIORE . T A TR LA & R i

Kab. Pemalang  63%  39%  26% 17%  43% 28%
RotaSemarang, ¢ 60%: LR FARE2%! a0 S 07a% TR0 il
Kab. Sidrap 60%  46%  54% 8% 69% 1%

IRABITapUt 3o €T A3%; RT2R% RGO, et 0% D0 1T %,
Kab. Tapleng 3%  37% 22% 27% 3% 22%

4% E249%

a2 L U =

ported due 10 re::ently cuﬂsmuted RGs

&rer‘aéﬁ” ‘§<" ?:'3:546%{ ?ﬂﬁ,i“mu r-\”ji_zg‘}ﬁj B
Source: Susenas 2003 — Banjar and Palcpo not

4. PDAM TARIFFS

ADB GUIDELINES

615. The ADB has issued two ERD technical notes on tariffs, No 9 “Setting User Charges
for Public Services”, and No 10 “Beyond Cost Recovery”. Both notes recommend that the
major roles of tariffs can be classified as: good govemance, financial sustainability,
distributive justice, economic efficiency and fair pricing. Note No. 10 argues further that a
simple and common tarff can accormmodate all five goals. In general, national water tanff
guidelines as set by MOHA include at least implicit consideration of each of the goals and do
not disagree with any of thern. Different PDAMSs apply the naticnal tanif guidelines differentty,

however,

PRACTICE

616. Average tariffs by group at each analyzed PDAM in 2004 are shown in Tahle 84
MNote that these are in nominal prices and so the average tanffs differ from those shown in

Table 84.

Table 94: PDAM Tariffs by Group in 2004 (Mominal Rp/M3 Sold)

Location Averzge Other Public Govt. & Comm- Industry All Non- “Poor” SRVC

I B R B BT Winiolds [ TApe Seiviced (iTerce £Ex e {700 HYRORY 47358
Kab. Serang 1160 1161 492 1203 4302 1465 1277 1003 a7

[RetgBana: R0 16873 FiEa 758 F078 BiTTast FEEes7 R0 02l BRiTsY Ry,
Kab.Bandung 2196 2345 1051 2158 4460 8117 1804 1045 476

TREETBan. A =509 Frian2 FA7 R34 Tz I eT32 PR3 I EA Tine?
Kab. Bogaor 1620 1642 410 1566 2556 3751 1703 1008 579
KabiMargs £ 736 “EibaE [Gh0 iTIe00 1503 107 8056 12000 11X Ta68 E i
Kab. Jeneponto 2725 2514 - 201D 2774 23R2 2933 3738 1,267
(Kot Palopo i & 30545 1 LA [ 1520 (s ond o 2115 | 2020 Fino 128 Tt Ak
Kab Pemalang 1240 1130 417 2450 3156 0 2?5{1 615 156
TKots Semarang ST 2308 b1 20%2d D50 £ TRE0T 6023 A0 ES00% R85 AT
Kab. Sldrap 782 780 . © 861 740 0 78g 868
RALET ARG T3 523 1 TR 208 (D7 408 I 778 REVI4R F 76N s DR2T0 Tid7e
Kab. Tapteng 321 318 25 1282 0 ‘0 1282 - 475

AVerage 7T L 1400 424 FAF0 T 1830 1., 3007 1 5954 1 92T (7028 15858
Note: See below for definition of SRVC.
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617.  As can be seen, although there is a single national guidance for tariff setting, the
application differs radically between PDAMs. This is most obvious with respect to two items,
ie the extent to which they: (a} use a "poor” tariff block to subsidize minimum consumption:
and {b) charge private non-domestic use excessive amounts in order o keep domestic tariffs
down. The excessive charges io commerce and industry, in particular, create a high cost
econcmy whose costs are passed on to the poorin a regressive manner.

THE PooR

618. Below cost tariffs to the poor are sometimes said to give a negative feedback to
PDAMs and to affect their willingness to connect. For this reasan it has been taken out of the
draft revised MOHA legislation now being "socialized”. However, the Rp 920/m3 which the
poorest household group pays on average would more than cover short-run variable costs
{power, chemicals, maintenance, retribution and bad debts @ 2005 Rp 711/m3). Taput
would appear to be the only PDAM with a tariff to the poor below SRVC and therefore is the
only POAM observed where the tariff should give a disincentive to the PDAM to provide water
to low income {RTSS) houses. This sort of analysis is rarely available at the PDAMSs,
however, and it dees seem likely that the above mentioned negative feedback does exist.

618,  The situation is made to appear more extreme than it actually is by the use of low
tariffs to the poor but charging for the whole 10 m3 of the first 10 m3 block, even if
consurmption is [ess. So, in spite of the 45% lower tariff paid by RTSS at Serang, for example,
the average tariff they pay is only 6% below the household average. This is highly regressive.
Although it is general in Indonesia it does not follow the existing MOHA Water Tariff
Guidelines (Kepmen 2/1998) which states that “Al tariff calcufations are based on tha volume
of water sold" (Semua perhitungan tariff berdasarkan atas volume air yang terjual).

THEORY AND GUIDELINES — FINANCIAL

620. ADB guidelines do not as yet'" include definitions of financial sustainability or full

costs. At the most basic, and often the most imporiant level, full costs are cash flow costs,
the sums the entity needs to remain in business. This is only short term financial
sustainability, however, and tariff setters looking more towards the leng-term define full costs
differently. Definitions range from: {a) partial full costs {PFC), inciuding depreciation and debt
interest; to (b) full costs (FC), including depreciation and a return on assets. All such financial
accounts based full cost definitions could use historic assets or revalued assets. The latter is
the theoretically correct assumption and agrees with economists’ definitions. It does give
significantly higher required tariffs, however,

621. Existing and proposed MOHA guidelines ask for partial full costs. The original
proposal made by ADRS PPTA consultants was that depreciation should be based on revalued
assets but current tax legislation, which treats asset revaluation as taxable income, makes
this difficuit and it was dropped. The new presidential decree (PP 18/2005) asks for a
reasonable profit, and so can be seen as full cost, but does not as yet define either the base
or the profit level base. In fact, the MOHA guidelines and the PP can be reconciled by the
assumption that historic assets were provided by central government grants and the
government does not wish that a “profit” be made on those investments (although it does of
course require that the assets be fully maintained, the purpose of inciuding the depreciation
charge).

THEQRY AND GUIDELINES - ECONOMIC

622. ADB guidelines ask that tariffs shouid promote the most efficient use of naticnal
resources bul does not have a clearly defined positicn on how to do this. In this it reflects
uncertainty in the economic profession. It might also be because there are several different
forces at work, which imply different sofutions, and that which is most important will depend
on local circumstancas.

623. At its most simplistic, the basic concept of econemic efficiency in tariff setting is that
tariffs should be designed fo maximize the use of existing capacity. This might lead to two

15 A draft listing the altematives given here is under consideration at ERD.
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protlems in water supply, however, one purely practical, the pther to do with the costing of
scarce resources. Both relate to the fixed and variable charges reguired to ensure cost
recovery. When there is excess capacity, variable charges should be low so as to expand
use. Since all costs should be recovered, fixed charges then have to be high. Obviously vice
versa applies as the utility moves from excess to scarce capacity. Shifling the tariff in this way
worlld then break another “golden” taniff rute, that they should be predictable, Another problem
is that if there is a need o restrict demand to maich short run capacity, the reguired variabie
charge is not the long run marginal cost (LRMC), as might be expected, but should be setat a
leve!l to match supply and demand. One sclution to this practical probfem is the assumption
that the utility will follow a relatively optimal expansion program, expanding capacity to meet
demand in a predictable way. This would be a solution to the predictability problem but would
not answer the guestion of whether the variable charge should be low, to induce additional
demand, or high, to restrict it.

624. The solution to this is the economic value of raw water, which is related to whether or
not the long run supply of raw water in a place or country should be seen as being naturally
limited. if it is not, the economic value of the water is the value in the next alternative use,
which may be close to zero, and variable charges should then be low s¢ as to expand use to
meet existing capacity. If raw water is limited, variable charges should be high to conserve a
scarce resource. There cerlainly are places where this is the case but whether that applies to
the whole of Indonesia s less certain. Thera are both national and inter-national forces which
feel that water is indeed a scarce resource whose use should be controfled. The fact that
water supply can be seen as limited does not deny the fact that it is a continuousty renewed
resource. This being so, it is reasonable to use long run marginal cost {{LRMC} as the varable
tarff. The LRMC can best be estimated from the average incremental cost {AIC) of the least-
cost expansion plan. If this is not avaifable, it can be approximated to by the full cost if
existing water, as shown with asset revaluation in Table 95.

§25. None of this should preclude the possibility that there may indeed be PDAMs with
inbuit excess capacity. This is difficult to evaluate with purely financial data, however
Tapteng and Taput, for example, have ample raw water and as a result low C&M and low
AIFC. They also have low tariffs which induce relatively high lpcd consumption. Economic
theory implies that if they need to increase total tariffs for financial reasons, as they do, they
would be better increasing the fixed than the variable charge.

FINANCIAL EFFECTS OF FULL COST RECOVERY OPTIONS

625, The difference given by the various coest recovery reguirements can be large,
particularly if asset revaluation is included as an alternative. This is shown in Table 95. In
2004, actual average tariffs were 35% below those required by the MOHA PFC guideline.

627. The table aiso shows the assumed tariff used to prepare the PDAM forecasts, which
is the maximum of cash flow and partial full costs with no asset revaluation. As can be seen,
in 11 of the 13 cases studied, PFC tariffs would he higher than cash flow tariffs in 2011 and
so have been assumed. Since the cash flow tariff is dependent on funding sources for project
investment, it may be necessary to change these if funding decisions change.
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Table 85 PDAM Tariff Forecast Options {2005 Rp/m3)

TR T R - ' LYo AP = 1| 3 Y R LR LUT] 4 k&l 11_-.' L
Kab. Serang 1244 1435 3247 247 3320 3422 3??0
wKota'Bamjar 7 492971 F 1287 T 3RS 378 | TAB2E 52853 EA8E
Kab. Bandung 2337 2370 3308 3308 3283 3570 3866
Kab, Bafry™’ 7 L 448872880 ABAET T 404ET pal 156847 5834
Kab. Bogor 1724 2166 20y 3307 3272 3834 4063
fWab‘Maros . 1847 23570 7 TEEI5859. | | 5959 6606 16204 6356

3?56 3583 3867 3923

¥ab. Jeneponto 2898 3642 3756

i:Kota Palopo. 3801 11,7, .3601.1 761 753 B8V T 4082
Kah Pemalang 3815 3338 3343 avz2
i Kota Semarang Y T v R 3G 5175 ¥6553
Kab. Sidrap 169 5050 5048 §338 5533

Ty

Tgab, Taput LT TRy 1Y RRI - R Y AT R R S A
Kab. Tapteng 341 33? 4148 4148 4171 4223 4753
T AvBrages v LT LSBT S2223 7 EY 404210 3889 T3E1R1 41501 4466,

PDAM TARIFF AND EQUATY INJECTION RESULTS

628.  There are two main reasons why PDAM tariffs will need to be increased. These are:
{a) to provide the required 30% counterpart funding; (b} {o be able to repay the loan, and IDC,
in 2011, With the construction program extended to fill the five year project period, it might
have been possible to develop a fully funded, structured and palitically acceptable set of tariff
increases to the level required in 20%1. This was proposed to RGs and PDAMs and it is
possible that, with more time to explain, some would have been willing to accept, ie extend
project development beyond the shortest possible period of time. As planned, however, most
have programs which require counterpart funding too soon te funded, in practice, by tariffs
and so equity injections or cash advances by the RG will be needed. In many cases, this
could be paid back from connection fees in later project years as shown in Table 86, On
average, the advances would need some 1.4% of RG revenues and the equity 0.6%. Kota
Banjar would have the highest shares, 3.7% each.

Table 96: RG Cash or Equsty In;ectlons {Nommal Rp Mlll:on}

- Logatiop .7 [ U Ty AL PIRGE R ol o Fotal DAgrded’
2008 200? 2003 2009 2010 2011 Advant:e Equity RG

SRR 1 PR « PN o NS  RESC o R & Yes:

2325 4029 2057 0 0 0

388; 530557113388 1 13065 T TG RN

o —a. -.-.Jm...-J

+Kab! Serang

8411 8411 \;'é-ﬁ

RN B MR 2L 1

Kab. Barru

0 432 -0 0 4342 0 Yes
[tkab-Bogor 73 e 20 )3 O R 0 T R R e O e
Kab, Marcs. 6400 4700 0 5400 4700 0 11100 o Yer

BT A BT “""—"F s

~Kab.JJénéponto : 126097 - I"374, 12608 1 T DL LT IDIkYes i

9215 9215 ' Yes

"Kota Palopo: ~ 5256 3958 4] Q J -

KabPemaland ' [xing0 7 3219, 3653 V40219, 72:36837 I 10 4 OB L L0 EYes Y
fota Semarang 0 0 o - 0 ’ lJ U- : .O "0 Yes
KA, SHdiap 14807 [ i047 L TH0H IE 7 ¥es
Kab. Taput 5996 3221
TKab, Tapteng.-J 42355 1 {6381 -, .. .0 x-2358 [ ] ! ':-

Average - © L2860 3076 254 ~1837 -—1521 R IR v

629 Allowing for the above injections, a set of tariff increases was developed and agreed,
where possible, with the RG. These are shown in Table 97. Project funding will not be
required until 2006 at the earliest and so PDAMs which hava reasonable end 2004 cash
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balances (as shown in Table 85} will have liitle cash based reason to raise tariffs in 2005.
Even there, however, an increase in 2005 would be usefut to minimize the need for an aven
larger increase in 2008, This can most easily be done by referring to the PFC tarniff given by
the MOHA guidslines, as shown in the table above. After 2007, is a pericd when the MOHA
legislated PFC tariff is higher than cash flow needs but utilizing it will aliow the builld-up of
regerves to offset tariff increase problems when loan repayments start in 2011, Without these
reserves, the average tariffs in 2011 would have to be significantly higher. The reserves will
be fully used later, after which a tanff higher than PFC will be required to repay the loan and
make confinuing replacement expenditure. While the marnk-up varies by PDAM and year, on
average it is some 10%. This is the same as the difference between FC tanifs with asset
revaluation and PFC tariffs without, as shown in Table 9& above, an agreement of theory and
practice which is hopefully not fertuitous.

Table 97: PDAM Tariffs Assumed (2005 Rp/m3)
Clocation o 12004 772005: §.2008 ;1520073 2008 H.2009 2060 H207773 {Agreed ]
. RG
fKabiSerang i FA2448 SHHAST TR0 NR212) (2007 ¥ 2434 25071 R A4 1 IVesERE
Kota Banjar 1929 1920 2300 2300 2900 2900 3363 3831 Yes
¢ Kab: Bandung 7 23377 123377 26007 £'2600% (526007 E2700  Fr2700 73308 ] ies 3k
Kab. Barru 1488 1550 1860 2700 3659 3974 3991 4846 Yes
(Kab: Bogor: T (4 £20 01724, 12073 25187 V2634 2972 03 L3l Ees e
Kab. Maros 1847 2220 2600 3200 3926 4550 4574 5969 Yes
iitad Fi2808, [F2A0a7 (128987 38987 a0 iHP033" 120864 : 7561 Wes il

1644 1644 2500 2500 2783 2034 2857 3801 Yes
Siah Feialang 1 F13207 3400 (7507 750 B2500] 728004 25007 H3E5] i¥eRE
KotaSemarang 2454 2750 3625 3780 3997 4118 4083 4762 Yes
BRabl SidrapTe; 1 R8T BA600; 125001 25001 FOG161 £3704. BUA%H; 1/8T6e] iesii il

Kab. Taput 666 556 800 1100 1100 1800 1800 2594 Yes
FK3b Tapieng 7 T8 74007 515001 £7200d1 72504 §0s02] (226007 [14148] YRSl
Average 1586 1726 2223 2467 2919 3109 3130 4044

P AT e VOO A0 EAAGY.] S156%1 RTBA%) F1oe: V0T 12sva FETEE

5. PDAM CONSUMPTION FORECASTS

630. PDAM consumplion has been forecast using price and income elasticities., The
former have been based on those derived from recent tariff increases as given in Table 97
above, rounded and adjusted as seemed necessary. Opponents of price elasticities often
argue that the effects of tarif increases are short lived. If anything, however, the observed
effects of the increase took some fime to be realized but then continued and slightly
increased. Sales per connection in 2004 were higher than those in 2001 in only twa of the
studied PDAMSs: in eleven they were lower. This refates of course to the discussion above
about the relative importance of price and supply. But Table 18 dees at least indicate that it is
price which is the most important in the PDAMs studied.

631.  Price is only one determinant of demand and incomes also have an effect This is
likely to work in two ways. First a general growth in incomes will increase consumers’ ability
to purchase the water which they would fike. Annual growth in incomes of 2% has been
assumed. This may be higher than past growth in most Kabupaten but seems reasonable for
the served urban areas. Income elasticity data is not available for particular project locations
but a figure of 0.60 found for both Jakarta and Surabaya fits reasonably with international
data and has been used. This means thal per capita demand will grow naturally at 1.2% per
annum. Second, however, is the fact that new customers are likely to have lower incomes
than existing customers, and this is borne out by project survey data {see Table 91 above},
which show a 67% difference. This agress with Susenas data that demenstrate that the
average income of households with piped water is now 50% higher than those withowt. This
has been assumed.

632. Household demand has already falten on average, as shown in Table 98. The change
has, of course, varied by location and has been broken. Analysis implies that the fall will
continue for another ien years. Unit demand will then start to increase again but will not
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regain its early 2000’s level. This conclusion might be over pessimistic and certainly assumes
that sales problems this decade have been dermand rather than supply based. What backs it
up, however, is three important factors, all derived from history, vis: (@) it is the rich who are
now cennected; (B) the poor consumea less per person that the rich at the same tariffs; {¢)
tariffs will have to increase significantly to repay loans.

Table 93: Househeld Consumption Forecasts Allowing for Tariff and Income Effects
(LJIersfcapnafday}
“Location .- i 200071 2004 Y2008, F2010. ¢ 2015 2020 (75035 .
Kab. Serang 1M 121 122

Kab. Barru Gg 98 105 101 103

FKab Begor oL e U ARRT LB VT 4461 TRZE 20 TR0

Kab. Maros | 94 106 102_ 85 79 85 88
CKab dénepoifo - " B0, 62 A L8N 4 9908 0T
Kota Palopo 143 163 181 142 134 138 140

[P,

L Kab. Tapteng..-.. 5 . SAB3 B 353 T EE T aan
Averaye Currenl Scope 117 123 118 106 103 103 {08

FRot@Bamar =7 nTT N e 0 S DT B B A0 T ADE
KabPemalang 18 13 1Mo w6 107 12 17
P Rota SEMAtang. . 1 A48 AT EE DA 1IE TR

Kab. Sidrap 108 107 108 103 106 112 118
KaB. TapUt F T e L2842 AR T 12 VB A T
Average 120 118 115 107 105 108 112

6. PDAM FINANCIAL FORECASTS

§33. PDAM financial forecasts are shown in detail in Appendix E. Critical indicators are
shown in the following tables. The high cash balances shown before 2015 are the resuft of
assuming partial full cost tariffs, as required by MOHA legislation and the consultants' TCR.

Table 99 Forecasts far PDAM Operating Indicators
L Operating Ratio T tCashi'to Min. Cash ® 71 Contribution 16 Investment.
2005 2010 2015 2005 2010 2015 2005 2010 2015
AGTRT IO R O AT A4S TR TR (T 102%
Kata Banjar B85% 49% 56% 6.6 1.0 1.6 429% -14% 110%

5B6% BT T R DB R I T% T 09%,) S 0a%

e

Kab. Barry 220% 100% B3% 02 287 12 2045% 210%  82%
-Kab:Bogorf ™ T v BG% .. 89% . BBY% AT 20.07 180N BN L234% ) [T102%:
Kab. Maros 137%  94% 68% 11 126 28  872% 115%  105%
Kal, Jeriepontoh T A13% - .97% . B0% 80 28N L LY LEN624% 2% | 1S
Kota Palopo 95% 5% 72% 42 2086 03 na 99%  97%

e TR

kKahPelaiand " L 64% 13 83% : LTBAWT L0812 (. 803 L. T L B7A0T ) (GA7% B0 TE ]

Kota.Semarang 9% 83%  83% 35 3 2 12 -4087% .. 32% 97%
L KabFSideap L 1 AT 98% ;. TR TR L BAAE 1O TT03E% ] L:.f_ziziﬁ JLA0%
Kab. Taput . 133% Q7% 61% 3z 22.2 10 883% 91 %% 100%:

-

"5' Za% T BRY  TRAYE £ R T 2086 TR IO

| L BN L

Average o - 115% . BO% T2 . 44 17.0- 286 ~ET6%  107% 98%

634, The average asset base indicates the importance of the proposed investment
compared to the existing situation. This can be biased by the age of the existing assets,
however. The ratio of assets to water sales shows a norralization, with each PDAM moving
towards the average, as would be hoped. Debt over debt plus equity remains below 70% at
all PDAMs.
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Table 500: Forecasts for PDAM Asset Indicators
AVgAsset Basg (RpB) "5 | AsSétsiWatar Sales - ' 1 { DeblilDabt + Equity) 1%
2005 2010 2015 2005 2010 2015 2005 2010 2015

< T e

X ocation

KabiSerang ! 36,0, 55160084 2403 | LE8.70 R AS BT o% T84 TEAURY
Kota Banjar 546 63.4 2.49 5.52 487 0%  61% 43%

FKabTBanding 259375 270 1 24 B, PTRRRL T A8 TS AR
Kab. Barru 321 267 727 305 14t 13% T1%  63%

e B8 T TSI S R T2 AR s AT
Kab. Maros 93.4 o905 474 442 2.00 4% 84% 57%
£KEb shéHonio: CHAREI T8 TGN T LERE a0 0% YA B
Kota Palopo 902 895 1.37 4.69 2.26 37% 7?% 59%

R T

FKabPémalang. t RGO AT T .86 SEE( RO AN AR
Kofa Semarang 2U4 6 3529 356.5 277 167 102%  B6% 49%

FKab:Sidrap &5 D V08 L Res e KD P B T8 {11,694 ¢ :.:-99*:‘ TRdEe N O AR P A
Kab. Taput 12 580 60.8 1.42 7.04 356 5% T5% 51%
FKab Taptend i s L inaig 1 b 1488 FERA08: FA658 1530627 Ta6 1 T 0% DB ST,

Total 4591 16516 1 6818

. p——

TS TRBEE T A0 e RA00° TR T T AR
635. End year debt increases considerably at all PDAMs apart from Semarang.
Accumulated interest will be some §% of debt by 2010.

Tabte 101: Forecasts for PDAM Debt (Nominal Rp Billion)

) FERdYear Debt AR AcCum nterest i COBE Payments a0 S oarD
2'305 2010 2015 2010 Share 2005 2010 215

VIV R b 2 AT T b»-r-miﬁ 7| s | FERE0) R0l TG T

on 448 = 336 8.3% 0.0 0.0 56

aan&ﬁ G e DR (o Pl O] e T a0 v B0 Y TTO% 1 i 8T W1 E0308

rhwerage ™

"Kab. Bamu 13 338 243 82% 02 03 - 44
LRab BogorT oL | T3 E AR R IR0s A LR Y DT RA%] ULAA0 B0 (B B
Kab. Maros 84 972 683 7.9 81% 06 23 134
{Kab-Jenepbnt:: TR BT 400, (R0 67 1l 331 DErnaA R RO ARG Fryem
Kota Palopo 54 39.? 0. 9 76 85% 15 26 15

KotaSemarang 2583 336, 3 "209. a

B LA AL

s M

S B8N R0 PR QN BT S
47% 352 498 368
E5% 005 A0 BEE ST
B4% 00 0.0 6.9

. . 0. Z G AR T DS Y el
Total 3183 15620 10905 74% 477 626 1911

45 SRz SR 0% B3R UERaa] B

636. The following table, showing the debt service coverage ratio, needs some expianation
since several definitions of the indicator are available. The ADB Financial Governance
Guidelines in¢lude only one definition, classified as Net Revenues in the tabfe. MNat revenues
are derived from the income staterment and do not allow for; {a) required other investment,
which might lead to lower cash availability (Cash Flow), or (b) cash balances, which modify
the effect of other investment fequirements by adding back in the previous year's cash
balance. As can be seen, the ADB requirement is less constricting than the others and is in all
cases more than 1.3. Note that it was the cash balance indicator which was used to calculate
required tariffs.

41.3
31

550
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» Based on the results of the questionnaire, determine what, if any, additionaf
review!follow up is warranted

» identify issues or risks associaied with the entity's financiai management systems
and determine the most appropriate risk mitigation measures to be adopted as part of
project design and/ar project implementation arrangemants

o The results of the FMA should be noted in the RRP.

2. BACKGROUND

641. The project will be executed by the DGHS of MPW, who will set up the PMU.
DGHSMOW has a fong track record in the formulation of water supply and sanitation
programs funded by the ADB and other donors. M can be assumed that a FMA for the agency
has been completed.

842, Water supply works will be impiemented by the PDAM who will also be the operating
agency. This is a change from the previous system in which central government line agencies
implemented the works and then handed them over the PDAMSs. The change is the resuit of
decentralization fo regency level government. it is not xrown if any urban water sunply
projects have been successfully implemented under the new system.

643. The sludge treatment plant at Serang wili be implemented by the RG Dinas PU, who
have been involved in the detailed engineering design. The pilot sanitation works will be
implemented by a Stakeholder Committee, in coordination with the RG BAPPEDA,
Consultants will be involved to ensure that local community wishes are adhered to.

644 The Word Bank is embarking on a similar project but with only one or maybe two
RGs/PDAMSs. They do not appear to have perfermed a formal FMA of the 1As and their PAD,
the equivalent of an RRP, contains many qualificatory remarks regarding implementation
capability.

3. ACTIONS TAKEN

645. The consultants have taken the following action with respect to the assessment of the
financial managament capacity of implementing agencies.

+ An Indonesian language questionnaire was prepared based on the ADB's FMAQ,

+ The locat institutional experts provided the questionnaire (English and Indonesian
language version available) to the Financial Director of each PDAM visited on the
opening day of their 4-day visit. In total, the questionnaire was distributed in 16
FDAMS,

=« The Director Finance was targeted as being the person most likely to be capable of
understanding the intent of the guestionnaire. In each location the Director was
asked 1o compiele as much as possible and be ready to discuss and retum it on the
3™ day of the visit.

s During the week visit the financial experts from the consultants also had the
apportunity to observe cyrrent accounting and financial management practices and
draw some conclusions on the ability of PDAMs and the local government to nonor
commitments o manage properly the project finances and subsequent infrastructure
operations.

4, RESuLTS - PDAM

646. A typical response from the PDAM Direclor was to return the questionnaire on the
third day largely {if not entirely) incomplete, saying that until the project implementation
arrangements {focation of the PIU in the PDAM or at local government level, likely personnel,
scope of project efc) are better defined, they find it difficult to complete properly. One reason
for this may be that the FMAQ starts with "lmplementing Agency”, rather than making it
obvious that what is wanted is details of the existing agency in its non-implementation mode.
There is also some truth in the problem with the assessment claimed by the Directers;
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cerfainly, arrangements for channeling funds will influence the competencies required at
different points in the project implementation set-up.

847, It was also observed that several Financial Directors did not understood much of the
questionnaire, which requires a substantial grasp of financial management and accounting
theory and actual procedures, as well as MDB project financial management experience. In
fact, no PDAM's return was sufficiently complete to suggest the presence of the nesded

capacity.

648. It was also cbserved the local governments and their PRAMs on Java are generally

more competent than those in North Sumatra and, especially, Sulawesi.

For example, in

Sulawesi, many of the PDAMs have not been properly audited for some years and do not
keep accounts in accordance with the Home Affairs Guidelines of 1999, In fact some of their
systems are extremnely rudimentary and clearly not to the required standard. Java locations
are far more familiar with MDB project procedures and have access to better personnel. Even
PDAM Semarany, however, which has been involved in twe IUIDPs, said that filling in the
form was impossible until implementation arrangements were firmed up.

B649. A subjective evaluation of PDAM accounting data is included below, which refers to
how the PDAM relates to some “average” PDAM. The table also gives the state of

corputerization.
Table 103: Evaluation
Available

Kati. Sérang: - - “Average

Kota Banjar Above
LKab. Bandung .. ABdve -

Kab. Barru Below
Kab: Bogor © 1 Above ..

Kab. Maros Avera.ge
"KabJeneponta ;[ Below T

Kota Palepo Abave

.- Kb Permalang - Avsiage’

Kota Semarang Abnve
%Kab, Sidrap . T Below &
Kab. Taput Below
-¥Gb. Tapteng” . . #Below . -
Saurce: WSSF" Consullants

5. RESULTS -

PDAM Accountmg Records
Uplo Date Accurate Bllllr!.g Accounts
Avetage , CAverage’) (LT ) N‘D
Average Average No
. Abiove 2 [ es;-:-;r--i.e:_._..
Below Below Yes

Below A\refage Yes No
¥ Betow "7 ¢ Béiow.. 1 Yes N0
Aye rage Geod Yes Yes

"Average AverageTYes T No. T IND LY

Above Abave Yes Yes
*Below™ " Beisw o N T e
Belaw Below Yes fo

“Belowcs - Bdlow: < PNa T NaT i8NG

RG

“Computerization - 53 7
lntegr&t d

P Rbgve’ - Abawe ) VeSS e Yes YT

650. As with the PDAMSs, it will not be until implementation arrangements are better
defined that it will be reasonable to atternpt an FMA of the RG. At the time of the field visits, it
was also not known whether there would be a sanitation program and of what it would
consist. A similar overall evaluation of the RG accounting systern and data was made and the

results are shown below.
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Table 104 Evaluation Reglonai Government Accounting Records
Flecabon oty dDatd yu; i ! IComputenizafion
Avallable

EKab Serang i LABave
Kota Banjar Above Al:lc-ve Above

LKalBandund 7 fABove ;
Kab. Barru Balow

s s g .

P Al

Above -"4 ‘: :' \ N

“Lad 1

KAD: BAGOr T LAverage :

G e

Kab. Maros

ZKabTueneponta : HBaIow <

Kota Palopo Above
(.Kab Pemlang’ TAvirage' [Above
Kota Semmarang Above
FKaD: Sidrap 1Y EAVetage | fAVSageti., sAbove
Kab. Taput -  Average  Average Above

[ Kab Tapteng 7" FAvetage | yAveraga i b

Above Abuve

Source: WSSP Consultants

651,

6. CONCLUSIONS

Overall, the low capacity to manage financial aspects of the project does present a

material nsk to successful project implementation. Nevertheless, it is quite possible that the
required knowledge, atfitudes and skills / experience aiready exists with saome persans
somawhere in the local governments and PDAMs, and what is being seen is simply the
uncertainty of the financial director, who has not been involved in a key position in a past ADB
or WB project.  Until the proposed implementation structure is specified, assessing capacity is
mare difficuit than it could be.

652.

What should be done to mitigate the risk? Some immediate suggestions include:

After the project implementation structure is agreed, a Project Implementation Manual
should be prepared, using bridging assistance, which specifies in detaii, among
various matters: (i) the autharity and accountability of key personnel (ii} the
competencies required of the positions (iif) the recruitment, selection, approval,
induction, performance assessment and removal processes for these key positions
(iv) the specific accounting procedures to be practiced (v) the reports, their content
and delivery requirements and (v) audit requirements.

Specify that the PIU be staffed by persens meeting specified competencies — drawn
from the Jocal government, or even hired, and not just from the PDAM.

The PMU / ADB should have the power to reject proposed candidates for the Head of
the PIU, and key financial personnel proposed by the Local Government for the PIU;

The Project Implementation Manual might be prepared participatively by or at the
start of the project using key persons from the RGs to improve its ownership;

Training sheuld be given, before funds are released, in project financial management
to proposed PIU personne!, pre-selected {o ensure they have the capacity to make
use of the training;

On-the-job training and assistance should be provided by the implementation support
consultant to ensure the accounting system is operated according to procedures in
the first year of the project,

Use of an independent "Quality Assurance” consultant to detect non-compliance
through random audits separately from the more routine annual audits done by BPKP
or public accountants,

Insist that, as part of the Good Corporate Governance institutional develiopment
activity, a Anti Corruption Action Plan be developed and reviewed annually by the
PDAM Supervisory Board, including ensuring the accounting system is appropriate
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and operated correctly (an outline of ACAP is in the GCG Index developed as part of
the Project Leg-frame); .

¢ Inthose PDAMSs which are not accounting in accordance with the current Guidelines
or who have not had a satisfactory audit by BPKP or Public Accountant, a mandatory
FOPIP activity should be undertaken to introduce a proper accounting system.

653.  In summary, a pro-active position should be taken in the project design. Past project
approaches were in general based on implementation by central agencies. They assumed the
local government to have competent personnel and did not include “project management”
capacity huilding. This shouid not be repeated, especially now under decentralization. As a
number of PDAM officials and civil society representatives have noted during the
assessments, the current stage in decentralization and development of local political elites
requires huilding not only project management capacity, but also provision of strong,
independent {external) supervision mechanisms.

L. WATER SUPPLY SUB-PROJECT FINANCIAL ANALYSIES

1. WATER SUPPLY SUB-PROJECTS

854. Each PDAM was asked to propose sub-projects for inclusion. The Stakehaoider
Committee was involved at a later dale but in general the projects evaluated are those first
proposed by the PDAM. As shown hefow, these are mainly extension of the existing system
in the Kabupaten / Kota capital town. Only PDAMs Serang and Taput proposed projects
cutside of this area. This must be considerag at least a pity since it is known that there are
many small town systems already installed but nat warking efficiently (see Table 90}, it will
also downgrade the ability of the project to affect the lives of the poor in smaller rurai towns.

655. Cosl, capacity and new connection data on the projects which might still be included
are shown below. PDAMs which might still be excluded are shown in the table. Projects
which have been exciuded by the PDAM, eg Langansari in Kabupaten Banjar, are not, since
they are no longer in Finpro. The data for the projects shown are not always the same as
those first proposed by the PDAM but have been adjusted fo allow for the consultants'
engineering and demand based critique and any last minute proposals by the PDAM. These
changes can be seen from the proposed and *final” capacity and connecticn data given in the
table. The new project at Palopo will provide 250 Ips but 122 Ips will be retired in 2008.

Table 105: Water Supp!y Sub F'rojects

w95 BT% 2,859, 2300717 1250;
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SRl HTTERe AT e % TIBE

TarutungfTaput 31 2 2% . 8.8 . 2 545

1280 1 @2001[" qw 455552, n_z
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Muara/Taput . 10 0.?% ' 4.0- 1.545
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2. DEMAND FOR IDENTIFIED PROJECTS

656.  The following table gives the coverage (percentage of population served) assumed in
the PDAM and sub-project service areas. The coverage given for the sub-project areas in
2004 is zero since the data relates only to those who are not connected at present. As these
househalds connect they will add to the PDAMs coverage and the implied increases are
shown for each PDAM.

6857. Demand for connecticns in the sub-project areas, as given by the WSSP Real
Demand Survey, is shown below. Un average, 55% to 60% of such househclds said that they
would like a connection, aithough the percentage varied considerably by location. It was
highest in Serang and Jeneponto and lowest in Pinang. The main reascn given for
hauseholds not wanting a connection is because their existing supply is sufficient.

Table 106; Assumed Coverage and Surveyed Bemand for Connections
‘ ihed Coverage Defnahd Not Want

S L i e ST PR Want BegalEa”

fﬁé’f B‘im‘%ﬁ;f_m. Fi2004 52007 52090 1 TTHC ERSGERS

PDAM Kab. Serang 0% 38% S54%  B4%

L N R SR T L D ek B S i
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{EDAM Kot Baiiiar T T U DR TR TR R
0% 1% M%
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{PDAM Kb Bari 177 Fo 2% DIB5% [FA8%, [2ie0% sy
0% 17% 5% 48% 86%
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Bagor Tengahs 20T a0 1B [716% 5 05% Ba%an s
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Bogor Barat 0% 3% 4%
{PDAMKab. Miros %) 52T IVH9% HETE R S
Maros 0% 28% B1% B83% 33%
EDAMIKab, Seriepaiita S84 750% [XE93 Eaia BN
Jenepanto . 0% 29% 37% 654% 60%
{PRAMX S PIoRG =7 8% FE0% TI8% BTesh TR
Palopa : 0% 11% 28% 56% 52%
|PDAMKaE Peffidtang ] % 26% 30% [739% VATe9 ISy
Pemalang . 0% 3% 20% 56% 25%
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0% 1% 26% 9% éé .

Tarutung!T aput &
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MuarafTaput 0% 19% 61% 57%

PDAM Kab, Tapteng? ! 12% 527% [.50% . "88% L2757
Tapteny - ' 0% 15% 37T% 63% 73%
BDAM Average T F 2B TA0% § 55% OF F2% 63% T3
Sub-project Average 0% 16% 37% 63% %

658. Wilingness io pay for a connection in the sub-project areas is shown below. No
survey was conducted at Bogor Barat or Muara since they were was added by the PDAMs at
too late a stage.

Table 107: Suwey Results for Willingness to Pay for Connections

o

<'Rg 0.5MIl Rp05=1.0M >Rp T0.MI}
Cash Credit Cash Credlt Cash Credit
% 1% o 40% AT AT% P 3R%
7% Ti% 7% 49% 0% 2%
ST 88% TTY% L OBY,  N0% i 0%:
Sorean.l’Bandung H1% 45% ™% 8% 0% 0%
Ba RENIES i7 3 35@5?%55{0’%? 0% 0% 0%

0% T1%
AT

BcgorE!arat )
Maros” L g TB2% RBA% T 0% | L0% L 0% 0%
Jeneponto 54% 9% 0% 0% 0% 0%
{Balopo TS BN (0N 0% 0% 0%
Pemalang 0% 67% 10% 67% 0% 24%
(Sémarang 7 T28% 1 BBY F28% 7 8% T0% | 3%
Sidrap 0% 99% 0% 0% 0% 0%
Tarutung/Taput - 530% | 89% TA0% | & % . 3B%:

Slpohulon.r’r apL.rt 100% 100% 0% 130% D% G0%
ABTBITARUY L 550 S giran ™ T e
Tapteng 27% 63% 4% 16% 1% 1%
‘Simple Average ,:46% ' 74% i1 9% © 40% T1% . 17%
Weighted Avg 37% 59% 10%  20% 2% 16%

659. Comparing the two tables has several uses. First they show that the assumed
coverage is well below the numbers who would like a connection, Second it shows how many
who would like a connection do not appear to be willing to pay cash or evan credit for cne,
These results must be suspect, however, since the camect contingent valuation survey
techniques were used only in Serang and Ciruas, where the resuits show significantly higher
wtp. At Bogor, in particular, households were asked only if they were willing to pay the
present connection fee of Rp 1.75 million. Thirdly, they show how important lower connection
fees andfor credit could be.

660. Wilingness and ability to pay for water in the sub-project areas are shown below.
Willingness was recorded directly in the survey, ability was calculated from the proportions of
the populfation for whom the quoted monthly bills are no more than 4% of household
incomefexpenditure. The present average household bill is some Rp 25,000 per moenth but
the assumed tariff increases mean that this will need to rise to some 2005Rp 60,000 per
month. The table shows that there is little if any expressed willingness to pay that amount.
Ability to pay also imply that there could be problems with bills of that size since on average
only some 11% on average of presently unconnected households could "affard” the average
bill. Households do have the option of lowering their consumption but the data given here
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imply that both willingness and affordability could be issues, The willingness problem is
reflected in the low EIRRs (see K. 1 and affordability is discussed further in L below.

Table 108 W‘Ilmgness and Abflity to Pay for Water (2005 RprHIMonth}

ilingnesg
Bill
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3. WATER SUB-PROJECT FINANCIAL EVALUATION

661.  The financial benefits of the proposed sub-projects are shown in Table 109. The long
run cost of waler is given by the AIFC, and the 10% addition for capacity building woutd
increase them accordingly. They are below the tariffs required to repay loans shown in Table
97. The costs and revenues shown depend an willingness to connect. Survey data given in
Table 106 above can be used to judge the likelihood of such willingness.

662. The calculations follow standard ADB procedures as specified in their guidelines.
Constant price cash flows were discounted over 20 years. Both replacements and an end
value were included. Demand, base costs and revenues are the same as those used in the
economic analysis. The FNPV and AIFC are calculated at the weighted average cost of
capital (WACC). This is shown in the table and varies by PDAM as a result of different shares
of government and consumer funds in the 30% not funded from the loan. The nominal cost of
government counterpan funds has been taken as the 12.5% rate the central govemment has
recently had to offer to obtain bonds. The cost of consumer funds is assumed to be the 6.0%
available on bank deposits. Loan interest is adjusted for corporation tax at 30%; the other two
sources are not adjusted. All are converted to constant prices at the ADB's forecast 5.5%
inflation rate for indonesia.

6863. The WACC averages 1.3% but varies from 1.0% to 2.7%. The higher values and so
cut-off point oceur when immediate tariff increases would have to be too high and the RG
have agreed fo provide an equity injection. The FIRR is calculated before funding and so that
equity injection does not count as cash flow income in the FIRR calculation. it might be
thought that that is applying a double penalty to the project but the very fact that equity rather
than tariffs does give cause for concern.

664.  The direct sub-project costs do not include institutional development {ID), for several
reasons. First, the costs of ID have not yet been fully formulated, discussed or accepted: past
experience implies that the latter will not occur until well after the physical projects are defined
and accepted. Second is uncertainty as to how to allocate the costs to projects. Certain of
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them will be essential to project success, others will be useful in the tong run but for non-
project related reasons. Similarly, some will be water supply related, some sanitation and
some more general. Obviously, at the very end of project preparation it could be useful to
properly allocate 1D costs. Until that time, however, all that can be done is to make some
global estimate for the amaunt to add to the direct costs of each project. As a reasonable first
estimate this is that it will increase investment by some 10%. The results of this assumption
are alsc shown in the table.

665  Ewven after the addition of ID, the FIRRs are more than the WACC for most sub-
projects.. Problem sub-projects are: Banjar, Barru, Maros and Tarutang. The Tarutang FIRR
is not below the average WACCG, however.

Tabie 109: Sub prcqect F manmal ‘v'|ab||;ty With and Without Techmcal Assistance

“Logation ™" ARG
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J. SANITATION SuUB-PROJECTS

1. IDENTIFIED SUB-PROJECTS

666.  Projects identified are as follows:
» construction of a sludge freatment piant {IPLT) at Serang;

= pilot Community Sanitation Centres (CSC),
=» pilot Simple Community Sewerage Systems (SCSS);
» school sanitation centres {S5C).

667. 35 CS8Cs have already been built in migrant settlerments in Jakarta, Surabaya and
Penpasar.  These facilities were designed by the Bremen Overseas Research and
Development Association {(BORDA). Each contains six WCs, six bath cubicles, a washing
room for clothes and a room for an operator. A simple underground wastewater biological
treatment plant is incorperated, which distinguishes it from an old style MCK. This eliminates
surface water pollution and also provides biogas as a renewable energy sourge.

B68. Some SCS8s designed by BORDA have already been built. They contain sewerage
and a smaill waste water treatment plant. Community involvement is the same as C3Cs.
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669.  In previous BORDA projects investment costs were provided 40% by central grants,
30% by the local government, 10% by the community and 20% by donors. In order to better
previous experience, grants were provided only if a participatory dissemination approach
involving (ocal NGOs as well as communities was followed. This meant that the facilities were
provided only in ptaces where the community had demonstrated commitment and had agreed
to provide 10% of the investment in cash or labor. In some cases, the offer of a facility was
advertised generally and communities were invited to bid to have one.

870.  In addition to the Serang \PLT, the sub-projects assumed are in packages of 3 CSCs,
3 8C58s and 20 schools. Bandung, Bogor and Semarang would have two packages. The
other RGs one each. The costs of the assumed pilot projects would be some Rp 60 billion,
1.5% of the RGs combined borrowing capacity in 2005 with the 75% rule and 0.6% of that
with the DSCR rule.

2. SANITATION SUB-PROJECT COSTS AND FINANCING

671.  The following table summarizes the fixed investment costs for the proposed sanitation
physical improvement works. There remains some controversy regarding central government
grant funding to regicnal governments for urban infrastructure. Elements of the govermment
believe that the existing natiopal funds allocation {see Table 74) is sufficient and that that
should be enough to cover decentralized regional responsibilities for urban services. Others
kelieve that the central government still has a responsibility, particularly in sanitation. This is a
controversy which will continue and solutions specific to each example will have to be found.
Discussion and examples in the following section imply that appropriate 1oan funding to
regional governments for sanitation projects could provide a solution. kn the meantme,
however, the consultants have been instructed to assurme: (a} central grant funding, from ADF
loans, of CSC and SCS pilot projects; {b) ADF loan funding passed on to regional
governments for IPLTs, with 30% RG equity injections,

Table 110 investment Costs of Sanitation Projects 2006 — 2010 {Current Rp Million)

Description IPLT CSCs SCS53s Schools  Total %
Kab:, Sera BT LT BS3] B TAEE (23021 12 260% ¢

1,671 1633 455 3759  4.8%
O E A 8T B 0T £7819: K T06%A
1671 1633 455 3759  4.8%
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1671 1633 455 3,759
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1633 455 3759  48%
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Kota Semarang 0 3341 3267 911 7,519  96%
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3. SANITATION SuB-PROJECT FINANCIAL EVALUATION

COMMUNITY SANITATION CENTRES

6872, Cash flows for an example CSC project derived from previous BORDA experience
are shown in Table 111. On average some 200 plus people use each CSC and user fees are
said to provide some Rp 20 million (US$ 1,800 - 2,400). That is some Rp 255per person per
day;, around 2% of equivalent per capita GDP and some 3% of average per capita
expenditure in urban areas, derived from the 2002 Susenas. Existing MKKs in several towns
charge Rp 500 per visit. The difference might be the result of the focus in BORDA projects on
migrant as against local pepulations.
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673. The table shows that, at Rp 255/visit, revenue from users would provide 26% more
than direct operational costs. It alsc shows, howaver, that if conventicna! capital costs are
added revenues would be only some 51% of total (full cost recovery) costs. A more detailed
cash flow analysis shows that a charge of Rp 440 per visit would be needed to give an FIRR
equal to the WACC. At Rp 500 per visit, the present ¢charge at many MCKs, the FIRR before
loan funding would be 2.7%.

674. 1T 70% of the investment cost was funded by an ADF loan to the RG {with 20% as RG
equity and 10% from the community}, the required fees per visit to give the RG a return on
investment equal to the WACC would be: (a) Rp 413 with the expected 5.02% mark-up on
{oan interest; (&) Rp 332 with zero mark-up; (c) Rp 383 with a mark-up of 3.4% which would
equalize the present value of loan flows to the central and regional governments.

675,  These results would depend, of course, on the ability of each facility to continue to
attract 200 persons per day at the fee charged. They do indicate, however, that local funding
of poverly based sanitation facilities need not be as expensive as is often assumed. As
instructed, however, the three pilot projects are assumed to be funded as a grant from the
ADF loan,

Tabie 111: Community Sanitation Centre Costs in 2005 Prices
Description us§ Rp 000 % O&M b Total
investment, construction. 1L RN 300082, TR VT i

investment, incl. preparat:on and monltcrnng 43 634 426 300

“:‘ ..: i

Salary 5,862 37% 15%
i Bleghreity v T e T e YRR IR T 2 %
Cleaning Materials 12-:) 3 172 7%
.- Sogtal 'Contribution.. L -
MalmenanceIRepaws
“Tofal Opeératignal .7 " =00 a7

Annualized Capitz Costs {1%, 20 years)
ii:¥otal Antual Costs” . .,
Tanff Rp 255.‘perscn.:‘day

ANnal Reventigs & C ST DT U w200, 180950, o 126%, ¥ B1%
Annual Deficit, Tatal -1,938  -18,501 -123% ~-49%
AR R Socipersaniay. | oall VT L TR AT
Annual Revenues 4117 39107 247% o959
" Wit DSfe, oA T i R A T T

SIMPLIFIED COMMUNITY SEWERAGE SYSTEMS

676, The investment costs for a simplified community sewerage system (SCS) to serve
100 families weuld be the same as given above for a CSC. Operational costs are estimated
by BORDA to be Rp 45 for fools and maintenance plus salary for an operator, say Rp 400 per
manth in total. The charge to give a standard FIRR equal to the WACC would have to be Rp
290 per person per day.

677. If 70% of the invesiment was funded by an ADF loan (with 20% as RG equity and
10% from the cemmunity), the required fees per person per day to give the RG a return on
investment equal to the WACC would be: (3a) Rp 281 with the expected 5.02% mark-up cn
loan interest; (b} Rp 180 with zero mark-up; (c) Rp 231 with a mark-up of 3.4% which would
equalize the present value of loan flows to the central and regional govemments.

678.  These results indicate that local funding of poverty based sanitation facilities need not
be as expensive as is often assumed. As instructed, however, the three pilot projects are
assumed to be funded as a grant from the ADF loan.
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SCHOOLS

679. The costs of a schoo! sanitation toilet block are expected to be some base Rp 15
million per school. On average, 20 such schocl facilities have been assumed per regional
government. These facilities are assumed to be funded as grant from the ADF loan.

SLUDGE TREATMENT PLANT {IPLT)

680. A sludge treatment plant was designed by the Environmental COffice in the Serang
regional government in 2004. The base costs of the proposed works given in the study were
Rp 126 billion, including access road. The capacity would be 30 m3 of sludge per day, which
would be sufficient to serve 50% of the population in Kotz Serang in 2014. Annual operating
costs at full capacity would be 2005 Rp 200 million. The plant is expected to be funded by
charges to private sludge truck operators who will be forced to use the plant instead of
dumping the sludge in rivers etc as at present. Charges given below are all in constant 2005
prices.

681. Cash flow costs before debt imply that a charge per m3 of Rp 19,700 wou'ld be
necessary ta provide an FIRR equal to the WACC. This compares unfavorably with similar
charges at eg Surabaya, where the charge is Rp 8/m3. The facility in Surabaya is some 15
years oid, however, and charges do not cover fuli costs.

682. The charge in Serang could be lowered by the use of ADF funded debt. The nominal
cast of the IPLT project including physical and financiat contingencies would be scme Rp 18.6
billicn, less than 5% of the RG borrowing capacity. If 70% of this was funded ty an ADF loan
and the remainder as RG equity, the required charge per m3 to give the RG a retumn on
investment equal to the WAGC would be: (a) Rp 19,400 with the expected 5.02% mark-up on
loan interest; (b} Rp 14 with zero mark-up, {c) Rp 17,500 with a mark-up of 3.4% which would
equalize the present value of loan flows to the centrat and regional governments.

§83. These charges are considerably below the equivalent charges per household
assumed in the Environmental Gffice’s feasibility study. The latter was Rp 250 per household
per year. The highest charge of Rp 19,400/m3 calculated here is only Rp 13 per household
per year, since households are expected to produce only some 0.7 m3 sludge per year (from
0.4 liters per capita per day).

K. SUB-PROJECT ECONOMIC ANALYSIS

1. WATER SUB-PROJECTS

684. WSSP water sub-projects have been evaluated in accordance with ADB guidelines.
The ADB Handbook estimates these benefits from: (a) shadow priced cost flows; (b) value of
non-incrementat water: () value of incremental water; {d) health cost savings. An altemative
way of locking at the same thing, but easier to explain to the layperson, is to add: {a} financial
cash flow at economic prices; {b} avoided costs of obtaining water from other sources, (c)
additional vajue of incremental water, (d) health cost savings. As demonstrated in WSSPA,
both presentations produce the same final result. In order to save space, the results and
explanation given hare are based on avoided costs, however.

685. Financial cash flows at economic prices are the financial cash flows converted to
ecaonomic prices at the domestic numeraire by the use of the following shadow prices: (a)
foreign exchange (the SERF}, 1.00; (b) unskilled labor, 0.70, (c) power, 2.0; {d) other local
costs, 1.00. The share of costs in the first two groups is assumed to be 10% and 30%. The
share of power is faken from individual PDAM cperating costs and is between 5% and 10%.
Taxes at 10% on investments are then deducted to give economic costs.

686. Avolded costs are estimated from survey results for each sub-praject. Detailed data
as shown in the SPARSs are used but the overall picture is summarized in the following table.
This shows the following input parameters: (a) the present average cost of obtaining water
from traditional sources, including the value of time at 70% of the local unskilled wage rate,
(b) average distance to sources used; (c) the percentage using electric welis, bucket wells
and vendor water, (dy Ipcd of vendor water use;, and (e) vendor water cost per m3. Bottied
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water cosfs are not included since, although many respondents purchase such water, the
proportion is highest for PDAM connected customers,

Table 112: Economic Evaluation Parameters, Water Supply

Location Meters % Using Well Vendor Water Cost of Full
. Jo! L Elechric 'Bucket!:” Dépth B2 3 % Aped; [ Rp000: . . Time: ;& Cost’
Wetls Wells Meters Using ruser /M3 Rp/Hour RpiM3

[Serdng nEe T UE 4 TTIS0% P 2T% TR0 A4 4% 40070 2625 2380
ClruasfSerang . 19 7% 23% 50 0.0%

00 2625 1948
00 s B2100 12263

CBanjar R T L 2 TR T 4%, G160 TRO0%
Sc-reang.fBandung 559 7% 6% 6.2 134%

T RO A%, A AR 0
Bogor Tlmur 34 75% 13%
L FA% . n T A5;

UD l:h:ll;,,,,L 18,063 22239

Bogor Barat 21 74% To% 15 D 3063 2,230
(Maros - UG08 L 9% 8%, A2 T00% 00 . 1488, 208!
Jeneponto 338 9% 61% 3.5 10.ﬁ% 37 62.7 1750 1977
"Paldps’: SUTLAS T A% % 0 000% - 000 T T 2 188 AL 190
Pemalang 53% 0% 00 08% 2 5 15 0 9 1398

: Semarang ", A 28% 0% 1007 328% . 7 i0.2825 152,068]
Sidrap . 90% 13% 57 00% 2400 1948
cTardtangfaput . 7 4500 D% - TU16% 0 040 00%: 00 E LT +54.200] FF2.758!
Sipoholon/T. aput 567 20% 21% 42 00% 4, 200 3,308
"MugsafTaput': A T SR T e RS R L
Tapteng 111.2 4%, 95
: Gimple Avsrage. " T 284,10 | 46% 2 o AZE T LT 454
Weighted A\rerage 22.6 50% 16% 59 9.5% 2 23.1 2.281 2,432

Source: WSSP Sacio-economic survey 2005.

B687. The value of incremental water iz estimated from a straight line demand curve
joining the points of present and estimated piped consumption. While the costs of present
consumption are derived from the survey data given, the volume is derived from piped water
sales adjusted in accordance with the assumed price elasticity. The same price elasticity is
used fo estimate piped water demand as tariffs change and so the consumption estimates are
internally consistent.

688. Additional heaith benefits are the decrease in heaith costs which can be expected
when people move from a traditional to a piped water supply. Estimation requires estimates
for WSS disease health costs and for the likely effects of change in water source andfor
sanitation habits.

689. WSS health costs should be location specific but it is difficult o obtain local
indicators, from which fo make specific estimates. There are two main sources from which
national indicators for heaith costs might be drawn, {a) WHO based DALY data; and (b) the
results of the World Bank funded JUDP Il study. Since these studies are not cross-sectional,
it is necessary to use another source for the likely effects of change.

690. The costs of disease in terms of disability adjusted lfe years {DALYs), uses a
methodology introduced for the WHO' in 1996 and promulgated by the World Bank in their
2000 World Development Report. The WHO publish data only by regions and the latest
available international data is for 2002. With WHO assistance, the National Institute of Health
Research and Development, Indonesia, has analysed available health data and estimated
DALYs for Indonesia in 2004. Their findings have been further analysed by the consultants to
determine the share of water and sanitation in the total.

691.  Water related diseases can be separated into: (ay water borne, where water acts as
the passiva vehicle for the infective agent; (b) water washed, infections that decrease as a

" The Global Burden of Disease, Murray and Lopez, 1996. A DALY is defined by the WHO as the
‘present value of the fulure years of disability-free Iife that are lost as a result of premature death...or
disability”.

December 2005 Black & Veatch — Arkonin = MTP - Waseco 183



WSSP ADB TA 4411-INO Final Report

result of an increased volume of available water; {c) sanitafion, infections related directly to
excreta; (d) water based, where a necessary part of the life cycle of the infective agent takes
place in a aquatic organism; (e) water related, infections which are spread by insects that
breed i or bite near water. Obviously, these definitions aliow for some overlap. They do,
however, make it possible to separate out the WSS diseases which are likely to be decreased
by increased access fo piped water andfor sanitation. Essentially these WSS diseases are
water borne, water washed and sanitation; they are not water based or water related. The
latter include twa of the major heaith hazards, dengue and malaria', Data on DALYs lost to
the different WSS disease types in Indonesia’ are summarized in the following tabie. In order
to put the WSS problem into context, the table also shows total DALYs caused by al! forms of
disease, injurfes and death, the share of WSS determined diseases in those DALYs and
cosresponding data for other areas.

Table 113: Annual DALYs per 100 Population (\ndonasia 2004, Other 2002)

Description Indonesia SE Asia Africa Europe World
T T B B oAl T Mgle { | Fendlel R BT AR
‘Water Bome 603 1343 3581 95 1,049
“NEEr Washed TS BT R I R TN T
Sarnitation 2 50 169

T WK Bétermined TR B4 B N80 ¢ W VTR RIS LEEE00 ) 1 05 B e
Other:

nfWater Based” SR EELI00 v 2500 TGS
- Water Related " 250 245 256 420 6,668 3 893
{ind. dengue/malana) -

Gl CAUSes RANTE ) A 20T FaoN 3 viaae {i0e atA} 53R AT A 231 (03058
WSS as % Total 32%  3.3% 3.2% 5.3% 7.0% 06% 4.7%
Source: WHO

§32.  As can be seen, WSS disease costs in Indonesia are significantly below the regional
and world average. One explanation for this would be the almost 100% boiling of water for
human consumption. Another would be the substantial and heavy rainy season which moves
poliutants towards the sea where they can do much less if any damage. The comparisen with
Europe, however, shows that further savings are available.

693. Several alternative methodologies can be used to estimate the value of a DALY,
depanding on the age profile and the intrinsic value of life assumed, ie whether based on
eaming potential or wiltingness to pay. The WHO do not suggest methods to calculate the
value of a DALY but say that any intervention which saves a DALY at less than three times
national per capita income can be seen as being cost effective. This would imply a present
value per DALY in Indonesia of some US$ 3,543 and implies an annual cost of WSS diseases
per person in Indonesia of US$ 256.

894. The JUDP I} study, on the other hand, estimated WSS disease costs directly from
hospital admissions, aulpatient visits, home treatment and work-days lost, derived from
surve&,r data. The present consultants used the JUDP data and derived a 1999 cost of USS
23.4%° per person per year. This was accepted for use in the WSSP1 econemic analysis. In
2005 prices it is US$ 26.2 per person, gnly some 2% different from the WHO based estimate.
The provides an estimate for tetal annual costs of WSS diseases in Indonesia of US$ 5.7
bilion, a figure which can be compared with a World Bank estimate of US$ 6.8 billion. The
Warld Bank estimate is believed to have been made earlier when WSS DALYs were probably
higher. In any case, given the order of magnitude of possible errors in the calculations, the
two estimates can be seen as supporting each other. The low level of DALYs in Indonesia
compared o other countries, however, does make the low level of investment in sanitation in
the country more understandable.

695.  The effects of changed water sources in Indonesia might be obtained from a detailed
analysis of Susenas data, cross-referencing diarheal disease with water source. |t is not

* These are often incorrectly added into intematicnally quoted estimates of the costs of WSS disease

? Source: National institute Health Research and Development, Indonesia

2 1f a WTP based VOSL was used, instead of a production based value, the 1999 cost per person
would he US$ 75.8.
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known if this has been done as yet and the present PPTA does not have the resources to do
it. In its absence, there are three sources available to estimate the effects. A meta study
performed for the WHO *' found that in-house WSS could redice WSS related mortality by
65% and morbidity by 25%. Second, a study on diarrhea prevalence in 8 Countries in Africa,
Asia and Latin America concentrating on child morhidity found the results shown in the
following table. A similar study for WSSLIC1 found the more detailed data given in Table 115.
The largest effect, and one of the few which was statistically significant, was water boiling. As
noted above, it is the prevalence of this water bailing in Indonesia which might “explain” the
comparatively low level of WSS diseases in the country.

Table 114; Diarrhea, Water Supply and Sanitatien in Urban Children

Description Dlan-hea Prevalence [24 Huurs)

e Ganitation Supply © I

Water Supply Poor Intermedlate Optlmum
IPgor. ™ RS AT T oA

I'ntermed ra{e 23% 20% 18%
CLEADN T R B%, e F
Saurce: American Journai of Epldemlolngy Vol 143, Na. 6, 1996

Table 115: Reduction in Child Diarrhea Marbidity
Interventmnraackground Vaﬁab[e % reduction p value

AT """-Supply ‘Facilities™
o Mixed QuaIrty : :
.Good Quality;

Sanitation Facility
HOI‘I"IB Latrine

.ashmg hauds befo'_, ichild feeding .-
Social Involvement

Village User Group (KPS}

Notes: 1 The % reductron is 1 minus the ad[usted odds raho
2: The finding is statistically significant if p = 0,05
3. Source - WSSLICT Study

B96. These studies give data only for children, which do not allow the economist to factor
up to the total population. The only known study in Indonesia which deoes was a before and
after survey also done under WSSLIC1. This separated the effects by mortality and morbidity
and also those on users of the new system and others in the vicinity®®. Users had a 25% drop
in mortality and non-users a 10% drop. Similar decreases for morbidity were 15% and 5%.

The net effect was a 13.2% drop in WSS disease costs following the provision of WSS
iferventions. This has been used here, as it was in WSSP1.

697. Total economic benefits of the water supply sub-projects are given in Table 116. The
AIEC is the long run economic cost of water supply and does not include allowance for health
benefits. Economic benefits start with financial cash flows at economic costs. Adding avoided
tosts normally increases the benefit but does not do s¢ in many sub-projects since the costs
of altemative sources are below those of piped water. Similarly, adding incremental water
adds little since the large tfariff increases required imply that there will be little. Health benefits
increase the EIRR but to above the ADB assumed cut-off of 12% in oniy seven sub-projects.

@ Esrey, S. A., J. B. Potash, L. Roberts and C. Shiff {1991), Effects of Improved Water Supply and
Sanitation on Ascarasis, Diarhea, Dracunculiasis, Hookworm Infection, Schistosomiasis, and
Trachoma, WHO Bulletin OMS, Vol 69.

Since WSS diseases are communicable, decreased disease in one family will decrease the likelihood
of disease in a neighbor.
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One of these fails the EIRR test when capacity buiiding costs are included. NPVs are shaown
by project in the SPARs and sum to minys Rp 264 biliion.

688.  One factor which is not included in the ADB calculations is the convenience value or
utility of piped as against traditional source water. In order to estimate this directly would
require better and more costly contingent valuation survey techniques than were available.
Instead, a calculation has baen made of the increase to the present cost of alternative water
sources, shown in the table above, which would be necessary to give an EIRR of 12%.

Table 116: Water Sub-Project Economic Benefits

Location AIEC EIRR EIRR EIRR EIRR EIRR Utility
i FiaRgi Tipits’ £l TARSE: [Markclp
incr. health Cap, Meeded
_ i weatdt ! i ) Bl Sher A%

Serang 4 5?2 6.9% 2 2% 2 2% 66% 56%
TEBY A % e o 6% SETADY
7.0% E 1% 1% 98% 87%

CO8% 4 13 2% T 3.3% A7 % T AR ]
Barru 4,_946 2% 25% 25% an% 6.7%
Bogr THmar o BGET LEEE RSk U Y DR et 1A

Begor Tengah Y -0 8% 1. 3% 09%  170%
¢ HiGor BTt S 15 6307 tﬁéﬁ?’ BB R R e R B
Maros 3338 18, 7% a, 3% " 1% 165% 140% 0%

EERDNI0 1, %) (ol SRS B 8% 3% 2 ALY I BT BT A
6%  24% 21%  06% 02%  300%

it
*.:
..T

SR

oL PR R XL 2 el 1 R s\ W U U R T N e P D B T A
Semarang 4,327 16.6% 44% 44% 102% B.&%
ESidraps Y E EA19) £ A AV TR BT TR A O

Tarutung/Taput 4,380 3.6% 5.8% 5.8% 8.8% 7.7%
TESinGHolon apt 4 {54)30% ) TS ahe T s 8% L 135 RSl B T0%

Muara/Taput 3,198 10.5% 1656% 16.5% 221% 198% 0%
FaBTenG e S R A T (R I | AT R e

Simple Average 4,954 10.0%  55% 54% 102% 88%  63%
- Weighted Average'] - SHOET i 2100, © TR0 BaBon | 1 P02%T roiT i 040

2. SANITATION Sus-PrRoOJECT EcOoNOMIC EVALUATION

699.  For wafer supply, the majority of the economic benefits are monetary wilingness to
pay by consumers. That is often not the case for sanitation projects, however, since
consumers may not be able to fully appreciate the benefits or can be quite willing to pass on
the external costs o others.

700.  JUDP |ll estimated health benefits directly for particular types of sanitation projects
and these were used as basis for the sanitation EIRRs calvulated for WSSP1. This type of
calculation is not pessible for the present WSSP, however, since the sanitation projects being
considered do not fall inte the types evaluated, as shown in Table 117. The JUDP Il EIRRs
allowed for the costs of management, training, advisory consultants and public awareness
programs. That for community septic tanks was surprisingly low. One reason was the short
time-pericd assumed but extending this would not have increased the retum sufficiently.
JUDP [l also included significant costs for management and awareness campaigns etc but
the experience of Serang is that these are probably a necessity. Even excluding them,
however, raises the EIRR to only some 4%. The finding is impartant since it is believed to be
government and MDE policy o suppert community facilities such as these. It can be noted,
however, that BORDA, who do have direct experience in the field, have ceased to supgport
community septic tanks.
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Table 117: JUDP Il Project Generic EIRRs
Project Type

TR T s

..Rutbish Coflection/Disposal o % .2 JHFE. 126,

Toxic Waste Management
Community Septic Tanks (see below)

I LocalDrain Treatment %5 BT BT 495

Diesel Vehicle Smoke Cuntrol 20.1%
RONG Larg&Bus Fuel s T I T E 26 6%
LPG Small Bus/Taxi Fue[ 17.0%
“iEnwvironmental Protection & Peliuiion Contral T30 .7 77
inspectionfAdvisory Service 28.0%

Source: JUOP Il Phase lll Report, MMP, June 1954

701.  In the absence of JUDP I data, it is thought best to use a technique developed for
drainage prc-jects in earlier IUIDP projects in Indonesia and formalized in an ADB ERD
technical note?. This technique essentially asks how much of a known benefit would need to
be allocated to the project in crder to give the required 12% EIRR. In this case, the benefit is
reduction in the WSS disease DALYs shown in Table 113 above. The shares, which are
additional to direct financial benefits, are as shown below. As with water supply, benefits wiil
not be limited to the direct beneficiaries and a mark-up of 30% has been included. The share
required for CSCs is higher than those for the IPLT but attendance at the CSC will provide a
direct health benefit whereas sludge treatment will affect people through its affect on the
environment. The required shares are considered to be low enough ta justify the projects on
economic grounds,

Table 118: Sanitation Economic Benefits

g

TCentrd (CSC) T || Sewerage(SCS)!
Rp 500!tnp

Rp 13,.200/HH

R T

Rp 290fpersun.-‘day -

L. AFFORDABILITY ANALYSIS

702,  Affordability is a most impartant cancept but cne which is difficult to define and even
rmore difficult to put into practice. Firstly, it relates to a social consensus that all citizens
should be able 10 consume a certain minimum of padicular consumer items. Given the cost of
those items, the required minima can be used to define a minimum income, which in turn can
be provided in some way through a welfare state system. When countries do not have the
ability or will 1o provide such a minimum income, however, the concept becomes significantly
less workable.

703,  In order to dea! with this, international practice has been to consider what share of a
person’s income “should” be spent on particular items. In the case of water, a figure of 4%
has gained significance. 5% is used simifarly for water and waste water disposal, even though
the costs of the two, if provided hygienically, are actually similar. The 4% number suffers
from several other limitations. First is the guestion of whether it should be for all coensumption
or for some socially set minimum base requirement. According to the WHQ this should be
some 50 liters per capita per day, ar around 7.5 m3 per household per month. Second is the
very wide range in actual practice, which can range between less than 1% for the rich to 6%
or mare for the poor. This implies that consideration should be given to affordability for mare
than one social group. Third is the fact that much of the costs of water supply, particularly but
not only for the poor, can be the time spent ohtaining the water. Time is not included in
standard percentage of income affordability calculations. If time were included, it would
certainly show that public tap customers, and the non-connected poor, pay significantly above
4% for their water.

- Contingency Calculations for Environmental Impacts with Unknown Monetary Values, David Dole,
ERD Technical Note No. 1, ADB, February 2002.
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704. The affordability results are shown in Tabie 119 below. They indicate potential
affordability problems, particularly at Barru, Mares and Palopo. The lower income of newly
connected customers could also cause afferdability problems at Banjar, Bandung, Semarang,
Taput and Tapteng.

Table 119: Piped Water Affordability (Share Household Expenditures)
Description Existing Existing New New
Custoniers : Customers | i Customers | kCustomers
20086 2011 2005 2011
g«ﬁ'; !'"T'" i ) i 3

GimasfSerang
T-Banjar;:
Soreang/Bandung

%Bariiy” T
Bogor Timur
rBogor Tengafi: ¥ ¢
Bogor Barat
= Ridnes T B B 1075
Jenepontu 1' 9% B. 6% 2 5% 8 6%
EPalopg’ SR [ R TR TR
Pemalang 1.2% 4 0% 1 2% 4.2%
{:56hafang | AR TR T A RN
Sidrap 0.9% 3 2% 1 2% 4.3%
tdatithng/Y apuif: e R A S L T R e
Sipoholon/Taput 0.7% 36% 1.0% 52%
EMtararTapit 07 ARG BE T AR B TR
Tapteng 1.3% 4.0% 1.5% 4.8%
EiSinple st i BRI A AR e S 2R T 2%
Weighted Average 1.5% 3.9% 25% 6.5%

M. SENSITIVITY TESTS

705. The ADB ask that sensitivity analysis produces (a) sensitivity indicators {S1) andfor (b)
switching valyes (SV). In practice, since the one is the inverse of the other, only one is strictly
necessary and only the SV is shown in Table 120 below. The ADB also ask for indicators
against both the NPV and the IRR. The former requires the value judgement of an assumed
discount rate, on which international opinion is divided. The difference is nomally minimal
a2nd so, in the interests of economy, only the SV against the IRR is shown here. The switching
value against the IRR is the extent by which the indicator would have to change {o give the
required return, the WACC for financial analysis and 12% for the economic.

706. The ADBE ask that sensitivity anafysis should be conducted for the parameter or
parameters which are considered to ba most uncertain. Costs are important, of course, and it
might be that the feasibility study has, say, under estimated these by some 20%. This is less
important, however, than the benefit estimates which are sensitive to three important and
inherantly uncertain indicators: (a) willingness to pay {o connect andfor fo lower connection
fees 1o affordable levels; (b) the political will required to raise tariffs by the amount necessary
for cost recovery, often a factor of two or three; and (c} willingness to pay those tariffs.
Therefore, the tables show the results of a 20% increase in project costs but a 40% decrease
in project benefits. The latter may seem extrerme but was the experience with the last round
of MDB funding for PDAM expansion. The tables also show the effect of a one year delay in
raising tariffs to the required level. This is less impartant than the willingness to raise tariffs

per se.

707.  Due to inherent uncertainties in the vaiue of sanitation benefits, and the way in which
those benefits have been estimated, calculation of sensitivity indicators for sanitation is not
considered reasonable.

Decamber 2005 Black & Veatch — Arfkonin — MTP - Waseco 158

e 0 00 0000t esOSO e eSS SBESSSOTSTIeweed



WESP

Table 120:
Lacation Base

FUpR—

Serang 48%
FCifuasiSerang’
Banjar 4.5%
: Soreang/Bandlnig’: "5.8%
Barru 9 5%
! Bogor Timur 3
Bogor Tengah 4 6%

" Bogor Barat * -7 [ 13% £
83% 272% 54% 160% S7T% 410%

A S S
1.6% 123% CA%

Maras 12.5%
Sdeneponto L VI8%
Palopa 3.5%

t.Pemalang” "7 1 2,0% 7 06%

Semarang 10.5%

LSidrap T i AREY%

Tarutung/Taput 1.8%
[ Sipoholon/Tapyt % 32%
Muara/T: aput T.1%
F-Tapteng . TR
Simple Auerage 6.7%

e T

[ Weighted:# Average
Table 121:

Location Base

-

e T

G T IR TEIRKG SV IR

JOL I

_Serang 6.6%
i Cirvas/Serang™ < ii0-6.8%
Banjar

“Sdreahg/anddings  175%: I25% |1 11,39 1) (B IETEE%

_ Barru 8.0%
“Bogoi Timior =" 5.4%.
Bogor Tengah 1.3%

‘‘Bogor.Barat: - 1 16.8% .

Maros 16.5%
.-Jeneponto . i
Falopo 0.6%

- Pemalang™ -, 30% ]
Semarang 10.2%

Ej_drap P

Tarutung/T apul 887% .

J—

ki SipoRalon/Taput 1 .
- Muara/T aput 22.1 %

FTaptend . | il
“Simple Average 10.2%

rWeighted Avérage : T 02%. 7. 56%: L5 0% 11 3.4%3 -0.3%: IO

ST RRRT
LABY% 6 13%  T104% 505 2% 0 1 8.2%
29%; 186%1 0:8% L BTh

4.5%  19% H3.0% !

TB8%: A% 16.4%., 1.8%
Economic Sensilivity Analysis
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Financial Sensitivity Analysis

+20% Costs - 40% Benefits 1 Year Dalay

FIRR ESV-IFRR 7IBVLFIRR P28V
22% 143% 04% 83% 37% 321%
3% 1 504 5% 1
27% 124% 13% 7.2% 38% 301%
A5%; [359%
64% 259% 4.0% 150% T7% 429%
0.4% T L A A% T %
02% 2.8% -1.4% 16% 1.0% 7.9%
8.4%,{235%17 4.8% | '14,2% . [102% | 335.0% .

2.7% 30.1%
RGN

6.1% 216% 20% 12.7%  7.9%  46.9%

6:9%.17259% 15 4,2%  T148% K. 83% 1 11aT5%

-45% -0.4% -2.5% 1.4% 2.6%

et £ &AL T AT e
181%  2.9% 111%  5.9% 39.1%
BB YA T4 B % PRE B T EDaY

39% 162% 19% 94% 52% 3I01%
C BB [T AT

+ 20°% Costs - 40% Benefits 1 Year Dalay
PEECTSVDEIRRS T s

5__1%

O L)

3.3% -16.3%

_ -33 8%

+72.0%31:10:8% A%

T.2% -8.9%

44% -109% 1.9% -64% 6.1% "'l'zb'a%

E120%. 20697 00% | <12.3% 4 0% AT A%

- e

06% -546% -20% -320% 0.7% ~162.0%
B:8%.: -58% . 4B, 1, 3 A% A08% ) YT .9%
10.8%  7.8% 70% 47% 122%  105%
B8%: . 5.8% A EEAPNMITT A% B 6%
1% 678% -23% -366% 00% -199.6%
14% 1 :58.3% 5030 TIR3 B T T2 A% A A2iEN
55% -3 T%h  22% -2 2% 7 5% {:‘4%

6 2% -12 4% 4 4% -7’ 2% 7 3% —21 1%

v o

6% 0°8% ;1 T 0% FREN: FE g%l FIE% [ 8% ]
17.2% 20.7% 137% 120% 17.5%  21.9%

20.7%, “1?9% 25.8% 15, 1% | 14.8% ;C17.0% [ 08.8% |

B.5% -11.9% 40% -7.0% 7.8% -34 5%

N. SUMMARY OF FINANCIAL AND ECONOMIC ANALYSIS

708. RGs have sufficient borrowing capacity to cover the proposed water and sanitation
projects. This need not be necessary, however, since both sectors could be self-financing.

final Reporl

709. PDAM tariffs are only marginaily above operating costs. PDAMs have continued to
receive central government grant funded investments but data maintained remains
insufficient. Seven of thiteen PDAMs have not had their accounts audited since 2002
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710.  Seven PDAMSs still have cutstanding arrears owed to MOF. Agreement to reschedule
these is in process. The effects of rescheduling and other payments on existing loans have
keen included in the financial forecasts.

711. Two PDAMs have a 2004 debt to debt plus equity ratio greater than 70%. A different
two PDAMs have an existing DSCR lower than one.

712,  Expenditures of non connected households average around 65% of presently
cannected households, As the former connect, average consumption will lower by some 17%.

713.  Analysis of past PDAM tariff increases implies varying price elasticities, averaging -
0.27.

714, Past capacity increases have not led to corresponding sales increases, implying that
capacity limitations are not the main cause of low consumption.

715.  Mational tariff guidelines include at least implicit consideration of each of the goals
outlined in ERD Technical Note 10, ie goed govemance, financial sustainability, distributive
Jjustice, economic efficiency and fair pricing and do not disagree with any of them. Different
POAMs apply the national tariff guidelines differently and there are large differances in the
ratio between the tariffe applied to different groups. Eight of the thiteen PDAMs have a low
taritf for poor households, which on average are 55% of the normal household rate. In some
cases, however, the average rate to the poor is increased by the operation of a minimum 10
m3/month policy. The tariffs to the poar are above short run variable costs and so supplying
the poor does not cause the POAMs a loss.

716. Existing tanff guidelines ask for average tariffs equal to partial full costs, which
include debt interest but not a return on all assets. A new presidential decree asks for a
reasonable profit. These requirements can be ieconciled by the assumption that historic
assets were pravided by central govermmment grants and the govemment does nat wish that a
“profit” be made on those investments.

717. In 2004, actual average tariffs in evaluated PDAMs covered cash flow costs. ERD TN
10 asks for financial sustainability into the future but does not specify how year by year tariff
levels shouid be set. Therefore, cash flow cost recovery can be seen as being in compliance
with the tetter if not the spirit of TN 10. Average PDAM tariffs were 30% below PFC at historic
prices, 60% below PFC at replacement prices and 100% below full costs. By 2011, however,
when cash flow tariffs must cover debt repayments, there is little difference between cash flow
and full cost tariffs.

718. The cash required 2006 to 2008 to provide counterpant funds would on scme
occasions require impractical tariff increases. Discussions with the PDAM and RG have led to
a combination of RG cash or equity injections and tariff growth to the 2011 level. Where
feasible, the injections have been assumed to be repaid from connection fees since there is
no reason for the general tax payer to fund PDAM customers overall. On average, the
advances would need some 1.4% of RG revenues and the equity 0.6%. Kota Banjar would
have the highest shares, 3.7% each.

719. PDAM tariffs after 2010 have been estimated on an average annual basis as the
maximum of partial full costs and that required for cash flow cost recovery. Qwerall, this
implies that real tariffs must increase by a factor of 254%. In five PDAMs average tariffs in
2011 would be above Rp 4,000 per m3 in 2005 prices. Tarff increases would kead to
consumption decreases which would take some time to be offset by income growth.

720.  With the tarff increases and cash/equity injections assumed, the PDAMs would be in
reascnable financial condition. The ADB defined debt service coverage ratio would be
acceptable in all years.

721. A financial management assessment {FMA) of the executing agency, DGHS [ P, is
urnecessary since they have passed similar assessments in the past FMAs of the
implementing agencies implied that significant support will be required.

722. Sub-projects have in several cases been cut down in size as a result of the
consultants’ assessments of demand and practical implementability. Even so, however,
coverage assumed, although less than pecple would want, is more than they are willing to
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pay for. Similarly, although ability to pay is higher than recorded willingness to pay, neither
indicator implies that the sales at the high tariffs required can be simply assumed.

723. The WACC has been calculated separately for each PDAM since sources of funds
differ One average it is 1.2% All sub-project FIRRs are above their WACC, even after the
inclusion of capacity building costs. The weighled average FIRR is 5.8%. The similar AIFC
before capacity building is 2005Rp 2,750 per m3.This ¢an ke compared to the average tariff
of Rp 4040 required in 201 1 to start loan repayment.

724, The CSC and SCS sanitation sub-projects are assumed to be funded by on-granting.
The CSC financial analysis shows that the present charge per visit would give an FIRR of
2.7%. If the projects were funded by a sub-loan, the reguired charge per visit would depend
on the GOf mark-up to the ADB loan, varying from Rp 332 with zero mark-up to Rp 413 with
the mark-up of 5.02% assurned for water supply. For SCS, a charge of Rp 290 per person per
day would give an FIRR equa! to the 1% WACC. Cost recovery charges would vary from Rp
180 with zero mark-up to Rp 261 with a mark-up of 5.02%.

725. The new sludge treatment plant at Serang is assumed to be funded by an ADF an-
loan. A charge per m3 of Rp 19,700 would provide an FIRR equal to the WACC. Cost
recovery charges would vary from Rp 14 with zero mark-up to Rp 19,400 with a mark-up of
5.2%.

726. At Rp 2,440per m3, the cost of water from traditiona! sources is below both the AIFC
and the AIEC. The latter averages 20056Rp 5,100, much higher than the AIFC as a result of
the higher assumed rate of discount which offsets the value of future water sales. The low
cost of traditional water is the result of low vendor water use, high electric well use and
reasonably shallow wells. These imply little water carrying by women and children in the subA
project areas,

727, Health benefits have been estimated from national DALY data. These imply that
water and sanitation health costs in Indonesia are well below the regional average.

728. Economic benefits include financial cash flows at economic costs, avoided costs,
incremental water and health benefits. These give base EIRRs, which average 9.2%. Adding
capacity building costs lowers that ta 7.9%. Including capacity building, only six of the 18 sub—
projects have EIRRs above the ADBs 12% cut-off.

729.  Piped water does have a convenience benefit which people are willing te pay for but
this is net included in standard ADB water supply economics, possibly because it is difficult to
estimate. The consultants have reversed the question and estimated what that benefit would
have to be as an addition to the direct costs of existing water supplies in order to give the
required 12%. In general, the consultants would suggest that anything below 100% is
arguable. This would pass ali projects except: Bogor Tengah, Palopo and Pemalang.

730. The economic analysis of sanitation projects was estimated as the percentage of the
share of health costs which would have to be reduced. This was 23% for CSCs, 46% for
SCSs and 2.2% for sludge treatment. These healih benefits are additional to the assumed
financial benefits,

731.  Affordability would be a problem for several sub-projects. The household bill as a
share of gexpenditure in 2011 would be 3.8% on average for existing and 6.5% for new
customers. Three projects would have the share for the former above 4%, the standard cut-off
point. All but three would fail for new customers.

732, The project is not particularly sensilive to a 20% increase in costs and one year's
delay in benefits. The former would lower the FIRR below ihe WACC for only two projects; the
latter none. Similar figures for the EIRR are five and two.

733, As might be expecied, however, the project is sensitive to assumptions related to
revenues or benefits. These include: willingness to pay for connections; willingness to
increase tariffs to cost recovery levels and willingness to purchase water at those levels. In
the sensitivity analysis ail of these have been combined into a single parameter and the
effects of a 40% decrease in benefits has been calculated. This would jower the FIRR below
the WACC for nine of the eighteen sub-projects and only two of the sub-projects would have
EIRRs abave 12%.
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IX. IMPLEMENTATION ARRANGEMENTS

A. ORGANIZATION

1. PROJECT STRUCTURE

734,  The project organization structure is such that for the on-lent portions of the ADB
Loan, the Ministry of Finance will prepare a Sub-Loan Agreement directly with the Regional
Government as represented by the Bupati (Walikota}. The Bupati (Walikota) will in turn
prepare a project related Performance Agreement with the PDAM determining the conditions
under which the funds will be allocated for water supply facilities.

735.  For grant funded works including the Community Based Sanitation components and
the Consuiting Assistance, funds will be directed from the Ministry of Finance to the Executing
Agency, the Directorate General of Human Seftlements (DGHS). The Community Based
Sanitation works will be implemented direct through the DGHS. This work will be coordinated
with the Stakeholder Committee at the local level.

Figure 20: Outline Arrangements for Implementation

\Nalional inter-Agency Coordination
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;| A/ Sub-SLA
ENEpEEEEN Grant Financing

== Close coordination

Legal Agresments

736.  Atthe Central Government level a National inter-Agency Steering Committee will be
formed which will include representatives of Ministry of Finance, Ministry of Public Works,
BAPPENAS, Ministry of Hotme Affairs and the Ministry of Health.
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737. At the Regional Government level a Coordination Team for Project Planning and
Moriitoring {TKPP) will be set up which will chaired by BAPPEDA and include representatives
of the local Public Works coffice, the Regional Secretariat, the local Health office and PDAM.
This team wil! coordinate its activities with the Stakeholder Commitiee.

738. A Project Management Unit will be set up at Central Government level within the
Executing Agency, DGHS. This unit will direct the Consulting Services and coordinate the
implementation of the project works with the Project Implementation Unit, which is set up
within the PDAM.

739. At Central level the PMU will have the foliowing tasks and responsibilities:
e Coordinate the activities of the PiUs in the PDAMs.

¢ Coordinate the activities of the Stakeholder Committees, particutarly with regard to
the community based sanitation elements of the Project.

e Advise on procurement related matters.
e Select and manage the Consultants for.
o DBO contract preparations,
o Project management, and
o Instituticnal development and capacity building.

e Coordinate activities with the Quality Contrel Consultants fo ensure best practices in
construction aclivities, consulting services and project financial management.

s Review specific reports, with special regard to envirenmental and social development
activities, and forward a copy to the ADS.

o Ensure that all relevant ADB policies and guidelines are complied with particularly
procurement, financial management and safequards against corruptive practices and
hegative sosial and environmental impacts.

¢ Prepare periodic reports, such as progress and audited financial reports, to the ADB
as required.

740.  The Regional Governments will provide staffing, accommodation and faciities for a
Project Implementatian Unit located in the PDAM. The total number of staff to be assigred to
the PIU is (insert no. e.g. eight) persons. In addition the PiU will accommadate the DED
(where necessary} and Supervisicn Consuitant staff who will be procured direct by the
Regicnal Government. The Project Management, Institutional Development and Capacity
Building Consultant who will be procured by, and under the direction of, the Executing Agency
will also provide one full time specialist Consultant to work within the PIU.

741,  The tasks and duties of the PIUs will include;

o  Where necessary prepare documeniation and procure project contract packages,
including local censulting services, as part of the project.

o Direct and administer the execution of the project contract packages.

e Carry out necessary surveys and gather data as is necessary and required as part of
the PPMS.

¢ Monitor and report to PMU on compliance with Loan Covenants on a bi-annual basis.

e Prepare periodic reports including progress and financial management reports for
submission to the PMU. PMLU will collate these reports and forward them to the ADB.

o Review specific reports as necessary, particularly sociat assessment and
environmental reports, and ensure actions as ocutlined in the reports are carried out at
the local level. Ensure that all relevant ADB policies and guidelines are complied with
particutarly procurement, financial management and social and environmentat
safeguards.
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» Ensure compliance with quality and est practices of consultancy services and
physical works carried our by contractors.

B. CONTRACT PACKAGING AND PROCUREMENT

742.  The entire water supply works will be constructed in a singie Design, Procure, Build
and Operate (DBO) contract. DBO implementation brings all three functions together inte a
single contract. The contractor will build new faciliies which wilt be owned by the
municipality, but which the contractor will commission and then cperate. The period of
operation of the water freatment plant will be two years during which time the Contractor will
work jointly with the PDAM. The contractor will be required io both rehabilitate the current
distribution system and develop the new distribution system working with the PDAM. In
paraliel with the rehabilitation and development of the distribution system the Contractor will
be required to mount a joint marketing campaign with the PDAM so that a minimum of say
80% of the design assessment for new connections will be added to the system over the two
year period of joint operation. The Contractor must bring UFW to an acceptable leve) and the
operation of the system fo a level whereby drinking water is supplied to customers on & 24
hour basis and with adequate pressure. The system would therefore be brought to the level
required by P¥18/2005. The DBO contract would include a bonus paid on achievement of the
required level of operation. The contract will be procured on an ICB basis.

Table 122: DBO Centract Packaging and Scheduling — US$ Millions

Contract Yearofbid Type RpMillion US$000 ADE Portion
{ikabBerang WS DBO S BB FR20061 ICB W Pn06859: S 10,0/41 75 28710520
Kab. Bandung WS DBO 2006 1CB 209,887 519,774 $13,B42
¢ KabSBERI WS DBYITH BEFETZ006] MICET) 13- 31850, 3000 s ioes
Bogor Timur WS DBO 2006 ICB 93,021 $8.775 $6,143
FBoder T8 BWSDEO T H S 208] HChY. LI 815008 BrSTi605] FET s 5 487!
Kab. Maros WS DBO 2006 ICB 5103¢ 34,794 $3,356
HiED, Feneponio WSDBO! [EDET120067 FICH S 178116035 RI5Z.0021 B RHES 70587
Kaota Palopo WS BBO 2006 I1CB 70,227 $5,610 346527
£ Kb, Taplena WS DBRO A RYTIEZ0007 FIER Y 5 30968 [ $H A8 R R e 343
Total DBO 712,851 %67,203 $47.042

Note: All ADB funding for the DBO Contracts will be frorm the OCR Lean. ADF funding is reserved for
Sanitatien, Institutional Development and Capacity Building (including Public Heatth and Hygiene and
Gender Davelopment)

743, The sanitation works including the Community Sanitation Centres, the Simplified
Community Sewerage Systems and the School Sanitation Centres will be developed using a
community based approach involving the local community in the development and
construction of facilities.

C. TECHNICAL ASSISTANCE

1. GENERAL
744,  The areas of experlise of Technical Assistance will inciude:
=» DBO contract preparation, bidding and execution.
» AMDAL preparation and execution.

» Project management {PM), including contract administration, civil and mechanical
engineering expertise and financial control.

» Institutional development and capacity building (IDCB).

» Quality control {QC} over project execution, performing both physical works guality
audits and also financial audits.

» DED (Semarang only} and Construction Supervision consultants within the PIU.
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» Data Collection and Analysis System (SIKD) support to RG (not funded from WSSP
loan).

Figure 21: Framework for Technical Assistance
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2. DEVELOPMENT CONSULTING

DBO CONTRACT PREPARATION

745.  The recruitment of the DBO Contract Preparation Consultant should commence
during the second quarter of 2006, possibly after the Tim Penilai have completed their review
of the SPARs and RG loan requests. This Consultant will be reguired to:

e Prepare pre-qualification documents and guidelines on short-listing of contractors.

» Prepare outline designs and general arrangement drawings for proposed water
supply works.

» Prepare scheduies of quantities based on outline designs. These schedules to be
arranged for use:

o in selection of the successful contractor during the bid evaluation process,
and
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o In execution of the contract works on a schedule of rates basis,
s Schedules of quantities to include for:
o Construction of the facilities.

o Operation and mairtenance of the WTP and distribution system for a two
year period concurrent with development of the distribution system.

o Fraining of PDAM staff in the operation and maintenance of the complete
system.

o House connection public campaign.
o House connection installation costs for a contracted number of customers.

e Prepare performance based specifications for the works with salient criteria to
include:

o Areaio be serviced and minimum number of connections to be added to the
system {i.e. 80% of the WSSP design figure).

o Drinking water quality.
o 24 hour service.
o Adequate pressure.

o WUFW reduced to target figure — 15% to 20% for new distribution area, 5% to
10% reduction on current figure {(agreed during year 1) for existing
distribution area.

o Compile bid documents to include:

o Definition of the Contract Service Area including
s Definition of boundary.
» Description of sites proposed for use in the Project.
» Details of any existing facililies.

o Qutline of the scope of works to be executed.

o Performance criteria to be achieved.

o General arrangement drawings.

o Schedules of quantities and rates,

o Technical standards to be observed in the construction of the works.

AMDAL PREPARATION

7458.  AMDAL Consultants witl be procured using GQI standard Terms of Reference for
these Consulting services. Staffing for these studies generally consists of Team Leader and
Co-Team Leader who are environmentalists, supported by chemical engineer, electrical
engineer, social expert, water quality expert and biological experts. The total national
specialist allowance is 12 person months and the cost Rp400,000,000 {US$40,000) per
study.

3. PROJECT MANAGEMENT AND QUALITY CONTROL CONSULTING

PROJECT MANAGEMENT

747.  The recruitment of the Project Management Consultant should commence
immediately the Loan has been signed. As indicated in Figure 21, this consuitant would be
based in Jakarta working alongside the PMU. 1t is also proposed thai the Consultant have a
branch office in Makassar. Additionally the Consultant would have one staff resident in each
of the Project locations working atongside the PIU staff. This Consultant will be required to;
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« Maintain a master schedule of all Project activities and menitor performance against
progress, identifying problem areas and working with the PMU and PIU to solve these
prablems.

+ Monitor financia! performance of the Project and report to PMU as necessary.

» Coordinate the activities of the Stakeholder Commiltees, particularly with regard fo
the community based sanitation elements of the Project.

s Ensure compliance with quality and best practices of consultancy services and
physical works carried our by contractors. This work would include design review and
checking respansibilities.

» Advise on procurement related matters.

» Coordinate activities of all Consultants working on the Project te ensure optimal and
effective utilization of resources.

» Coordinate activities with the Quality Conirol Consultants to ensure best practices in
construction activities, Technical Assistance and project financial management.

» Review specific reports, with special regard io environmental and soacial development
activities, and forward a copy to the ADB.

» Ensure that all relevant ADB policies and guidelines are complied with particularly
procurement, financial management and safeguards against comuptive practices and
negative sociat and environmental impacts,

¢ Carry out necessary surveys and gather data as is necessary and required as part of
the PPMS.

+  Monitor and report to PMU on compliance with Lean Covenants an a bi-annual basis,
= Prepare periodic reports, such as progress and audited financial reports, to the ADB
as required.
QuaALITY CONTROL

748.  The Quality Control Consultant would be a separate and independent Consultant who
is recruited through a higher level office in the DPU. The Consultant would ensure quality
control of works in twe areas:

e Construction of physical works including random checks of works to ensure that
specified technical standards are being ocbserved in Construction; and

¢ (Contractual and financial audits to ensure that corrupt practices are not being
employed in the execution of the Project works.

4, INSTITUTIONAL DEVELOPMENT AND CAPACITY BUILDING
CONSULTING

749, Although designated as a separate Consultant it is expected that the Project
Management and the institutional Development and Capacity Building Consultants will be
employed under a single major centract. The Consultant Team Leader would be expected to
be a Project Management specialist and he responsible for direction and management of the
Consulting Team as a whole. The IDCB Consultant would be responsible generally for the
implementation of the FOPIP and LIDAP along with the development and implementation of
the Public Health and Hygiene activities. This Consultants tasks would include:

e Local nstifutional Development Action Plan activities for:
o Water Supply
= Mobilize Leadership and Communicate Acticn Plan
»  Clarify the Overall Systern for Sustainable Service Delivery
n  improve Resource Acquisition and Allecation
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= Increase and Improve Means of Service Delivery

» Informaticn Management and Planning

= increase Accountability

* improve Legal Certainty and Enforcement

»  Ungrade Set of Local Legal Instruments

= improve Human Resources Bevelopment at Sector level
Sanitation

s Clarify the Overalt System for Sustainable Service Delivery

=  Improve Resource Acquisition and Allocation

= Expand and Improve the Means of Service Delivery

» Information Management and Planning

* [ncrease Accountability

= Improve Lega! Certainty and Enforcement

*  Upgrade the Set of Local Legal Instruments / Framework

»  Improve Human Resoutces Capacity at Sector level

¢ Financial and Operational Performance tmprovement Plans:
The performance of the PDAM depends upon factors which are under their control
and others which are not. This pfan concerns those factors under the controt of the
directors and personnel. The Plan is based mainly on the project objectives and
activities, the results of an organizational audit conducted by survey among PDAM
personnel, and the opinions of senior PDAM managers and the consultanis. The
work includes;

G

[}

o

o

Lo

Training programs

Estabiishment of an internal Performance Improvement Team {PIT)

Final Repart

Annua! review and update of the Corporate Plan including its indicators and

targets

Annual benchmarking and associated information system improvements

Implementing annual custorner satisfaction surveys
Establishment of a complaints receipt and processing function
Implementing routine employee perception surveys
Implementing a revenue enhancement program
Implementing a water Joss reduction program.

750. In addition it is proposed that each of the paricipating PDAMs seek short-term
improvements in their financial performance through the introduction of basic business
pracedures by means of an Immediate Action Plan as outlined in the SPAR documents. With
the exception of meter exchanges, none of the recommendations requires capital investment.

5.

TECHNICAL ASSISTANCE COSTS

751. Estimates for WSSP Technical Assistance manmonths are shown below.
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Table ,_mw WSSP Technical Assistance

G5, 000" H)._mﬁ_m_% .
8 492,000

e L e e —

FQuality Control ~7

752,  The detailed breakdown of costs for Institutional Development and Omumo;« mE_a_:m
Caonsulting is included in Table 26 and Table 33.

783, Apart from the AMDAL Consultants who are required in Bandung, Bogor and Paiopo,
the costs are based on service to all 8 project locations. Decisions have not yet been made
on who wili pay for these services and it is unlikely that any decisions will be finalized until
Loan Agreement. |t is expected, however, that the SIKD wilt be funded from a separate
sector lean to GOl and will be passed on as a grant to the RG's.

6. FLow oF FuNDs

754, The primary fund flow arrangement is from the Central Government, through the
Regional Government to the PDAM. The Regional Government will be required to have a
formal Performance Agreement with the PDAM which clarifies conditions for use of the funds,
agreed performance targets and improved autonomy of PDAM,

Figure 22 Flow of Funds — PDAM
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Figure 23: Flow of Funds — Central Leved
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D. IMPLEMENTATION SCHEDULE

755.  From a timing viewpoint the DBO contract preparation and AMDAL Consulting should
be initated in parallel with the loan negotiations. The project management, construction
supervision and IDCB expertise may be provided under a second package. The QC
consultant should be separate from others and act as an independent check, nat only on the
DBO contractor's work but also the work of the PMU and PlUs.

786.  The proposal for the Project locations is therefore that the DBO contract be signed at
the same time as the loan becomes effective and the costs of the DBO preparation work
might either be included as part of the counterpart contribution, or altermatively retroactive
financed. The DBO contract would incfude not only construction of the new intake and
production but also rehabilitation and extension of the distribution system. The contractor
would also be expected to market the new water supply services and install a minimum of
around 80% the Project proposed new connections during the period of the work on the
distribution system. When the system is fully operationaf it would be handed over to the
PDAM over a period of three months. This period would allow full handover including all as-
built drawings, operations manuails and customer records updating.

757. Since an AMDAL is also required for the development of the water source in
Kabupaten Bandung, it is proposed that this also be preparegd in parallel with loan
negotiations. The cost of the AMDAL would be considered as part of the counterpart funding
for the project or altematively refroactive financed.

December 2005 Black & Veatch — Arkonin — MTP - Waseco 200

® S S S S S SSSSSTSS T T TT ST SSSSSTLSTodo20e.



W3SSP ADB TA 4411-INO Final Report

X. PROJECT FRAMEWORK AND RISK

A. GENERAL

758.  The design and monitoring framework (formerly termed Logical Framework) for the
project {see aftached Table 124) summarizes the objectives of the project and the chain of
cause and effect relationships presumed to prevail. At its simplest, it says (starting from the
bottom left hand corner of the table - the "design summary column®).

s By providing certain inputs and performing certain activities - such as procurement of
designs, works and services - supervision, management, audit etc, the outputs (the
next higher component of the intended design) specified will be delivered; -

s Qutputs {distribution system expansion, provision of on-site sanitation facilities etc) as
designed should achieve the outcome specified; and

¢ Ifthe project outcome gr immediafe objective (expansion of water and sanitation
services! is fulfilled, the intended praject impact will be achieved; and

= The project resulting impact {or long-term objective) is improved water and sanitation
serviges in the participating regional governments, with attention to low-income
communities.

¥59.  Each design summary component can be very intricate and have different meanings
for different persens, sa it is impartant to have performance indicators for each design. These
are to the right in the second column headed “Performance Indicators”. Performance
indicators and the data needed for their construction should be as simple, measurable,
accessible, relevant and timely as possible. Hence the frameworic in the third calumn, *Data
Sources®, summarizes frem where and how the performance indicators are obtained.

760.  The final celumn, “Assumptions and Risks", summarizes influences which may help
or hinder the design, resutting in the next higher design. Assumptions and risks need explicit
management,

B. BASIS — IDENTIFICATION OF A SECTOR PERFORMANCE
PROBLEM OR OPPORTUNITY

1. WATER SUPPLY

761. The imperative in padicipating Regional Governments (RGs) s sustainable
expansion of piped water supplies. With the excepticn of Semarang, the problem is one of
coverage, before any other. Coverage in the Project locations is low. In the proposed Project
areas it is around 13% which is well below the national average of 38%.

762, What is the cause of this low coverage? Increasing difficulty in obtaining satisfactory
water sources, low labor productivity, high water losses, poor management and ineffectual
govemance have all contributed to a vicious cycle of pocrer service, lower willingness to pay
and consequent ever lower performance. And all at a time of rising expectations as to the
level of service government should be providing.

763. A low state equilibrium is then reached. Poor governance means low transparency in
how the water enterprise {(PDAMS) rescurces are being used while low accountability
reinforces stakehelder perceptions that providing further resources to the PDAM is not the
soltion. This lack of trust is especially evident in tariffs that are set with little reference to
costs.

764, How to achieve the objective of increased coverage? Breaking out of this cycle
requires provision of an opportunity or investment in physical aspects as well as the
institutional arrangements, and making use of a latent willingness of the community to pay for
water supply because its benefits are immediate and private. A virtuous cycle of improved
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service, increased willingness to pay and so a greater allocation of resources must be
established through project outputs.

2. SANITATION

765. Poor sanitation impacts negatively on public health, with the burden falling
disproportionately on the poor. But the benefits are unclear to a household of any payment
the househoid makes fo the government to collectively solve “the problem”. The benefits are
mostly misunderstood and undervalued; the costs are very real but many are extemnal to the
polluter. The government then has little incentive to act in the collective interest on sanitation
matters, especially when good sanitation involves improved coordination among a wide range
of actors and the changing of individual behavior.

766. Househoiders firstly need facilities to safely remove excreta and urine from their
immediate proximity — as well as behavior change - such as hand-washing and personal
hygiene practices that aid this removal. The waste must then be stored and treated “on site”
or transporied safely to “off-site” treatment facilities. Subsequently the effluent from the
treatment must also be disposed of safely into the environment. Finding and implementing
“‘the solution” requires coordination of a much wider range of actors than does water supply.

767.  Lack of leadership in devising collective solutions, communicating and planning public
investments and the associated effort of structuring institutions frustrates efforfs to
significantly improve sanitation conditions in urban areas of Indonesia, the paricipating RGs
being no exception. The “default” option of placing responsibility for sanitation {broadly
defined) with PDAMs has served no-cne well. Poor coordination, tack of leadership and tow
community awareness lowers access of the community to improved sanitation. The cause of
the coordination, communicating and pianning problems is largely rcoted in governance
arrangements, where the local elite have little incentive to consider the need of the broader
community. But, with introduction of decentralization in 2001, local governance arrangements
are changing rapidly in Indonesia.

768.  An opportunity is now available to put sanitation onto the RG's agenda, wherve if is
firmly placed under decentralization laws. A wider range a solutions must be scught than for
water supply, starting with creation of clear {eadership and coordination to guide a range of
nascent interventions in community sanitation and public heailth. Creation of an effective RG
level "Sanitation Advisory Board” or similarly named group to lead, cormmunicate and help
plan interventions is seen as critical.

768 Help is required to assist this local leadership group to promote a range of salutions
(ranging from children's behavior to sludge treatment plants) that, although regarded as
“minor”, are successful, and so likely to be sustained, replicated and further developed.

3. INSTITUTIONAL DEVELOPMENT AND CAPACITY BUILDING

770.  While provision of water supply and sanitation works are essential to expanding
coverage, sustained provision of planned services or grawth in access is unlikely if the
govemance of the sector and the service providers in it are not refarmed, along with their
financial and operational performance. Current governanca and management arrangements
nead reform to ensure the water supply and sanitation sector responds more to the
community needs, to reorient it to more efficient and effective provision of services and to
ensure those services are fairly distributed within the community.

C. INPUTS AND ACTIVITIES REQUIRED TO DELIVER DESIGN
OuTPUTS

771, The amount of input and armangement of activities {civil works, equipment, capacity
building and other services, training etc) depends on the outputs required and capacity of the
Implementing Agencies (iAs). The capacity of 1As is expected to be low, suggesting the
contracts should be larger, thus lessening the administrative burden, improving coordination
and providing greater opportunity to improve quality. The performance of the Executing
Agency in managing the inputs is also an important factor in project success.
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772.  Thereis a problem with typical management arrangements. A typical arrangement of
having & Project Management Unit {PMU) and a cascade of Implementation Units {PiUs)
staffed entirely by public employees is problematic. The typical Unit employee works under
civil service terms and conditions, operating with poor quality information, and no
performance management. The few incentives to work in these Units are short term and
opportunistic. The project management skills acquired by personnel in their ime in the PMU /
PIU are often not valued in the core of government. And advisory support from consultants is
often not valued, with the consultant having little authority or accountability.

773. Outsourcing to a greater degree than normal could improve both performance and
accountability. Simulianeously improving the management information system (the PPMS)
wolld reinforce achieverment of the same ends.
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Tabie 124; Besign and Mnnitoring Framework
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FREF | SACYIVITIES (o SRR 0 i) . L]
186 Consult Services for {1} city-wide sanitation stra .
design and implementation and (3) construction supervision. o Procurement of DED /1D
Milestones: (1) Sign-off of Plan by Board of Supervisors (PDAM) consultants
or Sanitation Advisory Board {2) Progress compared with ¢ Delivery of DED / ID
planned and (3} Actual disbursement compared with planned, services
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Milestones: (1} Approval of TORs (2} Appoint consultants / e Procurement of services
auditors (3) Recommendations made (4} Follow-up actions. e Delivery of services

D. PROJECT PERFORMANCE MONITORING SYSTEM

1. THE ELEMENTS OF THE SYSTEM

774. The project design and monitoring framework is based on achieving project
objectives through a series of related activities (cause and effects) which lead to delivery of
improved water supply and sanitation services in a sustainable way. To effectively monitor
performance of the project, measurement is necessary of activities (i.e. inputs), cutputs, and
outcomesfimpacts in a chain of cause and effect. To measure, indicators of performance are
needed. Figure 24 summanzes the elements of the measurement system to be used.

Figure 24; The Elements of the PPMS

Project Outputs %54 Project Outputs
Watar supply Sanitation
Project Outputs

Related to Good

Governance PDAMES:

-inancibliand Operationat Pefformanteimprovement Blai ;g,ﬂﬂ%zf-;g e
ol InStitutional Development Action BIARCIDARIREI r" HEH}%

775.  Implermnentation of the Systam will begin upon project launch, with assistance from the
Project Management Consultants. The QA consultants will provide independent validation of
the data. The water supply, sanitation and good governance elements of the System are
dascribed below.
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2. WATER SUPPLY [NDICATORS OF QUTPUTS

776.  Indicators that the project activities are having the desired effects are shown in the
*scorecard” of indicators shown befow. Most current indicator values are shown, as well as
targeted valyes by the end of the project in 2010. Values which are currently not available wil{
be measurad during the first year of the project {2008). All indicators are part of the
PERFPAMS] benchmarking systern, which is a service available to PDAMs for assessing
performance on an annual basis. The PPMS will use the benchmarking indicaters, as it
enshles comparisons with peers and has a number of other advantages, including enabling
the PPMS to become a sustainable performance improvement tool and as an aid to
increasing fransparency,

Table 12%: Indicators of Performance of the PDAM

| PERFORMANCE PERSPECTIVE Unit
i 6 CUSTOMERINDICATORS! 47 ¥ - iU L

ey b

(Y7 TOperating’ G ostRal
4 Debt Service Ratm
5 T Curent Rafio
G Tariff Revtslun
T GPERATIONAE INDICATORS. « ¢ 77 "1 R M,
7 Non Revenue Water
85TV WAeQuality Tndex |, 2. 1y
! Continuity of Service

TV T PERSONNEL INDICATORS! 708 Wl i
10 Employea Satisfaction Index -
MNotes:

1. Values for 2005 (the year before the first year of the project} and targets {o the last year of the project
{2010) will be determined in the first year {(2005) of the project,

2. A full set of definitions of data and indicators as well as data sources are already available under the
PERPAMS! Benchmarking System, which also collects data annually on, and calculates indicator restilts
for, the MoHA and the Intemational Benchmarking Netwark performance assessmeni systems.

3. SANITATION INDICATORS OF OUTPUTS

T77.  There are no widely accepted indicators of performance of the sanitation sector,
Trends in the sector performance therefore cannot be detected. Without tends it is difficult to
identify performance improverment actions in & logical manner. In the absence of agreed
indicators, the following will be used (see Table 27). Current values and targets for 2010 will
be set as pant of the WSS Sector Planning in the first year of the project.
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Table 126: Suggested Indicaters of Performance for the Sanitation Sector

(¥ YPeffarmance Perspacty
I Communlty Pers ective

2 Aocess to |mproved HH % BPS c.onmders thts to be the % of tc-tal populatmn who
sanitation regularly use {i) a “Jamban keluarga {Jaga}” {(sealed-flush
foilet) or {ii) 2 “Jamban Jamak® or *Jamban Umm" {a
communal ora pubhc tmlet}

¥l
-

5  Annual Increase in % Total budgat in the year to pro\ﬂda senices under one or
Sanitation Budget more of the 3 sanitation secter activites of all agencies
(central, provingial and local) within the project area, divided
by last year's budget. Training costs included only for local

£ Y Operatfonal fdicate

é Dcsposal capacity

T oo Mo L ]
TR N

=, TR

- zu&«_m‘h?_ﬁ& "'H' *\_r*-e‘m.. i
o Tralnmg Budget % Expenditure of Iacar g-:wemment on training staff In sanrlabnn
matters as a % of the total sanitation budgets
Note: The values for each indicator will be determined for each [ocation during the first 12 months of the
Project and targets set thereafter for 2011,

£, GOOD GOVERNANCE INDICATORS

778, Good governance of the sector and the PDAM is important to sustainability of the
physical investments. Improved govermnance is therefore an impartant output of the project.
There are two levels of governance — (i) the WSS sector as a whole and (i) the PDAM (je,
corparate governance).

779 Objective monitering of governance performance requires agreement on a definition
of the practices that constitute governance, indicators of the practices, measurement of how
well the practices are currently being impiemented as well as targets for the future.

780. Good corporate governance of the PDAM is defined as:

"The combination of policies, systems, sfructures and a slrategic / operational framework
which the governing body puis in place 1o ensure the leadership of the organization makes
appropriate decisions, and takes appropniate acfion to deliver services in an effective and
accountable manner. This includes transparent and accounlable stewardship of resources
which will sustain the organizations , and keep it relevant to both the community in which it
cperates and the clients / customers it serves.”

781.  No aftempt will be made t0 measure improvements in sector govemance
arrangements to be made under the Local Institutional Development Action Plan {(LIDAP).
However, Table 28 shows the “scorecard” of hroad areas of governance practices in the
PDAM (the corporate governance level) that will be monitored. The FOPIP in Appendix 1 of
each SPAR provides details of the components of each practice and a scoring sheet to be
used. The practices will be implemented by the Badan Pengawas. Like sanitation and
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certain of the water supply indicaters, a baseline is o be established in 2008 for the first year
of the project (2008) and targets sat for the last year of the project (2010).

Table 127. Good Corporate Governance Indicators
T Good Carporate:Governance Practices | i e LT 3
1 Established Components of Systemn of Gmod Comorate 30

(Governance

. 3 " Apprapnate Rcle played by' {he Board of Dlrectcrs [Direksu in l 10
SUPDCII't Of goc-d QOVEITIBI‘IOE lnmatwes )

. _Sharéhaiders Loy T
7 System to Protect Rughts of Stakenolders, lncludlng provision 10
nf cansuliation and parh-::lpatucn mechamsms

GCG INDEXVALUE. . ’

Notes:
1. “Practice Score” is based on the "Degree of Adoption f Achievement” awarded to each Practice,
calculated from the sum of the score awarded to each component.

2. See Table of Attachment & of FOPIP for the components of each Praclice and scoring

3. "Weight® is an arbitrary value determined by authorities to reflect the importance of each Practice in
achieving a state of good corporate governance,

4. “Total Score” for each Practice is component score multiplied by weight.

5. “Index Value® is a single number calculated by summing the Total Score for each Corporate
Governance Practice. The higher the score, the better. Wt can never be mare than 1000 under the
stipulated scoring method.,

E. PROJECT ASSUMPTIONS AND RISKS

782.  The main project risks relate to:

i. the projected demand andfor willingness to pay for water supply and sanitation
services not materiakizing,

ii. stakeholder committees not gzroviding the necessary input to the project
implementation,

ii. land acguisition and water abstraction rights not being finalized in accordance with
project schedules,

iv. counterpart funding not being provided by RGs in accordance with the Project
requirements,

v. institutional development and capacity building of PDAMs not being achieved to the
levels required to support the significant increase in sizes of systems,

vi. PDAMs failing to develop the good corporate governance which might lead to proper
management of systems,

vii. credit facilities must be provided for connections and interest on the credit shall be no
more than is being paid on the loan,

viii. interest-free credit must be offered to low-income households as defined n the tanf
reguiation or by Pemda,

ix. regular water supply tariff increases to adequate levels being politically unacceptabie,
x. appropriate use of water and improved hygiene behaviour not being achieved in

househoids,
xi. the correfation between improved sanitation and improved health not proving robust,
and
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xii. sanitation faciliies not being fully utilized in line with their proposed use, especially in
schools

783.  These risks will be mitigated by measuras including:
L use of contingencies in cost estimates.
i, project implementation monitoring arrangements,
ii. support from key centraf government agencies in the implementation of the project,
iv. appointment of praject implementation consultants,
v. a series of specific assurances being obtained from Gol, and

vi. regular ADB project raviews.
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