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ABSTRACT

Access to water and sanitation is indeed a human right; however quality water and
sanitation service provision should not be assumed a ‘free service' as aresult. Hence it
is crucial to understand the costs involved of monopoly water service provision to
enable informed decison-making on tariff determination. Namibia, is not only
characterised with extreme conditions of water scarcity and skewed income distribution,
with a history of free water services, but it aso is prone to information asymmetry and
lack of transparency (especialy financial) chalenges in the price-setting process.
Hence, the research aim was to adapt a framework for determining price-setting
processes and to investigate the potential role of an economic regulator to inform the
process and policy accordingly in Namibia. In this regard, the research explores the
price-setting processes of independent economic regulators in England and Wales and
Zambia (as a guide to understand the dynamics and intricacies of setting and enforcing
prices for utilities based on the need for sustainable cost recovery and efficient service
provision) to further investigate possible improvements to the Namibian price-setting
process. The research objectives were explored through descriptive and exploratory case
study approaches, mainly comprising of semi-structured interviews and focus group

discussions.

The research found that the most appropriate regulatory framework for Namibia is an
intermediate framework- a hybrid regulatory body (consisting of a combination between
government and independent expert panels). The research also identifies crucial
operating principles, regulatory tools (with emphasis on accounting separation within
financia models) and consumer involvement as maor components for the Namibian
price-setting process. In essence, accountability through transparency (effective
information sharing and stakeholder involvement) is identified by the study to address
the principal-agent challenges faced within Namibia, especially given the extreme

conditions.
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Chapter 1: Introduction and objectives

Chapter 1. | ntroduction and objectives

Namibia has a particular challenge, in terms of its urban water services provision and
price-setting processes, with an emphasis on affordability for basic services to the urban
poor, given extreme water scarcity and highly skewed income distribution challenges.
This chapter provides the context and concepts that outline the research problem and the
related research objectives, followed by a brief outline of the thesis structure.

1.1 Providing water servicesin urban areas

Providing water services to an increasing urban population is a challenge for all
governments throughout the world. It is a challenge, especially in developing countries,
because physical water scarcity does not always alow for new sources of water to be
exploited to provide the necessary services (Varavamoorthy and Mansoor, 2006: 188).
Urban migration is causing huge concern and exacerbating the water scarcity problem
faced in urban areas of developing countries. As a result, poverty increases due to
limited access to water and sanitation services to inhabitants, leading to various health
implications. For example, cities such as Bombay, Lagos, Jakarta and Karachi are faced
with rapidly increasing populations in a short period of time and thus cannot cope with
the demand for essential services. The necessary infrastructure and capacities to manage
water supply and sewerage services is a major limitation and thus exacerbate
inequalities in service provision and living standards between the rich and poor (Sohail,
2004: 11).

The increase in development of informa and squatter settlements in developing
countries, often declared to be ‘illegal’,, adds further strain on service providers to
expand services to these areas. It is estimated that approximately 30-60 percent of total
urban populations are made up of these settlements (Uitto et al., 2000: 9). These
settlements normally have very little space for in-house water and sanitation facilities,
and hence make use of communal outlets for these services. In this regard, it is noted
that governments often neglect these areas, and service is mostly directed to the rich
part of the population. Thisis because it is believed that “ adequate cost recovery for the
provision of services to these settlementsis not possible” (Uitto et al., 2000: 10; Sansom
et al., 2004: 57). This contributes to rapid decrease of already poor services, causing a

heavy impact on the health and environment in these areas. In addition, due to the focus
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placed on improving access to clean drinking water, the sanitation sector has been
severely neglected, with figures of lack of access to sanitation facilities in urban areas

increasing steeply (Mara, 2005: 57).

Politically there is unwillingness to charge for water and sanitation services, which have
adverse effects for any service provider/utilities financial sustainability (Franceys,
2005: 210) and in turn leads to inequitable service distribution. Hence financia
implications (increasing capital, operating and maintenance costs) of catering for the
growing water and sanitation requirements are unmanageable for many water utilities
and governments. Winpenny (1994: 5) attributes this failure primarily to improper
pricing and cost-recovery. Other factors include high proportion of leaks and wastage,
weak billing and collection systems, illegal connections and theft and erratic payments
by large consumers (Vairavamoorthy and Mansoor, 2006: 198). As a consequence water
utilities are unable to maintain, repair and expand their systems; resulting in poor

quality of water and sanitation services.

In this regard, major shortcomings in most urban utilities are summarised by Uitto et al.,
2000: 15-16; Winpenny, 1994: 5; Dutta and Tiwari, 2006: 141,143; Sohail, 2004: 11)

as.

Improper or no metering systems in place, resulting in little monitoring and

replacements of faulty meters,

» Improper water tariffs, causing under-billing leading to waste of water and no

proper conservation measures in place to manage it,

= Improper financial management of utilities, in many cases results in long delays
in bill collections (for example in Dhaka and Shangai cities, it takes 11 months

for bill collections),

= Improper account for operation and management expenses (these include
replacement of pipes, valves water meters, service vehicles and reduction of
unaccounted for water), this leads to investments made on improper maintained
system, which ends up doubling costs and system inefficiencies and causes poor

service to the customers, and




Chapter 1: Introduction and objectives

= Poor capacities and ingtitutional arrangements of utility companies. It is
recorded that in many developing countries that utilities are most over-staffed

and under-trained leading to “low financial returns’ and inefficiencies,

Inefficiency of water utilities can thus be attributed to poor management, in a nutshell.
In this regard, financial and political autonomy, as well as clear and transparent tariff
policy (“that is acceptable to the people and politicians’) are key ingredients to a
successful water utility operation (Uitto et al., 2000: 17-18). Another indicator of poor
management is extensive use of communal taps in urban cities. These normally indicate
“lower levels of service and high wastage’. Utilities cannot recover al their revenue
from such taps and it normally calls for subsidisation, mainly from taxes (Sohail, 2004:
11). In this regard to be able to meet the goal of provision for basic servicesto all users,
cross-subsidisation from the rich to the poor is an issue that needs to be explored. The
Bonn Charter for safe drinking water (2004), supports the notion of cross-subsidies for
the “economic disadvantaged” groups and thus urges governments or regulatory
authorities to set the price of water “so that it does not prevent consumers from
obtaining water of sufficient quantity and quality to meet fundamental domestic needs’
(IWA, 2004: 9).

1.2 Price-setting processesfor urban water and sanitation services

During the 1980s, water reforms became increasingly popular, largely due to the
increasing demands of population growth and urbanisation coupled by lack of
governmental financial support (including non payment (limited) for services) and poor
management (GTZ, 2008: 7). Decentralised structures and corporatized companies
formed the basis of water sector reforms. However, limited knowledge and skills lead to
the failure of many such reforms (Swatuk, 2005: 877) — a key challenge being the
continuing unwillingness to establish viable water tariffs. In many cases, loca
government is responsible for water services, and therefore sets the prices through an
internal process (self-regulation), however due to large budget allocation systems (for
mixed services) the process is often not transparent (Rouse, 2007: 25; Bartle and Vass,
2005). The chalenges of self-regulation include improper lega and regulatory
framework and lack of definition of clear roles and responsibilities as a result of limited
expertise. Thereis ahigh level of information asymmetries in developing countries as a

result of these constraints which, in many cases, can be described as the result of
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regulatory weaknesses (Parker et al., 2002: 11) but in redlity it is more the absence of
any understanding of the requirement for a regulatory process. Information
asymmetries in this context refers to one party having more information over another
(Nickson and Franceys, 2003: 5). Hence, customers often do not understand the charges
(Rouse, 2007: 25), which affects payment for services. In order to minimise political
pressures, services are under-priced with the resulting lack of revenue affecting the
sustainability and quality of services rendered. In this regard, regulatory frameworks
and structures are required to set, monitor and enforce prices for water and sanitation
services. These structures vary widely across countries depending largely on the
ownership (public or private) and composition of water service providers as well as the

understanding of economic, price-setting, regulation.

The incentives of having regulators in place are to ensure efficient service delivery,
while protecting consumers against unfair charges for services. Overal, implementation
of these ‘incentives requires change in policy/regulatory frameworks as well as
adequate stakeholder involvement (including politicians and consumers) (Franceys and
Gerlach, 2008: 16). This process is highly dependent on accurate information for
informed decision making processes, and hence it’s the duty of such regulators to create
the necessary incentives to receive such information (Parker et al., 2002: 3-5),
especially financial and operational statistics. Transparency is thus very important and
stakeholder involvement, especially with regard to issues such as cost recovery and
tariff structures, is required in relation to improved water and sanitation service
provision (Jamison et al., 2004: 13). Hence the advocacy of having “some form of
independent regulation” is now deemed as “essential for sustainable water services’
(Rouse, 2007: 20). Economic regulation, particularly of public service providers is a
relatively new development and there is a lot of scepticism regarding the extent of
‘independence’ regulators can exercise. This is necessarily highly dependent on the
political situation of a country and therefore it is up to the country to identify the
appropriate level of regulation (Ehrhardt et a., 2007: 9). In terms of water services,
independent regulators refer to those that have the autonomy “to set tariffs, take
enforcement action and impose sanctions’ (Rouse, 2007: 29).

Performances of regulatory processes in lower-income countries are ‘ under-researched’
and hence the appropriate level of economic regulation in the right socio-economic and
political context of poorer countries, still needs to be defined (Parker et al., 2002: 2).

4
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While it is necessary to learn from regulatory processes in high-income countries, it
should also be noted that conditions are different and thus lessons are not directly
‘replicable’ (GTZ, 2008: 12). Amongst these challenges facing regulators, the pro-poor
agenda is surfacing more and more and hence regulators are forced to act on these
particular demands. In this respect, as one example, with the involvement of the
economic regulator Zambia has established a ‘Devolution Trust Fund’” (DTF) with a
specific mandate to facilitate extension of services to urban poor (peri-urban) areas
(Franceys and Gerlach, 2008: 93-94; Tremolet, 2006: 7).

Economic regulation involves not only setting prices, usually higher than previously to
overcome revenue shortfalls, but also giving incentives to service providers to perform
more efficiently, ie. at lower cost, to reduce or limit and tariff increases. Comparative
competition approaches in the water sector are very common in high-income countries
as one means of incentivising efficiency. This approach strives towards achieving
efficient service levels at lower costs and also to identify companies that are poorly
performing as an incentive to improve. This takes into consideration various parameters
such as consumer hills; leakage control; operational costs, quality compliance and
financia performance (OFWAT, 2007a: 8). The latter is of high importance during the
regulatory process, especially in England and Wales, where the financeability of
companies is declared by government to be a primary statutory duty of the regulator, to
be able to ensure that necessary investment is obtained to deliver high, and ever
improving, quality services (OFWAT, 2007a: 11).

Appropriate water pricing is not only required to ensure viable service provision but
also provides information to users regarding the economic, social and physical value of
the water resource, thus “sending the right signal to users’ to encourage better water
allocation and water use efficiency (Sansom et a., 2004: 2; Rosegrant and Cline, 2002:
7). Water pricing trends are gradualy changing over time, using a mixture of tariff
structures, to attempt to deliver this combination of incentive based water services, both
for suppliers (based on performance standards to “reduce costs of water supply”) and
consumers (“to use water more efficiently”) (Dinar and Subramanian, 1997:11). Hence
there is an increasing necessity to have an appropriate regulatory framework as part of
the institutional set-up to ensure that there is an appropriate level of transparency and

information access to facilitate the decision-making process of involved stakeholders
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and to enable societal understanding and commitment to sustainable water supply and

use.
1.3 Namibian water resource availability

The need for new water management paradigm, incorporating some form of economic
regulation, is especially pressing in Namibia. Namibia is the most arid country south of
the Sahara and is in a precarious and extraordinary position of having no perennial
rivers within its borders (with only two forming its borders) (Figure 1-1) with its water
resources being very unevenly distributed over the country. In the regional (Southern
Africa Development Countries-SADC) context, Namibia along with South Africa,
Botswana, Swaziland, Lesotho and Zimbabwe are classified as dry countries in
comparison with their population and renewable fresh water resources. In Namibia's
case, most of its renewable freshwater resources are inaccessible (Allan, 2002).




Chapter 1: Introduction and objectives

; Democratic
JmEinshasa Republic Tanzania * \.'Ir_;r_lrlg
of Congo abodeia Seychélles
Dar #4-5alham
aLuanda
Angola
Malawi
Lifpngwe
Zambia e
Lissakas o
Ehrba
L
Harar) =
; Mozambigue
Zimbabwe:
Mamibia | | o
~ " Botswana -+ Mauritius
Windhoal! |
Gabharinea - !
'Plrt‘.DrIEI
. . Maputs
Miabans Sy aziland
[GEE et
° Lesotho
South Africa
plape Tewn
Soale
a EOC km
[ —

Figure 1-1 Map of the World, indicating Namibia as part of the southern African development
community (SADC) countries, with the location of the capital (Windhoek) indicated. The map also
highlightsthe water sources (light green) and major rivers Source: (Hirji et al., 2002)
Consequently, regional water shortages may emerge long before any national shortage
is apparent at nationa level. A good example is the Central Area of Namibia (where
Windhoek is located), where local demand is higher than the available local resources
(Figure 1-2), a situation that will eventually require expensive supply augmentation
schemes with even desalination predicted as one solution (DWA, 2006).
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Figure 1-2 water production from different sources and population demand for Windhoek. Sour ce:
(CoWw, 2005)

The city of Windhoek (see Appendix A for a general overview of water and sanitation
status of Windhoek) presently relies on three surface reservoirs to provide 70% of its
water for approximately 250,000 residents, while the remainder is provided from
groundwater reserves. The dams are built on ephemera rivers within a 70 to 160 km
distance from the city. Evaporation amounts to 3,400 mm per annum; thus Nature is
referred to as the biggest “consumer” of water, accounting at times for twice the volume
attributable to human consumers. In this sense access to adequate water resources for
water supply to central areas of Namibia is one of the biggest challenges for the
government and its water services providers (Du Pisani, 2006: 80). Most unusualy in
the world, though it can now be seen as the fore-runner of a rapidly growing trend, the
city’s potable water from the reservoirs is augmented with reclaimed waste water from
domestic and business sectors so as to cope with the 5% increase in population per
annum. The reclamation plant in Windhoek provides approximately 35% of the daily
requirements of the city (Du Pisani, 2006: 81-82). Even this approach is not sufficient
and the City is now planning to artificially recharge the Windhoek aquifer using excess
reclaimed water, while upholding strong quality standards, as an alternative future
supply option (Du Pisani, 2006: 88). Other demand management strategies include
replacing potable water for industrial and agricultural purposes with reclaimed water
(Du Pisani, 2006: 88). According to the National Accounts Report on Water; domestic
use, followed by all other uses and losses, and unaccounted-for-water constituted 39%,
36% and 25% respectively of urban water supply by municipalities, in 2001/02 (DWA,
2006).
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1.4 Institutional arrangement for urban water and sanitation

services

Water sector reforms started as early as the 1980s in the Southern African region,
primarily as a result of high population growth in highly water scarce (Swatuk,
2005:874; Gumbo, 2004: 1225; Rothert, 2000:118) and extremely unequal conditions,
this latter point reflecting on colonia history trends (Robinson, 2002 as cited by
Swatuk, 2005: 874). The reforms have tended to address these challenges through the
creation of new legidative frameworks and institutions designed to achieve “equitable,
efficient and sustainable use of the resource” (Swatuk, 2005:874). However, as will be
explored further in this thesis, the trend of developing new laws, strategies and
ingtitutions has not aways succeeded in improving water and sanitation services
provision due to the lack of commitment and lack of resources commitment from
politicians and policy-makers. The lack of clarity in information, particularly financial
information, available to politicians and policy-makers, is seen as a key explanatory

variable in this process.

The review process for the water sector in Namibia (Figure 1-3) was launched in 1998,
with the Namibia Water Resources Management Review team selected to assess the
current status of water management and resources in line with associated legislation and
available human resources and to make recommendations to promote long term social
and economic development. As part of this process, complementing the Water Supply
and Sanitation Sector Policy (WASSP) of 1993, in 2000 a Water Policy (white paper)
was drafted to promote the concept of the economics of water, while recognizing water
as a public good that must be available to those who cannot afford to pay for water
services. The policy aso incorporates full cost recovery principles (MAWRD, 2000;
Heyns, 2004; DWA, 2007). Prior to the review, the Water Act, 1956 (Act No. 54 of
1956) was the basic legal document that guided the Department of Water Affairs and
Forestry, stipulating its overall responsibilities to include control, allocation,

management and conservation of water sources, including the provision of bulk water
supply.
The White paper of 2000 was the guiding document for drafting of the current Water

Resources Management Act (WRM), 2004 (Act 24 of 2004). The Act calls for the
establishment of a Water Regulatory Board, with the aim of controlling water and
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effluent pricing and providing “independent assessment of water pricing proposals by
water utilities and suppliers’. This Act isnot yet in effect and is currently under review;
hence certain provisions have not yet been implemented. Regulations following this Act
are aso still in the drafting phase. Furthermore, based on all the legidation, the water
sector vision was reviewed in 2006, as part of the strategic sector plan for 2007-2011, in
line with the Nationa Vision 2030 and National Development Plans. The sector vision
approved aimed “to achieve equitable access to sufficient, appropriate, safe, sustainable
and affordable water for all Namibian users for improved quality of life” (MAWEF,
2007: 3). A ‘balanced score card’ system was developed to implement the specific
objective to meet the sector vision. To reflect the vision of the sector, in 2008, the
WASSP was reviewed and replaced with the Water Supply and Sanitation Policy
(WSASP), which is based on principles of stakeholder participation and cost recovery
(MAWEF, 2008: 1-7). A further law was introduced to make provision for the efficient
governance of State-owned enterprises and the monitoring of their performances in the
form the State-owned Enterprises Governance (SOEG) Act, 2006 (Act, 2 of 2006).
Both the section on Regulatory boards and SOEG Acts are not implemented yet,
reportedly due to lack of resources (human and financially mainly).

Water Policy
(white paper),
2000

State Owned AN
Enterprises Act, and Sanitation
Soos. Policy (WSASP),
2008

‘ Water Act, 1956

Water Review of
Resources WASP Act,
Management 2007/2008

amibia Water
esource
lanagemen
R Act, 2006

Prior 1990 1990s 2000s 2010

Figure 1-3 Transition of legal framework for water supply sector in Namibia. Source: Author’s

synthesisfrom grey literature

To address these policy provisions, the Namibian Government opted to commercialize
bulk water services and as a result established NamWater (a government owned water
supplier whose operations are required to be run on commercia lines) through the
establishment of the Namibia Water Corporation Act in 1997. This defined an effective
and sustainable bulk water supplier to customers (in terms of costs, quality and
guantity) as well as entailing the determination of levies and tariffs structures based on
full cost recovery principles, in consultation with the Ministry of Agriculture, Water and

10



Chapter 1: Introduction and objectives

Forestry. However, as will be investigated and described in more detail following,
cabinet decisions have been known to influence and change many of the strategies for

implementing the legidlation, especially with regard to NamWater tariff determination.

The powers, duties and functions of local government, i.e. the Local Authority councils
(including municipalities, towns and villages) are laid out in the Local Authorities Act,
1992 (Act, 23 of 1992). The responsibilities of local authorities include providing
services to residents such as distributing NamWater’s water and maintaining a system
of sewerage to local consumers. For the purposes of the study, only the services and
price-setting process of the City of Windhoek (municipality) as alocal authority will be
considered, as explained and justified in Chapter 3.

In this sense, Namibia's water sector faces similar, though perhaps more extreme,
challenges to other low-income countries when it comes to determining cost-reflective
tariffs while ensuring that al consumers, especially the urban poor are provided with
quality basic services. As a result of political interference in tariff determination,
Namibia's bulk water supplier, since inception, has recorded an overall poor financial
performance (Ndokosho et al, 2007: 1302). Furthermore, there are no measures in place
for performance or accountability assessment for the public utility (Ndokosho et al,
2007:1308) which reflects on the credibility of the process. Nevertheless, statistics
indicate that Namibia' s water and sanitation service delivery is advanced compared to
other countries in the region; with 99.3% and 84% coverage of the urban population
having piped water as their drinking water source and sanitation respectively (CBS,
2006).

Because of the extremes of water availability and income skewness, further institutional
improvements (such as sustainable tariff determination) are believed to be required to
ensure equitable water and sanitation service delivery (Matros-Goreses et al, 2008:296),
given the history of high government subsidies as a consequence of non-payment for
water services until early 1990s (Dinar and Subramanian, 1997). Despite all the efforts
of awareness raising and education of public, leak detection programmes, proper
management of water meters; the true cost of water is still not reflected through the
charged price (Hirji et al., 2002). However, it is known that water supply services are
very costly in Namibia due to its sparsely distributed population (long service distances)
and limited rainfall (Dinar and Subramanian, 1997: 78). Furthermore, tariffs (especially

11
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concessionary tariffs for high income users) are deemed unclear (no proper justification)
(Dinar and Subramanian, 1997: 29).

1.5 Affordability of urban water and sanitation services

Namibiais classified as a middle-income country, however it has a very skewed income
distribution, with a Gini-coefficient of 74.3 (UNDP, 2006). The Bureau of Statistics
notes that 34 % of Namibia s population accounts for only 7% of the income, while less
than 1% of the population have the highest adjusted per capita income of 16% (CBS,
2006). Households expenditure on water services should not exceed 5% of their
income, according to Namibian standards, in which case such households are classified
as urban poor (DWA, 2007). There are various types of water and sanitation services
that are available depending on the various income levels of residents, as outlined in
the Development and Upgrading Strategy of the City of Windhoek (Table 1-1)(CoW,
20063).

12
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Table 1-1 Indicates the types of water and sanitation services available according to development

levels based on income of residents

Development level Monthly Water service levelg/options  Sanitation service
Income level leveld/options
(2008, PPP$-
5.18)
Welfare level 0-18 - rudimentary services -none
Level O: Ultra-low 19-32 - communal water points -none
income- rudimentary within 200 m walking
services distance
Leve 1 33-128 - water pointsat each toilet - ventilated improved pit
. block latrines at access points to
Ultra-low income- each block
block communal - walking distances not to
services exceed 200m - 2 latrines (1x ladies,
- water meters at each water Ixgents)/80 people
point -100m walking distances
Level 2: 129-232 - water points at each toilet ~ -communal flush latrinesin
. block road reserves
Ultra-low income-
block communal - walking distances not to - 2 latrines (1x ladies,
services exceed 200m 1xgents)/80 people
- water meters at each water  -30m walking distances
point
- pre-paid taps being piloted
Level 3: 233-422 -full water reticulation -standards same as for level 2
Ultra-low income- designed and installed -entire sewer reticulation
block communal -water pointswith metersat  system designed and
services each toilet block installed
- pre-paid taps being piloted
Level 4: 423-663 -full water reticulation -full sewer reticulation
. designed and installed S
Low income- -individual sewer
Individual connections
connections
Level 5: 664-870 full water reticulation -individual connections for
designed and installed flush toilets (full waterborne
Low Income- sewer)
individual
connections
Level 6: +871 -full water reticulation - individual connections for
. designed and installed flush toilets (full waterborne
Medium Income-
: sewer)
fully serviced

Source: (Modified from (Matros-Goreses et a., 2008: 297) and (CoW, 2006a)

The strategy attempts to cater for all residents, including these ‘ ultra-poor’, in providing

land for settlement as well as developing uniform standards for al of the services

mentioned above, based on appropriate technology and reasonable health standards.

Community development services are mostly targeted for level 0 and 1 groups, where
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the city facilitates the emergence of self-help initiatives, through which a community
can access support from the city. There is also a strong emphasis on capacity-building
undertaken to ingtil a sense of empowerment amongst low-income groups, in the hope
of improving their living conditions. In this regard Social Compact Agreements are
signed with the low-income groups to decide on the services that they need and can
afford (CoW, 2006a). Numerous informal area residents have been relocated since
2000 to “improved” areas as part of this strategy. This relocation process includes
feasibility studies (to determine the financial, social and environmental impacts),
registration of properties (land), signing of lease agreements, and community
participation.

Photograph 1: Facilities (water and sewerage) build before relocation to takes place. This area is
ear marked for development level 3 inhabitants. Source: R. Franceys, Windhoek, 2007.

One of the ongoing challenges is preventing illegal settlers from coming into upgraded
areas (Photograph 1), so as to avoid disruption of services and ensure proper control and
monitoring by the City of Windhoek (CoW, 2006b). Incoming residents are required to
settle in the ‘receiving’ areas (Level 0), from which they will eventually be moved to
upgraded or “improved” aress.
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According to officia reports, (CowW, 2006b) the maority (32%) of households fall
within development level 1, which can barely afford services (neither qualify for land
with individual connections) and thus can only be accommodated in communal service
areas. Furthermore 22% of families (both welfare and development level 0 groups) are
unable to afford basic services. There are approximately 32 informal ‘sguatter’
settlements or “shantytowns’ within Windhoek, of which 9 are indicated to have no
toilet facilities at al. Appendix B shows the status of water and sanitation services in
selected informal areas in Windhoek.

A separate study conducted in Windhoek, indicated that “low-income water users were
willing to pay N$58 (PPP US$14) in addition to their monthly consumption to get
individual water connections’” (Kavezeri-Karuaihe, 2005). According to Kavezeri-
Karuaihe (2005), “the prices are cryptic’, because water users do not know the true
price for water services, since that is imbedded into the municipa bill, and hence their

response to prices are inconsistent.
1.6 Price-setting processin Namibia

Currently the process of developing NamWater tariffs is undertaken behind closed
doors by Government Board members. These tariffs are subjected to annual increases,
without proper justification and have been known to be manipulated by Board members,
which reduces the chances of effective cost recovery (MAWRD, 2000). Similarly, the
tariffs for Local Authorities are increased, based on changes in the bulk water tariffs,
without enquiry or investigation. Hence the entire price-setting processes (two separate
levels for bulk water and distribute, retail water prices) in Namibia are undertaken on
the premise of alack of transparency and access to information - so that consumers and
civil society are unable to understand how prices for basic services are set. Given the
Namibian challenges of water scarcity and skewed income distribution, the need for
proper pricing mechanisms and institutions is even more pressing, to ensure universal

provision of sustainable urban water and sanitation services.
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1.7 Scopeand objectives

The overall goal of this research is to contribute to sustainable water and sanitation
services to al urban users' in a water scarce developing country, Namibia, with highly

skewed distribution of income.

The research explores the price-setting processes from other countries (particularly
England and Wales and Zambia) as a guide to further understand the dynamics and
intricacies of what the process entails. It then further reflects on lessons from the
experiences in these countries in order to investigate the challenges of the price-setting

process in Namibia.
1.7.1 Research Proposition

The underlying proposition of the research is that access to information, linked with an
appropriate level of stakeholder involvement, is required for effective and sustainable
urban water and sanitation price-setting process, especially in a water scarce, skewed-

income distribution country.
1.7.2 Research Aim and Objectives

The gspecific research aim is to adapt a framework for determining price-setting

processes and to investigate the potential role of an economic regulator to inform the
process and policy accordingly. In order to achieve the am, the following specific

r esear ch objectives need to be fulfilled:

= |dentify specific lessons/experiences from price-setting processes in selected
counties, particularly England and Zambia, to investigate possible improvements
to the Namibian price-setting process;

» Understand the current price review process in Namibia, within the lega
framework, in terms of its capacity to deliver water and sanitation services to

urban consumers (particularly poor households);

1 All urban water users include domestic water consumers (all income levels); industries and institutions

(government, universities, and schools). The main focus of the study will be on the domestic water sector.
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= Determine the affordability levels of water and sanitation services for the urban
poor in Namibia and the potential role of cross-subsidisation amongst domestic

water users,

= |dentify the percelved level of transparency and stakeholder involvement
required for the price-setting process in Namibig;

= |dentify the appropriate regulatory framework needed to improve current price-
setting process in Namibia, balancing the needs of al stakeholders but with a

bias towards the needs of the urban poor, to inform relevant policy accordingly

The research aims and objectives were translated into a conceptual framework (Figure
1-4), which guided the research, setting the boundaries and hence facilitated the
understanding of the concepts and related relationships being investigated. The
framework reflects on the contextual issues that are considered to influence the
Namibian price-setting process and hence are identified as input factors for the
institutional process. In this regard, the institutional processes, namely legidlation, water
and sanitation services and price-setting (including England and Zambia price-setting
processes) with its relevant issues and main stakeholders, further highlights the major
focus areas of the research. As aresult the proposed regulatory framework is an output
of the research to address the contextual and institutional challenges; hence the feedback

loop which illustrates that it is an iterative process.

The foundations of the study are embedded around principal-agent theory, where the
principa (in this case government) delegates service provision (in this case water and
sanitation services) to an agent (in this case service providers). However the challenge
exists when the principal and agent have different interests/interpretation and as such
one party has an information advantage over the other, leading to huge information
asymmetry and uncertainty problems (Jamison, et al, 2004:29-30). In conjunction to the
Principal-Agent theory, the research also builds upon the stakeholder theory (‘interest-
group’ theory), in recognition of much wider stakeholder base than just the government
and service providers, but also including consumers, investors and other interested
parties. The stakeholder theory also addresses the implications of compatible/non
compatible interests of stakeholders and the consequent regul atory mechanisms required
to balance these interests for the best possible outcome (Prosser, 1999:206). In the

context of water and sanitation provision, the research suggests implementation of the
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proposed regulatory board, as provided for in the Water Resource Management Act,
2004 of Namibia, to address the information asymmetries and stakeholder interests,
given the unique characteristics of Namibia; water scarcity and skewed income
distribution.
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Figure 1-4 Concept flow diagram to be investigated during this study
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1.8 Structureand overview of thethesis

The thesis is organised around the ideas highlighted in the conceptual framework and
follows on to validate the objectives with empirical data collected from the fieldwork.

It follows the logical progression of the research objectives.

This chapter has outlined the introduction and background to the research, indicating
the research problem as primarily being lack of transparency and involvement within
the current price-setting process, acknowledging the complexity of providing water
and sanitation services to al domestic consumers, including the urban poor. This
chapter thus sets the scene for the research, which is further explored in Chapter 2,
which present the literature review on previous research in this field, reflecting on
appropriate institutional frameworks within the water sector, provision of urban water
service and sanitation services, various price-setting processes across the world, with
a strong emphasis on regulatory frameworks and the role of economic regulators in
the price-setting process. Chapter 3 outlines the research agenda and the research
methods adopted throughout the study, primarily following case-study approaches,
guided by semi-structured interviews and focus-group discussions using purposive
snowballing methods in England, Zambia and Namibia accordingly. Chapter 4
reflects on results from the fieldwork experiences in England and Zambia. It
elaborates on the price-setting processes in these countries and interprets the
perceptions of targeted stakeholders on service provision and regulatory processes,
with a strong emphasis on affordability of services in regulated environments.
Chapter 5, forms the basis of the Namibian fieldwork results, indicating responsible
ingtitutions, the intricacies of service provision, with focus on the costs of such
services and financia dituation of the providers which reflects on the prices
consumers pay. It furthers explains the price-setting process and the potential role of a
regulator in the system. The ingtitutional positioning of such a regulator is aso
identified as well as the appropriate regulatory framework, given the extreme
conditions of the country. Chapter 6 formsthe cross-case analysis chapter, discussing
the results in the context of the objectives, aso reflecting on the application of the
principal-agent theory and the benefits of having an economic regulator in Namibiato
guide the price-setting processes based on lessons learnt from England and Zambiain
particular. Finally, Chapter 7 states the main conclusions and implications of the
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research findings in line with the objectives, a consideration of this research’s
contribution to knowledge, as well as future research areas.

Knowledge is a treasure, but practiceisthe key to it
Thomas Fuller
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Chapter 2: Literature Review

This chapter provides insight into the current debates on urban water and sanitation
service delivery, with emphasis on the costs involved and the pricing processes. More
specifically, the chapter highlights the challenges of service provision, especialy
towards the urban poor, and the subsequent institutional and procedural governance
arrangements to address these challenges. In this context, literature on economic
regulation, the elements required and relevant structures are discussed in both the
lower-income (‘developing’) and high-income (‘developed’) country context.
Furthermore, regulation theory is explored as an explanatory tool for information
asymmetry challenges prevalent in principal-agent relationships. Access to basic
services are important, however access to basic, relevant and accurate information is
key to ensure that services are provided in line with sector objectives. Therefore
appropriate regulatory frameworks are necessary to facilitate (balance) conflicting
stakeholder interests through implementation of good governance principles such as

transparency and stakeholder involvement throughout the price-setting process.

A systematic literature review process was followed to ensure a fair representation of
the literature in this field and to ensure that the majority of relevant information was
included. Various search engines (such as Scopus, Aqualine, Science Direct and
Google Scholar) were used, making use of the following search words (either in
combination or separately); water utility regulators, urban water and sanitation
services (for urban poor), price-setting processes, alternative pricing processes,
economic regulators, regulation theory and institutional governance. There is quite a
significant amount of literature on these topics, though most were found to be ‘older’,
in many cases older than 10 years, especially on the genera literature. Another
limitation was that there were not many journal articles (peer reviewed) about
regulatory frameworks or price-setting processes in developing countries, and these
were more found in books or donor reports (for example World Bank, GTZ, DFID

research outputs).
2.1 Defining major concepts

It is predicted that improved water and related services will greatly contribute towards

economic growth and poverty reduction. There is a strong link between water and
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economy and these cannot be treated separately (Commission on Sustainable
Development (CSD), 2004-2005). In agreement, Dinar and Subramanian (1997)
draws “close linkages among financia status, physical health, and service quality in
the water sector” and states that these are the basis for “water pricing reforms and cost
recovery policies in most countries’. The costs of not improving these basic services
(for example health sector costs increasing) are much higher and benefits of
improving it outweigh unwillingness to improve these services (Whittington et al.,
2008: 34).

Price and costs are confused and in some instances used interchangeably, however
the definition of priceis “the amount set by political and social system to ensure cost
recovery, equity and sustainability. Prices of water are not determined solely by costs,
and may or may not include subsidies’ (Rogers et a., 2002: 3). The “cost” of
providing water and sanitation services has been defined by (Spencer, 1983 as cited
by (van Ryneveld, 1995: 1) as a “sacrifice that must be made in order to do or acquire
something. The nature of the sacrifice may be tangible, objective or subjective and
may take one or many forms such as money goods, leisure time, income, security,
prestige, power or pleasure’. In thisresearch, various types of costs will be addressed
where appropriate. These may include financial (for example operation and minor
maintenance expenditure (OPEX), capital expenditure (CAPEX), the cost of capital
and other supporting costs (Franceys et al., 2006: ix) as well as environmental and

convenience costs.

The “extent that user fees and any other direct contributions are adequate to meet
service costs’ is refereed to as cost recovery. Similarly “financial sustainability
describes the extent to which society as a whole (including international society)
contributes in a committed, long-term manner to support services, either through full
cost recovery through user fees or through a combination of user fess and societa
contributions” (Franceys et al., 2006: ix).

The term tariff refers to payments made by consumers for access to services based on
various tariff structures developed by service providers depending on their local
situations. In this study it specifically refers to “payment for access to provision of
water and sewerage services to consumers’ (Sohail, 2004: 1). Other concepts such as

“user fees, service charges, customer charges and prices’ (Franceys et a., 2006: ix)
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will also be used in the same context throughout this study. “A water tariff is a
powerful and versatile management tool” with the main aim of cost recovery and
economic efficiency for the water supplier, while being equitable to the customers.
Tariffs can also be set to redistribute charges between customers (cr oss-subsidisation
purposes) as well as serving a conservation purpose (Boland and Whittington, 1998).

The Urban poor can be defined in various ways, however in this study they are
classified according to their “expenditure on water and sanitation services’ (Sohail,
2004: 1-2), which is significant for a substantial majority of households, especialy in
lower-income countries. It is globally advocated that expenditure on water and
sanitation services should be between 3-5% of the household income (Merrett, 2005:
116; Almagro, 2005: 200-201).

Institutional arrangements refer to the “rules of the game” (Kemper, 2001: 112).
More specifically it focuses on the laws, norms and regulations that influence water
use and allocation that are applied by the different actors in the water sector (North,
1992 as cited by Kemper, 2001: 111) There are various actors within the water sector,
for example government, providers, users, civil society and other agencies. The
combination and interaction between the arrangements and actors within the sector

resultsin an institutional framework (Kemper, 2001: 112).
2.2 Providing urban water supply and sanitation services

The provision of water and sanitation services follows a simple cycle of activities
which includes “bulk water supply, water treatment, local water distribution, sewage
collection and sewage treatment” (Schouten and van Dijk, 2007: 11-12; Abbott and
Cohen, 2009: 2), however the delivery process in terms of roles and responsibilitiesis
more complex and dynamic than what meets the eye (Figure 2-1). It is less common
to find a single service provider that undertakes all water supply and sanitation
activities, though it is the norm in the United Kingdom and has been introduced in the
Netherlands as an “integrated water service organisation” (Schouten and van Dijk,
2007: 11-12). In many other countries the norm is a split of services between bulk and
local water distribution, of which the latter is done at municipal level. This is known
as vertical separation, while horizontal separation/combination of functions applies to
separation of water supply from sewerage and wastewater disposal (Abbott and
Cohen, 2009: 4).
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Figure 2-1 Water and waste water supply chain of activities. Source: Gonzalez-Gomes and
Garcia-Rubio (2008:41)

The range of activities of service providers varies from country to country and from
the nature of the service providers in principle. Various factors, such as the water
source, geography, and consumer base further influences the technology and
regulation of such services. Due to large transportation and distribution network
requirements and costs involved, the water industry is normally a natural monopoly,
with limited competition (Abbott and Cohen, 2009: 2). Municipal costs of providing a
household with water and sanitation services, subjected to economies of scale, include
charging for “collection of wastewater from household; distribution of treated water
within urban area to household; treatment of waste water; treatment of raw water to
drinking water standards; storage and transmission of untreated water to the urban
area; opportunity costs of diverting raw water from alternative uses to household and
negative externalitiesincurred” (in descending order in terms of costs) (Whittington et
al., 2008: 15-16).

Water scarcity is one of the biggest challenges facing developing countries. However
it is often not treated as such, considering the limited signal to conserve sent by the
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low prices charged for the resource, especialy in the irrigation sector (highly water
intensive) compared to the industrial and domestic sectors (Rosegrant and Cline,
2002: 6; UNEP Fl, 2004: 8).

Intermittent supply of water servicesis often cited as one of the most common results
of water scarcity in lower-income countries. This approach is often explained (though
usually without adequate justification) as due to necessity and not by design. This
adds more pressure to deal with the service consequences such as low pressure;
inequitable distribution and short duration of supply and ultimately water quality
deterioration. For example, in South Asia and India where people receive services
only for limited hours daily and in some areas of Kenya where services are limited to
2.9 hours per day (Hardoy et al., 2001 as cited by (Varavamoorthy and Mansoor,
2006: 188). However in many instances, twenty-four service is not possible and
hence managers should strive to be proactive in the design of the intermittent system
to meet service standards where possible. The consumers costs, coping with these
types of services also needs to be incorporated, which results in low-income consumer
groups paying more in terms of time and inconvenience of collecting water from
public taps (Dutta and Tiwari, 2006: 141,143)

Universal coverage (including services to the urban poor) and water service
improvement are objectives usualy shared by both governments and service
providers. However the challenge is to ensure financial sustainability for further
extension of service coverage, hence the suggested option to differentiate service
options (for example “in-house connections, yard connections or water kiosks’) and

prices as appropriate (Sansom et al., 2004: 3) in order to facilitate universal service.

Water losses are inevitable in a distribution network; however the challenge is to
manage them as effectively as possible (Mugabi et al., 2007: 2). Losses are comprised
of ‘rea’ losses (for example physical leakage) and ‘apparent’ losses (illegal
connections, improper metering schemes and improper billing aspects). Illegal
connections are primarily caused by water scarcity, poor management and lack of
awareness and result in loss of water and a decrease in service levels of the supply
system. Consumers resort to illegal connections if refused household connections; due
to inappropriate tariffs and this is mostly found amongst the middie and low-income

groups. In lower-income economies illegal connections are sometimes fuelled by
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“politicians who try and win public support at the expense of sustainability”, thus
making the job of utility operators more difficult (Varavamoorthy and Mansoor,
2006: 198).

Meter reading and billing discrepancies are quite common in developing countries
due to various reasons ranging from failure to access properties; failure to read
meters, bribing from consumers; flaws in billing system (Nickson and Franceys,
2003: 1-6). These reflect on the capacity and credibility of the service provider;
however it aso results in the consumer having to pay for the inefficiencies of water

service utilities.

Many water utilities in southern Africa do not produce public domain performance
indicators therefore cannot be compared with peer utilities. Such indicators include
“setting fair tariffs; detecting undue consumption early, maintaining infrastructure in
time, reducing unaccounted for water, reuse and recycling of wastewater, planning
new developments rationally and having a informed prioritising system in time of
shortages and droughts’ (Gumbo, 2004: 1230). This is a significant hindrance to any

transparent price-setting.
2.2.1 Cost of providing water and sanitation services

Ideally, costing of water and sanitation services should be based on full-cost recovery
principle implementation. Thisis aso referred to as sustainable cost recovery (Rouse,
2007: 39). There are direct and indirect costs involved in the supply of water services.
Hence, to appreciate the value of water as a resource and a service, it is necessary to
understand the full costs of service provision (Figure 2-2), which comprises of full
supply, economic and full costs (Rogers et a., 1998: 5-7). In this regard, the basic
cost elements that make up the price of water and sanitation services comprise of
operational, capital and replacement costs (Speers, 2007: 2), which are referred to as
full supply costs (Rogers et al., 1998: 6). The operational costs refer to day-to-day
input costs such as human resources, chemicas and energy and fixed assets, while
replacement costs relate to replacement or maintenance of assets and infrastructure.
Capital costs include capital investments (Speers, 2007: 1) and the costs of capital or
financing. Reflecting other “less quantifiable” costs in the price is a more complex
process; however, ideally, these costs need to be recognised as part of setting the basic

price-setting framework. In essence these costs deal with alternative investment
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opportunities and consequences of environmental or resource depletion and associated
risks, respectively (Dutta and Tiwari, 2006: 136; Speers, 2007: 2). These costs are
opportunity, economic and environmental externalities, and related risks, which
together with full supply costs make up the full economic costs and finally the full
costs respectively (Rogers et a., 1998: 7-10; Winpenny, 1994: 10-14). Arguably, it is
noted that externality costs (especialy due to inefficiency of providers) should not be
included in public pricing policies, however full supply costs should be catered for by
consumers (Dutta and Tiwari, 2006: 141,143).
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Figure 2-2 Costs Components of water service provision. Source: (Rogerset a., 1998: 7)

Sustainable cost recovery is encouraged, in the sense that the provider should be able
to generate “sufficient revenue” to cover operating, financing and maintenance costs
(Winpenny, 2003: 18-19). However, in practice, only a proportion of operation and
maintenance costs are recovered gradually, with capital costs only recovered dlightly
(Dinar and Subramanian, 1997: 8). It should be noted that in many cases the average
supply costs of the domestic water sector are met by the non-domestic sector
(commerce, industry, public sector institutions) through cross-subsidies (Sohail, 2004
11).
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The full costs of service provision hence, sets the context against which prices are
determined (Rogers et al., 1998 31; Tsagarakis, 2005: 10). In this sense, the Bonn
Charter emphasises the need for transparency and stakeholder involvement in the
price-setting decision making process to fully understand the complexities involved
(Speers, 2007: 2; IWA, 2004: 9). The Bonn charter principle further highlights the
complexity of these contrasting elements by indicating that “the price of water should
be set so that the price does not prevent consumers from obtaining water of sufficient
guantity and quality to meet fundamental domestic needs’ (IWA, 2004 9).

2.2.2 Charging for water services

User fees are not only considered as the basis of financial sustainability, but are also
incremental in “meeting social, economic and environmental policy objectives’,
which includes ensuring sufficient revenue to deliver long term quality services;
extending service coverage and ensuring that consumers understand the cost to the
economy of the scarce water resources, hence enhancing conservation of the natural
environment (Franceys et a., 2006: 2). The African Development Bank in their
Integrated Water Resources Management Policy (2000), advocated that economic cost
pricing should be the basis for water allocation decisions. The price of water is known
to influence water use efficiency and hence is used as a tool to facilitate water
allocation and conservation behaviour amongst water users (Dinar and Subramanian,
1998: 239-240).

There are various forms in which users can pay for water services. Four main ones are
discussed by Merrett (2005: 6-7) as being the price paid to the supplier per unit
guantity (mostly in case of metered supply); payments linked directly to volume
received and the cost incurred by user (mostly in case where users supply their own
water, eg. pumping water using electric motors); payments indirectly linked to
volume used (payments are based on fixed tariffs, multiplied by number of people
registered to live in house) and payment based on value of the property of the user
(cost-use relation to fixed charge, invariant of volume; mostly, no metering system in
place). Charging for water services per unit basis paid (volumetric use), is a powerful
method to encourage demand management. The flat-rate tariff payment system which
does not take into account volumetric use has no incentive for conservation
(Arlosoroff, 1999 as cited by (Varavamoorthy and Mansoor, 2006: 198) and thus is
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not advisable for countries with scarce water resources. Dinar and Subramanian
(1997:1) highlighted that out of the different pricing measures used across the world,
“about 37% of utilities charge uniform prices regardless of the quantity consumed,
22% used rising block rates and 38% used declining block rates, with the remaining
3% using a mixture of schemes’ (Dinar and Subramanian, 1997: 1; Dinar and
Subramanian, 1998: 240). Countries which operate on rising block tariffs usually
justify this approach through the principle of ‘making water more affordable or even
free (“basic lifeline”) for the low income users, while promoting water conservation
amongst the high income users (Sohail, 2004: 11; Dinar and Subramanian, 1997: 27;
Herrington, 2007: 14). The “lifeline” block, providing basic water required to sustain
life, can vary from 5m® to 20 m® per month — though it might be wondered to what
extent the latter figure can ever represent a‘lifeline’ . For example in South Africathe
lifeline block is fixed at a more reasonable 6m? but with no charge (DWAF, 2008).
This has implications for revenue adequacy depending upon the proportion of

domestic consumers accessing these limited amounts of water.

Tariff schemes are evolving towards two part charges; fixed and variable. The fixed
part is seen to give the utility guaranteed revenue to cover overhead charges, while the
variable part encourages efficient use of water by consumers (Dinar and Subramanian,
1997: 4; Tsagarakis, 2005: 4). The most appropriate tariff is one that can balance the
various goals of society (Rogers et a., 2002: 5). Very often these goals are
conflicting, such that consumers require “high quality water at affordable and stable
prices” while suppliers strive for a*“ stable revenue base, by covering al their costs’ of
providing services (Rogers et a., 2002: 5). Either way, it is important that the public
understand the process and that the tariff systems are relatively easily implemented
without conflicting with government policies.

The future of water supplies is moving towards introducing metering and
consumption based tariffs to promote efficiency, equity (fairness) and environmental
sustainability (Dinar and Subramanian, 1997: 141; Weeden, 2003: 148; Walker, 20009:
11). However currently thisis being phased in gradually over time in some countries
in order to reduce the payment “burden” on consumers. Metering is a contentious
issue, for example in England and Wales, where it is seen by some as unethical
towards water as a right, especialy for low income users, while others associate it

with increase in prices by water companies. As a consequence the fixed annua fee
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tariff system is still being implemented by many companies (Herrington, 2007: 11).
This may reflect well the ‘fixed cost’ nature of water supply (>85%, Franceys,
2008:50) however it “provides little incentive to conserve” and does not send the
signal for effective water use strongly enough (Rogers et al., 2002: 5-6). In this
regard, water metering is deemed essential in demand management, since it is the
basis of determining the price based on the consumption rate (Nickson and Franceys,
2003: 6). However in developing countries, metering is mostly used in the context of
intermittent supply which results in many problems such as malfunctioning of meters
due to improper use or technological failures. Nevertheless, pre-paid water meters are
increasingly being installed in lower-income countries, with South Africa being an
example of successful implementation history for pre-paid meters for shared
connections (though not without ongoing legal challenges from some in civil society).
Pre-paid metering is being promoted to be very effective in conserving water and
recovery of costs. In genera the literature suggests that metering should be
considered for all levels of users, from bulk metering to individual metering, requiring
careful monitoring and frequent maintenance (Vairavamoorthy and Mansoor, 2006).
Franceys (2008:50) points out the resulting cost of metering in England and Wales.

The most popular tariff system in developing countries is the increasing block tariff
(IBT) system (Liu et a., 2003: 212), where the poor consumers are subsidised by
high-volume consumers. The first block is normally charged at a low rate to include
the basic water needs of consumers and subsequent blocks are charged higher as an
incentive for consumers to use only the necessary water. Industrial and commercial
water users are charged significantly more to contribute to the subsidisation system
for low volume users (Vairavamoorthy and Mansoor, 2006). Nevertheless, IBT
systems have been criticised as being disadvantageous to the poor, especially those
who share water connections. In the sense that most of them pay more than the
average cost for each unit than the lowest block as compared to those not sharing
household connections (Sohail, 2004: 10-14; Rosegrant and Cline, 2002: 7; Liu et al.,
2003: 212-213) because of the number of people in each household using the single
connection. They argue that the main reason to use an IBT system is because it is
perceived to be politically acceptable and fair. Lack of transparency, flexibility and

simplicity in implementation are the major issues of IBT’s that need to be sorted out
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to ensure cost recovery (Sohail, 2004: 10-14; Herrington, 2007: 40; Liu et al., 2003:
213; Boland and Whittington, 1998: 8)

Sewerage tariffs are not as notorious as water tariffs and are normally subjected to
lower coverage (especially in low income areas) as well as lower charges levied as
local property tax. It isimportant that costs of sewerage network are considered inline
with willingness to pay for the services, since it is very costly service, especialy

waterborne sewerage networks (Sohail, 2004: 35).

In addition to tariff structures, consumers pay standing basic charges, which
comprises of direct and indirect charges. Direct charges includes connection, physical
infrastructure, such as pipe size, meter (Walker, 2009: 69), while indirect charges are
mostly attributed to administration related costs (Sohail, 2004: 26). There are
numerous debates around the issue of connection charges. High charges is seen as a
barrier to access services and usually results in illegal connections due to inability to
afford charges, especialy by the urban poor (Franceys, 2005: 211). Hence, charging
structures of water companies should be based on “fairness principles’ according to
Walker (2009:51). These principles include cost-reflective charges related to volumes
consumed, affordable charges to those that cannot afford and charges should be
simple to administer and transparent for consumers to understand what they are

paying for and why.
2.2.3 Providing water and sanitation services to urban poor

Cities in lower-income countries mainly expand on the periphery of the city which
makes it difficult to ensure adequate and cost effective services, especialy in terms of
cost determination of water utilities which may delay expansion of services to those
areas (Sansom et a., 2004: 57; van Ryneveld, 1995: 2). Therefore the urban poor
often need to resort to informal vendors (at a much higher price than those having
household connections) as an alternative source of water to unprotected water sources,
such as wells and rivers (Table 2-1) (Sansom et a., 2004: 2; Rosegrant and Cline,
2002: 7). It gets even more expensive to provide full sanitation services to such areas,
because the implication is that additional sewer capacity along the whole length of the
sewer pipe to the treatment works is needed which makes marginal cost of bulk
reticulation more expensive than average current replacement costs (van Ryneveld,
1995: 2).
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Table 2-1 Existing water sour ces and optionsfor urban poor.

Typical existing water sources Potential | mproved service options
Unregulated water kiosks - Utility-supported private water kiosks
Handcart vendors (expensive) - Regulated small-scale providers or

vendors

Unauthorised connections

] o - Community-managed local water
Public stand posts from which little or no distribution pipes

revenue is collected
Shared water connections with on-selling

Contaminated pools or rivers _ to neighbours
Distant springs or boreholes - Individual connections
Seasonal dug wells - Pre-paid metered kiosks

Water kiosk with storage tanks

Source: (Sansom et al., 2004: 28)

Service options are related to variable prices and therefore the income base (and
“willingness-to-pay”) of the target groups has to be considered (Sansom et a., 2004:
35). The current international debates centre around the issue of provision of water to
the urban poor and subsidies, in the sense that due to high (extravagant) connecting
fees, it seems more plausible to subsidise water connections rather than the norm of
water services (Speers, 2007: 3; Winpenny, 2003: 19). The challenges of connecting
to water supply and sewerage services are often neglected and hence poorly
understood, especially with regard to limiting access to urban poor which are unable
to afford the excessive charges (on average US$500 in Uganda in 2004) (Kayaga and
Franceys, 2007: 171-172, 174). The connection costs (including additional informal
costs) incurred by low-income consumers are much higher compared to other income
groups, due to lack of clear policies, information and knowledge (of consumers on

official procedures) (Kayaga and Franceys, 2007: 175).

Cost for providing high level services (house connection and full water-borne
sanitation) are four times more than the cost of providing low level service (for
example stand pipe and ventilated improved pit latrines (VIP). The main reason is
attributed to the cost of bulk services (van Ryneveld, 1995: 4). Sanitation technology
types are limited to “conventional sewerage, on-site systems (ventilated improved pit
(VIP) latrines, pour-flush and ecological sanitation (Eco-san)) and low-cost sewerage
(settled sewerage and simplified)” (Mara, 2005: 57). Simplified sewerage is
advocated to be most appropriate for peri-urban areas, since it is cheap and does not
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require much space to install (Mara, 2005: 58). This technology started in Brazil in
the late 1980s and has since been tried in Pakistan, India, Sri-Lanka, Bolivia and
South Africa (Mara, 2005: 60-61) though it is unclear to what extent it might be used
where alternative materials are used for anal cleansing.

Affordability of services needs to be understood from two angles, “ability to pay” and
“willingness to pay” (Van Ryneveld 1995). In other words, “households may be able
to pay, but unwilling or may be willing to pay, but unable to. In this regard, ability to
pay isdirectly linked to income levels of the customers (Van Ryneveld 1995). Though
water is considered to be ‘life’, consumers are more eager to pay for e ectricity, due to
the fact that it cannot be received from different sources, like in the case of water,
which can be “carried home”, hence distorting the value of water (Whittington et al.,
2008: 6-7). Hence the need for differentiated services, depending on customer
preferences and willingness to pay, to ensure expansion of services to un-serviced
poor areas through exploring aternative sources providers and flexible options such
as WaterChoice points and water tankers provided it is undertaken with the
appropriate regulatory framework (Figure 2-3) (Franceys and Gerlach, 2008:256).
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Figure 2-3 Targeting a universal service obligation. Sour ce: (Franceys and Gerlach, 2008: 256)

Franceys and Gerlach (2008:253-256) advocate universal service obligations to be
met by government and service providers. This requires exploring best technical and
costs options to expand services beyond the provider pipe network efficiency frontier,
through tank services or pre-paid water meters. Furthermore, subsidies from
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government are suggested to meet the demand of the very poor, however where no
alternatives are available cross-subsidies should also be considered. Subsidies are
seen as the solution for the ‘conflict’ between cost, price and affordability. The full
cost recovery principle upon which many local authorities operate, is challenged in
this respect, because it makes them dependent on subsidies, which in the long-run is
not sustainable (van Ryneveld, 1995). It is recognised that it is difficult to identify
recipients for subsidies, and so far cross-subsidies from non-domestic sector are
deemed as a ‘potentia’ way in which water services to the poor can be serviced,
under the rising block tariff, however it has not been found efficient and various
debates are still on-going in this respect (Sohail, 2004: 19). The issue of cross-
subsidies from those more able to pay, to cover the costs of those unable to pay is also
a contentious debate. Though these subsidies will follow the specific socio-political
context of various countries, the principles of transparency and communication need
to be followed (IWA, 2004: 9), such that those paying for less able consumers are
aware and willing. These principles are thus highlighted as crucia for an effective
price-setting process (Speers, 2007: 3). The rising block tariff structure is an example
of cross-subsidisation method to ensure affordability among consumers (Winpenny,
2003: 19).

However, since the majority of the urban poor are not connected to water and
sewerage networks, therefore do not benefit from such subsidies (Whittington et al.,
2008: 22; Franceys, 2005: 209; Kayaga and Franceys, 2007: 270; Foster et al., 2003:
1). Household subsidies may be calculated by subtracting the “household monthly
utility charge from the full economic cost of producing the monthly household
consumption”, and based on this equation it is estimated that the non-poor consumers
in Kathmandu (Nepal) receive approximately 44% more of the targeted subsidies,
15% more in Bangalore (Foster et a., 2003: 5). In this regard, it is advocated that
subsidies should be targeted to public taps instead of through the Increasing Block
Tariff, which targets all connected consumers, and hence minimising the benefits to
urban poor (Foster et al., 2003: 7).

Social tariffs are subject to the ability of governments and customers to cross-
subsidise and the measures in place to facilitate any such cross-subsidies (Herrington,
2007: 14). Targeted assistance may be based on medical issues (eg England &

Wales), the size of families (eg Greece) and retirement (eg Belgium), as reasons
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which may form part of socia tariffs. Furthermore, countries such as Switzerland,
Spain, Portugal, Italy, Greece and Ireland have “large (above 30%) subsidy measures
in place, while in countries such as France and UK, subsidy measures are limited,
though cross-subsidies are inclusive in the tariff structure schemes (Schouten and van
Dijk, 2007: 27).

Nevertheless, any increases in tariffs should ideally be linked to improvements in
service, which iswhy it is necessary for providers to invest in mechanisms to improve
services (Whittington et al., 2008: 8; Van Hofwegen, 2006: 6), such that the serviceis
both acceptable and affordable and thus sustainable (Winpenny, 2003: 19). However,
this presupposes that tariffs are already close to cost-reflectivity. Improved services
are generally associated with increased cost and hence increased price for consumers.
However, information on the full cost of water supply is required to determine the
required improved service levels to meet the demands and willingness to pay levels of
consumers (Dutta and Tiwari, 2006: 135; Ntengwe, 2004: 1303). In this regard,
consumer’s willingness to pay the full cost is very low since water services are often
considered government’s responsibility, irrespective of consumer’s ability to pay
(Duttaand Tiwari, 2006: 141).

Rouse (2007:193) argues that the challenge of providing water services to the urban
poor is not dependent on the ability or willingness to pay, but on their ability to save,
hence his advocacy for pay-as-you-go systems, something developed further in
Franceys and Gerlach (2008: 250).

2.3 Water sector price-setting process. the current debate

In the past, water was considered “free” due to its importance for life, perceived
abundance and cheap nature (Rogers et al., 2002: 5). Water is considered both a
resource and a service of which there are huge deficiencies across the world,
especialy within the challenges of water scarcity, climate change and population
growth (Nickson and Franceys, 2003: 4). However, the most appropriate manner to
deal with these challenges, is “to put a price on water” to meet “social, political and
economic goals’ through appropriate water tariff structures (Rogers et al., 2002: 5). In
this sense, infrastructural development is key to ensure both quantity and quality
water and sewerage services are delivered. Water infrastructure is financed by major
sources,; water users, taxpayers and or aid donors (Winpenny, 2003: 5-6). The water
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industry is known to be highly capital intensive and requires huge capita investments
and long-term returns, making it highly risky for investors (Whittington et al., 2008:
9; Winpenny, 2003: 10; Mandri-Perrott, 2009: 41).

Adequate pricing of water services is therefore essential for financial sustainability, to
ensure service providers can maintain infrastructure and serve the demand with
quality services (Liu et al., 2003: 211; Savenije and van der Zaag, 2002: 100). The
“water-for-free policy” essentially promotes increase of government subsidies to
ensure access to water for the urban poor, however it benefits the upper income
groups more instead of those in need (Sansom et al., 2004: 3; Liu et a., 2003: 211;
Savenije and van der Zaag, 2002: 100). In which sense, subsidies do not support
efficient cost recovery, and further promotes the vicious cycle of service deterioration
and limited quality and quantity services, therefore pricing is the key to the “free
water dilemma” (Liu et al., 2003: 211; Savenije and van der Zaag, 2002: 100). In this
regard, for the purpose of water pricing, the institutional capacity to deliver and
maintain sustainable (especialy financially) services, charging at full cost to those
that can afford it (for example industries) while ensuring equity in the sense that the
urban poor have access to basic (“lifeline”) services is recommended to be considered
(Savenije and van der Zaag, 2002: 101). In this regard, a gradual approach for setting
prices (Figure 2-4), is further advocated, such that prices should gradually be
increased to recovery full costs, while at the same time developing relevant
governance (regulatory measures) and institutions to guide the process (Gunatilake et
al., 2008: 24-27).
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Figure 2-4. Gradual approach for setting prices. Source: (Gunatilake et al., 2008: 27)

The price-setting process is driven by policy objectives (defined from specific
problems), instruments and institutional arrangements targeting specific groups and
outcomes. Water pricing policies are “conceptually” easy to develop, but difficult to
implement “politically” (Rogers et a., 2002: 1). Rosegrant and Cline (2002:6)

describes objectives of urban water pricing as:

= Creation of incentives for efficient water use
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= Cost recovery

= Financia sustainability, including ability to raise capital for expansion of
services to meet future demand

Furthermore, water pricing policies promotes equity, efficiency and sustainability
(Rosegrant and Cline, 2002: 6; Rogers et a., 2002: 2). Under-pricing (below cost
recovery) and inadequate tariff systems of water result in inefficiencies in the sector
(Alexander, 2006: 246). Low water prices not only lead to poor performance, but also
to low incentives to expand services to urban poor. This is especialy relevant for
developing countries (Rosegrant and Cline, 2002: 6).

Financia flows play an essentia ingredient to the institutional arrangements of the
water supply and sanitation supply chain. In this case financial flows refer to “service
costs, taxes or fees and subsidies’. Taxes or fees include operation and infrastructural
charges, which include * abstraction, production (effluent and treatment taxes or fees)
and distribution, use and sewerage charges’ (Aubin and Varone, 2007: 46-47). “The
price of the service must correspond to the investment and running costs of the
service”, which is indicative of the French model, of which 80% of service fees are
collected from consumers and the rest is subsidised by the National Water fund to
support infrastructural investments of small municipalities (Aubin and Varone, 2007:
47).

Subsidies for investment depend on the affordability level of the beneficiaries, and
hence should cover the difference between project costs and affordability levels
(Almagro, 2005: 197-198). However, efficiency, in terms of tariff determination (to
cover investment and operation costs); sourcing additional funds to cover the costs
and maintaining operation costs at sustainable levels aso plays a role in determining
the required subsidy levels (Alexander, 2006: 247). In this case, if tariff revenue is
low then subsidy levels will be higher and will require cross-subsidies from higher
income users for example (Sansom et al., 2004: 3; Liu et al., 2003: 211; Savenije and
van der Zaag, 2002: 100).

The issue of linking cost efficiency of providers with affordability is the focus of long
standing debates with regard to pricing of water supply and sanitation of services
(Savenije and van der Zaag, 2002: 100). In this regard, considerable emphasis is

placed on developing targeted “transparent public subsidies and cross-subsidisation
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from other users’ to ensure equity and access to services for the poor (Rosegrant and
Cline, 2002: 7; Winpenny, 2003: 1-2; Tsagarakis, 2005: 7; Liu et al., 2003: 212;
Metha, 2004: 4). Furthermore incentives and simplicity in subsidy designs are called
for especiadly for the benefit of urban poor (Metha, 2004: 4). Similarly, the debate of
water industry ownership (public or private) aso still prevails, in terms of efficiency
gains, effective management and access to basic services (affordability). It is further
noted that only 3% of the developing country population is serviced by private
operators, while the remaining 1.1 billion and 2.4 billion without access to potable
water and sanitation respectively are under public service (Winpenny, 2003: 7).

The full economic costs of water and sanitation services are poorly understood by
consumers in both developed and developing countries, primarily due to high
subsidies by government or industries, which distort the true capital, operation and
maintenance costs per volumetric use (Whittington et a., 2008: 20). Clarity and
transparency of information on consumer bills is found to increase consumer
“responsiveness’ to price and hence results in positive payment rates as well as
conservation behaviour (Ntengwe, 2004: 1303; Gaudin, 2005: 163 171). In addition,
consumer awareness is indirectly linked to cost recovery and hence sustainable water
use (Ntengwe, 2004: 1301). Other statistics, such as information on water resources,
water supply and pricing should form the basis of water policies, calculating water
balance and determining appropriate performance indicators striving for performance
improvement and sustainable use of water resources (Tsagarakis, 2005: 8-9). Hence
“appropriate financing and pricing are required to ensure economic efficiency,

equity, resources conservation and affordability” (Tsagarakis, 2005: 10).
2.4 Governanceand institutional frameworksin the water sector

Governance deals with “power and how it is used” (DFID, 2007: 14). It is made up of
three essential elements namely “state capability, accountability and responsiveness’
(DFID, 2007: 14). Capability is directly linked to the political stability and capacity in
achieving set goals, while accountability and enforcement of set standards and goals
complement each other. Responsiveness relates to how “leaders’ respond to societa
needs and interests of equity (especially for low income groups) and sustainability
(DFID, 2007: 14-16). The water sector has been hampered by various ‘ governance
issues, which limits the ability of providers to deliver basic, and much needed, water
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and sanitation services to consumers. These issues are highlighted by Winpenny,
(2003:9) asfollows:

= Low priority of central governments to water sector issues

= Confusion of social, environmental and commercia goals

= Political interference

= Poor management structures and imprecise objectives of water undertakings
= Aninadequate genera legal framework

= Lack of trangparency in award of contracts

= Non-existent or weak and inexperienced regulators

= Resistance to cost recovery tariffs

In this regard, the water sector institutional framework depends on three functions
(Allouche et d., 2007: 218):

= “policy making (defining medium/long term sectoral guidelines)

= regulation (facilitative role by public authorities-dependent or independent-
over activities on behalf of society)

= operation (implementation of activities and processes, guided by policies, by

operators to provide water services)”

The foundation of a sustainable institutional framework (Figure 2-5) however is built
upon three criteria namely “stability; efficiency and legitimacy” (Allouche et al.,
2007 218). Stability primarily reflects on actors performing institutional functions
and their relationship. In this sense coherence is used as an indicator for stability,
referring to organisational separation of institutional functions (Nickson and Franceys,
2003: 10-11). For example, it is advocated that operational and regulatory functions
be free from “political interference” and the former should be dependent on upon the
framework of the latter. Other indicators of stability include “balance of power”
amongst water sector organisations as well as “conflict resolution mechanisms’ in
order to control and manage the various conflicting interests of actors given the
dynamics of the sector (Allouche et al., 2007: 219).
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Sustainable Institutional Framework

Legitimacy (Good Governance Principles)
Transparency; Participation; Accountability

Stability Efficiency
Coherence Conflict Balance of Adaptability Incentives Level of
Resolution power transaction costs

Figure 2-5 Elements of sustainable institutional framework. Source: developed from text of
(Allouche et al., 2007: 218-220)

Efficiency, refers to “minimising comprehensive (production and transaction) costs”
which is driven by indicators such as “level of transaction costs; adaptability and
incentives to perform”. Transaction costs are highly dependent on information flows
and hence can be hampered by information related problems such as asymmetry;
uncertainty and non-verifiability of information (Allouche et al., 2007: 219).
Incentives of institutional arrangements includes “water rights, price of water, water
use alocation and prioritisation, enforcement of laws and regulations and access to
information (Kemper, 2001: 111-112). Incentives and efficient use of water resources
are closely linked, for example, the price of water needs to be appropriate to
encourage efficient water use (Kemper, 2001: 112)

Finally, legitimacy indicates the policy-making and decision-making capacity of the
ingtitution. Indicators for legitimacy are based on good governance principles. These
are categorised as “out-put oriented legitimacy (effectiveness, coherence and
accountability) and in-put oriented legitimacy (openness/transparency and
participation)” (Allouche et a., 2007: 220). In this regard, “access to reliable
information” highly influences the transparency and also serves as a pre-cursor for a
participatory decision making process (Sansom et al., 2004: 51; Allouche et al., 2007:
220). In essence, the roles and responsibilities within the institutional framework
should be clear, such that each organisation could account for their respective actions
(Bartle and Vass, 2007: 261-262). Clear roles and responsibilities, together with
“independent audit monitoring and open disclosure of information” enhances
transparency, which builds trust and credibility amongst stakeholders (especialy
“users and investors’ (Sansom et a., 2004: 72). In addition, accountability and
empowerment of utilities through “financial and organisational autonomy” is

necessary to achieve sector objectives and hence acts incentives for efficient
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performance and further extending service coverage (Sansom et a., 2004: 51).
Performance of utilities is measured by key performance indicators to facilitate the
decision making process (amongst key stakeholders namely, government, regulators,
utilities and consumers) and inform policies accordingly, but more so it helps utilities
to assess their performance and make relevant improvements in accordance with
regulatory standards and targets (Nickson and Franceys, 2003: 20). In this respect,
stability and efficiency leads to legitimacy, which ultimately trandates into a
sustainable institutional framework.

The financing challenge of the water and sanitation sector are three-fold; lack of
effective and efficient institutional frameworks and policies;, inadequate public
resources to meet sustainable costs of services and failure of urban poor benefiting
from existing services (Metha, 2004: 2-3). Sector reform in this regard, requires
government commitment, financial development and increased capacity for service
providers (Metha, 2004: 4).

The ingtitutional relationship of responsible parties and service providers are
classified into direct and delegated public and private management systems
(Morrison, 2003: 46-47).

Table 2-2 indicates institutional arrangements under these categories with related
characteristics. Clarity of stakeholder roles (including politicians) and involvement
results in enhanced accountability and transparency in decision making processes
(Morrison, 2003: 46-47). Stakeholder involvement also takes into consideration the
issues of scale and hence factors such as “direct representation” or “representational
democracy” which influences the process (Sansom et al., 2004: 65-67; Tsagarakis,
2005: 10; Morrison, 2003: 47).

43



Chapter 2: Literature Review

Table 2-2 Ingtitutional characteristics of responsible entities and service providers under

management systems (public/private)

Management Public Private
systems
Characteristics Direct Delegated Direct Delegated
Service provider Municipality Public company  Private company Contractor
controlled by (municipalities
public sub-contract to
shareholders private companies)
Decision-making Not autonomous  Semi- Autonomous Autonomous
power of service autonomous
provider
Tariff setting Set by Delegated to Service provider Based on
power responsible service provider  regulated by contractual
entity but responsible economic regulator  agreement
entity have final
decision
Ownership of Owned by Owned by Service provider Owned by
infrastructure responsible responsible responsible entity
entity entity
Control over No control- Semi- Autonomous Based on
Budgets and funds | municipal autonomous- contractual
for investment budgeting and receive subsidies agreement
investment from responsible
planning entity for major
investment
Country examples | Denmark, Italy, England and Wales  France, Spain
Luxembourg, Portugal ,Scotlan
Switzerland,Swe d,Greece
den, Austria,
Finland

Note: responsible entity refers to municipal council depending on local government arrangement.
Source: (Schouten and van Dijk, 2007: 20-24)

The debate with regard to ownership of infrastructure influencing productivity and
efficiency of service providersislong standing (Abbott and Cohen, 2009: 4; Weeden,
2003: 144-145). Saal and Parker, (2001:66 as cited by Abbott and Cohen, 2009:6)
illustrates that private ownership is associated with “management incentives linked to
efficient operations’ compared to public ownership which is primarily bounded by
“political and economic goals which sometimes conflict with efficiency objectives’.
However, it is more consistently found that regulation has a higher influence on
productivity and efficiency compared to ownership of infrastructure (Abbott and
Cohen, 2009: 8).
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The perceptions of customers in the drinking water and sewerage services market are
considered very important and have been known to shape the institutiona
arrangements within the sector. Thisis particularly noted with regard to water pricing
level assessments, which were negatively perceived (as high as 50% in France and
Germany), though isit is not directly linked to service levels. Customers prefer “good
value for money” and not necessary the price level (high or low). In this regard,
countries such as Italy, France and Greece are in the process of water sector reform
(Schouten and van Dijk, 2007: 25). However, direct public management takes
precedence in the European water and sanitation market, though change tends to lean
towards delegated public management and privatisation, especially amongst southern
member states such as Greece, Spain, Portugal and Italy (Schouten and van Dijk,
2007: 32).

2.5 Alternative price-setting processes

Conventional statutory regulation is changing rapidly, as a result of water sector
reform processes, and “alternatives to state regulation” are explored in the quest for
greater regulatory governance addressing issues such as “inadequate competition,
fraud and deception, imperfect information and vulnerable consumers’ (Bartle and
Vass, 2005: 11-13). Inthisregard, regulation is often practiced as aresult of “conduct
failure”, dealt with by government or delegated to “non-departmental public bodies or
non-ministerial departments’ (Lawrence et a., 2002: 3). Conduct failure, otherwise
known as market failure, occurs mainly due to the “abuse of monopoly power (prices
too high, little choices), public goods and externalities (poor standards and safety;
pollution) and social exclusion and inequality (inadequate income; discrimination)
(Lawrence et al., 2002: 3; Simmonds and Vass, 2002: 4). The regulatory framework is
thus based on addressing conduct failures, through the establishment of institutional
structures, with respective roles and responsibilities. In most cases, the regulatory
framework consists of general- (government), cross-sectoral- (audit agencies),
sectoral (economic - independent) —regulatory functions (Lawrence et a., 2002: 3-5).
In a sense, regulators are “externa review bodies with powers of enforcement”
(Simmonds and Vass, 2002: 5). In this regard, major regulatory related issues include
(Sohail, 2004: 25):

= “Ensuring that tariffs are effectively designed and applied

45



Chapter 2: Literature Review

= Checking that revenue stays with the water and sanitation sector
= Regulating cross-subsidisation between different users and customer
= Updating tariffsin line with inflation and other factors to an agreed protocol”

It should be noted that there is a difference in price-monitoring and price-setting, of
which the former is more common in governmental departments, where they play a
“passive role” (Schouten and van Dijk, 2007: 26). Prices may be controlled by awide
range of regulatory body types, which include (Schouten and van Dijk, 2007: 26):

= (non) State departments (eg Ofwat in England and Wales)
= Regiona Government bodies (Spain, Italy, Dutch Water Boards)
= Contractual mechanisms (contract regul ation)

These regulatory functions are based on the premise of separate functions, hence to
separate policy, regulation and delivery functions within the water services sector
(Sansom et a., 2004: 74). As a result, the “establishment of corporatised public
utilities” is becoming the norm within any public sector reform process, for the
purpose of service efficiency (Rouse, 2007: 25) and mainly as an “alternative to state
regulation” various forms of regulation, especially economic (independent) regulators
are introduced (Bartle and Vass, 2005: 11). Independent regulation of drinking water
and environmental quality is also being promoted due to the different roles and
responsibilities involved in these functions (Franceys and Gerlach, 2008. 22;
Lawrence et a., 2002: 6-7). In terms of water services, independent regulators refer to
those that have the autonomy “to set tariffs, take enforcement action and impose
sanctions’ (Rouse, 2007: 29). An appropriate level of independence or autonomy of
the regulatory function is primarily “to give objectivity” to the price-setting process
(Gerlach and Franceys, 2009: 1).

Regulation involves a multi-disciplinary approach and has been defined in various
ways which includes “promulgation of a binding set of rules to be applied by a body
devoted to its purpose” or “regulation covers al state actions designed to influence
industrial or social behaviour” (Baldwin and Cave, 1999: 2). Regulation is also
sometimes seen as “an activity that restricts behaviour and prevents the occurrence of
certain undesirable activities’ (Baldwin and Cave, 1999: 2). In that sense, it is further
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defined as “impartialy improving accountability and transparency to enable more
effective service provision” (Sansom et al., 2004: 74). The role of a regulator is
multi-functional (Table 2-3), whether it is done through an independent body or
government department (Sansom et al., 2004: 75-76). In this respect, some level of
independence, though within a governmental framework, is a pre-requisite for
regulators to operate efficiently, given the multi-purpose nature of water resources
(Braga, 2003: 27).

Table 2-3 Effectiveregulatory requirements and functions

Requirements Functions

Sub-dividing functions (water and sanitation Ensuring responsiveness to consumers needs
performance and tariff regulation, environmental, | (consumer satisfaction leading to cost recovery
water quality)

Strengthening technical capacity for different Flexible technical and service standards
functions

Independent (open and publicly accountable Performance planning and monitoring
process of recruitment, publication of studiesand | (performance indicators)

decisions)

Necessary legal framework backing Safety net regulations for the poor (encourage

utilities to extent service coverage)

Funding of regulatory activities through dedicated | Ensure development of essential infrastructure
budget

Consider forming a multi-utility regulatory Promote asset serviceability and efficiency over
framework time (support for asset management plans)

Agreeing projected water and sewerage tariff
policies (cost-recovering tariff determination)

Source: (Sansom et al., 2004: 75-76)

An independent regulator is often noted to improve performances of service
providers, however severa country specific conditions such as the problems, sector
objectives and institutional arrangements and tools in place also play acritical rolein
the regulatory framework (Ehrhardt et al., 2007: 5). There are severa success stories,
where performance is achieved in the absence of an independent regulator, such as the
cases of Botswana, Burkina Faso, New Zealand, Netherlands and Scandinavia. So too
is the evidence of the huge influence of regulators on transparency and effective
sector performance in countries like the United States, United Kingdom and Australia
as other examples (Ehrhardt et al., 2007: 7). Hence much depends on the regulatory
design (Figure 2-6) and the political environment in which it operates. In this sense it
isimportant to identify clearly what the regulator is to address and what outcomes are
expected (Ehrhardt et a., 2007: 5).
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Figure 2-6 Approach to regulatory design. Source: (Castalia as cited by Ehrhardt et a., 2007: 8)

Policy and structural reforms are often required to achieve sector objectives, however
often a good regulatory system is required, with the understanding of the strengths
and limitations of such systems (Ehrhardt et al., 2007: 9). Regulation, in itself, cannot
solve the problems of sector performance and it needs to be complemented with
government support in influencing policy decision making, governance structures and
adequate coordination of involved stakeholder activities (Ehrhardt et a., 2007:11). It
is further highlighted that regulators cannot ensure affordability of services, provider
efficiency, improved capital expenditure planning and cost recovery (especially not
payment from government departments and agencies) (GTZ, 2008: 14) though they

can influence the incentives acting upon service providers.

Regulatory frameworks (Table 2-4) are highly dependent on accountability
characteristics and information, therefore lack of detail in the regulatory tools has
been known to distort the process (Franceys and Gerlach, 2008: 27). For example,
issues such as clarification of the financial models used for calculating costs. Even
though the demand for detailed information is high, any such system should generaly
not be “over-sophisticated” and should be kept ssmple (Ehrhardt et a., 2007: 24-25).
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The core of the framework is about policy (defining regulatory objectives and
outcomes) and control (monitoring, enforcement through incentives) (Simmonds and
Vass, 2002: 4).

Table 2-4 Regulatory framework based on stages of accountability

Sructure and process considerations Three stages of accountability
= Thelegal framework =  Giving reasons for decisions
= Separation of roles and responsihilities = Exposureto scrutiny
=  Principles of good regulation = The possibility of independent review

=  Forming a ‘whole of government’ view

= Provision of relevant information

Source: based on text from (Bartle and Vass, 2005: 47)

Separation of roles and responsibilities is described as the best way to achieve
accountability and hence effective regulation (Bartle and Vass, 2005: 47). However,
independent, technocratic regulators, should be seen as being part of the state's
regulation process and not as separate (Bartle and Vass, 2005: 47). Economic
regulation is associated with objectivity and transparency in the process of delivering
efficiency and quality in the water sector (Gerlach and Franceys, 2009: 1). Hence
economic regulation is directed specificaly to regulating monopoly providers,
through either strictly imposing or removing regulations as set out by the central
government or state. It is normally supported by the threat of sanctions or fines
(Baldwin and Cave, 1999: 9-12). In this regard, it focuses on “setting, monitoring and
enforcing rules on tariffs and service quality” (Mandri-Perrott, 2009: 41). Commonly,
regulation is exercised on “market entries, prices, wages, pollution effects, standards
of production for certain goods and services’. In this regard economic regulators are
facilitative agencies, appointed by the state, to both implement its rules and laws
while controlling service providers behaviour for the best social benefit/interest of
their customers (Baldwin and Cave, 1999: 9-12). In fact any issue(s) that
compromises the benefits owed to consumers or the public in terms of access, quality
of service and fair payment thereof, calls for the mediation of a regulator. This
includes ‘information inadequacies; anti-competitive behaviour and predatory pricing;

unequal bargaining power; improper planning (disregarding ‘altruistic intentions')
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scarcity and rationing and discontinuity and unavailability of services (Baldwin and
Cave, 1999:; 12-17).

2.5.1 Elements of Regulation

An ideal regulatory system is one that operates within the policy framework set by
government, with the aim to maximise social welfare, while operating on “minimum
economic costs’, i.e being effective and efficient. Economic costs in this sense refers
to the “administrative and compliance costs of regulation” (Parker et a., 2002: 8). The
goals of effective regulation are summarised as ensuring financial viability,
operational efficiency, dynamic efficiency and distributive justice. Financial viability
in this sense refers to creating incentives for service providers to recover investment
costs whilst delivering quality services. Operational efficiency alows services to be
priced appropriately to “ optimise consumption and supply”, while dynamic efficiency
focuses on increasing competition and expanding services to meet future demands.
Finally distributive justice, refers to socia objectives of universal service, and this
includes considering subsidies. (Mandri-Perrott, 2009: 39-40).

Furthermore, ingredients for successful independent regulatory activities include
“adequate resources;, legal mandate and operating principles’ given the proper
political and economic settings (Franceys and Gerlach, 2008: 30; Berg, 2000: 160).
Nine activities are perceived to be key to measure ‘ effective regulation of prices and
have major impacts or implications on costs and tariff setting. These include (Berg,
2000: 161):

= licensing

= performance standards on quality and reliability

= monitoring of data on costs, revenues and performance

= tariff setting for revenue sufficiency for operating and capital costs
= uniform accounting systems for comparable cost data

= arbitration among firms and consumers

=  management audits

= human resources policies
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= reportson costs and tariffs for current and future performance and efficiency

These activities are highly dependent on the legal framework as well as “incentives
for cost containment”. These activities legitimise the mandate of independent
regulators which is necessary to differentiate its roles and responsibilities from that of
government institutions. However, political influences can hamper the
implementation of these nine activities, hence putting the autonomy of such regulators
to the test. In this regard, there are three crucia elements (amongst others) that are
necessary for a regulator to succeed and these are clarity of roles; autonomy and
accountability (Stern and Holder, 1999). A further nine operating principles are

deemed necessary to measure ‘good regulation’” which include (Berg, 2000):

= communication (information to stakeholders on atimely and accessible basis)
= consultation (participation of stakeholdersin meetings)

= consistency

= predictability

=  flexibility

= independence (autonomy in that decisions are free from political influence)

= effectiveness and efficiency

= accountability

» transparency

Out of these elements, the Better Regulation Commission (BRC), (2005) highlights
proportionality (needs based intervention); accountability (justify public decisions and
open to public scrutiny); consistency (coordination and fair implementation);
transparency (open, simple and user-friendly regulation) and targeting (focusing on
the problem and reduce side effects) as the most important principles required for

regulatory governance (Table 2-5).

51



Chapter 2: Literature Review

Table 2-5 Elements of regulatory governance

Elements Characteristics Guiding principles
Regulatory purpose Objectives (outputs) Objectivity
‘the problem to be addressed’ Coherence
rationality
Regulatory means Instruments (inputs) Proportionality

‘the options avai
the problem’

lable to solve Targeting

Consistency

Regulatory framework Structure and process Transparency

(governance)

Accountability

‘the control mechanism aimed at
optimising regulatory outcomes

Source: (Bartle and Vass, 2005: 47)

Regulatory governance is described as “accountability of both regulators and the

regulated through transparency of process

and reporting is the essential operating

mechanism required to maintain effective regulation” (Bartle and Vass, 2005: 46).

Similarly, from an African perspective, r

egulatory governance elements deemed

necessary are comprised from internal and external governance issues (Table 2-6)

(van Baston, 2007: 7).

Table 2-6 Internal and external regulatory govern

regulators

ance elementsrequired, specifically for African

Internal

External

=  Limited government interference

= Clear differentiation of roles and
responsibilities of staff and governance
structures

= Governance  structure  should  be
accountable  for  performance  of
regulatory agencies through internal
audits

= Well defined documentation and
communication process of decisions

=  Remuneration of staff should be market
related based on relevant skills and
expertise required

= Regulatory frameworks should be guided
by primary legisation

=  Governance structure (board members)
should be multi-sectoral

= Human resource capacity should
complement regulatory functions and
ambitions

= Independence should be long-term
objective, with regulatory discretion and
robust appeal mechanismsin place

= Public notifications of decisions and
actions

Source: (AFUR, 2002 as cited by van Baston, 2007: 7)

52



Chapter 2: Literature Review

Overdl, independence, accountability and transparency are regarded as key elements
for competent regulatory body (Mandri-Perrott, 2009: 48). The elements of a good
regulator tie in well with those of a sustainable institutional framework (Figure 2-5)
which is based on legitimacy, stability and efficiency. More specificaly coherence,
predictability, credibility, transparency and accountability is most frequently given as
a criteria within in which regulators can operate efficiently (Ehrhardt et a., 2007: 13-
14). To achieve sustainable development, it is advocated that policy integration be
part of the functions of economic regulators. However, separation of functions is
highly recommended for independent regulators, therefore policy integration
contradicts the aforementioned requirement of an effective regulatory process (Bartle
and Vass, 2007: 261-262). The motive behind policy integration for economic
regulators is due to the extent to which environmental and social objectives of policies
have been neglected and hence it is necessary to balance the three pillars (economic,
socia and environmental) to achieve sustainable devel opment (Bartle and Vass, 2007:
262).

So far, the ideal scenarios of good regulation have been identified in the literature.
However in practice all the ‘right’ elements are rarely present, which makes the task
of independent regulators very difficult. The major tasks being that of ‘balancing the
different interests of primarily three groups. consumers, investors and government’
(Mandri-Perrott, 2009: 48; van Baston, 2007: 7-8). These interests are all centred on
the price of the service from different angles, for example industria or residential
consumers - either would like low prices for high quality service, while investors
would like easier entry regulations and government is concerned about elections and
does not have charging for services as a priority on their agenda. Independent
regulation constitutes a balance between the legal mandate, resources and operating
principles. One without the other is not ruled out; however it is most likely to affect
the performance of the sector as well as the creditability and legitimacy of the
ingtitution (Berg, 2000: 163-167). This being said, it is recognised that political
pressure is in most cases inevitable, thus it is the ‘art of regulation’ to know the
boundaries of such pressure influences (Mandri-Perrott, 2009: 48; Berg, 2000: 165).
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2.5.2 Regulatory structures

The last two decades have withessed several debates on the structures of regulators,
and various forms of regulation, moving from typica “command and control
regulation” towards “self-regulation and co-regulation”, then “deregulation” followed
by “liberalisation of markets’ (Bartle and Vass, 2005: 15-18). However, recent trends
indicate various regulatory bodies (Table 2-7) emerging in the water sector (Rouse,
2007: 28). Four distinct types of economic regulators for utilities are evident;
integrated, semi-independent, independent (Parker et a., 2002; Stern and Holder,
1999; van Baston, 2007: 5) and self-regulation (Rouse, 2007: 23; Bartle and Vass,
2005: 17). Integrated structures refer to public regulation which is part of a
government ministry controlled by the respective Minister. Semi-independent
regulator has a degree of independence from the ministry, but its decision can be
over-ruled by the minister; while independent regulators are not controlled by
government (Rouse, 2007: 23) but almost certainly and necessarily remain open to be
influenced by governmental priorities. Independent regulators are mostly used in
high-income countries, with the UK and US models being the most frequently cited
examples (Parker et a., 2002: 7; Lawrence et a., 2002: 4).

Table 2-7 Types of regulatory structures

Regulatory structures Description
No regulation No explicit controls on an organisation
Statutory regulation (classic) Regulations are specified, administered and

enforced by the state

Co-regulation Regulations are specified, administered and
enforced by a combination of the state and the
regulated organisation (s)

Quasi-regulation Regulation are specified and administered by
the state, and enforced by industry

Self-regulation Regulations are specified administered and
enforced by the regulated organisation (s)

Source: (Bartle and Vass, 2005: 19 22)

There seems to be confusion of definitions of regulatory structures- such that semi-
independent and integrated regulation refers to co-regulation, while many confuse
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self-regulation with statutory regulation. The variations within regulatory structures,
reflects the complexity of regulation and thus it is difficult to “fit” it in specific
categories (Bartle and Vass, 2005: 24). The role of government in regulation
structures are not clearly defined (except in statutory regulation) (Bartle and Vass,
2005: 20), but cannot be completely divorced from the regulation process either,
therefore there will be a degree of government involvement, irrespective of the

regulatory structuresin place (Baldwin and Cave, 1999: 126).

Service providers in lower-income countries are mostly state owned (Parker et al.,
2002: 10). The trend had been towards changing to private ownership but with state
regulation” due to ‘regulatory/state failure’ (Parker et al., 2002: 1). Elements needed
in state regulation include good public administration (institutional setting) and
responsibility (backed up with proper information); “regulatory rules and processes’
(Parker et a., 2002: 5 9). The Australian case, represents corporatized public
regulation, with independent powers to set tariffs, standards and conditions of service
for all utilities, including water, under the auspices of the Essential Services
Commission, for the state of Victoria (Rouse, 2007: 31). In contrast, the Regulatory
Office in Manila, Philippines, does not set the tariffs, but has more of a monitoring
role based on concession contract conditions, making use of independent observers
(Rouse, 2007: 31).

Self-regulation is normally practiced internally by the utility or through associations,
which includes developing “technical standards and codes of practices” (Bartle and
Vass, 2005: 19). An example of self-regulation is taking place in Ghana, where water
tanker operators practising a “code of practice” through associations to their
customers. Perceived benefits are direct control and recognition of suppliers within
the “public water supply distribution system” (Rouse, 2007:24). One of the biggest
criticisms against self-regulation is that it is not efficient and sustainable, due to its
political influence on setting charges (Rouse, 2007: 24). South Africa is also
practising self regulation through a three-tier government structure, which comprises
government setting tariff strategies to be followed by the sector, water boards (part of
government) regulating bulk water suppliers to municipalities and the latter regulating
water supplied to end users (van Baston, 2007: 29). This system is further described

as “problematic opaque regulatory relationships currently in place’, hence the
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recommended need for an independent regulator to facilitate the process (van Baston,
2007: 30).

Political and socia relations frame the processes and outcomes of the ‘regulatory
regime’ (Parker et al., 2002: 4-5). ‘Institution building’ forms a very crucial aspect of
economic development, such that it enhances “economic incentives, reduce
information imperfections and reduce transaction costs’ (Parker et al., 2002: 5).
Threats to regulatory success depend on the strength of the regulator to handle * hold-
up’, regulatory and political capture’ situations. ‘Hold-up’ in this case refers to
negotiating the terms of the contract after agreement between the regulator and the
investor, otherwise leading to under-investment of one of the negotiating parties.
‘Regulatory and political capture refers to the regulator favouring the interest of the
utility over that of the consumer and or being subsumed by political pressure and
operating on political terms respectively (Parker et al., 2002: 6-7). Regulation of the
industry structure and regulation of market conduct are two major ways of dealing
with monopoly regulation. In the case of structural industry regulation, promotion of
competition through “setting rules regarding market entry and shape of corporate
entities operating in market” is prevalent, while with regulation of market conduct is
limited to “behaviour of market suppliers in terms of quality, pricing and access’ of
services (Ballance, 2006; Ballance and Taylor, 2005).

In the case of England and Wales, the focus is on improving the quality of services,
whilst ensuring financial sustainability to maintain desired service levels. There are
four main regulatory bodies, focusing on separate issues (economic, drinking water
and environment, consumers), yet working together. Consumers are represented
through an independent body, the Consumer Council for Water, to ensure that they
are fully involved in the process and issues are represented and dealt with (OFWAT,
2007a). Similarly, the regulator in Chile, Superentendencia de Services Sanitarios
(SISS), operates strictly on the full cost recovery principles and does not focus on
social objectives (for example affordability), which includes subsidies for poor
(Franceys and Gerlach, 2008: 162). Contrastingly, following the water sector reform
in Zambia, an independent regulator, the National Water Supply and Sanitation
Council (NWASCO) was established, with a strong focus on the urban poor.
NWASCO regulates both private and public utilities, with economic and quality
regulation functions (NWASCO 2004: 11). The Zambian regulator has built up a
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successful reputation of managing with limited resources and investment in
infrastructure, amongst the developing countries as well as the world (Rouse, 2007:
30-31).

Effective and efficient regulation in developing high-income and lower-income
countries are different, in the sense that in lower-income countries (depending on their
economic history) goals of poverty reduction and social welfare top the agenda
whereas in high-income countries economic development feature stronger. For
example in South Africa ‘black empowerment and affordable access to services
drives their policy (Schwella, 2002 as cited by (Parker et al., 2002: 15). In the case of
lower-income countries the following issues are critical when assessing economic
regulation (Parker et al., 2002: 16):

= Cross-subsidies and market liberalisation policies

= Link between empowerment, participation and poverty reduction with

economic regulation
= Privatisation and economic efficiency
= Benefitsto low-income consumers (and their respective needs)

= Effective economic regulation in developing countries are measured on ‘ scope
and quality of services provided’ and not necessary on improving ‘network

infrastructure

Criticism about lower-income country regulators are mostly related to adaptation of
“developed” country solution, without exploring low-cost options (Baker and
Tremolet, 2000: 2). In addition, institutional building in lower-income economies is
hampered by “technical and political constraints’ (Parker et al., 2002: 11).

An aternative to having a permanent regulatory body is to make use of expert panels,
boards or committee, to be used only when necessary due to lack of resources. The
role and autonomy given to these temporary arrangements might differ depending on
the country situations; however it could be seen as more credible process. In some
developing countries, NGOs are known to be given this role and has worked quite
well (Rouse, 2007: 33-34).
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The need for some sort of independent regulator cannot be overemphasised according
to the literature, especially in lower-income countries where the pressure from the

international world is promoting various standards to be upheld.

Table 2-8 indicates the global requirements and the role of regulatory to address these
requirements to ensure sustainable water services (UNDP Human Resources Report,
2006 as cited by Rouse, 2007: 34-35).
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Table 2-8 Actionsand elementsrequired for sustainable water servicesregulation

Actions required by governments

Elementsrequired to fulfil the required actions

Making access to water a human right
with implementation based on 20 litres a

day of clean water for everyone

‘lifdline tariffs’, cross-

subsidies and investment in standpipes

Introducing

Regulating water utilities to improve
efficiency, enhance equity and ensure

accountability to the poor

Enacting legidation that requires female
representation on water committees and

other bodies

Giving priority to the needs of the poor

in public investment and service

provision strategies for water and

sanitation

Empowering independent regulators to
hold service providers to account for
delivering efficient and affordable

services to the poor

Develop sound objectives and policies
including the need for adequate cost

recovery for sustainability

Independent regulators to
—  Implement policies

— Monitor compliance  (including
increased

access targets) by service providers

system extension and

—  Setting tariffs and standards

— Ensure effective public consultation
and information dissemination takes

place

External support to pay for start-up
refurbishment costs

Subsidies directed at the poor to provide
assistance on access charges, and either
low-tariff pre-payment meters or means
tested direct support on water bhill
payments

Local water committees to provide the

focus for public participation

Source: Table created based on information provided by (Rouse, 2007: 34-35)
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The need for structural reform and strong regulation (drinking water quality standards,
pricing and environment) procedures in place to ensure productivity and efficiency
(based on performance indicators) of the sector cannot be overemphasised (Abbott
and Cohen, 2009: 3,7; Saleth and Dinar, 2005: 17).

2.5.3 Regulating for the urban poor

Water sector reforms usually include the development of regulatory frameworks
which adopt different country characteristics resulting in different types of regulators
in place (Ehrhardt et a., 2007: 7). The impact of regulatory frameworks towards
access of services to urban poor is significant; hence the recent trend towards pro-
poor regulation (Franceys and Gerlach, 2008: 44-45). Regulating for the urban poor
includes understanding the motivation and incentives of regulators to encourage
formal providers to increase service coverage. This is referred to as “regulating the
regulator” (Tremolet, 2006: 6).

The urban poor typically make use of informal providers for water services due to the
high costs of accessing the services of formal providers. Therefore it is advocated by
some that regulators focus on informal providers as well, to regulate their activities
and monitor standards. However due to lack of information this is a huge challenge
and some argue that it is not so necessary where informal providers are actually
operating within areal market (Nickson and Franceys, 2003: 5). Similarly, regulators
find it difficult to address affordability issues (primarily due to political influence)
regarding the urban poor, in which case pro-poor low tariff structures are proposed to
be considered (Tremolet, 2006: 11; Gerlach and Franceys, 2009: 9). The interest of
the poor may not be an implicit part of the regulatory process, as witnessed in Jordan,
which can influence service delivery to urban poor significantly (Gerlach and
Franceys, 2009: 9). The most credible solution for regulating for the poor, according
to the literature, is to make it aregulatory responsibility with the addition of consumer
representation, so as to keep abreast on critical issues concerning the groups. In this
regard, Zambia s Water Watch Groups are noted to have a huge influence within the
regulatory framework and in turn benefiting urban poor (Tremolet, 2006: 13).

Independent regulators are often formed as a result of privatisation, which is
associated with increased efficiency and service quality and as a result increased

prices. Private companies are tailored for the high income groups, to recover costs and
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thus do not consider low-cost options for the urban poor. In which case the urban poor
are neglected and have to resort aternative water sources, which have health
implications. In this regard, flexibility in regulatory frameworks and “infrastructural
diversification” are called for, to permit aternative providers entry into the system to
cater for the needs of the urban poor (Baker and Tremolet, 2000: 1-3). Another
aternative is to provide differentiated services based on income levels of consumers,
allowing consumers to choose lower quality services for lower prices. However
technicalities about this option prove to be difficult to implement since urban poor
areas are not clearly demarcated and are mixed with other income level consumers
(Baker and Tremolet, 2000: 2-3).

2.6 Theoriesof regulation

Normative theories of regulation deal with “how regulation should be done’, while
positive theories of regulation focuses on “why regulation occurs’ and more
specifically on the “roles of stakeholders within the policy-making process’. (Jamison
et al., 2004: 11). This research focuses on positive theories of regulation. Typically
regulatory problems are three-fold associated with “market power; opportunisms and
asymmetric information” (Jamison et al., 2004: 11; van Baston, 2007: 4). The latter
situation occurs if an operator has an information advantage over government in terms
of efficient operation abilities and capacities (Jamison et a., 2004: 13). However, in
the absence of such information advantage, typicaly it results in “control and
command regulation”, where government could ‘instruct’ operators to operate in a
certain manner (Jamison et a., 2004: 13). Jamison et a. (2004:14) highlight three
ways to deal with information asymmetry:

= Increase competition
= Gathering and publishing information on operator and market
= Applying incentive-based regulation

Competition allows consumers to opt for better quality and price, hence forcing
operators to increase efficiency — however this form of competition is not common

amongst monopolistic water providers.

Typicaly to avoid information asymmetry, regulators obtain mainly “financial data

and operator statistics’ to facilitate and monitor the sector efficiently (Jamison et al.,
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2004: 16; Simmonds and Vass, 2002: 19). In this regard, operators are required to
adhere to accounting rules, which require financial data such as financial statements,
including “capital structures and depreciation schedules’; while operating statistics
range from price information, number of consumers and employees, quality of
services and operating details (Jamison et al., 2004: 16). Furthermore, comparing
various performances of operators in terms of efficiency and effectiveness can be
done through benchmarking or yardstick regulation, with the incentive to reward the

operators for out-performance (Alegre et a., 2006: 3).

Incentive regulation as a means to reduce information asymmetry is to control price
levels of operating and as a result reward operators for achieving societal objectives,
through maintaining accounting profits (Jamison et al., 2004: 17). Price-cap and
revenue cap incentive based regulation can be used, taking into consideration inflation
in relation to the price or revenue respectively (Franceys and Gerlach, 2008: 27-28).
To maximise rewards, many operators use “hybrid incentive schemes’, mixing the
various approaches, for example in UK one author describes how “rate of return and
price-cap regulation” systems are used (Jamison et al., 2004: 18). Further issues to be
addressed as incentives are investment related aspects such as the need and timing of
investment, the related efficient costs levels and inclusion of investment into the
regulatory asset base (RAB) (Alexander, 2006: 245). Idedlly, the regulator should aim
to aign the rate of return and cost of capital of companies, to avoid abuse of
monopoly power, while encouraging investment (Andres et al., 2007: 4).

To ensure that the companies perform well, interests (often conflicting) from key
stakeholders namely, shareholders/investors, board of directors and management must
be synchronised for mutual benefit of the organisation. The relationship amongst
these three key stakeholders refers to corporate governance (Wheelen and Hunger,
2002: 26), which in this case can be related to the water sector. The role of top-
managers are very essential, such that they are responsible for the day-to-day running
of the business, in that sense they are not the owners and are usually referred to as the
“hired-hands’ (Wheelen and Hunger, 2002: 30). In this regard, the managers might
have their own personal welfare interests at heart, compared to those interests of the
shareholders for example. Managing or resolving the relationship (interests) between
‘principals  (owners/shareholders) and agents (top management) involves the

application of principal-agent theory (Figure 2-7) (Wheelen and Hunger, 2002: 30;
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Mallin, 2007: 12). There are two typical problems experienced within this theory
which are (Wheelen and Hunger, 2002: 30): “the desires or objectives of the owners
and the agents conflict” or difficulties faced by principals to find out the exact
activities of the agents different attitudes of principal and agents towards risk-sharing

problems.
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Figure 2-7 Illustration of the principal-agent theory (P=Principal, A= Agent).

Sour ce: http://en.wikipedia.or g/wiki/File:Principal agent.png#filehistory

It is indicated that these problems are likely to occur if the principals have very little
knowledge about the activities of the company or are mostly comprised of socia
relations or where the majority are ‘inside’ managers serving on the board (Wheelen
and Hunger, 2002: 30). Information asymmetry is one of the biggest problems faced
in the principal-agent relationship. In this case, the agent has an advantage over the
principal due to access to more detailed information. According to Blair, (1996 as
cited by Mallin, 2007: 13) “managers are supposed to be the ‘agents of a
corporation’s ‘owners, but managers must be monitored and institutiona
arrangements must provide some checks and balances to make sure they do not abuse
their power”. “Information asymmetries’ in market related decision-making is
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identified as one of the main attributes of market failure. In this respect market failure
is defined as having an ‘unfair’ advantage of information over the other party during
the market transaction (Berg, 2008: 3).

In the case of monopoly water providers the principal-agent challenge is not so much
between shareholders and managers but rather between price-setters (government or
its regulator) and service provider management. For example, the influence of market
competition in France on the negotiation of a “better price” with the operators is not
clear; hence it is noted that information asymmetry problems are very prominent
within the French system, making cost analysis (and therefore price-setting) very
complex and non-transparent (Garcia et al., 2005: 175 180).

This research builds its foundation on the principal-agent theory in the context of the
water sector. As opposed to corporate governance being promoted, this research will
take a closer look at regulatory governance, in which case, the government is the
principa and the agent is the service providers. However, realising that more
stakeholders are involved, the study also draws on stakeholder theory, taking into
consideration the consumers, environmentalists, other organisations and private
sector. In applying these theories, the study suggests that institutional development
forms part of the solution to the problems facing the water sector in Namibia and it
should be in the form of establishing the appropriate level of regulator, to monitor the
activities of the agents on behalf of the principal.

There are different opinions regarding information flow depending on type of
regulators: either state or private regulators. One opinion is that information flow to
regulators is better when the state both owns and regulate, hence facilitating the
process of contracting (Shapiro and Willing 1990 as cited by Parker et al., 2002). The
counter opinion is that if it is state owned then the incentive to gather information is
less and thus minimises welfare benefits (Hayek, 1945 as cited by Parker et a., 2002).
Either way the information flow process depends on the ‘commitment’ of the
regulator and the ‘credibility’ of the regulated parties (Parker et a., 2002: 5).

On awider scale, stakeholder theory takes into consideration not only the relationship
between shareholders and managers, but also the interests of other stakeholders such
as customers, suppliers, government and the loca community (Mallin, 2007: 16;
Prosser, 1999: 206). As a solution, stakeholder theory supports interests of
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stakeholders to be considered provided it contributes to the “long-run value” of the
organisation, due to multiple interests that arise from stakeholders (Mallin, 2007: 16).
This theory also further encourages “ participative procedures in regulation” (Prosser,
1999: 209).

Sector performance is known to be influenced by the relevant information, incentives
and institutions involved (Berg, 2008: 3). Hence, stakeholders make decisions based
on information they have, in which case four conflict scenarios (Figure 2-8) arises as
identified by Shabman, (2005 as cited by Berg, 2008:5):

= Authority conflicts: “who should make decisions’- reflecting on clarity of

roles and responsibilities and coordination amongst decision makers

= Cognitive (factual) conflicts: “what can be done”- reflecting on current and
historical facts/trends

= Vauesconflicts: “what should be done”- reflecting priorities

= |nterest conflicts: “who should benefit from decision”- reflecting on different

benefits for stakeholders (producers, consumers and policy-makers)

Number
Of New . i
Connections  Wha decides where to expand networks? Humber With $300,000 in CAPEX,
h oD Of New NGO claims the utility can provide
Who funds network expansion? Connections
5000 Who determines when prices are financially SO0 fisw Batneetione
sustainable? 5000 OR
4000 Who monitors water quality? 4000 Produce an increase of 10 points”
3000 Who sets water quality standards? in the water guality index,
Who decides environmental requirements? 3000 OR . )
2000 Who makes water resource allocation b6 Be at another point on the Frontier
= D, E orF).
decisions? (D,
1000 1000
123456 789 Changeinindex of Water Quality 123456789 Changein Index of Water Quality
Authority conflicts Cognitive conflicts
Number = 2
e v Numb ; i " ’
gm:e“éﬁons Once the utility is on the Frontier . . . el Pipe suppliers want to sell pipe.
Should more than $300,000 be invested? | Connections Unions seek particular work rules.
Should more than $300,000 be invested?
3 What should pri be to different gr 7
5000 Which Targel: D?7E?F? - at should prices be to different groups’
Does meeting the target promote ~————Unserved citizens want “D.”
4000 social justice? 4000
3000 How should we prioritize Current Customers want “F.”
public health and 3000
2000 environmental objectives? a0 Which group has political power?
2 Would some recommendations lead
1000 1000 10 being inside the “frontier™?
123456789 Change in Index of Water Quality 123456789 ChangeinIndex of Water Quality
Malua confiiats Interest conflicts

Figure 2-8 Sour ces of conflictsfacing regulators. Source: (Berg, 2008: 6-10)
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Regulatory decisions are complex and therefore information and transparency can
facilitate the process of balancing these various conflict types. The authority conflict,
deals with stakeholder authority, which even if roles are clear in some instances,
authority levels dictate. In this sense the decison making process is very complex
takes into consideration issues such as service coverage areas, sources of funding,
prices to be charged to achieve financial sustainability, water quality and
environmental standards and resource allocation options (Berg, 2008: 6-7). It is very
critical to verify the possible service options with factual information to avoid
cognitive conflicts. Lack of appropriate financial and operating statistics is associated
with under-performing and hence depends on the credibility of managers to
demonstrate performance because it is believed that “managers can only manage what
they can measure” (Berg, 2008: 7). Similarly, value conflicts can be resolved through
public awareness, to understand the trade-off involved in making the relevant
decisions. Often these conflicts arise over the need to extend to unserved areas or
improving water quality linked to health risks (Berg, 2008: 7-8). In the absence of
information, it difficult to determine what is available to implement various options.
The interest conflict is centred on stakeholder power and influence, which is based on
available information and understanding consequences of the various options and
decisions. For example, affluent consumers (usually the minority), are more
‘powerful’ and more organised and thus can represent their case (improved quality)
better in comparison to poor consumers (mgority), who in many cases are difficult to
organise and are uninformed about investment options (expansion of services and
available technology) and prices to be able to influence the process properly (Berg,
2008: 9-10). “In addition, in some cases, regulators and policy-makers may wish to
avoid the political pressure generated when poorly performing utilities are singled out.
“Knowledge is power,” and providing information to stakeholders disturbs the status
guo” (Berg, 2008: 1-2).

It is noted that information asymmetry has a huge impact on the performance of water
utilities, since without centralised data systems the relevant information required for
critical decision making in accordance with policies is not available (Berg, 2008: 2).
Access to water and sanitation services is often referred as “human right”, a“right to
dignity” and in this sense it is summarised as “distributive fairness’, which is a

concept strongly linked to “procedural fairness’ that refers to access to reliable
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information so as to alow consumers to make informative decisions. Though it is
widely recognised that water is an economic good, it is aso recognised that quality of
service can only be obtained through financial sustainability, and as such procedural
fairness receives preference and in this case access to information becomes a key
indicator for performance of service providers (Berg, 2008: 2). “Information can be a
catalyst for reform” through consistent and reality-based benchmarking (Berg, 2008:
3)

Finally “regulation is performed in a network of relationships among persons,
institutions that differ in their objectives, incentives and sets of information” (Jamison
et al., 2004: 24). Hence to facilitate an efficient process the following elements are
required (Jamison et al., 2004: 24):

= Decision making procedures to limit information asymmetries

= Incentives for operators, government and regulators to the benefit of

consumers
= Requirements for service quality and access to poor
= Alignthe goals and capabilities of regulator with welfare of consumers

Delegation of power as a means of maintaining “credible commitment” to long term
objectives is one of the major reasons behind principal-agent relationships (Bartle and
Vass, 2007: 263). In this respect, information asymmetry challenges between
principals and agents are reduced by “functiona specialisation”, such that the agent
implements policies developed by government, allowing principals to deal with policy
implications, hence increasing efficiency and effectiveness of agents (regulators)
(Bartle and Vass, 2007: 263; Prosser, 1999: 198-199). Furthermore, regulatory
agencies are recognised as the “optimal way” to manage “conflicting interests” and

efficient water use, especially through the water charging process (Braga, 2003: 25).
2.7 Chapter summary

Urban water and sanitation services are seen as part of the basic functions of
government to achieve sustainable development. However, the pillars of sustainability
namely social, economic and environmental aspects, often conflict when it comes to

the provision of services, especially the price-setting process thereof. In this regard,
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the implementation of pricing policiesisacomplex process entailing understanding of
costs of services (full cost recovery principles), the income base of target groups,
especially the urban poor (ability and willingness to pay), the capacities and
incentives of providers (financial sustainability) operating within scarcity challenges
of the resource base. In this respect, the governance and institutional arrangements
play a critica role within the process. Separation and clarity of roles and
responsibilities as well as expectations of such institutions (especially regulators),
combined with the need of financia, structural, and functionality independence, is
comprehensively highlighted as necessary to deal with the challenges facing both high
and low-income country price-setting processes. Regulators (on behalf of the
principal, ie government), have the daunting tasks of facilitating the process while
balancing conflicting stakeholder interests, in the quest for efficient service provision
(improving performance). In this regard, it is advocated that regul atory frameworks be
based on country objectives (clearly defined expectations), complemented with
relevant institutional arrangements, while realising the relevant limitations. The
biggest challenges faced by regulators are imbedded within the regulation theory of
the principal-agent problem, which addresses the challenges of information
asymmetries and differing objectived/interests of relevant parties. In this sense, access
to, and the ability to make public, relevant, accurate information (transparency) along
with stakeholder involvement to consider that information is equally important for the
price-setting process of the urban water and sanitation sector.

This chapter has set the scene, the conceptua framework, for the field research
conducted throughout the study and forms the basis against which the methodology is
devel oped.

“The only way to hold your government

responsible is through transparency and accountability”
President Barack Obama, 21 May 2009
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Chapter 3: Research Strategy and M ethods

This chapter outlines the research design and methods used throughout the research
period. The data collection methods, including case study strategies and relevant
justification for method selection are elaborated upon. The chapter further gives more
insight on the country cases selected followed by methods of data analysis for both
gualitative and quantitative data collected.

3.1 Research design

The research was undertaken in three phases, where the first phase consisted primarily
of drafting the concept and literature review chapters (though this is an iterative
process) and finalizing the methodology of the study. The second phase concentrated
on active research (consisting of pilot fieldwork and main fieldwork), during which
research on the required variables was undertaken. The final research phase consisted
of results analysis, developing conclusions and recommendations. The research is
primarily qualitative by design (descriptive studies) but incorporates quantitative data
collection methods and exploratory work (case studies) (Robson, 2002: 87 164).
Hence, the research follows a flexible design leaving room for further development
during data collection (Robson, 2002: 164; Neuman, 2006: 158). Furthermore,
flexible designs include fundamentals of evolution as the understanding of the
research evolves (Yin, 2009: 94) and this design characteristic is evident in

development of the research proposition, objectives and methods.

The qualitative aspect of the research was undertaken through the case study data,
collected from various key informant interviewees in the selected three countries,
complemented by focus groups where appropriate. The quantitative data was mainly
collected through secondary data, such as existing statistics and financia
reports/information mainly from the provider groups.

3.1.1 Evolution of objectives and methods

The research proposition is classified as conjunctive, which links the concepts under
investigation. Conjunctive propositions are noted to generate multiple response
categories, which further guide the research questions and objectives (Van de Ven,
2007: 117). The research was primarily centred around assessing the price-setting

process and identifying the potentia role of a regulator in Namibia, based on
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understanding the price review processes in England and Zambia. Due to the
exploratory nature of the research, the process was driven by “discovery” and was
influenced by a various decisions based on research findings and hence resulted in
“reformulation” (Glaser and Strauss, 1967 as cited by (Denscombe, 2003: 25;
Smithson, 2008: 218)) of the proposition, objectives and subsequently the methods in
a process known as “sequential discovery”. This is further based upon a strategy of
qualitative research; (Lincoln and Guba, 1985 as cited by (Denscombe, 2003: 25)
described as “emergent and sequential” where findings of research determine the
direction in which research develops. As a result of this strategy, the research draws
on wide variation of data collected (including contradictions) to explain the

“complexity” of the research.
3.2 Data collection methods

The research relied on severa data collection strategies including surveys (document
surveys,; face-to-face and telephone interviews) and focus group discussions. The
face-to-face interviews allowed for more detailed data from respondents, while the
telephone interviews were used as supplementary and verification means rather than a
primary source of data (Neuman, 2006:300-301; Yin, 2009: 102-103). These survey
strategies were selected based on their reputation for producing ‘honest’ data, such
that it equips the researcher to “immediately validate’ the data through probing and
getting direct responses as oppose to postal and internet questionnaires (Robson,
2002). The research capitalised on the major advantages of surveys which aim to get
information “straight from the horse’'s mouth”, and hence the results display “real-
world observations’ (Robson, 2002: 4; Van de Ven, 2007: 77; Miles and Huberman,
1994. 4-5,10). Furthermore, the research focused on case study approaches to obtain
depth, detail and variety (to understand the ‘bigger picture’ from the research) (Yin,
2009: 4)
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Photograph 2: Focus group discussion, with community membersin Freedom land A. Source: R.
Franceys, Windhoek, 2007

A non-probability sampling technique, purposive snowball sampling, was used
throughout the research because the target group types were identified in advance,
based on literature surveys, in terms of their relevance to the research and particular
characteristics (Neuman, 2006: 220) such as knowledge of price-setting process and
representatives of consumer groups.

The benefit of using the snowballing technique was mainly to get references to those
informants that are familiar with the issues researched making it easier to discuss the
topic and to get as much as possible information. The same technique was used with
regard to obtaining the relevant documentation (or referred to those people that would
have the documents). This technique also provided the researcher room to have
“quality” interviews (due to credibility of referees or prior contact) with the
interviewees, therefore the researcher did not require a statisticaly representative
sample size, since the purpose of sampling was based on quality and not on quantity.
In this sense, the research is classified as small-scale qualitative research (sample size
between 30 and 250) (Denscombe, 2003:24). Furthermore, following characteristics
of qualitative research, the sample size was not known from the beginning of the
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research, though arelatively small sample size was anticipated (Neuman, 2006: 221-
223), however data was gathered from atotal sample size of 158 individuals from all

case studies (see Error! Reference sour ce not found. for detailed breakdown).

3.2.1 Case study strategy

A case study approach is selected primarily because it deals with the questions “how”
and “why” with no control over events in the contexts of the investigated rea-life
("naturally occurring”) phenomenon (Yin, 2009: 10). Case studies are also commonly
used for understanding relationships, experiences or processes in different disciplines,
including socio-economics and development (Denscombe, 2003: 31; Smithson, 2008:
214). This study combines exploratory and descriptive case studies. In the exploratory
cases, the questions “what” were more prevalent, whereas in the descriptive cases
“how many and how much” questions were asked (Yin, 2003b). Error! Reference
source not found. indicates the choice for case studies above other socia research

strategies.

Table 3-1 Relevant situationsfor different research strategies

Strategy Form of research Requires control of Focuseson

Question behavioural events? contemporary events?
Experiment How, why? Yes Yes
Survey Who, what, where, how No Yes

many, how much?

Archival analysis Who, what, where, how No YesNo

many, how much?
History How, why? No No

Case study How, why? No Yes

Source: COSMOS Corporation as cited by Yin, 2009: 8

Case studies are classified as comprehensive research strategies in comparison with
the other strategies, because case study research includes investigations between real-
life context and phenomenon that are not clearly defined dependent on multiple
sources of evidence (including triangulation) (Miles and Huberman, 1994: 29; Yin,
2003b: 13-14,97). Contrary to popular belief, case studies can be conducted with
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quantitative and qualitative evidence and should not be confused with ethnographic
methods which are mainly based on qualitative data. To refine the case study further,
an embedded multi-case approach was taken (Figure 3-1, Type 4), meaning that
within each case, there are multiple units of analysis (Yin, 2009:60). The sampling
size differed depending on country situations and logistical arrangements (Yin, 2003b:
52-53). Thus the main unit of analysis are the perceptions of stakeholders on the
different country price-setting processes within the context of regulatory frameworks
and consumer presentation with specific reference to the urban water and sanitation
sector.
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The case studies in this research primarily comprises of documenting the perceptions
of stakeholders, which is classified as “phenomenology” by Smithson (2008:215). In
this regard, the research forms part of “interpretivist case studies’, which also reflects
on persona experiences of the stakeholders (Smithson, 2008: 216). Reliability of the
research is ensured through detailed description of the research strategies and through
repeating the strategies developed and modified from the pilot-fieldwork phase in the
main-fieldwork phase in Namibia, resulting in similar findings and conclusions. In
addition, the financial data obtained are re-calculated to ensure it is reliable. The
reliability and construct validity (making use of “multiple sources of evidence”)
research test were built into the data collection phase to ensure research quality and to
minimise errors and biases (Yin, 2009:41-45). Furthermore the research design is
characterised as stable, dependable and predictable in accordance with Kerlinger and
Lee (2000:642). Hence the research is classified under representative reliability
(Neuman, 2006: 189).

The validity of the research design is subjective which is typically characteristic of
interpretive research. In addition, the data triangulation method (as further explained
in section 3.2.2) was part and parcel of the design to increase the validity of the
research (Smithson, 2008: 221). The issue of generalisation in the context of case
studies have been widely critiqued. However, this research fals within “analytic
generalisation” category, as opposed to statistical generalisation, where the identified
theory islinked with research findings can be generalised (Firestone, 1993: 17 as cited
by Smithson, 2008: 223). In this case, the research makes use of principal-agent
theory as part of the interpretive process (Smithson, 2008: 224).

3.2.2 Data needs and information sources

Different sources of information were collected during this study, which included
documentation (unpublished reports, minutes of meetings, published reports, annual
reports and newspaper clippings); archival records (service records, organisational
records, maps and charts, lists of names and other relevant items, survey data);
interviews (focused semi-structured interviews) and direct observations (Yin,
2003h:85-89). Detailed data needed from providers and other stakeholdersislisted in
Appendix C (and was used as a check-list during the study).
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Table 3-2 Data needs and sour ces to addr ess specific resear ch objectives

Objectives

Data/information needs

Data/information sources

1.1dentify specific
lessong/experiences learnt from
price-setting processesin
selected countries, England and
Zambia, to investigate possible
improvements to the Namibian
price-setting process

2.Understand the current price
review processin Namibia,
within the legal framework in
terms of its capacity to deliver
water and sanitation servicesto
urban consumers (particularly
poor househol ds)

3. Determine the affordability
levels of water and sanitation
services for urban poor in
Namibia and the potential role
of cross-subsidisation amongst
domestic water users

4. |dentify the perceived level
of transparency and stakeholder
involvement required for the
price-setting processin
Namibia

5. Identify the appropriate
regulatory framework needed to
improve current price-setting
processin Namibia, balancing
the needs of all stakeholders but
with a bias towards the needs of
the urban poor, to inform
relevant policy accordingly

- price-setting processes
(institutional arrangement
including legal frameworks)

- price-setting tools, performance
indicators, enforcement sanctions
and incentives

- Service levels, types of water and
sanitation facilities/options
available and in use (including
perceptions of services and
providers)

- Institutional relationships, roles
and responsibilities

- tariff determination process (who
isinvolved and how?)

-Consumer involvement in process

- Income and payment levels for
services from low, middle and high
income users

- Service levels, types of water and
sanitation facilities/options
available and in use (including
perceptions of services and
providers)

-Costs of service provision
-Available subsidies for urban poor
-perceptions of stakeholders on:

- role and expectations of
potential regulator

- level of preferred accessto
information

- level of preferred stakehol der
involvement

- combination of above mentioned
data needs

- Annual reports from
regulators and service
providers

- Sector reports
-Consumer bills

- Interviews (semi-structure
guestionnaires)

- Policies

- Government reports and
documents

- Consumer bills

- Annual reports from
service providers (emphasis
on financia reports)

- Socio-economic statistics

- Interviews (semi-structure
guestionnaires)

- Verification workshop

-Focus-group discussions

- Interviews (semi-structure
guestionnaires)

- literature on regulatory
frameworks

-Literature on country
experiences on similar
processes and issues

Access to information, especialy financial information was relatively limited in

Namibia which hampered the data collection process - but was also aresearch finding
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in itself with regard to the concerns of information asymmetry and transparency, at

the core of the research question.

During interviews audiotapes were used, depending on the permission of
interviewees, in conjunction with note-taking by the researcher. Ethical issues such as
obtaining permission of interviewees before the interviews, privacy and
confidentiality (or anonymity) was highly considered and adhered to according to
request from interviewees (Robson, 2002: 65; Silverman, 2006: 319-320; Punch,
2000: 59; Kerlinger and Lee, 2000: 444-445). Appointments for interviews were
arranged with providers, non-domestic users and consumer representatives in

advance, but domestic users were asked to participate “on the spot”.

The data triangul ation (based on multiple sources of evidence-see Table 3-2) approach
was used in conjunction to a workshop to validate/verify information from
interviewees. It improved the quality and accuracy of findings (Robson, 2002: 174
371). Data triangulation was undertaken by collecting data from various sources with
the aim of verifying certain facts (Yin, 2003b: 97-99), while the information gathered
from the pilot fieldwork, as well as information from other case study countries, was
presented during a participatory workshop in Namibia as part of the triangulation
process. The workshop focused on four major questions/issues used in marketing
research (Sansom et a., 2004: 15): overview of current situation (where are we
now?); lessons learnt from other countries (where do we want to be?); options for
regulator (how do we get there?); identification of issues (indicators) to consider (how
do we ensure success?). Participatory methods were used during the workshop,
making use of ‘zopping’ (German-led method to engage all workshop participants,
making use of colourful cards, and clustering ideas) materials such as pin boards,
brown paper, and sticking dots. The questions had 5 options each and participants
were asked to use the sticking dots to ‘vote’ which options best suit the Namibian
conditions based on results and comparisons with other case countries. The
justification for the various choices was discussed in detail, forming part of a ‘rich’

source of information.
3.2.3 Interviews

Semi-structured interviews were conducted with the use of “interview guides’

(Bernard, 2002: 205) which were tailored for each target group (Appendix D), though
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certain guide questions were similar for al target groups, especialy regarding issues
on the price-setting processes, potential role of regulator, levels of information

requirements and stakeholder involvement.

Specific semi-structured guides with a combination of open and closed questions (1
hour maximum duration) were developed to fully grasp their roles and perceptions on
the price-setting process in the water and sanitation service sector. The interviews
were mainly conducted face-to-face to allow for further probing, though telephonic
interviews were also conducted to those critical interviewees that could not be
reached. Interviews are noted to gather invaluable information compared to other
methods (Yin, 2009: 106-107). Persona interviews provided in-depth knowledge on
justifications for actions, beliefs and attitudes of respondents that can enhance the
researchers understanding of the research problem, hence semi-structured interviews
arereferred to as “depth interviews’ (Kerlinger and Lee, 2000: 602-603 694).

Focus group interviews were conducted with a group of domestic water user groups
from informal areas (minimum 2, maximum 10), “to generate diverse viewpoints’
(Smithson, 2008; Kerlinger and Lee, 2000: 700).

Table 3-3 Details of focus group discussions undertaken in selected informal areasin Windhoek

Interview data Location Number of participants
Male Female

12 /05/07 Freedom land A 2 1

16/05/07 Havanna Proper 0 3

26/11/08 Greenwell Matonga C 2 8

26/11/08 Kapuka A 2 0

27/11/08 7delaan 1 1

27/11/08 Onyika 3 2

Totd 13 12

The focus group discussions were pre-arranged with the assistance of the City of
Windhoek community development officer. The discussion was a maximum of 2
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hours, but varied from group to group. Focus group discussions are also noted to be an
effective way of drawing out user “perceptions, preferences, practices and attitudes
(Sansom et a., 2004:25). The researcher facilitated the discussions and enabled all
participants to share their opinion. The discussions followed a flexible yet structured
manner, to make the group feel relaxed and at ease. Focus group discussions also
allow for group interaction on the researched topic (Yin, 2009: 108-109; Smithson,
2008:358; Rosentha and Rosnow, 2008: 167), which is interesting to observe and
also tells a ‘story’ on its own. Making use of focus groups typicaly falls within
flexible research designs, using semi-structure interview guides to lead the discussion
(Smithson, 2008: 360).

Trandators (for Herero and Oshiwambo languages) were used during interviews in
Namibia with certain domestic user groups. The researcher speaks Afrikaans and
Nama/Damara, thus at least 5 language groups were covered. These are the mgjority
of the languages spoken in Namibia and since English is the nationa language, the

majority of interviewees were conversant in this language.
3.2.4 Identification of interviewees and fieldwork schedule

The study targeted six different audiences, namely government (policy decision
makers), regulator (where independent), service providers, consumer representatives,
users (domestic and non-domestic) and other interested groups (NGOs, private
consultants). These are the ‘actors identified to be involved (or influenced) in the
urban water and sanitation price-setting processes based literature (Rouse, 2007: 94-
98; Franceys and Gerlach, 2008: 15-17). Key informants ranged from senior

management to chairpersons of consumer groups, including retired officials.

The pilot fieldwork period took place over 2 months (April-June 2007). The purpose
was to test the feasibility of the questionnaires for clarity and appropriateness to
ensure that the correct data was collected in the best possible manner considering
resources and time. The pilot period provided conceptua clarification for the research
(Yin, 2003b: 79). A further 4 months (September-December 2008) was spent in
Namibia as part of the main field work period, while July-August 2008 was used as
fieldwork period in England and October-November 2008 in Zambia to collect data.
A total of 158 individuals were interviewed during the research period (Table 3-4).
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Table 3-4. Fieldwork periodsin case countries and sample size of major target groups.

Fieldwork period | Namibia England Zambia Namibia
and target groups
Fieldwork period Apr-Jun 2007 Jul —Aug Oct-Nov 2008 Oct-Dec 2008
2008
Providers NamWater (3) Anglian L usaka Water NamWater (2)
City of Water(3) - and Sew er?f)e City of Windhoek
Windhoek (11) pany (4)
Kafubu Water
and Sewerage
Company (6)
Government MAWRD (4) MLGH (3) MAWEF (3)
MLGHRD (1) MLGHRD (1)
Regulators Ofwat (2) NWASCO (2)
Other orgs NGOs (4) Donor (1) NGOs (6)
Consultants (4) NGOs (1) Consultants (3)
Users Industry (2) Local users  Local users(13)  Local users (43)
)
Consumer Community CCWater (4) WWG (1) Community
representatives Committees (6) committees (12)
Total interviewees 35 18 31 74
Sampling methods Purposive Purposive Purposive Purposive
Snowballing Snowballing  Snowballing Snowhballing
sampling sampling sampling sampling
Face-to-face Face-to-face Face-to-face Face-to-face
interviews interviews interviews interviews
Focus Group Focus Group Focus Group
discussions discussions discussions
Verification
workshop

Note: Figuresin brackets indicate number of interviewees (which is a combination of both focus group

discussions and individual interviews) .

The data collected from the pilot fieldwork period formed an integral part of the result
analysis and guided the research focus. In the Namibian case, as part of the
triangulation process some of the interviewees from the pilot fieldwork were
interviewed again, however in the majority of cases new informants were identified
and interviewed. During the main fieldwork in Namibia, the non-domestic users were
not interviewed again, due to non-involvement/interest in the price-setting process as
indicated during the pilot fieldwork. The main fieldwork also focused on interviewing
local users in Namibia in addition to consumer representatives, which was not the
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case during the pilot fieldwork. The sample size was determined by reaching
saturation point, such that no new information (value) was generated from interviews
(Robson, 2002: 192).The English and Zambian case study sample sizes were mainly
limited by available resources.

3.3 Sdlection of study area and case studies

The study was highly dependent on key informants and individuals, but also focused
on specific urban-poor areas in the selected countries using primarily semi-structured
interview questionnaires. The primary focus of the study was on Namibia, however,
for guidance, another southern African country (Zambia) was selected on the basis of
having an established regulator, to identify relevant lessons learnt, to objectively
analyse and conclude based on the study objectives. Furthermore it is envisaged that
the comparative study could be used as a basis for future comparative purposes
regarding regulatory processes within southern Africa as a whole. Throughout the
study, a third country case was investigated reflecting on the England and Wales
price-setting process as an example of incentive-based regulation with participation
with al relevant stakeholders. Figure 3-2 highlights the three case countries where the
research was conducted. More specifically, the cases were primarily selected based on
interest from the researcher in addition to three other principle reasons as categorised
by Denscombe (2003:34):

= Extreme instance: the Namibian case is characterised by extreme water
scarcity and skewed income distribution, making price-setting process more

complex compared to other cases

» Least likely instance: the theory of principal-agent challenge is described as
more challenging in an utility operating in a developing country with extreme

conditions, such asin Namibia

» Pragmatic instance: England and Zambia case study selections were done due
to presence of well established economic regulators from which lessons on
price-setting processes could be deduced easily, as well as on basis of
convenience in terms of resources and logistical arrangements. The latter
choice was based on regional (southern African) significance related to the

operation of the economic regulator.
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The reason for selecting 3 case countries (hence multiple-case design as oppose to
single case study) was to strengthen the research quality (Yin, 2009:53). The research
replication logic is further based on theory, such that the different case results were
anticipated to be different and in some cases contrasting. More (more than the
selected 3) would have hindered the researcher’s ability to conduct detailed research
and therefore only 3 cases were selected to enable quality research and to fully

understand the price-setting processes in these countries.

Figure 3-2 Map highlighting the three countries (Namibia, Zambia and England) selected as case
studies. Source: Created in Arc-GIS by Shamal Mohammed, Cranfield University, 2009

3.3.1 Casestudy|: Namibia

The primary focus area was Windhoek, the capital of Namibia, with selected urban-
poor areas highlighted. Windhoek has an estimated population of 250,000 with a
rapidly increasing (5% urbanisation rate per annum) population growth, including
water demand challenges (NWRMR, 2000: 22). Furthermore, Windhoek serves as the
administration centre in the sense that it is home to al headquarters, such as
governmental offices, NamWater and City of Windhoek (municipality), hence making
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it ideal for the purposes of this research. More interestingly, this city is located in the
centre of the country, making it one the most difficult areas to access water, hence one
of the areas with very limited water resources, predominantly dependent on

groundwater sources.

Figure 3-3 shows the map of Windhoek demarcating the residentia areas, primarily
based on income levels. The selection of visited informal areas were facilitated by
City of Windhoek officials, based on the availability of different types of facilities
(for example pre-paid meters, communal taps, flush toilets or VIPs). The idea was to
visit areas with different facilities, to understand affordability levels and related
challenges faced by informal area residents. A sample from middle and high income
area residents were also selected to understand the gap between ‘rich and poor’ and

the service differentiation.
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Figure 3-3 Map of Windhoek residential areas. Source: adapted from City of Windhoek, 2001.
Income level demar cation estimated based on results.

It should be noted that there are exceptions within the boundaries of the indicated
income level demarcations, such that there are high income residents living within the

low and middle income bands, though the map depicts the average income levels.
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Figure 3-4 Informal area map of Windhoek, with visited areas highlighted in red dots. Source;
City of Windhoek, 2008
There are 32 informal areas in Windhoek, located on the periphery of the north

western part of the city. Figure 3-4, further shows the informal areas, with the visited
8 informal areas.
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Photograph 3: Lay-out of Havana informal area. Source: Author. Windhoek. 2008

3.3.2 Case Study I1: Zambia

The majority of the interviews took place in Lusaka in Zambia, though Ndola, a
mining town in the copperbelt area was aso visited, with the aim to understand the
differences in tariff setting (if any) depending on characteristics of towns. Kafubu
Water and Sewerage Company and local users in informal areas, were interviewed in
Ndola. Lusaka share similar characteristics with Windhoek, in the sense that it is the
administrative centre, as well as the most populated in the country, with the exception
of the severe water challenges, though their challenges are more management related.
Figure 3-5, indicates the areas visited in Zambia. The visited urban poor area,
Kanyama (indicated to be the largest informal settlement in Lusaka), is located within
the centre of Lusaka.

85



Chapter 3: Research Strategy and Methods

TARZAMNIA

e
av ‘* |

DENMDCRATIC
REPUBLIC OF
OGO

MAL R
& D * *

o
08

s _ o=\
: 5 : L MOZAMBIGLUE

ek
q‘ @ CU Headquarter

« Town served by CU
4 Local Authority

+ Private Schame
+ Stanmory Mansg s

BOTEWANA

@ ricid vist ste

Figure 3-5 Zambian field visit sites (Lusaka and Ndola), indicated in red dotted blocks. Source:
adapted from (NWASCO, 2008:iii).

3.3.3 Casestudylll: England

The fieldwork visits in England were mostly conducted in Birmingham, where the
independent regulator for water and sanitation services, Ofwat, and the Consumer
Council for Water (CCWater), is based. This included several trips to both conduct
interviews with selected individuals, but also to attend some of the public briefing
meetings organised by CCWater or Ofwat. Anglian Water Company’s headquarters
were visited in Huntingdon, being the company that provides water in the driest part
in England, facing significant climate change related challenges. This was the main

reason for selecting the company as part of the sample.
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Figure 3-6 Places wher e interviews wer e conducted in England. Source: Map created in GIS-Arc
by Andre Daccache, Cranfield University, 2009

Further interviews with selected CCW members were conducted in London and
King's Lynn. Figure 3-6, indicates the areas visited in England. Water users
interviewed were from Cranfield village, Newport Pagnell and Bedford towns, which
were selected for convenience and limited resource purposes, based on surrounding

areas of researcher’s location (Cranfield University).

3.4 DataAnalysis

Initial analysis and interpretation of data was started during the data collection period
which enabled the researcher to make necessary adjustments and evaluations
regarding data collection process. This also assisted the researcher to identify
alternative or additional information that can be collected to enrich the data set (Miles
and Huberman, 1994: 90-91). Qualitative data analysis primarily comprised of three
main approaches namely cross-case synthesis, explanation-building and time-series
(Yin, 2009:136-160 (in correspondence with flexible design) as explained in Table
3-5. Other analytical techniques involves pattern-matching and developing logic

87



Chapter 3: Research Strategy and Methods

models (Yin, 2009:136-150), however these were not suitable for the purpose of this

research and were thus not selected.

Table 3-5 Explanation of application of analytical techniques.

Analytical technique Application

Cross-Case Synthesis - comparing the Namibian price-setting process

with that of England and Zambia (relating price-
setting processes with those described in theory
and linking it with theoretical principles) ,
making use of tables (word), matrixes, flow-
diagrams and conceptual diagrams

Explanation building - Explanations for price-setting process

experiences (as a result of a series of stakeholder
interactions) are elaborated upon, so as to draw
specific lessons for application to the Namibian
price-setting process

- Building explanations based on theoretical basis
of the research and revising it (and comparing
details) in the context of the various country
processes.

Time-series “How”’- and “why’- questions about

relationships & changes of events over time

-Comparing financial trends of various water
service companies in the various case countries

Source: Adapted from Yin, 2009:136-149

Cross-case synthesis was done by dealing with each country case separately first,
before looking at comparisons between country processes, which enabled researcher
to look for cross-case patterns (Yin, 2003b:133-135) through assembling word tables
of various cases (Yin, 2003a: 145). Cross-case analysis in combination with literature
review further strengthened the external validity of the research. Figure 3-7 indicates
the ‘road map’ which was followed, based on the conceptual framework.

The questionnaires used during the interviews were numbered and entered (in
classified groups) using Microsoft Word, following the interview guide outline,
entering different responses (based on numbering codes) per questions (Appendix E).
Diagrams and flow charts were drawn using Microsoft Visio, 2003 software.
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Microsoft Excel was used for the financial data analysis. This included transcribing all
financia statements (balance sheets, income statements and cash flow statements)
from annual reports (hard copies) into pre-determined format in Microsoft Excel. All
statements were converted to real time figures (further converted to Purchasing Power
Parity International dollar (PPP$) rates) to facilitate the conversion process to present-
day values as much as possible. Calculating and interpreting selected financia ratios,
formed part of the major analysis process, to understand the financial performance of

service providers to the extent to which the public domain information allowed.
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Research Direction
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Figure 3-7 Research ‘road map’, including resear ch and methods directions.
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The research followed a conceptual framework, which represents the researcher’s
understanding of the research and essentially guided the researcher throughout the
process, acting as a ‘road-map’ for the research (Figure 3-7). The analysis aso
included a significant amount of “narrative reporting”, which enables the reader to
understand and have a ‘feel’ for the research process and results (Smithson, 2008:
219).

3.5 Critique of methods

3.5.1 Limitations on type of information gathered

Secondary data collection mainly composed of unpublished reports, including
government, local authority and other organisational reports. Much of the information
used for the England case were found on the internet, due to the very advanced and
‘more transparent’ regulatory culture, including the latest reports from the companies
and the regulator. The biggest challenge for this research however was to access
detailed financial data in Namibia and Zambia, which essentidly resulted in an
adjustment to the research focus. In this regard, the research experienced the usual
‘case study related challenges such as access to information and lack of certain key
informants (Yin, 2009: 62), to take forward certain ideas, however this was aso
viewed as an opportunity such that it lead the researcher in a very interesting ‘path’ of

discovery.
3.5.2 Limitations on research methodology

The researcher was aware of the various caveats of the research design and strategies
selected and as such many were addressed with counter methods. Though focus group
discussions are critised for being an “unscientific’ way of collecting data, it does
generate a wealth of information that cannot be obtained through quantitative data
collection methods and it serve as a good tool for understanding peoples’ needs and
perceptions (Kerlinger and Lee, 2000: 701). Furthermore, Purposive sampling is
mostly selected based on “informativeness’ as opposed to “representativeness’ and
hence is the most appropriate design for this research (Neuman, 2006: 158; Smithson,
2008: 223). This method is critised for its potential to be bias. To address these
limitations, data triangulation methods were primarily used as well as multiple
sources (both qualitative and quantitative) of evidence and stakeholders to reconcile
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and verify information provided by the informants. Furthermore, cross-case synthesis
heavily relies on argumentative interpretation of collected data as oppose to numeric
evidence. In this case the researchers’ prior knowledge and ability to develop strong
arguments supported by the data collected also facilitated the data collection and
analysis process to address the *how’ and ‘why’ questions.

3.6 Chapter summary

The study is dependent on both qualitative and quantitative data collection methods,
and is hence classified as descriptive and exploratory case study research. It has been
undertaken by reflecting upon equitable water provision based on financia and
environmental sustainability goals, under extreme conditions of water scarcity and
income distribution, and therefore entailed critical literature review of existing
information to understand the current price-setting process, which was supplemented
by field work periods (April-June 2007 (Namibia); July 2008 (England) and October-
December 2008 (Namibia and Zambia). Both the England and Wales and Zambian
regulators have been used as models of economic regulators world wide and thus
these systems were studied to understand the price-setting process dealing with
private and public utilities as an alternative to public water utility regulation in
Namibia

The qualitative data of the research was gathered primarily through semi-structured
interviews and focus group discussions. Matrix analysis as part of template analysis
approaches were used to analyse the data, resulting in tabular and diagrammatic
presentations of information. Graphical representations were aso used to analyse
financial data.

The subsequent results chapters elaborate on responses from the 158 respondents
across, England (18) and Zambia (31) and Namibia (109).
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Chapter 4. Water pricing processes in England and

Zambia

This chapter draws upon price-setting experiences from England® and Zambia to
understand the processes involved. The cases of England and Zambia are highlighted
as countries with independent regulators driving the price-setting processes with
private and commercial utility companies as the major water and sewerage service
providers, with particular emphasis on Anglian Water (England) and Lusaka Water
and Sewerage Company (public, corporatised) and Kafubu Water and Sewerage
Company in Zambia. The institutional arrangements (including legal frameworks),
regulatory processes and tools are discussed in the light of perceptions of the major
stakeholders about the process and services. The views of 49 stakeholders are taken

into consideration for this chapter.
4.1 England case study: I nstitutions, Roles and Relationships

Similar to most countries, the UK underwent several policy and institutional reforms
within the water sector. Local authorities were replaced by regional water authorities
in 1974 to provide water and waste water services in ten regions. The Government
remained responsible for setting standards and norms, while the regional water
authorities were responsible for severa tasks with the aim of facilitating an integrated
catchment management approach. These included service provision, application,
monitoring and enforcement of regulatory standards as well as being environmental
regulators (including regulating themselves and other stakeholders). This situation
presented various irregularities due to their dependence upon government such as a
decrease of investment, political influence within service provision and improper
regulation of services. Recognising these difficulties, service provision and associated
assets were privatised in 1989 (after various contentious public debates) whilst

environmental and drinking water regulation remained the responsibility of public

2 The regulatory system is officially for England and Wales collectively, but for the purposes of this
research it will be referred to as England throughout this study.
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bodies. In this regard, segregation of functions became the key feature of the UK
organisational and institutional arrangement. The Secretary of State for the
Environment, Transport and Regions® and Secretary of State for Wales* became
primarily responsible to give effect to standards and requirements, based on European
Commission standards, in UK legidation as well as to give legal guidance to the
Environmental Agency; independent regulators and private service providers with

specific functions and responsibilities described in Table 4-1 R (Summerton, 1998).

3 Now DEFRA

* Now the Welsh Assembly Government
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Table 4-1 Roles and Responsibilities of various institutions within the water and wastewater

service provision sector in the England

Function

Responsible institution

Roles and Responsihilities

Application of standards,
monitoring and enforcement

Economic regulation of private
service providers

Provision of water and waste
water services

Customer representation

Department for the
Environment, Food and Rural
Affairs (DEFRA)*

Drinking Water Inspectorate
(regarding drinking water)

Environment Agency (non-
departmental public body of
DEFRA)

Natural England (coalition with
English Nature, Countryside
Agency and Rural Development
Service). Public body*

Water Services Regulation
Authority (Office of Water
Services - OFWAT)

- Private companies (one for
each of the 10 regions)

Consumer Council for Water
(independent body)*

- Improving the environment
and integrating environment
with other policies

- Ensures drinking water quality
conforms with regulatory
reguirements

- Enforcement action and
prosecutions for delivery of
unfit for human consumption
water

- Protection of water
environment (prevent and
control abstraction and
discharge of water pollution)

-Enforcement action and
prosecution powers over
abstraction licences and
discharge consents

- Conserve and enhance natural
environment of English
countryside*

- Limit the prices of private
water suppliers and oversee
efficient service delivery

- ensure financeability of
companies*
- customer protection*

-monitoring and enforcing
performance standards*

-promote competition among
companies*

- operate under licence (transfer
of operational assets used for
service provision)

-represent interest of customers
in relation to price and quality

of service from water companies

Source: (Summerton, 1998),* (Anglian Water Services, 2008a: 7)

The bodies (regulators) responsible for activities in England and Wales are distinctive
for being “politically-independent” while operating under set legislation to ensure that
companies provide their functions efficiently in accordance with specified standards
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and prices in the interests of all stakeholders, customers and society (Cashman, 2006:
490-494).

Privatisation was marked with a rapid increase in prices due to the increased demand
of quality services, which required huge increase in investment. Increase in
investment in “privatised transmission and treatment of water and wastewater” ranged
from £3 billion (PPP US$ 2 hillion) in the early 90s to £50 billion (PPP US$ 32
billion) by 2005 (Byatt, 2004.). Consequently this resulted in an increase in
consumers’ bills by an estimated £100 per household per year (PPP US$ 66) between
1990 and 2005 for better quality water and wastewater. However, the incentive based
regulatory approach also delivered an increase in efficiency and prices eventually
reduced towards the year 2000 following the 1999 second quingquennial price review.
This period aso marked the time for legidative changes such as banning
disconnections due to non-payment of water service related bills, as demanded by the
new incoming government (Byatt, 2004.). It is clear that there is still a role for
political involvement, even where there are semi-autonomous, ‘independent’,

regulators.
4.2 Providing Water and Sanitation Services

Ofwat regulates 10 private water and sewerage companies (the previous water
authorities) and 13 private water only companies (the remnants of a much earlier, and
very long-lasting, private sector approach to water supply in England) through
ensuring compliance with legal instruments as well as their respective licence
requirements. This enables the regulator to exercise comparative competition amongst
these companies, taking into account various differing conditions, such as geological
and geographical conditions, that are not controllable by the companies. The
comparative competition indicators include evaluating the costs (both operating and

capital); level of service and customer care services (Byatt, 2004.).

For the purposes of this study, only Anglian Water Services Company was
investigated. The focus of the interviews was on how the company sets tariffs and
prepares themselves for the price review period. At the time (July) of the interviews,
the company was in the process of submitting draft business plans to Ofwat, the

regulator as part of the Price Review for 2009, for the next 5 years. The perceptions of
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the interviewees (4 senior officials) regarding the price-setting process and service

provision were gathered.
4.2.1 Anglian Water Services

The 27,500 km? Anglian water region, is recognised as the largest and driest region
(compared to other water company regions) with an annua rainfall of 600 mm
(Anglian Water Services, 2008a: 5). Anglian Water Services Limited company forms
part of Anglian Water Group Limited and serves 5 million domestic and commercial
customers in east of England and Hartlepool (Figure 4-1) (Anglian Water Services,
2008a: 4).
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Figure 4-1 Map covering Anglian Water Service areas. Source: (Anglian Water Services, 2008b: 6)

The company is projecting a water deficit within the next 5 years (Figure 4-2), unless

other sources of water supply is developed.
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Figure 4-2 Predicted water deficit facing Anglian water region. Source: (Anglian Water Services,
2008b: 50)

The biggest challenge is dealing with uncertainty of rainfall patterns as a result of
climate change effects, thus the strategic plan focuses on how to curb these effects
(Anglian Water Services, 2008b: 50) (including risk sewer flooding and rise in sea
levels). Options that are being explored are re-use of wastewater, development of
major storage reservoirs and desalination (depending on sustainability factors)
(Anglian Water Services, 2008b: 50).

The company declares that it strive to provide “reliable, high quality service” in
accordance with regulatory requirements. In this regard, the company was identified
as the leading water and wastewater company against OPA criteria in
2006/2007(Anglian Water Services, 2008a: 10). Furthermore, the company had an
outstanding rating of 92% in 2007/2008 for customer satisfaction with service levels
(Anglian Water Services, 2008a: 11). Overal performance of the company is
measured through drinking water quality standards (including related investments);
leakage control (including metering), customer service and energy and employee
management (Anglian Water Services, 2008a: 12-18).

Based on the regulator’s 2004 Final Determinations of the third quinquennial price
review, Anglian Water’'s price increases were the lowest compared to al other
companies, which the interviewees mentioned was a huge efficiency challenge for the
company. The operating ratio of the company was recorded as 34.2% in 2006/07,
indicating an increase in infrastructure renewal charges. Selected indicators (Table

4-2) of the company are used to indicate the progress made over various years.
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Table 4-2 Selected performance indicator s of Anglian Water presented over past 6 years

Indicators 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08
Return on 4.9 5.8 55 5.8 6.7 6.4
Capital

Employed [%]

Gearing [%0] 82 82 90 79 86 88
Leakage 5 6 6 5.8 55 5
[m3/km/day]

Customer 88 87 85 85 86 92
satisfaction

(%]

Source: Annual Reports of Anglian Water.

Further calculations from the company financials indicate that 2002/03 was the worst
year for the company in terms of recovering costs from assets invested. Magjor asset
disposals took place in that year hence the sharp decline in ROCE, but interestingly,
in 2003 huge capital investments were made, which resulted in an increase in long-
term debt trends. The company’s bad debt from customers profile reportedly
increased in the financial year 2007/08, and is predicted to increase still further given
the economic situation in the country. Overall, the company is recovering their costs,
with an average figure of 5.6% real return on capital invested, a satisfactory return in
a mature economy relative to alternative investments and risk profiles, as evidenced
by the purchase of the company during this period at a significant premium to the

regulatory capital value.

The company priorities for 2007/08 were reflected in their budget for water and
sewerage services (Figure 4-3). The company focus for water services are mostly on
water distribution, maintenance and treatment, while as for sewerage services the

focusis on sewerage treatment and disposal.
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Figure 4-3 Anglian Water Capital investment for water (top) and sewerage (below) out of total
budget of £191 Million (PPP US$ 125 Million) and £228 (PPP US$ 149 Million) respectively.
Source: (Ofwat, 2008: 30)

As part of the PRO9 process, the company has developed a strategic direction
statement for the period 2010-2035 (required by the regulator), which highlights
seven challenges (partly resulting from a company led consultative stakeholder
analysis) to be addressed of which climate change and demand growth are one of the

biggest (Anglian Water Services, 2008b: 2), due to the region’s vulnerability (driest
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water region in England). These magjor challenges were confirmed during interviews,
with an added concern of the ability of consumers to afford improved services, in line
with quality enhancements to reduce environmental pressures, and increased

innovation requirements.

Anglian Water proposes to spend over £2 billion (PPP US$ 1 billion) over the next
period 2010-2015 (Anglian Water Services, 2009: 3) to maintain their aim of
delivering “reliable supply of clean, safe drinking water and effective wastewater
services at an affordable price” (Anglian Water Group, 2003: 7). The majority of the
costs are directed to maintaining and improving assets (Figure 4-4).

Environmental

improvement
0.36
Improvement to
water quality
0.13

Enhancing level of
customer service | Maintaining and

0.07 improving assets

1.08

Meeting needs of
growing region
0.4

Figure 4-4 Breakdown of Anglian Water Services proposed costs (EBillion) over next 5 years
(2010-2015). Source: Anglian Water Services, 2009: 3

The draft determination on price limits resulted in a proposed 11% decrease in
household bills, compared to the company business plan proposal, indicating an
average price limit of 0.2% per annum over period of 2010-2015 (Ofwat, 2009).
Though there is a proposed overall decrease in the price limits, the regulator states
that they believe that they have ensured that companies will still be able to make the
necessary capital investments to ensure quality services (Ofwat, 2009). Part of
Ofwat’s approach to price setting is to require Strategic Direction Statements, then
Draft Business Plans followed by Final Business Plans, all from the service providers

to which they then respond with Draft Determinations on prices for the subsequent
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five year period concluded, after a two year process, by Final Determinations in
November 2009. This apparently long drawn out process is designed to address the
principal-agent challenge in England whereby companies are ‘enabled’ to become
more transparent through this process — the regulator being able to respond
appropriately according to the strength of response by any company to any particular
feedback or draft decision.

As part of information sharing and transparency of financia data, the company annual
reports include sections on corporate governance and remuneration, which elaborates

on:

» Board members qualifications roles and activities (eg. meetings attended,

performance evaluation),
= Audit committee members and their roles,

= Information on shareholders (including Directors shares interests and

options),

= |ncentive arrangements ( eg. annua bonus schemes, performance targets for

directorsin particular) and

Directors’ salary packages (including names, benefits, pensions, bonuses).

These represent normal commercia governance requirements of any private company
rather than anything specific with regard to regulation — however they do illustrate
another benefit of having private providers as a means of generating a different type

of transparency when compared to state providers.

In order to ensure universal access and affordability of water and sanitation services,
different types of ‘passport tariffs’ are reportedly being implemented by Anglian
Water. These are the national scheme called Vulnerable Groups Regulations (VGR)
and Aquacare Plus for large user consumers (more than 75m? (205 |hd)) and So Low
for low user consumers (less than 75m?® of annual water consumption with no standing
charges). The VGR, was introduced in April 2000, targeting identified vulnerable
metered consumers. Since 2005, the recipients on the scheme criteria included people
on government benefits or tax credits; large families (three or more children) or
defined medical conditions, with significant water usage requirements. If these criteria

are met the household bill is measured against the average household bill for a
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specific area and the consumer then pays whichever is the lowest amount between the

two.

In 2006, it was reported that 5-10% of the population in England and Wales are on the
VGR socid tariff (Herrington, 2007: 25), out of which 0.4% of metered households
are on the Anglian socid tariff scheme.

4.3 Affordability of water and sanitation services

The water usersinterviewed (9) indicated that they receive water bills over a period of
6 months, however pay a flat rate monthly, even though they are metered. The total
water and sewerage charges consist of standard (per volume of water consumed) and
standing (over certain period of days) rates. The average monthly water and sewerage
bill is £34 (PPP US$ 22) per average household of 4 people (Figure 4-5).
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Figure 4-5 Water consumption (top) and sewerage disposal (bottom) with associated payment
trends of interviewees (n=9) over period of March-July 2008. Note: I nterviewee no. 2 ison SoL ow
rate. Note: sewerage disposal isbased on water use estimate

One of the interviewees is on a SoLow rate (excluding standing charges) and pays an
average of £30 (PPP US$ 20) per month for 18m?® of water and sewerage. In general
the interviewees were satisfied with the prices charged and services provided by
Anglian Water Company. The interviewee on the SoLow rate stated that information
about the low income tariff was very difficult to obtain hence feels the need for

increased transparency about services and rates available. 56% of the interviewees

104



Chapter 4: Water pricing processes in England and Zambia

were aware of conservation measures and only 18% practised measures such as

rainwater harvesting (building storage tanks) for gardening purposes.

The draft price limits for the period 2010-2015 indicated an average decrease in bills
for Anglian region customers of 8% tranglating into £32 (PPP US$ 21) (Ofwat, 2009).

4.3.1 Perception of service providerson services

The service providers interviewed (4) indicated that they operate in the driest area of
England and thus strive to balance water conservation with efficient water supply
hence 62% of their service areais metered in conjunction with active promotion (free
meter instalation on request) of water savings devices such as shower timers.
Leakage control and maintenance of infrastructure, reportedly forms part of a very
important component of the company operations, and as such the company spends
£15 million (PPP US$ 10 million) annualy to achieve their leakage targets. The
results of willingness to pay assessments conducted by the company are positive
(especidly their social tariff schemes) and hence do not impact on revenue collection
of the company. The socia tariffs are reportedly mostly used by pensioners. The
company interviewees stated that the company is committed to serve the consumers
and thus takes issues of affordability and access to water services very serioudly.

4.3.2 Perception of consumer representation on service levels

A high emphasis was placed on balancing supply and demand especially since the
Anglian region is the driest area within England and therefore the CCWater
interviewees mentioned the need for metering and implementation of effective
conservation measures by companies operating in this particular area. The historical
management style of the companies is reportedly changing gradually from
engineering towards management and thus overall the companies services are
improving, especially towards consumer relations. This relationship between
company and consumers was further strengthened during the recent drought

(2005/2006), which forced companies to communicate more effectively.

The role of CCWater was described by the interviewees as primarily initiating
discussions that are beneficial for consumers based on the demand and preferred
services. In particular, members aim to build better relationships with consumers and
companies;, promote issues of concern such as metering and efficiency (where
appropriate) and get involved in planning (for example town planning) to ensure that
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proactive planning practices take place and that managers anticipate growth during

planning.

Frequently reported complaints to the Council are bill related (metered consumers), in
terms of clarity and over-pricing. Other complaints include drinking water quality,
low pressure of water supply and sewer flooding. Interviewees stated that 50% of
consumers contact CCWater first with a complaint instead of the company. Most
information regarding CCWater and water savings techniques are found on the back

of water bills.

In general two of the CCWater interviewees felt that the price for water in Anglian
region is too expensive and that the Council is working on making it cheaper for
consumers, through negotiations with the company. Interviewees further dismissed
the idea of subsidisation due to its non-sustainability and indicated that various
companies have introduced social tariffs to cater for low income consumers. They
commented on Anglian Water's SoLow scheme in this regard, indicating that it is
working well. In contrast, a CCWater representative highlighted that profits are
considered “good”, since it is channelled back into infrastructural development and
maintenance, hence improving services levels as wel as environmenta
improvements. It should also be noted that since 1989, companies have invested £70
billion (PPP US$ 42 billion) in making supply safe and cleaning the environment
(interviewee, England, August 2008).

The flat rate tariff structure was criticised by interviewees and was referred to as “a
cheap way of collecting money”. Hence metering was identified as the best way to
charge and conserve water (including leakage detection) at the same time. In contrast,
another interviewee felt that metering creates a misconception of “paying as much as
you want to use” thus for high income users conservation is not a factor even if supply
is metered. Metering also presents a limitation for large families in low income
categories and therefore the interviewee suggests that careful consideration should go
into the metering option. One interviewee alluded that hesitation from companies to

install meters were primarily due to administrative related costs.

Consumer research in consultation with other stakeholders is also conducted by
CCWater. The biggest issue that CCWater is trying to address is to establish “two-

way communication channel” with companies, and through this way be “part of the
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softer solution to environmental and sustainability”. Furthermore, the mgority of the
interviewees indicated that the Council plays a critical role in ensuring that customers
pay afair price for their services or else facilitates the compensation of funds back to
consumers. The Council members interviewed reflected on their successes achieved
over the years and indicated “returning money to consumers’ as the biggest success,
as well as establishing good working relations with companies as the key to success of
their operations, because it shows that companies respect and vaue CCWater

contributions.

In terms of representation, the interviewees stated that they do not represent specific
groups in society, though the importance of representation is to understand the social
issues and thus represent “what we think” is the best for the consumers “being
consumers ourselves’. The essence of representation therefore according to one
interviewee is “to ask the right questions’ and therefore it is essential that the

members have specific skills to serve on the committee.
4.3.3 Perceptions of consumers on services provided

Ovedl, the water users interviewed mentioned that water and sewerage service
charges are reasonable, though some (3) indicated that the water charges are high and
in some instances they had to postpone payment until funds were available. The great
majority of consumers interviewed were satisfied to pay aflat rate per month, because

it gave them a sense of control and predictably over their budget.
4.4 Price setting process and regulatory tools

The Water Services Regulation Authority (Ofwat) is guided by the Water Industry
Act of 1991, updated to the Water Act of 2003, which is very clear on the roles and
responsibilities of the regulator, including those of the Consumer representation body.
Ofwat’s mission is to protect consumers, while ensuring services are sustainable in
the long term (OFWAT, 2008: 3). With a staff complement of 193 (in 2008)
(OFWAT, 2008: 28), the Office's core operations are divided into the following key
areas (OFWAT, 2008: 24):

= Lega services
= Network regulation

= Consumer protection
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= Regulatory finance
=  Marketing (including competition and enforcement policy)
= Corporate affairs and operations

The office depends on regular information flows, to be used for comparative study
purposes and thus works very closely with industries, but do not impede on
management style of companies as along as it is within the legal framework (arm’s
length regulation). The review process takes into consideration the charging structures
and systems of companies. Ofwat plays a critical role in developing criteria for
pricing structures to avoid “price discrimination and undue preference” and to ensure
that tariffs are related to costs of service provision (Ofwat Interviewee, 2008). The
price review (also known as Asset Management Plan Periods (AMPS)) process has
evolved over the past review cycles to include/femphasise various tools in the quest to

adapt to changing sectoral developments Table 4-3.
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Table 4-3 Evolution of Ofwat regulatory focus and toolsover review periods

Price  review | Regulatory focus Average Major Regulatory tools (price
period Price limits control mechanisms)

above

inflation
PR 89 - Price limit determination 5% - Price caps
(1990-2000)
PR 94 1% - Price caps
(1995-2000) - Revenue caps
PR 99 - Setting quality framework 2% - Capital Asset Pricing Model
(2000-2005) - Environmental |mprovements (CAPM)

-Dividend Growth Model

- Prospects for prices (impact on (DGM)
future consumer hills)
- Incentives for greater efficiency - Benchmarking comparison

improvements (rewards for out-

performance)

PR 04 - Scope for future efficiency 4.2% - Aquarius 3
improvement (‘carrot and stick’

(2005-2010) model)

- Environmental improvements
(including protection against
sewer flooding)

- Review of Overadl Performance

Assessment (OPA)
PR 09 - Review of competition and -4%* - Project Reservair (holistic data
(2010-2015) innovation information system)
- Environmental and social costs - Project Explain
- 25 years strategic direction - Capital Asset Pricing Model
statements (CAPM) framework

- Capital expenditure incentive
scheme (CIS) (Correct revenue
over/under recovery)

Note. * price limit is still draft. Source: Ofwat Annual Reports, Price limits:(OFWAT, 2004);
(OFWAT, 1999); (OFWAT, 2008b: 31); (Ofwat, 2009)

The 2004 price review approach was subsequently reviewed at Ofwat’s request by an
independent steering group which concluded that the approach was very complex and
it further highlighted that company proposals included more capital investment
projects than necessary (OFWAT, 2007b: 31), hence there was an attempt to simplify
the tools over the consequent review period. The draft determination average industry

price limits for the 2010-2015 period was 4% (-0.2) less than the companies had
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proposed in their Final Business Plans. This limit will be finalised in November 2009

and will comein to effect from April 2010.

The price setting process (Figure 4-6 and detailed schedule in Appendix G) starts with
companies submitting draft business plan (5 year) proposals to Ofwat (these include
proposed price limits and strategic direction statements with 25 year forecasts). The

process further includes:

e Draft determinations are published, after scrutinising of business plans, for

consultation to companies and other stakeholders
e Representations from stakeholders are done based on draft determinations

e Fina determinations are drafted and published after careful consideration of

representations on draft determinations as well as relevant information

Final
determination

Draft
determination

Final business plan

Draft business plan

=

Strategic direction statements

Figure 4-6 Key stagesin the pricereview process. Source: (OFWAT, 2008b)

The price limits are determined based on the business plans submitted by the various
companies, which includes the costs of services as well as the revenues to be collected
to finance the business. This process leading up to the final determinations includes
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various stakeholders including Ministers and the economic, quality and environmental
regulators and customer (household and business) representation, in close
collaboration with the companies. The price limit set in the fina determinations

considers the following costs that companies face (OFWAT, 2008b):

= Running costs due to taxation, pension, energy and legidative changes

= Activity to maintain the asset network and improve security of supply services
= Further improvements to drinking water quality and environment

= Significant reductionsin sewer flooding

= Maintaining the bal ance between supply and demand

* Enhanced servicelevels

The process of setting price limits was described by interviewees as normally
delivering an increase in the first year of the proposed period, because it is the first
adjustment for costs over the preceding five years, which can then be phased-out over
the period. The first year's price limit also includes factors such as climate change

levies and national insurance contributions.

Customers however, would like to have price increases to take place gradually,
however smoothing price limits would mean that bills are higher towards the end of
the five year period, and this would mean costs exceeding revenue, making it more
risky for companies. An additional feature in the process is that it makes provision for
price limits to include supply and demand for water and sewerage services for both
existing and new customers of the companies. Officia reports predict that companies
will require a total capital investment of £17 billion (PPP USS$ 11 billion) (compared
to the proposed £21 billion (PPP US$ 14 billion) by companies) over the period of
2005-10 to maintain current services levels as well as meet new obligations (OFWAT,
2008b; OFWAT, 2004a: 123).

The companies are assessed on their ability to perform against the cost assumptions
set and the likely delivery of output requirements. The final determinations are based
on careful consideration of the arguments and evidence presented by companies and
their relevant representations in search for improvement in efficiency (Ofwat
interviewee, 2008).
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Financial modelling packages (spreadsheet based) have been developed by Ofwat to
support the UK price-setting processes. The Aquarius 3 model was used for Price
Review 2004 (PR04), and has been modified as ‘ Project Reservoir’ for the PR0O9 price
review. The model in general, is developed as a benchmarking tool assessing relative
performances of water sector companies through determining the ‘allowable
revenues’ for efficient financial sustainability to deliver the required services, without
charging the customers “more than necessary” (Robson, 2006: 4). These efficiency
estimates are based on service specific requirements, tariff basket and financial inputs
(OFWAT, 2009: 7). The tariff basket refers to various charges which are included in
the annual price limits, such as charges for measured and unmeasured water and
sewerage services (OFWAT, 2009: 53).
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Figure 4-7. Financial modelling overview. Source: (OFWAT, 2009: 8)

The financial model calculates the costs of running the business and the expected
turnover, which will determine the revenue required to be raised from the customers
to finance the company functions (OFWAT, 2009: 7). To smplify the financia
modelling process, the CCWater have been advocating to include “what-if” scenarios

as part of a user interface to be able to address immediate concerns of stakeholders,

113



Chapter 4: Water pricing processes in England and Zambia

however, the request have been refused by Ofwat, with 7 months outstanding (out of
30) before the final price determinations for the PR0O9 (Franceys 2009).

The price limits calculation (Figure 4-8) includes revenue requirement and revenue
base and is calculated based on output requirements which are equal to operating
expenditure plus expenditure to finance the capital investment programmes plus
return on capital plustax (OFWAT, 2008b).

Qutput requirements

]

Revenue
Operating expenditure = requirement (£)
; ! |
Expenditure to finance the capital

investment programmes

Revenue base
L o (bill payers)

Return on capital

- 4

Tax Price limits

Figure 4-8 illustrates ssmple representation of financial model used to set price limits. Source:
(OFWAT, 2008b: 11)

The equation above of annual price limits is calculated to ensure that companies
obtain the necessary capital to “deliver the improvements required at realistic rates’
(OFWAT, 2007b: 11). The annual average price limit of 4.2%, before inflation (all
prices are increased by the level of inflation automatically, every year), was set for the
period 2005-10. There are limits set for each company and in this case Anglian Water
company had the lowest average price limit of 2.4% while South West Water had the
highest price limit of 6.9% out of the 10 water and sewerage companies. Customers
bills are directly influenced by the price limits. The current price limit thus implies
that the average household customer will pay approximately £46 (PPP US$ 70), (18%
increase) in contrast to the last price review in 1999, where customers bills decreased
on average due to large efficiency gains (OFWAT, 2004) and reductions in the target
cost of capital.
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A new mechanism, the Capital Expenditure Incentive Scheme (CIS) (OFWAT, 2009:
6) was introduced for the PRO9 process, yet another regulatory tool to address the
principal-agent challenge. This approach reduces companies incentives to “inflate”
their figures in the business plans and gives the companies * ownership/accountability
and responsibility to determine the right level of expenditure” hence meaning
simplification of required information from OFWAT. Capital expenditureisidentified
as the area where the most information asymmetry takes place during the price setting
process, hence this approach is proposed to reduce this challenge (OFWAT, 2008b:
32-33).

Efficiency is driven by the nature of the incentives as well as comparative
competition within the sector. The efficiency (water and sewerage) of companies is
measured against its operating expenditure and capital maintenance levels (Figure
4-9). The benchmarking process considers using the most appropriate company as a
benchmark against which other companies' financial performance is measured. In this
regard, Y orkshire (in terms of size and stability) and Wessex was used as benchmark

for water and sewerage efficiency rankings respectively (OFWAT, 2007b: 2,5).

A Anglian, Yorkshire,
Within 6% of Bournemouth &
benchmark Wessex W Hampshire,
Portsmouth, South
Staffordshire
B Nortumbrian,
Between 5% Soutnermn South East, Sevem Trent,
and 15% of United Utilities, Sutton & East Bristol, Cambridge,
@ benchmark Mid Kent Surmey Tendring Hundred
5
e
o
£
g c
A Between 15% Folkestone &
= and 25% of Dee Valley Divr Cymru South West Dover,
; benchmark Three Valleys
c
=
o
=
= D
Betwsen 25%
and 35% of Thames
benchmark
E
Greater than
35% of
benchmark
E ] & B A
Greater than Belween 30% Between 20% Between 10% Within 10% of
40% of and 40% of and 30% of and 20% of benchmark
benchmark benchmark benchmark benchmark
Capital maintenance efficiency banding

Figure 4-9 Water efficiency benchmarking across companies for period 2006-07. Source:
(OFWAT, 2007h: 4)
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Overdl, to promote water efficiency is one of the mgor ams of water service
delivery companies, therefore related initiatives are expected to be stipulated within
the company long-term water resources plans. Consequently, the economic level of
water efficiency targets are used to determine related incentives for companies
(OFWAT, 2008h: 23-24).

Household bills components (Figure 4-10) are largely made up of operating,
maintenance and capital charges, which reflect the change in bills for the following

year. Thisis aclear indication of what consumers are paying for in relation to service

quality levels.
Total
£ (£)
Average bill in 2004-05 274
Less (1) past efficiency savings and outperformance -3
Plus {2) maintaining base services 20
Of which: a) changes in revenue -7
b} changes in operating costs 11
c) changes in capital maintenance 8
d) changes in impact of taxation 6
e) financing
{(3) maintaining and enhancing security of supplies to all
CONSUMErs 12
(4) the impact of improvements in services 36
Ofwhich: a) drinking water quality 10
b) environmental improvements 23
C) improvements in service performance 3
Less {5) scope for reduction through future efficiency improvements -14
Average bill at 2008-10 325
Change from end of the last period 51

Figure 4-10 Driversof changesin average bills (2007/08 prices). Sour ce(OFWAT, 2008b: 11).

In addition to expectations of enhanced efficiency, the regulator only ‘alowing’ in
price-setting for ever increasing efficiency as related to earlier expenditure,
companies are also incentivised through the ‘Overal Performance Assessment’
(OPA) scoring process with well-performing companies being allowed an uplift of up
to 1% of revenue in the subsequent price review period. The indicators include water
supply; sewerage services,; customer services and environmental impacts. The OPA is
currently being reviewed to include qualitative aspects, such as consumer experience
of interaction with companies, ready to be implemented as from 2010 (interviewee,
2008).
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As part of the price-setting process, companies are obliged to include the following
plans and targets in their business plan proposals as a result of cost benefit analysis
approaches (OFWAT, 2008b: 21-24):

= Security of Supply Index (SoSl) as a measure to “guarantee” level of service
outlined in their respective plans

= Water resource management plans including leakage management plans, with
appropriate resource zone leakage targets

» Sewerage service supply/demand plans including plans for new
developments, especially urban developers, which will form part of the water

efficient measures.

= Asset management plans, including quality enhancement programmes for
asset improvements (especially those at risk from surface water flooding),
changes in operational procedures, drinking water quality improvements,

which will be measured through serviceability indicators for all asset facilities

The price-setting process and the particular reporting style is believed to enhance
transparency and understanding of consumers as to what investments they are paying
for and the benefits they gain from it. It also ensures that companies continue to strive
for efficiency through revision of approaches and initiatives based on the demand
(Ofwat interviewee, 2008). Furthermore, all information about the sector is fully
disclosed on internet (public domain), including June returns (financial reports) of
companies; performance indicators and impact of prices on household bills. The
annual reports of the regulator are also available, which is considered a good example
of transparency, whereby salaries of senior staff, ethnic composition of staff and

consultancy service expenses.
4.5 Consumer representation process

The Consumer Council for Water (CCWater) works closely with Ofwat and
companies to ensure their customers that “price limits are no higher than they need to
be to meet the outputs the company has to deliver” (OFWAT, 2004). The CCWater
members interviewed, described history of the council as evolving from Customer
Service Committees (pre 2000) and WaterVoice to CCWater (as known presently).
The evolution of WaterVoice to CCWater was associated with its independence from
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Ofwat in 2005. Since then numerous structural and functional changes took place,
which are partly linked to the reduction of regions from 10 to 7, for which CCWater
members are responsible. The various regiona committees report to a nationa
committee which is governed by a Board. Representation on the committees is
selected through response to open public advertisements with a serving term of 4
years, now receiving some limited remuneration. The members normally comprise of
ordinary consumers with specific interests, skills and experiences. CCWater is
financed by the water companies through DEFRA approval, similar to Ofwat’s
funding, which is aso supported by alevy on water companies, all of whose costs are
paid by consumers (less than 25p (PPP US$ 0.16) per year).

The principles upon which the Council operates are to represent consumers’ interests
in terms of identifying major concerns of consumers, ensuring that consumers
complaints are properly dealt with and advising Ofwat on pertinent issues relating to
consumer interests. The Council plays an active role during the price setting process
and are involved in various consultations prior to final determinations. A three-stage
consumer consultation process, which includes consumer research to be included in
strategic direction statements and draft business plans of companies in consultation
with various stakeholders both localy and regionaly, takes place to “explore
consumers views’ and their willingness to pay for services. This consultation process
is undertaken by Ofwat in conjunction with CCWater and other stakeholders
including Countryside Council for Wales, Defra, DWI, Environment Agency, Natural
England, Water UK and Welsh Assemble Government, for example.

The activities of the Council, as described by interviewees, includes policy reviews,
promotion of affordability (developed qualitative life indicators in this regard) and
networking with various other stakeholders, especially consumers, companies, local
authorities and regulators such as Ofwat, Environment Agency. One interviewee
mentioned that the Council members spend the majority of their time on handling
complaints of customers regarding utility service provision as well as lobbying

government and companies to address specific issues such as:
= Policy
= Affordability

=  \Water resources
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= Metering

= Climate change

* Pricereview process and information sharing
= Cost of capita

=  Water framework directive

»  Debt

= Quality issues

The guaranteed standards scheme (GSS) regulations is also used by CCWater
members as a guide to ensure that customers have access to minimum service
standards, for which they can clam monetary recompense, should a company not
meet set standards. These standards include issues such as response time to
complaints, keeping appointments;, minimum pressure levels; interruption of supply
and flooding from sewers (OFWAT, 2008a: 1-8).

Consumer priority issues identified during a study in 2008, indicated concerns about
affordability, while it was found that the mgjority of consumers takes issues of water
supply sewerage disposal for granted, since quality of service are of high standard and
they indicated they have no need for concern (Corr Willbourn Research and
Development, 2008).

45.1 Perception of regulators on regulatory process

As part of the process, the Ofwat interviewee highlighted the revision of June returns
as a mgor part of the process, which is to determine the financia performance of
companies as a build up to the development of draft business plans which eventually
evolves into final business plans. This process includes various consultations
strategies (meetings, internet chats, workshops) with various stakeholders. The
process is facilitated by guidelines and templates available (constantly being revised)
from the regulator. Various ‘reporters (technical audit consultants similar to financia
auditors) are appointed to assist with the audit process of companies, which is
followed by a query process, where companies are exposed to stakeholders to clarify

various issues. The National Environment Programme (NEP), part of the Environment
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Agency aso has a huge influence on the business plans of companies. This normally

involves cost benefit analysis, in which transparency is taken very serioudly.

Another interviewee described the price-setting process as “information hungry” and
highly computerised. The interviewee clams that the process is done in a very
transparent (especialy the data requirements) and predictable manner, with limited
timing and therefore the information sharing process is also very selective. In this
regard, the regulator is constantly reviewing the process to “stay on top of things’ and
in fact the 5 year period is aso under revision to a probable 6 year period to coincide
with the implementation period of the Water Framework Directive (though this
approach had been rejected at the previous review of pricing periods). The
interviewee mentioned that the process has “grown” over the years and is becoming
“easier” compared to when the regulator first started to operate. Regulatory tools are
reportedly getting more complex to try and incorporate the various changes and
specificities of companies. The current Project Reservoir financial modelling tool is
developed to deal with this problem and it is intended to make reporting easier,

especially in comparison to the Aquarius model.

The network regulation and consumer protection aspects are dealt with in close
collaboration with CCWater, which was described as very good body by al

regulatory interviewees and their involvement is seen asinvaluable.
4.5.2 Perception of service providers on regulatory process

The role of the regulator is seen as ensuring the financeability of the water and
sewerage companies by the service providers interviewed. This includes revision of
turnover linked to the costs incurred in meeting the water demand, and determining
the K factor target for the company. The incentive based system makes provision for
out performance of companies relative to the K-factor, however 50% of the
interviewees indicated that there are several trade-offs to be considered within the
system. For example there are conflicts within the price-cap and revenue-cap systems
which contradict with the conservation approach, because “if you are trying to sell
water, how can you tell people to save water and money”. Preparation for price
reviews is a 5 year process, 2 years of which includes preparing the business plan.
One interviewee explained the process such that there are specific forecasts teams
responsible for forecasting plans up to 2035 to determine the investments required to
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ensure that the company continues to meet the efficiency targets based on the
changing demands and challenges such as population growth and climate change,

which is one of the biggest challenges for the company currently.

The price review process from 2004 was reportedly “better” compared to the current
(PR 09) review process. The current process is described as “too complicated and
tedious’ in terms of the regulatory tools and information requirements. In particular
the financial model, Aquarius, was rated poorly by all interviewees and its accuracy
was questioned. The interviewees mentioned that the regulator is micro-managing the
companies and this causes general frustration and influences the working relationship
with the regulator. One interviewee further mentioned that the regulator operates on
an assumption that the “company is hiding information from them”, while in fact the
information requested is not available. The interviewees felt that the regulator requires
“too much detail”, which they do not understand the use for. The June returns was the
most frequently cited example in this regard. Another interviewee referred to the
PR0O9 process as “opague and too political” and the regulator as “cold and

aggressive’.

The company’s working relationship with the CCWater, was reportedly very good
and is described as a good initiative to ensure efficient services are provided to
consumers. The views of CCWater members are taken very seriousy and
interviewees stated that on several occasions the Council’s advice influenced
decision-making processes. Reflecting back on the regulatory process since 1989, the
interviewees agreed that “privatisation was good for increasing efficiency in the water

sector”.
4.5.3 Perception of consumer representatives about regulatory process

One interviewee mentioned that the role of CCWater in the PR0O9 process is not very
clear and thus needs to be addressed. 50% of the interviewees indicated that thereis a
need for stable predictable revenue and hence the need to improve metering coverage.
However another interviewee pointed out those metering made revenues much more
unpredictable, becoming a function of hot and dry or wet and cold summers which is
why the regulator was now introducing a revenue guarantee system. It could be said
that CCWater members are representative of customers to the extent that they do not

aways agree. Transparency was seen as a key reason for regulation within the water
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sector, as mentioned by all interviewees, and thus they indicated that CCWater
contributes towards making the process more transparent. Information and results
from CCWater’s activities are mostly available on their web-site, however depending
on the issue; various media (press releases, newspaper articles) are used for awareness
raising and information sharing.

The 2004 price review process was reportedly done wrongly at the expense of
consumers and Council members fedl strongly that it is important to get the review
process “right this time” (PR09). Another interviewee mentioned that the regulatory
process was good when it started off, however more recently the “quality is slipping
and unfortunately Ofwat is relying on their good reputation from the past”. Though
the regulatory process was described as being efficient (especially setting
targets/indicators for companies) and “relatively” transparent, one interviewee added
that the regulator is not progressive and is failing to “keep the pace” with companies.
Transparency was particularly questioned by one interviewee, when Ofwat refused to
incorporate “what-if” scenarios as part of the financial modelling process — and
subsequently even refused to model ‘what-if’ questions for CCWater, something they
had been pleased to do for WaterVoice in PRO4.

The biggest challenges within the regulatory process, as identified by the consumer

representatives interviewed, are:

= Failureto calculate the cost of capita properly

= Regulatory tools (especialy the financial model-Aquarius) are complex and
not working properly.

= Review of capital incentive scheme
= Compulsory metering enforcement
= Review of the Overal Performance Assessment and GSS

The revenue guarantee approach and menu regulation proposals are complimented by
most interviewees, indicating that initiatives are taking place to ensure increased
transparency and efficient service delivery. CCWater does not have access to all
information (some information is considered highly confidentia between Ofwat and
companies), and therefore their response to issues are limited to Ofwat outcomes.

However, there is a “no surprises’ policy between Ofwat and CCWater in terms of
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sharing information and hence the regulator keeps CCWater informed of major issues
(even if it is not detailed). In this regard, the Council does not have any ‘powers’ to
influence the process, and therefore acts only in an advisory capacity. However al
interviewees indicated that more statutory authority would make the Council stronger
and would enable them to speed up certain issues and would thus reduce the
‘personality based characteristic of the Council members. An aternative view
expressed was that professionalising the Council yet further could turn it into a
paralel regulator. Another interviewee highlighted that CCWater has a huge influence
on the price-setting process and that its power to negotiate and persuade (based on

evidence) isits strongest feature.

Contrary to popular belief, the majority of the interviewees hinted that consumers
should not be represented directly on the committee, since the issues are too complex
for the lay person and would result in a slower and less effective process. Experience
has shown that consumers are generally not interested in other issues apart from their
own, and thus it would limit the Council to deal with a variety of issues. It is
important to be able to balance the issues and address it accordingly and the issue of
representation (and feedback) of such a person might complicate the process. A
complementary viewpoint is that CCWater should see itself as the equivalent of an
ongoing ‘deliberative focus group’, very much being made up of consumers but
consumers who have been ‘educated’ into some of the realities of delivering water
and sanitation services, and who can therefore give a more helpful viewpoint on

behalf of all consumers.

Overal, al interviewees rated the presence of a consumer representation body within
the regulatory process as invaluable in terms of improved transparency and ensuring
that consumers receive the services they pay for. The quality of interaction with other
institutions during the process is described as good, but also highly dependent on the
personalities of the representatives involved. One interviewee felt that CCWater is the
link between the regulator and companies and the consumers and therefore such a
body is needed to keep the connection and interaction. In addition the interviewee
mentioned that companies have indicated that they work better with the CCWater than
with the regulator.
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4.5.4 Consumers perception about regulatory process

Information about CCWater and Ofwat is printed on the back of the bills, however
only 12% of the interviewees knew about these services and what their activities
entaill. The rest of the interviewees did not know about it and did not show any
interest as long as they receive the services they pay for; they had no reasons knowing
about these ingtitutions. Furthermore, none of the interviewees needed to make any
complaints (even though they indicated that they do not understand their water bill) to
the water company in the past three years.

Similar to the sentiments of the consumer representation interviewees, the consumer
interviewees (except for one) indicated their non-interest in participating in the price-
setting process, though they took comfort in the fact that there is alevel of consumer

representation.
4.6 Zambian case study: Institutions, Roles and Relationships

The Zambian reform process followed a similar pattern to that of England and Wales
and therefore segregation of functions, water policy, provision and regulation were
also key during their reform process (NWASCO, 2004b: 11). The Water Policy of
1994 guided the reform process (particularly the seven sector principles) and resulted
in the promulgation of the Water Supply and Sanitation Act in 1997 (GTZ, 2008: 10).
The seven sector principles are as follows (NWASCO, 2004c: 4):

= “Separation of WRM from WSS

= Separation of regulatory and executive functions within the water supply and

sanitation sector
= Devolution of authority to LAs and private enterprises
= Full cost recovery in the long run
= Human resource development leading to more effective institutions
= Technologies appropriate to local conditions
» Increased funding by Government of Republic of Zambia (GRZ)”

This legal framework in Zambia makes provision for commercialization as well as
private sector participation in the water sector (NWASCO, 2004b: 10) to increase
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efficiency (NWASCO, 2004b: 4) under the auspices of the Ministry of Local
Government and Housing which deals with water supply and sanitation services
(GTZ, 2008: 10).

An independent economic regulator, the National Water Supply and Sanitation
Council (NWASCO) was established and started operations in 2000 (GTZ, 2008: 10;
NWASCO, 2004c: iii), regulating the commercial utilities, private utilities and local
authorities, with economic and quality regulation functions with a strong emphasis on
tariff adjustment reviews and performance monitoring for service provision
sustainability (NWASCO, 2004b: 5). The Zambian regulator has built a successful
reputation of managing with limited resources and investment in infrastructure,
amongst the developing countries as well as the world (Rouse, 2007: 30-31).
Similarly it is noted that “commercialisation and regulation hel ped to stop the decades
long degradation of WSS and improved service provision in most towns’ (NWASCO
and DTF, 2005: 3).

In order to separate policy and regulatory functions, NWASCO reports to parliament
through the Ministry of Local Government and Housing (MLGH) which is directly
responsible for water supply and sanitation services. The Ministry also appoints the
board members of NWASCO after an institutional nomination process (D'Sousa and
Barmeier, 2006: 2). Initialy NWASCO reported to Parliament through Ministry of
Energy and Water Development (MEWD), however based on several oppositions, this
was changed to MLGH. The mgjor conflict was due to the fact that MEWD dealt with
water resources, while MLGH was directly responsible for water supply and therefore
it was deemed most appropriate to have the regulator reporting through the latter

ministry (Government interviewees, 2008).
4.7 Providing water and sanitation services

The resultant effect of the sector reform was that the majority of Loca authorities
were transformed into water companies (commercial utilities (CUs)), which are
contributing to provision of services for 92% of the population, while the remaining
local authorities serve 7% and private contributors 1% of the population (NWASCO,
2008: 2). Hence this trandates into “33 licensed service providers comprising of 10
CUs, 13 loca authorities and 6 privately run schemes’ (GTZ, 2008: 10) covering
68.6% of the urban population’s water supply (NWASCO, 2008: 2). The average
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hours of water supply by CUs are reported to be 15 hours in 2007/2008 period, while
LAs provide average water supply for 7 hours with only one town (Mambwe)
reaching 24 hour water supply services (NWASCO, 2008: 39-50). The private
contributors only provide water to their employees and an average water supply
service of 20 hours are noted (NWASCO, 2008: 50-51). The magority of the
commercialised utilities are dependent on external investment, however there are
some that are solely dependent on revenue from their water sales (NWASCO, 2004b:
4).

For the purposes of this study only two CUs, Lusaka Water and Sewerage Company
and Kafubu Water and Sewerage Company, were researched to understand the
financial performance, especialy in terms of cost allocation and hence the tariff

determination process, within aregulatory framework.
4.7.1 Lusaka Water and Sewerage Company

Lusaka Water and Sewerage Company Limited (LWSC) was established from the
Water and Sewerage Department of Lusaka City Council (LCC) as one of the first
Commercialised Utilities (1988) (LWSC, 2008: i) in Zambia. The company is
registered as a “private-limited-liability, but operates as a parastatal with LCC as the
sole shareholder” guided by a board of directors from both the public and private
sector (LWSC, 2008: 1-3).

The main sources of water supply to Lusaka come from the Kafue River (43%) in
conjunction with boreholes (57%) in the city (LWSC, 2008: 2). LWSC operates in
Lusaka, where 65% of the 2.5 million people live in peri-urban areas. By the end of
2007, the company recorded 51 619 tap connections, and only 13% of the serviced
area has a sewer network (LWSC, 2008: 1, 9). Approximately 49% of Lusaka is
metered.

The company reportedly inherited many problems after transition, which limited them
from meeting their demand. Their biggest challenges were dealing with old,
dilapidated infrastructure coupled with lack of investment, leading to high
unaccounted for water rates. Revenue collection and low tariffs equally adds to the
challenges. Despite these challenges, official reports indicate the company’s mission
as providing “quality water and sanitation services to customers in Lusaka province at

commercialy and environmentally sustainable levels’ (LWSC, 2008: iii).
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A dlight increase can be observed in the company’s operational performance based on
the performance indicators (Table 4-4) over period 2002-2007.

Table 4-4 M ajor Performanceindicatorsof LWSC over a period of 6 years.

Performance indicator/year 2002 2003 2004 2005 2006 2007
Water Production capacity (‘000m*/day) 210 194 199 212 218 230
Service coverage water (% pop) 79 79 80 80 80 8l
Service coverage sewerage (% pop) 12 12 12 12 12 13
No of customers 34,930 36,263 41,145 45972 47,705 51,500
Staff/1000 connections 14 14 13 12 11 11
Metering ratio (%) 41 40 38 36 44 48
Non Revenue Water (NRW) % 57 58 56 55 51 51
Collection Ratio (%) 72 74 82 79 82 91

Source: (LWSC, 2008: 7)

Official reports (LWSC, 2008: 7) confirms the interviewees view points that low
tariffs and high operating costs are the major contributing factors towards the poor
financial state (Table 4-5) of LWSC. As a result, the company’s liquidity status is
very poor, such that the current assets are not sufficient to cover the current liabilities,
and therefore the need to manage their liabilities as well as non revenue water (rated
as high average of 55%) is inevitable. Senior LWSC officials interviewed predicted
that the current African Development Bank and World Bank loans will drastically
improve the capital structure situation (increasing the gearing ratio) of the company.
However, official reports show that this would still need to supplemented with
approximately US$80 million (PPP US$ 80 million) for the company to meet their
demand (LWSC, 2008: 9).
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Table 4-5 Financial indicators of LWSC for period 2003-2007

I ndicator 2003 2004 2005 2006 2007
Profitability
Return on capital employed (ROCE) [%)] 1 -4 -5 -6 -1
Asset turnover ratio 031 0.38 0.43 0.64 0.68
Profit margin 5 -10 -12 -10 -2
Liquidity
Current ratio 0.92 111 181 131 1.65
Quick ratio 0.79 0.98 152 113 147
Capital structure
Debt-Equity ratio 9.87 29.19 -11.73 -804 -11.46
Debt-Asset ratio 0.82 0.87 0.77 0.76 0.74
Capital gearing [%0] 91 97 109 113 110
Efficiency
Collection period (debtor days) 125 125 398 345 248
Accounts receivable turnover 29 29 0.9 11 15
Creditor days 189 106 99 118 166
Stock days 28 24 92 58 128
Inventory turnover 13 14.8 3.9 6.3 2.8
Av. Tariff/m® billed [PPP USH| 1,031 1,127 1,290 1,727 2,029
[0.49] [0.47] [048] [0.61] [0.66]
Av. Costs/m® billed [PPP US3] 1,364 1,680 1454 1,903 2,119
[0.65] [0.70] [0.55] [0.67] [0.70]
Operating and admin costs as a % of hilling 129 143 113 110 104
gﬁqati ng and admin costs coverage by 77 70 89 91 96
illing

Source: (LWSC, 2008: 30)

Based on the financial indicators and interview results, the company is not recovering
costs, and is thus financially not recovering its cost of capital. The interviewees
attributed this aspect to old and deteriorated infrastructure, hence the need for capital
investment. Therefore not only are the tariffs not cost reflective (comparing average
tariff and costs), but also debt collection periods are worsening over time, not
reflecting any progress in that respect. Overall, the interviewees stated that electricity
and human resources contribute to major operational costs of the company. The
planned company strategies, hence reportedly include focus on customers, reliable
water (for example improve from 17 hours to 24 hours per day supply) and sanitation

service provision (including to peri-urban areas), in an effort to increase bill
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collection, based on the assumption that increase quality of service, encourages bill

payment.

In terms of information and financial transparency, the researcher could not obtain
annual reports only business plans from the company. The business plans were very
detailed and the financial ratios of company performance were highlighted very well,
to the extent that the tariffs against costs billed were calculated. The business plans
also included detailed investment plans.

Official reports (NWASCO, 2008) indicate the average LWSC tariffs for domestic
metered consumers at ZMK 6, 000 (PPP US$ 1.82) for 6 m*; ZMK 34, 800 (PPP US$
10.57) for 30 m*; ZMK 79, 800 (PPP US$ 24.24) for 60m°. However, LSWC officiads
stated that they operate on a 5 tariff block system. LSWC interviewees further
reported a 60% and 80% recovery rate from the domestic sector and commercial
sector respectively. Approximately 30% of debt owed by government institutions (eg
hospitals, schools, defence and air force) is not recovered and these are the most
problematic group of clients. Disconnections of services serve as a penalty of non-
payment, however this measure does not work well in domestic areas, since people
obtain water from neighbours and thus there is no means of control over non-payment
in this regard. LSWC representatives also mentioned that they have a scheme in place
for those in arrears of their payments, but in general they do not have ‘specid’ tariffs
for ‘vulnerable’ customers. They unanimously agreed that it is government’s role to
establish social schemes of those people that cannot afford basic services. LSWC
reportedly allow free water services, for ‘special’ cases such as funerals for example,

as part of their socia responsibility.

Furthermore, 30% and 40% of the LWSC water bill for domestic and commercial
industry respectively is charged for sewerage, while 30% of peri-urban areas are
equipped with VIP toilets (Utility interviewees, 2008). LWSC interviewees stated that
they operate on a 30 day collection period with magor consumers, and do consider

willingness to pay of their consumers during their consultation meetings.
4.7.2 Kafubu Water and Sewerage Company

Kafubu Water and Sewerage Company (KWSC) is aresult of ajoint venture amongst
three LAs (Ndola, Luanshya and Masaiti), covering 600 000 population combined
with 48 000 connections. KWSC operates in the Copperbelt Province and thus mainly
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provides water to mining towns (KWSC Interviewee, 2008), hence the reason for this
research to also include this company as part of the study. The company service area
is comprised of both metered and non-metered areas, of which the average hours of
supply is 18 (Figure 4-11). The population of Lusaka and the Copperbelt area makes
up 64% of the Zambian population (NWASCO, 2008: 32).
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Figure 4-11 Maps of Ndola town, illustrating the type of water services available and the respective metering ratios within Kafubu Water and Sewerage

company’s service areas. Source: Kafubu Water Sewer age Company
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Figure 4-12: Maps of Ndola town, illustrating the hours of water supply per day within Kafubu Water and Sewerage company’s service areas
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There is a noticeable trend between hours of supply and metered household areas.
Those with 21-24 hours of service are metered, while non-metered households
(including peri-urban areas) receive between 15 and 18 hours of service. 15 % of the

town is metered according to interviewees.

The domestic tariff structure (Table 4-6), (for those with individua house
connections) adopted in Zambia is the rising block tariff, with three blocks, making
provision for the first 6m* a the social rate. Post-pay bills are received monthly,

including once-off connection fees and standing fees (Utility interviewees, 2008).
Table 4-6 Tariffs (2008) for metered domestic sector in Ndola, with approved per centage changes

in tariffsover athreeyear period

Domestic Tariffs Approved % change
metered (m°)
Current Current (PPPUS$,  2008/09 2009/10 2010/11
(ZMK) 3,292.12, 2008)
0-6 1,100 0.33 20 15 10
7-15 1, 200 0.36 20 15 10
>15 1, 600 0.50 20 15 10
Sewerage % 40 40 40 40 40

Source: (Zulu et a. 2008)

Non-metered household tariffs are classified according to high costs; medium costs;
low costs, stand taps and communal taps (Table 4-7) and pay flat rates. There are dso
flat rates for non-domestic, commercial/governmental institutions and industries (Zulu

et a. 2008).
Table 4-7 Current (2008) and approved tariff adjustmentsfor the non-metered domestic sector in

Ndola over period of 3years

Domestic Tariffs Approved % changes
Current Current (PPP US$, 2008/09 2009/10 2010/11
(ZMK) 3,292.12, 2008)

High Costs 74,060 22,50 20 15 10

M edium costs 38, 800 11.80 20 15 10

L ow costs 14, 324 4.35 20 15 10

Stand taps 7,500 2.30 20 15 10

Communal taps 5,000 1.50 20 15 10

Sewerage % 40 40 40 0 0

Source: (Zulu et a. 2008)
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Water kiosk systems are developed for low income users that cannot afford to have
house connections. The kiosk systems operate on flat rate systems, which are equal or
lower than the social block tariff for a certain volume of water. The non-domestic
industry operates on a single block tariff system, charged at full cost recovery rates.
However thereis alimit which they are charged, to maintain the incentive of using the
services of the provider, otherwise the incentive for drilling the borehole becomes
cheaper and thus the provider forfeits an income generating opportunity. The tariffs
for sewerage connections are calculated as a percentage of the water consumed
(KWSC interviewee, 2008).

No financial data (annual reports) could be obtained from KWSC during the research
and the research relied on interviewee information. It transpired from interviews that
one of the reasons why KWSC was making a loss during the period 2002-2005, was
primarily because of ‘excess’ personnel that they had to retain as part of an agreement
with government. At inception of the company in 1998, it inherited 118 staff from
Ndola City Council which they did not need, and for whom government promised to
pay retrenchment packages, however the payment of ZMK 2.1 billion (PPP US$ 74
million) was only received in 2006. The other reasons included non payment of major
clients, including government institutions. Furthermore, it is noted that during 2007,
donations from donors to water and sewerage companies ranged from ZMK 673
million (PPP US$ 0.22 million) to ZMK 1 billion (PPP US$ 3.2 million) (KWSC
officials, 2008).

KWSC reportedly recovers 65% of their debts, with the biggest challenge being
recovering debt from government institutions which constitute for about 15% of their
client base. Two of the interviewees from KWSC, indicated that there is a lot of

political interference with regard to payment of government water bills.

KWSC representatives (30%) mentioned that the company has a high customer focus
and thus puts a lot of effort into awareness raising campaigns, especially with regard
to water conservation measures, payment of water services, sanitation/health
awareness and measures against vandalism of meters. The company works well with
other stakeholders especially WWGs and RDCs as well as the Local Authorities.
Relevant information is reportedly included on the back of the bill to reach metered

consumers.
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4.8 Affordability of Water and Sanitation Services

Official statistics indicate that 53% of Zambian urban population is without access to
clean drinking water and 56% without access to adequate sanitation facilities
(D'Sousa and Barmeier, 2006: 1). Furthermore the newly established (in late 2000s)
commercial utilities struggle to extend their services to low cost urban areas (where
over 60% of the urban population resides), largely due to financial limitations and the
poor condition of the existing network (NWASCO, 2004a: 171). In response to this
challenge, NWASCO developed a Devolution Trust Fund (DTF) (through externa
support from the Danish and German Governments) to support providersin extension
of services, specifically to the urban poor (NWASCO, 2004b: 11). However, the fund
IS separately managed from the regulator “to avoid conflict of interest” (DTF officer,
2008). The funds from the Trust are reportedly used to establish Kiosk systems in
peri-urban areas, which are managed by the CUs to provide good quality to water
services to the urban poor, and is therefore known in official reports as “the pro-poor
fund”, covering 47% of facilities (low cost technologies) in urban poor areas (GTZ,
2008: 10). The DTF not only provides technical infrastructural design guidelines, but
also management guides for these kiosks, which ensures that national standards are
adhered to and thus quality of water is assured (NWASCO interviewee, 2008). The
basket financing comprises of various donors such as KfW, Danida, the EU and
support from the Zambia government. Similar to the regulator, DTF is operated by
limited number of staff (4) governed by a management committee ‘board” (NWASCO

interviewee, 2008).

The sources of water for per-urban users varies (Table 4-8), depending mostly on
availability and distance of travel to collect water. Kiosks are reported to be the maor
source of water. Kiosks are compared to local shops within informal areas, where
basic goods are sold, including water in 20 litre drums for afix amount of ZMK 5 000
(PPP US$ 1.50). The most prevalent problems experienced by kiosk users range from
non availability of water, frequent water interruptions to long distances to travel to
collect water. Most low-income users interviewed linked the water interruptions to
electricity cuts. The middle and high-income users interviewed indicated a preference
to drilling their own boreholes and having storage tanks due poor service from
companies and delays in repairs of pipe networks.
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Table 4-8 indicates various sour ces of water, payment and related problems experienced by peri-

urban consumersin Zambia

Source of water Payment for Payment for Major problems
services(ZmK) services (PPP US$)

Peri-urban Users

Kiosk 5000 per 20 litre 152 Frequent interruptions,
long distances to walk

Standpost/shared tap 5 000 per 20 litre 152 Frequent interruptions/
no water available at
intervals

School taps (within school | free Long distance to walk

premises)

Shallow wells free Poor water quality

Low-Income Users

(monthly bill) 200, 000- 400, 000  61-122 Frequent interruptions/

In-house taps no water available.
Sometimes buy water
from kiosks

Middle-Income Users

(monthly bill)

In-house taps 400, 000 - 600,000 122-182 Frequent interruptions/

no water available at
intervals, but some have
storage tanks at house

High-Income Users

(monthly bill)

In-house taps 600, 000- 900, 000  182-273 Frequent interruptions/
no water available at
intervals but some have
storage tanks at house

Own boreholes (once-off 40, 500 000 12, 302 Mostly maintenance-

payment, including related and electricity

installation) with average interruptions

of two 10 KL storage

tanks

Source: Interviewsin Lusaka, 3-12 November 2008. * average between LWSC and KWSC.

The interviewees (37%) indicated that when water is not available, they make use of
the shallow wells, while others (16% from Ndola town) permanently use shallow
wells since the closest kiosk is about an hour walk away. The interviewees in Lusaka
also mentioned that school taps are aternative water sources and is free to access. One
interviewee mentioned that “if not for the distance to collect water from schools, all
people would collect it from there”. The standpost/ shared taps are manned by ‘tap
keepers', who are selected during workshops held by the Utility companies, and they

operate on tap opening hours similar to kiosk opening hours (6am-11am and 2pm-
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6pm). These ‘tap keepers are paid 40% commission on water sales per day by the

service provider.

Photograph 4: Water sources (Kiosk (Ieft) and shared water pump (right) in Ndola and Lusaka
respectively. Source: Author, Zambia. 2008

In addition to kiosks, which are company operated, the urban poor also buy water
from Water Trusts, which are informal water service providers. The Water Trusts
resulted from capacity building oriented projects (including construction of water
supply infrastructure) implemented by CARE International (NGO). These projects
work closely with Resident Development Committees (RDCs), which are community
members elected to manage the water system within a given area, as part of the lowest
level of governance structure of Local Authorities. (CARE interviewee, 2008).
Literature (Kayaga and Kadimba-Mwanamwambwa, 2006: 158) further indicates that
Water Trusts are community managed water suppliers, who primarily supply water
through public standpipes as well as individual household connections. Although the
Trusts seemed to have higher service quality provision, consumer satisfaction and
charging rates compared to services by LWSC, through the Kiosks, the study results
showed that it is not sustainable over the long-term (Kayaga and Kadimba-
Mwanamwambwa, 2006: 160), therefore utility companies should strive to improve

services to all consumers.
4.8.1 Perception of service providerson service levels

According to the providers (both from LSWC and KWSC) interviewed, metering is
one of the best conservation techniques. They stated that their biggest challengeis to
deal with the “water is abundant” attitude of the consumers and therefore their
companies are placing huge emphasis on installing meters as much as possible. Lack
of investment was mentioned by 70% of the interviewed providers as the major

137



Chapter 4: Water pricing processes in England and Zambia

hampering factor for infrastructura development (including installing meters) and
maintenance and hence attributed to the reason for overal poor service provision.
Sector investment is reportedly administered through government basket funding,
which is based on national priorities (which at the moment seems to be rural water
development), hence the companies has to wait until for government investment

otherwise their “hands aretied.”

Considering the non-payment history for water and sanitation services in Zambia,
Utility interviewees (30%) mentioned that the companies faced many difficulties in
introducing their tariffs. As a result, increments in tariffs were introduced in phases
and hence cost recovering is a long-term goal. In essence the companies follow the
NWASCO quidelines for reporting and accounting for their services, as well as

planning for the future.

The LWSC interviewees consider their block tariff system equivaent to a cross-
subsidy systems (first block serves as socia tariff) and thus felt that it worked well.
Similarly, the Kiosk systems were described as a success, especiadly in terms of

revenue collection, since it operates on a “pay-as-you-go” principle.

Half of KWSC interviewees admitted that they are not effectively recovering costs
due to poor services rendered. Erratic water supply (mainly due to old infrastructure
and irregular electricity supply), no water availability, poor water quality, billing and
late handling of complaints are reportedly the most frequent complaints received from
KWSC consumers.

4.8.2 Perception of consumerson service levels

Most (79%) interviewees mentioned that water service payments are cheap to
reasonable and they all had no problems with paying for water services. All
interviewees from the peri-urban areas indicated that there are no toilet facilities
provided and that they make use of own secluded facilities, which they mentioned are

unhygienic and unsafe.
4.9 Price-setting process and regulatory tools

The priority role of the regulator, NWASCO, is to ensure that consumers are protected
against unfair charges and costs of services provision is covered to guarantee
sustainability. Affordability, especially for the “very poor”, is a mgor focus for the
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regulator (NWASCO interviewee, 2008). NWASCO sets out guidelines for tariff
determination in accordance with the Water Supply and Sanitation Act, No. 28 of
1997, based on the following principles (NWASCO, 2004a: 38-40):

= “Sufficient revenues for the service providers
= Equitable and fair distribution of water

= Efficiency incentives for providers

= Conservation of treated water

= Protection of the environment”

The regulator promotes implementation of the full cost recovery principle, which is at
the heart of all the principles. This implies that all operation, maintenance and
investment costs are recovered, to ensure sustainability (and financia independence),
and access to essential quality services through extension of infrastructure to al areas
(NWASCO interviewee, 2008). However, official reports (NWASCO, 2004a: 39)
indicates that minimum basic water provision is required a approximately 6m°
through a “social price”’, after which the full economic price can be charged through
the increasing block tariff system. This system not only allows for financing of
“subsidised prices for basic consumption”, but also makes provision for water
conservation measures. The regulator reportedly urges service providers to become
more efficient in service delivery through making use of “efficiency incentives’ to
reduce costs (primarily personnel, energy and reducing unaccounted for water) and
ultimately decreasing prices for service delivery (NWASCO interviewee, 2008). In
this regard, more emphasisis placed on metering and proper billing systems, to enable
consumers to ‘regulate’ their water use in accordance to their affordability levels.
Official reports indicate additional incentive tools used by the regulator such as the
performance oriented incentive scheme (POIS) focusing on performance of human
resources and creating appropriate incentives to ensure staff motivation and
effectiveness (D'Sousa and Barmeier, 2006: 2).

Many of the utilities are reportedly not recovering their costs due to severa reasons,
including under-pricing, and this prompted the regulator to adopt the “cost plus
regulation” approach. The NWASCO interviewee described the approach as a two-

step approach, which first ensures that utilities operation and maintenance costs and
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eventually “capital replacement” costs are recovered and then it focuses on
“incentives for performance improvements’. This enables the regulator to classify
two types of commercial utilities, those that are below 100% O&M cost recovery rate
and those between 100%-150% O&M cost recovery rate. The approach is
implemented taking the consumers ability to pay for services into consideration.
Hence the types of tariff structure developed by utilities depend on the type of
consumer groups. In this regard, official reports indicate (NWASCO, 2004a: 42) that
the maority of domestic consumers in Zambia make use of individual house
connections and water kiosks/public taps. The other consumer groups are comprised
of non-domestic consumers such as industrial, commercial and administration
(including government ingtitutions). However, it is expected that these groups will
decrease with the introduction of meters, which is believed to make the tariff system
simpler (NWASCO interviewees, 2008).

A similar tariff adjustment process as in England is followed in Zambia, starting with
utilities submitting annual company statements, followed by tariff adjustment
proposals (in consultation with all stakeholders) and business plans and ending with
medium strategic plans (5-6 years) to NWASCO (NWACSO interviewee, 2008). See
Appendix F for detailed steps of the tariff adjustment process. The NWASCO official
further explained that as part of the process companies are required to assess their
performance indicators against minimum service level agreements (MSLA). Tariff
adjustment analysis (Figure 4-13) is done through applying a point system to
projected O&M costs of companies. This aso takes into consideration the
performance anaysis (also point system), which will result in an average tariff,
considering the quantity of consumers billed. This average tariff is further used to

allocate the various tariff categories, specific to company conditions.
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Figure 4-13 Tariff Analysisprocessin Zambia. Source: (NWASCO, 2004a: 52)

The tariff adjustment procedures form the major part of the regulatory tools (Figure
4-14), used by the regulator. In addition, the NWASCO Information System (NIS) is
reportedly the heart of the system.
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Figure 4-14 Regulatory tools used by NWASCO. Source: (Klawitter and Lang, 2008: 3)

These tools are described in the literature (D'Sousa and Barmeier, 2006: 3) as
enhancing transparency and predictability of the work of the regulator, especially
during the tariff adjustment process. The comparative competition tool is indirectly
used as an efficiency incentive as well as creating competition through benchmarking
service providers against certain performance indicators (D'Sousa and Barmeier,
2006: 4). The annua comparative sector reports (NWASCO, 2004a: 54) indicate that
vast improvements are taking place in terms of the “technical performance” of the
service providers, while the financial performance remains a huge challenge, given
that many companies are still struggling to reach operational costs recovery levels.
The performance indicators are strongly focused on the services levels and cost
recovery of the providers based on atraffic light system (Figure 4-15) with red, amber
and green indications compared to benchmark achievements (NWASCO, 2004b: 6).
The performance of companies are measured against the following indicators
(NWASCO, 2004a: 54) which are also used for benchmarking purposes:

= Metering ratio

=  Water quality

= Service hours

= Specific efforts and initiatives to improve efficiency, service or access

=  Unaccounted for water
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= Collection efficiency

Overall, LWSC and KWSC are ranked 6" and 4™ respectively out of a total of 10,
based on the benchmarking assessment tool used by NWASCO. KWSC is showing
vast improvements in 2008 from being ranked 8" in 2005, failing to meet the criteria
for unaccounted for water (UFW) and metering ratio, while LWSC does not meet
UFW, water service and sanitation coverage as well as staff per 1,000 connections
ratios. Cost recovery remains a challenge for CUs, and it is primarily due to poor (old)
infrastructure (poor maintenance) and lack of commercia orientation (considering the
background of CUs) (NWASCO, 2008: 12).
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Figure 4-15 indicates the overall performance of CUs against key performance indicators.
Source: (NWASCO, 2008: 5)

Regulation with an incentive scheme is only recently (September 2008) introduced
and will focus on the internal performance of CUs. CUs are expected to develop
incentive frameworks in consultation with NWASCO, which would facilitate efficient
quality and service provision (especially to the urban poor) (NWASCO and CU
officials interviewed, 2008). NWASCO, reportedly also acts as mediator between
debtors and providers, to encourage punctual payment of debt to contribute to cost
recovery and financial sustainability of providers. In return for services rendered and
to keep water sector sustainable, NWASCO is financed by utility levies of 2%, which
contributes to an 85% cost recovery rate for the regul ator.
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NWASCO also forms part of the sectora committee of the African Forum for Utility
Regulators (AFUR), which serves as regional platform to share and learn best
practices across the continent. According to one interviewee, the idea of regulator for
water sector is ‘fairly new’ and with increasing awareness, the demand for sharing
information is developing and spreading fast across the region. Furthermore, the
regulator has good support from donor community, especialy GTZ, which aso forms

part of the Board as well as offering advisory services accordingly.

Access to up-to-date information about sector performance and development is made
available on the internet including NWASCO annua reports, indicating their financia
status. However, the financial data were understandably not as detailed as the England

regul ator.
4.10 Consumer representation process

The activities of the regulator include a high degree of stakeholder involvement,
which is evident through the board representation (including government institutions,
private sector and other agencies) as well as direct links to local community
representatives through the Water Watch Groups (WWG). This group was established
by NWASCO, consisting of voluntary community members, to act as an information
link to consumers (focus on urban poor), which are believed to enhance the regulatory
process in conjunction with NWASCO (WWG member interviewed, 2008). Based on
an interview with the WWG member in Lusaka, the process of establishment
(pioneered in 2002, by NWASCO) was not as smooth as illustrated in reports and
other information. The process was described as lengthy (2 years) and difficult to
convince providers of the benefits of a consumer representative body. The WWGs are
primarily established to facilitate consumer complaints process between consumers
and service providers. It is reported that consumers are actively involved in the tariff
adjustment process, through compulsory consultative meetings held by providers prior
to tariff adjustment proposals (WWG member interviewed, 2008).

Community governance structures (Figure 4-16) are two-fold and comprise of WWG
members who are linked to CUs and Ward Development Committees, which are
linked to local authorities. According to the WWG member interviewed there is a
good working relationship between the two committees and active sharing of
information is taking place.
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Figure 4-16 Shows peri-urban community governance structures and their interactions with
other institutions. Source: Author’s synthesis of interviewsin Lusaka, 3-12 November 2008

The services of Water Trusts are not regulated by NWASCO and therefore (opinion of
an interviewee) face several challenges with regards to tariff determination, especialy
regarding individual connections. Water Trusts are currently operating in 6
settlements in Lusaka namely Kanyama, Chipata, Chibolya, Chaisa, Chazanga and
Garden, with Care International (NGO) playing a crucia facilitation role in their
establishment process.

Lusaka WWG is comprised of 13 members dispersed across 33 wards (locations). The

major role as described by the interviewee includes:

= Advocate the rights of people to the utilities (vice versa),
= Actasalink between customers, utilities and regulator,

= Dea with customer complaints and ensure that is dealt with in accordance
with NWASCO guidelines (Figure 4-17).

The group primarily deals with peri-urban consumers who are making use of water
kiosks (pay as you go); stand posts/shared taps and other alternative sources to collect
their water. The other domestic consumers deals directly with the service providers
based on bills received (post monthly payments). The interviewed WWG
representative explained that in 2006, the other regulators (telecommunication and
energy), joined NWASCO's initiative and the concept of WWGs were expanded to
form Consumer Watch Groups (CWGs), which were to focus on all three sector issues

and not only water. The regulators jointly sponsored an office for the use of CWGs
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and are also sharing the administrative and logistical costs incurred by members. The
interviewed WWG member indicated that this was a good initiative; because it would
further legitimise their existence as well as enable consumers to know where to table
their complaints (because previously people had to wait until the members get to their
area or go to the members houses). The Group activities are guided by various annua
area specific plans (budgeted) and schedules subjected to approva by regulators

(Interviewee, November 2008, Zambia).
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Figure 4-17 illustrate consumer complaints procedure followed by WWGs. Source: (NWASCO,
2007: 6)

There are severa interactions between WWGs and service providers after a complaint
has been launched. Only after a certain time period of disagreements with regard to
complaints handling is the complaint forwarded to the regulator, who will then take
the necessary steps to address the issue. The interviewed WWG member indicated
that once a complaint reaches the regulator, the issue is solved; due to high efficiency
level of the regulator (in this case specific reference was made to the director of
NWASCO). Officia statistics (NWASCO, 2008: 26) indicate that in 2008, 69,328
complaints were received of which 71% were successfully handled. The rest of the

complaints are investment related and thus will take longer to address.
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4.10.1 Perception of Regulator on regulatory process

The interviewees from the regulator’s office indicated that the regulatory process is
implemented based on the guidelines and the legal framework in place. The Act
stipulates their working arrangements and operations. The interviewees further
mentioned that the following ‘independence’ criteria are very clear (in the Act) hence

the perceived success of the regulatory process:
= Decision-making power
» Financia independence
» Recruitment of personnel

During the start up phase of the regulator, financial sustainability was not clear since
they depended heavily on donor funding and government input. However, since 2006,
they are financially independent and operate from the 2% CU levies. One interviewee
mentioned that though Government appoints two Board representatives, the
operations of the regulator are not affected or politically influenced (as the perception
of others might be). The biggest challenge the regulator faces is reportedly to avoid
regulatory capture and therefore one of the NWASCO interviewees felt that having a
governing Board neutralises the situation. Overall, al interviewees agreed that the
regulatory process requires a high degree of objectivity. In this regard, reference was
made to the recent price hikes during an election year, which is asign of the degree of
independence the regulator has and therefore proves that the price-setting process is
relatively detached from politicians. The interviewee further elaborated that the
presence of a regulator in the sector ensures that people do not relate the tariff
adjustment process to the political situation, which places emphasis/importance on the
transparency principles of the regulator. In addition, one of the benefits of having a
regulator “is having the comforting idea that prices are reviewed through an
acceptable and creditable (respectable) system that both people and companies can
trust”; other benefits include ensuring all interests are met and being accountable

(justifying) for the process.

The guidelines are constantly reviewed in consultation with the relevant stakeholders
to ensure that they understand the process and the purpose of the information. In this
sense the regulator tries to share as much information as possible in their attempt at
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being transparent (NWASCO interviewee, 2008). Furthermore, the regulator has the
challenge of setting quality standards and performance indicators given the poor state
of CU infrastructure in Zambia, hence the emphasis placed on the tariff adjustment
regulatory tool so as to ensure that operating and maintenance costs are recovered to
reinvest in the infrastructure and improve services (including to peri-urban areas). In
this regard, the regulator is trying to encourage meter installation as much as possible
to encourage not only payment for services, but also conservation measures and
effective measurement of non-revenue water. The NWASCO interviewees agreed that
the biggest challenges of CUs are investment funding-related and therefore are highly
dependent on external grants and loans. These are currently mobilised by government
through a system of priority criteria as part of the National Urban Water and
Sanitation Programme (NUWSSP). Another NWASCO interviewee mentioned that
another challenge for CUs is their ineffective governing structures (boards), because
the interviewee believes that Board members of CUs lack a sense of commercial
(business) orientation, and this filters down to management of the companies. Hence
the regulator is placing a stronger emphasis on the corporate governance regulatory

tool and capacity building for CUs.

The personnel of the regulator is reportedly ‘thin on the ground’ and therefore they
have to be very effective to deliver the best services, however it aso limits them in
certain operations, especially company specific inspections. These are only done once
ayear and in some cases they solicit part-time inspectors comprising of professionals

working in the water sector to assist in the exercise.

One of the NWASCO interviewees mentioned that so far the regulator is struggling to
keep up to pace with the sanitation demands, and they are encouraging CUs to
prioritise these as much as water supply. Sustainable options are encouraged to form
part of the business plans of CUs in line with the broader objective of achieving
governments Vision 2030 plans. The regulator takes issues of affordability very
serioudly, according to interviewees, and therefore the tariff setting process includes
CUs to determine the affordability levels in consultation with consumers before
setting tariffs. The interviewees indicated that there is a good working relationship
with other regulators and there are numerous opportunities to share information and

devel op solutions to problems.
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4.10.2 Perception of Government officials on the regulatory process

The water reform process was described by interviewed government officials as “not
easy’. They pointed out the importance of the history behind access to water in
Zambia, which was free and gradually changed to being an economic good. This had
vast financial and socia implications, both for consumers and providers; therefore the
need for a regulator was highlighted and was subsequently introduced. The hardest
aspect of the reform process, according to one government interviewee, was changing
the mentality of people, and it took alot of effort from the MLGH to sensitise people
with regard to transforming LAs into CUs. Traditional and cultural aspects also had a
strong influence on planning and development of the water sector during that phase.
Furthermore, the CUs were challenged to consider the income structure of the
consumers while looking at their ability (financial and human) to deliver water and

sanitation services based on the demand.

The reform processes of Zambia and Uganda reportedly coincided and therefore the
two countries learnt a lot from each other during the process. In this regard, much
improvement is noticeable in the water sector till date (November 2008). The major
driver for change was to achieve effectiveness hence the establishment of CUs and the
regulator. Initially the CUs had difficulties in accepting to pay (levies) to maintain the
regulator, however it is believed (by interviewee) that they can now appreciate the
work of the regulator and thus see value for their money.

Two of the interviewees felt strongly that privatising water utilities can work only if
relevant investment plans and funding are available to implement the required
activities, otherwise investment funds has to be sourced from donors or government.
Overdl they mentioned that the Zambian water sector is benefiting a lot from the
donor community, for example through DTF, and that the presence of a regulator
makes it easier (gives them confidence) for support from the international community.
The donor funds are channelled through MLGH as a ‘basket fund’ to companies
where it is needed (based on accepted proposals). This system was introduced to
coordinate the funds specificaly for the water sector and consequently the
government applies for grants and loans on behalf of companies, indicating
commitment from government (usually required to add certain percentage of funds or
pay back if funds are not utilised), thus encouraging further donations. In essence
these funds are earmarked for CUs to extend their services to areas such as the peri-
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urban. Various elements are taken into consideration during the funding alocation
process, for example, the state of infrastructure, geography of service area, as well as
the regulator’ s assessment. The interviewee further aluded that in general, during the
national budget planning, the water sector receives little attention because it has been
proven that they (water sector) find it difficult to quantify their needs and therefore
unable to define realistic investments and as such other sectors with clear plans and
budget gets budget allocations.

Two government officials hinted that there are no subsidies per se for companies or
consumers as part of a socia grant, however there are some funds disbursed to
companies as part of the NUWSSP, to serve as counter funding in times of need for
companies. In general the notion of subsidiesis not supported because it is believed to
be unsustainable. One interviewee mentioned that the water services should not be
treated any different from other services and that the principle of “you don’t go in the
shop if you do not have money, unless you are a thief” (making reference to illegal

connections) should always apply.

“The regulator is doing a good job” was the most common response to what the
interviewed government officials think of the regulator and the related process. The
regulatory process is seen as independent with strong support from Government
where necessary. In this case, the role of the government was compared to that of “big
brother” in the sense that they take on a neutral role between regulators and
companies. “Water is the business of the state and therefore it is difficult to divorce
the tasks’, however government gives the regulator freedom to operate, though they
appoint two members on the Board, they do not consider government as interfering in
the affairs of the regulator unless specifically requested to do so (for example in cases

of withdrawal of licences).

Government depends on the regulator for information and thus feels that the regulator
is very transparent (scored 5 out of 5) and it makes the decision making process
easier. Furthermore, one interviewee mentioned that the regulator makes use of a
‘bottom-up information feeding approach’ (for example using WWGs as
whistleblowers), which gives al stakeholders a sense of ownership and empowerment

over the resources and services provided.
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In general there is a good working relationship between government and the
respective regulators. These include Environment Council, Water Board (government
body responsible for abstraction and water resources licences), energy and
communication and transport authority as well as NWASCO. All these regulators are
seen to work towards implementation of government policies and more specificaly
the water related ones are working towards achieving the Millennium Devel opment
Goas (MDGs). Currently, government is conducting a study to estimate the costs and
plans of meeting these goals. In this regard, the interviewees mentioned that the
process is “still young” and would eventually expand to include rural areas. One
interviewee mentioned that the strength of the regulator lies in its independence
(financialy and in decision making) and this improves the process and service
conditions (aiming for universal service coverage) and subsequently ensures that
quality standards are adhered to.

4.10.3 Perception of service providers on regulatory process

The regulatory process is described as ‘improving’ compared to its inception phase,
by 50% of the service provider interviewees. However, the terms used to describe the
regulator in the process included “over-regulation” and “interfering with company
management operations’. The major reasons for this was reportedly due to unclear
roles and responsibilities and lack of technical staff, which leads to poor
understanding of company operations. “The regulator needs more hands-on people
before they can get hands-on”. One interviewee further mentioned that the regulator
undermines company management, because “they feel like they have the power to just
walk in and do what they want” and therefore effective communication measures
should be developed further, otherwise they strongly felt that the regulator hampers
(“stumbling block”) progress of the company. They further stated that “the regulator
needs to have a better understanding of the utilities before enforcing punitive
measures’ (LWSC interviewees, 2008).

Furthermore, the utility interviewees indicated that some of the regulatory tools are
not applicable to the company and need to be tailored for each company, because
company operation conditions are different. For example, some information is
cumbersome and the interviewees do not understand what it is used for. They also felt
that the regulatory system is “imported” and is therefore “out of touch with what is
happening on the ground”. In this case more flexibility is required. The majority of
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the interviewees (60%) mentioned that the benchmarking assessment does not take
into account the different conditions (scope and scale) in which companies operate

and thus needs revision. The regulator needs to “compare like with like".

On the positive side, the regulator is reportedly impartial (especialy from political
interference) with regard to tariff determination process and facilitates/guides the
process quite well (Utility interviewees, 2008). The mgor advantages of having a

regulator in place are seen by 60% of the interviewees as.

= ensuring improvement of services (upholding quality standards)

= establishing framework of operation and service provision

= protection of consumers interests

= conflict resolution (especially between government and service providers)

All service provider interviewees expressed their excitement about the ‘regulation by
incentive’ initiative that has been introduced. There was unanimous satisfaction
amongst all interviewees about the enforcement and monitoring tools and so far no
companies opposed the claims from the regulator. The regulator was aso described as
very resourceful in terms of sharing information and transparent (received an average
score of 4 out of 5). However 40% of the interviewees felt that the regulator should
be instrumental in mobilising funds for the utilities (since lack of investment is the
biggest problem in the water sector) as well as stronger support to providers in debt
recovery efforts from consumers (especialy government). Only two interviewees
from both Utilities felt that there are no direct benefits from having a regulator in
place and it is an issue that still needs to be addressed. In contrast, the rest of the
interviewees mentioned that the regulator makes a huge difference in the system
compared to the previous system, where water and sanitation services were provided
by Local Authorities. The efficiency gains are visible. The interviewees further stated
that the only problem with the transition from LAs to CUs was that it was done
without capital investment.

The regulator further has a good reputation in stakeholders engagement (including
with consumer groups) including providing/identifying relevant training (Utilities
interviewees, 2008). For example, they initiated the Public Relations Officers and

Chief Executive Officers platforms that takes place every quarter, and forms a
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platform of discussion and learning from each other. For example, the billing system
of KWSC has been a seen as a good example, from which other utilities can benefit.
Other issues of discussion at the fora, include interpretation of the Water Act and its

implementation thereof.
4.10.4 Perception of consumer representatives about regulatory process

Initialy al WWG activities were regarded as suspicious and the reactions from
providers were very ‘aggressive’. Thus the providers were very hesitant to provide
information to the group members and cooperation was very poor. The benefits of
having such a group only became apparent after several workshops and meetings, and
since 2004, the providers make active use of the consumer group to spread
information to the consumers (especially during tariff adjustment consultations). In
that sense, acceptance and recognition of their existence was important to carry out

their duties.

In general the opinion of the consumer representatives about the regulatory process
was very good especially the monitoring of progress in peri-urban areas and the
annua reports are very valuable and of good quality. The interviewee feels that the
NWASCO director was described as very reliable and “is not influenced by company
or government politics” when handling cases. He further stated that “al cases receive
equal priority after reaching the regulator” (WWG Interviewee, 2008). The benefit of
having a regulator is reportedly to ensure the rights of beneficiaries are not violated in
a negative way by the service providers and vice versa. The WWG interviewee
further stated that alot of improvement (because of the regulator) can be seen within
the water sector and this also serves as an additiona incentive to be part of the
consumer representative body. However, the interviewee also recommended that the
board selection of NWASCO by the Ministry needs to be reviewed, since it might
give the impression of politica interference. Another NGO interviewee indicated
concern about the non-inclusion of community service providers (Water Trusts) in the
regulatory process and feels that this limits the opportunities for motivating and
encouraging community participation in alternative service provision. The interviewee
further suggested that “mechanisms should be put in place to reward CUs that
effectively support community based service providers as a way of encouraging the
CU role in peri-urban areas’. Furthermore, the regulator is seen to interfere with CU
operations, especially with regards to their role through DTF, which gives the
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“impression that they are indirectly controlling the CUs both on operational policies
and support to community based service providers leaving very little room for
innovation”. In some cases the regulator is seen to overstep the boundaries with

regards to devel oping sanitation policies, which is the mandate of the MLGH.
4.10.5 Perception of consumers regarding the regulatory process

A sizeable mgjority (74%) of interviewed consumers did not know about WWGs or
NWASCO and therefore could not comment on their efficiency; however they all
agreed that they needed such bodiesto “fight” for them.

4.11 Chapter summary

The regulatory processes in England and Zambia are well established and operating to
the satisfaction of the magority of the interviewees. There are a few similarities
between the two country processes as indicated through the perceptions of the
stakeholders. Both regulatory processes are strongly guided by their respective
legislation, which clearly stipulates roles and responsibilities, including procedures
and enforcement tools, which makes the regulators fairly independent and ‘ successful’
to a large extent. However, there are severa challenges highlighted that need
improvement and consideration within the price-setting processes respectively.
Though a regulatory process is in place, service delivery and efficiency cannot be
guaranteed. The processes are perceived to be transparent and accountable for the
stakeholders involved. Utilities mainly described the process as being ‘ over-regul ated’
and too much information expectations from the regulators. The utilities in Zambia
performed poorly in financial terms, primarily due to the lack of infrastructural
investment and maintenance of a deteriorated state of service networks. In contrast,
the English water utility focuses on improving innovation to address climate change
challenges and also includes subsidies for their *vulnerable’ consumers. The consumer
representation processes as part of the regulatory process, were seen as very valuable
and improves transparency within the system. Interestingly, the consumers of both
case countries, were not aware of the processes, though many were satisfied with the
services provided and payment for services were considered as reasonable and

affordable for the majority of consumers.

The experiences from the two cases, further highlights the complex process of

decision-making and balancing the four maor conflicts (authority, cognitive, value
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and interest) as indicated in the literature. Hence the importance of accurate
information (especially financial and operating statistics) and transparency required in
price-setting processes to address principal-agent challenges within regulatory

frameworks cannot be overemphasised.

“ Learn fromthe ‘mistakes’ of others’ . John Luther

155



Chapter 5: Namibia: awater stressed country with a highly skewed income distribution

Chapter 5: Namibia: a water-stressed country with a
highly skewed income distribution

This chapter provides results from the fieldwork conducted in Namibia, in terms of
the relevant policiesto price-setting process; resource and service availability; costs of
service provision; affordability of services and the perceptions of stakeholders about a
proposed regulatory system in Namibia for the water sector, al within the context of
the principal-agent challenge. The results presented in this chapter were obtained from
semi-structured interviews as well as secondary data and reports. The interview data
reflect the perceptions of a total number of 109 individuas representing 18
organisations interviewed over the periods April-June 2007 and October-December
2008.

5.1 Institutions, Roles and Relationships

The Ministry of Agriculture, Water and Forestry (MAWF) and Ministry of Regional
Local Government and Housing and Rural Development (MRLGHRD) are the
primary government institutions dealing with the price-setting process in the water
sector. These ministries’ hierarchy devolves to the level of divisions responsible for
specific functions, while taking the overall coordination roles (Figure 5-1). During the
fieldwork, it was difficult to determine which divisions are specifically responsible for
the tariff-setting process, since it appears that all divisions have arole to play, to some
extent. Coordination between divisions and directorates is missing to a level where
internally the roles are not clear as to which division is responsible for which aspect.
The sanitation function was recently (last year) moved from the Ministry of Health
and Socia Services in recognition of the strong link between water and sanitation
issues. However, the emphasis is more on rural sanitation than on urban sanitation. In
response to this need, a Water and Sanitation (WATSAN) committee, with a special
focus on water and sanitation, has been established by the City of Windhoek,
consisting of various City departments (sustainable development, community
development, environment, health, bulk water and solid waste), and it is mainly
responsible for equitable water and sanitation for Windhoek residents, with specia

emphasis on informal settlement areas. Within informal settlements, the City, through
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WATSAN, facilitates a process of establishing community organisations, which
consist of community |eaders/chairpersons, vice-chairpersons, treasurers, secretaries
and additiona members, with the exact composition depending on the specific
community. The community organisations are formed to represent the consumers
living within a certain settlement area (mostly where communal services are in place)
and to ensure that the municipal bills (in many cases only water bills) are paid and
other needs of the community are addressed adequately, through regular meetings and
feedback session with either the community or City officials. The committee members
are elected every two years. Similarly there is a Rates and Tax payers association,
which represents formal households in the central business district on various issues,
including water and sanitation services. However, the research found that social
welfare services were treated separately, in the Ministry of Health and Socia
Services, from the issues of water and the research observed little to no coordination

between these ministries with regard to water and sanitation services and price-setting

processes.
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Figure 5-1 Institutional hierarchy of water sector principal ministries and service providers. Note:
There are several other ingtitutions in-directly involved in the urban water price-setting process, but for the purposes of the study,

only the major players are highlighted in illustration. Source: Researcher’s synthesis from information gethered.

For the purposes of this investigation, the various roles and responsibilities in the
water sector were divided into categories directly linked to price-setting, service
provision and monitoring. Table 5-1 indicates the various institutions that are directly
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involved in urban water sector management, in particular price-setting and related

activities, according to stakeholder perceptions gained from the interviews.

Table 5-1 Perceived institutional activities and responsibilitiesin the urban water sector

Activity

(What has to be done?)

Responsibility
(Who isdoing it?)

budgetary Approval
Price-setting/ economic
regulation/ Approval of

Tariffs
customer/ community

involvement

env' mental regulation
performance auditing

Monitoring of service,
water quality and
O& M-treatment/

Legiglation
Devel opment
distribution
Management of
Evaluation/

x | Allocation of finance/

>

Ministry of  Agriculture,
Water and Forestry (MAWF)
-Department  of  Water
Affairs

Ministry of Regional and | X I
Loca Government and
Housing and Rural
Development (MRLGHRD)

NamWater O I X X X X

(Bulk Water)

Local Authorities | X X X X

Communities/Consumers (@] | (@]
(Community  Management

committees)

Non-governmental I 0] 0]

organisations (NGOs)

Private sector (@] (@]

Regional Councils I

Key: Perceived responsible (X), Perceived Involvement (1), Perceived Interest (O). Source: Matrix
adapted from Franceys, (2006). Contents from results obtained in April-June 2007, Windhoek,
Namibia

Table 5-1 indicates that the providers are involved in self-regulation, since they are
primarily setting their own tariffs, monitoring themselves as well as assessing their
own performance. The various ministries shown are legaly responsible for the
indicated activities, though from the interviews a sense of involvement was revealed
instead. For example, the interviews revealed a widespread perception that the local
authority tariffs are aways approved by the government as proposed, without enquiry
or investigation from the responsible ministry. Many of the people interviewed
attributed this to the fact that the local authority contributes 5% of their income to
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sustain the Regional Councillor’s operations, a financia tie which is thought to result
in the tariffs never being questioned. This was often the reason given to explain why
no provision (or no special arrangements) is made to supply the urban poor with water
and sanitation services. Interviewees felt that it was the responsibility of the
Government to subsidise those who cannot afford to pay for these services.
Government officials, on the other hand, often felt that the local authority is
responsible for subsidising urban poor “since they make so much profit from water

supply services’.

Non Governmental Organisations are primarily involved in capacity building and
awareness raising initiatives, however those NGO members interviewed (22%) noted
that they have never been involved in the price-setting process and only have input to
general water conservation and management activities. They al mentioned that it
would be ideal to participate in price-setting.

Regional Councillors are political officials appointed to govern various constituencies
(ten) within Windhoek, by ensuring that living condition standards (most specifically
social welfare) are upheld and that the needs of residents are catered for respectively.
The Regional councillor responsibilities and involvement were perceived differently
by various stakeholders, ranging from political interests to no involvement or
interaction with consumers on water related issues. Similarly, the role of the private
sector in water and sanitation and more specifically the price-setting process was
perceived to be very limited or non-existent by the magjority of interviewees (76% out
of 74).

Overadl, no clear perceived linkages between the various institutions and organisations
in the interview results were observed. It seems that the organisations involved
operate in isolation and exchange information only on a need-to-know basis. Many of
the interviewees in the provider category (59% out of 18) mentioned that the lack of
communication might be due to a lack of clear price-setting policies or guidelines.
Stakeholder involvement was deemed very important for understanding and
transparency of the tariff determination process. The rest were of the opinion that the
tariff-setting process is very technical and need not to include al stakeholders;
suggesting that the involved organisations should select representatives which they

fedl are most suitable to determine these tariffs.

159



Chapter 5: Namibia: awater stressed country with a highly skewed income distribution

5.2 Providing water and sanitation services

The water supply and distribution function in Namibia is sensitive, in the sense that it
is done in two-parts. Firstly by the bulk water supplier, NamWater to the Local
Authorities (municipalities) (Figure 5-2), Village Councils, Mines and Industries and
private consumers and secondly, these recipients further supplies water to the end
users, where applicable. Currently there are 244 bulk water supply points which are
located in 10 areas and 3 regions (DWA, 2007). This study is focused only on the
Centra region; thus it mainly makes reference to Khomas water supply region, since
that is the origin of city of Windhoek’s water supply. The City of Windhoek
(municipality) is responsible for water supply and sewerage disposal to Windhoek,
with a population of 250 000 residents (Du Pisani, 2006:80).

Artificial groundwater recharge

S =
H A 4
_J NGWRP | l Dam water | l Ground water
[ 26% 66% 8%]
approx. 21 million m*a #» 10% "Unaccounted-for-
i water”
‘ Consumers |
v 38% v
[ Domestic wastewater | ‘ Consumptive use | l Industrial wastewater |
L 45% #7%
‘ Sewage treatment | ‘ Sewage treatment |
v v5% l Irrigation of fodder |
l River | Irrigation (parks, golf
course, sports fields and
cemeteries)
OGWRP

approx. 1.3 million m¥a

Figure 5-2 Bulk water supply sources to Windhoek. Note: NGWRP- New Goreangab Water
Reclamation Plant; OGWRP-Old Goreangab Water Reclamation Plant. Source: (Van der Merwe,
2000 as cited by Lahnsteiner and Lempert, 2007:442)

Windhoek’s available water resources (NamWater, boreholes and reclamation) totals
22.2 Mm? per annum, based on 95% reliability from dams (Van der Merwe, 1998:10-
3). Figure 5-2 isan indication of the distribution of these resources to consumers. As

aresult of regular droughts, reuse of municipal waste water was found to be the best
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aternative source of water to meet the City’s growing demand. In this regard,
Namibia' s wastewater treatment is renowned for its treatment plant and is used an
exemplary model for many countries. Public acceptance for drinking reclaimed water
is high based on well designed education programmes and indication of good quality
water with no evidence of health related impacts. It is further reported that the Cities
population takes pride in being known as the only City making use of direct potable
water reuse worldwide (Lahnsteiner and Lempert, 2007:447).

5.2.1 NamWater

NamWater is expected by the Ministry of Agriculture, Water and Forestry to account
for costs at each of their schemes, so that any tariff adjustment can be approved. The
government officials interviewed from the MAWF (33% of 9) revealed that due to the
inability of NamWater to calculate their costs per scheme in a transparent manner, the
2007/2008 tariff adjustment proposa for a 10% increase across al schemes has not
yet been approved.

NamWater was given the infrastructure (much of it reportedly to be more than 50
years old) a book value and the replacement value of assets amounted to
approximately N$ 3-4 Billion (PPP US$ 1-1.4 Billion) at the time of the transfer from
the Government to the company. Government is the main shareholder of NamWater,
and does not require payment of dividends or tax (Government interviewee, April
2007). Aninterviewee from NamWater further mentioned that when NamWater took
over bulk water supply operations from Government the tariff was far below any cost-
recovery level, which severely affected the viability of the company (Figure 5-7).
Hence they have been subsidised by government, with N$ 20 Million (PPP US$ 7
Million) given over a5 year period.

In order to understand the financial position of the bulk water supplier as it relate to
possible tariffs for bulk water supplied to the City of Windhoek as distributor, the
researcher collected the annual financial statements of NamWater for analysis. This
process was not straightforward as the financial statements were not readily available.
The researcher was able to collect Annual Reports of 1998-2006, and has been
informed that reports from 2007 and 2008 have yet to be published and made

available in the public domain. The Company web-site does not provide much
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information on cost elements of providing the service, and needless to say, on the

price charged for the services.

The financial performance of the main service provider was then assessed to
investigate the costs involved in providing water and sanitation services and
consequently to consider the extent to which tariff determination is based upon
financial analysis are subsequently the affordability of services to consumers at all
levels, especially the urban poor. Costs estimates and prices are converted to 2008
real values with a US dollar figure given (at Purchasing Power Parity, (PPP US$))
given for international readers. A summary of the financial statements can be seen in

Appendix H.

A common measure of efficiency of acompany is the debt collection period as a share
of annual revenue. In this regard, in 2005, the NamWater reported 62% doubtful
recovery of debt, with only 29% certain recovery, out of a total outstanding debt of
N$ 111.6 million (PPP US$ 26 million) (Figure 5-3) (NamWater, 2005: 15).

Private consumers
7%

Municipalities
19%

Mines and Industries
10%

RW committees
16%

Ministries
9%

Councils
39%

Figure 5-3 Total outstanding debt of N$111.6 million (PPP US$ 26 million) distributed according
to customer type. Source: (NamWater, 2005: 15).

However, calculations of collection ratios indicated a different picture, for that same
year (2005). The average debt collection ratio (Figure 5-4) shows an improvement in
2005/6, reducing significantly from 90 days to 50 days. A possible explanation is that

recovery from loca authorities was high, as opposed to government institutions,
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which even if they do not pay their bills cannot be denied access to services. These
include government institutions such as heath and defence related for example.
Though there is a gap between the debtors and creditors collection period, it indicates
that the credit rating of NamWater is relatively good, following the trend of debtor’s

payments.
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—m— Creditor days or Creditors'ratio: Trade creditors x 365 / Cost of Sales

Figure 5-4 NamWater's debtor and creditor collection ratios. . Top dotted line (top) represent the
generally accepted standard for creditors days, while bottom (blue) represents the acceptable
standard for debtor days. Source: Author’s calculations from Annual Reports

NamWater reportedly have no debt management policy in place yet (they are
supposedly in the process of drafting one), hence there are no enforcement
mechanisms in place for payment of water services provided. This forms a magor
contributing factor as to why NamWater is currently facing significant problems with
debt recovery; hence their need to make use of a scheme based cross-subsidisation
policy, to subsidise those schemes where payment is not forthcoming (NamWater

interviewee, April 2007).

The operating ratio (Figure 5-5) further indicates that the operating expenses exceed
the income; however, the company is still able to recover its operating costs from
annual revenue, but is not recovering capital costs. In this respect, the company is not
making full use of their fixed assets and indicates a concern for capacity utilisation.
Operating costs increased in 2004, reportedly due to magor maintenance projects, for
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example the rehabilitation of the Ombalantu scheme and the building of the pipeline
bypass on the Windhoek-Von Bach scheme. It is not clear whether these investments
should be seen as capital maintenance funded through depreciation rather than as
operating costs. A clear indication of the challenges of price-setting. If these, and
other similar investments, were stripped out of the operating costs the resulting return

on capital can be seen in Figure 5-7.

N$/N$

2000 2001 2002 2003 2004 2005 2006

Years

—e— Fixed Assets turnover: Sales or Turnover/Fixed Assets
—=— Operating ratio: (Operating expenses-Depreciation)/Operating income

Figure 5-5 Operating and Fixed Assets turnover ratios. Dotted lines indicate generally accepted
levels below which the operator recovers both operating and capital costs. Source: Author’s
calculationsfrom Annual Reports.

Closer investigation reveals that the biggest ambiguity of the financial data lies with
the operating expenses. The costs items, such as administrative expenses and other
operational expenses are not explained or differentiated in financia notes.
Furthermore, as from 2002, the operating expenses were labelled as ‘expenses’, in
addition to administrative and other operational expenses. Furthermore, no entries for
the cost of sales were done from 2002, hence the researcher assumes that these

‘expenses’ item could be used interchangeably for costs of sales.

The trend of fixed assets, converted to 2008 real values, shows a genera decling,
indicating that the company is not investing in that regard. However the revenue
generated (considering the fixed asset turnover ratio in Figure 5-5) is enough to

indicate a positive fixed asset trend. Also noteworthy (from other further calculations)
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Is the decline in long-term liabilities, indicating perhaps an excess of cash return
which is being used to avoid on-going borrowing to finance this capital intensive

business.
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Figure 5-6 Trend of Gross and Net profit margins of NamWater over period of years. Source;
Author’scalculations from Annual reports.

In genera the profitability ratios show considerable fluctuations across the various
years, with significant losses in 2002 and 2004, followed by a steady recovery in
2005. Profitability ratios (Net Profit Margins, Figure 5-6 and Return on Capital
Employed (ROCE), Figure 5-7), were calculated to understand the viability of the
company. In thisregard, the company targets a significant profitability ratio of 12% as
part of their corporate strategic goals (NamWater, 2005: 4). However, they were not
able to meet this target until the 2006/2007 financial year. The ratios follow similar
trends, though raises different causes of concern. The calculated Net profit margin
indicates the financial sustainability of operations, reflecting the ability of the
company to maintain service quality levels. On the other hand, the ROCE, reflects the
financia stability of the company, which raises the concern of tariffs not being cost-
reflective and therefore there is need for capital management to be able to recover

capital costs aswell as operation costs.
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Figure 5-7 Profitability ratio- Return on Capital Employed (ROCE) of NamWater over a period
of 9 years. The dotted lines represent a generally accepted cost of capital for lower-income
economies of between 6-8% . Source: Author’s calculations from Annual reports.

Further calculations show a decrease in operation, maintenance costs capital charges
which could explain some of the concerns expressed by government officials about
maintaining the system. It may equally indicate the use of historical accounting
procedures for a capital intensive business when current cost accounting needs to be
used to ensure an appropriate level of capital charges that is capital maintenance
charges/depreciation. Thiswould aso take inflationary changes into account.

The magor cost components (Figure 5-8) of the water supply budget (excluding
overhead costs) were reportedly depreciation, indicating NamWater’s commitment to
long-term infrastructure sustainability, and electricity-related costs. This was
confirmed with financial calculations, athough not as high as reported during the
interviews. Calculations indicate depreciation as a component of costs at 25% for
2006. The difference in figures could be attributed to different reporting periods (2006
and 2008).
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Figure 5-8 Cost components of NamWater (Bulk Water Supplier) water supply budget
(excluding over head costs). Source: (Matros-Goreses and Franceys, 2008: 351)

From the interviews, the biggest concerns expressed by government officials
overseeing the tariff-setting process were lack of transparency and clarity of
depreciation charges (as a magor cost element). Furthermore, the government
stakeholders indicated that it is not clear what the depreciation costs are used for since

replacement or capital maintenance costs are not corresponding accordingly.

The NamWater tariffs are basically determined by using a cost allocation model.
These cost components are prepared through a computerised software; System
Application Process (SAP) (ever since 2005), which records costs and revenue for
different supply schemes. The costs are normally divided into direct costs, overheads
and indirect costs, according to the SAP programme. Cross-subsidisation across
schemes is used to ensure al schemes are financed appropriately to deliver the
required services. Profits (if made at al) are reportedly spent on maintenance of
infrastructure and the purification process. In this regard, a section of the NamWater
Act was cited, which indicates that the company is alowed to make profits (contrary
to popular belief and the opinion of government officials): “the corporation shall be
entitled to capitalise such portion of its profits....for financing of future capita
works’..... “establish and operate...reserve funds...” (Government Gazette 1997: 21).
It is a normal process for such an entity to use retained earnings to finance future

investment, often being cheaper in the long-run than borrowing. However, the price-
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setting process has to ensure that this is undertaken with proportionality such that this
generation’s consumers are not over-paying for the next generation’s consumption.

Thisis one of the major challenges of price-setting.

In this context, a magjor issue highlighted by government officials is that they fail to
understand why NamWater is unable to indicate how the company calculates its
tariffs. The tariff calculation of NamWater has been different for every tariff
submitted for approval to the MAWF since its inception. Official records (DWA,
2007) show that in 1998, tariffs were calculated based on full cost-recovery,
complemented with subsidies from the Government. The tariff calculations for
subsequent years are unknown to Government officials, which is why no tariff
approvals have been agreed recently and reportedly will not be agreed until issues
such as these are sorted out (Government interviewee, October 2008, Windhoek). The

‘principal’ is saying that the ‘agent’ has to explain more of its workings.
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Figure 5-9 National bulk water tariff % increases over past yearsin comparison to inflation rate
changes. Source: author’sanalysis of (DWA, 2007) and Government Gazettes, June 1998- M ar ch
2005.

To indicate, the affordability levels of the tariffs (keeping in mind that these are bulk
water tariffs, which are used for the first block of the tariff structure of the City of
Windhoek), it was compared with inflation rate changes, based on the NamWater
strategic framework which stipulates that the target for achieving affordability is that
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is should be benchmarked with inflation. There is no correlation between the two
parameters, though it gives an indication that the tariffs were above inflation, which
raises concerns in terms of affordability issues. Further analysis of the price increases
over the past decade indicate that there has been an overal price rise of 16%
(Appendix [) relative to a consumer price index value of inflation of 5% (CBS, 2007).
This could be a reflection of the skewed income distribution and hence indicates that
government should consider subsidisation as part of public service obligations.
Subsidisation in this case can be done through encouraging differentiated tariff
charges per locations (since locations are based on income levels), however first the
tariff calculations should be clarified.

Information required for any external check or assessment of tariff calculations
(specifically the quantity of water quantity) could not always be obtained from the
annual reports, except for 2005, 2006 years.

For those years approximate tariffs were calculated based upon various cost elements

and the total revenue required compared with water supplied (Table 5-2).
Table5-2 NamWater Tariff calculations based on cost elements for 2005 and 2006.

Cost elements 2005 2006
Operating expenses [PPP 47,501 51, 798
US$ 000]

Depreciation charges [PPP 18, 395 17,412
US$' 000]

Cost of capital [12 % of Net 33, 207 33, 475
investment]

Total Revenue Reguirement [add 99, 103 102, 685
al above]

Potable Water supplied [m* 000] 70, 001 67, 280
Tariff 1,42 1,53

Note: Equation used for tariff calculation: Tariff = [OPEX+ depreciation + capital costs + tax]/Volume
water supplied. Source: Author’s calculations.

The tariffs calculated for these years using this methodology were in close correlation
with the average tariffs being charged, as obtained from official gazetted information
(which were PPP US$ 1,20 and 1, 27 for 2005 and 2006 respectively. This indicates
that information is available to derive at approximate tariffs, hence the problem could
be with the accuracy of tariff equations or the specific cost elements used for the

calculations. Further calculations and interpretation of financial notes from annual
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reports indicate that cost of capital is primarily on interest paid on operations rather
that on fixed assets, since they inherited the mgjority of fixed assets from government.
A further observation is made that, as NamWater is a bulk water supplier, no
allowance has been made for leakage as any leakage in transmission mains tends to be
very visible and quickly fixed. This assumption has to be further investigated.

In response to the lack of clarity in the tariff calculations, NamWater interviewees
mentioned that the NamWater Act is does not specifically define ‘full cost-recovery’
and hence that term is open to various interpretations. Their interpretation includes a
wide range of issues and is based on historical cost calculations. Water is reportedly,
treated as a political issue and there is a misconception of water supply costs, whichis
why the tariff for 2007/2008 has not yet been approved.

In 2008, according to a NamWater interviewee, the company was granted an
inflationary increase of 6.9% in April; however due to poor communication, this
information was not shared with the company until September 2008, and in this
regard, government paid N$26 million (PPP US$5 million) to the company to make
up for the loss. Tariffs have still not been increased to the requested average of 8%
(12% urban areas and 6% in rural), pending the approval of a study seconded by
government (committee on tariff determination in consultation with private
consultants) on principles and methodology to calculate costs and tariffs by
NamWater.

In addition, during interviews with NamWater officials, reference was made to a
strategic business plan (in the drafting stage) for the next five years, which would
include 5 year projections of tariffs as well as benchmarking processes for comparison
with other SADC countries. Indicators will be used for performance management
using a balanced score card with objectives, measures, targets and initiatives. The
cornerstones are people learning (human resource); estimated water consumption
(which includes compliance, unaccounted for water, sales meters (accuracy of
meters); scheduled maintenance (total maintenance); compliance water quality
maintenance (bacteriological), customer satisfaction (bulk customer agreement) and

days of collecting outstanding payments.

The type of information required (based on consumer and consumer representatives

interviews) to make the price-setting more transparent is focused mainly on
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operational expenses and capita charges. The research found this area to be the most
fussy, unclear and inconsistently presented in the financial statements. Further
caculations from the financials also indicated an inverse relationship between
employee numbers and salaries expenses. The biggest challenge for the researcher
was to get an idea on domestic costs of services, since the accounts provided included
all sectors (mining, irrigation and potable water supply). The research also recognises
that national accounting procedures are followed for annual reporting, which does not
allow accounting separation (only revenue was differentiated per sectors, but not for
costs); however it is critical to have annua reports that enable consumers to
understand (easily) how tariffs are calculated. Hence, the information required in

context of proportion to expenses of service provision includes:

= Salaries of senior management (as well as board member allowances)
= Impact of services on household bills (average) in comparison to inflation

= Unaccounted for water in comparison to volumes of water produced and

consumed

» Tariff caculations and tariffs in comparison to costs, to indicate the

relationship in terms of full cost recovery.

Other non-financia information, but equally important for consumers to know

includes;

» Roles (related qualifications) of board members (including
el ection/nomination procedures)

= Company staff composition

It should be noted that this level of detailed company information (and much more) is
available and accessible to the public in England. This level of information was
reportedly available from Zambian companies, but could not be accessed during the
fieldwork or any follow-up attempts. Access to this level of financial information has
to be the starting point for any external stakeholder understanding of the

reasonabl eness, or otherwise, of water tariffs.
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5.2.2 City of Windhoek services

As already described, NamWater supplies bulk water to the City of Windhoek for
distribution to customers. The city council of Windhoek is responsible for the
construction, operation and maintenance of the distribution system along with
associated hilling.

The water charging system, used by the City of Windhoek, is based on an increasing
block tariff (City officials, 2008), (Table 5-3). The system was described as consisting
of a basic charge depending on the diameter of the meter inlet, as well as a volumetric
charge which is added according to usage. The first block of the tariff system is
charged at the NamWater bulk water tariff with no distribution costs added. The City
is therefore subsidising this first 6 m® per month of water to domestic consumers, a
valuable subsidy particularly to low-income users). The third block is referred to as
the penal block, targeting the high water consumption users, and is basically the block
that is used to recover costs from basic charges not paid for by other customers. Thus
it provides the majority of the cross-subsidisation amongst consumers. However this
block is aso the conservation block which serves to encourage users to use less water.

In addition, a one-off connection fee is charged, which applies to all water users,

except for low-income users accessing water through pre-paid meters.

The commercial and industria tariff (non-domestic) water users are charged aflat rate
as well as a percentage, an additional charge which is used as a cross-subsidisation
tool. The low-income domestic water users are charged a flat tariff (with no basic
charges) for communal taps. All taps (including communal taps) are metered, and the
City is currently using pre-paid water meters in some informa areas and is
considering extending this system more widely (based on requests from the residents)
mainly due to delays or non-payment for water services. Currently the piloted pre-
paid meters are adapted from the Netherlands (tag meter system). The challenge with
these meters is maintenance, which needs to be addressed before the system can be
fully implemented. The estimated cost for pre-paid meters for the City, according to
an interviewed City official, is approximately N$ 2500 (PPP US$ 585) per tap.
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Table 5-3 Tariff structurewith tariffs charged over theyears.

Tariff structure Tariff (N$) per Kilolitre [PPP USH

Domestic (M3) 2002/ 2003/ 2004/ 2005/ 2006/ 2007/ 2008
03 04 05 06 07 08 /09

0-6 3.97 4.17 4.75 5.22 5.75 6.27 6.27
[0.92] [0.97] [111] [1.22] [127] [1.31] [1L.21]
6-45 6.61 6.94 7.91 8.70 9.57 1043 10.43
[1.53] [1.62] [1.84] [2.04] [212] [217] [2.01]
>45 12.17 1278 1457 16.02 1762 19.21 19.21
[2.81] [3.00] [3.40] [3.75] [3.91] [4.000 [3.71]
Non-domestic* 1273 1273
[2.65] [2.46]
Communal water points 661 694 791 870 957 1043 1043
[1.53] [1.62] [1.84] [2.04] [212] [2.17] [2.01]

* figuresinclude VAT. Source: Tariff Booklets, 2002-2008 of City of Windhoek.

The tariff structure makes provision for “times of limited availability” of water where

the volume of water alowed for in each block is reduced, charged at the same tariff.

According to one City officia, the tariffs are not beneficial to the urban poor, in the
sense that they are paying more per cubic meter of water, because the poor use very
limited volumes of water. The interviewee further mentioned that, ideally, the first
10% of water should be given free as basic services;, however the city has to recover
its costs and therefore is not in a position to subsidise water to the domestic sector. “It
should be government responsibility”, he noted.

The main sources of income for municipalities are rates and taxes, electricity and
water services. Water constituted 21% of the City’s income in 2006. However, with
the introduction (in 2002) of Regional Electricity Districts (REDs), income from
electricity was lost. This means that, reportedly, water prices will have to increase to
make up for the gap in income (City official, 2008).

Financial analysis could not be undertaken for the City of Windhoek’s water
distribution costs for this research, since it was impossible to obtain financia
statements for water specific activities only. The financia statements that could be
obtained include for all municipa services with no breakdowns for the various
sectors. The researcher’s approach was to investigate from a civil society point of
view and thus if it is not possible to determine relevant information at this level, then
it will aso not be possible for any member of the public to access these figures and to
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understand the costs of water supply. Hence it is not a al clear how the City

determines their water tariffs.

Nevertheless, interviewees from the City (22% of 13) indicated that the City of
Windhoek is operating on a 90% recovery rate based on the capital charge from basic
charges. Another interviewee indicated that the City is recovering 103% of its debt
collection (possible through recovering past outstanding debts). Approximately 42%
of the customers are reportedly paying at 120 day recovery rate but in more affluent
areas payment is recovered within 30 days. The official view (DWA, 2006) is that
“Windhoek’ s water revenues are reported to have exceeded their supply costs by 11%,
with an average user charge per m® of N$7.34 (PPP US$ 1.84) and costs of N$6.59
(PPP US$ 1.65) in 2001/02". As a consequence, according to (DWA, 2006)
households pay 23% more than the cost of their water to make provision for subsidies
to some manufacturing and service industries as well as low-income households.
These figures could not be confirmed during interviews. The researcher was given the
sensethat it was ‘ classified’ information. To be subsidising manufacturing and service
industries, in addition to low-income consumers, would be a significant departure

from normal practice.

The City is aso responsible for sewerage services, and uses a tariff system that is
based on the size of land occupied (Table 5-4). Thereis aflat rate system that applies
to low-income area occupants and those making use of communal toilets in informal

areas of the city, who are not paying for these services yet.
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Table 5-4 Seweragetariffs charged over theyears.

Tariff structure Tariff (N$)
Domestic (erf size) 2004/05 2005/06 2006/07 2007/08 2008 /09
<400m? 46.74 - 44,99 50.39 56.84
[10.90] [9.98] [10.50] [10.97]
>400m?<899m? 56.08 - 53.99 60.47 68.21
[13.07] [11.97] [12.60] [13.17]
>899m? 59.20 - 64.77 72.54 81.83
[13.80] [14.36] [15.11] [15.70]
With swimming bath +1m - 68.38 76.59 86.39
[15.16] [16.00] [16.68]
Low-income areas (Katutura) 5.76 - 6.66 7.46 8.41
[1.34] [1.48] [1.55] [1.62]

Note: Figures for 2005/06 were unobtainable. Source: Tariff booklets, City of Windhoek.

The same information requirements as outlined for NamWater apply to the City of
Windhoek. This level of information is even more critical for the City to reveal, since
they directly supply the services to consumers. The research found that NamWater
information was easier to access than the municipa information, indicating the need
for higher level of transparency for the municipal price-setting process. A hewspaper
article (25 July 2009), stated that the City of Windhoek increased their tariffs, while
NamWater had no tariff increment since 2006. The proposed increments tariffs were
indicated as follows: low-income households, 11.85%, middle-income 12.04% and
high-income 11.58%. This indicates the need for more transparent price-setting
system to justify tariff calculations and hence enhance consumer trust in service

providers.

5.3 Affordability of water and sanitation services

Unemployment was described by community committee members as a huge problem
prevalent in informal settlements in Windhoek. Domestic and industry-related work
forms major part of the income source for these residents. For example, the average
monthly income is N$ 300-500 (PPP US$ 63-104) and N$ 500-1500 (PPP US$ 104-
313) (Table 5-5) for informal areas visited, placing them within development level 1
and 2 of the Upgrading and Development strategy of the City of Windhoek (Table
1-1) accordingly. The leadership committee members interviewed (66% out of 18)
confirmed that it was difficult to obtain payment for water services from al the

residents and that they have huge outstanding debts with the municipality.
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In areas with high debt the community development officers from the City of
Windhoek facilitate the process of identifying an amount payable per month to
incorporate the arrears payments as well. In general, the communities interviewed are
paying between N$ 20-39 (PPP US$ 3.86-7.53) per household per month
(Freedomland A, Havana and Greenwell Matonga) for their water bill. The
interviewees explained that the arrears are mostly due to relocation of some members
away from the area and thus the bill remains high, with fewer people to pay for it. For
example, the arrears bill in Freedomland A used to be N$ 22 000 (PPP US$ 5,125),
shared between about 150 households at average N$25 (PPP US$ 6) monthly
payments but has decreased to about N$ 9000 (PPP US$ 2,108) over a period of 2
years (2005-2007). There are other expenses that are also deducted before the water
bill is paid such as N$ 200 (PPP US$ 42) for the treasurer to collect fees; N$ 200
(PPP US$ 42) for the community leader to clean toilets and N$ 25.30 (PPP US$ 5.27)

for receipt book.

There is a strong sense of support within the community and thus if some members of
the community cannot afford to pay they make arrangements with the leadership to
pay either in kind or by doing odd jobs in the area. In this regard, the leadership
hardly denies people access for water, because of non-payment. For control and
saving purposes, the water points are open between 08:00-13:00 and 16:00-19:00. An
estimate of 25 litres per day per household is collected for general domestic purposes,
while those selling the local beer collect up to 8 times per day. In extreme cases where
the community members do not pay for their contributions towards the water bill (by
the 15" of every month), water gets cut-off until payment is received by the
community committee. The community in Freedomland A has reportedly had their

water cut off at least 6 times since Independence (1990).

The community leadership structure feels that it is unfair to those who pay, when the
water gets cut-off, therefore they prefer the pre-paid meter system (which the
municipality claims they can only get once their arrears are cleared). For example in
Havana they have only 2 communal taps for supply to 219 households, supplemented
by pre-paid taps next to every toilet (77 toilets, of which 33 are flush toilets). This
gives an opportunity for those that do not want to share communal bills to buy their
own water with the pre-paid cards. However, there is no control over the system and

some people use both the communal and pre-paid taps depending on availability of
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funds. The community leader predicted that the communal taps will gradualy fade
out, so people will start getting used to idea of pre-paid taps (Photograph 5). Pre-paid
meters were identified as the best option for informal areas by most people (even
though some complained about the frequent breakage of some of the pre-paid taps).
However, this majority opinion changed in 2008 (second visit), since the majority of
taps were not in working condition at that time. One community leader indicated that
prepaid meters require high security (against vandalism) and thus they are not

advisablein certain areas.

Photograph 5 Communal tap with water borne toilets (left). People collecting water from a
prepaid meter (right). Source: R. Franceys. Windhoek, 2007

It was toilet facilities (the lack thereof) that most people mentioned to be a problem.
The community is currently not paying for toilets, but they were informed by City
officials that once relocation process is done, that it will become part of the lease fees.
In Havana people are aready allocated land and are paying a lease payment of N$ 29
(PPP US$ 6) per month per household in addition to the water bill. Many (78 %)
people interviewed prefer the flush toilets because they feel the dry latrines require
too much maintenance and work. Similarly, the Namibian government is promoting
waterborne sewers, which, in the opinion of NGO representatives interviewed, are not
feasible in awater scarce country such as Namibia and which send the wrong signal to
consumers. In fact, they reckon that “dry toilets are the answer for informal areas,
especially since people cannot even afford to pay their water bills’. In this regard, the
Habitat Research and Development Centre in Namibia is currently investigating
various options of toilets for low-income groups. There are 6 different types that are
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being tested (in various parts of Namibia), including Jo-Jo; enviro-loos, composting
loos, urine diverter, vacuum systems and Otji-toilet (named derived from a town in
Namibia where these were first piloted, Otjiwarongo). The pilot projects are in
different stages and no results are yet available, however the enviro-loo and VIPs are
mostly used in Windhoek. The enviro-loo is most preferred; if designed and built

properly it only needs cleaning once a year.

The estimated costs (according to interviewee) of these dry systems vary from N$
1,000-4,000 (PPP US$ 208-833) per facility. The City of Windhoek has estimated (as
part of along term solution) that the cost of installing waterborne sewers would be N$
8,200 (PPP US$ 1,708) per unit. Appendix J indicate the costs implications for
installing these systems, with either 5 or 10 households sharing afacility, based on the
toilet need currently evident in informal areas. The current budgeted amount for
toilets according to the Upgrading and Development strategy is a meagre amount of
N$ 100,000 (PPP US$ 20,833) for the city for a year, which needs to be reviewed if
proper sanitation standards are to be followed in these areas (WATSAN, 2007).

The perceptions from high-income users were that of ignorance. The interviewees in
some cases indicated that they do not know how much they are paying for services,
but indicated that they were satisfied with “high” quality of services. The middie-
income group had the opposite opinion in terms of price, and indicated that the bills

aretoo high.
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Table 5-5 Prices of water and sanitation servicesin variousvisited informal settlementsand income levels (after tax deductions) in Windhoek

Area Number of Services available Average Income Average Income level Average Price(N$) for Average Price (PPP
respondents level (N$) (PPP US$ water bills USS$) for water hills
Low-income
Greenwell Matonga C 14 Communal taps and Shared flush toilets 700 135 25-35 57
OkahandjaPark A 5 Communal taps and Shared flush toilets 1, 000 193 30 6
7delaan 4 Communal taps and Shared flush toilets 1, 000 193 78* 15
Kapuka A 2 Communal taps and Bush 800 154 20 4
Onyika 2 6 Communal taps and Bush 800 154 15-20 34
Freedom land A 3 Communal taps and Shared VIPs 1,500 290 20-39 4-8
Havana Proper 2 Communal taps, Pre-paid meters, Shared VIPs, 1,000 193 20-39 4-8
Shared flush toilets
Build-together group: 7 Tapsin yards and Toilets (waterborne) in yards 1,500 290 35 7
New Hope, Dipasen,
Tulipamwe
Middleincome
Khomasdal (Extension 8) 3 Full in house services 3, 500 676 200-250 39-48
Katutura (luxury hill) 1 Full in house services 6, 000 1,158 200-250 39-48
Dorado Park 2 Full in house services 8, 000 1,544 200-350 39-68
Cimbebasia 2 Full in house services 6,000 1, 158 200-300 39-58
Acacia 2 Full in house services 15, 000 2, 896 300-350 58-68
High income
Suiderhoff 2 Full in house services 20, 000 3,861 350-400 68-77
Kleine Kuppe 1 Full in house services 25, 000 4, 826 400-500 77-97
Eros 1 Full in house services 20, 000 3, 861 300-400 58-77
Source: Interviews conducted in April-June 2007 and October-December 2008, Windhoek, Namibia. *this figure includes rates and taxes.
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In informal areas, the taps and toilets share the same meter and thus the water bill
includes water used for flushing of toilet as well (if excreta disposal is waterborne).
The majority (65%) of residents interviewed in informal areas indicated their
contentment with services provided, and added that in most cases these services are
much better (24 hours, 7 days a week) compared to where they originally came from
(mostly rural northern areas in Namibia). However there were the odd few (17%) that
mentioned that they prefer taps in their yards and not communal facilities. Overall
people understood the reasons for payment for services and thus also indicated that
the prices were reasonable, though 33% of the committee members interviewed

thought that water services are too expensive.

Another government official indicated that government does not have appropriate
subsidy mechanisms in place to support ‘vulnerable’ groups that cannot afford basic
services. However various studies are being undertaken (2008/2009) to address these
issues as well as to develop corresponding subsidy (urban and rural) policies. The
challenge highlighted by the interviewee is to define ‘vulnerable classes and
mechanisms for access to subsidies. Service provider and government interviewees
(55%) were sceptical towards any emphasis on the urban poor, because they felt that
people are selective when it comes to payment for certain services, in the sense that
the majority of the ‘urban poor’ can afford to have cell phones, and abuse alcohol
which is much more expensive than water services - however when it comes to
payment for water services, they need to be considered urban poor. In this sense the
interviewees did not support the notion of subsidies or special rates for the urban poor.
There needs to be a clear definition for the urban poor, before considering any
additional support for such groups, over and above the existing block tariff system.
Indicative client proportions in Windhoek are 35%, 45% and 20% (Author self-
calculations) for low-, middle- and high-income groups respectively; hence this can
be used as an indication of subsidy alocation based on the income of consumers and
the general standard of living. This would facilitate the process of subsidy target

group identification.

Some of the interviewed City officials (44%) also felt that people in general can
afford to pay for water and sanitation services. In many cases of non-payment, they
expressed the view that there is a “mindset” that militates against payment according
to which such services are seen as “a free gift from God’. The City officials also
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mentioned that there is a public participation process followed whereby people can
decide which type of services they can afford, therefore people should take

responsibility and pay and maintain the selected services.
5.4 ThePrice-setting process

The price-setting process was generally known to all the providers interviewed and
even to a few stakeholders from other types of institutions (57% out of 18). There are
two separate processes taking place as mentioned by the people interviewed. The first
part of the process (Figure 5-10) starts with the bulk water supplier, NamWater, which
proposes tariff adjustments on an annual basis to the Ministry of Agriculture, Water
and Forestry.
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Figure 5-10 Describes the price-setting process and the various institutions involved. The tick
arrows are the focus process areas of this study and will be investigated in detail.
MAWF=Ministry of Agriculture, Water and Forestry; MLGHRD=Ministry of Local
Government and Housing and Rural Development. Source: (Matros-Goreses and Franceys, 2008:
349)

MAWEF, then reviews (a working group or committee is normally established in this
regard) the tariffs and provided that all relevant information is in order (for example
al financia information reflecting costs per schemes, operating and maintenance

expenditure, capital costs), the Minister tables the request for tariff adjustment and
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sends it to the Cabinet for approval. Once it is approved by Cabinet, as normally
happens, the tariffs are published in the Gazette, whereupon they become official for
that financial year. NamWater informs their clients of the approved tariffs, who in
turn review their own tariffs (second part of the process) and submit tariff adjustment
recommendations to the Ministry of Local Government and Housing and Rural
Development. A similar process takes place whereby the Minister, after reviews,
submits the tariffs of local authorities to the Cabinet, which results in the publication
in the Government Gazette, once approved. The local authorities are also obliged to
inform their clients about tariff adjustments where applicable.

5.4.1 Perception of Government officials on the price-setting process

Even though this process is in place, al of the Government officias interviewed
mentioned that to date there was no significant monitoring of the price-setting
process. It was only in 2007 that closer attention was given to the tariffs proposed by
NamWater and that resulted in the proposed tariff adjustments for 2007/2008 financial
year to remain unapproved at the time of writing. One interviewee mentioned that
there are no performance indicators against which monitoring or enforcement can be
implemented. The government interviewee described the tariff-setting process as
“complete chaos’, saying that the government is in a process of developing national
guidelines in an attempt to control the tariffs in the country. Another government
interviewee mentioned that it is difficult to manage in a situation where the Water
Resources Management Act has not yet commenced. The official also commented
that there is a Central Governance Agency in place, within the Office of the Prime
Minister, which in actual fact should be responsible for implementing governance
principles. It was confirmed that this Agency does in fact exist (as from 2003) but it is
not yet in operation, since it is waiting on implementation of the State-Owned

Enterprises Governance Act, which provides it with operationa guidelines.

According to one interviewee, the bulk water provider lacks any fundamental
principles for tariff determination. The official pointed out that the recently developed
WSASP (2008) focuses on such principles, including defining full-cost recovery. The
interviewee further mentioned that the bulk water supplier needs to clarify overhead
costs allocation, and to differentiate between scheme costs abstracted from different
sources (ground and surface water). These deficiencies add to the reasons why tariffs
have not been approved since 2007. The biggest challenge faced with regard to tariff
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determination, as identified by another interviewee, is that the cost of supply per
scheme of the bulk water supplier is unknown; therefore full-cost recovery levels
cannot be known. If thisis true, then there is no basis upon which the tariff approval

can proceed.
5.4.2 Perception of service providerson price-setting process

In the case of the City of Windhoek, the majority of City officials interviewed (55%)
felt that the process of submitting tariff adjustments to the Ministry isjust aformality,
and pointed out that the Ministry have in fact never declined any of the proposed
tariffs. Thus the processis a bit of a sham, and it is the Municipal Council that has the
final deciding power. It is, however, not clear what the funds provided by City to
Regional Council are being used for, since the Regional Council is not obliged to
report on this usage. There was an anonymous feeling amongst the NamWater
officials that the price-setting process is highly politicised and hence prevents the
company from operating at financially sustainable levels, while demanding quality

affordable services.

5.4.3 Perception of consumer representatives and users on price-setting

process and services

The interviewed committee members are of the opinion that people are generaly
willing to pay for the services (there are extreme cases of people that cannot afford
these services), because these services (water and sanitation) are basic services that

they cannot live without.

Representatives from NGOs interviewed (22% out of 18) mentioned that clear
policies regarding support and assistance to the urban poor should be developed both
from the City of Windhoek and the Government. Once these principles are agreed
upon, then the technicality regarding tariffs and prices can be determined. The
interviewee further suggested that the block tariff system should start at different
levels for different income level consumers. Similarly, one of the recommendations
from the Development and upgrading strategy indicates that support would be sought
from Government to assist (subsidise) those people living development levels 0-1, in
line with the National Housing Policy. In this respect the interviewee indicated that
water services should not be rendered for free and that special rates should be

available for those that cannot afford services. Furthermore, the interviewee was
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adamant that “water is a human right” which isinterchangeably linked to the “right to
life and to dignity” such that enforcement mechanisms in the attempt to recover costs
for these services should be done with these in mind. The current repossession of
houses (from the poor), as result of defaulting payment for municipal bills are against
these internationally recognised principles.

As a solution to ensure universal water access, one interviewee suggested that
payment for water services (equivaent to other services such as defence (police) and
health) should be fused into the tax system, such that the funds can be recovered, but
that it should be paid for indirectly. In general, interviewees indicated that there is a
well spread perception that the municipality is making huge profits from municipal
services. One interviewee's view was that “the price of water is measurable by the
cars of senior management of both water service providers, meaning that people are
paying too much for water”. As such, thereis an urgent need for transparency in how
the increasing block tariffs are determined, as well as the issue of affordability, both
of which were brought up consistently during interviews with representatives and

users.

This issue of ‘cars’ aso brings out the important point, little referred to elsewhere,
that tariff-setting is not simply a ‘cost plus exercise but also needs to incorporate
appropriate drivers and/or incentives for future efficiency gains on behaf of
customers. This point will be considered further with regard to future possible

regulatory roles.

Low-income water users (76% out of 29) indicated that they would not like to be
involved in the process but would like to be represented by the current community
committees, which they claim are doing a good job at keeping them informed and
updated with regard to status of municipal services. The middle and higher-income
groups on the other hand, felt that simplicity in water bills would assist in

understanding the process better.
5.5 TheNeed for aregulator

Reasons and explanations from respondents indicate arelatively well-managed system
for delivering of water and sanitation services to all urban consumers. However, it is
also clear that government, responsible for policy and tariff-setting, have limited input
(and insight) to the tariff-setting process whilst consumers (and civil society
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representatives) have no involvement whatsoever. With the hypothesis that some form
of regulator would be beneficial, particularly where there appears to be such a large
gap between the principal and its agents, the need for a regulator for the water sector
was assessed through a combination of methods during this study. These included
focus group discussions, face-to-face interviews and a workshop. In cases where
interviewees mentioned an intervention by “a third party” or “regulator-type” entity,
these parties were defined and their potential roles further explored. In this case,
perceived roles ranged from “someone needs to make sure the prices are right and that
companies are not making a profit” to “avoiding political interferences’ (Table 5-6).

Table 5-6 perceived role of aregulator from variousinterviewees

I nterviewee types Proposed Role

Consumer representatives | - Ensure that prices are affordable and consider those that cannot pay

(including consumers) - Ensure that providers are not overcharging consumers and making
profits from poor people

Other ingtitutionsyNGOs - Ensure that people know (“and can trust the system”) what they are
paying for (ensure transparent system)

Service providers - Ensure process of tariff determination is done accurately and that full
cost recovery principles can be followed

- Avoid political interferences during price adjustments

-Would play an important role in debt recovery, especidly from
government institutions

Government officials - Implement the Act and ensure cost recovery principles are adhered to

- Hold service providers accountable for pricing and performance levels

Note: proposed roles were summarised according to interviewee types. Source: Interviewees during
April-June 2007 and October-December 2008, Windhoek, Namibia

This exercise was primarily undertaken to create a common understanding of what a
regulator is and what its role might be during the interview sessions. Overall most
people had the basic idea that it should be an institution or person that monitors the
price-setting process to ensure that justice prevails (in terms of fair (affordability) and

equitable (including urban poor) and sustainable (financially, resource-based).

Reflecting on the current water sector situation (hence the question “where are we
now”), with regard to the price-setting process, interviewees were very pessimistic,
such that they admitted that the process needs improvement, however mentioning that
establishing a regulator might not be the best or only way to improve the process.
Other interviewees (20%) indicated that the price is driven by politicians and as such

they dictate the tariff-setting (they can overrule justifications for increments
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requested, thus leaving LAS, for example, to find other sources of income to bridge
the gap of not covering full costs) and therefore “it is not easy to divorce political

interferences with the price-setting process”.

The government officials explained that an ad-hoc committee is formed annually to
address issues of tariff determination prompted by bulk water supplier requests. The
biggest challenges facing the water sector currently are lack of written information,
guidelines and standards (performance indicators). Recently, the WSASP (2008) was
approved by cabinet which stipulates principles of tariff determination that can guide
the process, as well as reinforcement of the need for a regulator for the water sector.
Severa studies are on-going to improve the price-setting process, such as
development of a tariff methodology for the bulk water supplier and government
water services subsidy policy for urban and rural areas. However, the implementation
of the findings of such studies and policies can only be done through a “regulator”

type ingtitution (interviewees, December 2008).

Basic utility regulation is so far only implemented for the electricity sector in
Namibia, and during the interviews it was recommended that the water sector could
benefit from experiences from the establishment of an independent regulator for
electricity (Appendix K). The Electricity Control Board (ECB) interviewees stated
that the starting point for establishing a regulator is to strengthen the legidative
framework, in which case they referred to the current Water Resources Management
Act as “weak and toothless’. Some of the interviewees (33%) did not agree with
establishment of any utility regulator and were not convinced by the value (as
explained by electricity regulator interviewees) that the ECB brings to the process and
in this sense questioned the transparency of the regulatory body.

5.5.1 What would it take to establish a regulator?

In general the interviewees were very optimistic about the idea of a ‘regulator-type
ingtitution (interviewees were sceptical to use the word regulator) and the majority
(65%) werein favour for it (Figure 5-11). Government officials made reference to the
Namibia Water Resources Management Review recommendations that indicated that
a Regulator (similar to that of the UK (OfWAT)) is needed, however since the
regulations for the Water Resources Management Act is not drafted (due to capacity
constraints), this has been neglected, but pointed out that Government is still in favour
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of the idea of aregulator for the water sector. A NamWater official also highlighted
that provision for the establishment of aregulator was made during the early stages of
the establishment of NamWater (as early as 1995) as well as in the Water Resources
Management Act (2004) and in this sense sees it as beneficial for the company,
because it would enable them to start operating on full cost recovery (as they should).
Another interviewee also made reference to the State Owned Enterprises Governance
Act, which also makes provision for aregulator to be in place. Other reasons included
lack of expertise in thisfield in which case a regulatory body would be able to analyse
the financial situation of providers and provide expert advice, especialy regarding

tariff determination.
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Figure 5-11 Perceptions of respondents on introduction of regulator for water and sanitation
servicesin Namibia. Source: (Matros-Goreses and Franceys, 2008: 352)

Transparency was the most obvious motivation, for establishing a regulator given by
the interviewees, elaborating that Namibia has a ‘ democracy deficit’ and this might be
away of making the price-setting process more understandable (people need to know
what their money is used for) and therefore change the perceptions of the public
towards payment for water and sanitation services. Another obvious reason mentioned
is to avoid perceived political interference in tariff determination. The benefits of
having such a system in place were predicted to include prices determined on
affordability levels of the end users and a suitable subsidy system established to
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benefit the urban domestic sector. However, the interviewees further mentioned a few
conditions on which a regulatory system can work in Namibia (Matros-Goreses and
Franceys, 2008: 352):

» |t needsto be composed of very knowledgeable people with integrity
» |t hasto beindependent and free from political influence

= It must have enforcement principles based on operationa performance

indicators (eg introduce fines if indicators are not met)

» The system should be practical and sustainable (considering dry climate and
costs of delivering water over long distances) avoiding “copying” European

standards in Namibia

5.5.2 How could the success of a regulator be ensured?

The interviewees unanimously agreed that establishing a ‘regulator-type’ ingtitution is
not an easy process and the institutional positioning (Table 5-7) plays a critical role

during this process. The following expectations from such as body were raised:

= Developing enforceable standards, guidelines and agreements with Local
Authorities and NamWater

» Performance assessments (strongly emphasise on non revenue water 1osses) of

LAs across the country

= Training and capacity-building (especidly financial management and
accounting) across stakeholders to enable adherence to standards and
guidelines

There were split views amongst interviewees with regards to the detail of the Water
Management Act in terms of clarity of roles and responsibilities of the regulator (as
suggested by ECB interviewees). The argument was that the Act is a guide and it is
the regulations following the Act that need to have the details clarified. Furthermore,
it was highlighted that the Act is currently under review (since 2006-2008), which
makes the discussion very timely and important. The chalenge of implementing the
Act was attributed primarily to lack of capacity (especially at LA level) and
misinterpretation of the principles in the Act which was aso listed as issues for the

‘regulator-type’ body to focus on. Another interviewee mentioned that irrespective of
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the institutional positioning of the regulator, the Act should guide the process and thus
it is up to decision makers to strengthen the Act, so as to provide clear mandate for

such a body.

The incentives for service providersto ‘buy into’ the idea of having a‘regulator’ were
not obvious according to interviewees, since they felt that the current governance
systems (of having institutional Boards) sufficient to deal with price-setting issues and
having a separate institution to deal with regulatory issues will be “over regulation”.
One interviewee felt that any regulatory body would be appointed by government,
which will not defuse the politics and thus the price-setting process will not be any
different from the current situation. The presence of a regulator was associated with
price increments, which was not deemed advantageous towards the urban poor. This
perception was mainly influenced by the current electricity regulation system and thus
“if the water sector should be caught in a similar system, that there will be chaos”
(City official, December 2008).

Table 5-7 Institutional position of potential regulator for water sector as selected by different
stakeholders.

Ingtitutional . < 8 -
position T S 8= O 88 B
2= 3 2 < gEelE %L S
£ 28 | 3&c | 2 | £B33 | 58 | Z
T 5T T3S o T & 8 o
s 5% | SEEE | E By | 1p | &
O 0? R RS = el = o< p
Scores (XXX YY) (XXX [ X X ) (XXX Y} - (XX X
(voting)

Notes: n=22, interviews (including workshop) October-December 2008, Windhoek, Namibia

Logistically government (and financially i.e salaries of staff already paid for) was
indicated according by some interviewees as being in the best position to take the lead
in the process of establishing a regulatory institution. Government already has the
legal mandate to implement policies, so it will avoid confusion among consumers. It
was suggested that a dedicated division (within Department of Water Affairs and
Forestry (DWAF)) focusing on the development of price-setting procedures and
guidelines (including various other aspects) be established, with appropriate training
and capacity (and clear responsibilities) offered to qualified staff.

The difficulty of regulating LAS, in the case of having a regulator within DWAF was
posed, sinceit isthe MLGHRD instead of MWAF who is responsible for operation of

189




Chapter 5: Namibia: awater stressed country with a highly skewed income distribution

LAs (this was the same reason used to have an independent body instead). Another
challenge for the proposed regulator that was discussed, was how to deal with water
related information only for LAS, since they include a range of services (remunerative

and non-remunerétive).

The water regulator idea reportedly has similarities with the environmental
commissioner as stipulated in the Environmental Management Act (2007), who is
given powers by the Ministry to select a panel of experts to conduct specific duties. In
this regard, the panel of experts option is thought to better for the water sector, since
there is only one bulk water supplier with 15 local authorities to deal with. It is aso
envisaged that the experts would not be required on a permanent basis, in which sense
a secretariat (government based) could deal with administrative issues. Based on this
argument, another option was discussed: Initial expert panel within government and
phase-out eventually to independent agency. The experts can be used to build the
foundation of procedures and terms of references for what needs to be done. Once this
is firmly in place and the necessary human and financia resources are obtained, the
agency moved towards some level of independence. However, externa monitoring
was suggested to play crucia role in the process. The reason why expert panels are
proposed while government acts as secretariat is to avoid the normal “government
working and thinking style”, that is to influence within the process. Interviewees felt
strongly that forces and resources should be pooled to create commitment and
ownership over the process.

The option of merging a water regulator with the ECB was severely declined by
interviewed municipal officers. The argument was that it will become a“power” issue
between the two sectors, which will impact badly on consumers. Therefore
interviewees stated that “it is two separate types of services, and it operates in
different ways and therefore it should be kept separate”. Opposing arguments
indicated that an optimal option would be a merger, because ECB is an independent
institution already, with process guidelines, procedures and standards, which can be
taillored to the water sector. The opinion here was “it is better not to re-invent the
wheel”. These interviewees did not agree with the emphasis on political interference,
since the latter argument is that “as long as the Act clearly stipulates the role of the
Ministers (of both water and electricity industry) in the process, the politics are

avoidable’.
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The issue of cross-subsidies within the water sector should also be strongly addressed
and assessed in term of sustainability, given the Namibian conditions. One of the
interviewees further explained that legally NamWater is a company, and therefore
should be treated as such and the issue of profit-making be clarified in that context,
thus service standards and enforcement mechanisms can be set accordingly.

A neutral body (Ofwat type) would have severe financia implications (linked to
independence and functionality), and therefore will take longer to establish and hence
this option was not strongly considered.

Other interviewees (13%) were not convinced that establishing a regulator is the best
option. They indicated that “some sort of regulation is needed”, but it is not obvious
that establishing a regulator is the answer; in the absence of cost benefit analysisit is
difficult to select the institutional positioning of the proposed regulator. Certain LAS
aready operate as businesses and focus on financia sustainability as well as
providing quality services, and thus do not require a regulator to determine price
limits for them, since they operate on simple principles of “what goes in (costs) and
what comes out (price)” and therefore “there is nothing to regulate”. The boards of
service providers are there to make sure business principles are adhered to and thus
having a regulator will be duplicating and complicating existing structures and
systems. In this regard, the City official stated that “the idea of having an economic
regulator is good in principle, but is not suitable for Namibian conditions. The current
system should be strengthened to incorporate the necessary principles’ (City official,
December 2008).

The major drivers behind the urge to have a regulator were identified as transparency
and accountability by the interviewees. It was further indicated that accountability
takes into account identifiable indicators which is necessary to improve the current
process. In this regard, the sentiment was “if you cannot measure it, how can you
manage it?’ and thus responsibility of such a system has to be directed to “someone”.
In this respect, the interviewees rated the level of transparency (Table 5-8) required to
improve the current price-setting system.
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Table 5-8 Level of transparency required by intervieweesto improve the price-setting process.

Level of | None Roles and | Costs of | Tariff All
transparency responsibilities | operation and | calculations and | information
(ingtitutional maintenance | future (detailed) in
set-up) information projections/ public domain
Eegb t S)A nnual Investment
P options (eg.
Business/strategic
plans)
SCOreS 0000 [ ] [ XXX J 000000

Notes: n=15, interviews October-December 2008 (excluding workshop), Windhoek, Namibia

Interviewees mentioned the benefits of the identified transparency levels primarily as
understanding the motive behind certain procedures and the consequent results, thus
making the entire process easier (and better), especially with regard to payment for
services. One of the identified challenges of achieving relevant transparency levels
was to improve and maintain good electronic data systems for ease of access and
monitoring of service levels. These functions require strong coordination by a central
institution, with effective information dissemination ability. The system should be
consistent, yet flexible and ssmple, so that consumers also understand the process. In
this regard, the desired consumer involvement (Table 5-9) was further identified as
having a need for consumer representation during the price-setting process.
Representation was highlighted as one of the biggest challenges when it comes to
consumer involvement and interviewees emphasised the need to have clear roles and
responsibilities, as well as procedures (indicators) in place, to keep representatives
accountable.

Table 5-9 Indication of consumer involvement required within the price-setting process

Consumer No Manipulation | Consultation Placation Delegated

involvement involvement (community (public (consumer Power

levels committees) meetings) representatives) | (influence of
stakeholders
0N process)

&'_:Ores 0000 000000000 000000

Notes: n=19, Source: consumer involvement levels adopted from Arnstein ladder (Rouse, 2007: 82);
interviews October- December 2008, Windhoek, Namibia (excluding workshop).

One interviewee felt that people vote for who they feel can represent their interests
well; therefore it should also be a participatory process. In fact the interviewee
indicated that the entire process of establishing a regulator should be treated as a
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‘democratic election’ (for example after capable candidates has been short listed and
public debates) where the public have the opportunity to select the director of any
regulatory body, since the regulator would be representing consumer issues. Overall
the results indicate that accountability through transparent information sharing and
consumer involvement are considered to be the key elements for ensuring the
‘success of a ‘regulator type institution in Namibia, particularly given its scarce

resource and highly-skewed income distribution challenges.
5.6 Chapter summary

Namibia's water sector is well managed and the provision of water and sanitation is
above average compared to other lower-income countries. To ensure that this state of
quality is maintained (and improved), in the midst of extremely unequal conditions, in
terms water resource availability and income distribution, relevant institutional
development initiatives are required. In general, a state of confusion prevails over the
roles and responsibilities of various water sector institutions with regard to price-
setting process. The price-setting process in Namibia is currently undertaken in an
apparently haphazard manner with no officia records of the process being available.
Crucia information regarding the break-down of the costs of service provision are not
readily available (bulk and local authority level), due either to mismanagement or lack
of appropriate skills and knowledge. In this regard, financial transparency is a huge
challenge given the fact that water prices are set at two separate levels with two
different accounting systems, both of which effectively hide specific costs related to

water supply in particular areas.

The results indicate that it is not possible for a civil servant, let alone a representative
of civil society, to understand how prices are set from the financia information in the
public domain. Hence it is clear that a more transparent information system about
supply costs and pricing calculations would assist in allowing independent assessment
of the efficiency of water providers (both bulk and local authority level), especialy
where resources are limited. Furthermore, it is difficult to assess the affordability
levels of low-income users, since access to services are priority based. Thereis strong
sense of understanding of why basic services are priced (but not how) as well as a
strong sense of willingness to pay. The major stakeholders in the water sector include
government, service providers and users, which have conflicting interests with regard

to water and sanitation services. In this regard, it is proposed that a regulatory type
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body be established to balance these interests and to facilitate information sharing

imperative for atransparent and sustainabl e price-setting process.

“If the rhythm of the drum beat changes,
the dance step must adapt”
Kossi, Burkina Faso as cited by Berg,2007
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Chapter 6: A framework for the price-setting process

This chapter addresses a cross-country case analysis, reflecting mainly on the price-
setting processes and water and sanitation services with related perceptions of
stakeholders in England, Zambia and Namibia (Chapters 4 and 5). Based on these
results and other literature, this chapter includes further detail on the proposed options
for the price-setting process in Namibia in terms of policy, institutional and
implementation of a proposed regulatory framework through specified set of

questions and criteriaidentified through literature.

The results are discussed within the context of the principa-agent theory, which
highlights the need for transparency and stakehol der involvement to reduce challenges
of information asymmetry. This is particularly important given the Namibian
challenges of setting prices at two levels (bulk and retail water service provision),

within highly skewed income distribution and water scarce conditions.
6.1 Provison of Water and Sanitation Services

Water provision in Namibia is undertaken by a parastatal company operating public
assets, while in England and Zambia the majority of operators are private and
commercial respectively, though the latter country has partly public governing bodies
of which local authorities are mgjor shareholders. Therefore the management style of
the service providers is different. In Namibia, for example, based on interviews, the
challenge of service providers are water scarcity and finding new water sources to
meet the demand, while in Zambia their biggest challenge is dealing with
deteriorating infrastructure and in England it is population growth and coping with
climate change effects. Furthermore, the most remarkable similarity observed across
the service providers is that of dealing with issues of affordability and differential
(quality) services to meet the demand of a wide range of consumers within different
social classes and hence consequently the challenge of recovering costs. In that
regard, the providers are not compared to each other, but merely referred to for the
purpose of describing country situations, and drawing lessons for the Namibian
challenges within the price-setting process.

Financial data was primarily used to assess the financial performance of service

providers in the selected countries. The financia information reflects the efficiency of
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the providers' operations. Regulators require audited financial statements to assess the
performance of providers, hence expect complete financial transparency from the
providers. Selected financia ratios (author’s calculations) were used to anayse the

financia performance of the case country companies (Table 6-1).

Table 6-1 Financial elements (2006) to describe water providersin selected countries

Finance elements (2006)* England Zambia Namibia
(Anglian Water) (Lusaka Water (City of
and Sewerage Windhoek)
Company)
Major service Water and Water and Municipal
wastewater wastewater services
services services including water
and wastewater
No of customers 4.2 million 2.5 million 200 000
Average tariffs [PPP US$/m’ 2.24 1.29 211
Average bill [PPP US$|" 58 15.96 67.57
Financial performance
Turnover [PPP$ m] 599 49 176
Operating profit [PPP US$ m] 232 4 (6.76)
Operating efficiency
Non-revenue water [%0] 29 51 33
Debt collection period (days) 102 345 75
Service coverage [%] 100 65 88
Average Hours of supply 24 18 24

Note: *2006 elements were selected because it represents the latest figures obtained from all countries.
" Figures do not include communal services. Sources: Annual reports of service providers;, Zambian
financial performance figures: (World Bank, 2006: 78).

The tariffs charged in Namibia are comparable with England tariffs, however it is
considered high compared to southern African countries as confirmed through the
literature (Gumbo, 2004: 1228). This is primarily due to the water scarcity challenge
and the willingness of Government to charge viable tariffs. In general the research
concludes that the service provided by the municipality in Namibiais considered good
in comparison to LWSC and thus the problem is more of a procedural nature (in terms

of tariff determination) rather than quality of service.

The biggest problems with regard to financial data from service providers were

interpretation and understanding, and therefore it was not clear how tariffs are
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calculated for the local authority and the bulk water supplier in Namibia. It was
further clear that the Namibian price-setting process of the water sector is politically
managed though administratively driven and that there is no common understanding
and interpretation of full cost recovery principles. There is no mechanism to challenge
the administrative demand for cost plus (at whatever level of cost-reflectivity) tariffs.
LWSC is currently not meeting appropriate financial targets for viability, primarily
due to alack of infrastructural maintenance, reflected in the appalling unaccounted for
water numbers as well as high debt recovery costs. Anglian Water's financial
statements were also difficult to understand because the company forms part of the
Anglian Group and some of the financial information did not differentiate between the
Group and the company. However, company information was more easily accessible
from public information available from the regulator, Ofwat. Furthermore, Anglian
Water is performing well financially and this can be seen in their high customer
satisfaction rates for service delivery though some would challenge the level of

profitability that the regulator has allowed and incentivised Anglian to outperform.
6.1.1 Perceptions of stakeholders on water and sanitation services

In Namibia (interviewed informal area residents), access to water was regarded as
third priority after the need for registered ‘erf’ (land) and electricity. Furthermore,
payment for water and sanitation services was not generally a problem, it was the
priorities of consumers that made affordability for services difficult to assess. In this
sense, defining digibility (and design) for subsidies proved to be a major challenge
for government officials as part of the price-setting process. The issue of priority
assessment is important both at considering consumer’s behaviour and attitudes
towards the services, but also on the side of providers and decision makers. The
perceptions of stakeholder groups of water and sanitation services (Table 6-2), are
very diverse given the different country conditions. Sanitation services in urban poor

settlements are found to be significantly neglected in both Zambia and Namibia.
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Table 6-2 per ceptions of stakeholder groupswith regard to status of water and sanitation services

delivered in England, Zambia and Namibia

Stakeholder England Zambia Namibia
groups
Government -High dependence on -Poor infrastructural
donor funds maintenance
- Poor water services (depreciation charges
. ; unclear)
(improving)
-Unclear tariff
determination
Providers - High consumer -Block tariff (including -Scarce water-focus on
satisfaction rates social tariff) syssem works  conservation measures
- Services cater for poor well -Flat rate for communal
residence -Lack of infrastructural services (subsidised)
investment is major reason :
f . -History of non-
Or poor services
payment culture
- History of non-payment Vandalism
culture ;
(maintenance) of
-Slow debt recovery major  communal water points
concern for full cost _Slow debt recovery
recovery )
major concern for full
cost recovery
Consumer -Improving services -Kiosk system working -Good services
representatives (espgually consumer well -Good communication
relations) : o :
with municipal officers
- Metering needed for -Debt recovery for
fair billing :
communal services
Consumers -Good services (hardly -Intermittent services -High debt (arrears

ever problems) with
reasonable charges

-Unclear bills

-Prefer paying flat rate as
oppose to metered bills

-Long distances to collect
water

- Poor water quality
-Unclear bills

- No toilet facilities-health
implications

communal accounts)

-Pre-paid meters
preferred (although
mostly out of working
order)

-Water cut-off due to
unpaid communal bills
is unfair to those that

pay.

-No toilet facilities-
health implications

Source: Interviewees during fieldwork (Namibia: April-June 2007 and October-December 2008;
Zambia: November 2008; England: July-August 2008)

Namibia and Zambia share acommon history or culture of non-payment for water and

sanitation services leading to difficulties in debt recovery by providers. The kiosk

system is seen as “pay as you go” system that works well in Zambia and it instils the

culture of accepting that water is like any other good (which you can get from the
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kiosk) that you have to pay for. On the contrary, informal area residents in Namibia
prefer pre-paid meters as a fair system in communal water service conditions;
however the chalenge faced by providers is in maintaining these systems. The
providers in Namibia and Zambia also share a similar opinion that subsidies form part
of the first block of the tariff system for basic services, however additional subsidies
for the urban poor falls under the social responsibility of government. In England, the
social responsibility is with the providers to ensure that they are financialy
sustainable as well as making sure that their low-income customers are provided with
good quality services (through, for example, the WaterSure scheme). The magjor
complaint of consumers in al countries against service providers is that the billing
system is unclear. Hence based on interview results the following issues are deduced
with regard to providing water and sanitation services (especialy with a focus on the

urban poor):

= Adequate revenue generation is crucia for infrastructural maintenance and
quality service provision, hence the importance of proper structure of tariff

determination strategies

= Subsidy needs and target beneficiaries require clarification and definition
since consumer needs are priority based and the general assumption is that
services are affordable to al, including urban poor

» Adequate debt recovery procedures have to be in place to ensure

sustainability

= Consumer involvement (interest) in the price-setting process depends on

consumer satisfaction of service provision.

Overal from the results, consumer representation is found to add significant value to
the price-setting process in terms of increase transparency and interpretation of related

information.
6.2 Price-setting processes

The price-setting processes are very country specific and thus are not directly
comparable; however general process related issues are highlighted from the research,
which could inform the process in Namibia, given country challenges. compares the

institutional arrangements across England, Zambia and Namibia to illustrate the
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differences that exists in these countries (Table 6-3) in order to sketch the context

against which lessons are drawn from the former countries.
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Table 6-3 Comparison of water sector institutional arrangements across England, Zambia and Namibia

I ngtitutional arrangements

England

Zambia

Namibia

Water sector Reform

Legal framework

Responsible Government

entity

Regulator status

Regulatory tools used

Performance indicators

Consumer representation

Water suppliers status

Regulator Sustainability

Incentives to serve the urban
poor

1989-Privatisation process following the 1974 reorganisation when all
Local Authorities were absorbed into regional water authorities.

Water Industry Act, 1991 updated to Water Act, 2003
Department of Environment, Transport and Regional Affairs

Independent regulator, non-ministerial department, Water Services
Regulatory Authority (OFWAT)

-Incentive Based Regulation derived from five-yearly price reviews
-Overall Performance Assessment (OPA)

-Levelsof service

-Security of supply and efficient use of water

-Financial performance and expenditure

-Water and sewerage service unit costs and relative efficiency

-Independent Consumer Council for Water (CCW) since 2006, out of
Ofwat’ s Customer Services Committees

10 water and sewerage companies

12 water only companies

193 staff (2008)
Less than 0.2% of industry turnover

Vulnerable charges Scheme (‘WaterSure'), complemented by service
provider ‘ Charitable Trusts

1993- Commercialisation process- Local Authorities were
entrusted with all water and sanitation services provision

Water and Sanitation Act, 1997

Ministry of Local Government and Housing and Ministry of
Energy and Water Development

Autonomous regulator, National Water Supply and
Sanitation Council, started operationsin 2000

- Monitoring Performance indicators

- Incentive Based Regulation introduced 2008
-Water and sanitation service coverage
-Hours of supply

-Staff per 1000 connections

-Collection efficiency

-O&M coverage collection

- Water Watch Groups (WWG), semi-autonomous to
NWASCO

23 Local Authorities
51 Commercial Utilities

10 Private utilities

16 Staff (2008)
2% of levy on service provider’s turnover

Devolution Trust Fund (DTF) (through external support
from the Danish and German Governments) establish Kiosk
systems in peri-urban areas

1998- Namibia Water Resources Management
Review team facilitated process

Water Resources Management Act, 2004

Department of Water Affairs and Forestry (DWAF)-
Ministry of Water, Agriculture and Forestry and
Ministry of Local Government and Housing and
Rural Development

DWAF, setting/approving tariffs through ad-hoc
committee

Not in place
NamWater Cow
Introduced in 2007: - Not
. . accessed
-financial performance
-Employee productivity
-customer/

stakeholder satisfaction

Community Committees supported by Local
Authorities

1 Bulk Water Supplier (since 1997)
14 Locd Authorities

Not in place, currently Government regulated/ self-
regulation

No subsidies or support for urban poor

Source: Franceys and Gerlach, 2008; NWASCO, 2004; MAWRD, 2000; Interview results April-June 2007; July-August 2008 and October-December 2008.
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The English and Zambian processes are very similar, in the sense that Local/Regional
Authorities were transformed into private utilities and are regulated by independent
economic regulators, while the Namibian system is based on a public system through local
authorities. The Water Act of Namibia makes provision for a“regulatory board” however it
has not yet been implemented, since 2004 due to lack of relative capacity, political support
and will. The consumer representation bodies in England represents all consumers, while
in Zambia and Namibia, they only represent those consumers in the peri-urban areas. The
rest of the consumers deal with the service provider directly. The greater majority of
consumers in al countries indicate ignorance towards the price-setting processes taking
place, which strengthens the point that consumers are not particularly interested in the
price-setting process; unless they experience service related problems or very sudden price
rises.

6.2.1 Price-setting priorities of regulators

The priorities set by regulators (or government) are country and demand specific; however

various similarities could be drawn from the research (Figure 6-1).
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England

Metering

. . Efficiency
Climate Change adaptation improvements

Long term (25 year) strategic plans/ competition
Capex planning incentive (CIS) [ (benchmarking)
CBA on all investments
Customer research

Sewer flooding

Regulation by incentive scheme
Water quality
Service hours
Unaccounted for water
Infrastructural investments

Affordability
Full cost
recovery

Debt recovery
(especially
from Government

Cross-subsidies (ensuring services to urban poor)
Tariff determination principles and procedures
Performance indicators
Credit control systems
Legal framework Revision
Pricing for conservation

Namibia

Figure 6-1 Regulator priorities (most urgent-in bold) and respective similarities faced in England,
Zambia and Namibia. Source: Author’sanalysis based on interview results

Many of the challenges highlighted by regulators are in fact service provider challenges,
which regulators need to, monitor and ensure that they are implemented according to
standards and procedures. It can thus be seen from the interview results that all
regulators/governments are mostly concerned with reaching an acceptable level of cost
recovery of service providers to be able to deliver the desired and affordable services to
consumers. Full cost recovery (however defined) is at the heart of regulation, after which
the focus changes to efficiency improvement, as in the case of England. In the Zambian
context full cost recovery refersto recovery of cost of operation and maintenance as well as
cost of investments of water and sanitation services (NWASCO, 2004a: 38). Based on the
literature (Rogers et a., 2002: 3), full cost recovery refers to the combination of full supply,
economic (opportunity and economic externaities) as well as environmental externality
costs. In that sense, it is understood that the definition of full cost recovery used in Zambia

and Namibia refers mainly to the full supply costs instead of full costs (which include
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economic and environmental externalities). England and Wales believe that the requirement
to achieve the Water Framework Directive will deliver an acceptable level of economic

externality.

Effective sector regulation approach consists of three strategies; identification of priorities;
building the foundation for effective regulation and establishing the full scope of regulation
(Figure 6-2) (DWAF, 2008: 8). In this case, England and Zambia are operating on a full
scope of effective regulation. Namibia can be classified under the second stage of effective
regulation; however the research indicates that these foundation blocks can idedly be

achieved under coordination of aregulatory body (irrespective of institutional positioning).

D Effective Regulation Strategy Approach

Identify Priorities

Full scope

Cross-cutting initiatives to | ' | jmplement all

initidaves to Mmidgale key ensure effective regulation | | regulatory functions

risks

Revealing performance

Priority compliance initiatives Social regulation

Eg. Drinking water quality Financial transparency ‘

Effluent quality Impraving accountability " | Drinking water
Strengthening | quality regulation
enforcement Environmental health
Building consumer voice 1| regulation

Regulating competencies

Building regulatory i | Economic regulation
capacity

Case study status Namibia . Zambia, England

Figure 6-2 the case study country status against the effective regulation strategy approach. Ref:
Adapted from (DWAF, 2008: 8).

In this regard, the literature (DWAF, 2008: 8) highlights four regulatory domains under
which effective regul ation can operate:

= Social regulation (universal accessto services)

»  Water resources and Environmental regulation (wastewater discharges, licences)
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» Public Hedlth Regulation (drinking water quality and safe remova of household
wastes)

= Economic regulation (tariffs, contracts, service quality, price and incentives)

These are indicative of sustainable development pillars, with the addition of public health
highlighting the important link between the water and health sector. For purposes of
coordination of the full scope of the regulation stage, this research further identifies a
further domain, called “governance regulation”, which could be considered the
coordination of all regulators (whether it is separate entities or one unit with separate
domains as units within). This is suggested to be the ultimate tool for transparency to
address concerns of “who regulates the regulator” as the role of an independent public
body, equivaent to an ‘Ombudsman’ or Competition Commission in England, to conduct
in-depth enquiries into regulation within the context of policy implementation and
monitoring. In the case of water sector, the governance regulator would measure
performance of regulators, against effective governance criteria, with the most important

being transparency through access to accurate information and stakeholder involvement.
6.2.2 Perceptions of stakeholders on price-setting process

In the fieldwork, tariff determination as part of the role of regulators, was seen to be one of
the major activities within the price-setting process and hence transparency and
accountability within these processes were deemed most important for interviewees from
al countries concerned. Transparency is mostly needed to boost the understanding and
willingness to pay of consumers for relevant services. Political influence was highlighted as
one of the biggest hindrances to derail the process from charging full costs, therefore
compromising financial sustainability of service providers. Another challenge identified
was limited information (especially financia) available within the system to enable
decision-makers to make informed decisions with regard to price-setting process. The
boards of regulators and of service providers are considered as governance structures and as
such the interests (representation) of board members (seen as governing structures) are
questioned and this could influence credibility of price-setting process, especidly the
presence/role of government officials on such boards.
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Table 6-4 Comparison of perceptions of stakeholder groups acrossthe study countrieson price-setting processes

Stakeholder groups England Zambia Namibia
Regulator -information intensive highly computerised system -high degree of objectivity and transparency - Not in place
-very transparent and adaptive to changes -independent and free from political interference
-complex tools (in process of simplifying) - basic and simple guidelines for providers to follow
-good working rel ationship with other regulators, service providers and - good working relationship with regulators, providers and
CCW WWG@Gs.
Government Not interviewed -independent process; -efficient improving process -ad hoc process, no operational
. . - - guidelines (monitoring or enforcement
-transparent and informative process to facilitate decision mechanisms) in place
making processes
-tariff determination procedure unclear
-bottom-up information feeding approach ! nation p red
-no performance indicators
Providers -complex and information intensive (detailed) process -micro-management of companies (over-regulation) -non existent and non-transparent process
- micro-management of companies (over-regulation) -unclear role and responsibilities - high degree of political interferences
- process political and non-transparent - lack technical expertise
- certain tools for regulation inapplicable to companies
-too much information requirements ; - independent process; -
good urban poor focus
Consumer - efficient process - high degree of transparency, accountability and stakeholder - unaware of detailed process

representatives

Consumers

-good working relationship with regulator and service providers

-CCW have negotiation and persuasion power to influence process

(requires more statutory power)

- processis ‘relatively’ transparent- no access to financial model - ‘ what-

if’ scenarios refused

-regulatory tools are too complex and needs revision

- unaware of the process

- not interested to participate in process (in favour of representation)

invol vement

- interference in service providers and government activities

-unaware of the process

- in favour of representation

- understand reasons for payment for
services

-good relationship (good information
flow) with local authority

-insensitive to urban poor needs and
capacities
-unaware of the process

-interested to participate in process

Source: Interviewees during fieldwork (Namibia: April-June 2007 and October-December 2008; Zambia: November 2008; England: July-August 2008)
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There are similarities amongst stakeholder group responses across the three countries
regarding the price-setting processes. The regulators perceive the process to be highly
transparent with very minimal interference from government, while service providers and
consumer representatives indicated a degree of political interference in the process.
Overal consumers did not show much interest in the process and were more concerned
about the services they received, though the Namibian consumers indicated interest to be
involved in the process. Consumer representation for Zambia and Namibia is on a
volunteer basis while in England they are now (since 2006) paid allowances for their
services, hence there is a noticeable difference in levels of competence and selection
procedures (which influence operational styles) in these countries. The Zambian and
Namibian representatives are more localised (elected and work closely with community)
and based on reputation and trust amongst the community, whereas the English
representation is based on skills and experiences in specific areas (positions advertised
with appointments based primarily on professional competence). Community structures
are in place in Namibia to create a sense of ownership and responsibility amongst
informal area residents, as well as representing community on relevant issues, however,
the structure has no decision-making power and is only used as an information channel
between the community and City officials. In this regard, the English consumer body has
more influence on official procedural and decision making processes, though no statutory
powers exist either. Based on these results, the following key issues are deduced for

price-setting processes:

» The perceptions of stakeholders depends on their involvement (and experiences)

and knowledge in the process, hence should be taken very subjectively

= The price-setting process is complex and needs to take into consideration various

opinions (adapt to changes and demands) and thus should be very goal oriented

= Expectations and target stakeholders (beneficiaries) of the price-setting process
needs to be clarified continually

= The efficiency of the price-setting process was based on robust system (guidelines

and procedures) in place

» The price-setting process is at some level personality based which influences the

operations and rel ationships of regulators with their various stakeholders.
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6.3 Conceptual framework: Application of theory

This research builds its foundation on theories of regulation which apply to utilities in
genera. There are two prominent theories in this context: positive or normative theories
of regulation. The positive theory addresses why regulation is required, while the latter
deals with how regulation occurs, which relates to the regulatory process issues such as
obtaining credible and accurate information to identify performance standards, price
structures and incentives for economic efficiency (Jamison et al., 2004: 217). The
research is thus focused within the normative theory of regulation, specifically focusing
on minimising the costs of information asymmetry through establishing regulatory
processes. This results in directly applying the principal-agent theory in the context of
regulatory governance within the water sector, in which case the government is the
principal, the agent being the service providers. However, realising that more
stakeholders are involved, the study also draws on interest group theory (Jamison et al.,

2004: 217), taking into consideration the interests of consumers and other organisations.

There are four issues as summarised from literature (Wheelen and Hunger, 2002. 30;
Mallin, 2007: 12; Brealey et d., 2006: 299) to be considered when dealing with principal-

agent problems. These include:

» Process (process of devel oping business plans and procedures)

» Information (access to accurate information)

» |ncentives (ensuring that appropriate rewarding systems are identified)

= Performance measurement (measuring means of rewards through monitoring)

Asymmetry with respect to objectives and information are the biggest problems faced
between principal-agent relationships. In this case, the agent has an advantage over the
principa due to access to more detailed information. In this case, regulation is suggested
as a monitoring tool to minimise the identified problems, such as lack of financia
transparency, as indicated from the research results. The key thus for the proposed
institutions such as independent regulators are to ensure that companies perform well, the
interests  (often conflicting) from key stakeholders namely, consumers,
shareholderg/investors, board of directors and management are synchronised (balanced)

for sustainability of the sector.
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Managing or resolving the relationship (interests) between ‘principals and ‘agents
involves the application of agency theory, (Baldwin and Cave, 1999; Wheelen and
Hunger, 2002.: 30; Mallin, 2007: 12) in the sense that procedures can be developed for
two reasons to primarily mitigate the informational disadvantages faced by politicians
dealing with agents. Thisisin line with the lessons learnt from case studies (England and
Zambia) which include ensuring that roles and responsibilities are clarified and that the
appropriate mandate is given to “regulatory body” to address the water sector problems as
well as ensuring common interpretation and understanding of the legal framework. The
essence of the study thus revolves around information sharing (including participation of
consumers to ensure their issues are represented and considered during decision making
processes) in the quest of improving transparency (especially financia) within the price-
setting process. Gathering sufficient and accurate information forms one of the biggest
tasks of regulators to address the information asymmetry challenge between principal-
agent relationships (Table 6-5), as transpired from interview results. For example, many
of the utility interviewees indicated a sense of “over-regulation” from the regulators in
England and Zambia in terms of intensive information requirements. In this regard, the
purpose (objective) of gathering information needs to be clearly defined and understood

by all stakeholders so as to address specific problems in the system.
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Table 6-5 Principal-Agent relationships and related information asymmetry challenges identified
within study

Principal Agent Information Role of regulator to address
asymmetry challenge
challenge

Government Regulators Transparency -Standard setting

requirements (as
part of regulatory
principles) and

-Regulating prices and
service quality

expectationsin -Providing policy advice
line with . .
interests -Clear identification of
responsibilities and
procedures
Government Service Providers -Financial and -Monitoring and enforcement
operating mechanisms
statistics -Monitoring competition
Regulators Service Providers -Price and non- -Assess performance of
price issues provider (ability to operate
efficiently)

-Assess financial condition of
provider

-Assess market demand

-Monitoring and enforcement

mechanisms
Service Providers Customers -Willingnessand  -Open and accountable
ability to pay regulatory processes
(addressing .
affordability) and M echanisms of feedback and
. information sharing
ability to pay
(income levels) -Consumer representation

(handling complaints)

Source: Author’s analysis of results

Research results indicate that there are various types of information asymmetry
challenges from all stakeholders, hence the need for a regulator to make the system more
transparent. This need for transparency is even more necessary in a country like Namibia,
which faces three levels of extremes; separate levels water service provision, skewed
income distribution and water scarcity. In this regard, the information requirements of a
regulator are defined by its role and responsibilities as well as specific country conditions.
The results aso indicate that major consequence of information asymmetry is financial
distress for operator (mainly due to political influence on pricing aspects) and as a
consequence inefficiency and poor quality of service. These findings are in line with
findings by (Jamison et a.) (2004:215) who further states that the capacity of the
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regulator also plays a crucial role in addressing information asymmetries within principal-
agent relationships in order to determine “informational requirements, obtaining and
managing information; data quality assessment; reporting information and ensuring

public access to information”.

Result analysis highlights that though stakeholder interests' are different; they all share a
central need for sustainability of the water sector. Hence the research suggests that it is
the key role of the regulator to steer the sector towards this common goal. Therefore the
need for effective information sharing and understanding the underlying benefits cannot
be over-emphasised. Based on the research findings, the types of information required in
a price-setting process (and its related benefits) are highlighted (Table 6-6).
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Table 6-6 Type of information and related purpose and benefits targeted at specific stakeholder

groups

Type of information Target groups Purpose Benefits of information

Public information Consumers Transparency Enhance and improve customers
understanding and
awareness/perceptions towards
payment and conservation of
water services. It also alows
customers to put pressure on
service providersto uphold
service standards

Sacial information Consumers and Sector performance  Includes holistic picture of the

Government (sustainability) sector, including coverage,
access for the poor, water
resource availability to make
informed water use/investment
decisions.

Manageria information | Service providers Accuracy and Keeping a (centralised)

and Regulators Reliability comprehensive information
systems- database (including
historical data) enables managers
to know what to measure and
manage for future development.
Thisisessentia for inclusionin
business plans. Clear definitions
for targets are important. Logical
data collection (procedures),
verification processes (and
analysis) need to bein place for
effective information flow
within organisation.

Financial and Regulators Financial Thiswill enable service
operational information transparency- providersto be held accountable
L for performance of services

Redlistic price

Evaluation information | Service providers, Improved National evaluation of services,

Regulators and performance based on combination of social,

Government financial and operational
information. This would also
assist in shaping sector priorities
and objectives

Source: Author’s analysis of results

In general, the results conclude that transparency (as a result of information sharing and
analysis) as implemented through regulators improves confidence of both consumers and
providers in the system and indirectly results in improved performance of companies.
However, further results indicate that ssimplicity (and targeted/specific) in regulatory
information requirements would result in improved price-setting processes. The
perceptions of stakeholders, as found during the fieldwork, are formed based on the

information received, and since the medium of information trandation and anaysis is
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missing in Namibia, the price-setting process was seen as “chaotic and disorganised”,
while in the countries where regulators were established the process was rated transparent
and effective to a certain degree. The incentives of sharing information thus can

summarise as.
= Mitigating information asymmetries

= Addressing institutional challenges (transparency and information flow (internal

and externally)
= |dentifying sector trends and priorities
» Improving sector performance (beneficial for all stakeholders)

6.4 Proposed optionsfor regulation in Namibia

Evidence from England and Zambia illustrates the role of economic regulation. Results
from Namibia provide evidence of weakness in legidlative framework, clarity on roles
and responsibilities and lack of financial transparency, which are clear examples of the
principal-agent challenge. To overcome this, it is clear that a“‘body’ or institution of some
kind is needed and will help clarify the price-setting processes. There is also a clear need
to document the process and develop guidelines following a consistent system. The first
focus for this process (based on research findings) is to review (finalise the process) the
Act (especially the regulatory section) and make it as clear and specific as possible.
Strengthening of the legislative framework was mentioned as a driving force behind the
electricity regulator development process in Namibia and thus this is strongly
recommended (by research findings and interviewees) for the water sector. The results
also indicate that transparency and accountability principles are required to improve the
price-setting process, irrespective of the institutional positioning of a regulator. Currently
skilled capacity in this field is lacking and therefore it is imperative that thorough
research is undertaken to provide a system that is fully adaptable and practical given the

Namibian conditions.
6.4.1 Addressing policy gaps

The legidative framework of England, Zambia and Namibia (Table 6-7) were reflected
upon in terms of itsinstitutional provisions and price-setting related clauses for water and

sanitation services. Reflecting on the legidation of England and Zambia, there is a
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significant difference especially with regard to details of the price-setting process and the
role of the water service providers compared to the Namibian Act. The Water Act, 2003
for England and Wales is very detailed on the roles and functions of the regulator and the
consumer representation bodies and includes the type of information required and shared
to consumers and the relevant authorities involved. There are further performance
standards that are linked to the remuneration of the directors of companies, which are
assessed by the water regulator as well. The English Act also requires all specified
decisions made by the regular to be in the form of public notices and it specifies the
relationship between other regulators; Secretary of State, Assembly, Environment Agency
and Water Service Regulation Authority, in terms of cooperation, exchange of

information and consistency of procedures.

The Zambian Water and Sanitation Act, 1997, was also found to be very clear and
detailed with regard to functions and powers of the Regulator as well as the water
suppliers. It does however, not make explicit provision for consumer representation,
though strong bodies (WWG) are in place and working well according to interview

results.
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Table 6-7 Legal frameworks guiding the water sectorsin England, Zambia and Namibia

Policy items

England
(Water Act, 2003 updating the Water | ndustry Act, 1991)

Zambia

(Water Supply and Sanitation Act, no.28 of 1997)

Namibia

Water Resources Management Act, no. 24 of 2004)

Provision for Regulator

Genera functions

Powers

Institutional support

Financial capacity

Duties of water providers

Consumer representation

Establishment of corporate body called Water Services
Regulation Authority

-Protect interest of consumers

-Develop standards of performance for water and sewerage
services

-Ensure functions of utility companies are executed properly

-Ensure that companies “ secure reasonable returns on their
capital” to finance their activities

- Promote effective competition
-Provide guidance on social and environmental matters

-Provide standards of performance in relating to water supply
and sewerage services

-“Promote economy and efficiency on part of companies’

-Ensure no preference or discrimination against companies
during fixing charges

-Operate within principles of best regulatory practice

-Enforce financial penalties of companies

-Enforcement authority

-Competition commission

-Payment from companies to cover costs of the Authority, CCW

and Secretary of State, Assembly

-General duties of water undertakers (including duties of bulk
water suppliers) to “maintain an efficient and economical system
of water services’

-Financial conditions and compliance of providers

-Establishment of Consumer Council for Water and committees
with advisory role and detailed functions

Establishment of corporate body called NWASCO

-Advisory capacity to government, local authorities
and utilities

- Licence utilities

-Develop sector guidelines (including complaints
handling procedures)

-Establish and enforce standards

-Disseminate information to consumers

-Ensure service delivery in compliance to Act

-Access to information to monitor utility
performance

-Technical advisory committee (board)

-“Funded by moneys appropriated by Parliament”
-Licence fees, grants/donations, loans

-Functions of water supply and sanitation utilitiesto
“provide efficient, affordable and sustainable water
supply or sanitation service”

-Licence conditions and compliance

Not explicitly mentioned

Establishment of Water Regulatory Board proposed to
consist of 5 persons

-Control pricing in water supply and effluent disposal

-Provide “quality independent assessments of water
pricing proposals by water utilities and suppliers’

-Determine maximum charges, fees and tariffs of water
supply, licences for water abstraction and use, permits
for effluent discharge and disposal.

Not explicitly mentioned

-May establish committees to perform various
functions

-“Funded by moneys appropriated by Parliament”

-Functions of any water supplier to “ensure adequacy,
affordability, reliability of water supply”

-No specific duties of providers are indicated

Not explicitly mentioned

Source: Author’s synthesis of Water Act, 2003-England; Water supply and sanitation Act, 1997-Zambia and Water Resources Management Act, 2004-Namibia
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Similarly, the Water Resources Management Act, 2004 of Namibia makes provision for the
Water Regulatory Board which is primarily responsible for tariff assessments, while setting
performance standards and monitoring of service providers are delegated to the Minister of
Agriculture, Water and Forestry. This Act was found to be vague (as indicated during
fieldwork) in terms of functions of the water suppliers (though the NamWater Act and
Local Authorities Act are in place in this regard), in compliance with licence conditions. A
major gap in the Namibian legislation (Water Resources Management Act) is that there are
no clear enforcement mechanisms outlined and hence as a result there is no clear

monitoring or performance assessments of urban water and sanitation service provision.

Based on this analysis, the research agrees with interviewees with regard to the fact the
Namibia Water Act needs to be strengthened in the areas of the functions and powers of the
‘proposed’ regulator and hence a review is justified (which is ongoing since 2007).
Furthermore, consensus of all stakeholders on policy principles is highlighted as an
important basis (and provides focus) for the price-setting related policies. The research isin
further agreement with officia reports (GTZ, 2008: 13) on common policy principles
shared amongst other African countries such as Kenya, Tanzania, Uganda and Zambia

includes the following:

= Separation of policy and coordination roles from operation or service provision

roles
= Separation of water resource management from water supply and sanitation
= Decentralisation to regional or local government level
= Full cost recovery especially for urban areas
= “Participatory approach” including all stakeholders, especially women
= Continuous public financing towards the sector

Development of procedures, data collection, analysis and distribution is highlighted as the
strength of price-setting processes, supported by appropriate legislation. Results indicate
that effective communication and stakeholder involvement is necessary from early stages of
the price-setting process, however the process should not underestimate the strength of

political support within the process. This was particularly evident from the Zambian price-
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setting process and their initial experiences during the formation of the regulatory

framework.
6.4.2 Leve of institutional positioning

It is clear from the results that the institutional roles and responsibilities are unclear and
there is uncertainty in terms of the activities and responsibilities of certain players in the
Namibia water sector, both on vertical and horizontal scale. The tested options for potential
institutional positioning were further categorised according to a modelling framework
process into preliminary, basic, intermediate and advance frameworks accordingly (Figure
6-3).

Does the price
setting process
need
improvement?

A A 4

Is there a
need for
regulator?

No Regulation
No Action required required (explore
other options)

Is there
suitable Legal
Framework in
place?

Are the roles

and
responsibilities
of stakeholders 2l
clear? Is there
v A ) No implementation Yes
of legal
Is data available framework?
No and accessible? es v
(guidelines and i
procedures) Is techn_lcal
Ne (capacity) Yes
Y support ‘
available?
Is regulatory
No tools in place? Yes
(guidelines and
procedures)
No Is financial Yes
support
available?
A A v A
Preliminary . Intermediate Advanced
Basic Framework <
Framework Framework Framework
-Government
Department phasing
No Regulation gz‘;z:?n?::: out towards B M;?g:f\‘;:lﬂeg :;B
Independent body
- Expert Panels

Figure 6-3: Process for selecting modelling framework for ingtitutional positioning of potential
regulator in Namibian context. Source: (Adapted from UKWIR, 2001: 42).
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The modelling framework suggests that there are 8 basic guide questions that leads to
selection of specific frameworks, which in the case of Namibia resulted in 6 options (based
on literature review and interview results) available for selection. The framework questions
were developed based on issues that were highlighted during the fieldwork as basis for
current price-setting sSituation and future projections of the process. The intermediate
framework options are identified by the research as the most appropriate frameworks for
Namibia, even though the magjority of the interviewees preferred the basic framework
which represents the current situation, where government, Department of Water Affairs
(DWA), regulates the tariff determination process in Namibia. The primary reason was lack
of technical capacity (which was aso the reason as to why the current section about
regulation within the Water Management Act, 2004, has not yet been implemented) as well
as logistical and financial implications (making use of current staff within the government
office). However, the advantages and disadvantages of these options (Table 6-8) based on
interview results, justifies the selection option to suit the Namibian price-setting process,
considering the one of the water sector objectives of “appropriate and transparent water
service charges’ (MAWEF, 2007: 9).
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Table 6-8 Advantages and disadvantages of various framework optionsfor service providers

Framework options Advantages Disadvantages

Preliminary

No Regulation No advantage perceived -Providers ‘profiteering’ of consumers
-Poor quality of services
-No transparency

Basic

Government Department

Intermediate Government
Department phasing out
towards Independent
body

Expert Panels

Advanced
Independent

Multi-utility (merger with
ECB)

-Administrative and logistically convenient

-Legal powers- can exert more compliance

-Administrative and logistically convenient

- Legal powers- can exert more compliance

- Increased Transparency
- Focused targets; - Increased objectivity
- Increased credibility; - Experts used when needed

-International networks

- Independent decision making power

- transparency of budgets and accounts (Published
targets and decisions)

- Effective monitoring and public reporting of
required deliverables

- Objectivity; - Credibility (knowledgeable team)
- Benchmarking
-Financia incentives

(means of preventing water income being used for
other purposes)

- Work towards full cost recovery

- Separate from policy and operations

-Political interference

-Lack of separation between policy and
operations

-Limitations imposed by financial and
cost structures

-Lack of separate and transparent
accounting

-Lack of transparency (no direct public
participation)
- Resistance to change

- Overstaffing

-Low productivity and staff motivation
(limited incentives and responsihility)

- No clear time frame for phasing out
- Lack of transparency

- Political interference

- Continuity and representation issues

- Limited authority in terms of decision
making

- Lack of financesto operate
(Dependence on donors or service
providers)

- Complex system of regulatory tools
and implementation

-Lack of operational autonomy

- No clear separation of sectors

Source: Author’s analysis
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The primary reasons for having a regulatory body were identified from the research as
transparency and accountability. Transparency is considered a function of accountability.
However research results have indicated that it is possible to achieve accountability with
low transparency. Hence, the options of institutional positioning were further measured
against these two elements (on a scale of 0-5) (Figure 6-4) to see how much these options

would be able to fulfil these requirements.

3
4 Expert Multi-utility Independent
Panels Body Body
Government
3 phasing out
to

a Independent
C Body
&}
S
@©
o
2 2
o= Government
E Department
|_

1

No
Regulation
1 2 3 4 5
Accountability

Figure 6-4 Illustrates the levels of transparency and accountability attributed to the various
institutional positions of potential regulator. Source: Author’s analysis from interviewees, n=24 (including
England and Zambian perceptions on transparency).

Accountability was described as the measure that is desirable, but which is influenced by
the level of transparency. In essence many interviewees indicated that the more transparent
institutions operations are, the more accountable such an institution is for their actions. In
this regard, a government department was rated as the opposite, such that they are less
transparent, though they could be seen as being more accountable, since they “make the
rules’. In this sense, accountability was linked to decision-making power as well, which is
why expert panels were thought to be very transparent, but |ess accountable, for the reason

that the experts are appointed by government and are seen as not having sufficient power to
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make decisions. Most interviewees found it difficult to rank the option ‘Government
phasing out towards independent body’, since it was unsure of how it would work and thus
both transparency and accountability would be unsure, until it is known “what it is phasing
out into”. The multi-utility body (merger between water and energy utilities) and an
independent body were both seen as very accountable and transparent. The interviewees in
England and Zambia were also asked to rank their regulators in terms of transparency and it
scored 4 and 5 respectively on average, thus corresponding to the Namibian indication.
Though Multi-utility bodies were regarded so highly (based on the assumption that the
necessary guidelines and tools are aready in place and are used), many interviewees did not
favour this option primarily due to sensitivity of water resources being both socia and
economic resources as opposed to energy. On the contrary, some interviewees from
England and Zambia indicated that more information requirements are making the system
more complex and hence blurs transparency, and thus information requirements should be
kept simple.

Based on the results it is further suggested that the institutional positioning of a potential
regulator for Namibia be placed within the Intermediate framework, but to combine the two
options within this framework, thus resulting in an hybrid solution between establishing
expert paned within government, which would eventualy be phased out towards an

independent body.

In essence, research findings indicated that the water sector characteristics warrant ‘some
form of regulation’ irrespective of the type (private or public) of service provider. The
overal role of regulator, based on results from country experiences of England and Zambia
are defined as:

» Protecting customers against high prices and services of inferior quality
» Ensuring the financia viability of the service provider
= Ensuring transparency and comparative competition in the sector

Further lessons, specifically from the Zambian experience that could be highlighted as
essentia for the improvement of the Namibian process includes ensuring high political
commitment and strong coordination across various ministries to ensure effective

participation from all sectors, in this case, water, health and environmental in particular.
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The challenges of establishing regulatory bodies are summarised based on interview results

into three categories of independence (Table 6-9).
Table 6-9 Categories of independence that is needed when establishing regulatory bodies

Category of independence Example

Structural - recruitment of competent personnel (from public
and private sector) based on market related
incentives and performance assessments to avoid
‘promoting seniority above competence syndrome’.
- essential skillsrequired are finance, IT,
engineering, economics and management

Functional - establishing mechanisms of decision- making
processes, separate from short-term political
influences

- establishing regulatory processes and tools are
time-consuming and needs constant updating to
adapt to global changes

- establish active stakeholder involvement in
decision-making process

Financial - securing self-financing sources

Source: Author’s analysis from results

Interviewees from regulators, especially in Zambia, mentioned that financia independence
is very important and significantly influences decision-making power. Furthermore, the
development of regulatory tools (standards, guidelines, information systems, comparative
reporting and tariff adjustment procedures) were recommended to be done by the regulator
staff, rather than making use of ‘ consultants’ to increase understanding and implementation
capacity. Thisisin line with GTZ (2008:24) recommendations which also further states that
issues such as “cultural sensitivity” should be taken into consideration when making use of
externa (international) expertise, for example. The water sector reform requires a shift
towards performance management (especially drawing from experience in the private
sector/commercially oriented background) as opposed to the ‘business as usual’ attitude.
Results further indicated that the regulatory process is highly dependent on the strength and
influence (as well as personalities) of the individuals involved, which presents a chalenge
in terms of reputation of the regulator, which shape the perceptions of stakeholders and
hence influences the credibility of the system. Overall, to overcome, this challenge, the
research agrees with reports (Bartle and Vass, 2005: 46; Tremolet, 2006: 2) that all
stakeholders should have a sense of ownership over the process to ensure effective

participation and implementation. Proper attention (and time) should aso be given to
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developing sustainable facilities/approaches to cater for the urban poor; therefore it has to

be specificaly stated in all major policies, strategies and legislation.
6.4.3 Proposed implementation of regulation and governance criteria

It is clear from the results that issues of transparency, fairness, affordability, access to good
quality services and participation are common issues across stakeholders. Various areas of
interest (Table 6-10) are in conflict between stakeholders, for example consumers want
improved services at the lowest price, while providers need to recover al their costs in
providing such services under extreme conditions while at same time government would
like universal access to water services for free, without subsidising those that cannot afford.
Hence, the research proposes that these challenges are best addressed by establishing
regulatory body (ideally independent) to “balance” these various conflicting issues. In this
regard, the role of an independent regulator would be to ensure that appropriately charged
service delivery meets the quality requirements to ensure sustainability of service. Thisis

even more pertinent in awater scarce and income skewed country, such as Namibia.

Independent regulation constitutes a balance between the legal mandate, resources and
operating principles. One without the other is not ruled out; however it is most likely to
affect the performance of the sector as well as the creditability and legitimacy of the
ingtitution. This being said, it is recognised (based on results) that political interests are, in
almost all cases inevitable, thusit is the *art of regulation’ to know the boundaries of such

pressure influences.

In addition, literature (Rouse, 2007: 25; Bartle and Vass, 2005: 15-18; van Baston, 2007: 5)
indicates that in many cases local government is responsible for water services, and
therefore sets the prices through an internal process (self-regulation), however due to large
budget allocation system (for mixed services) the process is often not transparent. The
challenge remains that water supply is necessarily run as a monopoly service where market
signals relating to service levels against price cannot operate. However well-managed,
producer interests always tend to overwhelm consumer interests for the lowest reasonable

prices.

223



Chapter 6: A Framework for the price-setting processes

Table 6-10: Stakeholder interests and challenges and the proposed role of a regulator

Stakeholders

I nterests/issues

Challenges

Proposed regulator’ s role to address challenges

Consumers

Providers (Bulk
and Local)

- Access to information, to understand bills, payment and service options
available

- Negative perception against providers
- Lower prices for Improved services (affordability/willingness to pay)

- Involvement technology choices (eg. Sewerage/pre-paid water meter
preferred)

- Special rates for urban poor required

Financial sustainability
- expanding their revenue base
- develop new tariff structure

- reduction of non core assets

Full cost recovery (high debts)

- improving debtors management and collection of revenue

Good quality service delivery

Operation performance

- efficiency improvement

- expanding water network

-replace worn out infrastructure

-revised structures (introduce business development and revenue sections)
Finding alternative water sources

- develop and implement water master plan

Maintaining water quality

-follow Namibian guidelines for evaluation of drinking water for human

- Awareness
representation

raising/ proper

- Transparency

- Appropriate
selection

technology

- ldentification and criteria of
those in need (needs assessment)

- Acquiring relevant information
(especialy financial)

- Transparency

Service deterioration

Service deterioration

Water resource depletion

Health implications

Establish Customer representation body (informed) to assess
consumer complaints (procedures in place to measure consumer
satisfaction)

Ensure effective public consultation and information

dissemination process takes place

Subsidies directed at the poor to provide assistance on access
charges, and either low-tariff pre-payment meters or means
tested direct support on water bill payments

- Timely (advance schedule) price adjustment application
process/mechanismin place

- Information requirements and analysis guidelines (cost
declaration procedures)

- Identify Performance indicators

Enforceable sanctions (both for providers and consumers)

Monitoring of service levels- benchmarking

Asset management plan monitoring procedures/guidelines

Water conservation and management initiatives

Quality standard monitoring
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Stakeholders I nterests/issues

Challenges Proposed regulator’ s role to address challenges

consumption (based on WHO standards)

Government Legal framework implementation

Accessto water for al-political front-more votes

Non-existent tariff devel opment procedure

Unclear public subsidies

Ingtitutional development and - Review, update and implement legal framework
Capacity building required - Role and responsibility clarification/identification in process
Political will - Engage with al stakeholders and information sharing
Capacity building - Review tariff structure/rates and

- Establish procedures/guidelines for process

- Dependency syndrome - Review subsidy capacity and sustainability across all sectors

- Untargeted beneficiaries (participatory)

} - Investigate cross-subsidisation procedure/sustainability
- Fairness

- Transparency - Solicit external support

Source: Interest issues and challenges raised during interviews conducted in April-June 2007 and October-December 2008, Windhoek, Namibia. Proposed regulator’s role

was taken from experiences from other countries, especially England (interviews during July 2008) and Zambian (interviews during November 2008) regul atory system.
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Steady policy regulations should be developed to ensure that mechanisms are in place to
make the transition from ‘Government to Independent regulator’ (as proposed by
interviewees) over a specific time frame. Figure 6-5 is an attempt (based on experiences

from England and Zambia) to predict the Namibian process towards phasing out.

Public
consultation

Review and

ommence Water Ac
Establish reg
rocedures al

ulatory
d tools,

Phase out towards

independent body

ource funding fo
operations

Assessment of

provider capacities

Investigation for
appropriate accounting
model (including

Subsidy schemes
defined

accounting separation

Recruitment of staff
methods)

2009 2011 2013 2015

Figure 6-5 Proposed timeline for implementation of immediate regulatory framework in Namibia.

Source: Author’sanalysis based on results.

The interview results indicate that the process of establishing a regulatory framework is
timely and iterative, and thus the research estimates that it will take approximately 6 years
to set the initia foundation towards a regulatory body in Namibia. However, the
implementation of the proposed regulatory framework options requires operating principles
as a condition for ‘good regulation’. Therefore, the regulatory framework options were
tested against commonly advocated principles summarised (Table 6-11) from literature
(Berg, 2000; (BRC, 2005); Stern and Holder, 1999) to identify the principle requirements
for implementation in Namibia.
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Table 6-11 Regulation principles measured against the proposed regulatory frameworks

Regulation principles Preliminary Basic Intermediate  Advanced

Framework Framework Framework  Framework

communication  (information  to | - - - X
stakeholders on a timely and
accessible basis)®

consultation (participation of | - X X X
stakehol ders in meetings)®

Consistency* - - - X
Predictability® - - X X
Flexibility® - X X -
independence ' (autonomy in that | - - - X
decisons are free from political

influence)

effectiveness and efficiency” - - X X
Accountability*’ - - X X
Transparency™* - - X X
Proportionality* - - - X
Targeting* - X X X
Clarity of roles - - X X
Securing adequate resources® - - - X

Quality of staff* - - X X

Source: (Berg, 2000) ~; (BRC, 2005)*; (Stern and Holder, 1999)’

In the Namibian context it is recommended that the establishment of a regulator should be
based on six primary elements. 1) clarity of roles; 2) autonomy; 3) accountability; 4)
securing adequate financial resources, which should reflect ‘financial sustainability’; 5)
independence (i.e autonomy free from political influences)’ and, based on fieldwork
experiences, 6) ‘quality’ of the staff employed. So far, the ideal scenarios of good
regulation were identified, however in practice all the ‘right’ elements are not present,
which makes the task of independent regulators very complicated, yet not impossible.

In summary, the following lessons were directly deduced from the three (England and

Zambia) country case studies (including the Electricity sector of Namibia):

= Develop sound objectives, policies (including clear roles and responsibilities) and
guidelines including the need for adequate cost recovery for sustainability

= Ensure effective public consultation and information dissemination takes place
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= Monitor compliance (including system extension and increased access targets) by

service providers

= Establish agreed process for setting tariffs and standards (defined key performance
indicators required)

= External support to pay for the start-up costs of regulator (or similar body) is critical

= Loca water committees (consumer representatives) to provide the focus for public

participation

=  Empower regulators (or equivalent bodies) to hold service providers to account for
delivering efficient and affordable services to the poor

= Give priority to the needs of the poor in public investment and service provision

strategies for water and sanitation

Finally, there are various types of regulation (Table 6-12) depending on sector objectives
which influences the model of regulation that is implemented to suit the specific needs of a

country.
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Table 6-12 types of regulation available and countrieswhereit isimplemented

Type of Regulation

Description

Example

Structural*

Behavioural*

Economic*

I ncentive-based

-Contribute to better organisation
and clarification of roles of
various institutions in accordance
with legal framework.

-Direct monitoring of holistic
process

-Indirect control over operators

- Concerned with behaviour of
operators to ensure service
quality

-Function of behavioura
regulation

- Monitoring economic and
financial feasibility (includes
evaluation of operator’s
investments to “ensure long term
service and short, medium and
long-term maintenance of service
levels)

-Monitors operator’s
performance

-Promotion of competition
(benchmarking)

-Controls the overall price level
(rate of return; price-cap;
revenue-cap and benchmarking
(yardstick)) of operators

Portugal, Sweden,

Portugal; Netherlands, Canada,
USA

England, Scotland,  Wales
Portugal; Zambia, Australia,
Canada

England

Source: *(Alegre et al., 2006: 82-84); ~(Jamison et al., 2004)

Fieldwork results from England suggested strongly that economic regulation assumes that

socia interests are included in the investment plans or policies of the operators and this

indirectly caters for social welfare of the consumer base. There is a thin line between

behavioural and economic regulation and thus the major difference is the detail in which

the latter is implemented. However, various country conditions requires various regulation

types, for example, a country with infrastructural challenges, requires behavioura

regulation, whereas countries with “more dynamic technology” might opt for structural
regulation instead (Alegre et al., 2006: 84-85). In this case, the research proposes that

Namibia focus on structural regulation, so as to avoid issues such as ‘over-regulation’ as

mentioned in the other case countries. This type of regulation is also selected, due to the

size (one bulk water supplier) and nature (local authorities) of the water sector in Namibia.
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Finally, the research identifies the following major regulatory tools are recommended as

‘stepping stones' to achieve transparency in the Namibian process, based on England and

Zambia experiences:

Financial model®: There is a clear need for a shared financial model between the
providers and regulators to ensure that all relevant information is captured in one
system to come up with an appropriate tariff. In this regard, the research suggests
separate, yet linked models (spreadsheets) for bulk and municipal services- for bulk
water services, accounting separation for domestic, mining and irrigation services
and for municipal services. Accounting separation of water services from other
municipal servicesis also advised, to clearly understand the costs involved for water
and sanitation services. Hence this process will address the separate pricing
processes (double principal-agent challenges that exist on bulk and retail price
determination levels) in Namibia, and thus will indicate how prices of bulk and
retail levels are interlinked. Furthermore, the research suggests an inclusion of tariff
basket approach as part of the financial model, as per the England case. The tariff
basket allows for tariffs to include different customer income levels per service
levels as well give an indication of how tariffs can be shared out across customers of
different income levels (basis for cross-subsidy calculations). Although a financial
model could not be developed during the research period (due to limited access to
relevant data), the research strongly advocates for a financia mode — similar
(matching the financial revenue and revenue from tariff baskets) to that being used
by the Water Industry Commission of Scotland. This model is perceived as ssimpler
than Aquarius combines financial and customer base information in one single file.
(Ilustrated in Appendix K) to enable providers and the proposed regulator to do
basic tariff calculations. Based on literature (Gunatilake et al., 2008: 12; OFWAT,
2008b: 11), the model should be designed to calculate required revenue with the

appropriate regulatory framework, using the basic formula of:

Operating costs (OPEX) + Taxes + depreciation + capital costs (allowed return)

® The suggestion is mostly based on England’s financial model, Aquarius, which was studied by the

researcher during fieldwork period as aresult of June returns submitted by companiesto Ofwat.
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Cost of capital for state owned enterprises: is a contentious issue (especialy in
England, for private companies) and thus the research suggests that it be defined in
the Namibian context as well as the appropriate profitability levels. The
internationally accepted level of profitably is at 6-8%, however, the research, based
on fieldwork experience, recommend that an appropriate cost of capital level be
developed for state owned enterprises, from which full cost recovery can then be
defined.

Tariff structure: To address affordability of water and sanitation services, the
research supports the Walker reviews (Walker, 2009: 51) in terms of application of
fairness principles, of which the increasing tariff blocks is a good reflection. This
tariff structure should thus be used to further indicate the ability of higher income
users to subsidise those that cannot afford, hence customer income profile (based on
skewed income distribution) should be reflected in the tariff structure. Furthermore,
clear indicators to measure affordability should be developed, to facilitate the role of
the regulator to set achievable standards. Such indicators could include coverage,

cost of new connections and waiting time and procedures for new connections.

Incentives for efficiency: Based on the fieldwork results, especially from the
regulatory process in Zambia, the research suggests that the proposed regulator
places a strong emphasis on identifying incentives for NamWater and municipalities
to improve service efficiency, especially due to the nature of state-owned service
providers and in the absence of competition. Efficiency gainsin Zambia focuses on
issues such as reduction of major costs items, such as personnel and energy costs,
but also high emphasis is placed on reduction of non-revenue water levels. As such,
performance anaysis forms part of setting a tariff. Similarly, the research
recommends that improvement of service providers serve as incentives for the
company to eventually reduce costs of providing an existing service level, which
will trandate into quality services at lower prices for consumers. The research
further supports a similar (traffic light approach with key performance indicators in

Zambia) benchmarking regulatory tool to assess performance of service providers.

Consumer involvement: The importance of consumer involvement cannot be
overemphasised as a result of the fieldwork in England and Zambia. Hence in this
regard, the research recommends the establishment of a consumer body, which is a
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combination of the consumer representation found in England (skilled interested)
and Zambia (community elected). In this regard, the research envisages a consumer
representation body that is consists of a combination of skilled experts (that knows
the technical detaills of the process) and community committee members as
facilitated by the City of Windhoek. At National level, a Board is suggested, with
regional committees consisting of not more than 10 members, with a dedicated
number of staff (approximately 15) in office. Though results indicated that the
interests of low-income users were mostly represented, the body should concentrate
on al income level consumers. The body should be entrusted with legal mandate to
represent consumers and should have advisory powers to support the proposed
regulator. The committee should be research oriented, guided by indicators similar
to the Overal Performance Assessment (OPA) undertaken in England, with an
allocated budget and allowances for members as incentives to ensure consumer

consumer’ s rights are protected.

The research strongly advocate that the water and sanitation service function remains
within service delivery functions of local authorities, however accounting separation is
highly recommended, such that the costs for service provision is clear and not part of the
cross-subsidisation across services within the municipality. Furthermore, the research
recognises that regulation cannot be done without having a financial model in place and
hence forms a mgjor part of the implementation of a regulatory framework. The research
also recognise the fact that a gradual approach is required (hence the recommendation for
structural regulatory framework) for tariff setting in Namibia, such that the initial stage
should be to set tariffs to achieve cost recovery of operation and maintenance; followed by
recovery of capital charges and eventually reaching full cost recovery (including economic
and environmental costs) as indicated by (Rogers et a., 1998: 7). However, before that
stage is reached, additiona measures such as improved governance, institutiona
development (especially a regulator) and service quality is required to take into account
willingness (and ability) to pay as indicated in Figure 2-4 (Gunatilake et al., 2008: 24)
given appropriate consumer involvement and information sharing mechanisms are in place

to address relevant principal-agent challenges.

Different from the England case study, the research suggests that given the Namibian
political environment, the proposed regulator would not initially start off as independent,

meaning to set the prices, but would play a very strong advisory role to the Minister. The
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regulator would ensure that the fina tariffs are based on clear regulatory principles;

however the Minister would have the final decision over tariff approvals.
6.5 Chapter summary

Overdl, transparency is very important to improve the price-setting process, provided the
information is available (and reliable) and expectations, roles and responsibilities are
developed inline with sector objectives. The notion of recovering full costs mostly refersto
full supply cost as opposed to full cost (which includes economic and environmental
externalities) and hence needs to be understood in that context. In applying regulation
theories the study suggests that institutional development forms part of the solution to
address the problems facing the water sector in Namibia, which to a large extent is due to

information asymmetry from the service providers (both bulk and local providers).

The research further develops a modelling framework for regulation options that can be
applied in general. In this case, establishing a hybrid regulatory body (consisting of a
combination between government and independent expert panels) within an intermediate
framework is identified by research to improve the price-setting process. Given the specific
country conditions and the status of water sector in Namibia, the research further suggest
that structural regulation is best suited, to keep the process as simple as possible. The
research also further suggests an additional domain: governance regulation as part of the
effective regulation approach, as the role of government to “regulate the regulator”. Though
subsidies are seen as unsustainable, it isinevitable in a highly skewed income country like
Namibia and therefore it has to be imbedded in policies and should form part of the price-
setting process to ensure that the urban poor can afford these basic services. Findly, the
research identifies crucial operating principles specific for the price-setting process in
Namibia, consisting of 1) clarity of roles;, 2) autonomy; 3) accountability; 4) securing
adequate financia resources; 5) independence (i.e autonomy free from political influences)’
and 6) ‘quality’ of the staff employed. Regulatory tools, especially the development of a
shared financial model are identified as key to the regulatory framework, to ensure that the
identified principles are implemented efficiently. In essence, accountability through
transparency (effective information sharing and stakeholder involvement) is identified by
the study to address the principal-agent challenges faced within Namibia, especialy given

the extreme conditions of Namibia.

“Because things are the way they are, things will not stay the way they are”- Bertold Brecht
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Chapter 7: Conclusionsand I mplications

This chapter presents the major conclusions of the research, drawing from both literature
and results from the fieldwork conducted in England, Zambia and Namibia (focus of study).
This chapter will make ultimate conclusions about the research hypothesis, problem and the
investigated objectives. It further highlights the implications of the research on theory and
policy and practice for the major water sector stakeholders. The mgor limitations to the
research are indicated, reflecting on alternative options of conducting the research, which
may have been more beneficial for obtaining the thesis objectives. Finally further research

implications and opportunities are highlighted
7.1 Conclusions about the research proposition

Reflecting on the proposition of the study:

Access to information and stakeholder involvement is required for a sustainable urban
water and sanitation price-setting process, especially in a water scarce and skewed

income distribution country,

the researcher finds the research statement true, such that it is presently not possible for a
civil servant, or civil society, to understand how prices are set from the financia
information available from service providers or responsible government institutions, in the
public domain. Hence it is clear that a more transparent information system about supply
costs and pricing calculations would assist in allowing independent assessment of the
efficiency of water providers (both bulk and local authority level), especially where
resources are limited, a point categorically confirmed by fieldwork respondents.

The regulatory processes in England and Zambia presented important insights through
which the research could draw conclusions that can be related to improve the Namibian
price-setting experiences. These conclusons include identifying clear roles and
responsibilities for the water sector stakeholders (guided by very specific and detailed
legislative frameworks). Expectations from such stakeholders should be clarified and
publicised such that there are no misconceptions and misguided perceptions from involved
stakeholders. Clear procedures, guidelines and enforcement (and incentives) mechanisms
makes the regulatory process for sustainable price-setting more transparent, consistent and

predictable, which are elements very important for legitimate institutional frameworks.
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7.2 Conclusions about the research problem

Namibia, like other lower-income countries, is prone to the challenges of catering for the
growing water and sanitation requirements placed on water utilities and governments.
However, Namibia's situation is more sensitive in the sense that it operates within extreme
unequal conditions, both in terms of water availability (access) and income distribution.
Further it is faced with a multiple relations of principal-agent challenges, of which
information asymmetry within the water sector is present from all stakeholders. In the midst
of these challenges lies the problem of improper accountability for price-setting for urban
water and sanitation services, which is undertaken by two levels of service providers (bulk
and retail), which magnifies the problem of financial transparency (reporting on capital,
operating and maintenance costs involved) and hence attributes to improper pricing and
cost-recovery. Though Namibia's water sector is providing a relatively good service, in
comparison to other countriesin the region, it makes it even more pertinent to address these
principal-agent relationships to ensure that utilities are able to maintain, repair and expand
their systems, avoiding any deterioration of the quality of water and sanitation services.
Furthermore, the need for users to understand the process of “putting a price on water”,
given the scarce resource, is very important to be sufficiently used as means to solve the
problem of cost recovery and wastage. The research problem was addressed through a set
of objectives, through which specific conclusions were drawn. The conclusions per

objectives are as follows:

= ldentify specific lessong/experiences from price-setting processes in selected
counties, England and Zambia, to suggest improvements to the Namibian price-

setting process

Independent economic regulators improve both efficiency of service deliver and
transparency and hence accountability of service providers, though it does not guarantee
affordability or debt recovery from consumers. Consumer representation bodies in support
of the regulatory process play a crucia role in ensuring that consumers’ views are well
represented and that they do not pay higher than necessary for good quality services. Hence
information asymmetry can be reduced by having well defined regulatory frameworks in
place; however it should also be recognised that financial regulatory tools could over-
complicate the process and hence a major lesson from these countries is to keep the tools as

simple as possible.
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= Understand the current price review process in Namibia, within the legal framework
in terms of its capacity to deliver water and sanitation services to urban consumers

(particularly the urban poor)

The current price-setting process in Namibia is characterised by lack of information
(access), financia transparency with no information database or procedures for tariff
determination in place. Hence the process needs improvement as well as stakeholder
involvement to facilitate common understanding of the process. The legal framework needs
to be more detailed and specific on the roles and responsibilities of the stakeholders.
Furthermore, it is clear that the proposed regulatory board needs to be implemented as one
of the solutions to address the challenges of the price-setting process. The issues of political
interests will be addressed through having clear guidelines and procedures as well as clear

Act on therole of government within the regulatory framework.

» Determine the affordability levels of water and sanitation services for urban poor in

Namibia and the potential role of cross-subsidisation amongst domestic water users.

Affordability is a function of priority preferences over access to water services. A level of
information asymmetry also exists on the part of consumers, such that their income levels
are not known and thus information to support a targeted sustainable and transparent
subsidy system is lacking. There is a strong sense of understanding of why basic services
are priced (but not how) as well as a strong sense of willingnessto pay. Subsidiesin generdl
are considered unsustainable; however it is inevitable in a highly skewed income country
like Namibia. In this regard, the responsibility of who should provide such subsidies to
those that are unable to afford basic services are unclear and should be defined based on
sector objectives and needs. Services are perceived to be well maintained and operated,
though access to information and transparency, especialy regarding operational expenses
(mainly salaries of utility directors) as a function of profit and hence the price paid by

consumers is required.

» |dentify the perceived level of transparency and stakeholder involvement required
for the price-setting processin Namibia

The need for a regulator is highlighted with the primary roles of tariff determination,
ensuring financial viability of service providers through regulatory tools, procedures and
guidelines. Information requirements include full costing of service related information,
such that consumers can (with relative ‘ease’) understand how the prices are determined.
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Consumer representation is preferred as opposed to individual involvement in the process.
In general consumers are reluctant about the details of the price-setting process as long as

there is satisfaction from the services delivered.

= |dentify the appropriate regulatory framework needed to improve current price-
setting process in Namibia, especialy towards the urban poor, to inform relevant

policy accordingly

An intermediate regulatory framework, with a hybrid system of making use of expert
panels within government, which will eventually phase out towards an independent agency
(proposed within 6 years) is identified for the Namibian process. The focus of such an
agency is proposed to be of a ‘structural regulation’ nature, which will initially focus on
roles and responsihbilities, establishing procedures, guidelines and enforcement mechanisms.
This falls within the ‘building foundations category of the effective regulatory approach.
The capacity of the regulator also plays a crucia role in addressing information
asymmetries within principal-agent relationships in order to determine “informational
requirements; obtaining and managing information; data quality assessment; reporting

information and ensuring public access to information”.

The general conclusion from the research is that a regulatory framework would not only
facilitate the process of transparency through access to information and stakeholder
involvement in the price-setting process but it would aso enforce incentive mechanisms for
service providers to deliver sustainable (through adequate tariff determination strategies to
recover costs) water and sanitation services to all consumers. Hence a regulator is not only
essential, it is critical for the price-setting process in Namibia to understand the high costs
of service provision in water scarcity conditions and how to manage it according to the
acceptable standards of all involved stakeholders.

7.3 Implicationsfor theory and contribution to knowledge

The research rationalised regulation theory through the use of the principal-agent challenge
in the water sector. In this sense the magjor contribution to academic knowledge and
understanding of this research is that it suggests that the intersection between the principal-
agent theory and stakeholder theory is regulation theory. Regulation theory deals with the
technical financial details, which are necessary to understand the nature of setting prices on
water and sanitation services, while also considering non-price issues such as stakeholder
interests (including political interests and their unwillingness to charge for water services).
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The emphasis is that regulatory frameworks (including related institutions) form the
solution (or part of) to addressing information asymmetry relationships between
stakeholders with conflicting interests.

Thus to further academic understanding, the research makes a new synthesis of existing
theories applied to new area (Namibia) that have not yet been researched. Hence the
research indicates that it is even more challenging to achieve such regulatory frameworksin
the complex price-setting conditions faced by decision makers in Namibia, given the
extreme inequality and water scarcity nature. In this regard, the mgjor conclusion is that in
Namibia three major principal-agent relationships exists; between government and service
providers, service providers and consumers and vice versa and therefore there is a need for
aregulator to address these issues. The need for aregulator is even more pertinent given the
‘double information asymmetry’ existing amongst two separate levels of service providers.
A further conclusion from the research is that government does not have the necessary
psychology or capacity to handle such demands and hence an independent regulatory
agency is necessary to act as an ‘insulating layer’ to be accountable for setting efficient
prices and promoting service quality and reliability as a priority and promoting the
necessary investment for sustainable service delivery to all.

7.4 Implicationsfor policy and practice

The research has established that a regulatory framework is very important for sustainable
water and sanitation services, especially with regard to the price-setting process. The role of
the stakeholders within the regulatory framework needs to be clarified, to avoid
misperceptions. The perceptions of the consumers are mostly determined by the quality of
service provided, as well as the level of transparency, which is driven by information
available and customer service of providers.

Reflecting on price-setting processes taking place in England and Zambia provides good
insight into how regulators operate and guides the price-setting process towards efficient
service delivery. The conditions of each country are different and thus regulatory operations
are driven by country specifications. It has been further established in this research that al
stakeholders, irrespective of their different interests, have aims for a sustainable water
sector, and hence there is an important role for a regulator (especially in Namibia) to ensure
that that goal is met, while balancing the conflicting interests of stakeholders. Information
and stakeholder involvement is considered as the key of regulation, which enables not only

238



Chapter 7: Conclusions and implications

consumers, but also service providers, to consider the regulator as credible, competent and
reliable. Hence technical expertise is an essentia ingredient for interpreting, analysing and

implementing legal and regulatory frameworks.
7.4.1 Implicationsfor policy makers (government)

Separation of functions, service provision, regulation and monitoring, is one of the
important lessons learnt from England and Zambian experiences. Hence this study
advocates clear roles and responsibilities specified in detail within the legal framework. The
delay in revison (since 2006) of the Water Act and hence the consequent non-
implementation of the regulatory board is a clear indication of the lack of commitment
(priorities) or political support for the water sector. However, aso noteworthy is the fact
that the tariffs are being thoroughly investigated which has resulted in no tariff increments
for the past 3 years, based on the request of basic information and transparency from the
bulk water providers. This research hopes to facilitate (initiate) the process of establishment
of aregulatory agency with government taking the leading role. The research further agrees
with literature that regulatory processes cannot be divorced from government completely;
however with the appropriate information and level of transparency, the process can result
in an efficient and effective system. It will also encourage service providers to strive for

service improvement and expansion to all consumers.

A challenge within the Namibia water sector is that the service providers are governed by
separate ministries. Coordination across ministries and legal frameworks are required to
ensure that prices are set as one process and not at two different levels as it is currently
taking place. Coordination is also considered to be a critical role for the regulator, to ensure

adequate stakeholder involvement in the process.

The lega and regulatory framework should ensure that regulators take into account the
pillars of sustainability (economic, social and environmental), as well as a specific focus
towards service improvement for the urban poor, with the related support for necessary
investment. Hence the research emphasises structural regulation as a stepping stone for the

Namibian process.

The research strongly recognises that other countries experiences can be used as a guide,

with specific Namibian conditions shaping the implementation of the sector objectives.
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7.4.2 Implicationsfor service providers

The service providers need an intervention to gain trust and confidence from their
consumers. The current perceptions of consumers and other stakeholders are such that
service providers are profiteering from them. The role of a regulator is such that it
facilitates the process of trust-building with service providers and stakeholders through

information sharing and stakeholder involvement efforts.

Regulatory tools, especially financial, needs to be purpose oriented and simple. Based on
results from England and Zambia, service providers perceptions were influenced by the
efficiency and practicality of the regulatory tools. Measurable performance indicators are
necessary to service providers to measure their performance. Hence the research advocates
for clear targets and indicators upon which consumers can hold the company accountable.
The role of the regulator in this regard is to monitor achievement of targets and to ensure
that the price for services is adequately reflected. Further, the research indicates that service
providers respond to appropriate incentives to encourage sector performance, hence another
task for the regulator to ensure. As much as financia viability (cost recovery) of service
providers is crucia for the water sector, so is the presence of a regulator to ensure that
services and prices are sustainable for all.

7.4.3 Implicationsfor consumer representatives (including consumers)

The research shows that for the fee that consumers pay (as part of their water bill) to have a
regulator in place, the benefits are much more. Consumers are concerned with quality of
services for an affordable price. Furthermore a clear indication of what is being paid for isa
minimum requirement from consumers, which are more than willing to pay for quality
services. Consumer representation (in support of the regulatory process) is important to
ensure that consumer’s rights and needs are catered for. However, similarly, information is

required to ensure that service providers are aware of demands.
7.5 Limitationsto research

Ironically, the magor difficulty in the research was the lack of written
information/procedures (including performance indicators, monitoring and enforcement
guidelines) regarding the tariff-setting process in Namibia. Overall the process was found to
be highly sensitive (and political) and significant elements of financia information,
regarding the breakdown of costs and the detailed methods by which tariffs are calcul ated,

could not be accessed during the research. This aspect in itself is aresult of the research in
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helping to identify the types of information requirements needed to make the process more
transparent. The research also attempted to gather the perceptions of middle and high-
income consumers' representative bodies but these could not be located, though it was
indicated that such a body exists. In this regard, consumers from those categories, indicate
that they contact the service providers directly and as such the conclusion is that consumer
representation is more needed for low-income user groups. It was not always possible to
ensure consistency in interviewing consumers and government officials throughout the
research, due to time limitations and accessibility of those target groups. Hence the research
draws the conclusion that low-income users are more interested and accessible for research
on setting prices of water than middle and high-income users. This perhaps indicates that it
is those (low-income users) that have problems with the services that were more

responsive, whereas the rest were more ignorant and complacent with the process details.

Finally, the financial data limitations to the research presented opportunities for further
probing and therefore further confirmed the research proposition. Thus it can be concluded
that the best possible methods were explored during the research, which yielded and

contributed to interesting discoveries.
7.6 Implicationsfor further research

The research findings are considered to be a very good starting point for addressing the
establishment of a regulator for the water sector. Further research opportunities thus are to
undertake an in-depth cost benefit analysis to understand the implications (in terms of
costs) of the suggested regulatory framework options and financia requirements to sustain
such an ingtitution. Further related research can focus on designing (country and need
specific) regulatory procedures and tools (especialy financial models-focussing on
accounting separation for bulk and municipal services), guidelines, enforcement and

incentive mechanisms required for the proposed regulator.

It would also be of great interest to explore and compare water sector regulatory
frameworks across SADC region, and to identify the role of government within such
frameworks. This exercise would be beneficial to clarify the misconception that ‘regulators
take over government’s role’. The various types of regulators (single or multiple sectors)
and their benefits should also be investigated, to add to regulatory studies in developing
countries. Of particular, interest would have been the case of Tanzanian regulator, which

regulates energy and urban water and sewerage services.
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This research can be used to define full cost recovery for the water and sanitation sector in
the context of Namibia and what it will take to reach this optimum point. Such research
would be interesting to understand if a regulator has an influence in reaching full cost
recovery. Related research to assess the capacity and capability (what would it take) of
local authoritiesin all towns of Namibiato reach full cost recovery levels can be conducted.
Special emphasis should be placed on pricing and access to sanitation services, which is a
vastly neglected within the sector. The research aso forms the basis of understanding
affordability issues, given the skewed income distribution conditions and thus further
research and be conducted on identifying targeted subsidies (or cross-subsidies) for the

urban domestic sector and the sustainability thereof.
7.7 Closing statement

The research aimed to adapt a framework for determining a price-setting process and
investigate the potential role of aregulator to inform the process and policy accordingly in a
water scarce, highly skewed income distribution chalenged country. In this regard, the
author feels that this aim and related objectives has been adequately fulfilled, irrespective of
the identified limitations. Important cross-case analysis and insights gained from England
and Zambia strengthened the research for the Namibian price-setting process tremendously
and as such it is believed that this research will inspire further research to implement

effective strategies for “putting a price on water for all”.
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Appendices
Appendix A: General overview of water and sanitation services in
Windhoek
Description Statistics/ Source Information
date
Data
Population of Namibia | 1, 409, 920 Namibia Popul ation and Housing Census 1991
1,800,000 Projections: National Planning Commission 2001
Population of 147 000 Namibia Popul ation and Housing Census 1991
Windhoek 251 545 Windhoek Residents Survey: Probable 2001
Variant Projection
Formal/informal 186 045 Formal Projection (Windhoek Urbanisation Report by 2001
population splitin 65 500 Informal City of Windhoek)
2001
% of Windhoek % having al Estimations by Department Planning, July 2001
population with access | (individual) services: Urbanisation & Environment : Division
to water, sanitation and | 73,96% Sustainable Devel opment)
electricity % without access either  Estimations made by the above Division,
to individual/communal  based on Informal Settlement Health Report
water supply: 0,3% (Department Infrastructure, Water and
Technica Services: Division Hedlth &
Scientific Services)
% having access to Estimations by Department Planning,
communal water taps: Urbanisation & Environment : Division
25,74% Sustainable Devel opment)
% without accessto Estimations by Department Planning,
individual or communal  Urbanisation & Environment : Division
sanitation: + 16% Sustainable Development based on Informal
Settlement Health Report (Department
Infrastructure, Water and Technical Services:
Division Health & Scientific Services)
Primary Household N$ 1 526.67 for Low Household Subsistence Level Study for March 2001

Subsistence Levd for
Windhoek (per month)

Income Groups

N$ 1 815.48 for Low-
Middle Income
Households

Windhoek and Swakopmund by J F Potgieter

Source: City of Windhoek: Demographic and Other Urban Data, November 2001

258



Appendices

Appendix B: Statusof all Informal settlementsin Windhoek.

Zone/Area Name Area (ha) |Households [Population |Water Sanitation
(@4 services |services
persons/hh)

Okahandja Park A 20.442 368 1471 - -

Okahandja Park B 7.377 270 1080 - -

Okahandja Park C 9.788 131 523 - -

Ongulumbashe No 2 12.069 281 1122 - -

Ongulumbashe No 1 6.844 176 705 - -

Havana Section 1 (Township) 8.253 205 820 - -

Havana Section 2 (Ext1) 28.807 879 3514 - -

One Nation No 2* 17.528 313 1253 - -

Okantunda 8.274 204 816 - -

Samuel Maharero 10.142 242 969 - -

Okandundu 4.807 185 739 - -

Onyika No 2 4.966 255 1019 - -

Twahangana 8. 698 376 1502 4 WP 5TB

(Former Greenwell Matongo A and

B)

Greenwell Matongo C 8.730 291 1163 5WP 47TB
Greenwell Matongo D 4.697 273 1093 4 WP 3TB
Ombili No 1 1.707 41 163 - -
One Nation No 1 10.741 172 688 3WP -
Omuthiya 3.895 191 762 2WP -
Onghuwo Y e Pongo No 2* 5481 271 1083 2WP -
Omuramba 4.156 181 725 (oA -
Freedomland A 2.146 154 616 - -
Freedomland B 1.863 184 736 oOWP -
Jonas Haiduwa 5.477 272 1088 4 WP -
Ondédlitotela* 4.191 266 1063 - -

Source: T. Van der Westhuisen, May 2001. Useful data on settlement development projects of the City of
Windhoek as of 1992. (note some of the datais not updated and is from the 1997 informal census conducted
by the City of Windhoek) . (-) means that no information is available about this area; WP — Water Points; TB-
Toilet Blocks.
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Appendix C: Information needstable

Subject

Characteristic

Requirement

Comments

Policies/Legidation

Socio-economic

Future options of service

- policiesin place

-roles and responsibilities

Population figures

- Existing water coverage

by levels of service
(measured as percentage
of population).

- population figures

Customer differentiation

Household
income/expenditure

Change in income and
demand pattern as
coverage increases

Willingness to pay for
piped service or an
improved service

Water and sanitation

Activity and Responsibility
matrix

Number of resident persons
and households

Mapsillustrating- coverage
area, population in areas and
type of water services across
Windhoek (and if possible
price ranges across map)

- total amount of users of
service

- hours of water provision

- target dwellings

- delivery type

- payment (connection costs)

- means of identifying different
income level consumers

- current availability of socio-
economic datato carry out a
tariff study

- (idedlly)spatial representation
on income across the supply
area

- (adequate) income
distribution of the current or
intended supply area

- potential area of supply is
changing or has changed, why?

- who has no public supply at
present? (describe)

Willingness to pay survey
(previously done studies?)

- Willingness and Ability to
Pay graphs

- Attitude and ability and take
action graphs

-details of options, costs

- who isresponsible
for it- who isdoing it
(involved) and who is
only interested

- thisisto ease
sampling process

-the extent to which
the poor is served and
gives an indication of
justification and
necessity of subsidies.
(Franceys 2006-lecture
notes)

-Differentiate between
water and sanitation
per service levels and
population

- Map including
residentia locations
and water sourcing
points

socio-economic profile
of the population
presently served and
unserved?

- income or
expenditure data are
seldom available,
except on national or
regiona basisand are
often out of date and
unreliable.

- change question is
aimed at eliciting
whether income are
growing or expected to
grow faster or slower
than national average.

- isthe market to be
diluted as service area
expands?

- incentives to supply
becomes important in
this regard

Eval uate the tendency
to connect on part of

those groups currently
without piped supply.

- options to be used

260



Appendices

Subject Characteristic Reqguirement Comments
improvements service optionsto al implications for consumers during willingness to
areas pay surveys
Financial Tariff systems -Tariff systemsimplemented - Demand and Supply
over years patterns??
- Priceftariff trend graphs (over
years)
Costs - specify total revenue
requirements
- Operating and maintenance
expenditures and cost of
capital
Investments -Investment figures - isthe focus of
. investment aso
- types of investments directed to poor?
- Capital investment graphs - full cost recovery?
(over years)
Subsidies - Whoisit targeted? Who
benefits?
- How isit calculated?
Water Use implications for water Arethere any possibilities of

Monitoring of prices

alocation

Consumption rates

Institutional
arrangements

inter-sectoral/multi-
use/dternative uses of water
and? Are there any resulting
implications for charging?

consumption profile of the
served population by socio-
economic strataand by levels
of service

- Water consumption vs cost
graphs

- management and admin
- organisational autonomy
-enfoncement abilities

- commercial orientation

-consumer orientation
(transparency/information
sharing)

- give an idea of need
for independent
regulator

Source: adapted from (Sohail, 2004)
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Appendix D: Interview Guides

Note: Similar interview guides were used for al

Country interviews. The guides are specific to

target groups.

Service Providers/Goverment

General

What is the company mission/vision? Is
it targeted to the poor as well?

Which price-setting policies guide your
institution? Is there a need for these to be
reviewed?

Coverage

What is the present coverage in the area,
by levels of service?

What is the socio-economic profile of the
population presently served?

What is the consumption profile of the
served population by socio-economic
strata and by levels of service?

Price-setting process

Are you currently operating on a cost
recovery basis?

What is the justification of the present
tariff structure? (economic/political) who
designed it? When? On which basis? Is
the tariff study available?

How are constraints of water availability
reflected in the price setting process?

How are the costs of sanitation services
reflected in the price setting process? Is it
a separate process to water services?
How different isit?

Which consumer groups are principal
contributors to revenue?

What proportion of costs (with or without
capital charges) are recovered? Do most
users pay close to average costs and high
users meet capacity expansion costs? Are
the marginal expansion costs high
compared with average costs?

How are connection charges related to
costs? Are they relative to income? Is

there evidence that they discourage legal
connection?

How many of the consumers pay
minimum charges and why?

How functional are the meters (what is
replacement rate?)

What is the operators perception about
the current tariff structure and its
efficiency for extending the provision of
services (improving the level of service)
to the poor?

What is the demand for service from the
population presently not
served/improperly served?

What objectives are set in the contract, in
terms of extension/improvement of the
service (to the poor?)

What would be, under the present tariff
structure, the conseguences (in terms of
financial sustainability) of extending the
service coverage to that popul ation?

How effective are the current tariff
structures for cost recovery from urban
poor? How do measure it?

Can the urban poor afford the current
prices charged for water and sanitation
services? What can be done?

What is the socio-economic profile of the
population presently not served/improper
served?

What is the current availability of socio-
economic datato carry out a tariff study?

What subsidies are embedded in the
present tariff structure (how are they
distributed  between  socio-economic
strata, and by levels of service? Do you
think there is ajustifiable need for extra-
sectoral subsidies?

Are there other general issues regarding
the tariff structure in terms of: economic
efficiency (such as deterrent industrial
rates); equity (such as. next door
neighbour is charged at a different rate);
financial sustainability (such as revenue
declines faster than consumption due to
block rates)
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0 Is it possible to specify total
revenue requirements

0 Operating and maintenance
expenditures and cost of capital

0 How do you ensure
sustainability of  institution
through pricing system

0 What are the future costs
required to ensure
sustainability?

0 Should there be a need for user
chargess what would be the
basis of it?

0 To what extent can existing
patterns of charging be adapted
to ensure financial cost recovery

Monitoring of price-setting process

How are the prices monitored and by
whom? Isit effective?

Are there issues regarding the timely
application of the price adjustment
mechanism, or other threats on the
general tariff level for regulatory
(political) reasons?

What is the position of the
client/regulator regarding a reform of the
tariff structure (who is in charge? Where
is it written? Is it a national tariff
structure? Is there an explicit procedure
for undertaking areform? By law?

Do you think there is a need for
independent regulator? Why? What
would its role be? How will it benefit the
urban poor?

Relations with other water and sanitation
institutions

Which other institutions are involved in
your price-setting process and for what
purpose?

How do your institution operations affect
the other water providers, if any?

What do you think thereis arole for PPP
in the water and sanitation sector? And
how can it work?

Guides for domestic users

Household information

Water availability (conservation measures)

What is the interest of the institution: cost
recovery or water conservation?

What kind of water conservation
techniques are you using? Is it working?
What cost implications does it have for
customers?

What do you think will lead to better
water use?

What is the water status of Windhoek and
how will Windhoek be supplied with
water in the future? (given the present
urbanisation rate?)

Service provision and Customer relations

Other

How would you describe the quality of
the services provided to the urban poor
by your ingtitution? (table for water and
sanitation)

Can services be provided through
dternative means? How and which
means?

What is the population’ s perception about
water tariffs? What is the awareness of
the subject? Is the utility/public authority
communicating on the subject?

What is the level of participation of
customers in selection of type of services
provided?

What is the level of participation of
customers in price determination?

I's there willingness and ability to pay for
these services?

Is there anything else you want to say on
this topic, that | haven't asked? Do you
know anyone else | can talk to about this
topic?

Is there anything else that you want to
ask me?

How many peoplein the household
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How long have you been here

Gender and age
household

composition  of
Gender and age of persons collecting
water

Education level of the household head

How many people are working in the
house

Occupation of al adultsin household

Total household income
month/expenditure per month

per

Existing water services information

What kinds of services are provided to
you? (water/sanitation —make tick boxes)

Ownership of water using fixtures; bath,
shower, WC, sink, dish water, washing
machine, garden water items

Volume of abstracted water used in litres
per head per day

Composition of use (%): cooking and
drinking, bathing, showers and personal

washing, washing of clothes, house,
vehicles, sanitation, garden other

Water storage: type storage by volume

Total monthly expenditure on water
services

How would you describe the quality of
the services (good, average, bad)

How would you describe your water

situation in your household (good,
average, poor)
What do you think about water

availability in Windhoek

Have you receive any information on
how you should use water? Was the
information useful ?

Existing sanitation servicesinformation

Type of service: water closet with piped
connection to sewer; own latrine,
communal latrine, septic tank, open areas

Guide for Regulators

Roles and responsibilities

Type of treatment at point of service

Means of removal of urine and faeces:
flushing to sewer or septic tank,
collection from latrine, direct to lake or
river, other

Charges for  services,
treatment and disposal

collection;
Total monthly expenditure on waste
water services
Service times

Service reiability

Ability to pay for water and sanitation services

Refer to Income level of household
(ranges)

What other expenses do you face and
how do you prioritise payment?

How much of your income are you
spending on water? (maybe not necessary
to ask?- can be calculated from income
level and price they pay for water??)

Service Providers/ Management preferences

Who provides you with water and
sanitation services?

How is the relationship between you and
the service providers?

What happens if you do not pay for your
services?

What is your opinion on the water and
waste water tariffs and  hilling
arrangements  established by source
owners/managers

Do you have other alternatives to get
these services from? Is it better?

Have you been involved in determination
of prices for these services?

Have you received any information about
payment of water and pricing of
services? Was information useful ?

What is your role as economic regulator?
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How independent are you in executing
your duties?

What regulatory targets must you meet?

Is there a transparent, adequate and
agreed upon system for measuring
achievements of these targets? Elaborate
on regulatory tools enforced.

How do you monitor the standards of
performance of the services?

What is the service quality levels
required for efficiency? Which key
performance indicators are used to

measure these standards?

Guides for other stakeholders

General

Describe the major activities of your
organisation.

Which groups to represent? How and
why? (get population figures, geographic
locations)

How would you describe the water
situation in Windhoek? Explain

What in your opinion is a good way to
manage water demand in Windhoek?

Representation information regarding
water and sanitation services

What are the mgjor problems faced by
the group represented?

What are the consequences of these
problems for group represented?

What is being done to solve these
problems (by whom and how?)

How effective are the actions taken to
solve these problems? Why?

Perception on price setting process

How do you monitor the utilities
response to customer/consumer
complaints

What are the magjor challenges faced
during the price setting process? How is
this dealt with?

What are the reporting requirements that
a utility must adhere to?

Do you think public in genera should
pay for water and sanitation services?

What is your general perception about
the price for water and sanitation services
in Windhoek?

Do you think is the amount the
represented group pay for water and
sanitation services?

What do you think can be done to
provide affordable water and sanitation
services to all (especially urban poor)

Who do you think sets prices of water
and sanitation servicesin
Namibia/Windhoek? Should there be a
change? How? Why?

Do you know how pricesare setin
Windhoek? | s there a need for change?

What do you think should be considered
when prices are set in Windhoek?

Do you think the group represented
should be involved in determination of
prices for these services?
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Appendix E: Transcribed interview data

Note: Not al transcribed data are presented- this is presented to give a sense of the responses. The
interviewees are not revealed due to confidentiality clause agreed upon during fieldwork; however codes were
used to classify interviewees in different categories. Tape recorder was mostly used.. Key: C= City of
Windhoek official; G=Government Officials; N=NamWater, O=Other (NGOs/Consultants); D=Domestic

users, DR=Domestic Community Representatives.
NAMIBIA

e Which price-setting policies guide your

institution?

N1: There is a strategic water sector plan
available. Since Oct 2006, Namwater convinced
the shareholders that tariffs be increased, but it
was not granted. Apparently they were granted an
increase of 6.9% (inflation) since January 08, but
this information never reached them. They
received a subsidy of 26 M for the time period
where there was no increment to make up for it.
So for the next price increment- this will be
considered and maybe there will be some back-
payment. NamWater has been involved in a study
with independent consultants, with regard to
subsidy scheme (since Nov 2007). A tariff
committee was establish to oversee this process.
The document was tabled for cabinet approval and
is still not in public domain. The report: principles
and methodology to calculate costs and tariffs for
water supply by NamWater (18 Sept 08). The
report includes:

= how to develop an accurate system,
= FCR per scheme (excluding depreciaton)

= Re-evaluation of assets (replacement of
assets- 2010)

= Credit control policy

= Differentiate between retaill end use

subsidies and municipality.

The cross-subsidies depend on the re-evaluation of
assets exercise. Other issues covered in the report:

= O&M costs (eg. Payrall, electricity)
= Depreciation (excl dams)

= |nability of clients to pay (urban and
rural)

= Impact of no tariff increase (Kavango-
have been over charging so tariffs will
not be increased there)

=  Tariff increased in areas like Kunene,
mines

= Align retail tariffs with commenercial
retal tariffs.

The plan was to submit the report as well as re-
worked tariffs (according to methodlogy) to
cabinet for increment for the next financia year.
The document was sent off 22 Oct 2008. Some of
the recommendations in the report is to ask for
12% increase per scheme, 6% increase in rura
areas- on average 8% increase to recover the costs
of current year. It is anticipated to start
implementing credit control policy in March 2009.
“there should be independent regulator” was in the
cabinet decisions when Namwater was established
in 1995 aready- there is nothing new about what
you are suggesting. The need for independent
regulator is primarily to protect consumer
interests. There are no subsidies from government
at the moment. But do not support government
subsidies- not viable for water schemes.

N4: Tariff is the unit costs at sales point.
NamWater tariff is selling m° Currently
NamWater is making use of cost allocation model
which includes overheads (assigned to schemes);
looking at costs specific to schemes. There are
various schemes- where at some places costs are
over recovered and others under recovered- that is
why they did the cross-subsidisation of schemes.
However there are other socio-economic factors
that has to be taken into account. 5 year financial
business plan is drawn up- viable for
sustainability.

The WASSP- talks about financial costs- as well.
The definition of full costs recovery needs to be
clarified. It states in the NamWater Act, that
NamWater is allowed to make profits....(page 20)
financial provisions, in which reserve funds and
capitalisation of profits... financing of future
expenditure.... It isa company and should act like
it.

C1l: Do not know details about price-setting
process-referred to Q2 and Q3 for further details.
However interviewee mentioned the planning
process for informal areas: They follow the
development and upgrading strategy- which have
specific objectives for informa areas. This
strategy is mostly based on land delivery- but is
also based on recovering development costs-
because the CoW, does not receive subsidies from
government. The process involves: a)feasibility
studies and EIAs with community involvement-
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furthermore needs assessment is conducted to
determine what the community needs are, what
they want and based on their income- whether
they can afford it. [this has discrepancies, because
people are not honest with their income- and thus
the City never knows that the real income levels
are. Income levels are compared with services
available and based on an compromised
agreement a Social Compact Agreement (example
from Okahandja park A, B and C received) is

signed with community leaders. In certain
instances WATP surveys are done by
consultants??. The strategy includes 6

development levels- that caters for different
needs- current the strategy is being reviewed.
However challenges being faced with the strategy
includes customers being dissatisfied- feeling
discriminated against because they feel their
neighbours are receiving a better service. They
prefer uniform charges??

G1. There are principles highlighted in the
WASSP water tariff policy- which aso includes
full costs definition. At the moment the allocation
of costs, calculation of tariffs (fundamental
principles of tariff determination are missing) is
unclear. NamWater is currently in the process of
developing a model- but not sure what its about.
The biggest challenge with NamWater is that the
overhead costs allocation needs to be sorted out.
In the past they increased tariffs- until 2007. For
example before then, 11.5% increase was done
across schemes- which is not right. There needs to
be a scheme specific calculation. These are easy
processes- but do not understand why it is being
complicated. It should be as easy as[total costs/m®
sold]. Last year (2007) the tariff was approved
based on inflation (6.9%) and no-one seems to
know why and how it is calculated. The biggest
problem is that NamWater does not consider costs
(eg. Difference between groundwater and surface
water costs of treatment- etc etc. There are no
formulae for these things- which is shocking for
such a big company. Until these things are sorted
out- the tariff will remain the same as 2007.....

09: Water is a human right and it is important for
people to know their rights. The right to water is
related to the right to dignity and the right to life.
In 1956, water services were for free and now
people are expected to pay for it. The international
law talks of human rights, the rights of children
and water is included in this. Convention Right to
child and women. Article 144 of International law
- applicable to SADC. Namibia has a highly
skewed income and there are poor- which contrary
to public believe do not waste water- since they
use so little of it anyway. It is the rich people that
waste water- so they should be punished for it. It
is important to note that the argument is not
against payment for water- but we should note

how we should pay for it. The government has
their priorities wrong- looking at recent expenses
that were incurred- eg. State house that was built-
while the hospitals to treat the sick are not up to
standard. Looking at other basic services- Safety
and security- do we have to pay for the police
before we can be helped by them? So why should
we do it for water- which is also a basic right. To
keep prisoners in jail- we don't receive a hill
before they can be kept in jail? So we need to
think of how to charge for water- why cant we tap
into the tax funds as well for it- Maybe we should
explore how SA is doing it- atechnical solution is
needed to tackle thisissue.

Lack of access to water- government excludes
poor people- so we should think of the impact of
lack of accessto water? It isunfair that people are
evicted from their houses for non-payment of
water bills. The money should be diverted to basic
needs. Cross-subsidies should be considered- for
those that cannot pay- we have get creative to find
solutions.

In 1998- Water Act in the UK banned pre-paid
meters. What about diseases that goes along with
lack of water. The health implications are massive.
Think of people suffering from Aids- these can die
if they do not have water.

When thinking of SA- you need to know that the
payment is coming from somewhere- and so ask
yourself- who is paying for taxes? The principle
should be that nothing should be for free- even if
you pay little. In fact water is much cheaper
compared to brandy or cigarettes and that don’t
stop the poor to use it- so why should the basic
rights issue only come in when it comes to water?

Why cant the water sector follow the basic income
grant scenario- this has a people centred approach-
it is important that we change our thinking in that
way. It is an issue of priorities!! At al levels-
including government.

What about the poor- normally arrangements can
be made- but if there is no income- what kind of
arrangements can be made? The quantity- number
of households- influences the payment- the rich
are normally fewer and thus pays less, while the
poor are more and pay more.

The bottom line is that someone has to pay for
the question is who and how much? There
needs to be a sense of appreciation for the
valuable resource.

Namwater is a non-for profit company- so they
should not be making profit out of water services.
“The price of water is measurable by the cars of
CEOs. That means they are over charging water-
people are paying too much for water.”
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e What elements are being considered when
setting prices?

C1: Do not know about price setting process-
however know that people are charged for water
services. Prices are determined by technical
personnel. Prices are included in erf prices and
people pay monthly levy- determined by the land
manager.

C5: The costs delivered at the first block is at a
subsidised rate (Namwater price). There are two
tariffs- basic (covers capital costs and interests)
and volumetric (first block a Namwater's
price+10% admin charge+ penalty costs (long run
marginal costs-15 years). The price setting process
is very political and thus even if the City proposes
a certain increase to meet their costs- the
politicians will set it where they want it (eg. City
propose 20%, but will only allow 10%). For the
non-domestic (subsidies are very little- not
formal). Politicians consider social reasons such
as job creation etc as well. The City is operating at
90% cost recovery (domestic water use- 70% and
the rest- wastage. A regulator will be beneficial to
the system. When setting prices- aso think of
quality standards and drought conditions (physical
conditions) and the costs o getting water where it
is needed. The bills to consumers should be easy
as well [costs/volume of supply=unit costs].

08: It might be a good idea to follow the
parliamentary debates on water and pricing issues-
visit parliament archives. Don’t know much about
the debate- There is no doubt that people should
pay for services to recover the costs. Refer to Act-
also check out: ‘a place we want to call our own’
paper- 2005. The water act review process- needs
a knowledge base body (expert panel) is a good
idea-but ultimately they will be picked by
government. See equivalent to what you are
suggesting in the Environmental Management
Act- give power to ‘hand-pick’ people with
expertise- environmental commissioner. ...

e What isthedemand for service from the
population presently not
served/improperly served?

Cl:  Urbanisation rate increased  after
Independence and became unmanageable for the
City. Temporary reception areas were created,
while the City started with Greenfields (areas that
are being developed in advance and then residents
are resettled later after services are provided-
aternatively they are caled in-situ upgraded
areas. Babilon area, there are communal water and
sanitation services within 200m from erven.??
Relocation mostly takes place due to unsuitable
geographical reasons- people tend to start shacks
in rivers etc- these are referred to as ‘natura
informal settlements'. The new inhabitants are

expected to apply for erven to Property
management- which will alocate an ef in a
developed area Greenfield areas. In many
communities people organise themselves and form
saving groups. Informal

settlement committee are formed with assistance
from the City with financial and technical
assessments. WATSAN committee is established
to assist informal areas with planning, payment for
communal services (see ToR received). Funds are
being recovered differently- the self help saving
groups are very successful and there are about 40
established [need to indicate it on map]. In the
natural informal areas- there are no services,
however in some areas taps and toilets are done on
emergency cases- not part of formal plans-.

C5: Sanitation is neglected from the process-
should also consider the sustainability of VIPs.
Promotion of waterborne sewerage in informal
areas. The best option is to put infrastructure for
water borne systems in place- and if people get
money eventually- they can just connect- but do
not promote VIPs, because nobody will use it- do
not make people use things that you will not use-
even if they are poor. The so-called poor people-
all manage to have cell phones and are paying for
all other services..... re-evaluate who is poor and
who really needs support.

C10: The resettlement process has started from
1998- where an initial survey was done on people
who owned and are registered for land. In those
early years- land were give to those that were
staying there for long (priority was given to them).
There are two land occupier status- those that live
on CoW land (lease agreements) and those that
have bought the land as a group as part of the
Shack Dwellers Federation initiative. In this case
those from the federation is 80%, while 20% lives
on CoW land in Greenwell Matongo D (area we
went to). Normally the City has nothing to do with
the federation group. During the resettlement
process- the city makes sure that the rightful
owners settle on the land (due to many illegal
occupants), so there is always a comparison
between what was on the list in 1998 vs with who
lives there now- if the names are different the land
is taken back. All houses and erfs are numbers- so
the City can keep track of what is going on. The
City officials work very closely with the
community leaders on this issue- and they
normally assist with getting people together and
spreading the word about relocation updates and
when people will be given land etc etc. Mostly
community leaders are involved to avoid conflicts.

Prepaid meters (in Babilon) does not work so
well- because there is only one collection point for
many households and there are long queues
always. They need more water points and security
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(to control vandalism) in this area. The issue with
prepaid metersis also to consider the security that
goes along with it. To get the card for the meters
is (N$150- which could be considered as
connection fees. Another problem is that it breaks
too frequently which is why people do not prefer
it anymore- in the beginning it seemed like a good
idea= but not anymore. The long term
sustainability of this system is questionable. To
address the issue of security- it is suggested that
the prepaid meters be placed at the community
offices (only problem might be travel distances),
where there are security guards aready. [the idea
of having kiosk was tested]: “This will take us
back to old age”. The problem will be to control
who owns the kiosks and preventing people to
start building their own kiosks. The issue of
sanitation-VIP toilets is aso a huge mistake.
Many people did not know what the toilets were
and given the name (VIP- misunderstood it for
Very Important People). People prefer flush
toilets. The approach used to sensitise people
about the toilets is wrong- that is why people
agree to it and when it comes to the maintenance
aspect- then people refuse to do it. The Ot;ji toilets
work on a small scale, but not in a communal
setting. People now have to start paying for VIPs
aswell- it is part of their lease agreement. In some
areas they are also testing with communal showers
(Okulumbashe), but this has not been working
well- wastage of water and unhygienic. “the
bottom lineis that- if you stay in a municipal area-
you have to pay for services- otherwise you are
freeto moveto arural area’.

e Perception of services (Quality, prices,
pr efer ences)

D11: No not happy with services. Prefer tap on
erf. The distance is not far to walk and in some
instances it is better than what they are used to-
because they come from Owambo land where they
had to walk long distances to collect water- so this
is better. There are very seldom interruptions with
water services- 24 hours, 7 days a week supply.
The important services are:-electricity, - toilet, -
water (there will always be water-even if they
have to wak distances to get it- so not too
important). N$ 30 per month per household- they
pay to committee ad receive receipts for it. There
is no toilet facilities here and the use the bushes-
[correction from one member] — there are 6 toilets,
but they are out of order- there are about 300
people per 2 toilets (estimate). Payment is not a
big problem- if you cant pay you can sell things
and pay later- so good understanding with
committee members. People are willing to pay for
water services. Fairly good value for money- the
toilet facilities are the biggest problems. Not really
interested- maybe if had their own taps- do not

really want to be involved in price setting or
decision making. Committee is useful and do give
them information and also take their issues on
board and so think the committee members should
be involved in the bigger decision making
process- as long as they get feedback.

DR5: Most residents pay on time- but there are
the odd few that do not pay and are being
problematic- but they do pay in the end. Some
people- (those that are noticeably suffering) pay
half the price- agreed by community members.
On average most residents are domestic workers,
own business (selling home made food) or
security guards- the average income: between
700-1500. Yes they are part of setting the monthly
fix payment- but that depends on the meter
reading and the outstanding bills. It is important
that the affordability is taken into consideration-
but they do not think the rates can be different for
different areas- depending on income- so its fine
as it is. The committee reps felt that it is difficult
to control continuity within committee- and
people also do not attend meetings when arranged-
so its difficult- since it's a voluntary effort (apart
from treasurer)- not much is done about. The city
keeps them well informed.

DR 6: Mostly in debt- always behind with
payments- have too many other obligations- but
make arrangements with community
representatives. She is currently unemployed- but
used to pay on time when she was working. Most
people in the area are unemployed and trying to
make a living by selling things (beers) or have
casual jobs. But there is always someone that
works (At least 1 in the households). Guess the
average is less than N$1200. Use little water- and
are already saving water- the community members
are also aware of water saving.

D12: use public taps and fedl its unfair that in the

same area those that can afford have taps in their
yards and houses. But even if they could afford-
they need to move before getting a tap fitted-
because currently they are on lease property. They
have problems with toilets- there are no toilets and
have to use the bush- its unsafe, and unhygienic-
especialy for ladies. Electricity is most important
for them. N$ 78 including water and erf. Have no
problem of paying. Price is affordable. They have
been relocated to this area since 2004 and have
been paying that same amount since then. They
use approximately 2 x 25 litres of water per day-
mostly for basic use such as cooking and washing.
want their own taps- currently get collective hills-
which they sometimes do not see- so just keep
paying the fix rates.

e Subsidies: What subsidies are embedded in
the present tariff structure (how are they
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distributed between socio-economic strata,
and by levels of service)?

G1: Thereis currently a study going on- national
subsidy policy aiming at urban and rural- this is
done by Herald Koch and has a period of 4
months November 2008-March 2009. This would
look at definition of poor and these subsidies
should be targeted.

G2: There is no information about subsidies- and
government does not have any mechanisms in
place for this purpose. That is why the study is
being undertaken now- trying to develop subsidy
policy (urban and rural)- there is a cal for a
consultant out to undertake the study- but have not
found anyone yet. If no consultants show interest-
then government hasto do it.

C5: Issue of subsidies- needs to be clarified as to
who the players are and their roles and
responsibilities.  Subsidies for  poor s
responsibility of government- but in absence of
that the City is taking responsibility. The issue of
cross-subsidies from rich to poor also needs to be
looked at carefully- because its very seldom that
others will pay for other people. Prepaid metersis
an option- some prefer it, others don’'t. Mgority is
willing to pay for water services- that is not the
issue.

03: A cross-subsidisation scheme similar to that
of Rehoboth case- should be considered. The
system does ensure that there are affordable end
user tariffsin place. However this system has also
been changes since 8 months ago- where those in
power has changed it back to the old system- (for
unknown reasons). An performance study has
been done on the Rehoboth case and they realised
that Namwater bills are not paid- there are a lot of
politicsinvolved in the process.

There is no subsidy system for Windhoek-
volumetric charges are set a8 Namwater prices
(subsidised), but a basic charge is added so the
end user tariff includes basic chargestnamwater
volumetric charge. This system is such that the
poor are paying more money than the rich??

The national resource accounting report includes
full cost recovery calculated vs tariffs charged-
2001 reports- also check these out.

Most recent study was done together with Lund
Consulting and partners to develop tariff
determinations procedures seconded by DWAF
staff (committee). The draft report includes
methodology to determine tariffs, genera
requirements and recommendations on how to
take the process further. The report is not yet in
public domain- check it out.

Last year the tariff (2007) was based on inflation
adjustments only and since no consensus was
reached on the tariff increments- there was no
increment. The biggest problems were that there
are no calculations of costs per schemes done
since 1998 (find out why this is?). Also since
1998, they only incorporate inflation and then
raise tariffs based on fixed percentages. Currently
they operate on depreciation charge- that is not
known and the cross-subsidies across schemes are
also not justified. Currently the biggest questions
to address are:

- thecost of supply (since 1997- this
has never been cal cul ated)

-  Khomas region is aso not
reaching full cost recovery
levels??.

e Theneed for Regulator and itsrole?

C5: The regulator should not be merged with
ECB- it becomes a power issue- therefore it
should be DWAF's responsibility- since they are
the leading ministry. Neutral body would have
financial implications which will complicate the
process. The water act should be clear on this and
should highlight how the body should work. The
perception against ECB is negative and we don’t
want to include water in their ‘mess. The
guestions that needs to be address with regard to
ECB is: Does it add value? Currently, | cannot see
the bottom line costs, for what the money is being
used for. The system is not transparent enough.
There isaneed for amodel (with clear and simple
figures) with basket indications of inflation- with
related predictions. Need knowledgeable people to
run the process- that islacking at the moment.

O3:Thejob of aregulator is straight forward- it is
to know the costs of supply water and sanitation
services and determine the price (or agree with
utility the price). Those that cant afford it- it isjust
too bad. After the price is set- then focus on the
debt collection process, keeping in mind that
water services cannot be cut off.

09: The ECB has worked out mechanisms
together with municipality to improve debt
collection. It should be understood that water is
different from electricity in the sense that it is
social responsibility and that is politicaly
motivated. This makes provision of water tricky
and sensitive. In thisregard, it isimportant to have
clear methodology on how to determine tariffs
(bulk and retail). This would need a clear mandate
to request specific information from providers as
well as enforcement mechanisms- should the
information not be provided. This is all provided
(or should be) in the guiding legal framework-
Act. This aso includes the mandate to ensure
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implementation of the Act. This is where the
problem isin the water sector- the fact that the Act
is very weak (“toothless’)- once this problem is
solved- you are at least half way there. The Act
needs to be clear.

06: Administration for bulk water service
providers should be robust and should have the
relevant information at their finger tips- but due to

political  interference, the information is
manipulated. It realy depends on who the
regulator is.

C4: The price setting process for LAs are also
dictated by government- because if certain price
increase is requested, government has the power
to say “cut it in half” and its up to the LA to find
other sources of income to bridge the gap of not
covering full costs. It is not easy to divorce
political interferences with the process setting
process.

G1: It is difficult to regulate currently- because
the process is done at an ad-hoc basis, and the
ministry appoints anyone to sit on the committee.
There is no continuity and no clear guidelines as
to what the elements are that needs to be
addressed. Even the revised WASSP is not clear-
especially in issues such as subsidies. The issue of
cross-subsidies across schemes as practiced by
NamWater to date is not justified- but there is
nowhere said that they can’t do it either. The Act
is not suppose to be a detailed document- it is
guide as to what needs to be done- it is the
regulations that goes with the Act that needs to
specify everything. It is unfair to expect the Act to
be detailed. The legidation is very clear. The
implementation or defining of Act also depends
on capacity existing in the water sector as well as
the leadership (minister) involved. The job of a
regulator (or similar body) would thus be to assist
in clarification of documentation for example. The
difficult tasks is dealing with LAs capacities,
rather than bulk water supply (should be fairly
easy and straight forward).

O1: The performance of LAs across the country
needs to be assessed, because the situation is
getting worse. For example, Keetmanshoop
municipality can hardly account for one third of
their water. There should be sanctions and
mechanisms in place to deal with such situations.
The decentralisation policy enable many of these
services to be localise, but there is no capacity and
skills to handle these demands and in such cases,
even the existence of aregulator would not be able
to solve these problems. The problem lies with
capacity  building and training. These
municipalities are aready bankrupt- they cannot
recover the costs and therefore would not even be
able to support any regulatory services in this
regard.

06: Consider government to be the regulator,
since the salaries are catered for already and it has
the authority already so it is easy to give the
mandate to a certain department within the
ministry to run as the regulator. To regulate
NamWater should not be a problem, but the LAs
will be a problem since they have a range of
products they trade with (remunerative and non-
remunerative services) and these are being trade-
off against each other (cross-subsidising across
services). The regulator would have to do much
more there- since LAs are not alowed to make
profits and it isimportant to keep them at bay. The
best option is to leave it in government and just
empower those involved in the process and give
them a clearer mandate. They should have the
appropriate budget to train and build the necessary
capacity. The process can be made clear and roles
and responsibilities spell out clearly. Logistically
government is in the best position to take the lead
in this process. They already have certain power to
implement policies, so it will avoid confusion
among Consumers.

C5: There is no way that the price-setting process
can be without political interference, so it is up to
you to determine what is the minimum required
and how it can be ring fenced to be outside

politics.

09: It is optimal to have a merger, because thisis
a independent standing institution aready and its
better not to re-invent the wheel. The Act is clear
and thus it will be easy to adapt the Water Act
accordingly, with the respective Ministers as
guardian of the process. Though the politics
around water is different and difficult to handle
(since what is a basic right), but once procedures
are in place, the process should be easier. It is
clear that there is a need for a regulator in the
water sector. Do not agree that Minister will
interfere- since the Act is clear on roles and
responsibilities, but it is important to include
government in the process. It is important to
determine how minister, NamWater and LAs will
work together to protect consumers. Another
important aspect is to include economy into the
equation- to understand how it works and thus
determine the tariffs accordingly. Strongly
disagree with subsidies- it is unsustainable but
given the Namibian situation it is needed- but this
has to be integrated into the whole sector and not
just for certain aspects. Consider the whole sector
(holistic picture). By law NamWater is a
company, but the act is contradictory in the sense
that is only allowed to recover costs, while it is
company- it does not work that way. If it is a
company then it should be alowed to make
profits. There are lots of issues that needs to be
addressed, but that is part of the process. The

271



Appendices

issue of dividends of NamWater also needs to be
|looked at.

C7: Certain LAs are operating as businesses and
they concentrate on what goes in (costs) and what
comes out (price) and therefore there is nothing to
regulate. The boards are there to make sure
business goes well and so having a regulator is
just duplicating existing structures. There are
certain allowable costs- so there is nothing wrong
with filling up funds to cover al costs

0O2: There is a regulator needed, because
somebody has to be accountable/responsible for
the process and a coherent effort has to be done
towards this. “if you cant measure it- how can you
manage it". It is not necessary clear that a
regulator is needed, but something is needed.
Maybe just focus on what is there currently and
build the capacity instead of starting something
new.

Zambia

Note: L=LWSC; K=KWSC; O=NGOs,
R=NWASCO; ZMG=Government; W=WWG; D=
Domestic users

e Price-setting process

G2: When NWASCO was formed, it was first
reporting to Ministry of Energy and Water. This
created a conflicting situation- because many of
stakeholders felt that the ministry is mainly
responsible for water resources and it was too
broad to include distribution as well. In fact it was
apolitical move, so as to control all the funds that
are linked to water distribution, because at that
point there were many donors involved (eg DTF).
This issue was solved and now NWASCO is
directly reporting to Parliament through Ministry
of Local Government and Housing. The biggest
disadvantage of LAs were that they had a big
income base and effectiveness specific for water
sector was not good. The size of the LAs aso
played a big role on the income base. Provisiona
water authorities except those on copperbelt-
usualy had human capacity problems. The
presence of the regulator increase donor support
confidence as well, and it makes it easier for them
to support companies or the water sector.

L1: NWASCO guidelines apply and guides their
cost structure. It is economically viable- because
Zambia has a history of free water for all- and so it
was necessary to start at low levels- but they still
found it difficult to change the mind-set of
consumers- therefore they implemented price
increases in stages. The cost structure includes
electricity as one of the major contributors to the
structure-based on source- and considering that
they have to pump at an elevation of 350 km- and
therefore have many booster pumps. Other

elements includes chemicals, operation and
maintenance costs (fuel), staff. They also consider
affordability of consumers when developing their
cost structure. The recovery rate is very variable
and approximately 60% is recovered from
domestic sector- which is broken down in various
sections. The peri-urban debt collection depends
on the type of water source. Those with taps fitted
inside the houses- have meteres and receive bills
to pay. Approximately 49% of Lusaka has
metered taps. The commercial sector (eg.
Breweries, steel plants) uses more that 100m® and
are metered and pays well and no big problems
experienced (20% of debt irrecoverable) there-
however it's the ingtitutions such as government
institutions  (hospitals, schools, Universities,
defence barracks, airforce etc) that they are
experiencing problems with. Approximately 30%
of debt from these are not recovered. The
payments are inconsistent and if they do not pay-
they disconnect the water as a measure of
enforcement and this normally helps with getting
the bills paid. However disconnections do not
work in the domestic are- because once water is
disconnected- people get water from their
neighbours etc, so its difficult to control. The
Local Authority management structure is not
operating well- and that presents a big challenge
of debt recovery? There are specific payment
schemes for those in arrears payment. There is
also alot of palitical interference- especially when
water is disconnected. In general customers and
make arrangements should they feel they cannot
make the full payments. There are no ‘specid’
tariffs for pensioners for example- that is the
responsibility of government social schemes. The
company as part of their social responsibility also
allows for certain amount of free water- if
consumers are have funerals- these should be

arranged With company.

K1:Make use of increasing block tariff and that
consists of 3 blocks (see newsletter). There are
three categories- metered, fix rates and industrial
rates. The metering is for individual connections,
joint connections and shared connections, There is
aso a category for semi-communal (7-25
household sharing taps)and the Kiosks and these
are also metered. The Kiosks contribute to better
revenue collection and contributions and therefore
it works for the company. No WATP studies have
been done- again this will be done once the
services are improved, because believe that the
willingness to pay is linked to the quality of
services. Currently those with high incomes can
afford to get better service- but low income groups
depends on some sort of cross-subsidisation
scheme. NWASCO has been encouraging services
to the low income groups
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O1: From experience, the Water and Sanitation
Council negotiates with the CUs on the water
tariff for a given period in a given locality.
However, experience has shown that CUs have
had difficulties controlling the water tariffs
because service providers at community level
apply the same within a given range rather than a
fixed tariff applied across board. The other
contributing factor is that the service providers
such as Water Trusts have to take into account
their over heads related to administrative and
running costs which are important for sustaining
the water scheme. Thirdly, various approaches are
used in deriving the water tariff. In the case of
Water Trusts, the Residents Development
Committee now known as Ward Development
Committees base their tariffs on the needs and
community’s willingness and ability to pay. Once
they agree, the tariff are revised giving reasons for
the same. Within these communities, other
complications related to those who have
individual connections. These are charged a higher
tariff than those who use communal facilities. In
my view, CUs are under charging in the inner city
due to political interference while the community
based service provider like the Water Trusts are
charging in accordance to the level of service
being provided. Water is paid for as and wheniit is
collected but in town some homes are charged a
flat tariff because meter are non functional and in
other cases water service is erratic making tariff
increase by CUs very difficult.

e Serviceprovision

G1: The policy direction should be that al people
should be provided with water services, therefore
the regulator should facilitate the empowerment
process to LAs and CUs for service provision. It
should have arole to liaise relevant resources and
it should create for a for sharing information and
interaction. Overall, CUs are suppose to sustain
themselves such that they are able to provide
water even to peri-urban areas. However, these are
the so often forgotten areas and so its
government’s role to look for funding to cover
these areas. The geographical differences in areas
should also be considered in the supply of water.
Government provide ‘soft loans' or grants to
support the companies to extent to peri-urban
areas- based on geography, it depends on the costs
to deliver services, CUs can request government
to assist them in that way. It is easier for
government to apply for grants on behalf of the
companies- than companies to apply themselves.
... Donors are very much involved in the process.
Investment in urban sector is more costly
compared to rural- which is why the services are
more expensive as well, therefore it is very

important to be strategically placed for money to
be recovered from investment. Yes, the water
sector is very donor dependent- the infrastructure
is over 30 years, and therefore it is important to
get donor funds especially for infrastructural
development. Privatising water utilities can apply
work if own investment plans are in place-
otherwise the investment has to be sourced from
donors or government. Such funding is channelled
through  decentralisation  scheme  through
government to reach companies that needs to
funds for investment. In the past, money was
operated very centralised, through project
proposals. Government’s role is to make sure that
donor funding is utilised, otherwise government
has to pay it back.

W1: The complaints vary from location- but in
genera it includes. -Non availability of water;
Eradic water supply (limited hours); Connection
fees are too high; Time frame for taps to be
connected takes too long. After receiving the
complaintss they verify it according the
procedures in NWASCO guidelines (check out
guideline procedures). Report it to company (both
verbal/writing) to respond to complaint within a
given time (guidelines). Then follow-up
procedures takes place and still if nothing is done-
then the matter is taken to NWASCO (also cc to
company). Then do a follow-up on how
NWASCO deals with the issue- then it gets back
to consumer. Normally after it is reported to
NWASCO the issue is solved, WWG thinks that
the regulator is very effective and strong and does
not get influenced by company or government
(politics). Regulator operates on good transparent
system and really has the interest of consumers at
heart. The water kiosk system isgood and is really
being support by the companies and regulator,
however WWG feels that is a system that can
work in rural areas- but not in urban. People need
to have their own connections- therefore some
system should be worked out to address the high
connection fees. The issue of high percentage of
unaccounted for water- is a concern for WWG-
because those costs are transferred to consumers-
which isunfair.

The mindsets of people must change- they need a
leader to take process further. “ start pay as long
as you pay- you can complain

o Affordability per ceptions
provision, quality, price)

(service

D9: shared tap- service is very irregular- the day
of interview- there was no water since previous
evening 6 until 11:00 next day.- no warning was
issued. Shortage of water is biggest problem. They
are tired of reporting it- because nothing is done
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about it. Don’t know how many people sharing-
more than 100. Make 28 thousand ZamK per day.
Furthers traveller walks about 20 minutes to
collect water.

D10: Kiosk- opening hours 06:00-11:30, then
14:00-18:00. Hours were decided upon by shop
attendant. The water is metered- he receives a
book from company, to record the meter readings.
If no water is available- due to electricity cuts, he
informs people. He reports it to the office directly.
There are water tankers as back-up running- but
very seldomly. Suggested that maybe company
should consider having tanks installed- like what
Water Trust is using. Do not know about
NWASCO or DTF.

D7: Stand post- Shortage of water- in which
times- people that have water sell it illegally (for
double the price). If no water- borehole/shallow
well. Don't know about NWASCO or WWG.
Only know Lusaka water. The customers
(collecting water) did not have any problem- since
they are use to it. The commission for manning
the tap is 40% (is about 300 thousand per month)
of water sales. They get paid every day after
taking water to company office. They were
selected in a workshop and have been serving for
5 years. People have no problems with paying for
water. Opening hours:06:00-11:00 then 14:00-
18:00. : No toilet facilitiess make use of pit
latrines- no complaints about it.

e Regulatory process
services, regulatory tools)

(perceptions  of

L3: NWASCO- in genera the regulator is good-
but there is a tendency of over-regulation.
Especially in the beginning after the regulator was
formed- there were many stumbling blocks or
“hampering blocks” which affected the pace of the
providers. The roles and responsibilities of the
regulator were not clear in the beginning- but it is
improving now. There is no clear line between
regulating and interference with company
management operations. The regulator feels that
they have power to walk in and do what they
want- and that is undermining management of
company. Communication between regulator and
providers- were not good as well- because the
regulator does not know what is happening on the
ground- yet would like to “decide’” what the
company should do. This causes a lot of
frustration. The regulator needs more technical
expertise “they need more hands-on people-
before they can get hands-on”.

The information required by the regulator is
cumbersome and we are not sure what they use
half of the information for. Some of the tools they
use are not applicable and needs to be adjusted to
company specifics. The regulatory system is

“imported” and is out of touch with what is
happening on the ground. The regulator needs to
be more flexible and communication needs to
improve. A lot of progress has been made since
the inception of the regulator- and there are many
improvements. The benchmarking assessment
presents a problem, where companies of different
scope and scales are compared and thisis unfair to
companies. “compare like with like”.

K2: The regulator is doing a good job, with
minimal interference by government, especialy
when it comes to tariff setting. The regulator is
making it easier for the company to set their own
tariffs. The regulator is considered as very
professonal and hardly alows government
interference in their operations and decisions. The
major benefit of having a regulator is for the
consumers-  because it  ensure  service
improvements for a fair price. The regulator is
also known to defend companies- especialy if a
price hike is needed. At one time- the regulator
even forced the company to increase their prices
for their own sustainability and they defended the
company in public. The regulator however needs
to have a better understanding of the utilities
before enforcing punitive measures against it. For
this- more interaction with utilities is needed to
understand the challenges. Otherwise the tools of
the regulator are good and simple and are easy to
understand. The regulator has now introduced
‘regulation by incentive’. Many companies inflate
their figures and therefore it is necessary to have a
regulator to ensure that companies perform
according to their plans. However, the regulator
should take into account the differences amongst
companies and should be utility specific. There is
a point system that the regulator uses which works
well. The regulator has introduce a “regulation by
incentive scheme as appose to regulation by
enforcement” .

The pendlties are very effective and is fair and
works well. Companies always adhere to decision
of Regulator- have not heard of any company that
has resisted the claims from the regulator. Thereis
also provison made- should companies want to
dispute the claims from the regulator- they can go
to court.

The company has a good working relationship
with the regulator and they often have very good
training opportunities for saff to attend. It
operates well, very transparent (4 out of 5) and
good well with government as well. They are also
good at sharing information and protects both the
interests of companies and consumers. The
regulator however needs to market themselves
very well-especially to the consumers and link the
consumer groups to companies and consumers.
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G2: The regulators are as follows: Environment
council, water board (government body
responsible for abstraction and water resources
licences), energy and communication and
transport authority, NWASCO. These bodies work
well together. There is a national programme,
which is aiming to meet MDGs (including costs
involved) which islooking at national water sector
and what it will cost to meet the goals. There are
strict guidelines which are followed and it
involves all stakeholders. It is very rare that there
are conflicts while the guidelines are followed
between company and regulator- and in such
cases, government acts a the “father of two
children fighting”, and guides them so that in the
end the dituation is controlled. The role of
government in this situation is to just to guide
them and advice on how things should be done...
just like a father does. Government does not want
direct involvement and is only involved in
appointment of 2 of the NWASCO board
members- chair and vice-. They do not interferein
the day-to-day operations of the regulator. Overall
the system is working well. “water is a dtate
business and therefore it is difficult to divorce the
tasks’.

W1: Though the regulator is doing a good job-
there are issues of concern with regard to
appointment of the board of the regulator. The fact
that government has to appoint some of the
members (political appointees) makes the system
vulnerable to political interference and this issue
needs to be dealt with.

02: The guidelines for tariffs is currently being
reviewed. The financial sheets prescribed (excel
sheets) to utilities are not used properly by CUs.
This needs to be improved. Overal the regulator
is effective and is working well- there is a sound
procedure in place as well as good description of
tools available. It is important that when it comes
to tariffs- there should be a balance between
viability and affordability (poor focus). The
income levels of consumers has to be considered
at all times during the tariff setting process.

W1:The beginning was not easy- there was a
perception that they are policing and the
companies were hesitant to provide information
and working together with the group. The benefits
of having such a group only became apparent later
such that they could also use the group to get
information across to the people (acceptance of
their existence was important to carry out their
duties). The area has 33 wards, and the members
are al dispersed across these wards. Their roles
include the following:

=  Sensitise therights of peopleto the
utilities (vice versa)

= Act asalink between customers and
utilities and regulator.

= Deal with customer complaints and
ensure that is dealt with according to
NWASCO guidelines.

They have an office- and the joint regulators are
paying for administrative and logistical expenses
of the members. This is good because this will
enable consumers to know where to take their
complaints to- because previoudy they had to wait
until the members get to their area or go to the
members houses. The members have various plans
and schedules and have certain areas they monitor
after problems have been reported. Much of their
work is in the peri-urban areas, because most of
the other areas where people receive bills- they
deal directly with the company. WWG mostly
makes use of the media through regular radio
programmes (on general awareness issues and
what they do- advertisement) and if urgent issues
are to be dealt with they call press forums- but
they try and refrain from using newspapers- to
avoid conflict of interest issues with the
regulators.

R2: The regulator makes use of the information
system which is guiding the utilities on how to
determine their tariffs. This information system is
supplemented by inspectors going out to the
utilities to update the information. At once a year
inspectors visit all companies. There are also part-
time inspectors that are professionals (not working
for the companies- they are external from outside)
that are used to get the experience and to assist in
updating the relevance of the information.
Sanitation is one of the biggest challenges the
sector is faced with and there is a need for new
entrants. Facilities such as pit latrines are
encouraged through utilities to cover public toilets
as part of their expansion projects. There are some
options such as cost sharing that can be done. For
example Lusaka water tariff- 10% increase in
sanitation levies and these are subsidised. The
most important thing is that it should be
sustainable options that will fit in the broader
government options as well as the Vision 2030
process (specific for investment programmes).

The challenges faced by utilities are largely
investment funding related. Companies are
dependent on external grants and loans. These are
being mobilised by government through a system
of priorities. Cost of capital is high (with high
interests rates) and it is not cost effective for local
conditions. The national urban programme (find
out more about it) will try and address these
issues. Overall it is important to aways engage
with customers- because the customers do not
know what is happening behind the scenes.
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They work very well with the water board (though
NWASCO is not involved in water permits etc)
but they mostly collaborate on water quality
issues. NWASCO is aso responsible for
environmental protection together with the council
of Zambia- which looks at sewerage collection,
treatment and disposal. They ensure that is done at
acceptable quality (end product). GTZ- aso a
good relationship- they act as technical advisory
committee and &l so sits on the water board as well
as board of NWASCO. There are other platforms
of sharing information- such as CEO forum,
where a CEOs are invited and discuss issues of
concern. This takes place quarterly. In this sense
most stakeholders are involved in the process
most of the time.

There is the African Forum for Utility Regulators
(AFUR), which also shares information across the
region- and it includes al utilities (energy, gas etc
etc). Nwasco is part of the sectoral committee.
There are also guidelines for African regulators.
(check out). There is a lot going on in the sector,
there are too many demands- especially on him
(regulator)  sharing best  practices, and
international travelss so the challenge is
prioritishg and managing local regulatory
challenges. As more and more people gets expose
to the idea- the demand isincreasing.

England

D= Domestic users;, C=CCWater members;
O=Ofwat officials; A=Anglian Water Services
officials

e  Price-setting process

C2: There are 3 companies within the region
which is managing the demand quite well- but
reaising that this is the driest region in the
country- compulsory metering should be enforced
to conserve water. The companies are slowly
introducing meters which is good way to go. Own
opinion: the current way of management is poor-
eg. Managed by engineers vs managers- all
companies are into building infrastructure- had
level of foresight- Reduction in rainfal and
population increase and steep increase of water
usage- there is a high percentage of few people
living in households so increase in demand
therefore it is important to think about balance
between supply and demand. Anglian region is
fortunate that the infrastructure is in good
conditions. Since the recent drought- the customer
relations of companies has improved, especialy in
terms of sharing information (through media)-
however there are till a number of things that are
critical for companies to improve.

e Regulatory process
regulator  services,
representation)

(perceptions  of
tools, consumer

A1l: PRO4 was better than current review process.
Things are now too complicated. The companies
need shorted questions and need to be more
simplified than that. Aquarius is not working and
there are many questions regarding its accuracy.
The regulator is micro-managing the companies
and this is frustrating. Too much detail required
for the June returns and there is an imbalance on
the regulator information. The regulator is of the
opinion that companies are hiding information-
but sometimes they ask for things that don’t exist.
PR0O9 is very opague and Ofwat is not very
transparent. The regulator is very ‘cold’ towards
companies. It depends on the personality and
attitude of the staff of the regulator. They feel
companies are miseading them and that is not
true- its because they do not have the kind of
details that are required in some instances- and it
is not very clear why such details are necessary.
Companies do not know what Ofwat does with
most of the information they request. The previous
DG of Ofwat was beter, because companies have
more respect for him and he was doing things with
more authority. Currently it is “regulation by
doghouse’- it is very aggressive and political.

C2: Their role is to start discussion that would
benefit the consumers. They are particularly
strong in the following: build better relationships
with customers-providing what customers like,
need and feel is essential; promoting issues such
as metering-where appropriate; be involved in
planning (town planning). Thisis good to be more
proactive and anticipate planning of growth- and
this is something that the Anglian committee
pushed for and is now taking the lead in this for
other committees to follow. : The OPA is
outdated and needs to reviewed as well as GSS.
The evolution of the regulators tools are not good.
They need to change their strategic thinking and
introduce at least 20 year forward planning- they
need to get up to date with what is happening in
the industry.

CL:CCW aims at getting the views of consumers
across as well are interested in sustainability
issues. Would like to be part of the softer solution
to environmental and sustainability issues- aso
want to ensure that customers pay a fair price for
their services. Process of getting money back to
consumers: Build a good relationship with the
companies, for example through our regional
Chairs to enable CCWater to have open
discussions with them.

- A few months before the companies’ financial
results are announced, the Chief Executive writes
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to companies asking them to return money (i.e.
profits) to customers.

- As part of the bi-monthly meeting between
regional chairs and companies, the message of
“returning money to customers’ is re-emphasised

- Theregiona Policy Managers mention this again
to their companies

-When the financia results are announced (June)
we send local and national press releases either
praising the companies for returning money to
customers or criticising them for their very high
profits

Al: CCW plays an important role and are doing a
good job as watch dogs of the industry. Their
views are quite often taken on board and influence
decisions. They are aso an important part of
annual hilling literature

C1: OFWAT is efficient- yet complex. They got
the cost of capital calculations wrong, but overall
the process is getting better. The quality of
regulation could be improved. When they started
off it was really and thus they raised their profile
of customer relationships. But since then- they
have been dipping up and now they keep on
relying on their good reputation from the past.
They are being outstripped by the companies and
their tools are not progressive enough to catch up
to companies pace. After the Water Act 2004,
Ofwat started to change and they realised that they
need to get modernised in line with companies.
The problem with Aquarius is that they need to
get it right too- because currently its too complex-
especialy for members of the committee to use. It
shows the level of complexity in the system- but it
needs to be a single model and they need to
highlight certain elements to make it transparent.

02: June Returnslooking a the financia
performance of companies over the years. The
process includes: consultation strategy- including
meetings/internet chats) and individual responses.
(This includes responses from companies on the
strategy as well)- August Business plan- drafts;
Templates developed for al the information
required. The process is highly data hungry and
computerised. It is efficient (look at number of
staff?) and is very transparent- data requirements,
but the timing is limiting and therefore the
information sharing process is selective. There are
talks of reviewing the time period for reviews- and
making it 6 years to coincide with water
framework directive. [Personal opinion: this
would be better]. The process has “grown” over
the yearss making it easier- compared to when

they started. The tools could be easier with
computer systems- but this is the best it could be
at the moment. The Reservoir will help to clarify a
lot of issues within Aquarius model. Project
Reservoir is good timing- and this allows them to
review the information requirements as well.

e Service provisions
affordability)

(quality,  price,

A1: Currently they have 62% meter coverage in
the area. They are operating in one of the driest
areas in the country and therefore always strive to
save water and balancing it with water efficiency.
The make use of radio advertsing, tv (bbc) and
have strong marketing strategy. For example they
promote a lot of retrofits, especialy for toilet
facilities- and install them for free eg. Shower
timers. The metering system works well. Meters
are installed free of charge. There is a leakage
control team out constantly and the company
spends £15M annually on leakage targets. The
support for meters from customers are varied and
therefore there is a testing period- if people do not
like it- they can remain on the flat rates.

D7: Pay £30 per month- prefer flat rates, give me
control over bills. Anglian water services are
good- no problems, though bill is unclear. Do not
know Ofwat or CCWater.
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Appendix F: NWASCO Price-setting Schedule

Step Timeframe
1) Before submitting a tariff proposal to NWASCO each CLU is to May - July
undertake a consumer consultation meeting to explain the reasons for MNotify
the planned tarifl adjustments and getl feedback from the consumers. NWASCO
Minutes of Meeting (MoM) shall be recorded and be attached to the of intention
tariffapplications. The consumer consultation meeting shall consist of? to subimil a
=  The Water Watch Groups (WWGs) in the area, ten domestic tarift
COnsSuUIMers representing a cross section of consumers, who will be adjustment
picked from a list of people who have indicated their willingness to proposal.
attend the consultation mecting to the WWG, The CU will therefore
imform MWASCO at least four weeks ahead of the scheduled
consumer meeting of their intention to have a tariff adjustment
process. commence and publicise the same inan appropriate media
thatwill reach at least 75% of'the customers.
= Where there is no WWG, the representation of the domestic
consumers shall be increased to fifieen, picked from a list of people
who have indicated their willingness to attend the consultation
meeting to a community based organisation.
2y | The CU shall enter into negotiations with big consumers (=53% of
revenues) before the submission of the tarift proposal to NWASCO. May - July
The resulis shall be included in the tarill proposals.
3) | Depending on the outcome of Steps 1) and 2), the CUs shall — adjust their | Aupust
tariff proposals to take care of the concerns raised.
4) | Submission of the tariff propaosal to NWASCO. Deadline:
30™
September
5) | First screening of submitted tariff proposal by Inspectorate _ |
G6) | Presentation of the proposal by the CU before the NWASCO | Oct 1-16
management. NWASCO provides feedback to the CUs |
T | Adjustments to be made or additional documents to be submitted by the Oct 17 - 25
CU if necessary. |
8) | Analysis by inspectorate according to the procedure laid out in Chapter 6 Oct 17 - 31
including feedback if necessary.
9) | Presentation of the analysis of the proposal 1o the Administration and November
Finance Committee (AFC) by the NWASCO management at the latest, two | 10-20
_ weeks after receiving comments from the CUs. I S
10) | Consideration and endorsement of the AFC recommendations by the December
Council. [5~-15
11) | Communication of the Council’s decision 10 the CU indicating the | December
following information: 15-21
s Standard format showing proposed and approved tariff
+ conditionalities (if any)
e explanations for deviations from proposals
» effective date
12) | The CU shall:
s if decision is accepted: advertise new tariffs - 30 days notice
13) | The appeal will be considered by the NWASCO Council. In case the grounds for appeal
are not accepted, the CUI is advised to appeal to the Minister of Energy and Water
Development for arbitration.
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Appendix G: Detailed Schedule of Ofwat, PR0O9 Price-setting process
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Appendix H: Summary of NamWater Financial Statements (and related calculations) as collated from the Annual

Reports.
Conversion Rates-Namibia _I PPP (Int $)
| Year Indexed Real PPP (Int $) | England Zambia
|
] |
] |
: 1997 100.00 211 :
! 1998 106.19 1.98 2.809) 0.652  836.77
| 1999 115.38 1.83 2.969 0.646 1064.96
| 2000 126.05 1.67 3.661 0.644 1292.79
| 2001 137.77 1.53 3.979) 0.653  1522.9
| 2002 153.34 1.37 4.329) 0.659 1786.62
| 2003 164.49 1.28 4.282] 0.655 2090.05
] 2004 171.36 1.23 4.294] 0.649 2414.81
! 2005 175.23 1.20 4.265] 0.645 2660.91
] 2006 184.09 1.14 45111 0.646 2839.26
] 2007 196.46 1.07 4.803l 0.647 3082.42
! 2008 7.2 210.60 1.00 5.18l 0.655 3292.12
-_ 1
_________________________ |
Sour ces:

2008, World Development Indicators

Bank of Namibia

PPP Figures- IMF @ 24 April 2009
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Appendices

Income Statement (Re-worked) from period 1999-2002

Items

Utilities

2008 Price 2008 2008 2008 2008
Nominal Real PPP Nominal Real PPP Nominal Real PPP Nominal Real PPP
Convertion rates 1.83 5.18] 1.67 5.18 1.53 5.18 1.37 5.18
1999 1999 1999 2000 2000 2000 2001 2001 2001/ 2002 2002 2002
N$'000 N$'000 rN$'000
Treated Water Volume Sold (m3) 71,014
Re-worked Toal operating income o o o O o O 247,990 340,606 65,754
o o) o o] o o) o O]
Revenue 160,116,125 292,273,416 55,423' 168,434 281,428 54,330 210,421 321,669 62,098 231,769 31 27 61.453J
Reworked Revenue 160,116,125 S 56,423,439] 168,434 281,428 54,330 210,421 321,669 62,008] 231,769 318,327 61,453
o O] o 0| ] o) o O]
Cost of Sales 140,308,696 256,117,252 49,443,485 150,661 251,732 48,597 173,853 265,768 51,306 214,427 294,508 56,855
o o) o o] o o) o O]
Gross Profit 19,807,429 36,156,164 6,979,955 17,773 29,696 5,733:' 36,568 55,901 10,792] 17,342 4.5983
Reworked Gross Profit 19,807,429 36,156,164 -49,387,061 17,773 29,696 5,733 36,568 55,901 0,79 7,342 4,598
o 0| o]
Other operating income 22,941,079 41,876,279 8,084,224 21,771 36,376 7,022 21,161 32,349 16,221 22,279 4,301
Reworked operating income 22,941,079 41,876,279 8,084,224/ 21,771 36,376 7,022 21,161 32,349 16,221 22,279 4,301
Administrative expenses 41,150,697 75,115,825 14,501,124] 36,453 60,907 11,758 36,638 56,008 46,585 63,983 12,352
Other operating expenses 5,977,276 10,910,824 2,106,337 2,921 4,881 942 o o o O
Expenses o 0| o 0| o 261,012 358,491 69,207
Expenses o O] o 0| ] o o O]
Reworked expenses o ol o O o o] 261,012 358,491 69,207
Advertising and community outreach o 0| o O o 0| 1,912 2,626 507
Auditors remuneration o 0| o O] o 0| 195 268 52
Bad debts provision o 0| o O o 0| 6,669 9,160 1,768
Impairment charge for bad and doubtful debts o ol o o o ol o o of
Bank charges o 0| o O o 0| 145 199 38
Changes in inventory, operating gains and asset clearings o ol o o o ol -14 -19 -4
Clearings o 0| o O o 0| o o 0|
Consultancy and contractor fees o 0| o O] o 0| 7,142 9,809 1,894
Courier services o 0| o O] o 0| 139 191 37
Depreciation o 0| o O o 0| 65,672 90,198 17,413
Depreciation and amortisation o 0| o O o 0| o o 0|
Directors fees o 0| o O o 0| 65 89 17|
Employment costs 78,214 142,771 27,562 89,471 149,492 28,860 91,552 139,955 27,018 105,049 144,281 27,854
Entertainment o 0| o O] o 0| 226 310 60
Fleet services o 0| o O o 0| 17,602 24,176 4,667|
Impairment of fixed assets* o 0| o O] o 0| 28,469 39,101 7,549
Insurances o 0| o O o 0| 2,442 3,354 647
Maintenance (o] 0| (o] O o 0| 14,616 20,075 3,875
Materials and supplies (o] 0| (o] O o 0| 12,325 16,928 3,268
Membership and subscriptions o 0| o O] o 0| 300 412 80
Other sundry expenses o 0| o O] o 0| 107 147 28]
Printing and stationery o 0| o O] o 0| 928 1,275 246
Property charges o of o o o ol 944 1,297 250
Security services o 0| o O o 0| 1,371 1,883 364
Training courses o 0| o O o 0| 559 768 148
Travel, subsistence and accomodation o 0| o O] o 0| 2,215 3,042 587
o 0| o O o 0| 31,939 43,867 8,469
Recoupment of internal charges and project costs capitalised o ol o fe! o ol -40,005 -54,946 -10,607|
o o) o o] o o) o o O]
Profit/(Loss) from Operations 4,379 —7.004 15431 170 284 54,835) 21,001 6.204] 13,022  -i7.885 5.453]
Reworked Profit/ (loss) from operations 89,876,481 164,059,092 31,671,639 78,918 131,860 25,456 94,367 27,849 80,148 110,081 21,251
o O] o 0| o O]
Interest received 6,860,952 12,523,872 2,417,736 5,105 1,647 4,567 1,348 4,567 6,273 1,211
Reworked Interest received 6,860,952 12,523,872 2,417,736 1,647 4,567 1,348 4,567 6,273 1,211
Interest received o 0| O] 0| 1,642 2,255 435
Interest received-trade debtors o 0| O] 0| 2,925 4,017 776
o o) 0| o) o o]
Finance Costs 10,416,581 19,014,261 3,670,707 4,105 1,324 12,688 2,449 30,538
Reworked Finance Costs 10,416,581 19,014,261 3,670,707 4,105 12,688 2,449 30,538
Interest paid o 0| O o 0| -19,671
Profit/(loss) on foreign exchage transactions o 0 o o 0 -10,867
Gains on foreign exchange transactions o 0 o o 0 o
o o) o] o o) o o
Profit/(Loss) before Tax -7,935,094 -14,484,594 -2.796,255‘ 1,170 1,955 3771 17,443 26,665 5,14§| -30,689 -42,150
o of o of 5] of )
Reworked Profit/(loss) before tax 17,273,154 31,530,138 6,086,899 9,380 15,673 57,806 33,958 51,911 10,021 13,779 18,925 3,653
Taxation o O] 3,647 6,094 1,178 -7,009 -10,715 -2,068 6,240 8,570 1,655
o o O] o o o] o O] o O]
Net Proft/(Loss) for the Year -7,935,094 -14,484,594 -2,796,254 4,817 8,048 1,554 10,434 15,950 3,079 -24,449 -33,580 -6,483]
o O] o 0| o) O]
Reworked Net Proft/(loss) for the year -7,935,094 -14,484,594 -2,796,254 4,817 8,048 1,554 10,434 3,079 -24,449 -6,483
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Appendices

Income Statement (Re-worked) from period 2003-2006

2008 2008 2008 2008
Nominal Real PPP Nominal Real PPP Nominal Real PPP Nominal Real PPP
Convertion rates 1.28 5.18 1.23 5.18 1.20 5.18 1.14 5.18
Items 2003 2003 2003} 2004 2004 2004 2005 2005 2005] 2006 2006 2006
N$'000 N$'000 N$'000 N$'000
Treated Water Volume Sold (m3) 64,575

Re-worked Toal operating income 246,962 316,191 61,041/ 272,270 334,623 64,599 321,478 386,375 74,590 362,991 415,263 80,167
(] o] o (o] (o] O] o o
Revenue 236,885 303,289 58,550 263,466 323,803 62,510 314,547 378,045 72,982 349,979 400,377 77,293
Reworked Revenue 236,885 303,289 58,550 263,466 323,803 62,510 314,547 378,045 72,982 349,979 400,377 77,293
o ¢} o ¢} o O] o o
Cost of Sales 203,190 260,149 50,222 o O| o 0| o o
o (o] o (o] o O] o o
Gross Profit 33,695 43,141 8,3281 [e] [e] [e] [¢] o o
Reworked Gross Profit 33,695 43,141 8,328 263,466 323,803 62,510 314,547 378,045 72,982 349,979 400,377 77,293
o ¢] o ¢} o O] o o
Other operating income 10,077 12,902 2,491 8,804 10,820 2,089 6,931 8,330 1,608 13,012 14,886 2,874
Reworked operating income 10,077 12,902 2,491 8,804 10,820 2,089 6,931 8,330 1,608] 13,012 14,886 2,874
Administrative expenses 51,181 65,528 12,650 37,385 45,947 8,870 40,998 49,274 9,512 60,923 69,696 13,455
Other operating expenses o o O 283,119 347,957 67,173 243,011 292,068 56,384/ 252,458 288,813 55,755
Expenses 254,371 325,677 62,872 320,504 393,903 76,043 284,009 341,342 65,896 313,381 358,509 69,210
Expenses o o ¢] 334,493 411,096 79,362 o o O] o o o
Reworked expenses 254,371 325,677 62,872 320,504 393,903 76,043| 284,009 341,342 65,896 313,381 358,509 69,210
Advertising and community outreach 1,049 1,343 259 660 811 157 571 686 132 855 978 189
Auditors remuneration 594 761 147 339 417 80| 249 299 58| 325 372 72
Bad debts provision 13,464 17,238 3,328 (o] (o] [e] 24,713 29,702 5,734 30,092 34,425 6,646
Impairment charge for bad and doubtful debts o o o] 29,986 36,853 7,115 o o O 194 222 43
Bank charges i81 232 a5 287 353 68| 180 216 a2 [e] [e] o
Changes in inventory, operating gains and asset clearings o o o] o o o] -1 -1 O -71 -81 -16
Clearings o o o] 23 28 5 o o O o o o
Consultancy and contractor fees 4,493 5,752 1,111] 2,601 3,197 617 2,838 3,411 658| 2,107 2,410 465
Courier services 177 227 44| 160 197 38| 153 184 35| 203 232 45
Depreciation 67,782 86,783 16,753 72,854 89,538 L7/ 2 EE] 79,282 95,287 18,395| (o] (o] o
Depreciation and amortisation o o o] o o o] o o O 78,843 90,197 17,412
Directors fees 234 300 58] 80 98 19 57 69 13 48 55 11
Employment costs 100,530 ILZEE) 77aLil 24,848| 96,876 119,062 22,985 92,322 110,959 2Lzl 105,475 120,664 23,294
Entertainment 247 316 61 115 141 27 49 59 11 77 88 17
Fleet services 18,006 23,054 4,450 14,391 17,687 3,414 il (e 13,980 2,699 il 7731E) 13,407 2,588
Impairment of fixed assets* 9,829 12,584 2,429 56,194 69,063 13,333] 336 404 78] 6 7 1
Insurances 4,122 5,277 1,019 4,311 5,298 1,023 2,800 3,365 650 2,704 3,093 597
Maintenance 16,649 21,316 4,115 ELEmale 2 14,947 2,886 EL2IE ELEIR A0 2,139 9,942 11,374 Z =5
Materials and supplies 12,888 16,501 3,185 10,990 13,507 2,607 11,452 13,764 2,657 12,508 14,309 2,762
Membership and subscriptions 349 447 86 221 272 52 237 285 55] 1,716 1,963 379
Other sundry expenses 421 539 104] 179 220 42| 179 215 42| 118 135 26
Printing and stationery 380 487 94| 434 533 103] 588 707 136 310 355 68
Property charges 801 1,026 198] 780 959 185] 846 1,017 196 894 1,023 197
Security services 1,362 1,744 337 1,740 2,138 413 1,610 1,935 374 1,538 1,759 340
Training courses 723 926 179 198 243 47| 363 436 84 568 650 125
Travel, subsistence and accomodation 1,770 2,266 437 1,255 1,542 298] 1,102 1,324 256 1,267 1,449 280
Utilities 39,132 50,102 9,672 42,904 52,730 10,179 48,374 58,139 11,224, 55,434 63,417 12,243
Recoupment of internal charges and project costs capitalised -40,812 -52,253 -10,087 -29,236 -35,931 -6,937 -5,141 -6,179 -1,193| -3,491 -3,994 -771

o o O -297,108 -365,149 -70,492 o o O] o
Profit/(Loss) from Operations -7,409 -9,486 -1,831] -48,234 -59,280 -11,444] 37,469 45,033 8,694 49,610 56,754 10,956
Reworked Profit/ (loss) from operations 94,953 121,571 23,469 592,774 404,724 78,132 605,487 349,672 67,504 676,372 773,771 149,377

[¢] [e] [¢] [e] O]

Interest received 9,279 11,880 2,293 6,240 7,669 1,481 7,496 9,009 1,739 14,878 17,020 3,286
Reworked Interest received 9,279 11,880 2,293 6,240 7,669 1,481 7,496 9,009 1,739 14,878 17,020 3,286
Interest received 4,204 5,382 1,039 5,044 6,199 1,197 5,638 6,776 1,308 12,229 13,990 2,701
Interest received-trade debtors 5,075 6,498 1,254 1,196 1,470 284 1,858 2,233 431 2,649 3,030 585
o [¢] [e] [¢] [e] O] o o
Finance Costs 24,604 31,501 6,081 27,150 33,368 6,442 17,076 20,523 3,962 21,697 24,821 4,792
Reworked Finance Costs 24,604 31,501 6,081 27,150 33,368 6,442 20,134 24,198 4,672 21,697 24,821 4,792
Interest paid -26,110 -33,429 -6,454 27,973 -34,379 -6,637 18,605 22,361 4,317 -23,087 -26,412 -5,099
Profit/(loss) on foreign exchage transactions 1,506 1,928 372 o o o o o 0 o o o
Gains on foreign exchange transactions o o O 823 1,011 195 1,529 1,838 355 1,390 1,590 307
o o (o] o o o] o o O] o o o
Profit/(Loss) before Tax -22,734 -29,107 -5,619| -69,144 -84,979 716,4051 27,889 33,519 6,471} 42,791 48,953 9,450
5] O] 83,133 -102,471 —19,724] o of o o
Reworked Profit/(loss) before tax 26,474 33,895 6,543 14,844 18,243 3,522 62,041 74,565 14,395 86,185 98,596 19,034
Taxation o o [¢] o [e] [¢] o [e] O] -593 -678 -131
o o [e] o o] [e] o o] O] o o o
Net Proft/(Loss) for the Year -22,734 -29,107 -5,619| -69,144 -84,979 -16,405 27,889 33,519 6,471] 42,198 48,275 9,319
o O -83,133 -102,171 -19,724] [e] O] o o
Reworked Net Proft/(loss) for the year -22,734 -29,107 -5,619| -69,144 -84,979 -16,405 27,889 33,519 6,471 42,198 48,275 9,319
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Notes to | ncome Statement- colour coded to match colorsin I ncome Statement

2005 Annual Report-different figure compared to 2004 Annual report

Detailed income statement only available since 2002

Find out more about these

Detailed income statement items-Hidden

*- note in 2004 mentioned (as analyses in the Directors' Report- find out about this!!
Find out more about these-hidden

Have detailed items hidden

Administrative and other expenses are summed up under detailed income statement under
expenes

Need clarification!!
Recorded and reworked not matching!

major hidden items for further calculations

Not included in income statement- added from notes of Annual Report

Figures not adding up with detailed income statement info
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Balance Sheet for period 1998-2002:

284

2008 Prices
Nominal Real PPP Nominal Real PPP Nominal Real PPP Nominal Real PPP Nominal Real PPP
Convertion rates 1.98 5.18 1.83 4.27 1.67 5.18 1.53 5.18 1.37 5.18
[items 1998 1998 1998] 1999 1999 1999 2000 2000 2000 2001 2001 2001] 2002 2002 2002]
N$'000 N$'000 N$'000
ASSETS

-2,851 -12,178

Non-current Assets 954,731,563 1,893,487,378  365,538,104] 960,208,713 1,752,749,643 410,961,229 0 0| -15,280]
Property, plant and equipment 954,731,563 1,893,487,378  365,538,104| 955,056,069 1,743,344,089 408,755,941 978,390 1634740.5 315,586.96 | 1,053,854.00 1,611,018.03 311,007.34 | 1,145,243.00 1,572,953.67 303,659.01
Intangible Assets 0 0 0| 5,152,644 9,405,554 2,205,288 4,656 7779.4658 1501.827375 636 972 188 883 1,213 234
Deferred tax assets 0 0 0| 0 0 0| 29,098  48618.32 9385.775979. 0 0 0] 2,878 3,953 763]
Total non-current assets 0 0 0| 0 0 0| 1,012,144 1691138.2 326,475 1,054,490 1,611,990 311,195' 1,149,004 1,578,119 304,656
Reworked total non-current assets 954,731,563 1,893,487,378  365,538,104] 960,208,713 1,752,749,643 410,961,229, 1,012,144 1691138.2 326474.5633 1,054,490 1,611,990 311,195 1,149,004 1,578,119 304,656
0 0| 0 0| 0 0| 0 0] 0 0
Current Assets 64,389,772 127,702,095 24,652,914 75,935,290 138,611,065 32,499,664 0 0| 0 0] 0 0
Inventories 243,441 482,808 93,206 209,369 382,179 89,608 250 417.71187 80.63935647 209 319 62 213 293 56
Accounts receiveable 46,203,298 91,633,465 17,689,858 41,562,412 75,867,363 17,788,362, 25,923 43313.379 8361.656151, 0 0 0| 0 0 0
Trade and other receiveables 0 0 0| 0 0 0| 0 0 0| 44,949 68,713 13,265 50,512 69,377 13,393
Funds at call 15,473,662 30,688,400 5,924,401 28,087,790 51,271,003 12,021,337 26,779 44743.624 8637.765308 58,367 89,225 17,225 28,575 39,247 7,577
Bank balances and cash 2,469,371 4,897,421 945,448 6,075,719 11,090,520 2,600,356 7,768 12979.143 2505.626084 4,955 7,575 1,462 20,172 27,706 5,349
Total current assets 0 0 5| 0 0 0| 60,720 101453.86 19,585.69 108,480 165,832 32,014 99,472 136,622 26,375
Reworked total current assets 64,389,772 127,702,095 24,652, 9li| 75,935,290 138,611,065 32,499,664 60,720 101453.86 19585.6869 108,480 165,832 32,014 99,472 136,622 26,375
0 0| 0 0| 0 0| 0 0] 0 0
Total Assets 1,019,121,335 2,021,189,472  390,191,018| 1,036,144,003 1,891,360,708 443,460,893 1,072,864 1792592.1 346060.2502 1,162,970 1,777,823 343,209 1,248,476 1,714,741 331,031
Reworked total assets 1,019,121,335 2,021,189,472 390,191,018} 1,996,352,716 3,644,110,351 854,422,122 1,072,864 1792592.1 346060.2502 1,162,970 1,777,823 343,209 1,248,476 1,714,741 331,031
0 0| 0 0| 0 0| 0 0| 0 0
EQUITY AND LIABILITIES 0 0 0| 0 0| 0 0| 0 0| 0 0
0 0 0| 0 0| 0 0| 0 0] 0 0
Capital and reserves 959,054,444 1,902,060,804 367,193,205I 951,119,350 1,736,158,065 407,071,059 0 0| 0 0] 0 0
Share capital 959,054,444 1,902,060,804 367,193,205 959,054,444 1,750,642,659 410,467,212 959,054 1602432.9 309349.9895 959,054 1,466,098 283,031 959,054 1,317,229 254,291
Development reserve 0 0 0| 0 0 0| 0 0 0| 10,000 15,287 2,951 10,000 13,735 2,651
(Accumulated loss 0 0 0| -7,935,094  -14,484,594 -3,396,153 -3,118 -5209.7024 -1005.734054 -6,627 -10,131 -1,956 -31,076 -42,682 -8,240
Ordinary shareholders interest 0 0 0| 0 0 0| 955,936 1597223.2 308344.2555 962,427 1,471,254 284,026 937,978 1,288,282 248,703
Reworked capital and reserves/ordinary shareholders interest 959,054,444 1,902,060,804 367,193,205 951,119,350 1,736,158,065 407,071,059 955,936 1597223.2 308344.2555 962,427 1,471,254 284,026 937,978 1,288,282 248,703
0 0| 0 0 0 0| 0 0| 0 0|
Non-current liabilities 0 0 0 0 0 0 0 0 0 0 0
Deferred tax liability 0 0 0| 0 0| 25,451 42524.739 8,209.41 3,362 5,139 992] 0 0 0
Deferred revenue 0 0 0| 0 0| 0 0 0| 34,400 52,587 10,152 101,731 139,724 26,974
Long term liabilities 36,588,220 72,564,201 14,008,533 61,524,584 112,305,993 26,332,003 56,737 94798.873 18,301 110,435 168,821 32,591 139,850 192,079 37,081
Post retirement medical provision 0 0 0| 0 0| 0 0| 0 0 0 0 0
Total non-current liabilities 0 0 0 0 0 82,188 137323.61 26,510 148,197 226,548 43,735 241,581 331,804 64,055
0 0| 0 0| 0 0| 0 0| 0 0
Reworked total non-current liabilities 36,588,220 72,564,201 14,008,533 61,524,584 112,305,993 26,332,003 82,188 137323.61 26510.34972 148,197 226,548 43,735 241,581 331,804 64,055
0 0| 0 0| 0 0| 0 0] 0 0
Current liabilities 23,478,671 46,564,468 8,989,280 23,500,069 42,896,650 10,057,831 0 0| 0 0 0 0
Account payable 21,381,855 42,405,922 8,186,472 20,338256 37,125,128 8,704,602 30,935 51687.666 9978.31397] 0 0| 0 0|
Trade and other payables 0 0 0| 0 0 0| 0 0 0| 46,364 70,876 13,683 65,227 89,587 17,295
Current portion of long term liabilities 958,325 1,900,614 366,914 2,507,450 4,577,059 1,073,167 2,850 4761.9153 919.2886638 3,242 4,956 957 3,690 5,068 978
Bank overdraft 1,138,491 2,257,931 435,894 654,363 1,194,464 280,062 955 1595.6593 308.0423417 2,740 4,189 809 0 0 0
Total current liabilities 0 0 0| 0 0 0| 34,740 58045.241 11205.64498 52,346 80,021 15,448 68,917 94,655 18,273
Reworked current liabilities 23,478,671 46,564,468 8,989,280 23,500,069 42,896,650 10,057,831 34,740 58045.241 11205.64498 52,346 80,021 15,448 68,917 94,655 18,273
0 0| 0 0| 0 0| 0 0| 0 0
Total Liabilities 60,066,891 119,128,669 22,997,812 85,024,653 155,202,643 36,389,834 116,928 195368.85 37715.99469 200,543 306,568 59,183 310,498 426,459 82,328
Total equity and liabilities 1,019,121,335_2,021,189,472 390,191,018 1,036,144,003 1,891,360,708 _ 443,460,893 1,072,864 1792592.1 346060.2502 1,162,970 1,777,823 343,209 1,248,476 1,714,741 331,031
Reworked total equity and liabilities 1,019,121,335 2,021,189,472 390,191,018} 1,036,144,003 1,891,360,708 443,460,893 1,072,864 1792592.1 346060.2502 1,162,970 1,777,823 343,209 1,248,476 1,714,741 331,031




Appendices

Balance Sheet for period 2003-2006:

Nominal Real PPP Nominal Real PPP Nominal Real PPP Nominal Real PPP
Convertion rates 1.28 5.18 1.23 5.18 1.20 5.18 1.14 5.18
|litems 2003 2003 2003 2004 2004 2004 2005 2005 2005 2006 2006 2006
N$'000 N$'000 N$'000 N$'000

ASSETS
-8,620 -34,925 739 6,246
Non-current Assets -15,345 -26,188 -17,327 -24,950
Property, plant and equipment 1,165,513.00 1,492,233.84 288,076.03 | 1,104,979.00 1,358,032.86 262,168.51 | 1,056,339.00 1,269,582.30 245,093.11 996,319.00 1,139,791.59 220,036.99
Intangible Assets 2,121 2,716 524 1,149 1,412 273 155 186 36 791 904.9061093 174.692299
Deferred tax assets 2,878 3,685 711 2,878 3,537 683 2,878 3,459 668 2,878 3292.439675 635.606115
Total non-current assets 1,170,512 1,498,634 289,312 1,109,006 1,362,982 263,124 1,059,372 1,273,228 245,797 999,988 1143988.939 220,847
Reworked total non-current assets 1,170,512 1,498,634 289,312 1,109,006 1,362,982 263,124 1,059,372 1,273,228 245,797 999,988 1143988.939 220847.285
0 0 0 0 0 0 0 0
Current Assets 0 0 0 0 0 0 0 0
Inventories 344 440 85 263 323 62, 214 257 50, 259 296.2966907 57.2001333
Accounts receiveable 0 0 0 0 0 0 0 0 0 0 0 0
Trade and other receiveables 53,126 68,018 13,131 44,764 55,016 10,621 49,551 59,554 11,497 47,858 54749.67962 10569.4362]
Funds at call 50,337 64,448 12,442 39,705 48,798 9,420 85,359 102,590 19,805 206,649 236407.0071 45638.4184
Bank balances and cash 30,110 38,551 7,442 17,952 22,063 4,259 47,743 57,381 11,077 78,603 89922.04161 17359.4675
Total current assets 133,917 171,457 33,100 102,684 126,200 24,363 182,867 219,782 42,429 333,369  381375.025 73,624.52
Reworked total current assets 133,917 171,457 33,100 102,684 126,200 24,363 182,867 219,782 42,429 333,369 381375.025 73624.5222
0 0 0 0 0 0 0 0
Total Assets 1,304,429 1,670,091 322,411 1,211,690 1,489,182 287,487 1,242,239 1,493,010 288,226 1,333,357 1525363.964 294471.808|
Reworked total assets 1,304,429 1,670,091 322,411 1,211,690 1,489,182 287,487 1,242,239 1,493,010 288,226 1,333,357 1525363.964 294471.808
0 0 0 0] 0 0] 0 0
EQUITY AND LIABILITIES 0 0 0 0 0 0 0 0|
0 0 0 0 0 0 0 0
Capital and reserves 0 0 0 0 0 0 0 0
Share capital 959,054 1,227,900 237,046 959,054 1,178,689 227,546 959,054 1,152,658 222,521 959,054 1097160.333 211807.014
Development reserve 10,000 12,803 2,472 0 0 0 0 0 0 0 0 0|
Accumulated loss -53,810 -68,894 -13,300 -112,954 -138,822 -26,800 -99,054 -119,050 -22,983 -56,856 -65043.41562 -12556.6439
Ordinary shareholders interest 915,244 1,171,809 226,218 846,100 1,039,867 200,747 860,000 1,033,608 199,538 902,198 1032116.918  199250.37|
Reworked capital and reserves/ordinary shareholders interest 915,244 1,171,809 226,218 846,100 1,039,867 200,747 860,000 1,033,608 199,538 902,198 1032116.918 199250.37
0 0 0 0| 0 0| 0 0
Non-current liabilities 0 0 0 0] 0 0 0 0
Deferred tax liability 0 0 0 0 0 0 0 0|
Deferred revenue 114,690 146,840 28,348 111,336 136,833 26,416 119,312 143,398 27,683 166,677 190678.9325 36810.6047
Long term liabilities 199,196 255,035 49,235 206,391 253,657 48,969 197,120 236,913 45,736/ 177,970 203598.1546  39304.663
Post retirement medical provision 0 0 0 17,193 3,319 16,250 19,530 3,770 16,250 18590.04333 3588.81145
Total non-current liabilities 313,886 401,876 77,582 390,490 75,384 332,682 399,841 77,189 360,897 412867.1304 79,704
0 0 407,683 78,703 0 0| 0 0
Reworked total non-current liabilities 313,886 401,876 77,582 331,716 407,683 78,703 332,682 399,841 77,189 360,897 412867.1304 79704.0792
0 0 0 0 0 0 0 0
Current liabilities 0 0 0 0 0 0 0 0
Account payable 0 0 0 0 0 0 0 0
Trade and other payables 62,580 80,123 15,468 31,794 39,075 7,543 26,496 31,845 6,148 39,949 45701.76253 8822.73408|
Current portion of long term liabilities 12,719 16,284 3,144 16,069 19,749 3,813 23,061 27,716 5,351 30,313 34678.15283  6694.6241]
Bank overdraft 0 0 0 0 0 0 0 0 0 0 0
Total current liabilities 75,299 96,407 18,611 47,863 58,824 11,356 49,557 59,561 11,498 70,262 80379.91537 15517.3582
Reworked current liabilities 75,299 96,407 18,611 47,863 58,824 11,356 49,557 59,561 11,498 70,262 80379.91537 15517.3582
0 0 0 0| 0 0| 0 0
Total Liabilities 389,185 498,283 96,194 365,590 449,315 86,740 382,239 459,402 88,688 431,159  493247.0458 95221.4374
Total equity and liabilities 1,304,429 1,670,091 322,411 1,211,690 1,489,182 287,487 1,242,239 1,493,010 288,226 1,333,357 1525363.964 294471.808|
Reworked total equity and liabilities 1,304,429 1,670,091 322,411 1,211,690 1,489,182 287,487 1,242,239 1,493,010 288,226 1,333,357 1525363.964 294471.808
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Notes to Balance sheet

Notes

2005 Annual Report-added figure that was not in 2004 Annual Report
Bank overdraft stopped from 2002?77

Share capital always the same since 1998?

Difference between capital and reserves and ordinary shareholders
interest??

Find out more about it

Reworked calculations
Additional calculations

Recorded and reworked not matching!
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Financial Ratios calculated based on financial statement figur es above.

|Target

Equations Jrange:
Profitability ratios [%)] 1
Profit before interest and tax (PBIT)/(average) Net |
Fixed Assets x 100 |
Profit before interest and tax x 100/Capital Employed|

Return on Fixed Assets (ROFA):

Return on Capital Employed (ROCE): (total assets less current liabilities) l6to 8
Profit before interest and tax x 100/Sales or
Net Profit Margin: Turnover

Net Asset Margin:
Gross Profit Margin:

Sales or Turnover/Capital Employed
Gross profit x 100/ Sales or Turnover

Efficiency ratios

Debtor days or Debtors' ratio: Debtors x 365/ Credit Sales (or Turnover) 190

Creditor days or Creditors' ratio: Trade creditors x 365 / Cost of Sales 160

Fixed Assets turnover: Sales or Turnover/Fixed Assets 1
(Operating expenses-Depreciation)/Operating

Operating ratio: income

Liquidity Ratios
Current ratio: Current Assets/Current Liabilities
Quick ratio: Current Assets less Stock/Current Liabilities

|
|
|
|
|
|
|
|
Financial Gearing ratios :
Gearing: Long-term debt x 100/Capital Employed |
Debt equity ratio: Long-term debt x 100/ Share capital and reserves |>100
Interest cover and interst gearing: Profit before interest and tax/interest charges 1

|

|

|

|

|

|

|

|

!

Investors ratios
Earnings after tax and preference

Return on Equity: dividends/Shareholders' funds

1998

1.968
2732

0.037
0.038

1999

0.000

0.000

-0.003

0.158

12.371

95

0.167

3.231
3.222

0.061
0.065

-0.834

2000

0.017

0.016

0.101

0.162

10.552

56

0.166

1.748
1.741

0.055
0.059

0.504

2001

2.000

1.899

10.023

0.189

17.378

78

0.200

2.072
2.068

0.099
0.115

1.084

2002

-1.133
-1.104
-5.619

0.189
7.482

80
111
0.202

0.79

1.443
1.440

0.119
0.149
0.91

-2.607

2003

-0.633
-0.603
-3.128

0.193
14.224

82
112
0.202

0.76

1.778
1.774

0.162
0.218
0.28

-2.484

2004

-4.349

-4.144

-18.307
0.226

62

0.238

0.91

2.145
2.140

0.177
0.244
1.72

-8.172

2005

3.537

3.142

11.912
0.264

57

0.297

0.64

3.690
3.686

0.165
0.229
201

3.243

2006

4.961

3.928

14.175
0.277

50

0.350

0.86

4.745
4.741

0.141
0.197
-2.15

4.677

Sources:

For Equations: Watson, D and Head, A, 2007. Corporate Finance. Principles and Practice. 4th Edition. Pearson Education Limited, England

For Target Ranges: Franceys, R, 2006. Lecture Notes. Cranfield University
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Appendix | : National Bulk Tariff increases (and Windhoek)-1998-2006

1995/96  1996/97 1997/98  1998/99 1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07

National tariffs (annual averages) (N$) 2.00 2.40 2.59 3.11 3.25 3.67 4.11 4.60 5.16 5.75
Real tariffs (incl inflation) 4.21 4.76 4.73 5.20 4.97 5.04 5.26 5.65 6.20 6.58
Real tariffs converted to US$ [2007:7.1] 0.60 0.67 0.67 0.74 0.70 0.71 0.75 0.80 0.88 0.93
Real tariffs converted to PPP [2008:5.18] 0.81 0.92 0.91 1.00 0.96 0.97 1.02 1.09 1.20 1.27
National tariff % increases 30 35 20 20 12 12 17 18 13 12 12 115
Windhoek (Von Bach Scheme Tariff increase %) ? 20 8 20 5 13 12 12 12 11.5
Sour ces:

DWA (2007). Terms of reference for tender to
review and evaluate current tariff system.

Government Gazette July 2001; Government Gazette
June 1998; Government Gazette June 1999; Government
Gazette June 2003; Government Gazette June 2006;
Government Gazette March 2000; Government Gazette
March 2005; Government Gazette October 2002
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Appendix J: Cost implications for sanitation systems for low-income

areasin Windhoek

Area Name gh z g 9 §§ glj (2% 5@@9
I 9 g3 3 32 == R = ©8 2
s 5 8 i I3 g Bhzg
g 2 I 7 Rz 2 5= gceaisg
& ) e g 2 i TS ° ®f
2 8 g Jgd § 5%
2 () e = = T »
o e ® @ % T
Epandulo 206 O No toilets 40 20 40/20 328 000.00/
164 000.00
FreedomLand A 88 4 46 18 9 14/5 114 800.00/
41 000.00
FreedomLand B 90 4 57 Only 2 toilets 18 9 14/5 114 800.00/
areworking 41 000.00
Greenwell Matongo | 482 16 30 96 48 80/32 656 000.00/
C 262 400.00
Greenwell Matongo | 380 16 24 4 toilets not 76 38 60/22 492 000.00/
D working 180 400.00
Jonas Haiduwa 339 0 No toilets 66 33 66/33 541 200.00/
270 600.00
Kahumba ka Ndola | 179 12 15 70 35 58/23 475 600.00/
A 188 600.00
Kahumba ka Ndola | 120 12 10 48 24 36/12 295 200.00/
B 98 400.00
Kapuka Nauyala 50 2 25 10 5 8/3 65 600.00/
24 600.00
Okandundu 355 4 89 Not yet open 70 35 66/31 541 200.00/
254 200.00
Okatunda 384 0 No toilets 76 38 76/38 623 200.00/
311 600.00
Omuramba 160 O No toilets 32 16 32/16 262
000.00/131
200.00
Omuthiya 250 6 42 50 25 44/19 360 800.00/
155 800.00
Ondelitotela A 328 0 No toilets 65 32 65/32 533 000.00/
262 400.00
Ondelitotela B 517 O No toilets 100 50 100/50 820 000.00/
410 000.00
One Nation 1,2 | 1081 O No toilets 216 108 216/108 1 771 200.00/
and 3 885 600.00
OnguoYePongo 2 | 356 6 59 71 35 65/29 533 000.00/
237 800.00
Onyika 2 420 10 42 84 42 74132 606 800.00/
262 400.00
OkahandjaPark D | 78 0 No toilets 15 7 15/7 123 000.00/
57 400.00
Oohambo dha [ 480 O No toilets 96 48 96/48 787 200.00/
Nehale 393 600.00
Havanalevel 1 940 146 6 188 A4 42/+52 344 400.00
Havanalevel 2 416 155 3 83 41 -/-
Samuel Maharero 425 4 106 85 42 81/38 664 200.00/
311 600.00
TOTAL

Source: Water and Sanitation Committee. 2007. Draft Preliminary Report on current situation on sanitation facilities in informal
settlements, with particular reference to dry sanitation units in Hanavana and Okahandja Park areas. City of Windhoek. Namibia
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Appendix K: Experiences from Electricity Control Board as described by
ECB interviewees (2007,2008)

Official records show that the Electricity Act of 2000 established the Electricity Control Board (ECB) as an independent electricity
industry regulator reporting to the Ministry of Mines and Energy, based on recommendations from a feasibility study that stated that
electricity tariffs were not cost reflective and hence steady increases in the tariff are needed until 2010 to get tariffs up to date (ECB,
2006h: 1-3). The ECB started implementing its tariff determination methodology in 2003 and is primarily responsible for ensuring that
fair tariffs are charged at al three operational levels (generations, transmission and distribution) to end users as well to ensure financial
and environmental sustainability. It generates its income primarily from the levies (0.006 ¢/KWH in 2007/08) from utilities that are paid
by their clients. The electricity distribution function of Local Authorities (receiving royalty surcharges as a result) and private distributors
within regions have been transformed into 5 Regional Electricity Distributors (REDs) which are licence holders and receives bulk supply
from NamPower (para-statal) following the single buyer market structure model (ECB, 2006a: 13). Tariff calculations are reviewed based
on “rate of return minus the weighted average cost of capital”, using an Asset Register (Namibia Electricity Network Assets (NENA))
database. The ECB facilitates the tariff determination process through supporting local authorities to ring fence their electricity
undertakings (ECB, 2006b: 5). Various quality of supply and service standards are established and are also used for benchmarking
purposes through the SADC Regional Electricity Regulator Association (RERA) (ECB, 2006a: 27). Except for the pre-paid eectricity
(includes paying unit charge and levy) system that is targeted for the urban poor, there are no pro-poor tariffs established yet (thisisbeing
investigated). The ECB makes use of multi- and single-part tariff system which includes basic fix charges, unit charges and levies while
the latter includes only unit charges and levies. In this regard, the general public perception towards ECB is negetive due to association to

electricity price increases.

In the light of discussing the establishment of a potential water regulator, two interviewees explained the establishment process (late
1990s) of the ECB as an intensive process of stakeholder consultations and staff training (with support from external consultants), with
special focus on local authorities and decision makers (politicians). The entire process (tariff study) was donor driven (Norwegian) and
the initial financial support to establish the ECB was government funded. The interviewees emphasised that the Electricity Act (2000)
forms the backbone of the process with clear guidelines on operations (including enforcement mechanisms, quality and supply service
standards), hence there is very minimal political interference such that “when it comes to tariff determination, the regulator has the final
say”. Theinterviewees further mention that the process is very slow in the beginning, especially in terms of developing guidelines and
procedures, however once the stakeholders have a clear understanding on the basics (and principles) as to why and how things are done it
becomes easier and the benefits are clearly visible. One interviewee indicated that the strength of the reform process was the “politician
targeted approach”. There were various ministers' workshops where the tariff methodology (included calculating price paths and
forecasts) were explained and refined. Furthermore, the training with external consultants had an element of ‘local shadow’, which
ensured that locals (Namibians from MME and other research ingtitutions) were trained during the studies for continuity and
sustainability purposes. The tariff determination process of the ECB also includes strengthening the debt collection process of the
utilities, through outsourcing of ECB tariff technicians and analysts to facilitate the process. However, the interviewees shared sentiments
that it is “easier” to deal with electricity compared to water sector, since the latter is also a social responsibility which makes it highly

politically motivated and hence the processis very sensitive.
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Appendix L: Water Industry Commission of Scotland financial model

examples.

Sour ce: http://www.water commission.co.uk/view Financial M odel.aspx
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Strategic Review of Charges 2010-14: 5 years regulatory period 2010-15
Financial model (version 2.1)
Financial modelling worksheets Tariff Basket worksheets
Modelling: K safving sheet TAT Customer hase: Tariffs (Primary fevenue)
Modelling: Revenue allocation targets T1 Customer base: Revenue summary by source
Modelling: Soenario control sheet T2 Customer hase’ Revanus summary by tarif basket and revenus group
Modelling: Phasing sheet T3 Customer base: Waler - retail - primary revenue: retail charges from unmeasured household premises
B1 Base historic data: Profitand Loss aceount T4 Customer Base: YWater- retail - primary revenue: retail charges from measured housenald premises
73] B3 Base historic data: Balance Shest T5 Customer hase: Waste water - retail - primary revenue: retail charges from unmeasured household premises
B3 Base historic data: Cash Flow T6 Customer hase: Waste water - retail - primary revene: retail foul sewerage charges from measured household pre
B4 Base historic data: Working Capital and ather non-trade debtorsicreditars T7 Customer base: Waste water - retail - primary revenue: retail property drainage charges from measured househald
B5 Base historic data: Tax T8 Custamer hase: Waste water - retail - primary revenue: retail roads drainage eharges rom measured housenald pro
B6 Base historic data: Maturity profile of clasing (embedded) debt (as of 31 March 2008) T4 Customer base: Watsr - wholesale - primary revenue: wholesale water charges (assessed) to licensed providers th
B7 Base historic data: Depreciation and amertisation of closing assets T10 Custamer base: Water - wholesale - primary revenue: wholesale water charges (measured) to licensed providers tr
A1 Assumptions: Inflation TH1 Customer base: Water - wholesale - primary revenue: wholesale water charges (measured) to licens ed providers tr
Az Assumptions: Financing T12 Custamer base: Water - wholesale - primary revenue: wholesale water charges (measured) to licensed providers tr
A3 Assumptions: Capital expenditure T13 Customer base: Watsr - wholesale - primary revenue: wholesale water charges (measured) to licensed providers tr
At Assumptions: Asset Disposals T14 Customer base: Waste water - wholesale - primary revenue: foul sewerage charges (assessed) fo licensed provide| |
73] A5 Assumptions: Non Fixed asssts T15 Custamer base: Waste water - wholesale - primary revenue: foul sewsrage charges {measured) to licensed provide
Al Assumptions: Tax T16 Custamer hase: Waste water - wholesale - primary revenue: sUrface water drainage charges to licensed providers t
[35] P1 Pracess sheet Capital Expenditure TIT Customer base: Waste water - wholesale - primary revenue: trade effluent charges 1o licensed providers thraugh ch
P2 Pracess sheet Depreciation T18 Custamer hase: Water - wholesale - primary revenue: wholesale charges for miscellaneous seviees to licensed pr
P3 Process sheet BookValue T19 Customer base: Waste water - wholesale - primary revenue: whales ale charges for miscellaneous senices to licen
P4 Process sheet Regulatory capital value T20 Customer base: Schedule 3 agreements
P5 Process sheet Interestincome and interest expense T2t Customer base: Retail - nan-primary revenue © retail revenue fram charges to household premises through charges
PG Pracess sheet Canital allowances T22 Customer bage: Wholesale - non-primary revenue ; wholesale revenue fram charges to Licensed Providers througt
37| PT Process sheet Tax T22 Customer base: charge cap workings
P8 Fracess sheet Costof capital
EE P3 Process sheet Current Cost resenve adjustments
P10 Pracess sheet. Revenue calculation farmula
35| 01 Output Sheet Prafit and Loss Account
02 Outout Sheet Balance Sheet
03 Output Sheet Cash Flow
04 Outout Sheet: Financial ratios and deht calculations
05 Output Sheet Investrent surmmary
08 Output sheet charge caps
E1 Altemative inputs: Operating costs, PPP and inflation scenarios
E2 Altemative inputs: Q&33b: Capital enhancement (otal investment and apportionments) scenarios
E3 Altemative inputs: Q&S3b: Capital maintenance total ivestment and appoianments) scenarios
E4  Altemative inputs: 0&53a: Capital enhancement (total investment and apportionments) scenarios
ES Atemative inputs: Cust of Gapital, Finanting Costs and Dividend Scenarios
46| E6 Alternative inputs: Revenue Options —
) 1
Ww » 1\ Iog of changes ),Opening { Modeling —> { K sobing / Scenarios { Phasing ¢ Alocation m >

L | Autoshapes~ N\ O & Al & 8 | &- L~ A saadg

HUM -
% Tl 1 jﬂl
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Modelling: K solving sheet
Revenue approach selection
[Revenue appr oach
[Gption 1. Fixed revenue, & | use sheet "E€" for revenue acsumptions. olick here £ open this table
[Option 2 Revenue calcultion fortmula <] |
[Option F. Tarift basket reverue. [+] |
[Gption 4 Financialralios approach ) ]
K factor solving (only if option 1 or 2 selected above)
1% | [Revenue proportion allocation 1
16 | 5 |Selection of target revenue apprasch (1,2, 3) [ 1 Bdsk
(17| 1 Siwaight line, 2. Input oir year one, Straight line theveater, 3. il inputs
15|
1 Outputs: Tariff Baskets (nominal)
[21] i baskets Uit 7009-10 | 2090-11 | 209112 | 2092153 | 201514 | 207415 | 2075-16 | 209617 | 29718 | 201618 | 2019-20
6 et e - Retail - Primary (charges o ncrease 0% 0% | 0.0% | 0.0% | 00% | 0.0% | 00% | 0.0% | 0.0% | 00%
7 el fer —Wholesale - Primary (charges o icensed providers) increase 0% 0% o | 00% %, o 7 7, o,
g 15 Vaste waler - Retall - Frimary (charges 1o increase 0% 0% 0% | 0.0% 0% % B
g 14 Vuaste water VWDIESale - PIIary - foul and SUrface oFanage (Charges o Icensed proviners) increase 0% 0% B % | 0% % | 00% % i %
il et & Vaste weter - Vholesale - Primary - rade effiuert (charges to lioensed providers) increase 0% 0% | 0.0% o | 00% 7 N 0
{28 | Baskets freal)
|30 | _[Retall Tariff baskets U 200910 | 209011 | 209112 ] 201213 | 200314 | 201415 | 207516 | 200617 | 209718 | 2016-19 | 201920
T{Tarft Baskel er - Retall - Primary (charges o increase i A% | 0.0% [ 0.0% | 00% | 00% | 00% | 0.0% | 00% | 00% | 0.0%
2[Tarif Hasket er ~Wholesale - Primary (charges to icensed providersy increase: X 0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0%
3[Tarit Basket 3 Wvasts water - Retal - Primary (charges to increase: X 0% | 00% | 0.0% | 0.0% | 00% | 007 | 0.0% | 0.0% | 0.0% | 0.0%
[Tari Basket 4 VVaste waler -VWholezale - Frimary - foul and surface o ahage (charges 1o icensed providers) increase i 0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 0.0% | 00% | 0.0%
5[ Tarit Hashel 5 VVaste waler - VWholesale - Primary - rare effiuert (charges to icensed providers) increase i 0% | 0.0% | 0.0% | 0.0% | 00% | 007 | 0.0% | 0.0% [ 00% | 0.0%
(37|  Mon tariff key outputs
E holesale Tariffs Uit Z009-10 | 209011 | 204112 | 201215 | 201514 | 201415 | 2015-16 | 209617 | Z097-18 | 201618 | 201920
fesale Revenue i ] ] ] ] i i ] ] i i
7|Retio 1: Cash interest caver I N IVA01_ | #D1vadl | #Dr. v VAL | #ONAOL | #DVA | FDIV. ]
Adusted cash erest cover | cherges) I eIl | #DI. 01| #DIVIDI | #DIV. v IOl | #DNAL | #Dl | ADIV Rzl
Ajusted cash merest cover | I | #Dr. AL | #DIviDl | #DIV. v VAL | #DN0L | #DVA | #DIV. N}
Funds ftom aperations. debt L[ #Or. /01| #D1vidl | #DIv. v VAol | #DNA0L | #DV | #DIV. ]
Relained cashilow-debl IO | #DI. 01| #DIvidl | #DIV. v iDL | #0NA0l | DIV | #DIV. NI
Gearing N AL | #D1viDL | #Dr. v VAL | #ON0L | #DMA0 | #DI. ]
| B
ran > g |awoshapess N N OO M A8l | &-Z-A-S=F @ dg
Ready [T
M 1] MASTER DOCLMENT ] Final thesis v2 - Mero, 5] b - Microsoft Out, &) Financial Mods| - Wat EN L0 % B 132
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Modelling: Revenue allocation targets
Current revenue group revenue allocation
%, Revenuie allocated to Reventie groups (net of non-primary rever Units. W Type onal Info 2007-08_| 200309 | 7009-10 | 201011 | 2041-12 | 2012-13 | 3
T [Revenue: Tnput or buliding blocks (Financial model) m e
minus: Non-primary revenue - retal m e
minus Non-primary revenue —wholesale m €
Primary revenue (from Financial model) m C
Frimary reverve (from Custamer bass) m =
Cifference m c
% Revenue allocated to Revenue groups (net of non primary revenuey Units_| Field Type | Additional Info 200708 | 200809 | 200910 | 201011 | 201112 | 201213 | 2
7 [Revenue Group 1: household primary revenue - water % e #DIVIDl | #0001 | #Dviol #DIVID | #0001 | #DIvViol i
§ |Revenue Group. usehold primary revenue - waste water C Al [ VAL Rl o] Tl i
5 [Revenue Group 3 Licensed provider primary revenue - water - 0-100Mla e ] ] ] ] R W]
Revenue Group 4 Lioansed provider primary revenue - water -=100-250M/a C ] i VAl ] 7 RZE I}
Revenue Group 5 Lioensed provider primary revenue - water - =250-1 D00l G i i i ] R | 1
Revenue Group 6 Licensed provider primary revenus - waer =1 000Wia e R i VAL ] 7] P}
Revenue Group 7 Licensed provider primary revenue - Foul sewerage C ] ] Vil 101 ] M|
Revenue Group 8: Licensed provider primary revenus - surface drainage C Al 0] VA0l ] Rz RN}
Revenue Group & Licensed pros ry revenue - trade effluent = ] ] VA0l R Rz PR}
Tolal aroup revenus as % of Financial model revenue C Al ] VA0l R RZ] P}
% Revenue allocated to tariff haskets (net of non-primary revenuey Units 1d Type. 7-08_| 2008-09 | 2009-10 | 2010-11 | 2011-12 | 2012-13 | 2
7 [Taritf Basket e - Retail - Primary [charges 1o e Tl P T Rl o] Tl 1
arit Baskel er —Wholesale - Primary (charges 1o fcensed providersy e ] ] ] ] 7] o |
arilt Baskel e waler - Fietall - Primary (charges 1o < ] [ i ] R PE ]
Bt Baskel e waler Vholesale - Primary - foul and surface dreinage (charges 1o oensed providers) C ] i VAL ] 7 P}
arif Baskel ste waler - Wholesale - Primary — trade effluent (charges to licensed providers) G 0] ] VA0l 101 ] MO |
ol revenue c R 0] VA0l R RZ] P}
37| Revenue target: Alternative 1 - straight line
% Revenue allocated to Revenue groups (net of non primary revenuey Units. Tyne [Additional Info | 2006-07 | 200708 | 200309 | 200910 | 201011 | 201112 | 201243 | 2
23 [Revenue Group 1: household primary revenue - water % [ #DIVDI | #DIVI0L | #Drviol #OIVIO | #DNAI01 | #Diviol i
4 [Revenue Group. usehold Primary Fevenue - waste water vl [ VAl Rl a0 Tl i
Fevenue Group 3. Licensed provider primaty revenue - water - 0-100Ma T [ Il 00 ] T i
Revenue Group 4 Liensed provider primary revenue - water - =100-250M/a R [ VAL ] 7] A |
Revenue Group 5 Licensed provider primary revenue - water - =250-1 oo ] [ VAl ] R 7}
Revenue Group 6 Licensed provider primary revenue - water - =1 000Wa 0] ] VA0l 0] 7] RZ I}
Revenue Group 7: Licensed provider primary revenue - Foul sewerage ] ] VA0l ] Rz M| 1
Revenue Group 6 Licensed provider primary revenue - surface drainage Al 0] VA0l R RZ] WAL | o
Revenue Group 8 Licensed provider primary revenue - trade sifiuent ] ] VAl Al RZi] M| 1
Total revenue: C ] 0] VAol Rz Tz P}
%, Revenue allocated to taritf baskets (net of non-primary reveniey 7] Additional Info 7 B 201011 | 200112 | 201243 | 3
3 [Tarit Basket 1 Water - Retal - Primary (charges o e T e L
34 [Tariit Basket 2 VWaler —wholesale - Primary (charges (0 licensed providers) #D | #DNL | ADR | 1
54 | 35| Tarilf Basket 3 Waste waler - Feetai - Primary (charges 1o households) #DI | #DR | ADNAL |
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Modelling: Scenario control sheet Activate scenario modelling

o & No

Capital Expenditure

Capital expenditure Scenario ['2003-09 [2009-10 [ 2010-11 [ 201912 | 201243 [ 201314 [ 201415 | 201516 | 201617 | 2017-18 | 201819 | 2019-20 | Total 2010-15 | Total 2015-20
QES3h: enhancement J [i) oo oo 0o [i)
QES3h: mairtenance. J [i) 0o [ili) oo i)
G55 enhancement il i ik ] i
10 | 4 @555 mairtenance
EEE ] ]
Other 0 I 0
Grants ] | 0
© [Total Capital Expendiiure (nel of grants) ] X ]
Operating Costs
[variable [Scemario ['2008-09 [2009-10 [ 2010-11 | Z011-12 [ 201213 [ 2043-19 [ 201415 | 2015-16 [ 2016-17 [ 201718 [ 2018-19 [ 2019-20
9 [Operating cost assumption: | = | | oo [ o0 [ oo | 60 | oo | oo | 0@ | oo | oo |
10 Public: Private Partnetships. | | oo | oo | @0 | o0 | o8 | 60 [ 06 | oo | oo | oo | o0 | w0 |

Inflation assumptions

[Input [Scemario [2008-09 [2009-10 [2010-11 [ 207
11 [Opersting cost inflation | 00% | 00% | 0.0% 00% | 00% [ 00% 0% 0.0% | 00% % % 0.0%
12[Capialinfiation, I | oo% | oo | o

Cost of capital

Input [ Period

13]Cost of debl (real) 0.0%

14[Cost of equity (real) s o T

15 |Gearing 0.0%

16[Cost of captal (redl, pre tax) m
Cost of fi il fi ing limits Is foregone / Gilts buffer
Input Scenario [2008-09 [2009-10 [ Z090-11 | Z011-12 [ 201243 [ 204314 [ 201415 | 201516 [ 2016-17 [ 201718 [ 2018-19 | 2019-20
Cost of financing D% | o0% | 00% | 00% | 00% | 00% | 00% | 00% | 00% | oo% | 00%
Dividends foregone 00% | 00% | 00% | 00% | 00% | 00% | 00% | 00% | 00% | 00%
[Addtions to Gits bufier il i i 00 0 0 [T 00 00

51 —
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