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Community-Managed Water Supply Systems and their Experience in Mutual Support and Pooling Arrangements (Indonesia)

1. Introduction

1.1 Water Supply Distribution in Indonesia

Of 70,000 villages in Indonesia, eighty percent are rural and a significant number are reliant on unimproved sources of water.  As of 2005, only 2% of all villages were supplied with piped water to homes or to public taps – most rural villages (52%) relied on shallow wells.
  

In terms of the population, 2006 estimates show 47% of total Indonesians lived in rural areas and relied on non-piped sources.
  Only 5% and 19% of Indonesians have access to piped water in rural and urban areas, respectively.

Figure 1 Population and Water Supply Service
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The Government of Indonesia (GoI) is committed to achieving the Millennium Development Goals, and in order to do so, an estimated 78 million people will require improved water supply and 73 million improved sanitation services by 2015.  This represents a rise to 56% in rural access to improved water supply (piped and protected non-piped sources) from the current 51%.

1.2 GoI Initiatives in Community-Managed Water Supply

The GoI has been making a tremendous effort to increase sustainable access to water supply in the countryside, through large scale investment projects that support the construction of village water infrastructure that is managed by users’ associations, or ‘water committees.’

Pursuant to the national policy on community-managed water and sanitation, the approach typically features community facilitation to establish demand for project intervention; capital cost-sharing by communities; organization of community-based groups that participate in project implementation and later, become responsible to operate and maintain water supply facilities; and training for water committee officers to develop the skills necessary to carry out these management functions.

Starting in the 1990s, with World Bank funding, the GoI implemented the following projects:

· Water Supply and Sanitation for Low Income Communities I - WSLIC (1993-2000) – sector specific project in 6 provinces; USD 80 million; water supply systems constructed in over 2,000 villages and benefiting an estimated population of 3 million.

· Village Infrastructure Project I (1995-1998) – multi-sectoral project; USD 75.16 million (total, including all infrastructure); 2,427 communal water supply systems and 1,230 communal sanitation systems built in Java.

· Village Infrastructure Project II (1997-2000) – multi-sectoral project in 13 provinces on Java and Sumatra islands; USD 140.1 million (total, including all infrastructure); 8,722 communal water supply systems in 135 villages, benefiting about 200,000 people, and 4,877 communal sanitation systems in 65 villages benefiting about 55,000 people.
· Kecamatan Development Program (1998-2008) – multi-sectoral project in 20 provinces; 358 house connections and communal piped water supply and 150 communal toilets built during the first cycle.

· Water Supply and Sanitation for Low Income Communities II –WSLIC (2000-2009) – sector specific project in 6 provinces; USD106 million (including technical assistance grant from Australia and beneficiaries’ counterpart); targeting construction of water supply systems in over 2,000 villages, benefiting an estimated population of 3.5 million.

A number of similar projects has also been implemented with bi-lateral support agencies such as AusAID and GTZ; multi-lateral agencies such as UNICEF and the Asian Development Bank; and non-government organizations, sometimes in partnership with corporate philanthropies.

It is estimated that at least 6,400 new systems will be constructed and managed by communities between 2008 and 2013, through government-supported water programs implemented by the Ministry of Health.  In addition, more community water and sanitation systems are expected under the Program Nasional Permberdayaan Masyarakat (PNPM), a multi-sectoral umbrella program for community-based infrastructure that will be implemented in 70,000 villages starting 2009.  

2. Objective and Method of Study

2.1 Objective

This study describes the post-construction viability of water committees.  It also looks at their experiences in accessing support services (technical, organizational development and financing) particularly through mutual support or pooling arrangements. 

The study is an input into the design of a pilot action research project, the Indonesia Multi-Village Pooling Project (MVP Project).  The project will develop and test enhanced institutional support systems and operational policies based on principles of mutual support or pooling of resources/risks by water committees as a means to improve the chances of project-supported WS becoming sustainable and fulfilling unmet or second generation demand for water supply.  The study, thus, serves as a rapid assessment of the current situation for which MVP intervention strategies are being developed.  It also provides information for a ‘base case’ where no project intervenes.

2.2 Method

Based on consultations with sector experts, groups of community-managed water systems were identified that were demonstrating enterprise in expanding or improving services through some form of mutual support or pooling arrangements.  The initial investigation left the definition of ‘mutual support or pooling arrangements’ broad as it is part of the study’s aim to identify and describe these.  The study sought experiences that included any formal or informal schemes for pooling resources, markets, or risks among water committees for the purpose of generating a benefit to the individual water committee towards improving or expanding services beyond the status post-project.

The consultations yielded a handful of known experiences.  Although experiences were identified in Nusa Tengara Timur (Pro-Air), and Solok, West Sumatera (WSLIC), most of the experiences were concentrated in East and West Java.  Historically, Java’s long experience with community development driven intervention explains this concentration.

The study team decided to focus its investigation in East and West Java, where the systems have been established for at least 2 years and thus, would be able to provide insights to post-project strategies employed by water committees.  These areas also presented relatively larger groups of water committees, or in the case of Cibodas, rapid expansion into larger numbers of villages, which would better magnify those strategies.

Figure 2  Map of Study Area

[image: image3.wmf]
Within these two provinces, the study looked at 6 areas, covering 8 districts (kabupaten):  Blitar, Lamongan, Malang and Mojokerto in East Java, and Bandung-Garut-Sumedang and Cianjur in West Java.  Community water supply in the 4 areas in East Java was developed under the Water Supply for Low Income Communities 2 (WSLIC-2) project, implemented by the Ministry of Health; those in Bandung-Garut-Sumedang were developed with support from non-government organizations – Yayasan Pesat and Care International; and those in Cianjur with support from the Program Kompensasi Pengurangan Subsidi – Bahan Bakar Minyak (PKPS-BBM), a government compensation program implemented by the Ministry of Public Works that aims to offset reductions in fuel subsidies. 

Most of the villages in which these projects operate are considered rural, though most have very dense populations.

The study used a variety of rapid assessment tools.  A survey of 45 water committees was conducted.  The survey sought data that would enable simple objective relational analysis of the operational and financial performance of water committees.  In a few cases, where the data on coverage that was provided did not match other information, some assumptions were made, such as the maximum number of households served by a public tap and the average number of persons per households.  The survey also asked for subjective self-assessment ratings of aspects of service quality (water pressure), capacity of staff and the growth prospects in the market.

The following table summarizes respondents in each of the districts.

Table 1  Summary of Respondents per Area

	Area

No.
	District
	Project
	# of water committees within grouping
	# sample

	1. 
	Bandung
	Care International 
	1
	1

	
	Bandung-Garut-Sumedang
	Yayasan Pesat
	14
	2

	2. 
	Blitar
	WSLIC-2
	70
	10

	3. 
	Cianjur
	PKPS-BBM
	25
	5

	4. 
	Lamongan
	WSLIC-2
	79
	14

	5. 
	Malang
	WSLIC-2
	62
	9

	6. 
	Mojokerto
	WSLIC-2
	50
	4


Site visits and key informant interviews were conducted with staff from the project implementing agencies and a selected number of water committees in Bandung, Cianjur and East Java (meeting in Surabaya) from November to December 2007.  Another consultation was held to present and discuss the findings of the exercise during a workshop in Jakarta in January 2008.

In parallel, a legal review of laws, regulation and organizational documents was conducted by a legal team from the law offices of Irawati Hermawan and Partners, who have specialization in water supply and other infrastructure sectors.  The review focused on the legal implications of the chosen forms of organization on their capacity to take up water supply as a going concern.

3. Performance of Community-Managed Water Supply

Community users’ groups have been a useful vehicle for village project implementation – the literature on community-driven development attributes a number of positive outcomes from this approach, including increased ownership for the project, lower project costs, more equitable sharing of benefits, etc.  

Their performance in post-project infrastructure management, however, has not been so conclusive.  In theory, community users’ groups would be able to operate simple water supply infrastructure throughout a larger portion of the system’s design life (typically, 10 years); in reality, other factors come into play that limit their ability to do so.  

This section describes the service performance of 45 community water systems in the 6 target areas of the pilot action research project.  

3.1 Basic System Information

Of the 45 systems looked at, 31 are pump systems that draw water from the ground (deep well), spring, or surface (irrigation channel, small river).  

Table 2  Types of Water Supply Systems

	N
	45

	Gravity + Spring 
	12

	Gravity + Surface Water
	2

	Electric Pump + Spring
	13

	Electric Pump + Deep well
	16

	Pump + Surface Water
	2


The age of the systems in the sample varies between 2-10 years, with an average of 4.5 years.

The oldest system in the sample, Cibodas, still performs well and experiences no significant operational problems.  It is a well-regarded system, often cited as a model for other community-managed water committees.

Table 3  Age of Water Supply Systems

	N
	1988
	1999
	2002
	2003
	2004
	2005
	2006

	42
	1
	1
	7
	6
	10
	8
	9


3.2 Service Coverage

In total, the 45 systems serve about 70,000 persons or 16,000 households with water supply piped to their homes.  Twenty-four systems (53%) also provide water supply through public taps, which adds about another 6,000 persons served.  Only 7 out of the 45 cover more than 80% of the total population, and majority have less than 50% coverage.  In general, there is some correlation between the age of the system and the extent of its coverage.

Figure 3  Coverage
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Village Names:  1 Balongwangi; 2 Banjarejo; 3 Beru; 4 Bobojong; 5 Brayu Blandong; 6 Cibodas; 7 Cikidangbangbayang; 8 Cirapuhan; 9 Cungkup; 10 Gading Kulon; 11 Geger; 12 Gunung Rejo; 13 Jambearjo; 14 Jambepawon; 15 Jugo; 16 Kademangan; 17 Kaliasri; 18 Karang Wedoro; 19 KarangSuko; 20 Kedung Banteng; 21 Kedungbanjar; 22 Kemlagi Lor; 23 Kepudi Bener; 24 Ngerendeng; 25 Pager Gunung; 26 Panenjoan; 27 Pasawahan; 28 Pasinaman; 29 Pesanggrahan; 30 Plumpang; 31 Pucakwangi; 32 Purwodadi; 33 Sidobogem; 34 Sidomulyo; 35 Sidorejo; 36 Slumbung; 37 Somowinangun; 38 Srigading; 39 Sumberjo; 40 Sumberoto; 41 Talagasari; 42 Tamiajeng; 43 Tempursari; 44 Tlogosari; 45 Tumpakrejo

3.3 Water Pressure and Continuity of Service

Based on a qualitative self-assessment of water pressure during peak hours, a large majority of water systems rated themselves highly – claiming very good pressure for simultaneous washing, bathing and laundry; or good pressure, sufficient for washing for the peak hour periods in the morning, noon and evening.

Table 4 Water Pressure 

	
	N
	Very good

(sufficient for washing, bathing & laundry)
	Good pressure

(sufficient for washing only)
	Poor pressure

(water trickles)

	
	
	WSLIC-2
	PASS/NGO
	PKPS BBM
	WSLIC-2
	PASS/NGO
	PKPS BBM
	WSLIC-2
	PASS/NGO
	PKPS BBM

	Morning
	39
	23
	3
	5
	6
	
	
	2
	
	

	Noon
	30
	17
	
	5
	5
	
	
	3
	
	

	Evening
	28
	19
	3
	5
	1
	
	
	
	
	


Five systems indicated problems with water pressure during peak hours in the morning or at noon.  All 5 were pump-driven systems and 4 had very low service coverage (Brayu Blandong, Tumpakrejo, Sumberoto and Tempursari).

A large majority of systems claimed to provide 24-hour service.  Meanwhile, out of the 13 systems that claimed to provide less than an 18-hour service, all except 1 were also pump-driven systems.  All 6 systems that claimed to provide less than 10 hours of service a day were spring with pump systems.

Table 5 Hours of Service Per Day

	N
	Less than 10 hours
	10-18 hours
	19-23 hours
	24 hours

	45
	6
	5
	
	34


3.4 Water Quality

As an indication of water quality, water committees were asked whether some form of water treatment is in place and whether water testing was conducted.  

Only 4 out of 45 had any form of water treatment system, and these relied on sedimentation.  Out of those relying on surface water, only Cungkup has a means of filtering water.  Cungkup also tests the water quality at least every 2 months.  Most systems tested only once a year.

3.5 Financial Efficiency

3.5.1 Operating Ratio

Operating ratio compares operating expenses to revenues, and over time, an improving operating ratio shows efficiency of management.  In this sample, the average operating ratio is 0.79, while the top quartile (highest 25% of group) ratio is 0.63.  

Ratios above 1.00 show that water committees’ expenses exceed their revenues.  Balongwangi, Cikidangbangbayang, and Talagasari are only breaking even, while 4 water systems are not covering their costs – losing some IDR 1.5 to IDR 7 million (USD 163 to USD 760) last year.  These are Bobojong, Gunung Rejo, Kepudi Bener, and Somowinangun.

A smaller ratio indicates greater ability of the water committee to generate income. Nineteen water committees show better-than-average performance, with Tumpakrejo, Geger, Cungkup, Tamjajeng, and Sumbejo exhibiting extraordinarily low ratios.  While low ratios indicate an ability to generate income, this does not mean to say that those with the lowest operating ratios generate the most income.  

The top five income-earners, generating IDR 21 million to IDR 38 million (USD 2,300 to USD 4,200) last year were 5 WSLIC-supported systems: Sumberjo, Karang Suko, Geger, Pasinaman, and Pesanggrahan.  Many small water systems tend to reduce costs as a strategy to post positive incomes.  However, in the case of the top five, all systems are pump-driven and have higher than average costs.  It appears that their income is driven more by sales revenues than cost reduction, as all these systems, with the exception of Pasinaman, provide water to larger populations.

Figure 4 Operating Ratio
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We looked at profit margin (or return on revenue)
 as a function of power costs.  As expected, there is an inverse relationship between the two; however, as can be seen in the figure below, the relationship is weak, and performance of water committees within each band of power cost consumption can vary widely.  This implies that high costs, such as those of electricity, could be offset by, among others, better revenue efforts.

Figure 5 Return on Revenue and Power Costs
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3.5.2 Working Capital and Collection Efficiency

Figure 6  Current Assets Composition

[image: image11.wmf]Working capital measures the short-term financial health of an enterprise – whether it can pay of its short-term obligations.  It is calculated as total current assets minus total current liabilities.

It should be noted that in the sample, there are hardly any water committees with short-term obligations and payable accounts.  This could reflect either the cash-basis system under which these committees operate, or poor bookkeeping.  Indeed, nearly half (20 water committees) could not provide information about their cash, inventories and accounts receivables.  For those with data, working capital ranged from a low IDR 72,000 up to IDR 62 million (USD 8 to USD 6,800).  

In this review, it is more valuable to look at the nature of accounts, in particular, accounts receivables, that make up the committees’ total current assets and how much working capital is available to cover their day-to-day operations.

Overall, cash comprises the largest portion of current assets.  However, in the case of 11 of 26 systems with data, accounts receivables in fact comprised more than 50% of the total current assets, suggesting poor revenue collection.

Tamiajeng, Ngerendeng and Pasinaman, which have relatively high working capital, also have poor collection efficiency.  In the cases of Tamjajeng and Ngerendeng, their annual outstanding debts from customers are equivalent to 30 months of their operating expenses.
On average, accounts receivables were equivalent to 2.66 months cost of operations.  However, it should be noted that this number is affected by the very high proportions of accounts receivables of the two water committees named above, and also by the fact that a number of water committees could not provide information about what is owing to them from customer accounts.

Gading Kulon and Gerger, which exhibit high accounts receivables – equivalent to 6.94 and 3.31 months of operating expenses, respectively – had larger than average profits at the end of last year.  Gading Kulon operates a gravity system and has no electricity costs.  On the other hand, Gerger’s annual revenues from water are almost four times its operating expenses.  It charges a flat rate.  On average, water committees make a 21% return on revenues, while Gading Kulon’s and Gerger’s returns are 43% and 60%, respectively.  These profits, however, are not all realized as cash that can be used in operations.

Of those that provided information on working capital, only 3 indicated having any inventories:  Gading Kulon, Jambearjo and Karang Suko.  These ranged from less than 1% up to 21% of their total current assets.  Although having adequate stock can be less important for simple water systems, access to supplies may be necessary to ensure the least amount of disruption for systems that are in more remote locations.

3.6 Capital Investments

Very little verifiable information is available about the total value of assets of the systems under review and whether investments have been made following their construction.

The projects that supported the water supply development each had different policies relating to their initial capitalization, particularly to the share born by the community.  This comparison tends to show that there is a case for subsidizing a large portion of the initial capital costs to make them affordable to the low income communities targeted by such interventions.  It also indicates that if initial costs of construction are partially shouldered by communities, a critical mass, in terms of numbers of connections (or participant households), should share those costs.  What those thresholds are will be context specific and require more detailed investigation on willingness to connect and to pay, along with estimating the cost of development.

For expansion or additional investments, all projects except those funded by PKPS, generally relied on internal cash generation to support additional capital outlays.  Such an approach has serious limitations, especially for micro water systems, as their revenue base is often too small to allow for substantive build up.

Twenty-two out of 45 indicated that they have made additional capital investments after construction, while the other half (23) said they have not made any additional investments.  The average annual investment made by those that have is IDR 9.5 million (USD 1,032), but this average is skewed by a few systems that have undertaken substantial upgrades/rehabilitation.  The median annual investment is only IDR 1.2 million (USD 129).  Some systems that are 10, 6 or 5 years old, have not made additional investments.

Following is a summary of the varying experiences of the different projects:

3.6.1 Care International 

The Cibodas system was established through a grant from Care International.  Care International financed 25% of the initial IDR 132 million (USD 14,200), while the rest came from community contribution, in the form of cash, materials and labor.  Since its establishment 10 years ago, Cibodas has grown from 300 connections to its current 2,700 connections, or an average of 240 new connections per year.  Its average annual capital investment of IDR 41 million is four times higher than the group average.  Most of this additional capitalization has been financed by its own revenues, with the village budget contributing IDR 25 million in 2000 for a major expansion project.  In a couple of instances, the head of the Cibodas water committee has also personally guaranteed loans to finance expansion.  For the 2000 expansion, IDR 100 million was loaned from the materials supplier.

3.6.2 Program Kompensasi Pengurangan Subsidi - Bahan Bakar Minyak  (PKPS-BBM)

Under PKPS-BBM, a national government compensation program implemented by the Ministry of Public Works that aims to offset reductions in fuel subsidies, initial capitalization was funded by combined resources from the national, provincial and district governments.  Systems supported under this program feature relatively more sophisticated design features, including complete production and consumption metering, automatic pump panels and high quality pipeline installation.  They have the highest initial capital investment per system compared to the other projects.

In Kademangan, which serves more than 1,800 persons, national government provided approximately 50% of the IDR 750 million (USD 81,000) initial capitalization, and local governments each provided 25%.  Succeeding improvements, which represent about 40% of initial capital investment, were financed by internal cash generation in the majority (70%) of cases, with the rest supported by provincial and local budgets.

In general, systems supported by this program invested more after construction than those supported by other projects, Cibodas being the exception.  The median total investment for projects under this program is IDR 67 million (USD 7,300).  However, considering that 3 out of 5 systems are not generating surplus cash, such improvements are likely dependent on local government largesse.

3.6.3 Water Supply for Low Income Communities Project - 2

WSLIC implements a standard cost-sharing arrangement for the initial system development.  Each village is allocated an initial capital funding of IDR 250 million (USD 27,000), of which 10% comes from the district government and 20% from community contributions (4% in cash and 16% in kind or labor).  

The median total investment for WSLIC-funded projects post-construction is IDR 5.1 million (USD 550).  This is financed through internal cash generation.  A number of systems have not made any additional investments after 3-4 years of being constructed.

3.6.4 Yayasan Pesat

Yayasan Pesat operates a revolving fund for water supply development, thus, all initial capital investments are, in theory, financed by internal cash generation and paid back to the NGO at 0% interest within 5 years.  Initial capital investment ranges from IDR 6 million to IDR 230 million, or an average of IDR 83 million (USD 9,200).  The financing scheme distributes the total cost among the beneficiaries.  Between 20% and 50% of the cost is paid upfront, and the rest is amortized in monthly installments and paid together with the monthly water bill.

Among 12 sites supported by Pesat, only five have paid off their debt, and generally, in more than twice the length of time expected.  A major reason cited is that operations costs turned out to be higher than initially forecasted.  However, there may also be fundamental affordability issues related to low income communities’ ability to fully finance the cost of development of water systems .  On the average, 95 households will share the cost of capitalization, and not counting any upfront payments, this translates to a payment of an additional Rp 14,500 (USD 1.60) per month.  This is about two times the average monthly bill for the entire group reviewed in this study and represents up to 4% of the monthly household income.

In addition, water committees rely on Pesat for additional capital financing, which it is unable to provide when grant funding runs out and repayments are not forthcoming.  In Panenjoan, for example, the water committee plans to switch from a pump system to one that is gravity fed by tapping surface water.  Over the last 3 years, the committee has been able to accumulate sufficient cash to purchase land (IDR 25 million) to site a water treatment facility, but requires an additional IDR 50 million (USD 5,400) to construct the sedimentation tank.  Without access to debt financing or additional equity, the water committee might need to wait another 6 years.

4. Legitimacy of Community’s Role in Water Supply Development

Recent policy developments contemplate a radical change in the role of community users’ groups in water supply development – from one of beneficiary to that of proponent.  This section discusses the legal basis of this new, largely untested, opportunity.

4.1 Policy Progression

Community involvement in infrastructure development was first introduced through public programs in rural areas and even, small towns, as early as the 1980s.  During this early period, communities were viewed more as beneficiaries of water supply projects.  This policy was evident in government taking responsibility for the full project cycle – from design, to operations and maintenance.  In urban areas, utilities were set up as the vehicle for continued operation and management of water systems.  But attempts to embed management of rural and peri-urban systems with utilities have generally been unsuccessful.

Thus, by the 1990s, public programs began to focus on the role of communities in the management and maintenance of water systems, with the introduction of concepts of demand-responsive project development, and even community ownership.  Recognizing the relative success of the community-managed approach in rural and peri-urban areas, an inter-ministerial policy on Community-Based Water and Sanitation was introduced in 2003, which, notably, still only largely contemplated community groups as a vehicle for management and maintenance.  The policy, for example, speaks of the limited human resource capacity of the community as a challenge in the management of water facilities, and proposes strategies to improve community’s overall technical, financial and institutional capacity to manage and operate water systems.  The policy recognized community involvement in project development, and has gone as far as commenting in the introduction that “private sector and user community involvement should be endorsed” to overcome the financing gap in water supply construction, operations and expansion. 

But it was not until 2004 that a new role for community users’ groups in the development of water supply was put forward in law.
  Unlike previous policies that treated community users groups as somewhat of a mere convenience in the project development and post-construction stages of public programs, the Water Resources Law of 2004 arguably introduces the potential for community users’ groups to become a serious option in service provision and expansion going forward.

4.2 Present Legal Framework for Community Water Supply

As part of its policy to ensure universal access to water for minimum daily basic needs to support a healthy, clean and productive life, the state invests interest in the sector.  Under the present legal framework, government instrumentalities not only intervene in, but have responsibility for water supply development, regulation and management of water resources.  

In water supply development, this responsibility is exercised through state-owned enterprises.  The Water Resources Law of 2004 and Government Regulation 16 of 2005 (GR 16/2005) provide ‘exclusive rights’ of water supply development to state- or region-owned enterprises (Badan Usaha Milik Negara - BUMN or Badan Usaha Milik Daerah - BUMD).  

However, under certain conditions, the law allows private enterprises, cooperatives and community members to participate in water supply development.  A decision of Indonesia’s Constitutional Court
 clarifies that participation by non-state enterprises is limited to cases where government is unable to provide water supply or finance its development.  

The law seems to consider such participation in the nature of a privilege, rather than a right, as some form of permission or acquiescence on the part of national or regional government is needed.  Thus, GR 16/2005 provides that development of water supply is the responsibility of government and regional government, but in cases where state- or region-owned enterprises are unable to enhance the quantity and quality of service, the entity, with approval from its board of commissioners, can involve cooperatives, private business entities and communities.  The regulation also recognizes the role of communities in developing water supply to meet their own needs, provided that necessary permits are obtained from national or regional government.  

The fact in many cases, however, there is no state- or region-owned enterprise to speak of that might initiate such involvement, and the authorization, particularly for community involvement, comes indirectly by the adoption of project rules that promote community participation, investment or management, or by permitting an existing community users’ group to expand its service coverage.  

The point is subtle, but not insignificant, because while participation is in the nature of a privilege, once such privilege is granted, a number of accompanying rights become vested.  Under the law, community associations can obtain rights to lands for building facilities, receive payments for services rendered, obtain water use rights in accordance with their licenses, and have the responsibility of providing a level of service that meets standards set by government.  Arguably, too, fundamental rights to property, due process and freedom from unjust expropriation, also accompany the package.

4.3 Legitimate Forms of Community Organizations and the Implications for ‘Business’ Activities

To operate water supply systems as a business (as opposed to for the purposes of self-provisioning), the supplier must be in possession of a ‘special license’ to provide water supply and must be a legal entity. 

As to obtaining such a license, there is no further regulatory guidance on the process.  GR 16/2005, for example, contemplates ‘competition through a tendering process’ where state- or region-owned enterprises seek the involvement of private sector, cooperatives or community groups. 

And as already noted above, authorization can in fact be made indirectly, or even accompanied by some formality such as a resolution of the head of local government or local parliament.

As to the requirements of a legal entity, the Ministry of Public Works, through Regulation No. 18/PRT/M/2007, recognizes cooperatives and many other forms of community water associations.  These include users’ associations (Himpunan Kelompok Pemakai Air Masyarakat), community deliberation boards (Badan Musyawarah Masyarakat) community self-help groups (Kelompok Swadaya Masyarakat), and users’ and operators’ groups (Kelompok Pemanfaat dan Pemelihara)
  

To achieve legal status, members not only need to establish their organization by way of a notarized deed in accordance with the Indonesian Civil Code juncto Staatblad 1870 No. 64 (Stb. 1870 No. 64), but the deed must be also be approved by the Ministry of Law and Human Rights.  

In the few cases where association documents were made available to the study team, we found varying degrees of compliance to these provisions.  Commonly, either the deed did not meet the standards under the Civil Code, or was not registered with the Ministry of Law and Human Rights.

It must be noted that under GR 16/2005, a users' association is only allowed to serve its community members.  Thus, if the aim of the users’ group is to supply water to those outside the community, it should consider forming a limited liability company, foundation or cooperative.  A foundation, as a non-profit entity, can use revenue surpluses only to continue its mission, while both the limited liability company and cooperative can declare profits.  The management of a foundation or a cooperative can be held personally liable for the entity’s obligations.  

Often, a village-owned enterprise (Badan Usaha Milik Desa - BUMDes) is established.  In Kademangan, for example, such an entity was formed by a decision by the village head (Keputusan Kepala Desa).  Although GR 16/2005 and MPW Regulation 18/PRT/M/2007 speak only of state- or region-owned enterprises, decentralization law (Law No. 32 of 2004), in relation to Government Regulation No. 76/2001 on general directives regarding villages, allows for the establishment of village enterprises.  However, what is often missed is that a village enterprise must take one of the organizational forms recognized by Indonesian law, such as an association, cooperative, limited liability company, etc., and its character as a village enterprise relates only to its ownership.  A village enterprise operates under the authority of the village, and all rights and liabilities for the system remains with the village.

The table below presents further details on the legal formation, nature and capacity of each type of entity recognized by law as legitimate participants in water supply development.

Table 6  Legal Framework of Potential Water Supply Service Entities

	
	Limited Liability Company (“PT”)
	Foundation
	Cooperative
	Association

	Legal Basis
	Law 40/2007 on Limited Liability Company.


	Law 16/2001 on Foundation as amended by Law 28/2004. 


	Law 25/1992 on Cooperative and GR 4/1994 on Requirement and Procedure of Legalization of Deed of Establishment and Amendments of Cooperative Charters.


	Indonesian Civil Code (KUHPerdata) juncto Staatblad 1870 No. 64 (Stb. 1870 No. 64).

	Legal Status
	Legal Entity
	Legal Entity
	Legal Entity
	Either Legal Entity or Not

Legality depends on registration with and approval by the Ministry of Law and Human Rights

· Legal entity is permitted to sign agreements with banks or other  parties

· Non-legal entity is just a traditional association



	Governance structures and succession of its controlling boards
	· General Meeting of Shareholders (GMS), Board of Directors, and Board of Commissioners.

· Directors and Commissioners are appointed and dismissed by GMS.

· Directors are appointed and authorized by GMS to manage the company. 


	· Board of Advisors, Board of Governors, Board of Supervisors 

· Governors and Supervisors are appointed by the Board of Advisors 

· Governors are authorized the Board of Advisors to manage the Foundation

· Board of Advisors is the highest controlling organ in the Foundation.

Note:

- It is also possible for the Board of Advisors to appoint several people to serve as board directors on the recommendation of the Board of Governors.
	· Meeting of Members, Management Board, Board of Supervisors.

· Managers and Supervisors are appointed and dismissed by Meeting of Members
· Management is authorized by the Meeting of Members to manage the Cooperative

· Meeting of Members is the controlling organ of a Cooperative.


	· Founder and Appointed Management.

· Appointed Management is authorized by the Founder to control and manage the Association. 

· Associations are for social, cultural and political aims and objectives.

· Meeting of Members is the controlling organ of an Association.



	Responsibilities, Authorization and Liabilities of the organization towards creditors (banks) and suppliers
	Responsibilities
The Board of Directors, under the supervision of the Board of Commissioners, has the responsibility toward creditors and suppliers.
Authorization
The Board of Directors, under the supervision of the Board of Commissioners,  is authorized to deal on behalf of the company with the creditors and suppliers.
Liabilities

The Directors are not personally liable for agreements that they make on behalf of company.

Loss liability is limited to the number of shares held by the shareholders.


	Responsibilities
The Board of Governors, under the supervision of the Board of Supervisors, has the responsibility toward creditors and suppliers.

Authorization
The Board of Governors, under the supervision of the Board of Supervisors, is authorized to deal on behalf of the foundation with creditors and suppliers. 
Liabilities

Governors are is personally liable if the Board of Governors fails to carry out its duties according to the Deed of Establishment, causing loss to the Foundation or a third party.
	Responsibilities
The Management Board, under the supervision of the Board of Supervisors, has the responsibility toward creditors and suppliers.

Authorization
The Management Board, under the supervision of the Board of Supervisors, is authorized to deal on behalf of the cooperative with creditors and suppliers.

Liabilities

The Management Board is liable in relations with creditors and suppliers.

The obligations and liabilities largely depend on the agreements made. But in case of default, the Management Board will be held liable.


	Responsibilities
The Appointed Management has the responsibilities stated in the association’s Articles of Association.

Authorization
The Appointed Management is authorized to act for and on behalf of the association pursuant to the provisions of the Articles of Association.

Liabilities

The Appointed Management is liable, but not personally, for every agreement made on behalf of the Association.

However, in case of default, the Appointed Management will be liable if the Appointed Management fails to carry out its duties according to the Articles of Association.



	Relationship of organization with members and customers
	· The relationship with its customers depends on the agreements made between the company and its customers. 

· Directors may have direct contact with customers because it is their  duty to perform the administrative work of the company.    
	· In relation to obligations to third parties, the foundation is represented by the Board of Governors.


	· Members of a cooperative are the owners and also the users/customers of cooperative’s services.

· The Membership of Cooperative is based on equality of economic interest in the cooperative’s  business.


	· The Appointed Management, as the people authorized to manage the association, are the ones who have contact with members and customers.

	Tax Liability
	· Income tax liability.
	· Income tax liability.

	· Income tax liability.
	· Income tax liability.


	Organizational/registration Process
	· Established by two or more people by a notarized deed.

· Deed of Establishment.

· To obtain status as a legal entity, the company must submit an application.

· The application is made to the Minister of Law and Human Rights.

· If there is no objection from the Minister of Law and Human rights, within 30 days  the applicant must directly submit the application letter and supporting documents.

· If all of the above conditions have been met, the Minister will issue a decree, approving the company’s status as a legal entity.


	· Established by a notarized deed by one or more founders who donate a part of their wealth to the foundation. 

· Deed of Establishment and Charter.

· To obtain legal status, the founders or their attorney submit an application to the Minister of Law and Human Rights through the notary who prepared the foundation’s deed of establishment. 

· Foundation’s deed of establishment that has been legalized as an legal entity and amendments to the foundation’s charter that have been agreed or reported must be promulgated in the State Gazette of the Republic Indonesia.


	· Established by a deed of establishment and cooperative charter.

· Cooperative obtains status as a legal entity after the deed of establishment is legalized by the Government.

· Minister of Cooperatives and Small Enterprises Development legalizes the deed of establishment if, after investigation, it is found that the cooperative’s charter:

a) is in compliance with Law Number 25 Year 1992 on Cooperatives

b) does not contravene norms of public order and morality

· Legalization of the deed of establishment is promulgated in the State Gazette of the Republic Indonesia.


	· Established by two or more people.

· Deed of Establishment is notarized.

· To obtain status as a legal entity, the deed of establishment must be submitted to the Minister of Law and Human Rights.

· If there is no objection from the Minister of Law and Human Rights, the application will be approved.

· No special regulations requiring promulgation in the State Gazette.

	Profit
	For profit organization. 
	Non-profit Organization (Article 5 (1) Law Number 16 Year 2001 on Foundations and Law Number 28 Year 2004 on Amendments to Law Number 16 Year 2001 on Foundations).


	Revenue is shared equally based on the composition of services provided by the members. 
	Non-profit organization.


5. Market Prospects

A very small proportion of Indonesian households, in urban and rural areas alike, have access to piped water.
  It is GoI policy to increase access to improved sources of drinking water, and within this framework, reduce dependence on other protected sources by increasing access to piped water supply.

So far, the model used in rural and peri-urban areas is the construction of new systems to be managed by community users’ groups established for the purpose.  However, where water committees are already functioning, the potential for using the same management structure to provide expanded or improved services offers potential for a more cost-effective and sustainable option.  From the point of view of existing water committees, the expansion of their revenue base is key to their increased viability.  This should drive interest to explore and, possibly, to try and fulfill prospective demand from current and new customers.  

This section provides a picture of the broader market potential based on available secondary data and the perceptions of the water committees.  It is unrealistic to expect that water committees will be able to cover the entire gap.  A detailed demand and capacity study is necessary to determine what might be the relevant market for these existing water committees and whether the level of demand supports expanded investments and operations.
  
5.1 Market Gap

Potentially, there remains a high level of unmet need for piped water in areas where community-managed systems have been introduced.  Although differing widely from village to village, the study group shows that most service coverage within relevant villages will be less than universal, ranging range between <20% and 80%.  Among those served, an average of 8% still relies on public taps.

The water committees participating in the study are all located in high-density districts – with the lowest density in Cianjur of 549 people per square kilometer.  Population growth rates tend to be slower in high-density areas, but the broad trends hide the more dynamic picture at the micro-level.  For example, while Cianjur’s population growth rate (1.42%) is below the West Java provincial average (2.09%), in Mande sub-district, where 3 water committees operate, population growth is very high (2.75%).  The areas in which the water committees operate also enjoy higher economic growth than the provincial average.

Indeed, an overwhelming majority of water committees consider their market to be growing.  They observe growth in the numbers of potential customers, the income of residents in their service areas, and the number of enterprises being established.  In Panenjoan, for example, the distribution area has recently been split with the construction of a major road.  Many residential homes are being built and already over 1,000 households are expected to require water and have expressed desire to connect with the committee in the next year.  

In Cikidangbangbanyang village, Cianjur, over 120 households are on the waiting list for new connections.  The committee already serves 221 households and is in need of additional investment in a reservoir and network extension to serve those on the list.

Table 7 Market Trends

	District
	Population
	% Average Annual Population growth

rate

(2000-2005)
	Density

(per km2)
	# of sub-districts
	# of sub-districts covered by community association
	% Average Annual GDP growth per capita

(2000-2005)



	Bandung
	4,263,934
	2.41
	3,073
	43
	7
	2.47

	Cianjur
	2,098,644
	1.42
	549
	26
	
	2.32

	Garut
	2,321,070
	1.48
	719
	40
	2
	2.18

	Sumedang
	1,067,361
	1.20
	697
	26
	1
	2.80

	West Java
	39,960,869
	2.09
	1,147
	558
	
	1.72

	Blitar
	955,034
	0.44
	774
	22
	11
	3.63

	Lamongan
	1,261,972
	0.50
	833
	26
	23
	3.31

	Malang
	2,244,415
	0.54
	754
	33
	29
	3.97

	Mojokerto
	920,615
	1.37
	1,330
	18
	11
	2.88

	East Java
	37,478,737
	1.06
	767
	642
	
	1.99


Source: Badan Pusat Statistik

5.2 Alternative Supply 

There are few superior alternatives to having piped water in the home.  Studies consistently demonstrate that customer preference is overwhelmingly in favor of this level of service.  Studies have also shown that households without access to piped water consume only about 13 liters per capita per day (lpcd) – far below the standard 40 lpcd believed to support good health and hygiene.  

However, in all of the areas participating in this study, local water utility (PDAM) networks are too distant to serve these rural or peri-urban villages.  Most villages within the areas looked at rely on spring and ground water than utility water.  Spring and ground water could be tapped through community-managed systems, own-investments in pumps and storage, or unimproved systems.

Own-sourcing of ground water, using pumps and storage tanks, is generally unreliable or too costly.  Thus, where there are no community-managed systems, a majority will probably rely on unimproved ones. Table 7 above shows that water committees studied dominate coverage by the sub-districts in the areas of East Java studied, although this is not so in the West Java areas.

The Panenjoan water committee intends to shift to a gravity-based system to allow them to serve additional households that have recently moved to the village.  According to the general manager, the potential market is still huge, considering no government water utility exists in the area.  Households are not able to invest in their own water systems, particularly since drawing ground water has become costlier as water levels have become deeper due to competition from many factories that exploit this source of water.
Table 8  “Competition” – Primary Sources of Drinking Water by Village

	District
	Total No. of Villages
	PDAM/ Bottle water
	Hand/

electric pump
	Well
	Spring
	River/ lake
	Rain water 
	Others

	West Java
	
	
	
	
	
	
	
	

	Bandung
	436
	8
	53
	238
	123
	2
	2
	10

	Cianjur
	341
	19
	6
	201
	112
	3
	-
	-

	Garut
	407
	5
	2
	202
	187
	9
	-
	2

	Sumedang
	269
	50
	6
	98
	114
	-
	-
	1

	East Java
	
	
	
	
	
	
	
	

	Blitar
	248
	4
	11
	159
	71
	-
	-
	3

	Lamongan
	474
	51
	50
	200
	26
	27
	66
	54

	Malang
	389
	46
	5
	164
	168
	6
	-
	-

	Mojokerto
	304
	26
	95
	154
	29
	-
	-
	-


Source: Potensi Desa Statistik (2006)

6. Pooling Practices 

To better understand how community users’ groups are seeking ways to improve their capacity to serve some of the existing market gap, this review focused on known cases where water committees have demonstrated success in the expansion of their systems or where groups of water committees have used pooling or mutual support strategies to create an advantage or enhance their individual abilities.  

The review found these three types of pooling arrangements:

6.1 Pooling of markets by single entity

The pooling of markets simply means increasing the number of customers and expanding to adjacent villages or neighborhoods by a single (dominant) water committee.  Advantage is created with an expanded revenue base, distribution of costs over a larger number of production units and resultant spread of risk of customer defaults that reduces the impact on day-to-day operations.  

Figure 7  Pooling of Market by Dominant Entity
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In the cases reviewed, pooling of markets was often driven by external demand, rather than a deliberate business strategy to increase revenues.  Most rural and peri-urban water supply projects in Indonesia use the village as the unit of service, and based on experience, only 10-20% of the total number of villages in the district can be involved in the project.  Thus, often, where a system is well-managed and able to serve its current customers adequately, requests to extend the network will usually come from neighboring villages.

Examples of this arrangement are found in Cibodas, Karangsuko, Jambearjo, and Kademangan.  In Cibodas, house connections grew seven-fold, from an initial 300 households to its present customer base spread over 3 villages.  Total revenues increased in proportion to the increase in connections.  Cibodas implemented a two-stage strategy for increasing connections.  The first stage (1998-2000) was to close off all public taps, forcing households to connect individually.  The second stage, starting in 2000, was to expand to neighboring villages.

Karangsuko began with a plan to connect 350 households to cover its O&M cost.  Construction finished in March 2006, with 350 connections; but a year later, it expanded to two other villages (Sukosari with 105 connections) and Gondanglegi Kulon (150 connections).  Currently, it also serves 7 commercial connections and 20 institutional connections.

Kademangan currently has 430 connections, 11 of which are in Bobojong and 32 in Jamali villages.  Unlike other experiences where expansion came after the construction of the initial system, Kademangan started out with these trans-village connections due to their proximity and early expression of interest in joining the system.  However, Kademangan’s average annual connection growth is quite slow as there are many alternative sources within the village.

The Jambearjo system serves two villages: Jambearjo (830 connections) and Belolawang (40 connections).  The system started operation in May 2005, with only around 100 connections.  The growth of connections was rapid in the early stages, at around 100 per month.  Six months from construction, it had gone from 100 to 600 connections.  To expand to Belolawang, the Jambearjo water committee had to get the approval of the residents of Belolawang.  While connection fees in Jambearjo cost IDR 300,000, customers in Belolawang paid five times this amount (IDR 1.5 million).  Unsurprisingly, there was difficulty getting the necessary approval from the community.  However, while initially only 20 customers from Belolawang expressed an interest, eventually 40 customers were connected.  There remains high demand in Belolawang for connecting to the system, but the water committee is concerned about the limits on its capacity to produce water.

It is notable where water committees have expanded their markets, compared with other systems, operators have also been able to maintain a higher level of salaries for their staff.  (The combined average salaries of the 3 highest paid staff of these systems range between IDR 275,000 and IDR 400,000 per month, compared with an average of IDR 129,000 per month in systems that have not expanded.)

The extent to which expansion can be accommodated depends on the sufficiency of the water source, the ability to make additional capital investments, and the availability of technical capacity or advice to upgrade the system design.  As described above, additional capital infusion is often sought from a combination of government and other sources of grants and internal revenues, in particular, through the charging of connection fees.  

In the case of market pooling by a dominant water committee, access to debt financing and other technical support services too often relies on the single entity’s ability to purchase or arrange.  This sometimes means extraordinary burdens on individual heads of water committees, who act as personal guarantors for the obligations of the organization.  Often, however, this means making do without any technical advice, or continuing dependency on government institutions and NGOs that may not necessarily have adequate capacities themselves.

6.2 Pooling through associations

Pooling through associations occurs with a grouping of individual water committees under a common purpose that undertakes activities jointly for the benefit of all members.  The association can be a permanent grouping, or a temporary one based on single activities/transactions.

The advantage lies in members’ ability to pool their talents, resources and risk for the creation of benefits they would not have achieved individually.  The benefits created depend on the purpose/activity agreed, but can include increased knowledge through exchange (technical or human resources advantage); availability of materials or equipment at lower costs through bulk purchase of materials or joint purchases and use sharing (financial advantage); more stable business environment through advocacy (other resources); and even, shared risks of financing through group debt (pooling of risk).   This model is found in WSLIC-supported projects in East Java.

Figure 8  Pooling by Association
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In the cases reviewed, associations were usually permanent in character, except in Mojokerto, where the association is not formally established.  Federations or overarching associations of water committees have been formalized in Malang and Lamongan through a notarized deed, and in Blitar, through a common agreement of members.  The notarized deeds of Malang and Lamongan have yet to be registered with the Ministry of Law and Human Rights.  

The associations have between 50 and 79 water committee members, and the associations represent an average of 20,000 house connections.  In Lamongan, the present membership comprises 79 water committees that have been formed under WSLIC-2, but the plan is to include other water committees in the district that have been formed through the support of other projects.  Lamongan is currently mapping and registering these water committees, and expects its membership to exceed 100 water committees.

Multiple types of benefits have been enjoyed through the association, and new ones are sought to be created.  Typically, the least involved basis of cooperation is an exchange of general knowledge on the successful management of systems.  Thus, all associations, including Mojokerto, freely exchange know-how.  

Sharing of expertise on technical areas is also common in Malang, Blitar and Lamongan.  Pump management, repair and maintenance are particularly relevant topics here, since most of the systems are pump-driven and damage to the pump causes significant losses and disruptions in operations.

Blitar has taken knowledge exchange a step further by instituting a common set of rules for financial management, including a common tariff schedule applied across the district.   The tariff schedule differentiates gravity and pump systems:

Table 9  Blitar Tariff Schedule

	

	Gravity System
	

	  First 7 cubic meters

	IDR 3,000

	  Additional consumption
	IDR    500/cubic meter

	
	

	Pump System
	

	  Pumping fee


	IDR 2,000

	  Consumption charge

	IDR 2,000/cubic meter


The common tariff schedule presently functions like a floor price, and so far, the effect has been that all water committees are able to cover their costs and generate some profit.  It is not clear, however, whether the price is actually set above the equilibrium price
, and how future price adjustments will be handled.  The common tariff system, if managed well, potentially supports the introduction of integrated services in the district.  Blitar has also introduced common policies on penalties and depreciation.

Financial advantage and financing support has also been made available in various forms through the association.  In Malang, Blitar and Lamongan, associations have ventured into bulk procurement of equipment and supplies.  Water meters, pipes, accessories and spare parts have been purchased at reduced prices by the association on behalf of its members.  The Lamongan association has been able to negotiate on behalf of individual members with suppliers, such as the electricity company, and provide the latter with guarantees in support of payments by individual water committees.  In Blitar, a common sinking fund has been established in anticipation of system depreciation.

The following table presents basic information on the various associations reviewed:

Table 10  Experiences of Water Committee Federations in 4 Districts

	
	Malang
	Mojokerto
	Blitar
	Lamongan

	Form of federated association
	Notarized deed – non profit


	None
	Common agreement - non profit
	Notarized deed -- non profit

	Officers
	Selected at general meeting of water committee 
	
	Selected at general meeting of water committee
	Agreed at general meeting attended by 25 village heads and chairs of village councils.

	Years founded 
	2007
	Still under consideration
	2004
	2004

	# of water committees that belong to the association
	62
	Potentially 50
	70
	79

	Membership fee 


	No formal membership fee.  


	N/A
	No formal membership fee.  


	A membership fee system was introduced, but not successfully implemented.

	Source of funding
	Presently, costs related to the activities of the association are borne by personal funds of individuals.  In most cases, this relates to transportation costs to participate in meetings.
	
	So far, costs related to the activities of the association are borne by personal funds of individuals.  In most cases, this  relates to transportation costs to participate in meetings.
	The association was founded as a cooperative, “Koperasi Serba Usaha (KSU)”, which undertakes various revenue generating activities.  A percentage of cooperative profits go to the federation. 

	Benefits sharing
	Knowledge sharing

Bulk procurement

Sharing of technical expertise
	Knowledge sharing through learning visits to successful sites.
	Common rules on financial management and schedule of tariff 

Sinking fund to anticipate depreciation of systems
	Knowledge sharing

Bulk procurement

Sharing of technical expertise


6.3 Pooling through a third party

Pooling through a third party is similar to pooling through associations in that individual water committees are able to tap into the reservoir of talents and resources of other committees to create benefits or share risks.  

In this case, the pooling is facilitated or channeled through a third party provider that offers value-added from its knowledge and resources.  The capability and viability of the third party provider is, therefore, as critical as those of the individual participating water committees.  

Individual water committees may or may not be aware of the pooling being created by such arrangements.  It mainly relies on the third party provider to capitalize on opportunities created by working with a number of individual water committees on resources creation and risk mitigation.

The third party provider might be a private, non-profit entity, such as Yayasan Pesat, or a public entity, such as the district public works unit in Cianjur.  A commercial private entity can bring significant value-added as a third party provider, whether in the role of a financial intermediary, business support or management service entity, or an investment partner.  But partnerships between private enterprises and community water committees have yet to happen.

Figure 9  Pooling through a Third Party
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Among the cases found, Yayasan Pesat, a non-government organization, acts as a financing intermediary as well as business development support service provider.  Demand for assistance from Pesat is normally directly requested by a community that has learned about the organization from other villages that have previously availed of their assistance.  The NGO provides soft loans to communities to fund the construction of water systems and invests in new communities from the reflows/repayments.  Trained by an international NGO, Pesat staff possess an adequate degree of technical and community development skills sufficient to support water committee start-ups.  However, the revolving fund is slowly being depleted because of poor repayments and the NGO has had to rely on additional fund raising to pay its overhead costs.  Pesat is keen to assess whether, and how, it can better optimize its current portfolio so that the financing of the NGO, and its mission, can be better assured.

In Cianjur, post-construction support relies on the local government, mainly through the district public works unit.  The unit allocates budget annually both to support existing water committees and to form new ones.  Existing water committees receive investment and technical support, as well as capacity-building support to enhance their skills in managing the systems.  The district public works unit also maintains a spare pump and makes other inventories available during periods of breakdown.  Other sections of local government also assist the water committee.  The Pemberdayaan Masyarakat Desa (village community empowerment) provides inputs related to institutional matters, such as the formation of village-owned enterprises, and mediates in conflicts between villages.  Cianjur, perhaps, is atypical for its commitment to support the sector and its ability to tap technical and financial support from multiple sources, such as national programs.  The unit is concerned that water committees are weaned away from government dole outs and increasingly operate viably on their own.

6.4 Other potential models

Partnerships or joint ventures between associations and third party providers, particularly private entities, may be useful to explore in the future.  A service contract, for example, between a private entity and a group of water committees, could be a mutually beneficial business proposition.

Other types of pooling to take advantage of economies of scale can be more complex.  These include mergers of individual water committees or the take over of individual water committees by a third party.  In these cases, it is necessary to dissolve one entity and form another, and therefore, raises issues related to residual rights and liabilities, compensation, owners’ agreements, and compliance with legal and regulatory requirements.

7. Paths to Growth

Considering the government’s intention of further investing in community systems, it is important to begin exploring how the community user group model can be enhanced to improve sustainability and potentially, promote post-project service improvements and development or expansion.  

In seeking to address the second generation demand for water supply services in the rural and peri-urban areas, the challenges faced by water committees become increasingly complicated.  Beyond day-to-day management and survival, the challenges relate to strategic management and profitability.  The figure below illustrates the graduation of challenges that water committees will need to tackle when moving from the post-project phase of operations to expansion and improvements in services (2nd generation stage).

The pooling and mutual support practices discussed above provide some possibilities to enhance the capacity of individual water committees to meet these challenges.

Figure 10  Post Project versus Second Generation Issues
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7.1 Viable Operations

How community users’ groups are able to respond to opportunities presented by a growing market will depend first of all on their ability to operate viably.  A system that provides customers an acceptable level of service (quality, continuity and pressure with minimal disruptions) and covers the costs of operations and maintenance and, ideally, depreciation, is a basic requirement.  

In the current group, water supply associations reported generally adequate levels of service, except that water quality is mostly not tested.  There were only a few cases where the water sourcing, design or construction may have constrained either the production of water or its distribution.  Where there were problems in continuity of service, it would seem that disruptions were often rooted in the breakdown of electro-mechanical parts or loss of materials due to theft.  The low levels of available working capital to replace or repair militates against prompt action and resumption of service in many cases.

The extraordinary hikes in input prices, particularly fuel and electricity costs, which doubled over the last 2 years, is also the cause for complain of many water committees.  As discussed above, the impact of this input to overall viability is variable: in some cases, it has pushed the water committee to insolvency, while others are able to weather such increases through adequate margins.  

Although most systems adequately cover the cost of their operations, the collection effort of water committees generally leaves much to be desired.  In the first place, a good number have poor records of collectibles and arrears are left more than two months without consequence.  This, along with the charging of inadequate tariffs in some cases, is one of the most significant threats to operational viability for many water committees.

All the water committees have been organized according to more or less standard structures, with functional assignments such as: management board or a general assembly, technical group, finance group, and occasionally, an education group.  It is observed that, in fact, only key positions, such as technical operators, finance staff and the chief of the water committee, have relevant functions relating to the day-to-day operation of the system.  

Committees were set up mainly as a means to achieve broader representation of hamlets/neighborhoods within the village.  Their value in the day-to-day functioning of the system tends to be weak.  Being a voluntary form of service, this is also sometimes the cause of conflict between paid and unpaid service.

7.2 Additional Capitalization

Operational viability is a basic requirement for growth, but it is not sufficient.  In order to expand or upgrade services, additional capital investments will be necessary.

Financing capital investments is a tricky issue for micro-sized systems.  Although there are exceptional examples such as Cibodas, where financing of capital investments has been through internally-generated cash, in most cases, the revenue base is so small that any serious build up of funds could take many years.

Water committees generally do not have access to financing through banks or quasi-banks.  Many of them will not be considered credit-worthy, and there should be no expectation that an administrator, who has an equal stake in the enterprise as all other consumers, will volunteer his or her personal property as a guarantee for water committee borrowings.  But the boost to operations in having prompt access to funds and the discipline that financing brings to management, as well as the limitations in other financing sources, merit consideration for bridging this gap and for building up the bankability of water committees over time – perhaps through quasi-market financing or through partnerships with the private sector.

Whether or not loans become available, in most cases with these micro systems, it will be important that additional equity is made available either by the community (in the form of extra contributions or membership fees tied to new connections), or most likely, by government, particularly if the investments are geared towards expanding to unserved populations.  Subsidies have a way of resulting in perverse incentives, thus additional subsidies must be made on the basis of fundamental operational viability and commitment to producing results either in terms of improved services or increased connections.

7.3 Improved Management Systems

Management systems within the water committee will need to develop further as it grows, and together with this, the skills of the water committee in these areas.  Record keeping systems and tools to monitor the water system’s financial and operational health have to be introduced or upgraded early on.  Metering and basic asset maintenance schedules are some of the common technical systems, while basic accounting and keeping currency in the records of bills and payments are some of the critical financial systems that should be in place.

In addition, water committees will need to be aware of, and responsive to, the viewpoints and expectations of their consumer-members and their financiers.  This constituency will be interested in issues relating to the quality of service, overall operations, execution of plans, and the disposition of earnings, including decisions to reinvest in the system and its staff or to declare dividends or patronage refunds.  In line with this, accountability systems, such as improved customer relations, regular feedback to the general assembly and succession plans, need to be enhanced.

Compliance of water committees to basic regulations on water quality, exploitation of water and franchise for water supply service provision, as well as to legal requirements for organizational formation and registration becomes increasingly important as the system expands.

8. Conclusion

Community-managed systems are expected to gain, not lose, in prominence over the next decade as the GoI continues to rely on this model for the delivery of water supply services in peri-urban and rural areas.  The model of intensive participation by, and preparation of, users’ groups to manage their own water supply demonstrates some success in establishing operationally viable systems, able to provide a relatively adequate and affordable level of service to project participants.

In many cases where community-managed water systems have been established, there potentially remains a high level of unmet demand for improved services by current users or for connections by new customers.  This second generation market demand can potentially be served by established water committees.  

For water committees to take advantage of such potential, they will need access to support services that improve their ability to carve paths to growth.  These support services include operational and technical expertise, capital financing and development support for organizational and management systems.  

In a number of cases, water committees are using pooling strategies to improve their financial or technical position and as a means to increase access to support services.  Aside from a pooling of markets by a dominant water committee, of interest are pooling practices through an association or third party, i.e. an intermediary institution, since they allow for sharing of knowledge, resources and risks among individual water committees.  The quality of support received by individual water committees will naturally be affected by the capabilities and resources of these intermediaries.

At present, the intermediaries found active in supporting water committees are:

a. Associations or federations of water committees

b. Third party providers of support services

i. Through non-government organizations
ii. Through local government departments
Whether and how mutual support and pooling strategies should be pursued as a means of improving post-project sustainability and enhancing the ability of water committees to meet second generation demand for water supply services will be the subject of review in the proposed action research MVP project.
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�	 Village Potential Statistics (2005).


�	 SUSENAS (2006).


�	 Profit margin or return on revenue is the ratio between net income and revenue.  The main difference between net income and revenue is expense, thus increasing return on revenue year-on-year implies lower expenses.


�	 Further details on the legal framework for community-managed water supply is available through a separate legal review report prepared by Irawati Hermawan & Partners for WSP, “Community-Managed Water Supply Services Regulatory Framework” (March 2008).


�	 Water Resources Law, Law No. 7 of 2004


�	 Court Case No. 058-059-060-063/PUU-II/20 and No. 008/PUU-III/2005


�	 GR 16/2005 identifies only ‘cooperatives’ as a specific form of community-based association that is able to function as a water supply service provider.


�	 As per Figure 1, only 19% and 5% were reported to have access to piped water supply in 2006.


�	 Proposed as one of the early activities within the MVP Project


�	 There is no available data on demand.
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