miore efficient tse of labor, and revenues

from the recycling of reusables, In all cases

the desive for profits is seen as a key element
in reducing costs. The loss of tax révenues
if the public owns arnd operates the system
must also be taken itito account in comparing
costs.,

The question of whether costs are lower
under either municipal or private operation
should be evaluated by each community,

ADVANTAGES AND DISADVANTAGES
Public (Municipal) Operations

Ownershin and operation of the residential
colleetion service by the local government is
a common practice, A recent survey by the
International City Management Association
of cities over 10,000 population indicated
that 61 percent of the cities oparated a resi-
dential collection system. However, only a
little over half of these municipal systems
collected all of the city's - resadentia] solid
waste, :

The advantages of this alternative include
the nonprofit tax-exempt status of public
operations which can result in reduced costs

or additional service. Municipalities, espe-

cially the larger cilies that have centralized
their purchasing operations, can also reduce

“costs by buying equipment, gasoline, and -

. other supplies in large quantities.
- In addition to potential <ost savings, pub-

lie collection systerns have management and

~policies which are continuous over a long
“period, This makes it possible to profit from
long experience and training, and develop
~long-range plans. Continuous records may be
kept over a long time, and these ecan be a
valuable resource. Also, administrative con-
trol of the collection system by a public
agency- is often’ necessary for the imple-
‘mentalion of collection policies which re-
quire systemwide compliance to be effective.
Examples of such policies include mandatory
collection requivements and the implementa-
tion of separate collection of newsprint and
other materials for resource recovery.
The disadvantages of public ewnership
and operation of the collection system in-
clude the monopolistic nature of such epera-

tions which can result in:a' lack of stimulus
towarad efficfency. In establishing labor poli-
cies such as crew size and daily work tasks,

administrators of public systems may be .
-econstrained by labor-union pressures and

stated or unstated policies of job support.
Labor pressures for higher pay, less work,

- and greater job security limit the flexibility

of many public systems to implement labor-
saving techniques. Also, labor strikes caus-

" ing discontinuities in service are more preva-
lent in the public sector than in private

collection firins,

In the area of financing, the solid waste
system may be affected by the low priorily
it is given in many city budgets. This situa-

~tion can inhibit innovation, and efficiency

may be reduced due to _in'adequate equipment
replacement policies.

Private Firins under Contract

The potential advantage of having private
firmas peiform solid waste collection is that
the competition between the various. firms
should keep costs down. Where contracts are
awarded under a competitive bidding system,

the community ¢an retain control o ¢ollec-
tion policies and derive the efficiencies of a

competitive, proﬁt-motwated collection sys:
tem.

The disadvantage of this a!ternatwe cen-
ters upon the need for active regulation by a
public agency. Contracts should he awarded
on a bid basis with specifications featuring
positive incentives for contractor firms to
maintain and improve efficiency. The absence
of these contrels may result in excessive
collection costs,

Private Firms in Open Compelition

While competition may keep prices-low,
a situation with 1o administrative controt

~over solid wasle colléction: ean degenerate

into cutthroat competition and séveré price
eutting, leading to a4 high raté of business

failure and interruptions in service. There -
is also the danger that the collectors will in-
formally agree to honor each other's ter-

ritories, thus removing the competitive ele-
ment and resulting in higher prices. This
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alternative results in the duplication of re-
sources and ineflleient use of fuel.

. Private Firms with Exclusive Franchises

The purpose in Hmiting the number of col-
lectors that operate in a given area is to coun-
teract the negative aspects of exeessive com-
petition (business failurés, discontinuities in
service). Having several collectors operating
in the same aréa also leads to overlapping

routes and inefficient use of fuels. The exclu-

sive franchise, on the other hand, ereates &
monopohstlc situation without" admlmstra-
tive controt by the city. Without such coitrol
the collectors holding the franchise may take
advantage of the situation by charging ex-
cessive rates and lowering service,

OTHER' CONSIDERATIONS

If a commumty 8 present c¢ollection system
is unsatisfactory, a ¢hange in the mstttutlon-
al organization of the system may he one
means of- allewatmg ‘the. problent. The risks
in such a change include hlgh lmtlal costs
involved in instituting a new ongamzatmnal

© structure and the possrblllty of dramatic so-

cial and economic impacts in terms of losses
or gaing m ‘the number of- jobs. Without
redemgn or reorgamzatlon, however, it may
be very gifficult to change incfficient prac-
tices, traditions, and policies, bring in better
management, or increase réliability and pro-
ductivity of the labor force.

The institutional arrangement chosen by
a particular community depends on many
conditions. Some community situations sug-
gest the preferability of public operation,
while others suggest private operati(m as he-
ing more appropriate.

Conditions favoring public ownership and
operation would include: :

.. Public predisposmon is toward govern-
' ment operation of public sérvices.
’ Quahty of ‘service provnded is ‘valued
more hlghly than economics. '
* Past history of contractual operatmns
for pubhc service is unsatisfactory

Condltions favormg private ownership
and operation wopld include:

o Public predisposition-is toward private-
sector involvement in public services,

. Flexablllly is needed to make slnt'ts in

' operatxon which would produce savings
in labor costs and other expenses.

¢ Local government wants to avoid ad-
ministrative details in operation of col-
lection system.

¢ Population growth is outpacing ability
of community to provide public services.

* Qualified private collectors are available:

-If contracting with ‘a’ private firm is de-
cided: upon, it becomes the job of the local
government to administer the bidding
process and to moniter and enforce the terms
of the contract.

The tools of enforcement cons:st of the

government's ahlhty_ to withhold payments

and ultimately cancel the contract if the
firm does not meet minimam performance
standards. - Besides these -drastic measuves,
positive incentives in the contract for firms
to maintain and improve efficiency can have a
major effect on théir performance. The de-
sitrn of the contract specifications is a crucial
factor in assuring that a reputable collection
firm is ¢hiosen in the bidding process.

“The contract specifications must be suflfi-
ciently general to atiract a reasonable num-
ber of bidders, but at the same time re-
strictive enough to discourage bidding by
incompetent or disreputable collection firms.
A large nuimber of bidders is important to
minimize possible collusion in the bidding
process. If there ate very few bidders for
the contract areas, there is always the po-
tential that competitors will fix their bids
so everyone gets a share.

One way to encourage a larger number of
bids is to allow safficient time between
awarding of the contract and start of the
contract period, so that small firms can ob-
tain the additional resources that may be re-
quived should they have the winning bid.

To discourage bidding by disreputable

" firms, governments frequently require a per-

formance bond from each prospective bidder.

" Such a bond rnakes the issuing financial in-

stitution liable, up to the amount of the face
value of the bond, in the event that the bond-
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“ed contractor fails to abide by the terms of
the contract.

Other key issues to be considered in con-

tracting with private ﬁrms are: the number
of subareas into which a given jurisdiction
should be divided; whether or not contracts
on all areas should be let simultaneously or
staggered over time; the maximum number
of subareas any one contractor should be
allowed te service; and the length of the con-
tract period.

The greater the number of subareas into
which the jurisdiction is divided, the greater
the number of collectors the jurisdiction can
support, and the greater the number of col-
lectors who musf be available for bidding.
Care must be taken in dividing the juris-
diction so that each subarea is in fact large
enough to support a collector. In addition, it
is desirable to stagger the bidding for the
various subareas so that the competition for
each is more intense.

The number of simultaneous contracts one
firm can hold should be restricted to maintain
an adequate number of biddérs in the area.
If one firm holds a large number of contraets,
the total number of collection firms the area
will support is reduced, and there will be a
smaller number of available bidders, How-
ever, the limit on the number of contracts

one firm ean held should not be tao severe, or -

the competitive spirit will be diminished
“among the firms holding current contraets.
The length of the contract period ean also
. affect the success of the bhidding process. A
-contract period that is too leng can reduce the
“collector’s incentive to maintain high quality
service, but the contract should be long
enough to allow amortization of the collection
equipment. EPA recoinmends a contract peri-
od of 3 to b years.
- Another problem that must be anticipated
in contracling with private collectors is the
- possibility of requests for midterm rate ad-
- - justments of a contract. The need to adjust
a contract may arise from underbidding by
'the collector, either deliberately or through
inaccurate calculations or unforeseen eir-
cumstances such as severe inflation or

~ changes in collection procedures: If such mid-
~term adjustinents are relatively easy to ob-
~ tain, there will be little incenlive for aceu- .
rate bidding and efficient operation over the .
" . life of the contract. For this reason, any pro-
“cedure for permitting midterm admstments

should be rigorous.

To aid cities in designing a contract, EPA
and the National Solid Waste Management
Association (NSWMA) have developed a
model contract. A copy can be obtdined from
EPA's Office of Solid Waste Management
Programs

“ Another form of control over private col-
lectors under contract is complaints. A re-

‘sponsive complaint procedure that includes

inspection and followup must be an integral
part of administering a contract system,

Collection of Commercial Wastes

Colection from cominercial establishments
(including apartment buildings) is handled
primarily by private collectors in open com-
petition. However, the survey conducted by
the International City Management Associ-
ation indicated that approximately 40 per-
cent of the cities surveyed provided some
commercial/industrial solid waste collection.
In many cases municipal involvement in
commercial collection is limited to those
stops where residential collection vehicles
ean be used. Establishments which generate
large volumes of waste and require daliy col-

lectwn service are usually served by private

haulers.

- CONCLUSIONS

In examining whether public or private
personnel, equipment, and facilities should
be used for solid waste eollection, the follow-
ing issues should be considered: the relative
cconomics and efliciencies of public or private
ownership or operation; the ability of the
governmental agency to manage a public
system and/or contracts; possible legal con-
straints on the powers of the governmental
unit to enter into contracts for services; and
the attitudes of the public.
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Economics is by and lirge a science of choice. When an econoinic project is to be carried out, there are

normally a nuinbe¥ of alternative ways of accomplishing it. One {or itiore) of these allemanm will,

however, be more desirable than others fron the standpoint of sone criterion, and it is the essence of the

oplimization problem fo choose, on the basis of that specified cri renon. the best alternative available.
Alpha C. Chan Fundanental Methods of Mathematical Econontics, 1984, p.232

1,

QOutline View

The subséquent sections elaborate the analytical deliverables of the study which’
took. place mtermulcntly durmg the iwo years of 1954 and 1995 as follows.

Immediately fol!owmg the mtroductory outlinc v;ew “of the Part 111, scction 2
introduces the background cconomic framework at national and regional Ievels
where public sector investments and the public-privale sector partnership in the

Vsannatton sector concerned take place. Fund flows from the central to-local

governments and the sector policy under REPELITAs are also described. This
would facilitate (o arliculate the economic context in which the pmposcd projeci(s)
1ake(s) place in the ycars lo come. In addition, estimation of the affordable fund
spcmfically {or the lechmcal and institutional schemes envisaged vader the study
will be undertaken. . The projection will detineate the two alternatives of funding
which include the “wnh" and “without” large scale pnvalelpublnc-_mmt -scetor
participation. Further, discussion on private sector contribution will be made with
due récognition of ‘.‘xvillingllcss to pay”. Section 3 discusses the “micro” aspect of
the projcct with the double-folded mcaning as follows. The pricing issue (lérifl)

with a beasing on the prospeclwc urban sanitation services will be discussed in the |
context of microcconomic “margmal cost prlcmg * and the state-of-the-art curreatly
in use to approxlmate marginal costs. Against this microeconomics background
the tarilf structure (rateseiling) will be indicatively presented with a bearing on the :
principle of full cost recovery, inter alia, depreciation, operation and maintenance
costs, and the house connection cost. Section 4 elucidates the financial analysis of
the project(s) followed by the economic analysis in the sequential order of the
section with a little description of analytical methodologics being spelled out.
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2.1.1

212

Health effect possibly attributable to the Project will also be considered in this
section while taking the recent works casried out by the Woﬂd Bank into account.

Macroeconomic Framework
Macroeconomy

Aggregate supply

' The year Nineteen Ninety Four (1994) proved to be another year of steady progress
~ for Indonesia. On the macroeconomic front, the cc’iumry kept in shape with an

estimated annual real growth rate of GDP standitig at about 7 per cent rising from
6.5 per cent growth during 1993, The gross doméstic product (GDP) at current

price amounted up to $144.6 billion at the end of 1993/94, and the gross pational
- product (GNP) per capita increased to $720 with the total population of 192.7

million. This growth in aggregate sopply was largely due lo an accelerated effort in
the substantial structural feforms aiming at building strong foundations for the

‘Indoncsian economy. The foreign investment liberalization pac'kagerencouragcd the

wide range of activitics open to foreign private sector participation. The reduction
in corporate tax rates further enhanced the fiscal incentives graritcd to the private
scctor business undertakings in Indonesia. In an anticipatibn of higher agricultural
production and continued strong performance of non-o0il manufacturing,
constriction and utilities, the economic outlook for 1995 will be generally viewed
favorably.

Key Socio-Economic Indicators (1)

Population (1994, estimate) | 192.7 million

GDP (1993, curcent price) - | $ 144.6 billion

GNP (1993, curcent price) $ 136.4 biltion

GNP per capita (1993, current price) $720.0

Annual Real Growlh Rate of GDP (1993) | 6.5 % -

Source: Indonesian Central Bureau of Statistics

Price, extemnal sector, distribution

~On the other side, the Indonesian economy also had to bear full blunt of adverse

effects of the recent higher growth, vis-A-vis, persistence of price pressure,
deterioration in the balance of payments, increased fiscal deficits, rising domestic
and external borrowings, and exchange rate volatility against the yen. - Rapid
expansion of demand (largely attributable to the growth of domestic consumption at

18 pereent followed by fixed capital formation at 15,3 percent and cxports at 14.8
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percent) together with supply constraints particularly low rice production resulted in
the higher inflation rate standing at 10.2 percent in 1993, Severe shorlages of
cement and paper which have taken place since late last year also contributed to the
hike in consumer price index'. o

“Largely due to a bulk of goods and services import associated wilth a growing
“export, the external sector performance as borme out by current account has been
deteriorated with a projected deficit of $3.6 billion in 1994, - Non-oil exports,
which now account for 70 percent of total exports, grew 15.6 percent in 1993 to a
tittle less thai $27.2 billion while its growth was merety 6.7 per cent first six
-months of the year. This sluggishness in non-oil éxporls was largely due to
“increasing foreign competition, lower world commodity prices and Indonesia's
relatively high-cost'écononiy. While itis ﬁol for:sure' yet whether trend is structural
or cyclical, further droplof growth in non-oil export associatéd with Indonesia’s
large foreign debt could undermine the central government involvement in
‘development financing during the period of REPELITA VI

External debt outstanding reached $86 billion in 1994, of which 28 percent
emanates from the private sector commercial banks’. While the rupiah was
depreciated against the US dollar by 4 pecent in 1994, the cusrency value
deteriorated against the yen by about 14 percent over the same period. It is
estimatcd by the Asian Development Bank (ADB) that the yen appeeciation against
the dotlar {from 128 yen down to 108 yen per dollar) during 1993 had added
incremental $300-4G0 miltion to Indonesia’s debt service flows. With further yen
appreciation which tock place during carly 1995, external dcbls could increass the
record levet of $10G biltion by the end of the fiscal year 1995. Largely duc to yen
appreciation and a large chunk of debt service payments to the two interaationat
lending institutions, net inflows of official capital to Indonesia will decrease in
1994 to a projected $317 million feom $1.1 billion in the previous ycar. Debt
service ratio which measures amortization payments as percentage of total goods
and services is projected to be 30.4 percent in 1994 slightly down from 31.6
percent in the previous yeas.

The real effective exchange rate (REERY), an estimated macroeconomic indicator of

"In early 1995, the price of ldng fiber pulp 105 ta US$93S per ton from $450 in early 1994 while that of short
fibet pulp increased by 107 percent arising from $400 1o $885 over the s2me period. As well, the prices of old-
. newspapef (ONP) and computer print-out (CPO) jumped from $110 to $250 and from $270 to $550 por tons,

- respectively. (Source: Indonesia Business Weekly, Vol lil, No. 23, 22 May 1995, p.5)

By estimate of the World Bank, external debt was $80 bitlion al the end of the fiscal year 1993.
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.- international conipctitivcncss of the cumency?, continued the gradual deprecialing
tend since 1986 with the index of about 30 percent in 1994 as per 1985 level, or
about 12.6 percent of depreciation in avefagc per annum, This implies that the
nominal rupiah depreciation of 4 percent in 1994 against the dollar was (o some
extent lower given the cconomic fundamentals of Indonesia and other major trade

" counterpart coﬁnlrics . Deteriorating RFF R also suggests a shifl towards an import-
biased cconomy which inevitably imposes unfzvorable i impact on export industries
with an overvalued mplah agams! forelgn cxchangc

Meanwhlle. there has been an 1mprovcmem (o a certain exteént on the welfate f ronl

of ihe economy since 1993, Combined with 10 percent hike in-salaries and
pensions of civil scrvants and meinbers of the Armed Forces in the new budget, the
proposcd increase in minimum wages for most provinces will be envisaged to meet
107 percent of the minimum physical néeds consumption basket (KEM) by 1995
In the wake of past effori, the national incidence of poverty declined to about 14
percent of the total pdpulat_ion downsizing from 60 percent in 1970, n absolute
tenm, the number of the poor in the country stands at 27 million with 18 million
“rural poor outnumbering 9 million urban poor.’ By ministerial decree, minimum
wage was increased in 1995 to Rp.4,600 per day in Jakara and West Java,
followed by other provinces alt over Indonesia with regional adjustments ranging
from 19 to 45 pereent®.  With Rp.3,100 per day, minimum wage level in Ujung
Pandang is around two third of that in Jakarta. It is anticipated that stricter

enforcément of minimum wages for workers would take place with an incrcased

- momentom in the years to come.

Little progress has been made to create new productive job opportunities in the
soéic'ty since 1990, where the 2.5 million new entrants set foot in labor markets
cach year. The unemploymerit rate has shifted from 2.5 percent in 1990 10 2.82

- percent in 1993 whereas the under-employment rate slightly decreased from 39.1
percent to 37.9 percent during the same period.

_ *Real Eifective Fxchang,e Rale index translates nominal exchange rale changes against a trade weighted basket of

1 cusrencles of major trade partners adjusted by relative inflation differentials, (Ref WB Operational Manual
.. Statement No.1.11 Annex A2, 1988

The poveity line designated by the Central Bureau of Statistics fs the exp-:nditute level necded to sau:.fy a daily
intake of 2,100 cal plus certain nanfood necessities,

“Fhe official poverly line is still austere such that the numbers of the overall, urban and rural poor alter by another
set of poverty lines, See World Bank Posmy in Indonesia Official Poverty Estimates and Poverty Measuremem
ssues, 1993
6Sources. Asian Development Bank and Cipta Karya, June 1995,
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2.1.3

Key Economic Indicators (2)

Public finance

Largely due to the fairly realistic and conservative fiscal stance which the
goverament adopted as pariof @ stablllmnon program, the approved 1994/93 state
budget inconie and expenditure (APBN) was Rp.69.7 triltion increased only by 2.5
percent in real terms from the previous year, Of this, oil and gas revenue accounted

‘for 18.4 percent white the tax revenue reached 57.5 percent with Income tax,
‘Vahig-added Tax and Land and properly tax combining ta a total of 84 peccent of

tax revenue as a whole. Income tax revenug increaséd by an average of 24 percent
over the pnecedmg three yeaes reaching at Rp.18.8 trillion in 1994. While the tax
reforms wh:ch took effect on }anuary 1995 aimed at improving coverage and
strenigthening the administrative power of tax administration, the projected effect of

tax rcforms in near-term is low largely due to the weak tax administration and the

cut in tax rates’.

_In addition to the ever dcchmng crude oil pnce, the combination of stagnant oil

pmduclton and the rising domestic consumpuon curbed proceeds from domestic

'petrolcum product sales lo the state, therchy worscning the fiscal and the current

account positions in 1993, “The deficits in central govemmem operattons and
current account were Rp.1.3 trillion and 52 9 billion, or 0.4 percent’ and 2.0
percent of GDP, respectively. Based on the assumption of $16.5 per barrel of
crude oil, and the current deficits would be likely to increase to $4.1 billion, or
roughly 2.3 percent of GDP.

State Budget (1994) | Rp.69,749 billion - -
Central Gov Fiscal Deficit as per GDP (1993) 04%
Current Account Balan_cc as per GDP(1993) ' 2.0 %

Annual Rate of Inflation (1993) 10.2%

External Debt Outstanding (1993) $83.3billion
Debt Service Ratio (1993) | | 31.6 %
Minimuni Wagc Rate in Ujung Pandang (1995) Rp.3,100/day
Mmlmum Wage Ratc. Jakanta (1995) : Rp.4,600/déy A

Spu roes: A_sm Development Bank Asian Developmens Outlook 1994, Cipta Karya, 1995

Tbe land and propmy lax (PBB), for example, is levied only on the 20 percent \\onh of the land and prop-erty

value evelualed by the Fiscal Office. Public employees are ‘also exempted {rom PBB duty.
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Regional Economy
South sulawesi province

South Sulawesi is one of the 27 provinces in Indonesia with 64,482.5 square
kilometers of land that accounts for about 4.2 percent of the country. The province
is administratively divided into 23 regencies, two of which are granted the status of
“Kotamadya”, an autonomous region. Further, these regencies are subdivided into
178 precincts, or “Kecamatan”, with a number of smaller administrative units
therein (“Dcsa”_ or “Kelirahan™) combining to a total 10'{ 1,405%. - At the
neighborhood evel, groups of 30-50 families are headed by a neighborhood chief,
or RT (Rukun Tetahgga) or RK (Rukun Kelu’afga); 5-15 of these repott 10 a RW
(Rukun Warga). This community sysiem has been extremely important for the
delivery of family-scale water, sanitation and other services and facititios.”

The castern part of Indonesia is essentially a peripheral economic zone, vis-2-vis,

the western major islands of Java and Sumatra. Iis share in the national cconomy is
quite small and ils industrics by and large specialize in the production 'and'supply of
the primary sector commodmes and raw materials. The flow of goods between
regions indicates that the eastem island region is clearly characterized by a lypscal
peripheral region-type economy where primary productsfscrvnccs with low vatue-
added are sold to obtain higher value-added consumer and industrial goods rom
outside. '

The nominal Gross Regional Product'(GRP) of South Sulawesi Province was
Rp.6,071 billion in 1992. Of this aggregate supply, the large part emanated from

~ the agricultural sector with :43_.5, percent followed by other major sectors, vis-2-vis,

the commercial (trade), restaurant and hotel sector, the manufacturing scctor, the
public service and defense sector, the transport and communication secior, the
mining scctor and the construction sector accounting for 18.4 percent 8.8 percent,
8.4 percent, 7.3 percent, 42 percent, and 3.4 pereent, in that order. With the total
population of a little more than 7.2 million, the nqmmal Gross Regional Product

~ (GRP) per capita of South Sulawesi Pfoyince was about Rp, 840 thousand

(equivalent to $391 as per 1992 forcign cxcha'nge'quélati(}nj which stands at 51
percent of the country’s per capila. GNP. With this, productivity of human

8 Al over Indonesia, there are 27 provinces, 243 regencics (kabupotens), 60 municipatities (Kotamadya), 3,839
districls (hechamatan) and 65,554 viilages (kelurahans inurban areas and desds in rural ageas) UNDP-WB Warer
Supply and Sanitation Sector Review, Strategy, and Action Plan Prfpamnon {draft), 1995, p 5

Ref: UNDP-WB Ibid., 1995, 7
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fesources, as bome out by the GRP per capita, in Soulh Sulawesi was placed well
below the national average with the twénty-first place out of the totat twebty seven

- provinces in Indonesia®.

The average annual population growth in South Sulawesi was 1.1 pcr'cén! during

the period of 1985/86 to 1990/91 as compared with 1.8 percent for all Indonesia.

On account of lower population growth in Sulawesi, the GRP, which is well

. behind the nauonal avérage, indicates the seriousness of the poorer cconomic status

2.2.2

“and industrial structure of the rcgion The share of the poor out of the total

population is cxtrcmcly liigh in Sulawesi. A companson of the rcglonal
distribution of the poor in Indonesia to the distiibution of total population indicates

“that 20.:3% of the poor in Indonesia is in Sulawesi whereas the total population

share is only 7.0%. This low end cconomic proﬁlc is malnly due to the low-
productive agro-based industrial struclure. '

The central government affisms, in thé statement of REPELITA VI, its support for
regional cooperation which addresses internal disparitics within the country by
linking slower growing areas to more dynamic cconomic activitics, among others,
in Java. With this, the Sulawesi economy could show a visible and measurable
progréss in (he recent years 1o come with further public investment in the urban
infrastructure sectors and possible private sector participation in the tourism, urban
development and manufacturing sectors, '

Key Bconomic Indicators of South Suléwcsiw

Population {1993) o 7.2 miltion
GRP (1992, corrent price, Rp. 2150/%) - $2,823.8 miltion
GRP per capita (1992, current price)) | $ 390.7
Regional Income per capita (1992, current price) -$ 3573
Annuval Real Growih Rate of GDP (1992) 7.5%
Annual Rate of Inflation (Ujung Pandang, 1993) 59 %

Source: South Sulawesi Statistical Office Sulawesi Selatan Dalam Angka, 1993

Ujung Pandahg

- The city of Ujung Pandang, the galeway to castern Indoncsia and the capital of

South Sulawesi Provin‘cé. is 175.8 square kilometers with thé population of
slightly above one million (1,019,948) in 1993". About 40 percent of the cily is

g urce: Ministry of Home Affales Kota Keuangan 199293
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* urbanized with the remaining 60 pcrcc'n'f cssentially the rural arca comprising fish

~ ponds, swamps, tree plantation, gardens and rice ficlds. Administratively, Ujung
Pandan g' has fult city status (kotamadya) with the mayor reporting dircctly to the
goveraor.

On the niacrocconomic front, Ujung Pandang has made a stcady and substantial

progress during the period 1988/89 - 93/94 as borne out by scveral economic -

indicators. The nominal Gross ch:onai Product (GRP) in 1993 was Rp. 1,338.9 @i}
billion (abou! $622.7 million) nsmg from Rp. 683.02 bitlion in 1988 with the

average annual growth rate of 14.3 percent. In real’ term, the aggrcgatc supply of

the region was Rp. 1,044.6 billion ($485.9 miltion} in 1993 as per 1988 price

increased by 9.0 percent annually in average since 1990. 'The GRP per capita and

the regional income per capita in 1993 were Rp. 1.31 mllllon ($610.5) and Rp.

1.122 million ($521.9)

which oulnumber those of South Sulawcsn by 56.1 percent and 45.8 percent,

respectively.
Key Economic Indica_tors of Ujung Pandang (1)
Poputation {1993) 1.02 miltion :
GRP (1993%, current price, Rp. 2,150/8) $ 622.7 million _ ©
GRP per capita (1993, current price) | $ 6105
Regional Income per capita (1992, cureent price) $5219
Annuat Real Growih Rate of GRP (1993) 9.1 %
| Annual Rate of Inflation (1993) : 9% ]

Source: BAPPEDA I Produk Domestik Regiaﬁal Bruio Per Kecamatan KM UP, 1993

~ Key Economic Indicators of Ujung Pandang (2), curcent prices

| 1989 1990 1991 1992 1223 _
GRP (Rp. Billion) 7942 9213 1,029.1 1,171.1 1,338.9
Depreciation 1048 - 119.7 139.0 157.6 1785
Net Indirect Tax 344 368 463 545 599
Regional Income (Rp. Bil) 6549 7647 8437 9589 1,100.3
Regional Income pe (Rp.00) | 720.6 _ 817.6. 8867 997.7 1,122.9 &

Source: BAPPEDA Il Produk Domestik Regional Bruto Per Kecamatan KHUP 159

MSource: Kantor Statistik KMUP KMUP Dalam Angka 1993, May 1994
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In respect of lhe industrial structure, the tcrual (scrwcc) sector accounts for abom
80% of the aggregale supply of the Region. A large part of GRP emanates from
the comnicrcial (tradc) hotel and restaurant sector with 41.2 percent of share in
1993 followed by the transporl and communication seetor (19.3%), manufaclurmg
(15.07%), construction {4.9%), public administeation/defense (4. 5%), finance
(3.8%), agnculturc (3.6%) and others. Of these, the manufacturing scctor made a
remarkable growth of 19.3% in real term since the previous year in 1992, In the
subsequem year, the construction and the cnergy (electricity, gas and watcr) sectors
‘marked above 12 percent réal growth while other sectors merely posted the modest
annual growth of around S to 7 pcrcenl ‘The expanswn of the construction and the

' _cncrgy sectors also can be seen ﬁfom thé increasing contribution of investments in
Ujung Pandang that reached 13.0 percent in 19937,

Glli}“};l; ucts b; Scclor, U;ung Pan dang FY1988 1992 Cum,n:‘. Pnce (Rp. million)
Industrial Origin 1988 1989 1990 ’l_‘)ﬁglmm 1992
d1. Agriculture 29,223.552 34,232.38 38,504.69 46,122.45 .46,776.40
2. Mining & Quairying 254.14 284 49 300.23 - 353.67 364.13
3, Manufacturing 8265535 | 96.163.58 | 124,990.86 | 13843927 | 172,620.17
4. Blectricity, Gas & Water 2595500 | 3001691 | 33994.50§ 4034232 | 45,1925
5. Construction 31,661.56 | 39.481.42 45812.66] 52.426.23 58,987.86
-§6. Commercial, Restaurant & Hotel | 278,715.62 324,114._36 364,681.82 | 412,650.04 | 474,790.60
7. Transportation & Commenication | 126,534.40 | 145,589.31 | 171,222.30] 196,595.35 | 223,322.66
I8, Banking & Financial Institution | 30750.14 | 5026514 § 5836564} 50.417.51 | 50,6781
9, Ownership of Dwelling 2319837 | 2493657 | 27,10877] 2954796 | 30.695.06
{10, Pubtic Administration & Defense] 36,107.35 | 39,149.19 | 45462.69] 49.75947 | 53.805.57
11, Services 896331 | 999675 ] 1092287] 1243213 { 13,9643
GRP 6830188 1§ 7942399 | 921,367.1 11,029,086.4 11,171,12438 |

Source: Source: Prodik Domestik Regional Brito Per Kecamatan KMUP, 1992
'2.2.3 - Public finance

' Gcnerally. the financial position of local govcmment is weak on accounl of volatile
" tax base in the region and the central government rcgulahons which constrain self-
efforts 1o raise funds through financial markeis. While South Sulawesi and Ujung

12 uree: Kantor Statistik Svlawesi Selatan Dalam Angha 1993, May 1994, p.319
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Pandang governments well manage the econorny to date, the currcnl ﬁnanc:al '
jposulon confined govcrnmcnt aclivitics to a- limited extent, Govcmmcm
~interventions in market economy, as measured by the share of pubhc consumpuon

~ out of aggn,gatc demand, remain very low with 2.3 percent and 4.5 percent for
South Sutawesi and Ujung Pandang, respectively.

(1)  South Sutawesi Govemment

While wcakeﬁing financial bas¢ of provincial governmchts and subscquent
imbalanced regional growth become a growing concern for the govcmmcm
macrocconomic management of the South Sulawesn provmctal governmcm has
been rather sound with its balance budget policy i in view. The provincial budget
(APBD 1) was Rp.l49.0 biftion in 1993 rising from Rp. 51.6 biltion in 1987.
Own revenue (PAD) in 1993 was Rp.31.8 billion which grew by 10.1 percent per
annum over the period of 1989 through 1993. The indirect borrowings from
forcign sources atc negligible so far and are said to be amortized by the central
government”. The budget balance at the end of each fiscal year (UKP) has been
carvied forward as an opening balance for the following year.™ In 1993, UKP was
Rp.8.6 bitlion accounting for 5.7 percent of the total provincial budget.

Nonetheless, the provincial budgci has hcavily.depcndcd on central government
transfers . In 1993, PAD only accounted for 21 percent out of the total APBD.

Financial Position of South Sulawcm Provmoe 1989/90 - 1993/94 (Rp billion)
. 1985 1990 1091 . 1992 1993
'lola! Provingial Budgct 75.3 103.3 130.1 137.6 149.0
‘RoutineBudget | 378 456 530 615 69.6
Development Budget 37.5 57.7 77.1 . 16.1 79.4
_OofwhichOwnRevenue | 216 311 403 34.4 31.7
Source: BAPPEDA Tk. [

- (2} Ujung Pandang City Government

The local govemnment financial system is on a cash accounting basis which records
income and costs only when cash is received and dispensed from the city safe.
 There is a macrocconomic equilibrium policy for the city budget 1o redress balance

13 ource: BAPPEDA 1, Provincial government
UKP is incorporated into routine budget of the following year.



~ between revenue and'expcniditurc.. No forecast on annual surplus or deficit is made
at the outset of the fiscal year. The budget balances at the end of fiscal year arc
- carried forward as opening balances of the foltowing yeas. '

The Ujung Pandang city budget (APBD 11) inclusive of all the sources of internal
and external funds grew by 15.9 percent per annum rising from Rp.36.6 billion in
1990 1o Rp.66.0 biltion in 1994%, Besides the development of regional cconomy,
the poh,n'lial of Ujung Pandang‘ could be demonstrated in the growth of PAD (own

.- revenue), The 1994 RIAP (Revenue lmprovemcnt Action Pian) Study Report

- under the Integraled Urban Infrastructure Dwelopmcnt Program (IUIDP} under the
finance of the World Bank" shows that out of the nine major citics in the Svlawesi
island, Ujung Pandang had the largest PAD amounting to Rp.15. 9 billion in 1993,
followed by Manado (Rp.7.7 b:lhon). Palopo, Bone, Kendari, Golontalo, Bitung
and Pale-Pale, in this order. During 1982 lhrough 1994, PAD grew by 16.4% per
annum for Ujung Pandang. At the comp?euon of REPELITA V, the realization of
PAD was high above the targeted amount of Rp.12.5 billion. 'Furthermore, the
RIAP study pl‘O_]CCtS that during REPELITA VI (1994- -98) the revenue altribulable
to the city's hlgher income generating capac:ty would increase from Rp.12.5 billion
in 1994 to around Rp. 23.5 billion.

Notwithstanding, the City has been heavily dependent on cxternal funds in the
forms of central/provincial grants and loan for the bulk of its revenue. ' In 1990,
subsidy 10 autonomous regions (Subsni: Dacrah Otonomi, SDO), development
grants (Presidential Instruction (INURES) or Instruksi Presiden, and sectoral
development expenditures (DIP) or Dafter Isian Proyek), and loan covered almost -
three quarters (72.5 %) of the local budget, with SDO, INURES (general, ll),
APBD I and loans accounting for 41.5 percent, 18 8 pcrccm 2.1 percent and 8.6
percenl, respectwely Dlsaggrogatmg the FY1993 annual budget of Dinas
Kebersihan, a large chunk of 60 percent of the budget emanated from external fund
sources inclusive of APBN, INURES 11 and World Bank loan.”

Further concern over the city’s sound financial management would be the City’s
financial obligation to cover the debt services which aniounted to Rp. 3,422.1

Penel.ap.m sta Perbitungan Anggatan Pendaoatan Dan Belanja Daerd KMUP

fn tandemn with the implementation of the Local Enstitutional Devilopment Action Plan (LIDAP) study, RIAP was
" priginelly included in the Pbysical Urban (Development Plin (PiM) to supplement & physical plan therein,

Regarding the financing mechanism, refer to 1. 4.1 in this chapter
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2.3.

mitlion, or one-third of PAD and abouit $% of the 1994 local budget™ . Volatility in
sector growth would depend on this factor outside the conirol of the cily
government and would place grcalcr pressure on its financial maneuircrébility in the
ycars to come.

Financial Position of the City Government (1), 1990/91-95/96 (Rp. million)

| 1991 1992 1993 1994 1995
Revenue 38362 46707 60433 66044 80,890
Expenditure | 38265 46,622 60,370 - 65419 80,265
DebtService | 3,494 - 3963 3,640 2424 4,812 |

Source: BAPPEDA TE. I, Hasanuddin University, 1995

Economic Growth Projection

In pursu_éﬁcc of the govcrhincnl's :fir_m dccisi_on' to set forth the national
~ development objectives under REPELITA VI (1994/95-1998/99) - Growth, Equity,

and Stability - at an accelerated speed, further integrated effort for the government

_to manage macrocconomy and the scctor development policies are catled for. As

noled previously in 3.2, the Indonesian cconomy could be, in principle, robust
backed up by the upturn of domestic demand, recent impro:vcment in oil price, a
buoyant export scclor, spurring recovery in industrial supply, and resultant growth
in GDP, Policy dialogues between the government and international lending
organizations/bi-lateral aid agencics and associated external support in various
forms will further assist the government in promoting policies which aim at
fostering the creation of a compelitive and efficient economy,

In the ligﬁt of the past and (he current economic performance while keeping the
necessary condition for the Indonesian economy to absorb its geowing labor force
at higher levels of productivity and income in view, the World Bank
macrocconomic model (Revised Minimum Standard Mode! - RMSM) projected the
consistent GDP growth path of 5.8 percent and 6.2 percent for the pcri(jdé of 1990-
2000 and 2000-2010, respectively™. In compliance with this projection, subject to

- an ‘external balance and a domestic savings consiraints, the economic sizes of the
- country and the regions concemed in the years of 2005 and 2015 would be as

follows -

Y8 pendapatan Asti Dacra, Public Saving dan Angsur an Piniamar/Huiang dan Bunga, 1939-94
WB: Indonesia Environment and Development: Challenges for the Future, 1994, p. 239
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Basic Economic Projection: GDP, GRPs in 2005 and 2015 =~ {Rp. billion)

I | 1000 so2 993 2000 2005 20is

aor 197,721.0 2242601 302018 448,159 = 605417 1,1048,841
GRP, 8. Sulawesi 42410 48102 6071 . 9008 12069 22207
GRP, KMUP 9020 10230 1,339 1987 2,684 43898

Source: Biro Statistik Pusat, Sulsel, KMUP, 1993
Public Seclor in the Ssanltation Sector
Source and flow of funds for local governments

Tn support of local government efforts for pro yvision of ;ﬁublic services concerned,
various external funding sources available will be overviewed. In pursuance of
meeling region’s urgent needs for sound human environment, local governments
receives (i) foreign loansfgeants, (ii) central/locat government (state budget for
revenue and expendituse-APBN transfers through sectoral development budgets-
DIPs, Presidential Instruction-INURES, provincial budget-APBD 1) to their
development accounts, and another central government transfer, vis-2-vis, subsidy
to autonomous regions, or Subsidi Daerah Otonoii-SDO and assigned revenue
(land and property lax, or Pajak Bumi dan Bangunan-PBB) to routine accounts.”

The Sectoral DIPs are scctoral expenditures allocated to central government

 technical ministrics out of APBN. This sectoral grant does not go through APBD

(1), being under the full control of the ministries from which it emanates. Physical i

_ outcomes of projects are consequently transferred to local governments as granls-

in-kinds. Most of the urban infrastructure investments derives from DIPs, of
which large bulk from the Minisiry of Public Works (MOPW). During 1986-91,

- 54.7 percent-of Indonesia’s urban investment program came from: DIPs with

MOPW accounting for 96 percent.”

INURES grants are ceateal-local transfers autherized under presidential instruction,

~which comprises six categories, vis-2-vis, backward villages, vitlages, regencies

(kabupaten), provinccs, primary schools and public health centers.”. The general
purpose of INURES (villages, regencies, provinces), which is fully under the

Ref Jobn Tay]or MFEI Eligible Etpendlmres Monitoring System, USAID, 1993, Chap 2
2zl?u.ﬂ“ MOPW JVIDP Sulkiwesi Part NI, 1990, pp. 3.2.1.5
INURES had bezn divided into eight categones by the end of REPELITA V. Due 1 contractionary new budget in

1994 and development budget reslrudurmg. total budget of INURES was shght!y declined from Rp $361.5 million
“to Rp. 5340.5 million.
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control of the recipient govcrnmcnis;' arc quasi-block grants and allocated pet
" population of 5,000. During 1986- 199! INURES accounted for 11 pcrcent of
Indonesia’s ueban investment program

With agreements of the Ministers for Finance and Home Affairs, loan agreement
{RDA, SLA) between provincial/local govcmmcnt and the central government can
be effectuated. Largely due to a surge in forcign loans in combination with
goveenment new policy to channel 40 percent, in general, of forcign loan procccds
to local goveriment as subsidiary loans, the number of loan agreement in this kind
has grown since 1986.2 Of the total urban infrastruciuite investment during 1986-
91, loans accounted for 5.3 percent,

" In addition, the Subsidi Daera Otonomi {SDOs) and the land and propeity tax

(PBB) play in support of annual routine budget of local governments, SDOs are”

central government routine grants primarily for local government officials and
* centrally recruited local government employees® wages and salaries. As for the
provincial govemment of South Sulawesi, around 40 percent of personiel costs is
believed to be supported by SDO (1994), Unlike many other countries where the
propesty tax Is administered by local governments, PBB is lévied by the central
govcrhment while previously 65 percent of the total revenuc was transferred back
to the local government where it originated.

In the 1994 budgei, the central government revised the distribution of the land and

properly (ax (PBB) with a view to strengthening the revenue base, thereby
enharicing financial autonomy and institutional capabilities of provincial and local
governments. While the previously earmarked 10 pereent of the proceeds for the
central government is wrilten-off, all procceds above the callection fee (9 percent of
the total PBB revenuc) are transferved to provincial and local level govemments.,

Besides those fiscal transfers noted above, own-source revenues (PAD) constitute a
little part of total local government revenue, This conmprises Iocal taxes, user
charges, profits from regional enterprises and other miscellancous income. It is
estimated that in 1990 about 24 percent of routine revenue of provinces and 6
~ percent of those of local governments werc met by locally gencrated revenues. In
1993, own revenues accounted for 35.6 percent of the total income of provincial
governments (Rp.7,979 billion)¥. Of these, in average, about 80 percent of local

& In principle, the resldual J0% is tansferzed lo regmnal governmcntsfspe»wl taw entitics as gram funds. As a
matler of course, this allocative figure varies depinding on given faclors.

YSources Ministry of Finance, Asian Development Bank, 1993



2.4.2

()

-~ government taxes come from six taxcs out of nine categorical taxes, inter alia, hotel

and restaurant, strcet lighting, entertainment, advertisement, business registration,
and slaughterhouse taxes.”

Fund flows for the urban sanitation sector in Indonesia is illustrated as attachment
in the fast page of the chapter.®

" Role of public and private sectors

Central and Local Line Agéncics Involved

As previduSly noted in this choil, key agencies responsible for the formation and
1mpicmcntauon of the urban and rural mfraslructure devetopment poticies and
programs ate the National Development Planning Agcncy (BAPPENAS) and the
Ministries of Public Works, Home Affairs and Finance. These central line agencics
arc represented in both the National Coordmatmg Team for Urban Development

(TKPP) and the IUIDP Implementation Management: Group with the

responsibilities of pohcylprogram formulation and guiding spccnﬁc project |
implementation being attached to the former and the latter, respectively, Under the
Ministry of Pubtic Works, the Directorate General of Human Settlements (Cipta
Karyé\) primarily Qversighl_s formulation, _'ir'iiplem'cmation, monitoring and
supervision of city/regional planning, water supply, urban drainage, sanilation and
SeWerage, solld wasle management, kampung nnprovcmcnl. pragrams (KIP), and
market improvement programs (MIP). Clpta Karya also assists provmclal aund local
governments in the construction and maintcnance of housing and sanitation
facilitics.

Besides aforementioned central government agencics and other administrative
bodies at prdvincial, local and village levels, government—31:pporl¢d organizations
with the functions and role in communily development (Village Community Scif-
Reliance Organization, the LKMD)contribute to a great extent at the village level.

* Concerning the development of sanitation and water supply, three sections of

LMKD are relevant, namely, Infrastcuctural and Environmental Developrent,

" Health, Population and Family Planning, and Family Welfare Promotion
~ (Pembinaan Kesejahteraan Keluarga, PKK). Of the ten PKK programs, the

government extensively assists 3 projects including provision and maintenance of

Ref B Suselo, L L. faylor p.nd B, W:ge!m Indonesia’s U!ban Infrasfrucure Developrent Experience: Critical
Lessons of Good Practicé, UNCHS, 1995, pp. 56-71

GSource J. L. Taylor MFEI Eligible Expenditures Monitoring S)sfem USAID, 1993, p 12



individual Famlly lm!c! (Jamban Kcluarga) and communal toilet and bath facility .
(MCK), and clean water supply -

(2} Private Sector Parllcmauon

Delineation of roles and functions of the public and the psivate sectors would be in
necd provided that sanitation scrvices with appropriate technology at adequate costs
be provided to the residents in society. In this context, the major findings of the
Survey of Private Sector Participation in Selected Cities in Indonesia conducted in 8
medium and large cities would present a good deal of policy implications as

follows™.

The reasons of privale sector participation: (i) Particularly where rapid vrban
growth in terms of demographic and geographical expansion takes place, the need
for infrastructure and services exceeds government’s supply capabitity, (i) By
default, on-site sanitation in residential, commércial arid'industrial areas, solid
~ wasle collection and disposal would be likely to go to the private scetor, (iii) targe
scale BOO/BOT projects and/or off-site sanitation projects would rely on the private
sector investment, (iv) tocal governments are in short of budge_t or human resources
to fully supply strect sweeping, solid waste transport to final disposal sites,
~ collection of utility bills (Jakarta, Bandung), and (v) local goveraments have not e
sought to pro{ridc solid waste composting, de-sludging of seplic tanks, and
" collection and recycling of solid waste (a recycling center at a sanitary landfill sitc in
Surabaya, septic tank de-sludging in Surabaya, Sumarang and Yogyakarta).

Policy impiications (i) Regutatory framework should be should be spelled out to
“invite the private seclor pamclpauon pasticularly at the local government level, for
timely desludging, control over final disposal®, and (it) methods and facilities
“should be provided 1o prevent aggravation of eavironment at solid waste final
dssposal sites.

While a good deal of discussions on the issue of private sccter participation have
‘taken place to date, solid waste, and sewerage management in particular, may nol
be a type of public sanitation service subscctors with upside, large-scale

2uNDP-WB op. cit, 1995, pp. 48-50, The cities selected in this Swudy were Bekasi Surahaya Semarang,
Yogyakaria, Ujung Pandang, Bandung, Medan and Pontianak.

The legsl and rcgulatory framework is one of the bottom-line discussions having been addressed by the USAID
since its jnvolvement in the private seclor participation issve in Indonasial Refer to, for example, Pescription of
Existing Private Sector Parsicipation Profects and Public private Paﬂnersh:p Profects in Indonesia USAID PURSB
Project, 1993
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(1)

privatizalion potentials. Neither is as likely to attract international capital and
market expcncncc or will mcet as fully the govcmmcnt ob_lccllws in ownership

' dlstﬂbuﬂon capital market dcvdopment or catly success, In view of this, the issuc

of private seclor par ticipation in the scwerage and solid waste subsectors in Ujung
Pandang in the days to come would be considered reasonable and pragmalic to
approach from the view point of expenditure reducition, not revenue gcncralion, in
the operations of the proposed public service undertakings.

Sector policy and investment

Sector Policy and Steategy

With due recognition of the governmem' sirategy in the past which emphasized

~“physical infrastructuce targets and not policy and institutional frameworks with
‘which the overall policy objechve of suatamable arban/rural environment

managemenl be achicved, the government iséued in 1987 a National Policy
Statement for Urban Development representing a consolidated view of development
i the sector.” While the principal objectives being incorporated in REPELITA V
(1989/90-93/94), the Statement’ outlines the séctor policy as follows: (i)
strengthening local governments to assume the lead role in developitg, operating
and maintaining local services on a sustainable basis over the long term, (ii)
improving the ptanning and programming of urban infrastructure investments, {iii)
mobilizing local revenues and optimizing their use, (iv) im plementing a coordinated
financing system for the development and administration of local services, and (v)
strengthening the consultative process at the different levels of government with
emphasis on local pasticipation. The foltowing Integrated Urban Infrastructute
Development Program (YUIDP} was the toal for the government to set these policy
objectives into opcration. |

The problems and issues left unsolved during REPELITA V were as follows: (i)
large infrastructure deficicncies and operation and maintenance (O&M) backlogs,
(ii) lack of coordination in mtegratmg infrastructure investments with land
management and transport objcctwcs, (iii) weak management of water/solid waste

~ service undertakings aind municipalities, as evidenced by dcﬁcwm accounting
: pracuccs the lack of adcquatc cost recovery, revenue gencration, and liftle usc of

crcdu as well as poor management information systems (MIS), (iv) inefficient
programming of the design and construction cycles, oftcn compressed into single

298_}‘ the ‘mid-1980s thé experiences of the government and donor-sssisted projects led o & shifts in approaches to
the urban seclor. '



fiscal ycars, (v) hicsarchical adminisirative system and complicated division of
responsibility among central, pfovinclal local agencies and, public scrvice
undertakings for-projcct'prcparai_ion, implementation, monitoring and O&M,
sh_onagé of trained and experienced managerial and technical personnel at all levels,
and (vi) limited role and involvement of the private scctor in urban service
provision,

Faced with the “sustaining” problems and issues as noted above, REPELITA VI,
while maintaining the major premiscs of REPELITA V, put emphasis on the
“sustainable urban development” through improvement in the quality of the living
environment, support for cconomic growth, reductioh in régidﬁai_ imbalances and
povedy alleviation. The Intcgrated Urban Dcvclﬁpm'enl Program (1UDO), a
broader approach in the wake of JUIDP, has been launched which embraces (i) a

larger number of smalter cities and towns, (ii) broader spatiat ptanning and urban

planning, in addiliox to public works infrastructure development plans, expanding
the scope to cover low income and rental housing, infrastructure provision for low-

- income areas and urban renewal, (iv) involving (he private sector and communitics

~ to a greater extent, and (v) strengthening environmental sustainability.

- Sector Investment

The goverament investments in urban infrastructure have not becn adequately met
with the needs. By the end of REPELITA V, less than 5 per cent of urban
residents are served by operating sewer systems which are confined ‘to Jakarta,

| Banding, Semarang, Mcdan, Circbon, Tangerang and Yogyakarta. There aré on-
-site systems in 337 cilics where around 35-40 percent of urban residents wse septic
anks, drainage ficlds and lcaching pits. In Jakarta, only one percent of about

200,000 cubic meter of daily septage discharge was treated by the City system, and

the rest was discharged dircctly into canals and rivers, Similarly, some form of

garbage collection have been provided to about 40 pereent of urban residents.
Facilitics had been introduced or improved in 292 urban arcas and about 55 percent
of total solid wastc was handled through some kind of formal system.
Nonetheless, access of solid wasle collection and dis’p’ésaI is very much uncvenly

~ distributed in the area. In some well-managed cities in Java, such as Semarang, up

'to 80 per cent of the households have municipal waste collection whereas around

20 per cent of the houscholds being'sehred in :Kalim*ama'n":’. What's worse, only

30Ref r UNDP-WB Water Supply and Sanitation Sector Review, Strategy, and Action Plan Preparation {draft), Oct

94, p.55
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19 percent of the urban poor largely living in congested Jakarta kampung
communitics are provided with garbage collection scrvice,

In comparison to other Asian countrics, Indonesia has as little as 40 per cent of
population acccssible to proper sanitation, which is the lowest perceatage among
Asian countries. Of which, Thailand and the Philippines have made sanilation
services available to rcspcc{ivély 84 and 94 percent of population while Korea,
Japan and Taipei China attained to the highest shates of 100 percent, according to
the World Health Organization QWHO)". Viewed in this light, the government of

~ Indonesia will have to find ways of working around the cursent and future pitfalls
in physical urban sanitation structures, -

While statistical data on the sanitation sector investments in the past are difficult to
compile lafgely due to discrcpancics in the subcategorical division of sectors among
a number of data sourcés and a number of numerical omissions and conflicts
therein, the indicative investment outlays over the past REPELITA periods will be
shown herewith in .ﬁAne. ' '

During the five years of REPELITA I, Rp. 69 billion was spent on various urban
subsectoral development projects followed by Rp.237 bitlion, and Rp.513 billion
for REPELITA 11 and 11, respectively. For the preceding REPBELITA V, the total
investment outlay

The Water Supply and Sanitation Sector

_ Under REPELITA V, the water supply and sanitation sector investments” have
increased (o a certain extent with the government intention to narrow the cconomic
and welfare gap between urban and rural regions. The budget cxpcndilurcs for the
water supply and sanitation sector during REPELITA V was 6.1 percent of the total
, up from 3.4 percent in the previous plan. In curcency term, the total disburscinent
for the sanitation sector was US$939.52 miltion rising from US$542.21 million
under REPBLITA 1V, increased by 73.3 percent. Disaggregating the resource
allocation to the water supply and sanitation sector, the outlay cmanatos largely
from community development, water supply and drainage/flood control with each

’ 3'Wc:rld Bank, Indoresia Urban Public Infrastructure Services, 1993 :
z”ﬂié"mban sector comprises’ the following subsectors: Community Developaient, Water Supply, Diaindge/Flood
Control, Water/Sanitation, Water Resources, Sanitation, Solid waste, Dreinage/Sewerage, and Others. (UNDP
_ Watér Supply and Sanilation Secior Review, 1995)



- subsecctor accounting for 60.9 pereent, 17. 4 percent and 11, perccnl combmmg o
a total of 89 9 percent. :

During REPELITA 1V and V, the go'vcmmcm received US$1,466.6 miltion
eq'uivaleht of external assistance for the urban sector, Of this amount, the largest
recipients were community development, water supply and drainage/flood control
in this order, and together received 91.6 percent of the total.

The Sowerage and Solid Waste Subscetors

~ As noted above, the solid waste and sewerage subscctors have been particularly
under-funded to nteet urgent needs of rban and rural residents, particularly those
in denscly populaled areas, for the minimuem level of community services. White
public health and human settlement-related scclors® was given priority with
expenditures amounted 10 Rp. 9.3 trillion (equivalent to $4.4 billion), representing
about 10 percent of the total oullay under REPELITA IV, the solid waste,
sanitation, and sewerage/drainage subsectors together with received a marginal 3
percent share of the total outlays with only $ 3.96 million (0.42%), $ 15.77 million
(1.68%), and as low as “ncgligib!c” (0%), respectively. The subséctors conceracd
were again the smallest recipients under REPELITA V, with even a smaller chunk
of 2.35 pm,em of the total,

with only $ 3 98 million (0.33%), $ 29.69 million (2.0%), and $ 0.322 million
(0.02%), for the solid waste, sanilation and scwerage subsectors, respectively.

In the meantime, aside from the public sector investment, much of the expenditures
~ on sanitation in all over Indonesia were met by individual famitics. ‘By the World
Bank eslimate, the total investment made by households so far in Jakarta amounts
1o Rp.360 biltion {(some US 180 million) with 900,000 on-sitc human wastc
facilitics and per instaltation cost of Rp.400,000 (indicative cost of a twin-pit
latrine) as given.” '

(3) Revised REPELITA VI Investment Plan (SARLITA)

In June 1995, Cipta‘ Karya submitted the revised Memorandum Program e
REPELITA VI, Scktor Petumahan dan Permukiman, or SARLITA (a Ycarly ‘
Development Budget) to BAPPENAS. The overall budgct for the cnvironmental

Spemﬁcal!y Public Health/Socizl! Welfare, Housing and Human seltlements, am:l Naturat Resourcesmuman
Environment sectors 2e¢ included. .

YwB, op. cir., 1993, pp. 70-72
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sanitation (PLP) which pertains (0 the sewerage, the solid waste and the drainage
subsectors during REPELITA VI stands at Rp.1,295.7 biltion, assuming about
2256 percent of thie total budget allocation to Cipta Karya (Rp.5,740.6 billion), and
a margmal share of 0.7 percent of the total development outlays which was initialty
sct at Rp.175,967.7 biltion (around US$ 83. 8 billion).* This figure further
declines to Rp,881.8 biltion, or Q.5 percent, provided that the altocation confines to
sewerage and solid waste subsectors with 0.29 percent and 0. 21 percent,
respectively. From the view point of national cconomy, the subjcct subseciors
logeihcr account for 0,06 petcent of GDP (Rp 310,890 billion) as per 1994 price
. given that the subject subsectorat expenditures be spread evenly over the five-year
. period.

In the meantime, of thé total PLP allocation, Rp.41,925' million, or 3.2 percent,
goes to South Sulawesi Province.

According to BAPPENAS, thé fiscal crunch on the sanitation sector during
REPELITA VI is largely attributable to (i) an anticipated sluggishness of non-oil
exporls in a short-run, (if) a downward trend of government revenue due 10 curving

oil price currently assumed at $16.5 per barrel® and the weak tax administration and
the tax cuts in place smce the beginning of 1995 (sec chapter 1.3 above), and (m)
an urgent needs for large -scale capital prolects to cnhance and further foster the
environment for potential domestic and foreign resources be fully mobitized in the
Indonesian economy.

The i'ni:_tial REPELITA investment targets identificd by Cipta Karya for sanitation
improvements were as follows.”

Wastewaler: 256 urban areas including 7 metcopolitans (pop‘ulati'on more than onc
million), 51 large (500,000-one million), 49 medivm (100,000-500,000), and 149
small cities (20,000-100,000) are prioritized. For the medium and large citics the
target is 75 perceat of the population to be served, whereas the small cities 70
percent. Among the prioritized medmm cities, some will be served in part with
centralized systems and interceptors. Oa-siic waslewater treatment syslcms using
simple technology will be installed in each city. In rural arca, the target rate of

BoECF Research Quarierly, No. 80, 1994, JICA Expent Report on Solid Wasie Management in Inderesia
SIapanese, 1994) cites the figure a3 1.6%. . .
O is anticipated by BAPPENAS that with a drop of $1.00 at oil price, Rp. 660 billion of government revenue will

" be lost, which accounts for $ percent of the development budgel

3R el: UNDP-WB op. cif, (first draft), 1994, pp.44-45 -

3-21



(4)

service is set at 60 percent,

Solid Waste: Solid wastc management and con'sl'ruc'ti'on of facitities willl be

undertaken in approximately 220 cities to a service level 60-80 pcrcbm. Priority
will be accorded to (i) areas where population density exceeds 50 persons per
heciare, (ii) commercial, industrial areas, and (iii) areas under development.

Cipta Karya Technical Mémomndum on l'h{: Waste Water Subsector

In June 1998, Cipta Karya drafted the subject paper which is sct against the current
background of technical deficiencics and invesiment backlogs in-the subscctor
concerncd®. The overalt policy objective is 1o supply sufficient sanitation facilities
in urban and rural arcas thereby improving community health and also promoting

~ an increased effort for crivionment conservation. The Paper is currently under
circulation in Cipla Karya and other line agencics involved sanitation and

environment protection programs. With comments from these agencies, the draft is
expected to be finalized by the end of the fiscal year 1995.

Meanwhile, it is noteworthy that Ujung Pandang has designated as one of the 9
metropolitan/large cities where off-site sanitation Syétcms will be encouraged to be
instalted upon the clearance of the following conditions: (i) population density of
more than 300 persons per hectare, (if) service area of more than 200 hectare, (iii)
waler cohsumption of 150 litter per consumer per day, and (iv)operation and

maintenance costs be fully covered. The technical specification of the off-site -

sewerage system proposed in the Paper is as follows: (i) network/channel drainage
and interceptor, (i) house connection units, (iii) piping network with pumping
station units, housing facilitics, manholés and ventilation, and waste water

“treatment (IPAL).”

38Cipta Karya Technical Memorandum Persbuangan Air Limbah Manwsia Dalam REPELITA VI, (Bahasa Indonesia),

1995

390lhet cities designated in the Memorandum include Medan,'.lak_aria, Bandung, Cirebon, Semarang, Suraka:té.

Yogyakarta, and Surabaya.

3.22



(5)

REPELITA VI

Revised Budget Allocation for the Homan Settlement Sector during REPELITA Vi
o i (Rp. billon)

Regional “TKIPMIP - Environment  Watir .Cilyr ~ Total
Planning Improvemenl  Sanitation, Supply Improveincnt -
N PLP '
Indoncsia 630.8 4716 1,2957 30434 2991 57406
South 12.1 16 40.3 108.9 - 1639
Sulawesi _ o
| Ujung 108 6.3 © 202 0.0 - 117.3
| Pamdang ' : i i : -
Source: Cipta Karya Memorandum Program REPELITA VI, Sekror Perumahan dan Pernukinan,
1995 S ‘

Revised Budget Allocation for Seweragc' and Solld Waste Subsectors during
B ' - - (Rgp. Billion)

Sewerage  Solid Waste  Drainage Total |
Indonesia 512.8 369.1 413.8 $1,295.7
South Sulawesi 14.3 12.4 13.6 40.3
Ujung Pandang 0 8.9 11.3 20.2

Sovrce: Cipia Karya Ibid , 1995

Revised Budget Allocatlon for Sewerage and Solld Waste S'lleCC(O[S._|994-98
(Rp. Billlon)

1994 1995 1996 1997 1998 Total
Sewerage 773 1044 1073 1103 1135 5128
Solid Waste 598 674 738 808 876  369.1
Drainage €27 T3 816 921 1061  413.8
Total 1998 2428 2627 2832 3072 1,295.7

: Cipta Karya 1bid,, 1995

While the gdv¢mmcnt affirms its commitment to curb the rcgionai disparitics and to
promote industrial redeployment alt over the country, the regional distribution of
total public environmental sanitation seclor investments scems {0 be inbalanced in
rclation to provincial population and GRP. In South Sulawesi, where the
provincial population accounted for 3.7 percent of the total population in 1993

~ gained a propostionately less share of budget allocation of 3.2 percent and only 2.9
© percent subscctors over the 5 years of REPELITA VI for all of the environmental

sanitation subsectors and the sewerage and solid waste subsectors, respectively.
Bird’s Eye View of the Past REPELITA Investments

Horewith, cach of the past REPELITA investments will be briefly viewed 10

" highlight the major deliverables in the wake of a series of public sector financing to

the sector concemed.
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REPELITA VIL(1969/70-1978/79)

In the caclicr days of the first Long-Term Development Program (JPJ I, BY 1969-
1993), the sanilation scctor in urban area received litile attention from the
Government. Prior to the third Mid-Term Development Program (REPELITA 11T,
1979-83), most governinent efforts in sewerage, drainage and solid/human waste
management had been confined to studies which stressed the need for a national
sanitation policy and integrated subscctoral approach.. '

REPELITA I (1979/80-1983/84)

With due recagnition of the important role of the Government in the initial stage of
sanilation development, pariicularly in low-income area, Cipta Karya had assisted
the dc'vclopment'of solid waste management services in 11 cities and towns in all
' over Indonesia during REPELITA 1. At the completion of the Program, sewerage
had been provided to high-density central areas of four cities, namcl_y DKI Jakarta,
Kotamadya Bandung, Kotamadya Cirebon and Kotamadya Tangerang.

REPELITA 1V (1984/85-1988/89)

In tandem with poverty alleviation and sound environment protection in urban and

rural area, the sanitation secior targets had been consolidated by Cipta Karya into an
Environmental Sanitation Program under REPELITA 1V. Special attention was
~given 1o the improvement of sanitation facilitics (solid waste collection and

disposal, sewerage and dr_ainage systems and so forth} to énhancc public health of

the urban_ and rural poor. Specifically, the target was set to improve the citywide
solid wastc manage system in 200 cilies and to provide garbage management
equipment and facilitics in 400 towns in kampungs. Sewerage was to be provided
to 10 cities. |

At the completion of REPELITA 1V, accessibility to private septic tanks in urban
arca increased from 29 percent in 1980 to 38 percent in 1985, and 44 percent in
11990, Sewerage had been provided to high-density arcas of 39 cities, In respect of
rural sanitation, little reliable information avaitable. 1t is estimated that about 90
miltion rural résidents still remain unserved or underserved by basic sanitation and
water services during REPELITA 1V, Confined to the major seven provinces, data
from a houschold health survey of 1988 indicated only a quarier of rural population
was accessible 1o sanitation whereas 30 pereent to safe water supply available. A
majority of the rural population docs not have hygienic facilities for the disposal of
human excrement. | '
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2.4.4

-

REPELITA YJ__QB%MQQ_S&)

~ The targets for mhd waslc managcmcm were sci as fol!ows (1) mcrcasing service
caverage to 80 perceat in 450 cities (5 metro, 6 large, 25 medium, and 414 small

citics), (ii) 100 percent coverage of commercial institations and public areas, and
(i) 70 percent of residential arcas with population density of over 100 persons per

" ha). By the cnd of REPELITA V, less than five percent of urban residents are

served by operating scwer systems which are confined to Jakarta, Banding,
Semarang, Medan, Cirebon, Tangerang and chy‘akaﬂﬁ. There are on-sitc systems
in 337 citics where around 35-40 percent of urban residents usc septic tanks,
drainage fields and leaching pits. In Jakarta, only 1 percent of about 200,000 cubic
meter of daily se'plagc discharge was treated by the City system, and the rest was
discharged dircetly into canals and rivers.

Simila'rly, some form of garbage collection have been provided to abbut 40 percent
of urban residents. Facilities had been introduced or improved in 292 urban areas
and about 55 percent of total solid waste was handled through some kind of formal
system. Nonetheless, access of solid waste collect:on and dmposal is very much
uncvenly distributed in the area. Only 19 pcrcent of the urban poor largely living in
¢ongested Jakarta kampung communities were pro'vidcd with garbage collection
secvico. In the light of the foregoing, it is summarized that during the lirst Long-

" Term Development Progeam (PJP 1), the provision of solid waste and sanitation
- services had been well behind the target levels and betow standacds of comparable

citics.
lmegratcd urban snfrastructure development program (IU]DPIPSKT)
TUIDP Invesiment

As part of ample effort ever made by the government of Indonesia to address the
sector issucs of infrastructure deficiencies and invesiment backlogs, 1UIDP, an
operational tool to achicve the sector objectives, has been introduccd since 1980's,
as bricfly described in this section with a bearing on financial aspect.

Initiated by ‘the World Bank since 1983, the Government of Indonesia
commissioned the Integrated Urban Inl‘raslructum Dcvclopmem Program (lUiDP),

‘a nationwide raulti-component urban development program in 1987, IUIDP is an

integrated approach to urban infrastructuee dcvclopmcut managed by the ceatral,
proviacial and locat ‘governments.  In the processing of the whole 1UIDP
procedure, it was intended to integrate three concepls vis-A-vis decentralization, de-



concentration and co-administration.” Of these, decentralization was a core concept
~ shifting greater responsibility to the municipal govemment for planning, financing,
implementing, operating aiid maintaining urbah infrastructere and services.

Following the IUIDP Sulawesi Projocls I, 2A which had takea place during 1986-
1989, a physical urban development plan (PIM) supporicd by financing plans for
FY1991 through 1995° was prepared under the Project 2B in 1990. The major
objective of lhd Plan was to: (i) expand basic, low-cost urban infrastructure and
services in a planned and coordinated manner, (i) decentealize planning and
implemaritation of project to local governments and steengthien the higher level of

- govesnments to enable them to provide advisory/supervisory and'traiﬁing services,
and (ili) stimulate to increase local revenues to help finance the propoScd projects
and improve operation and maintenance of the existing facilitics, thereby improving
the living conditions of the rapidly increasing urban population. With a view to
supporting the technical plan, an estimate of the resource iet;ﬁirémeﬁtS'(Rgvcnuc
Improvement Action Plan-RIAP) and future plans for the institutional stcengthening
requirements (1ocal Institutional Development Action Plan-LIDAP) have been
supplementary included in PYM®,

In 1992, PJM was reviscd taking into account the implementation delay of the
proposcd projects therein. The revised IUIDP (7Y 1992-95) focuses on five urban
subsectors, namely, roads, dréinage. solid waste management, sanitation, and
kampung improvement (_KIP). “The total investment cost amounts to Rp.78.098
billion “*. Of the total, O/M costs account for 15.1 percent declining from 27.8
- percent in 1990 PIM. The drainage, roads, and solid wasic subscctors have been

 allocated the major portion of the planned budget with 46.3 percent, 27.9 pércent

and 15.1: pescent, inclusive of O/M cosls, respcctivel_yQ The sanitation subsector

covers as low as 1.4 percent. While sanitation and KIP could be expanded in the

ycars to come, water supply which is under the responsibility of PDAM is not
included in the Mid-Tesn plan,

\White the original PIM (Molti-year Invéstment Program) was prepared for FY1991-1994, it was extended by one
year o FY1995 due to delay in implementation. The revised PIM is now under processing. {Ref: LIDAP Report, Sep
1994) ) i

e finat Replionts'of RIAP and LIDAP weie submitted in September, 1994,

The total cost of the 1990 investment plan was Rp. 50.9 billion in current price and Rp. 35.5 billion in 1990

constant price.
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1UIDP lnvcslmcnl by Subscclor (1992-1995, Rp Bil) 1992-1994: Actual,
1995/96; Allocated

o 1992 1/ 1993/04_ 199495 _ 1995/96 | TOTAL

1. Total Investment Costs | 1582 19.18  20.65 2245 78.10
Urban Road 979 9.19 845 g.42 | 3585
Drainage 183 479 740 797 | 21.99

Solid Waste 252 219 296 4.22 | 1189
Sanitation | 007 036 032 0371 | 12
KIp 161 265 - 152 147 | 125
ILOfwhichO/M Costs_ | 1380 286 247 - 273 | 1186

Source: Project Memorandum 1992/93 - 1995/96, Cipta Karya
v 1992 figures contain the capital costs in 1991 and O/M costs in 199192

WB Loan Procecds Coniiniticd to Ujung Pandang 1992/93 - 1995!96 (Rp. blllion)

_ 1992/93  1993/94  1994/95  1995/96 | ' Total |
Kodya _Ujmig Pandang ‘ | _

Urban Road |  6.03 3.12 2.47 178 | '13.41
Dratnage |  0.91 338 5.04 513 | 1446
Solid Waste 0.06 0 0 0 0.06
Sanitation 0 0 0 0 0
Kip_ . 092 207 1.09 0.76 4.84

Tolal 792 . 857 8.60 7.61 | 32.16

Source: Project Memorandum 1992/93 - 199596, Cipla Karya
Qumauon as per US$: Rp.2,015(1992), Rp.2, 150(1993) Rp. 2,180(1994), Rp. 2,260{1995/96)

l'UlD_P'Funding Sources

'The various kinds of funding sotirces have been utitized in Indoncsia for the
implementation of urban infrastructure projects under TUIDP. - Of the total
investment costs of Rp.78.098 billion, Rp.42.869 billion, or 61.2 percent was
financed by the external source funds. Foreign loan procceds passed as (i) the
scctoral grants out of central government development budget (APBN/DIP), (i} the

‘routing grant (SPABP/Ganjaran), and (iii) loan facitifics in the Ministry of Finance
" (Pihja'man)'to local level governments account for 18.9 peicent, 60.2 percent and
20,9 percent respecuvc!y The balance, or 38.8 percent,’ supplicd by the
' domcst;cally soucced GOI funds havé been contributed’ by (i) INPRES grants

(gcnerallsectoral) central-local transfers authorized under prcsndcnual instruction,
'(u) OWR FeVeRIcs (PAD) (iii) scctorat DIP, and (iv) development grants (SDO)
with each share of 46.3 pcrcenl 29.7 percent, 15.3 percent, and 8 7 percent,
rcspccuvcly
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2.5.1

O

D

Affordabitity Analysis

Afl i‘érdablc fund for' the project, mvisﬁtcd :
Wi!lingncss' 0 Pay |
Findings

The most complex problems could arise from in the estimation of willingness to
pay of public scrvice consumers in the new markets partly due (o the nature of the

“urban sanilation services as quasi-public go'ods&and'th_c lack of substitute services

{which means there is no “apparent market” for particular services). ‘Unlike water
supply projccts where houscholds’ willingnwss to pay could be alternatively
estimated by an analyses of the sales of bottled water, cohsumers (beneficiaries) of
scwétage and solid waste mangement service could be “free riders” enjoying those
urban public services without paying for costs accrued to the supplier. Likewise,
people could dump their wastes (human/solid and waste water) at public places
frecly as a substitute mean for regular public services, No incentives for
consumers (o reveal their willingness to pay which would result in their actual
expenditure as tariff,

A ficld survey which aimed at determining the financial implication of the
rospective urban sanitation project in the City on the cashlays of beneficiaries was
undertaken by the JICA team in the two conseculive years of 1994 and 1995. In
1994, _hduscholds, public service and private business entities (institutions) in the
cily combining 1o a total of 300 had been quested by questionnaires with a bearing
of their current sanitation conditions and fanancial posilion. In the following year,
cach community leader (kelusahan lurah) in the city boundaries totalling 142 was
interviewed with almost the same questions in calcéory; but 1o a decper extent. As
for the economic aspect, the survey outcomes revealed the regional income levels
and a kind of “bid prices” rendeied by the prospective beneficiaries for the
subscctoral sanitation scrvices in prospect as a proxy measure for the residents’
willingness to pay. ‘In this context, a modest disparitiy in houschold income level
has been identificd in the survey outcomes. This imparity may be largely
atiributable to psychological pcrceptibn of the interviewees and the differént survey
methodologics with direct interview to the residents and insliluti'oh representatives
and address to Lusahs, the administrative representatives. -_ |

Against the background data obtained, the weighted average annual incomes for
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houscholds and institutions have been estimated at Rp.3.034,000°, or cquivqlent to

‘about $1,300 with 5.5 family members per houschold being assumed, and
Rp.118:671,000, or about $52,740 as per 1995 price’’. It would be noteworthy
that a houschold with 2 workers at the minimum wage level in Ujung Pandang
could carn Rp.1,934,400, or about two thirds of average houscholds, per year with
Rp.3,100 per day. In Jakarta, minimom wage is Rp.4,600 per day, or a little less
than 50 percent higher than that in Ujung Pandang.”

Perception of Rulahs on the weighted average houschold income in their
kechamatan was 7.9 percent tower than that of the residents with the cstimate
standing at Rp.2.811,000 as per 1995 price.

The maximuim amount of willingness to pay for the public solid waste management
service has been revealed in terms of the parcentage of their income as such that 59
peccent of households would pay for the tariff with not more than 2 percent of their
household income,” Among the institution intterviewees, a majorily share of a half
of the stastical population {cohort) responded “as regulated by the goverment”
frrespective of the amount they are charged while other 20 percent responded with
“less than one percent”.

As for the sewerage service, the outcome was somewhat obscure with no statistical
significance having been confirmed. Nonctheless, 55 percent of households and
31 percent of institutions revealed their prefecence for cnjoying the public sector
scivice concerned in exchange of less than 2 pereent of incomes.

The details of thc;surv'cy outcome is presented in the l'olowing subsccti{)n.
2)  Details of JICA Tntceview Survey

Detailed breakdowns of Income level, *bid” prices for solid waste and “bid”prices
for eswerage bu households and institutions under the survey are presented as
follows.

43Thi_s‘ eslimate of household income seems to be ceasonable given that the 1993 regionsl income per capita
“amounts up to Rp.1.3 million in Ujung Pandan, of which ground 50-60 percent Is a share of personal income.
Avetrage incomes for households and institutions are weighled by Income levels and inslitution categories,
respectively. : : o 1 :
45Fdrmul§ of thivs calcuration is as fotlows: Rp.3,100 x 2 workers x 26 days x 12 months 45 fhis estintate would
bé high given the difference belween “household income” and “household disposable income™ being considered.
(Ref: BAPPENAS Institutionalitation of Integrated Urban Development (Draft), 1994 o
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| Ingcome Lovel, 1994
~ (A) - Households

Peccentage share of bouseholds interviewed - Annyal’ income
* 37.0 percent (higher income) more than Rp. 1,000,000
40.4 percent (incdium incoine) : between Rp, 200,000 - 1,000,000
" 22.6 perecnt (Jower income) below Rp, 200,000
(B) Institutions . '_ . &
- Insiitutions intervievred 1 Annval_income.
Hospials (4) | Rp. 101,500,000
Restaurants (10) Rp. - 30,100,000
Markets (4) 1 Rp. 3,100,000
Factories (4) Rp. 186,700,000
Offices (10) : Rp. 280,000,000
Hotels (10) Rp. 71,800,000

Distribution of Houschold Incoine by Kechamatan, 1995

Kechamatan | Poguloion | RRISO Rp.280  R3®0  Rodsd  Rpsw)  Rplow | Weigh f ;igmn
0 | & @ ® @ @ @ | b | e
Mariso 28 | 44 188 4 8.6 58 10 | 260 i54 =
Mamajano | 75269 | 463 194 161 ‘104 52 24 | 2492 17.2
Makassar. widanz | s38 0 e a4 63 30 13 | »s6 222
U.Pandang 43185 | 197 208 185 120 135 65 | 2243 39
Wajo so1e2 { 137 130 192 150 150 ° 192 | 299 101
Boatoals ] s 18 100 127 108 78 | a2 148
o | usso | 00 240 10 96 30 1o | 2ss 266
U.Taoa se230 | s66  ne s 53 32 11 | 22 116
Panakkwkaog | 188744 | s70 236 90 38 60 06 | 2211 383
Tamalate assn | sor w3 n2 15 41 13 | 2394 98
Biringkasays] 97955 [ 654 130 92 50 44 20 | 2is9 193
Kotamadya | 1090000 | 466 208 134 82 66 48 | 21 2342
| b

* Average Income of KMadya is weighted by population of each Kochamatan, where a‘vc-'mge income of -
cach of the Kechamatan is weighted by the number of households at each income group, .

As noted in Figure 3.1 as attached, disteibution of income in Ujung Pandang is'
highly deveiated from the normal standard deviation curve with its skewness at
1.82, where the statistical definition is as follows.
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where s = slandard deviation of sample population.

“Bid prices” for Solid Waste Management

(A) Households _
_Percentage share of houscholds Maximum “bid price” as per %
interviewed shae of income
45 percent less than 1 percent
35 percent As regulated by the government
14 percent between 1-2 percent
6 percent between 2-3 percent
(B) Institutions _ _ :
| Percentage share of houscholds in favor of | Maximum “bid price” as per %
' cost-bearing share of income
20 percent less than 1 percent
54 percent As regutated by the goverament
11 percent between 1-2 percent
14 pereent N0 comments

' “Bid prices” for Wastewater Treatment

(A)° Houscholds

Percentage share of houscholds in favor of
cost-bearing

Maximum “bid price” as per %
shacc of income

41 percent
19 percent
14 pereent
6 percent
4 ]')c.mcm

less than 1 percent
more than 5 percent
between 1-2 percent
between 2-3 percent
betweet 3-4 percent
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(B) Institutions

Percentage share of houscholds in favor of | - Maxinum “bid price” as per %
cost-bcaring - : share of income
21.59 percent less than | percent
10.34 percent between 1-2 pereent
3.4 percent “mote than 5 percent
5.5 percent others B

3) Estimated Wiltingness (o Pay

2.5.2

(1)

In theary, the above “bid prices” preferably revéaled by the individuals, houscholds
or business entities in the City reveal their maxiraum amount to pay for the services
concerned, with an assumption that people make decisions on how much they
allocate their scarce resource under their 'speciﬁ'c constraints and preference.
Provided that the weighted average of income levels of houschold and institutions
are profoundly believed at about Rp.3 million and Rp.120million, respectively, and
further, the willingness 1o pay parameter for sewerage and solid waste together
stands at li_p_gmm for cach of the category of beneficiaries, the maximum
liketiness of residents to willingly pay for the public sanitation services at their
required quality and quantity will be Rp.75,000 per annum, or Rp.6,250 pec

‘month, and Rp.3,000,000 per annum, or Rp.250.000 per month for houscholds

and entities, respectively. It should be noted that the Project proposed in the Study

will create the cnvironment where the city residents could be better off with the new -
facilitics and management, thereby leading to an upward shift in people’s utility
level (satisfaction) and their “bidding” price for the indremental benefits and value

to the maximum extent posible at somewhere atoud 4,0, percent of their income,
inter alia, Rp.120,000 per annum, or Rp,10.000 per month and Rp.4,800,000 per
annum, or Rp.400,000 pcr month for households and entities, respectively.

Estimation of affordable funds
Methodotogy

As previously noted in 2.4 i:onccming the sector policy'ar'ld investment, Indoncsia
faces a scrious resource crunch with the sanitalion subscctors concerned in
particular. ‘At issue in this financial position is that how much of funds be possibly
mobilized from the public and the private sectors during the target period up to
2015 in preparation of the prospective urban subsector projects. At the outset, it
may be insteuctive to point out that the focus on the methodotogical issue herein is
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Viuiitiaily confined to the “micro” approach pertaining lo the disaggregated funding

sources by possible donors, vis-a-vis, the central government, external assistance,
the provincial government, the locat government and: the beneficiaries of the
prospective projects. The curcent expenditutes by the central government and
beneficiasics in the service catchment areas are the basis of the estimates on which
the anticipated grants and contributions cmanated from these subcalegorical fund

“sources are extrapolated in line wilh the hypothencal benchmarks and parameters as

shown in 4. and further summtated to teach the total available fund for the Project.
it would be noted that the latter patt of the ¢stimation herein is in economics sense a

“macro” approach such that the fund projection is linked to the intuitive
macrocconamic parameters, inter alia, growth of national/regional value added, cily
population, and benchmarked fund allocation targets to the scctors. This involves
making explicit assumplion regarding unit supply eiéslicily of funds available for
the sanitalion subsectors in the City with regard to these indicators.

‘Fhe underlying value judgment of this approach is that the provision of (quasi)
public service operations such as solid waste managcmentlsahitation services
should be considered not only as a concern of municipatily level but that of national
basis. In the light of this, the financial support of the ceatral and provincial -
governments, and the private sector including direct beneficiaries i the region
should be pledged as partners for regional efforts to eventually achieve the self-

' reliant, financially sustainable sanitation sector development.

Allernatively, a number of other macrocconomic tcchni(jucs like econonietric
approach, trend analysis had been considered to rigorously estimale the funds most

- Yikely atlocated to the subsectors concerned. Of these, a simple macro cconometric

model relating annual growth of funds available to GDP (at the margin) had been
considéred appropriate in connection with analogy to the clectricity demand
forccasting. Nonetheless, the estimates of GDP clasticity of supply of

public/private funds for the public scrvices concerned did not fall on the upward

stoping linear nor curviltinear supply schedule, and hence, no clear quantitative
corselation between the variables have been confirmed. Other hypoihetically

relevant independent, or explanatory vadiables such as income level or cconomic

prices of alternative services could not be confirmed given the problers arising
from the scarce avaitability of and non-consistency in data.
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.'(2)_ Assumptions and modcl configuration

1) - Basic assumptions and model configuration __

The following financial framework readily presents the possible fund raised for the

City of Ujung Pandang for which the lack of affordable credit is considered to be

one of the scridus_ constraints to upgrade lhc_urban sanitation scrvices. A

summarized financial assumptions and model configuralions are forwarded as
follows:

- (i) ‘Key Socio-Economic Indicators

Real GDP/GRP growtli per annim 55 perce.nt in average
City Economy | 0.4 percent and 22.1 percent of the
respectively

Weighted Average H.ouscholdlincome | Rp.3,034,000 per a’nn:um
Annyal Population growth 3.56 percent in average
(1) FElasticity
Unit elasticity of fund supply with regard to real GDP growth
{iii) Sources of Funds

The two interrelated sectors in economy ate considered such that the public scctor
denotes funds from any governmental bodics (APBN, INPRES, DlPs,j APBD 1
and Il and the private sector funds from beneficiaries in the service areas
(Willingness to Pay, Beneficiaries’ contribution and Capital works chaege).

- Forcign aid funds are implicitly included in the state fund in the form of sub-loan,
equity investment and grant to the local government/prospective executing agencies.
Presumably, no external private funds in conjunction with any private sector
partnership projects are in sight for the analysis.

(iv) Tnvestment Outlays

The investment outlays in the sanitation subsectors concerncd commence in 1996
with benefits autributable to the preceding activities in the following year.
Meanwhile, the investment in the off-site sewerage syslem may set forth later
years.
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2)

- (v) Private Séclar Participation

As partly nolcd in (iii) above, a kind ol‘ surchargc, namcly, benefwmnes

' contribution and capital works charge are sequested to the direct beneficiaries of the

Projcct in support of self-retiant and financially sound management of the sewerage
service undentaking in the city.

Model Configuration

-Consldcnng the analytical framcwork in largc, the followmg modcl conﬁguratton is

set out to draw the posssblc size of funds available for capital jnvestment and
tecurrent works with the subsequent assumptive pararnete:s.

i, Sources of fund: Largely two categorical fund sources are assumed,

namely, the public and the private sectors. Of those, the State, the Provincial and

“the City governmenis constitute the public sector whercas the latter comprises

willingness to pay (WTP), beneficiaries’ contribution and the capitat works charge.
Funds from foreign aid sources are implicilly included in the state fund flows in the
form of SLAs, cquity investments, grants and so forth;

ii. Fiscal transfer l’rom the State to the City: Of the planned sector

_mvcsmzcnl outlays in REPELITA VI, a marked-up funds w:ll be transferred to the
~ City in line with regional oulputs. Subsequently, the state development budgets
.during the following REPELITA periods will increase in proportion to the growth

of national output;

iii.  Fiscal transfer l‘rom South Sulawesi to the City: Tt is envisaged that

in propomon to the mgloml oulpuls a ear-rearked funds out of the annual sector

investment outlays be transferved 1o the Clty government;

iv. Mark-up sectoral investments of the City to the sanitation

_subsectors: Subsequent to the curcent investment expenditures during REPELITA

VI, the City budget will be annually pegged at a mark-up poini against the regional

| gross outpuls (GRP). As prcwous!y defined, relative growth in sectoral outlay is

comphed with unit elasticity of funds supply in terms of GRP growth;

V. Chaunge in financial positlon of the éily government: Large part of

gtowlh in net revenue of the czty government will emanate from growth in GDP
(the unit elasticity of funds supply in terms of GDP growth) and the potemtal of the
city ‘revenue-hike which stands at eight percent per annum as borng out by the
RIAP repont under IUIDP; |



vi. Growth in the avallable city funds to the subscctors concerncd:

The car-marked city budget allocation for the sanitation subsectors will be increased

at the same proportion to GRP growth;

vii. Project fund: Of the total available city budget allocated to the Sanitation
subsectors concemicd, partial funds will be available 10 the prospective Projeci(s) to

come,

viii. Growth in regionat income: Household income of the City will increase
in proportion to GDP growth, In other word, the unit elasticity of funds supply in
terms of GDP growth is assumed; '

ix. Willingness to Pay (WTP, Users Charge): The maximum extent
people are willing to pay for the urban sewerage service without undue hardship
will be estimatéd in p"ri)por'tion to the annual growth of income and revenue of
houscholds and institutions. |

x. Beneficiaries’ Contribution to the seweérage service: In pursuauce

of sclf-reliant and financially sustainable inanagement of public sewerage service,
the houscholds/business entities in the service area requested, upon the completion
of the instaliment of public sewerage system, to participate in monctary
compensation to the city sanitation authority for their poteatial benefit. It is
assumed that every 10 plcrccnt of the cligible beneficiaries are to conteibute this
‘community chargc in a year with 15 percent of the total populanon be included in
the catchmcm arca in the year 2005.

xi. Capital Works Charge: Provided that the city authority extends the
sewerage system connection seevices in place of privately funded physical works,
the lump-sum capital works chargc will be levied on the newly constructed high-
risc buildings in the service area upon the completion of the sewerage pipe-
connections;

 Growth in number of households: In associalion wuh the growlh in
_ populauon the aumber of households in the city will be mcrc,ascd in the same
proportion; and

xiii. Sound Management of Public Finance of the. City ‘Deblt Service
Ralio (total debt services inclusive of pnncnpai n,payments and interest payments

over APBD 1) will be a ‘bench-mark index to represent the soundness of city
finance.
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3) Assumptive Paramcters

Further, the_following parameters (o indicatively configure the model wilt be
specified: ' -

i.  Real GDP/GRP growth rate: 5.5 percent of the average reat GDP and
GRP growth per annum will be assumed during the target period, thereby no
coniractionary pressure on development budgets in sight;

ii.  Population growth rate: 3.56 percent per annum is assumed;

"jii.  Mark-up sectoral invesiments of the State to the sanitation
subsectors: Diring REPELITA VI, the plannied invesiment outlays in compliance
with the recent SARLITA (yeary budget plan) will be assunied. The mark-up State
budgets for the subscctors concerned will be 0.08 percent of GDP up to the year
2005 and 0.1 percent onwards;

iv. Mark-up sectoral investments of the Province to the sanitation
subsectors: The mark-up provincial budgets for the subsectors concerned will be
0.1 percent of GRP;

"v. Fiscal transfer from the State and Provincial Governments to
the Cily: 0.4 percent and 22.1 percent of the planned sectoral outlays will be
teansfesred to the City in compliance with the cconomic shares of the city in'the
national and the regional economies; '

vi. Mark-up sectoral investments of the City to the sanitation
subsectors: The mark-up City budgets for the subsectors conceracd will be one
percent up 1o the year 2005 and 2 percent onwards; '

vii. Share of the City non-commitial funds: 77.3 percent of the City funds
allocated to the sanitation subsectors will be debt-service free non-committal funds;

viii. Available fund to the concerned Project(s): 50 percenl of the total
City funds available to the sanitation subsectors will be spared to the project(s)
proposed under the Study;

ix. " 'Col.iﬂngent' value of the sanitation  services (WTP, users’
charge): The maximum extent people are willing to pay for the sewerage and solid
waste management services will be set at 1.5 percent?$ of their household and

46 This estimate would be high given the difference between “household incorne” and “household disposable
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entity‘s incomes, with the cslirﬁatcs of Rp.45,000 per annuin or Rp.3,750 per
month, and Rp. 1,800,000 per year or Rp.150,000, respectively.

x.  Beneficiaries’ contribution for the sewerage service: In recogaition

of the estimate of private investment in the on-site system in Jakarta at Rp.300,000

per unit, and Ujung Pandang’s cconomic size in terms of Jakarta, Rp.100 000 per
houscholdlmsmuuon (Rp.1,000 x 100 sq. meler i in average) entity for the available

sewerage seivice will be transferred to the city upon the completion of the physical 43
comgponent.

xi. Capiltal ‘Works Charge: Rp. 10,0(}0 per sq. meter to the year 2005 and
Rp. 50,000 per sq. meter onwaeds. Various kinds of high-risc (with more than §

 stories being assumed) commercial/public building combining to a total of 10,000
$q meters per annum will be constructed in the City;

xii. Business entities in the city: The number of business entities in the City
is currently assumed (o be 300, and will increasc partially in compliance with
growth in regional aggregate supply, and

xiii Debt Service Ratio: Less than 20 percent will bé a bench-mark point with
a bearing on a sound condition for public finance,

5

3) _Available fund

In line with the model configuration and indicative parameters as articulated above,
‘the total funds available for the sanitation subsectors in Ujung Pandang, Within the
time-sticcof 20 years, will be BpQQLZLL&n (egquivalent to iﬂi@mlug, n as per
1995 pncc) up to the year 2005, of which about 65 percent of funds (62.8%) -
emanatcs from the public sector. In addition, Rp. 663.5 billion ($308.6 million)
from the year 2006 up to the year 2015 would asisc from the bath of the public and
the private sectors, totaling the funds Rp, 728.6 billion ($323.8 million) at
maximum (Table 3.1), With the variation of the change in real GDP growth in the
years to come, the estimated funds for the meditm-term and long-lelm planmng
- would be modificd as simulated in the table below,

Avaitable fund possible for the Project in connection with the change in real GDP grow, $ mil
40% 50% 55% 60% 65% 10% 80% 90% 100%
_1995/96-2005/06 | 989 1033 _ 1056 1080 1105 1130 1185 - 1243 1305

Our likelihood of estimate

income" being considered. (Ref: BAPPENAS Institutionalization of Integrated Urban Development (Draf1), 1994 .
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4)

Affordable fund and Indicative Financing Plan -

In anticipation of the - City Govcrnmcnt s further connmumcnt 10 urban
cavironniental managemenl at a higher level, the noed for exteral financing at an
carly point in time is pressing. In carrying oul a further analysis to give hands with
whatever the city administration might require to commission the preparation of the
prospeclive urban sanitation Project(s) in 1996, fuﬁd-affordable for the city
government and the Project as well is estimated in lieu of the available funds above.
In view of nature of the fund estimated in duc course of analysis, lhe subsequent
financing model and the csumale 'will present an indicative measurement of loan
credibility and budget for the prospective project(s) confining to the limited size,
deSIgn and prowremcnt In facilitating the pcrusal of the analysns herein, the
estimaies are catégorized in a two by two (2 x 2) matrix with the variables of (i)
with/without grant, and (ji) loan fund from multi/bi lateral agency. The model
configuration and assumptnons will be sct out to draw the indicative funds
affordable for the Project as follows:

Mgdglgg_lﬁgmmmlgglmﬂfmm&rﬁ

" Loan credibility (how much you can borrow now for your future incore?) and the

prospeclive budget size of the Project will be estimated with the available funds
accruable to capital contribution from the public and the private sectors involved
over the 10-year period of project implementation.

Assumplions

" Financial Terms

Loans from international lending institutions assume 20 years of repayment
including § years of grace period, at the Banks' standard variable interest rate. As
for ADB, the current variable interest rate from OCR is sct at 6.59%. Japan's
financial aide agency assumes 30 years of repayment inclusive of 10 years of grace
at the intercst rate 2 6%. Yor both of the agencies, annuity payments will be made
twice a ycar, at the end of the second and fourth quarter. Tnterest will be payable

| o the diminishing balance of the oulstanding princnpal Conséquently, interest

cOSts wﬂl decrease propomonately as prmcupal is amortized,

_Govcmmcm loan facilities such as Subsidiary Loan Agreement (SLA) or Regional

Development Account (RD'A) under the US aid agency assume 20 years of
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repiymcn‘l including 5 - 6 years of grace period with interost rate al 11.5%Y,

Annuity paymenls will be made IWICG a year, at the end of the sccond and l‘ourih

quarter..
A prcscm factor of annuity factor (a reciprocal of Capital Roc‘ovcrf Factor)

1(I+1) -1
i(1+i)°

a(i,n) =-

w!ﬁem i : annual interest rate, n: repaymeiit period
Equity-Loan-Grant injix.

As indicated by BAPPENAS, investment requirements of the proposed projeci(s)
will be financed by fiscal transfers from both the central and provincial
governments and by loans to the municipality level government unit(s). Procceds
of foreign loan will be split into two components, vis-a-vis, around 65 percent
onlent feom the central government to the undertaking(s) and the remaining 35

“pereent grantds |

While there would be a number of external funds available for the city if the

-opportunity arises, it is envisaged thal the loan proceeds of the external aid agency
would most likely to be onlent to the city from the central govermnent in the form -

of SLA, inter alia, with 20 years of repayment including 5-6 years of grace and

11.5 percent of mtcrcst rate. In addition, interest accrued to the disbursements

-~ during construction period (IDC) will be capitalized, thereby beanng no obl(gauon
o of debt service durnng the initial stageé of the Project(s). The current lending
. conditions of international lcndmg institutions (mu!u ateral agencncs). such as

World Bank, Asian Devclopment Bank and others, also assume this IDC
capitatization clause,

In the context of the foregoing, and with an annuity of Rp.13.5-15.5 billion
(US$6-7 million), the affordable fund for Ujung Pandang city wllll be around
Rp.75.65 bitlion (US$ 34 mdhon) in lime-slice over the period up to 2005 with the
borrowings through SL.A. As assumed above, lD(, witl be capitalized and hence

- difficulties will be encountered in borm\wng US$45 million equivalent foreign loan

where the scheduled annual debt services supersede the annuity funds possibly

 Source: Ministry of Finance, BAPPENAS
48 Source: BAPPENAS
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available for ihé city.: ' (Sce the Tables 4.3.1 and 4.3.2) Provided that another

Rp.45.0 biltion (US$20 million) of fund br granted from the Central government
taking the above Loan-Grant mix into consideration, the project size would be
enlarged combining to the total of Rp.121.5 billion (US$54 million).

Meanwhile, in appreciation of hardship to draw extemal finance on “multi- lateral

- funding scheme”, 1t would be considered acccplable to assume that the city would

- . get borrowings on “bi-lateral funding schemg” where the borrower pays back

interest charge without debt canty-overs dusing the disbursement period, Provided
this scheme as glven, the affordable fund for the city will be around Rp. 101.25

~ billion (US$45 million), thus making it possible for the project o be formulated

5)

with the afore- mcnuoned cerlmg without grant and Rp.168.75 billion (US$ 75

million) with grant of Rp 67.5 billion (US$ 30 million) on SLA re-lending terms

- and condmons

"' In summary, the estimated affordable funds by catcgory are shown as follows.

Classification of Affordable Funds in compliance with SLA on-lending scheme

Lending Scheme | Without Grant Fund | Equity-Loan-Grant Mix

Multi-Laleral Rp.76.6 billion (US$ 34 mil) | Rp.121.5 biltion (US$ 54 mit)

Bi-Lateral Rp.101.3 biltion (US$ 45 mi1) | Rp.168.8 billion (US$ 75 mil)
Sound Management of Public Finance

Changﬁmhmanm_al.fmen

" ‘The tables attached () indicate the change in financial position of the city (uses and

sources of Tunds) over the period up to 2015 given the borrowings of Rpl101.3 -

billion (US$45 miltion) and Rp.76.6 bittion {US$34 millicn) on bi-and multi-lateral

funding schemes. Not unexpectedly, income continues to lag behind expenses
accrued over the period of initial capital investment. Viewed in this light, it will be
clear that external fund is In urgent needs to fulfilt the invesiment backlog at the
initial point in time. (Fig 3.1)

 Debt Service Ratio

T should be noted that ﬁnancnai healthiness of entities is a function of an expense
_accmed each year but also the share of debt services out of the funds generatcd ina

year. Viewed in this light, this section hlghhghls the debt service ratio (DSR) as an
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311

~ proxy index to represent souridness in financial management,

(Amnual Debt Services),
APBD,

DSR, =

where t denotes any year during the project period

It is well recognized that in the year 2002 the city may face the highest financial
burden'in debt payment oneé the proposed Project(s) be initiated in 1996 on

~external funds. Financial healthiness of the city as borne out by DSR will be

ranging somewhere arcund zcro 01017 anmmuLlaml_xhgm) and zero(0)
(0 12 percent (bi-lateral) over the period up to 2005, as shown in fig. In keeping
with gencrally acceptable criterion of 20-25 percent of DSR as a mark-up cut-off
point of financial healthiness for public administrative bodics, ektérnal fund
borrowing with these relatively low-end figures of DSR would not undermine the
cmdibilily of the city. Given that the city's current financial obligation :lo cover debt

services incusred to the prcoe'ding external borrowings be kept at Rp.3.4 annuatly,

DSR will grow incremental one (1) to four (4) percent over the same period.

Revenue and Debt Services of KMUP, 1990/91 - 1994/95 (Unit; Rp. million)
FY 1950 FY 1991 FY1992 FY 1993 FY1994

City Revenue | 8,766.1 | 11,021.9 | 11,719.3 | 13,6817 | 15,062.9
Public Saving | 6,325.8 | 6,858.8 | 4,496.6 | 4,645.5 | 4,610.0

Debt Services |~ 98.0 1947 | 2,901.9 9472 | 3,422.1

Soutce: BAPPEDA 1T, KMUP
Pricing and Indicative Tariff
Mérglha! Cost Priéing
Introduction

Inadequate pricing, investment and regulatory poticies which are likely to lcad the
pulic services undertakings to relatively distresssed financial peeformance has been
a chronicle discase in the urban sanitation infrastructure sector. Among others, the
current tariff policie_s are creating an immediate probtem, as most power-suply

undertakings in the country are unable to eam a sufficient rate of return to attract

private debt or equity investment, ‘The problems become incn,asmgly difficult
when rapid growth in sanilary services at a higher quality and rehablhty result in a
larger scale dcmand for mvesublc tesources in the near future,
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3.1.2

Tnvestments in'thc' urban sanitation sector have been financed through the public
sector by general axes, bilateral aid and concessionary loans from multilateral
ﬁnancmg institutions. Nonctheless, with a critical lack of funds available and
dctcnoratmg public finances, which is a binding constraint to borrow external
funds for the scctor investment, financing through teaditional sources have often
been falling severely short of demand. This has led political decision makers and
international aid praclmoners to look for alternatives to finance investment needs.
Mobilization of domestic and exlernal [CSOUICES through capna! markets is now

' urgently calted for.

Viewed in this light, associated with a number of governiment éxperiences of severe
budget consieaints, an appropriate framework for domestic urban sanitation sector
pricing; tariffs and contracls is therefore rcquired not only to achieve an efficient
allocation of scarce fesources, but also to maintain the long-term financial
sustamablhly of utilitics and sanitation service undertakings, and to atiract private
sector and possnbly exteinal capital, to the sector to the extent possible. In pricing,
there would be two key objectives: (i) tariffs should be sufiicient to provide for the
financial viability of the urban sanitation scrvices and undertakings and generate a
sufficient surplus to allow for their financing a significant part of their own
investment programs in the years to come, and (ii) prices should be set at levels
which encourage efficiént use of service capacity and avoids wasteful consum ption,

 On account of the above, this section briefly revicws the microcconomics principles

of pricing to achicve the policy objectives above, thus making it possible to review
an ailocauvc cfﬁmency-oncmcd tari(f structure for the power subscclor in ‘Turkey.

Microccoinomics Background

The purpose of an cconomic system is to allocate the scarce resources of an
cconomy to the production of goods and services for the use of individuals in the
socicty. In a mixed economy, such as that of Turkey, two primary mechanisms are
relied upon to fulfill the said taék vis-A-vis, the market pricing 'syétcm by which
private sector business undcrtakmgs respond to prices determined by the demand
and supply Icvcls in mdmduai markets and undertake that tevel of economic

activities in their own sclt‘ interest, and the pubhc sector decisions through which a
'Sigmﬁcam share of the resources of the ¢conomy will be dircetty and indirectly

allocated by government expenditurcs, taxes, regulations and any other measures

relevant. While a rationale for public scctor activities has been well recognized and

stressed by a number of economists and policy decision makers, particularly after
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the days of the Great Depression in the United States in the carly 1930°s with the

cpoch making works in economics by J. M. Kaynes, this section will confine the

“discussions to the effectiveness of the market pricing mechanism in resource

allocation in socicty.
Parcto Optimality (Allocative Efficiency Criterion)

Ever since Adam Smith’s time the virtue of the competitive market system as a
mechanism for the allocation of scarce résources have becn perceived. In
competitive markets where sclf-interested individuals and firms would frccly buy
and selt at given prices, all participants will be better off from voluntary rading and

~ the aggregate value of outputs produced from society’s resources will be

maximized. Much of the fields of welfarc cconomics has been devoted to refining
these conccpts of social gains from trade, comparative advantage, and welfare

maximization under the general axiom of economic cff:mency Central to an

underslandmg of this modern welfare economics is Pareto OpUmahty. with a Parcto

~Optimum being defined as a state of affairs such that no one can be made better off
without at the same time making at feast one other person worse off*?. This notion

is depicted as follows:

et gencral social welfare function be

W=W(y1, y2y........,¥o)» where y dénotes individual's welfare (well-
being) in a society.

Pareto condition is that  WA>W8

£y 2yl 2y for Wi
and )’IA>)’|8v ......... 'y:‘>'y: for.'.:.ii

In the context of the economy, a Pareto Optimal allocation among uses exists if it is
not possible to allocate reallocate resources so as to improve utility (well being) of

~ one personfentity without at least reducing utility'lcvcl of onc other person/entity.
 Further, a change in resource allocation is said to constitute a Pareto Improvement

if at least one pcra.onfenuly is made belter off Fasa result of the change and no one is

worse off. With this, a changc in resource atlocation among arbltrary uses will be

49 The conccp! is named after the Iislian cconomist Vilfredo Parelo who pzoncemd the theory of economic welfare.
See V. Pascto, Manuel D'Economle Politigue, 1909, chap VII, and the Matheratical Appendin para.89.
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- judged by economists if a situation of cconorhy under a cerlain set of resource
allocation be “good” or “bad”s%. In other words, an efficicnt atlocation of eSources -
is defined as a Pareto-Optlimum one, it is not possible to make anyone better off
without at a same time making someone clse worse off. Similarly, a gain in
cconomic efficiency is equivalent to a Parcto Improvement. The underlying
theorem here is that Parcrto optimum is a “necessary and sufficiant condition” of

- the equilibrium poin.t in'pcrfeclly com_pétiliv'e markets, thereby providing a rational
for masginat cost pricing. 3t S

(2) Marginal opportunily cost pricing

With the standard allocative efficiency considerations in view, it is useful to obtain
an indication of the benchmark level at which the price should be set. A number of
papers have been wrilten on the efficient ways to set prices on different goods and
services, and production factors. In this scction, a bird's eye view of the concept
of marginal cost pricing and the current state-of-the-art to _app_roximété it when
financial susiainabilhy and econoniic viability of development projccts are to be
evaluated. '

Meanwhile, it would be notcworthy 1o delincate the concepts of “marginal
opportunity cost (MOC) pricing” and “marginal cost (MC) pricing” used in the
Report. \Vhil¢ MOC pricing emphasizes the cost of consuming scarce resources in
the light of the opportimity forcgone by that consumption, On the measurement
side, MOC denotes the shadow price of supply with a good deal of distodions in
most of the economies worldwide, whereas MC pricing is used in licu of the
annuitized cost accrued to an investment project, inter alia, constructi'on costs and
recurrent costs. L this context, MOC pricing is most relevant to the cconomic

~ analysis of development projects whereas MC pricing to the financial analysis
therein.

A crucial distinction here is belween marginal cost within a given capacity of the

50 As noted, the concept of Parcto Optimality i3 the normative basis according to which the allocation of resources
is to be judged. Therefore, it shall bé aceepled as a basic velue judgment thal any Pareto-improving change
constitules &0 improvement in social welfare. : . :

51 One of the niost imporlant probléms in welfare cconoinics srises when judgment as to whether the change
~ improves soclety’s economic welfare involves iritespersonal comparisons between the gainers and losers. That s,
given that society’s welfare consists of the aggregate welfare of individual members, it would be imperative to
attach quantifiable welghts (o the gains and losses of welfare to individuals from a changa in resource allocation.
Sés, A. Bergson,” A Reformulation of Certain Aspicts of Welfare Eoonomles”, Quarterly Journal of Economics,
Feb. 1938, O. Lange, The Foundations of Welfare Economics, Econometrica, July-Oct 1942, and ¥, Samuelson,
Foundaiions of Economic Analysis, Chap. ViII, 1948. As regards the issves of economic welfare, oplimun
alfacation of resovrces, interpersonal comparisons of utility, aid others, see, for example, AC. Pigon, Wealth and
Welfare, 4th ¢d.,1932, 1. Robbins, An Essay on the Natural and Significance of Economic Science, 20d ed., 1935
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~ system, and that al]owmg for capacily cxpansion. For small additions of supply in

a ceitain period requiring no additional capital investmenl, the margmal cost is

- defined as short-run marginal (oppoitunity) cost (SRMOC), while a Jarge amount
of capital investment takes place intermittently over the long periad, say 30 to 50
years, it is circumscribed as long run marginal (opportunity) cost (LRMOC). In
praclice, a smoothing of short-run fluctuation of incremental invesiments can be
oblained by calculating LRMOCs and averaging them over time. This average can
be defined as the incrementat cost of all adjustménts in the system cxpansion plan
and operations, atiributable to an incremental increase in demand.

thn looked more closely,

LRMOC = MC of construction + Recurrent Cost (Fuel, and Operanon and
Maintenance costs)

The origins of marginal cosl pricing lhcory date back as far as the works of P.
Dupuit and subscquently H. Hotelling, in the 1930°s52. N. Ruggles provided a
comprchensive review of work in this area up to the next decade, and the theory
de‘vclop'cd, especially for the application of in the electric power sector, with
conlributions from the works of M. Boiteux, P. Steiner and others from the 1950°s
onwardss3. More recently, the academic interest has led to more sophisticated
investment models which permit determination of marginal costs, consideration of
uncertainty, developments in peak toad pricing, and so forth. On the practitioner’s

side, a number of contribution has been made by the economists of the international
lending agencies, namely, M. Munasinghe, J. Warford, Y. Albouy, and others54.

Backed up with these and others, the rationale for setling price equal to marginal
- cost to consequently altain the maximum oconomic welfare level will be clarified in
this section.’®

32 P, Dupuit, “De 1" Utitite ¢t de sa Mesure”, La Reforma Soziale, Tusin, 1932, H. Holelling, “The Genesal Welfare in
Relation to Problems of Railway and Uiility Rates”, Economeleica vol 6, 1938, pp. 242-269
_ L2 Ruggles, “The Wellare basis of the Marginal Cost Pricing Principle”, Review of Economic Studies vol.17
- {1949/50), pp. 29-46, and “Recent Developments in the Theory of Marginal Cost Pricing”, Review of Economic

© Studies, vol.27(1949-50), pp.107-126. See for example: M. Boiteus, “La Tariffication of des Demandes en Pointe,

Revenue Generale de I'Electricite”, vol. 58, 1949, P. Steiner, “Peak Loads and Efficient Fricing", Quarterly Journal
o Economics; 1957, R, Turvey and D, Andecson, Electricity Economics, Johns Hopkins Universily Press, 1977

% Por example, sce M. Munasingbe, Guidelines for Marglnal-Cost Analysis of Power System, WB, 1984, M.
Munasingke and ). Warford, Shadow Pricing and Power Tariff Policy, WB, 1978, J. Wasr{ced, Marginal Opportunity
Cost Pricing: Municipal Water Supply (Early Draft), 1994, Y. Albouy, Marginal Cost Analysis and Pricing of
Water and Eleciric Power, Inter-American Development Bank, 1983, and many others. -

In econoimntes, LRMOC is defined as the amount by which aggregate costs are changed if the volume of oulpul is
incréased or decreased by one unit, Frequently in accounting, marginal cost is used when stictly one should refer to
average variable cost, which are not incurred if production does not take place. Ref: W. Hingley Accownting,
Made Simple Book, 1989, p. 302 _
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The rational for setting pricc cqual to marginal cost may be clarified in mathematical
terms as follows: '

Net Benefit (NB) = Total Revenue (TR) - Total Cost (TC)

The necessary first order condition for maximizirig et social benefits is to set the
derivative of the net benefit function at zero, that is numerically such as:

NBQ=TRQ-TCQ)
= @QQ-TCQ
(/AQINB = (@p/dQ) * Q +p) - ITC/HQ =0
- (HQ@QRP) * (/) +p = ITCIQ
p(1 + 1) = 9TCLoQ

where p, Q and £ denote the price (the equation of démand schedule), quantity of
stipply (the cquation of supply schedule) and pricc_ela'Sticily of supply which is
‘mathematically depictéd as (9Q/0p) * (pAQ), respectively.

Provided that & = eo under the assumption of perfectly compelitive market,

P=0TC/3Q
= Marginal Cost

It is one of the basic axioms of economics that at the price p and su‘pply (demand)
Q, the total net benefit of consumption attributed to sociely is maximized with the
optimum market clearing point (p,Q).

In a simple and static model of f)ﬁcing, an economiéa!ly efficient equilibrium price
has the three invariable characteristics as such that :(i)‘ it will qldar the market in’
terms of demand and supply, (if) it will encourage additional production or
exploitation whenever the expected costs are less than the expected value of
incremental supplies, and (ii) it discourages “wasteful” consumption on the
demand side.%

56 ¥ theory, after having computed the basic shadow priced margihil costs a8 ths beachtaark fos tarifl selting,
decision would be made to deviate from such *strict LRMC values® while reflecting decision makess' value judgment
conceming other policy objectives, vis-d-vis, equity, flnanclal sustainability, and preferential deployment of

. resources to specific seclors/régions. In sddition, a *second best” departure from the "first best” LRMC pricing

policy would be required where prices elsewhere in the économy do not reflect marginal social opportunity costs.

" Nonetheless, the discussions on this "optimal departures from marginal cost pricing™ specificelly fos the Project

has not been incloded largely dug o the hypothetical nature of the issve, and the tack of information and time.
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(3)  Estimation of marg'ina! opportunily cosis

‘The model presented so far has been deliberately idealized and simplified to clarify
the basic principles involved. While the marginal cost is an importani p’riciﬁg
guidepost subject to a cerlain range of conditions, it is highly conceptual and there
would be no data readily available for the cstimation of future supply and demand
schicdules, lhcrcby making it difficult to readily estimale in practice y¢t maintaining

theoretical ngldnly Thus, a scck for proxy for the strict LRMOC, though -

indicative, has been initiated and sorted out mamly by power economists as
previously noted, since the 1950s.

In welfare economics and its épblied segment of investment decision theory, in
particular, the most commonly used variant of this theoretical concept is a levelized
annuity cost pl p__us_cg__rrcuwgﬁ over a fixed period of time. Specifically for the
Project under the curient study, itis defined that the reqmrcd tong-run marginal
opportumly cost of supply of the samtauon subsecctor services in question is the
cost of advancing onc unit of services (scwerage treaiment and solid waste
management), which may be estimated in terms of the cost per cubic meter
trcatcd/managed, annuitized over the expected project period, Further in
cstimation, capital recovery factor (CRF) which is a function of the opportunily
cost of capital (denoted by i) and project life (a) to estimate the levelized annvity
cost,3?

Thus, 2 numerical expression will be:
" LRMOC =TC * CRF(, n) + annual recureent cost

where 'FC denotes the total capital investment cost, while CRF s depicted as:

l(l+l)l

CRF5% -
{(+n" - l

With this, objective of efficient pricing of goods and services is that prices should
- reflect the tru¢ economic opportunity costs of using scarce resources.

57 Another varianl of MC widety used s the Long Run Average Incremental Cost (LRAIC) with its short
accessibility to the selevant information and data. In theoretical terms it may not be correct nonetheless it is vseful
as an approximation. Mathemancally it is expressed as LRAIC = (0% ULy (X QL+DD) where ¢is a yearin a
project peried (£=1,2,.....n), whereas i, 1 and Q denote a dlsoounl rate,an mcremenlal investment and an incremental
supply, respecuvely
58 CRF is defined as a summation of deprecuuon {represented by & s{nkmg fund factor) and opporlumiy cost of
capital (ol' inflation lale). which s malhematzcally deplcted 85 follows:

l(|+l) i(l+|) +i=i l[(lH‘) -—I}+i I o
e -1 Q' -t Qe -1 qa+)° -1
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(4)  Average cost pricing

There would be a discussion rcghrding_lhc overall rationale for the use of average
cost pricing in licu of marginal cost pricing where public utility prices be made
everywhere equal to niarginal cost. By far the most important considerations that
conflict with the strict application of marginal cost pricing is the need for revenues
‘where average cost decreases as outpul increases R, Coase, a Nobel-prize laurcate
“at economics in 1990 and a paitial advocate of average cost pricing, once discussed
-theissue in the context of gencral welfare loss and tax incidence in a society in such
a way that “average cost pricing thay sombli_m-’es prevent something being done
‘which ought to be done, but it is also a'means of avoiding errors which would
certainly made if a policy of: miarginal cost 'pricing were adopled, and there is the
redistribution of income which would occur and which could not be rectificd
without producing the same disadvantages which it is the aim of sarginal cost
pricing (o avoid.'s?

Notwithstanding, in line with the generally accepted mcthodological frameworks
and guidelines for economic appraisal of p;rojei:l.s, Long Run Marginal Opportunity
Cost (LRMOC) pricing reflects the practitioners’ major concem with the amount of
future resources used by consuimer decisions, whereas Avérag'e Cost pricing

represents the traditional accounting approach which is the recovery of sunk costs.
(5) - Shadow pricing

In the idealized world of perfect competition, the interaction of atomoistic profit
* maximizing producers and atomoistic utility m'aximizing consumers gives rise toa
situation where, for a given income distribution, no one can be belter off without
making someone else worse off, vis-2-vis, Parcto Optimal. In this slate, prices
reflect the true marginal social costs, scarce resources are efficiently allocated to
maximize the total output in a society. Nonetheless, conditions are likely to be far

59 R. Coase, “The Theory of Public Utility Pricing and Its Application”, Bell Journal of Ecoriomlics and
Management Sclence, Sep. 1970 pp.113- 128. Citing the advocating article of marginal cost pricing by Hotelling
{op cit.,1938), Coase polnted oul the passible weakness attributable (o marginal cost pricing as follows: (3) this
policy proposal does not take into account the stimvlus lo correct forecesting of having a subsequent markel fest
whether consumers afe willing lo pay the totsl cost, (ii) it ignores the probable effects on the administrative
structure, with state enlerprise superseding private enterprise and centralized operations superseding decentralized
operatiohs, (iil} it involves & redistribution of income in favor of consumers of products produced in conditions of
decreasing costs, and (iv) it failed 10 take into account the misallocation of resources resulting from the edditional
taxation necessitated by the subsidies (p.113). To articilate, Coace discussed that while “marginal cost pricing
" certainly allows a beiter choice 8l the margin than average cost pricing”, bl “Ihis disadvantage of average cost
pricing would be reduced and might be offsel i marginal cost involved increased income tanes {p.120). Funher, it
would be interesling to note that “the argument for marginal cost pricing, like many propositions in modern
welfaré economics, s more concernad with diagrams on a blackboard than with the real effects of such policies on
the working of economic system” while Coase refers to this type of economics as “blackboard economics”

(p.119).
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from that hypothctical and idealistic model of perfectly competitive market due toa
good deal of ptcva!eiit distortions in the cconomy®? , thus making it incvitable to
substantially diverge from market {or financial) prices for goods and services.
Hence, the use of appropriate shadow pricing will be necessitated in dc{sigﬁing and
cevaluating the économic feasibitity of the oplimat investment programs.

* While avoiding mingled procedures to estimate conversion faclors for each of the
goods and scr\}iges, and production factors, shadow pricing will take place in a o
way that: transfer payment which is a shift of claims on real resources from one
- member or sector of sociely to another without any change in the national income
will be excluded. The use of standard ¢onversion factor {SCF) is considered to :
convert the market value of the Project components (o its value in shadow prices
exprcsscd in tcrms of border currericy u_nils'. Speciﬁcally in this Project, value
~ added tax (VAT) corresponding to 10 percent of the local carrency cost components
will be deducted, and subscquently the SCF of 0.9 will be applied. 6t

3.1.3 EBEsumates of marginélcosts

Thus far the background cconomics theory and the current state-of-the-art for the
approximation of marginal costs have been articulated. In the context of this,
marginal costs have becn estimated based on the majos numerical assumptions as
follows.

Capital Investment Costs (Full Cost Recovery): Of the total, Rp.92.9 billion (US$
41.3 million equivalent), Rp.13.1 billion ($5.8 million) and Rp.64.5 billion ($30.8
million) inclusive of physical and pri'cc' contingencies have been allocated to the
wastewater, se:pt'agc management, and sotid waste sub-components, respectively,
combining to a total of Rp.170.5 billion ($77.9 millien). Badse costs are all
estimated as per 1995 price,

Capital .Rccovery Factor (CRF): With the discount rate of 10 pcreent over the 20
years of expected project life, CRF used to annuilize the capital investment costs is
0.1175. | |

Direct Beneficiaries: Assumplive numbers of direct beneficiaries used as a proxy to &
altain the cost of advancing one unit of the urban sanitation services concerned are
225,000, 1,300,000 and 1,350,000, for wastewater, desludging and solid waste,

60 Dislortions are largely due to monopoly practices, external economies and diseconpmies (which are not
internalized in the private market), interventions in'the market. process through laxes, import duties and subsidies,
and so forth, : Lo s : :

61 0.9 is the estimate of SCF currently in use by the World Bank,
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3.2

3.2.1

_' respectively, Further, f‘e'ntily" as a unit of beneficiaries includes houscholds which
*assume 5.5 persons as members, private sector business undertakings, and public

facilitics,

Shadow Pricing: As previously noted, vatue added tax (VAT) corresponding to 10
percent of the local currency cost components is being deducted, and subsequently
the SCF of 0.9 is applicd considered to convert the market value of the Project
components to its value in shadow prices cxpfcssed in terms of border currency
unit. - The foreign cost componcnts of the Project ate assnmed to have bcen
expressed at border prices, inter alia, CIF for the impertables and FOB for the
exportables.

‘Although indicative, the marginal costs and recurrent cost to supply one additional

tontiage of wastewater treatmeiit, scplage management and solid waste collection
and management in the forthcommg ycars till 2015 have been figured out to be
around Rp. 720.0 ($0. 32), Rp.73,125 ($32.5), and Rp.41 ,400 ($18.4) per ton
annually, respectively.  The shadow priced marginal opportunily costs plus
recurrent Costs for the same sub-components are calculated to be Rp.630
(US$0.28), Rp.64 462 {$28.7), and Rp. 36,900 ($16.4) per ton per year in that
order, respectively.

Table 5.3.1-1; Financial Marginal Costs and Shadow Priced Margmal Opportunity
Costs {RpJton/yecar)

‘ Wastewater * | Seplage Management Solid Waste :
Financial Masginal Cost . | Rp.720 ($0.32) . | Rp.73,125 ($32.5) | Rp.41,400 ($18.4)
Shadow Priced MOC Rp630(50.28) | Rp.64,462(528.7) - | Rp.36,900 ($16.4)

Indicative Tariff Structure

" Intcoduction

An appropnate I‘ramework for pncmg (ratcsemng) w:ll bc required not only to

achieve an afﬁcnent atlocation of resources, but also 1o maintain the long term

financial suslamabxhty of sanitation service undcrtakmgs to maintain the quality of
services at a reasonable level, thereby cnhancmg the customcr s wmmgncss to meet
their payment obligations and altracting a private seclor participation possibly
envisaged in the seclor, In view of this, while referring to the tariff stcucture
currently in use for the solid wasle management service in the city, each of the
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segments mostly refevant to the framework of tariff structuring and the proposed
tariff structure, though indicative, will be suramarized in this section,

In so doing, it would be noted that, in gencral, tariff structuring is undertaken
based on the cost-of-service approa_ch where considerable attention be given to

“clarify cost accounting items (omfatiuglnowopcrating dirccl/indirect costs) incurred
during daily operation of scrvice undcrlaklngs The Report, nolwithstanding, docs
not prescint a detailed ratesciting framework which could be instantancously
replaced for the somewhat complicated tasiff structure cun'cmly in us¢ due to criticat
shortage of time and relevant data.

A7
5

3.2.2  Tadff policy objcctives

On account of the government policy to further proceed with financial
decentralization in the utban sanitation sector development, the governmeiit stategy
is dirccled to towards pmvidih‘g a level of service which the consumers have the
ability to pay for, associated with a principle of full cost rccovcry after the
reasonable period of tinie €2 Under the new framework, opcrauon!mamlenance
(O/M) costs, upon mieeting debt service paymeits, will be Tully covercd by tadiff in
the short term, and possibly O/M cosls plus depreciation after a reasonable period,
say, a cmiple of years, In other words, the objective behind the tariff restructuring
'will be to achieve a break-even financial position at the outset, and possibly to the
extent the undertakings could retain profits for investment expendituces to come. In
line with this, the total future costs of supply will be allocated to cach of the
beneficiary éalcgdries in proportion to their affordability, and hence, the taciff
would be raised, as'appropﬁatc,'to' enhance financial viability of the public service
undertaking for efficient and effective operations as well as to curb the unnceessacy
excess demand. '

Tariff will be made progressive (cascade tariff structure) with the explicit equity

- consideration that the poorer-are cross-subsidized by the richer segment of the
socicty. Numerical assumption for the berchmarked cross-subsidy from the
economically affluent segments to the distressed ones will be that lower incomers
will not to pay a higher proportion of their income on the sanifation subscctor '
services concerned than the rich, ‘ .

62 Ref.: ADB Water Supply and Sanitation Sector Stady, Msin Report, 1990, p.109.
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Tariff structoring framework
Tariff dcsign principles

Tariffs should be understandable, praciical to apply, and viewcd as fair by
consumers,

Tariffs should atlow the service undertakings to eam enough money to provide the
quality of service at the required level by consuniers,

Tariffs should be stable, and shoﬁld permit consumers to plan for the long-term in
making their investment decisions, and

Tariffs should promote economic efficiency, reflecting the true opportunity costs of
consuming an exira scarce resource (o society.

Tariff desi gn concept - _"Bafga Pokok’” _

As is in the case for the watex tariff policy, “Harga Pokok” which is a cost-related

‘benchmark being defined as the total revenue requirement divided by the volume of

services produced and/or divided by the unit of beneficiarics®3. Under the current
study, Harga Pokok is equivalent to the marginal costs per domestic (household)
users and per floor area with relevancy to commercnl!mdustnal enmy and public
facilily. Given that services are being prowdcd for which customers will
financially cover rcgardless of their actual disposal, ratestiing will simply consider
the costs to be recovcrcd and allocated the beneficiarics wnh duc ncogml:on of
their affordablhly which is envisaged to be around 1 percent of income for -
sewerage and around 2 percent for sotid waste, respectively.

" Beneficiarics classification and cost allocation weighis

Direct Beneficiaries: Assumptive numbers of direct beneficiarics used as a
proxy (o attain the cost of advancing onc unit of the urban sanitation services
concerned are 225,000, 1,300, 000 and 1,350,000, for waslewater, scptage
management and solid wasle management, respectively. With this, it is further

“assumed that lhcrc cxist the beneficuary houscholds associated with the Project

scopé standing at around 40,900, 236,400, and 245,500, given that each of the

‘hotschold corprises 3.5 family membets in average.

Unlike the case of domestic houscholds, there has been no data avaitable regarding

63 Rot: USAID, Waier Tariff Pelicy in Indonesia, 1994, p.i1
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~ the number of commercialf/industrial and public facilities within ihe Project area.
Thus, floor area of each of the establishnienis in the arca will be applied as a proxy
to estimalte the direct beneficiarics. ' '

Based on the ficld survey carried oul by the Team in 1995, the tariff-chargeable
floor arcas by beneficiary catcgoriés among commercialfindustrial entitiés and
public facilitics relevant to the Project scope are assunied to be 431,696 sq. melers,
67,435 sq. meters, and 366,320 sq. meters for small and medium scale business
entities, large scale business undertakmgs and public facmucs. respecuvcly These
figures are taken up from the year 2005 estimates as mean values over the project
period.

Income Distritition: The income distribution of the city residents is highly
deviated with the posi.livc skewness of 1.8, With this, around 45 pescent of the
total population falls to the annual income of less than Rp.200,000 per month
followed by 35 percent of medium incomers and 20 percent of the affluent people
under Rp.450,000 pér month and above, respectively. It is assumed that income
distribution of the residents associated with the Project be identical to that of city
residents as a whole. (Table 3.3)

Bene!’ic'iafries Classification and Welfare Welghts (Cross-Subsidy):
Domestic (houschold) users are classified as lowei (referred to as R-1), medium
(R-2) and higher income (R-3) groups with each of these attributed to the 0-45th

percentile, 46-80th percentile and the residual of the total population. Commercial

~ and industrial entitics are divided into two sub-categories with the small and
" medium sized (BE-1), and the large scale entitics (BE-2). A cohort comprising
public cntitics (PB) is treated as an unit sub-category. without any subdivision.

The welfare weights associated with the full cost recovery principle are specifically

altocated to each of the beneficiary groups, as summarized below. With this,
“cross-subsidization is triple-folded, that is, in the sewcrage subsector, (i)
* houscholds cover 50 percent of the total financial burden while enjoying 70 percent
of project benefit, thereby being subsidized by business entities, (i) a higher
“income group subsidizes a lower income group with a half of the costs assocnated
_wnh the total houschold portion whereas the population share } is as little as 20
percent, and (iii) large scale business entities with the floor share of 8 percent bear
the financial burden of 30 percent of the costs attributed to the entity segment. As
for the solid waste managemeént subscctor, the same consideration has been made
with the specific cost allocation and cross-subsidization as follows. (i) houscholds
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o R R-2 R3 BE/PE _

Wastewater | 1,440 3,040 64,000 98,900

Septic Management | 1,080 2,280 4,800 74,200
SotidWaste - | 2,880 6,080 12,800 197,800 |

cover on!y 50 percent of the total ﬁnanmal burden while enjoying 70 percent of

- project benefit, thcrt,hy being subsndnmd by business entities, (ii) a higher income

group subsidizes a lower income group with'a littlé bit less than a half of the costs
a_swcnatcd with the total household portion whercas the population shaee is as little
as 20 percest, and (iii) targe scale business entities with the floor share of 8 percent
bear the financial burden of a quarler of the costs aunbutcd tothe enmy segment.

Tt would be noted that the middie income group of houscholds and public entitics
are 10 share the financial burden in propomon to cach of the share of presence. -

Marginal costs: As previdusly estimated in 5.3.1 above, the levelized annuily
cosls to readily megt the financial obligation inclusive of debt service will reach at
Rp.3.3 biltion ($1.46 million), Rp.?,._()' biltion ($0.90 million), and Rp.11.6 billion
($5.14 millien) for waslewater, scptage and solid waste subcomponents,
réspcctively. |

Affodability: Provided that the maximum amount to pay for the tariffs accrued to
the sanitation services concemid are generally accepted at 1 percent, 0.75 percent

~and 2 percent of disposable which accounts for 90 percent of the total income for
‘waslewater, septic management, and solid waste management, respectively, the

“bid prices” at the highest, or “willingncss to pay” for wastcwa!ér, seplage
management, and solid waste management services arc summarized as follows.

‘Willingness to Pay (Rp./month)

Thus far the indicative parameters for ratesctling are sorted out, and will be
summarized herewith.
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Kéy Paramclch for Ratesctiing

regarding (he Sanitation Services Corcerned

R1 R R T BT8R PR

WETEhTs (Sewerage) £ 20 I 1770 B R ¥/ I /K (D R 1
Weighis (SoRd Wasie) [ 0% T 8% | 3% T 18% |~ 17% W%
ot Houschold | - - -
-Wastewaler 16,400 | 12,7060 7.300 - - -

Seplage 13,900 | 10,800 | 6,200 . . ;
1 Satid Waste™ TGA5077 859107 49,100 I D
Tloor Atca ™ : : T AT | ETAIS [T667 520
Annaal Cost Share

(Rp.m/yr) | |

Wastewaler 216| 515|821 493 493 | 657

Septic Management | 152| 354|506 04| 304 405

Solid Waste b o1,157] 2024) 2602] 2082 1388 | 2,313

3.2.4  Indicalive tariff struclute

In view of the forcgoing, the following rateseiting will be indicated. It would be

~ noted that, in general, tariff stnicluring is undertaken based on (he cost-of-service
approach where considerable attention be given to clarily cost accounting items
_(Opcralingfnbn-operating directfindirect costs) incurred during daily operation of
service indertakings. The Report, notwithstanding, does not present a detailed
ratesetling framework which could be instantancously replaced for the somewhat
complicated tariff structure currently in use due to erifical shortage of time and

refevant data.

~ Indicative Monthly Tariff per Entity/per sq. Meter for Full Cosl Recovery

R-1 - R-2 R-3 BE-1 BE-2 PE
Indicative Tanft pet HH | per HH [perHH {per per per
sq.met | sq.met | sq.met
Wastewater (Rp.)  15,459.3  112,283.3 27,637.5 | 418.8|1,788.4| 5487
Destudging (Rp.) 215.5 483.9 |1,088.8 19531 407.1 | 1249
Sotid Waste(Rp.) . | 8725 | 1,963.2 | 4,417.2 401.6 | 1,715.0| 5262

Now that the tariff for wastewater indicated above place high above willingness to
pay for houscholds, it would not be acceptable to access the Project scope to be
affordable. As for business cnlitics, the monthly weighted avcrage tariff per sq,
meter is Rp.624.3 with the afore-mentioned share of floor area and the tariff set
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4.1

forth to cach of the business entitics as given, Let the average willingness to pay
for wastewater services provided be about Rp.100,000 per month, thus making the -
“maximum average flonr arca per enlity” stand at 160 sq. meters. With this and all
other factors as given, the average floor area of business entitics in the cily is most
likely to be more than 160 sq. meters, thereby making it impossible to appraise the
proposed services to be feasible and affordable, acc‘ordingiy. |

Financial Analysis
Introduciion

The projects proposcd under the sludy is subjoct to financial analysis that includes
an assessment of financial viability (profitability) of ravcnuc-gcncralihg
components over the specified project life. The specific indicators and the
indicative cut-off rate as bomé out by financial intemnal rate of return (FIRR) will be

used to measure and subsequently assess the overall financial sustainabilily. Witha

view fo seif-financing fulvré investment costs while enabling the prospective

* sanitalion service underlaking (s) to imcel debt service obligations, revenue-carning

undertakings will be expected to géncrate FIRR reasonably equivalent or closc to
the cutrent opportunity cost of capital of about 8-10 percen?. In keeping with
gencrally accepted guidelines for financial analysis, the financial costsfbenefits used
in the computation of FIRR will be in constant carly 1995 prices. Further, ‘the

- capital costs will be reconcilable with the base costs and physical contingencies, but

with the exclusion of price contingencies and interest dusing construgtion,

While it is pcrlmcnt to investigate the ﬁnancnal pos:l:ons of the mumc:pahly level

~ units or participating agencics with a bearing on the accounting concept of “going-

concern”, projected financial statements and accountmg analysis thercon were not
prepared largely due the following reasons: (i) the current accounting and reporting
system used by Dinas Kebershiban do not fully demonstrate its financial position
because of lack of gcnerally accepiable accounting principles and an appropriate
management information system, (ii) time schedule to devise the institutional
framework Lo come should further be clucidated.

“Notes and assumptions

The basic asshmplioné used in the an.al'ys:is include the follo_wingsi- (i) project life.

| (ii)_dcmog‘raphic and related factors. (jii} cosl estimation (base cost plus physicat

€4 The cut-off rate recommended by UNI)P {s 10%, which sounds too low with the current relurn of capntal \\h:ch
mnges sround £0- I? percent in view.
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‘contingency), (vi) financial terms, (v) toan-grant mix, and (vi) tafiff. The most
rclevant and detaited data/information; among otheis, are as follows.

(1) Project Cost

The total cost of the Project cxclusive of possible interest during construction is
estimated at Rp. 170.5 billion (US$ 77.9 mllhon cquwalent as per 1995 price), with
a foreign exchange and a local cost componcnts of Rp.72.5 billion {$27.1 million)
and $Rp.98 biltion ($50.8 million), respectively. Of the total, Rp, 92.9 billion ($

© 41.3 million), Rp.13.1 billion ($5.8 million), and Rp, 64.5 billion ($30.8 mmlon)
are to be allocated to the wastewater, septage managcmcnt and solid waste sub-
componcnts with cach of these accounlmg for 53 percent, 7 percent, and 40
percent, respectively.

(2) © House Connection

With a view to cisuring a consistent standard of construction, and to improving

affordability of the sewerage service 1o lower-income usess, provision for

cons{ruction of individual houschold conncetions has been included in the Project
. cost,

(3); Contingencies e 5

Reflecting expected increases in the base cost estimates of the Project(s) due to
changes in.-quantitics and methods of implementation, physical contingency
atlowances have been set at 5 percent of the base cost of each of the sub-projecs.
Further, in anticipation of increases in the base cost estimates of a projéct/projects
due to changes in unit prices for the various project components/parts beyond the
date of the basc cost estimates, price contingency allowances have been set at 7
percent in 1996'and 6 percent in 1997 and thereafier of the base cost plus physical
contingeucies for the local cost expenditures and 2.7 percent for the foreign
expenditures, respectivelyss.

(4) Revenucs

Tariff revenues based on marginal cost pricing rule arc assumed to be the major
source of income while capital works charge levied o ncwly consiruc%cd lacge
scale, high-rise buildings in the projcct areas will be also taken into account.
Nonetheless, other form of private scctor involvement such as beneficiary’s

65 ADB estimates, PAI No. 1.3, Appendices 1,2, 1994
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(5)

6

4.2

contribution (an onc-shot charge 1o the prospective beneficiaties in the project areas

on the right to connect their toilet facititics with major sewerage pipes) is set out of
the ré'vcnu‘e‘ scope largety due to the political and sbcial diﬂ‘léuuics ¢nvisaged.

There hasn't been any cxplicit assumptions abouk tariff de'.clopmcm over the
Project pcrsod thus implicitly assuming that there will be no change in rcal tariffs
as per foreign exchange over the period concerned. In other words, the nominal
tariff increase in ruplah tesm which would poss;bly take place during the Project
period will be canceled out in respect of devaluation of the rupiah against the dollar

arid other major foreign currencics.

Capital Works Charge

Rp. 10,000 per sq. meter to the year 2005 and Rp.Z0,0{)O per $q- meter onivards.

_ Various kinds of high-rise (witlh' moré than 5 storics being assumed)

commercial/public building combining to a ldlal_ of 10,000 sq meters per annum
will be constructed in the city;

Tarill

The following partial cost recovery tanff (O/M and house connéction costs) will be
set forth for each of the sanitation services conceined, while conoldenng those fuil
cosl recovery ratesciting as politically and socnally proh:hmvc.

Indicative Monthly Tariff per Entity/per sq. metee

Indicative Tacifl R-1 R-2 R-3 | BE- BE-2 PE

. | per HH | per HH | per HH | per sq.m | per sq.m { por sq.m
Wastewater (Rp.) | 1,115.3 | 3.345.8[ 8,364.6] 95.1 | 6089 | 149.5
Scptage (Rp.) | 119.0] 357.0] 892.4 | 503 1375.4 92.1
Solid Waste®p.) | 872.5 11,963.2] 4,417.21 401.6 | 1,715.0 | 5262

Financl.al Internal Rates of Return {FIRRs)

Financial viability of the ijoct has been estabhshcd by calculatmg a financial -
internal rate of relurn ([‘lRR) on the basis of the costs and benefits associated with
thc projecl The cost flows consist of (1) capital mvcstmcnts for lhc provision of
the sewerage and solid waste management services at a required level over the

‘ pcnod of 1996 lhrough 2015 cxcludmg costs incurred prior to the afore- mentioned

years (sunk cos!s), and (ii) the new and incremental operauon and mamtenance cost
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- of these facilitics solid waste dumping sites.

The benefits comprise tariff revenues as borne out by the provision of wa_stcwater,
desludging and solid wastc trcatment services atlributable to the investmerits during
the fiscal ycar 1997 to 2000 for the sewerage and desludging, and (o 2001 for the
solid waste component. In addition, Capital works charge which leads to the city
revenue al Rp. 16,000 per sq. mcler to the year 2005 and Rp.20,000 per sq. meter
onwards is takcn into account, : - &

Thc FIRR of the investment plan with all costs and benelils expressed as'per 1995
price level, is estimated at 11.4 percent inchi_sivc of the two sub-components, inter
alia, the sewerage and the solid waste subsectors. Divided into each of the Sub-
projects, FIRRs worked out to 10.5 percent and 12.7 percent for the sewerage and’
the solid waste sub-sectors, respectively. With the current opportunity cost of
capital slanding at around 8 to 10 percent, the FIRRs for the Project are to exceed
the rcal cost of Project capital, thereby rhaking it possible to evaluate the Project as

~financially viable. A summarized net cash-flow table is given as attached
(Table 3.4).

Provided that, in Yive of marginal cost pricing, the Project benefits are measured by

willingness to pay of the prospective beneficiaries and the tarif€ cursently in use for @
solid waste, the FIRR calculation has no solutions because of the excessive cost

streams over the project period.

5. Economic Analy_sls
5_5'.1 Economic Internal Rates of Return (EIRRs)

Economic analysis of the Projects under the study has been quantitatively carried
out wherever possible while taking into account a number of economic, social and
environmental benefits accrued. The economic internal rates of retnrn (EIRRY) have
been expeditiously estimated with the marginal cost-based tariff and the shadow
pnccd project costs.” Besides, reduction of morbidity rates, especially for
waterborne diseases and infant mortality raies has been contemplated 10 intuitively
measure ils benefit in monetary term, To datc an, overall values of real esialc in the
city boundary have not been expericnced any price-hike to the extent, thus make it
~ unlikely to present a rationally estimated land value-hike in the future. Thus, the
secondary and tertial project benefits which would possibly take place in the wake
of the Project completion® have not been taken into account.s? Mclhddology of

66 Jndirect benefits accrued to the Project would be, for example, further jnvestment of external funds to the city
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