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Terms of Reference

“Tariff Study for Syrian Water Sector”

1. Background

For the five year plan 2006 to 2010, the Ministry of Housing and Construction (MHC) and the State Planning Commission SPC have developed the future vision for the drinking water supply and sewage sector as to “provide services that satisfy peoples’ needs through highly efficient establishments which manage and preserve water resources designated for drinking purposes in order to ensure all citizens’ rights for safe drinking water and treated sewage.” The necessary efficiency of the establishments shall be attained, among other measures, through cost recovery for operation and maintenance and by financial independence in the management of drinking water supply and sewage establishments. Subsidization between different segments of society should be limited within one governorate served by a single establishment. This national policy is in line with the requirements of international financing institutions engaging in project finance for better drinking water services, sewage management and wastewater treatment (e.g. EIB, KfW). 

This vision represents a fundamental paradigm change compared to past years, when a uniform tariff was adopted. Under the current system, all establishments would transfer their revenues to the central budget and cover their expenditure from central budget allocations. In this context, investments were generally covered by the state budget and transmitted as government loans to the water establishments. For a number of establishments the state budget further provides grants or loans to cover operation and maintenance deficits and to cover the cost for network replacement and extensions. Thus the overall subsidy of the water sector from the general state budget is very large, while the tariff level is rather low by international standards and compared to net household incomes in Syria. 

The payment of interest and principal on government loans is regularly waved for most establishments. However, if an establishment has incomes exceeding the operation and maintenance cost, government loans serve as an instrument to redirect funds to the state budget rather than to allow autonomy in investment decisions. As a consequence the incentive for efficient financial management is presently very low and Syria suffers from high quantities of unaccounted for water. 

This Consultant assignment receives financing from the technical assistance (TA) component of the Facility for Euro-Mediterranean Investment and Partnership (FEMIP) supporting the MHC in preparing a decision process on appropriate tariff setting mechanisms and a gradual adjustment of tariffs to the level required for project finance. GTZ TA and MoHC staff will also support the overall scope of work.

2. Description of the Assignment

2.1 Beneficiary

The Ministry of Housing and Construction

Damascus

Arab Republic of Syria

Contact Person:
Dr. Kamal Al Sheikha, Vice Minister for Technical Affairs

Telephone:
+963 11 2323810

For the success of this assignment, it is important that the Ministry of Housing and Construction, the Ministry of Local Administration and Environment and the Water Establishments are closely involved in the study process and that recommendations are made in consultation with them. The Ministry of Housing and Construction and the GTZ project “Institutional Support to the Syrian Water Sector” will closely cooperate with the Consultant team and contribute to the overall objectives. 

In parallel, the Consultant shall maintain contact with the European Investment Bank and KfW to ensure that options developed will meet the Banks’ requirements for financing water sector investments. 

The Consultant will have the following main points of contact:  

· MHC, with all establishments

· Ministry of Finance

· Ministry of Local Administration and Environment

· Damascus Countryside Governorate, the Governor

· GTZ, Mr. Heidtmann, Mrs. Mokhlesa Al-Zeim

· KfW, Mr. Mohamad Kayyal, Local Expert

· EIB, Mr. Otto Hüsken, Mrs Monica Scatasta,  

2.2 Global and Specific Objectives

Overall Objective of the Short Term Tariff Study

The Syrian Government aims at gradually improving cost recovery of operation and maintenance cost in water supply and wastewater service provision, as well as preparing for an increasing recovery of depreciation and capital cost in the long run. The overall objective of the study is to submit proposals to the Syrian Government for a modification of the present tariff system to ensure the sustainability of water supply and sanitation services for the entire target group. 

Specific Objectives

· To review and summarize findings from existing studies on performance, cost and revenue analysis of the different water and wastewater establishments.

· To provide the Syrian Government with a document that presents alternative options for a gradual improvement of cost recovery, including an assessment of strengths and weaknesses of the different options and to what extent they comply with the donor requirements. This is to allow the Syrian Government to take a decision on a modification of the present tariff system. 

· To identify major elements of a medium term study looking at regional experiences for efficient and cost covering service provision in the water and wastewater sector (institutional reforms, regulatory framework, tariff structures) 

2.3 Requested Services

The Consultant service shall cover the following tasks

1. Assess the present legal and regulatory framework for water and wastewater tariffs, the enforcement of tariffs and the financial flows financing the sector. 

2. Estimate the range and regional variance of justified operation and preventive maintenance cost of water and wastewater services including the foreseen upgrading and extension of services. 

3. Assess the affordability of quality water and wastewater services for the population and their willingness to pay for different level of services. 

4. Assess different options on how to allocate subsidies in an efficient and effective way, in order to secure access to the supply systems and/or to a minimum water quantity for lower-income people. 

5. Assess different options for separate tariff systems for water and wastewater and for different consumer types.

6. Identify the elements of the actual operation and maintenance costs in the different Governorates and the EIB project area

These tasks include the following activities, which might be extended as the Consultant deems necessary.

A.
Activities related to the assessment of the present situation

	N°
	Activity
	Contribution MHC / GTZ

	A1
	Compile the GTZ contribution  
	Assess the possibility (i) to establish regional water and wastewater tariffs, (ii) to transfer the tariff decision to the Governorate level and (iii) to raise sewerage tariffs without wastewater treatment according to the “polluter pays principle” until January 31st, 2006

	A2
	Compile the different approaches of establishments resulting from the GTZ survey and workshop and present priority regulatory changes required (regarding e.g. free consumption, quality water meters, payment facilities)
	Small survey of regional establishments until end January 2006 on how they (i) charge consumers without meters or with broken meters, (ii) apply sanctions for non-payment or for illegal connection, (iii) improve meter reading, billing and collection efficiency

Prepare first best practice recommendations and priority regulatory changes 

Workshop mid February 06

	A3
	Review existing studies on (i) performance of establishments and cost recovery and (ii) investment needs / projects and their resulting investment (including financing), operation and maintenance cost;
	Collection of existing studies; pre-selection of relevant parts

	A4
	Assess (i) for 3 selected establishments: full operation and preventive maintenance cost compared to O&M cost resulting from present accounting; (ii) for all establishments: reported water production, water sales (quantity and value) and O&M (break down for labour and energy cost etc.) 

Estimate on the basis of (i) and (ii) the adjusted O&M for all establishments.
	(KfW supplies data from Damascus urban, Damascus rural and Aleppo by January 2006)

Collection and compilation of accounts for 2003, 2004 and 2005 for establishments by end January 2006

	A5
	Assess (i) average income and water consumption patterns in different regions; (ii) average income and water consumption of poor households (poverty study) in different regions and (iii) calculate the maximum combined annual per capita water and wastewater charge, by region, that is affordable to average and to poor households according to international standards (5% of net income) and compare to the adjusted O&M costs (see A4); (iv) assess the affordability of the current connection costs  
	Provision of income data according to Statistical surveys; provision of water production and sales patterns per establishment 

KfW: socio-economic surveys of CES and Dorsch 

	A6
	Assess (i) willingness to pay in function of service quality from existing studies (e.g. JICA, 1998; Arabtech 2005) and compare to affordability (A5) and (ii) the poverty alleviation impact of subsidised water and wastewater fees compared to other public services
	Rafiq Diab: provision of households survey data from 2 refugee camps 

KfW: socio-economic surveys of CES and Dorsch 

	A7
	Critically assess the characteristics and impacts of the present tariff structure on (i) efficiency of demand management, targeting of the poor, potential of cross-subsidization; (ii) potential revenues for establishments and (iii) the metering, billing and collection system (i.e. potential improvements of cost recovery through improved commercial functions)
	


B
Activities regarding the set-up of a future tariff system

	N°
	Activity
	Contribution MHC / GTZ

	B1
	Short overview of the impact of water and wastewater tariff adjustments on consumption in at least 4 countries (e.g. Jordan, Turkey, Poland, Bulgaria). Deduction of preliminary estimate for price elasticity of demand in Syria
	

	B2
	Develop the following tariff options (for both water and wastewater, for each region, with and without new investments) with the current billing and collection efficiency and with one improved billing and collection scenario: 
(i) full adjusted O&M / m³ of sold water; 
(ii) full adjusted O&M split according to current tariff blocks;
(iii) full adjusted O&M split between fixed and variable components with only one subsidized tariff block accurately targeting poor households (2 variants).
	Contribution to the decision
- which improved billing and collection scenario is realistic until 2010
- which 2 variants of a new tariff structure to assess under the aspect of water wastage reduction and fair allocation of charges

	B3
	Suggest an appropriate gradual adjustment of the tariffs from 2006 to 2011 with or without the use of a parameter based formula (e.g. energy, salaries), combined with an appropriate adjustment of connection fees incl. connection subsidies for the poor, if any.
	

	B4
	Assess and incorporate suggestions resulting from the GTZ support project. 
	Suggest priority activities on how to attain the improved billing and collection scenario Consider metering, billing and collection cost and alternatives, incl. the necessity of an improved CIS.

	B5
	Assess major issues not covered by this study and suggest elements to be further studied in a medium term regional study
	


In order to allow stakeholder involvement, it is expected that the Consultant will organise meetings with the MHC, Ministry of Local Administration and Environment, Ministry of Finance, the regional water establishments, the GTZ, KfW, UNRWA and other relevant stakeholders.





2.4 Expected Results

It is expected that the Consultant will submit a study for a short-term tariff adjustments for the water and wastewater sector, identifying a sound proposal for gradual tariff adjustment to attain full operation and preventive maintenance cost coverage by 2010. 

3. Expert Profile

3.1 Education, experience, references and category of each expert

The preparation of this study will require the expertise of different professionals, including : 

· international financial analyst

· international engineer

· international utility manager

· local/regional engineer

· local/regional socio-economic expert

It is up to the Consultant to propose the final composition of the team of experienced specialists, ensuring all the above areas of expertise are covered. A team leader should be appointed, who should also be one of the above-mentioned experts, with sound experience in project management/co-ordination. It is expected that at least the financial analyst be of senior level (Category I) All experts must have several years of prior work experience in similar countries and can manage to work in the English language, and at least some team members also in Arabic. In order to ensure a participatory approach, it will be necessary to provide an interpreter for the cooperation/workshops with the Syrian partners. It is expected that the consultant will spend a significant amount of the time allocated to the project on site. The cooperation with national consultants would be welcomed.

3.2 Working Language

The working language is English.

4. Location and Duration

4.1 Starting Date

The starting date is
 January 23rd 2006.

4.2 Finishing Date of the Assignment

The finishing date of the assignment is 
April 30th 2006 

4.3 Schedule and Number of Days of the Assignment

A briefing workshop (1-2 days) in Damascus is foreseen in the second week of February 2006. A debriefing workshop (2-3 days) in Damascus is foreseen end March / beginning of April. GtZ will organise and invite the participants and arrange for the venue of the workshops.

The number of days for the assignment is the number of days spent travelling to and from Syria, on the place of assignment, as well as the days needed for briefing, debriefing, and reporting, excluding weekends and public holidays.

The consultant has to propose the time allocation (working days) for each expert he would like to engage and to submit a short methodology (organisation of works, max 2 pages) and a provisional time planning, indicating (a) the scope of work, the expert involved and the time requirements per task and (b) the time requirements (days) per expert with his offer.

4.4 Location of Assignment

The consultant should mainly work in Damascus and visit water and sewage establishments in different governorates. An appropriate time allowance can be foreseen for reporting requirements in the Consultant’s offices.

The Consultant has to arrange his entire office infrastructure. The GTZ will make available one water and sanitation engineer with socio-economic work experience to work with the consultant. 

5. Reporting

The Consultant will, within two weeks from the start of the assignment, deliver a brief Inception Report (in English and Arab) to the MHC (2 sets), the Ministry of Local Government and Environment (2 sets), SPC (2 sets), Ministry of Finance (2 sets), the European Investment Bank (3 sets in English), KfW (2 sets), GTZ (2 sets) and any other body (project stakeholder, 1 set), as appropriate, which highlights the main findings, key issues, preliminary conclusions and possible amendments to the project approach.  

The Consultant shall, by March 23, 2006 deliver the Draft Short Term Tariff Study in English and Arab language. This report shall be finalised to such an extent that if there are no comments from any of the interested parties, the report could be considered final. The report shall be distributed at least one week before the debriefing workshop in order to allow the bodies or institutions involved in the project to comment on the reports. The parallel dispatch of the report in electronic version is advised.

Comments from MHC, SPC, MoLG&E, MoF, KfW, GtZ, EIB and other relevant stakeholders will be collected through GtZ at the latest 2 weeks after the debriefing meeting, and sent to the consultant for integration. Within 10 days of receiving such comments, the Consultant shall prepare the Final Short Term Tariff Study. Reports will have to be distributed as follows: MHC (3 sets), Ministry Local Administration and Environment (3 sets), SPC (3 sets), Ministry of Finance (2 sets), European Investment Bank (4 sets in English), KfW (2 sets), GTZ (2 sets), 14 Water and Sewage Establishments (1 set each) and any other body (project stakeholder, 1 set).

Furthermore, the reports (in Word), supporting documents and the financial models (in Excel) shall finally be made available on CD-ROM to all project parties, once the services are accomplished.

References (these references are available at the GtZ office)

Draft five year plan 2006 – 2010 Water and Wastewater Sector, November 2005

CES/GFA : Water Sector Programme Barada Basin Damascus Rif Governorat, Report 1 Identification of Priority Towns, August 2005
CES/GFA : Water Sector Programme Barada Basin Damascus Rif Governorat, Socio-Economic Baseline Study, Report R3-1, July 2005
Dorsch Consult/Gitec: Technical Report No. 2, Hydraulic Network Analysis and Strategic Planning of the Water Supply System of the city of Aleppo, October 2005 

M. Kayyal, local KfW expert: Findings, Outputs, and Further Actions on the Milestone Concept for the rural Damascus and Aleppo Water Establishments in Syrian, April 2005

Arabtech Jardaneh / MWH, Water Supply and Sanitation in Support of Two Palestinian Refugee Capms, Khan Eshieh & Khan Dannoun, Draft Feasibility Report, Section 12 and 13; 2005

Jacobs, Combined Study – Estimated level of cost recovery (water / wastewater / WWTP Al-Kissweh, WWTP Artouz), 2005 ? (to check with EIB)

Poverty study (check title with GTZ)

Syrian Statistical Yearbook / Household Survey (check with GTZ)

Law Nr. 2 of 2004 ? (check title with GTZ)

Municipal Administration Modernisation Project in Syria, Identification Report, October 10, 2003

Syrian Arab Republic / World Bank, Wastewater Strategic Planning and Priority Investment Study in Barada & Ghouta Gharbiyah, Final Report, Volume 2: Strategic Plan, 2003

Syrian Arab Republic / World Bank, Strategy Note on the Water Supply and Sanitation Sector, May 2002

Decree 2692/2000 on tariffs of drinking water

Tariff Study for Damascus City (Master Plan 1998 / JICA / NIPPON KOEI)

United code of investments MoHC (-> check title)

Tariff regulation MoHC (-> check title)

Decree 14/1984 on establishment of water authorities responsible for the drinking water supply in the governorates

Proposal of Outline of the “Short Term Tariff Adjustments for the Syrian Water and Wastewater Sector” Report

Executive summary

Syria’s Water Supply and Sanitation: Financing and Tariff Policy

· Present legal and regulatory framework

· Rough estimate on present financial flows (users, general state budget, IFIs)

· Foreseen policy reforms

· Margin of action within the legal framework and unresolved questions
· International experience in tariff adjustment and price elasticity of water demand 
Characteristics of Regions and Regional Water and Sewage Establishments

· Regional distribution of revenues and poverty

· Area, population, industrial trends and number of economic units for each establishment

· Existing water and wastewater service levels

· Water consumption patterns, affordability and willingness to pay

· Short term investments foreseen in the different establishments

Present Operation Cost Recovery of Drinking Water and Wastewater Services

· Present reported operation and maintenance costs of the establishments (staff, energy, other);

· Costs not included in present operation and maintenance (preventive maintenance, training, public awareness, other);

· Additional operation and maintenance cost to be expected from short term investments;

· Present revenues from water sales and wastewater service fees;

· Other revenues;

· Operating cost coverage ratio (annual revenues / annual running cost);

Tariff Adjustment Needs for Drinking Water and Wastewater Services and Possible Options

· Different regional adjustment needs (drinking water and wastewater services)

· Definition of the baseline scenario, the improved billing and collection option and the two different tariff systems analysed including assumptions on price elasticity

· Presentation of the results of the different tariff options

· Suggestions for a gradual adjustment of tariffs including affordability assessment

· Necessary priority actions to reach the improved billing and collection scenario

Suggestions for the Medium Term Regional Study

· Open issues not covered in the present study

· Objectives of a regional comparative study

· Suggestions for the scope of work

Attachments

· Tables, References, others.
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