
ABSTRACT

This study evaluates the consolidated financial condition and performance 
of local water districts (LWDs) in the Philippines. Water districts are 
government-owned or controlled corporations (GOCCs) tasked to construct, 
operate, maintain, and expand water and sanitation systems in the                                                                                                                                      
countryside. They are instrumental in the Philippines’ objective to attain 
100-percent water supply and sanitation access by 2036. National data show 
that the consolidated financial performance of LWDs has improved from 
2009 to 2018, as reflected in their high and stable cash flows, high debt service 
coverage ratios, and lower debt ratios. With the aggressive spending program 
of the government on water infrastructure, lower debt ratios are needed to 
prepare LWDs to achieve the 2023 and the 2030 goals of universal access to 
water supply and sanitation. However, the government’s spending plans 
are so ambitious that the current balance sheets of LWDs cannot sustain the 
planned investments financed through debt. The national government needs to 
bolster the balance sheets of LWDs by infusing fresh equity of PHP 22 billion to                                                         
PHP 56 billion to achieve the Philippines’ 2030 water supply and sanitation 
targets. The study likewise shows a significant disparity in water investments 
across the country’s different regions, which impacts the uneven water service 
coverage throughout the Philippines. 
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INTRODUCTION

The Philippine Development Plan 2017–2022 (NEDA 2017) underscores the importance of 
accelerating infrastructure development as a critical economic bedrock for the country and outlines 
key strategies to achieve this goal. Realizing the gains from strategic infrastructure programs and 
projects, the National Economic and Development Authority instituted several strategies to ramp 
up spending in the infrastructure where water supply and sanitation are crucial components. 

Water supply complexities and the service levels of different water systems in the country are 
categorized into three, as laid out in Letter of Instruction No. 683:

• “Level I (point source). This service level provides a protected well or a developed spring 
with an outlet but without a distribution system. Hence, users go to the source to fetch 
water. Level I sources are generally adaptable in rural areas where the houses are thinly 
scattered. These sources serve an average of 15 households within a radius of 250 meters.

• Level II (communal faucet or stand post). A piped system is composed of a source, a 
reservoir, a piped distribution network, and communal faucets. Each communal or public 
faucet usually serves four to six households within a radius of 25 meters. Users still go to 
supply point (communal faucet) to fetch water. This system is generally suitable for rural 
and urban fringe areas where houses are clustered densely to justify a simple piped system.

• Level III (waterworks system). This system includes a source, a reservoir, a 
piped distribution network, and individual household taps. It is generally suited 
for densely populated urban areas where the population can afford individual                                                         
connections” (NEDA 2019, p. 26).

The United Nations (UN) General Assembly adopted on September 25, 2015, the 2030 Agenda 
for Sustainable Development, which outlines a shared global blueprint and vision to achieve 
peace and prosperity for people and the planet. The agenda includes adopting 17 Sustainable 
Development Goals (SDGs) defining the critical areas of coordinated global action and cooperation 
toward attaining a shared vision (UN DESA 2020). The sixth SDG pertains to clean water and 
sanitation with the specific objective to ensure “availability and sustainable management of 
water and sanitation for all” (UN DESA 2020). According to the UN-SDG Report (UN 2020), 
the Philippines’ SDG index score was 65.50. The country was ranked 99th out of 193 nations 
worldwide in 2020. The report assesses significant challenges for SDG 6 in the Philippines, such 
as the use of at least basic sanitation services and anthropogenic wastewater treatment, use of        
at least essential drinking water services, and freshwater resources withdrawal. 

In addition to the SDGs, the international community of nations declares and recognizes 
the human right to water and sanitation. It is essential to realize all human rights based on the 
UN General Assembly’s Resolution No. 64/292 (UN General Assembly 2015). Thus, the Philippine 
government must uphold this right by ensuring clean water access and timely and environmentally 
sound sanitation services for all Filipinos regardless of their socioeconomic status. 

The Philippine water sector has been characterized by various difficulties, such as achieving 
the universal human right to clean water. In 2015, 87.7 percent of the national population had 
access to water supply in one way or another, i.e., including any of the service levels as previously 
described (NEDA 2019). This leaves 12.4 million people waterless. The same survey indicates that 
only 43.6 percent of the country’s population were supplied with water through piped household 
connections (level III) during the said year. The rest were communal faucets (11.2%) and point 
sources (45.2%). The disparity is more pronounced on a regional basis. 
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While there is fundamental access to water in the country, there is pronounced inequality in the 
level of water services. The Philippine Water Supply and Sanitation Master Plan (PWSSMP) 2019–2030 
further asserts that some households, even those with access to water services, get unsafe water from 
the tap (NEDA 2019). 

Numerous government and private entities are tasked with constructing, operating, 
maintaining, and expanding provincial or local government water supply and sanitation systems 
outside the Metro Manila concession. Listahang Tubig (Water Register), a national survey 
endorsed by the Department of the Interior and Local Government (DILG), National Water 
Resources Board (NWRB), and Local Water Utilities Administration (LWUA), attempts to build 
a national register of all water service providers covering all service level classifications. There were 
27,192 registered water service providers in Listahang Tubig as of September 2020 (Table 1). 

Table 1. List of water service providers by level of service, September 2020
Management type No. of water service providers Level of service

No. % I II III
Barangay water and sanitation           
associations

7,719 28% 3,914 2,582 1,219

Rural waterworks and sanitation 
associations

1,487 5% 65 637 785

Cooperatives 408 2% 46 89 273
Unnamed water service providers 8,651 32% 7,945 497 202
LGU-run utilities 4,326 16% 1,190 1,665 1,470
Water districts 695 3% 19 5 670
Homeowners’ associations 380 1% 168 75 137
Real estate developers 111 0% 8 8 95
Industrial locators 45 0% 3 3 39
Peddlers 275 1% 148 104 23
Ship chandlers 4 0% 1 2 1
Other private operators 1,914 7% 728 267 919
Refilling stations 1,177 4% 1,123 35 18
Grand total 27,192 100% 15,358 5,969 5,853

LGU = local government unit
Source: NWRB (2020)

Of all water supply operators in the country, only service providers classified under 
local government unit (LGU)-run utilities and water districts are run by government entities. 
The rest are privately run and have independent operations, which, more often, are small 
organizations with limited service coverage areas. For instance, barangay (village) water and 
sanitation associations (BWSA) and rural waterworks and sanitation associations (RWSA) are                                                                                                                                 
community-based organizations intended to supply a few barangays in a municipality or city. 
Meanwhile, homeowners’ associations operate water systems as part of the turned-over common 
facilities in a property or subdivision. These entities serve areas where an LGU-run utility, water 
district, or other dominant private players have no operations. Thus, investments from private 
players (except for the Manila concession and other concessions with government entities like 
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the Bases Conversion and Development Authority and the Tourism Infrastructure and Enterprise          
Zone Authority, among others) are uncoordinated, and sometimes, overlapping (Velasco et al. 2020). 
With numerous water service providers run by many entities, the most direct way for a coordinated 
investment program financed by the government is through LGU-run utilities and water districts. 

LGU-run utilities operate water systems for their constituents. Their power was derived 
from Republic Act (RA) 7160 or the Local Government Code of 1991 since water supply is a 
devolved function. On the other hand, water districts are GOCCs created by the LWUA under                
Presidential Decree (PD) 198 or the Provincial Water Utilities Act of 1973. The LWUA loans funds 
to water districts and exercises oversight and coordination functions nationwide. While there are 
numerous LGU-run utilities, NEDA (2019) quoted Castalia Strategic Advisors (2009) that LGU-run 
utilities are considered the “least successful” management model for providing water supply. 

LWDs are GOCCs authorized to operate, manage, and maintain water systems in cities, 
municipalities, and provinces in the Philippines. Section 5 of the PD 198 outlines that LWDs are 
formed to:

• “acquire, install, improve, maintain, and operate water supply and distribution systems 
for domestic, industrial, municipal, and agricultural uses for residents and lands within 
the boundaries of such districts;

• provide, maintain, and operate wastewater collection, treatment, and disposal facilities; and 
• conduct such other functions and operations incidental to water resource development, 

utilization, and disposal within such districts, as are necessary or incidental to said purpose”.

Water districts play an essential role in attaining these objectives, most especially in areas outside 
Metro Manila. There is considerable literature on Metro Manila’s east and west zone concessions, 
particularly its evolution, issues, and regulatory framework (Dumol 2000; Jensen and Wu 2016). 

As one of the channels to implement water supply capital expenditures, water districts can 
help contribute to the attainment of the universal water supply access. However, water districts are 
hardly subsidized by the national or local government.

This study hopes to bring to light the current situation of water districts in the Philippines 
and answer whether they are primed to support the ambitious water access targets in the countryside. 
It looks at the collective financial performance of water districts from 2009 to 2019. It focuses 
on water districts as the most systematic avenue to channel government funding and support 
through the oversight and supervision functions of the LWUA and having made the most impact 
on water supply regionally. The specific objectives of this study are as follows: 

1. Understand the profitability and financial performance and position (assets and liabilities) 
of the water districts’ aggregated national-level financial statements; 

2. Evaluate the regional context of the national performance of water districts by examining 
the financial statements information of the regional aggregations of water districts; and

3. Assess water districts’ ability to carry out spending targets under the PWSSMP 2019–2030.

SITUATION OF WATER SUPPLY PROVISION IN THE PHILIPPINES 

The PWSSMP 2019–2030 lays down the needed reforms, investments, and financing in the 
Philippine water supply and sanitation sector. It outlines the plan to achieve universal access to 
water supply and sanitation by 2030. Among its pertinent goals are to achieve the water supply and 
sanitation milestones, as shown in Tables 2 and 3, respectively.
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Table 2. Proposed benchmarks for government agencies and water service providers
2015 baseline 2022 targets 2030 targets

Households with no access to safe water 12.8% 6.6% 0.0%
Households with access to level III water systems 43.6% 58.3% 77.1%
Households with access to level II water systems 11.2% 15.0% 14.0%
Households with access to level I water systems 32.4% 20.1% 8.9%

Source: NEDA (2019)

Table 3. Proposed benchmarks for government agencies and sanitation service providers
2015 baseline 2022 targets 2030 targets

Households with septic tanks 74% 97% 100%
Households with access to septage collection services 12% 69% 100%
Households with access to sewerage systems 12% 23% 60%
Households connected to a sewerage system   3% 20% 50%

Source: NEDA (2019)

NEDA estimates a total investment spending of PHP 1,069.3 billion from 2019 to 2030 
to achieve 100-percent water supply access, 77-percent piped water connection access, and 
100-percent septage collection coverage, among other targets in the PWSSMP. The breakdown is 
shown in Table 4. 

Table 4. Total investment requirements for the Philippine water sector, 2019–2030
Investment requirements (in PHP millions) 2019–2023 2024–2030 Total

Physical infrastructure 733,657 334,529 1,068,186
Water supply 278,070 233,011 511,081

Level III 234,107 216,953 451,060
Level II 37,559 15,315 52,874
Level I 6,404 743 7,147

Sanitation 455,587 101,518 557,105
Improved/basic 349,495 84,022 433,517
Septage 48,891 5,998 54,889
Sewerage 57,201 11,498 68,699

Nonphysical         658         469      1,127
Reform programs 323 - 323
Project management 335 469 804

Total 734,315 334,998 1,069,313
PHP = Philippine peso
Source: NEDA (2019)

Investment is split among the different implementers in the sector: LGU-run systems,               
water districts, and other private players. The financial plan is identified in the PWSSMP.            
The expected financing mix of these investments is shown in Tables 5 and 6 for water supply              
and sanitization, respectively.  
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Table 5. Sources of financing for water supply investments, 2019–2023 (in PHP billions)
Item % of total Amounts

Water sector investment 278.10
Development loans 37.4% 104.0

LWUA (level III) 19.5
GFIs/WD (level III) 70.6
GFIs (level II) 14.0

Private sources 6.3% 17.6
Commercial loans 42.8% 118.9

Highly urbanized cities and       
public-private partnerships

99.2

Private water service providers 19.6
Grants 13.5% 37.60

LWUA 4.2
Department of Finance (level II) 13.0
DILG/LGU (level I–level III) 20.4

PHP = Philippine peso; LWUA = Local Water Utilities Administration; GFI = government financial institutions; 
WD = water districts; DILG = Department of the Interior and Local Government; LGU = local government unit
Source: NEDA (2019)

Table 6. Flow of funding for sanitation investments, 2019–2023 (in PHP billions)
Item % of total Amounts

Sanitation sector investment 455.6
Development loans 37.4% 243.2

GFI/LWUA implementation 196.7
GFI/LGU Implementation 46.5

Private sources 0.6% 1.9
LGU/WD equity 1% 4.7
Grants 45% 205.8

LWUA 41.0
DILG/LGU implementation 12.0
GFI/LGU implementation 152.8

PHP = Philippine peso; GFI = government financial institutions; LWUA = Local Water Utilities Administration; 
LGUs = local government unit; WD = water district; DILG = Department of the Interior and Local Government 
Source: NEDA (2019)

NEDA expects the private sector to raise 49.1 percent of the total water supply investment 
requirements. On the other hand, water districts are expected to invest PHP 94.2 billion for water 
supply and PHP 87.4 billion for sanitation from 2019 to 2023. These investments are intended to be 
funded through loans from the LWUA and government financial institutions (GFIs). As a channel 
for the national government to implement water supply investments, it is vital to study whether 
water districts can absorb this tremendous capital expenditure target. It is critical to assess if water 
districts can pay down the expected loans while remaining financially viable. 
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In 2014, NEDA commissioned a study to craft a unified financing framework (UFF) to overcome 
various financial, institutional, and regulatory problems in the water sector.  As early as 2014, equity 
in the form of grants was identified as an integral component of the financing program. The structure 
of recommended UFF is shown in Figure 1. 

Figure 1. Overview of the unified financing framework 

NEDA = National Economic and Development Authority; DOF = Department of Finance; DPWH = Department 
of Public Works and Highways; DILG = Department of the Interior and Local Government; DOH = Department 
of Health; DBM = Department of Budget and Management; DENR = Department of Environment and Natural 
Resources; NAPC = National Anti-Poverty Commission; VGF = viability gap funding; OBA = output-based 
aid; LWUA = Local Water Utilities Administration; LGUs = local government units; MWSS = Metropolitan 
Waterworks and Sewerage System; GFIs = government financial institutions; PFIs = private finance initiative
Source: Castalia Strategic Advisors (2014)

The UFF recognizes that it will take multiple financing modes to fund the various needs 
of the sector. It defined two financing tracks: the output-based aid (OBA) and viability gap 
funding (VGF) track and the loans track. Under the UFF, a policy steering committee set policies 
on the financing program. 

DATA AND METHODOLOGY

Data and limitations  
Section 4, Article XI-D of the 1987 Philippine Constitution requires the Commission on         
Audit (COA) to submit to the President and the Congress an annual financial report (AFR) 

Figure 1.  
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of the government and all its instrumentalities, including LWDs. A separate volume of the 
report is dedicated to LWDs. The AFR for water districts contains the consolidated national 
and regional financial position and performance of LWDs. Such reports are the primary data 
source of this study. The AFR also provides an aggregation of all available financial statements 
of LWDs in the Philippines. Consolidated financial position, performance, and cash flows are 
likewise presented on a regional, provincial, city, and municipality basis in the AFR.  

One limitation of the study is that the national aggregate operational data, such as billed 
volume, nonrevenue water, and employees, among others, were unavailable, despite efforts to 
communicate with the relevant sources of this information (i.e., individual water districts and the 
LWUA). Thus, this study primarily relies on financial information as reflected in the consolidated 
national and regional annual financial statements and the accompanying notes to financial 
statements from the COA.  

Methodology 
A mixed-method approach was used in this study. A sequential explanatory approach was 
employed where information from the COA AFR was first obtained and processed to look for 
significant factors explaining the financial position and performance of water districts. In detail, 
the following steps were undertaken: 

Financial position and performance 
1. Data from the COA AFR for the period 2013–2018 were gathered, with relevant information 

summarized from the consolidated balance sheets, income statements, statements of 
changes in equity, and statements of cash flows at the national and regional levels. 

2. Key trends, common-size financial statements2, and other financial ratios were then 
determined to bring to light an understanding of the financial position and performance 
of water districts at the national level. 

3. To provide additional context to the national performance, selected regional 
financial statements data were obtained and analyzed to supplement the consolidated               
national financials. 

Financial sustainability 
Spending and financing plans and coverage targets in the PWSSMP were used as input to forecast 
the consolidated financial performance and conditions of water districts. This was undertaken 
to determine whether the system of water districts could sustainably finance the required 
investments as designed in the PWSSMP. To determine whether the investment and financing 
plan can reasonably be absorbed, an analysis of the carrying capacity for additional debt and free 
cash flows at the national level was carried out. Through these analyses, an estimate of the equity 
requirements of water districts was obtained.

To introduce further analysis in the base forecast, additional scenarios were run to consider 
potential financing constraints. In particular, the study determined the required additional equity 
infusion needed by the government to make the balance sheet of water districts sustainable as they 
take on debt to finance these projects. The study explored sensitivity analysis on the level of equity 

2 Common-size financial statements are reports where the percentage distribution of the components of financial 
statements are reflected as a percentage of its total. For example, a common-size balance sheet involves expressing 
each balance sheet item as a percentage of total assets. This provides an avenue to detect structural differences across 
time (Ybanez and Ilano 2009). 



57

Velasco

needed, in case the financing institutions capped the debt capacity to 50 percent and 60 percent of 
the total assets, to guide policymakers on the equity funding requirements of water districts and 
enable them to contribute to the goals of the PWSSMP. 

ASSESSMENT FRAMEWORK FOR FINANCIAL SUSTAINABILITY 

In assessing the financial sustainability of GOCCs like LWDs, the financial statement analysis 
approach was adopted, similar to the methodology employed by Wirick et al. (1997) and                            
Burdescu et al. (2020). The financial statement analysis approach uses the financial accounting 
information of the public utility indicated in the AFR. Key financial ratios and relationships 
among line items in the financial statements were computed to show various aspects of the 
water utility’s financial performance and position. The key financial ratios refer to a standard 
framework of analysis in corporate finance and could be applied to LWDs, given the sustainability 
objective of operations and financials. The key considerations in financial statement analysis are 
discussed below.  

Profitability and operating margin 
Critical for firms, especially public utilities, profitability measures the ability of a company to 
generate income on its investments above costs incurred (Ybanez and Ilano 2009). In the context 
of water districts, profitability is critical because water districts are expected to be self-sufficient 
and be able to recover investments. A modest excess over the investments, which constitutes 
profit, is needed so that water districts may have stock resources to cushion against fluctuations in 
cost and revenues. The profitability of water districts is dependent on their ability to recoup costs 
via water tariffs. Section 37 of PD 198 mandates that charges to consumers shall be adequate and 
result in revenues to: 

1. “provide for reimbursement from all new water customers for the cost of installation of 
new services and meters;

2. provide for revenue from all water deliveries and services performed by the district;
3. pay the operating expenses of the district;
4. provide for the maintenance and repairs of the works;
5. provide a reasonable surplus for replacement, extension, and improvements; and
6. pay the interest and principal and provide a sinking fund for the district’s payment of debts 

as they become due and establish a fund for reasonable reserves”.

While there is no prescribed rate of return for water districts under PD 198, generated net 
income should be enough to cover debt service and a reasonable surplus for contingency items 
like repairs and replacement. Thus, high returns are not expected from water districts. However, 
their profitability should be enough to cover some contingencies and debt service. The following 
measures were used in this analysis: 

• Net profit margin measures as a percentage of sales the excess of all revenues over all costs 
of a company (Ybanez and Ilano 2009). Costs include costs to supply water to consumers 
and other costs not necessarily directly linked to the day-to-day operations of the company, 
such as interest expenses from financing, depreciation of property, plant, and equipment, 
and taxes. It is computed by dividing the net income of the company by its sales for a certain 
period. A positive net income margin is desired.  
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• Earnings before interest, taxes, depreciation, and amortization (EBITDA) margin 
measure as a percentage of sale the excess of all revenues over the cost of the operations of 
the company, excluding non-operations items like interest expense, taxes, depreciation, 
and amortization expenses (Ybanez and Ilano 2009). This measure is critical because it 
demonstrates the ability of a water utility to recoup its operating costs, which is important 
for the sustainability of operations. 

Adequacy of capital investment and fixed assets 
Water utilities are among the most capital-intensive infrastructure companies (Hull 2013).                 
A large amount of funding is required for water utilities to tap water sources, treat water, and 
distribute clean water to households. The capital expenditures are likewise bulky and costly, but 
massive capital investments are required to ensure that a satisfactory level of service is provided 
to the public. Capital expenditures for pipelines are required to expand service coverage, which, 
in turn, expands revenue base. Such an expanded revenue base contributes to the financial 
sustainability of water utilities. Capital expenditures are important for water utilities with less 
than universal coverage like in the Philippines. The adequacy of capital investments was assessed 
using two indicators:

1. Capital expenditure (CAPEX) per capita is calculated as the CAPEX spent in a 
year divided by the number of people in the service area at the end of the period                          
(Burdescu et al. 2020). Water utilities with high CAPEX per capita means they invest 
in service coverage expansion, upgrades, and improvements annually. 

2. Property, plant, and equipment (PPE) per capita is calculated as the cumulative amount 
of property, plant, and equipment in the balance sheet of water districts divided by 
the population in the service area. As opposed to CAPEX per capita, which measures 
annual investments, PPE per capita shows the cumulative investments of a water utility 
per population. This is expected to be sustained and increased as service coverage                                        
also increases.  

Financial leverage and solvency 
Financial leverage and solvency analysis delve into the financial policies adopted by companies 
(Weston and Copeland 1992). Financial leverage or capital structure refers to the mix of funding 
of a company. CAPEX may either be funded by debt or through infusions of equity to a company. 
Debt is borrowed money from banks, investors, or the general public, which is lent to corporation 
in exchange for payment of interest. The amounts borrowed are then expected to be returned to 
lenders. On the other hand, equity is funding that business owners infused in the company. 

The choice of funding mix, whether new investments are to be funded out of debt or out 
of equity, is called capital structure policy (Ybanez and Ilano 2009). Financial ratios related to 
leverage seek to check whether debt levels are reasonable and will be justifiably paid down by the 
company. If debt levels are unreasonably high, the company may not be able to pay off its debt, 
resulting in water utility’s nonviability. 

• Debt ratio is the ratio of total debt of a company to total assets. It measures the proportion 
of asset investments funded by debt. A high debt ratio is not necessarily bad, but there are 
tolerable debt levels for specific kinds of businesses. In the water sector, a modest debt ratio 
is between 67 percent and 75 percent (Jordan 1998). 

• Current ratio is measured by dividing current assets by current liabilities. Current 
assets are cash and other assets easily converted into cash like receivables, inventories,               
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short-term investments, prepayments, and other current assets. On the other hand, 
current liabilities are debt of companies due to be paid within a year or within the 
operating cycle of a company, such as salaries payable, trade payables, and debts due 
within a year (Ybanez and Ilano 2009). It is a measure of the ability of a water utility to 
pay its debt that is due. If the current ratio is above 100 percent, it means the company 
has enough current assets to pay off the liabilities in the near term. An acceptable current 
ratio is between 160 percent and 200 percent (Dreese and Beecher 1993; Jordan 1998).

• Debt service coverage ratio (DSCR) is obtained by dividing the cash flows from 
operations within a period by the amount of debt and interest payments for the same 
period (Gatti 2013). Ratio indicates whether the financial resources generated by water 
utility can cover debt service paid to lenders. A business must ensure that the ratio is 
at least 100 percent to be financially viable. This means that a water utility can generate 
enough cash flows from its operations to pay for debt and interest. The acceptable 
minimum DSCR for water utilities is between 120 percent and 130 percent (Gatti 2013).

RESULTS

Profitability and operating margin
Figure 2 summarizes the results of the profitability and operating margin. The consolidated 
national revenues of water districts rose by a compounded annual growth of 6.9 percent in 2009 
to PHP 29.9 billion in 2018. Growth in the EBITDA and profit after tax is stronger than revenue 
growth at 10.1 percent and 9.9 percent, respectively. Over the 10-year horizon, the EBITDA and 
net profit margins of water districts increased from an average of 21.4 percent and 13.1 percent 
in 2009 to 2014, to a step increase to 33.9 percent and 19.4 percent, respectively, from 2015 
to 2018. Improvement in the EBITDA was driven by lower maintenance and other operating                                                             
expenses (MOOE), which shrank from 47 percent (as a percentage of sales) in 2009 to 38 percent 
in 2018. Personnel expenses mostly held still at 30 percent of sales. 

Figure 2. Nationwide revenues, EBITDA, profit after tax, and some profitability measures, 2009–2018

EBITDA = earnings before interest, taxes, depreciation, and amortization; PHP = Philippine peso
Source: COA (2010, 2011, 2012, 2013, 2014, 2015, 2016, 2017, 2018, and 2019); author’s calculations

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Revenues 16.5 17.8 18.8 20.8 22.7 25.1 26.0 27.7 28.9 29.9
EBITDA 3.9 3.7 3.5 4.1 5.0 6.0 9.4 9.9 9.4 9.3
Profit after tax 2.2 2.1 1.9 2.5 3.3 4.3 5.5 5.8 5.4 5.1
EBITDA margin 24% 21% 19% 19% 22% 24% 36% 36% 33% 31%
Net profit margin 13% 12% 10% 12% 15% 17% 21% 21% 19% 17%
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Profit after tax was further boosted by lower financial expenses from 11 percent of sales in 
2008 to 4 percent in 2018. The reduction in financial expenses is a function of the reduction of 
LWUA’s lending rates to water districts and a diversification of their funding base to include 
loans from the Development Bank of the Philippines and the Land Bank of the Philippines.                            
The reduction in the LWUA’s interest rates was approved in 2017 (Resolution 57, series of 2017). 
This reduced the effective nationwide interest on loans from 9.2 percent in 2009 to 5.7 percent in 
2018, as illustrated in Figure 3. 

Figure 3. Financial expenses, financial liabilities, and implied interest rate, 2009–2018

PHP = Philippine peso
Source: COA (2010, 2011, 2012, 2013, 2014, 2015, 2016, 2017, 2018, and 2019); author’s calculations

Water districts operations have improved over the last 10 years, as shown by EBITDA and net 
profit margins. This bodes well for the overall sustainability of the sector and shows it is not in a 
losing situation and may sustainably operate at its current levels. While the national performance 
of water districts appears positive, it may mask subnational performance. This is expounded on the 
section on regional performance. 

Given where the country is on piped water supply availability, the status quo operations are 
not enough. An investigation of asset investments is important to ensure that the 2022 and the 
2030 goals of the PWSSMP are achieved. 

Adequacy of capital investment and fixed assets
The asset base of water utilities is an important success measure. Being in a capital-intensive 
operation, water utilities need frequent and regular capital expenditures to ensure service coverage 
expansion, water availability and quality, and sustainable use of water resources. An analysis of capital 
investments is shown in Figure 4. The consolidated national total assets grew by 7.9 percent on a 
compounded basis from PHP 42.1 billion in 2009 to PHP 83.4 billion in 2018. Consolidated total 
assets grew at this pace on the back of a 7-percent growth from investments in PPE, representing 
investments in water treatment plans, wells, distribution pipelines, and other water supply and 
sanitation facilities.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Financial expenses 1,702 1,618 1,640 1,581 1,630 1,662 1,320 1,196 1,059 998
Financial liabilities - long term  18,549  17,382  18,626  17,806  18,576  19,209 18,219  18,104  18,586  17,445

Implied interest rate 9.2% 9.3% 8.8% 8.9% 8.8% 8.6% 7.2% 6.6% 5.7% 5.7%
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Figure 4. Nationwide total assets, PPE, and CAPEX per capita of water districts, 2009–2019

PPE = property, plant, and equipment; CAPEX = capital expenditure; PHP = Philippine peso
Source: COA (2010, 2011, 2012, 2013, 2014, 2015, 2016, 2017, 2018, and 2019); authors’ calculations

During this period, growth in total assets was driven by an accumulation of cash and cash 
equivalents, rising by a compounded annual growth rate of 13.7 percent from PHP 2.1 billion in 
2009 to PHP 12.2 billion in 2018. Cash balances from 2009 to 2019 were equivalent to 4.2 months’ 
worth of operating expenses on average, which is above the LWUA’s prescribed cash balance for 
two to three months.3 The same growth in more liquid assets was observed as the total current 
assets grew by 11.5 percent over the 10-year horizon. Total assets and PPE grew slightly faster in the 
last five years (9.5% and 9.3%, respectively) versus the last 10 years (7.9% and 7.0%, respectively). 
This is a good sign because broader and more equitable water access is dependent on increased 
capital expansion, water quality, and water resource expenditures.

PPE per capita (excluding Metro Manila) was at PHP 845 per capita in 2009 and rose to                  
PHP 1,328 per capita in 2018 with a compounded annual growth rate of 5.2 percent. The growth in 
the past five years (7.8%) is higher than in the last 10 years, mirroring total assets and PPE trends. 

Financial leverage and solvency
The capital structure of water districts is shown in Figure 5. Total assets and PPE have grown        
over the past 10 years, although at a modest increase, given the massive investment requirements 
laid out in the PWSSMP. Total liabilities have been stable over the 10-year horizon, growing at a 
compounded annual growth rate of 2.2 percent versus an asset growth of 7.9 percent. Thus, water 
districts were able to fund some of this asset growth through their accumulated retained earnings. 
The accumulation of equity bodes well for the sector as it buckles down with an aggressive capital 
expenditure plan from 2019 to 2030. The sector’s debt ratio steadily declined in the past 10 years and 
was at 33.7 percent at the end of 2018. 

3 Based on the author’s interview with key informant Marites D. Talavera, division manager A at the Loans and Water 
Rates Division 3 of the LWUA, Quezon City, Philippines, on October 8, 2020. 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Total assets 42.0 43.7 47.5 48.4 53.0 60.8 63.5 69.8 77.1 83.4
PPE 29.7 32.0 33.2 36.1 34.8 43.2 43.9 46.7 50.3 54.4
PPE per capita 845 896 909 967 912 1,105 1,124 1,176 1,248 1,328
CAPEX per capita 57 66 78 61 70 67 71 88 73 70
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Figure 5. Nationwide total debt, equity, and debt-to-asset ratio of water districts, 2009–2018 

PHP = Philippine peso
Source: COA (2010, 2011, 2012, 2013, 2014, 2015, 2016, 2017, 2018, and 2019); author’s calculations

Figure 6. Nationwide current ratio and debt service coverage ratio of water districts, 2009–2018

Source: COA (2010, 2011, 2012, 2013, 2014, 2015, 2016, 2017, 2018, and 2019); author’s calculations

REGIONAL FINANCIAL POSITION AND PERFORMANCE OF WATER DISTRICTS  

The AFR provided the aggregations of water districts’ financial performance per region.                           
The comprehensive comparative data for all regions are shown in Annex A and their summary 
performance in Figure 7. In terms of operation size, the smallest water district operations are in                
the Bangsamoro Autonomous Region in Muslim Mindanao (BARMM); Cordillera Administrative 
Region (CAR); and Mindoro, Marinduque, Romblon, and Palawan (MIMAROPA). Meanwhile, 
the largest operations were in regions with higher population and economic activity, such as 
Central Luzon; Cavite, Laguna, Batangas, Rizal, and Quezon (CALABARZON); and Davao 
Region. However, regions with larger asset base did not necessarily yield more profitable 
operations. CALABARZON and Central Luzon were in the middle of the pack in terms of 
profitability measures, while Davao Region, MIMAROPA, CAR, and Ilocos Region exhibited 
better profitability. On the other hand, BARMM, Zamboanga Peninsula, Northern Mindanao, 
and Cagayan Valley are the worst performers in terms of profitability. 

Differences across regions are most pronounced in piped house connections (level III water 
system). As can be gleaned from Figure 6, areas with low level III water supply access have low gross 
regional domestic product (GRDP) per capita (Figure 8). 

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Total liabilities 23.1 22.4 23.9 22.6 24.4 26.3 25.6 26.4 28.0 28.1
Total equity 18.9 21.3 23.7 25.7 28.7 34.5 37.9 43.4 49.2 55.4
Debt-to-asset ratio 55% 51% 50% 47% 46% 43% 40% 38% 36% 34%
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Figure 7. Revenues, EBITDA, and profit after tax of water districts per region, 2018

CAR = Cordillera Administrative Region; CALABARZON = Cavite, Laguna, Batangas, Rizal, and Quezon; 
MIMAROPA = Mindoro, Marinduque, Romblon, and Palawan; SOCCKSARGEN = South Cotabato, Cotabato, 
Sultan Kudarat, Sarangani, and General Santos; BARMM = Bangsamoro Autonomous Region in Muslim 
Mindanao; EBITDA = earnings before interest, taxes, depreciation, and amortization
Source: COA (2019); author’s calculations

Figure 8. Levels of water service per region and GRDP per capita 

CAR = Cordillera Administrative Region; CALABARZON = Cavite, Laguna, Batangas, Rizal, and Quezon; 
MIMAROPA = Mindoro, Marinduque, Romblon, and Palawan; SOCCKSARGEN = South Cotabato, Cotabato, 
Sultan Kudarat, Sarangani and General Santos; BARMM = Bangsamoro Autonomous Region in Muslim 
Mindanao; GRDP = gross regional domestic product
Note: Data labels refer to the percentage of population covered by level III water systems for emphasis. 
Moreover, levels of water service per region include all water service providers and not just water districts.
Source: NEDA (2019)
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Generally, the disparity is most apparent when PPE per capita is compared, representing 
investments in these regions for water distribution, facilities, and water quality, which is markedly 
lower in areas with low GRDP and service coverage for level III water systems. Thus, it is critical to 
ensure that the investments will help regions with a vast disparity in water availability (Figure 9).

 
Figure 9. Water supply coverage and capital expenditures spent per capita, 2018 

CAPEX = capital expenditure; PHP = Philippine peso; PPE = property, plant, and equipment; CAR = Cordillera 
Administrative Region; CALABARZON = Cavite, Laguna, Batangas, Rizal, and Quezon; MIMAROPA = Mindoro, 
Marinduque, Romblon, and Palawan; SOCCKSARGEN = South Cotabato, Cotabato, Sultan Kudarat, Sarangani 
and General Santos; BARMM = Bangsamoro Autonomous Region in Muslim Mindanao
Source: COA (2019); NEDA (2019); author’s calculations

DEBT CAPACITY TO SUSTAIN INVESTMENT TARGETS UP TO 2023

To achieve the 2022 and 2030 targets enshrined in the PWSSMP, NEDA estimates a total             
investment spending of PHP 1,069.3 billion from 2019 to 2030. Of this amount, the LWUA and 
the water districts need to spend PHP 94.17 billion and PHP 87.41 billion for water supply and 
sanitation, respectively, from 2019 to 2023, based on the breakdown shown in Table 7.

Table 7. Breakdown of funding sources for the 2019–2023 investment plan of water districts 
 (in PHP billions)

Source of financing for water districts Water supply Sanitation Total
LWUA loans 19.45 46.45 136.41
GFI loans 70.51 - -

Total debt 89.96 46.45 136.41
Grants 4.21 40.95 45.17
Total 94.17 87.41 181.58

PHP = Philippine peso; LWUA = Local Water Utilities Administration; GFI = government financial institutions
Source: NEDA (2019)
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A significant majority of funding sources for water districts are in the form of loans.                                  
Thus, it is critical to assess whether water districts can reasonably absorb these loans to execute 
their investment program and pay them out subsequently. A review of the 2009–2018 financials 
points to a substantial reduction of debt burden. However, it is unclear whether a debt burden                    
of PHP 136.4 billion from 2019 to 2023 is feasible. According to the author’s estimates, the available 
debt capacity of water districts nationally, based on their current financial position, is estimated 
to be at only PHP 43.3 billion from 2019 to 2023 at a maximum debt ratio of 70 percent. This is 
only 31.7 percent of water districts’ needed investments to reach NEDA’s 2023 vision for the sector. 

Estimating debt capacity using balance sheet leverage limits
To fund the balance of PHP 93.16 billion, the government needs to infuse nearly PHP 28-billion 
fresh equity to water districts nationwide to finance the balance via debt, assuming a 70-percent 
debt ratio (Table 8). The next question is whether water districts can service debt at 70 percent, 
given that they have been operating at low levels for the past 10 years.

Table 8. Estimated potential debt capacity of water districts using balance sheet limits, 2019–2023 
In PHP billions 2019E 2020E 2021E 2022E 2023E Total
Equity  47.5  52.6  58.1  63.9  70.1 
Liabilities  26.4  24.6  22.9  21.2  19.5 
Total liabilities and equity  73.9  77.3  81.0  85.1  89.6 
Debt ratio before                          
additional debt

35.7% 31.9% 28.3% 24.9% 21.7%

Additional debt capacity     
at a hypothetical maximum 
debt ratio of 70% 

 25.7  4.1  4.3  4.6  4.9 43.2

Debt requirement (2019–2023 according to the PWSSMP) 136.4
Unfunded portion 93.2

 PHP = Philippine peso; E = estimate; PWSSMP = Philippine Water Supply and Sanitation Masterplan
Source: Author’s calculations; NEDA (2019)

Assuming a lower feasible debt ratio of 60 percent or 50 percent, the amounts needed to be 
infused by the government to reach total funding of PHP 136.4 billion are PHP 40.9 billion and 
PHP 55.5 billion, respectively. These analyses are summarized in Table 9. The national government 
needs to step up and support water districts by ensuring that they have the necessary equity to 
scale up investments and leverage these through external debt financing. It is simply impossible to 
achieve the 2019–2023 investment plans of the PWSSMP by relying on debt funding alone. 

Table 9. Debt and equity requirements to fund investment plan at different debt ratios (in PHP billions)

Debt-asset ratio 70% 60%  50%
Debt that can be raised by water districts given 
their current operations  

108.5 95.6 80.9

Equity that needs to be infused by the national 
government to maintain debt-asset ratio 

28.0 40.9 55.5

PHP = Philippine peso
Source: Author’s calculation
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Estimates are based on the aggregate balance sheets of 488 water districts. Some of them may 
be overperforming or underperforming versus the national average, which may increase or reduce 
the estimated equity requirement. Therefore, investment plans must be analyzed per water district 
to ensure that each can reasonably raise and support financing. 

Estimating debt capacity using free cash flows to equity 
A second approach to determine the debt capacity of water districts is through free cash flow 
estimates. Free cash flows refer to the amount of cash that a firm can pay out after making all 
necessary investments for its operations (Brealey et al. 2006). Free cash flows are cash generation 
free to be paid to different providers of capital—both creditors and investors. Free cash flows can be 
further classified into two types: 

1. Free cash flows to firm – “cash flow available for the company’s suppliers of capital after all 
operating expenses have been paid and necessary investments in working capital and fixed 
capital have been made” (Clayman et al. 2012, p. 468).

2. Free cash flows to equity – “cash flow available to a company’s common shareholders after 
all operating expenses, interest, and principal payments have been made, and necessary 
investments in working and fixed capital have been made” (Clayman et al. 2012, p. 468).

Free cash flows to equity are useful in estimating the equity requirement of water districts.            
A positive free cash flow to equity implies that the water operations and debt financing program 
can generate enough cash so that there are excess cash flows, which water districts can retain as 
equity. A negative free cash flow means that the cash generation and lending program are not 
enough and require equity funding to ensure that operations and debt service are fully provided for. 
If the cumulative annual free cash flow to equity is negative, then the amount represents the equity 
needed to make operations sustainable. 

Free cash flows to equity from 2019 to 2023 are estimated based on the forecasted operating 
cash flows and the capital expenditure program of the PWSSMP. For financing cash flows, the 
amount of loan was capped initially by a 70-percent debt-asset ratio. Under this base case, the equity 
requirement is estimated at PHP 21.3 billion from 2019 to 2023 (Table 10). Assuming a lower 
allowable maximum debt-asset ratio of 60 percent and 50 percent, estimated requirements are at 
PHP 31.9 billion and PHP 51.6 billion, respectively. 

Table 10. Estimated potential debt capacity of water districts using free cash flow to equity,
  2019–2023 (in PHP billions)

Debt-asset ratio cap 70% 60% 50%
Cumulative free cash flows to firm (88.1) (88.1) (88.1) 
Cumulative loan drawdowns allowed by debt cap  129.6  112.8  76.5 
Cumulative loan and interest payments (62.8) (56.6) (39.9) 
Cumulative free cash flows to equity,                                            
which corresponds to equity requirement

(21.3) (31.9) (51.6) 

PHP = Philippine peso
Source: Author’s calculations

Results from both methodologies are summarized in Table 11. Based on the two methodologies, 
the estimated equity requirement of water districts to implement the 2019–2023 spending program, 
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as outlined in the PWSSMP, is at PHP 21.3 billion to PHP 55.5 billion, with a range driven by 
debt-asset ratio cap that lending institutions allow. 

Table 11. Summary of estimates of equity requirement, 2019–2023 (in PHP billions)
                                                                                                              
Equity requirement

Debt-asset ratio target

70% 60% 50%
Balance sheet limits 28.0 40.9 55.5
Free cash flows to equity 21.3 31.9 51.6 

Source: Author’s calculations

CONCLUSION

This study assesses the financial performance and conditions of water districts in the Philippines 
within the context of achieving the PWSSMP 2019–2030 objectives. Consolidated national 
data show that the performance of water districts has improved in the past 10 years, with 
their profitability significantly improving at the EBITDA and profit after tax levels. The strong 
performance of water districts is also reflected in high cash flows, debt service coverage ratio, and 
lower debt ratios. More capital investments are being funded internally, thus lowering the debt 
burden of water districts. 

With the spending program under the PWSSMP, lower debt ratios primed the implementation 
of an aggressive spending program to achieve the 2023 and the 2030 goals of universal access 
to water and sanitation. However, the country’s spending plans are so ambitious that the current 
balance sheets of LWDs cannot sustain planned investments through debt financing. Thus, the 
national government needs to bolster the LWDs’ balance sheets by infusing fresh equity of                                   
PHP 21 billion to PHP 56 billion to attain the Philippines’ 2030 water supply and sanitation 
targets. These infusion requirements are critical, considering the Mandanas ruling, wherein the 
internal revenue allotment of LGUs will increase by PHP 225.3 billion (Manasan 2020). 

The national government is forced to review its spending program. The executive 
department needs to ensure that local governments invest in infrastructures, including water                                              
districts (Sicat et al. 2020). The study likewise shows a significant disparity in water investments 
across different regions, which significantly impacts the uneven water service coverage throughout 
the Philippines.
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