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1
Introduction

1.1
Overview

The EU Water Initiative (“EUWI”) is an effort to increase the effectiveness of the significant financial and technical resources available within the EU and its Member States for overseas development assistance, in order to maximise our individual and joint efforts in meeting the needs of the world’s poorest and achieving the MDG targets for water and sanitation of the Millennium Assembly and the WSSD.  


In 2003, an FWG was established, and met three times during that year, to complete the First Work Programme.  This involved the production of a report identifying the financial challenges facing the water sector, the gaps and overlaps of currently available funding and the need to improve the leverage of existing funds and the efficiency of their use.  The final report (“Phase 1”), which was largely a desk-based study, can be found on the EUWI website. 

This report and its associated products are the final outputs of the EUWI Finance Working Group’s (FWG) Phase 2 activities, which took place during 2004. Phase 2 was designed as a demand-side assessment of financial mechanisms, with an objective to use country experiences of the FWG members, based on experiences of successful or unsuccessful financial mechanisms.  Where possible, these experiences were based on feedback from local government and local civil society organisations.  

The British Government’s Department for International Development (DFID) supported the FWG work and output throughout 2004. The outputs were developed in liaison with other EU Water Initiative working groups and in coordination with a range of other international water and finance-related initiatives. 

The information contained in this report should be of interest to those within the European Union family of overseas aid agencies, international finance institutions, water service providers, NGOs and others active in addressing the financing challenge created by the Millennium Development Goals (MDGs) for water and sanitation.  Relevant stakeholders in developing countries should also find the analysis and conclusions of practical use in their attempts to attract and sustain more finance in the water and sanitation sector, especially via the EUWI.

1.2 Background

Acknowledging a clear and considerable financial challenge to achieve these goals, Phase 1 of the FWG sought to address the following questions, and determined the following conclusions, as presented in Table 1.1. An update about ODA flows to the water sector is provided in Box 1.1.

Table 1.1 - Broad Conclusions of the FWG’s Phase 1 Report

	Question
	Conclusion

	How much extra finance will be needed to meet the water and sanitation MDGs?
	An additional USD 9 to 30 billion per year on top of current commitments.

	How much finance is provided by EU overseas aid
	USD20 billion in 2001, but commitments to the sector are declining.

	How much finance for the water sector is provided by the private sector and domestic tax revenue or user charges?
	Private sector investments are difficult to determine, but not much at all relative to the challenge; the public sector provides the vast majority of investment in developing countries.

	Where are the gaps and overlaps in these finance flows, in relation to meeting the MDGs for water and sanitation?
	There are large finance gaps and misallocations in relation to meeting the water and sanitation MDGs. In terms of aid, even if the Monterrey commitments are fully met, based on current sector allocation trends, they will provide less than 1/10th of the lower bound estimate of the extra finance required. Further, those countries in most need of aid finance to help meet the targets tend to get less support from the EU aid family. In terms of the public sector, governments spend tiny amounts of their budgets on pro-poor water sector issues. International private sector finance also steers clear of explicitly pro-poor water sector initiatives.

	What are the key constraints, which prevent these gaps from being filled by non-aid finance?
	Broadly, more finance is deterred from entering the water and sanitation sector in developing countries because of commercial risks, political risk and governance issues, a lack of good projects and a lack of national capacity. Out of these, unsatisfactory governance seems to be the biggest constraint.

	How can these constraints be alleviated,
 so as to lever more finance into the water sector to meet the MDGs for water and sanitation?
	There are many ways in which EU aid might be used much more smartly, to help water users, water service providers, public authorities, and the donor’s themselves, attract much more finance into the sector, to help meet the MDGs. Importantly, these approaches are not necessarily water sector specific and do not necessarily require “reinventing the wheel”.
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A key focus of the study was to identify the different constraints preventing greater access to finance at all levels of development.  These constraints are understood to contribute to why the various sources of finance, or combinations of finance, may not be attracted to the water sector as much as they could. They were categorised as: 

· Commercial Risk

· Political Risk/Governance Issues

· A Lack of Good Projects 

· A Lack of National Capacity

Phase 2’s findings can be seen to verify and enrich the findings from Phase 1. The FWG identified broad categories of constraints to finance, and identified a range of financing tools, which are used, or are being developed, to address these constraints. The findings are presented briefly here, and are supported and expanded upon in the materials provided on the EUWI website (www.euwi.net).

1.3 Objectives of this report

During Phase 2, the FWG sought to identify why financing flows do not reach the water sector, what constraints affect such flows, and how those constraints are, or could be, overcome. 

This report highlights the Second FWG’s discussions and findings. It represents a demand-led viewpoint, drawn from submissions by FWG members, representing the public, private, and NGO sectors. It is accompanied by an organised collation of the case study and background information on financing blockages and blockage busters provided by FWG members, and a web-based searchable database of finance mechanisms for water, including non-aid related mechanisms. Both of these will be available on CD-rom and via the EUWI website (www.euwi.net). 

Importantly, this report aims to address both objectives of the FWG Terms of Reference, which were drawn by FWG members:  

· “To improve the efficiency and effectiveness of existing and future EU aid flows to water, including encouraging innovation, the development of institutional and regulatory frameworks and capacity building,” and
·  “To enable the use of development funding as a catalyst to leverage other forms of finance, including donor, user and private finance, to improve access of the poor to water and sanitation services.”  

These two objectives are not understood to be mutually exclusive, and will require reform both in the administration and allocation of aid as well as in its implementation within recipient countries. 

The combined outputs of Phase 1 and Phase 2 provide useful information. They provide an overview of key financing issues for the water sector globally, including gaps and needs. They identify obstacles to finance, from the supply and demand side (via FWG submissions) and case studies and ideas on how to overcome financing obstacles (again via FWG submissions).  Combined, these outputs can be considered a first step towards helping country partners and on-the ground practitioners understand finance, and how to access it, for a range of applications. It is also a way for the FWG to link better with other EUWI working groups. 
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Methodology

This report is based on the contributions of a wide range of stakeholders to the FWG between March and December 2004. These contributions were gathered from a series of FWG meetings as detailed in Box 1.2.

A list of participating members is provided in Annex B.

1.5
Report structure 

This report is structured as follows:

· Section 1 provides an introduction and methodology;

· Section 2 presents the key findings that have emerged about constraints to increasing effectiveness of existing finance as well as leveraging other forms of finance; and discusses potential and existing ways these constraints have been overcome;  

· Section 3 summarises what seems to work, or not, in order to improve the efficiency and effectiveness of existing and future aid flows, as well as using ODA to leverage other forms of finance to improve access of the poor to water and sanitation services.  

· Section 4 presents recommendations for next steps, based on discussions at the last meeting in Paris.  

This report is followed by two Annexes:


· Annex A provides the Terms of Reference for Phase 2 of the FWG; and 

· Annex B provides a list of participating members.

2
Summary of Findings 

2.1
Introduction

This section categorises the constraints that have been identified by the FWG. The graphics and tables serve to synthesise the findings about constraints and how to overcome them, to catalyse change – both for effectiveness of existing flows as well as to leverage other sources of finance.

Financial barriers exist at every level of development for the water sector. From rural projects that lack access to credit, to lack of capacity within international financing institutions (IFIs) to administer guarantees at a sub-sovereign level; from a mismatch between an urban project’s size and available funds to political interference at all levels, the financial “architecture” supporting the water sector in developing countries faces considerable challenges.

In Phase 2, the FWG identified a range of barriers to finance for the water sector. While these can be distinguished by characteristics such as urban/rural location or market economy/non-market economy, they can also be grouped broadly into five key categories:  

[image: image4.png]ERM




· Politics and governance;

· Project preparation;

· Technical, administrative, and financial capacity;

· Cooperation and coordination; and

· Financial risk

This section explores each of these categories in turn, and provides examples – provided by FWG members and associates – to illustrate these issues in greater detail.

2.2 Politics and governance

Some of the significant constraints relating to politics and governance are presented in Figure 2.1. Section 2.2.1 identifies the key barriers, while Section 2.2.2 identifies different ways in which these barriers may be overcome. Section 2.2.3 provides examples of inputs from FWG members, either about a particular constraint, or how a constraint was overcome.

2.2.1 Key barriers relating to politics and governance 

Political interference and unstable regulatory systems can impact demand and ability to finance water projects. Below are some of the key barriers, and specific constraints, as identified by FWG members.

Key Issue: Lack of Water and Sanitation Sector Strategies

· Absence of sectoral policies impacts both demand for projects and effectiveness of donor funding.  

· Lack of financing strategies for water supply and environmental investments.

· Low prioritisation for water and sanitation in PRSPs.

· Historic sense in some areas that water and sanitation are less important than health and education, as external finance was the key supporter.

· Competition amongst ministries/lack of harmonisation of institutional and regulatory structures where policy does exist.

· Competition amongst donors for projects in the absence of harmonised policy driven by countries at the national and sub-national level.

· Ministerial lack of autonomy for water can cause competition for funds within government, resulting in parallel projects and expenditures. 

· Poor mechanisms for distributing funds within government levels. 

· Variance between commitments and disbursements within government.
Key Issue: Decentralisation
· Weak financial control at the sub-sovereign level despite decentralisation mantra. 

· Loss of state level role, other than to funds distribution, creates incentives for corruption.

· Increased attention by donors to the sub-sovereign level creates tension as external commitments lead to reduction in budget transfer. With the lag between commitments and disbursement by donors, regional and sub-sovereign levels suffer.

· Inefficient tax structures, where local taxes go first to central government and are re-filtered, hinder financing capacity at a sub-sovereign level.

· Poor capacity and high bureaucracy for managing and distributing funds at a local level.  

· Users not consulted per their preferred choice of WATSAN development outcomes, and hence their ability to choose, manage, and pay for systems is unknown when policy decisions are made by government.

Key Issue: Water and Sanitation Tariffs/Cost Recovery

· Poor cost recovery for operations and maintenance or rehabilitation costs, let alone capital expenditures amongst utilities hinders ability to leverage capacity as well as finance, and reflects inefficient and ineffective operation.

· Tariff structures fail to reflect actual consumption, and are typically not pro-poor.

· Lack of enforcement for payment.

· Lack of regulatory and institutional clarity impacts a utility’s or service provider’s ability to borrow as well as recover costs.

· Donors’ requirements for minimum contributions in cash can prevent investments where in-kind contributions are possible but cash is unavailable.

· Donors’ varied pressure for cost recovery: where competition for projects is high, demand for (rational) cost recovery principles weaken.

· Where tariff reform does occur in principle, goals are often set too high without practical consideration for the transitional “shock” to consumers of tariff increases. 

· Irregularity of tariff reviews by regulators leads to tariffs that do not keep pace with inflation nor reflect the actual costs to the service provider.

Key Issue: Donor Processes

· Donor focus to sub-sovereign levels stretches local level capacity to coordinate/administer the many, varied, donor relationships.

· High staff turnover in field offices weakens institutional knowledge at local and national levels.

· Poorly considered grant activities can smother rather than support local efforts for self-sufficiency, reducing the potential for leveraging user finance. 

· Highly bureaucratic donor processes to receive funds (eg, EDF, and similarly, EU ACP & TACIS funds). 

· Often, too much TA from donors (with visits every 2-3 months) can interfere with project flexibility in process and delivery.

· Concept amongst donors that there is a lack of good projects, although definition of “good” varies depending on the stakeholder (consumers, NGOs, donors, IFIs, etc.).  

· Possible trend of focusing on new ideas rather than improve existing ones hinders sustainable development.

· Variance between commitments and disbursements (donors, governments).

· Conditionalities for disbursements may not “match” local situation. 

· Poor donor targeting of disbursements to countries where WATSAN needs are greatest.

2.2.2 Potential or existing ways to overcome politics and governance constraints 

Key Issue: Lack of Water and Sanitation Sector Strategies

· Develop diagnostic tools to help the public and decision makers understand the benefits of WATSAN investments, including health and economic growth, and to identify the relative cost of such investments. Use results to support country level planning and especially the PRSP process, potentially through partnership with AMCOW.

· Use sector wide approaches (SWAPs) and the PRS to drive donor and policy coherence. Create a “roundtable” for donors to coordinate efforts at a country level and address development needs. Some countries may require more TA/grants for governance strengthening; others may benefit from assistance to lever additional investments (eg, build on donors’ competitive advantages with regards to lending/TA).

· Support parallel development of sector policy and finance strategies.

· Improve inter-sectoral approaches and fund overall institutional and regulatory reform.

· Directly fund demand-driven projects rather than rely on central government initiation.

· Work with government at national level to identify projects and help government plan strategically in the short, mid, and long terms.

· Sub-sovereign lending can allow funds to be distributed directly where they are needed.
Key Issue: Decentralisation

· Promote use of cross-subsidies at a central government level to redistribute wealth.

· Support/develop intermediary organisations that can be financially autonomous. 

· Where market development is weak, support regional NGOs to channel finance to small-scale areas; leverage additional finance through scaling up successful projects. If strong financial institutions exist, use these to leverage finance to local levels. 

· Provide TA for administrative, financial, technical, and regulatory capacity at all levels of governance (national, regional, local).

· Coordinate donor administrative processes within the EU/EC to reduce the multiplicity of relationships throughout partner governments, to free time for decision makers to focus on their jobs.

· “Smart” tax structures that focus on pro-poor redistribution (eg, higher proportion of tax revenues to fund services for the poor; industrial taxes; environmental resource use taxes to support environmental services, etc.). 

· Impact assessments for policies and regulations within all spheres of government, to ensure full understanding of impacts of policy decisions.

· Work through government budgets and support monitoring/evaluation to assess impacts of budgetary support at all levels of government.

· Improve transparency and accountability in decision-making at donor and country levels.

Key Issue: Water and Sanitation Tariffs/Cost Recovery

· A national policy on cost recovery that rationalises tariffs/subsidies could increase transparency within government as well as force donors to coordinate rather than compete.

· Donors should incorporate labour and materials costs into calculations of contributions in rural and low-income areas.

· With tariff reform, transition measures, such as a grant fund for the poor, should be taken to limit consumer shocks and garner political buy-in. 

· Enforcement mechanisms should be creative to address the public health challenges faced by disconnection policies.

· Targeted subsidies, including cross-subsidies, to facilitate access and sustainable supply (of water and sanitation) for the poorest.

· Use donor funds to support a stand-by facility to cover the short-term effects of devaluation of extreme exchange rate fluctuations or extreme regulatory failure to ease requisite tariff increases. Resultant increases in tariffs could be spread over the medium term to avoid damage from sudden, brutal tariff increases. Donor funds could also be used to smooth tariff increases needed to fund large capital expenditures or to implement sector reforms, spreading these costs over tariff increases in the medium term.

Key Issue: Donor Processes

· Streamline and simplify funding application processes within the EC (especially EDF) and across EU members.

· Increased transparency about funds provided, and address rigid funding structure (eg, level of co-financing regardless of country or region).

· Use donor funds to create reserve funds to smooth the lag between commitment and disbursement.

· Strike a balance between too much and too little TA across and within countries.

· Promote different ways to access finance at all levels, including within communities.

· Scale up successful small projects, or perhaps aggregate to access different types of donor finance (for example, contributions of grants and loans from different donors).

· Promote the pooling of existing sources of finance earmarked for small-scale funds (whether ODA or domestic finance) for possible economies of scale.

· Multi-annual commitments instead of tranche funding (for ODA).

· Limit disbursement process, and work to ensure that conditionalities for the release of funds are transparent, and relevant for the project size/scale, possibly on the basis of outcomes.

2.2.3 Examples from FWG members relating to politics and governance

The following examples highlight some of the experiences that emerged from discussions with FWG members, along with their contributions. These contributions are available on CD-Rom as well as on the EU Water Initiative website: www.euwi.net.


· Emerging evidence from Kenya demonstrates that communities that were growing comfortable using debt instruments to fund WATSAN revert back to complacency when donors and NGOs provide free pipes or funding for services (noting that the pipes/ funding are never enough for the system to become functional, but enough to deter the community from pursuing loans more aggressively). Donors and NGOs should conduct their own due diligence with regards to the impacts of their actions at a local level, particularly as it relates to grants and in-kind donations.  

· Studies that demonstrate the value of investing in WATSAN as a basis for economic growth may help to raise the sector’s profile within PRSPs. A WHO study on economic value of investment demonstrated that US$1 on a WATSAN investment could yield between US$5-28 in health benefits.

· Sometimes, water can be identified as a priority by a government, but because of reform mandates investments are not made. In the Caribbean, a government sought EDF funding; however a key requirement was institutional reform, autonomy for the sector, and addressing corruption. The government failed to support reform, and did not receive funds. 

· To support sector planning and capacity at a local level in Kenya, the WSP is helping a local government develop an action plan that includes identifying projects for funding, and develop a plan for sector investment. The community wanted funds to expand their network, but did not know how to approach donors or apply for finance. They also faced time and resource constraints. WSP provided support through staff time and use of resources, rather than through funding. This activity is recent; the community hopes to eventually apply and attract funding from donors.  

· Regionally based intermediaries may help to bridge the finance gap that often exists with decentralisation. In Ghana, in 1995, as part of a rehabilitation project, 14 communities created a private association, the Association of Water Boards (AWSDB), to house a group-managed fund. The AWSDB was created to meet a project requirement to have, at a minimum, six months’ of dollar deposits to pay the service provider, for operations and maintenance. When enough funds were collected, they were transferred to the operator. Later, the AWSDB sought to establish a reserve account to house surplus funds from the water boards. Funds were invested in interest-bearing accounts. Other water boards could borrow from the fund – guaranteed by the District Authority - for their capital expenditures. Between 2001-2004, funds have been disbursed to over 20 additional water boards both for replacement costs as well as for community contributions to lever additional ODA.  

· Political risk, especially at a local level, can be highly damaging to a private operator in the water sector. Good and demonstrable performance can partially insulate an operator from political interference. In one instance, political risk was overcome through communicating the success of the project and the support of constituents to the politician, who sought to use the private operator as a scapegoat for the community’s troubles.

In this case, the private operator won a tender for an operations & maintenance contract at a sub-sovereign level in Latin America. Shortly after the contract started, the political landscape shifted, and a mayor who sought to terminate the contract was elected. The private operator continued to operate according to its contract, and made a range of service improvements in spite of actions by the mayor to impede the company’s efforts. Given the political climate, a key focus was to provide and measure customer satisfaction. Eventually the mayor was up for re-election; he indicated that a key pillar of his platform would again be to terminate the contract with the private operators. In response, the company met with the mayor and showed him the results of their customer surveys; they suggested that his campaign conduct an independent opinion poll of his constituents. An opinion poll was conducted, which showed that the public had overwhelming support for the private operator, based on the service improvements that had been made. Further, the mayor learned that the private operator was perceived considerably higher in terms of customer satisfaction than any other public service (eg electricity, telephone, public transit, etc.). As a result, water was dropped as a political issue at this local level.
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Project preparation

Some of the significant constraints relating to project preparation are presented in Figure 2.2. Section 2.3.1 identifies the key barriers, while Section 2.3.2 identifies different ways in which these barriers may be overcome. Section 2.3.3 provides examples of inputs from FWG members, either about a particular constraint, or how a constraint was overcome.

2.3.1 Key barriers relating to project preparation

A considerable concern for the water sector is the “lack of good projects”, which often means either that projects are not well planned, are not big enough to attract financing, or do not target the poor.  Below are some of the key barriers, and specific constraints, as identified by FWG members. 

Key issue: Administrative issues

· Lack of awareness at a sub-sovereign level of available financing mechanisms.

· Multiple project forms and reporting structures for different donors, NGOs, and other sources of funds reduces development impact of the project and needlessly occupies staff time.

· Lack of capacity to conduct sufficient due diligence to attract finance, especially for larger projects.

· Competition amongst donors for a few projects in a region or country rather than a systemised approach to creating more “good projects” in the long run.

· Challenges in bringing together different stakeholders to generate a viable and appropriate project design (eg public, private, donors).
Key Issue: User involvement in project design and preparation

· Users not consulted and their views not represented in project development, impacting their ability/interest to choose, manage, and pay for WATSAN systems. 

· Inadequate understanding of willingness to pay and ability to pay as part of due diligence, resulting in unsustainable project design/inappropriate technology.

· Lack of prioritisation for the poor, often due to the financial constraints a networked system faces to extend services to poor areas. Prestige projects attract more attention from politicians and donors than those that focus on meeting the pro-poor elements of the WATSAN MDGs. 

· The poor consistently cite water as a top priority; governments claim it is, but the PRSP process too often reflects otherwise. Hence, government budget allocation does not always reflect the priorities of the poor for project design.
Key Issue: Informal providers

· Larger infrastructure projects often overlook the role informal service providers play in service delivery, especially for the poor. Contracts often illegalise these providers in the expectation that the PSP provider will extend connections, which rarely happens.  

· Legal and regulatory constraints for informal providers (“license to operate”) stifle their expansion.

· Providers’ poor access to credit due to low collateral and lack of credit history.

· Lack of legal rights to provide services, along with lack of effective regulation in the market.

· Lack of understanding of the important role informal providers play in service delivery, especially in urban areas.
Key Issue: Cost of project preparation

· Lack of equity finance for project development – legal costs for project development and implementation can be very high.
Another concern is the lack of ability to mobilise domestic finance. Some of the key constraints are provided below:

Key Issue: Leveraging municipal credit markets

· Limited sophistication in local credit markets, including weak accounting and financial standards at a municipal level, as well as for other borrowers.

· National government uses up all available credit, leaving limited resources at the local level. Likewise, management of total borrowing limits for the country, and the impact of sub-sovereign debt on the country’s credit rating and borrowing ceiling are significant constraints. 

· Inadequate information for determining a municipal credit rating.

· Lack of municipal credit infrastructure, including local investment banks or markets capable to facilitate municipal credit.

· For countries with a municipal credit infrastructure, unfamiliarity in the market and high “first mover” costs stifle deeper forms of municipal finance

· High risk at sub-sovereign level reduces appetite by domestic investment funds to invest money on-shore or in the water sector.

· Illegality of sub-sovereign debt, or heavy administrative burden obstructing sub-sovereign debt instruments; all finance capacity is at the national level.

· Lack of capacity within IFIs and bilaterals to support sub-sovereign lending and guarantees. Few IFIs have the ability to provide direct, non-sovereign guaranteed loans to the sub-sovereign level.

· High debt burdens from failed donor projects over the last 20 years limits capacity for additional borrowing

Key Issue: Financing in rural areas

· Limited access to a range of financing mechanisms in rural areas, including difficulty in raising user finance.

· Identification of appropriate project counterparts for small/rural projects.

· Prioritisation of urban areas over rural areas stifles investment. 

· Financial/fiscal weakness of rural local governments to support investment.

· Small size of financing demands increases administrative costs per dollar of financing.

· Insufficient mechanisms to address sanitation and hygiene issues.

2.3.2 Potential or existing ways to overcome project preparation constraints

Key issue: Administrative issues

· Promote different ways to access finance at all levels of government and within utilities, local private sector, community based organisations, etc.

· Coordinate across donors and governments to free up time and resources for decision makers in recipient counties to focus on project preparation and delivery.

· Promote innovative approaches to public private partnerships that focus on mobilising resources, monitoring and evaluation, and capacity building from local sources, including users, small scale providers, local pension funds, and investors.


Key Issue: User involvement in project design and preparation

· Policy framework should take account of beneficiaries’ views in the decision making process and in determining government priorities.

· Improve the socio-economic justification for water sector investments (eg impacts on public health, education, and economic growth), to inform PRSP and other development planning processes. (In Africa, this could be done through a partnership with AMCOW).

· Use a portion of state government funds to strengthen stakeholders’ institutions (eg facilitate meetings, cooperation, and exchange between government and various stakeholders) as well as fund innovation (eg brainstorming and development if there is a decentralised mechanism for fund allocation).

· Account for in-kind contributions (labour, materials) as part of user contributions/user co-finance, especially for the poor.

Key Issue: Informal providers

· “Package” urban projects with rural and peri-urban ones and arranging project teams to consist of a wider group of stakeholders, broader sets of skills, etc. This more innovative use of “partnerships” for projects may also help to relate WATSAN financing more closely to MDG Goal 8 (building partnerships for development).

· Acknowledge the positive role of small-scale independent providers – SSIPs -  (informal or not) and work to understand and address their financing needs and constraints (eg micro-credit, loans from the domestic public or private sectors).

· Use TA to “regulate in” rather than “regulate out” informal providers as part of the process of urban WATSAN reform. This may stimulate more “user finance” as well as improve existing SSIP systems that work. Ensure that informal providers are given the legal basis to gain access to credit.

· Catalyze funds such as social investment funds and microfinance at a local level through decentralisation, and support innovation/entrepreneurship.


Key Issue: Cost of project preparation

· Currently, a few project preparation facilities provide this service, such as PPIAF or the Balkans Infrastructure Development Facility; however these facilities are often expensive to maintain and may only be useful for large-scale, urban projects.
To address challenges relating to mobilising domestic finance, some key findings are provided below:  

Key Issue: Leveraging municipal credit markets

· Support bond banks or assist countries to set up the requisite financial infrastructure to facilitate local credit markets.

· Use of local municipal bonds to raise local finance for a municipality to use in the form of loans for bankable WATSAN projects.

· Support the ring-fencing of finance to ensure pay back of WATSAN project loans, or partial guarantee facilities to lower risk on loans.

· Provide TA to improve accounting and financial standards.

· Where sub-sovereign markets are viable, demonstrate the viability of different forms of municipal finance, in order to attract more interest and participation.

· Strengthen operations and maintenance capacity at utility levels to attract interest of local investors. 

· The EBRD is the only IFI that has a direct sub-sovereign lending program, and its funds are largely blended with large grants for technical assistance. 

· Work through the PRSP process to improve coherence between IFIs, donors, and governments on issues relating to sub-sovereign financing and leveraging municipal credit markets. 

· Reform sovereign and sub-sovereign levels of government reduce debt burdens through HIPC or debt forgiveness programs; improve capacity for balance sheet management to improve bank-ability and avoid risk of bankruptcy and poor credit ratings.
Key Issue: Financing in rural areas

· Scale up, or aggregate, small projects, to access different types of donor finance.

· Promote the pooling of existing sources of finance earmarked for small-scale funds (whether ODA or domestic finance) for possible economies of scale/improved coordination.

· Use a coalition of banks (including micro-credit institutions) to spread the risks and benefits in rural areas.

· Work through regional NGOs and other (larger) financial intermediaries to promote different finance mechanisms at a rural level. 

· Strengthen decentralisation efforts to promote community-led initiatives for local infrastructure.

· Promote “syndication” of skills at a national or regional level to “bundle” skills, whether through an association of municipalities, NGOs, or an intermediary.

· Promote “smart” subsidies, whereby central government offers subsidies with contribution from communities. Acknowledge and support “sweat equity” contributions from the poor, including labour and local materials in lieu of cash contributions.

2.3.3 Examples from FWG members relating to project preparation

The following examples highlight some of the experiences that emerged from discussions with FWG members, along with their contributions. These contributions are available on CD-Rom as well as on the EU Water Initiative website: www.euwi.net.

· In Odessa, apartment blocks had communal access to a water supply well in the buildings’ courtyards. The wells were managed by the residents of the buildings and local government. With TACIS funding, the national government accessed financing to install a water supply network; as part of the project, the government closed all of the wells in order to increase demand for networked service. Additionally, a national law was passed that banned the reopening of the wells. A considerable challenge for the communities was the cost of connecting to the network within the apartment buildings, and the perception that the wells were sufficient and no new supply was required. As a result of the lack of financing for connections, ultimately the network wasn’t effective, and residents had no alternative source of supply. Proper project planning, that included participation with residents about their needs, the options, and their associated cost may be a way to prevent such situations. 

· In Africa the EDF was set to fund a project for a large dam, however the application forms were not prepared adequately, and there were insufficient studies to support the project. After several bi-lateral discussions, the EDF funded an institutional strengthening project instead, in order for the government to develop the skills to conduct adequate project preparation. 

· Partnerships may be one way to address the need for improved project preparation. For example, the Water and Sanitation for the Urban Poor (WSUP) is an alliance of public, private, and civil society actors with an objective to catalyze projects and programmes in urban areas through partnerships with relevant public sector authorities in host countries. They have successfully implemented a programme in Bangalore with support from CARE, Unilever, WWF, RWE Thames Water, and others.

· Procurement processes by IFIs/donors can hinder the implementation of projects, for example when the cost of bidding is out of proportion to the cost of the work to be done. One instance that was recalled to us involved a small contract in a developing country that was using donor funding to support very small private sector participation. As a result of the donor’s procurement rules, as least three bidders were required in order to meet competition requirements. The local agency spent considerable time and resources attracting bidders, and ultimately three bids were received. However, one of the bids was disqualified due to a technical error, which then by default disqualified the other two bidders. As a result, the project team had to start all over, incurring more time and resource costs. Essentially, the donor’s procurement rules did not match the needs of the project. Procurement rules should not be “one size fits all”; they should instead balance the need for transparency and accountability in bidding with the needs and circumstances of the project beneficiaries.


· In Vietnam, there has been some success with using revolving funds to support sanitation provisions. Under this scheme, which is managed by Women’s Unions, funding is provided to the poor, to support the cost of a basic septic tank. The poor hire contractors to do the construction, and households contribute their own money or labour; relatives may send parts (such as the toilet pan) as well. 
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2.4 Technical, administrative, and financial capacity 

Some of the significant constraints relating to technical, administrative, and financial capacity are presented in Figure 2.3. Section 2.3.1 identifies the key barriers, while Section 2.4.2 identifies different ways in which these barriers may be overcome. Section 2.4.3 provides examples of inputs from FWG members, either about a particular constraint, or how a constraint was overcome.

2.4.1 Key barriers relating to capacity

The findings from Phase 2 indicate technical, administrative, and financial capacity constraints in the public sector (partner governments), as well as within development agencies and the private sector. Below are some of the specific ways in which these constraints are manifested, as identified by FWG members.

First, some of the key issues relating to the public sector are provided below:  

Key issue: General public sector inefficiencies

· Capacity constraints to implement market-based instruments (MBIs) - eg user charges, taxes, fines for pollution, etc.

· High employee: connection ratio and prevalence of political connections in management positions rather than technical expertise.

· For wastewater sector, in many areas there is a lack of training/professional accreditation programmes within the country, coupled with a taboo for working in the sector.
Key issue: Impact of decentralisation

· Lack of governance capacity to govern at the sub-sovereign level, due to budgetary support and decentralisation happening without adequate time for adjustment and training. 

· Where capacity does exist, trained staff at sub-sovereign levels leave to higher paid positions, resulting in capacity loss. 

· Inadequate capacity to manage the WATSAN sector, or raise finance at decentralised levels.

· Potential that responsibility for WATSAN sector (service provision and regulation) is sometimes decentralised too far, and should be aggregated to a higher level.
Next, some of the key issues relating to the private sector are provided below:  

Key issue: Small scale and informal providers

· Donor attention towards the local level has led to over-stretched capacity at the local level to manage donor funding processes and relationships.

· Weak incentives for capital investments due to legal and regulatory environment (and for informal providers, land tenure issues).

· Access to credit for expanding service

· High costs due to lack of economies of scale

· Lack of security of quality and security of delivery 

· Risk of “regulation out” due to administrative complications of regulation

· Lack of legal basis for informal service providers
Key issue: Large scale private sector

· High risk, low return projects provide weak incentives for investment.

· Long-term nature of projects with high political risk.

· Focus tends to be in urban rather than peri-urban or rural areas.  

· Lack of information about the state of infrastructure hinders adequate project preparation/increases risk to private investment.

· Initial capital investments tend to be for service upgrades rather than expanding access to the poor.

· Larger investments require foreign currency, but revenues for debt repayment are in local currency, posing foreign exchange risk.

· Focus on capital expenditures rather than improving long-term operations and maintenance at the utility level affects private investment as profits are made over time, through efficient O&M.

· Engagement of the international private sector tends to delay long-term investment planning by governments. 

· Focus on international finance where local equity may be more sustainable.
Finally, some of the key issues relating to civil society are provided below:  

Key issue: International NGOs

· High turnover of staff impacts relationships at a local level as well as loss of built capacity.

· Lack of capacity for accounting as well as monitoring and evaluating project outcomes.

· Unclear role in some countries with regards to sectoral planning and stakeholder processes (NGOs can work as advocates, service providers, and financiers).  

· Perception that NGOs claim to represent users’ voices but reflect their own agendas, at local and international levels, leaving out user perspectives.
Key issue: Local NGOs

· Lack of capacity for accounting/M&E of project outcomes.

· Lack of legal standing to provide services or tax implications of such provision.

· Different power structure and focus between INGOs and local NGOs. 

· Lack of capacity amongst civil society to cope with new and innovative approaches for water project delivery.
2.4.2 Potential or existing ways to overcome barriers related to capacity

Key issue: General public sector inefficiencies

· Create institutional/regulatory structure for market-based instruments.

· Output-based aid sets performance targets for public sector reform.

· Work with labour unions to develop programmes to address staff numbers and increase the utility’s efficiency.

· Develop training and certification programmes for wastewater professionals.

· Import expertise, for example by twinning, private sector support services, and secondments from other countries that have stronger water sectors. 

· Conditionalities on lending tailored to encourage reform of public sector.

Key issue: Impact of decentralisation

· Promote cross-subsidies for WATSAN at a central government level to redistribute wealth to sub-sovereign levels.

· Develop and help intermediary organisations to gain decision-making autonomy for budget allocations – encourage WATSAN stakeholders to centralise technically but decentralise politically.

· Evidence suggests that NGOs often facilitate finance mechanisms or play the role of intermediaries in the absence of local government capacity in developing countries/rural areas.

· Support national governments to implement widespread programs to increase administrative, technical, and financial capacity throughout the public sector.

· Promote remuneration – perhaps with donor support - at levels appropriate for retention to maintain knowledgeable staff.

· Use impact assessments for policies and regulations at all levels of government, to ensure that the impacts of policy decisions are understood at all levels.
Next, some of the key issues relating to the private sector are provided below:  

Key issue: Small scale and informal providers

· Include service providers in any trainings or seminars offered by donors to sub-sovereign or other levels of government. 

· Improve ability of micro-finance providers to finance water and sanitation projects.

· Improve regulation to ensure quality and security of delivery.

· Reduce administrative complications to avoid “regulation out”, and be flexible with regulatory requirements for small scale/informal providers.

· Address legal barriers that constrain informal service providers (both in terms of tenure and credit).

· TA for training and capacity building to address service quality and other regulatory issues.
Key issue: Large scale private sector

· Develop risk mitigation projects to address regulatory and governance risk to investors.

· Re-think PSP models to include stronger local equity involvement, or local service providers supported by international expertise.

· Include all stakeholders as part of project development, as well as the design of the contract, to reduce political risk over time. 

· Improve local capacity for regulation before implementing private sector participation.

Finally, some of the key issues relating to civil society are provided below:  

Key issue: International NGOs

· Work to develop comparable financial management systems to improve the monitoring and evaluation of project impacts.

· Consider multi-stakeholder processes as a way for engaging with INGOs, noting the high time and transaction costs of such high-level processes, and opportunity cost of those funds for implementing projects at a local level.

Key issue: Local NGOs

· Use technical assistance facilities to build business management capacity.

· Consider large-scale pilot projects for “innovative” technology that cover large populations, rather than small and “safe” pilot projects.

· Support capacity building amongst local-based NGOs that are independent from international NGOs and the private sector.

· Implement mechanisms for participatory governance in the sector that include NGO engagement in decision-making.
2.4.3 Examples from FWG members relating to capacity 

The following examples highlight some of the experiences that emerged from discussions with FWG members, along with their contributions. These contributions are available on CD-Rom as well as on the EU Water Initiative website: www.euwi.net.

· In one example, after conducting feasibility studies, a donor proposed shallow wells as a water supply project, to suit the local environment (considering technical, administrative, and financial constraints). The government demanded more sophisticated technology, which caused a mismatch between the technology and capacity. In these such situations, donor’s capacity to manage expectations at the project and government levels, as well as building capacity within government to “match” a technology choice with the local situation are likely blockage busters.  

· In Kenya, many communities mobilise around water issues, and independent from any external support, register themselves as service providers, write by-laws for incorporation, develop project designs, raise funds, and start the implementation process. Research by the WSP indicates that communities often raise about 20% of the project’s total cost, and often have an additional 10-15% of the project cost in the bank; however without further funding the project falters. A pattern seems to emerge, whereby communities mobilise enough funds to initiate a project, but after three or four years, no further progress is made.  Capacity to understand financial options would be useful. With over 20% of the project cost as collateral, micro-finance may be a possibility. Capacity in the micro-finance sector is also needed: micro-financiers tend to require direct income generating activities for project funding; consideration of water tariffs as a means to generate income tends to be low.  

· In Ethiopia, a Community Development Fund run by the Rural Water Supply and Environmental Programme has support from the Governments of Finland and Ethiopia to develop the community’s capacity to take the lead in their own development, through the ownership and management of funds for constructing a water scheme and a demand led approach through the project’s initiation, design, and implementation. Through this scheme, woredas (the lowest level of governance) maintain oversight of the water sector, communities increase their sense of ownership over the sector, and access to rural water supply in the Amhara area has expanded considerably: some half a million people are estimated to have benefited from the programme. 
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Capacity constraints are widely seen in the development and use of subsidies for the sector. Currently, output-based subsidies are touted as a means for sector reform. This thinking is based on experiences in Chile, whereby a means-tested approach was adopted to help customers afford public services (including water and wastewater). Under the Chilean model, the government makes direct payments to the poor such that they can pay for their public utility bills. The payment process is made through the operator, and is possible because a reliable customer database exists, as well as high administrative capacity to manage the system. The objective of this output-based approach is to help a targeted art of the population pay their tariffs for water consumed.  Building on the success in Chile, programmes such as the World Bank’s output based aid programme are trying to use “output based” approaches to provide more infrastructure to the poor. However, this changes the risk profile for investors, who may not have full information prior to a contract regarding the technical and economic state of the utility, and hence a baseline for measuring performance indicators. More importantly, they have no assurance that they will be paid the subsidy once they have done the work. Whether Chile’s successes can be transferred to other contracts is still tenuous.

2.5 Cooperation/Coordination

Some of the significant constraints relating to cooperation/coordination are presented in Figure 2.4. Section 2.5.1 identifies the key barriers, while Section 2.5.2 identifies different ways in which these barriers may be overcome. Section 2.5.3 provides examples of inputs from FWG members, either about a particular constraint, or how a constraint was overcome.

2.5.1 Key barriers relating to cooperation/coordination

This section focuses on the constraints relating to cooperation and coordination, as relates to donors operating at a country level.  Below are some of the specific ways in which these constraints are manifested, as identified by FWG members. 

Key issue: Policy coherence

· In the absence of a sectoral policy, programmes and policies undertaken by different donors may be contradictory.

· Variance between commitments and disbursements, both from donor agencies to governments, and national to local levels within government. This includes different time criteria for disbursements by donors (ie ensuring that budget lines are spent within the financial year), and a lag time of several years between commitments and disbursements by donors. Low disbursement of PRSP funds is common and tends to result from unexpected expenditures on other problems.
Key issue: General coordination

· Without coordination amongst donors, funding may be fragmented, lead to competition for projects in specific areas, as well as overlap and wastage of funds, and gaps in finance for the sector are widened/not met. At the same time, because WATSAN is perceived as financially risky, funds allocated for WATSAN are absorbed by other programmes.

· The process for applying for funds and reporting on their use is too complicated and burdensome, and different donors use different approaches.

· Collaboration amongst donors is difficult to implement – for example, different lenders have different approaches to development (eg mix of grants and loans); their focus may be different (some are regional, others global); their procurement rules may differ, etc.
2.5.2 Potential or existing ways to overcome barriers relating to cooperation/coordination

Key issue: Policy coherence

· Limit the process for disbursements such that the stipulations and conditionalities for release of funds are more transparent and relevant for the project scale/size, perhaps on the basis of outcomes (output-based aid).

· Encourage multi-annual commitments instead of tranche funding (for ODA) and coordinate timings of disbursement.
Key issue: General coordination

· Streamline and simplify the application process within the EC (EDF in particular) and across member states.

· Promote increased transparency about fund structures (for example, EDF requirements for matching funds). 

· Establish forums for coordinating flows at a country level.

· Ring-fence the water sector to ensure that water and sanitation funding goes to the water sector, and is not lost to other, less risky, sectors.
2.5.3 Examples from FWG members relating to cooperation/coordination 

The following examples highlight some of the experiences that emerged from discussions with FWG members, along with their contributions. These contributions are available on CD-Rom as well as on the EU Water Initiative website: www.euwi.net.

· In South Africa, after the transition to democracy in 1994, the Masibambane Programme sought to achieve coordination between the many bilateral donors to support South Africa’s water sector programme, rather than run projects parallel to it. Through the use of a Sector Wide Approach, donor requirements were harmonised, and transaction costs of providing bilateral assistance were reduced, allowing for disbursements to flow in shorter periods of time. 

· Between 2000-2002, the OECD, along with multi-lateral development banks (MDB) held working groups to address harmonisation in development. Technical groups of harmonisation process included: donor cooperation, country analytical work, financial management, procurement, and environmental assessment. Each group was tasked with developing good practice standards, principles, or products for donors and countries to use as a foundation for harmonizing policies, procedures, and practices. While the best practices are not “new” in and of themselves, they serve to compile and re-affirm best practice for OECD members.

· Public private partnerships are a challenge for all participants, all both as a result of the different time horizons under which different parties operate, as well as due to the changes that invariably occur over the lifetime of a partnership. Different parties to a partnership also have different expectations  - the public sector may broadly be interested in the long term but electoral schedules means their power may only last for a few years. The nature of a private operator’s involvement tends to be long term (eg 25 years). As a result, maintaining and enforcing a contract over a period of time is a considerable challenge. 

For example, a private operator signed a 25-year contract for improving water and wastewater treatment in an urban area. The country was both economically and politically stable, with relatively strong institutions – an attractive risk profile attractive. The contract was high profile, and concessions were involved in negotiations. After many months, a contract was agreed to the satisfaction of both parties in the “partnership”.  In the first five years, the company made its agreed investments and looked forward to the later years of stable cash flow. The government, too, implemented reforms and policies, including regular rate reviews and tariff increases, and funded regulatory efforts to enforce the law. By year 7 of the 25-year contract, most of the larger infrastructure investments were made, including preliminary outreach to poor and peri-urban areas. The company looked forward to its return on investment in future years; the government looked forward to improving its pro-poor water programs that would be extended with increased revenues. Throughout the first seven years, key government officials who had been part of the contract negotiations remained in office; with elections in year 7, a new government took their places. 

The new government was keen to distance itself from the “old” government, and immediately questioned the existence of the private company’s operations within the urban area. Efforts by the company to maintain the spirit as well as the letter of the contract as part of the agreed public private partnership were stymied by the new government, and the contract fell apart before the long-term objectives, including its pro-poor elements, could be met.  

Because of the schedule created in partnership between the government and the private company, not all of the benefits of the contract were visualised by year seven. Yet because all of the contract’s benefits were not achieved in seven years, the incoming government turned the operator into the scapegoat for all of what was wrong with the city.  Now, although the contract is still in place, applying “to the letter” of the contract poses considerable challenges to all parties. Like any contract, it could not contain clauses to protect against everything, and as conditions “on the ground” changed, the terms of the contract remain in place.

· Since 2002, the United Nations Development Group agencies have been working to simplify and harmonise policies and procedures amongst themselves. Some of the issues they are working to address include joint programming and common principles on project reporting, financial management, and monitoring and evaluation. The UN has also worked with the OECD/MDB process noted above. 

· The Strategic Partnership for Africa (SPA) is engaged in a process for harmonisation-related activities including developing assessment tools for public financial management, and coordination/harmonisation efforts for PRSPs in consultation with the OECD, the Economic Commission for Africa, the IMF, World Bank, and the UN. Specific issues addressed include reduction of transaction costs through greater coordination of funding procedures, improving public financial management capacity, and increasing the coherence of development assistance with national strategies. Preliminary work has been conducted in Ethiopia, Rwanda, and Senegal.  In 2003, SPA participants’ agreed work programme included pilot work to improve the development effectiveness of budget support operations; this work is generating lessons to understand the enabling conditions for effective coordination amongst donors, and ODA coherence with partner governments’ strategies.  

· The role of the regulator is important to cooperation/coordination efforts at a project and a sector level. A challenge for cooperation is when a regulator is imposed on a project basis, rather than as part of a broader, countrywide (or sector-wide) regulatory framework, as this can lead to regulatory capture, and sliding back on reform. In one example, the original idea was that the former operator should be transformed into a contract administrator on behalf of the city government, and that a state-wide economic, quality, and environmental regulator should be set up to oversee the whole sector. This did not happen. The former operator has spent all its time trying to prove that the private operators cannot do the job. A regulator was established much later and not at the level required. The regulator is now in a difficult position, trying at one and the same time to mediate in the arguments between the former and present operators, the discussions on tariff revisions with the city authorities (client) and the public.

· A possible implication of incoherence in the sector is demonstrated in recent findings by the WSP, that donors in Zambia finance about a third of capital expenditure in rural areas and close to 100% of capital expenditures in urban areas. Amazingly, total capital expenditure by donors for rural water supply and sanitation in Zambia totalled US$16 million – enough to raise coverage from 37% to 47%, or by a million people. Unfortunately, coverage has not increased much at all, nor were a million people served. 

In Zambia, there is a lack of coordination in the water sector and poor leadership that often leaves donor confused. Contact with donors is mostly on a bi-lateral basis, in an ad-hoc fashion. Although both government and donors have called for more cohesion this has not emerged, even though the advantages of cooperation are plenty (reduce duplication of efforts, channel funds to where they are needed, and improve the quality and quantity of donor funding). Some of the challenges to coherence include the difficulty in gathering donors in the country at the same time – many donors do not have permanent missions. Staff turnover is high, and the level of ability amongst staff to understand the varied challenges facing the sector varies. Individual donor representatives have a high level of autonomy from headquarters – a challenge with staff turnover rates but also for having coherence between donor headquarters and field offices. 
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In April 2004, a memorandum of understanding was signed between the Government of Zambia and donors regarding coherence, which establishes common principles. Ireland Aid (for rural areas) and German Aid (for urban areas) are suggested as lead donors to coordinate others.  

2.6 Financial risk

Some of the significant constraints relating to financial risk are presented in Figure 2.5. Section 2.6.1 identifies the key barriers, while Section 2.6.2 identifies different ways in which these barriers may be overcome. Section 2.6.3 provides examples of inputs from FWG members, either about a particular constraint, or how a constraint was overcome.

2.6.1 Key barriers relating to financial risk 

Financial risk is a considerable barrier to increased private sector investment in the water sector – whether by international private investors or by domestic investors. Below are some of the specific ways in which financial risk are manifested, as identified by FWG members. 

Key issue: Risk 

· Foreign exchange risk: due to macro-economic factors (eg inflation) and tendency for water projects to obtain investment in foreign currency and generate revenues in local currency.

· Contractual risk: long-term duration of typical private sector participation contracts vs. short to medium term political and other interests at the sovereign and sub-sovereign levels.

· Operational risk:  Lack of information about infrastructure, water quality, financial viability etc; general difficulty in introducing efficiencies in operations.

· Counter-party risk: lack of credit rating of local borrowers.

· Political/regulatory risk.

· Constraints to existing risk mitigation mechanisms –eg, MIGA requires that the sovereign government agree to underpin the risk, and other agencies require a certain proportion of member state content before providing such products.

· Weak local capital markets to absorb some foreign exchange risk.

· Limited sophistication including lack of accounting and financial standards on behalf of borrowers, for example municipalities.

· Lack of appetite for local investors to invest in their country due to some of the issues discussed above.

· Risk mitigation mechanisms that are most in need for use in developing countries – contractual/regulatory risk - are least available from IFIs.
2.6.2 Potential or existing ways to overcome barriers relating to cooperation/coordination

Key issue: Risk

· Create dedicated local currency funds to repay loans in case of devaluation.

· Provide loans for WATSAN in local currency, and provide parallel technical assistance to increase capacity and interest for leveraging private finance. 

· Provide guarantees that provide for breach of contract at sovereign and sub-sovereign levels of government, noting that the use of guarantees will not make un-economical projects any more viable or attractive for investment. 

· Output-based specifications in contract to promote governance reforms.

· Use donor funds to create reserve accounts for use to improve credit rating of sub-sovereign entities to attract commercial investment (esp. local equity).

· Support bond banks or assist countries to set up the requisite financial infrastructure to facilitate local credit markets and support local equity.

· Support the ring fencing of finance, reserve fund structures, donor supported guarantees, partial guarantee facilities and other such mechanisms to ensure repayment of WATSAN project loans and to lower risk to leverage other sources of finance.

· Support micro-finance structures and encourage local and community-based finance solutions.

· Provide equity funding or subordinated lending to reduce the overall cost of the financing package, and leverage other forms of finance. 

· Provide TA to improve accounting and financial standards at a local level.

· IFIs can increase demand for risk instruments to address contractual and regulatory risk by streamlining processes to reduce transaction costs; adapt existing mechanisms to address emerging needs; and market the instruments both within IFIs and with commercial interests.
2.6.3 Examples from FWG members relating to financial risk

The following examples highlight some of the experiences that emerged from discussions with FWG members, along with their contributions. These contributions are available on CD-Rom as well as on the EU Water Initiative website: www.euwi.net.

· In Tamil Nadu, with the creation of a Water and Sanitation Pooled Fund (WSPF), local entities including the private sector are able to participate in the capital market and financial resources can reach projects in small and mid-sized towns. The WSPF’s bonds are unsecured by a sovereign guarantee, however they are enhanced by an innovative structure: participating municipalities contribute monthly payments equal to 1/9th of the total annual payment into reserve, or escrow accounts. In the tenth month, the same amount is transferred into the WSPF’s escrow account. In case a project’s revenue is insufficient to make a loan payment, the WSPF has authority to withdraw funds from the municipality’s bank account, where its tax collections are stored; and/or directly intercept state transfer payments. If these options are exhausted, the WSPF can tap into a reserve account was also created with an amount equal to about 1 ½ times the total annual debt service. If the reserve account is tapped into, USAID has provided a guarantee for that would replenish the account if needed to support the sustainability of the WSPF over time. 

· In order to address foreign exchange risk, a group of bilateral donors within the Private Infrastructure Development Group (including the development aid authorities of Netherlands, Sweden, Switzerland, and the United Kingdom) are supporting the establishment of a local currency credit guarantee company (GuarantCo). Its purpose is to promote economic and social development by facilitating access to local financial markets for infrastructure companies that need to borrow local currency funds for their investments; it will be a monocline insurer providing partial credit guarantees to eligible borrowers without requiring a sovereign government counter-guarantee. Borrowers may be private firms, municipal utilities or municipalities engaged in infrastructure projects in low-income countries; lenders may be investors in bond issues or local banks.

· The EBRD has a direct sub-sovereign lending program that is unique to the family of IFIs. Over time, EBRD has developed a dedicated team of about 25-30 municipal finance experts, including credit analysts in headquarters as well as in the countries where the bank operates. According to the bank, none of its municipal lending programs have defaulted, and a number of their borrowers, as a result of EBRD support over time, have the capacity to raise financing themselves. The EBRD credits their ability to evaluate municipal credit risk, to cooperate actively with the sovereign entity regardless of whether they are involved in the sub-sovereign financing or not, and to provide grant and technical assistance in parallel with municipal lending. Grant amounts can be as high as 60% of the total loan, and have been used to improve the sub-sovereign entity to repay its debt and raise capital on its own in the future.

· Although this example is not from the water sector, it demonstrates how donors can work to help address some of the risks faced by the private sector – whether local or international – as a result of political conflict. Madagascar’s political conflict which lasted from January to July 2002, created an economic and social crisis that led to the suspension of credit by the international community. The AFD was approached by commercial banks that operate in the country to create a guarantee fund, so that investment loans could continue, as a means to help alleviate the crisis. AFD provided EUR 3.5 million start up capital for this facility and pledged another 0.3 million. The facility is structured like a limited company and has the statute of a financial institution. It has private (51% by six commercial banks) and public support (49% by the government). The availability of the fund facilitated guarantees to a hundred companies operating during the crisis, and leveraged an additional EUR 20 million by guaranteeing up to 70% of investments made.

3 What Works and Doesn’t to Improve Efficiency, Effectiveness, and Leverage Other Forms of Finance 

3.1
Overview

This section summarises what seems to work, and not, in order to improve efficiency and effectiveness of existing and future aid flows, as well as using ODA to leverage other forms of finance to improve access of the poor to water and sanitation services. As noted in Section 1, these concepts are inter-related and cannot be considered independently. These concepts were drawn from discussions with FWG members as well as the literature and other materials provided by FWG members. This information is available through the EU Water Initiative website (www.euwi.net).

3.2
Key findings

For those country/ regional contexts with more developed capital markets, policy and regulatory environments (EECCA, India, Uganda, Kenya, South Africa, some of SE Asia), there appears to be agreement within the international community that what seems to work (in terms of making aid more efficient/leveraging other forms of finance) is:

· To support local funding for the sector through municipal bonds and other forms of sub-sovereign finance.

· To encourage locally-sourced finance through community based solutions, including capacity building of community resources, supporting rather than smother local initiatives, and simplifying procedures for grants and other mechanisms.

· Aggregation, or pooling, of funds for small and mid-sized towns to pay for operations and maintenance as well as replacement costs, which can help to support scaling up over time, as well as leverage additional finance from donors (to meet minimum project size) and other investors (including local equity, and, where viable, international investments).

· Public-private partnerships that leverage international expertise without equity exposure, and may include either contractual arrangements for O&M or twinning.  

· Project Preparation Facilities to develop larger infrastructure projects for urban areas on a financially viable basis (eg PPC, DevCo etc).

· Capacity building for sub-sovereign decision making and participation in financial markets, in order to strengthen and expand their use;

· Risk management mechanisms, to address the specific needs of the water sector, such as the risks associated with currency exchange, breach of contract and politics/governance;

· Reform conditionalities and administrative requirements placed on financing mechanisms to address the situation of local borrowers, lack of resources at local level and limited sophistication of certain borrowers;

· Leverage of finance from the international private market, eg by export credit agencies (ECAs); however issues relating to transparency, sustainability, impacts on local economies and pro-poor requirements need to be considered carefully. 

Essentially, in the areas where capital and financial markets are viable, aid seems to be both more effective and able to leverage other sources of finance when it focuses on the latter, by stimulating and supporting demand for local market-based instruments. As such, these types of inter-related initiatives should form the broad focus of EU and Member State financing in these areas.

For countries with weaker capital and financial markets, policy and regulatory environments, (eg most of Sub-Saharan Africa, some of the CIS 7), what seems to work (in terms of making aid more efficient/leveraging other forms of finance) is:

· Financing capacity building at all levels of government to develop the policy and regulatory frameworks to support market based instruments, particularly for the water sector. This may range from expanding the use of micro-finance tools, to pooling finance with extensive risk guarantees, to using NGOs and civil society organisations as financial intermediaries.

· Financing capacity building for overall water policy and regulatory development, ie sector rationalisation and coordination between Ministries; development of a sector policy, a financing strategy, and mechanisms to coordinate donors, in order to create a portfolio of projects immediately required, and a longer, more strategic project pipeline. 

· Designation of a “lead” donor for urban and/or rural areas, in order to improve coordination of activities around the SWAP; this level of coordination should also include INGO activities – and could include simplifying bureaucratic procedures as well as preventing parallel projects

· Support for micro-credit/social development funds to get communities more comfortable with market based instruments (user finance, debt, credit, tariffs), with a focus on strengthening user and local equity. 

· Capacity building, including legal and regulatory reform as well as technical, administrative, and financial support for small-scale independent providers (including informal providers) as part of the solution to the “fringe” of networked areas.

· Financing for micro-infrastructure advisory facilities that focus on water supply and sanitation.

· Focus on sequencing of ODA – with a short term vision for demand-led, grassroots support at a community level, with longer-term goals of capacity building and scaling up

· Attention to project development that includes analysis of appropriate use of different mechanisms (eg grant, debt) to ensure stimulation of innovative ideas at a very small-scale level, rather than mechanisms that smother innovation.  

Essentially, in the areas where market development is weak, much more focus is required to make aid more coordinated and efficient – including increased attention on grassroots efforts and addressing policy and regulatory gaps within all levels of government, rather than leveraging other forms of finance in the short term. As such, these types of inter-related initiatives should form the broad focus of EU and Member State financing in these areas.

4
Next Steps 

4.1 Introduction

The FWG is a network of professionals who have agreed voluntarily to participate in the activities of the EUWI.  The FWG component is currently led by DFID and supported by consultants commissioned by DFID to undertake the analytical work guided by and in response to the needs of the Group and DFID.  To date, the FWG has discussed and assessed finance-related policy issues as they relate to meeting the goals of the EU Water Initiative in particular as well as finance required to meet the MDGs in general for the water and sanitation sector. The FWG has also proved to be a useful forum for discussing wider finance issues in the sector relating to aid effectiveness and the financing demands of stakeholders such as AMCOW. Representatives from regional components of the EUWI have attended FWG meetings (and two Phase 1 meetings were themed to reflect the Africa and EECCA components), but to date FWG support to assist the work of the EUWI regional components in a focused manner has not taken place.

4.2 Outputs to date

The first FWG Report, on gaps and overlaps in ODA and other financial flows to the water sector, combined with this report, which includes a demand side perspective and case studies on access to finance, provide a sound basis for moving the FWG forward to working at the regional or country level on water financing issues.

The two reports are complemented by the bibliography from FWG members on examples of finance blockages and blockage busters that they have come across, as well as the database on the range of financial mechanisms that development agencies have on offer to help stimulate finance in the water sector. Both these outputs are available via the EUWI website.

4.3 Options for next steps

The question is, based on the platform of information generated by the FWG to date, what should the finance component do next, as a Phase 3, if anything? What approach should DFID take to drive the finance component forward from hereon in the EUWI? And what should the role of the FWG be from now on?

At the last FWG meeting in Paris, a number of options were discussed. 


Support to the work of the African Water and Sanitation Working Group’ s 10 country dialogues to develop sector strategies for achieving the MDGs (see Box 4.1 below), and support to similar processes in other components of the EUWI, could be a logical next step to better integrate the FWG as a resource of knowledge and advice into the regional components of the EUWI.  The development of the OECD’s FEASIBLE and the WSP’s SWIFT sector financing planning models within the context of the African country dialogues was discussed as a possibility. The FWG in general however, remained sceptical on this particular idea.

Nevertheless, some kind of regionally focused FWG inputs could be designed and promoted as a next stage. Regional working groups could benefit from the expertise and experience of the FWG members (either through the full group or through specifically convened sub-groups) to help guide and review detailed work undertaken by financial experts employed for the purpose.

As another alternative, the last FWG meeting in Paris also discussed the possibility of the FWG becoming more of a knowledge forum for water sector finance that could benefit the EUWI in general. The idea would be for the FWG to respond to either specific technical requests from other EUWI work groups on particular issues (or to discuss pertinent sector financing issues in general and their regional implications). Within this context, the FWG could meet quarterly, although “virtual” discussions could also be used for dissemination of information and to seek ideas and comments from the FWG as required. These chat-room discussions on finance could be linked to the EUWI website.

Consequently, DFID, in discussion with FWG members at the next FWG meeting, needs to consider and decide upon both the future strategic direction for the finance component in general, and the role of the FWG in particular. There seem to be three main options to consider:

· To conclude the finance component and close down the FWG. The assumption here would be that there has been enough background information generated to date from the finance component, for the regional components to use. They could each engage financial expertise to develop their particular regional components as and when they require.

· To retain the FWG as a discussion forum, meeting quarterly or less. The group would discuss and provide thoughts on finance issues raised by the regional working groups and/ or on other wider finance issues of relevance to the sector.  A supporting chat room could be provided via the EUWI website, to enable wider engagement and dissemination of thoughts.

· To develop targeted TORS for financial support, in partnership with each of the regional components (starting with the Africa and EECCA components), and engage expertise to deliver this support, under the aegis of the FWG. In this scenario the FWG could become more of a reference group to listen to and provide feedback on the technical financial assistance being applied to each of the regional components. 

For the second and third option DFID would still need to consider their role as lead donor and coordinator for the finance component as a whole. 

5
Bibliography
AFD. December 12, 2002. “The financing of water and sanitation infrastructures: Governance and program based aid”. Discussion paper (Doc 1)

AFD. “Présentation de la garantie de risque partiel du groupe de la Banque mondiale. ” (Doc 3)
Africa-EU Strategic Water Partnership on Water Affairs and Sanitation. April 20, 2004.  “Action Plan:  Water Supply and Sanitation” Draft Working Document for the WSS Working Group. (Doc 6)
AMCOW-TAC and the EU Working Group on Water and Sanitation. May 2004.  “Provisional Draft for Africa- EU Water Initiative 27th Mat 2004 Workshop Version:  Zambia Sector Status Report Africa – EUQI Water and Sanitation Country Dialogue.”  (Doc 5)
Boman, Kristina (representing SIDA). 2004. Comments for FWG future work. (Doc 28)
Cities Alliance. “Description of Proposed Activity (Municipal Finance Task Force)” (Doc 20)

CREPA.  October 29th 2004.  “Workshop Report:  Innovative Financing Mechanisms at local level.”  NGO Forum for Drinking Water Supply and Sanitation. (Doc 11)  

Delmon, Jeff. 2004. “EU Water Initiative Finance Working Group: Report from PPC Meeting in Tblisi.” DFID. (Doc 12) 

DFID, June 2004.  “International Programmes supported by DFID to promote Private Partnership Participation in Infrastructure.”  DFID-PSI-CDC Department. (Doc 13)
DFID, August 18, 2004.  “Minutes from the meeting on 18 August 2004 at World Water Week in Stockholm.”  Memo to FWG. (Doc 32)
Entwicklungsbank. “Innovative Financing approaches for the water sector” Entwicklungsbank. (Doc 24)
EU Energy Initiative, September 2004. “The Patient Capital Initiative: A Proposal For A Global Renewable Energy Fund of Funds” Johannesburg Renewable Energy Coalition (JREC) (Doc 21)

EU Water Initiative.  December 3rd 2004.  “EU-AMCOW Working groups on Water and Sanitation and Finance:  National policy dialogues and innovative financing mechanisms for Africa.”  Minutes of the meeting with WASH Forum participants. (Doc 10)
EU Water Initiative Working Group on Water Supply and Sanitation for Africa :

List of Members.  (Doc 18)
EU Water Initiative Finance Working Group. “Proposals to spark further discussion at EU Water Initiative Working Group.”  (Doc 36)
Global WaSH Forum. December 2004.  “Dakar Statement Actions and Commitments.”  www.wsscc.org/dakar (Doc 49 & 50)
Global WaSH Forum, December 2004. “The Roadmap from Dakar towards Achieving the Millennium Development Goals on Sanitation and Water (MDGs).”  Draft 1. (Doc 51)
Global Water Partnership. “Environmental Financing Networks for the Mediterranean: Strengthening long term sustainable financing for the environment and water resources.” (Doc 35)

IFC, 2004. “External Website links for IFC’s operations in the water and sanitation sector”. Memo provided by the World Bank to the EUWI FWG. (Doc 41)
International Secretariat for Water (ISW).  2004. “Access to Water for the poor in 

Africa : Recommendations and proposals submitted by civil society stakeholders for a better optimisation of the ACP-EU Water Facility”. Agrow Grae.  (Doc 2)

KFW  “Risk Insurance Facility (RI) for PSP Projects in Infrastructure– 
A first Outline of Ideas” Risk Insurance Facility. (Doc 25)
Moss, J.M.  November 1994.  “Boot Bulk Water Supply Contract Prospect W.T.W.- Sydney- Australia”  World Bank / Ministère de l' Equipement seminar on Private Management and Financing of Public Infrastructure. (Doc 30)
Municipal Finance Task Force (MFTF).  “Linking Cities with Domestic Debt.” Draft Agenda for the First Meeting of the MFTF. (Doc 9)
Palmer, Ian.  June 3, 2003.  “Assessing Water Supply and Sanitation Resource Flows:  An Application for South Africa.”  World Bank- Water Supply and Sanitation Programme.  (Doc 47)
PPIAF. March, 2004.  Table of PPIAF Contributions of various countries and projects. (Doc 45). January 18, 2002.  Table of PPIAF Contributions of various countries and projects.  (Doc 46)
State Secretariat for Economic Affairs.  “Financing Water for All in El Alto (Bolivia):  Innovative Partnership to Reach the Poor.”  Suez Ondeo.  (Doc 29)
TearFund, 2004. “Demand-side perspectives on WATSAN access increases in Ethiopia.”  Brief for EUWI Financing Working Group. (Doc 31)
TearFund, 2004. WaSH and Ministry of Water Resources.  “WaSH in Ethiopia.” (Doc 33)
Triple Line Consulting. “Mobilizing Finance: Introduction and Background” Draft. (Doc 26)
UN Global Programme of Action for the Protection of the Marine Environment from Land-based activities. 2004. “Integrating Innovative Practices of Environmental Financing into National Programmes of Action- Closing the Financing GAP.” (Doc 34)

Van Dijk, Meine Pieter. August 15-21, 2004.  “Financing Options for drinking water, wastewater treatment, and sanitation in India.” Contribution to EU Working group on Finance. (Doc 7)
WaterAid, 2004. “Demand-side perspectives on WATSAN access increases in Nigeria”. Memo to EUWI FWG.  (Doc 37)
 “Water Supply and Sanitation for Africa.”  Agenda. (Doc 19)
Winpenny, James.  January 6, 2005. “Guaranteeing Development?  The Impact of Financial Guarantees:  A Study for the OECD Development Center (Final Draft)” OECD Development Centre. (Doc 22)
Winpenny, James.  October 26-27 2004.  ”Enhancing the impact of financial guarantees” Note for meeting of Financing for Development Initiative, Sao Paulo. (Doc 23) 

Secretariat of the Development Assistance Committee (DAC) of the OECD.  August 19, 2004.  “Aid for Water Supply and Sanitation.”  TIWA Seminar “Water for the Poorest,” The World Water Week in Stockholm. (Doc 38)
Water and Sanitation Program, and the Government of the Republic of Zambia Ministry of Local Government and Housing.  June 2004.  “Water Supply and Sanitation Sector Finance and Resource Flow Assessment” (Main Report, Doc 48, Annexes, Doc 39)
World Bank Group.  October 5, 2004.  “Response to EU Water Initiative Finance Working Group:  Examples of World Bank Group Activities.”  (Doc 40)
Water and Sanitation Program, 2004.  “Financing Community-Based Water Supply Projects through Micro-Finance.”  Draft for Discussion.  (Doc 42)
Water and Sanitation Program, 2004.  “Financing Community-Based Water Supply Projects through Micro-Finance Progress Note.” Water and Sanitation Program, Africa. (Doc 43)
Water and Sanitation Program, 2004. “EU Water Initiative: Finance Working Group Preliminary Thoughts on a Framework/Approach to discussion for July 9/August meetings” WSP-Africa, Nairobi.  (Doc 44)

A
Annex A – EU Water Initiative FWG Terms of Reference

A.1
Background

The EU Water Initiative (“EUWI”) is an effort to increase the effectiveness of the significant financial and technical resources available within the EU and its Member States for overseas development assistance, in order to maximize our individual and joint efforts in meeting the needs of the world's poorest and achieving the MDG targets for water and sanitation of the Millennium Assembly and the WSSD.  The Finance Working Group (the “FWG”) of the EUWI is to address the following key objectives:

· To improve the efficiency and effectiveness of existing and future EU aid flows to water, including encouraging innovation, the development of institutional and regulatory frameworks and capacity building; and
· To enable the use of development funding as a catalyst to leverage other forms of finance, including donor, user and private finance, to improve access of the poor to water and sanitation services.

In 2003, an FWG was established, and met three times during that year, to complete the First Work Programme.  This involved the production of a report identifying the financial challenges facing the water sector, the gaps and overlaps of currently available funding and the need to improve the leverage of existing funds and the efficiency of their use.  This report can be found on the EUWI website. Its broad conclusions were that the contribution of the EUWI on financing issues should focus on:

· Improving efficiency of EU aid flows

· Using development funding to leverage user and private finance

· Promoting inclusion of water and sanitation in poverty reduction strategy papers

· Encouraging improved financial effectiveness (output-based aid etc)

· Promoting affordable access for the poor

· Encouraging financially viable integrated water resource management 

· Supporting development of economically literate integrated water resource management policies

Following the successful completion of the First Work Programme, the FWG was disbanded.  This has allowed a new FWG to be formed to focus on achieving a Second Work Programme.  Based on the product of the First Work Programme, the following are the terms of reference for the Second Work Programme.

A.2
Activities

The goal of the Second Work Programme of the FWG is to perform a demand-side assessment of how funding and finance for water and sanitation can be accessed, through local studies and existing experiences of FWG members, in order to review financial mechanisms, which have been a success or a failure at:

· increasing access to the poor, and

· meeting the needs of the poor, and doing so

· in a sustainable manner and 

· in an affordable manner (considering affordability for individuals, water utilities, municipalities, the sector and country budgets).

This goal will be achieved by assessing financial mechanisms currently in use in the developing world.  In making such an assessment, the FWG will:

· Identify successful financial mechanisms in order to understand what makes such mechanisms work, how they meet the above goal and how to broaden their reach.  

· Identify financial mechanisms that do not work to understand the assumptions and restrictions that result in such failures and the blockages (at any level, from local to national to international) that impede such mechanisms.

· Obtain input from, and coordinate with, AMCOW and other local government and civil society representatives to inform this assessment process.

· Obtain input from, and coordinate with, the regional working groups of the EUWI to inform this assessment process.

· Take into account existing studies, in particular the Camdessus Report and the World Bank reviews of financing in the water sector.  The FWG is fortunate to have members who were intimately involved in the production of the Camdessus Report, the World Bank reports and other such studies which will facilitate the use of this information in its deliberations.

· Propose practical and action oriented changes to existing financial mechanisms in order better to meet the above goal.

· Propose new financial mechanisms if needed to achieve the above goal.

· Provide advice and support to the European Commission on the ACP-EU Water Facility and to the regional working groups of the EUWI, as requested.

A.3
Outputs

The Second Work Programme will produce the following outputs.  These outputs will be combined into a single report for distribution and for publication on the EUWI website.
A.3.1 Analysis of country experience

The Second Work Programme will be based on a demand-side assessment of financial mechanisms.  This assessment will use country experiences of the FWG members, based on experiences of successful or unsuccessful financial mechanisms.  Where possible, these experiences will be based on feedback from local government and local civil society organisations.  To date the following country experience reports have been proposed by FWG members: India (Collaborative Council and Tearfund), Ghana (Holland), Ethiopia (Tearfund), Nigeria (WaterAid), EECA (OECD) and Kenya (ISW).  In addition, other FWG members will provide evidence from their own in-country experiences.
Input to the assessment of financial mechanisms by AMCOW TAC members and other relevant organisations and individuals will be critical.  Although unavailable for the first meeting, AMCOW TAC will be involved in future meetings and discussions.  Their input in these terms of reference has been sought and they will be asked to contribute their knowledge on the FWG assessment process and in the subsequent development of the FWG report. Links will also be made to the African, EECCA, LA and MED regional working groups of the EUWI, on similar issues.

A.3.1 Survey of FWG experience

The FWG is made up of representatives from a variety of organisations from different sectors, including the EU, EU member states, government departments, private sector funders, private sector operators, NGOs, donors, and multinational and bilateral funders.  These organisations have significant experience using financial mechanisms in developing countries.  This experience will be surveyed, tested and documented through interactive discussion forums to identify the characteristics of financial mechanisms that encourage and discourage success.

A.3.1 Analysis of supply in the context of identified demand

Based on the survey of country and FWG experience, the FWG will consider in more detail and analyse the financial mechanisms, and  how  existing financial mechanisms may be modified, or may be combined with other mechanisms, to address the needs of developing countries and the poor.  This analysis will also consider institutional, political and other constraints that inhibit financial mechanisms, for example conditions and requirements for access to finance imposed by the local Treasury.

A.3.1 Analysis of findings

The FWG will assess the information and data obtained from Outputs i), ii) and iii), above, in order to assemble a report of its findings for the EUWI and to publicise these findings widely. 

In addition to the report of information, data and findings, the FWG will produce a concise proposal of the changes that need to be made to existing financial mechanisms, and if necessary propose new financial mechanisms.  This proposal will also address additional services that would improve the likelihood of the achievement of the FWG goals, such as the creation of a separate source of advice on the formulation of financing packages or increased capacity building on the subject of financing issues and mechanisms. 

The FWG provides the key link between the EUWI and the ACP-EU Water Facility on potential participation in existing or new innovative financial mechanisms.  The results of the Second Work Programme will be an important tool to assist and inform the ACP-EU Water Facility Task Force on innovative financial mechanisms.

A.4
Workplan

The FWG will adopt the following work plan.
A.4.1
Virtual sharing of FWG experience and preliminary country experiences

In order to provide the groundwork for the process of gathering information and data from the experiences of the various FWG members and the country experience reports, FWG members will provide relevant views and ideas by e-mail, by the end of June, to commence the experience sharing exercise.

A.4.2
Preliminary session on the sharing of FWG experiences

An informal session will be held  on the 9th July in London from 13:00-16:00, amongst any interested FWG members who are available on that date, to discuss the information and experience provided by FWG members during the virtual exercise and any preliminary country experience feedback.  One of the key outputs of this preliminary session will be to provide a structure for the formal discussions to be held in Stockholm in August.
A.4.3
Formal discussion session

A formal discussion session will be held on Wednesday, 18th August at the World Water Week in Stockholm from 13:30 until 17:00.  The FWG will meet to review and discuss the information gathered to date and raise additional issues and ideas, based on the information gathered through the experiences of the FWG members and the structure developed through the preliminary session.

A.4.4
Country experiences  

FWG members will provide reports of their country experiences to identify the demand for financial mechanisms and to what extent current financial mechanisms are succeeding in achieving the goals.  When reviewing country experiences, efforts will be made to obtain local government, local community and user input when assessing the usefulness of financial mechanisms.

A.4.5
Conferring with AMCOW

AMCOW input will be an integral part of the experience assessment process.
A.4.6
Workshops

The FWG will present its preliminary findings at international workshops to obtain input and further assessment from other development and financing organisations.  The EBRD has invited the FWG to present its preliminary findings at the PPC in Georgia in October.
A.4.7
Production of Phase 2 report

The best practice and lessons learnt from the above exercises will be subject to review by the FWG and will be formalised in a report.  This report will be produced in draft form and submitted to the FWG for comment, before finalisation and publication.
A.4.7
Publicise the report to facilitate access

Once the report is complete, the FWG will work with the EUWI CIS working group to make the report easy to access, and generally available from the EUWI web-site to interested parties including developing countries, donors, NGOs and financiers.
A.4.8
Provide updates and information to the EUWI Steering Group

The FWG will provide periodic progress updates to the EUWI Steering Group to facilitate the flow of information and advice from the Steering Group and other EUWI working groups.
B
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Box 4.1 - Finance-related Objectives of the African Working Group on Water and Sanitation





The African Working Group on Water Supply and Sanitation has the following short-term objectives:


Increasing demand or investment in water supply and sanitation for the poor;


Strengthening underlying institutions, building capacity and making better use of existing human and institutional resources;


Enhancing funding for the supply, management, and development of water resources and sanitation; and


Improving coordination between the actors involved in water resources management.





These objectives are identical to four of the seven programmatic objectives of the overall EUWI Africa Component Strategy and the 2004-2005 work programme. At relates to finance, the Work Group seeks to find out what types of mechanisms are available, and when/how to use innovative mechanisms at a country and sub-sovereign level. 











Figure 2.1 - Politics and Governance
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Box 1.2 - Phase 2 Finance Working Group Meetings





9 July, DFID headquarters, London 


17 August, World Water Week, Stockholm 


8 October, DFID headquarters, London 


9 December, AFD headquarters, Paris











Box 1.1 - Update on ODA Flows to the Water Sector





The OECD’s Development Assistance Committee released a report in August 2004 with an update about ODA (grants and loans) to the water sector. Their findings are broadly presented here: 


ODA to the water sector has been on the decline since the late 1990s, after steadily increasing through the 1990s. Grant funding has been stagnant, while loan funding has increased. Notably, this lending is at concessional terms, with an average grant element of 70%. 


Between 1999-2000, and 2000-01, commitments to the water sector decreased. In real terms, bilateral commitments were at their lowest since 1985.


Data from 2001-02 shows that ODA is concentrated in a relatively few recipient countries. 50% of total bilateral and multilateral commitments were allocated to just 10 countries.


Analysis revealed a long lag time in the water sector between commitments and disbursements for both loans and grants. For example, almost half of the disbursements in 2002 relate to commitments made before 1998.  


The share of ODA to least developed countries and low-income countries as part of total ODA has increased between 1997-2002 from 50% to 70%, suggesting that ODA has become more poverty-focussed


Regionally, between 1997-98 and 2000-02, Africa’s share of ODA slightly decreased to 27%. In Sub-Saharan Africa, 45% of aid went to support large-scale water projects, and 27% to small-scale systems.


Analysis shows that many countries that are not on track to achieve the MDGs for water and sanitation receive little ODA. Just 16% of total ODA for the water sector went to countries with less than 60% access to improved water sources. 


Source:  OECD DAC. August 2004. “Aid for Water Supply and Sanitation: A report prepared by the Secretariat of the Development Assistance Committee (DAC) of the OECD at the request of the International Water Academy”. The International Water Academy Seminar “Water for the Poorest”, World Water Week, Stockholm.








Figure 2.5 – Financial Risk





�





Figure 2.4 – Cooperation/Coordination
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