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Introduction

What are the options for an Indian local government to finance the necessary investments in urban infrastructure; in particular what are the financing options for drinking water, wastewater treatment and sanitation. The issue will be illustrated for two states and a program to link local governments and capital markets will be discussed. All local government bodies could eventually be linked up to capital markets (Van Dijk, 1999). This requires for most local governments a substantial improvement of their municipal accounting and other financial management system reforms, which will also be discussed.

There are generally several option to finance urban infrastructure. The major ones are listed in table 1, but we will deal with issuing bonds mainly.

	Table 1 Instruments for infrastructure

(from more traditional to 
	finance

to more alternative)

	Loans

Bonds

Municipal Infrastructure Development funds, for example

- Investment/capital funds

- Trust fund

- Endowment fund 

BOT (Build-Operate-Transfer)

Subsidized entry fees
	Microcredit to finance connections

Rotating savings and credit associations (ROSCAs) to link traditional savings with credit

Private sector involvement

Project finance

Hedging (futures/options) to cover risks

Pooled Finance Development Fund

ROT (Rehabilitation-Operate-Transfer)

City Challenge Fund



It may not be efficient for the municipalities individually to issue bonds, but some organization could do it for them, to pass on the money in the forms of loans for bankable infrastructure projects. State Level Financial Institutions (SLFIs), which currently function as an intermediary between the local governments and the capital market will not be discussed (Van Dijk, 2004a). The differences between using a bond bank (indirect issuing of bonds) versus direct issuing of bonds by local governments will be presented. The latter model is also known as the United States (US) model and that country supports a introducing this approach in India. A good functioning SLFI (the Karnataka Urban Infrastructure Development Finance Corporation or KUIDFC) can be used as an example. In Gujarat for the contrast, at present no institution seems to play the role of an intermediary financial institution, providing loans to local governments and issuing bonds on their behalf to allow them to invest in infrastructure.

Investment in urban development in India

According to Satyanaranya (2003) only 50 percent of the population in urban areas had water taps within the premises. Approximately 65 percent of households had some sort of water facility, be it a tap or well or hand pump within the premises. The remaining 35 percent of the population depended on outside sources. On the sanitation front, 61 percent of households have access to either pit latrines or water closets. There is a clear need for investment in urban development in India, given its population growth and increasing urbanization. The required funding for urban infrastructure has been estimated (NCAER, 1996). Increasingly efforts are made to tap private funds, but a number of conditions need to be satisfied before cities can access the capital market. The efforts to help local governments in India to obtain infrastructure range from creating municipal infrastructure development funds to establishing state level financial institutions (SLFIs). In this article some efforts made by Indian municipalities to finance urban infrastructure will be reviewed.

State governments are responsible for the urban sector and local governments are considered to be responsible for water, sanitation and sewerage. The 74th constitutional amendment in India promotes decentralization and suggests strengthening and establishing State Level Financial Institutions (SLFIs) to help states to finance their investments. A number of State level Infrastructure Development Corporations have been created in India since 1992.
  Their mandate is to provide financial assistance (loans and advances) to urban local bodies (ULB) for financing infrastructure and services.
 The SLFIs were often used to channel Central Government grant money to municipalities. Later also HUDCO (the Housing and Urban Development Corporation) loans were channeled through them.  Private or semi-public institutions have indicated that they are willing to finance urban infrastructure.

Intermediation: the FIRE versus the Bond bank approach

Municipal bond markets are a growing market in developing countries and a convenient way to finance urban infrastructure. USAID (1996) intended to help Indian cities to prepare projects in such a way that bonds can be issued in the American capital market, using a partial USAID guarantee. In principle water supply, sewerage, roads, land development, education and health facilities could be financed under the Financial Institutions Reform and Expansion Project (FIRE, 1996). The formula is that each city would issue bonds itself.

Bonds are finding favor with Indian borrowers and investors since 1994. In that year the primary market issuance by Indian companies exceeded the volume of offerings on the Indian share market (Financial Times, 28-4-1995). However, if the SLFIs issue the bonds it would not require the individual municipalities issuing, but a state level organization would do it for them. This is just like a Bond bank in the US or like the Bank of the Dutch Municipalities (BNG) in the Netherlands. Bond banks issue bonds and pass on the money in the forms of loans for bankable infrastructure projects to the municipalities. The US Bond Bank is described in Petersen (1999) and the Dutch BNG model in table 2.

The BNG centers on lending and project financing, often very long term. It stopped being just another capital market institution in 1989 when it became a full credit institution subject to the full supervision of the Dutch Central Bank.  In 1994 BNG was awarded the Triple A status by no fewer than three credit rating agencies.  Total assets are approximately 500 billion US dollars.  It has 300 staff members and just one office.  Key to its success are the knowledge of municipalities the BNG has built up over the years and the rule in the Netherlands that municipalities are no allowed to run a deficit.

Table 2 Example of a Bond Bank: the Bank of Dutch Municipalities (BNG, 1999)

	History and approach
	Examples of sectoral interventions

	1. Incorporated in 1914 it is a financial specialist of and for the public sector:

· Municipalities

· Provinces

· joint local authority undertakings

· regional police forces

· housing associations

· education & health care organizations

· businesses allied to the public sector

2. The BNG being a triple A institution pays a low rate for the bonds it issues
	1. Loans for housing programs

2. 90 % of monetary transfers between central government bodies, semi-government bodies and municipalities

3. Investments in waste treatment

4. Cash management for local authorities

5. Financing sport facilities in municipalities

6. Arranging project finance for major renovation of business park projects

7. Streamlining rent payments for housing associations


Intermediation in Gujarat: a network of institutions

There are important differences per state in India as far as legislation and type of existing intermediary institutions are concerned. An institution similar to KUIDFC does not exist in Gujarat for example. The Gujarat Infrastructure Development Board (GIDB) is the state institution to facilitate investments in advanced infrastructure such as ports, electricity and major roads. It is a high level nodal agency, falling directly under the Chief Minister of the state, but is not necessarily working with local governments.

In the case of Gujarat project development and project financing activities are best suited to the private sector. The state could learn from the Project Development Corporation of Rajasthan (PDCOR), which is small outfit with as majority shareholders private sector financial institutions which prepares projects and links them to potential investors. The private sector is better able to package and pool important projects, while the government could take the necessary policy reform initiatives.
 State governments are in a better position to push local governments to adopt the necessary reforms and to undertake the project preparation activities. The State’s role should be enabling, deploying strategies to ensure confluence of the financial institutions needs with the local government offerings.

Infrastructure development in Gujarat is hindered by limited borrowing capacities rather than by limited fund availability. It can also be noted that restrictive municipal laws need amendment to allow private sector participation and capital. Finally, there is a lack of contract documentation for evolving project vehicles with private sector participation. There are a number of challenges concerning infrastructure in the state and the sector seems to be ripe with opportunities.

There is a certain sector preparedness in Gujarat. In this state the biggest city, Ahmedabad, has already gained experience with obtaining a credit rating and issuing bonds to finance water and sanitation projects. Also several toll roads have been built with the help of the private sector and private financial institutions are eager to get more involved in infrastructure. The State government has prepared and launched an Infrastructure 2000 Plan, which gives a vision and a strategy (Gujarat, 2000) and the Government of Gujarat prepared a note on regulatory framework for water. The state was the first one in the country to draft a Build Operate and Transfer (BOT) law and has experience with giving concessions to the private sector. Inherent is the entrepreneurial spirit, which can be proven by the number of private consultants and specialized Non-governmental organizations (NGOs) in this field.

Developed under the Indo-US Financial Institutions Reform and Expansion (FIRE) project since 1996, accessing the market for financing urban water and sanitation has caught on in the country. The advantages of market access are ushering in fiscal discipline in operations of the service delivery, additional financing sources, and creation of incentives for better performance. Ahmedabad Municipal Corporation was the first one to access the capital market through direct access through the issue of municipal bonds in 1998. Since then, twelve more municipal bond issues aggregating to Rs. 12,700 million (USD 270 million) have been issued in India to finance infrastructure. The Government of India provided an impetus to this process through tax exemption for municipal bonds in 1999. Models for enhanced services to the urban poor are gradually emerging in the country. They include demand creation and institutionalization of citywide strategies and the slum-networking program in Ahmedabad.

The situation in Bangalore, the capital of Karnataka

Bangalore, the capital of Karnataka , has the Bangalore Water Supply and Sewerage Board (BWSSB) which is responsible for the provision and management of water supply and sewerage services in the metropolitan area of Bangalore.
 The following tables give some of the characteristics of the wastewater treatment and sanitation situation in Bangalore

Table 3 Levels of service provision

	Case
	Adequacy level of Service Provision (%)
	Remarks

	
	Adequacy of collection
	Conveyan treatment &disposal
	

	Bangalore
	90
	90 
	Huge losses in the sewer system causes reduction of 40% of the second figure


Presently, only one third of the metropolitan area is covered with a piped sewerage system and there is treatment facility for the two-third of the wastewater generated. The remaining wastewater still goes untreated into surface waters. In comparison to sewerage, about 52% of the total area is provided with a well-developed water supply system. BWSSB is undertaking various projects to enhance its water supply and sewerage network and improve upon the services offered. Caution is required when considering adequacy figures, as there remains an important degree of qualitative judgment involved in deciding on the adequacy of a particular type of sanitation technology for a given case. The choice of the technology to be used is largely determined by the size of the population to be served, the required investment and whether the commercial private sector or an NGO/CBO is involved.

Table 4 Wastewater and Sanitation Technologies

	Case
	Dominant Technology

(% coverage)
	Second most important technology (%)

	Bangalore
	Household and community latrines, conventional sewers, secondary treatment, liquid discharged to open water, sludge dried and retained (67)
	Household and community latrines, controlled disposal to soils

(23)


Another issue is that of the integrity and effective operation of the constituting components in the chain of conveyance, treatment and disposal. This issue is best be illustrated by the Bangalore case, where the capacity of waste water treatment plants approximately equals the volume of waterborne sewage, but remains largely unused because of the huge losses in the sewer system.

Table 5 Models for service provision

	Case
	Dominantarrangement

(% coverage)
	Next largest Arrangement (% )

	Bangalore
	Corporatized Utility 

(53)
	Households

(32)


Table 6 Cost recovery methods used in communal systems (percentage covered)

	Case
	Communal system
	User revenues adequate?
	Dominant form of Cost Recovery

	Bangalore
	53
	Adequate
	Metered: Progressive volumetric tariffs differentiated by user group


Table7 Separate or joint water and sanitation management of services

	Case
	Predominant Arrangement
	Next largest Arrangement

	Bangalore
	Corporatized Utility

Joint Management 
	Households


Institutional options

An array of corporate and community approaches is being increasingly used to deal with these issues. Initiatives by Community-Based Organisations (CBOs) are assisted by large NGOs. Likewise, in Bangalore, a remarkable 15% of the population makes use of communal toilets that have been set up both by local government and by NGOs. The latter also operate these facilities on a ‘user pays’ principle. In Bangalore, the corporate sector has also participated in the improvement of urban management and subsidized entry fees as practiced in the watsan sector in Bangalore. In the case of Bangalore, the Bangalore Water Supply and Sewerage Board (BWSSB) completely subsidizes the access charges for the urban poor and is moving towards individual facilities in the case of water supply. The consumption charges remain the same for all users in the city. An overview of some creative financial activities in the watsan sector is given in the following table.

Table 8 Failed private sector participation efforts in Bangalore

	BOT Project for Cauvery Bulk Water Supply. Initiated in 1997 and abandoned.

ROT (Rehabilitation-Operate-Transfer) of existing system. Initiated in 1997 and abandoned.

BOT for two sewage treatment plants (two separate projects). Initiated in 1997 and abandoned.


However, Bangalore has been able to issue bonds to finance the necessary investments. 

Good accounting increases the transparency. Hence the population, the councilors, the donors and the ADB all want to see better accounting. That is exactly the reason why so many initiatives have already been taken. TCS-IHS (2000) has detailed the procedures for Karnataka. The Institute of Chartered Accountants of India (ICAI) plays a crucial role in working out the details and sanctioning the proposals. Also there is a need for involving regula​tors at different levels of government. 

Direct access to financial markets will be applicable only for large cities in Karnataka. Small and medium cities will need to pool their issues to attract capital and reduce the transaction costs. Satyanarayana (2003) suggests in these cases that based on the experience of US Municipal Bond Market, USAID and the FIRE project Pooled Finance is interesting. The first pooled deal concerned 14 small cities in Tamil Nadu, with a credit enhancement through a Development Credit Authority (DCA) guarantee from USAID. The second pooled finance deal is expected to take place shortly, providing eight cities in Bangalore Metropolitan Area in Karnataka with a similar type of credit. Meanwhile, the Indian Government is in the process of establishing a Pooled Finance Development Fund at national level to provide support to states for credit enhancement and grants for reforms. The case for a pooled finance framework for also for peri-urban and semi-urban settlements is strong, as demonstrated in Karnataka  and in other states (Tamil Nadu). 

Bangalore is considering the involvement of the private sector in the watsan sector, Negotiations for a management contract were initiated in early 2001 for two pilot areas of 1 million people each. The contract covers operation and maintenance to improve the service quality and efficiency. Vivendi and Northumbrian Lyonnaise International have jointly submitted a proposal in 2001. Negotiations followed in 2002, but have collapsed in 2003. The previous Chief Minister kept saying that he would be interested to involve the private sector more and a Leakage detection and reduction for a pilot area was awarded to Thames Water and L&T in April 2003.

Satyanaranya (2003) notes that the Government of Karnataka is currently working on development of urban water policy and a pooled finance framework for 8 cities in Bangalore metropolitan There are certain lessons that can be learnt from the sewerage and sanitation sector development through various projects in the past:

· There is a lack of co-ordination between BWSSB and other institutions as a result of which storm drainage and sewage cannot be managed in a comprehensive manner.

· Administration and co-ordination shortcomings have resulted in investments in additional capital works for water supply ignoring complimentary investments needed for sewerage systems, sewage treatment plants (STPs) and recycling.

· The absence of a comprehensive master plan of the city resulted in sectional development of Bangalore and non-integration of sewerage with other developmental schemes.

· There is a need to link or ratify the master plan as a component of comprehensive development plan. Even though in the present scenario, the Bangalore Development Authority (BDA) is responsible for the City Master Plan, the BDA should be under the overall control of the city and its elected body.

· Water supply, waste water treatment and sanitation need to be dealt with in a more integrated way, involving more actors and private capital.

Financial management system reform

Decentralisation requires more local revenues. However, the need for financial reform at the municipal level should be mentioned if municipalities want to qualify for loans to finance their infrastructure. Decentralisation is the trend (Van Dijk, 2000a), but the financial means also need to be available at lower levels of government to carry out the tasks assigned to them are often lacking. A solid and sound financial management system should comprise an improved municipal accounting system, but also a better budgeting system and budgetary control, improved internal control systems, internal audit systems and modern data processing facilities. A number of reforms at the municipal level are necessary to qualify for support in the framework of an urban infrastructure project in Andhra Pradesh (Van Dijk, 2000a and Box 1).

	Box 1 Reforms at the municipal level

	a. Improved financial systems, such as the budgeting and accounting system. In particular the introduction of double accounting (going from cash based to an accrual-based system) and of cost centers at the municipal level.

b. Improvement of the planning capacity at the municipal level, resulting in the preparation of a Municipal Action Plan for Poverty alleviation. The population needs to be consulted and involved in the formulation and execution stage of the project (participatory planning and execution).

c. Improvement of the project preparation and appraisal capacity at the municipal level.

d. Reform the municipal finance system to generate suitable indicators allowing a comparative assessment of the financial capabilities of the municipality.

e. Setting up a monitoring and evaluation system, which generates information on the extent to which the activities undertaken are actually benefiting the urban poor.

f. Improved personnel management and human resource development to achieve human resource development at the municipal level is required.

g. A clear delineation of tasks and responsibilities at the municipal level of the executives and elected bodies.

h. A plan for the operation and maintenance of urban infrastructure, resulting in improved maintenance of assets and improved management of service delivery is necessary.




In Andhra Pradesh the assessment of the financial capabilities of the municipalities led to the following conclusions concerning the financial situation of municipalities (APUSP, 1999 and box 2).

	Box 2 Financial reforms at the local government level

	a. The current accounting system does not provide a sound basis for assessing their financial capabilities. Implied reform: Improve the current single accounting system.

b. Revenue Improvement Action Plans (RIAPs) need to be prepared, indicating which revenues can be increased.

c. Expenditure Priorities Improvement Plans (ECAPs) need to be prepared, based on agreed priorities.

d. Municipalities need to be helped to access other sources of finance. Implied reform: local governments need to develop their own expertise in evaluating, appraising and prioritising their capital investment needs. Training to be provided for this purpose.

e. Municipalities should create separate cost centres for project activities to record and accumulate items of receipts and payments.

f. Municipalities should give more emphasis to cost recovery for services provided and introduce double accounting.

g. They should enforce financial discipline in project preparation and execution and in repayment by monitoring reforms and progress.

h. Municipalities should prepare an adequate loan administration.

i. They should register and value all municipal assets with a view to eventually use them as guarantees or assured cash flows.




User fees directly related to the service provided are to be preferred over general taxes. To achieve repayment people need to perceive a relation between their payment and the service concerned.  In the same way real repayment to the State or National level is better than repayment through deduction from future loans or grants. It requires the authority to raise and increase taxes and often necessitates a reform of municipal finances: to be able to pay for the activities that a city now has to undertake. Introducing reforms at the municipal level, improving the accounting standards of all Indian local governments and developing uniform financial reporting standards will take time, but are necessary to meet the increasing demand for urban infrastructure.

The necessary accounting reforms

Good governance requires a good basic accounting system and financial reporting (Van Dijk, 2000b). Local governments need budgets and to prepare them they need to take decisions where they want to go. There is the complication that most municipalities in India are still using cash accounting systems. The disadvantage of this system is that debts are not reported and that rating agencies require more time to provide a rating if the municipality is accounting on a cash basis. This is an argument to move to more modern accounting methods, for example accrual accounting, even if the state governments continue with cash accounting.

The financial sector may not really care whether the customer has accrual or fund based accounting. In the Indian situation the banks are at present only interested in providing finance to the five major Municipal corporations. However, with the existing accounting system it takes 4 to 5 months to assess the financial system of local governments. Gaining access to capital markets requires more than just moving to accrual accounting. The change also requires training people at the state level, training people at the local level and involving chartered accountants. It is a good occasion to check on all assets and to see that all properties are brought into the tax net. Local government finance reporting is meant for very different users, ranging from the local SLFI to ADB (1996) and from the World Bank to HUDCO, or a commercial bank.

At the moment no one asks a municipality for a balance sheet except the ADB and HUDCO. Municipal councilors often do not know what the numbers mean. If the president of the Municipal council would also ask for it, then there is an incentive for the people doing the daily management of the reformed system to provide this information. Local governments should require accounts that give the information they need. This requires training and consultancies, but there are a number of problems, which keep coming back. In the first place training and consultancies tend to be one time things and improved accounting is only useful in a different organizational context where people value information. Secondly, Local councilors also need to be trained which information they should ask for at what moment of time. Such training would contribute to local ownership of the improved system.

There are organizational issues before a financial statement can be issued. To start with, all information has to be available. Secondly, there are often poor and inappropriate procedures; there is a lack of basic records and no information on fixed assets and long-term liabilities. Sometimes there is no property register, or the register is not updated since 1975. It is impossible to produce the final result before such register would be in place.

Another problem is that the personnel at the municipal level tends to change very often. The incoming officials are often not trained and if someone who is familiar with the system leaves it will stop. One municipality in Gujarat has not produced a single financial statement in ten years. What TCS-IHS (2000) recommended would take two to three years to implement. The basic new accounting model looks so different from the budget format to which local governments are used. They have to be taught to start all over again. At the moment there is no transition strategy: who will carry on this work for the next 4 to 5 year. Who will pay for it? The State government will have to provide incentives because otherwise the local government will build up resistance to change and just forget about it.

Some problems can be solved, however, if an appropriate accounting system is designed. The basic accounting model is a fund accounting model used in the Netherlands, the United Kingdom (UK) and the US. However, there are some differences. One, a government is a not for profit organisation. This has implications for the type of information and the order. Secondly, the purposes for which you report are different and finally the basic structure of urban local government finance is different.

Local governments are free to use funds for statutory purposes such as street lightening, etc. Some resources can be spent by law or government order, or because of a contract. Support from higher levels of government has to be spent in a prescribed manner. These expenditures are reported in a special revenue fund. Because the envisaged infrastructure investment project may be the most important thing for the whole municipality and it may require the creation of a separate fund, which is almost run as a private corporation. The books show what is available for expansion and one can follow closely what is available for daily operations.
 The recommendation for Indian local governments is to set up the general fund and make it operate for the commissioner and councilors so that they have increasingly better information to monitor their budget for their existing responsibilities. The general fund shows you which funds are currently available and once the information on the fixed assets and long term debt are available the balance sheet can be produced.

Conclusions financial options for water, sanitation and wastewater 

In general the public is interested in getting sanitation facilities, but not very much concerned about the treatment of wastewater or the necessary off plot sanitation facilities. This usually means a limited willingness to pay and a negative attitude towards involving private parties. Governments need to provide information to explain possible advantages of involving private partners if this is the way they want to go. Otherwise one risks delays in the implementation stage of the project because different stakeholders oppose implementation.

The two cases show an array of public, private, and civil society actors and individual households to take on responsibilities for the provision of infrastructural services. In the case of sanitation many developing countries have opted for on-site solutions such as sceptic tanks and pit latrines. In these cases it may be question of infiltration in groundwater or there may be a discharge to an open watercourse. Too often one finds uncontrolled disposal of the sludge and no institution taking the responsibility.

Secondly it can be learned that the degree of private sector involvement varies. It ranges from outsourcing in the public mode to a concession to a private firm or a user co-operative. However, also NGOs may play a role for example in Bangalore in activities like solid waste collection sanitation and public awareness programs. We have also learned that the link with some cost recovery system is extremely important. The underlying assumption is that people are willing to pay for water and other services if they know they will get them and that they will get good quality services. Only then there is a chance that a cash flow will be generated, which allows supplying the service on a sustainable basis. An effective and equitable tariff system for water and sanitation is a real priority in most of the countries studied.

The main issues coming out of these two case studies are the division of responsibilities between the government and the private sector. Ideally the government sector would set the framework. In practice there is often a market failure and the government got involved and finds it difficult to pull out. Secondly, the type and scale of technology is important and has consequences for the management and financing. The larger the scale, the bigger the financial implications. In that case governments will also be more inclined to involve the private sector. The private sector may find it easier to arrange the financing and may be better equipped to manage the facilities. It is desirable to think of water supply, sanitation and wastewater in an integrated way. The cost of an integrated solution will be much lower than a solution at a later stage by a separate institution based on different cost recovery system. In big cities the integration between dealing with wastewater and offsite sanitation is often the case. However, from the Indian case we also learned that this tends to be limited to the area of the Municipal Corporation, leaving the rest of the city to the development authorities or even district authorities, who tend to have less money and no money raising responsibilities.

The role of the private sector

An important issue is what is the role of the private sector in infrastructure development? The Indian government creates and has created SLFIs, which will eventually compete with the private sector, unless further privatisation is envisaged as we have recommended (Van Dijk and Schulte Nordholt eds, 1994). In many states the lack of project preparation capacity is the real issue. If enough good urban infrastructure projects would be prepared, and real 'cost recovery' would be introduced, financing through the private sector, and through international capital flows would come forward, in particular in the present situation where the rate of interest is relatively high and state governments often provide guarantees for repayment of the loans or bonds (Van Loon and Van Dijk, 1995). A situation that should not be continued once real commercial infrastructure projects are prepared as is happening in Rajasthan for example.

It is good to stimulate the involvement of private financial institutions for infrastructure development in India. In the course of our research we gradually became convinced that governments couldn’t do a number of the things it did in the past (Roth, 1989). This certainly applies for complicated and expensive infrastructure, which also needs to be maintained afterwards. The government does not have the money, but should also not be involved heavily in infrastructure development, but rather create the conditions for private sector involvement. At the same time it may be necessary to strengthen and leverage certain existing government organisations, in particular if they monitor the process of private sector involvement.

The conclusion about private sector involvement in infrastructure activities (telecommunication for example) is that the development of new technologies, combined with unbundling and more competition has led to much lower prices for consumers (Van Dijk, 2003). The government would still play an important role as the supervisor, who would see to it that prices remain affordable, in particular for the poor and that the quality of the services remains at a certain level. A good regulator may be necessary, applying the principles of regulatory economics (for example Viscusi et al., 2000). Under these circumstance viable and sustainable infrastructure finance institutions should be possible, like in so many other countries.

India will have to choose between the dominant European and the dominant US system of issuing bonds for urban infrastructure, although the country is big enough to try both! Because of the 74th Constitutional amendment local government and higher levels of government have become equal partners. To make that real, local governments need to have the financial information to allow them to be an equal partner. We also suggest to use to the maximum different 'user charges', local taxes, inter-governmental income transfers and possible contributions of the private sector.

With the introduction of the City Challenge Fund a new approach is emerging, which is not replacing the capital market.
 The Challenge Fund approach rather tries to bring about the necessary reforms at the municipal level and promote project preparation qualities to prepare local governments for eventually submitting real financially sound infrastructure proposals to financial institutions. The CCF is a novel approach, probably very much fit for the bigger cities, which may have access to the capital markets already (for example Ahmedabad through its bond issue). The question is to what extent the smaller cities would also benefit from it. They may have more problems to come up with competitive proposals. However, the preparation window of the CCF may allow them to make a start with the reform process and access more funds in a second round. Local governments in states that have already similar projects, like Andhra Pradesh Urban Services for the Poor (APUSP, 1999) will find it easier to prepare a proposal combining the reform and infrastructure plans. India has launched some interesting initiatives and may be able to try different models at the same time: the CCF, the full-fledged SLFI in Karnataka and the network based approach to preparing and financing infrastructure projects in Gujarat.
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Notes

� Professor of Water services management at UNESCO-IHE Institute for Water education, POBox 3015 2601 DA Delft, The Netherlands, tel. 31152151779 fax 31152122921 m.vandijk@unesco-ihe.org


� A distinction should be made between the General obligation bonds, carrying full faith and credit of the issuing government and Revenue bonds, which rely on specified sources of revenues from facilities and services which are financed out of the bond proceeds and are usually issued by specific service or functional authorities.  The latter (revenue bonds) require user charges to generate the cash flow necessary to service the bond.


� A number of states have created urban infrastructure financing corporations or trust funds. In Tamil Nadu for example this fund has been created with support from the World Bank and functions at 'armlength' of the state government. In other states this is often not yet the case.


� The Asian Development Bank helped to restructure these institutions in three Indian states (TCS-HIS, 2000).


�IL&FS and ICICI in particular. IFCI also issued bonds, which would be used mostly for infrastructure.


� In the reform process four stages can be distinguished (Schwartz and Van Dijk, 2004):


1.	Pressure to improve the performance in the sanitation sector


2.	Broad sector reform


3.	Service provider reform


4.	Maintaining progress


� In the case of Ahmedabad, the Municipal Corporation has been implementing a Slum Networking project in several settlements with the partnership of communities and contributions from industry groups. The Corporation has been playing a pro-active role in developing these partnerships and streamlining and simplifying procedures for implementation of community level projects. The Corporation is currently in the process of scaling up of this activity to all low-income settlements in the city.


� Seven case studies of wastewater treatment and sanitation (in Comodoro Rivadavia in Argentina, Bangalore in India, Cancun in Mexico, Manila in the Philippines, Dolphin Coast in South Africa, Nyon in Switzerland and Lusaka in Zambia) have been undertaken by members of the Institutional and Management Options (IMO) Working Group of the Water Supply and Sanitation Collaborative Council (WSSCC) invited to participate and by other researchers active in the sector. The cases were studied using a common framework. This provides contextual information, like a brief history of the development of this sector, and an elaboration of each of the five issues mentioned. The final report will be published by the WSSCC, see also Van Dijk (2004b).


� What is needed at the state level in India is a Co-ordination committee with all state agencies involved, for example under guidance of the Urban Development Department (UDD). The Committee should establish the accounting standards for local government. Accounting reforms has so far taken place in cities in Tamil Nadu, Karnataka (Bangalore) and Maharashtra.


� The preparation of the opening balance is a well-known problem. It is sometimes relatively easy if a good property register exists. Otherwise there is a need for procedures, there are problems of identifica�tion and classification and sometimes legal experts have to come in, or the State government needs to formulate policies.


� This is a clear difference with the budget system followed so far. There are also controversies, for example what to do with depreciation? There should be a clear policy how different assets will be depreciated.


� Detailed guidelines and have gone around and been discussed (TCS-IHS, 2000). The result should be something accepted by everybody with statutory responsibilities. However, even then it will still take a long time before every local government is benefiting from it.


� The GOI has decided to establish such a demand driven centrally sponsored City Challenge Fund (CCF) to help municipalities to finance their infrastructure. The CCF will assist cities to achieve creditworthiness through structural reform. It will draw from experiences with Challenge Funds worldwide. The fund will assist cities and larger class 1 towns to address the major challenges they face. The CCF will create a competitive process, where cities indicate policy reforms and submit model projects. The CCF is intended as a catalyst for a new generation of urban reform activities that focus on large scale restructuring of existing governance arrangements, of fiscal systems and current urban management practices. On the basis of a number of pre-specified criteria the projects eligible for finance will be selected periodically.
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