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Introduction

Current sources of financing from donors and governments will be insufficient to maintain and expand coverage, given the large increases in service provision that are required as a result of population growth, high rates of urbanisation and failure to maintain existing infrastructure. One possible solution to address this problem is to increase local finance flows through innovative financing mechanisms. 

There is a growing number of experiences with financing mechanisms that contribute to sustainable service delivery with a focus on equity. Now, there is a need to improve the knowledge base on them. Micro-credit, schemes that provide small loans or grants based on revolving funds, social and development funds are specifically available for local stakeholders but the following question remain to be answered:
· Which are the effective financing mechanisms at local level that contribute to scaling–up maintenance and expansion of drinking water and sanitation services to the poorest?
In addition, it is well recognized that the capacity of implementing and management agencies needs to be improved. An increase in local investments or revenues will only be effective with an appropriate “enabling environment”, such as incentives and a regulatory framework that allow innovative financing mechanisms to flourish. So the second question is:

· What are the required elements for an enabling environment to increase flows of local finance?
To share ideas and experiences on these issues, a workshop was organised by Crepa (Burkina Faso), NGO Forum for Drinking Water Supply and Sanitation (Bangladesh) and IRC (the Netherlands) at the WEDC Conference in Vientiane, Laos on Friday 29th October 2004. This report presents the outcomes of this workshop, in which some 26 people participated (the list of participants can be found in Annex 1).
During the first part of the financing workshop there was the presentation and discussion of the preliminary research results on connection charges for the poor from Cranfield University and partners. Findings from this research and the data presented at the workshop can be consulted at http://www.silsoe.cranfield.ac.uk/iwe/projects/connection/.

Note: This research topic and some of the participants of this workshop have been funded by the WELL Programme http://www.lboro.ac.uk/well/index.htm which is a resource centre network providing access to information and support in water, sanitation and environmental health for the Department for International Development (DFID) of the British Government.
Main findings

There is a great variety of (innovative) financing mechanisms for water supply and sanitation. The table below gives an overview of the mechanisms discussed in the workshop.

	
	Water supply
	Sanitation

	Urban/ peri-urban
	NGO as intermediary to pay connection fees (1)
	Revolving Fund for Sanitation Schemes (11)

	
	NGO providing guarantee fund on public bank (2)
	

	
	Association of water boards with national reserve fund (3)
	

	
	Resident development committees (4)
	

	
	National Water Fund (5)

	Rural
	Graduated tax  (6)
	Graduated tax for public sanitation (12)

	
	Contributions from community (7)
	Community Environmental Health Fund (13)

	
	Local government uses % of revenue as a fund (8)
	

	
	Self Help Groups as Rural Bankers (9)

	
	Micro-credit  (10)


Main conclusions point to:

· There are a growing number of experiences with financing mechanisms that contribute to sustained service delivery with a focus on equity (poverty and gender). 

· As can be seen in the overview there seems to be a gap in financing mechanisms focussing on sanitation, especially in urban and peri-urban settings. However, the sanitation specialists with most knowledge and experience on this issue might have been attending a parallel workshop on sanitation at the moment of the workshop on financing mechanisms, which could account for the lack of examples from the sanitation sector.

· There are also not that many mechanisms at district level, most of them are at multi-village level or community level. 
· It is mostly NGOs that facilitate the finance mechanisms or play the role of intermediaries, there are few examples where local governments play that role. 
Innovative financing mechanisms

During the workshop, the participants were invited to share their experiences with financial mechanisms at local/district level. Some are innovative, others have been working successfully for many years. We would like to express our gratitude to the participants that gave us further details on their experiences, improving the quality of this report.
During the first part of the financing workshop there was the presentation of the research results on connection charges from Cranfield University and partners. Findings can be seen at http://www.silsoe.cranfield.ac.uk/iwe/projects/connection/. Here is an excerpt:

“The reason for undertaking this research is the concern that the approach to subsidising volumetric charges for water consumption may be failing to meet the public policy goals of improving public health and poverty alleviation if the poor cannot afford to connect to the formal piped supply. […]

Capital or lump sum payments are always difficult for the urban poor - if water connection costs represent several months of household income as our pilot studies suggest, households will not be able to achieve a legal connection and will therefore not be able to access the subsidies on consumption that are usually found in most water pricing policies. […]

Connection fees have often been justified as representing the marginal cost per household of extending distribution systems - which new customers might reasonably be asked to contribute so that the utility can finance mains extensions. However reasonable the economic argument, it remains fair to say that shop-keepers do not use the same approach when opening new stores in newly developed areas. In many parts of the world now, the television cable providers, and network service providers also, are showing the way in reducing connection charges in the slums and shanties to enable people to connect at an affordable price and then pay the outstanding connection costs over many months of service charges.”

As a kick-off of the second part of the workshop and to stimulate the debate, Evariste Kouassi-Komlan from CREPA, Burkina Faso presented an example of a financial mechanism from Cote d’Ivoire where the connection costs of poor households are paid upfront by CREPA. This was followed by a variety of experience by the participants. 
1. NGO as intermediary between poor households and water company in peri-urban Cote d’Ivoire
To allow poor people to be connected to the water supply system, an NGO (CREPA) plays an intermediary role between the water company and the households. The NGO pays the connection costs of 20.000 FCFA (US$36) directly to the utility. By promoting savings using the money that was previously paid to informal water providers, the households pay the monthly bills and the connection cost is paid back to CREPA. This system has also reinforced the saving capacity of women, allowing them to start income generation activities. Furthermore previously illegal water vendors were trained to do the bill collection, in order to give them an alternative source of income. Their salary is also paid with the collected money from the households. Awareness raising for prevention of water wastage and participatory monitoring of the consumption by children was another important element of the strategy.
The strategy has enabled poor households to get connections, the utility to get connection fees, a reduction of illegal connections and water wastage and some of the previously water vendors to get a job.
To know more, please contact: Evariste Koussi, eltos24@hotmail.com
2. Stimulating investors through a Rural Infrastructure Fund in peri-urban Cambodia 

An International NGO (GRET) has put in place a Rural Infrastructure Fund (RIF) in a public development bank. The objective of this fund is twofold:

· To provide medium-term (3-5 years) loans to local commercial banks who wish to finance investors involved in financing piped water systems (in Cambodia, the existing credit is only provided on a short term basis);
· To provide a guarantee (30%) on loans for those commercial banks in case of default of the investor. Due to this guarantee, the commercial bank can ask less collateral and accept lower credit rate to the concerned investors.

The program run by this INGO consists in support rural private sector to invest and build piped-water-systems with technical and financial assistance. The investor connects the people with water-meters and collects the bills every month. The INGO has helped the installation of 10 systems which rate of coverage reach more than 85% in certain areas.

Figure1: Financial structure of the MIREP project, put in place by GRET
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To know more, please contact: Jean Pierre Mahe, jpmahe@online.com.kh
3. Association of Water Boards in peri-urban Ghana

The Association of Water and Sanitation Development Boards (AWSDB) was established in 1995 during a rehabilitation project for 14 priority communities. To meet the minimum 6 months dollar deposit requirements for O&M the 14 communities formed a private association with a dollar account, into which payments were made till required amounts were collected and transferred to the watsan sector agency (CWSA). Accumulation of funds grew with the second project phase during which 22 more communities in the three northern regions joined. The fund assisted the communities to pay their share of capital cost up front, required by the project.
One of the key objectives of the Association after the completion of these projects was the establishment of a reserve account into which surplus funds of the member Water Boards would be transferred. The reserve fund was to be invested in interest earning instruments to generate high incomes for the Association. The Water Boards could then borrow from the fund to undertake the replacement of major capital equipment in the various towns and expansion projects. The various towns Water Boards have been contributing to the reserve fund through the purchase of unit shares and annual contributions. The fund has grown tremendously. Credit provision to the member Water Boards started in 2001 and so far monies have been disbursed to 20 Water Boards for major replacement works and to facilitate the 5% community contribution. 
Credits contracted by the water boards are guaranteed by the district authority under whose jurisdiction the board operates. This is to ensure that in the case of default, the Assembly takes up the debt. To cope with rising cost of operations, the Association began this year to charge interest rate on loans contracted. Steps have also been taken to levy the same rate of interest on all other previous loans unpaid by the end of June. 
To know more, please contact: Maxwell Agbenorheri, agbenorheri@yahoo.com
4. Resident Development Committees in Peri-Urban Zambia 
In Lusaka, Resident Development Committees have been set up, which consist of elected grassroots representatives. These committees get technical assistance from outside donors. A tariff is charged, which is used to run service (O&M) and to pay the water facility. 

5. The National Water Fund in Cote d’Ivoire

In Cote d’Ivoire, there is a National Water Fund. The Water Fund invests in Water and sanitation in the whole country. Before the war, the Fund was well structured. Now, the Fund is used for O&M in parts of the country where fees cannot be collected because of the war. 
6. Graduated taxes for water supply in rural Uganda
To improve users cash contributions to the implementation of rural water supply schemes, the District Local Governments (of Mbarara and Bushenyi) in the South Western part of Uganda devised an innovative method of financing their schemes using a user fee payable during the normal local tax collection. In Uganda, every person above the age of 18 has to pay a ‘Graduated Tax’ once a year. This tax is dependent on one’s income and wealth. The extra amount to be paid for water development is agreed upon by the sub-county local government council, which then passes a resolution that each tax payer in the sub-county pays e.g. an extra Ugshs. 1000 (US$ 0.60) over and above a graduated tax of e.g. Ugshs. 20,000 (US$12,-), for the maintenance of the water scheme. People in the area decide who can and who cannot pay the tax. Usually the people exempted from this tax are the poorest of the poor, the disabled and widows. The extra ‘water funds’ are then separated from the general graduated tax fund and deposited on the water scheme account (managed by a committee elected by the beneficiary community from users of the water scheme).
Because of the already established legal administrative structure for collection of graduated tax and apprehending defaulters, there is no need for setting up a parallel structure. The funds are collected centrally at the sub-county office, which makes reconciliations easy. The sub-county authorities have adequate security to keep the funds temporarily in an office vault and are facilitated to transport the money to the nearest bank. The taxes collected and expenditures at the sub-county are audited by accountants from the district headquarters, so possibilities for the misuse of funds are minimised.
This method however, has the disadvantage that it cannot be applied in areas where graduated tax collection returns are poor. The method is also susceptible to political pronouncements during election period (once every 5 years), when politicians discourage, and in some cases abolish local tax collection in a bid to gain votes from the local population. 
To know more, please contact: Gilbert Kimanzi, gjkimanzi@yahoo.com
7. Contributions from the community in the rural areas of the Solomon Islands 

Contributions from 10% to 25% of the system costs are collected from the community before construction of the rural water supply. The users collect the needed money themselves or get it from INGO donors or sometimes their local parliament member, from his local development fund (during election times). The poorest contribute less than others. The local community generally knows who the poor are.
To know more, please contact: Alan Smith, alans@cwssp.org.tp
8. Use of internal revenues of local government in rural Philippines  

Local governments can allocate internal revenue funds for the implementation of water projects. The amount allotted for water projects can vary from one local government to another. A mayor may or may not prioritise water projects in the budgetary allocation.

To know more, please contact: Lyn Capistrano, capistranoly@pacific.net.ph 

9. Self help groups as rural bankers in Kerala, India
Some 60.000 Self Help Groups (consisting of women) have been set-up under a government programme in Kerala. The programme has started 8 years ago. For the construction of a new water supply system, the Self Help Groups will have to raise about 25% of the costs, the rest is a grant from government. Furthermore the poorest contribute by providing labour. For starting the Self Help Groups a “champion” is needed, usually is someone who is respected in the neighbourhood.

The Self Help Groups generally set tariffs which they collect from the users. Water tariffs are related to the amount consumed. The revenues are used for financing O&M. The government finances the capacity building for this program. 

Most Self Help Groups have set-up micro credit programs. There are enabling laws for them to loan great amounts of money without collateral. The interest rate on the micro credit is about 12%. Often credits are used for income generation activities (enterprises etc.) and savings are used for health related expenses (like water and sanitation). The repayment rate is 95%.
To know more, please contact: James Varghese, seufhq@sify.com
10. Micro-credit for water and sanitation in rural Ethiopia

A credit facility for construction, O&M and rehabilitation is in the process of being established. It will probably be managed by a local micro credit facility. The credit can be used for water as well as sanitation. The interest rate for loans is low (14%). At the moment the money has to be paid back within one year, but that will be changed soon. 
The main problem is the lack of collateral and legal status of the communities to sign the credit agreement. To overcome this problem, savings made by 1,500 and more communities on O&M can be mobilized and brought together to serve as collateral. Saving groups are purely voluntary.

To know more, please contact: Arto Svominen, rwsep@telecom.net.et
11. Revolving funds for sanitation in urban Vietnam 
In Vietnam, revolving funds for sanitation schemes, which do not require a collateral have been set up. Money is given to poor to cover the cost of a basic septic tank. These poor people then select the contactors to do the construction themselves, which enables them to keep their dignity. Householders often contribute their own money, or labour, or relatives send them parts e.g. toilet pan or money to build the superstructure structure. The toilet has often become the ‘best room in the house’. 

Training is provided to Women’s Unions who manage the scheme. It has been verified the poor are being targeted. The poor are selected by the community itself. Incentives are in place for fieldworkers who are getting the money back. This mechanism is now being extended for financing water connection fees as well. 

To know more, please contact: Penny Dutton, pdutton-ghd3dt@hcm.vnn.vn
12. Graduated taxes for sanitation in rural Uganda
The most common sanitation technology in Uganda is the individual pit latrine. For this technology, the “graduated tax” system described above (n. 6) does not work because provision of sanitation facilities is an individual family responsibility. However, this system does work for public sanitation facilities, like sanitation on primary schools. 

To know more, please contact: Gilbert Kimanzi, gjkimanzi@yahoo.com
13. Community contributions to sanitation in rural East Timor

Households contribute US$2 to their own Environmental Health Fund before entering the sanitation program. The government contribution is much higher. Some latrines are being built under the programme, the community builds the rest. With the right facilitation and if the money stays within the community, the people are willing to pay. The people that don’t pay, see the benefits from others and join in.
To know more, please contact: Alan Smith, alans@cwssp.org.tp
Enabling environment and success factors

During the second part of the workshop, the enabling environment and success factors to encourage and support processes of scaling–up financing mechanisms for maintenance and expansion of drinking water and sanitation services to the poorest were discussed.
Decentralisation and planning at local level are generally perceived as the most crucial elements of an enabling environment. (Financial) decentralisation has been mentioned as one of the most important success factors if accompanied by capacity building. Community capacity building in management of funds is also considered crucial.

The following aspects were identified by the participants:

	Policy
	Implementation 
- district level
	Implementation 
- community level

	Peace / security / land tenure
	Decentralization of fiscal revenues
	Transparency of processes and people who are managing the funds

	Political support
	Allow decentralised government to raise / keep local taxes
	

	
	
	Prior capacity building of communities

	Legal framework (for private sector involvement)
	
	

	
	Identification of priorities at local (district – sub district – village) level within the planning process 
	NGOs that provide capacity building


	IWRM as an incentive for private investments

	
	

	
	Transparency of processes and people who are managing the funds
	

	
	Use of social capital (making it sustainable through mutual trust.)
	

	
	NGOs that provide capacity building
	

	
	The presence of champions
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