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EXECUTIVE SUMMARY

BACKGROUND

The study on Water Supply and Sanitation (WSS) Sector Finance and Resource Flow has been conducted with a view to examine roles and responsibilities of sector players, the level and adequacy of funding, the relative importance of different sources of funding and the main channels of resource flows. These issues have been assessed under three main headings: (i) institutional mapping; (ii) financial mapping and resource flows; and, (iii) preliminary assessment of monitoring systems. Within this context, the study seeks to provide a better understanding of the level of resources actually flowing to different sub-sectors and service providers, to explore the extent to which the potential of non-public resources is being tapped effectively and how this can be enhanced and, to assess how efficiently and effectively the funds are used at present. 

These issues are critical given the low coverage of water and sanitation services. According to the Central Statistical Office, only 49.1% of the Zambian population had access to safe water and 14.9% to proper toilet facilities in 2000. Water and sanitation is critical to human development. There is thus need to increase investments in the Water Supply and Sanitation (WSS) sector to raise coverage. This was recognised in 1994 at the beginning of the water sector reforms. The study sought to assess the state of resource flows in the sector ten years after the initiation of reforms to check whether the anticipated flow of resources actually materialised. 

The assessment of these issues leads to recommendations of sector financing strategies to take advantage of existing and emerging opportunities for improved sector finance. It is anticipated that the study will facilitate dialogue on the state of funding in the sector. However, it is should be pointed out that the study is only a start as the information required for a full assessment is at present very scanty. M&E systems including expenditure tracking mechanisms in the WSS sector are poorly developed such that there is need for all players to undertake a larger collaborative effort than has been the case in the context of this study.

MAIN FINDINGS

Finding 1: Many and uncoordinated players

Despite the extensive reorganisation of the sector which was supported by the adoption of sector principles in 1993, a National Water Policy in 1994 and the Water Supply and Sanitation Act in 1997, the organisation of the WSS sector remains complex. This would not be of concern had it not been that the WSS sector at times appears to lack clarity and rationality in assignment of roles and responsibilities. Three examples can be given for this. 

First is the continuing debate on whether the activities of the Department of Water Affairs in developing water points in rural areas constitutes water supply and sanitation or water resources development. Lack of clarity on this issue has at times made it difficult for some donor agencies to determine whom to deal with. It has also undermined effective lobbying for higher budgetary allocations and disbursements as WSS activities are dispersed across several line ministries. Second is the lack of clarity on the legal status of the District Water and Sanitation Health Education (D-WASHE) committees. Institutional mapping has clearly demonstrated that D-WASHE committees, adopted as a national concept in 1996, have become the focal point in the delivery of rural water supply and sanitation. Inadequate clarity on the legal status makes these committees at times lack accountability and come in conflict with legally constituted bodies of district administration. The third is the uncertainty that surrounds some aspects of the relationship between communities, Government, donors/NGOs and service providers in some community based water schemes. For example, there is a big question as to who in reality owns the facilities in these schemes developed at times at great cost with the support of donors or NGOs.  

An overall observation which arises from all this is that the WSS sector lacks a strong and well coordinated constituency to push for the water supply and sanitation issues on the country’s development agenda. This was particularly demonstrated during the preparation of the country’s Poverty Reduction Strategy Paper which had a strong participation of actors beyond line ministries. It has been observed that despite the fact that water and sanitation issues rank highly on people’s priorities, representation on these issues was uncoordinated and weak resulting in low funding allocated to the WSS sector compared to other sectors. 

Finding 2: Community Driven Development (CDD) Initiatives and individual households acting as own service providers are significant for safe water coverage

In both rural and peri-urban areas, Community Driven Development (CDD) schemes such as through the Zambia Social Investment Fund (ZAMSIF) have been significant. Based on Table ES1, 55% of Zambia’s population with access to safe water are covered through CDD schemes or individual households acting as own service providers. Commercial utilities account for 38% of safe water delivery and local authorities 7%. These figures are to be taken with caution because the distribution of coverage between types of water users is taken from different sources of information. It is also unfortunate that there is no information to separate coverage arising from individual households who act as own service providers from that of actual community schemes. However, whatever may be the case, CDD initiatives and individual households appear to be the most important routes for provision of safe water from coverage’s viewpoint.  


Table ES1: Population coverage by type of water service provider, 2001/2002

	Type of Provider
	Population Covered
	Share of Covered Population (%)
	Coverage Rate (%)

	Urban Population (Total 3,558,813)

	Commercial Utilities
	1,875,101
	38.0
	57.0

	Local Authorities
	347,180
	7.0
	53.0

	Urban Community Schemes
	806,269
	17.1
	-

	Independent Providers
	35,588
	-
	100.0

	Urban Covered Population
	3,064,138
	62.1
	86.1

	Rural Population (Total 6,326,778)

	Rural Community Schemes
	1,866,400
	37.9
	29.5

	Total
	4,930,538
	100.0
	49.9



Source: Table 3

The total safe water coverage in Table ES1of 49.9% is taken from the 2000 Census which also found coverage to be only 29.5% in rural areas compared to 86.1% in urban areas. There is also great disparity with respect to sanitation. The 2000 Census indicated that only 2.1% of the rural population had access to proper toilets compared to 39.2% in urban areas. These figures give two messages for priority setting: (i) there is need for greater focus on rural water supply and sanitation to raise coverage to comparable levels with urban areas; and, (ii) the profile of sanitation must be raised in the investment priorities of the WSS sector. 

Finding 3: There is little to guide the assessment of the adequacy of funding levels

This is mostly because information on sector spending is scanty and at times difficult to harmonise. It points to the absence or weak monitoring mechanisms to adequately track WSS expenditures and outputs. Perhaps the best information available is on the urban water supply and sanitation. This is due to the tracking system put in place by the National Water and Sanitation Council (NWASCO). Even here, it is difficult to separate spending on the peri-urban population from that on the urban population. NWASCO is also unable to capture WSS spending and service delivery in local authorities systems because of poor data. GRZ spending is easily available from financial reports but there are difficulties in estimating the donor part of the budget. Information on NGO and donor funding tends to be fragmented while there are no mechanisms to capture community and individual households spending. 

     Table ES2:  Expenditure by Type of Service Provider, 2001 (US$)

	
	Total
	Share of 

Total

	Rural Community Schemes 
	13,023,030
	18.45

	Urban Community Schemes 
	6,518,391
	9.41

	Local Authorities
	3,414,132
	4.84

	Commercial Utilities
	47,519,729
	67.31

	Total
	70,475,282
	100





Source: Table 4a

With these limitations, interpretation of any estimates of the level of spending in the WSS sector put together from a variety of sources should be done with great caution. For 2001, it was estimated that a total of US$70.5 million was spent on water supply and sanitation. It is clear from Table ES2 that commercial utilities accounted for the biggest share of total spending with the least spending by local authorities. The reasons for this are that commercial utilities account for 97% of the internally generated funds which as a source of WSS spending accounted for 37%. Commercial utilities also accounted for 73.2% of the utilisation of donor funds.

On top of information limitations is the fact that it is not known what could be termed as adequate. First, it is not clear what the investments requirements are to raise coverage to acceptable levels. This is made even more difficult by the fact that there is no clear information on the available facilities and their state of repair. Attempts were made in 1994 for the urban water supply and sanitation sub-sector by the Water Supply and Sanitation Development Group (WSSDG) but it is unclear the extent to which this remains relevant. Furthermore, the inventory on water points in rural areas made between 1995 and 1997 is now outdated. Second, it is unclear still whether the choice of technology being used is cost effective. There are signs that most technologies chosen tend to be over-designed.   

A slightly more focused look at spending in the rural WSS sub-sector indicates that a total of US$13 million was spent on in 2001, 58% of which was from donors agencies and 80% of the total went to capital spending. If the 2001 figures are true for other years as well, a question that arises is whether what is required is more funding or merely a better utilisation of the resources already flowing in the sub-sector. How could coverage in rural areas be so low when as much as US$10.5 million is spent on capital developments? The Poverty Reduction Strategy Paper provided US$10 million over a period of three years to construct 3,600 water points in rural areas. This would assume an average cost of US$2,800 per water point. Therefore, the US$10.5 million estimated in 2001 alone was sufficient to provide 3,750 water points in one year Taking the accepted water point density of 4 water points per thousand
, this would cater for an additional 937,000 people and within five years would provide access to safe water for the uncovered 69.5% of the rural population.

Table ES3:  Expenditure by Source of Funding in the Rural Water and Sanitation Sub-Sector, 2001 (US$)

	Source of Funds
	Personnel Cost
	Operational Cost
	Capital Cost
	Other Cost
	Total Cost
	Share of 

Total (%)

	GRZ Grant
	158,137
	145,168
	1,911,510
	33,214
	2,248,029
	17

	Matching Grants
	 
	178,291
	2,793,233
	 
	2,971,524
	23

	NGOs
	155,566
	424,695
	1,008,067
	 
	1,555,659
	12

	Donor Funded
	227,458
	636,883
	3,411,872
	272,950
	4,549,162
	35

	Community Contributions
	81,174
	207,755
	1,368,702
	45,925
	1,698,656
	13

	Total
	622,335
	1,592,792
	10,493,384
	3,520,089
	13,023,030
	100

	Share in Total (%)
	5
	12
	80
	3
	100
	


Sources: Table 4a

There are a number of reasons why this may not be as straight forward. The first is that the estimated average unit cost for a borehole may actually be much higher than that provided in the PRSP considering the type of designs being promoted under some projects. Further some projects choose the more expensive route of developing water points through international contractors which raises the unit cost. There are other factors including the lack of coordination between developers which results in some communities receiving too many water points while other communities are neglected and the fact that Zambia being so sparsely populated in most rural areas, issues of water point density can not so easily be determined from the average number of people but would have to take into account distances to these facilities as well.   

[image: image2.emf]Figure 8: Distribution of Total Expenditure 

by Type of Expenditure

Operational 

Cost

42%

Personnel 

Cost

13%

Capital Cost

42%

Others

3%


Setting aside issues of expenditure adequacy for the WSS sector as a whole, the distribution of spending would indicate some hope for improved coverage as much of spending seems be targeted at the rehabilitation and expansion of existing facilities. Of the US$70.5 million estimated in 2001, 84% was equally distributed between capital and operational cost with personnel cost accounting for only 13%. 

Finding 4: There is great potential to significantly raise internally generated funds 

Despite the fact that 42% of total spending in the sector went to cover operational costs, this is inadequate to meet actual needs such that service providers consistently failed to cover the cost for operations and maintenance. Reforms of the water sector anticipated that service providers in urban areas would in the long run cover their O+M costs from internally generated funds as the systems are rehabilitated and improved. Commercialisation of the WSS service through the creation of commercial utilities was meant to facilitate this. Most commercial utilities are still in their inception phase and thus it is too early to make meaningful assessment on the extent to which the principle of full cost recovery can be met. As the situation stands, the cash collected by both commercial utilities and local authorities does not sufficiently cover O+M costs. There was much improvement between 2001 and 2002 for commercial utilities but none was able to attain the 150% O+M coverage set by NWASCO. 
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Figure 15a:. Cost Coverage in Commercial Utilities, 2001
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Figure 15b: Cost Coverage in Commercial Utilities, 2002
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Of the US$25.9 million estimated to have been spent from internally generated funds in 2001, 96.9% of this was collected by commercial utilities. Unable to attract donor support and obtaining little help from Government, amounting only to US$2.6 million in 2001, local authorities have been having great difficulty in meeting WSS services. Low collections are attributed to: (i) a lack of enforcement of the disconnection policy; (ii) the fact that Government institutions are among the worst defaulters but are the most significant water users in most small towns; (iii) the non-metering of water points and, in other cases, the continued use of a flat rate tariff due to irregular supply making meters unreliable; and, (iv) inefficient collection systems mostly resulting from poor record keeping on debtors.  

The result of this is that service providers are skimping on maintenance which in the long run leads to a further deterioration in the WSS infrastructure and a rise in an unaccounted for water. With respect to commercial utilities, for whom there is some data to provide a detailed view, there is considerable room to improve the financial situation. Reducing UfW and improving collection efficiency form the core of prospects for improved expenditure. This is seen from the fact that what was collected in 2001 and 2002 was only 27% of what was actually produced. If unaccounted for water can be reduced to 30%, which is considered acceptable, and the collection rate is raised to 90%, the benchmark determined by NWASCO, commercial utilities would have generated a total sum of US$38.8 million in 2001 and US$62.7 million in 2002. This would have added an additional US$13.7 million to spending in 2001, or 19.4% of the estimated total WSS expenditure and 54.6% of commercial utilities’ internally generated funds. 

It is of course clear that for UWSS service providers to improve their facilities and increase coverage, infusion of public resources from both government and donor agencies is required. However, the potential for non-public resources, particularly internally generated funds, must be fully exploited. Focus should be on reducing the high UfW and raising collection efficiency. Commercial utilities need to be given incentives to improve performance. This could include linking the provision of donor funds to the achievement of certain benchmarks of performance. Accessing of the Devolution Fund to be operated by NWASCO whose modalities for accessing funds are still being worked out could also be made conditional to a demonstration of effort to improve performance.

Finding 5: Donors fund a substantial part of the WSS sector expenditure

The distribution of expenditure for 2001 by source of funds shows that donors account for a substantial part of total spending in the WSS sector, accounting for 44% of total WSS expenditure in 2001 or nearly 70% if internally generated funds are excluded. Between 1998 and 2002, donors disbursed a total of US$163.5 million to the WSS sector. Of concern is the fact that there was a drop in donor funding from US$36.0 million in 1998 to US$29.1 million in 2002. This appears to confirm suggestions by several actors interviewed that donors were pulling out of the WSS sector to other sectors, principally health and education, on account of the fact that the sector is not well organised in promoting its agenda. 
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The drop in donor funding was somewhat mitigated by a rise in GRZ and NGO funding. The GRZ spent US$19.1 million between 1998 and 2002 through its budget allocation, rising by over 100% from US$2.8 million to US$5.5 million respectively. Nevertheless, as a share of the total expenditure, there was little movement rising from 0.5% in 1998 to 0.6% in 2001. In this period, budget allocations were tilted to meeting operational costs which accounted for 38.1% compared to 13.4% for emoluments and 17.8% for capital spending. However, HIPC funds which are mostly for capital works allocated to the WSS sector brings capital expenditure to 38.4%. A total of US$9.6 million was disbursed to the WSS sector by NGOs between 1999 and 2002, rising from US$1.1 million to US$3.9 million. The bulk of funding by NGOs is directly disbursed to community based schemes or disbursed through district based institutions or contractors.

Finding 6: The fragmentation of financing channels is undermining strategic thinking with respect to the allocation of resources
Funding organisations have used a variety of channels to fund initiatives in the WSS sector. Donors financing channels are: (i) Ministry of Finance and National Planning where the implementing agency is a sector ministry or one of the matching grant schemes; (ii) Off budget funding to local and international non-governmental organisations; (iii) Direct disbursements to district based institutions, primarily to D-WASHE Committees; and, (iv) Direct disbursements to contractors constructing water and sanitation facilities. The last two channels are also used by NGOs but who also disburse funds directly to communities. Matching grants on the other hand, particularly the Zambia Social Investment Fund, have developed their own disbursing channels putting emphasis on funding projects directly but with some funding going through local authorities. 

This fragmentation of financing channels would not be a big problem if there was a system of capturing information on financing flows. As stated above, expenditure tracking systems are very weak in the WSS sector making it very difficult to have an adequate picture of the funding levels of the sector and the extent to which different aspects of the sector are being funded. This undermines strategic thinking with respect to the allocation of resources and makes it particularly difficult for coordinating organisations and donors to respond meaningfully to the investment needs of the sector.

Financing Strategies

The above findings point to the fact that current financing strategies are not adequate and in need of revising to both raise funding levels and improve expenditure effectiveness to match the investment requirements of the sector. The US$29.4 million WSS sector capital spending estimated for 2001 was 5 times less than the annual average of US$154 million estimated in 1994 by the Water Supply and Sanitation Development Group as needed to meet requirements for upgrading and rehabilitating WSS systems. It is obvious that the WSS sector is failing to win a high status on the national development agenda and lacks clarity in some aspects of allocation of roles and responsibilities. Financing strategies must thus be built upon five controlling principles which at the same time highlight the key messages of this study. 

1. Clarify the assignment of roles and responsibilities in the WSS sector. This is needed as a first step because it will help to clarify how activities to raise coverage and improve on service delivery in the WSS sector are to be funded and what would be the sources of funds. In particular, there is need for clarity as to the roles of the Ministry of Local Government and Housing and the Department of Water Affairs in the Ministry of Energy and Water Affairs. 

2. Strengthen the status of district level institutions. Because they are closer to users on the ground, local authorities would reflect the needs of stakeholders in their development priorities. WSS issues feature prominently on stakeholders priorities but are not adequately reflected in centrally determined national priorities. Therefore, a move towards democratic decentralisation with strengthened capacities of local authorities is in the interest of the WSS sector. Additionally, a context should be created in which the D-WASHE committees that have become the focal point in the development of the RWSS can be funded on a sustainable basis as well as having their legal status clarified.

3. Utilise the full potential of non-public resources. It is inescapable that public resources are needed to rehabilitate and expand the capacity of WSS infrastructure. However, particularly in the UWSS, there is much potential to raise the level of internally generated funds by putting in place more efficient billing and collection systems, reducing an non-revenue water and metering water points. Incentives for improved performance in commercial utilities must be urgently considered. With an improved track record for sound financial practices and strong commercial orientation, commercial utilities can explore new financing opportunities such as commercial borrowing.  

4. Improve information and M&E systems. These are necessary if the sector is to continually assess not only the adequacy of funds but also the efficiency and effectiveness with which expenditures are being utilised. These at the moment are weak. Information and M&E systems would benefit from a goal oriented strategic plan for the sector. 

5. Adopt a holistic and comprehensive approach in resolving issues confronting the WSS sector. The Ministry of Local Government and Housing is exploring the desirability of adopting a Sector Wide Approach (SWAp) WSS as a means to deal with fragmented and uncoordinated support the WSS sector currently receives. This will provide an organising framework in which strategies for the sector would be elaborated and agreed upon by key actors of the WSS sector. Eventually it would help to provide comprehensive and well coordinated response to the needs of the sector. 
The adoption of a SWAp would help to create a strong constituency advocating for funding priorities of the WSS sector; improve coordination and monitoring of sector resources and help the adoption of policies that favour the financial viability and output targeting of the sector. Despite these advantages, putting in place a sector wide approach needs very careful preparation such as a wide-ranging review of WSS policies and regulations, GRZ overall commitment to attaining macroeconomic stability and GRZ readiness and capacity to lead the process.

As part of the need for a holistic and comprehensive response to sector issues, there is need for adopting a water supply and sanitation investment plan for the water supply and sanitation sector. This could be done within the framework of a Sector Wide Approach but could also be done outside a SWAp as long as there is some consensus from all main actors on the need to coordinate investment activities in the sector. In adopting the plan, WSS sector players should be agreed on a number of parameters including the number of the additional population to be covered. This presupposes clarification on the current rate of coverage for safe water and adequate sanitation facilities. A survey of water and sanitation facilities in urban, peri-urban and rural areas would provide information on the rehabilitation and construction needs. As pointed out above, this information is now outdated and there is urgent need to update it. Players should also agree on the technologies that would be employed for different population groups and therefore the range of unit costs that could be expected.   

1. INTRODUCTION AND BACKGROUND

This report presents an assessment of the findings of the Water Supply and Sanitation Sector Finance and Resource Flow Assessment. It is based on the results of the first phase of the study including preliminary institutional and financial mapping involving review of budget documents as well as consultations with key actors in the WSS sector at the national level, i.e. sector ministries, non-governmental organisations, and donor agencies. Some district consultations were also undertaken in Mpika and Petauke.

This study is a follow up to a study on scaling up of the Water, Sanitation and Health Education (WASHE) which sought to clarify the institutional arrangements of the WASHE concept (see DCI and WSP, 2003). The WSS finance and resource flow is thus expected to feed into the redesign of WASHE. It is also meant to facilitate discussions within Zambia on the importance accorded to water and sanitation in national priorities.

The WSS finance and resource assessment has been conducted under the auspices of the Ministry of Local Government and Housing (MLGH) with funding from the Development Cooperation Ireland (DCI). It has been facilitated by the Water and Sanitation Programme (WSP) – Africa Region. It is thus part of a series of case studies in the region facilitated by WSP focusing on the WSS sector finance.

1.1 Study Objectives

The specific objectives of the assessment are outlined in the Terms of Reference as given in Appendix 1. Overall, the main objective is to undertake an assessment of the finance and resource flows of the Water Sanitation and Supply (WSS) in Zambia. The findings of the studies are meant to facilitate dialogue on the state of funding of the WSS and how this harmonises with the significant changes implemented since the adoption of the National Water Policy in 1994. It is hoped that this will ultimately contribute to the development of WSS financing strategies in Zambia by providing an understanding to the following issues: 

· Roles and responsibilities of different institutions in the sector and implications of existing institutional arrangements for the mobilisation of resources;

· Level and adequacy of funds flowing into the sector and the extent to which these match the requirements to meet the goal and principles adopted at the start of reforms and the set targets for scaling up the sector;

· Relative importance of different sources of funds;

· Share of different sub-sectors (urban, peri-urban and rural) in the utilisation of sector funds;

· Main channels of resource flows, rules governing the flows and key constraints faced; and,

· Required actions to take advantage of existing and emerging opportunities for resource mobilisation.

The Terms of Reference in Appendix 1 required the assessment to cover three broad areas as outlined below: 

Institutional Mapping: This component determines the institutional and legal framework of the WSS Sector, how it is organised and co-ordinated as well as to trace the responsibilities and roles of organisations at all levels. Both of these are with a view to bringing out implications of the institutional framework for resource mobilisation and financial management.

Financial Mapping and Resource Flows: This has three major sub-objectives: (i) to identify the main channels of finance and sources of funds used for water  supply and sanitation in Zambia; (ii) for each channel, to estimate finance allocation and utilisation to different service providers (for at least one year); and, (iii) assess the extent to which the water supply and sanitation sector has been successful in achieving its expenditure objectives.
Preliminary Assessment of Monitoring Systems: This looks at the systems used for tracking expenditure and outputs. It requires tracing the flow of funds to the ultimate expending entity and related procedures used as well as examine the institutional arrangements and responsibilities for monitoring. 

Phase 1 of the assessment mainly relied on a desk review of previous studies including project and programme evaluation reports as well as project and programme design and implementation documents (Appendix 2). Government’s financial reports were utilised for information on budget allocation and disbursements to the WSS sector. These sources have been supplemented by interviews with actors having a critical role in the sector (see Appendix 3). In Phase 2, district enquiries were undertaken to  fill in the knowledge gaps regarding the three components of the assessment at district level. An assessment was made concerning the capacity of district-based organisations to carry out responsibilities increasingly being devolved to them, particularly as Government moves on to implement its decentralisation policy.

1.2 Context of Studying Sector Finance and Resource Flow in Zambia

There is a large population in Zambia that does not have access to safe water and adequate sanitation. According to the 2000 Census of Population and Housing, only 49.1% and 14.9% of Zambia’s households had access to safe water and proper toilet facilities respectively. The Central Statistical Office did not provide the distance to safe water and sanitation facilities. Further discussion on problems with coverage data is provided in Section 2.3. Here it is only necessary to point out that as a result of these problems we do not have a complete picture of the difficulty that even those reported to have access to safe water and sanitation may have in accessing the facilities. 

Table 1: Access to Water and Sanitation Facilities, 2000

	
	HHs With Access 

to Safe Water

	HHs With Access

to Proper Toilets


	Zambia
	49.1
	14.9

	Rural
	29.5
	2.1

	Urban
	86.1
	39.2


Source: 
Central Statistical Office, 2003: 2000 Census of Population and Housing, Housing 

and Household Characteristics, Lusaka. 

It is recognised that access to safe water and adequate sanitation is key to human wellbeing as it is important to both health and the improvement of people’s ability to pursue viable livelihoods. A recent study ranked access to safe water among the major areas of deprivation in the country, with only 12 of Zambia’s 73 districts recording low deprivation to water, i.e. access to safe water was considered not a serious problem (Seshamani, 2002). This state calls for increased funding to the WSS sector. 

The need was emphasised at the beginning of reforms when GRZ announced a medium-term investment programme (WSSDG, 1994). However, although the amount required to upgrade infrastructure and expand coverage was given, the programme failed to elaborate on the funding strategies.
 Ten years later, it is not known the extent to which the financing requirements have been met. Different studies (e.g. MLGH, 2002a and Shishala, et al, 1999) point to the fact that the funding situation continues to be inadequate.  

Given the clear link between inadequate WSS and human development, Zambia’s Poverty Reduction Strategy Paper (PRSP) included water supply and sanitation as one of the intervention areas for tackling the country’s poverty situation. However, the attention given to WSS in the PRSP document has been judged inadequate as only 3.5% of the total PRSP budget of US$1.2 billion was allocated to water compared to 16.7% for health and 12.3% for education (MLGH, 2002). The reason for this is said to be the absence of a strong constituency that could have advocated for an adequate inclusion of water supply and sanitation in PRSP priorities.
 The absence of a strong constituency to push for the inclusion of WSS on the country’s development agenda seems to point to the poor organisation of the water sector. 

2. ORGANISATION OF THE WATER SUPPLY AND SANITATION SECTOR

2.1
The 1990s Reorganisation of the WSS Sector

The WSS sector has undergone extensive reorganisation in the last decade designed to address the issues listed below which were identified at the beginning of the reforms (WSSDG, 1994, p.3): 

· Multiplicity of organisations responsible for different parts of the sector, combined with the lack of a clear allocation of responsibilities.

· Absence of a comprehensive sector policy or strategy to guide sector organisations in the performance of their tasks.

·  Water resource management being the responsibility of the same government unit also responsible for a large number of water supply functions. The potential conflict of interest resulted in one or both functions being addressed less than adequately.

· Absence of clear financial sector policies affecting the availability of funds from both internal and external sources. The WSSDG declared that the sector was largely (more than 85%) financed through external assistance and was not financially sustainable under the existing conditions.

· Lack of sustainability of water supplies in small towns and in rural areas.

· Scarcity of human resources both in required numbers and quality which particularly in local authorities restricted the operational capacity leading to almost complete breakdown of services. 

Based on the recognition of these issues, a National Water Policy was adopted in 1994 with the overall objective of “…improving the quality of life and productivity of all people by ensuring an equitable provision of an adequate quantity and quality of water to all competing user groups and, improved sanitation services for all at acceptable cost on a sustainable basis”. The adoption of the National Policy followed the earlier adoption in 1993 of seven sector principles:
 (i) Separation of water resources management from water supply and sanitation provision; (ii) Separation of the functions of regulation and service provision; (iii) Devolution of authority to local authorities and enterprises; (iv) Full cost recovery in the long run (with lifeline tariff and cross-subsidy); (v) Human resource development resulting in more effective institutions; (vi) Technology appropriate to local conditions; and, (viii) Increased Government priority and budget to the sector

All this has seen the separation of the management of water resources from the provision of water and sanitation services. The former was left under the mandate of the Department of Water Affairs (DWA) in the Ministry of Energy and Water Development (MEWD). The latter led to the passing of the Water Supply and Sanitation Act in 1997 under which local authorities supervised by the Ministry of Local Government and Housing (MLGH) through the Department of Infrastructure and Support Services (DISS) have the responsibility for the provision of WSS services. This in turn has seen the emergency of commercial utilities in the WSS sector and the creation of a regulator, the National Water and Sanitation Council (NWASCO). DISS also assists in the mobilisation and co-ordination of financial resources for infrastructure development by WSS providers.
The WSS Act principally addresses the provision of services in urban areas. Policy initiatives regarding peri-urban and rural water supply and sanitation have also been adopted but there has been no major institutional reorganisation in this regard. Within the context of the National Water Policy, specific strategies achieve “universal access to safe, adequate and reliable water supply and sanitation services” consist of: (i) Ensuring RWSS programmes are community based; (ii) Developing a well defined investment programme for sustainable RWSS; (iii) Promoting appropriate technology and research in RWSS; (iv) Developing a cost recovery approach as an integral part of RWSS which will ensure sustainability; and, (v) Development and implementation of a well-articulated training programme.

To implement these strategies the Water, Sanitation, and Health Education (WASHE) concept was adopted in May 1996. It was further anchored in the National Environmental Sanitation Strategy for Rural and Peri-Urban Areas adopted by Cabinet in 1997. A National WASHE (N-WASHE) Co-ordinating and Training Team was established to form and backstop District WASHE (D-WASHE) Committees which in turn established V-WASHEs. A D-WASHE consists of sector ministries and NGOs with a critical role in RWSS and in many districts functions as a sub-committee of the District Development Coordinating Committee (DDCC). D-WASHEs have been formed in most districts and have become the main focal point for the delivery of RWSS. Their main role is to spearhead community participation in WSS issues and thus facilitate the moving away from the centralised approach in the construction, operation and maintenance of water supply facilities observed at the beginning of the reforms.  

For peri-urban areas, Cabinet in 1999 adopted the Peri-Urban Water Supply and Sanitation Strategy. Its main objective was to develop sustainable water systems in low income urban communities as well as to strengthen institutional capacity. A further objective is to strengthen the linkages between city councils and participation communities. These were to be achieved through: (i) Promoting community-generated water and sanitation projects that are designed, operated and managed by the community, meeting articulated needs at an affordable price; and, (ii) Strengthening the capacity within local councils to support the process of community project design and installation, developing and monitoring the institutional mechanism that will be used for the planning and implementation of future urban development projects. The strategy prescribed the utilisation of Resident Development Committees (RDCs) consisting of community representatives. Their role is similar to that of V-WASHEs. Local authorities and commercial utilities have the overall responsibility for WSS provision in peri-urban areas but are supposed to work through RDCs.

Demonstration projects have been designed to provide sustainable WSS in peri-urban areas. The two required characteristics are that: (i) The project arrangements should be sufficiently flexible to allow for differentiated levels of service; and, (ii) There must be full participation of the community in the design of the project and the supporting institutional arrangements. Thus emphasis is placed on the need for communities to play the central role in the design, implementation, monitoring and management of the project. Projects must be within the technical, financial and managerial capacity of the communities.   

Given all these changes, the WSS sector has in the last decade been characterised by continuities and discontinuities in its institutional framework. It is observed that despite the extensive institutional rearrangement that has gone on, there are still many organisations leading at times to a lack of clarity in the assignment of roles and responsibilities. 
2.2
Institutional Mapping

Figure 1 gives organisation of the water supply and sanitation sector. It is clear that the sector has many players with distinct although at times overlapping roles. This has made the WSS assume a very complex organisation. From Table 2, organisations in the sector can be grouped into three categories: (i) water service providers; (ii) policy, regulatory and coordination institutions; and, (iii) institutions with an indirect role. These are briefly discussed in turn.
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Table 2:  Key Institutions in the Water And Sanitation Sector

	ORGANISATION
	DESCRIPTION OF KEY ROLES

	Water Service Providers

	Local Authorities
	In municipalities not covered by commercial utilities, provide water supply and sanitation to urban and peri-urban communities.

	Commercial Utilities
	Governed by the WSS Act that empowers local authorities to form commercial enterprises for the purpose of water supply and sanitation provision. They are called commercial utilities because they are formed under the Companies Act and are meant to operate along business lines.  Ten commercial utilities are in place with the tenth formed in Northern Province in 2003.

	Independent Providers
	Some companies have private WSS schemes for their employees in areas not covered by local authorities or commercial utilities.

	Community Driven Development Schemes
	Community demand driven schemes in peri-urban and rural areas supported by donors, the Zambia Social Investment Fund (ZAMSIF), Micro Projects Unit (MPU), the Rural Investment Fund (RIF), D-WASHEs and NGOs. 

	Policy, Regulating, Facilitating and Coordinating Institutions

	Ministry of Energy and Water Development
	Through the Department of Water Affairs (DWA) the Ministry of Energy was originally responsible for many smaller water supply schemes. DWA now has seconded staff, in certain localities, to assist the local authorities that have taken over that mandate. DWA digs boreholes in rural areas under GRZ own programmes and those funded by some donors before handing them over to V-WASHEs through D-WASHEs. DWA claims that this role constitutes water resources development. Other players suggest that this is in fact part of water supply.

	D-WASHE Committees
	These are district based committees representing sector ministries and NGOs active in RWSS. They have the task of mobilising and supporting rural communities for the purpose of RWSS. The concept was promoted in Western Province under a Norwegian funded programme but adopted as a national concept in 1996. The N-WASHE spearheaded formation and capacity building of D-WASHEs which in turn formed V-WASHE committees at village level. Participation of the rural population in the delivery of RWSS services is mobilised through V-WASHEs. A number of donors and NGOs are funding RWSS through D-WASHEs.  

	National Water Supply and Sanitation Council
	Regulates service providers to improve delivery, efficiency and sustainability. It was created under the Water Supply and Sanitation Act (28) of 1997 and became operational in June 2000. Service providers covering more than 500 users are required to be licensed by NWASCO.

	Water Board
	Issues out water rights to providers extracting water from surface water. Under the present Water Act, the extraction of underground water is not covered. Therefore, in the case of WSS, the facilities covered are those run by local authorities and commercial utilities.

	Ministry of Local Government and Housing
	Through the Department of Infrastructure and Support Services (DISS) has responsibility for the co-ordination and monitoring of investments in municipal and commercial utilities infrastructure including water and sanitation. This ministry also coordinates the activities of the Water and Sanitation and Health Education (WASHE) programme.

	Ministry of Environment and Natural Resources 
	Through the Environmental Council of Zambia is responsible for establishing environmental standards including the aspects of effluent discharge and erosion caused by uncontrolled storm water drainage.

	Institutions With an Indirect Role

	Ministry of Community Development and Social Welfare
	Has responsibility of monitoring and assessing rural communities in the development of water and sanitation projects particularly through the D-WASHE  programme

	Ministry of Health
	Has responsibility for health and hygiene promotion among water users 

	Ministry of Education
	Responsible for the implementation and management of rural water supply and sanitation in schools.


2.2.1 Water Service Providers: 

Different organisations are involved in water supply and sanitation to urban, peri-urban and rural communities. The principal providers are the local authorities and commercial utilities. This mandate has been clearly spelt out in the WSS Act of 1997. Before 1997, there were already two commercial utilities, i.e. the Lusaka Water and Sewerage Company and the Chipata Water and Sewerage Company. With the passing of the Act, eight additional commercial utilities have been formed, four on the Copperbelt and one each in Southern, North Western, Western and Northern Provinces
.  A commercialisation study has been undertaken in Central Province but no decision has been made yet as to whether a commercial utility would be formed. 

 Figure 2: Organisation of Urban and Peri-urban Water Supply and Sanitation
	   Policy, Regulatory and  Coordination
	     Service Providers
	              End users

	[image: image18.wmf]

	[image: image19.emf] 

[image: image20.emf] 


	

	[image: image21.wmf]Share of Service Providers in Operational 

Cost

Local 

Authorities

10%

Urban 

Community 

Schemes

9%

Rural 

Community 

Schemes

5%

Commercial 

Utilities

76%

[image: image22.wmf]Share of Service Providers in Personnel 

Cost

Urban 

Community 

Schemes

4%

Local 

Authorities

3%

Rural 

Community 

Schemes

7%

Commercial 

Utilities

86%

[image: image23.wmf]Share of Service Providers in Capital Cost

Urban 

Community 

Schemes

12%

Rural 

Community 

Schemes

36%

Commercial 

Utilities

52%

Local 

Authorities

0%


	Support

Licensing and regulation

Service provision
	


Services and facilities provided by local authorities and commercial utilities have focused mainly on urban water users (see Figure 1 and 2), although even here a host of problems remain. In peri-urban centres, these services are poorly developed and local authorities appear to have been playing a diminished role. Non-governmental organisations such as Care International and World Vision have stepped in to supplement the effort of councils within the context of community driven development initiatives. 

Prominent among peri-urban water supply and sanitation water schemes have been the large peri-urban schemes such as the George Compound Water Complex built with the support of the Japan International Cooperation Agency (JICA) at the cost of US$13 million. This scheme is run by the LWSC through RDCs as described above. Japan is contemplating funding similar schemes in three other peri-urban settlements of Lusaka. There are other schemes by the Nkana Water and Sewerage Company in Kitwe and the Chipata Water and Sewerage Company in Chipata both built with funding from the African Development Bank that have provided water kiosks within communities. 

Figure 3: Distribution of Urban Service Providers

[image: image24.wmf]Share in Total Exepnditure by Type of 

Service Provider

Local 

Authorities

5%

Urban 

Community 

Schemes

9%

Rural 

Community 

Schemes

18%

Commercial 

Utilities

68%


[image: image25.png]- SUMBL

NTIONALE B

CAMEIA NP

Kasempal

o Ehima,

Senangal

oBlartyre |

iete





Evaluation reports on these projects have not been adequately examined to assess the extent to which these demonstration projects have been successful. However, one general observation states that: “… many donor supported water projects have proven no to be sustainable or replicable because of high levels of subsidy on investment and consumption, lack of accountability by service providers, lack of understanding of preferences and demand for services by the residents of peri-urban areas and lack of adequate systems of cost recovery and sanctions for non-payment” (MLGH, 1998, Annex 2, p.2). 

There are also independent water and sanitation providers. These are mainly firms providing this service to their employees. Before the privatisation of the mines, this was a very significant category as mining companies were the WSS service providers in mine townships. After privatisation, this function was taken over by the Asset Holdings Corporation Mining Municipal Services (AHC-MMS) which in 2001 had the highest number of connections (see Table 13). Although not significant any more with respect to their share in total coverage, independent providers are the only service providers in some small settlements.  More generally, the WSS Act specifies that a private individual or company may provide a water supply and sanitation system to a community (of employees and families) up to a maximum population of 3,000 people. These schemes are also regulated by NWASCO.

Figure 4:  Organisation of Rural Water Supply and Sanitation                                                          
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Local authorities have largely left the provision of water supply and sanitation in rural areas to local and international NGOs, other sector ministries with an indirect role and the Department of Water Affairs (DWA). Based on Table 2 and Figure 4, at least four main observations can be observed about rural water supply and sanitation: 

First, the District Water and Sanitation Health Supply Education (D-WASHE) Committee is the focal point in the delivery of water supply and sanitation in rural areas going by the number of organisations utilising it. Donor agencies, NGOs and the ministries of education and health give technical and financial support to D-WASHEs. Local authorities also play a role in D-WASHEs but do not exercise ultimate authority over rural water supply. As in many other situations, there is little clarity on what exactly the local authorities are responsible for. According to the Local Government Act, local authorities are responsible for development in their respective jurisdiction including for the provision water and sanitation. In practice, local authorities only deal with urban and peri-urban populations and line ministries have in practice taken over the responsibility for rural water supply and sanitation.

	BOX 1: ROLES AND RESPONSIBILITIES IN THE MPIKA D-WASHE

The Mpika D-WASHE is an inter-sectoral sub-committee of the District Development Co-ordination Committee (DDCC) of the Mpika District Council responsible for facilitating the provision of safe, adequate and clean water supply and good sanitation through health and education. Its activities have been mainly funded by the Development Cooperation Ireland. The D-WASHE consists of the following institutions with their roles and responsibilities:

Institution

Roles and responsibility in D-WASHE

District Council (DC) 

Coordination,  facilitation, resource mobilisation, supervision, custodian of project materials and funds and project monitoring

Health

Health education, mobilisation and capacity building

Education

Health education and mobilisation of resources and capacity building 

Buildings 

Department (DC)

Technical advice and monitoring 

Forestry 

Sensitization and environmental protection

Agriculture 

Mobilization, technical advice and monitoring

Development of

People Empowerment 

(DOPE, NGO)

Mobilization, Capacity Building 

Ministry of Community Development and Social Services

Coordination, Community Resource Mobilisation, Community Participation, Project Management, Operation and Maintenance, Safe guard the Project to cultivate the sense of ownership

         Source: Mpika D-WASHE Annual Report 2003

This committee has dual reporting channels. First is to the Ministry Local Government and Housing which coordinates and backstops all D-WASHEs in the country. It reports to MLGH through the P-WASHE in Kasama. The P-WASHE also gives reports to the Development Cooperation Ireland (DCI). Second is to the elected representatives of the district who sit as a Council. Reporting is done through the DDCC which is chaired by the District Commissioner.

Source: Annex 7


Second, a number of community driven development schemes are supported by matching grant schemes such as the Micro Project Unit (MPU) and the Zambia Social Investment Fund (ZAMSIF). Matching grant schemes have been set up by government with the support of donor agencies to spearhead social infrastructure development in rural areas and low cost urban areas. In these schemes communities can apply for a grant after they identify an infrastructure related development project on the understanding that the community will meet 25% of the cost of the project. Community contribution can be in kind such as labour and local materials. Matching grant schemes prefer to deal directly with communities through their own structures rather than work through the D-WASHE Committee. This is because their focus is on broad community development and water supply and sanitation is only one of the interventions that communities could apply for.

Third, Non-Governmental Organisations on the other hand work both through the D-WASHE Committee and directly with communities. However, they use similar terms as matching grant schemes although the share of the cost that communities have to meet varies depending on the particular NGO. 

Fourth, DWA in the Ministry of Energy and Water Development is still involved in water supply through the construction of boreholes in rural areas.  Once developed, the water points are handed over to communities preferably through V-WASHEs supervised by D-WASHEs. A number of sector players consider this as DWA’s continued involvement in water supply and that it amounts to a failure to carry to ultimate conclusion the principle of separation of water resource management and water supply. DWA claims that this is its legitimate function and is within the realm of under underground water development and not water supply. 

2.2.2 Policy, Regulatory and Coordination Institutions.


As pointed out above, before reforms, the Ministry of Energy and Water Development (MEWD) had the responsibility for both WSS and water resources development. With the adoption of the National Water Policy in 1994 and the WSS Act in 1997, these two aspects were separated. With respect to water supply and sanitation, MEWD has retained regulatory functions. This is principally done through NWASCO with which all water schemes with 500 users or more are supposed to be licensed. NWASCO monitors and enforces standards for all WSS schemes and is answerable to the minister in the MEWD. 

Since its establishment, NWASCO has made good progress in a number of areas such as developing guidelines in ten critical areas of operation of service providers: (i) Minimum Service Level Guidelines; (ii) Business Plan Guidelines; (iii) Financial Projections Guideline; (iv) Investment Plan Guidelines; (v) Tariff Guidelines; (vi) Corporate Governance Guidelines; (vii) Reporting Guidelines; (viii) Water Supply for Low Income Areas Guidelines; (ix) Human Resource Management Strategy Handout; and, (x) Licensing. It has also issued out ten year licenses to commercial utilities after providing all the information required under the WSS Act. 

Within the realm of regulation, all water providers need to obtain water rights from the Water Board in as much as the water they supply is abstracted from surface water. The Water Act enacted in 1949 does not require water rights to be issued for underground water.  This function connects water supply to water resources management, and is supposed to ensure that the interests of different users are balanced in a manner that enhances development.

The Department of Water Affairs is also responsible for policy formulation and monitoring of developments within the sector.

The Ministry of Local Government and Housing (MLGH) has the overall mandate to coordinate water supply and sanitation to all users through local authorities. The Department of Infrastructure and Support Service (DISS) plays this role on behalf of the ministry. DISS co-ordinates investments going into the sector and thus oversees the execution of loan and grant investments extended to commercial utilities by funding institutions. As many as 18 such loan and grant agreements have either been already implemented since the reforms started or are still ongoing (see Annex 1).
  The MLGH is the principal channel through which GRZ disburses funds supporting rehabilitation and capital investments in small municipal WSS schemes. 

DISS through the Rural Water Supply and Sanitation Unit (RWSSU) is also co-ordinating the activities of D-WASHEs. At national level, the RWSSU is making effort to develop a more co-ordinated approach towards rural water supply and sanitation and has spearheaded the formation of the Multi-Stakeholder Consultative Forum on Rural Water Supply also known as the Rural Water Forum, a grouping of key organisations in RWSS. A number of sector players suggest that the RWSSU take over from DWA the role of developing water points in rural areas by exercising control over how and where such development is to take place.

2.2.3 Institutions with an Indirect Role

Besides the service providers and regulatory and co-ordinating institutions, there are other institutions that play an indirect role. These are mainly sector ministries that are participating in D-WASHEs as pointed out in Table 2. 

2.3
Population Coverage by Service Providers 

Data on coverage by water and sanitation service providers can be conflicting depending on the source used. Surveys conducted by the Central Statistical Office provide different figures from one year to the other with no clear trend. Part of the problem has to do with differences in definitions as well as sampling frames making data from different surveys not comparable. The PRSP (MFNP, 2002) using the 1998 Living Conditions and Monitoring Survey (LCMS) suggests a coverage to safe water of 89% for urban areas and 37% for rural areas. The 2002 Zambia Demographic and Health Survey (ZDHS) put access to improved drinking water points as high as 90% in urban areas but only 32% in rural areas in 2002. 

With respect to sanitation, the 1998 LCMS found coverage to be 73% for urban areas and 68% for rural areas. Most sector players with detailed knowledge question whether sanitation coverage could be so high in rural areas.  The Ministry of Local Government and Housing (2002) using the same PRSP figures instead revised sanitation coverage for rural areas down to 25%. According to Table 1 based on the 2000 Population Census, the rural population with access to proper toilets was only 2.1%
. The 1999 MICS had sanitation coverage of 70% for urban areas and 35% for rural areas. Respective coverage in the 2002 ZDHS was 66% and 30%. 

In estimating coverage by service providers below, we rely on figures presented in Table 1 because this is coming from a national census and would thus provide a more comprehensive picture. However, even here it should be admitted that the non-inclusion of distance to water points and seasonal changes in access to safe water makes it impossible to get the true picture of the difficulties faced by households in accessing safe water.  
Using information from Table 1 and other additional information, Table 3 estimates the coverage of different groups of service providers. It is observed that community driven schemes and water supply facilities where individual households are their own providers is the most important route for delivering water supply. This had a total share of 55% of the population covered by water service providers in 2000/2001, 37.9% for rural areas and 17.1% for urban areas. Within urban areas, commercial utilities are the major single service providers and account for 61.2% for population with access to safe water which translates to  37% for Zambia as a whole. Local authorities only account for 7% of the total population with safe water. The coverage rates for commercial utilities and local authorities are facility based and do not take into account the low service hours, particularly in the case of the latter, due to run down infrastructure. As discussed below, coverage rates can be substantially improved by taking a number of steps aimed at improving efficiency.

Table 3:  Population Coverage by Type of Water Service Provider,  2000/2001

	Type of Provider
	Population Covered
	Share of Covered Population (%)
	Coverage Rate (%)

	Urban Population (Total 3,558,813)

	Commercial Utilities
	1,875,101
	38.0
	57.0

	Local Authorities
	347,180
	7.0
	53.0

	Urban Community Schemes
	806,269
	17.1
	-

	Independent Providers
	35,588
	-
	100.0

	Urban Covered Population
	3,064,138
	62.1
	86.1

	Rural Population (Total 6,326,778)

	Rural Community Schemes
	1,866,400
	37.9
	29.5

	Total
	4,930,538
	100.0
	49.9


Source: See notes in Annex 2. 

2.4
Expenditure by Service Providers

Table 4a provides 2001 estimated expenditure details of three categories of service providers, i.e. community schemes, local authorities and commercial utilities. Details and background information for the table are provided in Annex 3. Due to inadequate information upon which to differentiate expenditures for urban (mostly peri-urban) and rural community driven schemes, this category has been combined.

Table 4a  Expenditure by Type of Service Provider, 2001 (US$)

	Type of 

Provider
	Personnel Cost 
	Operational Cost
	Capital 

Cost
	Others 

Cost
	Total
	Share of 

Total

	Rural Community Schemes 
	13,023,030
	18.45

	GRZ Grant
	158,137
	145,168
	1,911,510
	33,214
	2,248,029
	3.18

	Matching Grants
	 
	178,291
	2,793,233
	 
	2,971,524
	4.21

	NGOs
	155,566
	424,695
	1,008,067
	 
	1,555,659
	2.2

	Donor Funded
	227,458
	636,883
	3,411,872
	272,950
	4,549,162
	6.44

	Community Contributions
	81,174
	207,755
	1,368,702
	45,925
	1,698,656
	2.41

	Urban Community Schemes 
	6,518,391
	9.41

	GRZ Grant
	14,439
	1,750,263
	 
	 
	1,751,702
	2.48

	NGOs
	121,810
	332,540
	789,326
	 
	1,096,285
	1.73

	Donor Funded
	151,639
	424,588
	2,274,581
	181,966
	3,032,774
	4.3

	Community Contributions
	41,017
	113,569
	459,586
	27,295
	637,630
	0.9

	Local Authorities
	3,414,132
	4.84

	Internally Generated
	237,324
	504,315
	 
	 
	741,639
	1.1

	GRZ Grant
	20,224
	2,448,530
	 
	167,502
	2,636,256
	3.73

	Commercial Utilities
	47,519,729
	67.31

	Internally Generated
	6,788,467
	18,343,776
	 
	 
	25,132,243
	35.6

	
	
	
	
	
	
	

	GRZ Grant
	15,360
	1,852,126
	 
	 
	1,867,486
	2.65

	Donor Funded
	1,026,000
	2,872,800
	15,390,000
	1,231,200
	20,520,000
	29.07

	Total
	9,038,615
	30,235,300
	29,406,876
	1,960,052
	70,439,045
	100

	Share of Total
	12.8
	42.9
	41.7
	2.8
	100.2
	 


Sources: As provided in Annex 3
Figure 6: Expenditure Share by Type of Service Provider

From Table 4a, it is seen that in 2001, US$70.5 million was spent by various organisations on water supply and sanitation. This figure represents 1.9% of the 2001 US$3.64 billion GDP.
 The biggest part of the total WSS spending went into systems operated by commercial utilities which accounted for 67.3%. Community schemes accounted for 27.9% of total spending of which the greater part was for rural community schemes which accounted for 18.5% of total WSS expenditure. Local authorities operated schemes accounted for only 4.8%.

	BOX 2: FUNCTIONING OF A RURAL COMMUNITY WATER SCHEME

THE EXAMPLE OF THE CHIN’YANDU VILLAGE WATER PROJECT IN MPKIA

Chin’yandu village is situated 10 kilometres north of the Mpkia district centre on the Mpika/Nakonde Road. The conception of the water project started with the felt need by the women. Water been a priority in the problem situation of the village. The village was advised to constitute a committee to spearhead the lobbying of funds for the construction of the borehole. The committee raised a total of ZMK150,000. The Mpika D-WASHE raised additional funds to start sink two boreholes in 2000 and 2001. The community also contributed in-kind, particularly labour and local materials.  A third borehole was sunk with the help of the Environmental Support Programme (ESP). 

Over 79 Households now draw water from the three boreholes representing more than 900 beneficiaries.  A V-WASHE committee oversees the administration and maintenance of the boreholes. Nominal user charges are collected, ZMK3500 upon joining the scheme and thereafter ZMK500 per month. The money is collected before the 15th of every month. Operation time is from 06:00 to 08:30 hours and from 15:00 to 18:00 hours in the morning and afternoon respectively. The water is strictly for drinking and cooking. For other activities such as washing, people are expected to use the nearby stream. Each family is entitled to 80 Litres of water per day. Volunteer well attendants ensure that the well is functioning well. An observation made is that operational times, cleanness and quantities are observed strictly because there is good ownership by the community. The community feels that it initiated the project and sourced for assistance.

The village has a well organized financial system which establishes internal checks and balances. The Vice Chairman and the Secretary have ledgers that indicate the households that would have paid. These are reconciled with the treasurer’s books and the cash at hand. The treasurer issues a receipt for every payment. At the close of the month, money is deposited into the account and the amount should correspond to total collections for that month. At the time of field visit, there was just over ZMK700,000 in the account.  ZMK30,000 had just been used for spare parts for the well.

Despite these good observations about the village water project, the community expressed some concern including:

1. Funds raised were inadequate for repairs in the event of a major breakdown.

2. The increased bank charges of K5000 every month is very significant compared to the average K25,000 collected every month.

3. User fees charged of ZMK500 were too low but difficult to increase as people did not have money.

4. There was reluctance by some households to pay the user fees.

5. The unfulfilled promise by the D-WASHE to train one area mechanic to do the maintenance of the well to increase sustainability.

6. There was a problem with the quality of water from two water points.

Source: Annex 7


A slightly more focused look at spending in the rural WSS sub-sector indicates that a total of US$13 million was spent on in 2001, 58% of which was from donors agencies and 80% of the total went to capital spending. If the 2001 figures are true for other years as well, a question that arises is whether what is required is more funding or merely a better utilisation of the resources already flowing in the sub-sector. How could coverage in rural areas be so low when as much as US$10.5 million is spent on capital developments? The Poverty Reduction Strategy Paper provided US$10 million over a period of three years to construct 3,600 water points in rural areas. This would assume an average cost of US$2,800 per water point. Therefore, the US$10.5 million estimated in 2001 alone was sufficient to provide 3,750 water points in one year. Taking the accepted water point density of 4 water points per thousand, this would cater for an additional 937,000 people and within five years would provide access to safe water for the uncovered 69.5% of the rural population.

Table 4b:  Expenditure by Source of Funding in the Rural Water and Sanitation Sub-Sector, 2001 (US$)

	Source of Funds
	Personnel Cost
	Operational Cost
	Capital Cost
	Other Cost
	Total Cost
	Share of 

Total (%)

	GRZ Grant
	158,137
	145,168
	1,911,510
	33,214
	2,248,029
	17

	Matching Grants
	 
	178,291
	2,793,233
	 
	2,971,524
	23

	NGOs
	155,566
	424,695
	1,008,067
	 
	1,555,659
	12

	Donor Funded
	227,458
	636,883
	3,411,872
	272,950
	4,549,162
	35

	Community Contributions
	81,174
	207,755
	1,368,702
	45,925
	1,698,656
	13

	Total
	622,335
	1,592,792
	10,493,384
	3,520,089
	13,023,030
	100

	Share in Total (%)
	5
	12
	80
	3
	100
	


Sources: Table 4a
There are a number of reasons why this may not be as straight forward. The first is that the estimated average unit cost for a borehole may actually be much higher than that provided in the PRSP considering the type of designs being promoted under some projects. Further some projects choose the more expensive route of developing water points through international contractors which raises the unit cost. There are other factors including the lack of coordination between developers which results in some communities receiving too many water points while other communities are neglected and the fact that Zambia being so sparsely populated in most rural areas, issues of water point density can not so easily be determined from the average number of people but would have to take into account distances to these facilities as well.   

Going by the figures presented in Table 5 which compares the coverage of service providers and expenditure, the distribution of spending is tilted against rural community schemes facilities. Even though the rural population accounted for 38% of the total population, the share in total spending for 2001 was only 18.5%. This of course reflects the fact that the facilities for safe water in rural areas are much cheaper to construct and maintain compared to those in urban areas. The low per capita spending by local authorities is a reflection of not only the inability of these institutions to raise internally generated funds but also their failure to attract adequate support from either Government or other funding agencies.  

Table 5: Service Providers Expenditure vs Service Coverage 

	Type of Provider
	Covered 

Population
	Distribution of 

Covered 

Population (%)
	Total 

Expenditure 

(US$)
	Share (%)

	Commercial Utilities
	1,875,101
	38
	47,519,729
	67.31

	Local Authorities
	347,180
	7
	3,414,132
	4.84

	Rural Community Schemes
	1,866,400
	38
	13,023,030
	18.45

	Urban Community Schemes
	806,269
	17
	6,518,391
	9.41

	Total
	4,894,950
	100
	70,475,282
	100.01


 
 Source: Tables 3 and 4a
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Of the total amount spent in the WSS sector, GRZ grants accounted for 12% with the rest coming from donors (44%) who also funded the matching grant schemes cited in Table 4a, NGOs (4%) and internally generated sources through tariffs (37%). If we exclude internally generated funds, donors and NGOs made up 67.1% and 6.4% of the total spending respectively. The significance of community contribution cannot be obviously appreciated from Table 4a as it has not reflected the spending of individual households who are their own WSS providers. Unfortunately there is no proper basis on which this could be made. To make the assessment complete, future effort should attempt to make such an estimate to contribute to a more comprehensive picture of resources available to the WSS sector. 
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Source: Table 4a

In terms of the breakdown of the total spending by various categories, 42% of the total was for capital investments. The dominance of donors is seen much more clearly here as they account for 81.2% of total capital spending. It should be noted that there is no spending on capital investments from internally generated funds as this is unable to even cover operations and maintenance costs of local authorities and commercial utilities (see Section 3.5.2). 

Table 6 shows that the pattern of per capita spending in each of the four types of service providers. Commercial utilities have the highest per capita spending of the covered population followed by the local authorities and urban community schemes in that order.
 The last two have almost similar per capita spending. However, it is observed that local authorities had no capital spending in 2001. It is noted that community schemes had relatively low per capita personnel and operational spending because their personnel and maintenance costs are very low. However, there is a very big difference between rural and urban community schemes in regard to operational per capita which is almost four times higher in favour of urban community schemes. 

Table 6: Per Capita Spending by Different Providers, 2001 (US$)

	Type of Provider
	Covered Population
	Per Capita Personnel Expenditure
	Per Capita Operational Expenditure
	Per Capita Capital Expenditure
	Per Capita Spending on Total Covered Population

	Commercial Utilities
	1,875,101
	4.18
	12.30
	8.21
	25.34

	Local Authorities
	347,180
	0.78
	8.58
	0.00
	9.83

	Rural Community Schemes
	1,866,400
	0.33
	0.85
	5.62
	6.98

	Urban Community Schemes
	806,269
	0.41
	3.25
	4.37
	8.24

	Total
	4,894,950
	1.85
	6.18
	6.01
	14.42


Source: Calculated from Tables 3 and 4

After these schemes are handed back to the communities, they are expected to meet their own personnel and operational costs. They are expected to put in place for collecting modest user fees that they charge. In the case of the Chiny’andu Water Project visited in Mpika it was observed that the village had a well organized financial system that established internal checks and balances. The Vice Chairman and the Secretary had ledgers indicating households that had paid. These were reconciled with the treasurer’s books and the cash at hand. The treasurer issued a receipt to those who had paid. At the close of the month the money was deposited and this amount needed to correspond to the total collections for that month. The bank balance in February 2004 was just over K700 000. Of this, K30 000 had been used for spare parts for the well when it had broken down. 

2.5
Main Issues Affecting Sector Institutions

The reorganisation of the sector has addressed a number of critical issues in the WSS sector identified at the beginning of the reforms. However, at least three main areas of concern still remain:

· The capacity of various institutions to effectively carry out their roles and responsibilities still remains a problem. Apart from financial weaknesses discussed in the next section, many other organisational weaknesses including inadequate qualified manpower still impede the effectiveness of these organisations. A water supply and sanitation sector review carried out in 2002 observed that, although most staff involved in policy formulation and regulation were well qualified for the work they were doing, their capacity was undermined by the distorted compensation structure of the public service (MLGH, 2002a). Implementation of routine processes is hampered by the fact that public workers have more incentive to take up out of office assignments involving travel and workshops as the low salaries are somewhat compensated for by allowances associated with such engagements. Of further concern is the receding capacity of local authorities to play a meaningful role in development at a time when a number of legislative changes are giving councils more responsibilities. Further, local authorities are unable to attract qualified staff because of their inability to pay regular salaries (MLGH, 2002a; Netherlands Development Organisation, 2000).

· Although the new institutional framework has to a good degree clarified the functions and roles of different players, there is still lack of clarity in some aspects while there is little coordination among them. The confusion over DWA’s activities as to whether these are actually water resources development or rural water supply undermines the anticipated clarity that the WSS Act sought to provide. The institutional arrangement between commercial utilities and RDAs still remains unclear and it is not clear where ownership of assets developed at great cost through donor support rests.

· Some progress in rehabilitating water infrastructure has been made since sector reforms were initiated in 1994. Commercial utilities with the help of donor agencies have been central to this achievement. Two areas of concern remain. First, is the absence of any capital spending on WSS facilities run by local authorities which are unable to attract funding from donors while the funds from government is grossly insufficient. Second, is the neglect of sewerage systems even in WSS systems run by commercial utilities. The regulator observed thus: 

“The sewerage side of operations remains the weakest point for all of the CUs. The average age of a typical sewerage network in Zambia is 40 years. For a long time investments have been skewed towards water while sanitation and sewerage systems were neglected. The results have been overloaded systems, rundown networks and poor to non-treatment of wastewater leading to pollution of fresh water bodies. All the systems in the country are in dire need of re-investment” (NWASCO, Urban Water Supply Sector Report 2001/2002)   

· Absence of democratic decentralisation makes it difficult to effectively co-ordinate actions targeted at rural water supply and sanitation at the district level. D-WASHE committees have no specific funding from GRZ and are mostly dependent on the funds received from donors. It has been observed that once a donor pulls out, the D-WASHE becomes inactive as was case in Western Province after NORAD ceased to fund water supply and sanitation. It is not clear what the legal structure of D-WASHE Committees is although in many districts these have been incorporated as sub-committees of DDCCs on rural water supply and sanitation. A circular issued out in March 2002 by the MLGH Permanent Secretary made local authorities council secretaries chairpersons of D-WASHE Committees. However, the fact that other members are mostly district line ministries heads (Education, Health, Community Development, Water Affairs and Agriculture) has raised questions as to whether D-WASHEs did not intrude on the authority of local authorities and whether civil servants who were not under district political supervision where suited to respond to community needs (GRZ, 2003).   

3. FINANCIAL MAPPING AND RESOURCE FLOWS

2.1 Financing Channels in the Water Supply and Sanitation Sector

Estimates for Required Investments in the WSS Sector

In its investment strategy for the WSS sector, the Water Supply and Sanitation Sector Development Group (WSSDG) that was charged with the task of spearheading reforms proposed three medium-term investment needs scenarios as given in Table 7 (WSSDG, 1994). The WSSDG estimated per capita cost of new construction at US$42 if it could cost the same as rehabilitation. The rehabilitation costs were arrived at within the framework of a national inventory and rehabilitation study on water and sanitation study. The WSSDG recommended the adoption of an investment strategy that was to cost US$1,543 million from 1994 to 2003 or US$154 million per year (Scenario 3 in Table 7). This translated into per capita US$250 in investments to provide for emergency assistance to selected schemes and rehabilitation, maintain the physical coverage before annually begin to raise this to 250,000 and 50,000 new users per year in urban and rural areas respectively. A further US$22.5 million would be required for every 1% increase in overall coverage.
Table 7: Medium-Term Investment Scenarios, 1994 to 2003

	
	Description
	Scenario 1
	Scenario 2
	Scenario 3

	Estimated New Construction Cost
	
	US$ 42 per capita
	US$ 400 per capita
	US$250 per capita 

	Priority 1 
	Rehabilitation of existing systems and improve their quality and effectiveness
	US$ 178 million
	US$ 178 million
	US$ 178 million

	Priority 2
	Actions to maintain current level of coverage
	US$  83 million
	US$ 788 million
	US$ 493 million

	Priority 3
	Expansion of facilities 

to avoid any further reduction in coverage 
	US$ 146 million
	US$ 1,395 million
	US$ 872 million

	Priority 4
	Expansion to increase physical coverage
	No costing done

	Total
	
	US$ 407 million
	US$ 2,361 million
	US$ 1,543 million


Source: WSSDG, 1994: Table 5 and MLGH, 2002b: Table 4.1

Figure 9: Financing Channels in the Water Supply and Sanitation Sector

The WSSDG estimated at the time that a total of US$53 million for investments could be expected from the various commitments by sector players. This was considered grossly inadequate to achieve the proposed investment requirements as it was only 54% of the estimated annual requirement to fully rehabilitate urban water supply and sanitation infrastructure. Unfortunately, as deduced from Table 4a, only US$29.4 million was dedicated to investments in 2001 and there are reasons to believe that this may have declined even further as donors reduced on their funding to the sector as seen below. The outturn thus appears much worse than anticipated in 1994.

Shortfalls on the required investments have resulted in ageing facilities and very high unaccounted for water. As shown below, this is an important factor in the operational deficits faced by service providers who as a result can not consistently procure basic chemicals and end up supplying poor quality water to consumers (MLGH, 2002a). The other problem has been the increase in debt stock particularly for energy, telecommunications, water treatment chemicals and statutory obligations. 

There are no estimates of required investments for rural Water Supply and Sanitation. However, the then Community Management and Monitoring Unit carried out a water point inventory for rural areas in most rural districts between 1993 and 1997. The information provided is being used in an ongoing study by Water Aid to come up with existing and projected water points density in rural areas. Adopting a water density of 4 per one thousand, the study suggests that it is possible to then cost the number of water points that should be added per year to achieve this target by say 2015 which is the target year for the achievement of Millennium Development Goals. This approach seems a good starting point and will need to be thoroughly discussed by sector players before results could be advanced as representing requirements for investing in rural water supply and sanitation.

Therefore, overall we do not know the actual requirements for investing in the WSS sector. However, the partial picture presented on the urban WSS sector is a clear indication that there has been a serious shortfall between actual and required investments. This is heightened by the fact that the assessment for rehabilitation requirements was done a number of years ago now and thus, in the face of deteriorating infrastructure, the actual cost must be higher at present.

This section examines funding trends over the last few years among the main sources of funds. Figure 9 provides the main sources and channels of financing in the WSS sector. Table 7 provides information that distinguishes between channels and sources of funds. Seven main sources of funding can be identified from both Figure 9 and Table 7: (i) Ministry of Finance and National Planning budget allocations; (ii) Donor agencies; (iii) Non-governmental organisations; (iv) Tariffs paid by users; (v) Community contributions; (vi) Local authorities own resources; and, (vii) Households own resources. The first five of these sources are discussed below examining the level of financing, the preferred channels used and the main issues faced. 

Table 7: Channels and Sources by Different Service Providers

	
	Sources of Finance

	Service Providers
	GRZ own resources
	Donors
	LA own resources
	Tariffs
	Community contributions
	NGOs
	HH’s Own Resources

	Local authority
	
	
	
	
	
	
	

	Commercial Utility
	
	
	
	
	
	
	

	Community/ village run schemes
	
	
	
	
	
	
	

	Self-serviced households
	
	
	
	
	
	
	

	
	Channels of Finance

	
	MFNP budget allocation
	Off-budget routes
	Local Govt. budget allocations
	D-WASHE
	Direct to Service provider
	Matching Grant Schemes
	Contractors

	Source of Finance
	

	Central Government own resources
	
	
	
	
	
	
	

	Donor
	
	
	
	
	
	
	

	Local Government own resources
	
	
	
	
	
	
	

	User Tariffs
	
	
	
	
	
	
	

	Community contributions
	
	
	
	
	
	
	

	NGOs
	
	
	
	
	
	
	

	Household’s own resources
	
	
	
	
	
	
	


Note: In this table, channel refers to the route that funding takes from the source to the service provider. In the case of independent households, the service provider is also the end-user.

As an overall comment, the complexity seen in Figure 9 indicates complete fragmentation in channelling resources in the WSS sector. This has tended to undermine strategic thinking with respect to tackling priority areas as well as financing to provide incentives for improved performance. 

2.2 Public Financing

As already mentioned, one of the seven principles adopted for the sector at the beginning of the reforms was “increased Government priority and budget to the sector”. The WSSDG was already very concerned that GRZ budget allocations to the sector were very low compared to other social sectors. In 1994, GRZ proposed to increase significantly its allocation to the WSS up to at least 4% of total expenditure to be allocated to MEWD and MLGH from 2.1% in 1993. 

Table 8: GRZ Expenditure in the WSS Sector, 1998 – 2002 (US$)

	 
	 
	Personnel Costs
	Recurrent Departmental Charges
	Capital
	HIPC/PRSP
	Grants
	Total

	1998
	Budget
	620,372
	318,590
	12,145,500
	 
	2,209,721
	15,294,183

	 
	Actual
	532,146
	243,662
	374,110
	 
	1,074,533
	2,224,451

	1999
	Budget
	421,462
	469,408
	7,382,982
	 
	2,265,507
	10,539,359

	 
	Actual
	275,630
	139,133
	178,757
	 
	8,031,481
	1,396,668

	2000
	Budget
	393,771
	653,101
	3,415,661
	 
	2,070,388
	6,532,921

	 
	Actual
	317,537
	224,041
	102
	 
	1,937,015
	2,478,695

	2001
	Budget
	348,740
	455,507
	3,502,270
	9,291,213
	3,005,565
	16,603,295

	 
	Actual
	313,917
	394,328
	429,432
	4,743,695
	2,831,813
	8,713,185

	2002
	Budget
	478,088
	255,727
	6,100,779
	3,065,315
	1,826,338
	11,726,248

	 
	Actual
	453,237
	180,823
	539,362
	1,300,340
	929,298
	3,403,060

	Total
	Budget
	2,262,433
	2,152,333
	32,547,192
	12,356,528
	11,377,519
	60,696,006

	 
	Actual
	1,892,467
	1,181,987
	1,521,763
	6,044,035
	14,804,140
	18,216,059

	Proportion of Actual (%)
	83.65
	54.92
	4.68
	48.91
	130.12
	30.01


Source: 
Government Republic of Zambia, Financial Reports for 1999 to 2001 and Estimates of Revenue and 

Expenditure for 2002 and 2003.

However, developments over time do not indicate that the principle of higher budgetary allocation for the WSS has been adhered to. Table 8 gives WSS sector spending from GRZ financial allocation through the budget categorised as personal emoluments, operational and capital spending from 1998 to 2002. High Indebted Poor Countries (HIPC) allocations which started in 2001 are shown separately in the table. So are grants to GRZ supported bodies such as NWASCO and the Water Board.
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Source: Table 8
In the fives years considered, GRZ disbursed a total of US$18.1 million. It is noted that GRZ disbursements to the WSS rose from US$2.2 million in 1998 to US$8.7 million in 2001. However, this dramatic increase was mainly due to the availability of HIPC funds in that year which when they declined substantially in 2002, total WSS GRZ spending also fell to US$3.4 million. The WSS pales into insignificance when compared to the health and education sectors, which on average accounted for 6.3% and 7.4% of total GRZ expenditure respectively between 1998 and 2001 (see Table 9). 

      Table 9: Budget Allocations to the Social Sectors, 1998 – 2001 (US$ million)

	
	Expenditure (US$ million)
	As a Share of the Overall Expenditure (%)

	
	WSS
	Health
	Education
	Overall
	WSS
	Health
	Education

	1998
	2.2
	63.5
	38.7
	539
	0.39
	11.8
	7.8

	1999
	1.4
	48.7
	43.4
	650
	0.18
	7.5
	6.7

	2000
	2.4
	45.0
	64.2
	865
	0.24
	5.2
	7.4

	2001
	8.7
	48.7
	95.6
	1,195
	0.79
	4.1
	8.0

	Total
	14.7
	205.9
	241.9
	3,249
	0.40
	6.3
	7.4


       Source: Government Republic of Zambia, Financial Reports for 1999 to 2001 and Estimates of 

    Revenue and Expenditure for 2002 and 2003.

A worrying feature of GRZ WSS spending has to do with the low proportion of funds actually disbursed against budgeted expenditure. On average, only 30% of the budgeted amounts are actually disbursed. This has undermined the credibility of the budget as a tool for planning. It is also observed from Table 8 that 38.1% of the GRZ spending went to operational expenditure, the so called recurrent departmental charges. Capital spending only accounted for 17.8% of the total disbursement. However, this situation has been redeemed somewhat with the start of HIPC allocations which have been mostly spent on capital investments in the WSS and would bring the total share of capital spending to 38.4%, almost equal to spending on operational costs. 

3.2.1 The Public Expenditure Process

At the beginning of the budgetary cycle, the Ministry of Finance and National Planning (MFNP) issues out a Call Circular to line ministries and other budget supported institutions providing guidelines on the process and content of the budget with respect to priority areas. The Call Circular does not give an indicative budget to guide these institutions on the details of their submissions. Line ministries in response to the Call Circular submit their estimated expenditure requirements which are then adjusted by MFNP partly on the basis of projected resources and emerging priority issues. Some negotiations then take place between the line ministries and MFNP to arrive at the final budget. 

Under the Zambian Constitution, Parliament must approve the budget before disbursements could be legally made. The Minister of Finance representing the Executive presents the proposed budget to Parliament on the last Friday of January. The full house of Parliament dissolves itself into the Estimates Committee to scrutinise the details of the budget assisted by the various sector committees before the budget could be approved. This normally goes up to the end of March. 

The Executive is required by law to report back to Parliament on how the expenditures complied with the budget. The Auditor General examines GRZ accounts of the Financial Report and makes a report to the Accounts Committee of Parliament. The Committee in turn reports to the full house after scrutinising both the report and the opinion expressed by the Auditor General. 

Line ministries officials interviewed expressed frustration with the budgetary process on account of a number of factors some of which are listed below:

· Some ministries have employed a very consultative process in coming up with their initial estimates including obtaining submissions from key stakeholders. However, the final adjustment, which is often substantial owing to the fact there is no ceiling initially, is not arrived at as transparently with only a few officials in the line ministry being part of the negotiating process. There may also be a case of line ministries over-budgeting because they know that proposed submission would anyway be cut down. 

· The credibility of the budget has been brought into serious question owing to the disparity between approved and actual expenditure. For the WSS dedicated expenditures, actual disbursement averaged only 27.4% of approved expenditure for 1998 to 2002.  

· A general absence of adequate information on the relationship between GRZ policy priorities makes the scrutiny of the budget very difficult by Parliament. In addition, vital information on domestic and external liabilities is incomplete and makes the likelihood of unforeseen expenditure putting pressure on the approved budget very high. On the other hand, non-tax revenues appear not fully reported and sometimes spent at source while some funds for projects and programmes that do not go through the GRZ system are not reflected in the budget. Therefore, the full resource envelope is not fully known.

· The budgetary process calendar is not well harmonised with the actual fiscal calendar which runs from 1st January to 31st December. Therefore, by the time the budget is presented and approved, one quarter of the fiscal calendar would have already passed. In the meantime, sector ministries would have to survive on supplementary expenditure with release of funds made only possible by a warranty authorising spending issued by the President at the beginning of the year. All spending on capital requirements is completely suspended. This state of affairs introduces serious uncertainties in the operations of line ministries at the beginning of the year.

· There are serious weaknesses in the accounting system that makes it difficult to reconcile financial flows and stocks, leaving many discrepancies unexplained.      

A number of proposals are on the cards to reform the public financial management following a Public Expenditure Review in 2001. Steps being taken include:

1. The adoption of a three year Medium Term Expenditure Framework (MTEF) based on which the annual budgets would be rolled over. GRZ published the proposed MTEF for 2004 to 2006 in October 2003. 

2. The adoption of Activity Based Budgeting which will inform the formulation of the MTEF. This has been tested in 12 sector ministries since 1996 but has not fully worked because allocations did not follow the resulting ABB.

3. To back up these changes, a computer based Integrated Financial Management System (IFMIS) is being designed. 

4. There are also proposals for the MFNP to be presenting the budget in October/November with a view to start its implementation early on in the year.

Generally, it is envisaged that the public finance system will be overhauled and capacity be built in all critical institutions. An improved public sector financial management system will be good for the WSS sector because it promises to enhance medium term planning in the management of resources. The emerging system may reduce the disparities between approved and actual expenditure. In particular, the problem of non-release of counterpart funding to donor funded projects is also likely to reduce with better planning and improved budgetary discipline. 

However, the extent to which the WSS sector benefits from the emerging public financial management system depends on the extent to which the sector will be able to articulate its priorities and win space in the GRZ financing agenda. The WSS sector has the advantage that the lead sector ministry is one of the twelve in which Activity Based Budgeting was piloted. This experience should give the Ministry of Local Government and Housing a head start over others and prove valuable in lobbying for increased funding for the sector. However, a better organised and more visible WSS sector with clear priorities arising from a well elaborated strategic framework is more likely to benefit from this emerging financial management system. In particular, sector players having learnt from the experience of the near marginalisation that the WSS sector suffered under the current PRSP should take advantage of the planning process of the second cycle of the PRSP to advocate for better funding from 2005 onwards. 
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2.3 Donor Agencies

Donors have supported the WSS sector in a significant way. As seen in Section 2.3 (Table 4a), donor funds made up 44.4% of the total inflows into the WSS sector in 2001. Donor funding are significant for both urban and rural water supply. In particular, donor funding made up 66.6% and almost 100% of capital spending in 2001going into the rural water supply and sanitation and commercial utilities operated facilities respectively. 

Major urban water supply and sanitation projects completed or ongoing have included capital investments in water and sanitations systems run by commercial utilities in Lusaka, Copperbelt mining townships, Southern Province, North-western Province and Chipata (see Annex 1). Major contributors to the capital spending in the UWSS sector have been the Germans, African Development Bank and the World Bank. Major donors in the peri-urban WSS sector include the Japanese through the building of the George Compound scheme in Lusaka at the cost of US$13 million and now intend to extend funding of the building of such schemes to other peri-urban areas. The peri-urban WSS sector has also attracted funds from the Irish in Northern Province. RWSS has been funded mostly by the Japanese through the digging of boreholes in Southern Province, the Irish in Northern Province, the Dutch in North-western Province, the Germans in Eastern Province and UNICEF in Southern and Eastern Provinces.  

Table 10: Donor Disbursements to the Water and Sanitation Sector, 1998 to 2002 (US$’Million)

	Donor
	1998
	1999
	2000
	2001
	2002
	Total
	Share (%)

	Japan
	11.30
	6.00*
	5.00*
	4.44
	4.44
	31.18
	21

	Ireland
	1.70
	1.40
	1.40
	1.73
	2.53
	8.76
	6

	Norway
	1.20
	3.30
	0.06
	0.02
	 
	4.58
	3

	World Bank
	5.0*
	6.30
	3.90
	4.00
	4.00*
	23.2
	16

	Germany
	4.40
	17.88
	7.50
	8.76
	8.76
	47.3
	32

	African Development Bank
	11.80
	7.28
	7.47
	7.50*
	7.50*
	26.55
	18

	UNICEF
	 
	0.90
	0.92
	1.39
	1.47
	4.68
	3

	Netherlands
	0.50
	0.40
	0.30*
	0.30*
	0.30*
	1.8
	1

	Canada
	0.10
	0.10
	0.10
	 
	 
	0.3
	0

	European Union
	- 
	 -
	0.07
	- 
	- 
	0.07
	0

	Total
	36.00
	43.56
	26.72
	28.1
	29.1
	163.5
	100


Source: MFNP, Donor Flows, 2001 and information supplied by individual agencies as provided in Annex 5. 

* These figures have been estimated
According to Table 10, a total of US$163.5 million was disbursed by donors between 1998 and 2002, an average of US$32.7 million per year. The trend, however, shows a drop in donor funding from US$36.0 million in 1998 to US$29.1 million in 2002 (see also Figure 12). This appears to confirm the suggestion by several actors interviewed that donors were scaling down on support to the WSS sector in favour of the other sectors, principally health and education, on account of the fact that the sector is not well organised to put on the nation’s development agenda the needs of the WSS sector.
 It is worth noting that both health and education sectors have been emphasised in the lending policies of bilateral and multilateral institutions and form part of criteria for monitoring GRZ adherence to aid conditions.
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2.3.1 Donor Financing Channels

It is a requirement that all donor financial support to the country is covered by an agreement with the Government Republic of Zambia. These agreements are normally signed by the Ministry of Finance and National Planning on behalf of the Government Republic of Zambia. MoFNP once in a while delegates a particular sector ministry to sign on behalf of the GRZ where this is deemed appropriate. Most donor agencies formulate a country strategy document to determine areas of funding upon which the signed agreement with GRZ is based.

Donors disburse funds contained in their country agreements through a number of channels. From Figure 9 and Table 7, it is seen that donor financial resources in the WSS sector follows four principal channels. The first is through the Ministry of Finance and National Planning. This is usually where the implementing agency is a sector ministry. Most projects included in Annex 1 are funded this way. The same situation applies with the Zambia Social Investment Fund and the Micro Project Unit. A special account is opened by the MoFNP to which the funds are disbursed. Signatories to the account would be from the implementing agency and the MoFNP. These funds are included in the annual Estimates of Revenue and Expenditure, the so called yellow book, and although fenced off, are considered as part of budget support.
 

Off budget funding to local and international non-governmental organisations is the second route used by donor agencies. Donors are increasingly using this route as they perceive it to be much more efficient and cost effective with most of the resources reaching the intended target groups. Based on information supplied by UNICEF, about 10% to 15% of donor funds may be going through off budget NGOs.
 However, even here, donors prefer international NGOs as most local NGOs are perceived to have inadequate capacity to successfully carry through the agreed projects.

Donors’ disbursement of funds directly to district based institutions, primarily through D-WASHE Committees is the third channel. This is one of the routes that UNICEF and DCI utilise as they prefer to work through district institutions perceived to be closer to the people and yet at the same time remaining within Government structures. How the funds get to D-WASHEs differs between donors. However, the role that a D-WASHE Committee plays is much less the same as with projects managed by a contractor. The DCI first disburses the funds to the office of the Provincial Local Government Officer (PLGO) which then disburses the funds to the individual D-WASHE Committee holding accounts managed by the PLGO. UNICEF on the other hand disburses funds directly into D-WASHE accounts.  

The Japanese Government in the 2001 to 2003 project for the digging of boreholes in drought prone areas of Southern province also works with D-WASHE Committees, although here funds are not given to a D-WASHE unless to meet its specific costs. Instead, the funds are disbursed using the fourth channel to the firm contracted by the Japan International Cooperation Agency (JICA). Most other donors disburse funds directly to contractors as well. This route is done at all levels and covers a range of agreements. For big infrastructural projects, the preference of most donors is to give directly the contractor selected after a competitive bidding process the required funds to carry out the assignment. This is done according to agreed terms and milestones contained in the contract. To disburse funds, the implementing agency such as a sector ministry has to authorise. The same principle applies when dealing with lower level organs such as the D-WASHE.

2.4 Non-Governmental Organisations

Off budget funding of NGOs by donors has been described in Section 3.3.1 above. However, besides the funding to NGOs that forms part of a country memorandum of understanding that donors have, NGOs mobilise funds through other means. This is particularly so with international NGOs such as World Vision International and Care International which are part of international networks. 

Table 11 provides an estimate of the level of funding flowing into the sector through NGOs between 1999 and 2002. A total of US$9.6 million was disbursed into the sector by NGOs in this period. Care International contributed 41% of this amount, all of it on peri-urban water supply and sanitation.

Table 11: NGOs Contribution to the Water and Sanitation Sector, 1999 to 2002

	NGO
	1999
	2000
	2001
	2002
	Total
	Share

	Water Aid
	302,587
	367,614
	365,942
	706,465
	1,742,608
	18

	Plan International
	
	42,796
	650,062
	202,850
	895,708
	09

	World Vision
	32,500
	73,248
	218,950
	266,500
	591,198
	6

	Care International
	500,000
	725,000
	975,000
	1,771,000
	3,971,000
	41

	Other NGOs 
	273,362
	402,882
	736,651
	982,271
	2,395,166
	25

	Total
	1,108,449
	1,611,540
	2,946,605
	3,929,086
	9,595,680
	100

	Total less 10% Off Budget Donor Funding
	997,604
	1,450,386
	2,651,944
	3,536,177
	8,636,112
	


Source: Annex 6
Non-governmental organisations disburse funds following three main channels. At district level, some NGOs such as Water Aid are funding the activities of D-WASHE Committes, following similar arrangements as donor agencies. The majority of NGOs, however, fund directly community based schemes. For bigger projects, NGOs utilise contractors to implement projects either directly with communities or as part of an arrangement with D-WASHE Committees.  
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2.5 Tariffs Charged by Local Authorities and Commercial Utilities

One of the seven principles adopted for the sector in 1993 was full cost recovery in the long run. A major expectation following the principle was that service providers would cover their operation and maintenance costs through economic tariffs. Cross subsidy was nevertheless expected but more applied to rural and peri-urban water supply and sanitation where full cost recovery could not be expected given the economic status of most users in these areas. 

The principal WSS providers charging tariffs on their services are local authorities and commercial utilities. Table 4a above estimated that a total of US$15.5 million was collected through tariffs by these two types of providers with 94.8% of this collected by commercial utilities. In both cases, the cash collected is not able to cover operations and maintenance costs and there is considerable room for improvement once a number of factors are attended to. 

2.5.1 Local Authorities

There is no information on funds internally generated through tariffs by local authorities. The estimates for 2001 provided in Table 4a are based on a study by GKW Consult (MLGH, 2002b) on seven districts in Central Province as provided in Table 12 below. The WSS facilities are still being run by local authorities and the GKW study was part of the assessment to determine whether a commercial utility could be viable. Even this study, however, admits a general lack of information on the costs incurred in providing WSS services by councils, making it impossible for councils to know whether these services were commercially provided. Assuming that the average per capita collection of these seven councils was representative of the rest of councils in Zambia, overall receipts were obtained based on the total population covered by local authorities. 

      Table 12:  WSS Receipts and Payments in Central Province, 2000 

	
	Receipts

(ZMK’ million)


	Payments

(ZMK’ million)


	Salaries and Wages (ZMK’ million)
	Deficit/

Surplus

(ZMK’ million)
	Covered Population


	Per Capita Receipts

(ZMK)



	Kapiri Mposhi
	73
	74
	24
	-1
	4,850
	15051.55

	Mumbwa
	42
	46
	14
	-4
	13,502
	3110.65

	Mkushi
	54
	55
	23
	-1
	1,405
	38434.16

	Chisamba
	2
	2
	0
	0
	6,498
	307.787

	Chibombo
	4
	10
	5
	-6
	480
	8333.333

	Serenje
	41
	39
	17
	2
	3,774
	10863.8

	Kabwe
	891
	396
	288
	496
	135,002
	6599.902

	Total
	1,107
	622
	371
	486
	165,511
	6688.377


      Source: MLGH, 2001b

Based on the GKW study, a number of insights could be obtained on the funding situation in local authorities’ operated water schemes. The study in general found the funding situation for WSS services very bad such that councils were having serious difficulties in providing adequate service due to the low budgets for maintenance of plant and machinery. At the same time, they were having increasing difficulty in settling creditors such as the Zambia Electricity Supply Corporation and paying staff salaries on time which impacts on staff morale. A number of factors preventing councils from realising optimal revenue included: 

· A lack of enforcement of the disconnection policy which required the giving of a grace period of only up to three months before disconnecting. This requirement is similar in most local authorities. The requirement was not fully applied in many councils although the level of enforcement differed from council to council. 

· Government institutions were among the worst defaulters and rarely paid their bills. A case was cited of the police service that had not paid its bills for six years in Mumbwa and Chibombo but continued to draw water. Owing to the fact that GRZ institutions were the major water users in small towns, this seriously undermines the financial viability of council operated WSS facilities. 

· A flat rate tariff was in use even where meters had been installed because the supply remained irregular and meters could not be relied upon to provide accurate readings as air also turned meters at times of no supply. This prevents the water departments from realising their optimal revenue.

· Inadequate detailed debtors’ information making it difficult for councils to follow up old debts. The situation was aggravated by the fact that records were manually maintained.

These findings point to the fact that, although there is need for a massive financial assistance to district councils to rehabilitate and upgrade their WSS facilities to cater for an increasing population in their coverage areas, improving collections by dealing with factors identified above will go a long way in raising the financial status of council operated WSS systems.  

	BOX 3

STRUGGLING TO PROVIDE SAFE WATER IN A SMALL URBAN SETTLEMENT:

THE CASE OF PETAUKE DISTRICT COUNCIL

The Petauke District Council is responsible for the provision of water and sanitation to urban communities in the district. Currently approximately 60% of urban households have access to water most of whom are linked to the main system while a few are their own providers. The urban population experiences erratic water supply due to inadequate and aged equipment. Currently the facilities supply to over 13,000 people while the intended target at construction was only 2,000 in 1957. Approximately 594,000 litres are pumped each day but this is insufficient to meet demand. This has caused discontentment among users which in turn has reduced their willingness to pay for the service. However, the situation in Petauke appears much better than in Mpika. Petauke even with this gloomy picture has been able to supply water, collect revenue, maintain equipment and pay its workers.

The council has strong linkages with the other institutions in the district. It has representatives in the D-WASHE Committee. The relationship with the Department of Infrastructure and Support Services (DISS) in the Ministry of Local Government and Housing (MLGH) has not been very strong considering that little support comes from there. Reports are supposed to be submitted to DISS quarterly but are not. This point is further exemplified by the fact that the last audit by GRZ was on the 2001 accounts.

Petauke District Council has four departments; Works, Administration, District Planning Office and Treasury. Each is headed by a director who reports to the council secretary. The treasury manages the funds for each department. Within the umbrella of the works department is the water section which has its on account called the water fund. Money is collected from the sale of water and deposited in this account. Signatories to the account are: the Water Engineer, Council Secretary, Deputy Treasurer and Treasurer. The procedure followed to obtain funds starts with a memo sent to the Council Secretary requesting payment. After approval, a payment voucher and cheque is prepared. Receipts are submitted for accounting after purchase. This enables the Council truck the expenditure.

Accounts for the council are prepared and displayed on the public notice board with separate accounts for the water fund. This is for the purposes of transparency. Despite the last external audit being that of only 2001 accounts, there seems to be an organised financial system. Internal auditors were said to be quiet efficient with their work. There are some levels of decentralisation in the council with each section in the department raising its own funds and being responsible for the payment of its own workers. Currently the water section has been able to sell water and meet its obligations for maintenance, wages and salaries. 

Source: Annex 7


2.5.2 Commercial Utilities

Only two commercial utilities have been in existence since before 2000. Therefore, the only full data available is with reference to 2001 as before this commercial utilities were trying to update the data base inherited from district councils. NWASCO is in the process of collecting and verifying 2002 performance data for commercial utilities.   

        Table 13a: Volume of Production and Collection by Commercial Utilities, 2001 and 2002

	Commercial Utility
	Volume Production 

(Million m3)
	Volume Production Billed (Million m3)
	UfW

(%)

	
	2001
	2002
	2001
	2002
	2001
	2002

	AHC-MMS
	81.4
	72.0
	39.9
	40.8
	51
	43

	Lusaka-WSC
	75.0
	76.2
	31.5
	31.9
	58
	58

	Nkana –WSC
	52.0
	35.2
	21.3
	17.6
	59
	50

	Kafubu-WSC
	35.0
	57.9
	17.5
	23.9
	50
	59

	Southern-WSC
	23.0
	20.0
	11.0
	10.1
	52
	50

	Mulonga-WSC
	19.5
	20.0
	8.4
	9.5
	57
	52

	Western-WSC
	6.3
	5.0
	2.1
	2.5
	67
	51

	Northwestern-WSC
	4.4
	5.0
	1.8
	2.6
	40
	49

	Chipata-WSC
	1.9
	2.0
	1.4
	1.5
	25
	27

	Total
	298.5
	293.3
	134.9
	140.4
	55
	52


Source: NWASCO, Urban Water Supply Sector Report 2001/2002 & 2002/2003

From Table 13b, it is seen that US$14.7 and US$27.0 million was collected by commercial utilities in 2001 and 2002 respectively. The 83.7% increase in collection is explained by tariff adjustments as the volume produced dropped slightly. Performance with respect to the collection rate has differed between commercial utilities even when changes between 2001 and 2002 are compared. What is clear is the retrogressive loss in income between production and collection. Unaccounted for water (UfW), i.e. water that is produced but is not billed, averaged 55% of total production of which only 60% was actually collected in 2001. In 2002 UfW dropped to 52% but the collection rate also dropped to 56%. 

       Table 13b: Volume of Production and Collection by Commercial Utilities, 2001 and 2002

	Commercial Utility
	Amount
Billed
(US$’ million)
	Total Collection
(US$’ million)
 
	Collection Rate (%)

	 
	2001
	2002
	2001
	2002
	2001
	2002

	AHC-MMS
	6.6
	11.7
	4.6
	8.5
	70
	73

	Lusaka-WSC
	9.5
	16.2
	5.3
	9.9
	56
	61

	Nkana –WSC
	3.9
	5.4
	1.7
	2.6
	44
	49

	Kafubu-WSC
	3.5
	6.9
	1.1
	2.1
	31
	31

	Southern-WSC
	1.6
	2.9
	0.8
	1.4
	51
	49

	Mulonga-WSC
	1.8
	2.9
	0.6
	1.1
	34
	36

	Western-WSC
	0.3
	0.4
	0.2
	0.3
	68
	71

	Northwestern-WSC
	0.2
	0.4
	0.2
	0.4
	86
	98

	Chipata-WSC
	0.4
	0.9
	0.4
	0.6
	99
	66

	Total
	24.5
	47.8
	14.7
	27.0
	60
	56


Source: NWASCO, Urban Water Supply Sector Report 2001/2002 and 2002/2003

Zambia’s water utilities have some of the highest levels of unaccounted for water in Africa. A survey conducted in 2000 by the Water Utility Partnership for Capacity Building in Africa of 110 water utilities revealed that 75% of the water utilities had UfW of less than 45%. For 2001, other than Chipata and Northwestern Water and Sewerage Companies, all the commercial utilities in Zambia fall in the last quintile, i.e. those with UfW of 45% and above.
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The result of the low collection rates coupled with the high unaccounted for water cause service providers to skimp on maintenance which in the long run leads to a further deterioration in the WSS infrastructure and a rise in an unaccounted for water. There is considerable room to improve the financial situation. Reducing UfW and improving collection efficiency form the core of prospects for improved expenditure. This is seen from the fact that what was collected in 2001 and 2002 was only 27% of what was actually produced. If unaccounted for water can be reduced to 30%, which is considered acceptable, and the collection rate is raised to 90%, the benchmark determined by NWASCO, commercial utilities would have generated a total sum of US$38.8 million in 2001 and US$62.7 million in 2002. This would have added an additional US$13.7 million to spending in 2001, or 19.4% of the estimated total WSS expenditure and 54.6% of commercial utilities’ internally generated funds. 

Table 13c: Estimates of Proportion of Water Produced Actually Collected, 2001 and 2002

	Commercial Utility
	Number of Connections
	Estimated Tariff (US$/m3)
	Value Produced (US$’ million)
	Volume Produced Collected (%)

	
	2001
	2002
	2001
	2002
	2001
	2002
	2001
	2002

	AHC-MMS
	42,124
	43,491
	0.17
	0.29
	13.46
	20.68
	34.16
	41.24

	Lusaka-WSC
	34,814
	34,514
	0.30
	0.51
	22.62
	38.80
	23.43
	25.61

	Nkana –WSC
	28,601
	27,751
	0.18
	0.31
	9.52
	10.85
	17.86
	24.29

	Kafubu-WSC
	25,251
	26,898
	0.20
	0.29
	7.00
	16.75
	15.71
	12.65

	Southern-WSC
	18,664
	18,814
	0.15
	0.29
	3.35
	5.76
	23.91
	24.89

	Mulonga-WSC
	18,060
	20,984
	0.21
	0.31
	4.18
	6.16
	14.36
	17.33

	Western-WSC
	7,040
	5,606
	0.14
	0.17
	0.90
	0.87
	22.22
	35.42

	Northwestern-WSC
	3,769
	3,959
	0.11
	0.14
	0.49
	0.70
	40.91
	51.05

	Chipata-WSC
	4,306
	4,659
	0.29
	0.60
	0.54
	1.20
	73.68
	49.32

	Total
	182,629
	186,676
	0.18
	0.34
	54.21
	99.91
	27.12
	27.00


Source:  NWASCO, Urban Water Supply Sector Report 2001/2002 and 2002/2003 & calculations from Table 13a and 13b
The low collection efficiency and the high UfW situation means that commercial utilities are unable to meet their costs. As in the case of local authorities, commercial utilities have also been running up debts on electricity and other services and have accumulated arrears with the Zambia Revenue Authority. Only five companies out of nine fully covered their operations and maintenance costs in 2001. The situation looked much better in 2002 when this dropped to two. Because one of the two companies that failed to fully cover operations and maintenance in 2002 happened to be AHC-MMS which had the highest number of connections, the overall impact on O+M coverage did not change much in the two years. Southern Water and Sewerage Company was the only company that in 2001 exceeded the 150% O+M coverage benchmark regarded by NWASCO as good. None of the firms achieved this in 2002 although the number that fell in the 100% -150% said to be acceptable by NWASCO increased from four to six in two years. As for total cost, only Chipata WSC meets over 90% of the cost with the lowest being North-western WSC at only 40%. Therefore, all commercial utilities are in deficit situation. The result is skimping on maintenance which in the long run leads to a further deterioration in the WSS infrastructure and rise in an unaccounted for water.

Table 14: Cost Coverage in Commercial Utilities, 2001 and 2002

	Commercial

Utility
	O+M Cost

(US$’m)
	O+M Cost 

Coverage (%)
	O+M 

Cost (US$’m)
	O+M 

Cost Coverage 

(%)
	Total 

Cost (US$’m)
	Total 

Cost 

Coverage 

(%)
	Total 

Cost 

(US$’m)
	Total Cost Coverage

	
	2001
	2001
	2002
	2002
	2001
	2001
	2002
	2002

	AHC-MMS
	6.48
	71
	6.035
	73
	8.36
	55
	9.9
	53

	Lusaka WSC
	4.08
	130
	12.87
	114
	6.63
	80
	8.4
	80

	Nkana  WSC
	1.70
	100
	2.6
	106
	2.62
	65
	3.3
	68

	Kafubu WSC
	0.91
	121
	2.541
	149
	1.83
	60
	3.3
	89

	Southern WSC
	0.52
	153
	2.142
	141
	1.14
	70
	1.4
	75

	Mulonga WSC
	0.80
	75
	0.825
	128
	1.09
	55
	1.3
	68

	Western WSC
	0.26
	78
	0.234
	110
	0.29
	70
	0.2
	101

	Northwestern WSC
	0.36
	 55
	0.22
	46
	0.50
	40
	0.5
	37

	Chipata WSC
	0.37
	109
	0.654
	112
	0.43
	93
	0.6
	112

	Total
	15.47
	95
	28.121
	96
	22.89
	64
	29.0
	69


Source: NWASCO, Urban Water Supply Sector Report 2001/2002

Improving collection efficiency nevertheless would require political will from the whole GRZ machinery. As with local authorities operated WSS systems, public institutions are the major debtors and in some cases have not been paying for water and sanitation services for some years. There should be no political interference when water is disconnected to public institutions as a way of helping commercial utilities improve on their collection rates. 

With this situation, commercial utilities are unable to spend on capital investments from internally generated funds. The only significant amounts going towards capital investments is from donors as seen in Section 2.3, amounting to US$15.4 million on capital investments in 2001, slightly above the total collections of US$14.7 million in the same year.
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Figure 15a:. Cost Coverage in Commercial Utilities, 2001
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According to the Water Sector Review (MLGH, 2002a), the main factors accounting for this dismal financial performance in commercial utilities include:

· The low incomes reducing people’s ability to pay coupled with a culture that has assumed water as a nearly free service. Tariffs are still very low ranging between US$0.09 and US$0.30 in 2001 and US$0.14 and US$0.6 in 2002. And yet many households are not paying for water despite these low rates as a result of a combination of the two factors mentioned above. Unfortunately, GRZ institutions despite being significant users are among the worst defaulters and the major debtors of most commercial utilities. Low collection is also a result of the unreliability of water supply which erodes consumer confidence.

· Although not as bad as in local authorities operated systems, there is still inefficiency in billing systems resulting in inconsistent billing and inaccurate databases. This is worsened by the low collection efficiency due to inadequate capacity to collect what has been billed. 

· The high unaccounted for water is mostly from two factors. First are the old and dilapidated infrastructure which lose a lot of water due to leakages. Second is the fact that most connections are not metered. Only Chipata Water and Sewerage Company has metered all its connections. This problem has come about because commercial utilities at the time of their creation inherited old and dilapidated infrastructure. Local authorities who are the shareholders of commercial utilities where unable to inject any new capital apart from uncollected payments from customers. This in some cases appeared substantial. There was expectation that improved collection efficiency with change in management would actually turn uncollected payments into real capital injection and enable new companies to carry out some capital works. It was soon realised that most of this could not be recovered. The case of Nkana WSC showed that only up to 20% of the K24 billion credit inherited could be collected, falling short of inherited liabilities of K7 billion.   
· The customer base is too small for some commercial utilities. In particular, Northwestern, Chipata and Western Water and Sewage Companies each with connections less than 7,500 are too small to take advantage of economies of scale and cover operation and maintenance costs to a level that is satisfactory. This fact should be seen in the light of the low tariffs that these companies are still charging even with revisions towards more economic tariffs. Nevertheless, even in this case there is considerable room for improvement as shown by Chipata WSC which has a total cost coverage rate of 93%, the highest among all the CUs and fully covers its operation and maintenance costs, attributable to its relatively low unaccounted for water of 25% compared to the average of 55% for all CUs. 

2.6 Community Contribution

Data on how much communities contribute to WSS is not available. However, this is known to be very significant. It occurs in two ways. The first is through contributions communities make to the construction of facilities. As pointed out in Section 2.4, development agencies promoting community driven schemes for WSS require that communities contribute 15% to 25% of the total cost of the project. The total estimated cost of US$3.4 million in 2001 referred to this type of contribution. It is recognised that low income communities are short on actual cash for such contribution. Therefore, the requirement is that the contribution be made in kind such as providing local resources and labour with the value calculated using shadow prices. Communities make further contribution in operation and maintenance after the facilities have been handed over to them. No estimates for this part have been made. 

The second channel is where individual households provide their own WSS facilities. In some communities, such as Luapula Province, it is not uncommon for households to have protected wells within their homesteads. A number of emergent farmers have boreholes for agricultural use but also for home use. Although no estimates are available, it is likely that this second channel is very significant in rural areas and some peri-urban settlements. 

2.6.1 Implications for resource mobilisation

The low funding to the WSS sector is surprising given the prominence it receives from stakeholders on the ground and the consensus expressed in a number of policy documents that this is an important sector. Despite this realisation, it is very obvious that the WSS is failing to find appropriate space in the funding commitments of Government and donors. Although the low Government funding to the sector which accounted for only 0.4% of total GRZ expenditure between 1998 to 2001is well known, Section 3 shows that donor funding to the sector could have started to decline as well. At the same time, both local authorities and commercial utilities are failing to maximise the potential for internally generated funds due dilapidated systems and low billing and collection efficiency. Even without further investment in infrastructure, commercial utilities can improve their operations significantly were they to raise the average collection rate from 60% achieved in 2001 to say 90% although it not be enough to enable them expand the coverage in their service areas.   

A major factor for low funding is that despite reforms, the WSS sector has not managed to mobilise a strong and broad based constituency to constantly push for WSS to be put on the development agenda. This is unlike in the other social sectors such as education and health. Things may begin to change with the formation of the Rural Water Forum following the strengthening of the Rural Water Unit at DISS. However, it is recognised that this is only a part of the WSS constituency that should be mobilised for adequate advocacy.

It also points to the inadequate capacity at DISS to coordinate the mobilisation of funds going into the sector. DISS is still understaffed despite recent recruitments. Part of the problem appears to be that, although the 1997 Act delineated roles and functions among sector actors and new institutions were created to match the new requirements, in practice some confusion persist as to the roles of DISS and DWA with regards to rural water supply. Some donor organisations interviewed state that they find it difficult to know who to exactly speak to. Similarly, MFNP during the budgeting process appears not to give adequate focus on WSS because it deals with a number of sector ministries who appear not to coordinate very well to make a case for adequate funding.

4. AN ASSESSMENT OF MONITORING SYSTEMS

This section examines the systems being used to monitor WSS expenditures and outputs by the sector players. Effective monitoring systems are important for ensuring that resources are being put to good and their intended use. These systems are also necessary for providing information on the extent to which the utilisation of resources is leading to the achievement of the set goals and objectives. 

Section 4 has three parts. The first focuses on policy implementation and impact monitoring, examining arrangements that exist at national level to track the extent to which policy objectives adopted principally in 1994 are being achieved. The second is on output monitoring, examining the systems utilised to monitor the performance of service providers. The third, which is the main part of this section, considers the expenditure tracking and accountability systems for the different sources and channels discussed in Section 3.  

4.1 Impact and Policy Monitoring

As already pointed out in Section 2, a National Water Policy was adopted in 1994. A year earlier, seven sector principles were adopted as part of the reform processes in the water sector. The National Water Policy set out the overall objective of “…improving the quality of life and productivity of all people by ensuring an equitable provision of an adequate quantity and quality of water to all competing user groups and, improved sanitation services for all at acceptable cost on a sustainable basis” (WSSDG, p.7). From the monitoring viewpoint, no arrangements were made to consistently monitor the extent to which this overall objective was would be achieved. Ten years later it is not clear the extent to which it is being achieved.

Effective monitoring of the impact would have required translating this overall objective into verifiable indicators. This was not done. In its “Proposed Strategy and Institutional Framework for the Water Supply and Sanitation Sector” the WSSDG (1994) although it discusses the inadequacies of definitions that were being used for coverage, does not clearly propose what may be considered an adequate and objective verifiable definition. It is thus not even clear the extent to which the proposed investment levels and strategies would help achieve the overall objective.

Neither were any mechanisms proposed to keep track in the achievement of the overall objective. DISS has just employed a monitoring and evaluation specialist who is trying to develop a monitoring system. This is being attempted only ten years after adopting a Water National Policy. This is also a function in which the MEWD could play a role as it has retained policy, regulatory and monitoring functions and it thus has the ultimate responsibility for making a regular review of trends in the sector and constantly examining whether adopted sector policies remain appropriate. The overall performance of the WSS sector has implications for water resources management, MEWD and MLGH need to develop a common approach to monitoring these trends. The situation would have been somewhat mitigated if PRSP monitoring arrangements had worked well. It has, however, been observed that M&E has perhaps been one of the least developed aspects of the Zambian PRSP with systems and indicators still being elaborated upon and could perhaps only prove useful in the second PRSP cycle. 

It is nevertheless observed that this function is partially conducted by NWASCO which gathers and produces information on coverage by commercial utilities, local authorities and independent providers. This is only partial because it only relates to the urban WSS coverage, leaving out rural WSS coverage while the extent to which peri-urban areas are included in the NWASCO produced indicators is uncertain. 

The situation is similar with the monitoring of the implementation of seven sector principles. There is thus a need for developing key performance indicators to help track overall sector achievements agreed to by the main sector players. This of course is made difficult by the absence of a forum for initiating the process and demanding for monitoring information on a regular basis. The existence of the Rural Water Forum could help but this again would exclude the UWSS sector.     

4.2 Output Monitoring

The monitoring of the performance of service providers is done by several players. NWASCO as a regulator has taken the lead with regards to urban water and sanitation sector service providers. As already indicated, NWASCO has developed minimum service standards.
 Each provider has developed a schedule agreed to by NWASCO indicating when the minimum standards could be expected to be achieved. The monitoring developed requires that service providers submit returns every year. NWASCO also carries out inspections of service providers’ facilities to check on the validity of the returns submitted. The regulator has started to publish an annual report on the state of the urban WSS sector with the first covering the year 2001/2002.

In addition to NWASCO’s regulations, service providers have their own internal mechanisms for monitoring performance. Commercial utilities are monitored by their board of directors in line with established corporate principles. Some concerns have been raised as to the conflicting interests of district councils as shareholders and sitting on the board of directors at the same time. In local authorities run WSS systems, the ultimate monitoring role lies in the hands of Councils consisting of elected representatives. The problem here is that the capacity of councils has been so eroded that every facet of their functions appears not to be working well.

Mechanisms to monitor the performance of service provided to rural and peri-urban communities have also been worked out, although the most serious weaknesses appear to manifest here. Both the V-WASHE or the Resident Development Committee monitor and inspect the facilities and are supposed to regularly pass on the information to the D-WASHE or the commercial utility respectively. In peri-urban areas the committee has to monitor and inspect public faucets, laundry facilities, soak ways, septic tanks and their surroundings. Again the weaknesses of these mechanisms are institutional as described in Section 3.5. For the medium and high cost areas, Water Watch Committees have been established to providing a platform for consumers to monitor the quality of water and the response of water utilities to customer needs.

4.3 Expenditure Monitoring

4.3.1 Public Financing

Expenditure tracking mechanisms under public financing are described in fuller detail compared to the mechanisms for the other sources of funds because of their significance. Their importance lies in the fact that, besides GRZ own resources, these mechanisms also are responsible for tracking at least 85% of donor resources to the sector. These two sources of funds together account for about 57.2% of the total WSS expenditure even when internally generated funds and community contributions are added. 

The expenditure tracking processes are provided for under various laws but chiefly under the Constitution of Zambia. Under the legal framework so established, the executive is required to submit to Parliament estimates of expenditure which once adopted are included in an Appropriation Act. Expenditure is not supposed to be incurred without inclusion in the Act but supplementary expenditure could be incurred after the executive submits the estimates to the Estimates Committee which examines them before submitting to full Parliament for approval. In cases of contingency, the President is empowered to issue a supplementary warranty approved by the National Assembly. 

The Finance (Control and Management) Act empowers the Minister of Finance to appoint Controlling Officers who in line ministries are the Permanent Secretaries. These become responsible for controlling expenditure that has been appropriated by Parliament. The MFNP transfers into a bank account maintained by the responsible ministry which under the authority of the Controlling Officer starts making payments. 

After expenditure has taken place, the executive is required to submit a comprehensive Financial Report which is examined by the Public Accounts Committee (PAC) which in turn submits a report to Parliament. To help the PAC, an Auditor General is appointed who is required to examine and report on the accuracy of the submitted Financial Report. The Secretary to the Treasury, on the other hand, has been given power to appoint internal auditors attached to spending entities but reporting to him/her. 

What the above description means is that a legally backed framework exists in which public funds dedicated for WSS can be tracked and accounted. These mechanisms for accountability go down to the lowest level as all spending is supposed to be reported upon within a specified period of time. However, in practice, a number of weaknesses have been identified:

· The Constitution contains a number of provisions that are open to abuse and have rendered accountability quite weak. In particular, there has been an over reliance on the President’s warrant for supplementary expenditure. This means that a significant portion is not approved by Parliament before it is spent. Suggestion to bring forward the presentation of the budget to October/November is meant to plug in this loophole.

· Another presidential warrant meant to allow GRZ to spend on contingencies that may not have been covered in the budget has worked to reduce budgetary discipline. Often funds for planned items are diverted to more “pressing” items coming up in the course of the year, an occurrence that has led to a well known problem of under-disbursement of planned expenditure.

· This situation was worsened by the adoption of the cash releases system with disbursements based on actually available cash collected by the Zambia Revenue Authority. This system reduced the predictability of disbursements and was subject to abuse with the release of funds no longer based on agreed priorities but on the extent to which powerful political figures lobbied for release of funds. 

· Although there has been a significant improvement in the past two years, the Financial Report has been historically submitted very late to Parliament rendering the work of the PAC ineffective. At the same time, the Parliament through the PAC has no authority over the executive and can only make recommendations and it is up to the executive to act. In very few cases have sanctions been applied on officers censured by the PAC and the Auditor General.

· As with all public institutions, under staffing and funding has reduced the capacity of the office of the Auditor General which faces difficulties to properly carry out its functions and render effective support to Parliament. The office of the Auditor General as is with the rest of the public sector is unable to attract and retain qualified and experienced auditors. 

· The proliferation of bank accounts partly as a result of the insistence of donor agencies within the context of a largely manual accounting system complicates expenditure tracking and undermines both the accuracy and timeliness of accounting and reporting. Some donors because they have little confidence in the public financial management system insist on separate accounts at all levels from national to district levels. This helps to trace the movement of those funds which are somewhat fenced off from misapplication. However, this adds further stress on an already weak financial management system and in the long term undermines the extent to which GRZ has the full picture of the available resources for each sector. 

· Although the Controlling Officer has responsibility for ensuring financial management and internal controls, internal auditors do not report to him/her but to the Secretary to the Treasury. This in a way makes the internal auditors function as another external audit. This confusion undermines the extent to which Controlling Officers use internal audit as part of their management information systems to quickly take corrective action where things seem to be going wrong.

These weaknesses have been acknowledged and GRZ is in the process of reforming its financial management system with the support of several donors including the World Bank, the European Union and the British Government as pointed out in Section 3.1.1. However, besides improving systems, there is a desperate need to change the culture of fiscal discipline among controlling officers. It is also worrisome whether GRZ will attract and retain well trained personnel to manage the systems being developed. 

4.3.2 Expenditure Tracking of Donor Funds

As already pointed out in the last section, donor agencies utilise the public sector expenditure tracking mechanisms to monitor the use of resources that they release through the public sector. Therefore, donors have high interest in a sound public sector financial management system. It is for this reason that donors are supporting public expenditure reforms. 

Each donor upon the signing of a cooperation agreement with Government signs a memorandum of understanding with the implementing agency which stipulates the narrative and financial reporting requirements. An example can be seen from the programme cooperation signed between UNICEF and GRZ in May 1997 and ended in 2001. One of the provisions stated: “In order to have timely information on the movement and use of equipment, supplies and cash grants in implementing the programme of cooperation, a system of administrative reporting and monitoring shall be instituted within each programme” (GRZ and UNICEF, March 1997, p.28). Each relevant government department through its technical personnel at national, provincial and district levels was to provide a status report on UNICEF funded activities every six months, i.e. in June and December. It was further stated that: “Key indicators of physical and financial progress shall be developed for each activity, showing the targeted and achieved objectives by time phase” (ibid, p.28). 

	BOX 4

DONOR EXPENDITURE TRACKING FOR WSS SUPPORT: THE CASE OF THE DEVELOPMENT COOPERATION IRELAND IN NORTHERN PROVINCE
Field visits revealed that water projects in Mpika District were mainly funded by the Development Cooperation of Ireland (DCI) and carried out through D-WASHE and the newly formed Chambeshi Water and Sewerage Company. The situation applied to the rest of the districts in Northern Province. The support given by DCI in the province could be summarised as follows:

1. Funding agency in Northern Province. Currently funding the CU and D-WASHEs

2. Historically involved in both rural and urban water supply. Currently gradually phasing out of urban WSS as the Commercial Utility capacity is raised.

3. Uses the existing government structures (the WASHES) in supporting rural WSS.

4. Supports capacity building for the WASHE staff.

5. Supporting the design of an M&E which will be designed by the WASHE themselves to encourage ownership and accountability.

The Development Cooperation Ireland tracks funds it disburses through three channels: 

1. Government Auditors through the Ministry of Local Government and Housing

2. Internal auditors from DCI

3. External auditors (currently Price Water House).

4. at district level, they engage a consultant  examine the construction work done

5. the P-WASHE team inspect the work also

The Development Cooperation Ireland observes a number of constraints faced in supporting the province towards sustainable WSS services including:

1. The retirement of funds is a big problem especially from D-WASHE Committees 

2. There is lack of sustainability of the programme in the event of the donor puling out. However there have been effort made to make the programme sustainable by:

· Encouraging the institutions receiving funds from DCI to establish alternative funding.

· Encouraging participation at all levels of decision making

· Using the bottom up approach in project design and implementation

· Capacity building in all the  institutions and communities which are receiving funds

· By encouraging community ownership and accountability.

3. Supported institutions are slow in writing reports and retiring funds disbursed. The policy is that if an institution has not retired the funds, it does not get the next allocation. 

4. There is confusion when public workers claim various allowances even for activities they should be doing in the course of duty. This at times affects programme implementation.

5. The capacity of the partner (GRZ) to effectively contribute to programme objectives is slow. Government has been failing to meet its part with respect to the needed resources such as vehicles and money for allowances. The GRZ was supposed to be paying 50% of these costs with DCI meeting the other. This is being entirely shouldered by DCI

Source: Annex 7


Because different donors have different requirements, the financial reporting procedures differ from one donor to another. As government departments end up dealing with several donors at the same time, there is a concern that this aspect creates a major strain on the capacity of an already weakened public financial management system. Part of the problem is the insistence on opening separate accounts and at times creation of parallel accounting systems. This problem is recognised and at a general level is being dealt with in two main ways:

· Donors are increasingly pooling their support particularly under SWAp arrangements as is the case in the education and health sectors. Some donor agencies like the European Union and DFID have shown strong interest in initiating Direct Budget Support but are being hindered by the weak financial management systems observed above and are thus awaiting the outcomes of current reforms. 

· Some donors calling themselves the Like-Minded Donors (Finland, Sweden, Norway, Denmark, Netherlands, Ireland and Britain) have initiated what is termed as the Harmonisation in Practice (HIP) which raises prospects for better co-ordination and sharing of experiences in bilateral aid to Zambia. Emphasis is placed on adopting similar financial disbursement, reporting and monitoring procedures.

Because there is neither a SWAp nor a major presence of the Like-Minded Donors in the WSS sector, this increased cooperation has not yet affected the way donor-related expenditures are tracked in the WSS sector. However, prospects remain good as other donors including the World Bank have indicated keenness to bring their systems in line with what the Like-Minded Donors are developing. 

Besides the use of the public financial management system, donors engage external auditors to check on how the funds may have been utilised. Some donors do this on a random basis while others seek to audit all the activities that may have been financially supported. 

4.3.3 Expenditure Tracking for Non-Governmental Organisations

Non-governmental organisations have to account for funds to the different sponsors of the WSS activities they support. As with other organisations including GRZ, NGOs have both internal and external accountability systems. The nature of internal systems are very dependent on the governance structure of a particular NGO. 

In theory, the board of directors has the ultimate responsibility over the affairs of a local NGO including financial supervision. In case of a well functioning NGO, the chief executive officer reports periodically, usually every quarter, to the board which scrutinises the financial returns checking whether funds have been expended according to the budget and recommend actions to be taken where there are discrepancies. The chief executive officer helped by the accounting staff has the responsibility to ensure that funds are expended according to their planned activities as contained in the budget of each particular project and to keep an accurate account of all spending. It is a legal requirement that NGOs deposit annual returns with the Registrar of Societies including audited accounts.

Of concern is the weak position of the board of directors in many local NGOs including those with WSS activities. This is particularly the case where the chief executive officer happens to be the founder of the organisation and is perceived as being synonymous with the NGO. The board in this case has little effective supervision and the extent to which financial affairs are handled prudently is dependent on the personal attributes of the chief executive officer. Some boards also fail to have regular meetings as planned mainly because board members are too busy to attend meetings. Further, the legal provisions requiring NGOs to deposit returns with the Registrar of Societies are poorly enforced and some NGOs go for a long time without doing so. This provision is so systematically ignored that the transparency it was meant to create has been undermined in the process. 

For international NGOs, ultimate accountability is to the headquarters of the organisation. Given the fact that much of the funds are mobilised by the headquarters, this is a logical process. Apart from utilising external auditors to examine the accuracy of all expenditure returns, the headquarters also send supervision missions to check the books and ensure that laid down accounting procedures are being followed. International NGOs invest a lot into the training of local staff in the accounting procedures it has put in place.

Both local and international NGOs have to submit financial returns to donors supporting particular activities. The problems that NGOs face are similar with those faced by the Government. Unfortunately the multiplicity of the required procedures including the timing for submitting the returns and the need to maintain separate accounts for individual projects is a strain on the financial management capacity of NGOs. The problem is much more acute in local NGOs because their financial management capacity is already at a low level. They are also unable to convince donors to accept their own internally devised mechanisms as adequate to meet donors needs whereas sometimes international NGOs are allowed to follow their own mechanisms. 

4.3.4 The Tracking of Internally Generated Funds

Expenditure tracking arrangements for local authorities with respect to WSS related spending are similar to that of central government. The Council of elected representatives receives and scrutinises the proposed budget from the council secretary or town clerk which will also show the budget on water and sanitation. If the Council is satisfied, the budget is approved and the council secretary is authorised to spend. The same Council also receives and scrutinises the financial report on expenditure after the relevant committee has examined it and made recommendations.

Local authorities have faced serious financial problems arising from two factors. On one hand the central government has increased the local authorities’ scope of responsibility for development in their own areas. Beginning 1980, local authorities were made responsible for all development in the district. However, this has not been accompanied by a similar increase in resources from central government to local authorities. Most of the development resources to districts still go through line ministries. On the other hand the central government has taken specific actions that have undermined the revenue generating potential of local authorities. This dates back to the 1970s through the 1990s when revenue sources such as electricity distribution and motor vehicle licensing were taken away from local authorities. The exemption of public and agriculture infrastructure from paying property rates when these constitute the bulk of all buildings in small municipalities and the sell of council houses without consulting councils have worked to undermine further the resource base of district councils, particularly in rural districts.

Therefore, with regard to WSS expenditure, local authorities face two problems. On one hand they have little capacity to raise funds from other sources to improve WSS services. On the other hand the likelihood of revenue generated from WSS services being used for other pressing matters and thereby failing to spend on minimal requirements to maintain the WSS services is very high. The Ministry of Local Government and Housing has responded to this problem by instructing local authorities to maintain a separate account for WSS and account for spending separately.  This has helped to somewhat fence off WSS revenue and expenditure but these operations generally remain in a deficit situation because of the problems discussed in Section 3.3.1.  

Because they are formed under the Companies Act, commercial utilities’ expenditure tracking mechanisms are common with other limited liability companies. The ultimate responsibility is to the shareholders who in this case happen to be local authorities. The shareholders appoint the board of directors to supervise management and are responsible to approve budgets, receive financial reports and recommend any corrective action. Commercial utilities have both internal and external audit arrangements. Commercial utilities under the supervision of NWASCO have invested a lot in updating their financial systems in the past three years with significant achievements already recorded.

As pointed out in Section 4.2, both local authorities and commercial utilities are required to submit annual reports including financial reports to NWASCO. Commercial utilities have been meeting this obligation but NWASCO admits getting inadequate reports from local authorities. It is this situation that seems to make it very difficult for local authorities to attract donor assistance on WSS related investments. Therefore, the drive towards formation of commercial utilities partly responds to the need to transform WSS departments in district councils into commercially operated entities able to gain the confidence of all stakeholders because of their accountability and the extent to which they enhance prospects for improved WSS services.

4.4 Required Next Steps

The overall impression gained from this assessment is that monitoring systems in the WSS sector are weak and urgent steps are required to ensure that the sector utilises the little resources it gains access to both effectively and efficiently. This should also help to create expenditure credibility that will lead to increased resource inflow as potential funding organisations gain confidence while at the same time helping to open up new avenues of funding. Effective monitoring can only take place where there is clear demand for it. It would take place in the context of clearly elaborated initiatives that specify targets and the means of achieving them. With this in place, a monitoring system would then be elaborated. The following are some of the required steps to address this issue:

· Elaborate a goal oriented strategic plan for the WSS sector. Attempts were made in 1994 by the WSSDG but this did not go far enough. There is now a critical need given the fact that planning for the second cycle of the PRSP is about to be initiated by government.   

· Within the context of a WSS strategic plan, elaborate structures for monitoring progress. The MLGH and MEWD would need to agree as to who takes the lead role in monitoring overall performance. The fact that MLGH has began to strengthen its M&E structures for this purpose is important and should be built upon. However, MEWD would need to have a role because this is both its mandate while at the same time needs to look at the overall picture of both WSS and water resources management. 

· The role of NWASCO as regulator will always be critical and should thus continue working with service providers to increase their capacity for providing quality information. The regulator should especially focus on improving the local authorities information systems on WSS. It will need to increase its capacity for inspections so that information provided by service providers is verified. NWASCO should develop mechanisms for capturing service provisioning to peri-urban areas.

· Mechanisms for monitoring developments in RWSS must be particularly elaborated. Fragmentation of the sub-sector brings out particular challenges for any M&E system. Advantage should be taken of the Rural Water Forum for this purpose.

· All the individual sector organisations must take steps to improve their expenditure tracking capacities. Even more critical is the extent to which information on the levels, sources and channels of funding in the sector could be made more accessible especially with a view to establishing the extent to which sector resources meet the established needs of the WSS sector. 

These steps suggest the need for better organisation of the WSS sector. The current fragmentation makes establishing of an effective monitoring system very difficult. The call for a Sector Wide Approach in the WSS sector is partly meant to address this issue.   

5. STRATEGIES FOR BETTER FINANCING OF THE WSS SECTOR

Given the information difficulties that a study like this faces, we do not know what could be termed as adequate investments in the WSS sector. The only pointer we have is are the funding levels of US$1,543 million determined in 1994 by the WSSDG as needed for the following ten years to provide for emergency assistance to selected schemes and rehabilitation, maintain the physical coverage before annually begin to raise coverage in urban and rural areas. This translated into an average of US$154 million per year and is more than 5 times the estimated US$29.4 million estimated capital expenditure in the WSS sector in 2001. 

Although the preciseness of figures may be contestable, it is clear that the WSS sector still has to go a long way before the anticipated overall improvements begin to show. Zambia’s population with access to safe water and adequate sanitation facilities remains low particularly in rural areas. Although some rehabilitation has been done in commercial utilities operated systems, service providers in general are still grappling with dilapidated infrastructure resulting in high unaccounted for water. When this is added to inefficient billing and collection systems the result has been a failure by both local authorities and commercial utilities to fully cover the costs of the WSS operations. The WSS systems are thus unsustainable at current trends. Urgent steps are required to improve resource flow and reverse the deterioration in infrastructure besides improving the complimentary factors.

The sector goal set in 1994 is still valid. It is thus required that a reassessment of financing strategies be made to move the sector towards the financing path envisaged at the beginning of sector reforms. 

5.1 Key Messages

The Assessment has shown that Zambia has reached a critical stage at which the country needs to devise strategies that would raise resource flows in the WSS sector and improve the efficiency and effectiveness in the utilisation of these resources. Four key messages of the findings of this study must provide the controlling principles for the strategies adopted.

Clarify the assignment of roles and responsibilities in the WSS sector. Despite the extensive reorganisation of the sector anchored in seven sector principles, the National Water Policy and, the WSS Act, some roles and responsibilities still need to be further clarified. With clarification must come a goal oriented strategic plan to further amplify the goal and objectives of the sector, the required investments to achieve them and the roles of the different stakeholders. Although attempts at this were made in the 1994 reforms, some areas of lingering confusion remain.

Strengthen the status of district level institutions in service delivery. This particularly refers to district authorities and D-WASHE committees. Local authorities have been seriously weakened by past government actions and have been left with little capacity for any aspect of their operations. As long as there will be areas with WSS systems operated by district councils, it is imperative that these critical institutions be strengthened generally and in particular with respect to their capacity to provide adequate WSS services. The WSS sector has a material interest in seeing to it that the proposed moves towards democratic decentralisation are realised. By bringing about a governance structure more accountable to local interests, decentralisation is likely to help push high the funding requirements of the WSS sector on the list of priorities. The sustainability of the operations of D-WASHE committees which have become the focus in developing RWSS infrastructure has been brought into question given its dependency on donors for operational activities. If this institution is to continue playing a role, there is need to provide a clearer legal and institutional framework in which the needed funds will be mobilised and disbursed.

Improve means for raising internally generated funds. It is of course clear that for UWSS service providers to improve their facilities and increase coverage, infusion of public resources from both government and donor agencies is required. However, the potential for non-public resources, particularly internally generated funds, has not been fully exploited. Low tariffs, high levels of unaccounted for water and inefficient billing and collection systems all combine to lower the extent to which internally generated funds could cover the costs of commercial utilities and local authorities operated WSS facilities. It has been shown that commercial utilities could attain the required benchmarks with respect to total cost and O+M coverage by simply improving on their collection efficiency even without further investments in infrastructure. There is need for NWASCO and the Ministry of Local Government and Housing to come up with incentives that would encourage commercial utilities to improve performance. This could include the linking of the provision of donor funds to the achievement of certain benchmarks of performance. Accessing of the Devolution Fund to be operated by NWASCO whose modalities for accessing funds are still being worked out could also be made conditional to a demonstration of effort to improve performance.

It is not clear the extent to which tariffs in community based facilities could be raised. However, there is some scope for this if community ownership and appreciation of the need to have the facilities maintained and kept operational is enhanced. For commercial utilities, the need to take advantage of new financing opportunities such as commercial borrowing must be explored. However, although interest rates are expected to decline substantially in the next two years from the current 28%, commercial utilities would need to develop a track record for sound financial practices before this could become a reality and thus this can only happen in the long term.

Adopt a holistic and comprehensive approach in resolving issues confronting the WSS sector. It is now recognised that the response to the problem situation of the sector should be both comprehensive and well coordinated. Evidence provided in this report agrees with GRZ concerns that currently assistance to the sector is being given in a fragmented manner and delivered in a piece meal fashion and that the approach is weakening national efforts to develop the water sector in a holistic and comprehensive manner. 
5.2 Towards A Sector Wide Approach 

In response to the observation of fragmentation and uncoordinated actions to tackling constraints faced by the WSS sector, the Ministry of Local Government and Housing is exploring the possibility of adopting a Sector Wide Approach (SWAp). The study has endorsed this response given that a SWAp would provide an organising framework for developing and agreeing upon financing strategies for the WSS sector while cautioning that better preparation is required. This issue is explored in further detail below. 

The adoption of the SWAp is seen as likely to have a number of beneficial outcomes. These include: creation of a strong constituency to constantly advocate for the funding priorities of the WSS sector; better coordination of sector resources; better elaboration of sector policies; and, enhanced monitoring of sector resources and outputs. Despite these advantages, getting to a SWAp needs careful preparation. At least three key pre-conditions must exist before a SWAp could be expected to yield these results: (i) Country ownership including clarification of roles and consensus on sector policies; (ii) Expanding resource mobilisation avenues and better targeting and coordination of sector resources; and, (iii) Simple but well developed information and M&E systems. These three pre-conditions are discussed below presenting at the same time how they answer to the main issues identified in the study. This is also based on the lessons learnt from Zambia’s experience with implementing SWAps in other sectors including health and education as well as in the agriculture sector where this is viewed as not having been successful.

5.2.1 National Ownership and Consensus

For the SWAp in the WSS sector to succeed, national ownership and consensus is essential. Although there is a role for Zambia’s development partners in the conceptualisation and funding of the process, the local players themselves must see the need and be committed to it. SWAps have not worked well where they have been seen to be conditional to accessing committed resources. Admittedly, it is difficult to objectively assess the attainment of national ownership and consensus. This could be seen in the extent to which the GRZ is willing to exercise leadership of the whole process and the extent to which the other players want to participate in collaborative efforts to addressing issues of the sector. The formation of the Rural Water Forum and the high level of participation and willingness for information sharing has so far shown that players may be ready to move towards a more coordinated approach towards resolving issues of the sector. Besides country leadership and ownership, there must also be donor willingness to look beyond projects to a sector program approach. Evidence from the health and education SWAps indicates that where the country can adopt a well thought through sector framework, donors are willing to buy into it. The Harmonisation in Practice initiatives launched in 2003 by seven bilateral donors provide ample evidence that donors are now much more open than before to a coordinated approach to providing assistance to Zambia. 
Before the adoption of a SWAp, however, there is need for a further clarification of policy and roles in the sector. Sector policies have been elaborated as part of the reform process. Policies still need to obtain better clarity on a number of key areas in the peri-urban and rural WSS sub-sectors. The 1994 reforms appeared to have clarified well the roles for the urban WSS sector.  

With respect to the RWSS sub-sector there is still debate as to whether the activities of the DWA constitute water resources development or water supply and sanitation. In the eyes of some, DWAs presence in the RWSS undermines the principle of separation of regulatory and service provision roles. It is important that this is clarified because it is a source of confusion for donors wanting to participate in the sector. It also undermines the ability of the responsible ministry to articulate clearly the funding requirements of the WSS sector with respect to the RWSS sub-sector. However, if the separation of responsibilities is to work effectively, the Department of Infrastructure and Support Services (DISS) needs to be strengthened. D-WASHE committees have become the focus in the delivery of Rural Water Supply and Sanitation. However, the legal institutional status of the D-WASHE committees needs to be clarified. How to make the D-WASHE committees to be effective given that most members of the committee are from line ministries should be looked into as well.

For peri-urban areas, the tri-partite relationship between communities, donors/NGOs and water providers (commercial utilities and councils) needs further clarification. Some confusion regarding ownership of assets developed by donors undermines the extent to which the service provider is perceived to be collecting tariffs from communities legitimately. This is an important factor in communities’ willingness to pay for the use of WSS services.

Even though a SWAp operates in a consultative framework, Government ought to be in the driver’s seat and lead the process. Without shutting out the views of other players, the GRZ would need to own the process by setting pace and determine both the consultative agenda and process. GRZ would need to play an overall coordination role including the coordination of donors. This would require adequate programming capacity based on clear policy analysis and the ability to follow through actions agreed to with other players. 

Given the serious constraints that the public sector faces, effective GRZ leadership will not be easy to attain. The good news is that the WSS sector went through a similar process when reforms were embarked upon while the Water Resources Action Programme (WRAP) is also pursuing a GRZ-driven agenda in reforming the water resource management which is also yielding important lessons. At national level there is a lot of experience in initiating and managing SWAps with experiences in health, education and roads. Even the failed Agriculture Sector Investment Programme that ran from 1996 to 2000 has provided valuable lessons. Nevertheless, human resource capacity mostly as a result of a wrong compensation structure and inadequate material support will always stand in the way of effective public sector leadership 

5.2.2 Expanding Resource Mobilisation Avenues and Better Targeting of Resources

The aspiration is for coherent funding to the sector presupposes consensus on sector priorities by stakeholders and a clear framework in which activities are to be funded. A SWAp could provide the organising framework in which the goal and the required inputs and outputs for its achievement are examined and discussed. It is true that a SWAp could raise the profile of the WSS sector to both GRZ and donors. Through an annual review process, the funding requirements of the sector are more likely to be appreciated and kept on the agenda of critical actors. It has been observed that the WSS sector is currently failing to win the right space in the funding priorities of both the government and donors. Further, a SWAp could create a forum that brings the main players together who then agree on how resources are to be allocated. At present there is fragmentation of how resources are mobilised and no clear indication that these are being directed towards priority areas of the sector. Currently, there is a view that investments in water supply outstrip by far those going into improving sanitation facilities. This is mainly due to the absence of a well co-ordinated investment programme into which donors can then buy into.

However, the SWAp should not be seen as merely facilitating government and donor funding for the sector. Although this will remain critical for improved WSS facilities and services for a long time to come, it has been established that for commercial utilities there is potential to make the service self-financing. Even with the given status of infrastructure, commercial utilities can substantially increase internally generated funds by cutting down on unaccounted for water and improve their billing systems and collection efficiency. In recognition of this, NWASCO has developed a programme to help commercial utilities to have their systems metered. This needs to be the key focus for these providers even in the context of a SWAp. 

Focusing on raising internally generated funds requires the continuation of the current thrust of creating commercial utilities to take over the management of local authorities operated WSS systems. Because this is likely to enhance professional management of the WSS services, it is likely to attract donor funding for the rehabilitation of infrastructure. Donors are currently not willing to put funds in council operated WSS infrastructure because they perceive the institutions to be weak and to lack the necessary focus to improve and sustain the service.

Commercial utilities need to also explore ways in which they can attract private sector funding. Besides internally generated funds, donor support and GRZ budget allocations, commercial utilities can in theory raise funds by listing the companies on the stock exchange, inviting private investors to take up shares or borrowing from commercial banks including off shore sources. Recent developments in financial markets, particularly the fall in interest rates as government borrowing reduces, appear to have enhanced these prospects. However, before these options could materialise, commercial utilities would need to have a track record of sound financial practices and strong commercial orientation.  

It is also important that there is macroeconomic stability to improve the overall investment climate, particularly if private sector participation is anticipated. By enhancing prospects for economic growth, macroeconomic stability also improves water providers’ prospects for increased revenue collection as incomes improve. Achieving macroeconomic stability in Zambia has been tenaciously difficult despite the effort made in the last decade. The good news is that Zambia has already come very far, such as inflation dropping from over 100% in 1993 to about 17% in April 2004. There are also indications that things may improve further in the next two years. However, the macroeconomic situation remains fragile and much effort is required if it is to be supportive to economic growth and performance of economic and social sectors including the WSS sector.

A WSS sector expenditure review is needed to obtain a clear understanding of whether resources flowing in the sector are adequate to meet the expenditure requirements and identify where the expenditure gaps are. This study has made the beginning. However, the problems faced in obtaining data for the study reveal that the sector has inadequate mechanisms for expenditure tracking. These will always stand in the way of obtaining a comprehensive view of resource flows. Serious effort is required to put in place expenditure tracking mechanisms.

5.2.3 Functioning Information and M&E Systems

A difficulty in carrying out this study, as an example, has been the porous nature of data with key players failing to provide even the most basic data on how much funding they are putting in their activities. Evidence has been provided that expenditure tracking and output monitoring and evaluation systems are not in place for most WSS sector activities. This makes assessment of expenditure efficiency and effectiveness difficult. Admittedly, a SWAp will help to create a more transparent system for resource flows which could then be better linked to the outputs being achieved. With better monitoring of resource flow, shortfalls would be better appreciated and the necessary effort mounted to bridge the financing gap. 

However, experience has shown that it is difficult to design an effective monitoring and evaluation system when the SWAp is underway. This was one of the difficulties that the agriculture SWAp faced with its M&E system apart from the fact that the system was over-designed. The inadequacies of the PRSP M&E, although not for a SWAp, bring out the lesson that design of an effective M&E system in multi-stakeholder programmes will always be problematic where there has been little practice of this before implementation started. The efficacy of the systems needs to be tested even before this. More importantly, there should be a clear agreement on the flow of information to track changes in key indicators. Fortunately, in the UWSS, the demand of NWASCO with respect to submissions by service providers of regular information has put in place an M&E system that appears to be working. However, much needs to be done with local authorities’ operated systems. Even with commercial utilities, reporting on their coverage of peri-urban areas needs to be improved upon.

5.3 Moving Forward the Process of Developing and Agreeing on Sector Strategies

There is agreement that issues affecting the WSS sector need to be tackled urgently. This has provided some urgency with respect to developing and agreeing on sector strategies. The opportunity presenting itself for the WSS sector is the need to better integrate issues in the second cycle of the PRSP even as the current cycle is concluded in March 2005. The WSS was not well integrated in the current PRSP cycle and the level of consultation was not as extensive as for the other sectors. With better preparation, the second PRSP cycle now offers the WSS sector an opportunity to articulate its key constraints and how these could be comprehensively tackled within the framework of national priorities.

At the beginning of the process, it will be necessary to hold a national conference of stakeholder representatives that will comprehensively assess the current WSS situation. From the national conference, a WSS Working Group could then be appointed to carry forward the process of consultation. Although the outputs of the working group would then be integrated in the PRSP, they would be modified in the light of the resource envelope expected for the entire PRSP and depending on how poverty reducing activities are conceived. Beyond the PRSP, the working group should develop a more comprehensive programme of action for the three sub-sectors. This should be presented to and adopted by the second national conference. It is from this process that consensus on the desirability of adopting a SWAp and the needed strategies could be arrived at.   

APPENDIX 1

TERMS OF REFERENCE FOR WSS SECTOR FINANCE 
AND RESOURCE FLOWS ASSESSMENT
1.
General background 

The Government of Zambia (GOZ) has undertaken major water sector reforms since 1994 to bring long term improvements to the sector. A forward looking water policy was adopted. The sector was restructured to transfer the central WSS operational responsibilities to the Ministry of Local Government and Housing (MLGH); for local authorities to form commercial utilities (CUs - presently 9) to manage the country's water and sanitation services; and to establish a statutory regulatory body, the National Water and Sanitation Council, NWASCO. This institutional framework was built on a national water policy and a new legal framework. 

Zambia has one of the highest urbanization rates in Sub-Saharan African.  A critical poverty alleviation challenge is water supply and sanitation (WSS) service provision to peri-urban and informal settlements in the urban periphery.  Zambia has several examples of community-based peri-urban service development with the support of NGOs.  Critical issues are: establishing effective management mechanisms between local authorities, utilities, SSIPs, NGOs and community bodies.  The urban challenge is especially critical given the fragile financial capability of the CUs. 

As for rural water supply and sanitation, the National Water Policy outlines key principles and actions a development program, including the following key points:

· RWSS programs should be community based

· Sustainability of RWSS investments, including cost recovery, are fundamental principles

· RWSS should extend the range of service options to include low cost and appropriate technology choices: further research on appropriate technology is encouraged 

· Capacity building a local levels are critical.

A Community Water Supply Strategy for rural areas has been developed. The strategy sets to translate the principles set out in the policy into programs that will accelerate the rate at which water services are extended to rural communities and small centers and increase sustained service coverage.  

The sector faces two central challenges to rolling out this program.  Firstly, overall co-ordination of the program in MLGH needs strengthening and focused leadership amidst competing priorities.  Secondly, a central challenge in rolling out the WASHE concept in Zambia, at a stage where government is decentralizing, is to operationalize the linkages (institutional, financial and managerial) between decentralized local government, communities, private sector and households in the development and management of rural water supplies.  However, the lack of clarity on issues such as institutional responsibilities, incentives and financial flows is limiting impact on the ground of a promising approach.
2.
Study Objectives 

The objective of this study is to undertake an assessment of WSS sector finance in Zambia. It is hoped that this will provide inputs to the Government of Zambia in resolving several issues pertaining to scaling up the WSS program in the coming years. It follows an earlier study on scaling up WASHE in Zambia.

3.
Scope of Work and Tasks

The study will be on three main themes. Scope of work within each includes:

a.
Institutional Mapping. This will involve institutional mapping of sector institutions, water service providers and other key stakeholders. The mapping will trace for each, responsibilities and roles at national, provincial, and district levels - based on earlier studies and summarized in form of appropriate charts and tables. Relative shares of each service provider in terms of the population served and total expenditures (development and recurrent) incurred will also be identified as possible. This will be based on developing the analysis for one or two years (2000-01 and/or 2001-02) Key institutional issues as they affect resource mobilization and flows will be identified. Within urban areas, the main service providers are likely to be commercial utilities (CUs), selected municipal schemes and CBO based schemes, and in rural areas, it will be mainly community-managed schemes (water points).

b.
Financial Mapping and Resource Flows. This will include identification of the main channels of finance and sources of funds used for water and sanitation in Zambia. These will include, but not limited to: i) Government of Zambia budget allocations, and HIPC allocations (through different ministries – MLGH, MEWD, MoH, MoF) and NWASCO through the devolution trust fund (DTF), and donor projects through the budget, ii) allocations through ZAMSIF, iii) user charges and internal generation of resources by community-based schemes, commercial utilities and municipal councils (for those that are not transferred to a CU), iv) off-budget donor funding through the NGOs, v) local authority budgets, and vi) direct contributions by households and communities other than user charges during operations. For each channel, finance allocation and utilization to different service providers will be identified for at least one year. 

Further inquiries and assessment will include: 

i. National Budget: analysis will be for the last 5 years and will include: a) allocations and utilization by appropriate detailed categories (e.g. water supply, household sanitation, school sanitation, hygiene awareness), b) the relative shares of allocation/ utilization  to total government expenditures, c) allocation to different provinces/ districts – separately for development (capital) and recurrent expenditures, and for activities, as possible, d) share of donor funds and HIPC resources, e) expenditure on personnel emoluments and administration versus actual hardware investments and operations, and f) comparison with other sectors (education, health and roads) for their share in total GoZ allocations (for development and recurrent);

ii. Budgetary Decision Making: description and review of the decision making processes used for budgetary allocations by key decision makers including: a) GoZ (within PRSP/MTEF and issue of sector/ ministerial envelopes/ ceilings), b) ministries (criteria used and process followed for allocation to sub-sectors (e.g. RWS, UWS, WRM, sanitation, and type of activities), c) local authorities for water and sanitation, d) ZAMSIF for RWSS and e) key donors; and

iii. Analysis of CU Performance: analysis of CU performance based on information from the monitoring reports by NWASCO and discussions with the regulator.

c.
Preliminary Assessment of Monitoring Systems. This will include a review of the monitoring systems used for tracking expenditure and outputs related to these expenditures and revenue collections. This will also include:

i. Flow of Funds. tracing the flow of funds to the ultimate expending entity (through appropriate charts), and related procedures used, including: a) from the donors to GoZ and to the districts/ communities, b) from each relevant ministry of GoZ to province and district level, c) from ZAMSIF to communities, d) for HIPC resources, e) for off-budget donor resources through the NGOs, and f) for user charges from collection to use. For each arrangement, charts showing fund flow arrangements, procedures and rules at each stage, time taken and issues in fund flow will be identified. This will be based on discussions with appropriate staff in ministries and other institutions as well as through studies in three selected districts. 

ii. M&E Responsibilities and Framework. a review of institutional arrangements and responsibilities for monitoring, the type of information collected, as well as indicators and reporting systems used. The consultant will identify key areas requiring further efforts and studies. 

Some preliminary ideas on different categories for Zambia are in Attachment 1. 

To achieve this scope of work, the detailed tasks are envisaged in three phases: 

Phase 1: Preliminary institutional and financial mapping. This will be based on secondary information and stakeholder inquiries including: 

· Review of available relevant studies and other existing materials

· GoZ budget documents for allocations and utilization information, along with follow up and inquiries with ministries and key sector institutions – NWASCO, MLGH, MEWD, MoH, MoFNP

· Inquiries with key donors – Ireland Aid, JICA,GTZ, KfW, World Bank, AfDB, NORAD, DANIDA

· Inquires with key NGOs, and centralized information on NGOs as possible for total expenditures

· ZAMSIF allocations/ utilization and number of sub-projects by type for RWSS, and Micro Projects Unit (MPU)

· Additional stakeholder inquiries as needed
Phase 2: Detailed district inquiries. Based on the finding of phase 1 detailed inquiries will be conducted in three selected districts. Inquiries will include but not be limited to: i) institutional arrangements and the flow of funds at district level, ii) capital/ recurrent expenditure levels by activities under different channels, and revenues mobilized by CBO schemes, and iii) monitoring systems for financial and output tracking. Selection of the three districts will be done in consultation with GoZ. 

Phase 3: Stakeholder workshop. The consultant will present the study findings at a stakeholder workshop organized by the client and incorporate key feedback in the final report.

4.
Outputs and Schedule  

The assignment will be carried out from August 21 2003  to November 30, 2003. Outputs at various stages include:
· Inception report incorporating: study work plan with a list of secondary sources to be used, key stakeholders to be interviewed and the three districts to be taken up for detailed studies, along with a preliminary outline of the final report– within 1 week of award of study;

· Interim progress report – incorporating findings from the first phase of the study - within 6 weeks of award of study;

· Draft final report – incorporating findings from the first and second phase of report, along with a presentation for the stakeholder workshop - within 15 weeks of award of study; and 

· Final report – incorporating the feedback on draft report and from the stakeholder workshop - within 1 week of the workshop.

5.
Management and Reporting

The Consultant will report to the Director of Infrastructure and Support Services, Ministry of Local Government and Housing. S/he will be supervised by Mr.  Chimwang’a Maseka, WSP Africa consultant in Zambia in collaboration with Ireland Aid Zambia,  and task managed by Ms. Meera Mehta, WSP Africa Regional Finance Task Manager. The Task Manager will also do quality assurance and arrange for the report to be reviewed at appropriate times. 

Attachment 1: Preliminary ideas on institutional actors, financing channels and sources of funds 

A. Institutions:

Who are the main service providers? – require total estimated numbers, population served and expenditures (capital and recurrent) at least for one recent year (2000-01)
· Rural: a) communities - CBOs, b) district councils 

· Urban: a) commercial utilities, b) CBOs, c) private small providers (PSPs), c) municipalities

Which are the key sector institutions? Need to get roles and responsibilities

· Rural: MoLG,  

· Urban:  MEWD, NWASCO

· Sanitation: MoH

B. What are the main channels of finance? Actual/ potential – need to get estimate of funds through these channels as used by / for different service providers

· Government of Zambia budget

· District council budget 

· NWASCO – through the DTF

· Internal generation by commercial utilities (user charges, borrowing, accumulated surplus)

· Internal generation by community-based schemes (user charges, borrowing??)

· Off-budget channels - NGOs/ donors 

· Direct contributions by households/ communities other than above

C. What are the main sources of funds? - need to get estimate of funds mobilized by these sources and as used by different service providers / and in different channels

· Tax revenues etc. of GOZ / local authorities / HIPC resources

· Donor assistance and loans

· User charges

· Internal accumulated surplus (CUs, CBOs, PSPs)

· Market borrowing (By CUs, CBOs, households, PSPs)

· Savings of households – other than for user charges
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Figure 5: Distribution of Organisations Participating


in Rural Water Supply and Sanitation





Source: Ministry of Local Government and Housing, 2001: Distribution of Partners in Rural Water Supply and Sanitation, Legend Consulting Services Ltd, Lusaka
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Figure 1: Organisation of the WSS Sector
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Source: Table 4a
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Matching Grant Schemes
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� Defined by the Central Statistical Office as water obtained from protected wells, protected boreholes and taps. 


� Defined by the Central Statistical Office as access to flush toilets, whether private or communal, and ventilated pit latrines.


�  Further details of the assessment made by the Water Supply and Sanitation Development Group (WSSDG) is provided in Section 3 of this report.


� A full description of the treatment of WSS in the formulation process of PRSP is given in Seshamani (2002) and MLGH (2002b). There was no specific working group on WSS as it was at first deemed to be a cross-cutting issue that was going to be taken care of by all working groups. When the results of this approach were deemed inadequate, MLGH and MEWD quickly submitted a paper that became the basis for developing WSS strategies included in the PRSP. From this view point, WSS aspects of the PRSP lacked the broad consultative approach that characterized the PRSP process in general and was not as strongly backed by a constituency that went beyond GRZ as was the case with other sectors. 


� For this and below, see MLGH 2002a, Water Supply and Sanitation Sector Review.


� The Chambeshi Water and Sewerage Company was only formed in 2003 and is not yet fully operational in some districts. It is thus not covered in the performance indicators discussed in Section 3.5.2


� Annex 1 does not, however, present information on the terms and conditions of different loans. Although attempt was made to get this information, this was not successful. Future effort may require to focus much more on this as it is necessary to understand level and nature of donor involvement in the WSS sector.


� An inventory of water points in rural areas was established from a survey carried out between 1993 and 1997. This had the advantage of estimating the distance to safe water for the rural population. The drawback is that it was carried over a period of five years by which time some water points would have stopped functioning while others would have been constructed making it difficult to know what the true picture was at any specific point in time.


� This figure is questioned as too low by some sector players


� The table has been put together from very limited information and only provides rough estimates of WSS expenditure in 2001. 





� The Ministry of Finance and National Planning’s Macroeconomic Indicators of October 2003 gives the 2001 GDP at market prices as K13,129 billion converted here at the 2001 average exchange rate of K3,607/US$1


� To keep the discussion and presentation simple, only per capita spending of the covered population is calculated in Table 6 and not extended the uncovered and total population. Partly this is also due to the fact that the uncovered population in peri-urban areas is not known as official statistics do not make any distinction between urban and peri-urban areas. 


� The prices used are nominal prices but the WSSDG converted these into dollars which is a relatively more currency not subject to the huge depreciations that the Zambian Kwacha has suffered over the years.  


� The WSSD Group projections were based on an extensive survey of existing infrastructure and did not tackle issues of whether the level of technology being used was actually appropriate. There have been suggestions that these infrastructure tend to be over-designed


� A draft report has been issued out on the study but is only for restricted circulation and the findings are not to be cited or quoted.


� The separation of expenditure is as given in GRZ financial reports.


� Recent events which have included the signing of an agreement worth more than US$4 million between the Danish and Zambian governments for a preparatory phase of a programme in the WSS sector indicate that interest among donors may again be on the rise.


� Financial reports separate donor funds (called project funds) and GRZ own resources but both make up the total budget allocation.


� Communicated in personal interviews


� This part of this section in the main summarizes the findings of the Water Sector Review by Brian Colquhoun Hugh O’Donnell (2002). 
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