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MINUTES FROM THE EUWI FINANCE WORKING GROUP MEETING in Stockholm on 25 August 2006

These minutes summarise the main points arising from the Working Group update, presentation and discussions that took place at the EUWI Finance Working Group (FWG) meeting held during Stockholm Water Week on 25 August 2006. (Please see the Agenda and the list of attendees at the end of this report).

All presentations are available on the FWG page of the EUWI website: www.euwi.net


The meeting started off with an introduction by the new chair of the FWG, Johan Holmberg, followed by an update on the various activities of the current work programme and a presentation “Trends in Financing Water and Sanitation, post WSSD”.

Following this update and subsequent discussion there was a session in collaboration with WSP-Africa & representatives from EAP Task Force/OECD on “Water Sector Financing Strategies”.  A separate note on this session is attached as an addendum to these minutes.

1. Main points from the finance working group discussions 
1.1. Water Sector Financing Guide
· The FWG has supported the concept of having an online financing guide.  The idea of the financing guide has been well received and given traction in the newly published Gurria Report.  Global Water Partnership (GWP) and the World Water Council (WWC) have a website running (www.financingwaterforall.org).  The FWG is already sharing information on cases studies and definitions with this site.
· Paul Van Koppen, International Water and Sanitation Center NL (IRC), noted WWC reported after a recent meeting on Market Finance for Water Utilities (organised by WSP – Johannesburg Aug 06 see below) that several utilities in Africa have expressed a demand for the financing guide information.   The European Investment Bank has also expressed an interest to support further development of the guide. 

· One option is for the WWC / IRC / FWG to jointly develop the draft business plan further. (In a side meeting at Stockholm Water Week; IRC agreed to take forward the development of a business plan aimed at securing funding from non-EU donors).  The FWG is willing to support this proposed joint initiative with the WWC and IRC to further develop the financing guide.

1.2. EU Water Facility

· The FWG in 2006 produced a series of key sheets, for applicants to the WF 2nd Call, with guidance on finding co-financing.  These had been well received and valued by WF and members of the FWG.

· Christophe Le Jalle, French NGO Ps Eau, highlighted an informal proposal by several organisations to extend the WF under the 10th EDF  with a call for proposals specifically focusing at the sub-sovereign level.  

· The FWG Chair suggested it would be useful to have comments from members more familiar with EC mechanisms and agreed that the FWG could facilitate and make the proposal more workable, if requested to do so. 

· The representative from the EC, DG Environment, Martin Walshe, said that the proposal should come from the Commission to the EU Member States and this would need action fairly soon.

1.3. Ghana Country Dialogue

· The FWG Secretariat has been in contact with the representatives from Ghana to assess the future of the Country Dialogue process and the FWG involvement in it. Dr Emmanuel Nkrumah, representative from Ghana, expressed an interest in learning from the success of the Ethiopia Country Dialogue.   He requested the FWG to  facilitate the attendance of representatives from Ghana to the Multi Stakeholder Forum that will be held in Addis Ababa in October.

· The FWG agreed to support a lessons learning trip to Ethiopia from Ghana.

1.4. Zambia Country Dialogue

· Zambia was the very first country where the dialogue was launched. At that time there were significant institutional impediments in Zambia and the CD process did not make progress. Meera Mehta, WSP (FWG lead in Zambia), informed the group of subsequent developments which have shown that a home grown and led process is now taking place  in Zambia with programmatic support from donors. Furthermore, Alan Hall (GWP) said that the Zambian Water Minister presented the fifth National Development Plan at the Stockholm Water Week. This showed that budgetary allocations to the water sector have increased. 

· No further involvement by the FWG was envisaged in Zambia at this time.

1.5. Other Country Level Work

· See update attached for progress on FWG work in Ethiopia, Mozambique & Moldova

2. Macro Perspective for Water Sector Finance

The FWG Secretariat had commissioned Rachel Cardone to prepare a short think piece focusing on the macro perspective of water sector finances. Rachel presented her preliminary findings at the meeting.  (See presentation on the FWG page on the EUWI website).  Below is summary of the discussion on the presentation and future FWG activities.

2.1. New Players

· The interest of private foundations (for example the Gates Foundation) in the water sector has increased.  They are looking for scalable, business models often focusing on the value chain. This is significantly different from the ODA based models that the bilateral agencies have used, and it will be interesting to see what impact these Foundations have on the sector.

2.2. Targeting aid

· The presentation pointed out that countries with low coverage rates often received a low per capita ODA relative to those countries with higher coverage rates. This highlights the issue of poor targeting of ODA. There has been a lot of attention focused on increasing the amount of money to the water sector. However the real focus should be on improving the quality and effectiveness of ODA through improved targeting; e.g. by identifying specific intervention types such as low cost but effective technology. Many of these innovative approaches require much effort and transaction costs, contributing to the administrative cost burden of donors and partners.
2.3. Areas for FWG to engage
Leveraging additional finance
Domestic capital markets

· The WSP representative pointed to their work with utilities in Africa to leverage domestic capital markets. A first workshop was held in Johannesburg recently and the utilities have expressed a demand for more regionally held workshops across Africa. The details of this workshop can be found on the WSP website – http://www.wsp.org/marketfinance.asp.
· The WSP is also interested in the idea of introducing a credit rating of utilities using a self assessment mechanism, and it is exploring the possibilities of using microfinance from domestic banks for small scale operators and community projects. 

Transaction development / absorption capacity 

· Bankable opportunities (projects) for the water sector have been far and few in between in Africa. This is a big constraint limiting the amount of non ODA financing going into the sector.

· Another important issue is the often low capacity to absorb grants/ funds going into the sector. PPIAF (Public Private Infrastructure Advisory Facility) has been collating information about all the project preparation facilities and will soon release the report. The FWG could play a role in disseminating this information.

Risk mitigation

· José Frade, European Investment Bank (EIB), commented that ODA/ grants could be used to buy down the risk to allow for market based mechanisms to come in ODA is conditioned by policies, whereas market based mechanisms are conditioned by the markets. However, both these mechanisms could be used together as a package. Market based instruments would bring in market rigour to the sector and lead to increased sustainability. The use of market based mechanisms would require capacity building for the domestic financial institutions. ODA could be used to bring down the transaction costs initially and then market based mechanisms could be brought in. 

· Jim Winpenny, GWP, supported the idea that there needs to be more focus at the sub-sovereign level, with the use of local financing and the use of credit rating agencies. He commented that while many donors have the power to issue guarantees, few do so. These guarantees could be used to reduce the cost of borrowing in domestic markets. He gave the example of a twinning partnership between northern utilities or even appropriate southern utilities to support capacity building and corporatisation in African utilities.

3. Other points

· It was pointed out that the FWG meetings are useful platforms for discussions. However, too few donors attend these meetings.  There is a need to reshape FWG members to take into account this gap in attendance.  The FWG could be a facilitator – a forum for discussion of financial issues facing the water sector. It would be good to look at the list of members to see who attends and redefine the list accordingly. It was suggested that as Stockholm Water Week has a broader audience, the meeting held there could be for a wider FWG audience, whereas the Brussels meeting could be restricted to the donor’s side with a few others.

· There is also a need to arrange a meeting with donors to pass the messages that came out of the Stockholm meeting. For example, it would be important to re-direct focus and attention towards sub-sovereign financing issues. 

· A due diligence issue not raised at the meeting but mentioned here on a “no objection basis” relates to the chair and the time he sets aside for the FWG. While his Terms of Reference specify up to 25 days per year, travel and the workload in preparations for meetings may require some additional time. A contract is therefore being prepared for him for a maximum of 35 working days over the year from 1 July. 

The FWG agreed to convene for the next meeting in February 2007

Water Sector Financing Strategies

1. Introduction

The EUWI Finance Working Group (EUWI-FWG) and the Water and Sanitation Program Africa (WSP-AF) have been supporting the development financing strategies in a number of the countries with which they work. This support is in the context of: 

· Long range planning driven by an MDG horizon forces a structured approach to sector investments that looks beyond increased access to issues of quality and sustainability of access

· Increasing sector resources to meet the MDGs will require better planning to increase absorptive capacity

· Influence of wider policy issues and financial mechanisms used to allocate and distribute finances within the sector across different activities and institutions. 

The periodic review of progress in different country processes is important for understanding the elements and conditions for successful development of financing strategies. A comparison of different country processes can prove instructive for distilling lessons needed for other countries interested in developing similar strategic plans.  

This note summarizes the discussion from a short session jointly hosted by the EUWI’s FWG and WSP-Af at World Water Week 2006, Stockholm, Sweden.  It also points to key areas of future work in the topic area.

2. Sector Wide Approaches.

Final draft note on the presentation on sector support programmes is expected from the WSP – Please see the presentations from the meeting.

3. A generic approach to financing strategies

Approaches to financing strategies can be summarized by the following generic approach. Specific methods are used in different contexts and are discussed below. 

The approach:

1. Setting targets – target setting informs the overall costing exercise. In many cases clearly defined targets are not articulated in sector strategies and so consultative processes are used to develop sector targets

2. Application of unit costs –unit cost functions are applied to the targets to estimate overall sector requirements

3. Availability of funds – the availability of funds is estimated and forecasted

4. Financial gaps  - the surplus/deficit in finance is estimated and analyzed

4. Financing Strategies in Eastern Europe, Caucasus and Central Asia (OECD experience)

An important obstacle to achieving environmental infrastructure development goals, including the water-related Millennium Development Goals (MDG7, Task 10), has been the failure to adequately address the associated financial issues: the costs of achieving goals; how those costs could be minimized; and the challenge of matching costs with available resources. The need for a fresh approach has become evident as the EECCA countries struggle to maintain even the low levels of services currently delivered by environmentally-related infrastructure, including water supply and sanitation.

To meet these challenges the Danish government and the OECD/EAP Task Force have jointly developed a financing strategy concept and methodology backed by a special decision-support computer tool called FEASIBLE. 

This approach has been applied in several transition economies including EECCA members, EU candidates and China for investment-intensive environmental infrastructure, such as urban water supply, wastewater collection and treatment, and domestic waste. 

The OECD methodology for the development of financing strategies includes the following key elements: 

· Study of the current situation in the defined sector and using the computerized model FEASIBLE  

· Setting of specific, measurable, agreed, realistic and time-bound (SMART) targets and cost assessment 

· Use of generalized costs functions, derived using methods of the regression analysis to a database on expenditure needs to achieve specific quantitative targets;

· Make projections for volume/structure of finance available from all sources;

· Assess affordability of the scenario for households (tariffs and user fees) and for the public budget (capital expenditure programme, operating subsidies and social support measures);

· Design a package of policy measures that would help to bridge the financing gap; assess the feasibility of the package, in a dialogue with local stakeholders;

· If such a feasible package does not exist, in coordination with local stakeholders, revise objectives/targets and/or financing to adjust the expenditure needs to the finance available.

OECD experience with financing strategies highlights the following key benefits or contributions linked to the exercise:

The critical issue is the policy process in which the strategy is developed. Its full value has so far been utilized by those governments who used it as a tool for substantiating negotiations and bargaining within government about real targets and budget envelopes. 

Financing strategies can provide especially powerful support to decision making if used jointly and regularly by the expert-level officials from Ministries of Finance, Economy, Environment and other relevant government stakeholders in charge of infrastructure. Such group can formulate a set of alternative targets and elaborate several working hypothesis on measures to increase supply of finance.

With some technical support of consultants they use the computer model to simulate consequences of different targets and measures. In this way expert-level officials can prepare strong analytical basis for their Ministers to reach eventual consensus on a package of needed policies and measures. In the absence of such government involvement and ownership the model remains mainly with the consultants.

OECD On-going work

4.1. Armenia 

In 2003-04, the State Committee for Water Economy (SCWE) and the Ministry of Finance and Economy (MoFE) of Armenia developed a financing strategy (FS) for urban water supply and sanitation. The strategy has provided input for realistic priorities and sound financial planning, for both budgetary process and the reform of the tariffs. In the end of 2005 a new project, coordinated by the OECD/EAP Task Force, was started to facilitate the implementation of the financing strategy. 

The main objectives of the project are:

To integrate the Financing strategy into the budgetary decision making processes, through result-oriented budgeting, and the Medium Term Expenditure Framework (MTEF),

To promote its implementation by the government agencies in charge,

To ensure its articulation with the Poverty Reduction Strategy Paper (PRSP).

The project scope also included implementation of the Financial Planning Tool for Water Utilities and extension of the financing strategy to rural water and sanitation, which was not covered in the initial strategy. 

4.2. Moldova

In the framework of the project an update of the financing strategy and its extension to rural areas is expected as well as an integration of the FS into the budgetary decision making process (MTEF, PRSP). One of the outcomes of the project is the prioritisation of short- and medium-term project pipelines based on the previous work done in the country. This will facilitate a better coordination of donors and IFIs programmes in the country and an effective allocation of the limited investment funds.

5. Financing Strategies in Africa (WSP experience)

WSP-Af has been also engaged in developing financing strategies in Africa using a computer model (Sector Wide Investment and Financing Tool – SWIFT). Again, in concept the generic approach presented above applies to these efforts, with the following additional details:

· Target setting – Policy targets inform the modeling process. In many contexts these targets result from the MDG framework adopted by the country though it is also possible that there are other National targets which inform this process. Target setting normally done at the National level and so consultative work is required to understand sub-national targets

· Unit costs – The African context has considerable variation in the technology used to provide services and so technology mix is a significant component of the unit cost estimation. The approach used in the SWIFT model is to estimate the most frequently observed technologies and develop specific costs for those. Where there are economies of scale (e.g. treatment facilities) a generic cost function approach is also used. 

· Availability of funds – the estimation of available funds in Africa can be quite difficult given poor budget reporting and donor coordination mechanisms. The projection of these values is also done at sub-national levels given the increasing relevance of decentralization linked reforms on the continent. 

WSP-Af experience with financing strategies highlights the following key benefits or contributions linked to the exercise:

· Donor coordination – As fragmented donor programs are often cited for inefficiencies in the sector a coordinated holistic planning exercise embodied by the financing strategy can help to increase coordination

· Increased financial accountability and monitoring capacity – Holistic financial planning exercises like the finance strategy development facilitate increased transparency in the use of financial resources. The framework adopted helps asses information availability which can then inform the development of a sector information and monitoring system (SIMS)

· Information linked to planning in a decentralized context – The use of sub-national fiscal transfer modeling on the resource availability side of the analysis facilitates a better understanding of how public finance systems aid or constrain the financial viability of sub-national implementation or planning units. This feature of the SWIFT model also assists more detailed designs of public financial mechanisms in the sector.

6. WSP-Africa On Going Work

Final draft note is expected from the WSP – Please see the presentations from the meeting.

7. Conclusions

Support to the development of country owned financing strategies is of considerable benefit as discussed above. The preparation and mainstreaming of financing strategies will add value to the sector’s overall planning reforms. These exercises should also be mainstreamed into country financial planning processes – and used as background to budget planning. 

There are tremendous synergies between the efforts by different agencies to support countries in the development of financing strategies. Support for collaboration amongst different regions and methodologies will serve to leverage benefits already achieved and to increase consistency in the approach – in the long run helping to mainstream it.
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