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Presentation Structure

- Sustainable financing for WSS : An overview
- Supply / demand of finance
- Looking beyond money at sector / project level

- Cooperation from political processes to projects:
An example in the MED region
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Sustainable financing
for water and sanitation:
An overview




Il The problem ’

- Water and sanitation (WSS) are essential services. Water resources
management is a largely public function with soft & hard components

- High investment needs, often capital intensive, requiring long-term
funding. And adapting to climate change may exacerbate this

BUT:

- The sector is notoriously difficult to finance

- Perceived to be a political sector: high risks / low returns
THEREFORE:

- Large financing gap in both developed and developing countries

- Vicious cycle: underfunding, crumbling infrastructure, poor services
QUESTIONS:

- What sources of finance can be tapped? How do they differ & interact?

- How can limited public funds be best used to leverage repayable
finance for WSS services?

- What ELSE can be done to ensure both financial sustainability AND
affordable, high quality services?
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Closing the Gap: the supply of finance
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Closing the gap - The demand for finance

Closing the financing gap entails minimising costs as well:

- Through better planning/phasing and low-cost
technologies

- Through increased efficiency of WSS systems &
enhancing cash flow (e.g. leakage reduction, improved bill
collection, energy efficiency)

- Through realistic levels of service, coverage targets and
phasing of implementation

Key message: Investment needs are not set in stone and
financial realism I1s needed
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I Looking beyond money :BE

Access to credit is constrained by country/sector risk perception linked
with inadequate cash flow, sector governance and utility performance

- GAP of financing from the 3 Ts
- Sustainable cost recovery: sufficient and reliable cash-flow

- National subsidies and international grants constrained by budgets /
political choices -> Improve their effectiveness and reliability

- Tariffs constrained by affordability & politics -> Increase efficiency
and address affordability for the low-income users

- GAP of capacity : strengthen sector governance and utility
management

- GAP in the financeability of projects: careful development of project
pipelines, project screening criteria

Key Message: Address all 3 to achieve financial sustainability AND
ensure adequate, affordable services
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Investmen
t Plans

- Policy objectives
- Technology reguirements

—> COSTS——>
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Strategic Financial

_ Beyond money: all involved!

Planning
Fill the gap with the 3 Ts
AUsers / beneficiaries
APublic budgets
A Solidarity (ODA, etc.)

Leveraging effects
(i) Attract each other
(ii) Attract repayable finance

>

Revise investment plans

Tariff Strategies

APart of Sustainable
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financial, economic,
environmental, social,
objectives

ATo address them:
tariff structure and/or
non-tariff instruments
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Blending, leveraging and
reduced cost of capital
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Repayable finance
ABlending to reduce cost of capital
ARisk management to attract fund

Leveraging and reduced
cost of capital
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Governance/Requlation

ADefine clear roles, stable policigs.
credible regulation

AConsolidate industry structure
ASet achievable sector targets

Operators (public or private)
Alncrease efficiency: reduce cost
Almprove services: increase WTF
AAdopt new technologies
Development Partners (incl. FIs)

ASupport preparation of rational
pipelines of financeable projects

ATarget grants
ACoordinate

A4
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Sector level: Clear rules, realistic goals
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Adequate framework: Stable policy and regulation, institutional
setup with clear responsibilities

Consolidated industry structure: appropriate regionalization

Realistic investment programmes:
- Based on long-term strategy with achievable targets
- Containing sustainable and financeable projects

Ensure financeability of promoters: Provide affordable capital
and stable revenues so they can achieve service targets

Sustainable cost recovery from taxes, tariffs and transfers

- Clear tariff policy, considering affordability for the poor and
differentiated solutions (eg. consider public goods)

- Fiscal decentralisation with performance based transfers

Harmonization of activities of different stakeholders (national,
national/local), including donor coordination
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I Project / Operator level: E
Ensure financeability, strengthen capacities

- Avoid defining projects in isolation (planners, stakeholders):
- Link to national and local policy dialogue (ownership and coordination)
- Systematic consideration of wider sustainability issues
- Careful phasing of improved sector conditions and projects

Improve implementing and O&M capacity (promoters):
- Strengthen planning and implementation capacity of all relevant parties
- Support project preparation
- Increase operational efficiency

| mprove providersodé creditworthin:
- Ensure reliable revenue streams
- Strengthen commercial management / financial discipline

Ensure affordable cost of capital (promoters & users)
- Need to target subsidies as funds are scarce
- Financial intermediation and use of guarantees can mitigate risk
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DPs: Target grants, lower transaction costs E

- Grants needed, but limited funds available T Focus on:

-Changing sector perception from nh
steady returno

- Leveraging and targeting of public funds

- Adapt to the evolving structure of the water market (more local, national
and regional operators than international ones)

- Viable innovations, including financial, scaled-up with public support
- Cut down transaction costs

- Mainstreaming Project Preparation Facilities

-The | ack of fngood projectso remains

- Mostly international initiatives for a specific region (e.g. Jaspers, FEMIP for
Mediterranean, ACP-EIB Water Project Preparation Facility)

- Have been useful at regional level: sped up delivery and increased
efficiency

BUT
- Mainstreaming at national level may help reduce transaction costs
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Strategy-to-project
cooperation : An example
from the MED region
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Strategy-to-project Cooperation in MED

- Political dialogue, agreeing on principles : the Union for
the Mediterranean process
- Currently on hold politically, BUT

- Provided basis for donors to agree and provide united front on
sustainable financing and principles for project financeability

. Support sector dialogues : EU FlIs to jointly support
strategic financial planning in selected countries
- Multiple stakeholders involved, local ownership
- Medium-term perspective for the implementation of outcomes
- Process-based loan conditions: keep borrower engaged

- Develop project pipelines / prepare financeable projects:

Systemic pipeline preparation through MeHSIP under H2020
Initiative pollution reduction sub-component
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HORIZON 2020: DE-POLLUTING THE MEDITERRANEAN

Mediterranean Hot Spot Investment Programme - Project Preparation and Implementation Facility
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MeHSIP- Project Preparation Investment Facilitym

- Geographic coverage

- Mediterranean partner countries: Algeria, Egypt, Israel, Jordan,
Lebanon, Libya, Morocco, Occupied Palestine Territory, Syria,

and Tunisia

- Components of MeHSIP-PPIF:

1.Governance & Support to Horizon2020 Initiative

2.Sectoral Support
3.Management of Hotspots & Project Pipeline (key component)

4.Capacity Building & Dissemination
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' Overall project list i~ investment needs E

U Horizon2020 Pipeline:

U Currently total 78 projects (planned, ongoing or completed) mostly
originating from NAPs

u Of these, 29 projects (U1.9bn) yet to secure funding/financing

H2020 Pipeline Financing Required
in Million Euros
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Wastewater = Solid Wate Industrial Emissions  OlIntegrated WW/SW/IE
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' Priority projects based on selection criteria ™=
U MeHSIP -PPIF Pipeline
A currently 9 projects considered for additional project
development support

ADivided into 1st and 2nd w
A Total estimated value: Ul1.15 hillion

MeHSIP-PPIF Pipeline Value by Wave and Sector
in Million Euros
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i A few parting messages

- Focus on both revenues and repayable finance i And they interact!
- Access to credit requires reliable revenue stream
- Target subsidies/grants to remove sector/project constraints

- Involve Ministries of Economy/Finance, Spatial Planning, etc. as:
- Integrate water sector planning with economic development
- Success of sector strategy hinges on appeal outside water community

- Address systemic issues of governance and project financeability
- Project selection needs to follow a systematic approach
- Base project selection on environmental and economically relevant

Intermediary objectives, possibly at (sub-)regional level

Look beyond money: Closing the financing gap requires
more than reducing costs and increasing revenues
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