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The WASH Financing Challenge

SDGs carry vastly higher price tag than MDGs Challenges in EAPRO — SDG cost calculation in Lao PDR
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Why invest in WASH?

Access to water and sanitation is a human right — UNICEF’s mandate for children.

Why should governments invest in WASH?

Water: Sanitation:

* Water is essential for life. Access e Sanitation is a private good that
to water should not be left to the offers public benefits. The use of
market due to risk that water public finance to support
prices will exclude the poor and sanitation is justified because it
vulnerable. There is an obligation provides benefits for society, not
for governments to intervene. just the individual.

In general the use of public finance is justified:
* When the spending provides public goods, or
* When the intervention addresses externalities

Cross-sectoral benefits:
* Investments in WASH also contribute to nutrition, health, education, poverty and
economic growth, urban services, gender equality, resilience and climate change.



Strong case for public funding of WASH,
but compared to health/education,
harder to get government support...

* Types of expenditure required;
* High upfront capital investment costs for expansion of services;
* Ongoing operations and maintenance;

* Expectation of user fees (tariffs)
* Equity issues
* Services can continue without government support
* Complexity of the WASH sector
* Needs, strategies and options differ across sub sectors
* Service provision by government and private sector providers
* National and sub-national government roles
* Multiple government agencies
e Coordination with other sectors — health, nutrition, education



Closing the financing gap (OECD

2010)
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Closing the financing gap
requires financing from a
variety of sources:

* reducing costs

* increasing tariffs, taxes
and transfers

* mobilizing repayable
finance (loans, bonds
and equity)

Tariffs are key, but public
budgets and ODA has a
role to play, too



Opportunity in EAPRO — Strong
Economic Growth

Cambodia
China
Fiji
Indonesia
Lao P.D.R.
Mongolia
Myanmar
Philippines
Thailand
Timor-Leste
Vietham

2017

6.9
6.9
3.8
5.1
6.8
5.1
6.7
6.7
3.9
-0.5
6.8

2018

6.9
6.6
3.5
5.3
6.8
5.0
6.9
6.7
3.9
2.8
6.6

2019

6.8
6.4
3.4
5.5
7.0
6.3
7.0
6.8
3.8
5.7
6.5

Increasing fiscal
space

Budgets are
Increasing

Opportunity to
advocate for
public investment
in WASH

IME: World Economic Outlook Database, April 2018



http://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx

Opportunity in EAPRO — Government

expenditure is increasing
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Emerging and
developing Asia

B 2010 Government Expenditure

B 2017 Government Expenditure

Increasing fiscal
space

Budgets are
Increasing

Opportunity to
advocate for
public investment
in WASH

IME: World Economic Outlook Database, April 2018



http://www.imf.org/external/pubs/ft/weo/2018/01/weodata/index.aspx

Extreme poverty by region - share of population below $1.25 a day (2005 ppp)

Opportunity in EAPRO — reduction in
poverty
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and Central Asia

Latin America
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South Asia

Eegion 2010 2030 X times decrease
East Asia 1030 0.0 103.00
Eastern Europe and Central Asia~ 0.60  0.10 6.00
Latin America 480 310 1.55
MENA 170 240 0.71
South Asia 2900 210 13.81
S5A 4520 2360 2.04
Total 94.60 31.40

Increased prosperity =
expectations are
increasing.

Increased demand for
more and better services
from government



PFAC issues in our problem statements:

Lao PDR:

Government does not prioritise WASH (if ODA increase, domestic allocation
decreases). No separate budget line for WASH in the national Treasury systems

Philippines:

How to make a case for national government agencies to increase their financing
support to household sanitation, which is implemented by local governments?

Indonesia:
How to improve the efficiency and effectiveness of village level expenditure?
Mongolia:

Government funding allocation to Wash in Schools is not targeted to achieve
equity.

Myanmar:

Government funding is not transparent, interest in participatory budgeting and
social audits



Public finance is only one element in
responding to the financing gap

Eg.
Cambodia:
Financing gap for rural sanitation.
(includes issues of transparency and equity)
China:

Financing gap for desludging service for rural communities
(public funds are insufficient)

Indonesia:
Opportunities to target Zakat funds
Myanmar:

Regulatory reform to incentivize private sector investment
(contract enforcement)



PFAC Framework - supporting the best use of public

budgets

What are
common
types of
PFM
obstacles to
results?

Key stakeholders and decision makers do not
recognize the investment need (low budget
priority);

Insufficient allocations — can’t meet the true costs
of implementing plans

Inefficient expenditure — funds are not available
when needed, do not reach intended recipients, or
expenditure is inefficient or slow;

Ineffective expenditure — resources go to
interventions which are high-cost, low impact or
uncoordinated,

Inequitable allocations — decisions do not
consider the needs of the disadvantaged,;

Weak financial accountability, budget
transparency, or citizen participation

10



PFAC issues in our problem statements:

Lao PDR: Government does not prioritise WASH

Philippines: Insufficient allocations from national
government to local government to meet costs

Indonesia: Efficiency and effectiveness of village
level expenditure?

Mongolia: Government funding to Wash in Schools
is inequitable.

Myanmar: Transparency issues



Action Area 1

Action Area 2

Action Area 3

PFAC Framework - supporting the best use of public budgets

Action Area 4

/Data and

evidence
generation to
advocate for
greater and better
public investment
in children and
inform sector

!eforms. /
//Data and eviden&

to inform sector
reforms and
budget
allocations;

* Expenditure
analysis, costings,
investment cases,
value for money,

4

/Engage in the \

analysis, equity

cost benefit
N /

/Empower citizens,\

budget process to to track spending
influence and and participate in
support national/local
allocation budget processes
decisions and
improve
spending

\performance / k

4

/Support evidenc&

based budget
proposals;

* Track spending to
enhance efficiency
and effectiveness;

* Support financial
planning and
reporting;

N /

/Promote public\
access to data

* Build citizen
capacity to track
the use of public
funds;

* Facilitate
participatory
budgeting;

N

/Support domestic\

resource
mobilization,
facilitate service
provider access
to credit

A\ 4
KAssist in the

development of
sector financing
plans and
modalities;

* Facilitate
governments and
service providers’
access to finance

N /




Strategy to achieve results through PF4C

Problem definition Target Audience

Identified through: National Gov

v'SitAn (MoF, MoP, Min of

v CP Objectives WASH)

v Country Context Local Government
Parliament
Private Providers
Commercial/
Financial sector
Civil Society
Groups

Selection of Tools Partner Selection Modes of
Engagement
Needs v' Government
assessment agencies Technical advice
Costing (SWA) (including Analysis
Cost benefit MoF/Planning /Evidence ReSt_JIts for
analysis/Investme UNICEF generation Children
nt Case/Return on WASH/Social Advocacy
investment Policy/DFAM Capacity Building
Expenditure Other UN Support to - ._
analysis (TrackFin) Agencies/IFls partners
Fund Flow (PETS) Development
Fiscal space partners

Political economy Think tanks/
analysis NGOs/Academics




Complementary Social Policy &

Sector Roles

Activities led by Social Policy
Staff/teams

» Understand budget cycle and
inform planning PFAC activities
(with whom, when, on what)

» Policy dialogue around investments
in children, fiscal space and fiscal
reforms (e.g. MTEF, fiscal
decentralization...)

» Evidence generation on public
investments in children, resource
gaps and linking them to outcomes

» Develop and support budget
guidelines and M&E for the national
budget process
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Activities led by other Sectors (with
support from SP)

» Support line ministries’ budgeting and in
budget submissions that include cost
effective, high impact programs

» Support to sector reforms, including sector
expenditure reviews and gap analysis

» Develop sector investment cases, cost
benefit analysis, and costed action plans

» Develop sector investment strategies

» Develop and support budgeting guidelines
and M&E within sector ministries

- 7 e &

I B

\{c W

UI ||Ce| his 7
S



Responding to the WASH financing gap

will take more than public financing:
public budget and ODA play a role, but tariffs are key

Investment Bridging
Cost Financing the Gap
sarea {rehabilitation & Gap
W ne“o:.
Commercial loan
Maintenance Transfers Market
Costs Based
] Repayable
Bonds/equity Finance
! Taxes
I
Operating Concessionary to
debts Costs Support Market Finance

Revenues Keys

Costs

Public Funds
Private Funds

Funding gap
Repayments

Action Area 4

£ N

Support domestic
resource
mobilization,
facilitate service
provider access to

4
KAssist in the \

development of
sector financing
plans and modalities;
* Facilitate
governments and
service providers’

\access to finance /
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SDG 17: Strengthen the means of implementation and
revitalize the global partnership for sustainable

development

16

Finance

Technology

Trade

Capacity building

Other systemic issues

— Policy reform and institution building

— Partnerships, including with local communities
— Data, monitoring and accountability



Major Trends

Changing paradigms for sector roles

. Business .Government _J Civil Society

Old Paradigm New Paradigm
B Government, Civil Society and Business each acting primarily B Greater degree of activity to address societal challenges within
within their own spheres each sector and more integration across a shared space
B Some degree of interaction, but limited—each sector acting B New frameworks for collaboration, partnership and innovation
independently to influence the other resulting from increased intersections
B |ndependently-defined roles of each sector B Increased blurring of traditional roles

B Evidence of hybrid organizations emerging (e.g. business with
social purpose and civil society as market actors)

Source: World Economic Forum/ KPMG (2013) The Future Role of Civil Society



UNICEF Study on Innovative financing

Innovative finance mechanism exist for WASH but limited in scope/scale

Voluntary Contributions

mm Taxes/Levies

Financial Instruments




financing

Financing Solutions to Address Needs- Blended

Population Category Company Size

Financing Needs Financing sources/model
A

_\

Wealthy/ Major

Non-poor e Companies usD _ _

500,000+ WASH Financing Trust Fund

_________________________________________________

Vulnerable >_ SMEs, CBOS’ 10?(%?) -

non-poor small utilities 250,000 :

WASH Input Credit Fund

—_— ]

Moderately

poor (under >— .

poverty line Micro- usD

; 1,000 — . . -

>USD 2/day businesses, 10,000 WASH Microfinance Facility
- households
-

Extremely poor/
destitute (under
extreme poverty
line of USD
1.25/day

-

Usually not covered by either formal

services or financial markets

WASH Emergency Revolving Fund
WASH Common Vision Fund
WASH Financing Trust Fund



WASH Financing Trust Fund

UNICEF/World Bank/UNDP as
Trustees

Manage the fund
Maintain ownership

Repayment of Safeguard the interests

principal and
interest rate

Lender/Donor
(Bi-laterals, y Trust Fund

foundations) E—

Provision of

loans

Disbursement
Repayment of loans of fundic:. (gnrants and Repayment of loans
and interest oans) and interest
Recipients Recipients
(implementing (national

agencies) governments)




WASH Input Credit Fund

Governments/
foundations

ICF

Inwvestors
(Domestic’
international
pension funds)/
foundations/
sovereign wealth
funds

v

UMNICEF

s

Grant funding

.l

Mational
government and
Civil Society

'li_

e oo e

Agent Bank(s)

1

AR

Project Portfiolio 1

_.a-"'"f'“i""-m_

FProject

Froject
1.1 1.2

Investment capital

Agent Bank(s)

e

Project Portfolio 2

_-l""-'-.-r.-r._ _\-\-\_\-‘-‘-"‘"-n_
FProject Froject
2.1 2.2

Country 1 /,E:W Country n

Agent Bank(s)

L

Froject Portfolio n

f’ﬂ_‘-\-\-\-\_\""—\-\_
Froject Froject
n.1 nz2




WASH Microfinance Facility

Bi-lateral UNICEF
governments,
foundations,

investors Credit funds

Guarantee funds
Fund to cover interest

b 4

MFI

Re-payment mechanisms ) Re-payment mechanisms
Request/credit offer

Credit monitoring

€ e e e e -

Payment mechanisms
Suppliers Beneficiaries
; i :
| Installation of I Governments/
! equipment and : CBOs

L e — - - = - monitoring/ @[ ———=—=-
maintenance




Model 1: SSIP not constrained by finance Model 2: HH not constrained by finance

v

MFI only approves loans when

rained masons involved- Guaranties
HH loan for

WSS infrastructure UNICEF/Part

(similar to personal debt)

Train/certify masons
on building techniques

P
<«

v

&
<«

vv

<

QA/QC on appropriate

Mason builds hh WSS technology/safety

infrastructure

Advice on loan applications
to ensure service quality and Guaranties

UNICEF/Part

Model 3: HH constrained by finance

=)

HH loan for
utility connection

N

Local Committee
liaison b/w HH & utility

MOU with Utility
to establish connection
plan & service delivery

Social mobilization
to stimulate demand

Set up/
support
LC

UNICEF [Part

loan

payment
UNICEF/Partinput
work

VvVVvyvVY




WASH Emergency Revolving Fund

@ Flexible funds in
the form of loans

Investors

and grants
>

<

Revolving Fund
@ repays its lenders

Institutional

@ funder pledges

are evaluated

Revolving
Fund

and cash is
dispersed

T Institutional

funder

replenishes the
Bridge Fund

Institutional

Funder

Institutional
funder makes a
pledge to
LUNICEF

|
i
|
|
.4'

UNICEF

3

UMICEF is able to
guickly purchase
supplies in
emergency situations




Horizon programming
UNICEF WASH strategy 2016 - 2030

Continue .
Move in new

learning and Do better

adapting directions

' Water Enabling environment Climate resilient
safety, sustainability and strengthen capacity and systems to enable all WASH
access actors to contribute effectively a framework for
Sanitation Accountability -
socia! SEBRE aceey and support transparency, monitoring and people’s
sustainability participation as anchors of good governance
Hygiene Working inter-sectorally reaching the most
more focus, supporting WASH as a contribution to education, health, vulnerable, wherever
others to promote nutrition and other outcomes, including they are
behavior change WASH in institutions, gender and disabili .

Private sector

Humanitarian Leverage resources for WASH goods and services
delivering service, breaking public and private financing for scaled-up, as well as broader

contribution

~ silos, national coordination sustainable programmes

Urban service delivery: “Primarily in emergencies — but also whenever no one else is
addressing the need — UNICEF will directly engage with [urban] service delivery”

Financing: “UNICEF will utilize its own resources to leverage financing for children working
with partners on innovative financing modalities for WASH, with a focus on domestic
financing.



Why aren’t simple loans happening more in our

sector?

Commercial Bank

Borrower — SP (public

or private)

High interest rates
because its own cost
of funding is high

~

4 )
| Not familiar with the TA

sector

\ _J

" The sector cannot )
generate enough <]

(_cash )

e ™

The service provider
is weak in capacity

NS

[ Weak in capacity,a )
lot of operational

\_issues J
 Not enough )
physical assets as |«

_collaterals Y,

Has never had a
bank account

Income is too low <«

J
-
Requires collateral
for most loans
g J
e A
The loan size is too
small
_ Y,

" Even when operation
runs well, not
._enough revenues

~

J

Do not have an
enabling

. environment

No physical assets
as collateral

No demand for
WASH
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Cost recovery options

$
Full cost J‘- A Inmediate full cost recovery
recovery B} _
I~ Progressive full cost
yd recovery
Recovery —
of O&M D Recovery of O&V costs only
costs only E Recoveryof O&Mcosts
only, with initial use of
subsidies
Time

Figure 1: Cost recovery options
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Financing Modalities
and Conditions of
sSuccess



Financing Sanitation Chain

SANITATION SERVICE CHAIN that combines collection and
transportation of sludge, biogas production and impact investing

BASE CASE: UTILIZING THE DIGESTATE

° e Briguettes
A= A~ G- = b = vesn :
Fewuls Option: Organic fertilizer
Childrenand Latrines Emptying of Sludge  Biogas plant

their families latrines transport T L e R
N / :

Y—

Microgrid

Organized and conceptualized sludge collection - Electricity Batteries

based on a franchising model — type of support Gas
provided depends on the local context.



Water Supply Chain

Customer facing services

Municipal Water Supply
Value Chain

Customer facing services

**Orange arrows = upstream competition
**Green arrows = retail competition
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ODF Impact Bonds

Step 6. Outcome
Funder repays
investor principal
plus interest,
directly or through
Financial
Intermediary

Step 5.
Independent
Evaluator reports
results to
Outcome Funder

Notes

*A Broker may facilitate agreements.

Impact

Investor

// Step 1. Agreement\\
, negotiated between
Investor, Implementer, N
and Outcome Funder

Broker*

Step 4. Independent Evaluator
evaluates if results achieved

Implementer

Step 2. Investor
provides upfront
capital to Financial
Implementer, Intermediary**
directly or through
Financial
Intermediary

< -

Step 3. Implementer
implements the & -
programme, with

Technical

assistance from Advisor
Technical Advisor

Population in Need

**A Financial Intermediary receives the upfront capital from the Investor, distributes the funds to the Implementer, and repays Investors
using funds received from the Outcome Funder
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Model 1: SSIP not constrained by finance

MFI only approves loans when

rained masons involved- Guaranties

HH loan for
WSS infrastructure
(similar to personal debt)

Train/certify masons
on building techniques

v

&
<«

Mason builds hh WSS
infrastructure

Model 2: HH not constrained by finance

v

P
<«

»
>
< 1

»

QA/QC on appropriate
technology/safety

Advice on loan applications
to ensure service quality and Guaranties

Model 3: HH constrained by finance

MOU with Utility
to establish connection
plan & service delivery

loan

payment
UNICEF/Partinput
work

VvVVvyvVY

®-0
—
%

HH loan for
utility connection

Social mobilization
to stimulate demand



Case Studies



Mobile banking — another financial
Inclusion & payment tool

* What is mobile
banking?
* Provides cost-

e_ffective flnance
“infrastructure”

* Often includes low-
cost payment services

 Microfinance services

e How IS It used In
WASH?

« Example: d’Inclusion
Sociale in Senegal

Mobile
Communication

34



Mozambique

Funders

Include private sector investors (540 M in
loans); DFIs (560 M in concessional loans);

r Y

and bilaterals/foundations (5100 M in
grants).

Water Fund
Composed of a Board and Trustee; the Board
oversees the Trustee, which manages the
Fund’s escrow account (used to receive and
distribute payments); UNICEF has board seat
and oversees payment approvals.

2a

Steps

1. Investor and donor funds are pooled into the Water
Fund.

2a. Water Fund disburses payments to the contractors
building the infrastructure, with UNICEF oversight on
payment approvals.

2b. PPP oversees development of infrastructure, with
UNICEF technical assistance.

3. New infrastructure increases the population
connected to water supply.

4, Users pay tariff to water service operators.

5. Water service operators remit portion of tariff
payments to PPP.

6. PPP remits portion of tariff payments to Water Fund
to service debt obligations.

7. Water Fund makes loan repayments to investors.

PPP
Manages and oversees development of
infrastructure and water services operators
across all 60 towns; UNICEF has board seat
and provides technical assistance.

2b

Water Supply Systems

Infrastructure built across 60 towns.

Users
Population connected to and using water
supply systems.

—» Financial Flows

--------- * Non-Financial Relationships

Water Service Operators
Operate water supply systems.




COMMUNE

TA

External Partners
Investment

A Service

Contract Regulatory
Service Provision ME

SMALL SCALE SERVICE

>

DRH
Devoluted
Services

10%

Water (WRM)

PROVIDER REGULATION
A A
35%
SYSTEM
(200,000 users)
BANK
L 25% x% o
4
f
25%
Users 500 CF/A/m® > FRE




Burkina Faso

Currently, credit available to
water service provider: $200,000

T~

Estimated needs to scale up
water finance facility: $S3m

Credit Facility

Repayment of
loan (3 million
USD) and profits X
from interest

charged to
service provider
consortium

Local consortium of

service providers

— | .

Pay back
loans from
credit facility Small Small
service service
provider provider
Tariff

collected \ \

Small
service
provider

"

With guarantee from
third party (e.g.
SIDA), credit to the
consortium: S3m

Role of UNICEF: (1)
brokering guarantee;
2) transaction
support; 3) policy
and market building

Increased household coverage of water services




Ethiopia - Blended Financing

One WASH National Programme

CWA Non- GOE
CWA
\ 4
WRDF —
Water Resource
Development
Fund
USF -
WATER .
Sanitation
Cost
recovery

Grant resources

EIB

National Bank of
Ethiopia

UNICEF

Selected Towns

Loan
conditions
??

o

Bilateral loan
agreement: EIB -
MoFEC

MOFE
C

Tri-partite MOU: EIB-
MoFEC - UNICEF

JL




Nigeria: The SanMark Model

Bricks & sand
Supplier

—

Sanitation
Entrepreneur

Local Govt

2. LGA Staff working on
Demand Side of Sanitation
Introduces Entrepreneurs to
WASHCOMs

9

|

5. Entrepreneur
dispatches materials &
his mason to construct
*
E——

4. Entrepreneurs takes
orders & collect
advance from

Households

1. UNICEF & SMEDAN identifies and

trains interested Sanitation
entrepreneurs and links them with
suppliers

7. HH make payment to the
entrepreneur on completion

WASH COM
Federation/WASHCOM

3. WASHCOMs Invites the
Entrepreneurs to Sensitize
Communities on Technology
& Price Options to Market
Improved Toilets.

6. Masons trained by
UNICEF constructs
toilet construction




Inclusive Operations Model

Microfinance
Institution

Grants loan to HHs
interested in Toilet
Construction

Entrepreneur

Makes timely payments to
MFI as per the repayment
schedule

Local
Government

I

Links the MFIs to HHs
interested in improved
toilet construction

~
Entrepreneur will ~~ Sensitizes HHs on

. ~ . .
supply materials ~. construction and links them to
: ~
and provide masons ~o Entrepreneurs
for toilet S~o
construction So

WASHCOM




Guarantor Donor - UNICEF

L Apex Bank j«—

Rural Community Rural Community Rural Community

Banks Banks Banks
! il il
SMEs SMEs SMEs
¥ ¥y 3!
House- House- House-

holds holds holds




Roles of UNICEE, FMWR and
Financing Institution

Financing Institution

UNICEF

FMWR (Federal
Ministry of Water
Resources)

¢ Providing loans to the individuals who are interested in construction of
improved toilets.

* Group formation process that leverages on demand generation of
UNICEF

* Strict implementation of loan recovery mechanisms
¢ Render monthly report through to FMWR and UNICEF
e Submit quarterly disaggregated data through to UNCIEF

* Providing support for organizing technical workshops, conducting
exposure visits and creating awareness campaigns

* Provide the geographical locations where the demand generation is
created for construction of sanitation facilities

¢ Participation in quarterly meetings and review the progress and work
done under sanitation financing initiatives

¢ In consultation with FMWR, further the discussion on the emerging
opportunities for collaboration as specified under PEWASH.

* Coordinate with UNICEF, and ensuring quality technical assistance to
party two

* Facilitating smooth enabling of UNICEF’s role in programme
implementation through circulars/ memos as required from time to time.

¢ Providing the participants list for the training programs and ensuring
their participation

* FMWR to facilitate declaration / announcement of construction of
improved toilets
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