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Letter From the Executive Director
Water Infrastructure Project Sector – 
A Summer Holiday?
While August is normally associated with summer holidays, school breaks and government recess, the global water/wastewater arena has seen much activity – conference events like World Water Week in Stockholm and the 2nd Southeast Asia Water Forum, announcements of new programs such as the ADB’s Innovation and Efficiency Initiatives, and loan approvals such as the World Bank loan to Brazil, the ADB loan to Pakistan, the Islamic Development Bank loan to Gambia, the EBRD loan to Russia, and the ADB loan to China.  The IADF hopes to see this pace of activity continue through the last months of the year with the announcement of more initiatives, more loans, and more project closings within the global water/wastewater sector – all focused on establishing sustainable financing solutions and viable projects that effectively contribute towards the achievement of the water MDG’s.
The IADF Bulletin looks forward to reporting on any intriguing new efforts, projects deals, government initiatives, new infrastructure project development programs, new infrastructure funds, and development bank programs that are focused on sustainable water/wastewater infrastructure project development and service improvement.  

We encourage your contributions.
Kathy Shandling
Acting Executive Director

International Association of Development Funds

Further information on the IADF can be obtained from our newly redesigned website: www.developmentfunds.org. Submissions and can be sent to info@developmentfunds.org. 
NEWS DESK

Compiled by: Kristyn Oldendorf and Kathy Shandling
World Water Week in Stockholm

www.worldwaterweek.com

The annual World Water Week, hosted by the Stockholm International Water Institute, was held in Stockholm from August 21-27 to create a capacity-building forum for innovation in water, sanitation, and other development areas, and to make these areas an international priority.  

Approximately 1,300 participants from 100 different countries attended World Water Week. They came from a variety of backgrounds, including business, government, water management, academia, civil society, United Nations agencies, non-governmental organizations, research and training institutions, international organizations, journalism, and science.  
Topics for discussion and presentation included integrated water resource management, sanitation and hygiene, sustainable development, trans-boundary water management, pollution control, governance, flood management, climatic variability, economic development and trade, conflict resolution, education, financing, gender, and more.  Themes discussed during Water Week relate to other policy making and scientific water-related meetings on the local and international level. 
The 2005 World Water Week focused on two approaches for  meeting future water and sanitation needs. The soft path utilizes hygiene promotion, public education, and behavioral changes to decrease sanitary problems and diseases.  This approach has been promoted through the Central American Handwashing Initiative, which is supported by USAID, UNICEF, the World Bank, and five countries in the region and has shown real results. The second approach, the hard path, includes improved water storage capacity to improve resilience to floods and droughts, improving economic growth. 

Anders Berntell, Executive Director of the Stockholm International Water Institute, called for a balance between the building of large-scale infrastructure, such as dams, sewer systems, and piped water, and demand management, including capacity building, stakeholder involvement, and institutional development. He also stressed the importance of moving beyond infrastructure and institutions alone to deliver water, and to focus on the people and implement a people approach. Anders congratulated the participants for their active, respectful and successful debates and discussions.  

The 2006 World Water Week will carry the theme of “Beyond the River: Sharing of benefits and responsibilities,” with a focus on moving past competition both between rural and urban sectors, and between upstream and downstream users, internationally and domestically, to create cooperation and sharing of responsibilities and benefits. 

Asian Development Bank Approves New Initiatives

www.adb.org
31 August 2005

The Asian Development Bank (ADB) approved three new initiatives to become more client-orientated, responsive, and efficient, which are part of ADB’s Innovation and Efficiency Initiatives. The first new initiative will improve the Bank’s project financing capability to make it more consistent with current market practices by creating a new approach for cost sharing and expenditure eligibility.  ABD will implement a more flexible approach to cost sharing limits and will expand their financing to include land acquisition, taxes and duties, bank charges, and other expenses eligible. 
Additionally, a new financing modality concept, which is to be test piloted over three years, will provide alternative financing for development needs to ADB and its member countries. Also, a multitranche financing facility will enable long-term projects to be financed in staggered and structured multiple loans to  minimize the negative effect of loans on client’s balance sheets and cofinancing capabilities.  
And the ADB seeks to expand into local currency lending, using bond issues and commercial swaps to reduce currency mismatches and to enable ADB to support capital market development. 

2nd Southeast Asia Water Forum-ADB Calls for Needed Improvements in Asia’s Water Sector

www.adb.org
30 August 2005

The Asian Development Bank (ABD) Director General Shamshad Akhtar spoke at the opening of the 2nd Southeast Asia Water Forum, held in Nusa Dua, Bali.  He called for new strategies, strengthened governance and economic regulation in the water sector to improve Asia’s water management and distribution to consumers in agriculture, industry, and domestics.  

Focused on contributing toward the achievement of the Millennium Development Goals, the forum was organized by the Global Water Partnership-Southeast Asia, the Indonesia Directorate General of Water Resources, the Ministry of Settlement and Regional Infrastructure, and the Indonesia Water Partnership. The week-long conference welcomed over 400 participants from public and private sectors and international development agencies to discuss financing, water reforms, water resource management, and growing demand for water services in cities. As a result of the conference, the participants are expected to form a regional commitment for managing the water sector and improving water governance. 

JBIC to Participate in Southeast Water Forum

Japan Bank for International Cooperation

23 August, 2005
The Japan Bank for International Cooperation (JBIC) is participating in the Southeast Water Forum and will use the Forum to focus on the pressing water issues that Southeast Asia is currently facing. The Bank will make a keynote speech, hold session meetings, and set up display panels to share their experiences of past projects as well as their present water sector projects financed through ODA loans.  It will also open dialogue on upcoming challenges. 

To share their projects and experiences, JBIC will convene two sessions. On the 3rd day of the Forum, it plans to hold “Upstream-Downstream Issues in Implementing Equitable and Reasonable Water Utilization;” and on the 4th day it will hold “Developing Sanitation and Wastewater Management.”  These sessions will present summaries and experiences of ODA loan projects, including the Brantas River basin development project in Indonesia and the integrated water resources management project in the Pampanga River basin in the Philippines.  Participants are expected to include government officials, researchers, and other experts involved in water development work. They are invited to make presentations on their own experiences and issues from project sites and strategies for addressing the issues. Open discussions and exchange of views will help participants apply what they learn to water activities in their own countries.  
JBIC has played a major role in addressing water issues in Southeast Asia, and has recently partnered with local Japanese governments and NGOs to share knowledge and experience. JBIC has contributed 1,754.1 billion yen in ODA loan commitments to support projects in water supply and sewage, irrigation, and flood control. The Bank plans to utilize various financial tools to support privately financed projects and projects with private participation. It will also continue to distribute ODA loans to support infrastructure development as a means to poverty reduction and economic growth. 

National Wastewater Recycling Association Conference

www.wateronline.com
29 August 2005
The National Onsite Wastewater Recycling Association (NOWRA) will hold its 14th Annual Technical Education Conference and Exposition at the Cleveland Renaissance Hotel from October 10-13 in Cleveland, Ohio. This year’s conference will be largest held, hosting an exposition of equipment and products as well as educational and training sessions. Hundreds of experts, technical professionals, and service practitioners in the wastewater industry will attend the conference, which will focus on vital wastewater infrastructure needs and the programs and projects addressing them. Guest speakers include Ohio’s governor, Robert Taft; Ohio’s Senator, George Voinovich; and Benjamin Grumbles, US EPA Assistant Administrator for Water.  More details of the conference can be found on NOWRA’s website: www.nowra.org
$56.6 Million World Bank Loan to Brazil

www.worldbank.org
25 August, 2005

The World Bank approved a $57.6 million loan through the International Bank of Reconstruction and Development to support the Brasilia Environmentally Sustainable Project. This project will utilize environmental planning, management activities, and poverty reduction initiatives to establish quality water resources, and it will improve policy and administrative issues of waste and water management.  The Federal District as well as the Brasilia Metropolitan Region have a growing need to improve their water quality and address the regional inequalities, which the project will work to improve.

Component One of the project focuses on the administrative aspect of the area’s waste management.  It will improve the technical and institutional environment through stronger technical assistance and institutions. 
Component Two will support social inclusion in localities with pressing social inequalities, along with working to decrease water resource pollution. 

Component Three will focus on the communities of Aguas Lindas and Vicente Pires by decreasing water pollution loads and implementing solid waste disposal activities to improve the quality of life. It will also work to protect Brasflia National Park   

Technical, administrative, and financial management activities will be supported by Component Four of the project to assure that the project has effective implementation and meets its objectives. 

This specific investment loan has a grace period of five years and a maturity term of seventeen years. The Infrastructure and Civil Works Secretariat will act as the implementing agency for the project, which has a closing date of 31 March, 2011.  For project documents please see: 
http://web.worldbank.org/external/projects/main?pagePK=104231&piPK=73230&theSitePK=40941&menuPK=228424&Projectid=P089440
ADB Loan to Pakistan for Infrastructure Development Strategy

www.adb.org
19 August 2005

The Government of Pakistan will plan and implement an infrastructure development program to prompt economic growth and poverty reduction. This program will be supported by an Asian Development Bank (ADB) loan of US$25 million. In addition to preparing projects to provide electricity, transportation, and water resources, the project will assist institutions in the power, transport, and water resource sectors to better plan, develop, and implement. Part of the project includes the creation of an investment program for the government to develop its infrastructure sectors. Also, the project will promote an investment environment to attract public and private participation in infrastructure. 

A technical assistance grant of $150,000 will accompany the loan to identify and remove investment constraints. ADB’s loan has a 32 year term, with a grace period of eight years. During the grace period, the interest is set at 1% per annum; it will adjust to 1.5% per annum after this period.  The ADB loan covers about 75% of the total project cost of $33.67 million. The Government of Pakistan will provide $8.33 million for the project. The Planning and Development Division will act as the executing agency for the project, which is scheduled for completion in September 2009. 

Gambia receives Islamic Development Bank Loan

www.isdb.org
6 August 2005

The Islamic Development Bank (IDB) is providing a $4.875 million loan to the government of Gambia to help finance its project, “Provision of 100 Water Points in 4-Divisions.” This project will focus on rural Gambia to improve access to drinkable water as well as to improve sanitary conditions. The Department of State for Fisheries and Water Resources (DOSF) will act as the executing agency for the loan, which has an implementation period of 2005-2009. The project will be co-financed by a $0.610 million loan from the government of Gambia for a total project cost of $5.488 million. 

Islamic Development Bank Loan to Oman 
www.isdb.org
6 August 2005

The Islamic Development Bank (IDB) is providing a $60.2 million Istisna’a loan (a type of financing used by Islamic financial institutios) to the Ministry of Regional Municipalities, Environment, and Water Resources (MRMEWR) in Oman for its “Sewage Systems Project for Nine Cities.”  The project will work to reduce the contamination of underground water resources by establishing sewage collection networks and sewage treatment facilities. These steps will help prevent the negative effects of pollutants on human health and the environment. Oman’s major cities of Ibra, Rustaq, Saham, Ibri, Khasab, Sur, Sumail, Nizwa and Buraimi will undergo improvements through this project. The implementation period of the loan is 2005 to 2008. The project will be co-financed by a $123.1 million loan from the government of Oman.  

Mexico Receives World Bank Loan for Technical Assistance

www.worldbank.org

4 August

The World Bank approved a $25 million loan to the government of Mexico for its “Modernization of the Water and Sanitation Sector Technical Assistance Project” to modernize the water and sanitation sector. About 55 percent of households connected to the water supply and sewage system receive poor quality service and intermittent supply. This project aims to address this issue of poor quality by inducing local authorities to improve the sector’s financial sustainability and efficiency. 

Component One of the project seeks to assist the Federal and State governments to develop studies and activities aimed at the water and sanitation sector’s policy making and planning institutions. Component Two will help develop replicable and sustainable models of efficient and successful water supply and sanitation services by improving service and making institutional reforms.     

The Comisión Nacional de Agua (CNA) will act as the implementing agency for the loan, which has a grace period of five years and a maturity term of fifteen years. 

 

For project documents, please visit: http://web.worldbank.org/external/projects/main?pagePK=104231&piPK=73230&theSitePK=40941&menuPK=228424&Projectid=P091695
Sakha, Russia Receives EBRD Loan for Water and Heating 

European Bank for Reconstruction and Development

http://ebrd.org/projects/psd/index.htm
4 August 2005

The European Bank for Reconstruction and Development (EBRD) is providing a loan for the “Sakha Regional Municipal Services Development Program.” This program will work to finance the upgrading of heating and water systems in the Republic of Sakha and help them to reduce their operating costs. 

EBRD is providing loans to the City of Yakutsk, the State Unitary Enterprise (the Vodokanal), and the State Unitary Enterprise of Communal and Housing Services (GUP ZHKH), totaling EUR 71 million.  Funding is broken down into EUR 8.5 million to the City, EUR 10 million to Vodokanal, and EUR 28.4 million to GUP ZHKH. The Republic of Sakha, in which the borrowers are located, will provide a guarantee and will support the project.  

This project will encourage financial reporting to help strengthen corporate governance standards for operating companies in the water and heating sectors.
The loan will finance technical cooperation up to EUR 3.0 million for design, procurement, and other implementation support. Grant financing will be procured to support further technical cooperation. EUR 350,000 will be sought for unit training and project implementation; EUR 800,000 will be sought for corporate development assistance to enhance commercial viability; and up to EUR 200,000 will be sought for the lender’s supervisor. 

This is the first regional scale, long-term municipal infrastructure loan in the Russian Far East, and so will likely serve as a model for future loans of its kind. Success counts on several factors, including: the use of funds toward communal services in remote northern settlements; commercialization of water and heating services in Yakutsk and northern settlements through tariff reform; and the use of an incentive-based Service Contract to restructure the operating companies that are providing services to the municipalities.

Asian Development Bank Prepares New Infrastructure Strategy

2 August 2005

www.adb.org
The Asian Development Bank headquarters in Manila hosted a meeting July 28-29 with experts from ADB, various international organizations, and the seven Developing Member Countries (DMCs) to form ADB’s strategy for dealing with the challenges facing Asia’s cities.  The Director General of ADB’s Regional and Sustainable Development Department, Bindu Lohani, addressed the attendees and stressed the need for the ADB to increase its infrastructure lending, as infrastructure needs currently outweigh financing levels. Asia has been experiencing rapid population growth, with its urban population tripling in the past fifty years. Approximately one third of Asia’s population lacks access to potable water, and half lack access to adequate sanitation. Lohani called for Asian cities to create goals and planned strategies for their futures. 

It is estimated that $250 billion will be needed each year to meet urban infrastructure needs over the next 25 years. ADB expects demand to grow, especially in water supply and wastewater, transportation, and energy.  To meet this demand, ADB must increase its investment, assist DMCs in policy reform, strengthen human resources, and encourage local autonomy and private sector involvement. Lohani pointed out that ADB needs to find ways of lending to local governments, as they carry the service responsibilities, even though financing currently tends to remain with the central governments. 
As a part of its refocused strategy, ADB is reviewing its Urban Sector Strategy, a plan approved in 1999 to address urban development projects, investment plans, and projects. ADB’s infrastructure investment, which averages around $800 million a year from 2002 to 2004, makes up about sixty percent of its overall lending. 

ADB $55.8 Million Loan to China for Water Resource Management

www.adb.org
1 August 2005

The Asian Development Bank (ADB) has approved a US$55.8 million loan to Fuzhou, the capital of Fujian Province in the People’s Republic of China to help it reduce water pollution and protect water resources through various approaches. The project’s many goals include improving access to drinkable water, reducing water-borne diseases, and improving environmental conditions to improve overall living conditions and health standards. This project will expand the Yangli sewer system in eastern Fuzhou, will construct a Lianban sewer network on Nantai Island in southern Fuzhou, and will rehabilitate 13 inland creeks on Nantai Island for pollution control and flood protection. It will help the government improve its strategy for water resource management by implementing a capacity building and training component for the government. 

From an environmental standpoint, the project will work to achieve targeted environmental standards by improving the water quality of the inland creeks and the Min River, which suffer from organic, nitrogen and phosphorous waste. The Min River, a major waterway that passes through Fuzhou, provides water for drinking, irrigation, and industrial processing.  Rising pollution of the river, due to rapid growth and urbanization in the area, is a cause for concern, which the project will address.  The environmental improvements will stimulate economic activity, encourage the creation of civic amenities, and promote Fuzhou’s image of an urban proponent of environmental improvement. In total, the project will construct about 264 km of sewers and rehabilitate 35 km of existing sewers. Fuzhou, a major industrial, cultural, and industrial center, has 1.85 million residents who will benefit from the project. 

The Fuzhou municipal government is the executing agency for the  project, which has a total estimated cost of $185.5 million.  The ADB loan of $55.8 million covers about 30% of the cost.  The loan has a 25 year term with a grace period of five years, and an interest determined by ADB’s LIBOR-based lending facility. The remainder of the project’s cost is made up of a $27.19 million loan from The Industrial and Commercial Bank of China and a $102.51 million contribution from the Fuzhou municipal government. Additionally, ABD is providing a $50,000 grant to fund a pilot demonstration activity to promote a clean river program for the urban poor of Nantai Island. The project’s expected completion date is December 2009.  

USAID and JBIC 

www.usaid.gov

In October 2004, the United States Agency for International Development (USAID) joined with the Japan Bank for International Cooperation (JBIC) and the Development Bank of the Philippines (DBP), and signed a memorandum of understanding with the LGU Guarantee Corp. to jump start two long-term water-related schemes. The two schemes – named the Philippine Water Revolving Fund and the Municipal Water Loan Financing Initiative – fall under the Clean Water for People Initiative which is a joint endeavor by the governments of Japan and the United States to help improve the safe water supply and sanitation to the world’s poor, improve watershed management, and raise water output.  This initiative represents the first collaboration between USAID and JBIC. 

One of the schemes - the creation of a revolving fund – is expected to encourage funding from private financial institutions which have stayed away from investing in those water and sanitation projects of local government units and water districts. The revolving fund will encourage private sector investment by reducing the investment risk through a guarantee facility.  Essentially, the water projects will be financed via an existing program of JBIC and DBP in which DBP funds up to 50% of the project costs while private financial institutions shoulder the other 50% that is then guaranteed by LGUGC through a USAID program.

The loan term for a project under the revolving fund is up to 7 years for private financial institutions and up to 15 for the DBP.

A total of PHP1.02 billion is available through the fund – equally allocated by the existing JBIC program and the LGUGC. 
While the revolving fund can assist in providing a much needed funding source for water/wastewater infrastructure projects, there are still two key challenges to be addressed – the identification and development of eligible viable projects and the strengthening of private sector interest in the country’s water infrastructure investment opportunities through sectoral reforms and technical assistance.
INTERVIEW

John Hodges, Program Manager 

Private Infrastructure Donors Group (PIDG) 

Conducted by: Kristyn Oldendorf
IADF: What is the Private Infrastructure Donors Group (PIDG) ?
Hodges: PIDG is an informal group of like-minded donors who have signed up to work together on an approach to using their aid funding to help leverage private sector capital.  They are also using their expertise to help meet the essential infrastructure needs of the poorer developing countries, with an emphasis on promoting poverty reduction. PIDG itself is not a legal entity. However, the PIDG donors have established a Trust (the PIDG Trust) to hold their equity contributions in the various PIDG facilities, and this does have legal status, as do the various companies established with funding from PIDG. 

What are the PIDG principles?
PIDG’s objectives are poverty elimination, additionality, capacity building, sustainability and value for money.  It hopes to achieve these by supporting private sector involvement in the financing, ownership, operation, rehabilitation, maintenance and/or management of infrastructure services.

What was the motivation behind the creation of PIDG?

By the late 1990s it became obvious that, even with donor support, there would be little hope of the poorer developing countries being able to provide the physical infrastructure required to promote the level of economic growth that would be essential if they were to achieve the Millennium development Goals. (A series of targets set by the UN aimed at reducing world poverty by 50% by 2015). Governments could not borrow more to invest unless their economies were growing, and this was not happening because of a lack of enabling infrastructure. Aid flows were set to remain relatively flat, and even if these doubled they would only meet around ten percent of the need. Private investment was already meeting around 25% and an increase in this could make a real difference. 
In recognition of this fact, the UK Department for International Development (DFID) called a conference of potential private sector investors to find out what the constraints were to increasing their investments in the infrastructure sector of the poorer developing countries. These came down to:

· The lack of a conductive enabling environment. 

· A shortage of long-term debt (in both hard and local currencies).

· Insufficient investment opportunities.

· Inadequate availability of political risk insurance.

· Local capacity constraints in both the public and private sectors.

DFID was determined to help address these constraints, and as a first step in 1999, in partnership with the World Bank and the Japanese Government, they established the Public, Private Infrastructure Advisory Facility (PPIAF) to address constraints in the enabling environment. DFID then used PPIAF to look at how they might address the other constraints listed above. As a result, PIDG was formed in 2002, initially to address the problems associated with the shortage of long-term debt, but it has since developed facilities to help address other constraints to private sector investment in infrastructure.

What are the different programs that currently fall under the PIDG umbrella?

PIDG currently has five operational programs:

The Emerging Africa Infrastructure Fund (EAIF) - A long-term, hard currency, debt facility with a total lending capacity of $300m.

The Local Currency Guarantee Fund (GuarantCo) – Provides guarantees to bonds and loans in local currency issued by other parties.

The Project Development Facility (DevCo) – Works with governments to help them bring in private sector investment to existing infrastructure providers through privatizations and public/private partnerships.

The Infrastructure Development Company (InfraCo) – Operates as a private sector developer, developing projects under its own ownership and then on-selling these to implementation companies.

The Technical Assistance Facility (TAF) – Provides support for local capacity building in its broadest sense through any of the above PIDG facilities.

Full details of all the above facilities can be found on the PIDG website: www.pidg.org .

How are the PIDG programs administrated?

Initially, PIDG operated with only an informal Secretariat.  As it grew and more programs were established under its umbrella, the need for a more substantial administrative and coordinating structure arose. In late CY2004, the current group of PIDG donors established a near full-time Secretariat led by a program manager.  In my role as program manager, I lead a small team that provides all the necessary administrative and support services to the PIDG donor group.  The Secretariat also acts as an interface between the donors, the PIDG Trust, and the various PIDG facilities/programs.  And the Secretariat also plays a role in promoting PIDG and its activities in addition to identifying new potential donor support and funding. 
What countries do these PIDG programs specifically seek to target?

The main targets of PIDG program support are the poorer developing countries (defined as those countries falling into Columns 1 [Least Developed] and 2 [Low Income] of Part 1 of the DAC List). Some of the PIDG programs will also encompass projects in countries that fall in Column 3 [Lower Middle Income] of the DAC list.

Can you explain the Developing Countries and Territories DAC list, and what DAC is?

The Development Assistance Committee (DAC) is a branch of the Organization of Economic Cooperation and Development (OECD), which is a grouping of 30 countries that share a commitment to democratic government and the market economy. The DAC is a key forum of major bilateral donors who work together to increase the effectiveness of their common efforts to support sustainable development.

Periodically, the DAC issues a listing of the GNP per capita of all developing countries and, on this basis, allocates countries to a particular category, ranging form the Least Developed (DAC Part 1 Column 1) to More Advanced Developing Countries and Territories (DAC Part 2 Column 2).

As stated earlier, PIDG limits its main activities to Part I Columns 1 and 2 countries, but will fund particularly pro-poor projects in Part 1 Column 3 countries on a case-by-case basis. 

Can you describe some of the programs currently funded by PIDG?

PIDG projects range widely, from the provision of funding to enable a power company to increase its generating capacity, to helping a government bring in private capital to take over its failing national airline. 

For example, in Cameroon, EAIF has provided a loan of $30 million to the local electricity company to enable it to expand its secure generating capacity by around 12 %, thus avoiding the need for power cuts and enabling the expansion of supply to fuel economic growth. In Samoa, DevCo has provided technical inputs to help the government re-structure its loss to create a national airline and sell the international rights to a private sector operator, thus bringing the operation back into profit and avoiding the need for a complete shutdown, and its effects to the country’s fragile economy.

Although water and sanitation projects fall clearly within the PIDG mandate to date, none of its facilities have yet been successful in drawing in private sector investment to this sector. However, DevCo is close to finalizing a water and sanitation project in India and InfraCo is similarly close to doing so in Uganda.

How do the  PIDG programs select their projects?
PIDG does not select the projects into which its facilities invest. These are selected by the facilities themselves, who then submit them to the PIDG donors for approval/comment. 
In selecting projects for potential investment, the Managers of the various PIDG facilities are guided by the over-arching requirement that all PIDG investments must be able to demonstrate a contribution to pro-poor economic growth and environmental sustainability.

Which particular infrastructure projects and/or initiatives stand out as success stories? Can you cite an example from each of the PIDG programs?
For EAIF- I think I would have to select the Moma Sands project in Mozambique. This is a high risk development for the extraction of mineral sands in a very poor area of the country which will provide much-needed local employment and promote economic growth both locally and nationally. The project would not have gotten off the ground without a long term financing commitment of US$22 million to provide the necessary infrastructure.

DevCo- Just to demonstrate the diversity of PIDG, I think the Samoa airlines project is worthy of a mention, since DevCo was instrumental in helping Samoa re-structure this money losing airline which, although essential to bring in the tourism necessary for the economy, was itself a drain on the exchequer. Following re-structuring, the airline was divided into a domestic line and an international line. The international side was sold off such that the operations are no longer losing money.

TAF- Following a request from EAIF, the TAF provided a team of consultants to help the Kikira Sugar Estate in Uganda look at ways to expand the infrastructure for out-growers in such a way as to be self-financing. A scheme was devised that did not require any further support from PIDG and is now being successfully implemented using local finance.

GuarantCo- Is currently in the middle of negotiating its first deal, which will enable a local mobile telephone company in Kenya, which is currently losing money because of exchange rate losses on foreign exchange loans, to restructure its debt in local currency in order that the company might then undertake an expansion program which will include increased outreach to rural areas.

InfraCo- Was only established at the beginning of this year and is still putting together a short-list of potential projects for submission to its Board. It is planned that the selection of the first four projects will be finalized next month and almost certainly one of these will be PIDG's first water project. 
Which of the PIDG programs could ideally serve as effective partners with development funds?

All the PIDG programs seek to work with others. Given that they all operate in the private sector, it is rare that additional donor grant funding is available at the project level. Generally, in addition to the true private sector investors (who currently provide around 70% of the funding to PIDG projects on average), the bulk of the remaining funding at the project level (26%) comes from official government Development Finance Institutions (DFIs). At the project level, across the board, PIDG provides less than 4% of the funding, but it is this 4% that is the catalyst at mobilizing the remaining 96 percent.
Who are the supporters of PIDG and how is PIDG financed?

Currently, PIDG has a membership of five donors: DFID from the UK, DGIS from the Netherlands, SECO from Switzerland, SIDA from Sweden and the World Bank. All of these donors provide the funds needed to meet the operating costs of PIDG and the funding needed to develop new programs on an equal share basis. In addition, different donor members sign up to provide funding for different PIDG programs depending on the availability of their funds and the focus of their aid programs. 

How were the PIDG donors recruited?
They are self selecting. We are open to any grant donor who is willing to sign up to the PIDG principles and commit a minimum of US$ 10 million over three years to PIDG.
How much funding has been allocated so far to the current PIDG programs by the PIDG donors? 
Firm commitments from the PIDG donors to the PIDG programs currently total $208 million. Of this, $113 million has so far been paid in. Both commitments and payments are increasing all the time as new facilities come on stream and as these and the existing facilities require further funds for projects.
What is the PIDG TRUST FUND?  

The Trust is a facility for the development and funding of the PIDG’s Projects and Investment Vehicles.  The Trust was established by a Declaration of Trust dated 1st December 2001 in accordance with the laws of Mauritius.  It has three trustees: Minimax Ltd and MC Trust Ltd, based in Mauritius, and SG Hambros Trust Company Ltd, based in London.
 

The Trust is administered by the Principal Trustee, SG Hambros, in London and is therefore a resident in the UK for tax purposes. Any tax payable by the Trust is paid out of interest earned on funds held on its account.

How is the Trust Fund capitalized at this time?

PIDG members commit to the allocation of set contributions to the various PIDG facilities from time to time. However, funds are only released by the donors to the PIDG Trust (or World Bank Trust in the case of e.g. DevCo) when the funding is required for spending by the facility, since there is a general rule for donor funding of not providing this from central ministry of finance funds in advance of need.  

Is funding for the PIDG programs channeled exclusively through the PIDG TRUST Fund?
No, if it is more cost effective to use another route for funding, then PIDG will do so. This is the case, for example, with DevCo. Since DevCo is managed by the IFC, it is easier to channel PIDG funds to this facility directly from the donors to an IFC managed Trust Fund, which is what we do.

Are you looking for additional funding for PIDG?
I am spreading my net as widely as possible but, bearing in mind that PIDG  money is not basically seeking a financial return, this is mainly limited to bilateral grant donors or International Financial Institutions who have either grant, or very soft loan, money. A number of bilateral grant donors have shown some interest, as have the IFC, the Asian Development Bank and the FMO from the Netherlands.
What are the future initiatives that  PIDG is reviewing at this time?

Currently PIDG has studies underway to see whether there is a role for them to play in helping to mitigate regulatory  and currency risks (possibly through some sort of hedging facility) and in providing support to small scale service providers (probably via an apex type facility that will on lend through local banks). It is also investigating the need for an EAIF type facility to cover the poorer countries of Asia.  
______________________________________________________
SPOTLIGHT:

Alberta Capital Finance Corporation, Canada 
http://www.acfa.gov.ab.ca/index.html
By: Kristyn Oldendorf
	Location
	Edmonton, Alberta Canada

	Year founded
	1956

	Legal status
	Government Entity

	Main sectors of lending
	Infrastructure, Public Works, Construction

	Rating 
	AAA

	Name of the CEO
	Terrance A. Stroich

	Staff
	3 Full-time Employees (plus contract)


Background                                                                                                                                           The Alberta Capital Finance Authority (ACFA) was established in 1956 under the Alberta Capital Finance Authority Act, Chapter A-14.5, with the purpose of providing funding to local authorities to finance capital projects at low costs.  It provides project financing to local entities such as school boards and municipalities by borrowing in capital markets in its own name with the guarantee of the Province, allowing it to lend at lower interest rates than what the local entities could acquire on their own. The framework for its operation is set in the Alberta Capital Finance Authority Act.  The ACFA is required by law to have financial statements, qualified auditors, and operates with natural person powers within the scope of its mandate. 

This non-profit Authority is an agent of the Crown of Alberta, so the Crown is responsible for its obligations. ACFA issues debt obligations to finance the loans. These obligations have the unconditional guarantee of the Province of Alberta, and ACFA carries its guarantor’s AAA credit rating.

ACFA believes in acting with integrity and respect, acting co-operatively with its stakeholders, providing quality service to its shareholders, striving for excellence and innovation, and promoting teamwork. 

Mandate                                                                                                                                            “To provide local authorities within the Province with flexible funding for capital projects at the lowest possible cost, consistent with the viability of the Alberta Capital Finance Authority  (ACFA).”

Goals and Strategies 
In order to provide its shareholders with capital funds and information, ACFA attempts to provide them with information and counsel on borrowing and prepayment activities, and provides them flexibility with a range of borrowing alternatives and alternative payment options. To do this, ACFA maintains a borrowing model to reduce market risk to the Authority; it updates the “Guide to Borrowing” manual to assist shareholders.  

To further assist its shareholders, ACFA surveys its shareholders bi-annually to measure their satisfaction.  As the ACFA modifies its website, it is considering the creation of an on-line application process, a prepayment calculation program, and access to loan information, depending on its cost-effectiveness. Furthermore, the ACFA supports the Departments of Municipal Affairs, Infrastructure and Transportation, Education, and Advanced Education with requested assistance and information.                

Measuring its performance, ACFA compares how much it costs local authorities to borrow from ACFA, compared with borrowing from other municipality agents. Also, ACFA uses a survey of customers’ satisfaction levels with its services, such as assistance, coaching, and timelines of processing loan applications to measure.  ACFA works toward at least an 85% level of satisfaction according to the surveys. 

To ensure continued financial viability, ACFA minimizes borrowing costs while maximizing investment income, and making itself subject only to acceptable risk. It maintains a loan loss provision of 0% and operates on a breakeven basis.  The Board employs a process to ensure that ACFA upholds its responsibility to its shareholders with efficiency and transparency.     

Borrowers and Projects
The ACFA provides loans for projects involving: water and wastewater, bridges, roads, buildings, land purchase, transit equipment, utilities, irrigation works, schools, and airport infrastructure, among other capital projects.  The majority of loans are amortizing with principal and interest repaid semi-annually over the term of the loan.
Current projects funded by ACFA include the Needles Regional Water Services Commission and the North Red Deer Water Services Commission, which will provide service to small and rural towns in the Province. These projects are receiving between CAN$15 and CAN$20 million in funding. ACFA is also financing the Mountain View Irrigation District, a smaller district with irrigation needs, with about CAN$250,000 in funding. 

In 2004, a total of $607,463 in loans was issued for seventeen different purposes. The three areas receiving the most were: wastewater and water which received $169,058, electric utilities which received $120,419, and roads and sidewalks which received $98,674. 
Divided by different jurisdictions, cities received the most at $377,445, followed by colleges, technical institutes, and school divisions at $71,112, and towns at $53,005. For 2004, the total estimated loan amount was $540,000, but the actual was $607,463.  The total estimated loan amount for 2005 is $604,857.  The current total amount of distributed loans in 2005 is $247.5 million.

“The loan portfolio increased from $3,941 million to $4,150 million, an increase of $209 million, in 2004. New loans issued during the year totaled $607 million, an increase of $110 million from new loans issued in 2003 and loan repayments totaled $398 million. 

The Authority is forecasting that loan demand will increase over the next few years, with increasing demands by the educational sector coupled with growth in the municipal sector as a result of accelerated growth in the Provincial economy. 

Lending Terms 
Loans from ACFA are quarterly, have repayment flexibility, and have 3-30 year terms. Interest rates for loans are fixed and “are based on actual rates for the interest rate swaps executed to convert the amortizing loan to a floating rate to match the funding floating rate.”  
As of June 15, 2005, interest rates, which increase as the term of the loan increases, were as follows: 3 years, 3.123%; 5 years, 3.352%; 10 years, 3.863%; 15 years, 4.205%; 20 years, 4.435%; 25 years 4.590%; 30 years, 4.689%.  ACFA does not loan for terms less than three years.    In 2004, interest rates on new loans remained relatively stable with rates for 2005 projected to decrease slightly.                                                                                                                                                                                    
The ACFA developed a worksheet to guide prospective borrowers on their debt limits, which are calculated using information from the most recent audit of the prospective borrower, as well as its current borrowings and proposed borrowings. During 2004, a fee of 6 basis points was added to each loan rate, regardless of the duration of the loan to account for the financing commissions and operating expenses, but in 2005 these charges were eliminated.
Application Process 

Loan applicants must submit an application and undergo a credit review.  The Municipal Government Act (MGA) provides the procedure for borrowing and creates a framework for municipalities to operate in.  It states that municipalities are creations of the Province and have three types of powers: natural person powers, regulatory powers, and other special powers, which are all limited by the guidelines set in the MGA.  
Before the act was revised on January 1, 1995, the Local Authorities Board held responsibility for ensuring that local authorities did not exceed debt limits set by the MGA.  The Board reviewed municipal by-laws which create a debt not payable within one year. After January 1, 1995, the revised MGA gave the local authorities the responsibility of ensuring that they do not gain debts beyond the amounts allowed by the MGA by passing a borrowing by-law.  
Municipalities that wish to borrow must follow the borrowing procedure set by the MGA.  The municipality must submit a copy of its latest audited financial statement or, if it is borrowing at the beginning of the year, it must submit a projected financial statement for the past year.  ACFA also requires a copy a debt limit worksheet from municipalities with no credit rating or with a credit rating lower than “A,” and if the debt limits are exceeded, than the municipality must also submit the Ministerial Order approving borrowing pursuant to section 252. 
When considering entities for loans, ACFA considers the borrower’s application, authority, its debt and debt service limit, the term versus the life of the project, and whether it is a development project. The following supporting documents must be included with the application:                     

1. A certified copy of the by-law authorizing the borrowing.                                                                                                                              
2. A copy of the latest audited financial statement (or a projected financial statement for the past year if borrowing is at the beginning of the year) and the financial information return prepared pursuant to Section 277 of the Municipal Government Act (MGA). (submit one per year only).                                                                                                                       
3. A copy of the debt limit worksheet as at the date of application or for municipalities rated "A" or better, a copy of the rating agency report (submit any rating changes immediately). If municipalities are within 25% of their debt or debt service limit, additional information will be required prior to loan approval. In addition, if the debt limits are exceeded the Ministerial Order approving the borrowing pursuant to Section 252 of the MGA and must be attached. 

Municipalities must follow a public process of requesting their council to approve the amounts borrowed.  The loan must be for capital purposes, not operating purposes.  The municipality must comply with any applicable laws, including environmental ones. If an environmental review is needed, the municipality will hire a private engineering firm.

Finances                                                                                                                                           In 2004, the ACFA had $4,280,833 in assets, $4,268,105 in liabilities, and $12,728 in shareholder’s equity.  The 2004 results were as follows:
Interest Income:   $310,402                                                                                                                                                                                                                                                                          Interest Expense: $321,082                                                                                                                                           Other Income:      $1,577                                                                                                                                                       Non-Interest Expense: $639                                                                                                                                           Net loss:                       $9,742                                                                                                                                       Retained earnings, beginning of year: $22,406                                                                                                              Retained earnings, end of year:            $12,604                                                                                                            Retained earnings, percentage of assets: .21% 

The ACFA receives financing from Public Markets and from the Canada Pension Plan Investment Fund.  The Canada Pension Plan Investment Fund is a government operated pension plan to allow provinces to access the funds which are contributed by residents of each province.  This allows the provinces to directly access the funds they contributed, to borrow without paying commissions, which saves administrative costs.  The Province of Alberta allocated its fund access to ACFA to use allocation of pension plan because province didn’t need it.  ACFA uses the access sparingly.  It does not use its whole allocation; rather, it looks at its needs and its gaps.  Some months it uses 20% to 30% and some months it does not use any.  The majority of its funding, around 80% , comes from public markets.   In 2004, it received $78,000 from the Canada Pension Plan Investment Fund and $522,000 from the public market.

Risk Management 

The ACFA protects itself against market risk, liquidity risk, operational risk, and credit risk. The responsibility of identifying risks and recommending prevention policies falls to the President of the Authority, while the Board of Directors has the responsibility of reviewing and approving risk management policies and of implementing procedures to monitor adherence to the policies. 

Administration  

ACFA’s authorized stock has shareholders grouped into five classes, based on shares. Each share has a par value of $10. Class A, only available to the Crown, consists of 4,500 shares; Class B consists of 1,000 shares, and is available only to municipal authorities and health authorities.  Municipal authorities include municipal districts, counties, improvement districts, specialized municipalities, and metis settlements, while health authorities include approved hospitals, mental health hospitals, regional health authorities, and provincial health boards. 
Class C and Class D consist of 750 shares, but Class C is only available to cities, while Class D is only available to towns and villages. Class E, which consists of 500 shares, is available to educational authorities, including school districts and divisions, colleges, universities, and technical institutes. 
The Authority is run by a board of directors to represent the classes of shareholders.  Class A shareholders are represented by up to five directors who are appointed by the Lieutenant Governor in Council.  The other four classes of shareholders each elect one director to represent them. Currently, the Board is comprised of nine directors, who administer ACFA’s business and meet six to eight times per year. 

ME first! Program                                                                              (www.climatechangecentral.com/mefirst) 
Alberta Municipal Affairs and Alberta Environment created the ME first! program in September 2003 to support the government’s action plan on climate change.  This four-year, $100 million interest-free loan program is meant to help municipalities achieve energy savings, reduce greenhouse gas emissions, and replace conventional energy sources with renewable or alternative energy sources. All cities, towns, villages, municipal districts, specialized municipalities, summer villages, métis settlements, improvement districts, regional services commissions and special areas in Alberta are eligible for the program.  The Department of Municipal Affairs pays the interest on the loans. In 2004, $5 million in loans were issued under this program. 
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