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Letter from the Executive Director
IADF is very pleased to observe a number of new initiatives implemented that serve to facilitate the development of infrastructure projects in emerging market nations. Specifically, these initiatives aim to facilitate successful long-term expansion of local public-private partnerships for both the financing and development of infrastructure projects. For example, the  Balkan Infrastructure Development Facility (BID),  now referred to as the Private Enterprise Partnership (PEP) – Southeast Europe Infrastructure, is about to kick into high gear with an office in Sofia; DFID initiatives under the PIDG (private infrastructure development group) umbrella have expanded with the  establishment of InfraCo – an US$18.0MM project development facility whose mission is to jumpstart  “PPP” infrastructure projects in some of the poorest of countries; the  formation  of the Cities Alliance–led Municipal Finance Taskforce which will seek to identify ways to increase the flow of long-term private capital  to developing cities in support of slum upgrading and city development strategies; and the second successful launch of a pooled financial facility  in  India – this time targeted at financing water/sanitation projects in the Greater Bangalore region. 
IADF would like to see this trend continue on a steady basis since grant funding and loans from the development banks alone cannot address all the global infrastructure investment/development needs.  We hope that governments and municipalities around the world will embrace these new finance initiatives and project development facilities, and continue to learn from each other in order to ensure ongoing improved effectiveness of these new finance tools and project development facilities.
Kathy Shandling
Acting Executive Director

International Association of Development Funds

Further information on the IADF can be obtained from the newly redesigned website www.developmentfunds.org. Any and all submissions and enquiries can be sent to info@developmentfunds.org. 
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US-India Collaborate to Bring Water to 1.2 million residents of  Greater Bangalore (state of Karnataka)

July 2005

In India’s southern state of Karnataka, accessing private sources of credit for infrastructure projects has been a challenge.  This is particularly true of the significant capital  required by smaller and medium-sized municipalities in order to deliver water to its populations.
This reality is about to change with  the recent signing by the United States and the Government of Karnataka of a financing agreement that will expand access to clean water to 1.2 million Indians who live in eight towns surrounding Bangalore City.  A partial credit guarantee extended by the USAID’s Development Credit Authority (DCA) will help these “pooled” smaller municipalities issue a bond in the local capital markets at a reasonable rate.  And the capital generated from bond sales will be “pooled” in a trust for lending to these greater Bangalore municipalities in order to fund water projects. The DCA guarantee will provide up to a fifty percent cover of the bond repayments in the event of a default. 
The bond issue, which will have its proceeds matched by state and federal grants as well as user contributions, is part of a broader $150 million water and sanitation investment targeted at these eight small municipalities around Bangalore (which also includes initiatives pursued by the World Bank and the Japan Bank for International Cooperation targeted at funding bulk water supply and sanitation services in the Bangalore region). Specifically, this Greater Bangalore bond issue is part of a $16 million 5-year USAID bilateral collaborative initiative called Financial Institutions Reform and Expansion (FIRE D) project which aims to improve the provision and operation of urban infrastructure in several Indian states. 
This creation of a pooled municipal bond for smaller municipalities is a first for Karnataka, but it is not a first for India.  In 2001, a similar partial guarantee financing mechanism was implemented to assist fourteen municipalities in the state of Tamil Nadu. The creation of this second pooled bond structure marks progress towards implementing innovative financing structures in order to attract market-based investments into the urban water water and sanitation services of India.

Development Bank of Southern Africa

July 2005

http://www.dbsa.org/
The Development Bank of Southern Africa (DBSA) approved a R78 million loan to the Ilembe District Council in KwaZulu Natal for improving the domestic and commercial water and sanitation infrastructure services in its local municipalities. The Ilembe district is made up of four municipalities: Ndwedwe, Maphumulo, KwaDukuza and eNdondakusuka – all slated to receive improved water and sanitation service.  Three reservoirs are to be built in the Sundumbuli area, water sanitation projects will be upgraded in the Sundumbuli area, and new officers in the Ilembe government will work on sustaining improved service locally. The Ilembe district’s 120,400 residents will benefit from improved water and sanitation access as a result of these projects. 

World Bank Approves $11.3 Million to Guyana

28 July 2005

www.worldbank.org
A $11.3 million International Development Alliance (IDA) Grant to the government of Guyana will fund The Water Consolidation Project, which seeks to establish sustainable water access for the population, particularly the poor. The project should help Guyana reach the Millennium Development Goal of providing safe water to 48,000 people by 2015. 
Component One of the project will finance the Anna Regina area water supply system, the Parika area water supply system, and the Rosignol area water supply system. Component Two will finance staff, consultant services, and equipment to execute and supervise the Project.  Component Three will finance technical assistance to bring specialized skills to support the project. Component Four will finance minor capitol projects, such as small equipment repairs and replacements. 
7.2 Million Euro EBRD Loan to Romania

22 July 2005

www.ebrd.com
The European Bank for Reconstruction and Development (EBRD) is providing a 7.2 Million Euro loan to Romania to create a regional operating company aimed at improving water and waste-water infrastructure. This project, which is the first of its kind in Romania, will enable seven towns and two counties to merge their water and sanitation activities into one operating company, Apa Somes. This larger company should enable the small towns to gain access to funds they otherwise would not be able to access.   Consolidation will improve efficiency of infrastructure operations, lower operating costs, and open the way for more financing.  Apa Somes will provide water services to over 500,000 people in the region.  
ADB Approves $100 Million Loan to China

19 July 2005

www.adb.org

A $100 million Asian Development Bank (ADB) loan will assist the province of Jilin in the People’s Republic of China (PRC) with improving its supply of drinking water and its wastewater management services.  The Jilin Provincial Government is the executing agency for the project.  This loan will go to work in several regions for a variety of projects. 
The cities of Changchun, Liaoyuan, and Meihekou in Jilin Province will hope to experience improved living conditions, public health standards, and environmental conditions from the project’s intended goal to reduce water pollution, protect water resources, and recycle water where there are water shortages. As a result of Changchun’s future improvements in wastewater and sewage, pollution will be reduced in the Yitong and Yongchun rivers, which flow into the Songhua River. 

The Shuangyang district, located 46 km southeast of Changchun, currently uses groundwater as its main drinking water source, which is depleting the aquifer. The new project will create a water treatment plant with a pumping station to provide water from the Shuanyuang reservoir to the district of Shuangyang. 

Two water treatment plants, the distribution plant, and the aging sewage network will be upgraded in the Liaoyuan.  The government will construct a water treatment plant and a water transmission pipeline from the Hailong reservoir in Meihekou. 

The project, which is due for completion in December 2009, will benefit about three million urban residents. It will reduce waterborne diseases and will decrease household spending on water from private sources. Also, the project’s wastewater treatment should decrease water pollution into the rivers.

The project’s total estimated cost is $232.2 million.  The Asian Development Bank’s loan of $100 million covers 43% of the project’s cost. The loan has a grace period of five years and a 25 year term. 

The municipal governments of Changchun, Liaoyuan, and Meihekou will finance $126.4 million of the project, and the remaining $5.8 million of the project’s cost will be financed with funds borrowed from domestic commercial banks.

$112 Million World Bank Loan to Vietnam

15 July 2005

www.worldbank.org
Vietnam’s Urban Water Supply Development project focuses on the improvement of water and household sanitation services to towns and urban spaces, bringing Vietnam closer to its goal of providing urban residents with access to 120-150 liters of sanitary water each day by the year 2020.  

This project has a total cost of $135 million, and the World Bank is providing an International Development Association (IDA) loan of $112.6 million. This credit will contribute to providing about one million Vietnamese with piped water. Implemented by the Ministry of Construction of Vietnam and Provincial Water Supply Companies, the project will have a duration term of 2005-2012.

Five main components make up the project structure:  
Component 1, the Competition Route, will use $56 million to provide water supply and sanitation services to about 120 district towns that currently have none. The construction of these facilities will be contracted out to the local private sector under a “design and build” contracting arrangement.  Provinicial Water Companies, the assets’ owner, will supervise how the contractors’ construction and operation of the facilities.  

Component 2, the Performance route, will use $62 million to invest in supply companies in Vietnam, which have decent performance records. The companies of Hai Phong, Ho Chi Minh City, Ha Tinh, and Binh Thuan will receive support to improve and expand their services. Companies that meet the criteria can receive performance based loans. Under a comprehensive exercise, about thirty percent of water supply companies were found eligible to access the funds. 

In Component 3 of the project, which will use $10 million, a non-subsidized Water Supply and Sanitation lending facility will be established to meet the investment demand posed by water companies. The lending facility will seek to mobilize local funding, will seek to promote the water companies’ investment needs, and will seek to establish a working relationship between the water supply and sanitation sector and the banking sector. 

Component 4 of the project will use $1 million to create standard procedures for handling shortfalls in water utility management.  This will help build capacity for the water supply and sanitation sector.  The Component will assist less well performing companies to improve, and become eligible for performance-based lending programs. 

Management of project implementation makes up Component 5, which will use $6 million to implement a specific project, including the design and construction supervision. 

For more information, please visit:

http://web.worldbank.org
Uganda Receives Grant From The U.S. Trade and Development Agency 

14 July 2005

http://tda.gov 
The U.S. Trade and Development Agency (USTDA) will be providing a grant of $414,128 to the Ministry of Water, Lands and Environment (MWLE) of Uganda.  USTDA seeks to promote public-private partnerships for water and wastewater facilities in Uganda, and hopes to develop a workable “implementable” public-private model. 
This USTDA grant will fund a feasibility study for the proposed Jinja-Njeru water /wastewater project.   Several large Ugandan industries are located in the municipalities of Njeru and Jinja where the project will be focused. Nile Breweries, Ltd. wishes to participate in a public-private partnership model to develop new water and wastewater facilities. 

MWLE will choose a U.S. contractor to do the feasibility study from the various U.S. firms that apply. The study will examine the technical, legal, structural, and financial aspects of the proposed Jinja-Njeru water/ wastewater Project.
For more information, please visit: 

http://tda.gov/USTDA/Press%20Release%20Archive/Press%20Releases/2005/July/July14_05Uganda.htm
$47 Million World Bank Loan to Honduras

7 July 2005

www.worldbank.org
The World Bank approved a $47 million specific investment loan to Honduras to create sustainable access to infrastructure services, such as water and sanitation and electricity to rural communities. The association of municipalities, at the local level will support the Government’s objectives for the project.  Local and central institutions will become more capable of managing rural infrastructure services as a result of the project.  

$300 Million World Bank Loan to India

5 July 2005

www.worldbank.org
The Third Tamil Nadu Urban Development Project (TNUSP III), in India, received a $300 million loan through the World Bank’s International Bank for Reconstruction and Development (IBRD).  This Project works to improve urban infrastructure as well as the institutional and financial structures related to water management.

Component 1 of the project aims to support institutional and managerial improvements and changes, using technical assistance, workshops, and training to promote policy reforms and sustainable urban services delivery.  Component 2 will support the development of improved water supply, waste water collection, solid waste management, storm water drains, and sanitation facilities.

The loan has a grace period of five years and a maturity period of twenty years. 

For more information, please visit

http://www.worldbank.org.np/external/default/main?pagePK=64027221&piPK=64027220&theSitePK=223555&menuPK=286969&Projectid=P083780
European Bank for Reconstruction and Development

1 July 2005

www.ebrd.com
The European Bank for Reconstruction and Development (EBRD) approved a EUR 13 million loan to the Krasnodar Water Company (Vodokanal), a municipal unitary enterprise in Russia, to finance the Krasnodar Municipal Services Development Program. The City of Krasnodar will act as the Guarantor for the loan, providing a full financial guarantee. 

The Krasnodar Municipal Services Development Program will aim to reduce operating cost and improve the water and waste water systems in the City of Krasnodar. The project will commercialize the Water Company by creating a Public Service Contract and a joint-stock company, improving business planning and financial reporting, and improving operating efficiency of the company.  The project will use the best available international engineering practice to supervise the procurement, design, installation, and contracts phases. 

Thee project also has environmental protection objectives.  International consultants will carry out an environmental analysis and audit in the feasibility study. 

INTERVIEW: Carl Mitchell 
Private Enterprise Partnership (PEP) – Southeast Europe Infrastructure Program   Infrastructure and Environment Team Leader, Europe and Eurasia Bureau, U.S. Agency for International Development;

Conducted by Kristyn Oldendorf

30 June 2005

IADF: Can you explain the background of the Balkans Infrastructure Development Facility (BIDFacility), which we understand will now be called the Private Enterprise Partnership (PEP) – Southeast Europe Infrastructure program?

Carl Mitchell: The concept for what is now termed PEP-Southeast Europe Infrastructure program came out of the Stability Pact for South Eastern Europe, and in particular the U.S. contribution to Table Two of the Stability Pact that focuses on economic cooperation 
including infrastructure efforts.  Launched in 1999, the Stability Pact was the first comprehensive conflict-prevention strategy of the international community, aimed at strengthening the efforts of the countries of South East Europe in fostering peace, democracy, respect for human rights and economic prosperity. The Stability Pact still provides a framework to stimulate regional co-operation and expedite integration into European and trans-Atlantic structures. The Pact's secretariat, located in Brussels, is organized into three units or Working Tables- Working Table I deals with issues of democratization and human rights, Working Table II with economic reconstruction, cooperation and development matters, and Working Table III with security issues.

The Stability Pact was the effort of the donor countries and the nations to try to help jump start the economies, democracies, and security in the Balkan countries after the war in Kosovo. You have to recognize the fact that the countries there had not been progressing as quickly as the Northern tier, even before the conflict, and the conflict had put them even further behind. And so this was an attempt for the donors to refocus technical assistance and financing of physical investments on South Eastern Europe, if the countries of the region would in turn refocus on broad legal and regulatory reforms in each of the key areas addressed by the pact, and re-double their efforts to begin moving forward.  And the Stability Pact has served as a focus point to draw attention to the remaining agenda for reform. 

One of the efforts by the U.S. government to assist the region was the Regional Infrastructure Program (RIP), which was focused on facilitating infrastructure with a small amount of U.S. aid by leveraging major donor and lender grants and loans in the water, transportation, and energy sectors. USAID brought American donor capital to bear on infrastructure projects, primarily water and transportation projects, that we were advised had gotten ‘stuck’ and needed some help.  The RIP program might have involved a revised feasibility study, an environmental review, funding for help in implementation, a public participation program to help people understand the need to pay higher tariffs to get cleaner water, or an engineer at the right place at the right time to help the EU conduct a bid evaluation.  We estimate RIP facilitated or accelerated over a billion euro of projects with less than $15 million.

But at the same time, it was clear that even though there was a large amount of grant money flowing to these countries, it was not a sufficient amount. Since private sector money appeared not to be part of the equation to help meet needs, we started looking for a way to unlock private capital. Why wasn’t more private capital coming in? 

Something that was being tried in other parts of the world was what was called a Project Development Facility which was a pool of donor capital, to help provide the financial and legal work that cities and other municipal authorities couldn’t handle, and which needs to be implemented in order to unlock private capital. On this basis, we structured what we then termed the Balkans Infrastructure Development Facility. We attracted the International Finance Corporation, IFC, which in turn had the credibility to attract European donors. There are now five other European donors involved - Austria, Italy, Norway, the Netherlands, and Switzerland. The result is that the Facility opened at the World Bank building in Sophia on July 1. It’s scheduled to be functioning in all of the countries in Southeastern Europe: Romania, Bulgaria, Albania, and the former Yugoslavian nations.  As I mentioned earlier, IFC has chosen the name PEP-Southeast Europe Infrastructure.

IADF: And who is the General Manager?
Mitchell: Angelo Dell ’Atti. He is an employee of IFC who’s been 

working in  their Advisory Service for some time.
IADF: Will there be PEP-Southeast Europe Infrastructure program offices in any of the other participating countries, beside Bulgaria?
Mitchell: There aren’t offices in any of the other countries right now, but the existing IFC and World Bank offices in the other countries will serve as secondary location bases to support the operation.

IADF: How is the financing broken down between the IFC, the World Bank, and the other donors?

Mitchell: The United States and the IFC are each putting in a million and a half of the ten million dollar target, and most of the other countries are each putting in a million to a million and a half each. Currently financing stands either pledged, or in place at eight and a half million. IFC is seeking one or more additional donors to bring the number up to the ten million dollar target. But we estimate PEP-Southeast Europe Infrastructure program can operate with as little as six million and we’re well above that. 

IADF: What types of projects will the PEP-Southeast Europe Infrastructure program finance?

Mitchell: They will be public projects and PEP-SEI will attempt to attract private sector capital. The projects will be focused on infrastructure sectors with the greatest potential, such as water, energy, solid waste and transportation.  

An example of transportation projects might be anything from a parking garage, to a toll road, or a light rail project. 

An energy project might be replacement of a coal fired district heating plant with a gas-fired system, a combined cycle plant, or a small hydro plant. Also, the European Union provides differential advantages to energy pricing for renewables, so wind energy is very attractive.  We’ve been looking at wind energy projects in Bulgaria as possibilities. Bulgaria has already passed some legislation for differential price advantages to renewables. 

Examples of water projects that we’ve looked at include bulk water projects. For example - if a city or group of cities is short of water and a nearby city already has a developed water reservoir, there is potential to build pipelines between the city with excess capacity and the city with the shortage, and to develop a purchase agreement between them.  

So those are the kinds of projects we are looking at.  We have gone through the region to develop a pipeline of possible projects.  It remains to be seen what types of projects will come forward. The countries, cities, and regions will have to actually apply to the Facility for support.  We have no pre-set distribution of projects between sectors, preferring instead to select from applications those projects with the highest probability of success, keeping in mind, however that the donors’ motivation is to balance success with the need to attract private funding into nations and sectors where it might not otherwise have previously flowed.  

We have also considered looking at somewhat smaller projects than the private sector might consider, or packaging groups of smaller projects to achieve economies of scale. Preparation costs will be considered a major issue — therefore, if the facility is presented with a smaller project, and this project has excellent engineering preparation and occurs in a regulatory environment conducive to speedy approval, it might be more likely to be selected than a larger project requiring greater preparation cost needs.
IADF: What are the various criteria for projects to receive funding?              
Mitchell: In each case, the public utility has to provide sufficient information to convince the facility staff that they have authority to enter into an agreement, that the project is feasible from an engineering standpoint, that the project is not over-designed, that it meets a demonstrated need, and that it has a credible potential to provide a cash flow. In other words, that there is not just a need for it, but that it is going to improve the cash flow to provide capital to pay back the investor. It is very important that we can use PEP-Southeast Europe Infrastructure’s resources and financial expertise to demonstrate to the private investor that the project will generate good cash flow either by creating new customers or something else to help pay back the private investor.  Otherwise, the private investor will not be interested, and PEP-Southeast Europe Infrastructure will have extended its funds to no avail.  Since PEP-Southeast Europe Infrastructure will structure projects to include reimbursement to the Facility for its costs of preparation at the point of financing of the project, it is important to the success of the facility that only projects likely to be financed be selected - otherwise the core funds of the Facility could be depleted quickly.  The revolving fund model used to set up PEP-Southeast Europe Infrastructure depends on a high success rate for survival.

IADF: How is PEP-Southeast Europe Infrastructure program helping local governments finance projects?

Mitchell: One of the things we imagine would be very helpful, and that I see as an advantage of PEP-Southeast Europe Infrastructure, is that as projects are developed for cities, cities will learn how this process works and will be more adept at doing this on their own.  So we hope that we will transfer this capability to the cities. 

We also believe that the consultants hired by PEP-Southeast Europe Infrastructure to do the engineering, financial, and legal work will only manage to do this cost-effectively if Facility combines international consultants with local consultants.    The consultants will be selected via bidding; in fact, IFC has already issued a tender seeking contractors for this work.  Whether the public agencies that PEP-Southeast Europe Infrastructure is working on behalf of would choose to pursue private operators, this would be up to the agencies on a case by case basis. 

When we worked on the earlier Regional Infrastructure Project, we did some very large projects which were largely conducted by local consultants but with assistance from international consultants.  The international consultants taught the local consultants how things had to be done to satisfy the international banks, and the local consultants very quickly picked up on what they didn’t already know about what the international banks wanted to see. As a result, capabilities were transferred to local contractors who were now capable of providing the appropriate service deliverables expected by the banking community.
And as far as the capital markets are concerned, we have the BIG Fund, or the Balkans Infrastructure Guarantee Fund. This Fund is based on the USAID’s Development Credit Authority.  This guarantee program will allow local banks, or other investing entities, like insurance companies, to consider investing in a secondary position in some of the projects coming out of PEP-Southeast Europe Infrastructure. If for example, a 40 or 50 million dollar project has a large investor and there still remains a 5 to 8 million dollar portion of the investment available, we’re looking to approach some of the financial institutions in the country and offer them a fifty percent U.S. treasury guarantee to prompt investors to consider investing in this project.  The local capital markets don’t normally don’t respond to investing in these kind of projects because of the types of securities and rates that would have to be offered for this kind of project investment. We think this U.S. treasury guarantee could create greater interest by potential investors for this category of projects and ultimately stimulate the development of local capital markets. 
IADF: What is your role with the PEP-Southeast Europe Infrastructure program?

Mitchell: I follow the USAID transfer of funding, and will be a member of the Donor Oversight Committee.  This committee will meet regularly through the life of the Facility. The committee won’t review the specifics of individual projects, but rather the overall performance of the Facility. 

SPOTLIGHT: 
City of Johannesburg Municipal Bond Issuance Initiative
http://www.joburg.org.za/
By Shireen El-Wahab

	Location 
	Johannesburg, South Africa

	Year launched
	2004

	Legal Status
	Initiative of City 

	Executive Director of Finance and Economic Development, Chief Finance Officer
	Roland Hunter


Background:
Two municipal bonds were issued by the city of Johannesburg - the first in April, 2004, and the second placed on auction June 23, settled June 29.  These issuances represent a new financing alternative in South Africa where only 0.4 percent of financing is from municipal bond issuance.

Bond issuance was established as a new initiative for Johannesburg financing, prompted by increasing capital expenditure and growing unrest with the previous system. 

Previously, sixty percent of the capital financing budget was allocated from short term debt.  Other sources included a national infrastructure grant, which provides eight percent of the budget, a provisional housing grant, which provides twenty-five percent of the budget, and developer contributions which make up seven percent of the capital financing budget.  This reliance on short-term debt was inefficient because of single obligator limit tendencies and high interest rates. 

The April issuance is part of the Johannesburg adjustment package, which aims to restructure and diversify capital financing in order to achieve real interest rate reductions, release escrow accounts, and extend its maturity profile.  In addition to debt restructuring, Johannesburg aims to use the money to help with capital expenditure and infrastructure in particular.  This mission stems from difficult times during the 1990s, which left much debt and a backlog of infrastructure concerns.
Enabling Environment :
The Institutional and Policy framework, pursued by the National Government under their Cooperative Government principle, has allowed the city of Johannesburg to introduce this bond initiative with ease and support. 

The Government has restructured its 283 municipalities into three categories: local councils, district councils, and metropolitan areas.  In return for increased autonomy, there is increased accountability and transparency.  Municipalities are subject to national and provincial legislation, but their powers are not compromised by provincial tendencies. This action aims to indirectly modernize budget and financial management within municipalities.
Since 2000, Johannesburg has been empowered as one of six metropolitan municipalities, also known as unicities. Johannesburg’s local administration is subject to a four year election, with the most recent election held in 2000. Johannesburg government is unique among unicities because administration and politics are separated, and departments are tightly managed. Administration is headed by a management team and a manager who bridges the political administration divide and is answerable to the mayor’s committee, which acts as a local cabinet for the city. 

Unicities tend to have majority debt financing of capital expenditure, so the Government introduced legal developments to encourage municipalities, especially the big unicities, to seek creative commercial sources of funding in order to become independent. 

In 2003, the government introduced the municipal financing and management act to complement this strategy of restructuring governance. This Act, which became effective July 2004, serves to clarify and separate local governance roles and issues, and to maximize the capacity to deliver services to communities.  
The two bonds issued by the city of Johannesburg represent the first partially-guaranteed bonds in South Africa and the first to be issued under this new Municipal Finance and Management Bill.

The bond program falls under the responsibility of the finance and economic development department of the city government, and is responsible for revenue collection, budget, expenditure and economic development. This department employs 1,164 staff and is divided into a finance division and an economic development division, both headed by the Chief Finance Officer who reports directly to the City Manager.

Finally, Johannesburg enjoyed a significant credit rating upgrade from FITCH from BBB+.zaf (1999) to A-.zaf in (2003) during the planning stage of this initiative, and this enabled easier issuance of the bonds in April and June 2004.

Bond Structure: 

The municipal bond issuance consisted of two separate bonds. Both bonds are for $1 billion.  One bond has a maturation of six years; the other bond a maturation of twelve years. The twelve year bond utilizes a partial credit guarantee sized at 40% of the principal outstanding. The guarantee is provided by the International Finance Corporation (IFC) through its recently created “Municipal Fund” and by the Development Bank of Southern Africa (DBSA). The partially guaranteed bond is rated AA-.zaf by Fitch Ratings, a three notch upgrade from COJ’s stand-alone rating of A-.zaf. This allowed for a successful issue beyond 6 or 7 years at an acceptable price
Operation: 

Oversubscribed upon issuance, the first bond was issued at 235 basis points above the Government’s R153. The spread has now dropped to 129 bps in the secondary market. The second bond was issued with a spread of 168 bps
Just as forecasted by its fifty percent oversubscription upon issuance, the bond reduced the interest rate overheads by $20 million over the next six years, diversified funds among fifteen new investors, and lengthened the debt maturity. Finally, the bond issuances helped assure the city of Johannesburg has access to escrow accounts.

The first $1 billion unsecured bond was awarded a “bond of the year” title by the Bond Exchange of South Africa (BESA).  At an international conference in Hanoi, Vietnam, during December 2004, City Treasurer Ngobeni confirmed that these bonds have achieved more stable and comfortable long-term liquidity for the city’s debts.

Future Opportunities:
Johannesburg has since authorized the launch of a domestic medium term note to raise $6 billion by 2010. As part of its program, the city government has appointed seven banks to oversee and inform the issuance over the next five years. These include ABSA, Barclays, Citibank, Deutsche Bank, Investec, RMB and Standard Bank. This will help make the process more efficient because with a dealer there is no need for a circular. The City will no longer have to appoint advisers for each bond issuance; rather they can go through this new program. 

SPOTLIGHT: 
Illinois Bureau of Water 

Financial Assistance Program

http://www.epa.state.il.us/water/financial-assistance/

By: Kristyn Oldendorf

	Location 
	Illinois, USA

	Year launched
	1987

	Legal Status
	Government Agency

	Bureau Chief
	Marcia T. Willhite


Overview:

The Illinois Environmental Protection Agency’s (IEPA) Bureau of Water oversees water pollution control and public water supply, and programs which were implemented to meet the goals of the Water Quality Act of 1987 and the Federal Safe Drinking Water Acts (SDWA) of 1996. Each of these acts authorizes federal grants to state governments for the purpose of establishing loan programs, with the condition that the state provide a twenty percent match to each dollar the federal government authorizes. The various financial assistance programs also address state regulations and goals dealing with water pollution and water supply issues. 

Objectives:

The objectives of the program(s) are:

-Ensure that Illinois' rivers, streams and lakes will support all uses for which they are designated including protection of aquatic life, recreation and drinking water supplies;
-Ensure that every Illinois Public Water system will provide water that is consistently safe to drink; and 
-Protect Illinois' groundwater resource for designated drinking water and other beneficial uses.
Programs implemented by IPEA:
-Wastewater Infrastructure Revolving Loan Program 

-Drinking Water Infrastructure Revolving Loan Program 

-Non Point Source Pollution Control Grant Program 

Wastewater Infrastructure Revolving Loan Program:  

This program provides low-interest loans to city, village, or sanitary districts for projects that address: construction or expansion of wastewater collection and treatment facilities; replacement, rehabilitation, or extension of collection systems and interceptors; or separation of combined sewers or upgrading existing combined sewers to eliminate overflows.  

Long-Term Goals (Five Year Time Frame):

1. To provide a stable and perpetual financing source for Publicly -Owned Treatment Works (POTWs) in the State;
2. To provide a perpetual source of financing for municipal wastewater treatment facilities to attain and maintain compliance with State and federal wastewater treatment requirements;
3. To provide financial assistance to all types of projects eligible under the Clean Water Act and the State enabling legislation;
4. To provide financial assistance to local government units at interest rates significantly below those offered on the open market; and
5. To maintain the integrity of the Fund.
Short-Term Goals:

1. To provide financial assistance for projects necessary to achieve or maintain compliance;
2. To manage a program that provides local government units with as simple an approach as possible to financing wastewater treatment works, consistent with federal and State statutory requirements;  and
3. To leverage the fund through the sale of bonds secured by the loan program.
Drinking Water Infrastructure Revolving Loan Program:

This program provides low interest loans to cities, villages, and water districts, and certain privately-owned community water supplies to fund projects that address: upgrading or replacement of existing facilities to meet the requirements of the SDWA and the State Environmental Protection Act; construction of distribution or treatment systems to replace individual wells; or renovation of treatment or distribution facilities.  Ineligible programs include those for construction or rehabilitation of reservoirs or those that are primarily for future growth or fire protection. 

Long-Term Goals (Five Year Time Frame):

1. To provide a stable and perpetual financing source for eligible public water supply systems within the state;
2. To provide this financial assistance at interest rates significantly below those available on the open market;
3. To utilize the Fund as a major financial vehicle for bringing qualifying public water supplies into compliance with the requirements of the SDWA and the Illinois Environmental Protection Act, and thereafter as a vehicle for maintaining

compliance; and
4. To utilize available set-aside funds to further the development and implementation of source water protection programs within the state.
Short-Term Goals:

1. To provide funding to all eligible compliance projects, to the extent that applications are completed and funds are available;
2. To commit all available loan resources to eligible loan applicants;
3. To manage a program that provides applicants with as simple an approach as possible to financing water supply projects, consistent with federal and state statutory requirements;
4. To develop a leveraged fund through the sale of bonds secured by the loan program, thereby generating leveraged bond proceeds for additional loan awards; and
5. To continue the 3-5 year effort to delineate and assess source water protection areas for all public water supplies.
Requirements:

Projects seeking loans must submit a pre-application from which the IEPA then creates a project priority list.  These prioritized projects must then submit a full application.  The application for wastewater infrastructure loans must include: a facilities plan, design plans, a source of revenue for repayment, and a summary of bids received on the project, among other requirements.  The application for the drinking water infrastructure loans must include: a project plan, design plans, an OM&R revenue system, demonstration of technical, managerial and financial capacity, an adequate source of revenue and security for repayment of the loan, and a summary of the bids received on the project.  The IEPA conducts an environmental review of the applicant. 

Lending Terms:

Loans for both water pollution control and public water supply have an interest rate of one-half the market interest rate, but should not be less than 2.5 percent.  The current average rate is approximately three percent. Borrowers have a maximum of twenty years to repay the loans, beginning within six months of the final review of the project by the IEPA.  If a borrower does not makes its payment on time and does not respond to a notice of delinquency, then the IEPA will pursue the collection of the outstanding balance, by any lawful means, including seizure of title or foreclosure.   

Finances:
The 2005 expected amount of funds available for loan distribution is as follows:                   

Water Pollution Control

Federal Funding           $   38,915,550

State Match                  $     7,783,110

Loan Repayments         $   65,000,000

Sub Total                      $ 111,698,660

Administration            -$     2,324,200

Total                             $ 109,374,460

Public Water Supply

Federal Funding            $  31,705,000

State Match                   $    6,341,000

Loan Repayments         $  11,000,000 

Sub Total                       $   49,046,000

Administration            - $    1,694,700

Reserved amount        - $    2,367,565

Total                             $  44,983,735

Prioritizing Projects:

All possible loan recipients must first be placed on a project priority list (PPL), by the IEPA, which uses different groups and bonus points to determine which projects to award funding to.  

Water Pollution Control projects are split into four classes based on the information provided in their pre-application: 
-Class A Projects are service continuation projects, which address 
existing needs and populations. These projects include sewage treatment plant renovation; rehabilitation and replacement of sewers; and upgrade of capabilities;
-Class B Projects are service expansion projects, which extend services, and include construction of additional sewage treatment plants and construction of additional sewage transport capabilities;
-Class C Projects are new service projects, which provide sewage collection systems and sewage treatment plants to municipalities without sewage systems; and
-Class D Projects are combined sewer service projects, which provide additional combined sewage transportation, combine sewage separation projects, and combined sewage detention projects.

Within each of these classes, projects are then put into a loan priority index (LPI), which is calculated by five factors: population, project need, financial hardship, source water protection, and small community systems.  More points are given to systems with high populations and more project need. Additional points are given to systems with high poverty or unemployment rates. Applicants that have taken steps to protect their source water receive bonus points, and small community systems, which serve populations less than 10,000, are given five bonus points. 

Public Water Supply projects are ranked in the following descending priority:
-Projects necessary for correcting a public health emergency situation;
-Projects needed to correct for maximum containment level violations;

-Projects needed to correct potential public health threats;
-Projects that will extend water service to rural areas with defective wells; and
-Projects given least priority are those that are correcting compliance or public health issues, but are necessary for maintaining a safe and adequate public water supply. 

Within each of the groups, projects are then ranked on various other factors, and greater priority is given to small, financially strained communities, with populations under 10,000, because these types of communities are those targeted for assistance under the SDWA.  Projects on the list are funded in the order their applications are received.

Application Process:

Projects applying for Wastewater Loans must first submit a pre-application. This pre-application includes a description of the project, an estimated cost, a proposed construction schedule, project classification, discharge location point, and population tributary to the project. The Bureau publishes a list of the projects to be included in Intended Use Plan three months later.  Before an applicant receives a loan commitment, it must complete the loan application, submit an approved facilities plan, and demonstrate that it has the legal, financial and managerial capability to adequately build, operate, and maintain the project. 

Other Projects – Non-Point Source Pollutions Control Grants:
The Non-Point Source Pollution Control Grants are distributed to local government units and other local organizations for projects 
addressing non-point source water pollution by means of implementing watershed management plans, such as the development of information programs and installation of best management practices.  IEPA receives funding for this program
through Section 319 of the Clean Water Act, and the maximum federal funding is sixty percent of the program. This is a reimbursement program that lasts two years unless otherwise approved.

Results:
Water Pollution Control

During the fiscal year 2002, the Wastewater Infrastructure Revolving Loan Program awarded a total of $75,489,654 in new loans to 21 local government units.  The smallest loan amount was $350,338, awarded to the Village of Junction City, in Marion County, for the construction of a three-cell lagoon with rock filter, forcemain construction and pump station renovation.  The largest loan amount was $11,629,121 to the City of Galena for construction of an oxidation ditch treatment plant. Other systems which received funding for projects included:

-Evanston received $5,305,972 for a combination of sewer rehabilitation, replacement and relief ;
- Spring Grove received $2,000,000 for a new treatment plant with lift station, a trickling filter package plant, and a disinfection system;
-Orion received $3,063,022 for a new lift station, new screening, grit separator, sludge tanks, aerators/diffusers, blowers and final clarifiers.

Public Water Supply

During the fiscal year 2002, the Drinking Water Infrastructure Revolving Loan Program awarded a total of $42,825,931 in new loans to 22 local government units. It was able to provide funding for every applicant that completed a loan application for fiscal year 2002. Systems that received funding included:

-Carthage received $600,000 for the construction of a new storage tank, a booster pump station, and 848 linear feet of 6-inch to 10-inch mains;
- Clinton received $ 5,502,516 for the construction of a new lime-softening plant to replace the existing iron-removal plant; and
- Sugar Grove received $ 1,578,652 for the construction for a new water well with caution exchange treatment for radium.

Volume 2, Issue 6                      						July 2005				





IADF BULLETIN


�


FINANCING LOCAL GOVERNMENT





International Association of Development Funds





Chairman...Lubomir Ficinski


President…Anthony Pellegrini


Executive Director….Kathy Shandling


Manager, DC Office….Kristyn Oldendorf











IADF 4000 Albemarle Street NW, Suite 407, Washington, DC 20016

T: 202-966-0587 F: 202-362-7692 Web: www.developmentfunds.org
6

