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One Year Later
by Kathy Shandling, Executive Director, IADF
It has been one year since IADF”s  2nd conference, “Financing Municipalities   &   Sub-National     Governments:   the   role   of specialized local funds and financial intermediaries,” was held in Washington DC.  Over 400 persons representing no less than five continents attended the two-day program.   

Since the conclusion of this conference a number of the initiatives that were discussed at the conference have moved forward. Projects/initiatives worth noting include: the establishment or expansion of the project development facilities like PEPSE Facility, DevCO, and InfraCo; the expansion of partial guarantee instruments like USAID’s DCA (Kanartaka) and the World Bank/IFC’s  Municipal Fund Group (Johannesburg); the establishment of the PIDG partial guarantee instrument called Guarantee to focus on countries listed under columns 1, 2, and 3 of the OECD-generated DAC list;  the new partnerships formed by the different aid institutions; and the establishment of new grant programs specifically focused on the development of pooled financing vehicles in select emerging countries around the world.

IADF hopes to see this level of activity continue.  We encourage those of you working on new initiatives and partnerships for purposes of addressing municipal infrastructure development involving sustainable financing to make them known to the newsletter staff. 

Kathy Shandling

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
EPA Response to Hurricane Katrina

www.epa.gov
In response to Hurricane Katrina, the Environmental Protection Agency (EPA) is conducting drinking water assessments, wastewater assessments, and debris assessment and collection. Working with the Louisiana Department of Environmental Quality, the EPA is continuing to perform extensive sampling of remaining flood waters in New Orleans in a review process that thoroughly reviews and evaluates all data. 
Sampling is being conducted for over one hundred priority pollutants such as volatile organic compounds (VOCs), semi-volatile organic compounds (SVOCs), total metals, pesticides, herbicides, and polychlorinated biphenyls (PCBs). As EPA coordinates federal, state, and local data, it will release the results as they become available.  

Data sampling includes testing for biological pathogens of E. coli levels. These levels are dangerously elevated and higher than the EPA’s recommended levels safe for contact, so the EPA is encouraging people to avoid direct contact with standing water and to immediately report infection symptoms.  

The EPA, the U.S. Army Corps of Engineers, and other Federal Agencies coordinated by the Federal Emergency Management Agencies, will support state and local governments in replacing and repairing public infrastructure, including roads, streets, bridges, and waste treatment facilities under the National Response Plan and the Stafford Act.

Private Goes Public: Two public-private operators go to 
market as a financing option                                                     www.adb.org
In Southeast Asia, two separate private water operators (for Western Jakarta and for Eastern Manila) made historic trips to the market in order to offer the public a financial stake in their companies. 
Palyja, an Indonesian subsidiary of the French firm Suez Environnement, launched IRD 650 billion (USD66.5 million) worth of bonds in the local stock market.  The company hopes the sale will offer relief of foreign currency risk.  Palyja, the concessionaire for West Jakarta, plans to replace the US$61 million in foreign loans it incurred shortly after its concession agreement began in 1998.  Specifically, the US$66.5 million raised from the bond sale will fully cover Palyja’s hard currency loans with the remaining amount used for working capital and capital expenditure. (The company’s 5-year investment plan for the water network had been reduced to offset the imbalance between the company’s revenue in Indonesian rupiah and the US dollar loans.)
Palyja bond sale was launched in July with fixed interest rates and with maturities of 2, 3, 5, and 7 years.  The bond interests are payable quarterly – starting in October.

Earlier this year, a private water operator in the Philippines, Manila Water Company Inc. ,turned over 37% of its equity shares to public hands when it opened on the Philippine Stock Exchange with a P799 million (USD 96 million) share offering. The IPO was the first local listing of a water utility in the country (with a simultaneous offer to international investors) since Manila divided its public system between two private concessionaires in 1997. The initial public offering (IPO) positions the company for an expansion campaign over the next five years. The IPO resulted in a fresh capital infusion of US$62 million. It tops off the company’s net profit of about US$24 million. 
Manila Water says it is planning to spend about US$73 million per year over the next five years to improve infrastructure, develop new water resources, expand the business, and reduce non-revenue water. 

Benin Receives a US$35 million for the Second Decentralization Management Project

22 September 2005

www.worldbank.org
The World Bank has approved an International Development Association (IDA) credit of US$35 million to assist the Republic of Benin with urban management.

The Second Decentralization Management Project aims to increase access to infrastructure and basic services for the residents of Benin’s primary cities and selected secondary cities.

There are several components of the project. While some components will address the financing of basic infrastructure and social/economic infrastructure, the first component of the project will concentrate on strengthening the performance of selected cities with specific focus on municipal finance and infrastructure maintenance.

Armenia Joins Asian Development Bank
20 September 2005
www.adb.org
Armenia became the 64th member of the Asian Development Bank (ADB) upon completion of formalities on 20 September. ADB is owned by its members, forty-six of which are from the Asian and Pacific region.  Armenia has subscribed to 10,557 shares of ADB’s authorized capital stock. ADB has an authorized capital stock of 3,509,728 shares, which is equivalent to US$51.6 billion. ADB promotes sustainable economic growth, social development, and good governance to achieve a reduction of poverty in the Asia and Pacific region.
New Sewage Plant to Clean-up the Baltic Sea                                 3 October 2005                                                                   www.ebrd.com/new/stories/2005/051003.htm
Sewage plants normally do not attract VIP’s but the president of Russia, the president of Finland, and the Prime Minister of Sweden all came to the opening of St. Petersburg’s Southwest wastewater treatment plant because it is a model of international cooperation and because of its impact will ultimately be felt far beyond the city itself.

Of the plant’s total cost of Euros 138 million, the EBRD loaned Euros 35 million, which was earmarked to fund construction work, and another Euros 50 million was donated by the European Union, Nordic neighbors, and national agencies.  At the inauguration of the plant, the Russian president highlighted that the project was living proof that money contributed by European Union taxpayers had been well spent.

The Southwest wastewater treatment plant is the first project to be completed under the Northern Dimension Environmental Partnership (NDEP), which was set up four years ago to mobilize help from the international community to tackle the leading environmental problems of northwest Russia.  It is because of its inclusion on the NDEP list that the wastewater treatment plant was able to attract the Euros 50 million in donor funding.

Three Wastewater Projects in Zacatecas, Mexico

29 September 2005

www.bnamericas.com
The director general of Mexico’s national water commission (Conagua) and the governor of the state of Zacatecas have signed an agreement for the construction of three wastewater plants.  The estimated cost of the three plants is 409 mn pesos (US$37.7mn) and will benefit approximately 350,000 people.

The form of financing for the plants’ construction has not yet been decided. There are two options:  the first is to use federal budget resources with a 50% local contribution; the second alternative is to opt for a turnkey project which would mean financing through the FINFRA program – implying private co-investment and a contraction of services.
Signing of World Bank supported Third Tamil Nadu Urban Development Project

14 September 2005

www.worldbank.org
Via a US$300 million loan agreement, the World Bank is assisting Tamil Nadu, one of India’s most urbanized states, with the development of an independent and sustainable mechanism for financing infrastructure development in its towns and cities.
Tamil Nadu has been forging a new approach to municipal development – an initiative assisted by two previous World Bank projects.  The Third Tamil Nadu Urban Development Project (TNUDP III) will support the government’s ongoing efforts to enhance the quality of urban infrastructure and strengthen the capacities of Urban Local Bodies (ULB’s) in the state.

TNUDP III has two main components: institutional development and urban investment.  The institutional development component is focused on providing technical assistance to the ULB’s – to help build capacities that would better manage delivery of urban service. The urban investment component will finance: 1.) investments in urban infrastructure in the cities/towns of the state over the next five years through a mix of a line of credit and capital grants channeled through the Tamil Nadu Urban Development Fund; and  2.)development of urban roads and related components in the Greater Chennai Metropolitan Area.

The US$300 million loan will be disbursed to the Government of India; it has a 20-year maturity period and a 5-year grace period.
ADB Strategy in Vietnam

27 September 2005
www.adb.org
The “Country Strategy and Program” (CSP) update for 2006-2008, which was recently endorsed by the Asian Development Bank’s (ADB) Board of Directors outlined ADB’s strategy for reducing poverty in Vietnam.  ADB’s medium-term development strategy focuses on three key pillars: promoting sustainable growth, inclusive social development, and good governance. 

Vietnam, which has a stable government and strong macroeconomic policies, experienced one of the world’s fastest-growing economies in 2004 with a GDP growth rate of 7.5%. To maintain or surpass this growth, the Government is implementing a five-year socio-economic development plan (SEDP) for 2006-2010. The SEDP aims to eliminate hunger by 2010 and halve the amount of the population in poverty in a country which had a 29% poverty rate in 2002. ADB is supporting this plan by preparing a results framework, contributing to a handbook for socioeconomic development planning, providing consultation for the SEDP in the central region, and implementing the SEDP in three provinces. 

ADB’s involvement in the SEDP is reflected in its CSP for Vietnam.  The CSP focuses geographically on the Central region of Vietnam, which has had less success in poverty reduction than in other areas.  It also focuses on how to improve how Vietnam cooperates regionally in the Greater Mekong subregion.  

ADB loans for the investment projects are expected to total about $500 million per year, but the final amounts will be determined by the preparatory technical assistance projects which prepare the investment projects. ADB’s Asian Development Fund (ADF), a loan and grant facility for ADB’s poorest member countries, are expected to provide assistance of over $200 million per year for the project’s time period, but will be officially determined after the preparatory technical assistance projects.  The ADF will also support a regional lending program of an expected $30 million to $40 million per year for 2005 and 2006. ADB’s technical assistance pipeline will provide about $4.7 million per year in grants to finance the lending program’s main areas. 

Projects in the pipeline include loans for health and education projects, agriculture projects, and industry and trade projects. Multi-sector projects will support rural infrastructure development, poverty reduction, and improved livelihood. The transport sector is tentatively scheduled to receive a $300 million loan in 2008 for the Metro Rail project in Ho Chi Minh City.  Other projects include a southern coastal corridor, a tourism project, the Hanoi-Lao Cai Railway upgrade, the Song Bung 4 hydropower development project, and other infrastructure development projects. 
Water Management Contract for City of ChangzHou, China Worth Over 800 million EUROS
30 September 2005
www.veoliaenvironnement.com/en/presse
Veolia Water has been awarded a management contract under a Public-Private Partnership to manage the water services for ChangZhou located in the JiangSu Province – 100 kilometers from Shanghai.  The contract is worth over $962 million and was made possible through a partnership that Veolia Water formed with the Hong Kong-based infrastructure company, Citic Pacific, to acquire a 49% stake in the municipal company, ChangZhou Tap Water Group.
Water Desalination Market Set for Major Expansion
23 September 2005
www.watertechonline.com
Fueled by a growing demand for water and rising costs of supply, the worldwide desalination market is set to grow into a $95 billion industry over the next 10 years according to a report by industry analysts.  Not surprisingly, the largest growth market for desalination will be the Mediterranean Rim where Algeria, Libya and Israel alone are anticipating capacity increases in excess of 300 percent.  A total increase in capacity in the region is predicted at 179% over the coming decade. 

The report also indicates that the United State desalination market will finally make the break-through into large-scale municipal desalination. Currently the market is dominated by brackish water desalination initiatives.

And China and India are also set to enter the large-scale seawater desalination market. Both have large populations in water-stressed regions and the political backing for the required higher water tariffs.

The increase in the desalination market has been driven by growing demand for water and rising marginal costs of water supply. At the same time, the falling costs of desalination have dramatically increased the size of the potential global market. 

ADB Wastewater and Sanitation Management Workshop 

20 September 2005

www.adb.org
The Asian Development Bank (ADB) held a working conference September 19-20 in Manila to focus on sanitation and wastewater issues and explore approaches for communities in ADB's developing member countries (DMCs) to approach these areas. The DMCs have had challenges in developing water infrastructure and in wastewater management.  For the past twenty-five years, other ADB member countries have been surpassing DMCs in technology and management of these areas, despite cooperation among all of the member countries.  A shortage of funding and a lack of prioritization in DMC agendas have contributed to this underdevelopment in the sanitation and wastewater sector in DMCs. 

In an effort to meet these challenges, the ADB convened a group of experts, practitioners, and NGOs in a wastewater and sanitation management workshop to find solutions that are involve lower in cost and investment than traditional methods. The workshop agenda includes creating a strategy for sanitation, hygiene and wastewater management for ADB and its DMCs, and discussing alternative approaches and best practices in management and administration of the sanitation sector. The workshop will also facilitate networking among professionals in the sector.

New ADB publications will incorporate the workshop’s findings and conclusions.  These publications, which will acknowledge all of the participants, will discuss the needed improvements in sanitation and wastewater management in Asia, and the best viable approaches to meet these needs. ADB invited individuals, organizations, companies and NGOs associated with the sanitation and wastewater management sectors to submit papers. ADB will then invite applicants to attend the workshop in Manila, based on a review of the submitted papers. 
UK to give 200 million pounds to new World Bank fund for Africa

3 October 2005

www.dfid.gov.uk
The UK is to give 200 million pounds to a new World Bank “catalytic” fund that is designed to help sub-Saharan African countries make faster progress in achieving their priorities for improving health, education, infrastructure, and access to water.

The use of the fund will be guided by the priorities of the Africa Partnership Forum. It will provide money to those countries that have shown an ability to make good use of increased amounts of aid as well as those countries with reforming and post-conflict governments that have shown a commitment to reducing poverty.

The Africa Catalytic Fund which was proposed as part of the World Bank’s Africa Action Plan will be financed by voluntary contributions from Bank members.
Consultation on ADB Strategy in Kazakhstan
15September2005
www.adb.org

The Asian Development Bank (ADB) held a consultation meeting in Almaty, Kazakhstan on September 15.  This was the fourth in a series of six consultations to assess ADB’s water policy implementation. This includes assessing experiences with implementing ADB’s water policy, achievements, areas of needed improvement, and priorities in investment for the next five years. 

The first meeting was held in Cambodia in June 2005, while the second and third meetings were held in August 2005, in Fiji Islands and Indonesia, respectively.

Participants included stakeholders from the government, ADB projects, non-government organizations, the private sector, academe, and international organizations, as well as a panel of experts commissioned to conduct an external review of ADB’s water policy implementation. Presentations focusing on Kazakhstan’s efforts to improve its shared water resource management and efficiency were presented by representatives from the Committee on Water Resources (CWR) of the Ministry of Agriculture, United Nations Development Programme, and by ADB’s resident missions in Kazakhstan and Uzbekistan. Participants will consider local needs in finding innovative approaches. 

The panel of experts will continue their review with a site visit to two villages in Almaty, following the consultation.  They will meet with communities in Otegen Batyr and Baiserke to discuss the Second Rural Water Supply and Sanitation Project (RWSSSP) under the National Drinking Water Sector Program and to tour  existing rural water supply systems.
Vietnam Red River Delta Project

15 September 2005

www.worldbank.org
The World Bank approved a $45.87 million loan to the Socialist Republic of Vietnam for its “Red River Delta Rural Water Supply and Sanitation Project.” This project will contribute to improving water and household level sanitation services and their effective use in the Red River Delta, specifically in the four selected rural provinces of Hai Duong, Nam Dinh, Ninh Binh, and Thai Binh. The project will utilize an approach to create improvements that are financially, technically, socially, and environmentally sustainable, leading to a reduction in poverty. 

Four components make up the project. Component 1, Water and Sanitation Infrastructure Development, will work to improve access to safe water supplies and sanitation facilities in selected rural areas in response to the growing services gap between rural and urban areas. Component 2, Hygiene and Sanitation Behavior Change, will aim to provide a range of hygiene and sanitation promotion interventions aimed at optimizing the effective use of improved water and sanitation infrastructure, and the adoption of safe hygiene behaviors in all households through commune and school-based programs.
Component 3, Strengthening the Capacity of Community and Local Government Institutions and Management Entities, will work to improve deficiencies in fund transfer, institutional capacities, and the effectiveness of decentralized investment through training and technical assistance. Component 4, Support for Project Management, Monitoring and Evaluation, will provide financing and technical assistance to establish and operate Provincial Project Management Units (PPMUs) and a Central Project Office (CPO).

The Ministry of Agriculture and Rural Development of Vietnam will be the implementing agency for the loan.  This International Development Bank loan has a forty-year maturity with a ten-year grace period. 
Closer to Private Municipal Finance in Mexico?

 4 October 2005

www.iamericas.org
Since the successful non-sovereign bond placement in the local market for a water treatment facility in the Mexican municipality of Tlalnepantla in 2003, the question has been whether this success was a one-time fluke or whether the times were right for other municipalities to come to market. 

There certainly seems to be a boundless political desire and financial need.

On October 3 and 4, the Institute of the Americas, a private think tank in La Jolla, convened the second in its series of Mexican municipal finance roundtables, meeting in the city of La Paz.  The meeting focused on the State of Baja California Sur’s potable water, sanitation and other infrastructure needs, as well as the options for and obstacles to financing those needs.  Municipal officials, banks, NGOs and representative from banks, rating services and accountants participated in the roundtable discussion. 

The roundtable identified obstacles in Baja California Sur - among them institutional and political constraints, inconsistent accounting practices, difficulty in tax collection and substantial municipal deficits.  Significantly, though, tourism developers and NGOs agreed to try to overcome these obstacles and work together to investigate public-private collaboration with the municipality of La Paz.

The next roundtable in this series will be held in the city of Puebla December 1st and 2nd and will encompass surrounding states - areas judged to be better prepared to move forward more rapidly with projects that involve sub-sovereign bond financing.  
ADB Launches 1 Billion Yuan Panda Bonds in China

10 October 2005

www.adb.org/Media/Articles/2005
The ADB announced the launch of its renminbi-denominated (“Panda”) bonds in the domestic capital market of the People’s Republic of China. The issue will have a principal amount of CNY 1 billion, a maturity of 10 years and a fixed coupon rate payable annually. The bonds will be issued in the interbank market through a syndicate of underwriters led by BOC International (China).  The launch of the Panda bonds represents another milestone in the ADB’s quest to develop the region’s bond markets.  
The issuance of Panda Bonds will have an important impact on the development of the PRC’s bond market.  One of the key benefits will involve the promotion of more diversity among bond issuers. Another benefit of the Panda Bonds is the strong signaling effect to the international community.
The Panda bonds will represent a step toward adopting best international standards – particularly in documentation, disclosure, and deal management.

The ADB will use the proceeds of the Panda bonds for funding private sector development projects in the PRC.  The objective is to help reduce the currency risks for private enterprises.  

After India and the Philippines, the PRC is the third country where the ADB plans to undertake local currency financing.

IFC Panda Bond Launch Opens Renminbi Bond Market to International Institutions

10 October 2005

www.ifc.org
The IFC has also launched a Panda Bond issue in the Chinese domestic market.  Like the ADB launched Panda Bond, the IFC issue helps provide a model for future high-grade issuers and helps deepen the overall local capital markets in China. Specifically, this bond issue seeks to further expand the non-government bond markets in China and increase capital for private companies.

The RMP1.113 billion (approximately US$140 million equivalent) 10-year bonds were placed with institutional investors in the national interbank market.  The bonds carry a 3.40 percent coupon rate and were issued at par. The joint lead managers are China International Capital Corporation and CITIC Securities. 
The IFC will use the proceeds from the bond to finance three Chinese companies – Guangzhou Development Industry Holdings, Chindex International’s United Family Hospitals and Anhui Conch Cement Company.
Hanoi Issue First Dollar Bond

6 October 2005

www.ft.com
The Vietnamese Authorities have given the go-ahead for the country’s first dollar-denominated sovereign bond. The issue is expected to raise at least $500 million.   An international roadshow is due to begin and authorities hope to conclude the issue by the end of October.

The decision to proceed with the sovereign bond issue reflects the government’s growing comfort with its market-oriented reforms and deepening integration with the global economy.  The issue of a sovereign bond marks a big step in self-confidence in a country where the economy is growing around 8% a year. 

Money raised from the bond is slated for capital investment by key state enterprises including shipbuilding and ports. 

Analysts believe the first sovereign bond may be followed by large state enterprises in key infrastructure sectors pursuing their own international bond offerings.

Global Bond  is a Buoy  for  Brazil

22 September 2005

www.ft.com
Brazil recently issued its first global bond denominated in local currency.   The 10-year bond, which raised about $1.5 billion from overseas investors, will help improve the country’s credit rating by reducing the mismatch between its assets in the real and its liabilities in dollars.  The bond issue not only underscored the resilience of Brazilian assets in light of the country’s recent political turmoil, but it served as a giant step forward in strengthening the country’s local market and its economy. At the end of the day, the Brazil bond issue drew about US$7 billion in demand and was priced to yield 12.75%.  
The deal was managed by JPMorgan Chase along with Goldman Sachs and Banco Itau.
Local currency bond financing is part of a development trend in the Latin American region.  And it is anticipated that the shift from short-term dollar denominated issuance to longer-term real-denominated bond issuance will continue.

This bond issue marks Brazil’s first local currency bond that is clearable via Euroclear.
Two Deals  for New York City’s Water Finance Authority

23 September 2005

www.bondbuyer.com
Recent back-to-back bond sales will benefit the New York City Municipal Water Finance Authority. 

The New York State Environmental Facilities Corp has sold approximately $225 million of state clean water and drinking water revolving fund revenue bonds. The proceeds will take out the commercial paper issued by the city’s Water Finance Authority.   The Authority uses commercial paper to reimburse the city for those amounts advanced to pay for water and sewer projects; the Authority then issues long-term debt to retire the outstanding commercial paper.

In addition to the sale of revolving fund revenue bonds by the EFC, the city’s own Water Finance Authority has sold $500 million of fixed-rate water and sewer system revenue bonds. The proceeds will fund various routine maintenance and capital projects including the construction of a third tunnel to link the upstate reservoirs that supply the water to New York City to the pipes that bring the water into the buildings.
ISDB Loan to Lebanon

11 September 2005

www.isdb.org
The Islamic Development Bank (ISDB) approved a US$43.21 million Istisna’a loan to the Government of Lebanon for its “Tripoli Infrastructure” project. The city of Tripoli currently has deteriorating infrastructure and road superstructure, which this project will address by implementing an efficient wastewater network, a potable water network, a storm water network, power and lighting, as well as the reconstruction of damaged streets and sidewalks.  The loan will also finance consultancy services and auditing for the project, which has an implementation period of 2005-2009.

Project procurement will be through international competition, and the executing agency for the loan will be the Council for Development and Reconstruction (CDR). The total project cost is estimated at US$46.3 million and will be co-financed by a US$3.09 million loan from the Government of Lebanon. 
INTERVIEW:
Thomas van Gilst 

Water and Sanitation for the Urban Poor
www.wsup.com
Conducted By: Kristyn Oldendorf
Background

WSUP (water and sanitation for the urban poor) was established in September 2004 as a partnership between the private, public and civil society sectors to help provide more effective delivery of water supply and basic sanitation services (within urban slum areas) in an effort to making a significant contribution towards achieving the MDG’s for  water and sanitation.  

According to its mission statement, WSUP seeks “to advance the Millenmium Development Goals for water, sanitation and associated health benefits through multi-sector stakeholder partnerships – delivering sustainable, equitable and affordable water and sanitation services to the urban poor in developing countries.”
The WSUP membership is currently made up of three businesses (Halcrow, RWE Thames, and Unilever), three NGO’s (Care International, WaterAid, and WWF) and one academic institution (Cranfied University). New members who can help re-enforce the mission statement and bring additional capacity and complementary expertise will be welcomed.
The following interview illuminates the WSUP mission, its goals, its particular project development approach, its current pipeline of projects, and most importantly, its interest to work with established local infrastructure funds to further the long term sustainability of water and sanitation urban infrastructure projects:
IADF:  What is the background that led to the creation of WSUP?
TG: Water and Sanitation for the Urban Poor, WSUP, is an entity that was developed by a group of water operators, consultants, lawyers, NGOs and academics as a means to contributing to the achievement of the UN Millennium Development Goals on water and sanitation.

WSUP started two years ago with a workshop, convened by RWE Thames Water deputy-CEO Jeremy Pelczer, to develop a concept in which members would neither contribute capital nor be involved in billing and collection processes. Instead, they would contribute from their particular areas of expertise, and would potentially be able to earn a margin of return on the resources they committed.  
Subsequent workshops retained the core of seven previously-noted organizations committed to formulating the WSUP concept. The United Nations Development Programme also participates in WSUP, but as an observer rather than member. 
Together, WSUP members work to develop projects based on a partnership-based model using both NGO and private sector resources. Specifically, projects to be pursued will follow the WSUP model – providing the development of a water project in the overlooked and often under-served urban slum regions to the point of implementation. 

IADF: How were the WSUP members selected? 

TG: WSUP’s members were self-selecting in that they continued to come to workshops. Under the guidance of Richard Sandbrook,   special advisor to the UNDP, they developed WSUP as an entity. The organization of WSUP is largely democratic, with each member afforded one vote.
WSUP will at some point early next year be admitting new member organizations. These members must meet certain criteria, including a demonstrable commitment and the ability to carry a share of the members’ agreed financial contributions to match donor funding. 
The members must jointly contribute £300,000 per year in the form of matched funding in cash or in-kind contributions against donor grants. In addition, WSUP’s current roster of members have incurred considerable costs over the two years that the partnership has been under development; so new members will also pay a joining fee that will directly fund WSUP projects. This fee can also be in the form of in-kind contributions. 
And equally important, however, is that WSUP members be able to help identify, develop and deliver projects on the ground.

IADF: Can you clarify the parameters of the WSUP model ? 

TG: WSUP will engage its members in the identification and preparation of projects on its behalf.  This takes place on a non-profit basis. After a project goes through the “scoping” phase” and the subsequent “feasibility phase”, a project is considered ready for implementation and is handed over to the local government or municipal entity. Documents prepared by the WSUP-contracted team will provide a recommended design and/or operating model that will enable the urban slum to successfully and sustainably integrate with the existing larger regional and/or municipal water/wastewater service system. 

The local service authority/government entity that contracted the WSUP work will then initiate a competitive process for the selection of a consortium to take the project through the recommended implementation stage.  Implementation, in this case, refers to assisting the government entity or authority with putting into place the necessary infrastructure in order to achieve the sought after improved sustainable service.

IADF:  How is WSUP funded?
TG: In July, DFID became the first external organization to commit significant funding to WSUP. DFID provided a financial commitment of 4,000,000 pounds for the next three years.  Additionally, the WSUP members have collectively pledged 900,000 pounds over the next three years. And very recently, Germany’s Federal Ministry for Economic Cooperation and Development (BMZ) has pledged EUROS 400,000.  

The DFID funding and member contributions will allow for the establishment of  WSUP’s secretariat, consisting of three managers and one assistant plus sufficient funds for the identification and “scoping” phases for project opportunities (about 48 scoping studies) throughout the first three years.
The DFID funding will also cover two feasibility studies and continued WSUP involvement through the end of the implementation of two pilot projects.  Normally, the implementation phase would be fulfilled by a selected consortia but DFID felt that it was important to first test the partnership model via WSUP itself.

Funding for subsequent feasibility studies and funding for the implementation phase will need to be found each time on a case-by-case basis. The new BMZ grant is the first example of additional funding that is intended to cover the cost of two future feasibility studies.
WSUP is benefiting from donor funding at this time.  Down the road, it is the intention of WSUP to eventually become self-sufficient. WSUP is currently exploring the idea of eventually levying a “success fee” from the winning bidder of a project at implementation stage or from the local authority/government entity in order to contribute to the WSUP costs related to the project.  
IADF: What kind of water projects will WSUP specifically target? What is the specific focus of WSUP projects?
TG: WSUP will focus mainly on slum areas and others without access to safe water and adequate sanitation services. Slums present complex problems to operators, ranging from land tenure to affordability, and even management issues.  Consequently, these areas are very often ignored.

WSUP will analyze a number of factors in helping communities and operators to identify sustainable solutions. These include willingness to pay, affordability, and acceptance of differentiated service levels, to name just a few. 

WSUP’s primary geographical focus will be those projects located in DAC I and II countries. However, the partnership might also consider a slum area in a DAC III country, such as the Philippines or select South American countries, where great inequality exists between rich and poor.

WSUP intends, however, to focus on countries where its members are well represented with local offices, so that better results on the ground can be achieved at better value.

IADF: What projects are currently being funded by WSUP?

TG: Presently, WSUP has funding for two pilot projects - the first project is located in Bangalore, India
Having gone through the scoping phase, the project is now embarking on the “feasibility” phase. With this specific project, WSUP will also seek to coordinate its work in the urban slums with another larger complimentary infrastructure project that is already under way. WSUP will focus on extending the new infrastructure service to the adjacent slums.

WSUP will also assist the government authority (the WSUP client) in identifying funding sources (ranging from grants to loans) to cover the cost of the necessary infrastructure development during the implementation phase.

Other WSUP project opportunities that are currently in the “scoping phase” are located in Kenya and Madagascar.  Either of these two projects could potentially become the second WSUP pilot project. 
IADF: What is the process for choosing projects?

TG: We expect to identify projects via proposals submitted either from our local offices and travelling members, or from brokers such as UNDP country representatives. 

The Board will evaluate project proposals on the basis of a scoping process carried out by the secretariat to determine whether the projects warrant further consideration. Criteria to consider include: engagement on the parts of the community and local service authority; the strength of WSUP’s local presence; the number of people who stand to be served; whether the project is considered worthy from an Integrated Water Resource Management perspective, and whether there would be any conflict of interest with the activities of our members.

WSUP got involved in Bangalore very early, before it received any DFID funding. One of the members was already working with the Local Service Authority, and knew that some form of intervention was needed to serve the growing slum population in one of the fastest growing cities in the world. With a large WB and JBIC funded capital program for infrastructure development already taking place, the WSUP approach focused on the urban poor was an obvious fit. It also provided an excellent proving ground for this partnership approach. 
The opportunities under review in Kenya and Madagascar were brought to WSUP’s attention through WWF Kenya and the UNDP’s Growing Sustainable Business representative.  
IADF: What niche is WSUP filling that was previously missing? 
TG: As a partnership–based organization focused on delivering clean water and sanitation to the urban poor, WSUP brings together NGOs and private sector entities who conduct projects at a local level. The organization considers areas overlooked by most providers that are lacking in investment. It is also reviewing structures that could allow members the possibility of a return on the resources committed. If implemented, this would go beyond current philanthropic-based models.
IADF: How does WSUP anticipate working with regional/local infrastructure development funds?

TG: To the extent that success fees do not cover the entire costs of the feasibility studies, the WSUP Secretariat and the project teams will be seeking to identify grant funds.  
WSUP will also be working with the local authorities to seek sources of grants and loans to help cover the infrastructure costs that cannot be covered by the local authority’s own means.
IADF: What other role can regional/local development funds play in the execution of WSUP projects?

TG: In addition to serving as a funding partner, WSUP would like to be considered as a partner of choice in the development of water project opportunities identified by the funds themselves.

IADF: Under what other circumstances would WSUP consider partnering with local infrastructure funds?

TG: WSUP projects will seek to interact with recognized infrastructure funds on a number of fronts: from the funding of WSUP’s own role to the actual funding of the infrastructure requirements of a defined WSUP project. But WSUP may also seek advisory services from local infrastructure funds or local financial institutions. 
_____________________________________________________
SPOTLIGHT: 
Connecticut Clean Water Fund

[http://dep.state.ct.us/wtr/cwa/cwfund.htm]

Compiled By: Nina D’Arcangelo and Kristyn Oldendorf

	Location
	Connecticut

	Date Founded
	1986

	Legal Status
	Under Connecticut Dept of Environmental Protection


Background & Objectives:

The Connecticut Clean Water Fund (CWF) was created in 1986 in order to replace the federal grant system that had been in place since the 1950s.  It is administered by the Connecticut Department of Environmental Protection and the Treasury’s Office.  The objectives of the CWF include providing municipalities with the financial assistance needed for the planning, design, and construction of wastewater collection and treatment projects, as well as drinking water treatment and distribution. The fund now operates with five accounts for various purposes:
· Water Pollution Control State account

· Federal Revolving Loan account

· Long Island Sound Clean up account

· River Restoration account

· Drinking Water State Revolving Fund account

The federal account falls under Title VI of the Clean Water Act amendments as a qualifying State Revolving Fund (SRF). This makes it subject to EPA regulation. 

The CWF provides grants and loans to municipalities for water pollution control projects. It extends to municipalities one of the more reasonable financing packages for wastewater projects. 
Sources of Funding

There are four primary sources of funding for the Connecticut CWF:

1. Federal capitalization grants are awarded to the state and make up a third of the funding (when proceeds of revenue bonds are excluded); grants are given in proportion to the rate of construction of the projects. 

The total federal funding from 1987-2003 equaled $294,514,024. In fiscal year 2004, the Department received $16,612,404 in federal funds, while in FY05, the Department expects to receive between $10,000,000 and $16,497,000 in federal funds.
2. State contributions are required to match 20% of the federal funding. This portion is generated from the issue of general obligation bonds. 
Many states have met only the minimum match to receive federal funding, but Connecticut has exceeded this match. In fact, Connecticut has met the match 10 times over.  The Connecticut Clean Water Fund is considered one of the most aggressive in the country.
The total state funding from 1987-2003 equaled $802,665,117. In 2003, $21,054,118 in state funding was used to fund 21 planning grants and eleven previously funded projects, bringing the total 2003 funding for CWF to $1,341,128,565.12.  

3. The interest earnings on the fund’s reserve account along with the interest subsidy contributions from the state add to the funding of the Connecticut Clean Water Fund.  In other words, not only does the state contribute a 20% match of the federal funding but the state subsidizes part of the differentiation of the interest paid out to the bond holders versus the interest charged for the project loans.
4. Loan repayments with interest contribute to the funding of the CWF.  Municipals receive a 20% grant and an 80% loan for the total costs associated with a given project.  The loans are repaid over 20 years, beginning at the completion of the project.  They are subject to a 2% interest rate.

Bonds                                                                                           Please note that the CWF Revenue bonds are backed by the municipality's pledge of repayment in addition to the state and federal funds that are deposited in the debt service reserve accounts. Interest earned from state and federal deposits for the debt service reserve account is used to support/service the bonds. It also provides for quicker earlier access to funding for municipal sanitation and water pollution projects.  The revenue bonds are rated AAA by two of the three rating services, documenting the financial strength of the  CWF program. 
Application Process

A project must be on Connecticut’s Department of Environmental Protection’s (DEP) Project Priority List that is constructed each year.  The borrower must prove that it has a dependable source of revenue in order to assure repayment.  All financial information will be reviewed by the Office of the Treasury and then passed onto the DEP to determine whether the state will issue revenue bonds, a direct loan, or a grant.  The application must also pass through: evaluation and enforcement review, project administration review, environmental and credit reviews. 

Once the Project Priority List is proposed, it is distributed to appropriate local officials, consulting engineers and government agencies involved with the projects.  A  public hearing is held on the adoption of the priority list, and any suggested changes presented will be considered for incorporation into the final priority list. The priority list is finalized after the DEP considers all public input and receives approval by the Commissioner of Environmental Protection.

Project Priority List

DEP rates projects on the priority list based on a variety of criteria to determine the impact of the project on the public health, and on improved water quality and water resource utilization. Projects on the priority list are rated on several criteria which emphasize the impact of each upon public health, and on the improvement of water quality and water resource utilization. Priority is given to projects which will improve water quality areas where a public health risk exists, where there is impairment of a designated use, or where pollution from the municipal discharges will be reduced to substantially restore surface or groundwater uses. 

Eligible sewerage projects are placed on the list as requested by the municipalities or identified by DEP.  During the public comment period, additional projects can be added as requested by any municipality.

The project priority list is separated into a fundable portion and a future portion.  The fundable portion contains projects that are expected to receive funding from the current fiscal year allotment, as well as any balance carried over from prior years that is not obligated.  The future portion of the list consists of projects that might be funded from future authorized allotments. 

The Project Priority List is divided into groups, each of which is further broken down to assign different point amounts to projects, based on their characteristics.

I. Projects which impact potable water supply - (10 points max) 

Points awarded based on number of people affected, with more points awarded for more people. 

II. Project is necessary for attainment of State water quality goals - (28 points max)

III. Project will enhance specific water resource values - (24 points maximum)

This includes fishery resources, shellfish resources, swimming, and reduction of eutrophication. 

IV. Population equivalent (including commercial and industrial waste) initially served by the project - (12 points maximum).

More points are awarded for more people served.

V. Health Related Issues - (6 points)
This includes projects that improve failing septic systems, eliminate backup of sewage into basements, or  eliminate overflow of sewage in streets.

VI. Miscellaneous  - (5 points maximum)

This includes projects to upgrade an existing primary facility to comply with secondary treatment standards; projects that will result in the DEP rescinding an Order concerning a sewer connection moratorium; projects that will eliminate nuisance odors associated with treatment processes or pump stations; and  remedial actions that will improve treatment plant operations where treatment standards are already being achieved.

Sewer System Requirements

Connecticut currently has 90 municipalities operating publicly-owned sewer systems.  The 20 year life expectancy of the systems requires frequent updating in order to meet national standards.  Some municipalities are required to maintain even higher standards if they are in close proximity to a river. Financing for these sewer projects increased from $1.07 billion in 1987 to $2.55 billion in 1996. The Connecticut Clean Water Fund has earmarked funding to assist in the financing of these projects.

Achievements

With Moody’s Investor Service ratings of A or higher on 79% of its loans, the Connecticut CWF has become to be considered a success story among public institutions and has grown to become the third largest public works program in Connecticut.  

In working towards upholding water standards set forth in the in the Clean Water Act of 1967, the CWF has helped bring all sewage treatment plants up to the level of secondary treatment.   This consists in removal of 85% of organic matter in sewage, followed by disinfecting the treated waste in order to protect public health.  Advanced treatment requires the removal of 95-97% of organic matter.  As of 1997, 13 out of 35 plants needing this additional process had been treated and are currently fully operational.  

Many rivers that were highly polluted up until the late 1960s, such as the Quinnipiac and the Naugatuck Rivers, have since been fully treated, under the financial assistance of the CWF.

A CWF accomplishment worth noting: in January of 2003, CWF along with Environment Northeast, SmartPower Connecticut, and the Interreligious Eco-Justice Network started a campaign to promote the following goal - 20% of the energy usage by the state should come from non-polluting, renewable sources by the year 2010. Former Director of CWF, Brooke Suter, stated that the campaign would spread the benefits of renewable energy as an alternative to power plant emissions.  Within the past few months, the communities of Milford and Portland, CT have both committed their cities to achieving the 20% goal, and they acknowledge the support of the Clean Water Fund as being instrumental in the initiative.     

Information not provided by the CWF website can be found at: http://www.state.ct.us/ott/debtreports/2003cleanwater.pdf
_________________________________________________

SPOTLIGHT: 
Caixa Econômica Federal, Brazil

[http://www.caixa.gov.br/]

Compiled By: Kristyn Oldendorf

Assisted by the Brazilian law office of Felsberg and Associates
	Name
	Caixa Econômica Federal

	Location
	Rio de Janeiro, Brazil

	Year founded
	1861

	Legal status
	Public company

	Main sectors of lending
	Real Estate, Water, Sanitation


Background

Caixa Econômica Federal is the main federal bank for the government of Brazil, created to support government programs in science and technology and to provide technical assistance to municipalities for sanitation and housing.  Caixa, a public company with a private status, serves several functions. It acts as a commercial bank with 29 million clients.  It acts as an agent in the transfer of benefits from the government to Brazil’s 5,560 municipalities. 

Brazilian Emperor Dom Pedro II created Caixa January 12, 1861, through Decree 2,723, with the purpose of granting loans and promoting savings. Originally called “Caixa Econômica e Monte de Socorro” Caixa was meant to develop into a sort of  “safe vault” for the less advantaged. 
Decree 759 of August 12, 1969 authorized Caixa as a state-owned institution under the Finance Ministry, placed its headquarters in Brasilia, and set its objectives. 

Over the past 143 years, Caixa has enhanced and diversified its mission and rearranged its business focus. 

Objectives

Caixa seeks to promote a continuous improvement in the quality of life of the people. It works on intermediating resources and financial businesses. Caixa supports urban development, providing funding for housing, sanitation, infrastructure, and administration contracts.  With Caixa’s support and its products and services, municipalities are able to improve their public administration and planning.  Caixa also helps the public administration by restructuring, making fiscal adjustments, and modernizing management.  Additionally, Caixa works to improve the regulatory and legal aspects of providing improved sanitation. 
Administration

A state-owned financial institution, Caixa is pursuant to Decree No. 759, related to the Finance Industry.  As a public company with a private status, Caixa has the State’s protection of its deposits, which stimulates savings. Also, Caixa can grant loans, acting with public and private legal entities to solve social and economic problems. Operating in the infrastructure sector, Caixa grants loans to facilitate the acquisition of housing, especially for the less advantaged. 

Caixa is financed by government resources designated for social programs, with private capital investment in over 32 million accounts and loan transactions, such as Construcard and Crédito Estudantil.
Projects

Caixa essentially functions as a savings institution. Part of its funds is allocated to projects. It is often considered the least expensive source of funds for projects. Specifically, Caixa focuses on real estate, water and waste water projects, both private and public. 

Caixa is involved in several other areas. It provides credit to fund housing programs, loans, pawns, which the public utilize, and assistance for distribution of government social benefits. It also funds scholarship programs, such as the “Financiamento Estudantil.”
And Caixa has contributed to development in the housing sector. In August 2005, Caixa granted a R$22 million loan to the infrastructure agency of Amazonas State to support the construction of 1,422 houses. 
Lending

In the last 3 - 4 years, Caixa developed an on-lending system with private banks. Rather than provide direct dispersal to the projects, Caixa will lend funds to private banks, which will then on-lend to the projects. In this manner, Caixa will be running the private banks’ risk and the banks will take on the project risk. This system decreases Caixa’s, and thus the government’s private exposure for regulatory purposes. The private banks take on the government’s risks, but funds continue to flow to the government projects.
Also, Caixa provides a credit facility called a pawn, which is one of the most popular loans among the Brazilian people. It acts as a guarantee for the operation of personal assets, which will be returned after the debt payment. 
Lending Criteria

Caixa has very strict lending criteria because it is a government institution. 

Projects must undergo a strict environmental review, conducted by private consultants. The review is submitted to Caixa, which has its own technical group in order to be actively involved with the technical development of the project. Caixa acts as a lender as well as a provider of technical support and development of the project.  This active involvement contributes to controlling risk.  Since Caixa may be the only sources of funding for some of these projects, small projects that need technical support have no where else to turn.  

Borrowers must be at least eighteen years old, must hold a bank account or savings account (“conta poupança”) at CAIXA, must undergo an evaluation of  their financial status conducted by CAIXA , and must execute a loan agreement with CAIXA. Loans may be granted for a period of up to twenty-four months and in amounts of up to ten times the monthly income of the borrower. 

In the housing sector, Caixa provides a credit facility called a “Construcard” to purchase or build houses. This credit limit is determined by the borrower’s financial status and ability to repay. The borrower has up to thirty months to pay back the credit in installments. 

Urban Policy

Also, Caixa is in charge of implementing the federal government’s urban policy. It finances projects and redistributes federal budget resources. It also gives technical assistance in the following sectors: housing, environmental sanitation, and urban infrastructure.

Results

Caixa has committed US$567 million to the sanitation sector to benefit about 9.4 million people.  It has created jobs for 824,000. 
In the housing sector, Caixa has committed US$1.8 billion, benefiting a population of 1.3 million, and creating 450,000 jobs. 
Caixa has partnered with infrastructure agencies across Brazil, demonstrating its capability to reach distant areas, away from the cities. Its status as one of the largest state-owned banks in Latin America demonstrates Caixa’s efficient business strategy.
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