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1 Introduction
The purpose of the present study is to elaborate practical and realistic solutions and to advise utilities and their governments at the ARC and district levels on how they can increase capital investments into rural water infrastructure by tapping private financing sources.

Various financing options were tested, including loans, bonds and private sector partnerships. For the most relevant options the appropriate institutional framework was determined.

2 Report summary
In Crimea, 60% of the water supply is provided via the North-Crimean Canal. Water is accumulated in reservoirs and treated before entering the distribution network. While some rural villages are connected to this system, others must rely on wells and boreholes. The virtual non-existence of regular funding to satisfy the investment needs of the public utility enterprises operating the water supply system has left a considerable portion of the population, especial in rural areas, with inadequate water supply. In order to attend to this major issue, CIDP has been supporting the improvement of rural water supply systems for several years, developing a community based model and co-funding capital investments by grants. Under this model, losses have been curtailed, water meters have been established at all consumers, and full collection of water fees achieved. The CIDP now wishes to terminate its grant funding of rural water supply investments, and is looking for a mechanism whereby credits might take over. 

The prerequisites for the water infrastructure in Crimea to attract external financing include: An attractive concept; an appropriate legal status; sufficient collateral and/or guarantee, and critical size. 

Attractiveness is linked to the effectiveness of the water supply system, i.e. minimal losses and unaccounted-for-water, metering of consumption, full cost recovery tariffs and full collection of water tariffs. Also, tariffs should be affordable. The system should be sustainable, i.e. the risk of depleting local water resources should be mitigated by options of linking up to the centralised water supply system. 

Potential borrowers should have appropriate legal status. It is proposed to use the cooperative as the legal entity, i.e. each village in need of water supply investments should form a water supply cooperative enterprise with users being its members. 
The cooperatives should form an association which should act on behalf of them and attract external credit funding as well as guarantees. Thus the association should act as borrower and re-lender of funds. As borrowing cannot take place without collateral, and as the physical infrastructure cannot be used as collateral, borrowing must rely on guarantees. Guarantees should primarily be sought from the public budgets, mainly from the ARC government. 
In order to create critical size, the association could bundle several projects and manage their implementation simultaneously. 

Credits might realistically be sought at local commercial banks, at Nefco and possibly at SNS REAAL, a Netherlands based development bank. Credit terms would be determined in each individual case. Interest rate quotes range from 6-7% p.a., in USD (SNS REAAL), over 9-10% p.a. in EURO (Nefco), to 12-13% p.a. in USD (Ukrainian banks). In these cases maturities would be agreed on an individual basis, within a range of 5-10 years. Corresponding credits in UAH terms would be available at higher interest rates. Other funding options would be supplier credits and financial leasing. 

Credits should be combined with public subventions and private contributions. The association of cooperatives would act as borrower, and would on-lend the credits to individual cooperatives. The association would secure guarantees from public budgets to back the credits, and would also channel public subventions to projects.

The proposed association of cooperatives would have a board, an investment committee, a project department and a finance department. The task of the investment committee should be to review projects and make decisions on implementation of projects, including approval of financing plans, as well as entering into agreement with partners, including the ARC Trust Fund Unit to be established, banks and funding institutions. The project department of the association shall develop investment projects and ensure their implementation. The finance department shall prepare agreements for the investment committee, and shall also prepare financing plans for individual projects. 
The CIDP shall be instrumental in establishing and initial operations of the association.

In parallel with the proposed development of an association of cooperatives, serious steps should be taken towards rehabilitation of the centralised water system of the Crimean Peninsula, a task for the ARC government and the government of the Republic of Ukraine. 

A trust fund unit should be established at the ARC, with the support of CIDP. The purpose of the trust fund unit shall be to support the development of centralised water infrastructure, and to support the rural water supply. The trust fund unit shall attract funding to the water supply sector. 
The trust fund unit shall have a board of trustees, and an investment committee. The tasks of the investment committee shall include reviewing plans and projects, make decisions regarding allocation of funds and guarantees, and project implementation. 
Both the association of cooperatives and the ARC trust fund unit should become operational some time during year 2008. Once established, the two organisations should work closely together in a common effort to step up the process of project identification and description, preparation of financing plans, allocation of government funds (subventions, guarantees) in combination with credits. Implementation of projects, including investments and payments should be managed by the association. 

It should be part of the overall process to look into ways and means of transferring relevant skills and know-how to the public water management enterprises, the Kommunkhozes.

The CIDP should play an active role in initiating and driving the process of establishing an association of cooperatives, as well as establishing a trust fund unit at the ARC, and assist the two organisations in successfully to obtain subventions and credits for the rural water supply sector in Crimea.
The above institutional set-up should be established during first half of year 2008. Depending on this, it is expected that financing agreements covering an initial bundle of rural water supply projects might be concluded within year 2008.
Main immediate actions recommended to be taken by CIDP include:

· Establishing an Association of Water Supply Cooperatives;

· Assist the ARC government to establish a Trust Fund Unit;

· Develop a portfolio of projects for funding.

3 Background description of the rural water sector in Crimea

Ukraine is facing massive investment needs in order to rehabilitate existing infrastructures that have been neglected since independence, to expand the coverage of key infrastructure services, and to progressively raise the quality of infrastructure to European standards. As a result of the decentralization of responsibilities to sub-national governments under the Law on Local Self-Governance of 1997, local authorities and Housing and Communal Services Enterprises are responsible for mobilizing the resources required to finance these investments. 
Under the present Budget Code of 2001 a considerable part of local tax revenue is transferred to the State Budget, which allocates transfers to local budgets according to pre-agreed expenditure programmes. In the absence of such programmes for the rural water infrastructure of the Autonomous Republic of Crimea (ARC), and in a situation with budget deficits of the ARC, very limited amounts of public funds are made available for investment in the rural water infrastructure in Crimea
. A revision of the Budget Code is in the draft version. The revised Budget Code is expected to change the transfer mechanism so that local budgets will keep a larger part of their tax revenue for their own expenditure purposes.
As other CIS countries, Ukraine exhibits serious performance problems in the water supply and sanitation sector: Low service coverage, high physical water losses, and the generally unreliable quality of drinking water. Most utilities are poorly managed, operate with tariffs well below cost-recovery levels and are therefore struggling financially, and lack the governance and resources to improve performance and grow. 
This is particularly relevant in the case of Crimea being a peninsula with a semi-arid climate. 60% of the water supply in Crimea is provided via the North-Crimean Canal bringing in water from river Dniepr. The canal is operated by the State of Ukraine. Water is accumulated in reservoirs ensuring availability of water at all times of the year, and treated before entering the distribution network. While some rural villages are connected to this system, others must still rely on wells and boreholes. The virtual non-existence of regular funding to satisfy the investment needs of the public utility enterprises operating the water supply system has resulted in the wear-out of infrastructure facilities and low quality of services. A considerable portion of the population has no access to high quality water supply. The insufficient funding for the operation of and investment in water utilities results mainly from the inefficient management of the water sector as well as from the inadequate state funding and regulation of water services.

Further reasons for the lack of private sector participation in water utilities include i) high, up-front investments combined with long payback periods and low sector returns; ii) weak or inconsistent regulation and lack of transparency; iii) foreign exchange risk; iv) lack of local government access to bank and capital markets due to absence of central government authorization; v) unwillingness to provide bond insurance and political risk insurance to sub-national entities due to lack of transparency, poor financial condition of reference entity, and absence of credit rating; vi) private investors (banks) lack expertise on water financing; and vii) high overhead costs (vs. low return) for expertise, assessment procedure and risk mitigation. 

The CIDP assessment of possible funding sources for the rural water sector in Crimea have identified the following types of investment to come into consideration:

· Personal investments of citizens (savings, in kind, etc.); 

· Subventions and subsidies from budgets of all levels; 

· Borrowings in the form of local bonds issued by the ARC Supreme Council or Vodocanals; 

· Borrowings in the form of loans for small enterprises (or consumer cooperatives); 

· Private investments under concession contracts; 

· Project finance by private investors (combined with technical assistance).

Local budgets have a rather limited potential in this respect. The ARC budget can also allocate funds, but this would require the development of a corresponding programme. This is even more important in the light of the expected allocation of state funds for the implementation of the “National Housing and Communal Services Reform Programme 2004-2011” and the national programme entitled “Drinking Water of Ukraine”. These funds can be appropriated to the ARC in the form of subventions on co-funding basis.

Enterprises operating water systems are authorized to borrow both from local and international banks if they are solvent and can provide reliable security for meeting their liabilities in the form of collateral.

Under the legislation of Ukraine, the ARC Supreme Council and municipal councils in principle may act as possible borrowers whereas village, town and district councils must not engage in borrowing.

For borrowings by local governments to become possible, an improved legal framework should be put in place.

Attracting private capital to the rural water sector is possible and can be recommended if i) the object of lease (concession) is attractive for the investor in terms of potential savings due to its scale, ii) contractual relations guarantee investment and ownership protection, and iii) state regulation regarding water enterprises protects consumer interests by enforcing clear-cut and transparent mechanisms for licensing, tariff setting, and monitoring of performance indicators.

Community-based Water Supply Systems in Crimea 

CIDP has been supporting the improvement of predominantly rural water supply systems for several years. Using a social mobilization approach, these projects pursue the dual objective of (1) increasing the self-initiative and social cohesion of multi-ethnic rural communities and (2) improving access to basic social services. In addition to twelve large scale infrastructure projects benefiting over 30,000 people, CIDP has also implemented over 80 community water supply projects, benefiting an additional 42,000 people. The average project costs are roughly USD 45,000, with 25 — 30% in-kind and in-cash contributions from the communities and 12-18% from the local and regional governments.

In order to ensure a participatory approach that builds upon self-reliance and self-organization from the outset of the projects, communities are encouraged by CIDP to organize themselves into a self-governing Community Organization (CO). During public meetings facilitated by CIDP’s Community Mobilization Assistants, common interests, problems and needs are prioritized and a corresponding community development plan is prepared. In most cases water supply ranks at the top of these priority lists. The COs then present their development plans to the local authorities (i.e. – Village Council and District Administration) to mobilise resources for the (re-) construction of the water supply systems. The remaining costs are covered by CIDP on a co-funding basis. Communities actively participate in the realization of the projects. 

Following this model, the Village Councils become the owners of the water supply infrastructure, and authorize the COs to autonomously manage, operate, and maintain the systems. Subsequently, the COs have selected a member who then registers as a Community-Based Enterprise (CBE). The COs sub-contract all operation, management tasks, and responsibilities (including financial administration of the water supply systems) to the CBE. Water meters are installed for all users and a rising block tariff system is introduced. The CBE is responsible for monthly meter reading and for the collection of water charges based on the tariff preliminarily approved by the COs. Usually, that tariff is discussed and authorized by the Village Council. If necessary, the CBE enters into an agreement to purchase the water supply from the Housing and Communal Service Enterprise (Kommunkhoz), which maintains the water source. This agreement determines the quantity and quality of water to be supplied to the settlement, the cost of water, the services to be provided in the case of major breakages, as well as charges for technical services and equipment. CBEs regularly report to the COs, as well as post information about water usage and financial records on a public board in the village. 

The analysis of the mechanisms for funding operational and investment activities of CBEs promoted by CIDP shows that this model owes its success primarily to efficient communal property management and transparent price setting for decentralized water supply services.

Under this mechanism, residents have the actual possibility to organize, plan, monitor and take part in regulating the activities of the water supply enterprise. In this situation, even with relatively small financial support provided by national donor agencies and budgets of local authorities, village residents are today ready to invest their own funds to receive vital services. 

This model for administering communal property in a rural context may serve as a basis for further improvement of overall management mechanisms making it possible to mobilize funds from various sources. The community’s participation in the operation and management of the system may serve, in a way, as a guarantee for the efficient and targeted use of funds. 

The possibility to raise funds for initial investments into the reconstruction and renovation of rural water supply systems, without relying on donor support, depends on creating conditions for these rural locations to have better access to state subsidies and commercial investments.

For a CBE to become a solvent borrower, a number of preconditions would have to be fulfilled. For instance, relevant Ukrainian legislation should be passed entitling the ARC to provide guarantees for communal enterprises’ loans.

4 General recommendations regarding a potential financial architecture
In order to boost immediate, small-scale improvements in rural water supply and at the same time replace external grants by loans, it is recommended to establish an instrument for accumulation of capital to be pledged as guarantee to external funding agencies. An Association of Cooperatives with a project management capacity and a members’ trust fund might become such an instrument.

In order to secure long-term, large-scale strategic supply of water to the entire Crimean Peninsula, a strategic planning and implementation instrument should be established at the ARC Government with strong links to the Government of the Republic of Ukraine, as well as other strategic stakeholders. An ARC Government trust fund could become such an instrument. Such a trust fund could become the implementing agency for the state programme “Drinking Water of Crimea” and other public investment efforts
.

The two above mentioned strings should not be regarded as alternatives, but as parts of the entire system. The immediate improvements in rural water supply would lead to significantly reduced losses and significantly improved collection of water charges from the consumers. This would support the strategic efforts, because the effectiveness of the distribution system would increase, which would raise the confidence at the strategic planning level in the usefulness of the strategic exercise. Individual rural water resources may not have the capacity to meet rising demand. When such a situation arises, the villages should be connected to the central supply system. 

4.1 The starting point: Prior CIDP supported projects
Although much more can be said about water supply to the Crimean Peninsula in general, the present focus is on short-term improvement of rural water supply.

CIDP have embarked upon co-financing of village systems of water supply in villages with very few inhabitants (e.g. less than 1,200). 

Due to the small size of the villages the repayment capacity is very limited. Prior to CIDP supported interventions the inhabitants of these villages often have not had access to water on a 24 hour basis; the interventions have established this service level.

Interventions have included instalment of new pumps in wells, as well as rehabilitation of the distribution network, with water meters at the consumer intakes. 

While initially the renewed systems provide increasing the water supply to the village inhabitants, in the longer term they run the risk of depleting the water sources. Thus, the self-initiated water projects may provide benefits mainly in the shorter term.
4.2 An overview of financing issues as seen by major stakeholders

The annual subventions from the central Ukrainian budget to the budget of the ARC Government constitute some 800 million UAH. Subventions for the socio-economic development, herunder water supply, are limited – in 2006 the transfer amounted to 42 million UAH for all such investments on the entire Crimean Peninsula. 

Thus, while present central allocations are minimal, other funding is becoming available, sourced by the World Bank under its Municipal Infrastructure Development Project. The project targets water supply, wastewater and utilisation of solid waste in 24 larger Ukrainian cities. It mixes credits and bilateral grants. Projects must be financially viable, e.g. combining waste incineration and power generation. A consolidated list of projects or business plan for Crimea would enable central government to assess the appropriateness of including Crimea in such programmes.

The EBRD agrees that rehabilitation of water supply needs to be part of a broader development perspective to become financially attractive, and EBRD does not see the CO and CBE model to necessary encompass the necessary development aspects such as productive activities, new technology, or large scale cost savings. EBRD would not lend to a public water company without a guarantee. In the case of Crimea the EBRD would seriously consider instead to lend funds to the ARC. However, the ARC is presently not in a position to provide the necessary guarantees, and must seek central government guarantees.

Bilateral donors, such as USAID, are active assisting development in Ukraine, too. USAID is engaged in a municipal bond project whereby city governments are assisted to issue bonds against appropriate collateral (property). So far, bond issues have been comparatively small (less than 10 million USD in one case), but still, transaction costs are high, and this type of development financing is not yet regarded as sustainable. 

USAID also provide credit guarantees (50%) to projects funded via two selected commercial banks, Ukrsibbank and Nadra Bank. While Ukrsibbank had received 10 applications, none of them had passed the internal approval criteria of the bank, encompassing the financials of the applicant, collateral, and project documentation. 

Nadra Bank also manages a World Bank credit programme with an SME component, and a Municipal component. So far, only the SME component is about to be ready. Municipal lending would need to be based on longer maturities and lower interest rates than lending to SMEs. Municipal lending also would require guarantees or collateral. 

The commercial banks interviewed mainly see the water supply as a field to be taken care of by the government. 

CIDP should investigate whether other commercial banks would be interested in participating in funding of rural water supply.

4.3 Prerequisites for obtaining external finance
In order for the water infrastructure in Crimea to attract external financing, the following prerequisites apply:

1) An attractive concept;

2) An appropriate legal status;
3) Sufficient collateral and/or guarantee;
4) Critical size.
4.3.1 An attractive concept

The micro level

A first precondition for obtaining external finance is an attractive concept. Rural water supply can be regarded as an attractive object for financing at the micro-level because consumers in villages will prioritise water supply as a necessity good, and will be eager to get away from the present malfunctioning systems. The attractiveness will be attributed to the effectiveness of the water supply system, i.e. minimal losses and unaccounted-for-water, metering of consumption, full cost recovery tariffs and full collection of water fees. However, the attractiveness will have strict financial constraints, i.e. limitations on investment size and pay-back time: There will be a maximum affordable investment amount and a minimum affordable pay-back time in each case.

The CIDP supported community based water systems have proven to be examples of an attractive concept. This is well tested and documented.

The macro level

On the other hand, what may seem attractive at the micro level, may not be so at the macro level. The climatic conditions in Crimea, characterised by a significant deficit of water and thus a constant need to import raw water from elsewhere, dictate a centrally planned and managed solution. The North Crimean Canal is the practical outcome of this philosophy. This canal is of vital importance to most citizens living on the Crimean Peninsula, and seems to be the least cost solution to the general shortage of water. Agricultural development on a larger scale will be strongly linked with the success of providing sufficient imports of water via the North Crimean Canal. Being of strategic importance, this issue should be dealt with by the State, and the State should also be concerned about the water distribution network and the distribution of water. This is to say that a decentralised, privatised small-scale solutions of the water supply problem in individual villages may not be sustainable in the longer term, and may even divert attention away from the larger picture where public funding will be required to secure strategically important amounts of water. The small-scale solutions should therefore be established in a way that enables the village communities sooner or later to connect to and switch to the centralised water source. 

Back to the micro level

At the micro level sufficient payment capacity of the users is an indispensable component of an attractive concept.  

The payment capacity will depend on the income of the consumers, their consumption of water, and the items included in the water bill.

The rural population of Crimea is engaged mainly in agriculture, and a significant share are pensioners. Also, unemployment is high. The income level of the rural population of Crimea is among the lowest on the peninsula. The average salary from agriculture is estimated to 750 UAH per month, but part of the income is created via small business based on agriculture. The minimum pension is 330 UAH, and some pensioners rent out their land plots (up to 8-9 hectares) at about 160 UAH/ha/year. Salary provides for 42% of income for an average Crimean family.

Besides salaries and income from sales of products, some families in the Crimea may be receivers of remittances from family members living elsewhere in Ukraine or abroad. The size and prevalence of such remittances is largely unknown.

Traditionally, the consumption of water was not metered. However, in the CIDP supported villages meters are installed for all consumer connections. On average the consumption of water for consumers with 24-hour service and meters is around 5 m3 per capita per month, or 150 lcd. There are significant deviations from this average among consumers (e.g. pensioners who use much less water) and between seasons (during Summer some consumers have a far higher average consumption). 
Until now, in rural villages supported by CIDP the water bill includes operating costs only, as the investments have been funded by cash contributions, subventions and grants. While in larger water systems, adding an investment component would normally increase tariffs by 10-20%, in the small rural village settings, the funding of investments over the tariffs could lead to doubling the tariffs in some cases. 

Assume a village of 1,200 inhabitants. Assume that the village plans an investment project of USD 275,000 for rehabilitation of the water supply and distribution system. Assume a consumption level after rehabilitation of the system of 5m3 per inhabitant per month and a tariff of 1.6 UAH per m3, covering operating expenses only.  Thus, 1,200 consumers pay for 6,000 m3 per month, or 72,000 m3 per year, giving a payment of 115,200 UAH per year. Assuming a planned lifetime of the investment of 10 years, the depreciation would be 27,500 USD per year  = 137,500 UAH per year  This is more than the operating costs of 115,200 UAH, and the resulting tariff would be (115,200+137,500)/72,000 = 3.51 UAH per m3 compared to the 1.6 UAH per m3 without the investment. Thus, the investment would result in an increase of the tariff by 120%. Paying 3.51 UAH per m3 spending 5 m3 per month would cost 17.55 UAH per consumer per month. 

The assessment of the payment capacity of the consumers will be a critical component of an assessment of a credit application for a water supply project. According to an international yardstick, to remain affordable the water and wastewater costs of a household should not exceed 5% of the household income, and should not exceed 3% for the poorest category of households
.  A water bill of 17.55 UAH per month would correspond to 3% of an average income of 585 UAH per month. Thus, for households with lower income levels, such a water bill would exceed the threshold of 3%. Pensioners presumably consume less than 5 m3 per month, hence have a smaller water bill to pay. In the example above, a pensioner with a monthly income of 330 UAH should not pay more than 3% hereof for water, i.e. 9.90 UAH per month. At a price of 3.51 UAH/m3 this would correspond to a consumption of 2.8 m3/month, or about 90 litres per day.
Comparing strictly the water bills and the salary incomes does not seem to provide a full description of the situation; other income should be taken into account as well. Still, the comparison illustrates the limited payment capacity of the rural population.

4.3.2 An appropriate legal status

On the basis of already existing documentation
 
 , the legal framework for financing of water infrastructure in Ukraine and the ARC is further analysed in the present section.

The village council is the owner of the water supply assets. In cases where funds are borrowed by others than the village council, the borrower and the holder of the physical assets will be different legal entities. This requires that members of the borrowing cooperative exert mutual control on their water bill payments. 
The present mechanism, whereby a participatory approach is applied by CIDP for initiating water supply projects, has assisted rural villages to establish Community Organisations (COs) to ensure that all water users of the village are committed to the project of rehabilitation of the water system and its proper maintenance. This community based approach has proven critical for the initial success of the project, because it has laid the foundation for proper management of the water system, as well as user payments. However it does not seem to offer an appropriate legal status for pursuit of external finance, as shall be argued below.

For each village which has gone through the initial set-up of a CO and a Community Based Enterprise (CBE) taking care of operations and financial management, there are three options with respect to future legal status:

· Continuation of Community Organisation (CO) and Community based enterprise (CBE);

· Establishing a cooperative enterprise; or

· Integrating with the local KomunKhoz.

These options are assessed below. 

Continuation of CO and CBE

From a financial point of view, on the one hand the CBE, who is by definition a private entrepreneur, will remain a small business. The CO support – however indispensable for the functioning of the rural water supply – cannot be regarded as a legal entity, and thus must be discarded as a legal person. Thus, focus shifts towards the CBE: Can this entity be used for attracting external finance? The CBE has a limited scope: The revenues of the CBE are the user fees collected from within the village, and the expenses are the costs of operating the water system in the village. The capacity of the CBE to provide collateral is limited (house, car), and it is also questionable whether the CBE should pledge personal property as collateral.

On the other hand the CBE model seems a guarantee for proper maintenance of the water system as well as full collection of user fees. Thus, the CBE model secures that the physical infrastructure remains intact, and it secures the revenue stream.
To some extent the CBE model has been able to attract public subventions to the investments.
Establishing a Cooperative Enterprise
The arguments of the present section assume that the time is right for the (re)introduction of the cooperative philosophy. This of course is questionable, but needs to be tested, because it may provide a way out of the present situation. At present, a few cooperatives have been formed. 
In short the idea is this: Each village could establish a Cooperative Enterprise. This enterprise, if confined to a consumer cooperative with water supply as its sole activity, will have the same revenue and expense limitations as the CBE. Like the CBE the Consumer Cooperative will have few or no items to propose as collateral. 

The Cooperative Enterprise could broaden its scope and include commercial activities. This might strengthen the Enterprise.  However, for the present purpose in order to assess the possibilities and limitations of this model the assessment concentrates on the Consumer Cooperative for rural water supply.

Assuming that the cooperative is as closely related to the community as is the CBE, because in fact the cooperative is created on the basis of the CO and CBE model, it should be in a position to secure the functioning of the supply system, the commitment of the members, and full collection of user fees.

The ability of the cooperative for receiving public subventions is limited, but should not be excluded. The basis for applying for public support would be a well prepared investment programme. 

Scattered cooperative enterprises may thus have the same virtues as the CBE model with respect to functioning of the water supply and collection of full cost recovery fees, but are also constrained the same way as the CBEs. 

Integrating with the local KommunKhoz

The local Kommunkhoz in many instances has proven not to be in a position to act as swiftly as the CO and CBE; as a matter of fact the CO and CBE model was invented to overcome the deadlock of the Kommunkhoz model. As it is, there is little confidence in the ability of the Kommunkhoz with respect to carrying out timely repair and maintenance of the water supply system. 

On the financial side, too, it seems that the Kommunkhoz, confined as it is to the norm-based tariff model, is not geared to installation of consumption meters and to billing according to metering, although this is straightforward.

The Kommunkhoz model has the advantage of being eligible to public subventions, still provided that an investment programme is established and approved. It also has the advantage of being part of the long-term solution: Individual wells may dry out, and then the villages need to switch to import of water via the existing distribution network. 

In the short run, where the issue is how to make a non-functioning water supply system working in a village setting, the Kommunkhoz model does not seem attractive, especially in a situation where public subventions are small due to deficiencies of the public financial management system and low net tax revenues. But once the water of the individual wells dries out, or the fresh water reserve becomes contaminated – then the Kommunkhoz model or any similar model that can link the consumers to the central distribution system, becomes essential. 

Whenever source-switching may become relevant, it must be considered how to integrate the CO and CBE model with the centralised supply grid. 

To carry the argument a step further: Centralised public funding to the maintenance of the system for import and distribution of water should not be given less attention while the villages are in the process of re-setting their individual systems. Rather, the renovation of the parts of the distribution system closest to the consumers as well as the installation and reading of consumption meters should be seen as a prerequisite for a better functioning centralised water system in the future – because losses and over-consumption will have been eliminated.

Conclusion on legal status

For the decentralised short-term solution the appropriate legal status being capable of taking the villages forward, hereunder attracting external finance to overcome lack of public funding, seems to be the cooperative enterprise
.

In parallel, it seems, a superstructure must be created to cater for developing the import and centralised distribution of water. 

It should be noted that the cooperative enterprise model requires the registration of the cooperative as well as of all of its members. It is recommended that such registration is carried out in order to fulfil the legal requirements for cooperative enterprises. The registration process might be centralised and streamlined by an entity that can act on behalf of all cooperative enterprises (see next section).
4.3.3 Sufficient collateral and/or guarantee

A precondition for finance is sufficient collateral and/or a guarantee that covers the repayment risk. 

Initially, CBEs operate individually, and they seem not to be in a position to pledge sufficient collateral. The physical water supply infrastructure belongs to the Village Council or a similar public entity and cannot be privatised. Therefore, the infrastructure cannot be used as collateral. 
The revenue stream from user fees might be capitalised and used as collateral, provided it were properly secured via contracts or regulations. In the present situation this does not seem to be the case. In a future situation one might imagine that water supply were to be carried out under concession agreements, whereby the operator  most probably  would be able to use such an agreement  as part of the foundation for raising capital. 
Any cash or near-cash assets could be pledged as collateral, but in the initial situation no mechanism exists to accumulate such assets. Therefore it seems necessary to obtain guarantees to cover the credit risk.
In order to establish a mechanism for receiving and pledging such guarantees it is recommended to form a Crimean Association of  Water Cooperatives. The Association should have a strong management, and it is recommended to investigate whether one of the most experienced cooperatives could provide such administrative capacity and thereby host the Association. In order for it to become operational it should be considered initially to use the CIDP office in Simferopol to host the Association, utilising the administrative capacity of CIDP.
The Association could centralise and streamline the registration process related to the establishment of cooperative enterprises. 

The purpose of the Association is to provide a mechanism for receipt of guarantees. Guarantees should primarily be sought from the public budgets, i.e.  the Association should apply for allocations under the budget of the ARC. Probably, such guarantees would be supplied from the central budget of the Republic of Ukraine, until a budget reform allows the ARC government greater financial autonomy. 

4.3.4 Critical size

The critical size for getting access to external finance depends on the various potential lenders and their financing instruments. 

Some international financial institutions have established minimum credit amounts, which apply for individual projects; however some of these institutions would be willing to consider a pool of several projects the sum of which would exceed the threshold amounts, which are:

· EBRD: 5 million Euro (pools of projects may be considered). 

· EIB: 20 million Euro for individual projects, but lower for credit lines.
· Nefco: 50,000 Euro.
· Ukrainian banks: Individual

· SNS REAAL: 500,000 USD. 
Obviously, lenders such as the World Bank (not listed above), EIB and EBRD are better suited for large-scale projects and pools of smaller projects. Funding of the rehabilitation of the centralised system based on the North Crimean Canal would be a task for the State of Ukraine, probably in collaboration with major lenders such as the World Bank, the EIB and possibly also EBRD, as well as such bilateral donors which may have preferences for financing of infrastructure projects (Japan). 

The picture is quite different for small-scale financing.

The average CIDP supported project so far has had a size of USD 45,000. In some cases larger projects, of about 275,000 USD each were identified. Thus, only Nefco, and Ukrainian banks would seem reachable for rural water supply infrastructure projects in Crimea. 

In all borrowing cases the lender will require coverage of the credit by collateral or by a financial guarantee. Thus, in order to obtain a credit of X thousand Euro, the borrower would need to provide collateral or a guarantee of at least the same amount. In some cases this requirement may be lowered, such as in projects funded under a USAID guarantee scheme which offers to cover 50% of the need for guarantees for credit channelled via two Ukrainian banks: Nadra Bank and Ukrsibbank. In that case, the collateral requirements would be reduced by the amount of the other guarantee. 

Assuming a project size of USD 45,000, the borrower may apply for a commercial credit from one of the Ukrainian banks participating in the USAID 50% guarantee scheme. This would require a guarantee of a minimum of 22,500 USD, or roughly 112,500 UAH at November 2007 exchange rates.

Assuming a minimum total credit of 50,000 Euro, access to Nefco funds for projects with an average size of 45,000 USD (30,000 Euro) will require bundling of at least two projects. A credit from Nefco will entail lower interest rates and longer repayment periods, but is repayable in Euro, thus the currency risk remains with the borrower. A loan from this source for two projects each of 45,000 USD will require collateral or a guarantee of minimum 90,000 USD, or 450,000 UAH. 

A combination of finance from a commercial Ukrainian bank and an IFI such as Nefco might be an option. This would divide the risk among the lenders. 

EBRD and EIB are not geared towards projects as small as those in the rural water supply in Crimea. The applicability of SNS REAAL is questionable, too, mainly due to size requirements.

4.4 Financing Options
The main financing options are loans, bonds and private sector partnership arrangements. 

4.4.1 Loans

Two loan categories are relevant:

· Commercial loans;

· Soft loans.

Commercial loans are characterised by interest rates of 18-20% p.a. in UAH with maturities of up to 5 years. Interest rates in other currencies such as USD and Euro are lower, but the borrower carries the exchange rate risk, so in reality there is not much difference to commercial loans in the local currency.

Commercial loans:

· Nadra Bank and Ukrsibbank at interest rates of 12-13% p.a. in USD, and at 18-20% p.a. in UAH. Maturity of up to 5 years. Guarantees: USAID has provided 50% guarantees for credits vial the two banks.
· SNS Reaal Water Fund at interest rates of 6-7% p.a. in USD
, maturity of up to 8-10 years. 

· Nefco at interest rates of 9-10% p.a. in EUR, maturity exceeding the repayment period of the investment by 20%.

· EBRD at interest rates of 9-10 % p.a. in EUR, up to 12 years maturity, and up to 3 years grace.
A soft loan is a loan with a below-market rate of interest rate. Soft loans may be provided as on-lending of IFI loans (World Bank), or as government subventions based on the IFI loans (World Bank). One such loan is currently administered by the national Ministry of Housing and Utility Services. Soft loans are typically long-term loans and are often provided to large public infrastructure projects.  Such loans might become available via the central government of Ukraine, but it would require an investment programme or consolidated list of projects before being considered seriously. The central government of Ukraine would probably not consider engaging itself in small-scale rural water supply before dealing with the issues related to the import and centralised distribution of water. 
All lenders require officially approved tariffs as well as guarantees and close supervision of project implementation. 

4.4.2 Bonds

The USAID has an experience with the promotion of municipal bonds. Four municipalities were selected, and the process of preparation of bonds was carried out. 
The experience shows that the number of urban municipalities which are in a position to issue municipal bonds is quite limited, and that under present conditions the model is not sustainable. This might change, once the budget reform is implemented, provided that municipalities gain control over assets and can use them as collateral.
However, USAID was not uninterested in pursuing the issuing of “Crimean rural water supply bonds” provided the requisites were in place.

As with loans, the requisites are guarantees. When issuing bonds, the total market value may exceed the value of the guarantees backing the bonds. Only very conservative bond issues would limit the bond value to the value of the guarantees provided.
A major advantage of bonds is their competitiveness vis-à-vis commercial credits. Municipal bonds might be sold at effective interest rates of about 8-10% p.a. in UAH terms, and maturities could be longer than 5 years.
The main disadvantage of bonds is that they require quite substantial preparatory efforts. In a case with very little economies of scale, the transaction costs are relatively high. 
4.4.3 Private Sector Partnerships (PSP)
The most relevant types of private investments under a PSP scheme or modality are management contracts, leasing contracts, concession contracts and private equity. 
The most obvious type of private investments would occur as supply of equipment with payment via financial leasing. In this case, a supplier is willing to provide equipment as part of a package whereby he keeps the ownership of the equipment supplied for a certain period (the leasing period). Thus, the recipient does not obtain ownership, until the end of the leasing period. The users pay a leasing fee which covers the interest of the capital value of the equipment plus depreciation of the equipment plus an administration fee. This model relieves the users of raising capital or collateral for a loan. However it is relevant only for specific equipment types such as pumps, supplied by such enterprises which are willing to work through this mechanism. The recipient may ask several potential suppliers to make price quotations on leasing terms. 
Financial leasing could also be organised via the creation of a leasing company which buys the equipment and leases it onwards to the recipients. 

The main advantage of financial leasing is that the requirement for collateral or guarantee in addition of the equipment supplied is avoided. The main disadvantages of financial leasing are its costs (interest, depreciation, administration) and the fact that it may tie the user to such suppliers which are willing to make supplies on leasing terms. 

4.4.4 Conclusion on financial architecture for rural water supply

Following the above considerations it is recommended that each of the rural communities in need of investment forms a cooperative enterprise, and that these cooperatives form an association through which they can pool projects and obtain loans. Bank loans and financial leasing contracts seem to be the instruments most readily available. 

While forming an association for funding and pooling of projects is the only realistic way how to obtain finance other than grants to water supply infrastructure (i.e. small scale water supply networks in the villages), the financing conditions of 12 – 13 % (USD terms) or 18-20% (UAH terms) and 5 years loan duration will raise the total costs for water to a level which may not be affordable without subsidies or grants. Financing the construction of an entire water supply system for a village via loans would stretch the payment capacity of the inhabitants, and would only be feasible via loans with long maturity and a combination with matching grants that could contribute to lowering the debt service payments to affordable levels.  

However, for rehabilitation of equipment (i.e. pumps) different financing schemes might be applicable, as the life-time of equipment is short and as substantial savings in operation costs might be gained. Financial leasing is one possibility which, if leasing companies are available, might be implemented for small investments. 

The key question for any financing scheme is: Does the current tariff legislation allow inclusion of financing costs into tariffs. As far as planned depreciation and profit are concerned, the current tariff legislation does allow including financing costs into the tariffs. The question then will move to the affordability of including an increased cost for depreciation and profit in the tariff. The Crimean legislation points to the requirement for public agreement of the budgets and tariffs in each individual case. This is most widely tested where the Kommunkhozes (and in larger settlements: the Vodokanals) are in charge of the water systems. Seemingly, the model has been replicated by the CO and CBE villages. Affordability and formal, local approval of the tariff policy are key issues.
5 A concept for a trust fund for rural water supply
5.1 Two instruments
An Association of Cooperatives
 can act as a borrower of funds and as an administrator of on-lending and allocation of guarantees to individual cooperatives/members. This instrument is described in Section 5.2 below. 

Funds and guarantees should be obtained from a variety of sources. The legal entity for accumulation of such funds and guarantees should be a Trust Fund Unit created in cooperation between the ARC government and CIDP. This instrument is described in Section 5.3.
5.2 Overview of the Association of Cooperatives
This concept is inspired from the Danish cooperative movement which was born in 1866 and had profound influence on rural development during the late 1800s and early 1900s
. 

Each community organisation could establish a water supply cooperative enterprise, inviting all water users as members. The cooperatives in turn could establish the Crimean Association of Water Cooperatives. The idea is to create a mechanism for better project development, for management of funds, and for implementation of projects based on own contributions, loans, guarantees and subventions, repaying the loans via the water tariffs, thus phasing out the grant mechanism presently made available by CIDP. However, pursuing this option successfully would probably require administrative support for some time, e.g. from CIDP. Also, CIDP could be a member of the Association. The funds it currently gives as grants to individual projects could instead be channelled to the Association as contributions to its running costs.

The incentive for members to contribute to the Association would be access to guarantees, and thereby to the prospective rural development which would create economic growth and jobs. Besides, each cooperative could support development in its own village.

Thus, the idea of creating the Association is to establish a mechanism for management of credits and guarantees to rural water supply.  

5.2.1 The Association

The Association of cooperatives could be formed by a pilot group of cooperatives which are to be formed by communities with experience of project implementation on the basis of the existing CO and CBE model. In order for this to work, CIDP should select communities with sufficient experience and skills, and with members who are willing to take upon themselves the responsibilities of forming the Association and making it operational
. Once established, the Association would assist individual community organisations in setting up their cooperative enterprises, including necessary registrations. Also, the Association should be charged with promoting the organisational set-up and the administration of membership fees from the cooperatives. 

5.2.2 The operations of the Association

A concept for the operations of the Association is proposed below. The proposal includes regulations for the administration of funds/guarantees, for project appraisal and for implementation of projects. 
The Association will have a board, an investment committee, a secretary, and two departments: A project department, and a finance department. The Association should have by-laws governing its operations. 
The Board shall be a body with a chairman and 4-6 members. The Board shall be elected by the member-cooperatives of the Association. It could be composed of senior representatives of community organizations, and it could be open to inclusion of CIDP representatives. Board positions should not be remunerated.  

The Investment Committee shall be composed of members of the Board. The Investment Committee shall meet regularly, e.g. on a monthly basis, to review the portfolio of projects, to compare the portfolio with the accumulated funds/guarantees of the Trust Fund Unit (see Section 5.3), and to make decisions regarding implementation of projects, including approval of financing plans. The Investment Committee informs about its decision via minutes of meetings. The Investment Committee negotiates and concludes agreements with the Trust Fund Unit, banks and funding agencies on co-financing arrangements, based on preparations by the Finance Department.
The Secretary shall assist the Board and the Investment Committee with practical issues such as inviting and arranging meetings. The Secretary shall maintain an updated register of members and collect membership fees from the cooperatives. 
The Project Department shall be staffed by experienced community development specialists. It shall work with the community cooperatives to develop investment projects. The Project Department collects and develops project descriptions in cooperation with the communities, and enters them into a common data base. The Project Department may enter the projects into a ranking model, if deemed appropriate.
When the Investment Committee has approved a project for implementation, then the Project Department develops a project implementation plan, in cooperation with the Finance Department which provides a financing plan for the project. It initiates and manages the project implementation in cooperation with the relevant cooperative, and in cooperation with the Finance Department. 
The Finance Department shall be staffed by accountants/financial specialists. It shall operate an appropriate set of accounts, including as a minimum a current account and a guarantee account for the Association at an appropriate bank. The Finance Department shall maintain a register of potential cooperation partners such as Ukrainian banks, international financial institutions, bilateral and multilateral development agencies. The register shall include contact points and funding possibilities of these agencies, and the Department should keep a record of communication with the agencies. The Finance Department shall provide relevant information to the Investment Committee regarding possible agreements with financial institutions and agencies about co-financing arrangements.  
The Finance Department shall prepare agreements with the Trust Fund Unit, banks and funding agencies on co-financing arrangements, in order for the Investment Committee’s negotiations and agreements with those organizations. 
The Finance Department prepares a financing plan for each project in collaboration with the Project Department which prepares the implementation plan. The Finance Department enters the financing plan of each project into the internal data base. 
During a start-up phase the staff of the Project Department and the Finance Department could work on a part-time basis and could be shared with CIDP staff with appropriate profiles. This would mitigate operating expenses at the Association and thus enable the Association to operate on the basis of moderate membership fee contributions.  
The by-laws of the Association shall be established by the Board. They shall describe the purpose of the Association and its general principles of operation. The by-laws shall govern the election of Board members, the rules for the functioning of the Board, and rules for changing the composition of the Board. The by-laws shall describe the principles for establishing the departments of the Association as well as principles for their operation. Also, the by-laws shall describe the principles for management of investment projects. 

In the initial phase the operational expenses of the Association shall be covered by CIDP as part of the CIDP exit strategy. In the next phase, funding from the membership fee is expected to grow, allowing the Association to become selfsustainable. Association staff should be hired as needs build up, and could be co-financed by CIDP.  
5.2.3 Technical assistance from CIDP
The above described process should be initiated, maintained and supported by CIDP, utilizing its extensive experience with the community organization and community based enterprise model, as well as its knowledge about the communities and its contacts to key persons in the villages. 

First, the CIDP support should prepare and promote the model of establishing cooperatives and Association. If necessary, technical assistance should be engaged for the legal formation of these organizations. 

Secondly, the CIDP support should encourage and ensure that cooperatives are formed on the basis of community organizations and community based enterprises. 

Thirdly, the CIDP support should ensure proper functioning of the Association during the start-up phase.

Fourthly, the CIDP should consider whether to continue its grant funding of projects while the Trust Fund Unit (see Section 5.3) is building up. The grants could be reduced in order to enable CIDP to fund the operational expenses of the Association. 

Gradually, technical assistance from local service providers could be phased in, replacing the CIDP support, along with the development of such service providers. While technical assistance by CIDP would presumably come at no or low cost to the Association, service providers must be remunerated at market conditions. The longer term benefit of this would be the development of skills for maintenance and development of the water distribution system in Crimea.

5.2.4 Implementation plan for the formation of the Association 

A proposed implementation plan for the formation of the Association of Water Supply Cooperatives is outlined in Table 2 below.

Table 2: A proposed implementation plan for the formation of the Association.
	Description 
	Initiator
	Timing

	Awareness building on Association and Trust Fund
	CIDP
	December 2007 – January 2008

	Formation of cooperatives
	CIDP, cooperatives
	December 2007 – June 2008

	Association formation
	CIDP
	January – March 2008

	Board of the Association preliminarily formed
	CIDP
	March 2008

	Critical mass of COs and villages interested in formation of cooperatives
	CIDP
	April 2008

	Decision to establish the Association
	CIDP
	April 2008

	Inaugurating assembly of the Association, first members registered
	CIDP
	April 2008

	Staffing of Association organised
	CIDP
	May 2008

	First commitments to financing of projects
	Investment 

Committee
	September 2008


The establishment of the Association of Cooperatives is initiated by CIDP. This entails a working group within CIDP whose task is to sell the idea of forming an Association of Cooperatives, and to sell the idea of forming the cooperatives. CIDP can use its present outreach to the rural communities as a basis for this process. The first task will be to convince communities that they can benefit from establishing water user cooperatives. Early December 2007 CIDP was involved in formulating the statutes for one cooperative. The basic argument in favour of the cooperatives and the association is that these organizations will enable their members to get access to finance. 
CIDP should also be instrumental in drawing up the by-laws of the Association.

Thus, the Association should be formed on the basis of statements of interest of COs and villages, with a view that the Association will assist the COs and villages in the formation of cooperatives to become the basis for the Association. 

CIDP and interested communities should go forward and establish the Association.

Once the decision to establish the Association has been taken, an inaugurating assembly should be called.

Thereafter the Association should be staffed, and its organization decided.
Activities of the Association shall include the following:

· Project description;
· Development of cooperative enterprises;
· (Ranking of projects);
· Attracting guarantees;
· Attracting external finance;
· Implementing projects.

5.2.5 Project description
Project description is a necessary precondition for obtaining loans or grants. The project descriptions should include appropriate financial analyses.
Project descriptions are the necessary foundation for a programme of subventions. The COs and CBEs should develop project descriptions. Any formal requirements for obtaining public subventions should be included in the project descriptions. Ideally, project descriptions should include:

· Background information about the village: Number of inhabitants, segments (pensioners, persons employed, children);

· Income statistics of the population;

· Present water consumption per consumer without the project (m3 per month)

· Purpose of the investment project;

· Expected water consumption per consumer with the project (m3 per month)

· Total cost of the project (Indicator 1);

· Potential reduction of losses (Indicator 2);

· Number of consumers to achieve 24 hour service (Indicator 3);

· Investment cost per consumer connected (Indicator 4);

· Affordability (Indicator 5);

· Technical description of the project;

· Financing plan;
· Environmental analysis;

In case the decision is made to prioritise among projects, the 5 indicators included above could be used as criteria to ranking of the projects. Projects could be graded according to the ranking mechanism for the Investment Committee to obtain a measure of the quality of each project. 
Project ranking could be used to inform the Investment Committee in situations when demand for funds and guarantees exceed the funding envelope available. A ranking mechanism is provided in Annex 2.
5.2.6 Programme development

The project descriptions should be consolidated into a programme. In a situation where projects can be said to compete for the same funds, be they loan funds or grant funds, the term “programme” should be used on the prioritised list of projects, applying a ranking mechanism. This will serve two purposes: It will inform the Investment Committee of the Association, on the optimal sequencing of projects, and it will inform public authorities on the individual projects as well as their basic features. Thus, the programme of projects, i.e. the ranked list of projects, should act as basic information both for investors and public authorities who might support the development of the sector. 
5.2.7 Development of cooperative enterprises
Cooperative enterprises need to be formed and registered. During the initial phase CIDP should assist, and later the Association should take over.
5.2.8 Attracting external finance

External finance would most probably be available in the form of commercial loans to financing the projects. The Investment Committee should use the project descriptions to rank the projects. Subsequently, the Committee should seek funding for the projects according to their ranking. The Investment Committee should allocate credit funds and guarantees of the Trust Fund Unit to projects. 
5.2.9 Implementing projects
Project implementation should follow internationally accepted procurement and monitoring standards.

5.2.10 Organisation of the Association
Association of Water Supply Cooperatives: Structure
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5.3 A Trust Fund at the ARC Government

5.3.1 General recommendations

In parallel with the above proposed development of an Association of Cooperatives, serious steps should be taken towards rehabilitation of the centralised water system of the Crimean Peninsula. This may indeed seem to be a task solely for the ARC Government and the Government of the Republic of Ukraine, and it may seem necessary also to take steps to support the progress of investments for that purpose. 

The cooperative-based improvement of village water distribution and metering systems should be seen as a guarantee against uncontrolled use and loss of water at the end-users, and the larger towns and cities should look carefully into the mechanisms employed in the villages, and should make efforts to reach the same level of operational management.

Therefore, the cooperative-based improvement of village water systems should also enable ARC to step up its efforts to obtain more funding for its centralised water import and distribution system.

A Trust Fund Unit should be established at the ARC government. The two important purposes of a Trust Fund Unit at ARC include 1) support the development of centralised water infrastructure, and 2) support to rural water supply. 

The TFU should be established in cooperation between the ARC government and CIDP. The ARC government, the Association of rural water Cooperatives, CIDP and representatives of water supply operators such as Krymvodokanal should be the main stakeholders. The Association, CIDP and water supply operators could provide technical assistance to the TFU. 

5.3.2 Organisational set-up of the TFU

The TFU will have a board of trustees, an investment committee, and a secretary. The TFU should have by-laws governing its operations. 

The Board of Trustees shall be a body with a chairman and as many members as necessary to cover all major stakeholders. The Board shall be established by the ARC government with the support of CIDP, and should probably be attached to the Ministry of Economy or the Ministry of Housing and Communal Services. It could be composed of relevant ministers or deputy ministers, representatives of major water users, representatives of the residents, urban as well as rural, as well as CIDP representatives. Board positions should not be remunerated.  
The TFU Investment Committee shall be composed of members of the Board, and should count no more than 5-6 persons to remain operational. The Investment Committee shall meet regularly, e.g. on a monthly basis, to review plans and projects, to compare the portfolio with funds available, and to make decisions regarding allocation of funds and guarantees, and implementation of projects.  In accordance with the purposes of the TFU, projects originating from the Association of Cooperatives, as well as projects being part of the development of the centralized water supply system should be eligible. The latter projects would be developed within or for the ARC government by planners and project developers. Support from the TFU should be provided on the basis of applications, whereby applications for guarantees should justify the sustainability and viability of the project, while applications for subventions should justify the priority of the project.  The Investment Committee informs about its decision via minutes of meetings. Whenever relevant, the Investment Committee negotiates and concludes agreements with public organizations and funding agencies on co-financing arrangements.

The Secretary shall assist the Board and the Investment Committee with practical issues such as inviting and arranging meetings. 

The by-laws of the TFU shall be established by the Board. They shall describe the purpose of the TFU and its general principles of operation. The by-laws shall govern the election of Board members, the rules for the functioning of the Board, and rules for changing the composition of the Board. Also, the by-laws shall describe the principles for management of the funds allocated to the TFU. 

The operational expenses of the TFU shall be covered by the budget of the ARC Government.
5.3.3 Implementation plan for the TFU

A proposed implementation plan is outlined in Table 3 below.

Table 3: A proposed implementation plan for the formation of the TFU.
	Description 
	Initiator
	Timing

	Decision to form the Trust Fund Unit
	CIDP
	December 2007 – January 2008

	Legal basis for the Trust Fund Unit established
	ARC
	January – March 2008

	Trust Fund established
	ARC
	January – March 2008

	Full Board of Trustees of the TFU formed
	ARC
	June 2008

	Funds and / or guarantees available at the TFU 
	TFU Investment 

Committee
	September 2008


5.3.4 Organisation of the TFU

Trust Fund Unit: Structure
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5.4 Cooperation between the Association and the TFU
The financing of rural water supply utilising credits instead of grants presupposes a close cooperation between the Association and the TFU. The following is a generic description of the cooperation and activities of the entities. First, in Figure 1 the entities involved is given.
Figure 1: Structure for project implementation
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1. The Project Department of the Association identifies projects and prepares an implementation plan for each of them.
2. The Finance Department of the Association prepares a financing plan for each project. 
3. The Investment Committee of the Association approves/rejects the project. For approved projects the Committee decides which projects to implement and in which sequence. 
4. The Investment Committee of the Association informs the Investment Committee of the TFU about approved projects.

5. The Investment Committee of the TFU decides which projects to support.

6. The Investment Committee of the TFU receives funds from the ARC government earmarked for rural water supply. These funds are reserved for their designated purpose, i.e. as provision of guarantees to project credits to the Association, or as subventions to projects, as the case may be. 

7. The Investment Committee of the Association enters into agreements with the Investment Committee of the TFU on co-financing of projects (in the form of guarantees and/or subventions). 
8. The Investment Committee of the Association enters into agreements with external funding agencies (IFIs, banks) on credits for projects or bundles of projects.
9. The Investment Committee of the Association makes decisions on allocation of credits and guarantees to projects. 
10. The Finance Department of the Association allocates credits and guarantees among projects.
11. The Project Department of the Association implements projects according to implementation plans, including management of procurement. 
12. The Finance Department releases funds for procurement according procurement plans and detailed project documentation (design, choice of supplier).
13. The Project Department supervises project implementation.
14. The Finance Department supervises repayment of credits by projects and release of guarantees accordingly. 
15. The Finance Department implements credit payments to lenders to the Association. 
16. The Finance Department prepares annual accounts of the Association including operations statement, balance sheet and cash flow statement. 

5.5 Training of Kommunkhoz staff

In some cases the CO and CBE model supplements the Kommunkhoz model, i.e. in cases where water is procured from a Kommunkhoz. In other cases the CO and CBE model has replaced poorly functioning Kommunkhozes. 

Obviously, the virtues of the CO and CBE model should be transferred to the Kommunkhozes, in cases where this would be deemed useful. 

Training of Kommunkhoz staff is outside the scope of the present study. However, it is recommended that CIDP in cooperation with the ARC government opens this issue in order to decide whether and how the know-how and skills generated inside the CO and CBE model can be transferred to Kommunkhozes.  

6 Action plan for CIDP

A consolidated action plan for the formation of the Association of Cooperatives and the formation of the Trust Fund Unit is provided in Table 4 below. 

Table 4: A consolidated action plan for the formation of the Association of Cooperatives and the formation of the Trust Fund Unit.
	Description 
	Association / TFU
	Initiator
	Timing

	Awareness building on Association and Trust Fund
	Association
	CIDP
	December 2007 – January 2008

	Formation of cooperatives
	Association
	CIDP, cooperatives
	December 2007 – June 2008

	Decision to form the Trust Fund Unit
	TFU
	CIDP
	December 2007 – January 2008

	Association formation
	Association
	CIDP
	January – March 2008

	Legal basis for the Trust Fund Unit established
	TFU
	ARC
	January – March 2008

	Trust Fund established
	TFU
	ARC
	January – March 2008

	Board of the Association preliminarily formed
	Association
	CIDP
	March 2008

	Critical mass of COs and villages interested in formation of cooperatives
	Association
	CIDP
	April 2008

	Decision to establish the Association
	Association
	CIDP
	April 2008

	Inaugurating assembly of the Association, first members registered
	Association
	CIDP
	April 2008

	Staffing of Association organised
	Association
	CIDP
	May 2008

	Full Board of Trustees of the TFU formed
	TFU
	ARC
	June 2008

	Funds and / or guarantees available at the TFU 
	TFU
	TFU Investment 

Committee
	September 2008

	First commitments to financing of projects
	Association
	Investment 

Committee
	September 2008


7 Annex 1: The New Mexico Water Trust Fund

7.1 Introduction
Worldwide, many examples exist for water trust funds. Perhaps one of the more interesting cases would be that of the government of New Mexico in the USA. This is because New Mexico has acute water shortages, and thus needs to have a strict water supply and management system in place. The New Mexico water management system was initiated in 1907.
At the web site http://www.ose.state.nm.us/index.html the trust fund is described in detail. Among others, the following message is posted: 

“You have reached the website for the New Mexico Office of the State Engineer and Interstate Stream Commission.

The Office of the State Engineer is charged with administering the state's water resources. The State Engineer has power over the supervision, measurement, appropriation, and distribution of all surface and groundwater in New Mexico, including streams and rivers that cross state boundaries. The State Engineer is also Secretary of the Interstate Stream Commission and oversees its staff.

The Interstate Stream Commission is charged with separate duties including protecting New Mexico’ right to water under eight interstate stream Basins, ensuring the state complies with each of those Basins, as well as water planning.

For more information about the agency or services provided, contact (505) 827-6120, in Santa Fe.”
The Rules for the New Mexico Water Trust Board, copied below, are provided for inspiration only. 
7.2 Rules for the New Mexico Water Trust Board
The rules and regulations of the New Mexico Water Trust Board are copied below for inspiration. They are found at http://www.ose.state.nm.us/doing-business/rules-n-regs/WaterTrustBoardRules2002.pdf.
TITLE 19: NATURAL RESOURCES AND WILDLIFE 
CHAPTER 25: ADMINISTRATION AND USE OF WATER-GENERAL PROVISIONS 
PART 10: REVIEW AND ELIGIBILITY OF PROPOSED WATER PROJECTS 
19.25.10.1 ISSUING AGENCY: New Mexico Water Trust Board. 

19.25.10.2 SCOPE: All persons applying for financial assistance under the Water Project Fund from the New Mexico Finance Authority, NMSA 1978, 72-4A-5 and NMSA 1978 72-4A-9. 

19.25.10.3 STATUTORY AUTHORITY: NMSA 1978, 72-4A-5 and NMSA 1978 72-4A-9. 

19.25.10.4 DURATION: Permanent. 

19.25.10.5 EFFECTIVE DATE: September 16, 2002, unless a later date is cited at the end of a section. 

19.25.10.6 OBJECTIVES: 

A. The New Mexico Water Trust Board is required to adopt rules governing terms and conditions of grants and loans recommended by the board for appropriation by the State Legislature from the water project fund pursuant to Section 72-4A-5, NMSA 1978. Section 72-4A-9, NMSA 1978, creates the “water project fund” within the New Mexico Finance Authority and authorizes the authority to establish procedures and rules as required to administer the water project fund. The authority may adopt separate procedures and rules for administration of the water project fund and to recover from the water project fund costs of administering the water project fund and originating financial assistance. 

B. Section 72-4A-5, NMSA 1978, provides that the board shall give priority to qualifying water projects that (i) have urgent needs; (ii) have been identified for implementation of a completed regional water plan that is accepted by the interstate stream commission; and (iii) have matching contributions from federal or local funding sources. The purpose of these rules is to set forth the intent of the board and to outline, in general terms, the criteria and procedures to be used in evaluating and funding qualifying water projects.  

19.25.10.7 DEFINITIONS: 

A. “act” means the Water Project Finance Act, Sections 72-4A-1 through 72-4A-10, NMSA 1978, as the same may be amended and supplemented. 

B. “agreement” means the document or documents signed by the board and a qualified entity which specify the terms and conditions of obtaining financial assistance from the water project fund. 

C. “applicant” means a qualified entity which has filed a water project proposal with the authority for initial review and referral to the project committee. 

D. “authority” means the New Mexico Finance Authority. 

E. “authorized representative” means one or more individuals duly authorized to act on behalf of the qualified entity in connection with its financial application, water project proposal or agreement. 

F. “board” means the New Mexico Water Trust Board created by the act. 

G. “bylaws” means the bylaws of the board adopted on September 25, 2001, as amended and supplemented. 

H. “financial application” means a written document filed with the authority by an applicant for the purpose of evaluating the applicant’s qualifications for types of financial assistance which may be provided by the board. 

I. “financial assistance” means loans, grants and any other type of assistance authorized by the act, or a combination thereof, provided from the water project fund to a qualified entity for the financing of a qualifying water project. 

J. “political subdivision” means a municipality, county, irrigation district, conservancy district, special district, acequia or soil and water conservation district, or any combination thereof operating pursuant to a joint powers agreement. 

K. “qualified entity” means a political subdivision or a state agency. 

L. “qualifying water project” means a water project for (i) storage, conveyance or delivery of water to end users; (ii) implementation of Endangered Species Act collaborative programs; (iii) restoration and management of watersheds; or (iv) flood prevention and which has been recommended by the board for funding by the state legislature and which has been approved by the state legislature pursuant to Section 72-4A-9(B), NMSA 1978. 

M. “state” means the State of New Mexico. 

N. “state agency” means any agency or institution of the state. 

O. “water project account” means a fund designated by a qualified entity exclusively for receipt of financial assistance. 

P. “water project fund” means the fund of that name created in the authority by Section 72-4A-9, NMSA 1978. 

Q. “water project proposal” means a written proposal submitted by a qualified entity for review by the project review committee. 

R. “water project review committee” means a standing committee, appointed by the chairman of the board from the members of the board pursuant to the bylaws to review water projects to be recommended for funding from the water project fund. 

S. “water trust fund” means the fund of that name created in the state treasury by Section 72-4A-8, NMSA 1978. 

19.25.10.8 ELIGIBILITY: PRIORITIZATION OF WATER PROJECTS: The board will develop and consider a variety of factors in reviewing and evaluating water project proposals to determine which water projects to recommend as qualifying water projects for appropriation by the state legislature. In addition to other factors deemed relevant by the board, those factors will include the items described in this Section 19.25.10.8 NMAC. 

A. Regional Dispersion. The board will consider the location of the water project in the State of New Mexico and will attempt to ensure that qualifying water projects are dispersed throughout the state to the benefit of all citizens of the state. 

B. Local Effort. The amount of local financial, in-kind-contribution, political and infrastructure support and resources given to the water project will be evaluated by the board. Water projects must demonstrate significant local support, especially in the area of committed financial resources and in-kind-contributions (including contributions by individual property owners as well as public contributions) to meet local cost share requirements. When evaluating local support, the board will consider and evaluate the support and available resources of the local entities affected by the proposed water project when the proposed water project is located in or overlaps more than one jurisdiction. 

C. Ability to Pay. A water project that benefits or is suggested by a qualified entity that has ability to pay will be expected to receive a loan instead of a grant in order to maximize the number of qualifying water projects that can be funded from the limited financial resources expected to be available in the water project fund. Water projects that do not benefit a definitive group or entity or that are suggested by a qualified entity without the ability to repay a loan may receive a grant instead of a loan. The ability to pay will be evaluated by the authority in accordance with the financial application submitted by the qualified entity. 

D. Ability to Leverage Federal Funds. The board will analyze the amount of federal funding committed or likely to be committed for construction and completion of the water project. If federal funding is not anticipated to be available within 3 years of the estimated start date of the water project, no consideration will be given to federal funding for the particular water project. 

E. Priority. Projects which: 

(1) have urgent needs; 

(2) have been identified for implementation of a completed regional water plan that is accepted by the interstate stream commission, and 

(3) have matching contributions from federal or local funding sources may be given priority by the board. 

F. Scientific, Hydrologic and Biological Studies. Water projects must be backed by sound and established scientific, hydrologic and biological studies prepared by registered engineers, hydrologists, biologists or other consultants acceptable to the board which demonstrate that the water project will accomplish its planned objectives. 

G. Comprehensive Solution/Measurable Outcome. The planned objective of a water project must be comprehensive in scope, address all of the component parts necessary to accomplish its planned objective and lead to measurable outcomes. 

H. Immediate Threats to Public Health, Safety and Welfare. Water projects required to eliminate an immediate threat to public health, safety and welfare may be given priority consideration by the board; however, the board expects most qualifying water projects will address long term water uses and needs. 

I. Readiness to Proceed. An applicant should demonstrate that adequate planning, engineering, evaluation and study have been or are scheduled to be completed for the water project to allow construction or implementation to begin upon receipt of financial assistance. 

J. Cost-Effectiveness of Water Project. An applicant should demonstrate that the water project is the most cost-effective method of accomplishing its planned objective. The board expects that alternative methods and cost analysis of accomplishing the planned objective will be explored by an applicant prior to submitting a water project to the board. A summary of the alternatives will be reviewed by the board and the board may consult independent advisors regarding alternative methods of accomplishing the planned objectives of a water project. 

K. Life of Water Project. The planned objective of a water project should provide a solution to the need for the predicted life of the water project. Projections and forecasts supporting the adequacy of a storage, delivery or conveyance project to address the water needs for 40 years should be provided by the applicant. Water projects addressing other objectives should be supported by projections and forecasts demonstrating the expected life of the water project. 

L. Urgent Needs. Water projects intended to address problems that are expected to become severe within five (5) years of the date of application shall be considered as addressing urgent needs as described in the act. 

M. Water Rights. An applicant proposing a storage, delivery or conveyance water project must demonstrate that adequate water rights are or will be owned or controlled to allow the water project to accomplish its planned objectives. 

19.25.10.9 WATER PROJECT PROPOSAL, PROCEDURES AND APPROVAL PROCESS: 

A. The board and the authority will administer an outreach program to notify qualified entities that water project proposals are being accepted to identify water projects for review by the water project review committee and the board for recommendation for funding to the state legislature as qualifying water projects. 

B. The authority will provide forms and/or guidelines for water project proposals and financial applications. A water project proposal and financial application must include the following: 

(1) information required to allow the board to give the water project a priority ranking pursuant to Section 19.25.10.8 of these Rules; 

(2) type of financial assistance being sought and itemization of the proposed uses of the financial assistance; 

(3) detailed description of the water project to be evaluated, which information must include: 

(a) description of the scope of work of the water project; 

(b) estimated cost of the water project; 

(c) target date for the initiation of the water project and the estimated time to completion; 

(d) estimated cost/benefit analysis for the water project; 

(e) estimated life of the water project; 

(f) the availability of performance bonds and insurance for the water project; and 

(g) other financial and technical data as requested by the authority or the board; 

(4) letter certifying that the water project was duly approved by the applicant’s governing body; 

(5) identification of the source of funds for repayment of the financial assistance and the source of funds to operate and maintain the water project over its useful life; 

(6) requested type of financial assistance, i.e., loan or grant; and 

(7) additional information as requested by the authority or the board. 

C. The authority staff will forward all completed water project proposals to the water project review committee. The water project review committee will consider the water project and may confer with outside parties, including any local interdisciplinary teams familiar with the water project, as necessary to obtain more information on the feasibility, merit, and cost of the water project. The water project review committee will make a written recommendation to the board on each water project proposal. Such recommendation will include approval or disapproval of specific water project proposals as qualifying water projects. 

D. Once a recommendation has been made on the water project proposal by the water project review committee, the board will act on the water project proposal no later than the next regular board meeting at which such item may be properly considered. The board may approve all or part of the water project proposal as recommended by the water project review committee. 

E. Commencing in 2003, a qualified entity shall submit its water project proposal and financial application to the authority no later than first day of June of any year for review if the water project is to be considered at the next regular legislative session. After completion of the review process and approval of the water project proposal by the water project review committee and the board and receipt of a favorable recommendation on the water project proposal, the water project will be recommended by the board for approval by the state legislature at the next regular session of the state legislature, which recommendation and approval are required by Sections 72-4A-5 and 72-4A-9, NMSA 1978. Water projects intended to address urgent needs may be submitted after the first day of June of any year and may still be considered at the next regular legislative session. 

19.25.10.10 EVALUATION OF FINANCIAL APPLICATION AND WATER PROJECT PROPOSAL: 

A. The authority staff will complete an initial evaluation of the financial application and water project proposal upon receipt. Such evaluation will include, to the extent applicable, an evaluation of water project feasibility, administrative capacity, financial position, debt management and economic and demographic factors. 

(1) Water Project Proposal Evaluation. The authority staff will conduct an initial analysis of each water project proposed to determine whether the water project proposal is complete. If necessary, additional information will be requested from the applicant. Upon completion of the analysis by the authority staff and receipt of any requested additional information, the water project proposal will be forwarded to the water project review committee. The water project review committee and the authority staff may collaborate with other state agencies or consultants to analyze water project proposals when needed to address scientific, biological or hydrologic issues. 

(2) Recommendation of approval of the water project or the extension of financial assistance by the board does not constitute a warranty or other guarantee as to the feasibility of the water project. 

B. Financial Application Evaluation. The authority staff will evaluate each financial application to determine the financial, administrative and technical capacity of an applicant in accordance with rules adopted by the authority to determine the type of financial assistance to be recommended for each qualifying water project. The evaluation of the financial application by the authority staff may occur concurrently with the evaluation of the water project proposal or may occur after review of the water project proposal by the water project review committee or after approval of the water project for funding as a qualifying water project from the water project fund by the state legislature. Final recommendation to the board for the type of financial assistance to be provided to an applicant for a qualifying water project may be made by the authority board of directors. 

19.25.10.11 QUALIFYING WATER PROJECTS AND ELIGIBLE COSTS: 

A. The board and the authority may provide financial assistance from the water project fund to qualified entities only for qualifying water projects. As provided by Section 72-4A-7, NMSA 1978, eligible items which may be financed from the water project fund include: 

(1) matching requirements for federal and local cost shares; 

(2) engineering feasibility reports; 

(3) contracted engineering design; 

(4) inspection of construction; 

(5) special engineering services; 

(6) environmental or archeological surveys; 

(7) construction; 

(8) land acquisition; 

(9) easements and rights of way; and 

(10) legal costs and fiscal agent fees. 

B. A qualified entity which has had financial assistance approved by the state legislature for financing a qualifying water project may apply to the board to redirect the financial assistance to a different water project made necessary by unanticipated events. The decision to redirect the financial assistance to a different qualifying water project will be at the sole discretion of the board and subject to approval of the state legislature as required by Section 72-4A-9(B), NMSA 1978. 

19.25.10.12 QUALIFYING WATER PROJECT FINANCING: The authority may structure financial assistance packages that include loans, grants and any other type of assistance authorized by the authority. The structure, terms and conditions of the financial assistance will be determined by the authority. Financial assistance for qualifying water projects may be pooled, at the discretion of the authority. Financial assistance packages may consist of the following, or a combination thereof: 

A. Bond-Funded Loans. Loans may be funded through the sale of revenue bonds payable from the proceeds of loan repayments made into the water project fund upon a determination by the authority that issuance of bonds is necessary to replenish the principal balance of the water project fund. The costs of issuing and administering the bonds, and of funding a debt service reserve, may be paid from the proceeds of the bonds or from the water project fund. Loan interest rates may reflect actual bond issue costs of capital, including issuance and administrative costs, or the authority may offer lower loan interest rates using direct loans or other funds in the water project fund. Estimated rates for loans for planning purposes may be made available by the authority. The estimated rates will be set to reflect current bond market conditions. 

B. Direct Loans. Qualifying water projects may be eligible for loans made directly from available funds in the water project fund. The authority may make direct loans available when amount of the required financial assistance is insufficient to support a bond issue, credit flexibility for a qualifying water project is needed or other factors indicate a direct loan is appropriate. Interest rates on direct loans may be established at any level determined to be appropriate by the authority. Repayments of a direct loan may be pledged by the authority for debt service on bonds or other obligations payable from the water project fund. 

C. Combination Loans and Grants. For qualifying water projects financed with a combination of loans or grants from available moneys in the water project fund, there shall be no restriction on the total amount of financial assistance that may come from a grant from the water project fund. 

D. Grants. Grants or conditional grants (deferred payment loans) may be available as part of an overall financial assistance package. Grants are available only when the applicant demonstrates, to the satisfaction of the board based on analysis of the financial application by the authority staff and the recommendation of the authority board of directors, economic need and inability to afford debt financing for the qualifying water project. 

19.25.10.13 FINANCING APPROVAL REQUIREMENTS: Based on the priority and evaluation factors set forth in Sections 19.25.10.8 and19.25.10.10, the board may recommend approval of the qualifying water project and financial assistance to the applicant provided the following requirements are satisfied: 

A. In approving an application for financial assistance, the board shall find that the qualifying water project is important to the overall needs of the state and its citizens. 

B. In determining the qualification for financial assistance, the board shall consider the ability of a qualified entity to secure financing from other sources and the costs of the financial assistance. 

C. In approving a grant application, the board shall first consider if the applicant has the ability to repay a loan. 

D. In approving a loan application, the board must find that the useful life of the qualifying water project will meet or exceed the maturity of the loan made. 

F. In approving a loan application, the board must find that the applicant has the financial capability to ensure that sufficient revenues will be available to operate and maintain the qualifying water project for its useful life and to repay the loan. 

G. To be eligible for financial assistance, the applicant must agree to properly maintain separate project accounts and financial records in accordance with generally accepted accounting principles during the construction or implementation of the qualifying water project and, in the case of a loan, to conduct an annual audit of the qualifying water project’s financial records during its useful life. 

H. In order to receive financial assistance, the applicant must provide title insurance with respect to the qualifying water project or a written assurance, signed by an attorney, that the qualified entity has or will acquire proper title, easements and rights-of-way to the property upon or through which the qualifying water project is to be constructed or extended. 

I. Any contract or subcontract executed for the completion of any qualifying water project shall contain a provision that there shall be no discrimination against any employee or applicant for employment because of race, color, creed, sex, religion, sexual preference, ancestry or national origin. 

J. In order to receive financial assistance, the applicant must require any contractor providing construction services for a qualifying water project to post a performance and payment bond in accordance with the requirements of Section 13-4-18, NMSA 1978. 

K. In order to receive financial assistance, the qualified entity must agree to operate and maintain a qualifying water project addressing storage, conveyance and delivery needs so that it will function properly over the structural and material design life, which shall not be less than 20 years. 

L. In order to receive financial assistance, the qualified entity must agree to pay the costs of originating grants and loans from the proceeds of the grant or loan or from other legally available moneys of the qualified entity. 

M. In order to receive financial assistance, the qualified entity must agree to provide plans and specifications for the qualifying water project to the board for approval before any financial assistance disbursements are made for the qualifying water project. 

N. In addition to the foregoing, a qualified entity must satisfy any other requirements as may be determined by the board.  

19.25.10.14 APPEALS. Any applicant or qualified entity may appeal a decision of the board by notifying the board in writing within forty-five days of the date on which notice of an adverse decision is given by the board to an applicant. Notice is deemed to be given on the fifth business day following the date on which written notice is mailed to the applicant by the board by U.S. mail. Appeals not timely or properly made will be barred thereafter. The chairman of the board will promptly review each timely appeal and will recommend, at the next regular meeting of the board, action to be taken by the board on the appeal. The board will review and take action on the appeal and will notify the applicant or qualified entity of the board’s decision, in writing, within five working days of the board’s decision. The decision of the board is final. 

19.25.10.15 FINANCIAL ASSISTANCE AGREEMENT: 

A. The board and the qualified entity will enter into an agreement to establish the terms and conditions of financial assistance from the board. The agreement will include the terms of repayment and remedies available to the board in the event of a default. The board, or the authority, on behalf of the board, will monitor terms of the agreement and enforce or cause to be enforced all terms and conditions thereof, including prompt notice and collection. 

B. The interest on any financial assistance extended shall be determined by the authority based on the cost of funds and ability of a qualified entity to repay a loan. The interest rate shall not change during the term of the financial assistance unless refinanced or unless the financial assistance is structured as a variable rate obligation. 

C. The agreement will contain provisions which require financial assistance recipients to comply with all applicable federal, state and local laws and regulations. 

D. In the event of default under a financial assistance agreement by a qualified entity, the board, or the authority, on behalf of the board, may enforce its rights by suit or mandamus and may utilize all other available remedies under state and applicable federal law. 

19.25.10.16 ADMINISTRATIVE FEES: 

A. The board may impose and collect a reasonable fee in connection with the filing of a water project proposal or a financial application for approval of a water project and for financial assistance with the board and the authority. The board also may impose and collect an administrative fee from each qualified entity that receives financial assistance from the water project fund. If an administrative fee is assessed, the administrative fee will be a percentage of the principal amount of the financial assistance provided to a qualified entity. The administrative fee may be withheld from the principal amount of the financial assistance and will be retained in the water project fund. Alternatively, the board may levy an annual fee equal to a percentage of the outstanding principal amount of a loan. Specific percentages will be based on, among other things, the volume of financial assistance being provided to qualified entities, the administrative costs of the board and the authority, and the availability of other revenue sources to cover the board’s and the authority’s administrative costs. The filing and administrative fee or fees may be used for, among other purposes, reimbursing the board or the authority for all or part of the costs of issuing bonds and other administrative costs, including any audits of the water project fund and the water trust fund. 

B. The board and the authority may establish such other charges, premiums, fees and penalties deemed necessary for the administration of the water project fund and the water trust fund. 

19.25.10.17 ADMINISTRATION OF THE WATER TRUST FUND: 

A. The water trust fund shall be administered by the state treasurer’s office and shall be invested by the state investment officer in the same manner as land grant permanent funds are invested under state law. All investment earnings on the water trust fund shall be credited to the water trust fund. The water trust fund shall not be expended for any purpose. 

B. Annual distributions to the water project fund from the water trust fund shall be made as required by the authority. 

19.25.10.18 ADMINISTRATION OF THE WATER PROJECT FUND: 

A. The water project fund shall be administered by the authority as a separate account, but may consist of such subaccounts as the authority deems necessary to carry out the purposes of the fund. 

B. Money from repayments of loans made by the board for qualifying water projects shall be deposited in the water project fund. The water project fund shall also consist of any other money appropriated, distributed or otherwise allocated to the water project fund for the purpose of financing qualifying water projects. 

C. The authority shall adopt a uniform accounting system for the water project fund and each account and subaccount established by the authority, based on generally accepted accounting principles.  

19.25.10.19 BOND ISSUANCE: 

A. The authority may issue and sell revenue bonds as required to provide funds to: 

(1) replenish the principal balance of the water project fund; 

(2) pay, fund or refund the principal of or interest or redemption premiums, if any, on bonds issued by the authority whether the bonds or interest to be paid, funded or refunded have or have not become due; 

(3) establish or increase reserve funds to secure bonds; and 

(4) pay the costs and expenses incident to the issuance of bonds. 

B. The authority will consider market and other economic conditions in determining the type of sale and the timing of the issuance of bonds.  

19.25.10.20 AMENDMENT OF RULES: This rule may be amended or repealed at any time by a majority vote of a quorum of the board. 

7.2.1 A brief illustration on financing in New Mexico

The New Mexico Water Trust operates a revolving fund and a grant fund. The main features, as illustrated on the web site, are the following:
Drinking Water Revolving Loan Fund (DWRLF)
· Created in 1997 

· Revolving loan fund to provide low-cost financial assistance 

· Jointly administered by NMFA and NM Environment Department 

· $35.1 million in federal funds received 

· Matched by $7.02 million in state funds 

DWRLF Administration
· Standard DWRLF interest rate = 2% 

· DWRLF disadvantaged rate of 0% 

· As necessary: 

· Provision of engineering services from set-asides 

· Extension of loan term to maximum of 30 years 

· Limited principal forgiveness 

· 12 loans or binding commitments totaling $19.2 million in funds 

· In FY 2002, estimating loans totaling $9.2 million 

Water and Wastewater Grant Fund (W/WWGF) 

· Created by Legislature in 1999 

· Requirements 

· Sliding scale local match requirement 

· Complete project funding 

· 2000 Legislature authorized 38 projects and $5 million in funding 

· NMFA approved 29 grants totaling $4.7 million 

· 2001 Legislature authorized 77 projects and $40.91 million in funding 

· NMFA approved 21 grants totaling $16.4 million through 9-1-02 

· NMFA approved 4 emergency grants totaling $1.12 million through 9-1-01 

7.3 A call for requests for funding in New Mexico
The following text was posted on the web site of the New Mexico Water Trust Board. It illustrates the interaction between the Board and the potential beneficiaries.
“The New Mexico Water Trust Board (WTB) is now soliciting letters of interest for financial assistance for long-term water projects to be recommended for funding to the 2008 Legislature from the Water Project Fund. The letter of interest begins the first step in the application process. IF YOU HAVE BEEN PREVIOUSLY FUNDED BY THE WATER TRUST BOARD FOR THE SAME PROJECT AND SEEK FUNDING FOR THE NEXT PHASE, YOU DO NOT NEED TO SUMBIT A LETTER OF INTEREST. YOU MAY COMPLETE AN APPLICATION FOR THE NEXT PHASE OF THE PROJECT. 
The projects to be considered by the WTB are as follows: 

1. Storage, Conveyance and Delivery of Water; 

2. Implementation of the Endangered Species Act; 

3. Restoration and Management of Watersheds; 

4. Flood Prevention Projects; and 

5. Conservation, Recycling, Treatment or Reuse of water. 

The letter of interest must be addressed to the New Mexico Finance Authority and received no later than JUNE 29TH, 2007 at 5:00 pm (MST). The project summary in the letter of interest shall be no longer than five pages (single sided) and at a minimum shall include the following information for consideration by the WTB: 
1. 1. Name of Entity. 

2. 2. Primary Contact Person. 

3. 3. Secondary Contact Person. 

4. 4. Type of Entity (i.e. Municipality, County, SWCD, MDWCA, etc.) 

5. 5. Address; Phone #; Fax Number; and E-mail addresses for both contacts. 

6. 6. Project Summary (Project Description of Water Storage; Watershed Restoration Endangered Species; Flood Prevention; Conservation.) 

7. 7. Describe any urgent need that affects the health safety and welfare of this project. 

8. 8. An easily photo copied 8 ½” X 11” topographic map of the project’s area with structural developments highlighted. (This page is included in the five page minimum.) 

9. 9. Describe the project’s short and long term expected benefits. 

10. 10. Amount needed to fund the requested phase and the total project. (Identify if the project could be phased and at what amount. PLEASE NOTE A LOAN COMPONENT MAY BE REQUIRED OF 20% - 25%). 

11. 11. Identify any Federal, State or local funds that have been secured for this project. 

12. 12. Is a five-year financial plan in place? Yes/No 

13. 13. Identify the time frame that funding is needed for this project. 

14. 14. If applicable, have water rights been secured for this project? 

15. 15. If applicable, have preliminary engineering reports for this phase/project been approved by NMED? If yes, please list the date of PERs and the contracting engineer. 

16. 16. Is there an established water accounting system? Yes/No 

17. 17. Is your project part of an interstate stream commission –accepted regional water plan or part of a plan under development? If not, please explain. 

18. 18. List your regional partners with their responsibilities in the project development and outline the current governance structure. 

Water Trust Board Rules and Regulations can be accessed at the following addresses: 

www.ose.state.nm.us
www.nmfa.net 
Please submit all letters of interest and/or questions to: 

Water Trust Board Administrator 

c/o New Mexico Finance Authority 

207 Shelby Street 

Santa Fe, NM 87501 

1-877-275-6632 – Toll Free 

(505)-984-1454 

(505) 992-9644 – Fax 

jegbert@nmfa.net “
8 Annex 2: Ranking mechanism

8.1 Introduction

A project ranking mechanism can be useful when a substantial number of project opportunities exist, funds are scarce, so that decision-makers are in need of a method of prioritizing. 

Every ranking mechanism has its advantages and disadvantages. The choice of criteria and the weighting of these criteria influence the outcome of using the mechanism.
Project descriptions should be collected. A ranking model should be established Projects should be ranked with the purpose of implementing the high ranking projects first. A ranking mechanism should be established in a way that this mechanism will give high scores to projects with highly preferred features and lower scores to projects with less preferred features. 

The choice of indicators and of the weights attached to each of them is subjective. However, once a ranking mechanism is chosen, this is a strong tool for sequencing of projects. A ranking mechanism should be treated as a support to the decision-making process. Still, it can provide a transparent justification for the decisions made by the Investment Committee of the Association. 

8.2 Choice of indicators

Below, five indicators are chosen, and are given equal weights. For each indicator two or three scores of 0 points, 5 points and 10 points are attached to certain values of the indicators, chosen by the modeler of the ranking mechanism. Thus, the ranking mechanism offers a subjective, yet transparent tool. 
Indicator 1: Total cost of the project. 

Weight: 20%

Idea: Smaller projects should be preferred to larger ones to enable more communities to access the Trust Fund.
Less than 100,000 USD: 10 points

100,000 – 200,000 USD: 5 points

Above 200,000 USD: 0 points.

Indicator 2: Potential reduction of network losses.

Weight 20%
Idea: The higher the potential reduction of network losses, the more effective the project.

30-50%: 10 points

15-30%: 5 points

0-15%: 0 points.
Indicator 3: Number of consumers to achieve 24 hour service. 

Weight: 20%

Idea: The higher the number of consumers to be affected, the better.
More than 1,500: 10 points

1,000 – 1500: 5 points

Less than 1,000: 0 points.

Indicator 4: Investment cost per consumer connected
Weight: 20%

Idea: The lower the investment cost per consumer, the more efficient the investment.
Less than 200 USD per consumer: 10 points.

More than 200 USD per consumer: 0 points.

Indicator 5: Affordability

Weight: 20%.
Idea: The lower the percentage of household income occupied by the water fee, the better.
Proposed water fee below 2% of household income: 10 points

Proposed water fee between 2 and 5% of household income: 5 points.

Proposed water fee above 5% of household income: 0 points.

8.3 A case of using the indicators to rank four projects
The effect of applying the above five indicators in the way shown is illustrated below, using four projects identified and assessed by SNS REAAL
. This is illustrated in Tables A2.1, 2 and 3.
.

Table A2.1: Values of indicators of the four projects.

	Project
	Indicator 1

Project cost, USD
	Indicator 2

Potential loss reduction, %
	Indicator 3

Number of consumers w 24h service
	Indicator 4

Cost per cons

(USD/person) = Ind 1/Ind 2
	Indicator 5

Affordability (% of household income)

	1
	155,200
	25-50
	798
	194
	19

	2
	< 100,000 ?
	10
	739
	135
	19

	3
	275,000
	25-50
	1279
	215
	8

	4
	258,000
	10 ?
	1250
	206
	9


Table A2.2: Scores of the indicators of the four projects.

	Project
	Indicator 1

Points
	Indicator 2

Points
	Indicator 3

Points
	Indicator 4

Points
	Indicator 5

Points

	1
	5
	10
	0
	10
	0

	2
	10 ?
	0
	0
	10
	0

	3
	0
	10
	5
	0
	0

	4
	0
	0 ?
	5
	0
	0


Table A2.3: Sum of points and ranking of the four projects.

	Project
	Sum of points
	Rank

	1
	25
	1

	2
	20
	2

	3
	15
	3

	4
	5
	4


Tables A2.1, A2.2 and A2.3 illustrate the following:

Project 1 has a medium score on size, a high score on potential loss reductions, a low score on number of consumers affected, and a high score on cost per consumer, while affordability is questionable. 

Project 2 has a high score on size, although the actual size is assumed as probably about twice the request for funding from SNS REAAL. The potential loss reductions are comparatively low, the number of consumers affected is low, and the cost per consumer is low – giving a high score – but this indicator is depending on the correctness of the cost which is basically unknown. Affordability is questionable.

Projects 3 and 4 have a low score on size, but differ on the potential loss reductions. They both have a high score on consumers affected. The cost per consumer is quite high, but the affordability is better than projects 1 and 2. 

The above ranking mechanism means that project 1 is ranked highest, followed by project 2, project 3 and project 4. 

The application of the information from the projects assessed by SNS REAAL revealed essential lacunas in the basic information provided.

Basically, the above proposed ranking mechanism will lead to smaller projects with higher potential loss reductions, a higher number of consumers affected, lower investment costs per consumer and relatively good affordability to be preferred to projects with poorer values on the five indicators. 

Obviously, ranking could be based on different mechanisms. It is important that the use of such mechanisms is transparent.
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� Please refer to the annual ARC budget


� The state programme “Drinking Water of Crimea, draft version of 22.07.2006, does not provide a clear outline of the management structure for its implementation.


� Monitoring Report for the situation in Crimea, Regional Expert Council, May 2007, pp. 6-8.


� Assessments by SNS REAAL point to significantly higher percentages for the cost of water to household income. The real situation should be investigated.


� CIDP: Assessment of the Regulatory and Institutional Framework Concerning Rural Water Supply in Crimea, final report, 31 May 2007.


� CIDP: Cost Benefit Analysis of rural water supply in the AR Crimea, September 2007. 


� A similar conclusion was reached by Municipal Development Institute in the report: Assessment of the Regulatory and Institutional Framework Concerning Rural Water Supply in Crimea, Simferopol, May 2007, p.45.


� The interest rate will be set to satisfy a return on investment of 5% p.a. 


� The members of the Association could also include private operators and Kommunkhozes.


� Cooperatives were formed for common procurement of grain and fodder, and for production and sales of milk, meat etc. Also, cooperative banks, and cooperative water supply companies were formed. In the cities, cooperative housing enterprises and on a general scale, cooperative grocery shop enterprises were formed. 





� The Association should consider ways of including other organisations as members, e.g. private enterprises and Kommunkhozes. 





� Assuming that network loss reduction can be a proxy for unit cost reduction.
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