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2.1 Introduction to the key functions of the service authority
	
2.4	Regulation of rural water services
What is regulation of rural water services all about? 
Regulation is, in essence, about ensuring that water services are provided in an efficient, fair, and sustainable manner – balancing interests and priorities of government (at all levels), service providers, and customers (service users) so that water, sanitation, and hygiene services are efficient, effective, affordable, and sustainable. 
Regulation can be seen as a mechanism for balancing the following, potentially contradictory, requirements: 
· To protect customers from potential abuse of monopoly power by their service providers or from arbitrary rule changes from local and national politicians; 
· To protect service providers from politically-driven decisions and to keep political interference under check; 
· To enable the public sector to carry out its long-term policy objectives, such as expanding services to people currently without access. 
Good regulation is about ensuring that tariffs are set at the right level (neither too high nor too low) and that rules and standards (including environmental, customer service, and drinking water standards) are complied with. 
Formal regulation of the rural water sector is in its infancy.  Most experience – especially with the creation of formal regulators – comes from the urban sector.  However, as rural water services become more widespread, more complex and more professionalised, the need for regulation becomes more pressing.
Regulation is a group of functions
In a decentralised system, such as rural water service delivery, regulatory functions need to be addressed by different actors at different levels.  In several countries, for example South Africa, Burkina Faso, and Uganda, the service authority plays a central role in regulation of service providers. To identify how regulation can best be performed at the local level, it is useful to think of regulation as a set of “functions”, which can be allocated between government levels that are best able to perform such functions. Service authority regulatory functions usually revolve around approving tariffs and fees, monitoring service providers’ performance (technical, financial, and operational), ensuring that public health (water quality) and water resources (abstraction) standards are met, and performing any environmental (discharge) monitoring and enforcement tasks delegated to the district or town municipal council by the national/state government. Other regulatory functions (such as defining water quality standards) are typically assured at the national level, by a ministry or a regulatory agency. 

Regulatory functions in the water and sanitation sectors can be broadly divided into three categories: i. economic regulation; ii. environmental regulation, and iii. public health regulation.  What is more, experience shows a practical differentiation between functions related to monitoring service providers (their abilities and performance) and monitoring the service provided (the extent to which it meets national norms and standards). 
Why is regulation important – creating a long arm for accountability? 
Regulation is essentially about creating a level playing field so that service authorities, service providers and service users can all hold each other to account against clearly defined and agreed norms and standards: regulation is, therefore, about accountability.  However, regulation is also about creating the mechanisms through which accountability can be enforced.
The diagram below shows the World Bank’s idealised vision of the role of regulation in ensuring accountability. In this vision, the Bank differentiates between the ‘short arm’ and the ‘long arm’ of accountability.  The short arm refers to the (ideally contractual) relationship between water users and water service providers, while the long arm includes regulatory authority as an arbitrator of the short arm relationship.  
[image: ]
Figure 1: Long and short arms of accountability.  
Source: Lockwood and Smits, 2011
Of course this is a simplification of the reality of most rural water supply.  This reality is well illustrated in the corruption ‘risk map’ shown below.  This map shows the network of relationships between different actors under one (there are many) service delivery model in Ghana.  Each relationship has been graded for the risk (rather than the actual occurrence) of corruption, assessed against three main indicators (transparency, accountability and participation).  Risk is assigned to each of these (little risk – H, medium risk – M, high risk – L) giving rise to this diagram.  The main point is the number of distinct actors that exist in the rural water service delivery system – and the number of independent sets of relationships that need to be regulated: regulation in decentralised rural water services is not an easy task.
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Figure 2: Corruption risk map

Source: Ghana Integrity Initiative (2011)
How is regulation being applied to rural water services?
As water, sanitation, and hygiene (WASH) services are increasingly decentralised, local government becomes increasingly associated with a service authority role, and thus accountable to communities for the effective delivery of services. In this service authority role, local government becomes responsible for many regulatory functions such as creating and ensuring compliance with bylaws, creating and managing contracts with service providers, and often for monitoring service delivery: the quality, quantity, and overall delivery of the services. 
The starting point for much community-based service delivery has been the establishment of short arm accountability relations between consumers and their water committees, as service providers.  However, there is also ample evidence that this form of accountability is very vulnerable to a lack of proper legal footing, capture by elites, etc.; with a high risk of creating a vicious cycle of poor service delivery, non-payment of tariffs, and further deterioration of services. 
A first step towards a more regulated rural water service is therefore the establishment of formal contractual agreements between service providers and service authorities (as asset holders), in which a contract specifies the services that need to be provided and under which conditions. This allows the service authority to set the local rules and conditions through bylaws and contract clauses, within the context of national frameworks. In theory, where the service provider fails to meet the contractual stipulations, it can be held to account by the authority. This type of arrangement is found in Uganda and Burkina Faso.
A further evolution on this model is found in South Africa, where each water service authority is required to have a service contract with its water service provider, whilst the authority is itself regulated by the national Department of Water Affairs.  Both of these approaches make it essential that the water service provider is a proper legal body.
Finally, there is the option of creating a formal and independent regulator. This regulator typically sets the ‘rules of the game’, but relies on other local entities to carry out monitoring and enforcement.  This type of independent regulator exists in Colombia, Honduras, Mozambique, and Maharashtra state in India.
Two contrasting and potentially conflicting needs must be accommodated in developing regulatory systems for rural water supply.  On the one hand, the need to create an independent long arm of accountability to oversee the relationships between service providers and service users; and on the other, to do this in a ‘light touch’ manner that encourages good behavior whilst not becoming so heavy, or onerous, as to discourage service providers.
Especially in countries where rural water services are fragile, it is very important that regulation be done in such a way as to encourage best practice, whilst not discouraging new entrants from vying to become service providers.  A more punitive or negative approach to regulation where, for example, operators are fined when they do not meet requirements, can simply deter operators from working inside formalised frameworks.
[bookmark: _GoBack]To achieve the difficult exercise of balancing potentially conflicting interests, it is usually recommended in urban contexts that regulatory functions be performed by a different entity from the one in charge of setting policy direction or owning the assets (which are usually public entities) or from those providing the services (which can be public, private, or community-based). Such separation of functions is often difficult to achieve in an urban context and can be even harder at a local level in a rural context, where few people are able and available to perform such functions in an independent manner. To overcome this difficulty, it is typically necessary to allocate regulatory functions to various levels of government, for example with tariffs being set by the local council or mayor whilst performance monitoring is carried out under the supervision of a national entity. The national legal framework should clearly determine how regulatory functions are allocated at different levels of government or between different types of regulatory mechanisms. 
The role of the service authority in regulation
In many decentralised settings, the primary regulatory function allocated to the service authority is that of regulating the service provider.  For this to happen, key performance indicators need to be set against which to measure performance. These indicators are likely to include both the quality or level of service being delivered and the functioning of the service providers themselves.  Quality of service delivered is typically measured against indicators such as: drinking water quality, quality of wastewater discharged, access to the service, and reliability of the service.   The functioning of service providers is typically measured against indicators such as: quality of financial planning and book-keeping; level of interaction with users; user satisfaction; etc.  For both aspects, a good monitoring and reporting system is essential to monitor standards against the contract and regulations. There also needs to be a dynamic relationship between local government and the community to ensure that the community is satisfied with the services they are receiving. 
Carrying out all regulation at the local level can be problematic, however, as it can result in a confusion of functions (the district or town council defines policy and regulates the service at the same time, whilst it is also frequently the owner of the assets) and the capacity of local staff and their ability to focus on water sector regulation may be limited. This type of regulatory mechanism has been established in South Africa, for example, where the Water Services Authority (WSA) acts as the asset owner but is also in charge of regulating the Water Service Providers (WSP), under the supervision of the Department for Water Affairs, which is also the Water Ministry.
Alternatively, the bulk of the regulatory regime (such as tariff setting, service standards, etc.) can be defined in a contract between the owner of the assets (typically, the local government or a community-based organisation) and the service provider. For the service providers who own their own assets, these may be regulated through simple licenses or authorisations. 
Similarly, common tools for performance monitoring can be developed at national level and applied by local stakeholders. The latter would typically be in charge of gathering data and sending it to a national regulator, which can then use the data to benchmark service providers’ performance. Mobile phone technology integrated with monitoring platforms can greatly improve the ability to carry out such monitoring particularly in rural dispersed areas.
In addition, stakeholder groups representing customers can give feedback to the local level regulator on the service quality experienced by customers and thereby increase the responsiveness and legitimacy of the regulatory process. For example, the regular use of community scorecards through focus groups is one such method. 
[bookmark: eztoc2238_0_1]Conclusions
There are no set models for regulating rural water services at present. The definition of the most appropriate model for a country is highly context-dependent, as it depends on a series of factors including: 

· Existing regulatory arrangements at the national level, particularly for the urban sector. If a national regulator is in place, does it have or would it be willing to take on responsibilities for the rural sector as well? If so, should the regulator limit itself to establishing national-level guidance for regulation to be carried out at the local level or identify (or set up) local-level regulatory bodies that can carry out some of these functions. 
· The service delivery model. Services provided by communities are frequently self-regulated (i.e., by the communities themselves), although this may result in inadequate tariffs or quality. Introducing ‘light-touch’ regulation, by requesting communities to report on service quality (but leaving them free to set tariffs, for example) may be a good way to introduce external oversight without over-burdening community members or over-restricting their independence. 
· Capacities at the local level. Regulating water services requires technical skills and experience. Depending on local capacities, reliance on central-level guidance, or even delegated regulatory responsibilities may be necessary. Training on regulation may also be necessary at all levels. 

Recommended institutional changes should reflect the following principles: 
· Clarify the allocation of responsibilities for regulatory functions between institutions;
· If there is a risk of conflict of interest because an institution is carrying out several functions at once, e.g., regulation and service provision, seek to shift some of its functions to other institutions, and introduce a system of checks and balances, or external arbiters; 
· If the capacity for carrying out those functions at service authority level is deemed to be too low, identify sources of professional support to help them carry out such functions.  

Going forward, regulation can be used as a tool to create a service delivery approach, by keeping service providers in check, allowing performance comparisons between several service providers in order to encourage emulation and performance improvements. To this end:

· Governments should establish a national framework that clearly allocates regulatory functions to various levels of government, taking account of existing capacities at the local level. 
· Non-governmental organisations (NGOs) implementing rural water supply interventions should build upon existing regulatory arrangements and seek to strengthen capacities rather than operating in a ‘vacuum’.
· Donors and development partners should support the drafting of national legislation and model contracts and fund training for regulatory skills at various levels of government. 
· International financial institutions should fund the establishment of sound regulatory mechanisms when financing reforms of the rural water sector.
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