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2.1 Introduction to the key functions of the service authority
	
2.5	Planning, budgeting, financing, and life-cycle cost approach (LCCA) at the service authority level
[bookmark: _GoBack]As for any public service, water services need to be planned and budgeted for on a regular basis and matched with adequate internal and external sources of funding. Planning for sustained water services at the service authority level generally consists of a number of different aspects, which may be combined (for example, depending on the institution which formally owns the assets) or may be covered by different terminology in different countries. For the purposes of this module we refer to the following:

	Planning 
	Description
	Responsible institution and frequency

	Water development planning
	· More general or integrated planning process that covers water, along with other services, in a given geogrpahic or administrative area;
· Uses defined baseline to reference existing/starting point and sets targets or goals for increases in service delivery (expansion and quality of service levels);
· Looks at water resource planning more broadly than only domestic consumption;
· Includes aggregated information from operational and project planning cycles;
· May include asset management planning. 
	Most often the responsibility of the service authority (district or municipal government), but some aspects may be aggreated to regional or provincial level due to economies or scale and capacity issues.

Planning revision on an annual basis, but often within longer-term cycles of 3 to 5 years. 

	Operational planning
	· Planning specific to a water supply system (may cover  more than one service authority area in case of multi-village schemes);
· Operational planning covering regular activities required to maintain agreed service levels as set out in contracts with service authority;
· Ideally should also include longer-term asset management planning.
	Responsibility of service provider and should be done on an annual basis with a longer-term plan for asset management activities.

In practice rarely done by voluntary water committees.

	Project planning
	· Planning carried out by service authority or other government entitiy for construction of new infrastructure;
· Also planning done by external aid agencies, non-governmental organisations (NGOs) or bi-lateral investment programmes;
· Planning normally only covers construction phase, plus perhaps a hand-over period and may incorporate more than one service authority depending on scale of programme.
	Responsibility of service authority or other investment programme.

Planning normally done in cycles corresponding to type of technology (i.e., borehole or piped system) and time required to complete investment.



Figure 1 Different institutional levels and different types of planning
From the table above, it is clear that the responsibility for different types of planning toward ensuring sustainable water services falls on different actors at the local and higher levels. However, the Service Authority has a critical role in planning, budgeting and financing. Even where the service authority is not directly responsible for the actual provision of the service, it must be informed and consulted in all aspects as the key stakeholder at local level.  

Whilst these functions are very important to sustainable water services, they are often not satisfactorily undertaken at the local level. Planning is often limited to planning for new infrastructure only and may be delinked from other planning and not take into account budget constraints and realistic funding sources. In addition, service authorities have, in most cases, not benefited from proper fiscal decentralisation and therefore often lack sufficient financial autonomy to adequately plan their investments. Service providers, particularly community-based management entities often do not carry out operational planning and are rarely governed by contracts with the service authority. Asset management is rarely carried out on a systematic basis (see Box 1).

The diagram below shows the stages in the service delivery cycle at the service provision level, combining both the physical system and the delivery of a service over a longer period of time. At the local level, these steps correspond to key functions of the service provider in operational planning and budgeting for maintenance with capital investment and financing being undertaken by other stakeholders. This diagram refers to a combination of the project and operational planning described in the table above.  
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Figure 2 Stages in the service delivery cycle

Source: Lockwood, H., and Smits, S., 2011. 



The planning and budgeting process 
Why plan at the service authority level? 

In many countries water, sanitation, and hygiene (WASH) services have been decentralised to local government, where local government is responsible for ensuring sustainable water and sanitation services within their entire area of jurisdiction.  As for any services, water services need to be carefully planned across the entire local government area – this is referred to as “development planning” as opposed to one-off “project planning”.
Development planning looks at the current situation in the area and the future situation, building on socio-economic data, existing demand and consultative processes. The process of water service development planning allows the service authority to: 
 (
Box 1: Asset management: 
Asset management is maintaining a desired level of service for what you want your assets to provide at the lowest life-cycle cost
. Asset management generally consists of three core elements:
Maintaining a systematic record of individual assets (an inventory) (e.g., acquisition cost, original service life, remaining useful life, physical condition, repair and maintenance consistency); 
Developing a defined program for sustaining the aggregate body of assets through planned maintenance, repair, and replacement; 
Implementing and managing information systems in support of these systems (e.g., Geographic Information Systems).
Source: Cagle R.F., 2003; and EPA, USG, 2012.
)
i. Increase its understanding of the water and sanitation challenges within the area; 
ii. Increase its accountability by involving stakeholders in decision making and sharing information with stakeholders; 
iii. Determine  the capital investment required;  
iv. Deliver benefits to its constituency. 

At a larger scale, this process should also feed into the national WASH sector planning. 
What are the key features of planning? 

The type of planning carried out by service authorities can vary according to the country context, however, generally speaking local governments are expected to develop strategic plans for prioritising water interventions, which may take the form of stand-alone “municipal water plans” or a “water chapter” of a broader local integrated development plan. 
Experiences with strategic planning at local levels are mixed.  In many cases planning tends to focus mainly on implementation of new water services and some limited rehabilitation, ignoring the need for replacement of existing assets or planning for support to those already functioning. One reason for that might be lack of clarity over asset ownership and that local governments see themselves often as an implementer of infrastructure only, and not yet as owner of assets for which they bear ultimate responsibility. A second reason relates to the poor quality of the process for developing plans. In some cases these have been technical exercises, driven by local consultants, with limited involvement of local politicians, local government officials or consumers; this is often due to the limited capacity of local governments. 

In addition to these strategic development plans, which normally cover a longer time frame (i.e., three to five years), local governments often have to make annual plans, linked to annual government budgeting and disbursement cycles. 
Planning is not always undertaken at the local government level.  In some cases, it is undertaken at higher levels such as the provincial or regional level; for example in Benin, Burkina Faso, and Mozambique. In such cases, local government mainly fulfils a role of channelling information between communities and provincial authorities. In other countries, authorities at higher hierarchical administrative levels play a role in planning processes. 
What should local planning cover? 

Currently, planning is by and large limited to planning for capital investments (so called ‘project planning’) instead of taking the form of development planning that addresses all components to ensure sustainable services across the jurisdictional area.  Structured planning for renewal and asset maintenance (operational planning) is also largely absent. As a result, major repairs and replacements, mostly happen on an ad hoc basis or more often than not, it does not happen at all and facilities become non-functional. Asset rehabilitation and long term replacement should be systematically included into the asset management planning process, both as part of the diagnosis of the current situation and for new infrastructure planned. This is the case for water services, as for any other service.  
This whole process should of course be aligned with realistic budget constraints and include all costs needed to maintain the services planned over an indefinite time (see section below on costing and financing). 
Main steps of developing a WASH development plan 

WASH development planning requires a strategic approach and even though there is no standard methodology, the strategic planning methodology is a useful approach which follows the following broad steps (phases): 
i. Analysis of existing situation and context: this includes an understanding of existing and accessible resources and of resource limitations so that realistic solutions are decided upon.  
ii. Develop a strategy which includes the formulation of a vision, objectives, strategies and identification of projects, based on the understanding of the local context. 
iii. Identify projects including the design and specification of projects (proposed for implementation), in line with local government’s overall development objectives and strategies, resource framework, and legal requirements. 
iv. Adoption of the plan by the local government council after incorporating comments from a wide range of local stakeholders. 


Costing and financing sustainable service delivery 
To achieve sustainable services, all life-cycle costs need to be planned for and adequately funded. If certain funding streams are not sustainable, or if responsibilities for financing are not clearly defined, it is not likely that they will be covered. 
Capital expenditures (CapEx) refer to the capital invested in constructing fixed assets such as concrete structures, pumps, and pipes. Investments in fixed assets are occasional and ‘lumpy’, and include the costs of initial construction and system extension, enhancement, and augmentation. CapEx software includes once-off work with stakeholders prior to construction or implementation, extension, enhancement, and augmentation – hardware  and software. 
Sources of funding: In new water supply systems, capital costs are generally financed through taxes or transfers, where transfers include government’s own resources or grants from donors. It is also still very common that consumers in rural areas are expected to make small contributions to these costs, either in cash or in kind. Policies in most countries recognise that capital expenditure investments include both a hardware and a software component. h=However, there is currently no established benchmark for the percentage allocation to software components.
Operation and minor maintenance (OpEx) refers to expenditure on labour, fuel, chemicals, materials, regular purchases of any bulk water. Most cost estimates assume OpEx runs between 5% and 20% of capital investments. Minor maintenance is routine maintenance needed to keep systems running at peak performance, but does not include major repairs.
Sources of funding: Almost universally, consumers are expected to cover operations and minor maintenance costs through regular payment of tariffs or ad hoc contributions in cash and kind. However there is often not a clear differentiation between minor repairs (part of OpEx) and major repairs; and hence what costs consumers are expected to cover. For example, when a major breakdown occurs, is the consumer still expected to pay for major repairs, or is the government obliged to step in? Some countries, including Honduras and India, have developed detailed definitions of what constitutes minor and major repairs; whereas others have left these definitions open to interpretation. A second issue is that tariffs are more often than not defined on the basis of what is considered affordable by consumers, rather than on calculations of what is actually needed to cover the full costs of operation and minor maintenance. Only some countries have tariffs systems that allow for cross-subsidies within a community, even in rural areas, in which a better-off family pays relatively more than the poorer ones through formal tariff rules as, for example, in Colombia. In other cases, such rules may not be formalised, but communities may take the liberty to establish such rules. 
Capital maintenance expenditure (CapManEx) refers to expenditure on asset renewal, replacement and rehabilitation costs, based upon serviceability and risk criteria. CapManEx covers the work that goes beyond routine maintenance to repair and replace equipment in order to keep systems running. Accounting rules may guide or govern what is included under capital maintenance, and the extent to which broad equivalence is achieved between charges for depreciation and expenditure on capital maintenance. Capital maintenance expenditures and potential revenue streams for paying those costs are critical to avoid  failures represented by haphazard system rehabilitation. CapManEx is the cost category that is least clearly understood, and much less planned for in any systematic way.
Sources of funding: In rural areas, funds raised from tariffs are seldom, if ever, expected to cover asset renewal or large-scale rehabilitation costs. Where there is no distinction regarding who is expected to pay for what costs, communities tend to rely on relatively ad hoc arrangements to pay for larger repairs if at all. In some countries, the service providers (generally community-based organisations) often wait for a major breakdown to occur, and then fall back on local government, the NGO which implemented the original project, or donors to cover these much larger costs. In many cases, these funds are then not readily available, and the agency or department approached by the community is not able to respond, leading to long breakdown times and failed services. One reason for this might be the fact that CBOs are hardly ever the formal asset owners, and therefore expect local government, as the asset owner, to take care of major maintenance. In absence of structured planning to cover these costs by communities, (local) governments sometimes set aside part of their budgets for CapManEx. 
Three main approaches to meeting CapManEx and asset renewal costs have been identified:
1. Concentration of utilities at supra-local level, for example, through the merger of various small, local operators to cover a much larger service area, with infrastructure of different ages and types to allow for pooling and achieving economies of scale.
2. Cross-subsidies via earmarked funds. These are generally cross subsidies from urban to rural users, often via general taxes (e.g. Costa Rica). France is also a case where such urban-rural solidarity has been applied (Pezon, 2009).
3. Bundling water with sewerage and other utility services, such as gas or electricity, to allow for economies of scale and professionalisation. 
It is unrealistic to expect rural communities to cover Cap-ManEx costs. This is already reflected in reality, where often the bill is passed on to external agencies, either government or otherwise, or is simply not covered at all. This is not to say that users cannot contribute to CapManEx at all, but full payment of these costs is highly unlikely. Secondly, in order to plan and budget for CapManEx a certain level of scale is needed. When these types of costs are incurred, they tend to be usually ‘heavy and lumpy’ (Barraqué, 2009), representing a peak in expenditure that many service providers simply cannot afford to meet in one go.
By considering other units of scale, cost-averaging and cross-subsidy mechanisms, better financial planning can be done to manage assets in a more efficient and effective way. The almost total lack of evidence from the case studies shows that at present, meeting CapManEx is not even on the agenda in most countries, meaning that assets will continue to deteriorate.
Expenditure on direct and indirect support (ExpDS and ExIDS) includes expenditure on support activities direct to local level stakeholders and macro-level support, planning and policy making that contributes to the service environment, but is not particular to any programme or project. These costs are rarely included in rural water and sanitation estimates and are usually overlooked.
Sources of funding: ExpDS and ExpIDS costs are in theory covered out of taxes. However, in many aid-dependent contexts these costs are also funded directly or indirectly through donors. In the absence of this support, government funding in poorer countries is typically sufficient only to meet recurrent costs (such as salaries; and operational costs such as fuel, vehicles, and computers, etc.) and thus these costs are seldom properly financed. 
Long term direct support to community-based operators or even small private operators (commonly referred to as post-construction support) is a crucial element contributing to sustainability of rural water supply services. And yet, obviously such support comes at a cost as well, and adequate funding mechanisms are needed to cover those costs. Consumers may contribute to ExpDS in a minority of cases (for example through membership fees to an association or the payment of a nominal fee for a visit by an external support entity or circuit rider). But even in those cases, the ExpDS is largely subsidised either through government transfers or donor grants. In most other cases where structured post-construction support mechanisms exist, such as the TSUs in Uganda, these are funded through transfers. Because of aid-dependency in the water sector these cases of ExpDS have, in effect, been paid for by donors anyway, even though central government may have transferred funds internally. 
One of the explanations for the lack of structured funding for direct support costs is the fact that very few figures exist on what it actually costs or what would be an acceptable benchmark for the costs of an adequate level of support.  It is also the case that the type and level of support can vary markedly, as can the costs of reaching (more) remote rural communities. Among the few sources of information that exist is the work by Gibson (2010), who reports of amounts between US$ 16.42 and 41.53 per person per year for ExpDS in two district municipalities in South Africa. Just as the costs of providing a higher level of water service are higher than costs for a basic level, the costs of a comprehensive support package are higher than for once-off visits. Direct support cost is not cheap. 
A gap exists in terms of the clarity of funding of two cost categories, namely large CapManEx and renewal costs and ExpDS, such as those that enable support for CBM, or small-scale private operators. Since direct support often includes major maintenance this lack of clarity is understandable. In addition, these are the type of cost categories that planners and programme designers conventionally do not consider since they go beyond the timeframe and geographical scope of one-off capital investment projects. 
The Life-cycle Costs Approach (LCC) refers to the costs of ensuring adequate (as defined by the agreed service level) water services to a specific population in a determined geographical area, not just for a few years but indefinitely. These costs include the construction and maintenance of systems in the short and longer term, taking into account the need for hardware and software capital expenditure, as well as ongoing source protection, operation and maintenance, cost of capital, and the direct and indirect support, including training, planning, and institutional support. 
Other reference materials 
De la Harpe, J. 2011. WASH development planning. [online] Briefing note, IRC, International Water and Sanitation Centre. Available at: < http://www.google.nl/url?sa=t&rct=j&q=&esrc=s&source=web&cd=2&cad=rja&ved=0CCYQFjAB&url=http%3A%2F%2Fwww.irc.nl%2Fcontent%2Fdownload%2F184442%2F842328%2Ffile%2FWASH%2520development%2520planning.pdf&ei=OoiTUM2KIYOThgfkwoDoCg&usg=AFQjCNH6VFXOrclxOtck9w44iTq8F8A5Lw> [Accessed on 2 November 2012]. 
De la Harpe, J. 2011. Integrated development planning.Briefing note, IRC International Water and Sanitation Centre.  
Fonseca, C., et al. 2011. Life cycle cost approach: costing sustainable services. [online] WASH Cost Briefing Note 1a, IRC International Water and Sanitation Centre. Available at: <http://www.washcost.info/page/1557> [Accessed on 2 November 2012]. 


[image: ][image: ][image: ]			 
2

image2.emf

image3.gif
International Water and Sanitation Centre

TIRC




image4.jpeg
AGUACONSULT




image5.jpeg




