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FOREWORD

Understanding and tracking the flows of public finance in the water, sanitation
and hygiene (WASH) sector is increasingly recognized as being essential to
achieve equitable sectoral outcomes. However, understanding the bottlenecks
in public financing in the WASH sector, and especially in the financing of local
governments responsible for the provision of water and sanitation services, is
often constrained by a lack of information regarding the scale and quality of

public expenditures.

To contribute to the understanding of public financing of WASH in the region,
the WASH and Social Policy programmes of UNICEF East Asia and Pacific
Regional Office (EAPRO) engaged Oxford Policy Management (OPM) to
undertake a study of WASH financing in Mongolia, Indonesia and Viet Nam. This
study contributes to a growing body of knowledge on national WASH financing
from Public Expenditure Reviews (PERs) and Service Delivery Assessments
(SDAs) by the World Bank and WHO-led GLAAS Track-Fin, tracking changes in
institutions and financing. The study addresses a significant knowledge gap

on WASH financing at the local government level. For example, the study
notes that central government financing of public WASH assets on behalf of
local governments and their service providers (whether local government or
community owned) has contributed to an awkward build - neglect - rebuild
cycle which is characterized by deteriorating WASH service delivery standards.

These and other findings from the three country study are presented in
a regional analysis report and three separate country reports, which are

respectively entitled:

1. Equity in Public Financing of Water, Sanitation & Hygiene (WASH)
Analysis from Indonesia, Mongolia and Viet Nam

2. Equity in Public Financing of Water, Sanitation & Hygiene (WASH)

Indonesia

3. Equity in Public Financing of Water, Sanitation & Hygiene (WASH)

Mongolia

4. Equity in Public Financing of Water, Sanitation & Hygiene (WASH)

Viet Nam

These reports are based on an extensive review of available literature and build
on feedback from consultations with numerous partners. The assessment in
particular benefitted substantially from inputs by Nicoletta Feruglio — Social
Policy Specialist at UNICEF EAPRO, and WASH and Social Policy colleagues
from each of the three countries which were studied. This analysis on
decision-making; financial flows; allocation criteria; and spending of public
funds for WASH services in Viet Nam, Indonesia and Mongolia aims to inform
programming and advocacy for promoting equitable and sustainable WASH

services for children.
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EXECUTIVE SUMMARY

In this report we have highlighted some of the progress that has been made in
Indonesia, Mongolia and Viet Nam in addressing issues of water and sanitation
access though the Public Financial Management (PFM) system and subnational
financing. However, we have dedicated more space and attention to those areas
of the system where challenges still remain.

The report is a synthesis of three country studies — Indonesia, Mongolia and
Viet Nam - providing an assessment of institutional arrangements, public
financial management procedures and funding flows for water, sanitation and
hygiene (WASH) services. The report is structured along the main pillars of the
PFM and decentralized financing systems and provides an assessment of the
main challenges and issues the public sector faces in those pillars.The main
areas covered include: stocktaking assessments of the WASH sector in the
three countries, institutional framework and expenditure assignments, and the
fiscal significance for WASH services, revenue assignments, intergovernmental
transfers and borrowing. In the final section, we outline a set of key policy
recommendations to which UNICEF could contribute.

This study defines WASH as not only large-scale water supply and sewerage
systems, but is also focussed on WASH in schools, health facilities and
communities in both rural and urban areas.

The methodology of the study has been to synthesize all available data and
information from existing studies to map out the institutional structure and
financing flows within the sector to identify the key bottlenecks and barriers
that hamper the delivery of WASH outcomes. This enabled the specific areas
of relevance for primary analysis in each country to be defined. These target
areas for primary analysis were then supplemented with in-depth analysis of
the situation in a sample of subnational jurisdictions, through in-country data
collection and key informant interviews

Mongolia and Indonesia almost achieved the global average in access to
improved water and sanitation facilities at average levels of GDP per capita,
while Viet Nam surpassed average levels of access to improved water and
sanitation at less than average levels of GDP per capita. All three countries
have achieved this level of access to improved water and sanitation facilities
while recording relatively low levels of public expenditure over the last decade.
This improvement in access was primarily the result of relatively high levels of
expenditure by households/users, along with recurrent expenditure by service
providers.

Despite the considerable progress made to date in many fronts, the PFM and
subnational financing system for WASH still faces considerable challenges in all
three countries.

EXECUTIVE SUMMARY
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At a more specific level, there are some serious
challenges: the assignment of functional
responsibilities for WASH services at the central

and local levels remains unclear; there is a net
separation between the capital and recurrent
expenditures for WASH services; and the system
lacks an objective transparent method for arriving at
the expenditure needs associated with the assigned
competencies. On the side of revenue assignments,
the great bulk of WASH capital spending is
undertaken by the central government and the
tariffs are kept artificially low, which detracts overall
accountability from the system. While the transfer
system does not sufficiently incentivize performance
to achieve WASH sector outcomes.

There are concerns about transferring public WASH
assets to public service, which undermines, rather
than enhances, provider viability, and the local
government’s quality assurance role for the service
delivered by those providers.

There are also challenges in accounting and
budgeting codes, and budget structures. As a result,
WASH public budget/spending is hard to obtain and
thus key information on subnational financing or
spending efficiency/effectiveness are hard to address.

While each of the aforementioned challenges needs
to be addressed, the likelihood of successful reform
will increase with the proper sequencing of the
reforms.

The most important step in the way forward is to
develop a unified and coordinated reform strategy
for improved water, sanitation and hygiene services.
Once the consensus on the overall system has been
reached, UNICEF could contribute to the following
policy interventions:

¢ In the short term, two immediate steps are,
first, to reform and clarify WASH expenditure
assignments at all levels of government, and
second, to calculate the costs associated to those
responsibilities.

¢ Inthe short term it should also be feasible to
revise the WASH tariff structure and create a
‘quality assurance mechanism’ in the form of
performance contracts or licensing for services
delivered by providers. It is as urgent to establish
a regular system of tracking and monitoring of
public WASH spending and performance.

¢ |n the medium term, it will be desirable to reform
the transfers from the central government
including the setup of (capital) performance-
based grants.

¢ In the medium term, and according to the
country PFM reform direction and pace, it
will be helpful to revise the accounting codes
and budget structure towards output-based/
programme-based/performance-based
budgeting.

EQUITY IN PUBLIC FINANCING OF WASH
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INTRODUCTION

Sustainable Development Goal (SDG) 6 sets a number of ambitious targets
for water and sanitation access and management. Public finance is currently
thought to be the largest source of funding to achieve the SDG targets. With
official development assistance (ODA) expected to decrease, the effectiveness
of public finance will have to improve significantly to maintain current
expenditure levels and expand future investments to ensure the achievement
of both quality and equity in services for children in WASH and other sectors.
Available resources must also be used more efficiently to ensure the level and
quality of service provision benefits the poor and marginalized.

It is in this context that the UNICEF East Asia and Pacific Regional Office
(EAPROQ), in collaboration with UNICEF country offices, government partners
and the technical assistance from Oxford Policy Management (OPM)

has undertaken this study. The purpose of the assignment is to have a
comprehensive understanding of the institutions, decision-making processes
and key bottlenecks in the financing of the WASH sector, particularly at the
subnational level where service delivery takes place. Furthermore, the study
aims to provide key policy recommendations and entry points for UNICEF
programming and advocacy to improve the effectiveness of the financing of
WASH services in each of the country cases. The study has examined three
countries: Indonesia, Viet Nam and Mongolia.

This study defines WASH as not only large-scale water supply and sewerage
systems, but also WASH in schools, health facilities and communities in both
rural and urban areas.

The assignment has built on existing initiatives that are contributing to an
improved level of understanding of WASH financing systems. These include
the World Health Organization (WHO)-led Global Analysis and Assessment of
Sanitation and Drinking-Water (GLAAS) TrackFin initiative which has developed
a comprehensive framework for tracking national WASH financing (currently
being piloted)’ and the Decentralization and Local Governance group which
have engaged in a stock-taking exercise to assess the contribution of local
governments (and the local public sector more broadly) to achieving global
development goals in the health and education sectors.? This study has drawn
on these existing methodologies and the approach has been to synthesize

all available data and information from existing studies. This will then aid

in mapping out the institutional structure and financing flows within the
sector to identify the key bottlenecks and barriers that hamper the delivery of
WASH outcomes. Key documentation compiled by WHO through the United
Nation-GLAAS initiative, the Service Delivery Assessments (SDAs) conducted
by the Water and Sanitation Programme (WSP) and the Public Expenditure
Reviews (PERs) undertaken by the World Bank in the WASH sector was utilized
where available. This enabled the specific areas of relevance for primary
analysis in each country to be defined (i.e., national versus subnational,
budget effectiveness versus budget efficiency, and capital creation versus
operations and maintenance). These target areas for primary analysis were then

T See http:/www.who.int/water_sanitation_health/glaas/trackfin_guidance_document/en/

2 See http://www.localpubl icsector.org/lps_development_study.htm

INTRODUCTION
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supplemented with in-depth analysis of the situation
in a sample of subnational jurisdictions, through
in-country data collection and key informant
interviews.

It is important to point out that understanding the
public financing bottlenecks in the WASH sector

is constrained. The reasons for this are many, not
least that the WASH sector is characterized by
multiple stakeholders, sources of finance flowing
between various public and private financing

units, service providers and users as well as a

lack of information regarding the allocation and
expenditure of funds.The present research could
not access WASH budgetary and expenditure data
from the Government of Viet Nam and had to rely
on figures made available by development partners.
In addition, given the limited resources available for
this assignment, it has not been feasible to conduct
comprehensive PER or Public Expenditure Tracking
Surveys (PETS) for the wash, sanitation and hygiene
sector in these countries.

This paper reviews the water, sanitation and
hygiene status in Indonesia, Mongolia and

Viet Nam, the financing for the water and sanitation
sector in these countries and identifies the
bottlenecks that hinder service delivery outcomes.
The study concludes that in all three countries

that while the size of the WASH sector budget is
insufficient to meet sector targets it may not be

the most urgent financing problem that the sector
faces. Simply securing more funds is therefore not
necessarily the answer. Other bottlenecks in the
planning, financing and execution of budgets prove
to be more significant than the size of the budget.

The report is structured in three Sections. Section 1
is a stocktaking and comparative assessment of
the water and sanitation sector in the three
countries. Despite some significant differences and
varying challenges in managing the transition to
middle-income status, all three countries in this
study are in a relatively similar position in regard
to their access to water and sanitation. Section 2
provides an analysis of current WASH financing
mechanisms by analysing the stakeholders involved
in the provision of water, sanitation and hygiene,
their roles, responsibilities and fiscal significance,
the financial resources allocated to the WASH
sector, and finally the service arrangements
between local governments and the service
providers. In this section the study focuses on the
issues and challenges in each of the main areas

of analysis. Section 3 presents recommendations
and entry points for UNICEF programming in PFM
and financing for efficient, effective and accessible
WASH services.

EQUITY IN PUBLIC FINANCING OF WASH
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WATER, SANITATION AND
HYGIENE IN EAST ASIA AND
THE PACIFIC

Despite rapid economic growth, inadequate sanitation and hygiene remain a
significant challenge in the East Asia and Pacific (EAP) region (see Figure 1).
While several countries in the region have achieved lower middle-income
status with commendable progress in improving access to water and sanitation
facilities, the quality of water, sanitation and hygiene services remain a
significant challenge for child development (mortality and under-nutrition)

in the region.

In the period from 1990 to 2015, the use of improved water supplies increased
by 25 per cent in the EAP region (see Figure 1).This translates to 817 million

more people accessing improved drinking water than 25 years ago, the majority
of them in China. Although access to an improved water supply in the region

FIGURE 1: WATERTRENDS IN EAST ASIA AND THE PACIFIC

Regional and world water coverage trends
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Source: WHO/UNICEF Monitoring Programme for Water Supply and Sanitation 2015 dataset.
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is high as a proportion of the total population, 130
million people still lack access. This is characterized
by significant disparities in access to improved
water supplies across different countries (e.g.,
ranging from 40 per cent in Papua New Guinea

to over 95 per cent inThailand and Malaysia) and
within countries (e.g., rich or urban households are
more likely to have better access than poor or rural
households) (UNICEF, 2015). The high prevalence
of water treatment, an estimated 60 per cent of
urban and rural households in 2014, suggests that
water quality remains a major challenge in the
region (UNICEF, 2014). This data does not illustrate
the inequitable nature of access to improved water
supplies within countries, with urban dwellers more
likely to have access to improved water supplies
than rural households.

Over the same period, access to improved sanitation
increased by 27 per cent in the EAP region (see
Figure 2), as a result, 770 million more people had
use of improved sanitation facilities. While the
overall open defecation rate for the EAP region is
low (4 per cent), the average rate is significantly
higher (10 per cent) when China is excluded. As for
water supply, significant disparities exist in regard
to improved sanitation, with coverage ranging from
less than 40 per cent of the population in some
countries (e.g., Papua New Guinea and Solomon
Islands) to more than 90 per cent in eight countries
(e.g., Fiji, Malaysia, Thailand and Tonga). In addition,
inequity in coverage is pronounced within countries,
with the richer or urban households being more
likely to use improved sanitation or wash their
hands with soap as compared to poorer or rural
households. Overall, access to sanitation in schools
in EAP region lags behind global averages (UNICEF,
2015).

FIGURE 2: SANITATIONTRENDS IN EAST ASIA AND THE PACIFIC

Regional and World Sanitation Coverage Trends
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1.1 A SNAPSHOT OF THE WASH STATUS IN
MONGOLIA, INDONESIA AND VIET NAM

According to World Bank data (see Table 1), all

the three countries continue to experience strong
annual GDP growth in the 2010-2015 period as well
as rapid urbanization with increased pressure on
the public sector to manage and support growth
with equitable access to basic public services. All
three countries have made considerable progress in
improving access to safe water and sanitation and
are in relatively similar positions in regard to their
access to water and sanitation.®

Access to water and sanitation is skewed towards
urban areas. The expansion of new infrastructure
services has disproportionally favoured urban
areas, leaving rural areas lagging behind in access
to WASH services. As a consequence, water and

sanitation coverage rates are over 28 per cent lower
in rural areas in comparison to urban areas. Few
people have access to piped water in rural areas,
where alternative supply forms, such as bottled
water, have been growing. The level of access to
improved water and sanitation in rural areas is
correlated with income level. The disparities in
improved sanitation coverage between the
poorest and richest rural households is 70 per cent
in Indonesia and 50 per cent in Mongolia

(UNICEF 2015).

Finally, while Indonesia and Mongolia have slightly
lower than average levels of access to improved
water supply and sanitation facilities at average
GDP per capita levels, Viet Nam has achieved higher
levels of access to improved water supply and
sanitation facilities at lower than average GDP per
capita levels (see Figure 3).

TABLE 1: KEY DEVELOPMENT INDICATORS FOR INDONESIA, MONGOLIA AND VIET NAM

KEY DEVELOPMENT INDICATORS mm VIET NAM

Population, total

Population, growth (annual %)

GDP growth (annual %)

GDP per capita (current USD)

GINI index (World Bank estimate)

Improved water source (% of population with access)
% of urban population with access
% of rural population with access

Improved sanitation facilities (% of population with access)
% of urban population with access
% of rural population with access

Life expectancy at birth

Mortality rate, under 5

Prevalence of stunting

Prevalence of wasting

Poverty headcount ratio at US$1.90 a day

254,454,778.00 2,909,871.00 90,730,000.00
1.30 1.80 1.10
5.00 7.80 6.00
3,491.93 4,129.37 2,052.29
35.57 33.08 42.68
87.40 64.40 97.60
94.20 66.40 99.10
79.50 59.20 96.90
60.80 59.70 78.00
72.30 66.40 94.40
47.50 42.60 69.70
70.00 67.00 75.00
27.20 22.40 21.70
39.20 15.60 23.30
12.30 1.80 4.40
15.90 0.76 4.78

Source: Source: World Bank Development Indicators (2010-2015) (updated in 2015).

3 The reliability of the data for Viet Nam is disputed and may overestimate the access rate.
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FIGURE 3: ACCESSTO WATER SUPPLY AND SANITATION VERSUS WEALTH (BY COUNTRY)
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ANALYSIS OF WASH PFM AND
FINANCING IN INDONESIA,
MONGOLIA AND VIET NAM

This section of the report first takes stock and highlights the main features of
the WASH PFM and financing system —WASH public spending, institutional
framework, expenditure responsibilities, resource financing, and service
agreement between the local government and service providers —in the three
country cases. A serious diagnostic of the system and clear direction for reform
needs to be based on a solid understanding of how the current system works.
The end of this section focuses on the issue and challenges in each of the main
areas of the current system.

2.1 WASH PUBLIC SPENDING IN INDONESIA, MONGOLIA AND
VIET NAM

Public expenditure relative to GDP in all three countries is relatively modest,
with public financing for water supply and sanitation (WSS) hovering between
0.15-0.2 per cent of GDP (which in most cases is less than 1 per cent of public
expenditure) (see Figure 4). The very low share on water, sanitation and hygiene
spending suggests that this sector is not given a high priority at the national
level, partly due to other sector priorities, such as education and health.

Although comparisons to other countries are limited by the availability of data,
these levels of public expenditure are much lower than that of low-income
countries in Africa.

FIGURE 4: AVERAGE AS A PERCENTAGE OF WSS EXPENDITURE GDP FOR
COUNTRIES WITH WSS PER DATA
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in 2015).
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FIGURE 5: AVERAGE RECENT WSS EXPENDITURE AS A PERCENTAGE OF GDP VERSUS IMPROVED ACCESS

TO WATER AND SANITATION
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By comparing data from WSS public expenditure
reviews (see Figure 5), all three countries have
achieved relatively high levels of access to
improved water supply and sanitation facilities
while maintaining low levels of public expenditure.

In all three cases, household access to improved
water supplies is facilitated by readily accessible
shallow water tables and springs enabling a culture
of self-provision to emerge. In the case of Mongolia,
access to improved water is due to the legacy of
self-provision from protected community wells in
rural areas and Soviet-financed networked systems
in urban areas. In all three countries, access to
private bottled drinking water is already significant
and expanding rapidly.

Given the failures of state subsidy programmes for
latrine construction, there is minimal public funding
for household sanitation. With the emergence of
community-led sanitation and sanitation marketing
approaches, the financing of latrine construction is
primarily with households. The role of the central
government has been to finance the mobilization
and monitoring of progress in sanitation, while
local government’s financing is directed towards
capital investments in drainage systems (and hence
more in the realm of environmental sanitation than
the safe disposal of excreta). Financing for solid
waste is primarily borne by households, either

as a payment to public providers or through
self-management.
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2.2 INSTITUTIONAL FRAMEWORK AND
PUBLIC RESPONSIBILITIES FOR
WASH SERVICES

Vertical structures of the governments in the three
countries vary (see Figure 6).

In all three countries, the policy, legislative and
regulatory functions, including evaluating and
enforcing sector progress in WASH is the exclusive
responsibility of the central government, whereas
the WASH service provision function has been
assigned to local government. In accordance with
the regulatory frameworks, the central government
is only involved in large-scale, national-level WASH
infrastructure. In Mongolia and Indonesia, the
responsibility for the service provision function has
been decentralized to the district level, whilst in
Viet Nam this is the responsibility of the provincial
government. Different tiers of the government in
the three countries have distinct WASH functions
assigned (see Figure 8).

The service provision function exercised by local
governments in all three countries entails the
responsibility to establish the means (i.e., define
the rules, plans and budget allocations) to create
WASH assets (i.e., financial, physical, social and
human). In addition, it entails the responsibility

to deploy the resources to manages these WASH
assets (i.e., human resources, operations and
maintenance (O&M)) to ensure the safe, sufficient,

EQUITY IN PUBLIC FINANCING OF WASH
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FIGURE 6: THE EXECUTIVE/ELECTED VERTICAL STRUCTURE OF THE GOVERNMENTS IN INDONESIA,

MONGOLIA AND VIET NAM
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FIGURE 7: RESPONSIBILITY FOR WASH SERVICES IN INDONESIA, MONGOLIA AND VIET NAM
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*See classifications at the start of section 2.1
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FIGURE 8: WASH INSTITUTIONAL FRAMEWORK AND FUNCTIONS IN MONGOLIA
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reliable, affordable, equitable, sustainable access
to WASH services for all. This includes having the
requisite access to the funds and/or the power to
raise revenues and then manage the expenditure
of the resources to ensure WASH services for all. In
all three countries, local governments also exercise
ownership rights over public land (on behalf of the
state) and public WASH assets. Local governments
are also responsible for the spatial planning
(zoning) of all land (both public and private) in their
jurisdiction. The village tier of local government
shares responsibilities for establishing local
development priorities and spatial plans.

All local governments in the three countries have
been assigned the same WASH service provision

function. However, there is great diversity and
disparitiy among local governments in their
capacity (i.e., technical and financial) to perform
WASH service delivery. Assigning a single scope
of function to all local governments thus risks
substandard provision of decentralized WASH
functions in some localities, while failing to utilize
capacity existing in some other local governments.
This is a significant distortion in the system that
leads to serious inefficiency in service provision.

The Mongolia WASH institutional framework
assigns different levels of responsibility for services
across multiple line ministries, departments/
divisions and public, private, community service
providers and households (see Figure 8).
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2.3 FISCAL SIGNIFICANCE OF CENTRAL
AND LOCAL GOVERNMENT WASH
FUNCTIONS

In all three countries, public finance budget data
from the ministries of finance and line ministries
were available to varying degrees. Budget data
forViet Nam were very limited. Furthermore the
budget classification in Viet Nam is by line item,
constraining the reading of the budget according to
WASH functions/programmes. Nonetheless, while
budgets are extremely important in predicting
where public finance should be spent, it is the public
accounts that capture where public funds were
actually spent. In all three countries, this was not
possible because of a lack of structured segmented
accounting codes that enable expenditure data to be
filtered across sectors, expenditure types and tiers
of government. For example, the local government
accounting codes in Indonesia were fully itemized
but not segmented nor aligned with the central
government accounting codes, while the accounting
codes in Mongolia were not aligned with the budget
codes. The shortcomings of the accounting codes in
Viet Nam, Mongolia and Indonesia impact the ability
and transparency of WASH public spending data

by level of government, programme, function and
economic classification. An improved accounting
code structure that is aligned with the budgeting
codes would enable a better linkage between the
planned and executed budget. It is also essential

in assessing the efficiency and effectiveness of
public spending to link funds to service results.
Furthermore, accounting codes for local and central
governments must be comparable to ensure that the
central government can monitor and evaluate the
use of funds and ensure quality in usage of funds.

The lack of available budget data, as well as the
budget and accounting code structure, have limited
the analysis of the fiscal significance of central

and local government WASH functions in all three
countries. According to the full set of financial data
obtained for Indonesia (see Figure 9), in 2010, most
of the spending in water, sanitation and hygiene
was allocated towards capital spending, followed
by goods and services. The central government
incurred significant expenditures in WASH asset
creation.

The central government has been identified as the
major government founder, designer and builder
of WASH assets in Mongolia and Viet Nam as well,
contravening the legal regulatory framework in
these countries.

Furthermore, analysis reveals that the central
government in Indonesia (see Figure 10), Mongolia
and Viet Nam has low levels of spending in its core
areas of responsibility, namely policy formulation
and guidelines, the setting of sector standards and
the evaluation of sector performance, capacity
building as well as technical support.

FIGURE 9: INDONESIA WASH SPENDING BY LEVEL OF GOVERNMENT IN 2010
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FIGURE 10:
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Central government WASH capital expenditures
primarily consist of urban water and sewerage
treatment facilities or rural piped water networks.
In all three countries, the only area where local
governments play a major role in WASH capital
expenditure is in the creation of drainage systems.
Although not intended for this particular purpose,
these drainage networks tend to collect and transfer
storm water and solid waste, faecal sludge and
effluent. These drainage systems, therefore, play an
important role in local waste management.

Furthermore, local governments in all three
countries tend not to have significant budgets

for salaries, repairs and the maintenance of

WASH services. This is due to the fact that such
services and their operations are generally the
responsibility of service providers, such as local
government-owned utilities, communities and
firms. In addition, local governments in Mongolia,
Viet Nam and Indonesia have minimal expenditure
on licensing, inspection and enforcement of quality
standards on WASH service providers. The standard
shareholder agreements signed between local
government and service providers in these three
countries do not cover elements of performance,
sanctions or quality of service provisions. For
example, WASH service provision regulations in
rural communities in all three countries require the
provider to recover 100 per cent of their salaries,
wages, equipment, repairs and maintenance
expenditure from the tariffs they collect. Due

INDONESIA CENTRAL GOVERNMENT WATER AND SANITATION SPENDING BY PROGRAMME

Sanitation spending by programme
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to the low spending on licensing and quality

control of WASH service providers as well as the
typology of service shareholders agreements, local
governments in all three countries are thus failing to
ensure the quality of service provision.

In all three countries, the division or roles and
responsibilities for the provision of WASH services
is still unclear.

Furthermore, the central government, while
stepping into the local government’s asset-creation
mandate, tends to build infrastructure that is
heavily overdesigned and does not meet local
needs. This creates instances, such as in Viet Nam,
where sanitation facilities are built in local clinics
with low water pressure; or in schools in Mongolia
where there is no connection of sanitation facilities
to central water systems. Once the WASH asset

is created, central government hands it over to

the local government. In all three countries, the
local government (once a WASH asset has been
transferred to them by central government) tends
to transfer ownership to a local government-owned
service provider or to the community. Asset
owners often do not have the necessary budgets or
funding to pay for the running of such an asset. As
asset owners did not invest in the creation of the
asset, and in the absence of sufficient funds, they
underspend on O&E in the hope that the central
government will refinance system rehabilitation and
improvements when it deteriorates. This perverse
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FIGURE 11: BUILD-NEGLECT-REBUILD CYCLE OF
WASH SERVICES
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system of WASH capital expenditure is both
inefficient (in that it fosters an expensive system
of build-neglect-rebuild) as shown in (see Figure
11) and ineffective (given that increased capital
expenditures on networked WASH systems have
also been accompanied by a decrease in access to
networked WASH systems).

At the time of the asset’s design, there is also little
consideration for the future cost of the asset's O&M,
nor consideration for recovering the cost of the
capital expenditure.

It is noteworthy that the separation between capital
and recurrent expenditure for WASH assets is
further solidified by the three countries’ practices
of dual budgeting (separate recurrent and capital
budget processes). This has its origins in PFM
structures established by colonial administrations
and/or development partners to ensure that
borrowed resources were only used for capital
expenditures. The central government intervention
in WASH asset creation and the separation between
capital and recurrent budget has significant
implications on WASH assets expenditures,
particularly contributing to the identification, design
and creation of WASH assets that cannot be viably
operated and maintained.

Addressing these challenges is possible if asset
ownership and financing liability are retained
together (see Figure 12). This means that existing
(or future) WASH asset owners must bear the full
responsibility for WASH capital expenditures from
the revenue that they collect. This necessitates the
recovery of a revenue surplus to repay or invest in
capital. This requires the revenue from internally
generated funds (tariffs) to be sufficient.

FIGURE 12: OPERATE-MAINTAIN-INVEST CYCLE OF
WASH SERVICE DELIVERY
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Source: Authors.

2.4 PUBLIC FINANCIAL RESOURCES FOR
WASH SERVICES

Financing of water and sanitation services comes
through multiple channels involving central sub-
and local governments, and state/local-owned
enterprises, as well as individual households and
communities.

Central government finances water and sanitation
expenses from central government revenues, loans
and ODA. All three countries have been dependent
on ODA for a significant proportion of overall capital
investment in the WASH sector. Historically, this was
directed toward urban water and sewage treatment
facilities but more recently it has been increasingly
directed towards rural community piped networks.
In Mongolia, 80 per cent (2014 data) of the total
capital budget is funded through ODA.The central
government finances for WASH are allocated to
responsible WASH line ministries’ and agencies’
budgets. The funds are managed by the line
ministries and implemented by their decentralized
office at the local government level.

Considering that the local governments are
responsible for providing a larger component of
WASH services, they are supposed to provide the
higher financial contribution through their local
budgets. In all three countries, local government
disposes of its own source revenues, transfers from
the central government and borrows to fulfil these
responsibilities.

In Indonesia, Mongolia and Viet Nam, local
governments have been assigned their own limited
revenue sources, thus they depend heavily on the
transfers from the central government to finance
their functions.

2. ANALYSIS OF WASH PFM AND FINANCING IN INDONESIA, MONGOLIA AND VIET NAM



FIGURE 13: COMPOSITION OF INDONESIA AND MONGOLIA LOCAL GOVERNMENTS' BUDGET

BY SOURCE OF FUND

INDONESIA, 2011

42%

[l General purpose transfers
Bl Earmarked transfers (DAK included)
Own source revenues

Source: Calculation by authors based on Ministries of Finance data.

In Mongolia and Viet Nam, government fiscal

rules undermine the local government’s collection
effort as well as allocated efficiency. In Mongolia,
collected internal revenues exceeding 30 per cent
of the budget must be transferred to the higher
level of government, while in Viet Nam over-realized
revenue must be allocated to wages and salaries
(50 per cent), capital expenditures (30 per cent) and
other expenditures (20 per cent). Furthermore, it is
noteworthy that most of local government revenues
are discretionary and thus not targeted to be spent
in water, sanitation and hygiene.

In Indonesia and Mongolia, transfers from the central
government represent a considerable percentage

of local government budgets (in both cases more
than 50 per cent) (see Figure 13). There are different
types of grants — general purpose, earmarked and
capital — transferred to the local governments. These
types of grants are part of the local government'’s
budget and channelled to these entities through the
Treasury and disbursed, in most cases, according to
cash flow plans presented by the local authorities
to the Ministry of Finance. Indonesia and Mongolia
dispose of earmarked transfers that contribute to
spending in WASH. The Local Development Fund
(LDF) in Mongolia is a capital grant attributed to
local authorities (Soums) to finance capital projects,
mainly rehabilitation and refurbishment, included in
the Local Development Plan.

In Indonesia, the specific-purpose grants Dana
Alokasi Khusus (DAK) transfer finance investment
expenditures that are identified as national

MONGOLIA, 2014
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priorities. The allocation of DAK for water
infrastructure started in 2005, followed by sanitation
in 2010. The DAK allocation is equally spent between
water and sanitation services (see Figure 14). DAK
contributes, on average, about 21 per cent to the
total local expenditure in WASH. Thus, other funding
sources in the form of transfers and own revenues
contribute greatly to the sector spending at the

local level.

Furthermore, the central government transfers focus
primarily on the input level and there is little attention
paid to whether the services or goods delivered
through these transfers are actually realized.

In all three countries, the local government can
borrow money from the central government to
finance capital expenditures.To be eligible for
central government loans, the local government
should meet certain conditions including the ratio
of outstanding debt-to-revenue (maximum 75

per cent in Indonesia) as well as the debt-service
coverage ratio (not less than 2.5 per cent in
Indonesia) and no arrears, especially for long-term
loans. In Indonesia, for example, local governments
take loans to finance water and sanitation capital
expenditures through granting mechanisms that
enable funds from overseas to be channelled to
local governments.

Finally, locally owned state enterprises are also
supposed to contribute to the sector from internally
generated revenues/tariffs. The reality is that WASH
service providers are simply not collecting sufficient
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FIGURE 14: DAK FOR WATER AND SANITATION
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revenue from service delivery to cover the recurrent  in all three countries. The regulatory framework
costs of their operations. No consideration is made governing local government in the three countries
for the recovery of costs spent in building the WASH  does not permit for the subsidization of operational
assets (or the repayment of it), or the generation of costs of these service providers. However, the study

surplus capital revenues necessary to cover asset found that, in certain instances, service providers
expansion. In the three countries, the responsibility were subsidized by local governments through

for tariff approval, along with the authority to the provision of assets, the waiving of electricity
subsidize tariffs lies with the local government charges or the carrying of staff costs. Funds that
legislatures. The local government keeps tariff rates instead could have been used to monitor and enforce
of providers artificially low due to the failure to quality standards of water, sanitation and hygiene,
appropriately separate the different roles that the or the expansion of services to underserviced

local government plays as the owner of the utility, the  communities and households. In Mongolia, for
licensee of the utility, the financier (lender) of utility instance, the local government had to help pay
assets and the approver of tariffs for the utility. salaries and wages of some of the service providers.
Therefore, the process for increasing tariff rates This practice undermines the service provider’s

and for approval is a political process with very budget constraints and performance standards

little technical analysis of tariff requirements taking against which the expenditures and the revenues of
place. This was evident through interviews with these service providers should be calibrated.

services providers and service provider associations

2. ANALYSIS OF WASH PFM AND FINANCING IN INDONESIA, MONGOLIA AND VIET NAM
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WASH SUBNATIONAL
< FINANCING
RECOMMENDATIONS

The study revealed that the current public spending in WASH is insufficient to
meet government and SDG water and sanitation targets. Immediate priority in
all three countries is to improve the low efficiency and ineffectiveness of WASH
public financial management and subnational financing. This is more critical
than the size of public expenditure. This section presents a series of policy
interventions to which UNICEF could contribute. While the detailed reform
agenda should emerge locally through a collaborative process involving all
relevant stakeholders in the different countries, it is our hope that this study
can contribute to this process. In summary, management for WASH public
finance resources can be improved and subnational financing can be better
exploited to generate better water and sanitation outcomes through a
combination of several actions. Reforms in public financial management and
subnational financing would create sufficient fiscal space for local initiatives
and shift responsibility from the central authorities to local governments.

This will enhance the accountability of public officials and improve the quality
of services.

ENGAGEMENT OPPORTUNITIES

» Fiscal tracking and monitoring of WASH budgets/expenditures

The study revealed that good quality fiscal information, especially at the local
government level, on WASH public budget/spending is hard to obtain. Indeed,
in all three countries, WASH public finance budget/expenditure data from line
ministries and Ministries of Finance was available to varying degrees. Budget
data for Viet Nam was very limited. As a result, key information on national/
subnational financing or spending efficiency/effectiveness are hard to address.
Without such information becoming available in a timely fashion, central and
local governments will remain short of sufficient data to take decisions on
planning and budgeting, and budget allocation and execution. In addition,
without access to such information, it would be impossible for local communities
and citizens to hold local officials accountable. It is therefore important to
establish a regular system of tracking and monitoring public WASH spending
and performance. Different methodologies are available such as PER, PETS and
the recent UNICEF child-focused public expenditure monitoring (C-PEM).

» Assignment of WASH expenditure responsibilities

The assignment of expenditure responsibilities presents different problems.
First, despite all the progress that has been made to date, the assignment of
expenditure responsibilities still lacks clarity in all three countries. The central
government should move away from the infrastructure provider role towards
policy, regulation, technical assistance and funding via local governments.

It is also important that the revision of the assignment of WASH expenditure
responsibilities addresses the separation between the capital and recurrent

EQUITY IN PUBLIC FINANCING OF WASH
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expenditures (see Figure 15). Thus the party that is
responsible for building an asset is also responsible
for the costs associated with the O&M of the asset.

The separation of capital from recurrent expenditures

means that O&M are not factored into investment
decisions and are neglected during the asset
life span.

Such neglect leads to major refurbishments, which
is then reflected in the capital budget. By not
budgeting and spending money on maintenance
and small repairs, governments end up spending
much more on capital rehabilitation.

While reviewing the assignment of WASH
responsibilities, it is advisable to clarify the
responsibility for the outcome of WASH service
provision. For example, stakeholders may think
that the local government is responsible for the
final outcome of WASH asset creation. Or some
may think that local authorities are only responsible
for the physical construction and maintenance of
the facilities but not for finding effective policy
measures that would respond to the service needs
of their citizens. Delineation of responsibility for
WASH service outcomes will contribute to clarifying
accountability relations.

Second, to avoid mismatches between functions
and funding, it is important to calculate the
expenditure needs that are associated with
expenditure assignments. In all countries, the
costing of expenditure responsibilities has been
given little or no attention, either in legislation or
in practise. A methodology should be developed
to arrive at the expenditure needs based on
specific assignments. The costing of expenditure
responsibilities will ensure that tiers of local
government are assigned with adequate funding to
fulfil their WASH competencies.

» Water tariff structure

It is fundamental to enable water service providers
to increase internally generated revenues.The
revision and restructuring of water tariffs should be
undertaken for the following purposes:

e To cover O&M, asset creation and return on
investments.

e To internalize the current external management
of wastewater.

e To improve the accessibility, reliability and
affordability of water services for the poor.

Even more important is the urgent political
economy priority of educating the public to
understand that low and poorly structured

FIGURE 15: THE SEPARATION OF REVENUE AND
CAPITAL BUDGETING PROCESSES
FROM ASSET OWNERSHIP
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expenditure

water tariffs are inequitable, unsustainable and
irresponsible. This would require technical analysis
of the implications on the poor and the existing
tariff structures. This would also require materials
to educate politicians on the perverse incentives of
depressed tariffs on asset creation processes.

» Fiscal transfers from the central
government

Given that the local government is responsible for
the creation of WASH assets it will be important to
gradually channel central government funds to local
authorities through capital grants.

In all three countries, intergovernmental

transfers from the central government are used

as a mechanism to correct imbalance between
local governments through a relatively robust,
formula-based equalization transfer system.

This formula-based transfer allocates greater
revenue to local governments with greater
expenditure responsibilities and to those with
lower revenue potential. In all three countries, the
intergovernmental transfer system is characterized
by a lack of performance incentives. There are

no measures to incentivize local government to
achieve outputs or to achieve efficient and effective
expenditure. AWASH performance-based grant
should be established which would set up access
conditions for local governments. The access
conditions should prescribe the minimum actions to
be taken by the local government for strengthening
the quality of WASH service provision, for example
the licensing and record keeping of monitoring
visits paid to service providers. In addition, the
performance grant would provide additional
resources to the local government for improved
water and sanitation outcomes according to local
plans.These performance incentives can be built
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FIGURE 16: WATER TARIFFS
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into the allocation formula to ensure that local
governments play their role in improving access

to water and sanitation. For UNICEF, the most
important point for evaluating public service
delivery outcomes and impact lies in the confluence
of sanitation promotion with nutrition growth
monitoring. This could entail performance-based
grants that are associated with:

1. Development impact (First Past the Post): Leader
board rewarding local governments with the
greatest reduction in undernutrition (per cent
children >2 SD below normal growth curve).

Development outcomes (All Past the Post): Lump
sum allocation to local governments equal to the
number of village governments that have been
declared open defecation free.

Development outputs (Position Past the Post):
Formula-based allocation to local governments
based on the number of new households

with access to improved water and sanitation
facilities.

» Licensing of service provider based on
minimum quality standards

The study revealed that relations/agreement
between local government and service providers for
the provision of WASH services assumes different
forms and features in the three countries analysed.
The prevalence is of WASH service provision from
assets not owned by the local government (i.e.,
locally-owned utilities, communities, bottle vendors,
private wells and rain water). In all instances,
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however, local governments are responsible for
ensuring the quality of WASH services that are
delivered. In order to ensure that the liabilities are
retained with assets and that the local government
retains some form of ‘quality of service’ control over
the WASH service delivery, a primarily urban and

a primarily rural option should be considered. It is
therefore recommended that:

1. In rural settings, where WASH asset ownership
is predominantly with the local government,
it is proposed to delegate the operations (and
revenues) from these assets to non-government
operators (i.e., communities, operators) under
some form of lease agreement with a return
to the local government based on the viability/
market for the services provided.

In urban settings, where WASH asset ownership
is predominantly not with the local government,
it is proposed that the local government enter
into license agreements with the providers
(companies, firms, cooperatives and households)
that own WASH assets. Where the local
government has financed WASH company assets,
this should include a return on the value of the
asset to the local government.

Furthermore, separating the licensing of compliance
(by local governments) from the regulation of failure
(by the central government) and introducing local/
central arbitration entities will reduce the potential
risk and this will encourage rent-seeking behaviour.
The local government-service provider relation/
regulations’ options are summarized in Figure 17
and described in detail following.
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FIGURE 17: LOCAL GOVERNMENT SERVICE PROVIDER RELATION/REGULATIONS" RECOMMENDATIONS
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1. Local government owns WASH assets and
contract provision

Given the extremely low tariffs for water in rural
areas in relation to the relatively high cost of assets,
it is difficult for rural water supply companies to be
viable if they are holding the assets. In this respect,
it is suggested that the local government should
continue to own the WASH assets (i.e., cannot
transfer ownership of the assets). In this option, the
local government retains asset ownership, financing
liability and lets providers bid competitively for
operational and maintenance contracts (see Figure
18, option 1).

This is most effective if there is competition
amongst providers for these operational and
maintenance service delivery contracts (i.e., local
government is not bound to a single monopoly
service provider). This kind of contracting would
require both providers and consumers to enter
into a customer charter stipulating the rights and
responsibilities of both parties to maintain safe and
sufficient water for all.

It is also preferable if some form of third-party
arbitration mechanism (i.e., regulatory commission)
is established to resolve disputes/limit coercion/
prevent rent seeking between the local government
and the concessionaire/lessee.

2. Local government does NOT own WASH assets
and licenses provision

In urban areas, it is viable for assets to reside with
licensed service providers that operate under a
license to the local government (see Figure 19
option 2).

In this option, such a licensing agreement should
include the responsibility for the provider to meet
minimum service standards and bear the financial
liability for asset creation and service provision
failures. Most importantly this includes the licensing
of household provisions of WASH services against a
minimum quality of service.This is easily achieved
through planning approval processes that stipulate
minimum standards for latrines and septic tanks,
hand pumps, and tail end water systems owned by
households.
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FIGURE 18: RETAINING WASH ASSETS AND FINANCING LIABILITY WITH LOCAL GOVERNMENT

OPTION 1 (more likely to occur in rural areas) Asset ownership is with local government
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FIGURE 19: DELEGATION OF WASH ASSETS AND FINANCING LIABILITY TO THE PROVIDER

OPTION 2 (more likely to occur in urban areas) Asset ownership is not with the local government
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This also includes the licensing of private providers
to safeguard the minimum quality of WASH
services, which can be achieved through trade
licensing. The transfer of assets to publically owned
providers should be stopped, as this reduces the
commercial viability (i.e., increases net worth but
lowers the revenue stream) of the service providers.
If assets are transferred, then this should be repaid
from revenue receipts. There are two variations on
this option: either the assets may reside with an
asset holding company or may reside with a local
government-owned provider.

» Public finance process and procedures
for improved WASH service

The capital development planning process in
Mongolia, Viet Nam and Indonesia does not
consider the impact of new assets created through
the capital development process on the recurrent
budget. Coordination between the ministries of
planning (which have responsibility for the capital
budget) and Ministries of Finance (which have
responsibility for the recurrent budget) needs to
be improved. For example, while in Mongolia the
departments responsible for the capital and revenue
budgeting processes have been recently brought
together within a single ministry, tension still
exists and coordination is weak. Linking the capital
budget to its implications on the recurrent budget
needs to also occur at both the local government
and the provider level to ensure that the recurrent
expenditures associated with capital expenditures
are considered in the project planning and

preparation process. The implementation of budget
reforms, particularly performance-based budgeting
or programme-based budgeting, can assist in
addressing this issue.

With all three countries in the process of moving
away from line item budgeting towards introducing
variations of output-based/programme-based/
performance-based budgeting, there is a unique
opportunity for UNICEF to influence the way in
which planning and budgeting processes are
defined and implemented in the WASH sector.
Indonesia is much further along this continuum
than Mongolia and Viet Nam, but opportunities

still exist to influence the way the budget is
prepared, approved and presented to ensure an
alignment with needs, to track expenditure and to
enable the monitoring of budget execution and

the achievement of service delivery objectives. In
Mongolia and Viet Nam, there is scope to influence
the way in which programmes are structured, the
definition of programme objectives and outcomes,
the definition of outputs and activities, as well as the
identification of appropriate performance indicators
and targets. There is also scope for assistance in
the costing of outputs and programmes, and in
supporting sector ministries in developing realistic
multi-year budgets.

Strengthening the accounting coding systems
and the alignment between the accounting

and budget codes will also enable historical
expenditures and trends of WASH budget-holding
units to be easily analysed.
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ANNEX 1

TERMS OF REFERENCE

Requesting Sections:
Water Sanitation and Hygiene —-WASH and Social
Policy and Economic Analysis

1. Background and purpose of assignment:

Several countries in East Asia and Pacific region
have achieved lower middle-income status, with
commendable progress over past decades in
improving water and sanitation access; however,
sanitation and hygiene remains as one of the
main contributing factors to high child mortality
and under-nutrition (stunting and anemia) rates.
Nine countries have > 30% stunting prevalence
rates (SOWC, 2012), around 659 million people are
without access to improved sanitation, disparities
in communities and schools are stark, and open
defecation poses a serious threat to child health.
Water safety too also persists as a prevalent issue in
many countries.

Despite rapid economic growth, inadequate
sanitation and hygiene continues to be a significant
problem in the East Asia and Pacific (EAP) region.
Around 100 million people in the region continue
to practise open defecation. The proportion of
people using improved sanitation increased by 37
percentage points between 1990 and 2011 (more
than double the rate of the world as a whole).
According to the WHO/UNICEF Joint Monitoring
Programme for Water Supply and Sanitation 2013
Update (based on 2011 dataset), 836 million more
people use improved sanitation in 2011 than in
1990, the majority of them in China.* However, 5 per
cent of the regional population still practise open
defecation and six countries in the region still have
significant open defecation issues, with three EAP
countries — Cambodia, China and Indonesia — being
among the 12 countries in the world that have the
largest populations practising open defecation.

For improved gender and equity-focused WASH

programming, EAPRO WASH plays a critical role

in generating evidence, consolidating knowledge
and sharing good practices in order to i) strengthen
capacity, ii) guide policy dialogue and programmatic
innovations and iii) advocate for adequate
resourcing and capacity for improved quality of
WASH services for the un-reached and vulnerable in
both development and humanitarian context.

UNICEF’s analysis and existing research suggests
the persistent shortcomings in sustainable

and equitable WASH services often stem from
inadequate or inappropriate investments in the
WASH sector. WASH expenditures often favour
urban over rural areas and capital investments

in infrastructure over funding for operation and
maintenance, monitoring, capacity-building, and
social and behavioural change communication.
For example, a synthesis of bottleneck analyses
on WASH in schools carried out by UNICEF shows
that operation, maintenance and budget allocation
are critical bottlenecks. Similarly, in promoting
community approaches to sanitation, the role of
local-level monitoring is critical in ensuring that
communities reach open defecation free status
and maintain that status over a prolonged period
of time.

The scarcity of documentation on budgeting and
financial flows in the WASH sector makes it very
difficult to monitor aggregate or disaggregate WASH
investments, or to assess the equity, efficiency and
effectiveness of current financial arrangements and
on-going programmes. Currently, it is often not
even possible to answer the question of how much
governments spend on WASH (WHO, 2012).°* WASH
financing is characterized by non-transparency

and multiple flows between various public and
private financing units, service providers, and users.
Financial reporting on WASH expenditures is often
fragmented in different sectors and overall limited
(WaterAid, 2008).¢

4 Progress on Sanitation and Drinking Water, WHO/UNICEF Joint Monitoring Program for Water Supply and Sanitation, 2013 Update.

5 WHO, 2012. Tracking national financial flows into sanitation, hygiene and drinking-water. Working paper.

6 WaterAid, 2008. Think local, act local. Effective financing of local governments to provide water and sanitation services. Report.
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FIGURE A.1: PROPORTION OF POPULATION OPENLY
DEFECATING INTHE SIX EAP COUNTRIES STILL
ABOVE THE DEVELOPING WORLD AVERAGE, 2011

58%

24%

Existing multi-country and country-level initiatives
have contributed to improved understanding of
certain aspects of WASH financing, including the
WHO-led GLAAS TrackFin initiative which seeks to
track national WASH financing and is currently being
piloted (WHO, 2014).” Public Expenditure Tracking
exercises are also very limited in the WASH sector.
Generally, there is no comprehensive assessment
of WASH financial flows from national to sub-
national levels down to the operational level (i.e.
schools or health centres) in East Asia and Pacific
(EAP) countries. This includes not only core WASH
components (i.e., urban/rural water supply and
urban/rural sanitation), but other critical areas such
as capacity-development, monitoring, hygiene and
behaviour change promotion, and WASH facilities
and services at other sectors such as education
(WASH in Schools (WinS)) and health (WASH in
Health Care Facilities (WinHCF)). Service Delivery
Assessments undertaken in many countries in

this region have also focused primarily on the
national level and do not provide a clear picture of
sub-national financing and budgeting processes.

The purpose of this study is to fill this knowledge
gap and provide detailed mapping and analysis of
planning and budgeting processes, financial flows,
and allocation criteria at various levels, as well as
spending levels for equitable WASH services in

selected case countries and sub-national areas.The
study will be conducted in three case countries,
namely Indonesia, Viet Nam and Mongolia, at
national as well as sub-national government levels.
An in-depth analysis will be conducted in 2-3 sub-
national jurisdictions as samples and the analysis
will include the WASH service providers in these
jurisdictions. The criteria for the selection for 2-3
sub-national jurisdictions will be agreed upon with
the consultant/s.? Its added value will be an analysis
that goes beyond the sector and national level and
instead delves into sub-sectors (including WinS or
WinHCF) and the sub-national reality. The objective
is to identify bottlenecks and barriers in the existing
financing and budgeting process and provide a
basis and entry point for UNICEF programming
and advocacy for more equitable WASH financing,
including to guide future analyses of WASH
financing (cost-effectiveness, cost-benefit, etc.). The
study will also inform how allocation is prioritized
towards addressing priorities (i.e., sanitation,
hygiene promotion, capacity building, monitoring,
the poorest and most disadvantaged) as well as
towards addressing some of the key bottlenecks
(i.e., funding for the operation and maintenance

of WinS facilities and soap) for ensuring quality
and sustainable access to these services for
disadvantaged communities, schools and health
centers. This will provide a basis for UNICEF
upstream work in the WASH sector.

2. Programme area and specific projects involved:

This study is part of the following programme areas:

Outcome 3 - Programmes: Regional support and
inter-country initiatives contribute to the quality
and impact of policy and programmatic actions for
the realization of all children’s rights in the region,
including in humanitarian situations.

Output 11 — Water, Sanitation & Hygiene (WASH):
Children, especially in the most vulnerable
communities across the EAP region, practise safe
sanitation, drink clean water and thrive in a healthy
environment.

Activity area — Knowledge generation and
evidence-based policies improve equity focus,
targeting and gender mainstreaming.

The study is also supported by the Social Policy and
Economic Analysis Section under:

7 WHO, 2014. UN-Water GLAAS TrackFin Initiative. Tracking financing to sanitation, hygiene and drinking-water at national level.

Guidance document — Draft for testing.

8 The criteria will depend on the country territorial organization. However it is anticipated that the sample should include at least a

rural and an urban sub-national government.

ANNEX



Output — Enhanced equity and child-sensitive social
policies that enable children and families to thrive
and be protected from the effects of poverty and
discrimination.

Activity — Development of evidence base, thematic
research and advocacy on equity challenges and
emerging policy issues across sectors. (420R/
A0/09/203/017/002)

3. Work assignments:

The scope of work under this assignment is three-fold.

The first component involves a desk review and
production of an institutional assessment of WASH
budget and non-budget units, service providers,

as well as decision-making processes in relation to
planning, budgeting, implementation and financial
management of WASH services. The assessment
will allow for better understanding of the key
actors involved and who is responsible for making
decisions on WASH planning, budgeting, execution
and monitoring at different levels of government, as
well as to understand the guidance they receive or
provide for financial allocation, and the allocation
criteria applicable (or applied) at various levels.

Key research questions include the following:
e Who are the actors involved in the WASH sector
according to territorial organization and financial
autonomy? What is their mandate (functions) in

the WASH sector?

How does the planning and budgeting process
for WASH look at different levels of government?
What are the instruments used, and processes
and procedures followed at the different levels
of government and how they are linked? What is
the level of collaboration between the different
tiers in planning and budgeting for WASH
services? What is the timeframe for the planning
and budgeting of WASH services and how does
this fit into the general government planning and
budgeting calendar?

How is the implementation, financial
management and M&E of the WASH system
performed at the different levels?

How is the quality of planning, budgeting,
implementation and M&E of the WASH sector?
What are the common bottlenecks identified?

What is the political economy of the WASH
sector in the context described? What are the
political and institutional dynamics affecting the
decision-making process in relation to planning,
budgeting, implementation and financial
management of WASH services?

The envisaged methodology for the first component
of the assignment is a desk review of existing
reports and available information for the three case
countries.

The second component of the assignment involves
field work in the three case countries (Indonesia,
Mongolia and Viet Nam) and a sample of sub
national jurisdictions in these countries. The second
component comprises of validating the assessment
and Public Financial Management decision-making
process of WASH services through missions to case
countries. Furthermore, the second component
analyses the sources of funds for the WASH sector.
To assess efficiency, equity and adequacy of

WASH spending, there must be a qualitative and
quantitative analysis of how WASH public financial
resources are allocated among the WASH financing
units and service providers, and the budget versus
the actual spending of funds (budget execution) at
the different financing unit levels. Accordingly, this
component of the assignment should improve the
initial assessment with quantitative data and should
produce three case country reports.

Key research questions include the following:
e Who pays? What are the financial sources

of the WASH sectors (national/sub national
governments; private sector; households; civil
society; donors)? How much is their contribution
as a percentage of total WASH expenditure?
What is the composition of the expenditures
(e.g., capital versus operational)? What is the
weight and trend of the WASH public sector as a
percentage of total public expenditure and GDP?

Who decides? Who are the actors that determine
WASH sub-sector and geographic allocation at
different levels of government?

How the financial resources are allocated to the
different WASH financing units (financial flow
from national to service delivery units)? What
are the allocation criteria, how are they decided,
and how equitable and gender-sensitive are
these criteria? Are the allocations stable and
predictable?

Do the WASH financing units plan and budget
according to their WASH mandate? How is
the link between plans and budgets for WASH
services at the different levels?

How are the funds spent at the different levels?
What is the level, stability, equity and efficiency
of WASH spending at the different levels?

How are WASH expenditures accounted,
monitored and evaluated at the different levels?
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The second component of the assignment involves
analysis of context qualitative and quantitative
specific information, including but not limited to:

e National and sub national budget documents.

e Primary data collection from the WASH financing

units.

Key informant interviews.

The third component draws general
recommendations, as well as detailed case country
recommendations, for improved WASH financing for
children. Based on the assessments conducted in the
previous components, the consultant/s is expected
to present key bottlenecks and barriers of current
WASH financing and PFM processes, and procedures
at national, sub national and service delivery levels,
and identify policy recommendations and entry
points for UNICEF programming and advocacy in

order to promote equitable and sustainable WASH
services for children.The recommendations should
take into account the political and institutional
obstacles and opportunities identified through the
political economy analysis of the WASH sector in the
respective countries. The recommendations should
pay specific attention to challenges surrounding
known areas of funding bias: urban/rural; capital
versus operational (capacity building, schools,
health centers, monitoring) and behavior change
and; water/sanitation. The recommendations should
give due attention to cost-efficiency considerations,
context-specific opportunities as well as logical
challenges.

4. Work Schedule:

The assignment was carried out over a six month
period, between November 2014 and April 2015.

MAIN TASKS TASK DETAILS DELIVERABLES DUE DATE

Inception and Analyse or consolidate available data and reports; Inception Report End
desk review prepare and deliver the Inception Report, refined November
methodology and workplan (if needed separate
and more detailed from the case country)
Undertake literature review, and prepare and WASH Institutional Financing January
deliver three institutional and PFM process and Processes and Procedures 2015
procedure assessments per case country Assessment Reports
Country Undertake in-country field research and partner Country Visit / Mission reports January-
visits and consultations in three case countries February
consultations 2015
Analysis and Undertake analysis of country records and Country Analysis Reports March 2015
reporting consultations, and prepare and deliver three
country reports
Prepare and deliver the Final Report outputs, 1. Final Synthesis Report April 2015

incorporating all of the comments on the final

draft of the research outputs

PowerPoint presentation
Summary study report /
policy brief
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