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Target Objective 4.2: By 2020, each Mediterranean country will have defined a strategy of sustainable cost recovery (SCR) for sanitation services through the use of tariffs and fees, public subsidies and international financial assistance to ensure economical sustainability, equitable access for all and pollution monitoring.
Thematic: Tariffs, Taxes and Transfers (the “3Ts”)

Coordinators: EMWIS – ONAS (Tunisia)

Preamble

The 6th WWF is based on the following main processes: thematic, regional, political, root and citizenship. Mediterranean Cross-Continental region is one of the 7 territories of the regional process. Mediterranean Cross-Continental Process has identified 4 priority topics grouped into two components:
A. Efficient water management, priority issue faced with deficits and crisis prevention due to climate change 
Priority 1: Non conventional water resources
Priority 2: Demand management
Priority 3: Governance

B. De-polluting a shared ecosystem  

Priority 4: Collection and treatment of industrial and urban wastewater  

Target objective 4.2, described in this note, is one of the two objectives of priority 4, the other being related to collection and treatment of all urban wastewater. 
Background and rationale of the target:

Among the main obstacles to rapid implementation of projects that can contribute decisively to the objectives of improving health status, of Horizon 2020 program (de-polluting Mediterranean sea), is the lack of financial resources to ensure satisfactory functioning and make the necessary investment. This has often resulted in serious deficiencies in pollution monitoring (municipal waste, urban wastewater and industrial pollution) by maintaining the idea that sanitation facilities do not merit the same priority as drinking water supply facilities.
Today, in a number of Mediterranean countries the water sector and the related institutions are seriously underfinanced. Rare water resources, increased demand and the degradation of water quality aggravate the challenge of providing sufficient water to all users. Hence, sufficient and sustainable financing is a prerequisite of a functioning water sector, which ensures the sustainability of public water and sanitation services (WSS), which itself is necessary for human and economic development, social stability and peace.

The economic, social and environmental cost for lack of sanitation is often much higher than the actual cost for developing and managing these services,

The report « water for all : an OECD Perspective on Pricing and Financing » launched at the 5th World Water Forum, called for the establishment of a new funding model for distribution services of water and sanitation in developing countries, based on the 3Ts : Tariffs, Taxes and Transfers. At the 5th World Water Forum in Istanbul, the Ministers acknowledged that: « exclusively economic approaches and tools only economic cannot capture all social and environmental aspects in cost recovery. Financing strategies should be based on a best possible use and mix of tariffs for all forms of water services, taxes and transfers to cover needs related to infrastructure development and extension, operation and maintenance”.

In the Mediterranean, the situation is very mixed, both in features of the pricing and in its implementation. The establishment of a satisfactory rating is a precondition to the collection of these resources indispensable yet it will be necessary also to spend an effort of explanation and motivation to enable its effective implementation

Description
The important issue is to consider the cost recovery schema for the overall WSS cycle in order to have a clear picture of all the costs and to match them with the necessary financial resources: tax payer money, tariffs and fees, and international financial aid (i.e. the 3 T according to the OECD terminology). This principle aims to answer the question « who pays what? »
The importance of the 3Ts as a concept should not be overstated; it merely represents a classification to analyze financial flows. This then flows into a policy dialogue on how to reconcile the WSS sector’s financial needs with its revenue sources, cost reduction opportunities, and opportunities for tapping into commercial funding sources. Similarly, Strategic Financing Planning (SFP) is not in itself sufficient to implement water infrastructure. It must be accompanied by good WSS governance (participation, transparency, accountability, rule of law, effectiveness, equity, responsiveness, responsibility, etc.). This process needs to be coordinated across different ministries and other levels of government (local and regional authorities), and include appropriate consultation of civil society.

The definition of a scheme cost recovery must be accompanied by:

· Guarantees on quality of services, important for accepting the tariff,
· Reduction of overall costs by considering the investment required to achieve the infrastructures, functioning and rehabilitation. Technology innovation has certainly an important role to play, but substantial gains are also seen with public-private partnerships for financing and operating of infrastructures and sanitation facilities;
· Financial incentives to reduce pollution discharges;

· Regular dialogue with decision makers and users through opinion surveys (e.g. willingness to pay) and a range of indicators updated regularly (e.g. cost of ecosystem degradation by type of activity)
In a scheme cost recovery for the sanitation sector, the funding sources are as follows:
· tariffs, taxes and fees : the polluter-pays principle is generally applied in the form :

· Fees depending on level of industrial pollution discharges or level of domestic water use;

· Green taxes on certain products particularly pollutant (e.g. detergents)
· Valorization of wastewater by-products (e.g. sludge reuse for production of energy or wastewater reuse for irrigation or industry).

· State budget in the form of grants to operators or service users.  
· International mechanism for development aid in the form of grants for projects or functioning budget support.
To implement a sustainable scheme cost recovery, particular attention should be paid to:  
· Evolution of cost recovery scheme over time,
· Definition of equitable and socially acceptable pricing with evaluation mechanisms,
· Role of different actors: different levels of public authorities, operators, users (industrial and domestic).
Policy makers are called to define a clear SCR strategy; indeed, they directly control 2 of the 3 Ts:

· Tariff policy: define tariff level, structure and adjustment mechanisms; check affordability for the poor; consider new solutions (e.g., payment for ecosystem services vs. polluter-pays principle)

· Taxes: Reliable budget funding (consider performance-based funding)

· Improve effectiveness in the allocation and use of grants 

Components for an action plan 

To achieve this objective the following steps are proposed
· Agreement on the concepts of sustainable cost recovery scheme approach (March 2012)
· Identification of current cost recovery schemes in (certain) Mediterranean countries (December 2011, Marrakech)
· Collection of existing and innovative solutions in Med countries on this objective (December 2011, Marrakech)
· Signature of an agreement with XX Med countries to implement an action plan aiming a sustainable cost recovery scheme by 2020 (at the Forum in Marseille in March 2012)
Links with other target-objectives of the 6th WWF
Thematic process: 

· Target-objective 4 of Condition for Success CS2 « Financing Water for All » relative to registration in the national water policies of sustainable costs recovery through tariffs, taxes and international transfers 

· Target-objective 4 of Priority for Action 1.3 « Contribute to hygiene and health through water and sanitation », relative to the publication of total expenditures on water and sanitation,

· Priority for action 1.2 « Improve access to integrated sanitation for all »

Regional Process Africa :

· Priority 5 « Develop and implement in all countries innovative financial mechanisms including taxes, tariffs and transfers », 
· Priority 1 « Develop and implement sanitation and water plans » 
Regional Process Europe :

· Priority 7 « Improve European drinking water and sanitation services »
Therefore, it will become necessary to coordinate and manage the synergy between these sessions and contribute one in the other in order to deliver a clear message on how we want the financing of sanitation services to be performed and managed to achieve our target for 2020.
Annex:
*3Ts definition:
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2. Revenues of the operators from service provision (Swater and sanitation bills ~ taxes or
charges}- revenues from service users

b, Revenue of infrastructure owners (mainly public; relevant only if reinvested in the water
sector)

2) Taxes (subsidies, grants); cash from (non-foreign) public budgets

2. Subsidies to local or national water operators. The following lsts a number of potential
hidden subs

i taxrebates, tax holidays

i, soft loans (L. at a subsi

ed interest rate),

il transfers from local government housing taxes,
v, donations, and debt forgiveness

V.. subsigised services (e.g. electricty) and prices.

Vi, “dormant” equity investments

Vil coverage of the operator's financing g2p

b. Subsidies to infrastructure owners (including soft loans / concessionary conditions for
investment

3) Transfers: cashin aid from forelgn sources

2. Official development assistance - ODA (e.g. Subsidies from foreign sources, grants and soft
loans),

b. Budget support from foreign sources (e.g. debt forgiving)





