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I. INTRODUCTION

1 MACROBUTTON NUMBERING .

The purpose of this paper is to facilitate a discussion of the activities that might be carried out after the Kiev “Environment for Europe” Ministerial Conference in the main areas of the EAP Task Force’s EECCA sub-programme; namely in the areas of  urban water sector reform; environmental finance; and environmental policy reform. 

2 MACROBUTTON NUMBERING .

The paper does not make any assumptions about the future of the EAP Task Force; this issues will be considered at the forthcoming Kiev Conference. Nevertheless, the discussion of the activities that might build on the current activities of the Task Force can be separated from the discussion of the future of the Task Force. Moreover, delegates have requested an indication of the activities that might be carried out in the areas of work currently covered by the Task Force in support of the proposed East/West Environmental Partnership: Environmental Strategy for EECCA countries. The activities proposed in the area of urban water sector reform would also support implementation of the EU Global Water Initiative.
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In considering the institutional framework that might support the activities currently implemented within the Task Force’s EECCA sub-programme in the post-Kiev period, delegates will need to consider at least four issues: 

1) Inter-governmental oversight: The main function of the EAP Task Force is to adopt and oversee the development of a programme of work. If the East/West Environmental Partnership is adopted, it has been suggested that a similar body would need to be established to provide a similar form of inter-governmental oversight. This would raise the question of which body or bodies would be most appropriate to oversee the activities currently carried out within the EAP Task Force framework as well as the other activities covered by the East/West Environmental Partnership. A related question concerns the role of a Bureau. The EAP Task Force Bureau has played an important role in guiding the work of the Secretariat between annual meetings of the Task Force. 

2) Networks of EECCA representatives: Currently three networks are operating corresponding to the three main areas of Task Force work. They have played an increasingly important role in overseeing substantive work; they have helped to set priorities and to ensure ownership of the activities by representatives of the region; and they have facilitated the involvement of representatives from other sectors in the development of tools and recommendations; eg from Economics/Finance ministries and from the urban water sector. If work in the three areas currently supported by the EAP Task Force continues, some consideration would need to be given as to how best to retain the “capital” that has been developed in these networks.

3) OECD secretariat: The secretariat for the EAP Task Force’s EECCA sub-programme at OECD has recruited personnel and developed a capacity to work in the region. Currently about 20 people, including support staff, work full- or part-time on Task Force projects. If work in the three areas continues, some consideration would need to be given as to how the experience  gained in the OECD secretariat  might best support future activities.
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What ever decisions are made about institutional arrangements, the questions would still remain: 

· What are the priority needs of EECCA countries in the areas of work currently covered by the EAP Task Force EECCA sub-programme? and

· What activities would be most useful in responding to those needs?

The latter part of this paper addresses these questions.

Orientation of Activities
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The EAP Task Force was established following a decision the Lucerne, 1993 “Environment for Europe” Ministerial Conference. Since then its regional focus, substantive activities and working methods have evolved significantly. Nevertheless, since 1993, Task Force activities have aimed to:

· Support a process of “mutual learning by doing” among representatives from the region through analysis and exchange of experience

· Develop guidelines and best practices 

· Integrate environment into the broader processes of economic and democratic reforms

· Support capacity building in environmental institutions

· Promote partnerships among government, the private sector and NGOs.
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In 1998, Ministers at the Aarhus conference asked the EAP Task Force to re-focus its efforts on those countries not involved in EU accession. Two sub-programmes were developed; one for the EECCA region supported by the OECD secretariat; the other focussing on CEE, including South-East Europe that was supported by REC, Szentendre. 
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A first outcome of the re-focussing effort in the EECCA sub-programme was the organisation of a meeting of Economic, Finance and Environment Ministers from EECCA and selected OECD countries in Almaty in October 2000, to address the critical problems of the urban water sector in that region. Following that meeting, decisions were taken to reinforce support for environmental reform in EECCA countries: 

· Urban water reform was added to the programme as a new priority area

· Work on environmental management in enterprises was integrated into work on  environmental policy reform, with work on environmental finance continuing

· Reflecting the lack of external support compared to countries acceding to the EU or participating in the Regional Environmental Reconstruction Programme for South-East Europe, greater reliance was placed on demonstration projects to achieve results on the ground, and to help motivate a sustainable process of environmental improvement in EECCA countries

· A decision was taken to try to double the budget for the EECCA sub-programme (this was virtually achieved) and to strengthen the capacity of the secretariat to support the implementation of programme more geared to obtaining results on the ground.

8 MACROBUTTON NUMBERING .

A report documenting progress in implementing the EAP Task Force programme for EECCA countries in the period 2001-2003 has been prepared for the Febuary 2003 Task Force meeting (see CCNM/ENV/EAP(2003)2). The attached programme outline builds on these activities. In addition the proposed activities contain several new elements and emphases:

· They reflect the outcomes of the WSSD, notably the need to achieve the targets for water supply and sanitation

· They would reinforce cooperation with other policy sectors

· They would involve more contact with the municipal level where decisions about environmentally-related infrastructure are generally made

· They would have a stronger focus on overcoming obstacles to investments 

· They involve greater emphasis on the application and wider dissemination of tools rather than their development, and 

· They would involve closer cooperation with the NRECs and other institutions in the region.
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On the basis of the Task Force discussion, a revised programme outline could be prepared prior to the Kyiv Conference and, as appropriate, support a discussion of further work in the areas concerned.

II. OUTLINE OF POSSIBLE ACTIVITIES

1. URBAN WATER SECTOR REFORM

Objective:
To support reform of the Urban Water Sector in EECCA countries so that good quality water and sanitation services are delivered reliably, sustainably and at least cost to the population, taking account of the Almaty Guiding Principles, the targets for water supply and sanitation agreed at WSSD, the East-West Environmental Partnership and the EU Global Water Initiative.



Background:
“Urban water supply and sanitation systems in many EECCA are now in critical condition and deteriorating. The policy and institutional reforms required to put the sector on a sound and sustainable basis, and to create the conditions for much needed investments, have generally not been implemented. As a result, the considerable efforts of international financial institutions and donors over the last 10 years have had only a modest impact.” These are the terms used in a joint declaration of EECCA Environment and Finance/Economy Ministers at a conference in Almaty in October 2000. 

Following the recognition of the serious condition of the urban water sector in many EECCA and the adverse effects that this is having on public health and the environment, Ministers adopted “Guiding Principles for Water Sector Reforms” that set out some of the main steps that need to be undertaken to reverse these trends. In Almaty, Ministers asked the EAP Task Force to develop a work programme to support the implementation of the Guiding Principles. They also asked the EAP Task Force to monitor progress and to report at the next “Environment for Europe” Conference in Kiev, May 2003. Ministers also called for a Conference of stakeholders to be held no later than 2005 to assess "progress in stopping and reversing the deterioration in the urban water services in the NIS". A report monitoring the situation of the urban water sector in EECCA countries after the Almaty Ministerial Conference would support the development of future activities, see CCNM/ENV/EAP(2003)15.

The need for strengthened action to reform the urban water sector was reinforced at the WSSD. In addition to adopting global targets for water supply and sanitation, two type II initiatives specifically address the urban water sector in EECCA countries: the East-West Environmental Partnership (which has a component on urban water) and the EU Global Water Initiative (which has an EECCA component). 

The work in this programme area would be overseen by the Group of Senior Official for Reform of the Urban Water Sector in EECCA countries, which brings together high-level officials with responsibility for this sector. Representatives come from Ministries of Communal Affairs, Construction or Infrastructure as well as Environment.



Activities:
(i) Monitoring urban water sector reform, including progress in achieving the goals for water supply and sanitation agreed at the World Summit for Sustainable Development

This activity would aim to provide a firm empirical basis to support urban water sector reform and to monitor progress in this regard. It would be a crucial component in preparing for the stakeholder conference in 2005; for supporting the development and implementation of the East/West Environmental Partnership and the EU water initiative; and for monitoring progress in achieving the goals for water supply and sanitation agreed at the World Summit on Sustainable Development. Activities would include:

· Collecting water utilities performance data: Building on current activities: (a)maintain the existing data collection and analysis capacity in Russia, Ukraine and Moldova; (b)expand data collection work geographically to Caucasus and Central Asia, and include additional information on water quality, environment and health; (c)integrate utility performance data collection into the international Water Benchmarking Task Force set-up by the World Bank. 

· Identifying and further elaborating the main conclusions emerging from  finance strategies for the urban water sector in EECCA countries (see below). Work would focus on identifying realistic investment goals, critical policy reforms needed to remove obstacles to investments and some of the possible social implications of increased tariffs. 

· Assessing progress in institutional reform. This could be done by survey and/or in-depth country reviews. This information would help interpret performance data and underpin the formulation of  policy recommendations. 

(ii) Institutional and legal reforms

· Assessing opportunities for, and obstacles to, private sector participation. Emphasis would be placed on establishing an objective assessment of experience in this area where positions are often very polarised. Particular attention will be paid to regulatory issues in natural monopoly sectors, such as information asymmetry, competition, and social protection. The role of donor programmes in facilitating private sector participation in the urban water sector would also be examined. A structured dialogue with private sector operators active in the region has been launched together with the World Bank and would be continued. 

· Promoting key reforms identified in the Almaty Guiding Principles. Further guidance would be developed to support implementation of key recommendations for institutional and/or legal reform in the Almaty Guiding Principles. For example, a guidebook on preparing performance agreements between urban water utilities and municipalities could be prepared to promote the establishment of water utilities as commercially run entities. The guidebook would help municipalities and utilities to clearly define their respective roles and responsibilities by identifying principles of performance agreements, case examples and model legal texts as appropriate. Other activities could include the development of recommendations to reform construction standards in the sector which, because of their stringency, are impeding investment.
(iii) Economic and financial reforms
· Promoting financial reforms in utilities. This project would seek to link capital investment planning in utilities with investment planning at the municipal level. It would build on the Guide on tariff reform and the tool for municipal multi-year investment planning developed in the current phase of work.  An investment planning tool would be prepared, adapted to the situation of utilities in EECCA countries. It would address issues such as asset evaluation and accounting as well as investment planning.

(iv) The social aspects of water sector reform

· Strengthening national and local capacity for ensuring adequate access to water services for the poor. This activity would complement the work on tariff reform. It would be implemented through the dissemination and further elaboration of the Guidelines for Consumer Protection and Public Participation developed in the first phase of work. Additional guidance documents would be prepared and co-operation with donors sought to implement demonstration projects e.g. on affordability and consumers’ willingness to pay. The ability of the poor to pay for water services, and the mechanisms used to ensure adequate access to them, would be reviewed as part of the overall monitoring of sector reform. Co-operation with NRECs would be sought to promote the dissemination and use of the Guidelines.



2. STRENGTHENING ENVIRONMENTAL FINANCE

Objective:
To mobilise and make more efficient use of financial resources to achieve environmental objectives.



Background:

Activities:
Lack of financial resources is clearly an important obstacle to environmental improvement in the EECCA region, and raising additional financial resources  is frequently a major preoccupation of representatives of the region. However, EAP Task Force work has emphasized the actions that could  be taken to ensure that existing resources are used as cost-effectively as possible, and there is evidence that this perspective is gaining ground in a number of EECCA countries. A variety of tools have been developed and are now being applied to support more efficient and realistic environmental financial planning, project appraisal and resource allocation. Experience with the application of these tools and with other work in this area was synthesised in a Background report prepared for the East/West Environmental Partnership: EECCA Strategy (see CCNM/ENV/EAP(2003)11). Preparation of the report, and other environmental finance activities, were overseen by an Environmental Finance Network that brings together representatives from Economics/Finance and Environment Ministries from the region.

The next phase of work would follow the main recommendations of the report referred to above and would be overseen by the Environmental Finance Network. Work on the various tools that have been developed would be deepened and extended to more countries. Stronger emphasis would be given to environmental finance issues at the municipal level, particularly in the water sector. More attention would be given to mobilising additional resources, including through debt for environment swaps. Where appropriate and possible, cooperation would the Project Preparation Committee would be strengthened.  

(i) Developing realistic financial and investment support measures for environmental infrastructure by central/regional governments
Work could be carried out in the following areas:

· Strengthening capacity for developing and implementing national/regional financing strategies. Building on previous work, this project would include: (i) updating previous water sector financing strategies using the new, user-friendly version of the FEASIBLE model; (ii) linking finance strategies with the budget and investment programming process; (iii) developing new strategies for the municipal solid waste sector; (iv) developing an air protection module for the FEASIBLE model; (v) developing an integrated financing strategy model for the water, solid waste and air protection sectors.

· Strengthening environmental expenditure information systems in line with Eurostat/OECD standards. This would include (i) redesigning environmental expenditure collection systems in EECCA countries to make them compatible with Eurostat/OECD standards (this would involve in-country projects, including training, based on experience from the demonstration project already implemented in Georgia); (ii) Regional and/or sub-regional workshops for Ministries of Environment and Bureau of Statistics.
(ii) Strengthening sub-national public finance for environmental infrastructure

· Municipal multi-year investment planning. Disseminating and promoting the application of the toolkit developed in the current phase of work for Municipal Multi-Year Investment Programs in municipalities in the EECCA region through demonstration projects, workshops and training.
· Enhancing access of sub-national governments to capital and financial markets to finance environmental projects in regions, unions of municipalities, and individual cities. Activities would include (i) Analyses of creditworthiness of EECCA municipalities and of opportunities and instruments for using domestic financial markets for financing municipal, environmental infrastructure; (ii) working with national governments to develop market institutions (e.g. credit enhancement, bond markets, third party financing) to harness the resources of the financial sector for environmental projects undertaken by sub-national governments; (iii) working with subnational governments to enhance their creditworthiness; (iv) using existing, and facilitating the establishment of new, independent credit rating systems of regional and local governments as tool for monitoring the improvement of their credit capacity.

(iii) Mobilising new, and better managing existing, finance to achieve environmental objectives

· Mobilisation of new financial resources for environment: (i) design and implementation of new, environmentally-related taxes or charges on environmentally-harmful products; this would complement similar work on under the environmental policy reform theme, see below); (ii) market creation and systems of paying for biodiversity products and services);  (iii) analysing the feasibility of, and developing domestic institutional set up for, debt for environment swaps. This would build on current work in Georgia and Kyrgistan.
· Good Governance of Public Environmental Expenditure. Work would support implementation of the Good Practices of Public Environmental Expenditure Management in Transition Economies (see CCNM/ENV/EAP(2003)12. This would include (i) reviewing existing public environmental financing institutions (e.g. environmental funds) within the framework of the Good Practices; (ii) designing and establishing results-oriented, public expenditure programs for environmental infrastructure compatible with the “Good Practices”; (iii) strengthening project cycle management in environmental expenditure programmes using the Handbook for Appraisal of Environmental Projects Financed by Public Funds developed in the current phase of work; (iv) Extending the Handbook to appraisal of solid waste and air protection projects; (v) designing and implementing innovative financial products for public financial institutions to leverage private and foreign finance for environmental purposes. 



3. ENVIRONMENTAL POLICY IMPLEMENTATION
Objective:
To support the reform of environmental policies and improved compliance with environmental requirements in EECCA countries, in line with best international practices, particularly those in EU environmental Directives.



Background:
An effective framework of environmental laws, policies and institutions is an essential prerequisite for protecting human health and ecosystems from environmental threats. The elaboration of a modern environmental policy framework should also support the establishment of a stable investment climate and promote democratic reforms and the rule of law. Linking environmental policy reform to the broader processes of economic and political reform could help to push environmental reform higher on the political agendas of EECCA countries.

EECCA countries have taken some important steps to reform their environmental laws/policies. However, much still remains to be done, particularly to promote more effective policy implementation in conjunction with strengthening capacity for environmental management. In determining the way forward, most EECCA countries are using EU environmental Directives as a reference for reform. The goal is not full approximation with the acquis communautaire, but rather a process of convergence; that is, a process that uses the principles, procedures and other features of EU environmental Directives as references for reviewing and reforming environmental policies and practices in EECCA countries. While each country will have its own needs and priorities, there will be advantages in supporting national efforts by exchanging experiences in a collective "learning by doing" process. Such a framework could also facilitate better targeted and coordinated donor assistance.

Work in the post-Kiev period could build on activities previously carried out within the EAP Task Force, notably on: the reform of environmental policy instruments and the development of policy packages; and the work of the NIS Network on Environmental Enforcement and Compliance (NISCEN). Work could also draw on information in Environmental Performance Reviews conducted by UN/ECE.



Activities:
(i) Reform of Environmental Policy Instruments

· Convergence with EU environmental Directives. Work in this area would support reform of  key elements of the environmental policy framework in EECCAs, using EU environmental Directives as benchmarks. Building on earlier work, an initial focus would be on permitting, a fundamental tool for environmental management. Recommendations and demonstration projects would be developed to support EECCA countries to move from a multiple to a single permit approach, using the EU IPPC Directive as a benchmark. Attention would also be given to the links between permitting and EIA procedures and with the reform of stringent environmental standards. Work would be guided by, and the results disseminated through, a network of NIS environmental policy makers that would be established to manage work under this theme, and which could meet in conjunction with the NISECEN.

· Redesigning the Pollution Charge/Tax System: This activity would build on a review of economic instruments conducted in the first phase of work and concentrate on the implementation of demonstration projects. Work would focus on reforming taxes/charges for emissions rather than products (complementing a related activity in the finance programme) and aim to strengthen their environmental incentive and/or revenue raising functions.

(ii) Enforcement and Compliance

Work under this theme would support implementation of the "Guiding Principles for Environmental Enforcement Authorities in Transition Economies of EECCA" (see CCNM/ENV/EAP(2003)6). The Guiding Principles were adopted the NISECEN, have been submitted to the EAP Task Force for endorsement and may be presented at  the Kiev Ministerial Conference. Work would also draw on a recent review of compliance promotion and enforcement practices in the EECCA region that could serve as a benchmark for monitoring progress. Specifically, work could be carried out in the following areas:

(a) Enforcement

· Institutional Development of Enforcement Authorities. This would involve: (a) an assessment of options for financing enforcement agencies; (b) development of a peer review process to support improvements in the working methods and organisational structures of enforcement authorities and their dialogue with stakeholders; and (c) the development of indicators to assess the performance of environmental enforcement and compliance promotion systems. The latter would be carried out in co-operation with other enforcement networks. 

· Improving Inspection Criteria and Procedures. Further guidance on facility types for mandatory inspection and frequency of inspection would be developed; development of enforcement strategies would be facilitated through a series sub-regional and regional workshops.

(b) Compliance Promotion

Greater emphasis would be given to compliance promotion which is a relatively new approach in the EECCA region. 

· Enhancing Self-monitoring by Industry. Guidelines would be developed to decrease risks of accidents at industrial sites, to better balance public and private expenditure on compliance monitoring and to improve the reliability of environmental information, used in decision making, including investment-related decisions. The linkage of self-monitoring to regulatory and other environmental policy instruments would be the subject of specific guidance. The Guidelines would be developed in conjunction with one or more demonstration projects.

· Compliance Promotion. This activity would be developed primarily through demonstration projects and exchange of experience. Work would focus on the use of information-based instruments, such as information disclosure and schemes for rating the environmental performance of enterprises and continuing exchange of experience in the implementation of the environmental management systems. Co-operation with NRECs would be sought to improve the dialogue between regulators and other stakeholders, and between the regulated community and the general public. 
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The attached document proposes how activities currently carried out under the EAP Task Force - on urban water sector reform, environmental finance and environmental policy reform - might be further developed after the Kiev Ministerial Conference. Discussion of these issues is independent of the more general questions about the future of the EAP Task Force and the Environment for Europe process. However, discussing possible work in these areas, inter alia, could contribute to the debate about implementation of the proposed East/West Environmental Partnership: an Environment Strategy for EECCA countries and the EU Global Water Initiative.


This document will be discussed under Agenda items 5 and 7.


ACTION REQUIRED: The Task Force is invited to discuss the attached document and to invite the Secretariat (OECD) in consultation with the EAP Task Force Bureau to revise it in light of that discussion before the Kiev "Environment for Europe" Ministerial Conference.
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