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/LVWRIDFURQ\PVDQGDEEUHYLDWLRQV
BOD
DANCEE
EAP TF
EBRD
EF
EU
FSU
GDP
GoM
IDA
IFI
IMF
M
MB
MDL
MoER
MoETD
MoF
NBM
NEAP
NEF
NIS
ODA
O&M
OECD
SMART
TA
UNDP
USD
WWTP

Biological oxygen demand
Danish Co-operation for Environment in Eastern Europe
Environmental Action Plan Task Force
European Bank for Reconstruction and Development
Environmental fund
European Union
Former Soviet Union
Gross domestic product
Government of Moldova
International Development Association
International financial institution
International Monetary Fund
Mechanical (wastewater treatment)
Mechanical-biological (wastewater treatment)
Moldova Lei
Ministry of Economy and Reforms
The Ministry of Environment and Territorial Development
Ministry of Finance
National Bank of Moldova
National Environmental Action Plan
National Environmental Fund
Newly Independent States
Official development assistance
Operation and maintenance
Organisation for Economic Co-operation and Development
Specific, measurable, agreed, realistic, time-bound (about
environmental targets)
Technical assistance
United Nations Development Programme
United States dollars
Wastewater treatment plant

Note on tables
All figures have been individually rounded. Due to rounding, figures in tables
may not sum to their indicated total.
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,QWURGXFWLRQ

This document presents a proposal for an environmental financing strategy for
municipal water and wastewater services for the Republic of Moldova.
The strategy was prepared in the context of the project "Environmental Financing Strategies, Environmental Expenditure and Use of Economic Instruments in NIS Countries" financed by DANCEE.
Furthermore, environmental financing strategies are being prepared in
Moldova, Georgia, Kazakhstan and two regions of the Russian Federation and a
strategy is planned for Ukraine. The project beneficiaries were the Governments of the individual recipient countries.
For the Environmental Financing Strategy for Moldova, substantive background analyses were conducted by COWI Consulting Engineers and Planners
AS. These analyses are documented in: "Moldova: Background Analyses for
the Environmental Financing Strategy".
While COWI Consulting Engineers and Planners AS were responsible for conducting the background analyses underlying this strategy, these analyses drew
extensively on local experts. Furthermore, the work was closely co-ordinated
with the Ministry of Environment and Territorial Development of Moldova
(MoETD) and the analyses, conclusions and recommendations benefited extensively from a constructive dialogue with the established Steering Committee.
Annex 1 lists the Steering Committee members. The present document reflects
the above-mentioned analyses as well as the conclusions and recommendations
of the Steering Committee.
The OECD EAP TF Secretariat has been an important stakeholder of the project and in that role, the OECD has provided valuable comments and suggestions throughout the project.



3XUSRVH

The environmental financing strategy elaborates the need for environmental
expenditure that follows from environmental policy targets. The environmental
policy targets were developed based on the National Environmental Action
Plan (NEAP), which analyses the environmental problems and sets environmental policy objectives for Moldova. The focus of the environmental financ-
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ing strategy on municipal water supply and wastewater is in line with the
NEAP, which proposed two priority areas for investment activities, viz. rural
water supply and maintenance of water supply and wastewater infrastructure in
urban areas. For the environmental financing strategy, the environmental targets had to be formulated in a specific and measurable manner to enable the
consequent expenditure to be quantified.
The environmental financing strategy contrasts these environmental expenditure needs with the supply of environmental finance that can be raised. At the
same time, the strategy assesses the environmental "service" level that is affordable for households (affordable user charges) and affordable for the country
in terms of both user charges and public budget financing.
For the purpose of quantifying the expenditure and costs related to a (targeted)
service level and assessing finance availability (including the consequences of
loan financing), a computerised costing and finance decision support tool was
developed by the consultant. The tool was made available free of charge to the
Steering Committee.
In consultation with the Steering Committee, representatives of the Ministry of
Environment and Territorial Development and the project team have used the
tool extensively to develop the scenarios that demonstrate the consequences of
alternative policies and environmental targets. The scenarios are crucial in setting realistic and time-bound targets and in identifying the necessary preconditions, assumptions and actions to be taken to achieve the targets.
The assessments and the intensive dialogue with the Steering Committee have
resulted in targets that are SMART (specific, measurable, agreed, realistic and
time-bound). These targets (resulting from the analyses) and the actions required to achieve them are described in the final two chapters of this report.
The analyses and the conclusions and recommendations presented have resulted
in an environmental financing strategy, which:
•

Can serve as a realistic planning tool at national (strategic) level;

•

Can be a vehicle for attracting additional finance for environmental purposes through the establishment of SMART targets and the quantitative
illustration of the financing and other actions required to meet these;



2XWOLQHRIWKLVGRFXPHQW

This document is organised as follows:
Chapter 2, Country background and environmental targets, provides a very
brief presentation the current state of affairs of Moldova in order to describe the
overall background against which the analyses have been undertaken and to
identify the overall context in which the strategy is ultimately to be implemented. Furthermore, it provides a brief description of the current situation of
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the Moldova water sector given that the water sector, more specifically "urban
water", is the focus of this strategy. Finally, the chapter sets the operational
long-term targets for the service level provided by this sector.
Chapter 3, Environmental expenditure, supply of finance and initial financing gap, illustrates that the environmental expenditure resulting from the
established targets drastically exceeds the available finance. Unless the financing gap is closed, services will continue to deteriorate. Therefore, the following
two chapters investigate policy options to close the financing gap.
Chapter 4, Policy options to reduce the demand for environmental expenditure, provides an identification of possible options to reduce the demand for
environmental expenditure. The options can be categorised into three groups:
those that reduce demand through enhanced efficiency; those that affect the
demand for the service in question; and those that reduce the level of the service provided.
Chapter 5, Policy options to increase the supply of finance, distinguishes two
means of increasing the amount of finance available to the sector. The first
group is concerned with the increase of the revenues of the Apa-Canals while
the latter group is more concerned with the external sources of finance. External sources of finance can be public finance, domestic or foreign loans or foreign grants.
Chapter 6, Scenario analysis, establishes two policy scenarios and investigates
the analysis and the potentials of two scenarios for closing the gap. Of the two
scenarios investigated, one results in cost savings and increased revenue and
one combines this scenario with an increase in the external finance.
Chapter 7, Conclusions and recommended actions, summarises the conclusions of particular relevance to the possible implementation of the strategy.
This includes a summary of important and critical assumptions and preconditions. The chapter concludes by identifying a set of recommended actions
to initiate and pursue the process of implementing the environmental financing
strategy.



$FNQRZOHGJHPHQWVDQGGLVFODLPHU

The opinions expressed are those of the consultant. The Danish Ministry of
Environment and Energy – Danish Environmental Protection Agency (DEPA),
the OECD EAP TF and the beneficiary ministries may not agree with these
opinions.
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&RXQWU\EDFNJURXQGDQG
HQYLURQPHQWDOWDUJHWV



&RXQWU\EDFNJURXQG
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Moldova is a small, landlocked and densely populated country situated between
the western border of Ukraine and the eastern border of Romania. The country
has a population of 4.3 million people, of which 0.7 million live in Transnistria,
Moldova’s most industrialised region on the East Bank of Nistru. Transnistria is
de facto (politically and institutionally) separated from the rest of the country.
Among all the FSU countries, Moldova was hardest hit in terms of economic
down turn. Despite "notable progress in its efforts to reform and stabilise its
economy between 1991 and the first half of 1998" the 1998 GDP reached a
level of 32% of its 1989 level. During 1999, a further small decline was experienced. Per capita GDP is now estimated to be approx. USD 410.
The total external debt of Moldova stands at more than USD 250 per capita
(1998), a fourth of which is commercial credits. In addition, Moldova has large
energy arrears to Russia. The public sector also has considerable domestic debt.
Although Moldova exhibits a large share of public revenues relative to GDP,
public finances are severely constrained as a result of the contraction of the
economy and the very substantial debt service obligations (41% of the public
expenditure in 1999).
The average household income reflects the national income figures given
above. Average income is less than 1 USD/person/day, and households on average spent 66% of their income on food and beverages (55% in urban areas) in
1999. The population has been severely affected by the erosion of education,
water supply, health and other public services.
While Moldova has made considerable progress in banking reform and interest
rate liberalisation, the domestic banking sector remains fragmented and vulnerable. The domestic securities market remains underdeveloped. Domestic banks
are only prepared to offer short-term loans (less than one-year maturity) and
interest rates and rate spread are high. Financing of environmental investments
using commercial domestic credit remains a long-term outlook.
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(QYLURQPHQWDOSROLF\FRQWH[W

The Ministry of Environment and Territorial Development (MoETD) is the
main authority responsible for environmental policy and the management of all
environmental issues. MoETD funding comes directly from the state budget.
Funding covers operating costs and no provision is made for environmental investments.
Following a reorganisation of responsibilities in May 1999, the Republic of
Moldova now has two tiers of local government: municipal government (i.e.
villages and towns) and Zhudets (or regional) government.
Monitoring and control of environmental regulations is vested with the local
environmental inspectorates at Zhudets level.
Provision of environmental services such as municipal solid waste management, drinking water supply and wastewater collection and treatment is the responsibility of the municipalities.
In June 1996, the Government of Moldova approved the National Environmental Action Plan (NEAP). The NEAP is strongly oriented towards policy
development and capacity building. The recognition of limited financial resources and of the limited institutional capacity is one important motivation for
this approach. Still, the NEAP does propose two areas where investment activities should be prioritised: rural water supply and investments to preserve
wastewater treatment and water supply infrastructure in urban areas.



&XUUHQWVLWXDWLRQPXQLFLSDOZDWHUVHUYLFHV

The environmental financing strategy focuses on municipal water services.
Water services include both water supply and wastewater. "Municipal" has
been defined to cover all agglomerations with more than 1,500 inhabitants.
Thus 80% of the population is covered by the strategy.
The consultants have assessed the replacement value of the piped water supply
and wastewater systems, as they were built in Moldova, to be approximately
MDL 15,000 million. The average age of the water systems is 25 - 30 years.
The water sector suffers from years of under-investment and lack of funds for
systematic maintenance. This has resulted in significant, but unplanned disinvestments. The resulting service level implications are severe. Raw water
sources have become more polluted, ill-maintained water treatment plants are
no longer able to meet water quality standards and most wastewater treatment
plants operate de facto with mechanical treatment only.
In Chisinau, Balti and Ungheni water supply is regular and generally of good
quality. Towns between 25,000 and 50,000 inhabitants are regularly disconnected for 4-8 hours partly due to energy supply problems. Disconnection and
lack of pressure in the network adversely impacts water quality. Many smaller
towns are supplied from groundwater sources which do not meet the chemical
hygienic standards (problems with iron, flour, nitrate, pesticides etc.). These
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towns typically experience daily power cuts with resulting loss of regularity
and water supply quality.
For towns larger than 25,000 inhabitants, almost all wastewater is collected.
For smaller towns, wastewater is typically only collected from the core of the
town. The wastewater collected is generally led to wastewater treatment plants
designed for mechanical and biological treatment. However, as a result of a
combination of inadequate maintenance, power cuts, strong reductions in water
inflow to treatment plants and limited financial resources for operation, most
wastewater treatment plants designed for mechanical and biological treatment
operate de facto with mechanical treatment only.
The NEAP calculated the social and economic impact of water pollution and
reached the conclusion that polluted drinking water (rural and urban) leads to
between 950 and 1,850 premature deaths annually as well as between 2 - 4 million days of illness annually. The monetary cost to the economy was assessed
to be in the range of 5% - 10% of GDP.



(QYLURQPHQWDOSULRULWLHVDQGWDUJHWV

The Government formulated the overall environmental target for "municipal"
water supply and wastewater as "maintaining the existing situation". This
formulation has been interpreted to imply that no new (green field) investments
are foreseen, and no major rehabilitation works are foreseen. However, a "fullscale" maintenance programme is foreseen, and it is assumed that wastewater
treatment plants will come to operate according to their designed levels. There
are three dimensions to this formulation of the target as it means that:
•

Connection rates and capacities. The target assumes that the existing capacities will be maintained. This implies for example that connection rates
will remain unaltered, that the dimensions of the water intake, treatment
plant, networks and wastewater treatment plant will remain unchanged.
Thus, the target does not imply any upgrading or downgrading.

•

Distribution and collection networks. The distribution and collection
networks will be maintained. Specifically, it is assumed that a share
equivalent to 1/n, where n is lifetime, is replaced every year. With a highly
dilapidated system, this will lead to significant service level improvements
in the early years, when the "worst" sections of networks are replaced.
However, since only 1/n is replaced annually, the network average age will
remain unchanged.

•

Water and wastewater plants. The target assumes that the plants will
come to operate according to the designed technologies, i.e. that plants that
were designed for mechanical and biological treatment also will come to
perform such treatment in spite of the fact that today they only provide
mechanical treatment.

8
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Drinking water quality will improve to design levels as a result of among
other things the implicit assumption that the plants purchase and use the
chemicals needed. However, as was the case for the networks, the average
age of plants is assumed to be unchanged. Thus service levels may be less
than for new plants of the same type.
If the maintenance programme focuses on the most urgent maintenance needs
this will yield relatively large service improvements in the first years. This reflects the observation made above, that dis-investment has taken place in an ad
hoc fashion exacerbating the service implications. However, feasibility level
studies would be required to assess precisely the service improvements obtainable from adequate maintenance and from making adequate resources available
for operations (chemicals, power etc.).
Furthermore it is assumed that in the long run other sectors, in particular the
power sector, will deliver the services for which it was designed. For example,
it is assumed that in the long run, there will be regular power supply to those
villages (and water treatment plants) that are covered by the current distribution
network. In many villages and small towns this will imply a substantial increase
in the service level.

0ROGRYD0XQLFLSDO:DWHUDQG:DVWHZDWHU6HFWRU(QYLURQPHQWDO)LQDQFLQJ6WUDWHJ\



(QYLURQPHQWDOH[SHQGLWXUHVXSSO\RI
ILQDQFHDQGLQLWLDOILQDQFLQJJDS



&RVWRIPHHWLQJHQYLURQPHQWDOWDUJHWV
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The target of "maintaining the existing situation" has been interpreted to imply
that a share of infrastructure equivalent of 1/n, where n is average lifetime, is
replaced every year. In other words asset value is held constant (assuming linear depreciation). Furthermore, it is assumed that this also involves a return to a
practice of operation, which is consistent with the design criteria. In other
words a return to "normal" or design use of power, chemicals, spare parts etc.
has been assumed.
The total expenditure hereof was calculated at MDL 590 million (USD 56 million) per year (fixed 1999 prices). Of this, MDL 320 million covers maintenance expenditure. MDL 270 million (USD 26 million) covers the necessary
operating expenditure.
The current total revenues to water utilities in Moldova were approximately
MDL 265 million in 1999. In other words, current revenues were "just" enough
to cover operating costs (on average). In reality, current revenues exceeded operating costs in Chisinau (which therefore had revenues for some maintenance)
while it was insufficient to cover operating costs in some water utilities outside
Chisinau.
This means that until revenues can be increased from the current MDL 264
million (1999 prices) to the level of expenditure for operations and maintenance
there will be continued deterioration of infrastructure and service levels as a
result of an increasing maintenance backlog.
The service level provided by a water and wastewater system is determined by
its design, the asset value of the system and how it is operated. As a given system grows older, repairs and replacements must take place in order to maintain
designed service levels. If repairs and replacements do not take place, the service level will fall. Initially the fall in the service level will not be strongly felt
by the consumer and may be partly offset through "creative" operation of the
system. However, eventually service levels will fall until one day the system is
no longer operational. The change in the asset value of the system is used as an
indication of whether the system is being "sufficiently" repaired /maintained.

10
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The maintenance backlog expresses the cumulation of the fall in asset values.
Although the relationship between asset values and service level is indirect, the
maintenance backlog is still a good indication of the development in the service
level. The larger the backlog, the larger the likely fall in service.



%DVHOLQHVXSSO\RIILQDQFH

According to official statistics, financing of environmental expenditure today
constitutes 0.8% of GDP, most of which is for wastewater treatment. In addition hereto, 2.0% of GDP is spent on water supply.
The sources of this expenditure are:
•

user charges for operations (approximately MDL 265 million per year).

•

public budget funds for capital repairs hitherto approx. MDL 15 million
per year. Due to the Chisinau water and wastewater improvement project
where the state has to provide a grant of about 50% of the total investment,
the public budget contribution will be as high as MDL 50 million annually
in 2000 to 2002.

•

foreign grant financing (MDL 33 million per year).

The level of user charges (average) is equivalent to 3.5% of average household
incomes. However, reflecting a 65% collection rate, households’ payments are
on average equivalent to 2.3% of average household incomes. There is considerable room for increasing user payments primarily through increased collection rates. However, two issues need to be noted. First, affordability is much
better in Chisinau than in other parts of the country. This needs to be reflected
in differences in user charges and service levels. Second, all water utilities have
a tariff structure which implies heavy cross subsidisation of households by industry and budget organisations. For example, in Balti, the tariff for industry
and budget organisations is ten times the household tariff. The heavy crosssubsidisation gives rise to problems of collecting cash revenues from industries
and budget organisations and this issue needs to be address as well.
Two major loans have recently been channelled to the sector. These loans have
increased the supply of finance with a total of approx. MDL 600 million (USD
57.75 million) over a five-year period. An EBRD loan (USD 22.75 million) has
mainly been channelled to rehabilitation of water supply and wastewater in
Chisinau. In addition, there is a limited component of "green-field" investments
in the wastewater treatment. A Turkish loan (USD 35 million) targets partly
rehabilitation, and partly "green-field" investments in extension of water supply
in small towns and villages in the southern part of the country.
The so-called baseline supply of finance includes only committed finance.
Thus, the EBRD and Turkish loans are included (the Turkish loan is assumed to
be disbursed before year 2000). With regard to the future supply of interna-
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tional grants and loans, this is dealt with below under "Policy options to increase the supply of finance".



,QLWLDOILQDQFLQJJDS

Table 1 illustrates the environmental expenditure requirement resulting from
the environmental targets, the baseline supply of finance and the resulting financing gap.
Table 1

Environmental expenditure, baseline supply of finance and initial financing gap 2000 - 2020

MDL million (1999 fixed prices)

2000

2001

2002

2003

2004

2005

2010

2015

2020

Expenditure
Operational

270

251

227

209

209

209

209

209

209

Maintenance

320

316

311

307

307

307

307

307

307

Extraordinary renovation

80

278

80

0

0

0

0

0

0

Loan service

73

72

98

96

94

92

28

0

0

743

916

716

612

610

608

544

516

516

52

52

52

21

21

23

33

41

52

264

264

264

264

264

264

264

264

264

Internat. grants

0

0

0

0

0

0

0

0

0

Internat. loans

86

134

22

0

0

0

0

0

0

Total funding available

402

451

338

284

285

287

297

305

316

Initial financing gap

341

466

378

327

325

321

247

211

200

Total expenditure requirement
Supply of finance
Public budget (incl. EF)
Maintenance

Source: Background analyses, Chapter 16.

The environmental expenditure requirement of MDL 743 million in year 2000
results from the "maintenance and operations" expenditure of MDL 590 plus
loan repayments and some extra-ordinary rehabilitation, which is an integral
part of the EBRD funded project and the loan provided by the Turkish
government.
After 2002, the expenditure requirement decreases gradually to MDL 520
million due to cost savings (implemented through the Chisinau project) and
finishing of the repayment of the Turkish and EBRD loans.
The supply of finance is MDL 435 million in 2000, of which MDL 86 million
is international loan finance. The baseline supply of finance in year 2020 is
MDL 348 million.
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The maintenance backlog that results is illustrated below.

Source: Consultant’s calculations based on the Decision Support Tool

Figure 1



Backlog of maintenance year 2000 - 2020 assuming environmental
target expenditure and baseline supply of finance.

&ORVLQJWKHILQDQFLQJJDS

As shown above there is a substantial financing gap that needs to be closed.
The backlog of MDL 5,680 million over 20 years can be compared with the
replacement value - as built - of approx. MDL 15,000 million.
Fundamentally, the financing gap may be reduced through an increased supply
of finance or through reduced demand for environmental expenditure or a combination of the two. A reduction of the financing gap can also be sought
achieved through a reduction in the service level which however means a divergence from the target. The following two chapters investigate these potentials of the possible gap reducing measures, considering first demand reductions
followed by supply increases.

0ROGRYD0XQLFLSDO:DWHUDQG:DVWHZDWHU6HFWRU(QYLURQPHQWDO)LQDQFLQJ6WUDWHJ\



13

3ROLF\RSWLRQVWRUHGXFHGHPDQGIRU
HQYLURQPHQWDOH[SHQGLWXUH

There are two basic ways in which the demand for finance can be reduced:
•

Cost savings. Actions can be taken to promote savings of the costs in
service provision or promotion of reduced demand for water.

•

Service level reductions. Acknowledging the substantial financing gap,
service level reductions can be sought identified and implemented in cases
where the benefits outweigh the costs.

Below, the gap reducing potential of various specific options within these two
categories are investigated.



&RVWVDYLQJVDQGUHGXFHGGHPDQGIRUZDWHU

Energy consumption currently represents approximately 50 - 60% of the operational expenditure by water utilities. Reducing the demand for energy would
therefore go a long way to reduce overall demand for finance. The currently
ongoing rehabilitation project in Chisinau includes energy efficiency improvements as well as reduction of leakage and wastage.
A large share of the potential for cost savings is thus already included in our
baseline. This is because the Chisinau project is included in the baseline, and it
currently accounts for two-thirds of the operational costs.
The following proposals have been put forward by the Moldovian authorities:
•

Replacing all the remaining "old" pumps (which are highly inefficient)
with modern ones. The estimated energy saving of pump replacement
would be up to 50% of total energy use.

•

Supporting the tendency for private households to install water meters.
The experience of Chisinau has demonstrated that the demand for water
dropped considerably once a number of consumers started to install meters.

•

Reducing the level of leakage from the system.

14
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Each of these options is considered below.
Where practicable, replacing existing wastewater treatment facilities with constructed wetlands and lagoon treatment (techniques have low operating costs
compared to other methods of treatment) can also be considered. However, feasibility studies are necessary before this option can be developed further.
 5HSODFLQJDOOROGSXPSV
Pump replacements have been assumed not to invoke an additional financing
requirement onto the Apa-Canals. This is considered to be a valid assumption
because most pumps are beyond their effective lifetime. The analysis assumes
that pump replacements are given top priority in maintenance programmes and
that this priority means that energy use will be reduced by 50% over a period of
five years. The table and figure below illustrate the effect hereof.

Source: Consultant’s calculations based on the Decision Support Tool

Figure 2

Backlog of maintenance with and without comprehensive
pump replacement.

The cost saving potential is rather small. The accumulated effect amounts to
about 11% of the total financing gap. The reason for this is the fact that the
Chisinau project is already part of the baseline.
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Table 2

Effects of comprehensive pump replacement on financing gap
2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

341

321

247

211

200

3,473

5,680

Energy efficiency savings

0

15

45

45

45

200

650

Financing gap with pump
replacement

341

306

220

166

155

3,273

5,028

MDL million (1999 prices)

Initial financing gap

Source: Background analyses, Chapter 17.

 ([WHQGLQJWKHFRYHUDJHRIZDWHUPHWHUV
The experience from Chisinau has demonstrated that the demand for water can
be significantly affected by the use of meters. If water demand is reduced, this
means that the Apa-Canals have to pump and treat less water, and this can be
transformed into cost savings.
In Chisinau, 42% of the households have installed meters and are billed according to metered consumption rather than norms. This has contributed to the
decline in water demand in Chisinau since 1991. Per capita water production in
Chisinau is still high, showing a scope for further operational savings from demand reductions. However, this effect has already been included in the baseline
as part of the Chisinau Water and Wastewater Improvement Project.
In many of the smaller towns, current water production is much lower, i.e. in
the 200 lcd range. Consequently, the scope for further reductions is less than in
Chisinau. However, if and when the possibility for 24 hours supply is restored
in these towns, water savings measures can have an important role to play in
bringing water demand in line with production capacity. This can be promoted
through campaigns, enforcement of payment of water bills and water meter
programmes.
Technically, the cost analyses have assumed that the capacity of the system that
should be maintained and operated in the future is equivalent to the current
water production. Therefore, savings in water demand to bring demand in line
with current production will not have any impact on the calculated cost of operation and maintenance. The key benefit from reduced demand is that there
will be no need for capacity extensions in the smaller towns.
 5HGXFLQJWKHOHYHORIOHDNDJH
If leakage reductions are achieved, this will reduce the amount of water that the
Apa-Canals must pump and treat. Leakage reductions that are achieved through
large scale pipe replacement programmes are generally only cost-effective if
investments in system expansion can be avoided as a result.
The Chisinau water and wastewater improvement project includes a pipe replacement component. No additional large scale pipe replacement has been
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quantified as part of the environmental financing strategy. However, the analyses include pipe replacement corresponding to maintaining the average age of
the pipes in the ground.
Leakage may in many cases also be reduced by combining additional pressure
zones (which may require limited investments in for example pressure reduction valves) with a change in the mode of operations. The possibilities for operational savings will have to be investigated on a case by case basis by the
Apa-Canals.



6HUYLFHOHYHOUHGXFWLRQV

The considerable size of the baseline financing gap means that there is a risk
that an effort to seek to maintain the entire infrastructure proves infeasible. In
that case, the overall service level would be lower than in a case where efforts
had focused on priority parts of the infrastructure. The fact that this risk may
materialise puts an emphasis on the need to consider means of prioritising the
infrastructure. Inherent in such an exercise would be the need also to reconsider
current service level standards.
 :DWHUVXSSO\
Until now the "Law on Potable Water" has the specific aim (and the standard
design criteria have assumed) that urban water supply is based on centralised
piped systems. A service level with piped water from central systems with high
regularity as the means of ensuring the supply of good quality water does not
seem to be affordable at all locations. Thus, alternatives should be identified
and evaluated. In particular the option to establish a large number of deep boreholes with handpumps and quality water could and should be investigated, also
for cities with up to 25,000 inhabitants.
The scarcity of good quality ground water resources makes it difficult to make
a general assessment, as it would require an explicit inclusion of all the specific
local conditions. It is recommended to initiate such (feasibility level) assessments. A previous World Bank study came to the same conclusion in 1997.
 :DVWHZDWHUWUHDWPHQW
The Moldovian authorities accept that in certain circumstances even the existing situation may not be affordable and a reduction of standards and/or services
will prove necessary. Against this context the MoETD made the following
proposals:
•

Increase the current very strict emission limits to levels that are realistic

•

Omit biological treatment in smaller towns (less than 10,000 population)
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Emission limits
One possible measure is to increase the current (very strict) emission limits to
levels (for example EU levels) that are realistic in terms of the polluter’s ability
to treat emissions (one suggestion mooted was to increase BOD limits from 3.5
mg/l to 15 mg/l). Such a measure would allow the Apa Canals to plan treatment
facilities that aim to provide realistic levels of treatment. There is no cost reduction from this measure as it basically adjusts regulations to the design capabilities of the installed technology. There may however be a reduction in transfer payments from the Apa-canals to the state budget and the environmental
funds because fees and fines for emissions are reduced. However, today the
fees and fines incurred as a result of exceeding emission limits are quite small.
Consequently, the effect on the financing gap is negligible.
Mechanical treatment in most towns
The Ministry has indicated its willingness to rely on mechanical treatment only
in smaller towns (less than 10,000). This reflects the existing situation (where
the biological treatment facilities are in place but not working). In fact biological treatment facilities are in place, but not working even in many towns with
populations of 10,000 - 50,000.
However, the operation and maintenance cost reductions from relying on mechanical treatment only in small towns up to 10,000 population is very limited,
approx. MDL 5 million per year or 1.5% of the initial financial gap. In addition
there is a cost saving since capital repairs would be necessary to bring back
those (few) mechanical - biological plants to their design functionality. The
saved capital repairs are assessed to be in the order of MDL 25 million.
Table 3

Cost savings potential from mechanical treatment in towns less than
10,000 population

MDL million (1999 prices)

Initial financing gap
Operate mechanical treatment in small towns
Resulting financing gap

2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

341

321

247

211

200

3,473

5,680

25

5

5

5

5

70

120

336

316

242

206

195

3,423

5,580

Source: Background analyses, Chapter 17.
Note: The cost of capital repairs has for illustrative purposes been included in year 2000. In
the calculations and elsewhere these capital repairs are assumed to take place in 2001-03.

A more ambitious service level reduction would be to provide no wastewater
treatment for towns with a population below 10,000 (very few have treatment
today) and to provide mechanical and biological treatment for Chisinau and
Balti only and mechanical treatment for all other towns with a population of
more than 10,000.
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This could give an additional reduction of operation and maintenance costs by
about MDL 20 million annually. Furthermore, there is an additional capital cost
saving in the early years. Capital repairs (mainly equipment) would be necessary in order to restore the mechanical and biological treatment plants to their
design functionality. The consultants have estimated the additional cost hereof
to be MDL 200 million on the assumption that most of the equipment etc. necessary for biological treatment would have to be replaced. The sum of saved
capital repairs and saved operational costs is equivalent to 10% of the financing
gap.
Table 4

Cost savings potential from mechanical treatment all towns except Balti and Chisinau,
no treatment in the smallest towns

Type of option / Million MDL
(fixed 1999 prices)

2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

Initial financing gap

341

321

247

211

200

3,473

5,680

Mechanical treatment in all towns except
Balti and Chisinau and no treatment
in towns less than 10,000 population

200

20

20

20

20

405

605

Resulting financing gap

141

301

227

191

180

3,093

5,100

Source: Background analysis, Chapter 17
Note: The cost of capital repairs has for illustrative purposes been included in year 2000. In the calculations and
elsewhere these capital repairs are assumed to take place in 2001-03

Source:

Figure 3

Consultant’s calculations based on the Decision Support Tool

Backlog without and with reduced WWTP service.
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It is initially surprising that the expenditure savings are not larger from such a
seemingly drastic measure. However, it should be noted that: approximately
70% of the current wastewater treatment expenditure is incurred in Chisinau
and Balti; the cost differential between maintaining a mechanical versus a
mechanical - biological plant is not very big; and that the operational savings in
moving from MB to M treatment only is less than 50%.
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3ROLF\RSWLRQVWRLQFUHDVHVXSSO\RI
ILQDQFH

The decision to increase the allocation of public funds for environmental expenditure is ultimately a political one. However, the results shown in the previous chapter clearly demonstrate that the existing service level will soon deteriorate further and significantly unless additional expenditure for maintenance is
incurred.
Furthermore, the previous results show that such additional expenditure cannot
be financed through the cost saving and service level reduction measures that
were investigated. Thus, to achieve the modest targets it is sine qua non to raise
considerably larger volumes of finance than the current finance levels.
There are several options to increase the supply of finance:
•

An increase in public (capital) expenditure available for water supply
and wastewater treatment.

•

Additional foreign financing on concessional terms.

•

Increase collection rates for households to 85% and a minor increase in
user charges.

•

For other consumers a combination of long term removal of cross
subsidies, improved collection rates (to 85%) and elimination of
non-cash payments.

The effects of each of these options are considered below.



3XEOLFEXGJHWILQDQFH

In the past decade, the level of capital investments in water supply and wastewater constituted only 0.8% of total public expenditure net of debt servicing
(approx. MDL 20 million 1999 prices). Hereof environmental expenditure
(wastewater collection and treatment) constituted 0.6% to 0.7% of total public
expenditure and water supply capital investment constituted 0.2% of public
expenditure. By international standards, these are relatively low levels of public expenditure for environmental purposes.
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An aggressive increase to 2.0% of total public expenditure (after debt servicing) would mean an increase to MDL 50 million. However, this means more
than a doubling of public capital expenditure to the sector. The Chisinau water
and wastewater project environmental expenditure involves a commitment also
on behalf of the Government of the Republic of Moldova to allocate financial
resources in support of this project. This commitment will be reflected in a
three-fold increase in environmental expenditure over the years from 2000 to
2002. In other words, meeting the governmental commitments involved in the
Chisinau project will mean that environmental expenditure reaches a level of
2.0% of public expenditure (net of debt service). This can be an indication that
the public sector can commit the financial resources in that order of magnitude
provided that financial commitment can leverage international financing for
priority water and wastewater projects.
The table below illustrates the effect of an increase of public sector financing.
Table 5

Direct effect of increase in public sector financing up to 2.0% of public expenditure (net of debt
servicing)

MDL million (1999 prices)

Initial financing gap
Increase public finance to 2.0% of public expenditure (net of debt servicing)
Resulting financing gap

2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

341

321

247

211

200

3,473

5,680

0

21

31

40

51

194

609

341

300

216

171

149

3,279

5,071

Source: Background analyses, Chapter 17.

There is no effect in the initial years. This is because the financing for the
Chisinau water and wastewater project is already included in the baseline.
The effect increases as public budgets increase as a direct result of the
assumed GDP growth.
The table illustrates that the effect on the financing gap from this increased
public expenditure is substantial. It corresponds to 11% of the total financing
gap. However it is not sufficient to make a severe dent in the financing gap.
Added benefits are coming from the leverage of international funds.



,QWHUQDWLRQDOGRQRUVDQG,),V

International donors follow government priorities. Therefore, it is essential to
clearly demonstrate that environmental expenditure really is a national priority.
Once achieved, the most obvious source for support with investments is a concessional loan from a major donor or IFI. An IDA loan could be such a loan.
In view of the debt service burden of Moldova it is important that the loan is
highly concessional, because Moldova’s ability to service loans on near to
commercial terms is highly limited if not fully absent. Both the EBRD loan and
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the Turkish loan are on near commercial terms (with sovereign guarantees).
Moldova cannot afford and does not have the capacity to take up further loans
on near commercial terms in any large scale.
An increase in public capital expenditure for water supply and wastewater can
attract additional foreign concessional financing to the sector. Here we have
assumed that an additional MDL 1 million public capital expenditure generates
MDL 3 million of concessional foreign financing for the sector. Partly this may
be "fresh" money, but it is likely to be largely a re-allocation of donor support
towards the water and wastewater sector. Using a leverage of 1:3 additional
public capital investments of MDL 35 - 45 annually over a five year period will
leverage a loan totalling MDL 651 million in additional foreign finance over
five years, or MDL 130 million (USD 12 million) per annum. This is equivalent
to 6 - 10% of the total official development assistance which Moldova has received per annum in recent years. It is thus a high, but not unrealistic share
for the water and wastewater sector. In the calculation, it is assumed that international concessional finance will be available for a period of seven years
(2003 - 2010), i.e. that the loan will follow immediately the final payment on
the EBRD loan. In the calculations, the following loan conditions have been
assumed: a 10-year grace period followed by a 30-year payback period; and
in interest rate/service charge of 1%.
Table 6

Effect of public sector financing equivalent to 2.0% of public expenditure, international
concessional loan and continued grant financing

Type of option / Million MDL (fixed 1999 prices)

Initial financing gap

2000

2005

341

321

2010

2015

247

2020

211

200

Σ
2000 to
2010

Σ
2000 to
2020

3,473

5,680

Increase in public sector financing to 2.0% of total
public expenditure (net of debt service)

0

21

31

40

51

194

609

Concessional loan (IDA terms)

0

131

0

0

0

651

651

33

33

33

33

33

363

693

308

136

185

138

116

2,265

3,727

Foreign grants
Resulting financing gap

Source: Background analyses, Chapter 18
Note: The concessional loan is more than three time the public expenditure shown, because the full concessional loan is
additional to the baseline, whereas there is some public expenditure already in the baseline.

Furthermore, Moldova has in recent years received approximately MDL 33
million annually in grants for the water and wastewater sector (mainly for technical assistance). It should be possible to maintain this level of grant financing.
However, this should be based on a determined policy to continue to focus donor attention on water supply and wastewater and to integrate environmental
policy concerns in other policy areas (such as consideration of groundwater
and surface water pollution as part of agricultural projects).
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Jointly the additional public finance, international loan and continued foreign
grants could contribute 34% to closing the financing gap.
The table below provides a "close up" of the foreign loan. It covers the years
relevant for the concessional loan.
Table 7

Additional public sector financing and leveraged loan
2000

2003

2004

2005

2006

2007

2015

2020

Additional public budget

0

13

16

21

23

27

40

51

Concessional loan

0

101

112

131

144

163

0

0

Loan service

0

0

0

0

0

0

-20

-38

Net financing

0

114

128

152

167

190

20

13

Source: Background analyses, Chapter 18



5HYHQXHVIURPXVHUFKDUJHV

It is the policy of the Government of Moldova that users should pay the full
cost of water and wastewater services. At the same time there are considerable
concerns about the ability of households to pay increased water service charges,
not least in view of the recent very large increase of energy and heating
charges.
The user charges in Moldova are already quite high and constitute on average
3.5% of average household incomes. However, collection rates could be increased significantly both for households and industry.
The cost savings, service level reduction and increased financing from public
and foreign sources options analysed above are insufficient in themselves to
close the financing gap. Therefore, increased payments from users are essential
to achieve the modest target of sustaining the existing situation within a time
horizon of twenty years. The possibility and effect of increased payments from
users is discussed below.
 +RXVHKROGV
In the calculations, the following has been assumed:
•

Tariffs (user charges) increase slightly from 3.5% of average household
incomes to 3.8% in the year 2000

•

Collection rates for households increase from 65% to 85%. In Chisinau
this is effectuated already in the year 2000 as a consequence of the Chisinau Water and Wastewater while in the other towns this happens over a
five-year period.
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The effects are illustrated in the table and figure below.
Table 8

Effect of increased collection rate and slightly increased user charges in real terms for household
consumers 2000 - 2020

MDL million (1999 prices)

Initial financing gap
Increase of collection rate to 85% etc.
Resulting financing gap

2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

341

321

247

211

200

3,473

5,680

31

63

105

160

230

701

2,390

311

259

142

51

-29

2,772

3,290

Source: Background analyses, Chapter 18.

The main increase in the revenue from households is attributable to the growth
in income that results from the assumed GDP growth. It is assumed that the
tariffs are adjusted to keep the water bill at a level where it constitutes a constant share of the average household income throughout the 20-year period.

Source:

Consultant’s calculations based on the Decision Support Tool

Figure 4

Backlog without and with increase in collection rates and slight
increase in tariffs in real terms from household consumers.
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 1RQKRXVHKROGFRQVXPHUV
For other consumers, the calculations assume that actions are taken that result
in the following:
•

Cross subsidies are phased out over a period of twenty years. By 2020
other consumers pay the same unit rates as households.

•

Collection rates for households increase from 65% to 85%. In Chisinau
this is effectuated already in the year 2000 as a consequence of the Chisinau Water and Wastewater Project. In the other towns this is assumed to
happen over a five-year period.

•

Non-cash payments are completely phased out. The budget law for the
year 2000 made all forms of non-cash payment by public entities illegal.
The calculations conservatively assume that the share of non-cash payments will be reduced from its present level of 95% (for non-households)
to 50% during the first five years, and to 0% during the following 15 years.

The combined effect of reduced cross-subsidies, improved collection rates and
phasing out of non-cash payments is illustrated in the table and figure below:
Table 9

Effect of increased collection rate phase-out cross subsidies and non-cash payments for nonhousehold consumers 2000 - 2020

MDL million (1999 prices)

Initial financing gap
Increase of collection rate to 85% and phase out of
subsidies and of non-cash payments
Resulting financing gap

2000

2005

2010

2015

2020

Σ
2000
to 2010

Σ
2000
to 2020

341

321

247

211

200

3,473

5,680

32

57

32

1

-33

484

457

308

263

215

210

167

2,989

5,223

Source: Background analyses Chapter 18.

The table shows that additional revenue is generated in the first years. This is a
result of the increased collection rate and increased share of cash payments. In
the longer run this effect is neutralised by the removal of cross-subsidies. However, removal of cross-subsidies is likely to contribute to the achievement of
high collection rates and full cash payment from cash strapped enterprises.

0ROGRYD0XQLFLSDO:DWHUDQG:DVWHZDWHU6HFWRU(QYLURQPHQWDO)LQDQFLQJ6WUDWHJ\

Source:

Figure 5
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Consultant’s calculations based on the Decision Support Tool

Backlog without and with increased revenues from
non-household consumers.

3ULYDWHVHFWRUGHEWILQDQFH

In the short and medium term there is limited scope for private sector debt financing. The banking sector in Moldova is still in a consolidation phase and it
will take several years before water utilities (outside Chisinau) become attractive partners for debt financing. In the case of investments with a very short
pay-back period there may be (limited opportunities), notably:
•

The establishment of a credit line for environmental investments, which
could benefit from interest rates and conditions that are more generous
than on the local market. Both the World Bank and the EBRD have experience in supporting such types of credit lines.

•

To encourage such "win-win" investments, the MoETD should seek to
provide these investment incentives – most obviously by raising pollution
charges (the present levels are low) and by making sure that they are effectively enforced - which they are not today.

The volume of investments is however likely to be small and the effect from
these options has therefore not been quantified.
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6FHQDULRDQDO\VHV

This chapter summarises the analysis of the policy options described in the
previous two chapters. It is necessary to combine several actions because none
of the options investigated can achieve a satisfactory financing gap reduction
alone. The combinations or packages of actions, we call scenarios.
It is possible to combine the recommended actions in other ways than the ones
presented here. However, the two scenarios presented are realistic and illustrative of the policy options available. The scenarios investigated are:
•

"User pays" scenario. This scenario brings significant increases in revenues from consumers and additional grant financing combined with cost
savings and more realistic standards for wastewater treatment.

•

The additional financing scenario. This scenario combines the user-pays
scenario with additional public budget funding and matching (leveraged)
concessional finance in the form of a USD 62 million loan over five years.

The composition of each scenario is outlined in the following sections.
The sections also describe the result in terms of the possibility to achieve
the environmental targets.



8VHUSD\VVFHQDULR

For cost-saving measures, the following has been assumed:
•

cost savings are achieved through the following measures:
replacement of pumps;
extended coverage with meters;
water savings campaigns; and a
systematic programme for pipe replacement

For more realistic wastewater treatment standards the following has been
assumed:
•

Emission requirements to comply with EU requirements (no cost saving);

•

Maintain current (rather than design) service level for wastewater
treatment.
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For user revenues, the following has been assumed:

Table 10

•

implementation of the necessary institutional actions;

•

increase collection rates for both household and non-household
consumers to 85%;

•

increase household tariffs from 3.5% of average household
income to 3.8%;

•

phase out of cross subsidisation over a 20 year period;

•

increase share of cash payment to water utilities to 100%.

The "User pays" scenario

Million MDL
(fixed 1999 prices)

Σ
2000 to
2010

Σ
2000 to
2020

3,473

5,680

2000

2005

2010

2015

2020

341

321

247

211

200

0

15

45

45

45

200

650

Current service WWTP

25

25

25

25

25

475

725

Total additional user charges of which:

63

120

137

161

197

1,185

2,847

-

Additional households

31

63

105

160

230

701

2,390

-

Additional non-household

32

57

32

1

-33

484

457

33

33

33

33

33

363

693

Resulting gap

220

128

7

-54

-99

Backlog

220

1,053

1,250

1,163

764

Initial financing gap
Energy savings

Additional foreign grants

Source:

Consultant’s calculations based on the Decision Support Tool
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Source:

Consultant’s calculations based on the Decision Support Tool.

Figure 6

Backlog with target expenditure and baseline supply of finance vs. "user
pays" scenario.

Despite the severe policy measures, these measures are not sufficient to achieve
the target of maintaining the existing situation. Even with success of all the
policies listed above water supply and wastewater infrastructure will continue
to deteriorate for another 10 -12 years. Only then will it be possible to renovate
the system back to the current shape within another 15-20 years.



$GGLWLRQDOILQDQFHVFHQDULR

If the financing gap should be closed within a shorter time frame than the one
that results from the "user pays" scenario, additional measures are needed. Such
measures aim to provide additional finance through:
•
•

more financing from public budgets;
and a concessional loan.

In the model based analysis of the "additional finance" scenario it has been
assumed that the following finance is made available:
•

Public environmental expenditure is increased to 2% of total public
expenditure (net of debt service)
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This assumption in itself would contribute to reducing the financing gap
as illustrated below.

Source:

Consultant’s calculations based on the Decision Support Tool.

Figure 7

Backlog with target expenditure and baseline supply of finance vs. additional public finance.

In addition the scenario provides for:
•

A concessional loan of MLD 651 million (USD 62 million) over the
five year period 2003 - 2007.
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The loan in itself would contribute to reducing the gap as illustrated below.

Source:

Consultant’s calculations based on the Decision Support Tool

Figure 8

Backlog with target expenditure and baseline supply of finance
vs. USD 62 million concessional loan.

The effect of using public finance to leverage a concessional loan (i.e. a combination of the above two) in addition to the actions taken under the "User pays"
scenario is illustrated in the table and figure below.
Table 11

The "additional finance scenario"

Financing gap in "user pays scenario"

2000

2003

2004

2005

2006

2007

2015

2020

220

176

153

128

114

39

-54

-99

Additional public budget

0

13

16

21

23

27

40

51

IDA loan

0

101

112

131

144

163

0

0

Loan service

0

0

0

0

0

0

-20

-38

Net financing

0

114

128

152

167

190

20

13

New financing gap

220

62

25

-24

-53

-151

-74

-113

Backlog with additional financing

220

657

682

658

606

454

174

-278

Source:

Consultant’s calculations based on the Decision Support Tool
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Source:

Consultant’s calculations based on the Decision Support Tool.

Figure 9

Backlog with target expenditure and baseline supply of finance vs.
"additional finance" scenario.

Thus, the model-based analyses show that a combination of all the actions
assumed in the "additional financing scenario" is sufficient - and necessary to close the gap. It will still take 5 years to close the gap mainly due to the time
it takes for the policy measures to have effect. By the year 2005, the model
estimates the backlog of maintenance to amount to about MDL 650 million.
This backlog can then be removed in approximately 13 years.
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Only a very dedicated effort supported by quite optimistic economic growth
rates of 5% per year can close the gap and provide a service level similar to
today’s level within the 20 years time horizon.
This dedicated effort should aim to implement the following measures that directly aim to increase the supply of finance or to reduce the demand for finance.
The necessary measures are listed in the below sections. Furthermore, there are
a number of equally important, but indirect, measures and actions that should
be implemented or taken simultaneously. They are important either because
they provide the necessary conditions for the active implementation of the
direct measures, or because they substantially enhance the desired effects
from the more direct measures.
The below three sections summarise the recommended measures and actions to
be taken to increase the supply of finance and to reduce the demand for finance.



0HDVXUHVWRLQFUHDVHWKHVXSSO\RIILQDQFH

The supply of finance should be increased substantially through the following
direct measures:
•

Increase public sector financing
An increase in the allocation per year from the public budget for environmental expenditure to constitute 2.0% of GDP net of debt services. The
government has already, through its commitments regarding the Chisinau
project, obligated itself to such an increase for the period 2000-2003,
and this level should be implemented in the 2001 - 2003 budget laws and
maintained also after 2003. The water and wastewater sectors should maintain their current relative shares of the environmental expenditure, and the
dominant share of the increased allocation should be used for capital repairs
(investment) purposes. The latter aims to enhance the leveraging effect
from the measure as foreign donors tend to require co-financing of capital
repairs and rehabilitation projects.

•

Increase user charge levels
Increase tariffs (user charges) to a level corresponding to 3.8% of household incomes in year 2000, and to maintain that level for the coming years.
This is only a small increase in real terms relative to the prevailing level of
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tariffs (user charges) in 1999. It is essential that tariffs are adjusted for inflation every year. If inflation should become double – digit, adjustments
would have to be made more often, for example quarterly.
•

Increase collection rates
Strengthened enforcement of user charge payments to achieve collection
rates of 85% for households, industry and budget organisations. In Chisinau this is expected to happen in year 2000 as a result of the Chisinau
project. For all other Apa-Canals enforcement of tariff payments should
have very high priority.

•

Phase out non-cash payments
The share of non-cash payments should be phased out. The government
has already taken an important step in this direction with the recently introduced stipulation that budget organisations can only settle their bills
in cash. It should be ensured that such actions taken vis-à-vis the budget
organisations involve realistic budgeting that enables these organisations
to pay their bills in cash. Otherwise there is a risk that collection rates will
fall as a result of the prohibition of non-cash settlements.

•

Successfully raise a concessional loan amounting to approx.
USD 60 million to be made available as soon as possible
The government should actively seek to raise a concessional loan, preferably on IDA conditions (i.e. 10-year grace period, 30-year pay-back and 1%
of interest). To this end, it is absolutely crucial that all of the above measures are implemented effectively. This can demonstrate the ability of the
country and the relevant stakeholders to implement such a loan effectively
and to service the loan properly. The below listed supporting policy measures are equally important in terms of demonstrating the abilities of
Moldova to administer such a loan.



0HDVXUHVWRUHGXFHWKHGHPDQGIRUILQDQFH

The demand for finance should be sought reduced through the following
measures:
•

Framing and implementation of an accelerated programme
for pump replacements.
Pump replacements should be given the top priority of maintenance programmes resulting in a complete replacement of all pumps with new ones
in year 2005. This is already part of the Chisinau project, but similar
actions should be taken in other Apa-Canals.

•

Maintain current (rather than design) service level for
wastewater treatment
This action implies a political acceptance of the current situation with
respect to wastewater treatment. If this is not acceptable an additional
MDL 600 million will be needed in financing.
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•

Increase the limit for emissions to EU standards
The current very strict emission limit (for example 3.5 mg/l of BOD5) is
infeasible given the designed technologies of the existing plants. Consequently, the level should be reduced as quickly as possible to the realistic
and feasible level (for example a level of 15 mg/l). This measure will not
give rise to any significant cost or demand reductions, but it will substantially enhance the credibility of the legislative framework governing the
Apa-Canals. There will be a minor effect on revenues through slightly
reduced payments of fees and fines.

•

Effectively support and promote an extended meter coverage
The increased user charges and the increased collection rates listed provide
an increased incentive for the use of meters. The effect of this incentive
should be further supported. There are various possibilities to support such
increased metering. One could for example consider a scheme whereby the
Apa-canal loans the consumers money for the meter and these money are
then repaid through the water bill until the meter is paid.

In addition, the potentials of the following demand reducing options should be
further investigated:
•

Replacing existing wastewater treatment facilities with constructed wetlands and lagoon treatment. Such technologies have low operating costs
compared to other methods of treatment. However feasibility studies are
necessary before such options can be further developed.

•

Lastly, but very important, the issue of what an appropriate service level is
for water supply in small towns need to be considered and a feasibility
study carried out. In particular the option to establish a large number of
deep boreholes with handpumps and quality water could and should be
investigated also for cities with up to 25,000 inhabitants.



6XSSRUWLQJSROLF\PHDVXUHV

The effects from the above measures should be provided for or supported
through the simultaneous implementation of the following actions or measures:
•

Macro-economic stabilisation
Continuation and strengthening of the macro-economic stabilisation policies are essential to provide for the assumed long termed growth rates. This
also includes the movement away from the use of arrears and quasi money
as a deficit financing mechanism at all levels of government.

•

Phase out of cross subsidies
Cross subsidies should be phased out resulting in similar rates applying to
all consumer groups by the year 2020. While this measure in itself will result in reduced revenue it is an important supporting measure to achieve
the targeted increased collection rates and to successfully phase out the
non-cash payments. It is however essential that existing water and waste-
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water tariff policies are reviewed with the aim to phase in the reduction of
cross-subsidisation in a manner which does not give drastic revenue losses.
•

Consolidation of the Moldova banking sector
The consolidation, achieved through for example enforced supervision, of
the Moldovian banking sector is essential to provide for an improved access in the longer run to domestic credits for investment purposes.

•

Integration of environmental policy concerns in other policy areas (e.g.
agricultural projects should also address soil erosion and groundwater and
surface water pollution). The MoETD is already active in this area. Furthermore, the UNDP supported Agenda 21 project seeks to integrate a
strategy for national economic development with environmental issues.
This project has high level political support in Moldova.

•

Use of the revenues of the national environmental fund in a focused
way on a few key water supply projects. This requires enforcement of a
clear strategy and an effective project cycle. Given the substantial increases in the revenues of the fund, it is essential that its managerial capacity is increased and enhanced to enable the fund to be a fully competent
and effective means of allocating domestic financial resources for environmental purposes including the water and wastewater sectors.

•

Transfer of ownership and responsibility of water utilities to Zhudets
The government has already initiated this difficult process. The process
may contribute significantly to an enhanced responsiveness to water consumers, including but not limited to achievement of more realistic service
levels. However, this will require that water utilities are provided significant operational and financial autonomy in the process.
Emphasis should be assigned to the importance of complementing such
transfers with necessary legal changes that allow for credible enforcement
of water bills in particular against households and budget organisations.
This will include a thorough review of the current enforcement practices
including, but not limited to, the option to cut-off non-payers, and a review
of the payment procedures for water bills.

•

Focus attention on attracting donor finance to water supply.
Projects could be coupled with agricultural projects to include sustainable
farming issues, and with public health projects to address the issue of polluted rural water supply. Efforts could aim also to attract grants for pilot
projects to demonstrate least cost technologies. Examples of the latter
could be pilot projects demonstrating least cost technologies such as those
described below.

•

Successfully continue to mobilise TA from donors
This is essential to enhance the managerial capacities at all stakeholder
levels including Apa-Canals, and to enhance the capacity for project formulation and implementation. In the nearest years focus should be on project formulation for the concessional finance to be sought.
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