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FOREWORD 

This project was undertaken by the OECD with the financial support of the Govern-
ment of Finland. Their contribution is gratefully acknowledged. 

The project was implemented through the ongoing National Policy Dialogue (NPD) 
on water conducted in Kyrgyzstan in co operation with the European Union Water Ini-
tiative (EUWI).

Objectives of the project and this report

This report summarises key issues facing the rural water supply and sanitation 
(RWSS) sector in EECCA countries and provides specific guidance (through the Guide-
lines presented in Chapter 3) on practical ways to address them so that to achieve 
greater levels of water security in rural areas.

Target audience and report structure

The target audience of this report comprises: i) policy makers, ii) practitioners (op-
erators, local public administrations, rural communities concerned) at the national; 
oblast and rayon; and local levels, 

iii) water professionals / expert community; and iv) donors and development part-
ners.

Part I of the report presents the rational and background for developing the Guide-
lines (Introduction and Chapter 1), Chapter 3, the central, action-oriented feature of 
the report, focuses on what can be done, to improve the situation and progress to-
wards water-related SDGs and other policy targets i.e. guidance on sound and innova-
tive approaches to strengthening the sector

Part II reports on the process of, and lessons learnt from, pilot testing the draft 
Guidelines in a rural community in the Kyrgyz Republic.

Finally, Part III of the report contains background analysis of WSS sector in EECCA 
based on which the Guidelines were drafted.  Chapter 5 is about what, providing a fac-
tual overview of the current situation. Chapter 6 focuses on why, the underlying factors 
which contribute to low access to good quality water supply and sanitation. 
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ABBREVIATIONS AND ACRONYMS

ADB – Asian Development Bank; AO – ayil okmotu (lowest level rural administrative 
district); ARIS - Community Development and Investment Agency of the Kyrgyz Repub-
lic; BM (SBM) (sustainable) business model; BRIICS – Brazil, Russia, India, Indonesia, Chi-
na, South Africa; CAPEX – capital expenditures; CBM – community-based management 
(model); CC – coordination council; CDWUU – Community Drinking Water User Unions; 
DFID – United Kingdom’s Department for International Development; DDWSS - Depart-
ment for developing (drinking) water supply and sanitation; DDWSSD - Department 
of Drinking Water Supply and Wastewater Disposal; EAP Task Force – Task Force for 
the implementation of the Environmental Action Programme (for Central and Eastern 
Europe); EBRD – European Bank for Reconstruction and Development; EC – European 
Commission; EECCA - Eastern Europe, the Caucasus and Central Asia (region); EU – Eu-
ropean Union; EUWI – European Union Water Initiative; GIZ – German technical assis-
tance agency; GoKR – the government of the Kyrgyz Republic; Gosstroy - State Agency 
of Architecture, Construction and Communal Services; GREEN Action Programme Task 
Force (former EAP Task Force); GSO – Group of Senior Officials; HH - household; IFI 
international financial institutions; IWRM - Integrated Water Resources Management; 
KfW – German development bank; KR – Kyrgyz Republic; LSG - local self-government; 
LLO – limited liability organisation (commercial); MS - member-state; NPD – national 
policy dialogue (on water); NSDS – National Sustainable Development Strategy 2013-
2017; OECD – Organisation for Economic Co-operation and Development; OPEX – op-
erational expenditures; O&M – operations and maintenance; NLA - normative legal 
act; NRW – non-revenue water; PSP – private sector participation; RBMP – river basin 
management plan; ROC- regional operating company; RWSS – rural water supply and 
sanitation; SAACCS – State Agency for Architecture Construction and Communal Ser-
vices; SDC – Swiss Development Co-operation; SP – Standpipe; TAC - transaction costs; 
UNDP - United Nations’ Development Programme; UNECE – United Nations’ Economic 
Commission for Europe; USAID - United States’ Agency for International Development; 
Vodocanal – water utility; WB – World Bank; WSS – water supply and sanitation; WUA – 
water users association. 

GLOSSARY

Rural WSS – in this document covers domestic water supply and sanitation in small 
towns and rural settlements (hereinafter – rural areas)

The nexus - stands for the water, food and energy security nexus.
Water security – in this document is understood as (i) accessible and affordable 

domestic WSS services, secured, safe and reliable potable water supply and sanitation 
- also in the periods of water-related disaster (e.g. mud-flows, floods and droughts); 
and (ii) protection of settlements, human life and economic assets, and WSS systems 
against water-related disasters and consequences thereof. 

Business model /sustainable business model refers to the appropriate scale for 
organizing water and sanitation services, the scope of services provided; tariff setting 
and securing revenue streams to cover the operation and maintenance costs of water 
services and infrastructure, within existing affordability constraints; and the role of the 
private sector. A further dimension for consideration is the aggregation of water servic-
es with other services (e.g. energy, or waste management).

EXECUTIVE SUMMARY

Rational and Objectives

It is estimated that 30-40% of WSS systems in rural settlements worldwide are not 
functioning at any one time. This is at least partly due to the unsustainability of their 
respective business models, highlighting the urgency of focusing on rural water supply 
and sanitation (RWSS), and specifically on applying appropriate business models. While 
progress has been made in EECCA countries, which share a common Soviet legacy, no 
single country has yet ‘solved’ the problem. 

The present Guidelines were developed to help rural settlements and small towns 
in EECCA countries develop and improve sustainability of their WSS services and ulti-
mately achieve greater levels of water security in rural areas. Introducing a sustainable 
business model is considered a key step, and links to other reform elements. 

The Guidelines complement the Almaty Guiding Principles for reform of urban wa-
ter supply and sanitation (2000), with options for implementing reforms supported by 
national governments. They guide stakeholders on how to proceed and in which or-
der to implement selected reforms. They introduce practical measures for: i) creating 
conducive legal, regulatory and institutional frameworks; ii) building capacity; and iii) 
introducing sustainable business models for operating, maintaining and financing rural 
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WSS systems. The Guidelines were partially pilot tested in the Kyrgyz Republic (KR), and 
revised based on lessons learned there, which are described in Chapter 4. 

Note on the Guidelines

The Guidelines serve as a reference tool for decision makers, sector stakeholders 
and practitioners. It is hoped that they will promote an enabling environment and help 
identify sustainable business models for RWSS under varying conditions. They are in-
tended to be practical, addressing real world conditions and problems faced by nation-
al, regional actors, as well as local self-governments and WSS operators. They do so by 
drawing on good practice and policies in the sector.

The Guidelines 

At the national level, the guidelines call for: i) developing a sound policy for WSS; 
ii) creating a conducive policy framework; iii) setting feasible targets and developing 
strategic and mid-term plans for achieving them; iv) integrating sector plans into broad-
er policy frameworks, mid-term and annual budgets, and ensuring policy coherence; 
v) developing sounds regulations; vi) developing the right incentive structure; vii) en-
suring sufficient and cost-effective state support to WSS and, finally viii) raising public 
awareness about, and mobilising political support for, the WSS policies and strategies.

At the regional level (comprising Basin, Oblast and Rayon) the guidelines call for 
developing master plans and technical capacity of WSS personnel and providing sup-
port to local RWSS. 

At the local level, 15 recommended steps are described, each of which is presented 
in table form, and covers the purpose and objectives, description, options, actions, and 
references. The guidance may not apply in every case, but it can be used as a checklist 
for users, helping them to ensure they have at least considered all critical elements. 

Steps for introducing a new RWSS sustainable business model at the local level 

1. Organise stakeholder consultations
2. Conduct situation analysis and needs assessment
3. Determine objectives, select appropriate business model  
4. Engage local facilitators 
5. Assess options for private sector involvement
6. Identify financing sources and raise financing
7. Review and revise tariff structures
8. Review contracting options

9. Design incentive mechanisms
10. Develop an action plan
11. Conduct procurement/tender process for new operator
12. Contract a new operator
13. Hand over to new operator
14. Develop a dispute resolution mechanism
15. Monitor and evaluate progress

Pilot testing in Ak Bashat rural district, Kyrgyzstan

The draft Guidelines were successfully pilot tested in Ak Bashat rural district (Kyrgyz 
Republic), then revised and expanded based on lessons learnt. Not all the milestones 
envisaged in the draft Guidelines were fully completed and tested, however, given time 
constraints. The main tasks during pilot testing of the draft Guidelines in the district were: 
to assess the existing drinking water supply system; to assess the tariff structure and ef-
ficiency of payment collection; to prepare recommendations for improving the business 
model of the drinking water operator; and to introduce a sustainable business model. 

However, following the adjustments made to the Guidelines after the first pilot 
testing, they could be recommended to apply throughout KR and for pilot testing in 
other countries in the region. 

Background Analysis: Status of the Sector and Key Challenges in Provision of 
Sustainable RWSS in EECCA and KR

The Guidelines were drafted on the basis of a background analysis presented in 
Part II of this report. It helped identify key problems and challenges faced by RWSS in 
EECCA countries. Starting with low access to RWSS (compared to what governments 
and populations of EECCA aspire to) the challenges are numerous and can be daunting. 
They range from low service quality and health issues, to poor sanitation conditions 
to inefficient use of resources, low tariffs and affordability issues, which are tied di-
rectly to the huge financing gap facing WSS in most countries, including KR. Institu-
tional constraints arising from sector fragmentation and inadequate management and 
technical capacity to sustainably operate systems, leads in turn to heavy reliance on 
external funding. Finally, RWSS is directly and indirectly affected by policies in other 
sectors: agriculture, rural development, energy, social development environment, and 
climate change. Levels of water security in all or most rural settlements exhibit sim-
ilar characteristics: coverage and service quality remain very low, while operators of 
RWSS systems are often not sustainable. The analysis revealed that different levels of 
consolidation and delegation of WSS services are key parameters for considering WSS 
business models. These findings informed the development of the Guidelines. 
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CHAPTER 1
RATIONAL AND OBJECTIVES  
OF THE GUIDELINES

The chapter introduces the objectives of the Guidelines and the rationale for the 
recommended approach in the context of the EECCA in general and the Kyrgyz Republic 
WSS sector in particular. It briefly reviews the current status of water supply and san-
itation services in the region and summarises the rationale for investing in the sector. 
Although all EECCA countries still share the common legacy of the Soviet system to 
some extent, they have evolved quite differently in terms of levels of consolidation and 
delegation in WSS, two key parameters for considering WSS business models. Some 
progress has been made since 2000.  However, no single country has yet been able to 
achieve sufficient level of water security in rural settlements. 

Globally, it has been estimated that 30-40% of WSS systems in rural settlements are 
not functioning at any one time,1 not least due to the unsustainability of their respec-
tive business models, highlighting the urgency of focusing on RWSS in general, and on 
applied business models specifically. 

The Guidelines in this report are intended as a reference for any rural settlement or 
district, or small town seeking to develop and improve its WSS services. They present 
options for implementing reforms which are supported by a national government, as 
expressed through its strategy and policy documents. Their purpose is to guide all key 
stakeholders on how to proceed and in which order to best implement selected reform 
options at the local level.  

The aim is to introduce practical measures for promoting a sound reform of rural 
water supply and sanitation in small towns and rural areas through:

• creating conducive legal, regulatory and institutional frameworks; 
• building capacity; and 
• introducing sustainable business models for operating, maintaining and 

financing WSS systems.

The Guidelines complement the Almaty Guiding Principles for reform of urban wa-
ter supply and sanitation (hereinafter – the Almaty Guiding Principles). Similar legacy 

infrastructure, administrative traditions, capacity levels, and current challenges with 
service provision suggest that broad Guidelines like these may have value across EECCA 
countries (a proposition that should be tested on the ground) given their shared history 
and interdependence in the area of water resource management.  

They are intended for use in implementing a selected business model in a specific 
settlement. At the same time, they can facilitate overall reform of RWSS in the man-
ner outlined above, through accompanying measures and supportive social, sector and 
fiscal policies (for national level actors). However, the Guidelines are not intended as a 
one-size fits all, country-level prescription for reforming rural water supply and sanita-
tion. As Biswas and Tortajada (2011)2 note, “it is imperative that each country or city for-
mulates its own specific strategy based on its specialist [sic] conditions, requirements, 
expectations and capabilities.” Inter alia, the Guidelines are intended to show how a 
sustainable business model can and should be implemented. They answer questions 
regarding what kind of decisions need to be taken along the way (e.g. when actors face 
divergent paths) and what each actor should do to implement, or facilitate implemen-
tation, of the selected option and associated key measures.

The Guidelines for Reform of Rural WSS detailed in this report have been devel-
oped to help EECCA countries – including Kyrgyzstan (KR), where they have been pi-
lot-tested and refined – to achieve greater levels of water security in rural areas. 
A technical problem here is that at the beginning of the project no EECCA countries 
had yet adopted national definitions and indicators of water security. Finland, the EU 
and OECD GREEN Action Programme have supported such work in KR, and recently an 
agreement on key components, elements and indicators of water security in KR has 
been achieved with respective  government line ministries and agencies responsible for 
RWSS (see Annex 1. A for reference).

A basic assumption is that greater levels of water security in rural settlements can 
be achieved through a sound reform of RWSS and introduction of sustainable business 
models. This report’s primary contribution is thus intended as an introduction to a new 
way of doing business: developing sustainable business models at the local level while 
calling on national and regional actors to establish an enabling environment and pro-
mote sound reform options.

The Kyrgyz case is presented in more detail in this report and is often used for illus-
tration of specific issues and challenges faced by RWSS in EECCA. 

Kyrgyzstan case

Kyrgyzstan was selected to pilot test the Guidelines outlined in this report because 
of the significant progress it has made in recent years in developing a sector strategy 
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and policy and its current engagement on rural water sector issues. SBM is a focus be-
cause it is considered a key issue to which other elements of reform can connect. 

The draft version of the Guidelines have pilot tested in Kyrgyzstan, the Kyrgyz case 
is presented in detail and the report addresses many specific KR issues. Inter alia, the 
Guidelines support the implementation of the GoKR WSS Sector Strategy as well as 
the development of local capacity for introducing sustainable business models in rural 
WSS.

Nonetheless, similar issues are faced by many other EECCA. 

Background to development of the Guidelines

In 2000, at the ministerial consultations in Almaty, ministers of economy, finance, 
environment, water, and housing and utility services adopted the Almaty Guiding Prin-
ciples for reform of urban water supply and sanitation3). This document has since guid-
ed the work of the GREEN Action Programme (formerly the Environmental Action Pro-
gramme (EAP) Task Force) on WSS and contributed to the reform of the WSS sector in 
the countries of Eastern Europe, the Caucasus and Central Asia (EECCA) under the EfE 
process4 and the EUWI EECCA component5. Ultimately, it has contributed to improving 
the security (reliability and safety) of domestic water supply in urban settlements, and 
establishing accessibility and affordability of WSS services as key elements of water 
security. 

Since 2006, the work on WSS reform in EECCA countries has been implemented 
through National Policy Dialogues (NPDs) on water conducted in co-operation with 
the EC and a number of donors and international organisations and facilitated by the 
OECD and UNECE (see EU, OECD, UNECE (2016). Initially the work on water in the re-
gion was supervised by the Group of Senior Officials (GSO) responsible for water sector 
reform in EECCA, and then by the EECCA Working Group under the EU Water Initiative 
(EUWI) with which the GSO was merged. Country specific work was complemented by 
a regional dialogue on some key aspects of reform, such as Private Sector Participation 
(PSP) in WSS and introduction of sustainable business models in WSS in general. This 
report builds upon previous OECD work on business models, for the rural sanitation 
sector in Moldova and for RWSS in Kazakhstan.6

Many players, foremost among them multilateral development banks, international 
organisations (e.g. UNECE and UNDP) and bilateral donors have also significantly contrib-
uted to WSS sector reform in EECCA. Key donors are WB, ADB, EBRD and EIB, Germany 
(via KfW and GIZ), SDC, USAID and UK DFID, as well as Finland, Norway and Sweden. They 
have also worked to develop tools for supporting reforms (e.g. the EBRD Guidelines for 
balanced contracts between municipalities and operators of WSS systems). 

In addition to tools developed by the above organisations, OECD itself has devel-
oped a range of tools, principles and checklists to help governments and WSS service 
providers strengthen sector management and financing  for investments and services. 
They include: 

• The Almaty Guiding Principles
• FEASIBLE model to support Strategic Financing Planning for WSS77

• Financial Planning Tool for Water Utilities (FPTWU)
• Multi-Year Investment Planning Tool for Municipalities
• Guidelines for Performance-based contracts between municipalities and water 

utilities
• Water Utility Performance Indicators (in co-operation with the World Bank)
• Private Sector Participation in Water Infrastructure: OECD Checklist for Public 

Action and UNECE guidelines

Finally, the Recommendation on water was adopted by the OECD Council in De-
cember 2016, summarising multi-year experience of OECD countries in water manage-
ment. 

This report draws on the tools developed by OECD and other development partners. 

Rationale for investing in WSS sector

Access to quality water supply and sanitation remains as important as ever. OECD 
(2011a) highlights the large economic costs of low investments, related to health, fish-
eries, industrial competitiveness, tourism, and infant mortality, not to mention human 
dignity and well-being. As OECD (2011b) notes, “access to clean drinking water and 
sanitation reduces health risks and frees up time for education and other productive 
activities, as well as increases the productivity of the labour force.”8 

Beyond the clear benefits of access to quality WSS, this report assumes that in-
vesting in the WSS sector is critical for sustainable social and economic development 
of society (water security and other water- and nexus-related SDGs), and that the social 
and economic returns greatly exceed the investment costs9. It also assumes that, in 
poor and low-middle income countries, both state support and external assistance are 
almost always necessary for developing small rural water systems, along with local ca-
pacity to sustainably operate, maintain and finance them. 

A central feature of introducing sustainable business models (SBMs) is the promo-
tion of regionalisation or aggregation of small water operators. This is an increasingly 
common policy pursued by countries in the region, including Kyrgyzstan. While much 
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has been written on WSS business models in the urban context (and policies for ad-
dressing WSS issues are fairly common in EECCA), relatively less attention has been paid 
to the rural WSS sector, aside from the community-based management model, well 
presented in literature. This report and accompanying guidelines therefore represent 
an attempt to tackle the ‘last mile’ in WSS provision – targeting rural communities and 
small towns generally too far from municipal water companies to be served by them. 

Promoting reforms in rural WSS remains critical within the EECCA region. Although 
progress has been made in some areas, results are mixed10. Rural populations in most 
EECCA countries still have low access to improved water supply, and have extremely 
limited sanitation coverage. 

For instance, in the Kyrgyz Republic the conditions in rural areas are characterised 
by insufficient access and supply in many areas, uncertainty concerning water resourc-
es, low quality water services, lack of piped sanitation systems to properly collect and 
treat wastewater, lack of monitoring, including water quality analysis, and risks related 
to health and natural disasters.

In its overview of water sector reforms, OECD (2011a) noted that rural residents 
relied on “low-cost groundwater sources, protected streams, and, sometimes, surface 
water intakes. The most commonly used form of sanitation is pit latrines. Wastewater 
is typically not treated, even in the case of simple sewage systems.”11 But these low-
cost ‘solutions’ (e.g. shallow wells) only appear to be low-cost, since they can exact 
significant non-monetary costs in terms of health, education, opportunities, etc. These 
conditions have not changed substantially since the report was published

ENDNOTES 
1 Lockwood, H. and S. Smits (2011).
2 Biswas, A.K. and C. Tortajada, (2011), pp 9-10.
3 See http://www.oecd.org/env/outreach/1895432.pdf 
4 OECD (2011a).
5 see EU, OECD, UNECE (2016) 
6 OECD (2013), OECD (2016).
7 OECD (2009b). Among other useful tools, the Guidelines incorporates the FEASIBLE model - a computer-based financial 
model which uses local data to simulate scenarios and supports development of a strategic financial plan (SFP) / Financing 
strategy for WSS at the national and oblast (province) levels.
8 OECD (2011b), p. 13.
9 OECD (2011a), p. 13.
10 OECD (2011a).
11 OECD (2011a), p. 12.
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ANNEX 1. A COMPONENTS, ELEMENTS AND INDICATORS OF WATER SECURITY IN KR

NSC (2018) proposes the following components, elements and indicators of water security in Kyrgyzstan:

№ Component, Element Indicator

Component 1. Household water security (drinking water and domestic water supply and sanitation [WSS])

1.1 Water accessibility

Percentage of HHs without access to water of drinking quality for domestic needs (including drinking, cooking, 
hygiene) from a water source no farther than 100 metres from dwelling

Residential sector apartment buildings (percentage of total surface area of the residential sector) fit out with: 
- centralised (piped) water supply 
- centralised (piped) sanitation

Number (or percentage) of HHs with on-site connection to:
- centralised (piped) water supply system
- centralised (piped) sanitation

HH water supply sources (household connection, street standpipe, own well, public well, spring, etc.)

HHs fit out with wastewater collection systems (share of HHs using centralised (piped) sanitation, septic tanks, 
pit latrines, etc.)

1.2 Reliability of water supply

HHs water supply and wastewater collection interruptions caused by wear and tear of (piped) WSS system (num-
ber of cases, average duration)

Institutional or financial unsustainability of WSS operator (number or percentage of operators not functioning 
for those reasons)

1.3. Risk of WSS disruption
Water supply interruptions caused by water scarcity or unsatisfactory water quality at the source (number of 
cases, average duration, number of people affected)

WSS system accidents (number of cases, average duration, number of people affected)

1.4 Water security indicators
The share of tap water samples compliant with potable water quality standard/requirements in terms of:
- microbial (BAC) indicators
- chemical and physical (incl. organoleptic) indicators

1.5 Risk of diseases caused by poor quality water Number of outbreaks and number of persons who became ill – by type of acute and chronic diseases

1.6 Affordability of WSS
Percentage of HHs that spend more than 2.0% of disposable income on potable water supply and more than 
3.5% on WSS

1.7 Other determinants of household water security

Losses and unaccounted-for-water (physical and commercial losses) in the public potable water supply systems

Specific water consumption – in litres per capita per day

Specific electricity consumption per cubic metre of water delivered to users

Specific electricity consumption per cubic metre of received wastewater
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№ Component, Element Indicator

Component 2. Water security of settlements (rural, urban)

2.1
Availability in a settlement and sustainable operation of 
systems

Availability of a stand-by (reserve) water source and power source for the WSS system (percentage of WSS 
systems with stand-by water and power sources and percentage of the population served by the systems with 
stand-by sources)

2.2
Preparedness to supply water to the population and so-
cial facilities during emergency situations

Availability of stand-by (reserve) water supply sources and water delivery facilities in the event of emergency

Component 3. Water security of key economic sectors in the KR (agricultural sector, energy sector, manufacturing industry, services sector (including tourism)

3.1
Availability (and degree of development) of the water 
supply infrastructure in the economic sectors and its resil-
ience to climate change and natural disasters

Availability of a stand-by (reserve) water source and power source for the WSS system (percentage of WSS 
systems with stand-by water and power sources and percentage of the population served by the systems with 
stand-by sources)

3.2 Water-use efficiency in water-intensive economic sectors Availability of stand-by (reserve) water supply sources and water delivery facilities in the event of emergency

Component 3. Water security of key economic sectors in the KR (agricultural sector, energy sector, manufacturing industry, services sector (including tourism)

3.1
Availability (and degree of development) of the water 
supply infrastructure in the economic sectors and its  
resilience to climate change and natural disasters

Sector enterprises and institutions having their own water intakes, water treatment systems, and wastewater, 
storm water, and drainage water collection and treatment systems (percentage of the total number of sector 
enterprises and institutions)

Water losses during transportation by pipelines and open canals (leaks, seepage, evaporation), thousand cubic 
metres per year

3.2 Water-use efficiency in water-intensive economic sectors
Specific water consumption per unit of output – by key type of products (cubic metre per unit of physical output 
and cubic metre per KGS 1 000 worth of sold output)

Component 4. Resilience of settlements (population) and economy to water-related disasters (showers, snowfalls, floods and submergences, avalanches, mudflows, landslides, 
etc.) (risks, preparedness, vulnerabilities, capacity to take preventive measures and to counter)

4.1 Early warning and information system
Effective early warning system (percentage of settlements, enterprises and institutions [organisations] covered 
by the system)

4.2
Effective system to ensure resilience to water-related 
disasters (floods, landslides, mudflows, etc.)

Number of water-related emergencies, number of affected population and size of damage caused by the emer-
gency (in KGS million)
Number of settlements in water-related disaster-prone areas and their population, 
of which settlements and population in the areas covered by mudslide protection systems and flood-control 
dams and dykes, and fit out with drainage and storm water sewage system

4.3
Hydro-technical structures (HTS) safety and human-made 
disasters

Number of accidents with HTS and size of damage (lost lives, economic losses) caused by the accidents (in KGS 
million)

Number of population and value of property (in KGS million) in flooded area in the event of HTS destruction

4.4 Other determinants of water security of settlements
Availability of storm water collection and discharge system, collection and drainage system in a settlement (num-
ber of settlements with such systems)

Component 5.  Security of water resources key related ecosystems (including water, wetlands and forests)

5.1

Determining and ensuring:
- minimum environmental flow of rivers
- maximum allowable water use (abstraction) from water 
source

Actual river flow compared to minimum environmental flow (in millions of cubic metres per year)

Actual water intake (abstraction) from a water body compared to the maximum allowable water use (in millions 
of cubic metres per year)
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№ Component, Element Indicator

5.2
Satisfactory sanitary status of water bodies (glaciers,  
snowfields, water courses, lakes, reservoirs) 

Number and share of water bodies with established water protection and protective zones

5.3
Good status of forests (especially in catchment areas), 
wetlands and other water-dependant ecosystems

Wetlands water level (change versus the long-term average annual level)

Degree of degradation of respective ecosystems

5.4
Proper control over key sources of water pollution:
- point sources
- diffuse sources

Monitoring water quality and effective operation of wastewater treatment plants (number and percentage of 
wastewater treatment plants and their receiving water bodies covered by an operational water quality monitor-
ing system). Amounts of pollutants discharged into water bodies (tonnes per year, by key pollutants); total and of 
which from:
- point sources
- diffuse pollution 
Number of water-related offences and amount of fines for water-related offences (in KGS thousand)

Component 6. Overall status of water resources and water systems (freshwater reserves, including renewable freshwater, water intake and water use, water scarcity, etc.) 

6.1
Availability of sufficient water reserves in water sources, 
water courses and other water bodies to ensure timely 
water supply in the required amount

Availability and amount of strategic water reserves (millions of cubic metres)

Degree of filling /capacity utilisation of water storage reservoirs and tanks (percentage) and amount of accumu-
lated water (millions of cubic metres)
- during droughts and low water-level periods
- in normal water-level years 

6.2 No water stress in the key hydrographical basins
Water-stressed basins (surface area of catchment area, thousand of square kilometres; amount of water resourc-
es in normal water-level years, millions of cubic metres)

6.3
Resilience of river flow and water reserves to climate 
change

Variability of the annual run-off (run-off in the normal year, millions of cubic metres versus run-off in dry and wet 
years) – increased variability due to climate change

6.4

Other determinants of the overall status of water re-
sources and water systems: soil erosion, desertification 
and deforestation processes, especially in catchment 
areas

Surface area of forests and bushes (thousands of hectares) in the small rivers (small water courses) basins catch-
ment area
Surface area of catchment area territory exposed to wind and water erosion (thousands of hectares)

Source: NSC (2018), DEVELOPMENT OF THE NATIONAL WATER, FOOD AND ENERGY  SECURITY INDICATORS FRAMEWORK IN THE KYRGYZ REPUBLIC 
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CHAPTER 2 

NOTE ON THE GUIDELINES

The chapter describes the conceptual underpinning and objectives of the Guide-
lines presented, what they cover and how they can be used. A list of guidelines for the 
three different targeted levels – national, regional and basin, and local – is provided. 
The chapter also summarises general principles and the recommended actions to be 
undertaken by each stakeholder.

2.1 Concept

Taken together, the Guidelines are designed to help stakeholders walk through the 
necessary steps to arrive at feasible options and a plan of action to strengthen WSS 
management and operations in a given rural jurisdiction.  They have been conceived as 
a reference tool for decision makers, sector stakeholders and practitioners. 

Beyond the overarching objective of achieving a greater level of water security 
in rural areas, it is hoped that the Guidelines will promote an enabling environment (a 
task shared by policy makers and LSGs) and help identify optimal SBMs under different 
conditions.  The Guidelines are designed to take WSS Strategy and Policy documents 
into account (if they exist; if they do not, they should first be developed), and apply 
them to specific, concrete situations. The Guidelines aim to introduce tools and con-
cepts that local stakeholders may not be aware of. They should be tested, adapted and 
improved based on what works. 

Ideally, they are to be used in a participatory manner, involving facilitators, the 
LSG responsible for supplying water to the population, and the system operator (as-
suming such an entity exists). The principle is that stakeholders who are involved in 
making decisions will be more likely to implement and support a new business model 
since it will reflect their interest and commitment.

They are intended to be as practical as possible. This means addressing real world 
conditions and problems faced by national, basin, oblast and rayon actors, as well as 
LSGs and operators. They are intentionally labelled ‘guidelines’ and not ‘instructions’ 

in recognition that circumstances are unique, and what works in one area will not nec-
essarily work in another.  They are therefore intended to be relatively simple and ad-
aptable, to be used in whatever way makes the most sense under various conditions. 
Not every step has to be followed, and the order they are presented in, while following 
certain logic, is not mandatory, of course. 

They draw on good practice in the rural WSS sector, and on the principles of good 
sector policy (in the case of KR, on principles outlined on the “Policy for Rural Drinking 
Water Supply Reforms – Kyrgyz Republic”). They are written in language designed to 
be accessible to the non-water specialist, such as local government personnel, local 
informal operators and NGOs. At the same time, they refer to other, more specialised, 
technical resources. 

2.2 Objectives and target groups

The purpose of the guidelines presented in Chapter 3 is to facilitate and guide a 
sound Rural WSS reform in EECCA through, inter alia, the introduction of sustainable 
business model for a given rural water system or operation. The guidelines outline a 
systematic, methodical approach to assessment and decision-making; they target key 
actors at all levels of the water governance system. 

The Guidelines focus on three levels: state governance system (national and region-
al) and local self-government and interested rural communities. However, the primary 
focus and the most detailed guidelines target the smallest unit – rural water supply 
systems, and decisions which are under the control of local self-governments (or local 
communities) and local water system operators. They also attract attention to changes 
needed in the legal, regulatory and institutional frameworks at all levels to make them 
conducive for implementation of selected reform options at local levels though they 
do not aim to provide detailed guidance on changing national policy, legislation, gov-
ernance system or national institutional structures. 

Strengthening existing water provision versus implementing new business 
model. Depending on its form, a new business model may be easier to introduce where 
there is no current operator, or where operator is failing. In cases where an existing op-
erator is doing an acceptable or decent job, resistance can be expected to a completely 
new way of doing business. In such a case, it is probably best to build on and improve 
what works. 

Water supply vs. sanitation: At present, in the vast majority rural areas, only water 
systems and on-site sanitation are found. Very few rural communities have piped sew-
erage systems (which are only found in some large villages and rayon centres). There-
fore, these Guidelines focus primarily on water supply and on-site sanitation. 
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2.3 Summary of key issues covered by the Guidelines

The following issues are covered by the guidelines.

National level: 

1. Develop a policy for WSS
2. Create conducive policy framework
3. Set feasible targets and develop strategic and mid-term plans for achieving 

them 
4. Integrate sector plans into broader policy frameworks, (e.g. National Develop-

ment Strategy) and
5. Mid-term and annual budgets, and ensure policy coherence
6. Develop sound regulations
7. Develop the right incentive structure
8. Ensure sufficient and cost-effective state support to WSS
9. Raise public awareness about, and mobilise political support for, the WSS pol-

icies and strategies

Regional/basin level:

1. Develop master plans and RBMPs
2. Develop technical capacity (for small countries, it might be a task for national 

level actors)
3. Provide support to local RWSS

Local level: 

1. Organise stakeholder consultations
2. Conduct situation analysis and needs assessment
3. Determine objectives, select appropriate business model  
4. Engage local facilitators 
5. Assess options for private sector involvement
6. Identify financing sources and raise financing
7. Review and revise tariff structures
8. Review contracting options
9. Design incentive mechanisms
10. Develop an action plan

11. Conduct procurement/tender process for new operator
12. Contract a new operator
13. Hand over to new operator
14. Develop a dispute resolution mechanism
15. Monitor and evaluate progress

For the local level, each guideline: 

1. Explains the rationale for the step/activity (Purpose & Objectives)
2. Describes the actions/activities  (Description)
3. Provides options / different approaches (Options)
4. Lists a series of actions to undertake (Actions)
5. Lists documents/tools that can help implement the selected reform options 

(Resources)

2.4 Guiding readers through the Guidelines 

Based on general principles of a sound reform of RWSSS (see section 2.5), the 
guidelines present a series of (mostly sequential) steps (actions) recommended to be 
taken by each respective group of actors to achieve the desired results. 

They walk policy makers and practitioners through key issues they will likely face. In 
a sense, they are similar to a checklist to refer to and make sure all relevant aspects of 
WSS in a given location have been considered and/or analysed. 

They take as their starting point the setting of WSS policy objectives and targets, 
and principles; ensuring policy coherence at the national level.  

They provide guidance on realistic available reform options and criteria for making 
decisions at critical points along the way. For each selected reform option, they recom-
mend what should be done to implement it right. 

A word of caution: success will require close cooperation and engagement by sup-
porting organisations. But this may limit the possibilities for scaling up, as that kind of 
support would be too expensive to provide at scale. 

2.5 General principles of sound reform of RWSS

Reforms in the RWSS sector must accept that there are significant uncertainties 
and risks, not least related to policies outside the water domain but which can influ-
ence RWSS. This means that expectations must be realistic with respect to what can 
and cannot be achieved over a given period with available resources. 
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Reforms also should incorporate flexible mechanisms. A learning by doing ap-
proach allows adjustments to be made mid-stream.

Learning by doing is enabled by formative evaluation – ongoing assessments of 
what works and what doesn’t, with the ability to make refinements to the approach 
along the way. Each community or water system embodies a unique combination of 
characteristics and these will influence. 

In EECCA, there has been a realisation that community involvement in developing 
solutions is critical to reduce risk of failure: a bottom-up and participatory, rather than 
top-down, approach is needed (Skinner, 2003). 

Furthermore, it has long been known that the issues to be addressed go well 
beyond technical problems, and will tend to be organisational and administrative 
(Hofkes, 1983). The prevalence of sector specialists and managers with an engineering 
background tends to foster a strong focus on technical issues (which are real) at the 
expense of management and social issues. 

REFERENCES

Skinner, B. (2003), Small-scale Water Supply: A Review of Technologies
Hofkes, E.H. ed. (1983), Small Community Water Supplies. Wiley: Great Britain, p. 19
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CHAPTER 3

GUIDELINES FOR INTRODUCING SUSTAINABLE 
BUSINESS MODELS IN RURAL WATER SUPPLY 
AND SANITATION TO ACHIEVE GREATER 
LEVELS OF WATER SECURITY

The chapter presents the Guidelines for Introducing Sustainable Business Mod-
els in Rural Water Supply and Sanitation to Achieve Greater Levels of Water Security 
pilot tested in a rural community of Kyrgyzstan after which they was revised and fur-
ther elaborated. A list of guidelines for the three different targeted levels – national, 
regional and basin, and local – is provided. 

Subsequently, Annex 3.A to the chapter presents a list of data typically required 
for implementing the recommended steps, Annex 3.B presents a list of key actors in 
WSS in KR, while Annex 3.C contains recommendations on pilot testing the Guide-
lines by introducing SBMs in selected rural area(s).

3.1 Actions at the National, Basin and Regional Levels 

The guidelines presented in this section were developed for national, basin and re-
gional levels. The descriptions are necessarily of a more general nature and contain less 
details than local-level guidelines, given the complexity, and number of actors involved, 
and level of decision making. The actions are therefore formulated more broadly and 
in terms of principles, recognizing that they cover complex issues that usually require 
many stakeholders and, in some cases, many years to develop. 

A. National level 

1. Develop a sound policy for WSS. This includes determining realistic strategic ob-
jectives and targets, key principles of reform, and financing sources. The policy 
should be developed in a consultative and participatory manner, otherwise, the 

risk increases that it will be resisted by sector stakeholders who feel they did not 
have a voice in the process or would not benefit from it. However, it should be 
emphasized that supporting modernisation of a WSS sector can be difficult for do-
nors in countries lacking motivation, or where there is little consensus on the way 
forward.

2. Create a conducive policy framework, incorporating legal, regulatory, institution-
al, budgetary issues. The framework should be conducive to protecting access to 
safe water, protecting the environment, attracting outside investments, and fa-
cilitating cost recovery. Not least this involves development of sound technical, 
environmental frameworks, sanitary regulation and a sound economic regulatory 
system.

3. Set feasible targets and develop strategic and mid-term plans for achieving 
them. Set realistic national targets for key WSS indicators, including: coverage, ac-
cess, service quality, tariffs, financing, etc. Setting targets is the first step in mov-
ing toward a goal, and designing a roadmap for how to get there. It should be 
translated in a strategic plan (sector strategy) and mid-term Action plans including 
feasible financial plans. Separate targets should be set for rural areas because of 
their specific conditions, and for drinking water and sanitation. It helps relevant 
institutions focus and marshal their resources. Intermediate and final indicators 
should developed in order to monitor progress.

4. Integrate sector plans into broader policy frameworks, mid-term and annual 
budgets, and ensure policy coherence. Ensuring policy coherence means that 
regulations, strategy and policies do not contradict each other. This refers, fore-
most, to WSS policy and National Sustainable Development Strategies and policies 
which influence rural and WSS development: agricultural and rural development; 
demographic and labour policies, environmental; health and education and social 
support policies.

5. Develop sounds regulations. Establish sound regulations that are relevant to ex-
isting conditions and do not place undue burdens on agencies or private sector 
stakeholders. 

6. Develop the right incentive structure, including economic incentives through eco-
nomic instruments for water resource management, including for RWSS. Perfor-
mance of rural water operators or LSGs can be encouraged by offering additional 
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support (through subsidies, technical assistance, etc.) for meeting financing tar-
gets, for example. 

7. Ensure sufficient and cost-effective state support to WSS, from the public budget 
and through attraction of donor financing and technical assistance, etc. The Stra-
tegic Financial Planning for WSS (FEASIBLE) tool is a relatively low-cost method-
ology which can help WSS policy makers and planners define targets which take 
into account limited public financing. 

8. Raise public awareness about, and mobilise political support for, the WSS policies 
and strategies, adopted at national level. Do this through public information cam-
paigns, WSS agency websites, and publications to inform local decision makers 
and communities. 

B. Regional (Basin, Oblast and Rayon) Level  

1. Develop master plans, including river basin management plans (RBPMs) and WSS 
master plans at oblast or rayon levels. These should be linked with overall territo-
rial development plans (where they exist).

2. Develop technical capacity of WSS personnel through comprehensive training pro-
grams. Personnel to be trained should include WSS department managers, WSS 
operator staff (including managers, technicians accountants and economists). 
The goal is to increase the level of knowledge about existing economic and fi-
nancial instruments and business models in the WSS sector. Setting up regional 
training centers and advisory services for retraining personnel and improving the 
skills of WSS personnel in operations, planning, and logistics should be consid-
ered.

3. Provide support to local RWSS. Rural WSS operators can benefit greatly from sup-
port through targeted Technical Assistance to strengthen their capacity to man-
age their systems efficiently and effectively. Financial support, eventually, can 
also be provided, depending on national budget capacity. 

3.2 Local Level Actions 

The following guidelines for local level actions are more detailed and specific. They 
have been pilot tested in a rural community in the Kyrgyz Republic and revised to re-
flect lessons learned.

1. Organise stakeholder consultations

Purpose & objec-
tives

• Identify the presence / absence of an WSS operator, and the 
owner of WSS system assets. 

• Identify what works well and what does not work in the existing 
business model. Determine WSS development objectives and 
targets in respective rural area.

• Explain to local stakeholders the potential benefits of moving 
to a sustainable business model. 

• Achieve mutual understanding of the necessity and benefits of 
introducing new SBMs and learn from local stakeholders how 
an improved or a new BM might work under existing conditions, 
while identifying accompanying measures.

• Generate buy-in for achieving the WSS development objectives 
among stakeholders and beneficiaries. 

• Draw on local knowledge, technical expertise and experience to 
develop respective business model.

Description

• Consultations refer to meetings between local actors, rep-
resentatives of regional, district level administrations, local 
self-governments and others, and possible facilitators (see 
Action 4) with a stake in the sector and the outcome. 

• Decisions on improving the existing or introducing a new busi-
ness model must have the support of affected stakeholders and 
beneficiaries. Externally-imposed changes do not always suc-
ceed. Adopting a participatory approach is therefore important. 

• Close engagement of local stakeholders on every step will help 
build their capacity for analysing and addressing WSS system 
management issues. 

• In some countries, a new business model may not  take hold 
without taking into account existing beliefs, lessons learned, 
and ways of doing business. The situation can improve if a clear 
state policy and sector management structure is adopted.
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Options

Meeting structure
1. Meetings are facilitated and moderated by external stakeholder
2. Meetings are facilitated and moderated by local stakeholders, 

such as LSG or water system operator, while external stakehold-
er plays role of advisor, resource person

Joint vs.  separate meetings
1. Hold joint meetings with multiple stakeholder groups – Region-

al (province), district and local administrations, drinking water 
consumers, existing or potential WSS operators in the settle-
ment in question

2. Hold initial meeting with separate stakeholder groups before a 
joint meeting

Actions

1. Conduct consultations with representatives of administrations 
of the regional, district levels, LSGs to understand the necessity 
and benefits of introducing new SBMs. 

2. Determine the number and type of stakeholders.

3. Determine the existence of the operating organization (opera-
tor), clarify ownership and assets of the WSS.

4. Agree on topics/issues to be covered during meetings with 
representatives of regional, district level administrations, local 
self-government. The should include the following, as well as 
others deemed relevant: 
• What is a business model? 
• Mapping key community strengths and challenges
• What is aggregation and delegation? 
• What type of aggregation is feasible and with which com-

munities/water systems?
• How can the existing or a new business model be made sus-

tainable? What accompanying measures should be taken?
• What potential obstacles exist to new way of doing business? 

5. Determine with primary stakeholders (e.g. LSG) the best way of 
organising meetings – level of participation, joint meetings vs. 
separate meetings, number of meetings – in order that consul-
tations are effective and not burdensome.

6. Organise meetings with main local stakeholders:
• Local self-government
• Local council 
• Organisations providing WSS services (e.g. Local water 

system operator, multi-purpose utility providing several 
communal services, agricultural cooperative, irrigation wa-
ter user association, Private sector operators

• Community members (committee) 

7. Produce meeting notes which summarise issues and  
actions agreed upon
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2. Conduct situation analysis and needs assessment

Purpose and  
objectives

• Identify what is the status of WSS services and what are WSS de-
velopment needs in respective rural area; what works and what 
does not work in the existing business model 

• On the basis of data and information, including from residents 
through a survey, identify areas where efficiency in management 
and operations of WSS system can be improved, using collected 
data (see Annex 3.A).

• Ensure all available evidence is compiled and consulted as part 
of process of introducing a sustainable business model; Support 
the decision-making process with respect to a new or revised 
business model.

• Support an informed decision regarding the design and imple-
mentation of the sustainable business model (see Action 3), with 
participation of local stakeholders (see Action 1)

• Determine financial needs in order to inform a financing strategy 
(FS)
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Description

• Every water scheme is different and it is critical to ensure that 
the starting point for reform is clearly understood. Conducting a 
situation analysis involves collecting existing data (both quan-
titative and qualitative) in order to make informed decisions in 
designing a sustainable business model. This will allow an assess-
ment of local conditions and a better understanding of options 
available.  

• Data management includes data gathering, maintaining database 
etc. This information will complement stakeholder views and 
ideas, ensuring the selected BM is grounded in reality (this is a 
pre-requisite for its sustainability).

• Local government and community representatives jointly collect 
available data and information to inform decision making. This 
type of assessment involving community stakeholders is a form 
of Participatory Rural Appraisal (PRA) or Rapid Rural Appraisal 
(RRA). The views of community members should be obtained, 
through a simple survey, through focus groups, and/or through 
open discussion at community meetings.

• Once relevant data and information has been collected, and the 
LSG or operator has agreed on its performance targets, you will 
need to figure out how to get there. 

• It is also important to take into account the opinion of consumers 
(feedback).

• The needs to be assessed under this activity concern the resourc-
es and capacity required to fill the gap between the status quo 
and the objectives and targets developed under Action 4. 

• The needs assessment, like the process of collecting data, should 
be done in a participatory manner, involving key stakeholders 
(see also Action 1). 

Options/ 
checklist

• Identify available data and assess it, answering the following: 
o Is it good quality?
o Is it relevant? 
o Where are the information gaps? If information gaps are iden-

tified, should new data be collected? 
o Can it be collected without incurring additional (substantial) 

costs?

• Collect new data (see Appendix X on typical data required for 
needs assessment) 

Actions

1. Form a working group to collect data and information for assess-
ment of the present situation and WSS development needs. The 
working group should have participants representing the commu-
nity, the local government, local council. It should meet several 
times, together with the local facilitators/consultants, to: 
o Address the questions under the Options/checklist
o Designate persons who will collect any additional data
o Review the final compilation of data/information

2. Conduct participatory data mapping exercise. This involves collect-
ing relevant data and information. 

3. New data may be collected through relatively simple mapping 
exercises or community-level surveys which can be carried out at 
low or no cost.

4. Compile the collected information in a simple, brief report.

5. Review the data/information jointly with local stakeholders (com-
munity representatives, operators), to assess:
o Present situation and WSS development needs
o Needs for developing a new/revised business model
o Obstacles and what can be done to overcome them
o Needed accompanying measures
o Capacity issues

6. Compile the information in a brief, accessible report
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Options

• The goals cover a range of issues, and will address the following 
categories: 
o Regionalization/aggregation, including by merging opera-

tions with other systems or operators
o Access – household connections or. public standpipe
o Tariffs Consumption based vs. normative tariffs
o Governance and management
o Introduction of private sector participation
o Service provider
o Sewerage system vs. on-site sanitation 
o Technology choices – availability, quality, cost, spare parts 

availability 

• All the above options can lead to positive changes. But there is 
likely to be uncertainty regarding: 
o How much difference the new measures will make (level of 

benefits)
o How much they will cost
o Whether they will be successfully implemented jointly with 

needed accompanying measures 
o Whether there will be unintended consequences

• The answers to these questions will depend on a range of 
factors, including: local conditions, economic conditions, water 
source, proximity to other communities and operators (for 
regionalisation), political economy situation, existence and 
qualifications of existing private sector stakeholders, individuals 
involved, incentives to change, etc. 

Actions

1. Conduct simplified (pre-)feasibility studies on each option, covering:
o Expected costs and benefits and risks
o Ability-to-pay (ATP) and Willingness-to-pay (WTP)
o Technology

2. Assess strategic costs and benefits (pros and cons) of merging 
operations with other settlements to generate economies of 
scale at management level and attract more financing

3. Assess interest and willingness of current operators, LSG and 
community members to merge operations

4. If merging operations appears viable, hold consultations with 
other operator or local self-government (if merger would cross 
administrative boundaries)

5. If a decision is made to connect all houses, estimate associated cost
6. Determine legal steps for incorporation of new, combined 

structure
7. Identify needed accompanying measures 
8. Assess staffing needs and structure and assess potential payroll 

savings compared with current structures, as well as costs (e.g. 
travel)

3. Determine objectives and targets, select appropriate  
business model  

Purpose & 
objectives

• Decide on a set of goals and objectives for improving service 
levels and operations and select a business model that will help 
achieve those objectives 

• Identify and strengthen the concept of targeted access to WSS 
- a tap in the house (the availability of individual water meters) 
or SP within a radius of 100 m from the dwelling, water dispos-
al services. At a minimum a waterproof cesspit with removal 
specialised services. (This will determine the cost of the neces-
sary investments and the amount of fees for payment of WSS 
services)

• Assess the effectiveness of each option, important for the actual 
implementation of a particular management model.

• Assess feasibility, costs and benefits, and risks of each option 
(including from the perspective of the adoption of the required 
normative legal act (NLA)

Description

• This step involves selecting a set of objectives and targets 
for changes to service levels and for improved performance 
(delivery) of water supply and sanitation services. These include 
institutional arrangements, access levels, technology, operator 
types, options for private sector participation. 

• The purpose of improving existing or adopting a new business 
model is not merely to improve operations or service delivery 
of water supply. It is not about making minor adjustments to 
the way things are done, but to adopting a new way of doing 
business. It concerns introducing a systematic change, a restruc-
turing that can trigger positive outcomes. 

• Criteria for selection of business model should be: 

o Informed – there should be enough information to make an 
informed decision

o Complete certainty concerning the ownership of the WSS 
system assets – there is agreement (through vote or consen-
sus, if it is a public association) on the business model which 
will help achieve the set objectives and targets 

o Realistic – the plan should be realistic (feasible), based on 
available resources, expertise, etc.
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4. Engage local facilitator(s)

Purpose & 
objectives

• External support and guidance is almost always necessary to in-
troduce a new institutional approach or business model in rural 
areas. This is especially the case when the approach is innova-
tive, or not well known. This is likely to apply with aggregation of 
local operators to manage multiple water systems (e.g. in KR). 

• Because of capacity constraints and limited resources, local gov-
ernments and water system operators may not be able to devel-
op solutions for the challenges they face. The resources (time, 
expertise, experience) of an external facilitator can compensate 
for this gap, and also help motivate and push forward the pro-
cess of identifying and implementing a new business model.

• For these reasons, a key step in promoting a new business model 
at the local level is to engage a facilitator

Description

• The facilitator, which can be an individual consultant (or group 
of consultants) or an organization, should be familiar with local 
conditions and with the WSS sector. 

• Among other things, the facilitator will need to build rapport 
with local stakeholders, prepare relevant learning material on 
the guidelines (their purpose, approach, processes, etc.), mod-
erate meetings, liaise with stakeholders outside the community, 
introduce 

• The steps in these guidelines will form the core of the facilita-
tor’s scope of work. The duration of the assignment will depend-
on progress made. It is expected that it will require at least [one 

Description

year] of intensive facilitation to go through the steps, and then 
[one to two] more years for follow up and serving as a resource, 
providing ad hoc advice. 

• The facilitator can be tasked with covering several communities, 
operators or water schemes simultaneously. 

• In many cases, the community itself is unlikely to be able to 
afford a consulting firm, in which case financial assistance from a 
sponsor (e.g. donor) will be required. 

Options

Option 1. Contract organization / consulting firm

Option 2. Contract individual consultant(s)

Decision factors: The decision on whether to hire an organization 
or consultants for purposes of facilitating should take the following 
factors into consideration: 
• Sustainability – Is a local organization/firm is likely to be a more 

stable over time than independent consultants?
• Availability – Is a local organization with WSS or community 

development experience already active in the region? 
• Affordability of associated costs
• Competencies: Are there consultants available with the re-

quired competencies? 

Actions

1. Draft Terms of Reference (TOR) for contractor (consulting firm, 
NGOs, consultants)

2. Draft and publish advertisement / request for proposals. 
3. Select contractor
4. Negotiate terms
5. Procure services and contracting
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5. Assess options for private sector involvement

Purpose &  
objectives

• Identify areas where services could be provided by a private 
company or individual professionals – as a way of reducing costs 
or shifting operational burden to more highly skilled and profes-
sionalised implementers

• Identify private sector actors who could provide those services

• Contract their services

Description

• If operations are scaled up through aggregation, private sector 
participation (PSP) becomes more realistic.

• Private sector involvement refers to the outsourcing of various 
functions and activities related to water system operations. A 
commercial entity is hired to provide a service either on a one-
time or ongoing, routine basis. 

• Private sector capacity and competition are often lacking in 
EECCA countries, for rural water systems in far from urban cen-
tres. Indeed, small and fragmented settlements are not usually 
attractive for private operators. Management contracts, leases, 
or concessions may not be feasible or appropriate for small-scale 
operations in rural areas. This may be related to the small scale 
of operations, low population densities, low tariffs, low collec-
tion rates, and lack of trained experts make these areas less 
attractive for water supply operators. However, this does not 
mean the private sector has no role to play in WSS in rural areas. 

• In general, some operational activities, such as network expan-
sion and large-scale repairs, are already being outsourced by 
some community-based operators. Furthermore, if rural commu-
nities link up there operations, private management becomes 
more realistic. There is experience from Ukraine, where in the 
Donbas Company served 182 municipalities, including rural 
areas.  In Armenia, Yerevan Djur and AWSC also served both 
municipal and rural areas. In Kyrgyzstan, both Bishkek and Osh 
water companies serve several nearby rural settlements. 

• For PSP, a conducive regulatory and institutional framework is of 
utmost importance.

• It should be noted that successful community-based water oper-
ators and WUAs exist which advise and provide services to other 
communities on a cost-basis, and these should be identified and 
included for consideration.

Options

• Use private sector for management or small-scale services vs. pro-
vision by community-based operator or by municipal water utility

• Activities which can be considered for outsourcing to private 
sector actors include:

o Major repairs                    o Technical advice
o Management                    o Audits
o O&M                                    o Meter installation & billing

Actions

1. Draw up list of what private sector companies are active in WSS 
in the area and could potentially be engaged to provide servic-
es (outsourcing). This could be a private company, a communi-
ty-based operator covering another settlement, an agricultural 
enterprise, or a WUA (irrigation water user association). 

2. Obtain cost estimates for above services 
3. Analyse feasibility, costs and benefits of outsourcing specific 

operational activities to private sector. 
4. Procurement/tender/bidding for services
5. Select company(ies)
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6. Identify financing sources and raise financing

Purpose & 
objectives

• Develop a realistic assessment of how operational, maintenance 
and capital costs can be financed. 

• Define the payment burden for WSS services as a percentage of 
monthly budgets for households with different levels of income 
- for example, for quintile groups (determining the potential for 
possible tariff growth),

• Identify what additional financing resources can be generated 
from existing sources, beyond tariffs

• Consider a realistic mix of tariffs, taxes (subsidies) and transfers 
(donations) – the 3Ts

• Ensure that O&M and service improvement and extension plans 
are realistic from a financing perspective

• Mobilise external financing

When assessing how WSS services can be improved or extended, 
LSGs and water operators must arrive at a realistic assessment of 
what contribution each source can make. 

It is generally accepted that rural water networks cannot fund their 
CAPEX investments purely through tariffs, and that subsidies from 
taxes and transfers are necessary. 

In the RWSS context, sources of finance for CAPEX may be: 
o LSG (local public budget)
o Government (allocations from the government budget or 

passing on donor assistance from multilateral or bilateral 
donors)

o NGOs
o Individual sponsors, such as well-off community members
o Private sector (less likely)

In the context of rural water systems, external financing is more 
challenging to attract, given the perceived risks of low returns and 
sustainability. The most likely external source is often going to be 
grants from government for construction.  

Options

There are three main financing sources for water operations, known 
as the 3Ts: 
• Tariffs - directly from water users

o Consumption tariffs (based on metered usage) 
o Normative tariffs (fixed monthly sum) 
o A cross-subsidy may be introduced.  Higher income consum-

ers may subsidise low-income consumers, or commercial 
users may cross-subsidise residential consumers.

Options

• Taxes – a proportion of tax revenues distributed via subsidies to 
WSS by the government
o Budget resources allocated for construction or rehabilitation 

of water systems
o Access subsidies to expand network access to the poor
o Consumption subsidies for consumers target groups (e.g. 

low-income, etc.)
o Government agencies which contribute to the management 

of the sector 
o LSG assistance

• Transfer - external financing 
o Grants for construction and rehabilitation of systems from 

domestic and external development agencies to help cope 
with up-front investment costs

o Local donors (e.g. individuals who sponsor construction/reha-
bilitation in their home village)

• Repayable sources of finance:
o Loans, credits from IFIs (e.g. ADB, EBRD, WB) also for up-

front investment costs

Actions

• Identify what needs to be financed.

• Develop plan to identify and reach out to alternative financing 
source

• Explore all avenues (sources) by using existing networks, main 
rural water agency (DDWSSD in KR) to identify potential financ-
ing sources.

• Collect information on these sources and share it with stake-
holders and community members.

• Adjust services accordingly
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7. Review and revise tariff structures and levels

Purpose & 
objectives

• Design tariff structure and levels that are perceived as equitable 
and affordable while covering O&M costs (and where feasible 
other costs to the extent possible)

• Balance mix of revenue from residential and commercial cus-
tomers 

• Increase revenues, expand operational capacity and resources

Description

• Tariffs are a key source of financing, perhaps the only source for 
many rural communities. In EECCA they are often set far below 
cost-recovery levels, even when CAPEX is excluded. 

• There are many possible variations for tariff levels and struc-
tures. Available options can be included in the normative legal 
act at the republican level (law, government decree, order of the 
antimonopoly commission). Well-designed tariffs are important 
for placing WSS operations on a sustainable financial basis to 
ensure that all community members can benefit from water 
supply services. Tariffs that are structured well can also increase 
willingness to pay and improve collection rates. The approval of 
tariffs ensuring the operator’s commercial viability (cost recov-
ery levels), have a significant impact on O&M and help to avoid 
the vicious circle of declining revenue, deteriorating service, and 
customer dissatisfaction, bankruptcy of the operator, further 
the deterioration of the WSS system and the further decline in 
the quality of services, etc.

Description

• The existing tariff approval procedures in place must be taken 
into account. This applies both to the processes for proposing 
new tariffs and getting them approved. For example, in KR, 
Article 2-1 of the Law of the KR “On natural and permitted 
monopolies in the Kyrgyz Republic” covers centralised water 
supply and sanitation, and therefore regulates the activities of 
organizations involved in drinking water supply and sanitation. 
New tariffs proposed by water supply entities must be reviewed 
and approved by the Anti-Monopoly Commission. However, 
there are proposals to change the regulations and pass approval 
of tariffs to LSGs.

• Although tariffs are likely to be the largest (and often the only) 
source of revenue for O&M, reviewing tariffs should not focus 
only on increasing tariffs. Improving efficiency of operations is a 
way of keeping costs down. Customers should not be penalised 
for inefficient operations. Proposals to increase tariffs should be 
accompanied by plans for improving efficiency and cost-effec-
tiveness of CAPEX. 

Note: Where coverage of capital expenditures through tariffs is 
concerned, this assumes tariffs have an investment component, and 
do not only cover the cost of O & M. In low-income countries like the 
Kyrgyz Republic, in the short term this is difficult to achieve, there-
fore, support for capital investments in the sector by the state and 
donors will be necessary for several more years to prevent a sharp 
increase in tariffs.

• Ideally, tariffs are based on consumption, which requires the 
use of water meters. This leads to more rational water use, less 
wastage, and more equitable pricing, since everyone pays for 
what they use. It can address problems which arise when some 
consumers use drinking water for other purposes, such as live-
stock and irrigations of small (homestead) plots. Meters require 
an upfront payment by consumers, however. 

• For water metering, a separate normative regulatory act at 
the level of the republic should be adopted, with rules that are 
mandatory for all operators and consumers. Such normative act 
should determine which metering devices, including which me-
trological accuracy class, are allowed, the compulsory archiving 
of data, the possibility of remote reading of indications. This will 
determine the cost of purchasing and installing the water meter. 
Allowing installation of inexpensive class A or B meters will 
subsequently lead to unreliable accounting, possible manipula-
tion and, ultimately, repeated costs for the re-installation of the 
meters. The option of the operator purchasing meter devices 
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Description

• with compensation of costs, by instalment, by consumers is pos-
sible. Many experts believe the optimal option is the acquisition, 
installation and maintenance of metering devices for all consum-
ers by the operator with the costs included in the tariff, with the 
installation of meters to on their account.

• Normative tariffs are user fees may be flat (the same for all 
households) or based on number of household members, size 
of dwelling, or some other parameter. They may also take into 
account non-household uses, such as charges for watering live-
stock (per head) or existing of garden plots. 

• Tariffs will need to be determined for different user types
o Residential 
o Commercial/business 
o For watering livestock/garden plots 

• It is necessary to include accompanying measures to soften af-
fordability constraints, including subsidised tariffs and cross-sub-
sidies (e.g. discounted (subsidised or even zero) rates for 
low-income households can be established vs targeted financial 
support to vulnerable households (related to WSS bill, or general 
income support).

Options

• Metered vs. normative consumption

• Normative tariff levels, by consumer types

Differentiation of tariffs by groups of water users (population, 
industrial and commercial enterprises, budget organizations, etc.)

• Accompanying measures to soften affordability constraints

Actions

• As per ADB (unpublished) there are three main ways to set 
tariffs: 
o Estimating the revenue requirement on the basis of op-

erations. The revenue requirement is the total amount of 
revenue a utility requires to cover all of its costs

o Allocating the revenue requirement. Revenue requirement 
allocation is used to determine how much revenue must be 
collected from each customer class

o Designing end-user tariffs. Tariff design is about deciding 
how to charge customers for the costs they impose on the 
system. Tariffs should be designed so as to allow the utility 
to recover its revenue requirement.

Decisions that must be made relate to the following issues, among 
others: 

• Assess metering options and costs of meter installation, for 
individual customers

• Take decision on type of tariff – consumption-based vs. norma-
tive

Actions

• Calculate revenue requirements 
• Identify optimal, cost-recovery structure (e.g. flat volumetric vs 

increasing-block tariff (IBT)) and tariff levels and based on local 
conditions and other factors, based on analysis of costs, willing-
ness to pay, etc.

• Design different tariff options, by customer category
• Identify needed accompanying measures to soften affordability 

constraints
• Present tariff structure options to community decision making 

body
• Obtain approval for new tariff structure
• If consumption-based tariffs are selected, procure and install 

meters
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8. Review contracting options

Purpose & 
objectives

• Assess the pros and cons of creating a formal contractual relation-
ship between the local self-government and the water operator, 
and compare this with alternatives (no contract, or regulation)

• Determine an appropriate model for the given the local circum-
stances and applicable national laws

• In the area of water and sanitation supply service provision, there 
are different ways of ensuring that performance and is in line with 
performance standards. One is for a regulator to oversee over 
pricing and quality, which is regulation by statute. 

• Under regulation by contract, the Anglo-American tradition, the 
private operator is free to do as it pleases, however tariffs, service 
quality and market entry are regulated by regulatory body. The 
regulator acts at its discretion in the public interest. Regulation 
by contract does not involve a separate regulatory agency. In such 
a case, the asset owner (e.g. the local municipality) is responsible 
for monitoring the performance of the operator. Tariffs are deter-
mined on a case by case basis. Because Kyrgyzstan is moving away 
from regulating tariffs under the Anti-monopoly Commission, 
more responsibility will fall on LSGs to approve tariffs. 
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• An alternative approach, from the French tradition, is ‘regulation 
by contract’ between local self-government and water operators, 
whereby the latter is contractually obliged to meet the terms 
specified in the contract. While service provision is the responsibil-
ity of the government (as is the case in Kyrgyzstan), government, 
tariff levels, service quality and market entry rules specified in a 
contract.

Options

• Regulation by contract

• Regulation by statute

• Other options

Note: Regulation by agreement does not exclude the regulation of 
some aspects of the operator’s work in the legislative order

Actions

Review regulations government rural WSS service in the country and 
determine what options exist, which ones are in use, and whether the 
conditions in the given municipality are right for either one. 

If a performance-based contract is deemed appropriate, agree on key 
indicators and develop guidelines for performance targets, incentives 
and/or sanctions for meeting/failing to meet them. 
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9. Design incentive mechanisms

Purpose &  
objectives

• Encourage good performance and optimal water use (discourage 
wasteful use of water) by aligning incentives with objectives, 
through understanding and testing consumer and provider behav-
iour.

• Develop and test incentive mechanisms to help improve service 
provision, collection rates, and management and well as discour-
age wasteful use of water.

Description

• In order to succeed, the incentives structure of the selected busi-
ness model should be assessed so that it supports the main goals, 
i.e. improved performance and sustainability. Prices, fees, costs all 
act as market incentives which send signals to stakeholders (both 
customers or providers) about consumption, demand, payment, 
service, etc. In the utility service sector, rewards and penalties for

Description

performance and compliance are commonly used. Penalty fees for 
late payment are probably the most well known. Some operators 
impose penalties for improper use of water, such as not paying 
additional fees for watering livestock or crops.

• Positive incentive measures can also be used, such as discounts for 
early payment of fees. Water meters discourage wasteful use of 
water. Subsidies for specific consumer categories, such as low-in-
come households or bulk consumers, are another incentive, in this 
case to use the service. Operators often allow bill collectors to keep 
a percentage of the fees they collect, when a sufficiently high level 
of fees is reached, incentivising them to collect from all customers.

• Requiring operators to follow performance management plan, 
and rewarding them for meeting indicators represents another 
set of incentives. That performance must be monitored through 
independently verifiable indicators. Achieving positive perfor-
mance targets (indicators of service quality provided) can influ-
ence the amount of profit in calculating the tariff.

Options

Incentive measures
• Discounts/penalty fees for early/late payment (to improve collec-

tion efficiency)
• Water-based consumption (meters)
• Collection rate commissions for collectors
• Social incentives (via information and public awareness campaign)
• Others

Actions

• Review list of possible incentives: After a business plan has 
been developed, the range of possible incentives to encourage 
compliance and performance should be carefully reviewed and 
decisions taken on which incentive measures to incorporate.

• Set incentive amounts. For providers, the targets should be 
achievable but not too easily (see World Bank (2011))

• Inform operator staff and users concerning the incentive mech-
anisms.

• Monitor indicators to determine incentive effectiveness, review-
ing performance after 6 months

• Revise incentive amounts as necessary.
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10. Develop an action plan 

Purpose & 
objectives

• Determine the specific steps that need to be taken to introduce 
the new or revised business model

• Identify a path for modifying or changing the business model

• Based on review of all relevant information (conducted as part 
of previous steps), conduct discussions with key stakeholders on 
revising the current or adopting a new business model. 

• Develop implementation steps for the new model, responsibil-
ities and a timeline, including the definition of the limits of the 
new model, the limits of the responsibility of the operator of the 
system and consumers of WSS services.

• Identification of the need for (re) training of local staff (manage-
ment and technical personnel) capable of implementing a new 
business model

Description

An action plan (or ‘road map’ or ‘work plan’) outlines the activities 
and responsibilities in implementing the new (or improving existing) 
business model, together with a timeline for carrying them out. 

The action plan pulls together the decisions made and measures 
taken during the prior steps into a single document, which will act 
also as a roadmap. 

It means using the analysis already conducted to make decisions on 
institutional and financing arrangements.

The plan should be specific, detailed, and time-bound, but also be flex-
ible enough to adjust to unexpected challenges or new information to 
be incorporated. It should be consulted and updated periodically. 

Options

Detailed action plan 
• developed in a consultative manner with facilitator, LSG
• includes key actions and associated tasks, timelines, division of 

responsibilities, etc.

Basic action plan 
• developed and proposed by the facilitator and agreed to
• a one-page list of actions to take to guide planning

Actions

• Determine available options for business model, starting from sys-
tem currently in place (if any)

• Assess costs and benefits of continuing with current business 
model (operator type, coverage of operations) vs. moving to a 
new business model

o Jointly with local stakeholders, develop the goals, strategy and 
plan, and respective performance indicators 

o Define which indicators will be used to measure progress to 
goal(s) achievement

References
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11. Conduct Procurement/tender process for new WSS operator

Purpose & 
objectives

• Describes the rules and processes to follow when conducting 
procurement, most likely to be involved a tender, to engage a 
new WSS operator, as part of the transition to the new sustaina-
ble business model. 

• Beyond the legal rationale for following a competitive bidding 
process, more qualified applicants can be attracted this way, 
increasing the chances that the new operator will deliver the 
highest value for money. 

Description

• Procurement of services for the management or leasing of the 
WSS system must be conducted (in most cases) by the institution 
responsible, according to national legislation, for supplying WSS. 
In KR, and some other countries in EECCA, this is the LSG. In other 
countries it might be national authority.

• National regulations and legislation on procurement normally re-
quire that public entities conduct an open tender when selecting 
a new municipal service provider.  In KR, for example, bidding is 
mandatory (depending on the contract size and other factors) as 
per the Law of the Kyrgyz Republic “On Municipal Property”.  Giv-
en that the LSG delegates provision of WSS services to the private 
operator, an acceptable form of bidding is through competitive 
bidding, often in the form of a tender.

• Conducting a tender involves preparing the documentation, 
publishing the call for tenders, accepting and evaluating bids and 
selecting the winner. 

• A competitive process, if conducted transparently and with the 
involvement of a commission representing the community, can re-
duce the risk that unqualified operator will be given the contract.

Options

• The tender for the selection of the supplier is carried out by pub-
lishing the call for tenders in the media with a description of the 
competitive requirements. 

• In the case of the Kyrgyz Republic, it is possible to conduct ten-
ders in two ways, in the form of an auction and in the form of a 
tender. At the auction, the winner is the person (bidder) who has 
given the highest price. When a contest is held, the winner is the 
person (applicant) who made the best offer corresponding to the 
requirements of the tender.
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Options

• A tender documentation package must be prepared and ap-
proved. The package includes a provision regulating the tender 
procedures and criteria for the selection of the service provider, 
information and characteristics of the subject of bidding, service 
quality standards, and contracts with the future operator as well 
as standard documents.

• In the process of providing WSS services, it is recommended that 
three types of Contracts should be used: 

A. Service contract between respective local government and 
Operator;

B. Contract for management or leasing of municipal property 
between the LSG and the Operator;

C. Subscription agreement between the Subscriber and the 
Operator.

• The contract(s) is (are) an integral part of the tender package doc-
umentation with which the applicants must be familiar with. The 
contracts A. and B. should cover issues relating to service quality 
and tariffs, responsibilities for investments and for recouping 
investments, ownership of assets, etc. 

Actions

• The tender for the selection of the operator is carried out through 
the announcement of the tender in the media with a description 
of the tender conditions. 

• Before the start of the bidding process local government must 
create a Tender Commission to conduct the bidding process. The 
composition of the Tender Commission (who and how many) is 
determined by the LSG. 

• The tender documentation establishes mandatory requirements, 
such as standards of quality of services, requirements for the 
maintenance of municipal property, requirements for investment 
obligations of the operator, requirements for bidder’s qualifica-
tion and experience etc. In addition to mandatory requirements, 
additional recommended conditions can be included.

• Corresponding with bidders, and replying to clarifying eventual 
questions about the tender documents

• Completing due diligence on the bidders (including reference 
checks) on the firm and senior management.

• The Tender Commission evaluates the bids in terms of meeting 
the tender conditions and in terms of price and its qualitative 
characteristics (as appropriate). 

• The Tender Commission selects a winner, the bidder who made 
the best tender offer in his application, in accordance with the 
competitive requirements. 

Actions

• A contract is concluded (for A. and B.), following negotiations 
with the winning bidder (see Action 12 for more detail).

• Financial close is reached once all project and financing agreements 
have been signed and all required conditions have been met.  

• In accordance with procedures and the contracts the winner 
begins to provide WSS services.

References Authors’ own elaboration based on lessons learn from pilot testing

12. Contract a new WSS operator

Purpose & 
objectives

• To follow the correct regulations and legal procedures when 
transferring management from an existing to a new WSS operator 
(see Action 11 in the Guidelines).

• To avoid possible disputes in the future over ownership or respon-
sibilities under the new arrangements (contracts).

Description

• When transferring management of WSS systems, an agreement 
with legislation requires the conclusion of contracts. The correct 
and detailed description of contractual relations and the bound-
aries of responsibility of the parties is a guarantee for the high 
quality of service delivery and minimisation of possible disputes.

Options

To ensure the community is served by a well-managed and commer-
cially viable WSS system, it is advisable to conclude at least three 
types of contracts. They are:

• Management or Lease agreement on the use of the assets, i.e. 
the WSS system in the municipal property

• Service agreement between the Local Self-Government (or rele-
vant body responsible for WSS provision) and the service operator;

• Subscriber contract between the operator and customers

For the procedures for selecting the operator with whom the above 
contracts are concluded, see Action 11.
Jointly, these contracts regulate the relations of the operator with 
the local authority and WSS customers.

Actions Draft a service contract agreement between the LSG and the WSS ser-
vice operator. The contract should include the following conditions:
• subject of the contract;
• service standards;
• contract validity period 
• rights and obligations of the parties;
• financial issues (tariffs, allowable profit margin, profits);
• dispute resolution mechanism;
• employee retention
• other issues as relevant
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Options

The asset lease (or management) agreement between the LSGS and 
the service operator should include provisions on the following :

• subject of the contract;
• contract validity period; 
• definition of the boundaries of responsibility of parties for 

maintaining the network;
• financial issues ;
• dispute resolution issues;
• other issues as relevant

The subscriber contract should regulate the relationship between the 
operator and consumers of services

References Authors’ own elaboration based on lessons learn from pilot testing

13. Hand over to new WSS operator

Purpose & 
objectives

• Describe the rules and processes to follow when the operations 
are transferred to a new operator to ensure a smooth handover 
and reduce possible disputes in the future

• In cases where assets are legally held by the local government (as 
in the Kyrgyz Republic) and may not be transferred, the transfer 
will largely concern human resources (whether staff of the previ-
ous operator is transferred to the new operator, and under what 
conditions, should be stated in the contract) as well as documen-
tation and accounts payable and receivable.  

Description

• The transfer of management includes a number of procedures associ-
ated with the transfer of property, resources, obligations and rights.

• When transferring management of WSS system(s) to a new oper-
ator, it is necessary to follow both the general legal procedures 
and current legislation. 

• In accordance with existing procedures it is necessary that the 
new operator i) receives the transfer of the WSS system(s), ii) all 
relevant documentation, iii) human resources (if any), iv) outstand-
ing debts (if such exist), v) issues related to accounts receivable 
and accounts payable must also be resolved.

Options

Options for this step include:
• regulation by contract
• regulation following legislative
• other possible options 

Actions

The selection and conclusion of a contract with a new operator must 
be in accordance with the current procurement and transport proce-
dures. When selecting a new operator of WSS services, it should be 
done through  tender  (See Action 11). Where feasible it is advisable 
to involve several applicants for participation in the contest for the 
selection of the best bidder.

Actions

When transferring control from an existing to a new WSS operator, 
it is necessary to prepare a report which includes analysis of the 
transfer of control procedure. The report should reflect the current 
situation and recommendations for each step in the transfer process 
to the new operator (conclusion / termination of employee contracts, 
acceptance of the transfer of property / resources / liabilities, etc.).

This step includes the preparation of a package of documents and 
contracts. The following are typically included:
• acts of receipt of asset and liabilities transfer (if applicable);
• contracts;
• agreements;
• accounting, fiscal and other reports;
• conclusions on the relevant authorized services (if necessary);
• forms of obligations;
• other necessary documents

References Authors’ own elaboration based on lessons learn from pilot testing

14. Develop a dispute resolution mechanism 

Purpose & 
objectives

• Provide guidance on managing disputes related to transition to, 
and functioning of, a new sustainable business model.

• Communities may realise that they will face conflicts which dis-
rupt, stall or potentially cause management of the system to fail 
(under the new business model). A systemic approach to manag-
ing and resolving these disputes is therefore advised.

• Manage and resolve disputes that could disrupt, stall or cause man-
agement of the system to fail (under the new business model).

Description

• Because water projects bring together stakeholders with differ-
ent interests and expectations, touch on issues of ownership, and 
generate cash-flow, there is always the potential for disputes to 
arise. In the case of a new business model being introduced, a new 
head of local public administration or a third party may question 
selection of the operator, or provisions of agreements (contracts) 
between the operator and the local public administration.

• There may be interference in operations, unjustified removal of 
management or staff. Disputes may arise over the performance 
of the service agreement and the boundaries of liability between 
the local self-government and the operator. Disputes may arise 
between neighbours about water use or allocation.

• While the community will (normally) have judicial procedures for 
resolving community disputes, the World Bank notes that this 
path may be complicated or costly, especially in remote, poor 
areas. A community based mechanism for addressing grievances 
can be more effective and should be considered.
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Options

A dispute can be resolved in several possible ways, depending on its 
complexity and the willingness of the parties involved to compro-
mise. Examples are:
• through negotiations between the parties;
• in accordance with the provisions of the contract;
• by a specially created administrative commission;
• through the courts

Actions

As part of the transition to a new business model, a decision must be 
taken on what measures to use for resolving disputes. 

Facilitated by a legal expert, LSG (the ayil okmotu, in case of Kyr-
gyzstan) and local council should review the options and determine 
which are attractive and feasible. 

Engage a legal expert to assist in preparing and reviewing key docu-
ments to reduce risk of conflicts. 

Mechanisms can be provided for through the following documents:
• Service agreement or lease contract with the local self-govern-

ment body, containing a carefully worded dispute resolution 
clause which is enforceable;

• Subscription contract;
• Dispute resolution rules adopted by local self-government bodies;

• Establishment of an administrative commission of LSGs
If this approach is favored, form a community-based commission to 
hear and resolve disputes, as an alternative. 

References

Integrated Water Management (IWM). (2012). Conflict Management 
Process (CMP) in Melamchi Drinking Water Supply Development 
Project (MWSDP), Nepal (A case study from MWSDP’s Project areas 
Helambu and Melamchi)

Wertheim, E. (2012). Negotiations and resolving conflicts: An Over-
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World Bank / PPIAF. (2008). Dispute Resolution Checklist and Sample 
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World Bank. Public-Private-Partnership Legal Resource Center 
(PPP-LRS). Dispute Resolution Checklist https://ppp.worldbank.
org/public-private-partnership/ppp-overview/practical-tools/check-
lists-and-risk-matrices/dispute-resolution-checklist

15. Monitor and evaluate progress

Purpose & 
objectives

• To periodically monitor finances and operations and to track progress.; 
• Promote transparency, accountability and learning among stake-

holders by ensuring they have the information they need
• Adjust the business model periodically based on evidence of what 

works or doesn’t work.

Description

An M&E system is a toolkit for measuring and improving perfor-
mance. The system is composed of a monitoring element, which 
concerns collecting and aggregating data and information, and an 
evaluation element, under which the monitoring data is reviewed and 
used to draw lessons.

Information on finances and operations should be collected, and 
made available to community stakeholders. A basic M&E framework 
should be developed. 

Responsibility for data collection and review should be with a desig-
nated staff person.

Indicators to collect data for and track may include: 
• Number of users (individuals or households, commercial entities)
• Number of connections (by type)
• Percentage of households with a connection 
• Percentage of households with a meter (if applicable)
• Collection rates
• Consumption levels (total, per connection)
• Accounting (expenditures, revenue, salaries,
• Supply interruptions 
Customer satisfaction (through survey)

Options
M&E systems can be limited to the WSS operator operational and 
accounting data or can extend to other areas of WSS system and even 
Water Sanitation and Hygiene (WASH) more generally.

Actions

1) Decide what indicators should be monitored and why

2) Select a limited number of indicators which are  most relevant and  
are not too difficult to monitor

3) Manage Reporting, incl. prepare and disseminate annual reviews

4) Regularly assess implementation, plan and undertake corrective 
measures, if needed;:
a. Draw up lessons learned from the process of modifying exist-

ing or developing a new business model
b. Disseminate lessons learned among local stakeholders
c. Agree on indicators for monitoring progress (see appendix for 

list of common metrics used in rural areas)
d. Set up (easy to use) monitoring system
e. Update system periodically 

5) Review and revise goals

6) Obtain feedback on progress from stakeholders

7) Draft short reports on annual basis, to be made publicly available 

References
OECD Website. DAC Criteria for Evaluating Development Assistance. 
Available at: http://www.oecd.org/dac/evaluation/daccriteriaforeval-
uatingdevelopmentassistance.htm
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ANNEX 3.A. 

LOCAL LEVEL DATA AND INFORMATION TO 
COLLECT FOR INFORMED DECISION-MAKING 
ON FEASIBLE REFORM OPTIONS AND SBMS

A. Jointly with local stakeholders, collect all available information/
data on: 

a) Customer information
a.1 Number of residential subscribers/ customers (households, individuals), in-

cluding those who use network water for livestock/gardens
a.2 Households: average size (incl. proportion of women and children, number 

of labour migrants: seasonal & permanent) and income (total, in kind and in 
cash; seasonal fluctuations, dependence on remittances)

a.3 Key economic activities in the rural area in question
a.4 Number and type of businesses

b) Operations information – water system
b.1 Water supply (installed capacity, volume)
b.2 Network age 
b.3 Network condition
b.4 Network length
b.5 Water source
b.6 Water Network replacement/rehabilitation
b.7 Operator type
b.8 Contractors

c) Sanitation
c.1 Presence of sewerage system (installed capacity, volume, if yes) and num-

ber of public buildings and households connected
c.2 Type of on-site sanitation systems used by households ((latrine with cov-

ered pit, septic tank, their tightness, etc.)

c.3 Sanitation disposal methods (septic pumping service, drainage, dumping, 
discharge, etc.)

d) Accounting information (by operator)
d.1 Accounting method (accrual vs cash)
d.2 Revenues and expenditures
d.3 Collection rates
d.4 Cost recovery levels
d.5 Tariff levels and history, the degree of cost recovery from the tariff,  

profit, loss
d.6 Contractual arrangements

e) Other relevant information  
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ANNEX 3.B. 

INSTITUTIONAL STAKEHOLDERS  
IN THE WSS SECTOR IN THE KYRGYZ REPUBLIC

1. President of the Kyrgyz Republic
2. Jogorku Kenesh (Parliament)
3. Government of the Kyrgyz Republic
4. National Water Council
5. Department for development of drinking water supply and sanitation under the 

State Agency for Architecture, Construction and Housing and Communal Services
6. Ministry of Health: (i) Department for  prevention of diseases; and  (ii) the State 

Sanitary and Epidemiological Supervision
7. State Agency for Environment Protection and Forestry
8. State Agency for Geology and Mineral Resources
9. Ministry of Emergency Situations
10. Agency on Hydrometeorology under the Ministry of Emergency Situations
11. The National Statistics Committee
12. State Agency for Antimonopoly Regulation
13. State Agency for Local Self-Government and Inter-Ethnic Relations
14. State Inspection on Environmental and Technical Safety
15. Centre for Standardisation and Metrology of the Ministry of Economy
16. Regional representatives, rayon state administrations
17. Basin administrations and Basin councils
18. Local self-government bodies of rural communities (Ail okmotu)
19. Organisations - operators of water supply systems (CDWUUs "Vodokanals" enter-

prise)
20. Water consumers

ANNEX 3.C:  

RECOMMENDATIONS ON PILOT TESTING THE 
GUIDELINES WITH FOCUS ON INTRODUCING A 
SUSTAINABLE BUSINESS MODEL

These recommendations were designed to guide decision making for piloting the guide-
lines in Kyrgyzstan. 

1) Selection of pilot communities
a) Purpose: In order to see how the Guidelines work in practice, they need to be 

tested on the ground in a way that can draw useful lessons.

b) Number and location of communities. In order to keep the pilot manageable 
and within budget, it is suggested that 3 communities be selected. They should 
be located in areas reasonably accessible to facilitators to save on costs and 
time. 

c) Criteria for selection: Careful selection of communities is of critical importance 
to the successful piloting and drawing useful lessons. Participating communi-
ties should be first and foremost interested and willing to participate. They 
should also demonstrate willingness to charge cost-recovery tariffs (i.e. to 
gradually achieve such tariff levels).They should also be diverse (e.g. in size, 
geographic location, local economy) in order to test the guidelines under dif-
ferent conditions and thus maximise the learning opportunities. There should 
also be potential investment in improving WSS (funded under WSS Strategy or 
Programme, or by a donor), which will ensure resources are available for imple-
mentation. Because the pilot projects are purely Technical Assistance, and do 
not involve capital investments, without an accompanying project participation 
would be less attractive. 

d) Shortlist. A shortlist of at approximately 6-10 communities should be drawn up. 
Once it is drawn up, consultations should be held with the agency responsible 
for rural WSS, donors financing the pilot, and other key stakeholders to rank 
them in order of preference. 
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e) Outreach to potential communities: The top three preferred should be con-
tacted and informed of the pilot project. Either by phone or in person, explana-
tions of the pilot project’s goals and activities should be explained to communi-
ty representatives, including the mayor, council, and water operator manager. 
Any questions from the community representatives can be answered at this 
point. 

f) Memorandum of understanding (MOU): Written agreement to participate 
should be obtained from the key representative institutions (mayor, council, 
water operator), in the form of an MOU. 

g) Coordination with DDWSSD. Finally, the donor should work with the national 
agency responsible for WSS to coordinate logistics and project launch. 

2) Selection of facilitators

a) Purpose: Two to three pilot project facilitators should be selected to manage 
the pilot project, provide support and guidance to communities. The facilita-
tors will also act as liaisons between the communities, the WSS agency and the 
donor, reporting on progress and issues that arise. 

b) Background:  Facilitators should preferably have a combined background in: 
WSS (technical and economic aspects), private sector participation, community 
development organizing, regulations, local government, or similar. The facilita-
tor team could be mix of national and international specialists. It is likely that 
the positions will be part time. 

c) Terms of Reference. Based on the Guidelines, Terms of Reference (TOR) should 
be drafted for each facilitator position. The TORs should be flexible enough 
that

d) Contract facilitators: Contract terms and conditions will depend on needs and 
budget.

3) Work plan targets and success indicators

a) Purpose: Using the Guidelines, a work plan should be drafted that covers all the 
activities, and sets out realistic and achievable targets. 

b) Targets. Measurable and achievable targets, related to the goals, should be set. 
These are the indicators of success.

c) Development: A work plan should be developed based on the Guidelines, bear-
ing in mind that some of the steps overlap. It should be drafted by the facili-
tators in close consultation with the key community stakeholders (community 
leaders and representatives and water operators). Responsibilities for tasks 
should be clearly outlined.

d) Timeline: A schedule for the piloting work should be created, lasting approxi-
mately 12 months (depending on program parameters)

3) Monitoring & Evaluation

a) Purpose: In order to learn what works and what doesn’t, and incorporate these 
lessons into a revised set of Guidelines, monitoring and evaluation should be an 
integral part of the pilot project. 

b) Approach: The M&E element should be well-integrated into the work, and not 
a box-checking exercise. It should be a relatively simple and logical, and a useful 
set of tools for the stakeholders. 

c) Organizing documents: At its most basic level, this involves organizing and fil-
ing all documentation related to pilot tests in an accessible and logical manner. 

d) Tracking tool: A simple tracking tool, such as an excel spreadsheet with mile-
stones and dates, should be used to track inputs, outputs and outcomes. 

e) Course corrections: The monitoring data should be used to undertake correc-
tive measures if needed.

4) Reporting, consultation and communication

a) Purpose: To keep key stakeholders informed on progress in the interests of 
transparency and accountability This will allow them to follow events on the 
ground, and to provide feedback and address issues as they arise. 

b) Communication: Liaise with relevant administrative authorities above commu-
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nity level – rayon, oblast, national level and funding agency. Communicate re-
sults and lessons learnt (incl. success factors, reasons of failure); disseminate 
info about success stories and good practices  to promote pilot tested sustain-
able models.

b) Accountability: Report to funding agency on inputs, quality and how they are 
being used.

b) Reporting: Using documents and data generated from the M&E, regular (e.g. 
quarterly) reports should be produced covering activities undertaken, progress 
made; issues that arose and how they were addressed; decisions made; modifi-
cations to the program, and relevant data, etc.



37

PART II 

PILOT TESTING THE DRAFT GUIDELINES

The Part consists of a Chapter reporting on pilot testing the draft Guidelines in Ak 
Bashat ayil okmotu - a rural community in Chu Oblast of Kyrgyzstan. The Guidelines 
were revised and expanded based on lessons learnt from the pilot testing.  

CHAPTER 4

PILOT TESTING THE DRAFT GUIDELINES  
IN A RURAL COMMUNITY IN KYRGYZSTAN

This Chapter reports on pilot testing the draft Guidelines in Ak Bashat ayil okmotu 
- a rural community in Chu Oblast of Kyrgyzstan. 

It should be noted that at the time of the report preparation, not all of the mile-
stones envisaged in the draft Guidelines had been fully completed and tested. There-
fore, after full completion of pilot testing, additional revisions and recommendations 
may be made to this report.

4.1. Goals and actions at the national level

The purpose of pilot testing the draft Guidelines in Ak-Bashat ayil aymak (rural dis-
trict), Zhayil region, Chui oblast of the Kyrgyz Republic, was to introduce a sustainable 
business model for operation and financing of a drinking water supply system in villag-
es of the rural district. 

The key objectives at the stage of pilot testing the draft Guidelines were to:
• Examine the drinking water supply system in place in Ak-Bashat rural district;
• Review the tariff structure and drinking water charges collection rate;
• Prepare recommendations to improve the business model for the drinking wa-

ter system operator - Goluboy Istok (Blue Spring) Rural Community Drinking 
Water User Union (Goluboy Istok CDWUU); and

• Introduce a SBM for drinking water supply in Ak-Bashat rural district.

Generally speaking, the work aimed to assist the Government of KR in the imple-
mentation of the Strategy for Development of Drinking Water Supply and Wastewater 
Disposal Systems in the Settlements of the Kyrgyz Republic until 2026 as approved by 
Resolution No. 155 of 28 March 2016 of the Government of KR, and enhance water 
security in rural settlements. It was implemented by the OECD in cooperation with the 
local stakeholders and supported financially by Finland (FinWaterWEI-II programme). 
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Key beneficiaries of the work are: Department for Drinking Water Supply and 
Wastewater Disposal (DDWSSD) under the State Agency of Architecture, Construction 
and Communal Services of the Government of KR (hereinafter Gosstroy) and the pilot 
rural district population and administration. 

The OECD contracted an international consultant, Mr. Nils Junge, to draft the 
Guidelines for Introducing Sustainable Business Models in Rural Water Supply and Sani-
tation to Achieve Greater Levels of Water Security (hereinafter “the Guidelines”). It was 
agreed it was a good idea to pilot test the document locally before disseminating it. 

Ak-Bashat rural district (four rural settlements) in Zhayil region, Chui oblast of KR, 
was proposed as a pilot one by the DDWSSD management. Following a visit by the 
project team to the district, its administration (LSG) and the water operator expressed 
their interest in the pilot testing, and the choice was approved. 

In order to implement the work successfully, the stakeholders, Gosstroy, Ak-Bashat 
LSG, and Goluboy Istok CDWUU, drinking water operator in the rural district, signed the 
Protocol of Intent.

The OECD contracted a local expert, Mr. Bakyt Baysakov, as a focal point and local 
coordinator for the pilot testing to assist Gosstroy and Ak-Bashat administration.

The Gosstroy of KR (DDWSSD) and the local expert/focal point jointly supported 
greatly the pilot testing of the draft Guidelines. More specifically, they drafted the Pro-
tocol of Intent and a package of tender documentation (see sections below) because 
the rural district administration did not have sufficient capacity to prepare such docu-
ments on its own. They also helped to draft and implement the Action Plan for Transi-
tion to an Alternative Business Model (see sections 4.2.10 and 4.3). The assistance was 
critical to the success of the pilot testing.  

4.2. Action at the local level

As the draft Guidelines were pilot tested, the participants of this work followed the 
recommended course of Action at the Local Level (Section 3 of the initial draft Guide-
lines) which included the following eleven steps:

• Organise stakeholder consultations
• Conduct situation analysis and needs assessment
• Engage local facilitators 
• Determine objectives and targets, select appropriate business model  
• Evaluate private sector involvement opportunities and options
• Identify and raise financing
• Review and revise tariff structures and levels
• Review contracting options 

• Design incentive mechanisms
• Develop an action plan 
• Monitor and evaluate progress

Detailed description of actions related to each of the above eleven steps is pre-
sented below. Note that the number of steps was adjusted following the pilot testing 
and there are fifteen steps in the revised version of the draft Guidelines presented in 
Chapter 3 above. 

4.2.1 Organise Stakeholder Consultations

At the initial stage of the pilot testing of the Guidelines, the aim was to have a series 
of meetings with stakeholders. During the first visit to Ak-Bashat rural district, a meet-
ing was held with the management and staff of the drinking water operator which has 
been servicing the rural district. In Ak-Bashat rural district, Goluboy Istok (Blue Spring) 
Community Drinking Water User Union (Goluboy Istok CDWUU) led by Mr. Malikzhan 
Musaddinov, Manager, was the operator at that time. 

As per its foundation documents (certificate of state registration of a legal enti-
ty), Goluboy Istok CDWUU was established and operated as a community-based, a 
non-profit organisation.

During the first meeting, the consultant/focal point and the OECD representative 
explained to Goluboy Istok CDWUU staff the purpose of their visit and inquired about 
whether Goluboy Istok CDWUU was willing to cooperate in the pilot testing of the draft 
Guidelines. Potential benefits for a pilot operator and benefits of transition to a sus-
tainable business model were explained. 

Following the approval by the stakeholders, such as Goluboy Istok CDWUU, Depart-
ment of Drinking Water Supply and Wastewater Disposal (DDWSSD), and the public ad-
ministration of the rural district (LSG), it was decided to prepare the Protocol of Intent 
signed on 30 June 2017. In the Protocol, the parties formally enshrined their willing-
ness to cooperate and pilot test the draft Guidelines. 

4.2.2 Conduct Situation Analysis and Needs Assessment

As per the course of action recommended in the draft Guidelines, at this stage 
collection of social and economic information started so that it could be processed 
and analytical material could be prepared. As a result, social and economic information 
regarding the pilot rural district, its water supply system, water users, and operator 
performance was collected and analysed. 
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Background Information on Ak-Bashat Rural District
The Ak-Bashat rural district is located in the west of Chui oblast, 60 km far from the 

city of Bishkek, on the Silk Road. The population of the rural district is 10 350 people 
representing more than eleven ethnic groups. Its surface area is 78.1 km2. There are 
four villages in the rural district: Ak-Bashat, Aydarbek, Aral, and Novo-Nikolaevka. 

Core economic activities are: agriculture and animal husbandry. Agriculture is a 
source of income for most people in the rural community. 

Service sector and commerce is also well-developed. There are two secondary 
schools, two kindergartens, two clubs, two libraries, two health care facilities, three 
sports grounds, two mini-mills, two mini-bakeries, one ice-cream production facility, 21 
retail shops, one minimarket, two water intake facilities, one bridge, 110 km of the 
irrigation network, 34.5 km of local roads, and 56.8 km of water network within the 
jurisdiction of the rural district LSG. 

Table 4.1 Population, Number of Households, and Population by Gender and Age  
in Ak-Bashat Ayil Aymak (Rural District), Zhayil Region, Chui Oblast of KR, 2017

А. Population and Number of Households

Village Population Number of Households

1 Novo-Nikolaevka 8,518 2,290

2 Ak-Bashat 974 218

3 Aydarbek 551 131

4 Aral 307 45

TOTAL 10,350 2,684

B. Population by Gender and Age

Male Female

Aged 0 to 15 1,021 1,085

16 to 59 3,367 3,456

60 or older 489 591

Total 5,132 4,877

Source: Ak-Bashat rural district administration

Education 
There are the following educational institutions in the jurisdiction of the Ak-Bashat LSG:
• Novo-Nikolaevka secondary school/gymnasium;
• Ak-Bashat secondary school;
• Topolek nursery; and
• Aktilek kindergarten.

Public Health
There is FDG (Family Doctors Group) No. 8 in the village of Novo-Nikolaevka, and 

there is a paramedical health unit in the village of Ak-Bashat. 

Water Users Data
There were 2 816 residential water supply subscribers in Ak-Bashat rural district 

in 2012. As reported by Goluboy Istok CDWUU, there were 4,012 residential and 19 
non-residential subscribers in 2016.

Water Supply System Data
The water supply system in Ak-Bashat rural district was built in 1966-1970. Ground 

water is the main source of drinking water. Total length of the network is 43 500 me-
ters. The network has not been rehabilitated or overhauled since it was built. 

• The water supply system includes:
• Eight pumps installed on seven wells;
• Four tanks;
• Four chlorination facilities; and
• 270 wells.

Six well pumps operate continuously in Goluboy Istok CDWUU. The pumps’ produc-
tion capacity is as follows:

Table 4.2 Ak-Bashat Rural District Water Supply System Pumps Data

Number  
of pumps

Production 
capacity,  
m3 per hour

Production 
capacity,  
m3 per day

Production 
capacity,  
m3 per month

Production 
capacity,  
m3 per year

3 160 11 520 345 600 4 147 200

3 16 1 152 34 560 414 720

Total capacity 176 12 672 380 160 4 561 920

Source: Goluboy Istok CDWUU
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Wastewater Disposal
There is no centralised sewerage system in Ak-Bashat rural district. Households rely 

on pit latrines or septic tanks.

Operator and its Accounting Framework
Like in almost all the rural areas in Kyrgyzstan, Goluboy Istok (Blue Spring) rural 

Community Drinking Water User Union (Goluboy Istok CDWUU), a community-based 
organisation, is a sole drinking water operator in the pilot rural district. 

The water network and facilities are owned by the local government and have been 
transferred into management and operation to Goluboy Istok CDWUU.

Under the Accounting Law of KR, International Financial Reporting Standards draft-
ed by the IFRS Foundation (London) serve as a single methodological framework for ac-
counting and financial reporting to be applied in the Kyrgyz Republic by all the entities 
regardless of their ownership. In this context, accounting at Goluboy Istok CDWUU has 
been maintained pursuant to the International Financial Reporting Standards.

Tariffs, Collection Rate, and Operator Revenue
Tariffs for 2016 were approved by Resolution No. 14 of 13 May 2016 of the Ak-

Bashat Rural Council (representative body of the LSG). Drinking water tariffs were ap-
proved in the amount of:

• KGS 40 per month for subscribers using water from a backyard standpipe;
• KGS 20 per month for subscribers using water from a communal/street stand-

pipe;
• KGS 1000 per connection and network point in a backyard;
• Fine in the amount of KGS 200 for watering gardens using a hose. 

For comparison, in 2012, drinking water tariff for subscribers using a backyard 
standpipe was KGS 25 per person per month and for subscribers using a street stand-
pipe, KGS 15 per month. Compared to 2012, in 2016 tariff for subscribers using a back-
yard standpipe increased by 60 percent and for those using a street standpipe, by 33 
percent. That said, all the subscribers pay tariffs established on the basis of consump-
tion norms rather than metered consumption-based tariffs. There are no contracts be-
tween the operator and households. 

Tariffs are levied by collectors remunerated based on a progressive wage scale 
which depends on the collection rate; and it has been quite a good tool to improve the 
water charges collection efficiency. 

In 2016, the revenue of Goluboy Istok CDWUU (on accrual basis at the approved tar-
iffs) should be KGS 2 147 124. However, the collection rate was just about 80 percent. 

And although the collection rate for Goluboy Istok CDWUU has been much higher than 
in many other rural areas, it suggests there is significant room for increasing cash rev-
enue and for enhancing financial sustainability of the operator provided the collection 
rate is improved. Generally speaking, current income calculated on a cash basis, rather 
than on accrual basis, would adequate to finance operational costs but it has not been 
sufficient to finance costs related to the rehabilitation of depreciated fixed assets (re-
placement of depreciated network, etc.). 

Operator Performance Assessment
Business model of drinking water operator in the form of a CDWUU was applied 

in Ak-Bashat rural district. Due to its efficient management and a good team (a team 
of enthusiasts), Goluboy Istok CDWUU has been a successful drinking water operator 
though the average wage of the operator staff barely reaches (equivalent of) EUR 100 
a month. 

The study has revealed that the operator's activities as a whole have been in good 
shape. Human capacity of Goluboy Istok CDWUU has been quite high. Its team has been 
solid and they appreciate their manager. 

Maintenance has been performed by skilled professionals whose assistance has 
been sought also in other districts (rayons) of Chui oblast. 

Accounting framework and fundraising has been in line with the standards adopt-
ed in the Republic. Tariff collection rate has been quite high due to economic incentives 
in place for controllers (collectors). The controllers receive a percentage of the funds 
actually collected from subscribers. 

Tariff level and collection rate is quite high compared to the Republic as a whole. 
The tariff was approved by the local anti-monopoly body. Note that just about ten out 
of several hundred rural operators in the country as a whole obtained approval of their 
tariffs from respective anti-monopoly body, as required by the national legislation. 

Weaknesses of the Used Business Model
The CDWUU model has the following specificities:
• General meeting of the community union members (usually the entire popu-

lation of respective rural area) is the supreme management body;
• CDWUU Manager is appointed at the general meeting of the community un-

ion members (rural community assembly); and
• Tariffs are endorsed at the rural community assembly and approved by ayil 

kenesh (representative body of the local self-government). 

Experience shows that a business model whereby drinking water supply services 
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are provided by a community-based organisation (CDWUU) did not pay off everywhere 
in the Kyrgyz Republic. Only a small share of existing CDWUUs have been operating 
successfully and sustainably while a significant number of them have been econom-
ically unsustainable and on the verge of bankruptcy. Key factors of the current poor 
condition of the drinking water sector in KR are: 

• Politicised tariffs at the local level and, as a result, low tariffs which fail to cover 
actual cost of service;

• Prohibitively high royalty for ground water extraction for drinking water sup-
ply — for many operators royalty, if paid in full, is over and above their annual 
proceeds from water service provision at current tariffs;

• Major depreciation of water supply systems with some of their elements being 
unfit for use;

• Unwillingness of most of the population to pay for water services;
• Low capacity of staff of many CDWUUs, largely due to extremely low pay level 

— people’s “enthusiasm is their only pay.”

The study has revealed that residents of rural areas in the pilot rural district do not 
care about the CDWUU issues and are unwilling to get involved in the operator’s issues. 
Residents do not realise or are unwilling to realise that they are the CDWUU members, 
too, and that the CDWUU issues should be addressed through joint effort of each mem-
ber of the community. Having appointed the CDWUU manager, the community mem-
bers shirk responsibility for drinking water supply and drinking water quality. Note that 
such phenomena are observed in the Republic in almost all the cases where business 
model in the form of a CDWUU is used. 

Interview with Goluboy Istok CDWUU team and management has revealed that the 
local authorities (LSG head) have been interfering in the appointment and removal of 
the CDWUU managers, which is inherent in the local mentality. It should not be the case 
from a legal viewpoint but it is quite real practically speaking. When taking office, the 
newly elected LSG head seeks to appoint “their own people” to all the key positions 
in the rural district. Management is replaced through such tools as political pressure, 
excessive interference in the operator’s activities, and turning the community against 
the operator manager by blaming all the issues of drinking water supply solely on “poor 
management,” even when operator management is, on the contrary, quite successful 
and effective according to objective assessment criteria (despite the quite low pay). 

Usually, not a very professional or competent person is appointed as a CDWUU 
manager who brings operator activities to dire state within a short period. This is what 
happened to Goluboy Istok CDWUU management three times already. Once critical 
condition has been reached, financial and economic operations of the CDWUU have 

been paralysed, and drinking water supply to the local population has been discontin-
ued, the LSG head himself asked the previous manager to resume his office and rectify 
the existing situation.

The manager, having resumed his office, started as a crisis manager/rescuer, restor-
ing the operator’s economic ability to operate almost from the scratch and sometimes 
even repaid liabilities to creditors and fiscal authorities from his personal funds. 

In the context of local mentality, the CDWUU business model did not quite deliver. 
There might be some successful operators which operate as CDWUUs in KR and are 
supported by the local population, but in the Republic as a whole the situation with 
the business model is far from perfect and an alternative sustainable model is urgently 
needed. 

4.2.3 Engage Local Facilitators

In order to facilitate introduction of a sustainable business model, a local organisa-
tion/consultancy should be engaged which had drinking water supply specialists, and 
lawyers.  LLO Zhayil Suu Service was identified as a facilitator. Several tasks were set to 
LLO Zhayil Suu Service:

Provide advice based on the existing water supply system regarding the phasing in 
of a new payment system based on metered water consumption (against water meters 
reading);

Review existing contracts of Goluboy Istok CDWUU and provide its advice;
Develop a water supply design for a pilot street identified to pilot test the new pay-

ment system based on metered water consumption (and installing water meters); and
Develop new tariffs for various subscriber categories. 

4.2.4 Determine Objectives and Targets, Select Appropriate Business Model

As noted above, there were issues with operator sustainability related to the fun-
damental weaknesses in the business model applied. Indeed, experience has shown 
that the CDWUU business model itself was unsustainable and change and transition to 
a more sustainable business model was necessary. 

Based on the analysis of issues related to the CDWUU in general and Goluboy Istok 
in particular, it was agreed it was necessary to revise the existing business model and 
probably change the operator’s legal form. 

A new model should, first, ensure institutional sustainability and protection against 
political interference, including from groundless replacement of efficient management 
(“punishing the innocent”) with “politically close” laymen. Second, it should introduce 
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elements of economic interest and independence of the operator itself. Finally, it 
should ensure transition to contractual relations with subscribers and transition from 
paying for water at normative tariffs to paying for actual consumption, with possible 
change in the tariff structure (e.g. transition to a two-part tariff) where appropriate 
(more specifically, for small businesses of seasonal nature). 

Achieving these goals became the main purpose of transition to a new business 
model during the pilot testing of the draft Guidelines. 

An alternative model which could ensure the required changes is that of a small 
private operator, for instance, in the legal form of a limited liability company (LLC). And 
in order for the entire staff to have economic interest in it, the LLC founders should 
include the operator staff members. 

The LSG will retain ownership to (immovable) fixed assets of the water supply sys-
tem (network and facilities) and the system will be transferred into operation to an 
operator under management contract or lease contract (appropriate duration of the 
first lease contract is at least seven years and not more than fifteen years). Ownership 
to private operator investment in the immovable part of the fixed assets (network and 
facilities) will be transferred to the LSG once the lease contract with investment obli-
gations expires. Therefore, the contract duration should be sufficient for the investor/
operator to obtain payback on capital expenditure incurred at its own expense, which 
will help create enabling environment for private investment (by the operator). 

4.2.5 Evaluate Private Sector Involvement Opportunities and Options

As per ex ante expert assessment, introduction of the selected alternative business 
model will bring the following benefits:

• Enhanced independence (operational autonomy) and economic stability of the 
operator;

• Introduction of a contact which includes operator performance targets and 
greater objectivity of operator performance assessment based on the agreed 
performance indicators framework;

• Eliminating groundless (including politically motivated) interference by the lo-
cal authorities in the operator management appointment process and its en-
hanced institutional sustainability;

• Incentives to more optimal drinking water use by consumers and higher water 
charges collection rate and thereby improved financial position of the operator;

• Introduction of public-private partnership and creating opportunities to at-
tract private investment;

• Introduction of a tender for provision and outsourcing of municipal services. 

4.2.6 Identify and Raise Financing

Given tight constraints on the part of the local and republican budgets, operator's 
own funds and sales proceeds (tariffs and user charge revenues) were found to be the 
only real sources of financing. 

In order to raise additional funds from the private sector, it was decided to hold a 
public tender to identify drinking water service provider under a lease contract with 
an operator assuming investment obligations and clear (minimum) performance indi-
cators set in the contract. A prospective entity which will offer the best conditions and 
will invest the largest amount in the upgrade and development of the drinking water 
supply system in Ak-Bashat rural district should be identified as the winner.

4.2.7 Review and Revise Tariff Structures and Levels

For most operators of rural drinking water supply systems in KR, tariffs are ap-
proved as a formality without any justified detailed calculations. Mostly subscribers’ 
ability to pay is taken into account, and desired tariff is proposed to local council mem-
bers for approval. However, members of the local kenesh (council) approve tariff be-
low the proposed tariff level without any economic sustainability analysis citing as a 
rationale that they approve a tariff affordable to the population for the benefit of their 
voters.

Such tariff-setting practices in rural areas entailed dire economic state of most ru-
ral water operators. 

Goluboy Istok CDWUU is a rare exception in this regard because its tariff-setting 
framework is quite well established and tariffs are quite justified and higher compared 
to other similar operators in Kyrgyzstan. Current tariffs are:

• KGS 40 for residential subscribers
• KGS 188 to KGS 7 133 for organisations and sole proprietorships (calculated 

based on approximate consumption norms).

It should also be pointed out that as per the Law of KR on Natural Monopolies in the 
Kyrgyz Republic tariff for Goluboy Istok CDWUU was approved by the State Anti-Monop-
oly Regulatory Agency, which is not the case for most of other rural drinking water oper-
ators. Tariffs of more than 90 percent of rural operators in KR have not been approved 
by the anti-monopoly body as required by law and, therefore, are not quite legitimate. 

At the same time, water supply tariff at Goluboy Istok CDWUU is still far from the 
economically sustainable one. More specifically and importantly, depreciation allow-
ance to recover the cost of fixed assets was not taken into account in the tariff and 
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(regulated) operator profit was not factored into the tariff. 
Therefore, upward revision of the tariff structure and levels was necessary. 
It was also necessary to increase the water charges collection rate, especially on 

the pilot street, where it was just about 46 percent at that time while it was about 80 
percent on other streets. 

It is a common situation in KR where water tariff collection rate in rural areas has 
been a key challenge for many years. Several main reasons for low drinking water charg-
es collection rate have been identified: 

• Misunderstanding the key essence of water supply service — people believe 
water was created by God and it should not be paid for. There has been lack of 
understanding that charges are levied for the service to supply water to con-
sumers rather than for the fresh water as resources;

• Water payments are marginalised compared to other payments. Electricity and 
gas arrears are cleared first. People understand well that it would be much 
more difficult and expensive to disconnect a subscriber from water rather than 
from electricity or gas - for technical reasons. 

• Experience shows that more affluent people delay their water payments more 
often than middle- or low-income population. 

• Due to lack of metering and incentives to optimal water use, water is being 
consumed for domestic, technical, or economic needs without any control or 
restrictions. Regretfully, water in the homesteads is often simply discharged 
at all times due to water consumer negligence. This justifies installation of me-
ters and other measures proposed below.

Introduction of a two-part tariff was considered. However, given the local context, 
applying a two-part tariff in this LSG was found inappropriate because no factors are in 
place which would justify its implementation, such as major seasonal migration from, or 
to, the rural area; major inflow of tourists during summers who would seek accommo-
dation, inter alia, in the private sector, etc. These factors are more typical for Issyk-Kul, 
Jalal-Abad, Osh, and Batken oblasts. 

It was also recommended to introduce related measures to ease water service af-
fordability constraints, such as tariff subsidisation for the vulnerable. It was also recom-
mended to introduce economic incentives to increase collection rate.

In order to address economic challenges, new operator should first revise the tariff 
structure and collection efficiency. In this context, it was proposed to:

• Factor depreciation allowance into the tariff to recover the cost of fixed assets 
and (regulated) profit of the operator. 

• Introduce differentiated tariffs. New tariffs based on normative consumption 
will be calculated for unmetered residential consumers, organisations, and 
sole proprietorships. Ideally, tariffs should be based on actual (metered) con-
sumption; however, in absence of water meters tariff is calculated per person 
per month based on approximate normative consumption. Therefore, various 
approaches to levying water charges will be tested during the pilot testing of 
the Guidelines — based on normative consumption and based on metered 
consumption. It should result in more efficient water use, more equitable wa-
ter charges, and improved economic performance of the operator. When dif-
ferentiated normative tariffs are applied, tariff will vary by water use:

- Domestic needs of the population;
- Household needs (livestock and garden plots);
- Commercial (economic entities).

• Have water meters installed on an experimental basis in a street in Ak-Bashat 
rural district, and have that pilot street shifted to payments based on con-
sumption metered by individual meters at the tariff for metered consumers. 
With due account taken of the experiment findings, phase in water meters 
for all the subscribers. Water meters installation will lead to water saving by 
the subscribers, lower water consumption and daily drinking water production 
which will result in lower workload on pumps and, therefore, saving of inputs 
(water, electricity, and funds). 

As per records, 135 persons reside in the pilot area where metered consumption 
and respective tariff should be introduced. Planned tariff for 1 m3 of water at the nor-
mative consumption of 80 lcd shall be calculated taking into account all the costs. It has 
been estimated that the planned tariff will be KGS 70 per 1 m3 assuming the operator 
profit margin at10 percent. 

Where water is paid for based on normative consumption, it is a good idea to cal-
culate tariff based on the actual number of resident subscribers. To that end, a respon-
sible person will monitor the inflow and outflow of resident subscribers in an area as-
signed to them. 

4.2.8 Review Contracting Options

There are many gaps and vulnerabilities in the current contractual relations in the 
area of drinking water supply in Ak-Bashat rural district, therefore, they should be up-
dated. LLO Zhayil Suu Service prepared a set of recommendations on managerial deci-
sions aimed to improve contractual relations in the drinking water supply system. 
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First, it was recommended that the Ak-Bashat LSG and the private operator enter 
into a contract on the operation of the water network owned by the rural district. It will 
allow mobilising the operator’s own funds, introduce innovative technologies, and use 
new opportunities to improve operations (know-how of the private operator). 

In pursuance of the recommendations, the consultant/focal point supported by 
Gosstroy prepared draft water service agreement for Ak-Bashat rural district and draft 
agreement on leasing out the water supply system of the Ak-Bashat LSG.

The local facilitator drafted contracts with subscribers. Such contract will be en-
tered into between the new operator and subscribers on the pilot street where me-
tered consumption based tariff has been introduced. 

Next, it was recommended that the local governments, including the Ak-Bashat 
LSG, review and address issues of fulfilment of outstanding obligations as they enter 
into a contract with a new operator. Obligations of the previous operator could con-
cern accounts payable and accounts receivable or technical issues. 

Legal succession could be a solution for the obligations related to drinking water 
supply in Ak-Bashat rural district. It was recommended that the two operators (previ-
ous one and newly identified one) enter into a supplementary contract on the legal 
succession in relation to the obligations.

4.2.9 Design Incentive Mechanisms

LLO Zhayil Suu Service proposed several recommendations regarding the incentive 
mechanisms design stage:

• Introduce contractual relations with subscribers which should provide for eco-
nomic incentives for subscribers (benefits, fines, penalty fees);

• Engage in advocacy for the population regarding the negative consequences 
of uneconomic and negligent water use;

• Ensure close cooperation with the local government in order to reduce ac-
counts receivable from subscribers. It was proposed to establish an adminis-
trative commission within the LSG and have it hold the mala fide subscribers 
administratively liable (starting from persistent non-payers) and broadly in-
form the general public about the reasons, the fact of holding them liable, and 
sanctions imposed;

• Consider engaging good faith payers to influence persistent non-payers. For 
instance, “smart” electricity meters could be installed at the main water intake 
points which could automatically stop electricity supply in the event of failure 
to pay for the electricity consumed by water pumps and thus will shut down 
the pumps. In this situation, good faith subscribers who paid their water bills 

will influence the non-payers.  
It was useful to take into account all the recommendations of LLO Zhayil Suu Ser-

vice in the contracts entered into with the new water operator and in the new opera-
tor’s future operations. 

LLO Zhayil Suu Service also came up with proposals to strengthen targeted social 
support of vulnerable subscribers. It was proposed that the issue of supporting vulner-
able households (the poor, households with many children, etc.), provided they have 
supporting official documents, be reviewed by the local kenesh members and LGS head 
and arrears for water services be subsequently cleared by the Ak-Bashat LGS. 

The mechanism could be implemented under the Law of the Kyrgyz Republic on 
the Government Social Order by issuance of social coupons/vouchers or subsidies from 
the local budget. 

It appears that the implementation of the proposals in the operations of a new op-
erator will facilitate establishment of an economically-sustainable business model and 
will help to build the operator’s financial, economic, and organisational capacity, as well 
as will improve the drinking water supply system and service quality. 

4.2.10 Develop an Action Plan

At this stage of implementation of the Guidelines steps, specific measures were 
identified which should be taken to introduce a new business model. It was also nec-
essary to identify responsible persons, allocate responsibilities, and set the timeline. 

• A roadmap for the implementation of a new business model was developed 
which identifies the following steps:

• Make a managerial decision (in our case, decision to contract a small private op-
erator and order by the Ak-Bashat LGS head to establish a tender commission);

• Prepare tender documentation package to identify a new operator;
• Set the timeline for competitive selection of new operator;
• Publish public tender announcement;
• Conduct a tender to identify service provider;
• Have the Ak-Bashat LSG enter into a package of contracts (lease contract and 

service contract) with a new drinking water operator;
• Have the newly selected operator fulfill investment obligations;
• Revise tariffs and enter into subscriber contracts on the pilot street;
• Enter into contracts with all the subscribers in Ak-Bashat rural district; and
• Monitor and assess the operator operations.

Responsible persons and timeline for the tasks were identified for each step. 
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4.2.11 Monitor and Evaluate Progress

Monitoring and assessment stage allows to:
• Track operations on a regular basis through monitoring and assessment of pro-

gress towards goals; take corrective action, as necessary;
• Promote transparency, accountability, and training of stakeholders by ensur-

ing their active engagement;
• Adjust the business model based on what works and what does not work;
• Demonstrate accountability to the community and its representatives. 

Monitoring should be continuous and first assessment should be conducted as 
soon as several months since the launch of operations by the new drinking water oper-
ator so that timely corrective action could be taken as necessary. 

4.3. Progress in implementing the Action Plan

Items 1 through 6 of the Action Plan have been implemented at the time of pre-
paring this report. 

The pilot testing consultant/focal point supported by Gosstroy prepared tender 
documentation package on behalf of the LSG for a tender to provide drinking water 
services in Ak-Bashat rural district. 

As per the findings of step 2.6, an additional key condition of the tender was in-
vestment by the operator of at least KGS 300 000 of own funds in the existing drinking 
water system in Ak-Bashat rural district.

The tender was conducted in May 2018, and the above contracts were entered 
into with its winner. The winner assumed an obligation to achieve the (minimum) oper-
ational and service quality indicators set in the tender documentation and invest KGS 
400 000 of its own funds in the upgrade and development of the water supply system 
in Ak-Bashat rural district.

The new operator commenced its work and fulfilment of its obligations under the 
contracts which include items 7 through 9 of the Action Plan. 

More specifically, the new operator announced it intended not only to install water 
meters on the pilot street but also to replace the street pipes and optimise pipe diame-
ters in order to streamline the water flow and reduce leaks in the street network.  

4.4 Conclusions and recommendations

Generally speaking, pilot testing of the draft Guidelines in Ak-Bashat rural district 
can be considered a success. 

At the same time, the pilot testing has shown it is necessary to adjust the draft 
Guidelines in relation to:

• Recommendations regarding the transfer of rights and duties from the previ-
ous operator to the new one under contracts with subscribers, regarding ac-
counts receivable, and other assets and liabilities, including obligations related 
to taxes and charges; and

• Development of separate Guidelines regarding settlement of conflicts and dis-
putes. 

Following such adjustment, it could be recommended to apply the draft Guidelines 
throughout KR and to pilot test them in other countries in the region. 
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PART III 

BACKGROUND ANALYSIS

This Part of the report presents the background analysis the draft Guidelines were 
based upon, of the problems and challenges faced by rural water supply and sanita-
tion in EECCA countries; and places the Guidelines in the context. These challenges are 
reviewed here in order to ensure that the introduction of a sustainable new business 
models takes them into account and addresses, as necessary, obstacles that may arise. 

CHAPTER 5

STATUS OF RURAL WATER SUPPLY AND 
SANITATION IN EECCA  

The chapter places the Guidelines in context through an overview of the current 
status of water supply and sanitation services in EECCA and in the Kyrgyz Republic, 
where the Guidelines were pilot tested. It notes the persistent problems in the sector, 
which can be traced back to the collapse of the Soviet system of centralised planning 
and of collective farms which provided some, although not all, rural areas with water 
services, and from the under-investments in rehabilitation and new WSS infrastructure. 

 Although all EECCA countries exhibit legacy aspects of the Soviet system in 
some way, they have evolved quite differently in terms of decentralisation process and 
WSS reform. This has resulted in different levels of consolidation and delegation of 
WSS services, two key parameters for considering WSS business models. Though some 
progress has been made in rural WSS in EECCA, no country has ‘solved’ the rural water 
problem and achieved sufficient level of water security in all or most rural settlements: 
coverage and service quality remain very low, while operators of RWSS systems are 
often not sustainable.  
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5.1 Overview of rural WSS in EECCA

This chapter takes stock of the status of water supply and sanitation (WSS) services 
in EECCA and in the Kyrgyz Republic as of mid-2016 when the background analysis was 
undertaken to underpin drafting of the Guidelines outlined in Chapter 3 of this report.

Background 
During Soviet times was supplied to many rural communities through the kolkhoz 

and sovkhoz system of cooperative farms. When these became defunct after 1991, 
along with the disintegration of co-operative farming in most EECCA countries, the 
newly independent governments did not step in, however, to take control of water pro-
vision. Instead, most rural settlements and small towns were left to their own devices 
and had to manage their own supply. This often proved to be difficult, as management 
and fiscal capacity of small settlements is very low: in many rural settlements WSS sys-
tems were shut down while in others they were not properly maintained or rehabilitat-
ed when they broke down. 

Getting users to pay for a service that used to be free of charge also proved diffi-
cult. This is so even though tariffs in EECCA countries are generally very low, and well 
below cost-recovery levels. Tariff revenue  is usually unable to cover even O&M costs 
of these inefficient operations, let alone capital, environmental and resource costs. In-
vestments have been insufficient, and even when they materialise do not always yield 
sustainable results. A large financing gap has appeared. 

Factors contributing to these negative developments include inefficient systems 
which are now essentially overbuilt, given the drop in water consumption pattern and 
demand for water over the last two decades. Systems built in past decades to handle 
much larger capacity than current demand also mean that maintenance, rehabilitation 
and capital costs are too high. In urban WSS in Moldova, for example, the capacity utili-
sation rates are often at just 25%. This often means that tariffs are unable to cover the 
inefficiencies and capital costs of highly over-built systems.  

Beyond water supply, households in most rural and many urban centres still lack 
sanitation systems or facilities. A large percentage of households rely on outdoor la-
trines, which are inconvenient and come with their own challenges. 

These negative trends in the WSS sector coincided with a trend in the 1990s of 
decentralisation of government functions from the central to regional and local levels. 
However, while creating more local accountability and responsiveness may have been 
well-intentioned, it often meant that the burden of public services was pushed onto 
weak local institutions with minimal capacity and budgets. In the WSS sector, decen-
tralisation presented both an opportunity and a risk1. It can help to engage the public 

more directly in reform processes and give utility companies the autonomy, capacity 
and resources for providing services more efficiently and effectively2. Yet even when 
decentralization yields positive results, it can take decades to reach maturity3. In the 
meantime, the institutional outcome is an unfunded mandate – local governments with 
responsibilities which are not matched by budgets to carry them out. 

In many EECCA countries, the loss of subsidies from Moscow, the deterioration of 
the bureaucracy and break with central Soviet-style central planning meant that national 
policies became much more difficult to carry out. For example, in KR, where the Guide-
lines will be pilot tested, verbal commitments made by the President with regard to the 
water sector, such as statements that water supply and access is the most important 
issue facing the country, do not translate directly into policy4. Even authoritarian EECCA 
countries struggle to translate policy into action on the ground, despite the power to 
‘make things happen’ that presumably comes with centralized decision making.  Plug-
ging the enormous financing gap, alluded to above, remains a huge challenge. In EECCA 
some public services are disappearing entirely, while others are implemented poorly.

Initiatives to improve access to WSS in EECCA and KR
The issues enumerated above are well known among international organisations 

and financial institutions and are increasingly recognised by national governments. 
There is also a consensus that the returns to investing in water and sanitation are sub-
stantial, starting with reductions in the global burden of disease and child mortality 
rates5 and loss of labour productivity. 

Progress has been made on many fronts, including with institutional reforms, reg-
ulations, and policy, e.g. through the National Policy Dialogues conducted through the 
European Union Water Initiative (EUWI)6. Many EECCA governments now have policies 
and strategies in place for water resource management, private sector participation, 
financing, and achieving goals. Yet access to quality WSS services in rural settlements 
across EECCA remains far below urban areas. After many years of reform efforts, access 
to good quality water and sanitation services is denied significant parts of the popula-
tion in EECCA countries.

While urban areas, with their higher population density, established water utilities 
and pool of skilled employees, have long attracted the attention of donors and inves-
tors (such as ADB, EBRD, KfW, World Bank and others), there is a growing focus on rural 
areas as well. Large-scale projects targeting or encompassing rural areas have been 
undertaken and some lessons can already be drawn from them. 

For example, in Armenia, 268 (out of 866) rural communities were brought under 
the management of municipality-based private water operators, Yerevan Djur and Ar-
menia Water Supply Company (AWSC). In Kazakhstan, the Ak Bulak programme aimed 
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to reduce WSS coverage disparities between urban and rural areas, in part by creating 
new operators7. In Moldova, OECD supported a project on Sustainable Business Models 
for Water Supply and Sanitation in Small Towns and Rural Areas. The project focused on 
different regionalisation (aggregation) and service provision models. There are plans to 
reduce the number of operators (several hundred at present) by establishing fewer but 
stronger operators, as Regional Operating Companies (ROCs), to provide WSS services 
to 2,600 localities8. In the Kyrgyz Republic, following the creation of community-based 
management operators, successive ADB and World Bank projects invested $89.6 mln 
(including government and community co-financing) in constructing or rehabilitating 
553 water systems between 2001 and 20149.  

However, behind the headline figures, the situation is more ambiguous and prob-
lematic. The challenges are discussed in Chapter 6. 

5.2 Rural operators and business models 

5.2.1 Rural WSS operators (EECCA and KR)

At present, in most EECCA countries, rural water systems, where they exist, are oper-
ated locally. When they are managed by larger companies, such as municipal water util-
ities (vodokanals) it is usually because they are located relatively close to urban centres. 
OECD/EAP Task Force (2009) notes how decentralisation has sometimes led to over-frag-
mentation in EECCA. It summarises a host of challenges that arise across legal and reg-
ulatory, administrative and organisational, fiscal and financial, and capacity domains10. 

Decentralised service provision in KR. The KR WSS sector comprises two main types 
of WSS operators, which are divided into 31 urban municipal gorvodokanals (water util-
ities), and an estimated 1,050 small rural water systems. Rural WSS systems are located 
in 1,805 villages (which are governed by 453 rural municipalities, or ayil okmotus) in 
varying states of functioning. According to DDWSD, in 390 villages centralised (piped) 
water systems were never built. The drinking water sector in KR is thus highly decen-
tralised, with responsibility for supply held by municipalities and the 453 rural LSGs ayil 
okmotus. Most of them are struggling. In the KR, as was the case in many EECCA coun-
tries “decentralization of WSS management did not take into account the existing local 
capacity to meet population needs for water supply.”11

5.2.2 Existing business models and private sector participation in EECCA

We now turn to the business models in use in EECCA countries and modes of pri-
vate sector participation (PSP). It should be noted that the use of the term ‘business 

model’ does not necessarily mean that the management of water WSS services in rural 
areas was developed strategically. That is, the business models in question were not al-
ways formulated through rational planning, taking into account existing needs and re-
sources. Typically, they are the outcome of local conditions and convenience more than 
anything else. For example, in Kazakhstan, they are described as having come about 
“largely ad hoc rather than planned.”12 

A range of business models for water provision are found in EECCA countries. OECD 
(2016) classifies them along two parameters for determining appropriate WSS business 
models: i) level of sector consolidation and ii) delegation with respect to service de-
livery13. Sector consolidation through regionalisation (also referred to as aggregation) 
refers to the management of multiple WSS systems under one entity. Lockwood and 
Smits (2011) note that community-based management of water systems has a tenden-
cy to professionalise as the size of community served and the tariff base increases.14 
While it can bring economies of scale, OECD (2016) notes that pursuing voluntary re-
gionalisation can be time-consuming. “Delegation” refers to cases when management 
of water systems is delegated by local authorities to another entity, such as communi-
ty-based management for small settlements. 

Countries within the EECCA region have different combinations of consolidation 
and delegation. Kyrgyzstan, Ukraine and the Russian Federation are considered as hav-
ing a low degree of consolidation and a low degree of delegation in rural WSS.  EECCA 
countries with a high degree of consolidation and a low degree of delegation are Tajik-
istan, Turkmenistan and Azerbaijan. Finally, Georgia and Armenia have a high degree of 
consolidation and a high degree of delegation (see OECD (2016)).

Neither consolidation nor delegation are the keys to success. In addition to con-
solidation and delegation other factors considered important when deciding on an ap-
propriate business model include: GDP per capita, population density, and the enabling 
environment (e.g. the presence of administrative and governance obstacles, particu-
larly important for successful private sector participation). There is clearly no one size 
fits all model, even within a given country. Furthermore, no EECCA country, despite 
widely divergent models (which can be considered natural experiments) has ‘solved’ 
the problem of rural water provision, as the following examples illustrate. While there 
are some successful cases, these are not on a large scale and have not been replicated 
in any country on a national scale. 

The de facto business model in Russia, with its centralised government structure 
and extremely low population density, is low consolidation with low delegation. WSS 
services in rural areas are organised, maintained and developed by municipalities, with 
ownership in some cases lying with regional governments. Two thirds of the rural pop-
ulation is not connected to a network at all.15
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In Azerbaijan, WSS is managed by AzerSu OJSC, the state-owned national operator, 
which is responsible for supplying over one million customers throughout Azerbaijan 
(excluding Nakhichevan) with services. Its main functions are to manage subordinate 
institutions to provide water supply and sewage services, and develop proposals on im-
plementation of national policy16. Assets are held by municipalities. However, although 
considered a national water supply company it is not responsible for rural water servic-
es. Thus, even under Azerbaijan’s highly centralised system, rural water provision is still 
delegated to the community level. AzerSu responsible for developing large investment 
schemes and programmes for community water services, but not providing water to 
all communities.17 Rural water infrastructure remains underdeveloped and coverage 
is low, with approximately 15% of rural households receiving piped coverage, mostly 
because they are in proximity to larger municipal networks.18

In Armenia, a strong push for private sector involvement in water provision led 
to management contracts with two large international firms. As of mid-2016, Yere-
van Djur serves a population of one million through a lease contract with Veolia, and 
Armenia Water Supply Company (AWSC) served 620,000 under a Management Con-
tract with SAUR19. As noted above, these companies do supply a large number of 
rural areas, but several hundred villages remain uncovered. Armenia is now in the 
process of moving to a single national operator which will serve the entire country, 
and eventually cover villages currently not under the lease or management contracts.  
In November 2016 France-based Veolia Group won a €800 million affermage contract 
to supply the entire Armenian population with drinking water and wastewater ser-
vices20. This implies coverage of the many currently unconnected villages located far 
from urban centres and it will be interesting to track progress in bringing them all 
under the private operator. 

Most ECCAA countries have sought  to leverage the  private  sector  to upgrade  
and  develop  their  water  and  sanitation  infrastructure with the goal of improving 
the effectiveness and efficiency of the water sector21. The picture remains decidedly 
mixed, however (OECD 2011b). 

In general, penetration of performance-based contracting in EECCA remains low22. 
In Kazakhstan, co-operatives already represent a type of private sector engagement. 
Referring to Kazakhstan’s rural WSS provision, OECD (2016a) notes the importance of 
a strong enabling environment to allow PSP to succeed, and that this is rarely found. 
Dardenne (2006) stresses that the idea that the role of government can end once the 
private sector takes over utilities services is a misconception23.  

In the rural WSS sector, PSP in EECCA is even more rare, if we exclude commu-
nity-based management from the definition. (Although de facto privately operated, 
these are rarely commercial service operators in the standard sense – i.e. with a busi-

ness plan, accounting, financial autonomy or profit orientation).  In KR, there is the only 
private operator, in the small city of Kant.

In conclusion, there is no systemic solution broadly applied yet in EECCA countries. 
At most, individual cases (success stories) within countries where rural water provision 
functions well, regardless of the predominant business model.  Unfortunately, unsus-
tainable business models, unable to meet population needs, predominate in EECCA. 

5.3 A closer look at Kyrgyz rural water sector

The population of KR is predominantly rural, with an estimated 64% living in rural 
municipalities (mirroring the EECCA region, where the average EECCA country popula-
tion is 64% urban24). KR has adopted a WSS Sector Strategy25 and a rural drinking water 
policy to deliver drinking water to all rural areas and small towns. According to the KR’s 
WSS Strategy, access to good quality water in the Kyrgyz Republic is low by internation-
al standards. According to DDWSSD, approximately 40 percent of the rural population 
lacks access to safe drinking water, i.e., a functioning centralised (piped) treated water 
supply26. OECD (2016) notes that 261 water supply systems fail to comply with sanitary 
requirements. The dominant model for WSS provision is via community-based organisa-
tions and local water utilities in small towns. On average, water supply services in rural 
areas are provided 6 hours per day.27  

5.3.1 Access to WSS services 

Access to drinking water supply in KR is estimated at 89%, ranging from 73% in 
Batken, 73.9% in Osh oblasts, to 100% in Chui oblast. Rural populations without ac-
cess to piped water (in the 390 communities cited earlier), often obtain their water for 
drinking and household use from ditches, rivers, canals, springs and water carrier ser-
vices. The quality of these sources is often unsafe for drinking, with associated negative 
health consequences. Furthermore, many villages rely on drinking water systems that 
are more than 50 years old (267 water systems were built before the 1960s). 

Sanitation in rural areas is primarily via on-site sanitation, i.e. outdoor latrines. Very few 
villages have sewerage systems. The percentage of the population with access to sewerage 
in KR is 28.6 percent, but this hides wide disparities, from 0.5% in Osh oblast to 48.7% in 
Chui oblast (and 98.6% in the city of Bishkek)28. Sanitation is in many ways the neglected 
stepchild of WSS. It tends to receive less emphasis by governments and donors, reflecting 
a lower priority for the population, although this is generally related to poor understanding 
of its importance for health and hygiene. In KR, attempts at addressing sanitation have not 
met with great success. For example, ADB and DFID (2012) found that the ADB-financed 
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Community Based Infrastructure Services Sector Project (CBISSP) planned to equip 70,000 
households with improved latrines, build 250 school latrines and 750 public bathhouses 
but ended up implementing none of the above. In the end sanitation activities under the 
project were limited to a hygiene and sanitation education programme.29

5.3.2 Legislation and Regulation 

The Water Code of the Kyrgyz Republic regulates water issues with respect to use, 
protection and development of water resources, environmental protection, and sus-
tainable development of water resources in the country30. Many of its provisions have 
not been implemented at this time, however. A total of 19 laws directly or indirectly 
relating to water issues are outlined in OECD (2016b). Of these, the Law “On Drinking 
water” regulates relations on drinking water and supply of good quality water.  

These laws govern responsibilities for provision, asset ownership water quality, 
health issues, and LSG responsibilities. While they inform sector policy and provide a 
framework for what is possible in terms of reform, in some cases, because of lack of 
capacity or relating to the bureaucratic process, they are not always implemented. In 
other cases, aspects of the laws are incomplete or contradictory and require amend-
ments.31 

The most relevant regulations to the WSS sector are outlined. They are mostly out-
dated, as they were developed 70-90 years ago during the Soviet period. Amendments 
to existing regulations are needed to bring them up to date with current social and eco-
nomic conditions and technology advances. However, because of a dearth of national 
expertise, international support is generally required for drafting amendments. 

Tariff regulation. In theory, tariffs are regulated by the State Anti-Monopoly Com-
mission. In practice, according to OECD (2016)32, approval of tariffs by the Commission 
mainly covers water utility operators in cities and regional centres. Frequent failure to 
comply with the Law "On Drinking Water" and the Law "On natural monopolies in the 
Kyrgyz Republic" can be attributed to various factors, including i) the lack of human re-
sources at the competition authority for approval of tariffs for all Community Drinking 
Water User Unions (CDWUUs); ii) low-skilled staff and poor knowledge of legislation; 3) 
general reluctance by the Commission to oversee approval of tariffs of CDWUUs

Legal status of operators. In KG, the legal structure of CDWUUs (which comprises 
most community-based water supply operators) is the same as for NGOs. This means 
they are independent of government (local or national), which support limits the sup-
port, financial or otherwise, which local governments can provide to local operators.

Design standards and norms. KR inherited construction norms and standards 

(SNIPs1) from the Soviet era, which govern the design of water supply and sanitation 
systems. Because the SNIPs were designed for different, non-market, conditions, dif-
ferent technologies of 1950-80’s, and for much larger infrastructure than the KR can 
afford, they are considered outdated. Applying these norms to current construction 
increases construction costs considerably because the of requirements for larger wa-
ter pipe size and the installation of many fire hydrants. The GoKR amended the SNIP 
in 2010, creating new “Technical Requirements” for Design of Rural Water Supply Sys-
tems, but the amendments were provisional, applying only to ADB and World Bank 
financed under projects (Taza Suu). The SNIPs on WSS remain outdated.33

State Sanitary Rules and Norms (SanPiNs2). There are three relevant SanPiN rules, 
which cover i) sanitary protection zones of water supply sources and water pipes for 
drinking purposes; ii) hygienic requirements to water quality of centralised drinking 
water supply systems; and iii) sanitary-protective zones and sanitary classification of 
enterprises, buildings and other objects.

The law of the KR "Technical regulations "On drinking water safety"" establish-
es the application and implementation requirements for drinking water to meet the 
needs of the population, and regulates the principles, responsibilities, procedures and 
organisational measures to ensure the safety of drinking water. The effect of this tech-
nical regulation applies to legal and natural persons engaged in economic activities (in-
dustrial, agricultural and other enterprises) and operating in the water supply system.

Environmental norms and regulations. In the Kyrgyz Republic, abstraction and 
use of surface water resources is not licensed. Permits for water use repealed with the 
adoption of the Law of the Kyrgyz Republic No. 170 of October 10, 2012. However, in 
accordance with the laws of the Kyrgyz Republic "On the licensing system" and "On 
subsoil", water users extracting water from underground sources must have a license 
to use subsurface resources, including groundwater. In this case the Tax Code of the 
Kyrgyz Republic established the fees for the abstraction and use of groundwater, as 
well as for the use of subsoil:

1. bonuses – one-time payments for subsoil use, including groundwater;
2. royalties – recurrent payments for use of subsoil for mining of mineral deposits 

and/or selection (extraction from subsoil) of groundwater.

In the law "On the licensing system" and in the Water Code there are provisions 
for permits allowing discharge of pollutants into the environment with wastewater. 
The Law "On environmental protection” establishes fees for discharge of pollutants 
with wastewater into the environment (water bodies natural and artificial, surface and 

1  Construction standards and norms, (Строительные Нормы и Правила (СНиПы) in Russian)

2  State Sanitary Rules and Norms - санитарные правила и нормы (СанПиНы) in Russian
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groundwater, drainage system, field irrigation, filtration and evaporation; and on the 
terrain: ravines, gullies, trenches, dry riverbeds, etc.). 

The standard fee set by Government Decree of September 10, 2015 No. 625 and is 
10.5 som per ton of pollutants. The method of calculation of payment for discharges of 
pollutants approved by the Government decree # 559 of 19.09.2011 g. 

In KR is required to conduct state construction and environmental assessment of 
projects and environmental impact assessment (EIA). The EIA identifies major hazards 
and risks to the environment and to human health. Apart from sanitation, it covers the 
discharge of stormwater and the use of tanks-septic tanks. See the next section on 
Sector Policy documents relevant for WSS. 

5.3.3 Key WSS Sector Policy documents relevant for WSS 

It is critical that the government define policies for water, sanitation and hygiene, 
especially in the regions; study the needs and methods to improve access to water, 
sanitation and hygiene in education and health institutions; and promote hygiene prin-
ciples as a key public health strategy. A number of government policy documents and 
strategies which address WSS issues in various ways have been developed over the 
years. The key WSS sector policy documents have been the National Strategy for Sus-
tainable Development of the Kyrgyz Republic for 2013-17, the Strategy for Devel-
opment of Drinking Water Supply and Wastewater Disposal Systems and the draft 
Rural Drinking Water Policy paper, discussed below:

• The National Strategy for Sustainable Development (NSSD) of the Kyrgyz Re-
public for 2013-17 has been a key strategic direction of the Kyrgyz Republic’s so-
cial policy on providing piped water and wastewater services to the population 
and other consumers. It stresses that access to safe water and adequate sanita-
tion also largely determines the effectiveness of healthcare and therefore more 
attention should be paid to issues of drinking water, sanitation and hygiene, which 
have been vital for the entire population of Kyrgyzstan, and especially children.  

• Kyrgyz Republic Strategy for Development of Drinking Water Supply and 
Wastewater Disposal Systems in Settlements to 2026. The WSS Strategy was 
approved on 28 March 2016 by the Government as Resolution No. 15534. The 
Strategy’s general objectives and goals concern, among other things, the alloca-
tion of functions of state administration and local self-government bodies;  mo-
bilizing investments (domestic and foreign); safe potable water supply access 
by the population; expanding sanitary facilities coverage; ensuring population 

access to potable water supplies; improving tariff policy; raising public aware-
ness on the importance of paying for services; ensuring reliable operations and 
maintenance; and ensuring the financial, economic and institutional sustainabil-
ity of WSWD enterprises.

• Draft Kyrgyz Republic Rural Drinking Water Policy. Of immediate relevance to 
these Guidelines is the draft of the WSS Policy for Rural Water Supply35, describ-
ing reforms needed to improve access and sector sustainability. This document 
was developed in June 2016 by DDWSSD and ADB in consultation with national 
and local stakeholders and the draft was shared with stakeholders for comment. It 
outlines recommended principles and measures at the national, regional and local 
levels. The key measures relevant to these present Guidelines concern aggregat-
ing and restructuring water organisations, (including local WSS service providers), 
ensuring cost recovery, monitoring service quality, reaching out to households and 
their representatives, protecting the poorest, capacity development and promoting 
gender equality and hygiene awareness. Other measures address national level is-
sues. These include having DDWSSD become a stand-alone independent agency (it 
is now under the State Agency for Architecture Construction and Communal Servic-
es (SAACCS), building institutional capacity and stimulating financing and subsidies. 

The draft Policy endorses voluntary aggregation of operators to generate econ-
omies of scale, recognizing that outside assistance and support will be required to 
promote and facilitate this measure. This is partly because the measure cannot be im-
posed by fiat on CDWUUS (because of their independent, non-government status) and 
because the model for aggregation still needs to be worked out. This report provides 
more detailed information and guidance on possible approaches. 

DDWSSD, together with (Community Development and Investment Agency of the 
Kyrgyz Republic) ARIS, has developed a publicly available database with data on all wa-
ter issues in all municipal and rural settlements of KR. It is accessible online at:  http://
suuinfoc.w20.wh-2.com/

5.3.4  Recent reforms in policy, institutions, legislation and regulation

Transfer of assets to LSGs. In 2010, a GoKR resolution required CDWUUs to trans-
fer their water supply assets to LSGs36. The goal was to ensure that physical assets were 
under the control of authorities legally accountable to the population. However, as of 
mid-2016 when this analysis was prepared, only about half of the CDWUUs had com-
pleted the transfer of assets to LSGs.
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Adoption of a policy on cost-recovery. The GoKR has been aiming to adopt legisla-
tion on cost recovery, which would requiring tariffs to at least cover the costs of O&M. 
While this ideal is still far from reality (and cost-recovery is a malleable concept), with 
average tariffs remaining very low, it would represent a positive change in awareness 
among policy makers that cost recovery is critical to maintaining access and sector sus-
tainability. 

Also, certain steps have been taken in the domain of institutional development 
and capacity building of the WSS sector as core elements of government policy in KR37. 
Establishing the Department for Developing Drinking Water Supply and Sanitation at 
Gosstroy is an example of such action.

5.3.5 Key actors in WSS in Kyrgyzstan

National level
In the Kyrgyz Republic there are approximately 20 stakeholders with responsibili-

ties related to the drinking water supply and sanitation sector. Of these, 16 are national 
government bodies38. (The list of stakeholders can be found in Annex C) 

The Department for Drinking Water Supply and Sanitation Disposal (DDWSSD), un-
der SAACCS39, is arguably the most important institution.  It was created in 2012 as a 
successor to the Department of Rural Water Supply (DRWSS).40 DDWSSD is responsible 
for implementing WSS policy, legislation and regulation, attracting and coordinating 
investments sector coordination, and capacity building. 

DDWSSD is a significant improvement over its predecessors. A report written today 
about the Kyrgyz WSS sector would not be titled ‘No One in Charge’, as was the case 
in 2012. However, the department still has limited authority and capacity to provide 
the rural WSS sector with the support it requires.  This is partly related to its relatively 
low status as a small department within an agency (SAACCS) which is focused on con-
struction and design sector and has demonstrated relatively little interest in the issues 
surrounding rural water sector development. DDWSSD’s weak capacity is also related 
to its limited budget, inability to hiring highly qualified staff. Nonetheless, in the past 
several years, it has been instrumental in developing a WSS strategy, a WSS policy, and 
attracting significant donor financing. 

Basin, Oblast and Rayon levels
In many EECCA countries, planning and management of river basins has generally 

been poor. According to IWRM principles,41 water management should be performed 
at basin level, according to hydrographical principles. Traditionally, in EECCA it has been 
managed at the level of administrative-territorial units (i.e. oblasts and rayons). Policy 

changes have been proposed to move toward river basin management, but their adop-
tion has been slow. KR is no exception. 

In KR, a hydrographical approach to water resource management is in place, as per 
the Water Code. In theory, each basin has its own Basin Water Administration and a 
Basin Council responsible for specific water resource management activities. According 
to the draft Benchmarking report42, Article 5 of the 2005 Water Code of the Repub-
lic of Kyrgyzstan requires the introduction of the basin management principle in the 
water sector. However, this principle is not being followed and management of water 
resources is still based on administrative-territorial principles. 

In KR, among other stakeholders, LSG representatives and water user associations 
are represented on the Basin Councils. However, just a few Councils are established but 
none are fully operational or viable without external donor support. As of mid-2016, 
just two River Basin Management Plans (RBMPs) had been developed, and none had 
been formally approved or implemented.  

Since the basin approach is not yet fully operational, water is still managed fol-
lowing the administrative-territorial division of the country. Kyrgyzstan is divided into 
seven regions and two major cities with equivalent status: Bishkek and Osh. The oblast 
administration system is an extension of the central government, in that oblast admin-
istrations function as representatives of their respective central level agencies. Gover-
nors are appointed, not elected. Oblast administrations do not have dedicated offices 
responsible for water and sanitation issues, except for the local oblast offices of the 
central government. In general, KR and EECCA are characterised by a lack of master 
planning for WSS at oblast and rayon levels. 

According to the law, the rayon administration (subordinate to the oblast admin-
istration, both of which are part of the central government structure) does not have 
responsibility for drinking water supply and sanitation. The head of the rayon adminis-
tration (akim) approves draft programmes for social and economic development of the 
rayon and social protection of the population. The primary role of the raion administra-
tion with respect to the WSS sector involves fundraising and overall coordination of the 
raion development, together with the municipalities. Rayon and oblast level adminis-
trations in KR do not have their own development budgets. Their budgets only cover 
the costs of local administration. 43

Local self-government (LSG)
In KR, the most important administrative unit for rural water supplies is the local 

self government (LSG). The LSG is the lowest level of government, comprised of ex-
ecutive functions (the ayil okmotu)) and legislative functions (ayil kenesh, or council). 
The principles of local self-government are enshrined in the Constitution.  Both the 
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ayil okmotu head and the ayil kenesh are elected and thus it can be said that more ac-
countability is found at the LSG level than at the regional or basin level. There are 453 
rural LSGs in KR, covering 1,805 villages. The average population of an LSG is 8,808. (In 
addition, there are 21 towns and 29 “urban-type” settlements).

Responsibility for supply of drinking water at the settlement level rests with the 
LSGs. This responsibility is typically delegated to community management in rural areas. 
However, in reality there is significant overlap between functions of LSGs and commu-
nity-based operators, which can contribute to poor service and unclear accountability. 

Systems and operators
In the Kyrgyz Republic, rural communities receive their water from small water sup-

ply systems which are either gravity fed or rely on pumps, depending on conditions. 
Rural water systems are almost all independently operated.  A single system may serve 
one or more rural communities. Some households have individual connections, while 
most others rely on standpipes (kolonkas) located on the street. Rural municipalities 
own and regulate water supply systems in rural areas. They are responsible for select-
ing a service provider, ensuring the availability of quality WSS services, approving local 
WSS tariffs, and collecting data on the sector. They are also responsible for developing 
and approving water supply programmes and public awareness campaigns on the im-
portance of paying for water services, and promoting sanitary and hygienic practices. 

5.3.6 Existing business models and PSP – Kyrgyz Republic

In the case of the Kyrgyz Republic, a variety of models for delivering water are 
found in rural areas (each may cover one or more settlements within an ayil okmotu). 
Unlike in the case of Kazakhstan, where an attempt was made at replicating the mu-
nicipal vodokanal business models in small towns and rural areas under the Ak Bulak 
programme44 (and where many of the newly created operators went bankrupt with 
the first year of their operations) the model for most KR water schemes emerged 
from a decentralisation process in the early 2000s. This process involved the creation 
of community-based organisations, called “Community Drinking Water Users Union” 
(CDWUUs) for the express purpose of managing water service provision. A model pro-
posed by donors, they were created to fill in the vacuum created when the Soviet sys-
tem collapsed. CDWUUs are staffed and managed by community members, some of 
whom have a background in water provision.  

They are by far the predominant model. However, in many cases they have failed, 
or failed to catch on, and a variety of other models now coexist. These alternative mod-
els appear to have emerged largely based on where the existing capacity was, what the 

need was, and what made most sense. In KR, there is no easily available data on how 
many and what kind of alternative BMs are currently operating. 

According to OECD (2011) almost one-third of villages in KR have populations of 
less than 750, and 98% have populations below 10,000. These thresholds are cited be-
cause the unit costs of supplying water change significantly above and below these lev-
els.45 This underlines the importance of addressing WSS access and sustainability issues 
in such settlements. 

The CDWUU) is by far the most common business model. Not least, this is because 
this model was promoted through decentralisation policy and the ADB and WB pro-
jects. CDWUUs are legally constituted as NGOs (i.e. non-profit organisations). A signif-
icant amount of information is available on CDWUUs. However, field visits undertak-
en as part of ADB studies have revealed a number of other management approaches, 
many of which fill a vacuum when CDWUUs have proved unviable or unattractive. 

Less common models include informal water supply by community members (simi-
lar to CDWUU provision, but without being legally registered), supply managed by local 
self-government, and management by other entities which combine various services, 
such as irrigation water. 

A small number of rural communities are also served by municipal vodokanals. 
In part, this is because they are connected to the municipal systems of Bishkek and 
Osh because of their proximity. However, these do not necessarily represent solutions 
for the vast majority of rural communities. In part, this is because in most cases these 
neighbouring communities merely represent bulk water consumers for the larger mu-
nicipal entities, Thus, their operations are still managed by community-based manage-
ment bodies and all the problems associated with their weak capacity persist. In fact, 
because of the high non-revenue water (NRW) of these communities, Osh municipal 
water company is more interested in cutting off the rural communities it services from 
its water supply than in supplying water to more rural communities. 

The only private WSS enterprise in Kyrgyzstan is located in Kant, a small city of 
22,000 inhabitants near Bishkek and home to a well developed industry. The enterprise 
was registered in 2005 as a Limited Liability Company (LLC).  The annual turnover of 
the company is 15 mln soms. The basis of its operations is a 15-year lease contract with 
Kant city municipality. The Kant private WSS enterprise faces similar problems as the 
municipal ones. Tariffs are low and cover only operational costs. Its viability appears 
to depend heavily on its CEO. The operator has received grant and loan funding from 
EBRD and government of Switzerland to upgrade the network. 

In KR, in rural, small water-supply PPP schemes are limited. Some sources46 consid-
er community-based management PSP, since it is not public management. But in KG, it 
would be a stretch to consider CDWUUs as being ‘private sector’ actors. They are rarely 



54

run on a commercial basis, and instead serve almost more of a social function, (barely) 
keeping the water running in the absence of state support.

To summarize, rural WSS system are being managed and potable water delivered 
to rural households through one of the following mechanisms:

• Informal provision by community members
• WSS systems administered by LSG
• Provided through communal services operator (e.g. combined with irrigation 

water, other communal services)
• Provided by water user associations (responsible for irrigation water)
• Receiving water (but not O&M or management services) from Gorvodokanals 

(municipal water utilities)

CDWUU characteristics are described here in detail because they present by far the 
most common business model in use in KR. 

• Staffing: CDWUUs typically have 5-15 staff, including a director, accountant, 
machinist (Russian: слесарь), several collectors, chlorine operators, and 
guards. Some of them may have experience from working in the former wa-
ter provision systems (under the kolkhoz or sovkhoz, or in a vodokanal). The 
director is often an engineer by training. Salaries are low (less than $100 per 
month). Turnover tends to be high. It is difficult to attract employees in general 
and qualified staff especially. The CDWUU usually occupies a small office in a 
municipality building. 

• Coverage: CDWUUs may be responsible for one or more village within an ayil 
okmotu (AO) - rural administrative district. AOs are typically comprised of sev-
eral villages (as many as 7 or more). Because of their location and dispersion, 
some of the villages may share a water system and others do not. In some AOs, 
there may be some villages with a system, some without, some covered by a 
CDWUU and other’s not. There may be more than one CDWUU operating dif-
ferent systems within a given AO. 

• Accountability: The CDWUU is required to keep accounts and report to the 
community on an annual basis, but this doesn’t necessarily happen in all com-
munities. Weaknesses in the existing reporting system include: data which is 
not aggregated or published at rayon, oblast or national level; reporting by 
LSG and small scale operators needing improvement, e.g. the introduction of a 
uniform reporting format.

• Relations between CDWUUs and LSGs vary; sometimes the LSG is support-
ive, sometimes it is not. In fact, some LSGs interfere in operations, replacing 
CDWUU directors and staff with their own people, which can lead to the col-

lapse of operations. The LSG may help by contributing budgetary resources 
to address a breakdown or for new equipment (e.g. a water pump). However, 
LSGs which receive subsidies from the central government (which applies in 
about 80% of cases) are legally prevented from using their budgets to support 
WSS operators. Except in the case of the city of Kant, it is not known whether 
there are cases of contracts being signed between respective LSG and opera-
tor, using performance indicators.

• Support: CDWUUs generally receive minimal, if any, support from DDWSSD in 
terms of guidance, or capacity building. DDWSSD simply lacks the capacity and 
budget. The rayon and oblast authorities provide virtually no support. 

5.4  Summary of key issues

This section presents a brief assessment of recent WSS reform measures, what has 
been achieved and what not, and remaining priority actions etc. 

Although it still has far to go in terms of its own stated objectives (as expressed 
through strategy and policy documents) KR has exhibited some good progress in re-
cent years in addressing WSS issues. 

In 2012, the DDWSSD was established under SAACCS, and it has become the key 
institution in KR for WSS, responsible for coordinating donor activity and setting sector 
policy and strategy. To fulfil its mandate and become more effective at promoting WSS 
sector development and strengthening the capacity of urban and rural water opera-
tors, DDWSSD will need greater autonomy, capacity and budget. At present, there is a 
severe deficit of skilled technical specialists with good sector understanding.47 These 
issues are well recognised, but national WSS budget constraints and political-economy 
and institutional issues have inhibited reform measures. 

The revised National Sustainable Development Strategy 2013 - 201748 addresses 
water supply and water resources issues. It states that supplying the population with 
WSS is one of the main strategic social policy areas for the country. The NSDS sets out 
an ambitious agenda for increasing access to safe drinking water and sanitation facili-
ties  in both urban and rural areas, increasing efficiencies, improving access to informa-
tion, and reforming and developing institutions (e.g. for monitoring and evaluation), 
and attracting investments, among other things. Progress in implementing has been 
uneven, and much of the agenda remains to be completed. 

In March 2016 the Strategy for Development of Drinking Water Supply and Waste-
water Disposal Systems in Settlements to 2026 (one of the NSDS objectives) was ap-
proved by the Government (Resolution No. 155). The Strategy goals cover allocation of 
state functions, access, foreign investments, rehabilitation of raion center settlements, 
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expanding coverage of sanitation facilities, tariff policy, public awareness, O&M, and 
financial, economic and institutional sustainability of operators. The Strategy envisions 
construction and rehabilitation rural water systems in 425 villages, at a cost of approx-
imately 8.9 billion KGS. Even if this goal is met, however, many hundreds of villages 
will still be without a functioning water supply system in 2026 (taking into account the 
1805 villages, of which just 553 have been rehabilitated to date). 

More recently, in September 2016 a Policy Note/Roadmap for rural drinking water 
was formulated under the guidance of DDWSSD.  The Note builds 'on the above-men-
tioned ‘Strategy for Development of Drinking Water Supply and Wastewater Disposal 
Systems in Settlements to 2026.’  It is accompanied by an Action Plan which accompa-
nies the Strategy lists proposed investment activities and estimated budgetary needs, 
among other things. One of the central features of this document is a proposal to ag-
gregate of rural operators (where feasible and realistic) as business model, in order to 
strengthen management and improve economies of scale.

In 2016, the Government signed a $28 million Sustainable Rural Water Supply and 
Sanitation Project with the World Bank.49 The project goals are to improve access to 
and quality of WSS in selected rural communities and to strengthen the capacity of KR 
institutions in the WSS sector. 

The strategies, policies and other documents outlined above generally concur on 
most of the key issues facing the WSS sector, outlined below:

• Institutional restructuring and better allocation of functions of state adminis-
tration and local self-government bodies; 

• Strengthening the capacity of sector institutions;
• Mobilizing new domestic and foreign investments; 
• Ensuring access to the population of a safe potable water supply;
• Protecting the poorest from adverse consequences of tariff increases
• Constructing and rehabilitating wastewater disposal systems 
• Expanding coverage of the population to sanitary facilities;
• Ensuring access of the population to potable water supplies through house-

hold connections or nearby public standpipes; 
• Improving tariff policy by moving toward cost recovery; 
• Raising public awareness on the importance of paying for services; 
• Ensuring reliable operation and maintenance;
• Ensuring the financial, economic and institutional sustainability of WSS oper-

ators;.
• Improving information availability and awareness levels of the population;
• Improving rural WSS sector efficiencies through aggregation.
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CHAPTER 6
KEY CHALLENGES IN PROVISION OF 
SUSTAINABLE RURAL WATER SUPPLY AND 
SANITATION IN EECCA AND KR

Chapter 5 looked at the specific issues in the rural water sector in EECCA and KR 
‘on the ground’. This chapter expands the analysis to a broader, systems perspective. 
While much has been written about WSS issues in urban areas, there are significant dif-
ferences when it comes to rural areas and these are outlined.  This chapter also outlines 
key constraints to access, delivery and sustainability of quality WSS services in rural 
EECCA and KR. These challenges are reviewed here in order to ensure that the intro-
duction of a sustainable new business models takes them into account and addresses, 
if necessary, obstacles that may arise. 

Starting with low access to RWSS (compared to what governments and popula-
tions of EECCA aspire to) the challenges are numerous and can be daunting. They range 
from health issues, to poor sanitation conditions to inefficient use of resources, low 
tariffs and affordability issues, which are tied directly to the huge financing gap fac-
ing WSS in most countries, including KR. Institutional constraints arising from sector 
fragmentation and inadequate management and technical capacity to sustainably op-
erate systems, leads in turn to heavy reliance on external funding. However, this is only 
available to a (lucky) few communities. Finally, RWSS is directly and indirectly affected 
by policies in other sectors: agriculture, rural development, energy, social development 
environment, and climate change.

The conditions of the WSS sector outlined in Chapter 1 may seem daunting. How-
ever, they also mean that there are vast opportunities to make a difference, and to 
experiment with new sustainable business models. Increased attention is being paid to 
rural water supply and sanitation sector needs in EECCA countries. Strategies and poli-
cies which focus on or include rural WSS are being or have been developed. These have 
been supported through initiatives by the EU, OECD and UNECE (who jointly promote 
the European Union Water Initiative), UNDP, UNICEF, the World Bank, ADB, EBRD, KfW, 

SDC, ADA/ADC, DFID, GIZ, USAID and many others have funded a range of projects and 
programmes aimed at institutional strengthening. This chapter provides an overview. 

6.1 WSS access and coverage is low in rural areas

WSS access is relatively low in EECCA countries, compared with OECD average lev-
els.1 A 2006 survey of eight EECCA countries found less than one-third or rural areas 
had cold running water in their homes (44% in Russia, less than 10% in Kyrgyzstan and 
Moldova)2 and though some progress has been made, it is unlikely that the numbers 
have greatly improved since then. It is still far from the 100% coverage.  

6.1.1 Sanitation and wastewater challenges

Sanitation and wastewater are major issues across EECCA. In most rural areas, on-
site sanitation is the norm, which comes with corresponding health risks. 

In KR wastewater treatment plants are uncommon in rural areas, being located 
mainly in some of the larger urban areas. Even septic tanks are not common. The KR 
Policy for rural drinking water reforms3 notes, however, that as living standards im-
prove, higher water usage levels will become common, with households using more 
amenities (showers, washing machines, etc.). At the moment filtration wells are utilised 
instead of septic tanks, with negative consequences, as this may lead to ground wa-
ter and environment contamination if population awareness is not raised.  Regulation 
on septic tanks design and installation, and O&M Procedures should be developed by 
DDWSSD.

6.1.2 Water and health issues

In KR, it is estimated that the costs of health-related problems due to waterborne 
disease exceed 4.8 billion KGS (US$ 64 mln) and every year there are some cases of 
30,000 acute intestinal infections. Outbreaks of typhoid fever have occurred for a num-
ber of years among the population of the city of Mailu-Suu and in Nooken rayon in 
Jalal-Abad region. Of all reported cases of typhoid from 70-86% of cases occur in these 
settlements, due primarily to lack of access to safe drinking water.4

6.2 Infrastructure deterioration and rehabilitation costs

Most EECCA countries suffer from old WSS systems with deteriorating water pipe-
lines. The infrastructure level is also excessive for present needs, further raising the 
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costs of rehabilitation.  This results in high leakage, frequent breakdowns, irregular 
service, and high technical water losses. Examples include Armenia, with 60% of water 
supply networks and sewage collectors built more than 35 years ago5. In Russia it was 
estimated in 2010 that infrastructure investment needs amounted to US$459 billion.6 

Many EECCA countries struggle to afford to maintain and rehabilitate existing infra-
structure, let alone expand it to areas which don’t yet have access.7 

In KR, 61% of the existing 1,415 rural water systems were constructed 25 to 65 
years ago (and half of these systems were built between 1950 and 1970). Thus, many 
are in bad condition and rapidly deteriorating. Sometimes system rehabilitation can 
even exacerbate existing problems, as when transmission pipes are replaced or water 
is drawn from new sources, and the resulting higher volumes place additional pressure 
on worn-out internal networks. The result can be even more burst pipes and supply 
interruptions. 

6.3 Inefficient use of resources

Inefficient use of existing resources in the WSS sector, in EECCA as elsewhere, has 
long been recognised (OECD, 2000).8 Staff per customer ratios in EECCA are high by 
international standards. In most countries, staff ratios remained steady during the last 
decade, rather than converging to OECD country levels. In part, this is attributed to the 
need to maintain the overbuilt infrastructure.9 Low efficiency infrastructure is expen-
sive. It results in higher unit costs for any given level of service quality, and combines 
with low cost-effectiveness of public expenditure (and donor funding) for WSS. It also 
burdens users, exacting costs, whether in terms of tariffs or, more commonly, in terms 
of the non-monetary costs of poor and unreliable service. Customers should not have 
to bear the brunt of inefficient management and network systems. As OECD (2013) 
points out, “the inefficient use of existing resources represents a large missed oppor-
tunity for the economy and hinders the economic growth that is required for both long-
term protection of these resources and improvements in living standards.”10

In KR, factors which contribute to low efficiency include outdated technical norms 
for small-scale WSS systems (see discussion on SNIP regulations under section 1.3.2 
‘Design standards and norms’). As noted elsewhere, poor efficiency effectively and un-
fairly penalises users, and may reduce their willingness to pay higher tariffs.

6.4 Large financing gaps 

The WSS financing gap in most EECCA countries is massive: it has been estimated 
that in 2013, there was an operating shortfall equivalent to 82% of O&M expenses.11  

Significant additional financing for WSS needs to be mobilised. The ultimate source 
of finance for any water system is a combination of tariffs, taxes, and transfers, known 
as the 3Ts, a concept developed by OECD.12 The challenge comes in trying to raise fi-
nances through these means. 

The WSS ‘financing gap’ can only be bridged from two directions: by reducing costs 
and raising finances. Presently, there is simply inadequate financing to cover opera-
tional needs. And coverage of capital costs is even less realistic, unless new design and 
construction norms are introduced, and operational efficiency and tariffs are substan-
tially increased.  These ultimate sources of finance could be complemented by repay-
able sources such as loans. An alternative financing mechanism is revolving funds. This 
involves creation of a central fund which funds new projects from repayment on earlier 
loans. Hofkes (1983) considers it an excellent financing method given its flexibility and 
adaptability.13 

WSS financing deficits can be eliminated only by moving in two directions (si-
multaneously, if possible): reducing (specific) costs and attracting additional funding. 
For now, there is simply not adequate funding for operational needs. On the other 
hand, covering capital expenditures is even less realistic, unless it is introduced via new 
design and construction standards and significantly increases operational efficiencies, 
as well as tariffs.

Rural water systems do not receive operational subsidies from the public budget 
(taxes), but in select cases they have been the beneficiaries of national WSS projects, In 
KR, the most notable example of this is the Taza Suu project. 

Revenues increase through higher tariffs and through higher collection rates. Con-
comitantly, the more internal financing that the sector generates through tariffs and 
government transfers, the more likely it is to attract external financing from donors. By 
demonstrating the ability and willingness to move toward cost recovery, confidence 
increases that the sector is viable.

Concerning the Kyrgyz Republic, it is a low-income country with ambitions to 
provide high-income country service levels to its people. This is common to many 
low-income countries, and in line with the Sustainable Development Goals, specifically 
Goal. 6, Clean Water and Sanitation, which calls for “Ensuring universal access to safe 
and affordable drinking water by 2030.” The difference between these aspirations and 
its ability to fund them represents the financing gap.

The Ministry of Finance of KR estimated investment needs in 2012/13 at KGS 20.8 
billion (USD 450 mln)14. This far exceeds the budget capacity of the government, which 
in the most recent fiscal year earmarked just over US$1 mln for rural water sector infra-
structure improvements. 
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6.5 Low tariffs

In EECCA countries, tariffs in many rural settlements for networked WSS services 
are very low, and generally not linked to actual costs of providing households with a 
reliable water supply. Typically, tariff levels are set based on what consumers consider 
feasible, and not on calculations on what is required to cover full costs.15 It is rare an-
ywhere in the world for tariffs to recover capital investment and O&M costs, let alone 
social, environmental and resource costs.16 Still, low tariffs put the sustainability of wa-
ter systems at risk. Households often rely on water that is free but unsafe (e.g. from ir-
rigation ditches, streams, or boreholes), which puts downward pressure on willingness 
to pay more, and on water that may be more expensive, e.g. from tankers or bottled 
water. 

Poor quality of networked (piped) water can push households to use other sources. 
In Moldova, for a 2007 survey of HHs with access to piped water, it was found that 50% 
of expenditures on water went to buying bottled water or maintaining their own shal-
low well, due to poor quality (piped) water supply.17 

In theory, the better the service quality provided to end users, the more consumers 
will be willing to pay. Raising tariffs, however, is politically unpopular, and conversely, 
promising to keep them low is an often-used election promise. In other words, there 
may be a ‘willingness to charge’ problem.

OECD (2009a)18 points out that ‘low water prices are an illusion for users, since 
they generally correspond to low quality of the service and the supplied water’. This 
leads to health risks, and expenditure on bottled water. In other words, the tariff price 
is only the most visible cost. Other monetary and non-monetary costs borne by the 
consumer may not be recognised. Of course, for the many households with no access 
to networked water, tariff levels are immaterial. Like tariffs, collection rates are often 
problematic as well. Even if the regulator set tariffs right, everyone (or nearly every-
one) has to pay in order to fund water system operations. 

Kyrgyzstan is no exception to the low-tariff phenomena. Water tariffs in both urban 
and rural areas are well below cost recovery and low by international standards. In 2013 
the average normative tariff in rural areas was as low as 13 KGS (at the time, about 
USD 0.27) per user per month.19 ADB found that median and mean willingness to pay is 
substantially higher than current tariffs, estimated at 70 KGS, at 141 KGS and 231 KGS, 
respectively.20 In KR, collection rates are often well below 100%, typically between 50% 
and 70%. The average for rural areas in KG 67%, according to a recent study.21 

However, In KR, as elsewhere, there is also a political economy dimension to tar-
iffs. Wealthier community members often use drinking water for livestock, irrigation 
of homestead land plot or other businesses. Even if the majority of the population is 

willing to pay more, they may exert political pressure to keep rates low, because they 
use large quantities of water and it constitute a business expense. 

While maintaining local government administration, it is important that public au-
thorities understand that WSS operator heads are not political figures, and their fre-
quent replacement after new local government heads (or mayors) are elected or ap-
pointed, can slow down the formation and development of enterprises, or even nullify 
all previous efforts

6.6 Affordability constraints

Addressing the finance gap is critical, and a key contributor must be consumer tar-
iffs given the relatively limited external funding that can be relied. However, increasing 
tariffs and collection rates from low levels must be balanced by affordability concerns, 
a key factor in EECCA. These take into household income, and especially that of poor 
and vulnerable population groups. Furthermore, the nature of household income in 
rural areas in EECCA must be considered: its structure (cash vs in-kind) and seasonal 
fluctuations. These pose additional risks from user-charge revenue perspective.

In a survey in KR assessing willingness to pay in three oblasts (Chui, Jalal-Abad, 
and Naryn), 37% reported that they could not afford to pay more for water, the sec-
ond highest response behind lack of trust that improvements could realistically be 
achieved in the respondents neighbourhood.22 

Low income customers can be protected, but a problem in many EECCA countries 
lies with the existing social support system. For example, in KR, social assistance is gen-
erally very weak and of limited value, and it is not well-targeted toward poor and vul-
nerable groups. The system is largely categorically-targeted (not poverty-targeted) and 
regressive.23 

6.7 Institutional constraints

Institutional constraints prevalent in EECCA countries are a key part of the puzzle. 
For many years in KR, there was almost no RWSS sector coordination, aside from what 
donors pushed in order to finance infrastructure development. However, the creation 
of DDWSSD in 2012 is a positive step, even though its status (a department within 
SAACCS), and budget and human resource constraints limit its abilities to coordinate 
policy implementation. A further positive development was the creation, in September 
2014, of a Coordinating Committee for Water Investments in the area of WSS to coor-
dinate the attraction of investments. 
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Division of responsibilities at the local level in KR between LSGs and rural water 
operators is sometimes vague. This creates an opening for the abnegation of responsi-
bility by both parties. In numerous cases, assets are still owned by the operators.

As noted elsewhere, allocation of functions between KR institutions related to the 
WSS sector is not always clear. There are overlapping mandates, and many are con-
strained from fulfilling their legal functions because of very limited budgets. In some 
cases, such as with the development and regulation of tariffs for WSS services, there is 
no normative act in place with the goal of ensuring the sustainability of WSS services 
while protecting the financial viability of WSS operators.24 

The WSS sector in KR is weakened by a number of significant institutional gaps 
which are reflected in problems of stakeholder cooperation. While on paper, many is-
sues and responsibilities have been outlined, they are not being implemented. This are 
evident from a review of Article 11 of the  Water Code. OECD (2016b) highlights a 
number of the institutional issues that arise from the Code. First of all, a State Water 
Administration still does not exist, although it was to be established according to the 
Water Code. For now, its functions are delegated to DDWSSD. This institution, were 
it to be exist, would be responsible for executing the functions of the National Water 
Secretariat (which also does not exist), monitoring and planning, management and reg-
ulation of water resource use, development and implementation of the actions for the 
climate change adaptation of the water resources and numerous other activities. 

6.7.1 Sector fragmentation

One of the consequences of the decentralisation process and the focus on com-
munity-managed operators is that in KR, as in Moldova, Kazakhstan and Ukraine, there 
are simply too many small operators. The result is that limited expertise is spread thin, 
and economies of scale are hardly possible. Utilities become too small to operate and 
maintain, efficiency is low, and financing becomes difficult to raise.25 Some operators 
have simply collapsed, forcing communities to either revert to more primitive water 
sources or to muddle through as best they can. Fewer operators responsible for mul-
tiple systems, would require fewer qualified managers and technicians; other things 
being equal, larger operators would have better creditworthiness and easier access to 
credit and capital. 

6.7.2 Low technical and human resource capacity

On the operations and management side, community-based managed water oper-
ators suffer from a lack of qualified WSS personnel, low salaries (making it difficult to 

attract qualified staff), low tariffs and collection rates, and low cost recovery. Although 
there are exceptions, the result is often poor management, and major financing gaps, 
especially if capital investment needs are taken into account).26 

6.8 Unsustainable business models

As mentioned in Chapter 5, in Armenia, the introduction of PSP model has had pos-
itive impacts by improving efficiency (although NRW actual increased), and 268 villages 
are covered under management contracts. However, Armenia’s remaining 570 villages 
not covered by the municipal water companies often struggle to operate their water 
systems under community-based management, and chances appear low that they will 
be absorbed into the operations of  the large operators. Furthermore, the manage-
ment contract which covers urban areas and the 268 cities is subsidised by the World 
Bank, and tariffs are still below cost recovery level. In Kazakhstan, many of the new 
operators created under the Ak Bulak programme went bankrupt within a year. In Mol-
dova, between 36% and 60% of rural population lacks access to piped water networks, 
and only 5% are connected to a wastewater collection system.27 And in Kyrgyzstan, 
the majority of the new or rehabilitated systems have stopped functioning properly. In 
other words, none of these initiatives or models have proven to be the silver bullet for 
sustainably improving water access in rural areas. The challenge is to select business 
model which will be sustainable in specific local context.

6.9 High dependence on domestic and external support

Low-income countries with overbuilt infrastructure, a phenomenon particular 
to EECCA countries, especially in Central Asia has led to the massive financing gap 
– both for O&M and capital investments – referred to earlier. Add to the mix a pop-
ulation which over Soviet time paid little or nothing for water, and the scale of 
the problem becomes obvious. Fiscally constrained governments, unable to provide 
subsidies to make up for the difference end up relying heavily on donors to finance 
investments. 

Local public budget is hardly an alternative as most of LSG face a significant mis-
balance between their large spending responsibilities and little revenues. As noted 
above, in KR, regulation prohibits LSGs from providing assistance to operators if they 
run budget deficits (most of LSG do), which are subsidised by the central government. 



61

6.9.1 WSS Sector reforms and projects implemented to date

Reforms in EECCA have been supported by donor partners for years and have a long 
way to go in the face of persistent financing gaps and institutional challenges. With 
respect to the latter, EU, OECD, UNECE (2014) highlights progress made in in EECCA 
countries in a range of areas addressing transparency in decision-making, coordination 
among government agencies as well as international organisations and donors. Strat-
egies for rural WSS have been developed in Armenia, Kazakhastan, KR, and Moldova. 

In KR, the concept of inter-municipal service centres has been developed. These cen-
tres are designed to serve rural water operators and LSGs by offering equipment rentals 
and other technical assistance at subsidised rates. Their funding mechanisms have not yet 
been fully worked out, and at present they exist mostly on paper and are not yet functional.

Under a project introduced by the GoKR in 2002 and financed by the Asian Devel-
opment Bank and the World Bank, significant capital investments were made in con-
structing or rehabilitating RWSS (in 553 villages, in total, serving over 1 mln persons.28 

In earlier phases communities were required to contribute 5% of the cost (in kind or in 
cash). However, a large number of new or rehabilitated systems have partially failed, 
for a variety of reasons. ADB and DFID (2012) analysed the underlying reasons for the 
failure of many new or rehabilitated systems to meet project objectives and function 
properly.29 These risks were foreseen in 2005 by the OECD/EAP Task Force.30 

The factors ranged from construction costs escalation to poor design of systems, 
to weak consultation, weak institutional sustainability of community based manage-
ment operators (CDWUUs). At the project level, significant management challenges 
within the project management unit also contributed to underperformance.

State support: do it right. Inter alia, avoid creating perverse incentives. For example, 
in the case of support to RWSS in KR there has been an apparent preference of higher 
capital expenditures (CAPEX) covered mostly by loans, but lower operational expendi-
tures (OPEX) to be paid by households. On several instances it led to the construction 
of long, capital intensive, gravity-fed water mains from distant surface water sources 
where there was good quality ground water located nearby (or even on spot) but which 
requiring pumping. Such solutions help reducing OPEX and tariffs for population in re-
spective villages but result in lower cost effectiveness of the state and donor support 
to capital investments in RWSS.

6.9.2 Lessons learnt from support initiatives

Over the years, various lessons have been drawn from initiatives to systematical-
ly address WSS access in rural areas, including those mentioned above. They include 

missed opportunities to capitalise on economic growth in the early 2000s to invest in 
WSS, at least partly because the economic returns on investment (as high as 7 to 1) 
were not properly valued. A further impediment was the piecemeal approach to re-
forms and lack of coherent strategies which would have clarified roles and responsibil-
ities and aligned incentives.32 A consequence is the massive underfunding of the WSS 
sector alluded to earlier. And with every year of underinvestment, the financing gap 
only widens further as infrastructure deteriorates apace.  

With respect to the Kyrgyz Republic experience, lessons include the need for gov-
ernment to demonstrate ownership and coordination over reforms, and much closer 
engagement with communities.32 It has become clear that any initiative to systematical-
ly improve WSS conditions in rural areas cannot rely on a one-off approach. ‘Injecting’ 
a village with a solution, whether this involves building or fixing a water system or in-
troducing a new type of management, and then hoping it will flourish, is not a realistic 
approach. Experience has proven this to be unsustainable. A new, sustainable business 
model is needed. 

6.10 Comparison between rural and urban WSS

Before proceeding to the guidelines themselves, it is worthwhile examining the 
key differences between urban and rural WSS, inter alia in the Kyrgyz Republic. Much 
that is written about WSS applies in a general way to rural, small systems, but many of 
the proposed solutions for cities and small town vodokanals are not necessarily appli-
cable to small rural systems. Fundamental challenges may be similar, but they are at a 
different scale.

• Very low ability to borrow or attract investments and the lack of micro-fi-
nance facilities. Rural areas have much-reduced access to finance compared 
with urban vodokanals This due, not least to (a) low HH income; (b) lack of 
micro-finance facilities and (c) while TAC associated with loans from IFIs are 
prohibitively high for small rural operators

• High reliance on tariffs. Rural water operators must rely heavily on tariffs to 
operate and maintain their system, while urban municipalities are in a better 
position to access to external financing. This leads to higher risks of running 
down the assets in order to save on O&M, further limiting the ability of opera-
tors to provide adequate services

• Diseconomies of scale. Because rural areas almost always have smaller pop-
ulations than urban areas, they face higher unit costs per HH and person con-
nected. Data on unit costs / generic cost functions suggest that: most of econ-
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omy of scale is gained when moving from villages with populations below 500 
people to small towns with more than 5,000 population, in terms of unit costs 
per person connected. 

• Unit Costs are higher (other things being equal, i.e. service level), because of 
lower density population, and smaller areas served. For example, calculations 
on the relationship between size of agglomeration and unit costs of WWT for 
Moldova show that the unit investment costs drop from €610 to €390 as the 
population goes from 500 to 5,000 (population equivalent).33

• Unmetered connections. Houses are less likely to have meters than in urban 
areas. In many villages households obtain water from street standpipes (stand 
pipes are more widespread making metering of water consumption by individ-
ual HH more difficult and costly)

• Absence of sewerage systems (centralised/piped sanitation). Almost no ru-
ral settlements have sewerage systems, relying instead on pit latrines in most 
cases.

• Fragmentation is a common problem, with many small water systems means 
there is insufficient technical support for each, leading to the collapse of man-
agement and the deterioration of systems.

• Affordability constraints are more sever, due to:
• Low income levels. Population tends to be poorer than in large cities 

(although they may tend to have more non-monetary resources than in 
small cities, given access to land) and especially cash poor. 

• Rural HHs have a higher share of income in kind (subsistent economy) and 
much higher seasonal fluctuations of income – this exacerbates afforda-
bility problems and has impact on user charge revenues of operators; and 

• (in countries with high labour migration, like Armenia, Moldova, Kyrgyzstan) 
higher dependence of HH income on remittances (than in urban settle-
ments), and hence additional risks to changes

• Access to alternative water sources. Population has access to non-networked 
water, greater variety of sources of water (piped, springs etc.) incl. individual 
sources (private shallow well). This puts downward pressure on willingness to 
pay. 

• Informality. Service provision is more informal. Systems from the Soviet peri-
od are still in place, paper records are often kept (there may be no computers).

• Rural populations rely less on conveniences and appliances that tend to re-
quire networked water, such as showers, washing machines.

• Human resource constraints. Management and technical capacity is lower in 

rural than urban areas. Salaries are lower, location tend to be less desirable, 
and technical and management capacity found in cities is absent in many ru-
ral settlements. Higher educational establishments and training schools are 
located in cities. The human resource constraints have implications for O&M, 
accounting billing, and collecting tariffs; for procurement procedures. 

• Prevalence of on-site sanitation (pit latrines, using septic tanks or cesspits) is 
used much more commonly in rural areas compared with cities.

6.11 Impact of, and interplay with, related sectors 

In addition to the problems directly in the Water sector, the conditions and likeli-
hood of solving rural WSS challenges is also influenced policy in other sectors of the 
economy, as well as socio-economic and fiscal and financial policy of the state as a 
whole. This section provides examples of such influence.

6.11.1 Fiscal policy

Perhaps the main issue is the severe imbalance between spending commitments 
and revenues of local budgets: the first can be many times higher than revenue. The im-
balance occurs either because the consolidated revenues of the local budgets amount 
to only a few percentage points of revenues of the consolidated budget of the entire 
country (as it was in Armenia in the early 2000s), or because the central authorities have 
delegated the mandate to provide WSS and other public services to local governments, 
forgetting to strengthen their revenue basis of local budgets (for example, according 
to the Treasury of the Russian Federation, in the 2000s the revenues of local budgets in 
Russia barely reached 15% of their spending commitments).

As a result, one can often observe a situation where the national (central, federal) 
budget was in surplus, and this surplus was invested in securities of foreign issuers or 
in prestigious mega-projects, etc., whereas local budgets were being strangled from 
a lack of investment in local infrastructure upgrading: roads, schools, hospitals, WSS 
infrastructure, heating, etc. 

This necessitates an important policy decision:
either reform of the tax system which stabilises the (approximate or on average) 

expenditure commitments and revenues of local budgets, and then for rural WSS the 
local self-government can be asked to contribute;

or the lion's share of budget revenues remain concentrated in the central (nation-
al or Federal) budget, but then government should honestly admit that the WSS and 
other local problems cannot be solved without massive state support from the central 
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budget to ensure, first, adequate provision for these purposes; and second, high effi-
ciency in the use of these appropriations, via effective mechanisms and tools (including 
targeted sectoral programs and development institutions). The latter often poses a 
problem: many sectoral programs suffer from a lack of ‘financial realism’, and the state 
is inefficient.

As for taxes, there is a less visible but no less important problem for WSS. The in-
troduction of fees for ground water extraction should generally be welcomed. But pay-
ment rates often are set at levels that, if, say, Bishkek Vodokanal paid for abstracted 
groundwater at the full rate, its annual revenue from sales would not be enough to 
cover them... For small operators, such a situation creates incentives to switch to sur-
face water supply sources – which are much less safe (because of the absence of mass 
or non-compliance with the regime of sanitary protection zones and zones of sanitary 
protection of sources of water supply), and also often more expensive - in the case 
where there is a considerable distance to the surface source. 

Another example are pollution charges. In the case of non-compliance with regu-
latory requirements for effluents, a penalty coefficient (multiplier) is usually applied 
to standard pollution fee rates. In the early 2010s, Russia proposed to introduce such 
penalty coefficients that many of the operators would pay pollution fees for discharges 
that would exceed their annual revenue.

Correctly setting the point of levy for the tax or mandatory payment is also im-
portant. For example, in Moldova, the charge for water as a natural resource, is borne 
by operators (apacanals) for the entire amount of abstracted (taken up) water. At the 
same time – in theory at least – operators must include this fee in the cost and, ulti-
mately, include it in the tariff, thus passing it on to the water end-users. Which the 
operator presumably credits in the payment amount for consumed water as a natural 
resource, during the period until all consumers pay off their bills. Thus assumes the ab-
sence of any physical and commercial water losses, and the full collection of assessed 
fees, two conditions which do not, however, exist in reality.

This is the reality that spoils the "perfect picture", which probably meant the leg-
islator, when he introduced an order of payment for water: de facto it turns out that 
the operator not only lends to all its subscribers (consumers), but also single-handedly 
bears the burden of underpayment of payments for water as a natural resource, due 
to incomplete collection (partial payment of bills by subscribers), and also due to phys-
ical and commercial water losses, water used for own needs of water utilities (washing 
filters, RCV, etc.)

6.11.2 Social policy

Faced with significant demographic shifts, including migration within countries 
(from rural areas to large cities) and to work abroad, with the recession in the econ-
omy and budget deficit, many EECCA countries began so-called "optimisation" of the 
network of preschool institutions and schools, medical facilities and local transport etc. 
This optimisation has had a particularly painful effect on some villages. Moreover, ex-
perience has shown that in Moldova, for example, the closure of the schools in the 
village means that many young families with children leave the village, while the old will 
remain. However, in a generation or two the village will depopulate. Thus, it is possible 
that, at the expense of budget funds or donor money, a water supply system is restored 
in the expectation that the water will be used (and paid for) by all current residents.

The great outflow of people from villages, typical for EECCA countries, is further 
spurred by inequality in income and assets between cities and rural areas, and in region-
al terms. For example, in the early 2000s in Russia’s wealthy, oil-producing Khanty-Man-
siysk Autonomous Okrug (subject of federation), the median income of the population 
of the cities of Surgut and Khanty-Mansiysk was about 20 times higher than the median 
income in a depressed local area (i.e., the lucky ones had income allowing them have 
the quality of life almost like in the oil-rich Emirates, while people in the depressed 
rayon of this oil-rich region had the median income lower than in Moldova at the time). 

These dynamics create risks for the financial stability of the operator and invest-
ments in rural WSS systems. Expected returns may not materialize if labour migration (or 
migration for social reasons) significantly reduces the number of paying customers in a 
community, or their incomes fall sharply (for example, due to the collapse of remittances 
from labour migrants, resulting in the sharp devaluation of the ruble or tenge), etc.

6.11.3 Misalignment of sectoral policy goals or instruments 

Misalignments are often observed in EECCA countries, including those relating to 
water policy and other sector policies: land use, development of agriculture and rural 
areas, or waste management policy. This can have direct and indirect negative conse-
quences for WSS in general, and for rural areas in particular. An example is the improp-
er handling of solid and liquid waste, as happens on farms and in rural settlements, 
because of a lack of or weakness of policies and planning. Liquid waste from farms, 
runoff from manure storage and household waste often seep into the earth's subsur-
face (perched), to the detriment of the water quality in shallow open wells, increasing 
the risk of bacteriological contamination and health risks to consumers. The analysis of 
water in wells in villages of Moldova revealed many cases of such "man-made" pollution 
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of this important source of drinking water. 
An example of the misalignment of sector policy instruments is the support to ag-

ricultural producers, by waiving VAT and customs duties on agrochemicals, even the 
most toxic. These substances make a significant contribution to contamination of wa-
ter resources, ultimately seeping into drinking water sources, among others.

Cost-free water use in the energy sector (eg. for the needs of hydropower, in KR), 
may reduce the electricity tariff by a few percentage points and can serve as a way 
of supporting (subsidizing) rural areas and farmers. However, at the same time, water 
resources for generating electricity are usually used in the winter, when there demand 
for electricity for lighting and heating homes is highest, while water for irrigation is 
needed in the summer. The lack of irrigation water in the vegetation period (in various 
areas of massive irrigation in the Fergana valley), may reduce farmer incomes and the 
ability of their families to pay for water is much stronger than the few som, which they 
"overpaid" for the electricity tariff, which would include the use of water as a resource. 
(Note: another example of misalignment of the instruments sectoral policies is a sub-
sidy for farmers in case where electric power is used to pump groundwater for use in 
agriculture irrigation. The example of India demonstrates the possible negative conse-
quences of such subsidies for groundwater resources.)

6.11.4 Adaptation of WSS sector to climate change

Climate change affects water resources most strongly, including through precipita-
tion (increase in the number and strength of droughts, and torrential rains) and chang-
es in the seasonal profile and volatility of the river flows. Only a few EECCA countries 
have so far developed or are implementing plans for adapting WSS to climate change, 
whether by transitioning to alternative sources of supply, changing the design of the 
water intakes, or creating reserve energy sources of WSS systems, etc. This type of pro-
gram has been designed, for example, in Moldova. Adaptation issues are also reflected 
in Russia’s new Water Strategy. 

The case of Moldova demonstrates the need for adaptation and the social costs of 
not doing so (see OECD (2013b). During the severe drought of 2007 in over 40 villages 
where the only source of water was shallow drilled wells (numbering several hundred), 
all or almost all of them dried up and the population had to be supplied water via emer-
gency tankers. In a period of extremely low temperatures in December 2011, about 
150 villages in northern Moldova and their WSS systems were left without electricity. 
The breakdown was due to freezing snow and ice on power lines and the subsequent 
severe storm. That same winter a freeze in Chisinau damaged about 30 km of water 
supply distribution networks, among other things.

In conclusion, it should be noted a general increase in risk and uncertainty nega-
tively affects the quality of planning at all levels (including local) and can significantly 
reduce the socio-economic benefits from investments in WSS in rural areas. These in-
clude: the uncertainty of demographic projections for rural areas and their socio-eco-
nomic development; difficulties in predicting the aforementioned policies; macro-level 
uncertainty and its effect on villages or small towns; the uncertainty associated with 
the water sources and their influence on climate change, etc. 

The task of the Central government is to ensure good coordination of all policies, 
strategies and plans at the national level and to reduce the risks and uncertainty, includ-
ing for rural WSS, which will be discussed in the relevant part of the Guidelines.

ENDNOTES
 
1 Although not by global levels using WHO standards of ‘access to improved water’, probably a lower standard than EECCA 
countries measure themselves against
2 McKee, M, et al. (2006).
3 Policy for Rural Drinking Water Supply Reforms – Kyrgyz Republic, (2016).
4 OECD (2016b), p. 5.
5 OECD (2010), p 48.
6 OECD (2010), p 15.
7 OECD (2011b), p. 44.
8 OECD (2000), p. 7. 
9 OECD (2011a), p. 42.
10 OECD (2013), p. 10.
11 ADB (2016c). 
12 OECD (2011b).
13 Hofkes, E.H. ed. (1983), p. 21.
14 ADB and DFID (2012).
15 Lockwood, H. and S. Smits (2011), p. 114.
16 OECD (2011b), p. 57
17 OECD EAP Task Force & EUWI (2007).
18 OECD (2009a), p. 129.
19 ADB (2016d), p. 1.
20 Based on survey results of Chui, Jalal-Abad, and Naryn, reported in ADB, (2016e).
21 ADB. (2016d), p. 1
22 ADB, (2016e).
23 World Bank (2014). 
24 OECD (2016b), p. 41.
25 OECD (2011a), p. 65.
26 OECD (2013), p. 10.
27 The figure is 60% according to OECD, (2013), Business models for rural sanitation in Moldova, OECD Publishing, Paris,  
 but only 36% according to Ministry of Environment of the Republic of Moldova, (2014), Water Supply and Sanitation  
 Strategy of the Republic of Moldova and Transition to Green Economy. Presentation at Annual Meeting of the EUWI  
 EECCA Working Group. Geneva, 24 June 2014
28 DDWSSD/SAACCS (2015). 
29 ADB and DFID (2012).
30 OECD/EAP Task Force (2005). 
31 OECD (2011a), p. 13.



65

32 ADB and DFID (2012).
33 OECD (2013), Business models for rural sanitation in Moldova, OECD Publishing, Paris, p. 37.

REFERENCES

ADB (2016c), Tariff Policy Explanatory Note. Project Number: 46350.
ADB (2016d), Tariff and Subsidy Setting Mechanism. Project Number: 46350.
ADB (2016e), Willingness-to-Pay for Water and Sanitation Services. Kyrgyz Repub-

lic. Project Number: 46350.
ADB and DFID (2012), No One in Charge: Kyrgyzstan’s Water and Sanitation Sup-

ply Sector: Risk Assessment Report and Risk Management Plan (seen in draft dated 28 
February, 2012).

Borkey, P. (nd), Financing Water in EECCA. OECD Environment Directorate. 
DDWSSD/SAACCS (2015), Департамент развития питьевого водоснабжения 

и водоотведения. Государственное агентство архитектуры, строительства и 
жилищно-коммунального хозяйства (2015).  Presentation. 

Hofkes, E.H. ed. (1983), Small Community Water Supplies. Wiley: Great Britain.
Lockwood, H. and S. Smits (2011). Supporting Rural Water Supply: Moving Towards 

a Service Delivery Approach, Practical Action Publishing, United Kingdom.
McKee, M.; Balabanova, D.; Akingbade, K.; Pomerleau, J.; Stickley, A.; Rose, R.; Haer-

pfer, C. (2006), Access  to water in the countries of the former Soviet Union. London 
School of Hygiene and Tropical Medicine, European Centre on Health of Societies in 
Transition & Health System Development Programme, University of London. Public 
Health vol. 120 (4 ): p.364-372.

OECD (2000), Guiding Principles for Reform of the Urban WSS Sector in NIS, OECD 
Publishing, Paris. 

OECD (2009a), Private sector Participation in Water Infrastructure: OECD Checklist 
for Public Action, OECD Publishing, Paris.

OECD (2010), Proceedings from the Regional Meeting on Private Sector Participa-
tion in WSS in EECCA Moscow Minregion, Jan 2010, OECD Publishing, Paris.

OECD (2011a), Ten Years of Water Sector Reform in EECCA, OECD Publishing, Paris, p. 13.
OECD (2011b), Meeting the Challenge of Financing Water and Sanitation: Tools and 

Approaches, OECD Publishing, Paris.
OECD (2013), Improving the Use of Economic Instruments  for Water Resource  

Management in Kyrgyzstan: the Case of Lake Issyk-Kul Basin.
OECD (2016b), Brief Overview: Legislation and Regulation, main Stakeholders their 

Responsibilities and Functions in the Water Supply and Water Disposal Sector of the 
Kyrgyz Republic, OECD Publishing, Paris.

OECD/EAP Task Force (2005), Water Supply and Sanitation in Rural Areas of EECCA, 
Financing Water Supply and Sanitation in EECCA. Conference of EECCA Ministers of 
Economy/Finance, Environment and Water and their partners from the OECD, Yerevan, 
November 2005.

OECD EAP Task Force & EUWI (2007), Facilitating policy dialogue, and Developing a 
National Financing Strategy for Urban and Rural Water Supply and Sanitation in Moldova. 

OECD EAP Task Force & EUWI (2009), Dealing with post-decentralisation implica-
tions in the water sector: based on country experience cases. OECD Publishing, Paris.

World Bank (2014), Kyrgyz Republic Public Expenditure Review Policy Notes Social  
Assistance. Report No. 89022. World Bank, Washington, DC. 

Policy for Rural Drinking Water Supply Reforms – Kyrgyz Republic, (2016). 



GUIDELINES 
for Introducing Sustainable Business Models in Rural Water Supply  

and Sanitation to Achieve Greater Levels of Water Security

Desktop publishing is by

“KPD” Printing House

Tel: 0 (312) 43 25 24

Authorized for printing on 04.09.2018

Page size: 297х210 mm

Circulation:  80 pcs 

Order #  933


