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FOREWORD 

In 1993, the Task Force for the Implementation of the Environmental Action Programme for Central 

and Eastern Europe (EAP Task Force) was created to support the integration of the environment into the 

broader process of economic and political reform in transition economies. Its secretariat was established in 

the OECDôs Environment Directorate. With the enlargement of the European Union, and since the 1998 

Aarhus conference, the EAP Task Forceôs work has been focused on the countries of Eastern Europe, 

Caucasus, and Central Asia (EECCA).  

Under the aegis of the EAP Task Force and in cooperation with the Danish government, the OECD 

has developed a methodology to inform policy dialogue on strategic financial planning in the water supply 

and sanitation sector. In EECCA countries, considerable investments are required to improve the quality of 

the service and the environmental performance of the sector, while sufficient financing shall be ensured to 

properly operate and maintain existing Water Supply and Sanitation (WSS) infrastructure; clear priorities 

and targets need to be set to guide both countriesô own action programmes and multi-stakeholder 

partnerships. The methodology entails setting specific, measurable, realistic and time-bound policy targets 

in the sector, measuring the financial costs (investment and operation and maintenance) associated with 

these targets, assessing the financial resources available to cover these costs, and developing scenarios to 

close the potential cash flow gap (adjusting targets and/or time schedule, or raising additional revenues).  

This publication presents key findings and recommendations of a Financing strategy (FS) case study 

in Armenia, sponsored by the European Commission (EC) and the Organisation for Economic Co-

operation and Development/Environmental Action Programme Task Force (OECD/EAP Task Force).  

The objective of the study was to help local stakeholders develop a Financing Strategy for Rural 

Water Supply and Sanitation in Armenia through a National Policy Dialogue (NPD) on this subject. The 

key challenges were to set up realistic targets for rural WSS based on a minimal water supply standard 

consistent with, but more ambitious than the Millennium Development Goal (MDG) on water supply, and 

develop a policy package that covers both improvement of the rural WSS infrastructure (more reliable 

supply, renovation of networks, extensions of WSS systems) and the financing thereof (introducing user 

charges in rural settlements where these do not currently exist, allocating sufficient budgetary resources, 

acquiring international loans and grants, creating financial facilities for people who cannot afford to pay, 

etc.).  

The study has built upon another OECD/EAP Task Force project, funded by the UK DFID, aimed at 

developing methodological guidelines for Financing Strategies for rural Water Supply and Sanitation, and 

the methodological dimension is also reflected in the publication.   

Alexandre Martoussevitch (OECD) managed the project funded by the EC (DG ENV). EC hired a 

consultant, the Institute for Applied Environmental Economics (TME, the Netherlands) to implement the 

project. Dr. Jochem Jantzen (TME) was head of the project team. Valuable comments on the final report 

were provided by Peter Borkey (OECD).  

The project has entailed a close cooperation with the State Committee of Water System (SCWS) in 

Armenia. Many officers and experts contributed to the project, and we thank all of them, and specifically 

Gagik Khachatryan, Mger Mkrtumyan and Liana Karapetyan (SCWS).  

Lessons learnt from this project, on policy and method, are relevant to most EECCA countries and 

beyond.   

The views expressed in this report are those of the authors and do not necessarily reflect those of the 

OECD, its member states, the EC, or the Armenian government.   





 

 5 

CONTENTS 

FOREWORD ................................................................................................................................................... 3 

CONTENTS .................................................................................................................................................... 5 

LIST OF ACRONYMS AND ABBREVIATIONS ........................................................................................ 9 

SUMMARY .................................................................................................................................................. 11 

1. INTRODUCTION ..................................................................................................................................... 19 

1.1. Rural Water Supply and Sanitation ..................................................................................................... 19 
1.2 Financing Strategy ............................................................................................................................... 19 
1.3 Role of National Policy Dialogue in developing a Financing Strategy for rural WSS ........................ 21 
1.4 Report structure .................................................................................................................................... 21 
1.5 Acknowledgements .............................................................................................................................. 22 

2. PRESENT SITUATION AND CHALLENGES FOR RURAL WATER SUPPLY IN ARMENIA, 

DEFINING THE BASELINE ....................................................................................................................... 23 

2.1 Introduction .......................................................................................................................................... 23 
2.2 Present state of the rural WSS infrastructure in Armenia .................................................................... 23 

2.2.1 Institutional .................................................................................................................................... 24 
2.2.2 Water supply infrastructure ........................................................................................................... 25 
2.2.3 Sanitation infrastructure ................................................................................................................ 27 
2.2.4 Expenditures and revenues ............................................................................................................ 27 

2.3 Baseline scenario ................................................................................................................................. 28 
2.4 Baseline expenditures .......................................................................................................................... 30 

2.4.1 Annual expenditures for water supply ........................................................................................... 30 
2.4.2 Investments and renovations, water supply ................................................................................... 32 
2.4.3 Expenditures for sanitation ............................................................................................................ 32 

2.5 Financing ............................................................................................................................................. 32 
2.5.1 Revenues from user charges .......................................................................................................... 33 
2.5.2 Revenues from budget contribution and loans .............................................................................. 36 
2.5.3 Total financial resources for rural water supply ............................................................................ 37 

2.6 Financing gap/surplus .......................................................................................................................... 37 
2.7 Key problems and challenges facing rural WSS in Armenia ............................................................... 40 

3. POLICY SCENARIOS ............................................................................................................................. 42 

3.1 Introduction .......................................................................................................................................... 42 
3.1.1 Developing a policy scenario ........................................................................................................ 42 
3.1.2 Organisation of the chapter ........................................................................................................... 43 

3.2 Setting policy scenario targets ............................................................................................................. 43 
3.2.1 Minimal Water Supply Standards ................................................................................................. 44 
3.2.2 Millennium Development Goals for water supply and sanitation ................................................. 50 
3.2.3 MDG for WSS in Armenia according to the Poverty Reduction Strategy Paper .......................... 52 
3.2.4 Combining MDGs for water supply with MWSS ......................................................................... 53 
3.2.5 Water supply ................................................................................................................................. 54 
3.2.6 Rural Sanitation ............................................................................................................................. 55 
3.2.7 Modelling rural WSS .................................................................................................................... 55 

3.3 Results of simulations, water production/demand ............................................................................... 55 
3.4 Results: annual expenditures ................................................................................................................ 56 



 

 6 

3.5 Renovations and investments ............................................................................................................... 57 
3.6 Sanitation expenditures ........................................................................................................................ 58 
3.7 Overview expenditures ........................................................................................................................ 59 
3.8 Financing ............................................................................................................................................. 59 
3.9 Financing Gap ...................................................................................................................................... 60 

3.9.1 MWSS scenario ............................................................................................................................. 61 
3.9.2 Policy scenario .............................................................................................................................. 62 
3.9.3 Maximal scenario .......................................................................................................................... 64 

3.10 Conclusions ........................................................................................................................................ 66 

4. AFFORDABILITY ................................................................................................................................... 68 

4.1 Introduction .......................................................................................................................................... 68 
4.2 Affordability of the baseline scenario .................................................................................................. 68 

4.2.1 Rural household affordability ........................................................................................................ 68 
4.2.2 Affordability for the budget and the economy as a whole ............................................................ 69 

4.3 Affordability of policy scenarios ......................................................................................................... 70 
4.4 Policies to make the water bill affordable ............................................................................................ 71 
4.5 Conclusions .......................................................................................................................................... 72 

5. INSTITUTIONAL ..................................................................................................................................... 73 

5.1 Introduction .......................................................................................................................................... 73 
5.2 Responsibilities, legal framework, regulations, and ownership ........................................................... 73 

5.2.1 Responsibilities ............................................................................................................................. 73 
5.2.2 Legal framework ........................................................................................................................... 74 
5.2.3 Regulatory issues ........................................................................................................................... 74 
5.2.4 Ownership ..................................................................................................................................... 75 

5.3 Business model .................................................................................................................................... 75 
5.3.1 Public or private operators? ........................................................................................................... 75 
5.3.2 Scale of operation: capacity constraints and efficiency gains ....................................................... 76 
5.3.3 Affordability constraints and cross-subsidisation ......................................................................... 76 
5.3.4 Financial mechanisms and sustainability ...................................................................................... 77 

5.4 Discussion on organisational form ....................................................................................................... 78 
5.5 Conclusions .......................................................................................................................................... 80 

6. DISCUSSION AND CONCLUSIONS ..................................................................................................... 81 

LITERATURE .............................................................................................................................................. 85 

ANNEX 1: KEY ISSUES OF RURAL WSS AND THE ROLE OF FINANCING STRATEGY ............... 89 

Introduction ................................................................................................................................................ 89 
Water Supply and Sanitation ..................................................................................................................... 89 

Water supply .......................................................................................................................................... 90 
Water sanitation ...................................................................................................................................... 92 

Key issues for rural settlements ................................................................................................................. 92 
Size and economies of scale ................................................................................................................... 92 
Rural incomes, affordability, and lack of revenues ................................................................................ 93 
Institutional............................................................................................................................................. 94 
Overview of key issues and differences between rural and urban WSS ................................................ 95 

Financing Strategy, general definition ....................................................................................................... 97 
Role of a Financing Strategy ...................................................................................................................... 97 

ANNEX 2: NATIONAL POLICY DIALOGUE ON FINANCING STRATEGY FOR RURAL WSS IN 

ARMENIA .................................................................................................................................................... 99 



 

 7 

Introduction ................................................................................................................................................ 99 
Background ................................................................................................................................................ 99 
2. 1  Steering Committee ................................................................................................................. 100 

2.1.1 SC meeting 13 December 2006 ................................................................................................... 101 
2.1.2 SC meeting 22 March 2007 ......................................................................................................... 101 
2.1.3 SC meeting 2 July 2007 .............................................................................................................. 102 
2.1.4 SC meeting 28 September 2007 .................................................................................................. 103 
2.1.5 SC meeting 11 March 2008 ......................................................................................................... 104 

2.2  Lessons learnt ................................................................................................................................ 104 
2.2.1 Steering Committee ..................................................................................................................... 104 
2.2.2 Data collection ............................................................................................................................. 105 
2.2.3 Timing ......................................................................................................................................... 105 
2.2.4 Developing Policy Scenarios....................................................................................................... 105 
2.2.5 Strengthening capacity of the beneficiary and safeguarding continuation .................................. 105 

APPENDIX:  STATEMENT ON COMMON UNDERSTANDING ......................................................... 107 

MEMBERS OF THE STEERING COMMITTEE ...................................................................................... 111 

ANNEX 3: DATA COLLECTION, ANALYSIS, AND DELINEATION FOR SCENARIO 

SIMULATIONS WITH FEASIBLE MODEL ............................................................................................ 113 

Introduction .............................................................................................................................................. 113 
Available information in Armenia ........................................................................................................... 113 

Population data ..................................................................................................................................... 114 
Population density .................................................................................................................................... 115 

Water supply and sanitation ................................................................................................................. 116 
Water intake ......................................................................................................................................... 116 
Connection rate and type: In-house taps, yard taps, and standpipe connections .................................. 116 

Delineation or grouping of information for scenario simulations ............................................................ 118 
Water intake ......................................................................................................................................... 118 
Geographical and/or institutional situation .......................................................................................... 118 
Size of settlement ................................................................................................................................. 118 

Total ......................................................................................................................................................... 119 
Other data ................................................................................................................................................. 120 

ANNEX 4: SURVEY IN 150 RURAL SETTLEMENTS WITHOUT WATER COMPANY SERVICES121 

Introduction .............................................................................................................................................. 121 
Statistical population, sample, and response ............................................................................................ 121 
Financial information ............................................................................................................................... 123 
Water supply ............................................................................................................................................ 127 
Financial information and water supply combined .................................................................................. 130 
Sanitation ................................................................................................................................................. 131 
Extrapolation of the sample results .......................................................................................................... 132 

ANNEX 5: EXAMPLE SIMULATIONS ................................................................................................... 137 

Introduction .............................................................................................................................................. 137 
Settlement with 1 200 inhabitants ............................................................................................................ 138 
Settlement with 250 inhabitants, no piped water available in base year .................................................. 139 
Settlement with 850 inhabitants, no piped water available in base year .................................................. 141 
Discussion of the results .......................................................................................................................... 142 

ANNEX 6: COMPARISON OF FINAL WITH PRELIMINARY RESULTS ........................................... 143 



 

 8 

Introduction .............................................................................................................................................. 143 
Baseline .................................................................................................................................................... 143 
Policy scenarios ....................................................................................................................................... 143 
Settlements without central water supply services .................................................................................. 143 

ANNEX 7: NUMERICAL DATA BEHIND GRAPHS IN THE REPORT ............................................... 145 



 

 9 

LIST OF ACRONYMS AND  ABBREVIATIONS  

ADB Asian Development Bank 

AMD Armenian dram (national currency). It is assumed that 1 EUR = 450 AMD 

AP Action Plan 

ATP Ability to pay 

AWSC Armenian Water and Sewage Company, or Armvodocanal 

Capex Capital expenditure 

COWI Danish consultancy that developed the Feasible model 

DEFRA Department of Environment, Food, and Rural Affairs of the United Kingdom 

DEPA Danish Environmental Protection Agency 

DFID Department for International Development of the UK 

EAP TF Environmental Action Programme Task Force  

EC European Commission 

EECCA The EECCA is an abbreviation for Eastern Europe, Caucasus, and Central Asia; 

and it includes the following 12 countries: Armenia, Azerbaijan, Belarus, 

Georgia, Kazakhstan, Kyrgyzstan, Republic of Moldova, Russian Federation, 

Tajikistan, Turkmenistan, Ukraine, and Uzbekistan. 

EU European Union 

EUWI European Union Water Initiative 

Feasible Model for assessing expenditures, financing of environmental policy, developed 

by COWI 

FS Financing Strategy 

GDP Gross Domestic Product 

IBT Increasing block tariff 

IFIs International Financial Institutions 

IWRM Integrated Water Resources Management 

JICA The Japan International Co-operation Agency.  

KfW Kreditanstalt für Wiederaufbau (Credit Establishment for Reconstruction, 

German bank) 

Lcd Litre per capita per day 

MDGs Millennium Development Goals 

MOSES Model On Sustainable Environmental Scenarios (developed by TME to assess 

costs and investments of environmental policies) 

MTEF Medium-Term Expenditure Framework 

MWSS Minimal Water Supply Standards 

NPD National Policy Dialogue 

NPV Net Present Value 

OECD Organisation for Economic Co-operation and Development 

O&M Operation and Maintenance 

PRSP Poverty Reduction Strategy Paper 

PWS Piped Water Supply 

RA Republic of Armenia 

RWSS Rural Water Supply and Sanitation 

SC Steering Committee 

SCWS State Committee of Water System of the Republic of Armenia 

SMART targets Specific, Measurable, Achievable, Realistic, and Time-bound targets for 

(environmental) policies 

SoCU Statement of Common Understanding 



 

 10 

SWIFT A model (still under development) for developing FS for WSS in Africa, for the 

World Bank. The model is being developed by PEMconsult  

TME Instituut voor Toegepaste Milieu Economie (Institute for Applied 

Environmental Economics), the Netherlands 

UK United Kingdom 

UN United Nations 

UWW Urban Waste Water Directive 

WB World Bank 

WFD Water Framework Directive 

WHO World Health Organisation 

WSC Water supply company 

WSS Water Supply and Sanitation 

WTP Willingness to pay 



 

 11 

SUMMARY  

Objective 

The objective of this study sponsored by the European Commission (EC) and the OECD/EAP Task 

Force was to help develop a Financing Strategy (FS) for rural Water Supply and Sanitation (WSS) in 

Armenia through a National Policy Dialogue (NPD) on this subject.  

The Government of Armenia (GoA) is aiming at achieving by 2015 WSS sector development targets 

based on realistic minimal water supply standards (MWSS) consistent with, but more ambitious than the 

official definitions of the United Nations (UN) Millennium Development Goals (MDGs) on WSS. 

Therefore, the key challenge of the study was to support the GoA in the development of such standards and 

to explore their financial feasibility for rural WSS. 

National Policy Dialogue on Financing Strategy for Rural WSS 

The National Policy Dialogue on Financing Strategy for Rural Water Supply and Sanitation was 

organised by a Steering Committee (SC) involving all key Armenian and international stakeholders and 

chaired by the State Committee of Water System (SCWS). Regular and extended (multi-stakeholder) SC 

meetings provided a platform for the dialogue, while the OECD/EAP Task Force Secretariat and the 

consultant (TME) selected by the EC provided analytical input and facilitated the dialogue (see Annex 2 of 

this report for more details on the NPD in Armenia and lessons learnt from it).  

Key issues which were discussed in the dialogue were: alternative options/definitions of the MWSS 

and sector development targets consistent with them, scenarios to achieve the targets and their financial 

implications
1
, as well as packages of financial and institutional policy measures attached to the scenarios.  

The key findings and recommendations of the case study, which were discussed in the framework of 

the National Policy Dialogue on Financing Strategy for rural WSS in Armenia, are presented below.  

Key findings  

With about 30% of the rural population without improved access to safe drinking water; the present 

status of rural WSS in Armenia is quite poor, even though it is improving slowly. The sector is also 

seriously under-financed, which is due to weak institutional set up, low to no tariffs (only 25% of 

population living in villages outside service areas of water utilities pay for water) accompanied by poor 

tariff collection, and ï until recently ï low priority of rural WSS for the government. 

However, the study suggests that ambitious WSS targets could realistically be achieved. The 

minimum water supply and sanitation standards (MWSS) agreed upon by stakeholders in the dialogue 

process, defined as 

¶ at least 50 litres per capita per day (lcd) 

¶ at a distance from dwelling to tap of no more than 100 metres, 

¶ regularity of at least eight hours per day (for piped water supply), and 

¶ acceptable water quality; 

would be technically and financially feasible for rural Armenia. 

                                                      
1
 Simulations of scenarios and options for policy variables were made by the Consultant using the FEASIBLE computer tool, 

following the financing strategy methodology developed by the OECD/EAP Task Force in co-operation with Denmark. Survey 

results and simulations with FEASIBLE are the source of all data, figures, and charts in this summary. 
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The implementation of the Policy scenario, which represents a combination of the MWSS with more 

ambitious targets, anticipating, on average, 75% on-plot supply (in-house and yard tap) in rural settlements 

by 2015, would require investments amounting to some 34.9 billion dram (ú77.5 million) over 2007-2015.  

Although the financial challenges in the rural WSS in Armenia are great, and presently financial 

resources are short, the Policy scenario would be financially feasible, given that: 

User charges for piped water supply are introduced in all villages and gradually increased keeping 

them below the affordability limit of 3% of household income, so that by 2015 rural households will pay 

AMD 26,500 per annum, on average (compared to AMD 12,000 in the base year), and collection 

efficiency is improved drastically; and  

The strategy is integrated into the budgetary process, foremost into the Medium-Term Expenditure 

Framework (MTEF) at the Ministry of Finance (MoF), and over 2008-2015 the government will allocate 

for rural WSS at least 0.3% and up to 0.46% of the public budget.  

However, the study suggests that financing is not the major constraint. It concludes that with 

the present institutional set up in rural settlements outside service areas of water supply companies it is not 

possible to implement the FS for rural WSS. Such settlements, especially those with no nearby water 

source, have to take care of all aspects (technical, financial, etc.) of the water supply system, while their 

financial (fiscal) and human resource capacity is often far from sufficient to address the challenge.  

Key institutional reforms to be implemented jointly by the central and local governments include: 

strengthening management and financial capacity of local jurisdictions, establishing larger water utilities or 

companies by expanding their service areas to cover most rural settlements, adopting the MWSS and 

setting an agency responsible for the financing strategy implementation, and co-ordination of varios 

investment programmes for rural WSS, often implemented with support from donors. 

Present situation in rural WSS in Armenia and baseline scenario 

Surveys of rural WSS undertaken by the Japan International Co-operation Agency (JICA) and the 

OECD
2
 describe the WSS in rural Armenia (where about 1.07 million inhabitants lives) as follows.  All 

rural settlements can be roughly classified into three categories: 

¶ Rural settlements served by one of the existing water supply companies (WSCs) serving in total 

about 45% of the rural population;  

¶ Rural settlements without the services of a water company, but with a centralised (piped) water 

supply managed by rural communes (about 50% of rural population); 

¶ Rural settlements that lack centralised (piped) water supply (about 40 000 inhabitants). 

According to the recent surveys, the quality of the supply has been improving: the on-plot supply (in-

house and yard taps) in rural Armenia had increased from 45% in 2000/2001 to about 68% in 2006.  In 

figure A, for all Marzes (regions) and water companies serving rural Armenia, the estimated share of 

different water supply methods (in-house tap; yard tap; standpipes; others) is shown. 

In settlements served by water supply companies (WSCs), over 80% of all households have on-plot 

supply; in rural settlements without WSC service, the on-plot supply is estimated at about 55%. However, 

for approximately one third of the rural population in Armenia, water still needs to be collected from stand-

posts (often located far from dwelling) or from springs, rivers, own wells, etc.   

 

                                                      
2
 It should be noted that no data on WSS in some 600 villages existed when the project started. So, data collection through 

questionnaires and field interviews was one of the first challenges faced by this study. Coincidently and fortunately, the Japan 

International Co-operation Agency (JICA) undertook an intensive data collection thus contributing a lot to establishing a data-base 

for decision making within the GoA and also to this study, and that valuable contribution is fully acknowledged.  
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Figure A: Rural population, by type of connection to water supply, 2006 
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According to European standards, water supply per capita per day should be around 110-170 litres per 

capita per day. However, in rural Armenia, the average water production is 400 lcd. This indicates a highly 

oversized existing infrastructure for drinking water, losses and inefficient uses of drinking water.  

Some 50% of existing systems should be renovated given that the average age of the infrastructure is 

about 35 years. Total needed investments for renovation and optimisation of the current infrastructure to 

reduce water consumption closer to EC figures, are estimated at 34.9 billion dram (å ú 77.5mln).  

The unit costs (in Armenian drams (AMD) per m3) of water supply vary substantially across rural 

settlements: the ratio of the highest costs to the lowest costs amounts to 10-20. While the analysis suggests 

that in rural settlements not served by water companies there is a complete disconnection between unit 

costs and the finance available. In rural settlements not served by WSCs, the population with access to 

piped water supply (PWS) either pays low tariffs or do not pay at all (some 55% of the population in such 

settlements). While the collection of tariffs set by water companies is generally poor, varying from as low 

as 15% to reasonably good 85%, depending on rural settlement.  

Lack of stable sources of financing for WSS in many rural settlements explains large variations in 

expenditures for rural WSS across marzes (regions) in Armenia ï the ratio of the highest  expenditures (in 

AMD per capita per annum) in marz Ararat to the lowest one in marz Tavushi is as big as 13.  

In the baseline scenario, which anticipate the extrapolation of recent trends (ñbusiness as usualò or 

ñno new policyò scenario) annual expenditures over 2008ï2015 (excluding renovations) are estimated at 

AMD 2.5 billion, of which 1.1 billion is for operational and maintenance costs, and 1.4 billion for 

reinvestments. If renovations are included, annual expenditures are AMD 2 billion higher.  

The revenues projected based on present figures and recent trends (user charges, loans, budget 

contribution), including the foreseen increase in revenues from user charges (due to better collection), are 

too little to cover all projected expenditures in the scenario. The total financing gap over 2007-2015 would 

amount to some AMD 19 billion  and can be explained by the following existing constraints (and gaps) of a 

legal, institutional, and organisational nature:  

¶ Low collection efficiency in rural settlements served by water companies (at present, 15-85%); 

¶ Low user charge rates and low collection efficiency, or no regular charges for water supply in the 

settlements with piped water supplies not served by WSCs (at present, in 80% of surveyed rural 

settlements, the population does not pay at all for water supplies); 

¶ Very weak fiscal position of all rural settlements (low to no public revenues, and lack of fiscal 

transfers from upper levels of the budgetary system). 
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The level of financing for rural WSS provided from loans and central budget contributions in 2007 

and planned for 2008 amounts to some 0.33% of total public expenditures. The problem was, however, that 

when the study was completed, no public allocations for rural WSS was envisaged for 2009 on. The 

analysis suggests that the financing gap in the baseline could be closed, if over 2008-2015 the central 

budget would continue to allocate for rural WSS from 0.3% to 0.46% of the central budget (the estimate 

for the central budget in 2009 is AMD 607 billion (ú1.35 billion)). - This is a realistic option, as can be 

seen looking at the 2007/2008 figures. 

Policy targets 

Several options for/definitions of the MWSS as a country-specific interpretation of the Millennium 

Development Goals (MDGs) on WSS were suggested and simulated by the Consultant and then discussed 

with stakeholders. They anticipated different types of access, distance to water tap and quantity of water 

supply (in lcd). Through the National policy dialogue, a preferred, technically and financially feasible 

definition of the MWSS, was agreed upon as follows: 

¶ at least 50 lcd, at a distance from the tap to the dwelling of no more than 100 metres, 

¶ with the regularity (for piped water supply) of at least eight hours per day, and 

¶ acceptable water quality (biological, chemical, etc.). 

These service levels are significantly more ambitious than the minimum required to achieve the 

millennium development goals. The GoA also intends to achieve these MWSS for the entire population, 

which is again significantly more ambitious than the MDG target, which only aims at halving the 

proportion of people without sustainable access to an improved water source. 

Three sets of targets and respective development scenarios have been simulated for rural WSS: 

¶ The Minimal Water Supply Standards (MWSS) scenario, which aims at guaranteeing at least 

the basic water supply to all rural populations, as defined in the MWSS; 

¶ The Policy scenario, which represents a combination of the MWSS, with more ambitious targets 

for rural water supply as set in the Poverty Reduction Strategy Paper (PRSP), anticipating, on 

average, 75% on-plot supply (in-house and yard tap) in rural settlements (the latter target was 

somewhat eased by assuming piped water supply for only eight hours per day, rather than the 

overly-ambitious 24-hour supply target set in the Armenian PRSP);  

¶ The ñMaximalò scenario, which describes an optimal supply (95% of rural population will have 

in-house taps and receive 150 lcd).  

The investment needs for each of the simulated scenarios are shown in Table A from which one can 

see that investments for extensions of the water supply network are relatively small compared to the other 

categories (their share in total investments is: 8% (for MWSS), 16% (for Policy) and 37% (for Maximal 

scenario). The lionôs share of investments in RWSS (AMD 16.5 billion) should be allocated to renovation 

and optimisation of the present water supply networks which is a common part of all the scenarios in 

question. Re-investments to compensate for depreciation also require large funds, between AMD 12.4 

billion (in the Baseline scenario) and AMD 14 billion (in the Maximal scenario).   
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Table A: Total investments over 2007ï2015 for renovations, re-investment and extensions, in different 
scenarios, in million AMD 

Investment 
category All Baseline MWSS Policy Maximal 
renovations 
 

renovations 
 total 

renovations 
 2007-2015 

renovations  
2007-2015 

renovations  
2007-2015 

renovations  
2007-2015 

WSCs 20 949 9 670 9 670 9 670 9 670 

no WSCs 14 707 6 789 6 789 6 789 6 789 

Total 35 656 16 459 16 459 16 459 16 459 

re investments re investments re investments re investments re investments 

WSCs  7 291 7 418 7 575 8 205 

no WSCs  5 118 5 207 5 318 5 760 

Total  12 409 12 625 12 893 13 965 

extensions   extensions extensions extensions 

WSCs   216 558 4 194 

no WSCs   1 170 3 042 10 926 

no Supply   1 080 1 926 2 664 

Total   2 466 5 526 17 784 

Total by category      

WSCs 20 949 16 961 17 304 17 803 22 070 

no WSCs 14 707 11 907 13 166 15 149 23 475 

no Supply   1 080 1 926 2 664 

Total general 35 656 28 869 31 550 34 878 48 209 

Figure B, below, shows the differences in expenditures between the scenarios. From the figure one 

can see that the cost differences between the baseline and the MWSS and Policy scenario are minimal. 

Only in the Maximal scenario there is a large costs difference (65%). But after 2015 the cost difference 

between the scenarios is much lower, as all planned investments would be completed.  

Figure B: Annual total expenditures (for operation and maintenance, re-investment, renovations, and 
extensions) in different scenarios 
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Affordability of scenarios  

In analysing the affordability of these scenarios, the required expenditures are compared to the 

available income. This is done by comparing the water bill with household income (see Table B), and by 

comparing subsidies and loans allocated for rural WSS to total central government expenditures. In the 

affordability assessment, it was assumed that the water bill should not be larger than 3% of household 
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income ï a threshold agreed with stakeholders. User charges under different scenarios (average value over 

the period, in AMD per household per year) were assessed as follows: AMD 12 000 in the baseline; AMD 

23 000 for MWSS, assuming a consumption of 120 m3 per household (150 lcd) and the tariff rate at AMD 

100 per cubic metre; and AMD 26 500 for Policy scenario, assuming the same level of water consumption, 

but higher tariffs (gradually increasing to AMD 220 per m3 in 2015).  

 

The analysis shows that the two policy scenarios are affordable for most rural households. Problems 

may occur only for the poorest rural population (potentially some 35 000 households, i.e. some 10% of the 

total) in the Policy scenario. By these households could be compensated, for instance, through the general 

income support system already in place in Armenia, which appears to be quite effective and well targeted 

to the poor, and by applying other income policy instruments.  

Table B: Estimated share of the water bill in rural household income, per income quintile, base year  2006 
versus MWSS and Policy scenarios, with assumed optimistic (10% growth/year) and pessimistic growth (6% 

growth/year) of the real income of rural households in Armenia  

 Share of water bill in household income 

Income quintile Base year 2006 
 

MWSS  2015 
optimistic 

Policy  2015 
optimistic 

MWSS  2015 
pessimistic 

Policy  2015 
pessimistic 

20% poorest 2,1% 1.8% 2.1% 2.6% 3.0% 

2nd 20% population 1,7% 1.4% 1.6% 2.1% 2.4% 

3rd 20% population 1,5% 1.2% 1.4% 1.8% 2.1% 

4th 20% population 1,3% 0.9% 1.1% 1.4% 1.6% 

20% richest 1,1% 1.1% 1.3% 1.5% 1.8% 

Average 1,5% 1.3% 1.5% 1.9% 2.2% 

* household expenditure were used as a proxy for household income 

Source: based on Armstat, 2008 (rural income distribution per adult equivalent) and own assessment, 2008 

Equally, the two scenarios in question (MWSS and Policy) are affordable for the public budget, as the 

needed international loans and allocations from the budget will vary from 0.33% to 0.2% of the central 

budget, and such a level of financing was already achieved in 2007-2008. The analysis has also revealed 

that the Maximal scenario would be too ambitious, non-affordable for rural households.  

The analysis establishes that there is no serious affordability constraint for financing the two scenarios 

(MWSS and Policy). However, the existing large variation in the unit cost of water production makes it 

hard to address the affordability of water supply in smaller settlements. Larger water companies or public 

utilities serving many settlements of different size and applying a uniform tariff across the territory that 

they serve would be able to (a) enjoy economies of scale and (b) apply cross subsidisation between areas 

with different production costs, thus improving affordability for the poor, and (c) will in general have 

better access to the finance and skilled labour needed to properly operate and maintain the WSS systems. 

The scale of operations would also create other advantages (better technical skills, monitoring, 

administration, fee collection capacity) compared to small water utilities each serving only one rural 

municipality.  

Financing of the scenarios  

Though, presently, total annual expenditures are not enough to finance even the baseline expenditure. 

The following policy measures would, nevertheless, help close the gap: 

- user charges should be increased gradually (to AMD 23 000 for MWSS scenario, and to 

AMD 26 500 for Policy scenario, compared to AMD 12 000 in the base year), keeping them below the 

affordability limit of 3% of household income.; 

- collection efficiency shall be improved drastically ï up to 100% of the billing; 
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- the loans committed from the Kreditanstalt für Wiederaufbau (KfW) and the Asian Development 

Bank (ADB) will be fully utilised s between 2008 and 2013 making about AMD 4 billion available for 

rural water supply in Armenia. 

If such a high collection efficiency is not achieved, the losses in revenues should be compensated 

either from the public budget, or by setting higher tariff rates (i.e. at the expense of those households who 

timely and fully pay for water supply which is not a preferable option, of course).  

Conclusions 

The overall conclusion is that, although the financial challenges in the rural WSS are great, and 

presently financial resources are short, there is sufficient potential in Armenia to implement one of the two 

development policy scenarios (MWSS or POLICY), without much ñpainò for the poorest part of the 

population or a too heavy burden on the public budget. With the safeguarded loans and budget for rural 

WSS, already a large part of the estimated financial gap can be covered. The affordability analysis shows 

that even under less favourable economic developments, the Policy scenario would be affordable.  

Therefore, overall, the implementation of the financing strategy based on the Policy scenario would 

be more of an institutional and organisational challenge than a financial challenge.  

Institutional changes required for the implementation of the Financing Strategy (FS) 

It is clear that with the present institutional set up in rural settlements without WSC services it is not 

possible to implement the FS for rural WSS. Such settlements, especially those with no nearby water 

source, have to take care of all aspects (technical, financial, etc.) of the water supply system, while their 

financial (fiscal) and human resource capacity is often far from sufficient to address the challenge.  

Therefore, institutional reform seems inevitable, including establishing larger water utilities or 

companies or expanding service areas of existing water utilities to cover such rural settlements. It will 

require some legislative actions to clearly define: the responsibilities of municipalities (for supplying 

drinking water to the population); and the rights of consumers (to have reliable supply of quality drinking 

water against timely payments); the role and legal position of public companies, etc. Obviously, these legal 

issues need to be addressed in a broader perspective (defining the role of municipalities in providing water 

supply to their population; establishing a sustainable framework for municipal finance). 

Next steps towards the implementation of the FS  

For the implementation of the financing strategy at the national level, the following actions should be 

considered: 

¶ Establish government capacity to: 

- Collect and regularly update rural WSS data (financial, technical, etc.); 

- Co-ordinate various ongoing investment programmes (implemented with support from 

donors and International Financial Institutions (IFIs) and integrate them into a comprehensive 

WSS sector development programme); 

- Plan individual projects ; 

- Prioritise projects (based on transparent procedures) to be co-financed from the public 

budget,  

- Monitor progress in the WSS programme, ie project implementation and reporting (to the 

Government of Armenia, civil society and, where appropriate, IFIs); 

¶ Adopt MWSS; 



 

 18 

¶ Ensure integration of the FS into the PRSP, Medium-Term Expenditure Framework (MTEF), and 

annual budgets; 

¶ Attract and safeguard financial resources (international and bilateral loans and grants, budget 

contributions) for the FS;  

¶ Discuss the institutional future of rural WSS with all stakeholders (rural municipalities should be 

consulted on their preferences before final judgements on institutional structure are taken at 

national level) and undertake needed institutional reforms.    

¶ .
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1. INTRODUCTION  

1.1. Rural Water Supply and Sanitation 

Rural Water Supply and Sanitation (WSS) in many regions of the world is not as well developed as 

urban WSS. In many developing countries, this results in a far from optimal supply of water for large parts 

of the population. The situation for sanitation in rural areas is often even worse. The problematic situation 

with WSS is well recognised by the international community, by including targets for WSS in the 

Millennium Development Goals (MDGs) (see UN, 2000 and UN, 2007).  

Whereas in many countries Financing Strategies (FS) have been developed for urban settlements, 

supported by tools like the Feasible model (see EAP TF/COWI, 2004 and, for example, OECD, 2004), 

there is a lack of knowledge and documented experience on the development of FS for rural WSS.  

As an FS for rural WSS includes other issues and priorities than in urban areas, the Environmental 

Action Programme Task Force (EAP TF) of the OECD has initiated the development and application of 

tools for rural WSS. This has been done by developing a rural module in the Feasible model, as the costs 

functions for rural WSS differ from urban WSS, but also the ability to finance a strategy is different in 

rural areas. This new module on rural WSS was tested in this project.  

This project was initiated by the OECD/EAP Task Force and was funded by the Department for 

International Development of the UK (DFID) and the EUWI. The project was executed in parallel with a 

project to develop guidelines for Financing Strategies for rural Water Supply and Sanitation. The State 

Committee of Water Systems (SCWS), the beneficiary of this project, agreed on the implementation in 

rural Armenia of this project aiming at developing an FS for rural WSS (supplementary to an earlier FS for 

urban WSS in Armenia). The project was executed in the period from January 2006 to March 2008. 

1.2 Financing Strategy 

Setting up an FS for rural WSS is a complex and diversified task. Various issues must be taken into 

account: 

¶ Macro-economic issues like GDP, and economic growth; 

¶ Rural income levels and distribution; 

¶ Public budget (as share of GDP and recent performance); 

¶ Current supply of WSS services and the technical solutions to improve the supply; 

¶ Current expenditures, management, and payment for these services; 

¶ Financing of infrastructural projects, and the involvement of national and international donors 

and IFIs; 

¶ Implementation and financing gap; 

¶ Organisation and implementation of WSS policies. 

 

A Financing Strategy for rural WSS basically entails the following steps: 



 

 20 

¶ Analyse the current situation of rural WSS and develop a baseline scenario: 

- Technical infrastructure and quality of the service; 

- Current expenditures and financing thereof by user charges, budget subsidies, loans, and 

grants; 

- Assess the difference between expenditures and available finance and develop a policy 

package to bridge the baseline financing gap; 

- Assess the affordability of the WSS for the rural population; 

- Assess legal and institutional situation. 

¶ Design, analyse, and decide on policy (development) scenarios for rural WSS: 

- Set targets for extension of service and quality of WSS services; 

- Assess expenditure needs and available finance;  

- Assess affordability, adapt targets, and/or finance, if needed; 

- Assess needed legal and institutional changes; 

¶ Implementation: 

- Establishing or nominating an implementing agency; 

- Adopting an action plan; 

- Adopting MWSS; 

- Integrating the FS into the PRSP, MTEF, and annual budgets. 

The analysis of the current situation is included in a ñbaseline scenarioò (or ñno new policyò 

scenario). A baseline scenario simulates the current infrastructural, financial, and social situations 

extrapolated to the future. It assumes (in most cases) the same level of WSS services and structure of 

finance (unless clear investment and operational decisions on, for example, water tariffs are already 

planned).  

In a baseline scenario, the current annual expenditures are estimated and compared with the revenues 

of user charges, (budget) subsidies, and loans/grants. If the revenues of user charges, budget, loans, and 

grants are smaller than the expenditures, a financing gap exists and a policy package to bridge the gap 

should be developed. 

The aim of ñpolicy scenariosò is to simulate development targets and policies. Targets are formulated 

(for example, based on MDGs), and expenditures are estimated, in combination with the assessment of 

(needed) additional financial sources (increasing revenues of user charges, loans, etc.). In principle, many 

scenarios can be simulated, so a choice has to be made between more or less realistic scenarios. This then 

should finally result in the formulation of a consistent policy package for a Financial Strategy for water 

supply and sanitation in rural settlements.  
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As developing an FS requires a lot of data, data processing, and estimations, it is inevitable that a tool 

should be used to structure at least most of the quantitative data on which the strategy will be based. In this 

project, the rural module of Feasible has been used, a model that enables simulations for rural WSS 

financing strategies.  

More detailed information on key issues of rural WSS and the role of Financing Strategies can be 

found in Annex 1, while an FS methodology for rural WSS is presented in the methodological Guidelines 

(OECD/EAP Task Force, 2008, forthcoming). 

1.3 Role of National Policy Dialogue in developing a Financing Strategy for rural WSS 

In developing the FS for rural WSS in Armenia, the beneficiary was the State Committee for Water 

Systems, which involved the main stakeholders in the dialogue: water companies, ministries, committees, 

and other government agencies with ties to water policy (Ministry of Finance, Ministry of Environment, 

Ministry of Labour and Social Affairs, Ministry of Health, National Statistical Service, etc.), International 

Financial Institutions (KfW, ADB, World bank, EBRD), the National Statistical Service, NGOs, 

international organisations (OECD, EUWI, DFID, JICA, USAID, UN, etc.). A Steering Committee was set 

up to involve the main stakeholders in the policy dialogue and provide a platform for the dialogue.  

In the first stage of the project, attention was paid to collecting information on rural water supply and 

sanitation in Armenia, to assess key problems and challenges facing the sector and the magnitude of the 

problem. In parallel, discussions with the Steering Committee served to agree on the issues to be studied 

(as the main objective was already set: develop a Financing Strategy on Water Supply and Sanitation for 

rural Armenia). Inter alia, it was decided that Armenia-specific sector development targets, more 

ambitious than official UN definitions of MDGs on WSS, would be based on a Minimal Water Supply 

Standard (MWSS), while the Consultant was invited to suggest feasible options for the definition of 

MWSS. 

The Steering Committee also served as an important source of information (directly or indirectly) to 

the project team. Several informal meetings were organised for additional information collection. 

After initial collection of relevant information, a baseline scenario was developed to describe a 

ñbusiness as usualò (or ñno new policyò) case for rural WSS (å extrapolation of the present situation). This 

was discussed in the Steering Committee and served as a basis for developing policy scenarios.  

Options for policy targets were identified and simulated with the Feasible model, in order to show the 

consequences of certain policy choices (in terms of needed additional expenditure and finance).  

During this stage, specific questionnaires were also developed by the project team, both for water 

companies and rural settlements without WSC services, in order to collect additional and more recent 

information.  

As a result of the discussions within the framework of the National Policy Dialogue (NPD), two main 

scenarios were agreed on (ñMinimal Water Supply Standardsò and ñPoverty Reduction Strategy & 

MWSSò) for further analysis. The results of this analysis are submitted in this final report.  

1.4 Report structure 

This report has the following structure: 

¶ A description of the current situation of rural water supply and sanitation, resulting in the 

definition of the baseline scenario; 

¶ A description and presentation of the policy scenarios; 
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¶ A discussion on the affordability of the policies simulated; 

¶ A discussion on institutional issues, linked with the implementation of the Financing Strategy; 

¶ Conclusions and discussion. 

The report includes the following annexes: 

Annex 1: Key issues of rural WSS and the role of Financing Strategy; 

Annex 2: National Policy Dialogue on Financing Strategy for rural WSS in Armenia; 

Annex 3: Data collection, analysis, and delineation for scenario simulations with the Feasible 

model; 

Annex 4: Survey in 150 rural settlements without services of water companies; 

Annex 5: Example simulations; 

Annex 6: Comparison of final with preliminary results; 

Annex 7: Numeric data behind the graphs in the report. 
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2. PRESENT SITUATION AND CHALLENG ES FOR RURAL WATER SUPPLY IN ARMENIA, 

DEFINING THE BASELIN E 

2.1 Introduction 

Currently, rural water supply in Armenia can be characterised as a sector in transition. In the recent 

past, five water companies (as joint stock companies) have been created, both serving (most) urban 

settlements, and part of the rural population. In settlements without the services of these water companies, 

in most cases the water supply infrastructure is operated locally (municipality), and in some cases no 

centralised (piped) water supply is available.  

The institutional changes already set in motion, need to be continued by creating a proper legal 

framework for the operation of (municipal) water supply and sewerage networks.  

Of the rural population (of about 1.1 million inhabitants), only a part has access to on-plot water 

supply (in-house tap or yard tap). In the Poverty Reduction Strategy Paper (PRSP), the targeted 

improvement of rural on-plot water supply is set at 70% for 2015 (it was approximately 45% in 2000). 

The current financial situation of rural water supply is far from sustainable. The established water 

companies have increased the collection of user charges in the last few years, but are unable to finance the 

needed renovations to the network, let alone an extension of the networks. In rural settlements without 

water company services, the situation is worse: in only 20% of these settlements, user charges are 

collected. 

In this chapter, the current situation for rural WSS in Armenia is the starting point for the simulation 

of the baseline scenario, including its financial dimension. 

In the baseline scenario the following assumptions have been applied: 

¶ The level of water supply services will be kept at the current level; 

¶ For the financing part of the scenario, policies under implementation (concerning collection of 

user charges, support from public budget, and loans) are simulated. 

The baseline scenario thus shows whether the expenditures that are needed to operate the current 

infrastructure are covered by sufficient resources from user charges, public budget, and loans. 

In the current situation, on the one hand, the present infrastructure is oversized in many villages. It 

also needs a lot of renovation. On the other hand, many other villages lack piped water supply (PWS). To 

assess the effects thereof on expenditures, the baseline simulations are threefold: 

¶ A simulation with the oversized infrastructure; 

¶ A simulation with an infrastructure based on EU design parameters; 

¶ A simulation of the needed renovations. 

2.2 Present state of the rural WSS infrastructure in Armenia 

The present state of rural WSS in Armenia will be briefly discussed in this section. Three main 

elements will be discussed: institutional, technical (infrastructure), and financial aspects. The following 

description is mainly based on interviews with and surveys amongst water companies, and surveys on 

settlements without WSC services. More detailed information can be found in Annexes 3 and 4. 
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2.2.1 Institutional 

In Armenia, four water companies are active in rural settlements: 

¶ Armenian Water and Sewage Company (AWSC or Armvodocanal), which serves about 380 000 

rural inhabitants in all 10 Marzes; 

¶ Nor Akunq, which serves about 30 000 rural inhabitants in all Armavir Marzes; 

¶ Lori Water and Sewage Company (Lori WSC), which serves about 20 000 rural inhabitants in all 

Lori Marzes; 

¶ Shirak Water and Sewage Company (Shirak WSC), which serves about 35 000 rural inhabitants 

in all Shirak Marzes. (Note: Yerevan WSC also serves several small settlements in the pre-

urban area of Yerevan City, but they were not included in the scope of the project)  

In Figure 2.1, the way in which the water supply sector is organised in rural settlements in Armenia is 

shown graphically. 

Figure 2.1: Rural water supply per Marz in Armenia, inhabitants per type of connection 
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In total, the four WSCs serve roughly 45% of all rural inhabitants. The remaining 55% of rural 

inhabitants is either served by locally operated water supply services or has no central water supply in 

place (4% of rural population). 

The graph shows large regional differences: in Ararat, the vast majority of the population is served by 

a WSC, in some Marzes (Aragatsotn, Armavir, Lori, Shirak) about 50% of population is served by WSCs. 

In the other five Marzes, the vast majority of water supply is organised locally. 

In order to implement a Financing Strategy for rural water supply, it will be necessary to strengthen 

the current institutional set up of the (rural) water sector: 

¶ The current water companies have to renew their contracts and operational licences in the near 

future; 

¶ The locally operated water supply networks will need to be embedded legally, in order to be 

included in the financing strategy; 

¶ In settlements without central water supply, water supply services (and the legal structure) need 

to be set up. 
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As institutional changes are needed, the possibilities for the future need to be investigated. The pros 

and cons of possible organisational/institutional structures need to be made clear. In which direction the 

sectoral institutional set up needs to develop is subject to further discussion.  

2.2.2 Water supply infrastructure 

The current infrastructure for rural water supply is relatively old (the average age of the rural 

networks can be estimated at about 35 years
3
). Although the quality of the service is not always sufficient, 

Table 2.1 shows that, on average, per rural inhabitant, 400 litres of water per capita per day is produced
4
 or 

in total 150 million m3 per year. On average, the WSCs produce twice as much water per capita as the 

water services in settlements not served by WSCs. 

Table 2.1: Population served by central system 

Region connected 
population 

water production,  
baseline current 
lcd           mln m3/y 

water production,  
baseline adapted 
lcd           mln m3/y 

Aragatsotn 46 098 253 4.3 117 2.0 

Ararat 26 024 125 1.2 77 0.7 

Armavir 81 356 256 7.6 88 2.6 

Gegharkunik 92 272 294 9.9 93 3.1 

Kotayq 63 400 275 6.4 102 2.4 

Lori 61 984 152 3.4 74 1.7 

Shirak 24 962 294 2.7 97 0.9 

Syunik 43 239 274 4.3 99 1.6 

Tavush 61 955 296 6.7 94 2.1 

Vayots Dzor 32 248 474 5.6 94 1.1 

AWSC 362 566 658 87.1 132 17.5 

Nor Akunq 29 485 29 0.3 127 1.4 

Lori WSC 21 044 416 3.2 75 0.6 

Shirak WSC 34 797 516 6.6 108 1.4 

No supply (40 624)     

no WSC 574 162 248 52.0 87 18.2 

WSC 447 892 594 97.1 127 20.8 

Total 981 430 400 149.2 92 38.9 

 
Source: analysis TME-survey, statistical information (population) and Feasible output (water production baseline adapted for 
western European standards) 

On the right hand side of the table an estimate is also given of water supply, if western European 

standards for water demand were to be applied in rural Armenia. This would lead to a three times lower 

demand (and thus production) as in the current situation.  

Apart from the quantity of water available in rural settlements, the quality
5
 also needs some 

discussion. As stated in the introduction, the PRSP target for rural water supply is 70% on-plot connection 

by 2015, whereas in 2000 about 45% of the rural population had on-plot supply.  

                                                      
3
 Based on the analysis of the results of the 2007 survey on rural water supply and sanitation.  

4
 This does not necessarily mean that 400 lcd is also consumed, due to losses in the network, public use, and use for 

irrigation. 
5
 In terms of distance between supply and user. 
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Figure 2.2: Type of connection of rural population to water supply, 2006 
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Figure 2.2 shows the current (2006) situation of rural water supply, which is based in surveys and 

interviews by the team. Overall, the on-plot supply has improved during the last few years. It is now 

assessed that about 68% of the rural population has on-plot supply (upper bar in the graph). In settlements 

served by WSCs, on-plot supply is over 80%; in rural settlements without a WSC service, on-plot supply is 

estimated at about 55%. Still, for about one third of the rural population in Armenia, water needs to be 

collected at community taps (often far from the house) or from springs, own wells, etc. 

The state of the current water supply infrastructure can also be characterised by the need for 

renovation. All water companies were asked to specify the need for renovation of their infrastructure.  The 

survey of the JICA on water supply in settlements without WSC services also provides some information 

on this.  

In Figure 2.3, an indication is given of the needed renovation of the water supply infrastructure, for 

the water companies, and for settlements without WSC services. 

Figure 2.3: Needed renovation of water supply infrastructure of WSCs and of settlements without WSC service 
(in percent of the replacement value of present fixed assets) 
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It can be seen that, on average, almost 50% of the water supply infrastructure needs to be renovated. 

For rural settlements served by WSCs, the need for renovation varies from about 30% to over 60% 

(AWSC) In rural settlements without WSC services, the average need for renovation is estimated at 42%, 

but as Figure 2.3 shows, there is a large variation between regions. 

The renovation needs reveal that the current technical state of the water supply infrastructure is far 

from optimal. It thus can be anticipated that, apart from achieving policy targets, large investments will be 

needed for renovation.  

2.2.3 Sanitation infrastructure 

For sanitation, the situation is less detailed (than for rural water supply), as no reliable statistics exist 

on the sanitation situation in rural areas. According to the statistical yearbook, some 3% of the rural 

population had access to sewerage in 2004 (ARMSTAT, 2005). Other (indirect) information on sanitation 

is the type of toilets households use: according to the Census in 2000 (Armstat, 2000, census data on type 

of toilet), 21% of the rural population used flush toilets (which also may indicate use of a somewhat more 

advanced system than just a pit latrine, for example septic tank or sewerage), the others a non-flushing 

toilet. 

The following graph ï based on results of the survey carried out in 150 rural settlements (see Annex 

4) ï confirms this.  

Figure 2.4:  Type of connection of rural population to sanitation, 2006 
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According to the results of this survey, most rural households use pit latrines for sanitation. 

Sometimes (4% of cases) septic tanks are used, whereas 5% of the rural population has access to sewerage.  

2.2.4 Expenditures and revenues 

Currently, no statistical information is available on the expenditures and financial status of (rural) 

water supply in Armenia. Surveys amongst water companies and settlements without WSC services give 

some basic information on the current financial status of rural water supply.  
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Table 2.2: Estimated expenditures and financing thereof, of rural water supply by water companies and 
settlements without WSCs, 2006, in mln AMD/y 

 Estimated 
expenditures  

Financed by 
user charges 

Financed by 
budget 

Expenditures per 
capita 
AMD/y 

water companies 1 627 980 647 3 632 

no WSC 345 65 175 601 

Total 1 972 1 045 822 1 929 

Source: survey by project team  

The present total expenditures for rural water supply are estimated at almost AMD 2 billion (å ú 4.4 
mln)

6
. Although the rural population in settlements without WSC services (574 000) is larger than the rural 

population served by WSCs (447 000), the estimated present expenditures for water supply are five times 

lower in settlements not served by WSCs.  

This becomes even clearer, when the expenditures per capita are compared: on average, the present 

per capita expenditures in settlements served by WSCs are estimated at AMD 3 600 per year (å ú 8 per 

year), in settlements without WSC services present, per capita expenditures are estimated at AMD 600 per 

year (å ú 1.34 per year).  

Slightly more than half of the expenditures is financed by the revenues of user charges; the rest is 

financed by budget contributions. For a small part of expenditures of settlements without WSC services 

(AMD 105 million) it is not clear how they are financed. For WSCs, the expenditures are estimated by 

summing user charges revenues and budget contributions.  

It can be concluded that the present level of expenditures for rural water supply is (very) low. If 

expenditures would be estimated on the basis of water production and average tariff (assume AMD 100 per 

m3), annual per capita expenditures would be estimated at AMD 21 000 in case of WSC services (365 days 

* 594 lcd * 0,1 AMD/litre), AMD 9 000 in case of no WSC services (365 days * 248 lcd * 0,1 AMD/litre). 

This would be six to 15 times more than recorded present expenditures. 

Expenditures for sanitation are mainly private. Pit latrines are typically constructed by the inhabitants 

themselves, bringing costs down to (construction) materials and own labour input. Public expenditures may 

be limited to operation and partial maintenance of sewerage and septic tanks at public buildings (schools, 

public buildings, hospitals). The current level of expenditures is not known, but it is clear that the level of 

public expenditures is minimal.  

2.3 Baseline scenario 

A baseline scenario can best be described as a ñno new policyò or ñbusiness as usualò scenario in 

which the existing situation concerning rural water supply and sanitation is represented and extrapolated 

into the future. Only improvements which: (a) are being implemented, or (b) have been planned for the 

near future should be taken into account, if sufficient funds for the ongoing or future improvements are 

firmly committed. It serves as a reference scenario for the development of a financing strategy for rural 

WSS. 

The key issues a baseline scenario should address are: 

¶ Is the current trend sustainable?  

¶ Where does it lead?  

                                                      
6
 The exchange rate applied in this report is AMD 450 per ú.  
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¶ What are the key risks associated with the current trend?  

¶ What are the priorities for policy-making (regions and territories, user groups, etc.).  

A baseline scenario thus already supports the policy dialogue and helps identify the key variables that 

will be used to design development scenarios. In the baseline, current levels of WSS services will be kept 

similar to the base year, user charges (if existent) will remain constant (unless decisions have already been 

taken on changing water tariffs) as will donations from local or central budget. In case grants or loans are 

already committed, these also should be taken on board in the analysis.  

By comparing the annual expenditures needed to keep the existing infrastructure running with the 

projected revenues from charges, grants, loans, and budgets, the baseline scenario gives an indication 

whether the current financing of expenditures is sufficient. If this is the case, this results in either a break-

even situation (expenditures are just covered by revenues) or a financing surplus (revenues cover more 

than expenditures, leaving room for some additional expenditure). If revenues fail to cover all expenses, 

there exists a ñfinancing gapò.  

Moreover, the affordability (in terms of the share in incomes of the water bill, for rural households 

and the public budget and for the economy as a whole) is addressed for the baseline scenario. For practical 

reasons this assessment is combined with the affordability issues of policy scenarios and addressed in a 

separate chapter. 

The simulation of a baseline involves the following steps: 

¶ Assessing the current technical WSS infrastructure and performance (which has already been 

discussed in the previous sections); 

¶ Assessing the infrastructural costs: capital costs, operation and maintenance, renovations of the 

different elements of the WSS infrastructure (water intake, transmission, distribution, sewerage, 

sewerage treatment) (see the following sections and also Annex 3); 

¶ Assessing the available finance from different sources: user charges, public budgets, loans, and 

grants; 

¶ Assessing the financing gap and developing a policy package to bridge the gap; 

¶ Assessing affordability (see Chapter 4).  

The description of the current situation is the starting point for defining the baseline scenario. As  

already shown, the current situation has, inter alia, the following features: 

¶ An oversized water supply network in some villages on the one hand, and a lack of piped systems 

in many other villages, on the other; 

¶ Large need for renovation; 

¶ Limited financial resources. 

As the baseline scenario is the backbone for policy scenarios for the future development of WSS in 

rural Armenia, the baseline needs to be defined in such a way that it enables development of a proper rural 

water supply and sanitation infrastructure.  

For this reason the following distinction is made: 

¶ A baseline simulation based on the current levels of water supply (assuming an oversized 

network); 
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¶ A baseline scenario based on the defaults in the Feasible model (western European standards for 

water supply demand
7
). 

By comparing the results of these two simulations, an assessment can be made of the differences in 

operational costs, and (re) investments between these two scenarios. It will also show to what extent the 

current capacity of the water supply infrastructure needs to be reduced to comply with EU standards and 

the consequences thereof for costs and investments/renovations. 

2.4 Baseline expenditures 

2.4.1 Annual expenditures for water supply 

In the baseline simulations, the expenditures for water supply have been estimated by using 

international price levels (except for labour, where the costs have been assessed at about one-third of the 

international defaults). Initially, two simulations were made for the expenditures: 

¶ Baseline assuming the present (excessive) capacity (150 mln m3/year); 

¶ Baseline with the capacity of present rural WSS infrastructure adapted for EU water demand 

standards (38 mln m3/year). 

The results of this assessment are shown in the next table. 

Table 2.3: Estimated total expenditures, operation and maintenance costs, and re-investments expenditures, 
baseline scenario for rural Armenia, in million AMD per year

8
 

Region 
 
 

Baseline 
Operation & 

maintenance 

Present 
Re-

investment 

capacity 
 Total 
expenditure 

Baseline 
Operation & 

maintenance 

Adapted 
 Re-

investment 

capacity 
 Total 

expenditure 

Aragatsotn 52 66 117 42 52 94 

Ararat 18 20 37 15 17 32 

Armavir 71 63 134 44 44 88 

Gegharkunik 93 113 206 65 80 144 

Kotayq 128 164 292 92 117 208 

Lori 102 131 232 80 103 183 

Shirak 40 49 88 27 32 59 

Syunik 124 156 280 81 102 183 

Tavush 106 131 237 68 86 154 

Vayots Dzor 65 83 148 36 47 83 

AWSC 785 1 007 1 791 486 619 1 105 

Nor Akunq 22 24 45 27 28 54 

Lori WSC 27 34 60 15 19 35 

Shirak WSC 41 52 92 26 33 59 

No WSC 797 975 1 772 550 680 1 229 

WSC 873 1 116 1 989 554 699 1 253 

Total9 1 671 2 091 3 762 1 103 1 379 2 482 

Source: assessment TME with Feasible, 2008. 

 

                                                      
7
 150 lcd for in-house taps, 100 lcd for yard taps, and 40 lcd for standpipes. 

8
 The original calculations are made in Euros. The exchange rate applied is AMD 450 per euro. 

9
 Total may deviate from the calculated sum due to rounding. 
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To operate and (minimally) maintain the present infrastructure, the simulation shows that, annually, 

AMD 1.67 billion is needed, or about AMD 1 500 per inhabitant per year. For the re-investments (which 

are needed to maintain the value of the infrastructure at the current value), slightly more than AMD 2 

billion per year would be needed.  

Therefore, if the present state of the infrastructure is taken as the starting point, annual needed 

expenditures can be assessed at AMD 3.7 billion (å ú 8 mln). This is almost two times higher than the 

actually recorded present expenditures of AMD 2 billion (see table 2.4, column ñpresent expendituresò).  

 
Table 2.4: Estimated expenditures and financing thereof, of rural water supply by water companies and 

settlements without WSCs, 2006, in mln AMD/y 

 Present expenditures  Expenditures estimated 
with  Feasible 

Feasible 
estimates/present 
expenditures, %% 

Water companies 1 627 1 989 122% 

No WSC 345 1 772 514% 

Total 1 972 3 762 191% 

Source: team surveys and Feasible model 

Table 2.4 shows that the estimated needed expenditures for WSCs are more or less in line with the 

currently recorded expenditures (though some 22% higher). However, for settlements without WSC 

services, present expenditures are a factor five lower than the estimated expenditures by Feasible. This last 

result indicates a considerable lack of funds, making even operation and maintenance difficult, of the WSS 

infrastructure in settlements without WSC services.  

If the water supply infrastructure in the baseline is modelled with EU standards for water demand, the 

estimated operational and (re-)investment costs are about 35% lower. The EU standards for water demand 

are taken as the starting point for the policy scenarios to be discussed in the next chapter. If planned 

renovations are also taken into account, the additional expenditures for the years 2006ï2008 can be 

roughly assessed as follows: 

 
Table 2.5: Estimated expenditures between 2006ï2008 for renovations of the existing infrastructure, baseline 

scenario for rural Armenia, in million AMD per year 

Region 2006 2007 2008 

AWSC 760 760 760 

Nor Akunq 160 160 160 

Lori WSC 310 310 310 

Shirak WSC 340 340 340 

Total 1 570 1 570 1 570 

Source: own assessment, based on available loans and grants, 2008 

The estimate of expenditures for renovations is limited to the settlements serviced by water 

companies. These companies have acquired (international) loans, which are used for renovating and 

upgrading the existing infrastructure. The amounts in the above table have been estimated by means of the 

needed renovation (which is specified by the water companies), and the available budgets for rural WSS 

from loans. 
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2.4.2 Investments and renovations, water supply 

In the previous section, renovations were only partially assessed, and over a limited period. To make 

an assessment of further renovations requires an assessment of the total value of the water supply 

infrastructure and assumptions on the pace of renovations.  

Table 2.6: Current and baseline investment stock replacement value, total needed renovation and annual 
renovation (8%), (AMD x million) 

 Current 
investment stock 

Baseline 
investment stock 

Renovation 
total 

Renovation  
& renewal  
total 

Annual 
renovation 

WSCs 44 640 27 972 16 161 20 949 1 293 

No WSCs 38 988 27 180 11 347 14 707 908 

Total 83 628 55 152 27 508 35 656 2 201 

Source: simulations with Feasible, assumption on pace of renovation 

The current investment stock for rural water supply in Armenia has a replacement value of AMD 84 

billion (å ú 186 million). As the current infrastructure is oversized, the needed renovation should be 

assessed on the basis of the baseline investment stock
10

, but the optimisation will also lead to expenditures.  

The value of the (optimised) baseline investment stock is estimated at AMD 55 billion (å ú 123 

million), one third lower than the current investment stock.  

If the baseline infrastructure is the basis for estimating the needed renovations (50%), the investment 

for renovations can be assessed at AMD 27.5 billion (å ú 62 million). But as the infrastructure is presently 

oversized, optimisation will also lead to additional capital costs, pushing up the total costs of renovation by 

possibly 30% (to AMD 35 billion [å ú 79 million]). 

The annual renovation needs can be estimated by assuming a time period to complete the needed 

renovations. In this assessment, a time period of 16 years has been assumed (based on AMD 35 billion 

total renovation investment). This results in 6.4% renovations or AMD 2.2 billion annually (å ú 5 million 

or AMD 2 050 per inhabitant, which is less than ú 5 per rural inhabitant per year). 

2.4.3 Expenditures for sanitation 

As sanitation is mainly organised privately, in the baseline, the costs can largely be ignored. For the 

households, costs of pit latrines may vary largely, from no to little costs, if the latrine is constructed by the 

household itself. The costs may vary widely, depending on whether cement is used or not, if wood is 

available, etc. In the Feasible model, the costs of a pit latrine for the average household (3.5 inhabitants) 

are estimated at between AMD 80 000 and AMD 180 000 (ú 180-ú 400, [about ú 50ï100 per inhabitant]).  

For the public sector, costs are limited to connection to a pit latrine, septic tank, or sewerage, but as 

indicated before, no information is available.  

2.5 Financing 

For financing of the operation, maintenance, and renovations of the rural water supply infrastructure, 

four different types of revenues can be distinguished:  

¶ User charges; 

                                                      
10

 This assumes that the future water supply infrastructure in rural Armenia will be adapted to the EU standards for 

water supply. 
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¶ Budget subsidies; 

¶ Loans; 

¶ Grants.  

In the baseline, the first three of these have been assessed. 

2.5.1 Revenues from user charges  

Revenues from user charges for water services constitute an important part of total revenues. Total 

revenues from user charges can be estimated by the following formula: 

 (total amount billed) x (collection rate) 

The ñTotal amount billedò can be estimated from: 

(ñwater useò (in m3)) x (ñwater tariffò (in monetary units per m3)),  

or by  

(ñnumber of clientsò) x (ñstandard water fee per client
11

), 

or a combination of both.   

The annual revenues from user charges have been estimated for water companies and settlements with 

(own) piped supply.  

Two estimates have been made: 

¶ One for the base year (2006); 

¶ One for the target year (2012 for WSCs, 2015 for settlements without WSC service), for which it 

is assumed that the collection rate can be increased to the level of consumers that have on-plot 

water supply.  

For each of the water companies and the group of settlements with own municipal water utilities, a 

short explanation is given on the estimated revenues. 

Armavodakanal (AWSC) 

Current revenues of the water charges are estimated as follows: 

¶ Total revenues from water charges are estimated roughly for the whole company at AMD 2 000 

million; 

¶ The share of rural clients in total is assessed at roughly 111 300 of a total number of clients of 

262 100 (42%); 

¶ Rural revenues are assessed at AMD 849 million.  

For the future, revenues can be assessed as: 

¶ 120 m3 water sold per household (average of 3.5 people per household) per year; 

¶ Water supply tariff will be AMD 100 per m3; 

¶ There will be 111 300 clients; 

                                                      
11

 This should be calculated for each group of customers and then summed up. 
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¶ Collection rate increases to 95% (in 2012); 

¶ Total potential revenue will be AMD 1275 million. 

Nor Akunq  

Current revenues of the water charges are estimated as follows: 

¶ Total revenues from water charges are estimated roughly at AMD 171 million (2006); 

¶ The share of rural clients in total is assessed at roughly 5 280 of a total number of clients of about 

60 000 (9%); 

¶ Rural revenues have been assessed at 9% of AMD 171 million (= AMD 15 million).  

For the future, revenues can be assessed as: 

¶ 120 m3 water sold per household per year; 

¶ Water tariff will be AMD 121 per m3; 

¶ There  will be 5 280 rural clients; 

¶ Collection rate increases to 80%; 

¶ Total realistic potential revenue will be AMD 62 million. 

Lori WSC 

Current revenues of the water charges are estimated as follows: 

¶ Total revenues from water charges are estimated at roughly AMD 247 million (2006); 

¶ The share of rural clients in total is assessed at roughly 7 500 of a total number of clients of about 

38 000 (20%); 

¶ Rural revenues are assessed at 20% of AMD 247 million (= AMD 49 million).  

For the future, revenues can be assessed as: 

¶ 120 m3 water sold per households per year; 

¶ Water tariff will be AMD 92 per m3; 

¶ There will be about 7 500 rural clients; 

¶ Collection rate increases to 68% (2012); 

¶ Total realistic potential revenue will be AMD 56 million. 

Shirak WSC 

Current revenues of the water charges are estimated as follows: 

¶ Total revenues from water charges are estimated at roughly AMD 430 million (2006); 
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¶ The share of rural clients is 15.5%; 

¶ Rural revenues are assessed at 15.5% of AMD 430 million (= AMD 67 million).  

For the future, revenues can be assessed as: 

¶ 120 m3 water sold per households per year; 

¶ Water tariff will be AMD 100 per m3; 

¶ There will be about 9 800 rural clients; 

¶ Collection rate increases to 67% (2012); 

¶ Total realistic potential revenue will be AMD 79 million 

For future revenues, it is assumed that the collection rate (64% in 2006) will increase to 92% in 2009, 

leading to increased revenues of rural water supply, to AMD 96 million. 

Settlements without water company services 

About 50% of the rural population has access to piped water, served by public (also called collective 

or centralised) water supply systems, but not by water companies. Basically, respective rural municipalities 

operate and maintain the existing water infrastructure.  

Current revenues of user charges are derived from the results of the survey (see Annex 1): 

¶ Revenues of user rural charges are estimated at AMD 48 million in 2006 for eight of the 10 

Marzes, by analysing the results of the team survey (Annex 1); 

¶ Taking into account the two missing Marzes, revenues will be 20 to 25% higher; 

¶ Total revenues of user charges in settlements without WSC services can be estimated at AMD 65 

mln (2006; for 2007 a 10% increase will be assumed). 

For the future, revenues can be assessed as: 

¶ 120 m3 water sold per household per year; 

¶ Water tariff will be AMD 100 per m3; 

¶ There will be about 150 000 potential clients; 

¶ The collection rate will increase to 62% (2012); 

¶ Total realistic potential revenue will be AMD 1 116 million. 

The results of this assessment are shown in the next table. 
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Table 2.7: Estimated revenues of water charges in rural settlements in Armenia, base year and maximal 
realistic potential (see explanation in text) in the baseline (in mln AMD per year) 

 AWSC Nor 
Akunq 

Lori 
WSC 

Shirak 
WSC 

Rest of 
settlements 

Total 

User charge revenues, 2006 849 15 49 67 65 1 045 

       

  Number of rural customers 111 300 5 280 7 500 9 800 150 000  

  % of customers with on-plot 
supply 

95% 80% 68% 67% 62%  

  Projected water use per year per 
household (m3) 

120 120 120 120 120  

  Price (AMD/cubic metre) 100 121 92 100 100  

Charge revenues, potential 
2012/2015 

1 270 60 55 80 1 110 2 575 

Source: own assessment, 2006-2007 

The assessment shows that the total revenues in the base year are estimated at about AMD 1 billion. 

The assumption concerning increased collection ï but also the projected water use per customer in 

2012/2015 ï leads to total potential revenues of about AMD 2.5 billion per year in 2015. 

2.5.2 Revenues from budget contribution and loans 

For budget contributions and loans, assumptions are made on the ñruralò share of total subsidies and 

loans allocated for rural WSS. The following table gives an overview of the basic elements of the 

assessment. 

Table 2.8: Estimated contributions from budget and loans to water companies in Armenia, for WSS in 
Armenia, total and estimated rural share, in the baseline (in AMD x 1 million) 

 AWSC Nor 
Akunq 

Lori WSC Shirak 
WSC 

Total 

Budget subsidies 2006 1 500 116 - - 1 616 

Budget subsidies 2007 1 200 70 - - 1 270 

Loans/grants 2005 ï 2008 (ú x mln) 13.4 13.2 11.4 14.6 52.6 

Loans/grants 2005 ï 2008 (AMD mln)12 6 033 5 940 5 130 6 570 23 673 

Estimated share of rural WSS 42% 9% 20% 15.5%  

Source: SCWS, water companies, and own assessment, 2006/2007 

In the next table the contribution from the public (central) budget and loans for rural WSS in Armenia 

is assessed, based on the assumption that in the year 2005, 10% of the loans is used, whereas for 2006, 

2007, and 2008 it is assumed that, each year, 30% of the loans will be disbursed.  

For the municipalities without a water company, subsidies from (local) budgets have been estimated 

at AMD 175 million annually (see Annex 1). 

                                                      
12

 To assess the value of the loans in local currency, an exchange rate of 450 AMD per ú is applied. 
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Table 2.9: Estimated contributions from central and local budgets and loans to water companies in Armenia, 
for rural WSS in Armenia, 2006-2008, in the baseline (in AMD x 1 million) 

 AWSC Nor 
Akunq13 

Lori WSC Shirak 
WSC 

No WSC Total 

Budget contributions 2006 637 10 - - 175 822 

Loans 2006 760 160 308 339  1 568 

Budget contributions 2007 510 6 - - 175 690 

Loans 2007 760 160 308 339  1 568 

Budget contributions 2008 - - - - 175 175 

Loans 2008 760 160 308 339  1 568 

Source: SCWS, water companies, and own assessment, 2006 

The table shows that, in the period 2006ï2008, considerable additional finance is available for rural 

WSS, due to budget contributions and loans. However, it also shows that contributions of the central 

budget are phased out by 2008, and after 2008 no loan agreements are in place in the baseline. So from 

2009 onwards, there will be a considerable drop in financial resources, if no additional financing sources 

become available. 

2.5.3 Total financial resources for rural water supply 

Finally, all identified financial sources in the baseline are summarised in the following table, showing 

the projected development for each of them. 

Table 2.10: Estimated financing sources for rural WSS in Armenia, 2006-2015, in the baseline (in AMD x 1 
million) 

Financing source 2006 2007 2008 2010 2012 2015 

User charge revenues 1 045 1 131 1 343 1 768 2 192 2 583 

Budget 822 690 175 175 175 175 

Loans 1 568 1 568 1 568 0 0 0 

Total Financial sources 3 434 3 389 3 086 1 943 2 367 2 758 

Source: own assessment, 2006 

It can be seen, in Table 2.10, that the financial resources in the baseline scenario are relatively 

ñabundantò in the first three years of the period till 2015. Afterwards, the loss of financing from budget and 

loans is only partially compensated by the projected increase in revenues from water user charges. 

2.6 Financing gap/surplus 

In the baseline scenario the (needed) expenditures are compared with the available financial 

resources. If these resources are higher than expenditures, there is a financing surplus; in the case where 

financing resources do not cover all expenditures, there is a financing gap.  

In case of a financing gap, some of the needed expenditures cannot be covered, leading to lower 

service levels, bad maintenance, and lack of reinvestments, resulting in a deterioration of the water 

infrastructure.  

In the next two figures, the way in which the financing gap can be analysed is illustrated.  

                                                      
13

 The actual amount available for 2007 is ú 0.5 mln (which is less than what has been projected in the baseline). 
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Figure 2.5 shows, on the one hand, the needed expenditures for operation and maintenance, and on the 

other hand, the revenues from user charges. In the figure, the renovation of infrastructure is excluded, as 

well as budget subsidies and loans. 

Figure 2.5: Estimated financing gap for rural WSS in Armenia, without renovations, budget contributions, and 
loans, 2006 ï 2015, in the baseline (in AMD x 1 million) 
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Source: own assessment, 2008 

The figure clearly shows a large financing gap. Although user charge revenues are enough to cover 

operation and maintenance costs, funds for reinvestments are almost non-existent in the first years of the 

period 2006ï2015. The situation improves, as a result of the assumed increase of revenues from user 

charges, and by 2015, it is projected that revenues from user charges will be enough to cover the operation 

and maintenance costs, as well as to set aside for re-investments.  

In the next figure, the renovations of infrastructure and the additional financial resources from budget 

and loans are also included. For the renovations, in 2007 and 2008 the planned renovations are taken into 

account. Then, from 2009 onwards, it is assumed that of the total needed renovations of the WSS networks, 

8% will be renovated each year (which means that in 12.5 years time the rural WSS infrastructure will be 

totally renovated). 
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Figure 2.6: Estimated financing gap for rural WSS in Armenia, including renovations, loans, and budget 
subsidies, in the baseline (in AMD x 1 million) 
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Source: own assessment, 2008 

Figure 2.6 reveals that, although expenditures in 2006ï2008 are about 50% higher due to renovations, 

the financing gap in the first two years is close to zero. However, as a result of a lack of financial resources 

from 2008 onwards, expenditures cannot be kept at the level of 2006ï2008. 

Therefore, the initial assessment of the financing gap in the baseline reveals that too few funds are 

available to finance all necessary expenditures from 2008 onwards. Estimated expenditures needed are 

AMD 39 billion (å ú 87 million), whereas financing would be limited to AMD 22.5 billion (å ú 50 million) 
in the period 2007ï2015. The financing gap can thus be estimated at, in total, AMD 16.5 billion (å ú 37 
million, concentrated between 2009ï2015). 

Closing the baseline annual financing gap  

As can be seen from the chart, in 2009-2015 the revenues from user charges will be enough to fully 

cover operation and maintenance costs, while there will be a lack of financing for re-investment (to 

compensate for depreciation of fixed assets and maintain their value at a constant level) and for 

renovations (to upgrade the level of services).  

With more or less fixed revenues from user charges (tariffs do not change, but collection increases), 

the only way to finance needed re-investments and renovations is to allocate more funds from the central 

public budget and/or attract more international loans and grants. 

The annual financing gap could be closed if, over 2009-2015, allocation from the public budget, 

together with new grants and loans, amounted to AMD 16.5 billion (maximally AMD 2.8 billion in 2009; 

AMD 1.8 billion in 2015). This would comprise some 0.46-0.3% per cent of estimated public revenues 

(2009). This corresponds to the level of the central budget contributions and loans allocated for rural WSS 

in 2007-2008 (they amounted to AMD 3.65 billion, or on average 0.33% of the central budget for 2007-

2008
14

). 

Therefore, the needed additional finance for RWSS from budget, loans, and grants would not differ 

much from the already committed budget contributions and loans (for 2007 and 2008).  

                                                      
14

 According to the MTEF of the Ministry of Finance and Economy, budget expenditures are (estimated at) AMD 524 

billion in 2007, AMD 589 billion in 2008, and AMD 607 billion in 2009.  
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2.7 Key problems and challenges facing rural WSS in Armenia 

From the baseline assessment the following, interlinked, conclusions can be drawn concerning the 

rural Water Supply and Sanitation: 

¶ The institutional set up needs further development; 

¶ The WSS infrastructure needs renovation and improved maintenance; 

¶ There is a lack of revenues for financing the needed actions. 

Institutional  

For rural WSS in Armenia, WSS institutions need to be developed further: 

¶ Only 1/3 of rural settlements is served by professional water companies; 

¶ Two thirds of rural settlements lack an institutionalised set up in the WSS sector. 

Although it can be imagined that local/municipal water utilities could deal with rural WSS, this does 

not solve the existing problems (a single municipal water utility would lack the basic skills and [financial, 

administrative, and technical] knowledge to further develop WSS infrastructure), simply because the scale 

of the settlements (on average some 1 100 inhabitants per community) is too small.  

However, this does not necessarily mean that all settlements should be served by water companies; it 

can also be imagined that municipalities associate, in order to have access to better skilled labour and 

specialised personnel, when needed.  

An important prerequisite for institutional reform is the development of a proper legal framework for 

water supply and sanitation. This would, for example: 

¶ Establish the right to water supply for the population; 

¶ Establish the obligation of municipalities to supply water to those who demand it and are willing 

to pay; 

¶ Establish a legal framework for public companies; 

¶ Establish a legal framework for association of municipalities. 

WSS infrastructure 

The existing rural WSS infrastructure is far from optimal: 

¶ Renovation of about 50% of the existing network is needed; 

¶ About 40 000 rural inhabitants currently have no access to piped water supply; 

¶ The level of on-plot service should still be increased considerably to meet the MDGs on WSS in 

rural Armenia. 

Centralised sanitation (sewerage and sewage treatment) lacks almost everywhere (although this is not 

necessarily a problem in rural areas).  

These problems are interlinked with the lack of funds. 
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Lack of revenues 

The baseline analysis shows that even to sustain the WSS infrastructure at the existing level will be a 

challenge with the financial funds now available. This can be explained by the fact that water tariffs are 

relatively low, and the additional problem that many users do not pay for the water services. This seems to 

be a  vicious circle in that users complain about the level of service and are therefore not (very) willing to 

pay, while municipalities/owners lack revenues from user charges just to sustain the level of service, never 

mind improve it.  

Funding from the public budget is also a problem. Operational subsidies to water utilities from the 

central budget are to be phased out
15

, while contributions from international loans (and the required 

Armenian contribution from the central budget to the capital investment projects financed from the loans) 

are scheduled till only 2010, making it uncertain for water companies how to finance, in the (near) future, 

needed investments in WSS infrastructure. 

On the one hand, in communities with their own water utilities, contributions from the local budget 

are minimal or absent as local communities hardly have any financial means at all. Moreover, the revenues 

of user charges in these settlements are minimal compared to settlements served by WSCs. 

On the other hand, the level of financing from the public budget and/or international loans and grants 

ï allocated specifically for re-investments and renovations ï needed to close the baseline annual financing 

gap looks quite realistic. Hence, more ambitious targets than just maintaining the present situation could 

and should be considered. 

                                                      
15

 Although in the poverty reduction strategy paper it is stated that budget contributions are needed for (re) 

investments.  
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3. POLICY SCENARIOS 

3.1 Introduction 

A policy scenario normally deals with changing policies towards a higher level of WSS services. The 

issues addressed in a policy scenario can be technical (for example increasing water quantity, increasing 

the connection rate of population to the water network) but also financial (for example assessing the level 

of user charges required to achieve certain technical targets).  

3.1.1 Developing a policy scenario 

For the development of a policy scenario, the results of the baseline scenario form an important input. 

In this study, the baseline scenario for rural WSS in Armenia reveals that there is a large need for 

renovation of the existing network, about 40 000 rural inhabitants do not have access to piped water and 

the population currently served by standpipes often lives more distant than 100 metres from the standpipe. 

The baseline for rural WSS in Armenia also shows that revenues of user charges (even if increasing) are 

hardly sufficient to cover the needed expenditures. This is especially true for the settlements that are 

currently not served by WSCs.  

One or more policy scenarios are needed to address the above issues, which do not only study the 

needed improvement of the water supply infrastructure, but also at the way this can be financed.  

The development of a policy package can, in general, be characterised as an iterative process of: 

¶ Setting targets for the improvement of the WSS infrastructure; 

¶ Simulating the resulting expenditures: investments for extension/improvement of the system, 

renovations, additional operational and maintenance expenditures; 

¶ Assessing the projected availability of finance; 

¶ Comparing expenditures with the available finance to assess if there is a financing gap; 

¶ Assessing additional needs for finance and the potential sources thereof; 

¶ Assessing the affordability of the policy package for the affected population; 
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Figure 3.1: Cycle for developing policy scenarios for water supply 
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In the case where the policy package is not affordable and the financing gap cannot be closed, set less 

ambitious targets, and follow the cycle in Figure 3.1 until a balanced package is developed.  

Next to the ñtechnicalò approach, which is necessary in any comprehensive Financing Strategy, other 

issues related to the implementation of policies also have to be taken into account. 

This includes: 

¶ Business model; 

¶ Decisions on support from public budget for (rural) WSS; 

¶ User charges and collection rate; 

¶ Levels where main decisions need to be taken (national, regional, water company or utility, 

municipality, household). 

3.1.2 Organisation of the chapter 

This chapter starts with a discussion on developing policy targets. The concept of ñMinimal Water 

Supply Standardsò (MWSS) is presented, suggesting different options of how the Minimal Water Supply 

Standard could be defined in case of rural WSS, and providing (mostly qualitative) assessment of the 

options. The internationally-agreed (UN) definitions of Millennium Development Goals (MDGs) on WSS 

are considered, followed by a brief discussion on the targets for rural water supply in Armenia as defined 

in the Poverty Reduction Strategy Paper. Finally, options of how the MWSS concept can be integrated 

with other policy targets are discussed.  

The rest of the chapter addresses the simulations carried out on expenditures, financing, and the 

financing gap. Three policy scenarios are presented, analysed, and discussed, in comparison with the 

baseline and current situation.  

3.2 Setting policy scenario targets 

There are various ways of setting policy targets. In this section, the options that have played a role in 

developing targets for the FS for rural WSS in Armenia will be discussed: 
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¶ Minimal Water Supply Standards; 

¶ Millennium Development Goals, targets on WSS (MDG7, target 10); 

¶ Targets on WSS set in the Poverty Reduction Strategy Paper. 

3.2.1 Minimal Water Supply Standards 

The State Committee for Water Systems of Armenia, has developed a concept for ñMinimal Water 

Supply Standardsò (MWSS) (SCWS, 2006), which could serve as a guarantee to the population of Armenia 

for sufficient water supply of acceptable quality. 

The closest concept to that of the Minimal Water Supply Standards comes from the guidelines for 

water supply of the WHO (WHO, 2006), which will be discussed hereafter.  

Key elements of the Minimal Water Supply Standards 

The ñminimal water supply standardsò that might eventually be introduced in Armenia would have 

the following key elements (see the SCWSôs ñProposal on provision of rural communities with minimal 

water supply serviceò): 

1. Water quantity ï volume, in litres per capita per day (lcd); 

2. Distance ï distance to the water source, availability of in-house or yard tap, or water delivered from 

distant sources by tanker-trucks; 

3. (Tap) water quality ï chemical and biological contamination, taste, colour, odour, etc.; 

4. Service quality ï pressure, duration of water supply/water supply schedule. 

Moreover, MWSS could also be interpreted as a right of the consumer to water supply of at least a 

minimal standard. 

WHO guidelines for water supply 

The WHO guidelines on drinking water supply give a general, and internationally accepted, guidance 

for drinking water supply. In the WHO guidelines, a four-tier classification system of drinking water 

supply is used (WHO, 2004, p. 91). Basic parameters in these guidelines are: 

¶ Distance to the water supply, or time needed to collect water; 

¶ Amount of water that can be collected. 

This results in an overall assessment of the public health risk from poor hygiene and potentially 

needed policy interventions and actions.  

Table 3.1 gives an overview of this four-tier system. 
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Table 3.1: Classification of water supply by service level and quantity of water collected 

Service level Distance/time 
Likely volumes of 
water collected 

Public health risk 
from poor hygiene 

Intervention priority 
and actions 

No access More than 1 km / 
more than 30 min 
round-trip 

Very low - 5 litres per 
capita per day 

Very high  

Hygiene practice 
compromised. Basic 
consumption may be 
compromised. 

Very high  

Provision of basic level 
of service.  
Hygiene education 

Basic access Within 1 km / 
within 30 min 
round-trip 

Average 
approximately 20 
litres per capita per 
day 

High  

Hygiene may be 
compromised. Laundry 
may occur off-plot 

High  

Hygiene education. 
Provision of improved 
level of service  

Intermediate 
access 

Water provided on-
plot through at 
least one tap (yard 
tap) 

Average 
approximately 50 
litres per capita per 
day 

Low  

Hygiene may not be 
compromised. Laundry 
may occur on-plot 

Low  

Hygiene promotion still 
yields health gains.  
Encourage optimal 
access 

Optimal 
access  

Supply of water 
through multiple 
taps within the 
house 

Average 100-200 
litres per capita per 
day 

Very Low  

Hygiene may not be 
compromised. Laundry 
may occur on-plot 

Very low  

Hygiene promotion still 
yields health gains  

Source: Howard & Bartram (2003), referred to in WHO (2006) 

The table shows, that only the service levels, classified as ñIntermediate accessò and ñOptimal accessò 

are regarded as having a (very) low risk from poor hygiene. This can be classified as ñSafe water supplyò 

according to the WHO.  

The service level ñNo accessò establishes a very high risk for public health, thus being classified as 

ñNone safe water supplyò. ñBasic accessò, which is the minimal basis for achieving the MDG targets for 

WSS, is, according to the above classification, also classified as non-safe. 

However, there is certainly a grey area between ñbasic assessò (20 lcd/max; 1 km), and ñIntermediate 

(on-plot) accessò (50 lcd; on-plot). For example, a standpipe within 100ï200metres, would not require 

much time (5ï15 minutes) to collect water, and can supply high quality water.  

Water quantity  

Guidance on what minimal water supply means in terms of quantity  (measured in lcd) can be 

obtained from looking at standards or practices in other countries, as well as at relevant recommendations 

of the World Health Organisation (50 lcd) (see previous paragraph). 

Practical experience shows that domestic water use varies to a large extent, giving little guidance on 

minimal quantities: 

¶ In Canada, the domestic water use was 638 litres per person per day in 1999 (NRCan, 2007); 

¶ In rural settlements in China, domestic water use (in 1993) varied from less than 50 lcd (e.g. 

Anhui, Shaanxi, Gansu) to over 110 lcd (e.g. Beijing, Shanghai, Xizang), in many regions 

between 50-90 lcd (Sichuan, Yunnan, etc.) (FAO, 2007); 

¶ In Brazil, in a rural settlement in Minas Gerais, the average water use of households with an 

individual water source is on average 25 lcd.  Households that have to collect water from a 

distance only use as little as 9 lcd (Fundação Oswaldo Cruz, 2007). 
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Analysing the domestic water consumption pattern can give more guidance on identifying minimal 

water supply. An example of water supply practice in Holland is given in Figure 3.1. 

Figure 3.1: Domestic water use per capita per day in the Netherlands 

 
Source: MNP, 2005 

This graph shows the development of water supply in the Netherlands during the period 1980ï2004.  

One can see that the use of drinking water varies between 105 litres per capita per day (lcd) to almost 

140 lcd in 1995. After 1995 a slight decrease in water use can be observed, due to technical innovations 

(less water use for flushing toilets, less use in washing machines).  

Critical water use (for drinking and food preparation) is only 3ï4 litres per day, or some 3% of total 

domestic water use. This, combined with water for washing dishes and laundry, would total about 30 litres 

per day. 

Most water in the Netherlands is used for personal hygiene (bath, shower): about 50 lcd. Whereas in 

Holland, almost all houses are equipped with a bathroom/shower with hot water supply, such a service 

level is seldom in place in rural Armenia. This obviously leads to a lower average demand in rural 

Armenia. Anecdotal data from rural households ï which have to boil water for bathing ï suggest that, 

typically, 20-30 litres per day is quite enough for personal hygiene.  

Based on this assumption one would conclude that, on average, 50-60 lcd would be the minimal 

amount of water needed to meet the minimal needs of a human being (water for drinking, cooking, 

washing dishes, laundry, and personal hygiene). 

Distance 

Following the WHO guidelines, a distance of near zero would be preferable. MDG targets refer to a 

maximum of one kilometre. It can be argued that access to a public tap within 100 metres can also be 

considered to be a reasonable solution
16

. 

                                                      
16

 SNiP (Industrial standards used in the former Soviet Union) effective in EECCA countries requires that standpipes 

should be no further than 100 metres from dwellings. Also, the draft law on drinking water states (in article 

17.3.a) ñensuring of provision of running water of defined quality to all residents within the territory of the 

community (with a maximum 100 metre radius) through the available municipal water supply systemò. 
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For at least 5% of the rural population living in the fringe area
17

 such public supply near the home will 

not be possible at reasonable costs. As the census reveals, in such cases water is taken in from 

streams/rivers, wells, or individual tanks. 

In practice, this implies that the rural population, which cannot be served by a central system 

(estimated to be at least 5%), should have another form of minimal water supply that takes into 

consideration distance. Options would be: 

¶ Own ñprotectedò source
18

; 

¶ Bring in water with water trucks, although the UN classifies this as ñnon improvedò. It may well 

be an improvement, if the water that is brought to remote places is of good quality (checked by a 

water company) and is sold at reasonable costs (this may well be below the actual costs of 

bringing the water to remote places, and this would therefore imply that subsidies are needed to 

connect this part of the population). 

Figure 3.2:  Public and self-supplied populations in the United States, 1955 - 2000 

 

 

Source: USGS 
 

That ñself supplyò is not uncommon, even in one of the most developed countries in the world, is 

shown by Figure 3.2. It shows that, in the United States, about 15% of the population is still ñself 

suppliedò. 

The conclusion for distance is the following: 

Each rural inhabitant should have access to safe water (from at least a standpipe) in a distance not 

further than 100 metres from the house.  

If it is technically or economically impossible to construct a branch of the public water system near 

the house, public authorities should either allow ñown supplyò (from ñprotected water sourceò), but 

regularly check water quality and advise users on best practices (at no or little cost to the user), or they 

should bring in water to remote consumers by water trucks (again, at a reasonable price to the consumer).  

They could possibly also help construct individual water tanks to bridge the days without supply. 

                                                      
17

 Outside the core and outside the (potential) service area of public water supply. 

18
 One of the most important issues about the protection of a water source is to prevent storage and spilling of 

pollutants in the vicinity of the source, or that animals can enter the "protection zone" of the source. 
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Water quality 

Ensuring drinking water quality in most cases requires the intervention of professionals. Assessing 

quality is already a professional job (using testing equipment in laboratories), producing high quality 

drinking water (with no risk to connected clients) involves some form of treatment (in many cases 

chlorination) and high skilled labour to operate equipment.  

So ensuring water quality requires an institutional set up and equipment, with sufficient access for 

rural water producers (the water companies, but also individual villages or even individual houses) to 

highly qualified workers.  

At present, these pre-requisites are generally not in place in rural areas. How this should be organised, 

especially for settlements without water companies and for individuals who have their own water source, is 

at this moment unclear. A solution could be to establish inter-municipal water bodies, which could perform 

certain tasks of water suppliers (quality checks, planning, administration, etc.), or professional water 

companies throughout the country, as these companies could ensure water quality, professional treatment, 

etc.  

Water service quality 

Apart from quantity, distance, and (biochemical) quality of drinking water supply, the water service in 

rural areas should also be regular. In the Poverty Reduction Strategy Paper, 24 hours per day service is 

targeted for rural piped water supply by 2012. This will hardly be feasible, as in the current situation 

regularity of water service in rural areas is one of the most-mentioned problems
19

. A more practical 

approach may be to assume at least eight hours water supply per day (which is also proposed in comments 

by the KfW).  

For the households not connected to piped water, the situation may vary. On the one hand, households 

with their own water source may have regular supply throughout the year. On the other hand, for 

households without own supply (for example, when the water is brought in by water tankers) service may 

be irregular (e.g. once a week).  

To a certain extent, regularity can be dealt with by storing water (for central or decentralised supply, 

in reservoirs established at homes of the households). In cases of supply by a non-piped system, individual 

storage facilities could be considered to be the responsibility of the public authorities (so as to guarantee 

regularity). 

Defining MWSS 

In the previous sections, proposals have been developed to materialise the MWSS concept. But still a 

few questions need to be answered before a final proposal can be developed: 

¶ Do MWSS apply to the whole country (so should be applied in each and every settlement) or are 

MWSS to be specified for each settlement (as may be read from Chapter 4, Article 17.4 and 

17.5  of the Draft law on drinking water)? 

¶ By which date the MWSS should be implemented in all settlements in (rural) Armenia? 

                                                      
19

 According to the results of the JICA questionnaire, 56% of rural settlements declare that water supply is ñnot 

sufficient in a period of a yearò, another 22% declares that water supply is ñnot sufficient throughout the 

yearò. According to the team survey amongst settlements without WSC service, average supply is 15 hours 

per day and 6.5 days a week (see Annex 4). 
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¶ Should the MWSS regulate mainstream water supply or should it rather regulate the 

ñexemptionsò?
20

 

The draft law anticipates that MWSS will be location-specific (although also the ñauthorised State 

bodies on water systems management and health, within the scope of their responsibilitiesò, would have a 

say according to the draft law). This would be an inefficient solution
21

, and would leave much uncertainty 

for the consumers. It is therefore advised to make a uniform MWSS applicable to the whole territory of 

Armenia. 

A clear timetable for the implementation or the achievement of the MWSS should be set, comparable 

with the timetable for the implementation of the rural water supply targets in the Poverty Reduction 

Strategy Paper.  

The question of whether the MWSS should regulate the mainstream of drinking water supply or 

should just regulate the exemptions also needs an answer.  

In most developed countries, water utilities are obliged to deliver water to whomever asks for it, in 

quantities demanded by consumers (assuming that the consumer is willing and able to pay). In practice this 

means that water companies or utilities have to build and maintain facilities that can meet the demands of 

their customers (which is logical in a market economy). In cases where this is not possible (e.g. too high 

costs to supply water to remote customers: the ñexemptionsò), procedures regulate such exemptions.  

In Armenia, rural water supply is often already above the proposed minimal quantities (of 50-60 lcd), 

and on-plot. This implies that MWSS for these consumers should not be the future target, as this would 

decrease their current service level. This would obviously limit the targeted rural population to be 

supplied with MWSS, to the group of inhabitants (and settlements) where the above outlined MWSS are 

currently not met.  

Figure 3.3 gives an example of how MWSS could be implemented for rural water supply.  

Figure 3.3: Indication of rural water supply in Armenia, according to MWSS, 2015, by type of connection 
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20

 According to the comments of the KfW, the MWSS should rather regulate exemptions than the mainstream, 

ensuring availability of the minimal water supply to those who do not have it at present. 

21
 For each community with own central water supply, discussions and decisions can be foreseen, taking a lot of time 

and money, but probably resulting in more or less the same standards. Moreover, if at the central (or even 

world) level, decisions have already been made on what is desirable or not, sustained by professional 

evidence, it is difficult to imagine how such information can be challenged by less specialised/qualified 

people in rural areas of Armenia. 
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Assuming that, for the groups ñin-houseò and ñyard tapò, the requirements of MWSS are already met, 

MWSS would mainly address the rural population and settlements served by standpipes or without access 

to central drinking water supply, partly by extending the central supply and partly by ensuring that 

individual water sources are ñprotectedò.  

Taking into consideration the foregoing analysis, the following definition of a unified MWSS is used 

in the further analysis: 

¶ All rural inhabitants should have regular access to quality drinking water via centralised water 

supply systems, or from individual sources (protected wells, springs, boreholes, and surface 

water or water tankers); 

¶ The minimal amount of water should be 50 lcd; 

¶ The distance between the tap/individual source and the consumerôs dwelling should not exceed 

100 metres; 

¶ Regularity (in case of piped water supply): eight hours per day as a minimum; 

¶ The MWSS should be achieved by 2015. 

3.2.2 Millennium Development Goals for water supply and sanitation 

Millennium Development Goals, or MDGs, adopted by the general assembly of the UN of 8 

September 2000, aim at reducing poverty and inequality. MDGs are formulated for eight goals including 

poverty reduction, education, child care, health, etc., as well as for environmental sustainability (Goal 7), 

and more specifically for water supply and sanitation (Target 10, Indicators 30 ad 31). Goals and targets 

are time-bound and refer to 1990 as a base year
22

 and 2015 (in general) as the target year. 

The official UN definitions for the MDGs for WSS are presented in Table 3.2: 

Table 3.2: Millennium Development Goals, targets for Water Supply and Sanitation 

Goals and Targets 
(from the Millennium Declaration) 

Indicators for monitoring progress 
 

Goal 7: Ensure environmental sustainability   

Target 10: Halve, by 2015, the proportion of people 
without sustainable access to safe drinking water and 
basic sanitation 

30. Proportion of population with sustainable access to 
an improved water source, urban and rural 
 
31. Proportion of population with access to improved 
sanitation, urban and rural   

Source: UN, 2007, Official Millennium Development Goals website (www.un.org/millenniumgoals/) 

To understand these definitions well, one needs to understand what is meant by ñsustainable accessò 

to ñan improved water sourceò and ñimproved sanitationò. According to the UN definition, the following 

should be understood: 

¶ Water Supply. "Improved" technologies include: house connection, public standpipe, borehole, 

protected dug well, protected spring, rainwater collection. "Not improved" technologies are: 

unprotected well, unprotected spring, vendor-provided water, bottled water (based on concerns 

about the quantity of supplied water, not concerns over the water quality), and tanker truck-

provided water. It is assumed that if the user has access to an "improved source" then such a 

source should be likely to provide 20 litres per capita per day at a distance of no further than 

1 000 metres; and 

                                                      
22

 However, the official MDG Target 10, does not mention a base year specifically, so presumably reference may also 

be made to another year than 1990 for Target 10. 
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¶ Sanitation. "Improved" technologies include: connection to a public sewer, connection to a 

septic system, pour-flush latrine, simple pit latrine, ventilated improved pit latrine. The excreta 

disposal system is considered adequate if it is private or shared (but not public) and if it separates 

human excreta from human contact in a hygienic manner. "Not improved" are: service or bucket 

latrines (where excreta are manually removed), public latrines, latrines with an open pit. 

If the definition of the UN is followed for Armenia it implies that, in 2001, at least 74%
23

 of the rural 

population already enjoyed water supply services with ñimprovedò technologies, and, in 2006, already 

90% enjoyed them (sum of ñin dwellingò, ñin buildingò, and ñpublic tapsò) (see Figure 3.4).  

Figure 3.4: Rural water supply in Armenia, 2001/2006, by type of connection 

 

Source: Based on Armstat, 2001 and analysis of JICA and TME surveys 

Given the large quantities of water available for the rural population (see Chapter 2), it can be 

assumed that the vast majority of the remaining 26-9% of the rural population also enjoyed ñimproved 

supplyò. 

Assuming a near zero implementation gap of the MDG for WSS, adaptation of the MDG for WSS 

would have very little practical impact. 

For sanitation, the situation is less clear as no reliable statistics exist on the sanitation situation in rural 

areas. According to the statistical yearbook only 3% of the rural population had access to sewerage in 2004 

(ARMSTAT, 2005). This is in accordance with the results from the surveys performed during this study 

amongst water companies (0.25% of the population in the sample connected to sewerage) and settlements 

without WSC services (4.5% of the population in the sample connected to sewerage).  

                                                      
23 Figures for 1990 are not available; the earliest figures relate to 1995. In 1995, 73% of the rural population had access to drinking 

water supply, with a daily supply of 117 lcd. After 1995, access increased to 75%, but supply reduced to 34 lcd 

(ARMSTAT, `Housing conditions of populationò, Statistical Yearbook Armenia, 2001). 
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Figure 3.5: Water sanitation in rural Armenia, settlements without WSCs, 2007 
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Source: Based on analysis of TME surveys 

Figure 3.5 shows that most of the rural population use individual pit latrines. If this is close to the 

reality of the fact then almost all rural inhabitants already have improved sanitation, and therefore 

implementation of the strict definition of MDGs for rural Armenia would have little implication.  

3.2.3 MDG for WSS in Armenia according to the Poverty Reduction Strategy Paper 

In Armenia, the MDGs have been made operational in the Poverty Reduction Strategy Paper (PRSP), 

which addresses many aspects of poverty reduction, including targets for rural water supply:  

ñthe access to safe supply in rural settlementsò should increase from 45% of the population in 2001 to 

70% by 2012 (and 2015) (page 35, PRSP). 

In the PRSP ñsafe supplyò assumes on-plot supply
24

 by a centralised (piped) system. In addition, the 

PRSP states that by 2015 the supply should be 24 hours per day. Obviously, this is much more ambitious 

than the UN definition of the water supply MDGs discussed above. 

Figure 3.6: Indication of rural water supply in Armenia, according to the PRSP, 2015, by type of connection 

In 

House 

tap

44%

Yard 

Tap

26%

Stand 

pipes

24%

Stand 

pipes 

new

3%

Other

3%

 
Source: Poverty Reduction Strategy Paper 

The PRSP refers to the situation in 2001 as a reference year rather than 1990. This is done for the 

practical reason that most EECCA countries lack data for 1990
25

. 

                                                      
24

 The PRSP states, in point 368, ñA centralised water supply is available to 71% of households, including 87% in 

urban and 45% in rural areasò. This coincides with on-plot supply in Figure 3.4 (2001). 
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Figure 3.6 gives an indication of rural water supply after the targets on WSS set in the PRSP are 

achieved. On-plot supply will increase from 45% (in 2001) to 70% (in 2015). Also, part of own supply will 

be replaced by public taps (standpipes). Compared to the types of connection in the baseline (Figure 3.4, 

2006), there will only be a small shift (as in the baseline in 2006, 68% of the rural population is already 

connected to on-plot supply). 

3.2.4 Combining MDGs for water supply with MWSS 

In the previous sections, operational definitions of the MDGs and MWSS have been developed. These 

definitions are based on the information that is currently available, using guidance from the WHO and 

international experience, on the one hand, and specific information available for Armenia on the other. 

When comparing the MDGs for WS in Armenia (the official definition and the interpretation 

suggested in the PRSP), with the MWSS, the following can be said: 

¶ In comparison with the official definition of MDGs for rural WS for Armenia, the MWSS would 

be more ambitious in every sense; 

¶ When compared to the MDGs for rural water supply, as defined in the PRSP, MWSS are more 

demanding than the MDGs for WS, as the MWSS assume that 100% of the rural population 

should be supplied with water (of which a part with minimal quantities and distances); 

¶ However, the MWSS are also less demanding in that the MDGs, as defined in the PRSP, require 

that the on-plot water supply should have increased to 70% by 2015, whereas this is not regulated 

by the MWSS.  Moreover, for piped systems the PRSP targets 24-hour water supply, while the 

MWSS assumes only eight hoursô supply per day. 

The practical implications of a combined policy package to achieve both MDGs and MWSS can be as 

follows: 

¶ To assure meeting the MWSS, households with no public supply should get close (within 

100 metres) access to water. This can be achieved by various means: 

- Establishing stand-posts nearby (within 100 metres); 

- Shift individual water sources from ñunprotectedò to ñprotectedò ones
26

; 

- Individual water reservoirs to be supplied by publicly controlled and financed tanker-trucks; 

- Connection to piped water, in-house or by yard tap; 

¶ To assure meeting the objectives on WSS set in the PRSP, the share of households with on-plot 

supply should increase slightly.  

In the ñextremeò situation, the MWSS and PRSP do not coincide: 

                                                                                                                                                                             
25

 Because there is a lack of statistical data for the reference year 1990, because of the practical assessment that over 

10 years the situation  probably did not improve (rather worsened), or because the official MDGs for WSS 

do not explicitly refer to 1990 as the base year. 

26
 In practice this may often mean that the current situation is legalised and surveyed/monitored by public (water) 

authorities. 
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¶ PRSP may target the already publicly-served population (replacing standpipes by on-plot 

supply); 

¶ MWSS target (mainly) the population without public water supply (assuming that the publicly 

served rural population has access to at least 50 lcd). Thus implementing the MWSS would help 

achieve more social equity. 

Assessing the current situation vis-à-vis the proposed MWSS, is outside the scope of the current 

project, as it would require a very detailed data collection activity
27

. However, if a MWSS is adopted, it 

would be expedient to adjust the PRSP accordingly.  

3.2.5 Water supply 

On the basis of the considerations discussed, policy packages can be developed for rural WS. The 

following table gives an overview of the possibilities. 

Table 3.3: Possible policy packages that can be simulated on rural WSS 

Policy package Description 
MDGs for rural WS as defined in the PRSP Increase ï by 2015 ï on-plot WS to 70% of the rural population 

MWSS Regular supply ï by 2015 ï for currently not publicly supplied rural 
consumers and settlements (about 25%) with at least 50 lcd and at a 
maximal distance of 100 metres 

Combined MDGs (PRSP definition) with 
MWSS 

Increase ï by 2015 ï on-plot WS to 70% of the rural population and 

regular supply ï by 2015 ï for currently non publicly supplied rural 
consumers and settlements (about 25%) with at least 50 lcd and at a 
maximal distance of 100 metres, for at least eight hours per day. 

For the final model simulations, the following scenarios have been chosen: 

¶ MWSS, which can be seen as a minimal policy scenario; 

¶ Combined PRSP and MWSS targets approach. As in 2006 already 68% of the rural population 

had on-plot supply, in the simulations a target of 75% has been assumed. Two alternatives have 

been simulated: 

- Policy 1: which assumes that, in each settlement, on-plot supply (if needed) is increased in an 

average way (for all settlements the same targets, unless in the current situation the 75% ñon-

plot supplyò target is already achieved); 

- Policy2: this assumes that the gap between current and targeted on-plot supply is filled by 

first addressing larger settlements (as it is expected that this will reduce costs). 

¶ Maximal: this scenario simulation has been added to get an indication of maximal possible 

improvements. In this approach it is assumed that all rural populations will be served by central 

supply and will have in-house taps (except for the 5% of rural population that lives outside the 

core of the villages). 

                                                      
27

 This is also recognised by experts from the KfW, in a letter to the SCWS in which the initial steps in this project are 

addressed: ñFor making justified decisions regarding quantitative and qualitative indicators (i.e. quantity, 

technology, regularity, quality, etc.), as well as before assigning any authority with the responsibility for 

enforcement, the Government of Armenia will need a comprehensive study. The study should cover all 

settlements and consider, inter alia, availability of water sources and possibility to deliver water at 

reasonable costs (particularly taking into account affordability issue). However, for the purpose of the FS 

for rural WSS, supply of piped water (approx. 50 lcd, eight hours per day from stand-pipes located within 

100 metres from dwelling), which is appropriately treated in order to ensure safety for the health 

(according to the national standard) could be defined as a ñminimum water supply standardò. 
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3.2.6 Rural Sanitation 

Neither the Poverty Reduction Strategy Paper, nor the Note on MWSS mention rural water sanitation 

as a priority. Moreover, comparing the current situation with the UN MDG targets for sanitation leads to 

the conclusion that little (urgent) action is needed in rural Armenia.  

As the water supply system develops, more rural households will install bathing facilities and flushing 

toilets. On the one hand, this may increase the production of wastewater and thus the need for more 

advanced sanitation solutions (septic tanks and simple sewage systems). On the other hand, the description 

of the current situation shows that, currently, quantitative rural water supply is almost four times higher 

than strictly needed for drinking water supply, according to western European standards. From this point of 

view, it is likely that the amount of wastewater produced by the rural population would decrease in the 

coming years, which would indicate that no action is needed in the short term. 

Though some improvement can be imagined, for example a shift from (simple) pit latrines to simple 

septic tanks, another option would be to gradually start treating wastewater by reed bed filters, which can 

be built individually or collectively at (very) little cost
28

.  

An issue that could be addressed in the FS for rural WSS would be the upgrading of the sanitation 

infrastructure for public buildings (administration, schools, hospitals, etc., totalling some 2 000 buildings).  

3.2.7 Modelling rural WSS 

When modelling rural settlements in Feasible, several ñoff modelò issues have been encountered: 

¶ In Armenia, about 40-45% of the population is served through long water main transmission 

pipes, connecting rural settlements to distant water sources. This option is not present, thus 

cannot be modelled exactly in Feasible. It is assumed that the costs of such central supply is 

comparable with the costs of individual water intakes for rural settlements; 

¶ The average amount of water supplied to rural inhabitants is in the range of 400 lcd, which is 

considerably higher than default values in Feasible (and these defaults refer to satisfactory supply 

in European countries). This indicates oversized networks in (rural) Armenia (or water uses other 

than household purposes, like irrigation), but also that if the currently supplied amount of water 

would be modelled in Feasible, the costs of operation and capital replacement (or re investment) 

would be overestimated; 

¶ Regularity: in Feasible it is assumed that the less hours per day supply is available, the higher the 

costs to supply a certain, fixed amount (say 50 lcd). Therefore, increasing regularity in 

combination with a fixed amount of water (lcd) leads to lower total expenditures
29

. For modelling 

reasons we have applied modest water uses per capita in the policy scenario simulations (50 lcd 

for standpipes, 100 lcd for yard taps, and 150 lcd for in-house supply). 

3.3 Results of simulations, water production/demand 

The policy scenarios aim at increasing the quality of water supply. A first result is the availability 

(production and/or demand) of water in the different simulations. 

                                                      
28

 For as little as ú 15 (AMD 7000) per capita, a simple reed bed filter can be built (TME, 2007d), but there is a wide 

range of costs (depending on the type of pollution to be treated, the way in which the reed bed is 

constructed, and the possibility of using local materials and labour). 

29
To supply a certain quantity of water in less hours per day means that the capacity needs to be larger (larger 

diameters of pipes). 
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Table 3.4: Per capita water production/demand in the different scenarios (in lcd) 

 Current 
oversized 

Base line Minimal 
Water 
Supply 
Standards 

Policy 1 Policy 2 Maximal 

Aragatsotn 253 117 117 117 117 150 

Ararat 125 77 77 94 94 150 

Armavir 256 88 88 101 103 150 

Gerharkunik 294 93 93 101 102 150 

Kotayq 275 102 102 104 104 150 

Lori 152 74 74 103 105 150 

Shirak 294 97 97 108 105 150 

Syunik 274 99 99 101 99 150 

Tavush 296 94 94 106 103 150 

Vayots Dzor 474 94 94 103 104 150 

No supply (at present)   40 89 95 150 

AWSC 658 132 132 132 132 150 

Armavir, Nor Akunq 29 127 127 127 127 150 

Lori WSC 416 75 75 115 112 150 

Shirak WSC 516 108 108 109 110 150 

Total 400 92 94 107 107 150 

Source: Feasible simulations, 2008 

In the MWSS approach, the amount of water available only increases for inhabitants that are currently 

not served by central supply. In the policy scenarios, water availability increases as more inhabitants get 

on-plot supply (with 100-150 lcd instead of 50 lcd for standpipes). In the maximal scenario, water supply 

increases to 150 lcd, which is still almost three times lower than in the current situation with an oversized 

water supply infrastructure.  

3.4 Results: annual expenditures 

The scenarios were simulated using the Feasible model and estimates for total expenditures for the 

various scenarios are presented in the next table.  
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Table 3.5: Annual operational and maintenance and re-investment expenditures (excluding renovations and 
extensions), after achieving scenario targets (2016), AMD million 

 Present 
oversized 

Baseline MWSS Policy
30

 Maximal 

Aragatsotn 117 94 96 96 122 

Ararat 37 32 35 41 61 

Armavir 134 88 96 113 171 

Gerharkunik 206 144 154 167 231 

Kotayq 292 208 215 216 257 

Lori 232 183 189 220 262 

Shirak 88 59 62 66 78 

Syunik 280 183 188 188 233 

Tavush 237 154 161 170 206 

Vayots Dzor 148 83 87 92 109 

No supply 0 0 50 91 122 

AWSC 1 791 1 105 1 105 1 105 1 238 

Armavir, Nor Akunq 45 54 58 58 65 

Lori, Lori WSC 60 35 37 50 61 

Shirak, WSC 92 59 63 63 79 

Total 3 762 2 482 2 595 2 735 3 294 

Source: Feasible simulations, 2008 

This table shows that there is no large difference in costs to operate and maintain the water supply 

system in the various scenarios. It even appears that, theoretically, all scenarios would be less costly than 

maintaining the present oversized infrastructure, even in the ñmaximalò approach. This urges investments 

in water supply system optimisation. 

3.5 Renovations and investments 

The baseline assessment already showed that renovating the current infrastructure (and at the same 

time optimising it) would incur large investments - in total about AMD 35 billion (å ú 79mln) - as about 

50% of the infrastructure would need renovations and optimisation. Assuming that renovation is completed 

in 16 years, each year 6% of the needed renovations will need to be completed at a cost of AMD 2.2 billion 

(å ú 5mln). This is about AMD 2000 (å ú 5) per year per person served, which is quite affordable for rural 

Armenia.  

 

                                                      
30

 Although two ñPolicy scenariosò have been simulated, only the results of the first are shown, as the overall results 

between the two scenarios are minor. 
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Figure 3.7: Needed additional investments to achieve targeted water supply in the different scenarios, 2008-
2015 in mln AMD 
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The additional investments to upgrade and extend the water supply infrastructure to the targeted levels 

in the different scenarios are shown in Figure 3.7. 

Total investments in extensions to achieve policy targets are smaller than the funds needed for 

renovations of the existing infrastructure. 

To achieve MWSS, AMD 2.5 billion (å ú 5.2 mln) needs to be invested in WSS infrastructure 
extensions. If the investment is implemented in the period 2008ï2015 (eight years), the annual investments 

will be AMD 310 million. Not surprisingly, 90% of these investments shall be concentrated in settlements 

without WSC services, about 50% would be made in settlements without central water supply, and the 

other 50% in settlements with central water supply. In the latter case, the MWSS investments would 

mainly relate to creating easier access to standpipes and increasing the number of standpipes in these 

settlements. In settlements with WSC services, few investments in extensions need to be made to achieve 

MWSS service levels. 

To achieve the targets of the Policy scenario, AMD 5.5 billion (å ú 12 mln) needs to be invested. 
Therefore, annually, AMD 690 mln must be invested in extensions in the period 2008ï2015. As Figure 3.7 

shows, in this scenario also, most investments (90%) are to be made in settlements without WSC service 

(and 1/3 in settlements with currently no water supply).  

Therefore, with regard to the two main policy scenarios, the conclusion may be that the focus of 

overall investments will be on renovations rather than on WSS infrastructure extensions needed for 

achieving the target of MWSS and/or Policy. For MWSS, the total investment expenditures for extensions 

(of AMD 2.5 billion) are only a small fraction (< 10%) of the need for renovations. For the policy 

scenarios, investments in extensions (AMD 5.5 billion) are five times lower than needed investments for 

renovation. Only when policy would aim at maximal supply (which is currently not realistic for the 

medium term), total needed investments in extensions would be comparable (though still 1/3 lower) with 

the investments for renovation.  

3.6 Sanitation expenditures 

As mentioned in Section 3.3.2, no targets for rural sanitation are set in the FS for rural WSS. 

However, it is also mentioned that it would be good to improve at least the sanitation in public buildings. It 

can be estimated that such improvements would cost several million euros (2 000 systems at costs of 

between ú 1 000 [AMD 450 000] and ú 10 000 [AMD 4.5 million] per system). This would result in a total 

investment of about ú 10 million or AMD 4.5 billion (assuming ú 5 000 per system for 2 000 systems).  
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3.7 Overview expenditures 

Figure 3.8 gives an overview of the total expenditures, as discussed in the previous paragraphs.  

Figure 3.8: Annual expenditures in the various scenarios and needed expenditures for renovation or the 
existing rural water supply network (in AMD million) 
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It can be seen that the largest challenge is the renovation of the rural water supply network at a higher 

rate than is currently the case. For the MWSS and the Policy scenario, the additional annual expenditures 

in extensions are relatively limited.  

3.8 Financing 

The amount of finance available in the baseline scenario has been estimated at about AMD 3.4 billion 

in 2007, dropping to AMD 1.9 billion in 2010, and then slowly increasing to AMD 2.7 billion in 2015. The 

user charge revenues increases from AMD 1.1 billion in 2007 to 2.5 billion in 2015. 

For the policy scenarios discussed, additional sources of finance are considered: 

¶ User charges: compared to the baseline, there is a slight increase in the share of population with 

access to water supply, as well as on-plot supply. Therefore, compared to the baseline simulation 

(92 lcd), more water will be sold (MWSS 94 lcd; Policy 107 lcd; Maximal 150 lcd on average) 

and thus increase the total revenues of user charges; 

¶ A principle agreement exists on a loan from the Asian Development Bank (ADB), which will 

partly be used for rural water supply; 

¶ In supplement to the loan, the Armenian government will finance part of the investment. 

The total agreement of the ADB loan involves US$ 45 million (US$ 15 million for 2008/2009, US$ 

30 million for 2010-2013; 80% financed by ADB, 20% by the Armenian government). About US$ 28 

million of the US$ 45 million will be spent on rural water supply. The assumptions made about how this 

money will be spent during this period are shown in the following table. 
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Table 3.6: Assessment of ADB loan and budget contributions for rural water supply 2008-2015
31

. 

  2008 2009 2010 2011 2012 2013 Total 

Total In million US$ 2.80 6.53 4.67 4.67 4.67 4.67 28.00 

ADB In million US$ 2.24 5.23 3.73 3.73 3.73 3.73 22.40 

Armenian 
central gov 

In million US$ 0.56 1.31 0.93 0.93 0.93 0.93 5.60 

Total In AMD million 860 2 006 1 433 1 433 1 433 1 433 8 596 

ADB In AMD million 688 1 605 1 146 1 146 1 146 1 146 6 877 

Armenian 
central gov 

In AMD million 172 401 287 287 287 287 1 719 

Source: SCWS, October 2007 

As well as this loan, the KfW has also provided a grant, for three years (2008ï2010), of in total ú 3.9 

million (å AMD 585 per year). This grant falls outside the scope of the FS, as it is meant for financially 

supporting ñmanagement contractsò. 

Figure 3.9: Assessment of available finance in the various scenarios 
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An overview of the total available finance in the different scenarios is given in Figure 3.9.  

User charges will, in all scenarios, become a more important source during the period 2008ï2015. 

The drop in finance in the baseline (due to finalisation of the KfW loans) is more than compensated by the 

newly acquired financial resources form the ADB loan and central budget contributions (linked with the 

ADB loan). Therefore, between 2008 and 2013, about AMD 4 billion in total will be available for rural 

WS.  

3.9 Financing Gap 

In this section, for the three scenarios simulated, an assessment will be presented on the balance 

between expenditures and available finance.  

The baseline results can serve as a point of reference. In total, for the period 2007ï2015, expenditures 

are estimated at AMD 39 billion (å ú 87 mln) and available finance at AMD 22.5 billion (å ú 50 mln). The 
financing gap, in total, is AMD 16.5 billion (or on average AMD 1.8 billion per year/ú 4 mln per year). 

The lack of finance in the baseline is mainly linked to the inability to finance expenditures for renovations 

and re-investments, especially after the projects by the four WSCs will be finalised.  

                                                      
31

 1 US$ = 307 AMD. 
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In Chapter 2, it is argued that closing the financing gap in the baseline with additional allocations 

from the central budget, and with loans and grants, looks realistic and would not require more than 0.3ï

0.44% of the estimated central public budget (2009).  

In fact, some of the needed additional finance has already been arranged for the period (see Table 

3.6). In total AMD 8.6 billion in additional finance (ADB and central government) will become available 

between 2008 and 2013. This already covers slightly more than half of the needed additional funds in the 

baseline. 

3.9.1 MWSS scenario 

In the MWSS scenario, the financing gap is reduced, compared to the baseline. This is mainly due to the 

additional loan and budget contributions.  

 
Figure 3.10:  Estimated financing gap for rural WSS in Armenia, including renovations, loans and budget 

subsidies, in the Minimal Water Supply Standards scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

Figure 3.10 shows that until 2008, sufficient finance was available. Until 2013 most key expenditures 

(except for part of the re-investments) can be financed. In total, expenditures are estimated at AMD 42 

billion (å ú 93 mln), against AMD 33 billion (å ú 73 mln) available finance. So the financing gap is limited 
to AMD 9 billion (å ú 20 mln), or 21% of total expenditures.  

The figure also shows that from the expenditures to be financed, the expenditure for ñextensionsò 

needed to implement the MWSS policy, are relatively small compared to other expenditure categories.  

If the MWSS scenario is implemented, the question arises as to if a financing gap will really exist as 

outlined. The expenditure category ñre-investmentò (to compensate for the depreciation of the fixed assets) 

is rather ñindicative or administrativeò than a hard inevitable expenditure category. However, in the longer 

term, lack of re-investment will result in growing accumulated depreciation of fixed assets, thus gradually 

deteriorating the infrastructure.  

The pace of renovation can also be differentiated (at the moment, it is assumed that in 16 years the 

infrastructure will be totally renovated, but of course this can be phased, if needed, to adapt to the available 

finance). 
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In 2015, the main source of finance will be user charges (AMD 2.9 billion), this being almost enough 

to finance operational and maintenance costs, renovations, and the relatively small expenditures for 

extension of the service to MWSS level.  

If, between 2008ï2015, revenue from user charges were increased to cover the financing gap, water 

tariffs (rates) should be increased by 9.8 % annually, and collection efficiency improved drastically (up to 

100% of billing). In 2015 this would result in 92% higher user charges, as shown in Figure 3.11. 

 
Figure 3.11:  Balanced financing gap for rural WSS in Armenia, by increasing the user charges (92% higher 

2015), in the MWSS scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

Such kinds of policy to bridge the financing gap, would lead to water tariffs, in 2015, that would be 

sufficient to cover all expenses linked with water supply after 2015. As a result of the increase in tariffs, an 

average household would pay AMD 23 000 per year in 2015 (å ú 51 per year).  

Of course, other financial resources can also be used to bridge the financing gap, e.g. budget 

contributions for investments, additional loans. This would (at least at the short term), lessen the financial 

burden to rural households. 

3.9.2 Policy scenario 

In the Policy scenario, the financing gap is reduced, compared to the baseline. This is, as in the 

MWSS scenario, mainly due to the additional loans, grants, and budget contributions. It is only very 

partially due to the increase in user charges revenues (which will be somewhat higher as the level of 

services increases).  
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Figure 3.12: Estimated financing gap for rural WSS in Armenia, including renovations, loans and budget 
subsidies, in the Policy scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

Figure 3.12 shows that until 2008, sufficient finance was available. Until 2013 most key expenditures 

(except for part of the re-investments) can be financed. In total, expenditures are estimated at AMD 45 

billion (å ú 100 mln), against AMD 33.5 billion (å ú 74 mln) of available finance. Therefore, the financing 
gap is limited to AMD 11.5 billion (å ú 25 mln), or 26% of total expenditures.  

The figure also shows that from the expenditures to be financed, the ñextensionsò as a result of the 

MWSS policy, are still relatively small compared to other expenditure categories (although not as small as 

in the MWSS scenario, but still amounts to only 1/3 of the needed expenditures for renovations). 

Also in the Policy scenario, the question arises as to if there really will be a financing gap.  As was 

already said above, the re-investment expenditure category is rather ñadministrative or indicativeò than a 

hard inevitable expenditure category. Total re-investment expenditures are estimated at AMD 13 billion, 

which is roughly 30% higher than the estimated financing gap. For renovations, total expenditures are 

estimated at AMD 16.5 billion, but this number can partially be adapted to the actual availability of 

finance. Therefore, by phasing re-investments and renovations, the financing gap of AMD 10 billion can 

be decreased or even balanced. 

In 2015, the main source of finance would be user charges (AMD 3 billion), almost being enough to 

finance operational and maintenance costs and renovations. However, the relative small expenditures for 

extension of the service to Policy level (75% on-plot supply) could, in 2015, not be financed without 

adaptation of the budgets for renovation or re-investment. 

An option to balance the estimated financing gap is to increase water tariffs and collection efficiency 

(up to 100% of billing). If, for example, the cumulative financing gap for the period 2008ï2015 should be 

brought down to zero, in total AMD 11.7 billion (Ν26 million) additional user charges should be collected. 

An annual increase of 12% per year of user charges (which would lead to a 120% higher water price in 

2015 compared to 2007) complemented by the improved collection efficiency would generate enough 

revenues. This is shown in Figure 3.13.  



 

 64 

Figure 3.13: Balanced financing gap for rural WSS in Armenia, by increasing the user charges (120% higher in 
2015), in the Policy scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

The 120% increase of tariffs would lead to almost six times higher revenues of the user charges 

(instead of three times with stable tariffs). The annual water bill in 2015 would be on average 120 m3 * 

AMD 220 per m3 = AMD 26 500 per household (å ú 59 per year).  

In 2015, revenues of user charges would be enough to cover all simulated expenditures.  In fact, there 

would be a financing surplus of AMD 1.5 billion. After 2015, this surplus will even increase, as extensions 

of the supply system will be completed, and also renovations will be in process (to be finished around 

2023, at the assumed pace).  

3.9.3 Maximal scenario 

The Maximal scenario serves as a ñlandmarkò scenario. It shows the kind of investments and 

expenditures needed and the (im)balance with revenues from available financial sources.  

Figure 3.14 shows the estimated expenditures needed to achieve (almost) 100% of in-house tap water 

supply in rural Armenia by 2015. Revenues, as in MWSS and Policy, are also shown.  
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Figure 3.14: Estimated financing gap for rural WSS in Armenia, including renovations, loans and budget 
subsidies, in the Maximal scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

This figure shows that the available financial resources cover roughly 50% of needed expenditures 

(after 2009). It is therefore clear that, without additional financial resources, a maximal policy scenario is 

not feasible. Total expenditures are estimated at AMD 60 billion (å ú 135 mln) for the period. The total 

financing gap can be estimated at 40%, or AMD 25 billion (å ú 56 mln); AMD 3 billion on average per 

year.  

In the seven years between 2008 and 2015, it will not be possible to totally balance the financing gap 

by increasing user charges.  An increase of, annually, 20% (complemented by the collection efficiency at 

100% of billing) would be needed, leading to a water price level of 360% of the 2007 level.  

If the same user charge policy would be followed as with the Policy scenario (price increase 12% per 

year in the period 2008ï2015), the result would be a reduction of the financing gap by AMD 12.6 billion 

(å 28 million), leaving the gap at AMD 12.5 billion (å ú 28 million). This is illustrated in Figure 3.15. 
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Figure 3.15: Partially balanced financing gap for rural WSS in Armenia, by increasing the user charges 
(increase of 120% in 2015), in the Maximal scenario (in AMD x 1 million) 
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Source: own assessment, 2008 

In 2015 there will be a small financing surplus (of about AMD 40 mln [å ú 0.9 mln]). After 2015 the 

financing surplus will increase, as the investment into extensions will be completed (AMD 2.2 billion per 

year).  Therefore, preconditions for the implementation of the Maximal scenario will be in place from only 

2015 onwards.  

3.10 Conclusions 

Two policy scenarios (ñMinimal Water Supply Standardsò and ñPoverty Reduction Strategyò) and a 

ñMaximalò scenario have been assessed in this chapter. Both technical and financial economic results have 

been obtained.  From the techno-economic analysis the following conclusions can be drawn: 

¶ Water supply infrastructure: compared to the baseline, in the MWSS scenario only a little more 

water (2%) will be demanded (and thus produced). In the Policy scenario, demand will increase 

by about 15%.  In the ñMaximalò scenario, the increase will be 60%. However, even in the 

ñMaximalò scenario, the total amount of water demanded will be considerably less than the 

amount presently supplied (å 400 lcd). Therefore, it is clear that one of the main challenges for 

both baseline and policy scenarios is to downscale and optimise the present, oversized supply 

infrastructure; 

¶ Total annual operational and re-investment expenditures in the policy scenarios do not differ 

much from the baseline: in the baseline these expenditures are estimated at AMD 2.5 billion (å ú 
5.5 million), in the MWSS scenario at AMD 2.6 billion, and in the Policy scenario at AMD 2.7 

billion. Only in the ñMaximalò scenario, there would be a more significant increase in these 

expenditures (to AMD 3.3 billion å ú 7.3 million). Compared to what it would costs to operate 

and maintain the present oversized WSS infrastructure (annual expenditures estimated at AMD 

3.8 billion å ú 8.4 mill ion), the scenarios simulated would even lead to cost savings; 
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¶ The analysis of needed investments in the various scenarios shows that the additional investments 

needed to extend the service level of rural WSS is relatively small compared to the investments 

needed to renovate/optimise the WSS infrastructure (which is foreseen in all simulated scenarios 

and are estimated at AMD 35 billion [å ú 78 mln]). Investments needed for extensions would be 
AMD 2.5 billion (å ú 5.5 mln) in the MWSS scenario and AMD 5.5 billion (å ú 12 mln) in the 
Policy scenario. Only for the Maximal scenario would investments in extensions come near the 

investments for renovations: AMD 17.7 billion (å ú 40 mln). Therefore, the biggest financial 
challenge in all scenarios (apart from Maximal) will be to attract enough funds for the needed 

renovations to the existing water supply systems; 

¶ The investments for extensions of the WSS infrastructure are mostly concentrated in settlements 

without WSC services. WSCs would have to do little to comply with the MWSS and Policy 

targets (only about 10% of total investments in extensions would be implemented by the WSCs). 

The group of settlements without piped water supply (presently about 40 000 inhabitants) would 

require between 30-50% of the total investment budget; 

¶ Additional finance needed to implement the FS is already partially available (ADB, central 

budget). Therefore, compared to the baseline, financing is already improved in the MWSS and 

Policy scenarios; 

¶ The financing gap in the MWSS and Policy scenarios is ï due to the additional finance available 

ï smaller than in the baseline, respectively AMD 7 billion and AMD 10 billion, compared to 

AMD 16.25 billion in the baseline. Simulations show that a gradual increase of water tariffs by 

92% for MWSS, and 100% for Policy (over the period 2008ï2015) would, in principle, generate 

sufficient additional financial revenues to close the financing gap. As a result, the average water 

bill for households would increase from AMD 12 000 per year (å ú 27 per household) to about 
AMD 23 000 and AMD 26 500, respectively, per household. 

The general conclusion is therefore that the two policy scenarios are, in principle, financially feasible, 

though attention must still be paid to the (household) affordability of the scenarios (next chapter), to assess 

if and what kind of social support may be needed when implementing the FS. 
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4. AFFORDABILITY  

4.1 Introduction 

There are several ways of looking at the economic and financial affordability of a Financing Strategy. 

Most common is to look at household affordability, but one may also look at the budget, or the economy as 

a whole. In this chapter the affordability of the baseline and the policy scenarios will be discussed and 

assessed for rural Armenia.  

4.2 Affordability of the baseline scenario 

4.2.1 Rural household affordability 

To assess the affordability of an FS for rural WSS for households, the costs of water services to 

consumers should be compared with specific household incomes. Special attention should be given to 

lower income groups. Although no hard guidelines exist on how much the water bill should maximally be, 

in comparison with household income, often percentages of between 3%-5% are taken. In this affordability 

analysis, it is assumed that 3% should be the maximum. 

In the baseline for rural WSS, it is estimated that total revenues of user charges will increase from 

AMD 1 billion in 2006, to AMD 2.5 billion in 2015. In the current situation, it is not easy to determine 

how much a household actually pays for water. As shown in Chapter 2, water companies do collect most 

revenues, but still have collection problems, whereas in 80% of the settlements without WSCs no payment 

mechanism exists for water. Therefore, there may be a large variety in the actual household payments for 

water (ranging from zero to AMD 35 000 per year).  

The expectation is, however, that water companies will be increasingly able to collect user charges, 

and also, in the settlements without WSCs, an increase in collection is assumed.  

Assuming a paid use of water per household of 120 m3 per year, at a tariff of AMD 100 per m3, the 

annual water bill may currently be as high as AMD 12 000 per household (some ú 26 per year). By 

comparing this with the rural income distribution a judgement can be made as to what extent the policy is 

affordable. This is outlined in Table 4.1. 

Table 4.1: Estimated rural income distribution per income quintile and share of water charge in total 
household incomes (for households that pay), 2006 and 2015, in the baseline, optimistic (10%/y) and 

pessimistic (6%/y) assumptions on growth of rural household income in Armenia 

Consumption quintile Household 
income 
2006  
 
AMD/year 

Share of 
water 
charge in 
household 
income 

Household 
income 
2015,  
(optimistic) 
AMD/year 

Share of 
water 
charge in 
household 
income 

Household 
income 
2015,  
(pessimist) 
AMD/year 

Share of 
water 
charge in 
household 
income 

20% poorest 581 418 2,1% 1 454 067 0,8% 996 064 1,2% 

2nd 20% population 691 286 1,7% 1 857 750 0,6% 1 243 391 1,0% 

3rd 20% population 808 477 1,5% 2 169 853 0,6% 1 456 285 0,8% 

4th 20% population 930 820 1,3% 2 843 956 0,4% 1 830 153 0,7% 

20% richest 1081 382 1,1% 2 346 489 0,5% 1 690 990 0,7% 

Average 818 677 1,5% 2 003 208 0,6% 1 382 185 0,9% 

Source: based on Armstat, 2008 (rural income distribution per adult equivalent) and own assessment, 2008 

In this assessment it can be seen that, in 2006, paying a water bill of AMD 12 000 per year per 

household did not pose a problem, in general, for the rural population of Armenia. In all income quintiles, 

the bill does not exceed 3% of income.  
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However, making people pay for water in the near future may pose a problem. In many cases, 

households pay little or nothing for water supply (with an average supply of 400 lcd). For these households 

(at least 50% of the current rural population) starting to pay for water may be difficult in some cases.  

Within the group of poorest rural households, there will not always be the ability to pay regularly for 

water, as they have, (i) little financial income (average ñmoney incomeò in 2004 was ú 1000 [AMD 450 

000]), and (ii) the income is earned irregularly (most income is generated from farm production) (see 

Annex 1). Also, within this group representing the poorest 20% of population, the incomes may differ 

considerably, so for maybe half of this group (the poorest 10%) the ñ3% of income limitò may still be 

surpassed. Therefore, at least for this group, some sort of financial support will be necessary.  

An indication of the amount of support this group would need, is that roughly 35 000 households, on 

average will be able to pay only 50% of the bill (of 12 000 AMD per year). Potentially the subsidy would 

therefore have to be AMD 6 000 * 35 000 households = AMD 210 million.  However, as in 2007 the 

collection of user charges is limited to AMD 1 billion (of a potential of AMD 2.5 billion), maximally 40% 

of the AMD 210 million would be needed, i.e. AMD 84 million.  

Obviously, however, with optimistic economic development in the coming decade, the group of rural 

inhabitants not able to pay the (full) price for water will diminish. Even with a more pessimistic view on 

rural economic growth, the average water bill would represent only 1.2% of income for the poorest 20% of 

household. A higher economic growth (10%) would diminish the pressure of the water bill on rural 

household income even further to 0.6% for the average, and to 0.9% for the poorest 20% of population.  

It can therefore be concluded that no structural or long-term income support (or other measures [see 

next paragraph]) will be needed for a large part of the rural population to enhance their ability to pay their 

water bills.  

4.2.2 Affordability for the budget and the economy as a whole 

For the affordability of a water policy (in the baseline), there are no hard guidelines on how much of 

the public budget (local, regional, and/or national) should or could be spent on water services.  

In Armenia, the ability (or willingness) to pay for WSS services is lacking for a large part of the rural 

population. Funds from the public budget will be needed to cover the financing gap. By comparing what is 

needed for WSS with the total budget and specific parts of the budget (or investment in infrastructure), an 

idea can be obtained of the affordability for the budget. 

In the baseline scenario, for Armenia, the maximal financing gap (in 2009) is estimated at AMD 2.8 

billion (å ú 6 million), in the case where all assumed renovations and re-investments are implemented. 

Compared to the estimate of 607 billion AMD for the 2009 central budget expenditures (MoFE, 2007), the 

financing gap for rural WSS would only constitute 0.46 % of the total estimated central public budget for 

2009. In 2007-2008, the budget contributions and (international) loans allocated for rural WSS accounted 

for just 0.33% of the central budget (as planned and approved by the Parliament). 

It is clear that only firm commitments and medium-term budget planning can solve the question of 

ñbudget affordabilityò.  

In Armenia, the Poverty Reduction Strategy Paper states that water infrastructure investments should 

be financed by the public budget. This would imply that at least AMD 2 billion, annually, needs to be set 

aside to cover needed renovations for rural water supply. If the re-investments would also have to be 

financed from the public budget, rural WSS would require AMD 3 billion allocated from the public budget 

in 2009 to 1.7 billion AMD in 2015. 
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4.3 Affordability of policy scenarios 

In the policy scenarios (MWSS and Policy) it has been assumed that, apart from the additional finance 

available through the ADB loan and central budget contributions, the financing gap will be closed by 

increasing the water tariffs gradually between 2008 and 2015. The increase in water tariffs needed in the 

two scenarios is calculated by comparing the needed additional finance with additional revenues from user 

charges.  

This results in the following assumptions on water tariffs: 

¶ In the MWSS scenario, the annual average water bill per household is assumed to increase from 

AMD 12 000 per year (2008) to AMD 23 000 in 2015 (an increase of 92% compared to the 

baseline); 

¶ In the Policy scenario, an annual average water bill per household is assumed to increase from 

AMD 12 000 per year to AMD 26 500 (an increase of 120% compared to the baseline). 

Table 4.2 shows the results of the affordability analysis for the policy scenarios in 2015, for both an 

optimistic income growth and for a pessimistic growth.  

Table 4.2:  Estimated rural income distribution per income quintile and share of water charge in total 
household incomes (for households that pay), 2015, MWSS and Policy scenario, optimistic (10%/y) and 

pessimistic (6%/y) assumptions on growth of rural household income, Armenia 

Consumption quintile Optimistic 
Household 
income 
2015,  
 
 
AMD/year 

Share of 
water 
charge in-
household 
income 
MWSS 

Share of 
water 
charge in-
household 
income 
Policy 

Pessimistic 
Household 
income 
2015,  
 
 
AMD/year 

Share of 
water 
charge in-
household 
income 
MWSS 

Share of 
water 
charge in-
household 
income 
Policy 

20% poorest 1 454 067 1.8% 2.1% 996 064 2.6% 3.0% 

2nd 20% population 1 857 750 1.4% 1.6% 1 243 391 2.1% 2.4% 

3rd 20% population 2 169 853 1.2% 1.4% 1 456 285 1.8% 2.1% 

4th 20% population 2 843 956 0.9% 1.1% 1 830 153 1.4% 1.6% 

20% richest 2 346 489 1.1% 1.3% 1 690 990 1.5% 1.8% 

Average 2 003 208 1.3% 1.5% 1 382 185 1.9% 2.2% 

Source: based on Armstat, 2008 (rural income distribution per adult equivalent) and own assessment, 2008 

The results show, that the affordability threshold of 3% of household income is not surpassed for any 

of the income groups in any of the two economic forecasts. For the 20% poorest households, with an 

optimistic growth assumption, the share of the water bill in total household income would decrease from 

2.1% in 2006 (baseline) to 1.8% for MWSS, and remain stable at 2.1% for the Policy scenario. Under these 

optimistic growth assumptions, the MWSS and Policy scenarios do not pose additional affordability 

problems compared to the baseline.  

In a pessimistic approach, with lower growth rates, the share of the water bill in household income 

(20% poorest) will increase to 2.4% in MWSS, or to 3% in Policy, in the period of 2008ï2015. In the 

Policy scenario the threshold is just reached.  

It thus can be anticipated that, under less optimistic economic assumptions, a part of the poorest 20% 

of the rural population would still need a more structural type of social support to keep the water bill 

affordable.  

The additional budget contributions and loans available in the policy scenarios from 2008ï2013 are 

estimated at, in total, AMD 8.6 billion (å ú 19 million). In 2008 this equals 0.15% of the central budget 
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(estimated at AMD 524 billion), and in 2009, 0.33% of the budget (estimated at AMD 607 billion). After 

2009, this share will decrease from about 0.23% (2010) to 0.20% (2013) (assuming a gradual growth of the 

central budget in line with the real GDP growth). 

There is therefore little difference between the ñbudgetò affordability of the policy scenarios, 

compared to the baseline.  

4.4 Policies to make the water bill affordable 

There is a wide range of policies possible to keep or make the water bill affordable for households. 

Here some of the most obvious policy options are illustrated, as it is important to understand the relation 

between tariff policy, affordability constraints, and the dynamics of both the economy and the water 

services.  

Set water tariffs at a level affordable for all income groups 

The most general policy is to keep (uniform) water prices at a level that is affordable for all. This 

general pricing approach limits the ability of water utilities to raise enough revenues through user charges, 

as the total revenues depend on the prices and quantities.  

As the water fee is fixed, and the water supply quantity is also rather stable (and the policy may 

encourage a more economic use of water), total revenues are also fixed to a certain amount, not necessarily 

enough for all needed expenditures. In this case, larger subsidies from the budget are needed.  

As a result of this policy, not only the poorer inhabitants are subsidised, but also the richer 

households, which in principle would be able to pay a higher water tariff.  

In the baseline scenario, the water tariffs used in the assessment (between AMD 92 and AMD 121 per 

m3) are not enough to cover even operation and maintenance (O&M) costs, indicating that the current 

price of water in the longer term is not sustainable to cover all costs of operation, maintenance, renovation, 

and re-investments.  

Subsidise poorest households individually 

Another approach is to set tariffs at a higher level, aiming at more revenues, and to assess what would 

be the ñdamageò for the poorest inhabitants. The ñdamageò might be best defined as the difference between 

the ability to pay for water services (with, for example, a limit of 3% of income) and the actual water bill. 

In the previous sections it is argued that only a relatively small part of the rural population (currently about 

10%) would need some sort of financial support for the water supply.  

One drawback of such a policy to make higher bills affordable for all, is that individual subsidies have 

to be given. On the one hand, this is always difficult, because it is not easy for a municipal or regional 

institution to set up a consistent and reliable cadastre of the poorer population (as income in rural areas, 

especially, is very difficult to determine, calculate, or estimate, and control).  

On the other hand, it can be argued that, in many countries, some sort of social register is kept for 

granting certain income support to the poor. If fraud in such a system can be kept under control (at an 

acceptable minimum level) it is a good solution, as it takes into account social considerations, and provides 

additional revenues from user charges where needed..  

In Armenia a household income support system is already in place and works rather effectively. Over 

the last 3-4 years it has become better targeted to poor households and could be instrumental in addressing 

the WSS services affordability issue (see report on Task 3 in (OECD/EAP Task Force, 2007) for more 

details).  
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Increasing block tariff system 

An increasing block tariff (IBT) could also be introduced to overcome the limitations of revenue 

raising due to poverty. A two- (or more) tier system is simple: 

¶ For the first, say, 10 cubic metres per month the household/connection pays a low water price (or 

no fee at all); 

¶ For additional water use the customers have to pay a higher water price. 

The result will always be that the consumers that consume less will, on average, pay less per cubic 

metre than consumers with a larger water demand. It thus enables water utilities to supply poorer 

customers at lower tariff rates and richer customers at somewhat higher tariff rates.  

A necessary precondition for such a policy is that water is metered in a reliable way (which is often 

not the case in Armenia [for details see Annexes 2-5 to the report] [OECD/EAP Task Force, 2007]). It can 

also be argued that an increasing block system subsidises smaller ñricherò families. 

4.5 Conclusions 

The affordability analysis shows that applying a 3% threshold to the water bill as a share of household 

income, does not lead to any major affordability problems for rural households in the baseline. Even for the 

20% poorest population, the share of the water bill in income is only 2.1% (in 2006), well below the 

threshold of 3%. Still, it can be anticipated that some part of the poorest population will need some sort of 

limited social support (for example, only partly pay the bill, or income subsidies, in the range of AMD 6 

000 [ú 13] per household per year).  

In the baseline scenario, due to the assumed fixed level of user charges, the social support would be 

focussed on the coming few years, as due to economic development, the share of the water bill in income 

would decrease, thus enabling more people to pay their bills without support.  

In the policy scenarios, which assume increasing water tariffs, it can be anticipated that for a 

relatively small group of poor inhabitants, affordability issues may play a more structural role in the period 

2008ï2015, as under less optimistic economic circumstances the share of the water bill in household 

income would be stable or even increase (to 3% in the Policy scenario).  

The affordability of the baseline, the MWSS, and the Policy scenarios have also been assessed for the 

central budget by comparing the budget contributions, loans, and grants with the central budget 

projections. This assessment shows that only a slight increase of budget allocation and loans would be 

needed to close the financing gap. In the baseline, the ratio of budget contributions and loans allocated for 

rural WSS, compared to total budget expenditures shows a share of 0.33%.  In the Policy scenarios, this 

would be the same, i.e. 0.33%, in 2009, and would then decrease to 0.2% in 2013. As only the loans and 

budget contributions already committed are included in the policy scenarios, no affordability problems are 

foreseen for the central budget. 

The affordability assessment confirms that, overall, the implementation of the financing strategy 

based on the Policy scenario would be more an institutional and organisational challenge than a financial 

challenge.  
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5. INSTITUTIONAL  

5.1 Introduction 

Presently, the water companies serve mostly urban settlements in Armenia. For rural water supply, the 

water sector is divided as follows: part of the settlements (with about 50% of rural population) is served by 

water companies; in the other settlements, piped water supply is arranged locally (if a network is available) 

or is absent (for about 40 000 inhabitant). In settlements without WSCs, the services are incorporated in the 

municipal services (as a department).  

Settlements served by WSCs are, in most cases, supplied through a regional network of transmission 

mains connected to a few water sources. This nationwide network also serves most urban settlements in 

Armenia.  

The other rural settlements manage their own water supply by using a water source near the 

settlement (about 80% of them have their own water sources; the rest share water sources with one or more 

other settlements).  

In the present situation there are not only large technical differences between the settlements with and 

without WSCs, there are also financial and organisational differences. WSCs increasingly manage to 

collect user charges (as is shown in Chapter 2), whereas in settlements without WSCs the available funds 

from revenues are very small and local budgets are generally very weak.  

From our previous analysis we have concluded that the implementation of the financing strategy 

based on the MWSS or Policy scenarios would be more an institutional and organisational challenge than a 

financial challenge.  

In this chapter some considerations are presented concerning further development of the institutional 

setup of the water supply and sanitation in rural Armenia. 

5.2 Responsibilities, legal framework, regulations, and ownership 

This study does not address the question of to what extent the present legal framework needs to be 

changed to enable implementation of the suggested organisational models. Certain issues will need to be 

addressed in the near future: 

¶ Responsibilities of municipalities (to supply drinking water); 

¶ Right of consumers (to have supply of drinking water); 

¶ Role and legal position of public companies, and of private operators. 

5.2.1 Responsibilities 

There are at least two levels of responsibilities that play a role in the water sector. There are the 

responsibilities directly linked with the management, operation, planning, etc., of a water company, which 

can be either the responsibility of a water company or of a municipal service.  

Key decisions in the water sector need to be taken at the national level: 

¶ Planning of water infrastructure; 

¶ The planning and incorporation, in the central budget, of capital expenditures (as stated in the 

PRSP); 
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¶ Decisions on appropriate business models and desired scale of operation; 

¶ Conditions under which public and/or private operators can operate; 

¶ Legal structures for the water sector.  

Currently, this task is primarily performed by the State Committee for Water Systems. Given the 

workload of the committee (including that related to the implementation of the FS for urban WSS), it looks 

necessary to strengthen the committee. 

5.2.2 Legal framework 

An essential prerequisite for the institutional setup of water services is an appropriate legal 

framework. The law should clearly indicate who has the primary responsibility for (rural) water supply and 

sanitation.  

In this sense it is advisable to clearly define the responsibility: typically, municipalities are primarily 

responsible for supplying water and sanitation services (this is the most common approach in Europe). 

Armenian laws need to be checked in this sense, and possibly adjusted accordingly. Issues that will need to 

be addressed are (at least) to establish: 

¶ The obligation to supply water when demanded by a customer against timely payments for the 

service (this obligation can be transferred to, for example, municipalities); 

¶ A legal framework for associations of municipalities; 

¶ A legal framework for public companies or for economic activities of public bodies (like a 

department in a municipal administration), as well as for private operators of WSS systems.  

Such legal provisions have been applied in European countries, enabling a transparent and publicly 

controlled/monitored organisation of the water sector. Different legal models that are applied in other 

countries should be taken into account when selecting a model for the legal framework in Armenia.  

5.2.3 Regulatory issues 

Key regulatory issues that should be addressed at the national level are: 

¶ Setting service and environmental standards (tap water quality, regularity of supply, pressure, 

etc.; quality of treated wastewater discharged to water bodies, etc.); 

¶ Assure compliance and enforcement with standards; 

¶ Monitoring and assessing performance (e.g. laboratories for water quality tests); 

¶ Environmental and service standards compliance and enforcement; 

¶ Providing operation licences for water companies and setting the conditions under which water 

companies are allowed to operate (in particular, when allowing private companies on the water 

market, clear rules should be set, such as the responsibilities, the tariff structure, the maximal 

contract period, etc.); 

¶ Capital expenditures programme approval; 

¶ Setting tariffs (tariff structure and level, taking into account needs for revenues or (partial) cost 

recovery but also affordability); 
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¶ Preventing misuse of monopoly power; 

¶ Disputes resolution mechanisms (including complaints from consumers). 

Currently these issues are addressed (mainly) by the SCWS.  Again, it is necessary to increase the 

capacity of the SCWS to perform these tasks in the framework of the implementation of the FS for rural 

WSS. 

5.2.4 Ownership 

The ownership of the existing infrastructure should be clearly regulated. In most cases, water supply 

and sanitation infrastructure is owned by the municipality. However, it is also possible to transfer the 

ownership to a public (e.g. in Germany) or private water company (e.g. in England)
32

. A strong argument 

for public instead of private ownership is the natural monopoly position of water companies. However, 

whatever organisational model is preferred, a clear legal structure is needed. 

5.3 Business model 

5.3.1 Public or private operators? 

In the past, water companies were supposed to supply basic human demands, which was (and still is 

by many) viewed as a public task. Therefore, in Europe, but also in the Soviet Union, water companies 

were (and still are mainly) owned by the public.  

Private involvement in the WSS sector started at the end of the last century by the privatisation, in the 

UK (England), and private operation, of publicly-owned water supply and sewerage systems on the basis 

of different types of contracts (e.g. in France: lease, affermage, concession).  Moreover, in new EU 

member states, private companies are sometimes involved in the water sector. 

The economic situation of the water sector is characterised by the natural monopoly that it has. This 

makes it less easy to answer the question of how water supply and sanitation can be best organised from 

the economic point of view, i.e. private or public? 

On the one hand it could be expected that private companies would work as efficiently as possible (as 

this would maximise their profits). However, due to the natural monopoly, they could also extract extra 

profits by misusing their monopoly power.  

Therefore, either effective regulation or competitive pressure created by market competition would be 

much needed to prevent them from eventually misusing their monopoly power.  

On the other hand it is expected that, in general, public companies lack incentive for efficiently 

running their operation
33

. Benchmarking can be one way to keep the costs of public services within certain 

limits; private sector involvement is another option; while performance-based contracts could create 

needed incentives for both public and private operators. 

As water supply is a natural monopoly, there must be public supervision of the conditions under 

which a water network is operated by a private or a public enterprise. This supervision is not the easiest 

task, as it requires a quality legal framework and a lot of highly qualified staff with relevant experience and 

equipment, while both of these pre-requisites are seldom in place in EECCA countries. Of course, in the 

absence of these pre-requisites it would be difficult to guarantee a cost-effective water supply service by 

water companies. 

                                                      
32

 Although, in practise, this may pose problems when maintaining or repairing the (underground) infrastructure. 

33
 In the Netherlands, inefficiency losses are estimated at, on average, 15% (Dijkgraaf, 2004). 



 

 76 

5.3.2 Scale of operation: capacity constraints and efficiency gains 

The scale of operation of any company that provides services to the public has practical implications 

for the operation of such a company. Typically, a small company will not have all needed skills in-house, 

and would therefore need external services (from either commercial or public service providers). In a larger 

company, certain skills can be provided in-house, as there is sufficient demand for such services and 

sufficient revenues to pay for required skills.  

Therefore, a larger scale of operations helps to address capacity constraints with regard to human and 

financial resources, which are often faced by smaller service providers and small municipalities.  

Moreover, increasing the scale of an operation normally creates ñeconomies of scaleò, making it 

cheaper to provide the demanded service.  

One reason for creating larger water companies (either public or private or in the form of an 

association of settlements), is that such a company would have efficiency gains above water companies 

organised at the level of one settlement, especially a small one.  

Thus, larger companies have greater chances to achieve financial sustainability with lower tariff rates. 

Efficiency gains are to be expected in the following areas: 

¶ Level of the technical skills and labour productivity; 

¶ Monitoring; 

¶ Repairs; 

¶ Administration; 

¶ Attraction of (international) financial resources (loans and grants); 

¶ Collection of user charges. 

Although, theoretically, larger companies could supply water at lower costs than many smaller 

companies, this is not necessarily so: 

¶ As water companies constitute a ñnatural monopolyò, there is no direct market incentive to 

produce at low costs. ñCompetition for the marketò ï contracts establishing the right to operate 

WSS infrastructure under certain conditions (costs, fee structure, quality of service, duration of 

contract) - in specific municipalities can partly solve this problem; 

¶ Larger companies have the tendency to create staff departments, bureaucratic procedures that can 

lead to additional overheads. 

Moreover, the efficiency gains linked to larger companies can be obtained in other ways. For 

example, individual municipalities can organise themselves in associations to address certain issues (like 

water supply and sanitation), such as to share a pool of expertise, or to have a common administration or 

fee collection (or the same software systems), etc.  

5.3.3 Affordability constraints and cross-subsidisation  

As shown in the next figure, there may be large unit cost differences between settlements. The unit 

cost difference between the settlement with the lowest and highest costs can be as much as 1000%. 
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Figure 5.1: Estimated annual costs per capita in different rural settlements in Armenia 
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An important argument for organising rural water supply in larger units is their ability to ease 

affordability constraints in the settlements with the highest unit costs through cross subsidisation.  

From the social point of view (water supply at acceptable costs for rural inhabitants), more unified 

tariffs would be preferable (in the example illustrated in Figure 5.1, the average costs of supply are AMD 3 

900 per inhabitant or AMD 13 000 for the ñaverage familyò, respectively ú 8.5 and ú 30).  

As soon as unit costs differ manifold, if all settlement pay the average tariff/user charge then, in 

practice, applying a uniform tariff rate will effectively mean cross-subsidisation. Therefore, some 

(typically smaller) rural settlements will benefit from the cross-subsidisation, while some others would 

have to pay a little extra. However, overall, the affordability constraints (if they exist) will become much 

easier.  

At the moment, in the rural settlements served by water companies, cross-subsidisation is already 

implemented, as infrastructure costs may differ considerably, whereas tariffs rates are uniform.  

5.3.4 Financial mechanisms and sustainability 

To perform the main task of a water utility, sufficient resources need to be available to make 

investments in renovations, extensions, and maintenance of the water infrastructure. However, the water 

utility must also be able to attract external finance for longer term investments. 

Several financial mechanisms can be and are, in fact, used for financing the water infrastructure:  

¶ To operate systems, user fees are in place (though in many rural settlements this is still not the 

case); 

¶ Limited local budget contributions are also used to finance operations of the systems; 

¶ The four joint stock water companies active in rural Armenia also have made use of loans. 

In most rural settlements without water company services, no structural system for financing the 

existing water infrastructure exists. User charges are rare, billing is problematic, and also the limited 

budget contributions have a non-structural character.  

Currently, in many cases, the necessary capital repairs are partly paid by in-kind contributions.  

Without having at least a minimum of financial mechanisms in place, a water utility can hardly be 

judged as financially sustainable.  
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The financial sustainability can be judged by, for example: 

¶ Ability to collect user charges; 

¶ Ability to hire sufficient staff; 

¶ Ability to set aside or attract finance for needed investments in renovations and extensions. 

It is clear that if a rural settlement has limited administrative capacities and municipal financial 

revenues (with large obligations for other public tasks like roads, public buildings, administrative staff, 

etc.), the financial sustainability is at stake. This clearly is not a problem only linked to WSS infrastructure, 

but concerns the whole area of activities of municipalities. 

It is therefore obvious that any institutional strengthening of rural settlements should not only focus 

on water issues, but should address the financial position of rural settlements in an integrated way.  

However, even if municipalities had more funds for their public tasks and responsibilities, financial 

sustainability in the water sector may require larger scales of operation (for example, to allow for cross-

subsidisation, sharing administrative services, and reducing administrative costs, attraction of loans, etc.).  

5.4 Discussion on organisational form 

There are various organisational models for rural water supply, for example: 

¶ Incorporated in the ñnormalò municipal services as a department; 

¶ Organised as a public company, per settlement; 

¶ Provided by a small-scale private operator; 

¶ Association of municipalities that share part of the water supply responsibilities; 

¶ Embedded in a professional water company (that serves more than one settlement). 

All of the above options are applied throughout the world with more or less success. For example, in 

France most communities own the water supply and sewerage infrastructure, but the operation is often 

contracted to private firms (Veolia, SAUR, etc.). In the Netherlands, the water supply sector has 

ñorganicallyò developed from municipal public companies, to regional public companies (by merging, 

which often took place in the last decades of the last century).  

Although it is not possible to give an objective preference for one of the several options for the 

organisation of the WSS sector, the organisational structures can be analysed on the basis of their 

advantages and disadvantages. This is done in the following table, in which, for three basic organisational 

models, a qualitative assessment is given of the ability to cope with the issues as discussed in Sections 5.2 

and 5.3. 

Table 5.1 below presents some of the issues and the trade-offs that need to be taken into account when 

deciding on the way rural WSS will be organised in the future.  
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Table 5.1: Qualitative assessment of advantages and disadvantages of selected institutional structures for 
rural water utilities 

Criteria Municipal utility or 
company 

Association of 
municipal services 

Water company 

Technical skills (required to 
operate and maintain water 
utilities)  

Limited, as the scale of 
operation is small 

Sufficient scale to 
employ certain 
expertise 
 

Sufficient scale to 
employ certain 
expertise 

Monitoring skills (requiring 
increasing knowledge) 

Probably not sufficient Sufficient scale to 
perform monitoring 
tasks 
 

Sufficient scale to 
perform monitoring 
tasks 

Costs to the public and 
municipality 

Possibly low, difficult to 
automatically apply 
incentive to supply 
services at minimal 
costs and maximal 
service level 

Possibly low. Risk of 
ñautonomousò growth of 
internal services (like in 
any larger bureaucratic 
organisation)  

Possibly low. Risk of 
utilising monopoly 
position.  

Options to ease affordability 
constraints through cross-
subsidisation 

Not possible, so large 
differences between 
settlements 

Possible, but an 
agreement between 
settlements in the 
association is needed 

Normal: water 
companies normally 
apply one tariff for all 
clients (thus implicitly 
cross subsidising more 
expensive connections)  

Financial sustainability  (Very) limited financial 
capacities (in Armenia, 
local budgets altogether 
amount to about 5% of 
the central budget). Will 
be difficult to attract 
loans 

Possible: if participating 
settlements set aside 
ñstart capitalò and 
guarantee financial 
independence of 
associations. 
 

Normal: in the case 
where the WSC 
operates in an 
economic way, it should 
be able to attract 
(inter)national finance  

Knowledge of specific local 
conditions 

High: at the level of the 
settlement, knowledge 
of local circumstances 
is guaranteed 

Satisfactory, though if 
the association is large 
and involves distant 
settlements,  local 
knowledge may not be 
used optimally 

May be problematic: the 
larger the company, the 
more likely that certain 
local knowledge is 
absent 

Source: own assessment 

In general, larger organisational structures, like associations of municipalities, or water companies 

that serve several settlements, are better equipped to deal with technical issues, specialised skills, 

monitoring, and administrative issues. An important argument in favour of larger organisational structures 

is their ability to ease the ñaffordabilityò constraints by applying cross-subsidisation. Moreover, the 

expected financial sustainability is an important issue, as it is inevitable that external financial resources 

will be needed to implement the Financing Strategy for rural WSS.  

An argument in favour of locally organised water utilities is the knowledge and understanding of 

specific local circumstances.  Moreover, smaller organisations would typically have less overheads, thus 

reducing those types of costs compared to larger organisational structures. However, it may well be that 

this advantage is offset by higher technical, administrative, and monitoring costs.  

For the public, it can be anticipated that the costs of WSS will, in general, increase. Currently, the 

rural water utilities (apart from the WSCs) are organised locally, and mostly have a lack of funds for 

proper maintenance and operation. However, the costs are also low. Increasing the quality of the service, 

setting up supply for municipalities currently not served, etc., will inevitably lead to increasing costs, 

which may partly be financed from external sources, but also from user charges. In the case where 

municipalities form associations or, for example, regional water companies, settlements with relatively low 

supply costs will have to take some of the additional financial burden.   
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Although some arguments are in favour of small, locally organised public utilities, the arguments in 

favour of larger water utilities are, in general, stronger due to, for example, their ability to cross-subsidise, 

their financial sustainability, improved technical knowledge, etc. These larger utilities can be either 

associations of settlements (note, these should include a minimum of 50 000 inhabitants), larger public 

companies (regionally organised), or private companies that would operate under performance contracts 

for a defined period.  

Obviously, the municipalities that will be affected by the changes in the institutional framework will 

need to be involved maximally and given incentives to co-operate in a positive way (for example, by 

providing long-term finance and structural assistance for capital investments). 

Obviously, these legal issues need to be addressed in a broader perspective (defining the role of 

municipalities; establishing a sustainable framework for municipal finance, etc.).  

5.5 Conclusions 

It is obvious that for the over 600 rural settlements without WSC services, institutional steps must be 

taken to strengthen the ability of managing the water infrastructure. Apart from legal issues for rural water 

supply, it seems inevitable, for the improvement of the WSS in rural settlements, that WSSs should be 

organised at a larger scale than is currently the case. In various European countries this process of 

achieving sufficiently large scale has been applied using different approaches. In England, the water sector 

was privatised, whereas in France the operation of the water infrastructure is often managed by private 

operators. Larger scale can also be achieved by merging municipal companies into regional public water 

companies (as in the Netherlands). 

These different business models can serve as examples for Armenia, but show that larger scales of 

operations seem inevitable, and that the institutional framework needs to be adopted for such 

developments. 

It is also recommended to promote the establishment of domestic private operators able to compete 

and co-operate with international operators.  
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6. DISCUSSION AND CONCLUSIONS 

Present situation and baseline 

This report discusses a Financing Strategy for rural WSS in Armenia. First, the present situation 

concerning rural WSS was analysed. It has been concluded that: 

¶ The institutional set up needs further development. One third of rural settlements (with 45% of 

the rural population) is served by WSCs; 2/3 lack such services and have either their own water 

utility or no piped water supply. In particular, the small scale of operation of individual water 

utilities will make it hard to manage and develop the water infrastructure in the future.  

Moreover, the legal framework needs further development (e.g. clear responsibilities for water 

supply and the right to be supplied with water); 

¶ The present WSS infrastructure is oversized, needs renovation and improved maintenance. 

Presently, 50% of the infrastructure needs to be renovated. Some 40 000 inhabitants have no 

access to piped water supply and the level of ñon-plot water supplyò could still be increased 

considerably; 

¶ There is a lack of revenues for financing the needed actions. Whereas model simulations indicate 

needed expenditures for the present infrastructure of at least AMD 3.8 billion (å ú 8 mln) per 
annum, recorded present expenditures are estimated at only AMD 2 billion (of which AMD 1.6 

billion by WSCs). This is due to the relatively low tariffs, but more importantly, many rural users 

do not pay (fully or at all) for water supply (in settlements without WSC services only 20% of the 

population pays user charges).  Moreover, little money is presently available from the central and 

local budgets; 

¶ In the baseline, the total financing gap in the period 2007ï2015 is estimated at AMD 16.5 billion 

(å ú 37 mln; maximally AMD 2.8 billion in 2009 and AMD 1.8 billion in 2015). Closing the gap 
by means of additional finance from the central public budget, loans, and grants, would imply 

between 0.3% and 0.46% of central public expenditures. This policy would be realistic, as the 

required finance is more or less the same as the loans and budget contributions already 

committed in the period 2007ï2008 (which comprises just 0.33% of central budget expenditure).  

Policy options  

Two policy scenarios (ñMinimal Water Supply Standardsò, and MWSS combined with the targets set 

in the ñPoverty Reduction Strategyò) and a ñMaximalò scenario have been analysed. From the techno-

economic analysis the following conclusions can be drawn: 

¶ Water supply infrastructure: compared to the baseline, in the MWSS scenario only a little more 

water (2%) will be demanded (thus produced). In the Policy scenario, demand will increase by 

about 15%; and by 60% in the Maximal scenario. However, even in the ñMaximalò scenario, the 

total amount of water demanded will be considerably less than the amount presently supplied (å 
400 lcd). It is therefore clear that one of the main challenges for both baseline and policy 

scenarios is to downscale and optimise the present, oversized water supply infrastructure; 

¶ Total annual operational and re-investment expenditures in the policy scenarios do not differ 

much from the baseline: in the baseline these expenditures are estimated at AMD 2.5 billion (å ú 
5.5 mln), in the MWSS scenario at AMD 2.6 billion, and in the Policy scenario at AMD 2.7 

billion. Only in the ñMaximalò scenario would there be a more significant increase in 

expenditures (AMD 3.3 billion). Compared to what it would cost to operate and maintain the 

present, oversized WSS infrastructure (annual expenditures estimated at AMD 3.8 billion), the 

policies simulated would even lead to cost savings;  




