BEST CASE STUDY FOR MODULE 3  
Municipality of Lezha/Co-PLAN/ Helvetas Swiss Intercooperation Albania

“Review of the waste tariff levels- toward better cost recovery and waste recycling rates”
1. Introduction
This case study was developed as part of the framework of Module 3, Project "Solid Waste Management"
, as a joint work of Co-PLAN, Institute for Habitat Development and the working group established in the Municipality of Lezha, supported by Helvetas Swiss Inter-cooperation Albania. The primary goal of the study is to improve local revenues, by linking directly waste tariffs with the costs of waste management. The application of an adequate tariff system that aims the coverage of the full costs of waste management will serve as a solid basis for a successful application of the recycling schemes and waste reduction initiatives. 


Since 2011, Municipality of Lezha has adopted its local urban solid waste management plan, whereby it has achieved concrete results in improving waste collection services, establishing a waste separated collection scheme and a recycling center, etc., but also has encountered several difficulties, which have hampered their efforts toward fulfillment of the plan’s objectives. In order to meet its local objectives, Municipality of Lezha is committed to further improve the existing waste management performance focusing more on financial management practices, including tariff setting, billing and tariff collecting procedures. 

This case study introduces a practical technique for setting appropriate consumer waste tariffs, revenue planning and how to set a local strategy for covering the services cost. In addition, it provides concrete proposals and recommendations for improving local performance on billing and tariffs collection procedures, etc.
2. Assessment of existing situation – current status of financing waste service and local revenues
Funding of the waste services and collection of revenues are two of the most important issues of the entire waste management system in the Municipality of Lezha. Ultimately, due to some improvement measures in regard of the service provision and waste disposal, as well as thanks to the introduction of a new system for differentiated waste collection, transportation and storage of recyclable waste to the Center for Separation of Recyclable Waste, the overall waste management cost has been increased by 89%. The new cleaning contract has foreseen the transport of the municipal waste to the regional landfill of Bushat, which has brought additional costs for transport and disposal (landfill fee). 
While the waste management upgrades and rising costs were associated with an increase of waste revenues compared to the 2011’s performance, it remains lower than the local plan for 2012. The low rate of payments from households (only 16% of the total) constitutes the major problem in this regard. The following table presents a summary of revenue performance comparing to the performance of the last year and to the 2012’revenue plan.
	Revenues from
	Tariff level
	9-month performance comparable to the plan

	Revenue collected compared to the year 2011

	All consumers
	Varies
	56.7%
	146%

	Household category
	1’500/750
 ALL/household/Year
	16.46%
	467%

	Small business category
	till 10% of LTSB
	93.6%
	117.3%

	Big business category
	Varies
	108.7%
	139%

	Institution category
	30 ALL/m2/year
	44.5%
	93.7%


To cover the waste management costs, the municipality is forced to use other local financial resources, subsidizing up to 66% of the full cost of waste management. Insufficient revenue collection has brought financial difficulties for local authorities to finance the ongoing measures and improvements determined in the local waste management plan. The lack of a direct connection between the payments for households and service provision costs makes negligible any future effort or attempt of the local authorities to introduce economic/fiscal incentives for encouraging the separation of waste. 

3. Development of the case study
Development of the case study comprised the completion of the following steps: 
· Setting customer tariff levels linked directly with costs (fully application of the principle of "pay as you throw" as well as consider social affordability and legal requirements), 
· Revenue planning from waste tariffs, and 
· Development of a medium-term strategy for cost recovery. 
Moreover, the development of the case study takes into consideration the existing procedures and current performance on tariff levels, billing and tariff collection, etc., as well as the local objectives.
3.1 Review of the existing costs and expectations for the future
Review of the existing costs and expected financial needs until 2016 is based on the services’ costs estimated according to the 5-year cleaning contract, which includes all the elements of city cleaning service, differentiated waste collection, transportation and treatment in the landfill of Bushat. In this prediction, are not taken into account possible changes in the costs due to population growth, increased waste generation rate or possible changes in the cost of service.
	
	Year

	Waste management services
	2013
	2014
	2015
	2016

	
	
	
	
	

	Collection of urban waste 
	6,777,138
	6,777,138
	6,777,138
	6,777,138

	Collection of recyclable waste
	3,393,753
	3,393,753
	3,393,753
	3,393,753

	Street cleaning/ sweeping
	5,153,379
	5,153,379
	5,153,379
	5,153,379

	Street washing
	3,095,100
	3,095,100
	3,095,100
	3,095,100

	Disinfection and washing/cleaning of containers
	1,944,970
	1,944,970
	1,944,970
	1,944,970

	Waste disposal/ treatment (i)
	5,819,268
	5,819,268
	5,819,268
	5,819,268

	Total cost (ALL)
	26,183,608
	26,183,608
	26,183,608
	26,183,608

	(i)waste are being transported to the landfill of Bushat
	 


3.2 Costs allocation according to consumers
Waste services costs are allocated in accordance with waste production for each consumer and the share of the costs each consumer should cover. The intention is that waste management tariffs for customers will be set on a sound financial basis, based on the principle of "pay as you throw", and at the same time takes into consideration local policy for not increasing immediately family tariff, as well as considering legal restrictions for small business category. In fact, strict application of the “pay as you throw” principle will immediately seek to impose higher fees on households, which consequently will discourage them from paying their contribution. For this purpose, in the table below, are given the proposed cost distribution for 2013 and for the following years:

	
 Consumers categories
	Amount of waste (ton)
	Ratio according to generation
	The recommended ratio to subsidize SB and households
	Recommended ratio based on the principle “pay as you throw”

	 
	
	
	For 2013
	For 2014-2017

	Permanent households (resident)
	6228
	71%
	65%
	65%

	Small Businesses (SB)
	1518
	17%
	12%
	17%

	Big Businesses (BB)
	872
	10%
	21%
	15%

	Institutions
	146
	2%
	2%
	3%

	 
	8764
	100%
	100%
	100%


3.3 Determine the levels of tariffs for consumers
The levels of the tariffs are determined directly by dividing the respective allocation cost for each consumer category with the number of consumers. Another tariff cutback is applied for in-need households
, as they can pay only 50% of the level of household’s tariff. Another legal restriction comprises the fact that the average tariff for small businesses should not exceed the limit of 4,500 ALL/year
. 
	Tariffs  for household categories
	2013
	2014
	2015
	2016

	No. of permanent households*
	6,500
	6,695
	6,896
	7,103

	Part of the cost for households
	17,019,345
	17,019,345
	17,019,345
	17,019,345

	Yearly tariff level for permanent households
	2,618
	2,542
	2,468
	2,396

	Tariff level for in-need household category
	1,309
	1,271
	1,234
	1,198

	Tariffs for businesses and institutions 
	2013
	2014
	2015
	2016

	No. of Small Businesses
	693
	714
	735
	757

	Part of the cost for Small businesses (SB)
	3,142,033
	4,451,213
	4,451,213
	4,451,213

	Yearly Tariff  level for SM
	4,534
	6,236
	6,054
	5,878

	No. of Big Businesses 
	239
	246
	254
	261

	Part of the cost for Big Businesses (BB)
	5,498,558
	3,927,541
	3,927,541
	3,927,541

	Yearly tariff level for BB
	23,007
	15,955
	15,490
	15,039

	No. of institutions
	40
	40
	40
	40

	Part of the cost for institutions
	523,672
	785,508
	785,508
	785,508

	Yearly tariff level for institutions
	13,092
	19,638
	19,638
	19,638

	
	
	
	
	

	* number of existing households and growth forecast with 3% per year

	
	


3.4 Planning of the revenues
A revenue planning takes into account the current performance of revenue collection for the categories of households, businesses and institutions. It is recognized the fact that there are several inhibitory issues, such as inability to pay or as some consumers are not used to pay waste tariffs, or local authority encounters more difficulties to collect waste tariffs for some category. However, it is important that planning revenue for 2013 should be higher than the current status, as well as a continuing progress should be held for the upcoming years towards increasing cost recovery rates.
	Revenues from:
	2013
	2014
	2015
	2016

	100% of household tariffs (ALL)
	17,019,345
	17,019,345
	17,019,345
	17,019,345

	100% of “in-need” household tariffs (ALL)
	1,309,180
	1,271,049
	1,234,028
	1,198,086

	Percentage of consumers that are able to pay
	95%
	95%
	95%
	95%

	Revenues planned (ALL)
	17,412,099
	17,375,874
	17,340,705
	17,306,559

	Percentage of consumers that will pay 
	40%
	60%
	70%
	80%

	Revenues planned to be collected (ALL)
	6,964,840
	10,425,525
	12,138,493
	13,845,247

	
	
	
	
	

	100% of Small and Big business tariffs (ALL)
	8,640,591
	8,378,755
	8,378,755
	8,378,755

	Percentage that are able to pay
	100%
	100%
	100%
	100%

	Revenues planned (ALL)
	8,640,591
	8,378,755
	8,378,755
	8,378,755

	Planned collection level
	90%
	95%
	100%
	100%

	Revenues planned to be collected (ALL)
	7,776,532
	7,959,817
	8,378,755
	8,378,755

	
	
	
	
	

	100% of Institutions tariffs (ALL)
	523,672
	785,508
	785,508
	785,508

	Percentage of institutions that are able to pay
	100%
	100%
	100%
	100%

	Planned revenues (ALL)
	523,672
	785,508
	785,508
	785,508

	Planned collection level
	60%
	70%
	80%
	90%

	Revenues planned to be collected (ALL)
	314,203
	549,856
	628,407
	706,957


3.5 Local strategy for the cost recovery and use of subsidies
Finally, in order to finalize the process of planning toward the objectives for cost recovery, the revenue planned for each consumer is summarized together and compared with the total cost. A cost recovery strategy for the period 2013-2016 is shown in the table below, and comprises the following improvements:

· Revenues from household category will be considerably increased by 27% every year;

· Revenues from other categories are slightly improved; 
· Overall cost recovery rates are increasing year by year, that will enable coverage by 58% of the total cost in 2013 and up to 88% of the total cost in 2016.
	 
	2013
	 
	2014
	 
	2015
	 
	2016
	 

	 
	Amount
	
	Amount
	
	Amount
	
	Amount
	

	Revenues from tariffs (ALL)
	15,055,575
	%
	18,935,197
	%
	21,145,654
	%
	22,930,959
	%

	household categories
	6,964,840
	46%
	10,425,525
	55%
	12,138,493
	57%
	13,845,247
	60%

	Businesses SB+BB
	7,776,532
	52%
	7,959,817
	42%
	8,378,755
	40%
	8,378,755
	37%

	Institutions 
	314,203
	2%
	549,856
	3%
	628,407
	3%
	706,957
	3%

	
	
	
	
	
	
	
	
	

	Total costs (ALL)
	26,183,608
	
	26,183,608
	
	26,183,608
	
	26,183,608
	

	Full cost recovery rates
	
	58%
	
	72%
	
	81%
	
	88%

	Level of subsidies
	(11,128,033)
	-43%
	(7,248,411)
	-28%
	(5,037,954)
	-19%
	(3,252,649)
	-12%


4. CONCLUSIONS AND RCOMMENDATIONS 
The foundation for financial sustainability of waste services can be achieved through ensuring effective and cost-efficient waste services as well as by having a sustainable financial system based on a fair and straightforward cost-recovery policy. Financing of the waste management activities and required investments, as well as collection of sufficient revenues from waste tariffs are two important elements for the implementation of local waste management plans and fulfillment of the national and local objectives. 
By adopting appropriate and practical techniques (as proposed in this case study) and improving decision-making capacities, local authorities are able to set appropriate tariff levels linked directly with the costs, increase revenues, and determine local strategies that ensuring full cost recovery in the medium term. Additionally, the following recommendations should be considered to enable the municipality implementing the findings of this case study and improving local performance on billing and tariffs collection procedures.
a) Increase household tariff: the increase of household tariff should be considered a necessity for the local authorities, not only to enable those improving local revenues and financial capacities, but as well as to make a community more accountable for municipal initiatives. Previous experience
 has shown that maintaining a low and the unchanged tariff level for the household category, for an improved waste management services, did not bring any increase of the collection rate for the households’ category, other than it forced the authorities to raise the level of subsidies in order to finance the additional costs. A higher tariff level would make households aware and accountable for the improved waste management services, as well as would make them more open to innovative municipal initiatives to separate and recycle waste. Subsidy of tariff level, up to 50% for households with economic assistance, is necessary to mitigate the financial burden for this sensitive consumer category.
b) Fiscal incentives: current municipal practices to reduce by 10% the households’ tariff for an early payment, for e.g. within the first 5-6 months of the year, contributed directly to the level of tariff payments for the last year. So it is recognized a better tariff payment rate during this period compared to the following period of the year. We think that the ultimate decision to increase the household tariff for the next year, should be accompanied by an increase of the level of incentive (up to 20%) and a reduction of the period, up to three months (i.e. until the end of March).
c) Outdated obligations and penalties: In addition to the tax incentives, the municipality must apply stronger fiscal enforcement instruments, such as application of penalties up to 20-50% of the out-of-date financial debt. Existing measures for not offering local administrative services for debtors that have not paid tariffs in time, has brought an improvement of payment levels, but it has not been sufficient to ensure a significant progress in the overall tariff payments.
d) Communication of tariffs: according to the existing data, citizens may still be uninformed about liability and how to pay tariffs. According to a survey conducted in the city area, it results that the “willingness to pay” level for household category resulted in a level of 40%
, which is higher than the level of current payment rate (less than 20%) in this category for the year 2012. As mentioned above, we believe that the tariff increase must be accompanied by an extensive awareness and communication activities, concentrating especially:
· During the first 3-months of the year, when the municipality offers fiscal incentives; 
· During holiday periods (in August), when the population of the city is significantly growing; 

· At the end of the year, when consumers should be ​​aware about the penalties in case of non-payment in time.
e) Tax Agent: in order to secure a direct increase of households’ tariff collection rate, it is recommended the cooperation with the local water supply enterprise, which has about 2000-2500 clients that regularly pay water tariffs. Only by delegating the water supply enterprise to collect the waste tariffs from households, could bring an increase of the collection rate at the level of 35%. By taking full administration competency on water supply enterprise in the future, it will help the municipality to increase the number of customers and thus, to increase tariff payers for cleaning services. Moreover, the waste tariff payments through water supply tariff will enable the breakup of annual payment into multi-time payment alternatives: e.g. every month, every 3-month or 6-month. 
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