11" EUROPEAN DEVELOPMENT FUND
NATIONAL INDICATIVE PROGRAMME 2014-2020
FOR THE COOK ISLANDS




GENERAL CLAUSES

The Cook Islands and the European Commission hereby agree as follows:
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The Cook Islands and the European Commission, hereinafter referred to as the Parties,
determined the general orientations for cooperation for the period 2014 to 2020.

These orientations which are included in the National Indicative Programme, concern the
European Union Aid in favour of the Cook Islands, and were drawn up in accordance with the
provisions of Articles 2 and 4 of Annex IV to the ACP-EC Partnership Agreement, signed in
Cotonou on 23 June 2000, revised and signed in Luxemburg on 25 June 2005 and revised and
signed in Ouagadougou on 22 June 2010. The National Indicative Programme is annexed
hereafter.

As regards the indicative programmable financial resources which the European Union envisages
to make available to the Cook Tslands for the period from 2014 to 2020, an amount of EUR 1.4
million is foreseen for the allocation referred to in Article 3.2 (a) of Annex IV of the ACP-EC
Partnership Agreement (A-allocation).

A B-allocation referred to in Article 3.2 (b) can be established to cover unforeseen needs. This
allocation is at EUR 0 until a need arises. These allocations are not entitlements and may be
revised by the Commission, following the mid-term and end-of-term reviews, in accordance
with Article 5.7 of annex IV of the ACP-EC Partnership Agreement,

The A-allocation is destined to cover macroeconomic suppott, sectoral policies, programmes and
projects. The National Indicative Programme concerns the resources of the A-allocation, It also
takes into consideration financing from which the Cook Islands benefits or could benefit under
other European Union resources. It does not pre-empt financing decisions by the Commission,

The B-ailocation is destined to cover unforeseen needs such as humanitarian, emergency and post
emergency assistance, where such support cannot be financed from the EU budget, contributions
to internationally agreed debt relief initiatives and support to mitigate exogenous shocks. The B-
allocation shall be established according to specific mechanisms and procedures and does
therefore not constitute a part of the programming,

Pending the entry into force of the Internal Agreement between the Representatives of the
Governments of the Member States of the European Union, meeting with the Council on the
financing of European Union Aid under the multiannual financial framework for the period 2014
to 2020, financing decisions for projects and programmes can be taken by the Commission at the
request of the Cook Islands within the limits of the A- and B-allocations referred to in this
document under the condition that sufficient financial resources are available in the transitional
measures ("Bridging Facility") composed of uncommitted balances from the previous EDFs and
from funds de-committed from projects or programmes under those EDFs.

The respective pmjects and programmes shall be Implemented according to the rules and

procedures of the 10™ EDF until the entry into force of the 11" EDF implementing rules and
financial regulation,
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The Furopean Investment Bank may contribute to the implementation of the present National
Indicative Programme by operations financed from the Investment Facility and/or from its own
resources, in accordance with Articles 2¢ and 3 of the 11™ EDF multi-annual financial framework
for the period 2014-2020,

In accordance with Article 5 of Annex IV to the ACP-EC Partnership Agreement, the National
Indicative Programme as well as the A-and B-allocations can be revised following the mid-term
review and the end-of-term review or ad hoc reviews.

For the Government of the Cook Islands A the European Commission




TABLE OF CONTENTS
Acronyms and Abbreviations

0. Summary
1. The overall lines for the EU response
1.1. Strategic objectives of the EU's relationship with the partner country
1.2. Choice of sector: Water and Sanitation
2. Financial overview (indicative amounts)
3. EU support per sector
3.1 Water and Sanitation
3.1.1 Overall and specific
3.1.2. Expected results
3.1.3 Donor coordination and policy dialogue:
3.1.5. The Government's financial and policy commitments:
3.1.6. Environment Assessment
3.1.7, The overall risk assessment of the sector intervention:
4, Measures in favour of civil society
5. B-allocation
6. Support measures
6.1, Measures to support or accompany the programming, preparation or implementation of actions

6.2, Support to the National Authorising Officer

Attachments

1. Country at a glance

2. Donor matrix

3. Sector intervention framework and performance indicators
4, Indicative timetable for commitment of funds




Acronyms and Abbreviations

ACP
ADB
EDF
EIB
EU/EUD
GDP
MDG
MI'EM
NAO
NSDC
NSDP
PEFA
PFM

SRC

African, Caribbean and Pacific Countries

Asian Development Bank

European Development Fund

European Investment Bank

European Union / European Union Delegation
Gross Domestic Product

Millennium Development Goals

Ministry of Finance and Economic Management
National Authorising Officer

National Sustainable Development Commission
National Sustainable Development Plan

Public Expenditure and Financial Assessment
Public Financial Management

Sector Reform Contract




0. Summary

The Cook Islands are classified as an Upper Middle Income Country with a population of
approximately 15,000 which is declining, and has one of the highest GDP per capita in the Pacific at
approximately EUR 12,000 in 2014, Remittances play an important role, while economic development
is hindered by its isolation from foreign markets, small population centres on the main island and
depopulation in outer islands, lack of natural resources, frequent natural disasters, limited
infrastructure, as well as the high cost of finance. Nonetheless, over the last 10 years, the economy of
the Cook Islands' has achieved an average real growth rate of 1.3%, with real GDP growing by 3.3%
in 2012. The unemployment rate is estimated at 8% with young people making up one third of all
unemployed. Disparities in income are significant between the outer islands and Rarotonga.

Since 1965, the Cook Tslands have been a self-governing state in free association with New Zealand
and its citizens possess New Zealand citizenship. It is a Westminster-type democracy with a 24-seat
unicameral Parliament elected every four years. A House of Chiefs advises the Government on
customary use of land. Two parties dominate the political stage: the Cook Islands Party (CIP) and the
Democratic Party (DP). The Cook Islands and the EU are like-minded partners and relations are
excellent.

The Cook Islands Government indicated its preference to maintain water and sanitation as the focal
sector for EDF11. Based on identified priorities in the country and its continuity with the EDF10
cooperation, this choice was endorsed.

A sound sanitation sector policy was adopted in December 2013 providing overall policy orientations
as well as budgeting, monitoring and evaluation tools. The EDF support to the sector will contribute to
extend the Muri Lagoon Water Treatment Programme to other areas of the Cook Islands. The project
has so far been implemented together with New Zealand, and will improve the water quality and hence
improve public health and environmental protection. Complementarity of the donor's approach is to be
highlighted in this case, with EU implementing a budget support programme and while New Zealand
continues to support concrete and complementary projects.

Following consultations with the Government of the Cook Islands and Development Partners, in
particular with New Zealand, and subsequent agreement with the Government, the 11" EDF National
Indicative Programme, in the amount of EUR 1.4 million for the period 20142020 will focus on one
sector, which is considered vital for the Country's continued sustainable and inclusive development;

Water and Sanitation - building on successful initiatives under previous EDF sector
programmes. Continued support will be provided to improve water supply and sanitation,
for which an amount of EUR 1.4 million or 100% of the total NIP, is foreseen.

The Country will also benefit considerably from regional activities under the forthcoming EDFI11
Regional Indicative Programme for the Pacific, which is likely to focus on (1) Regional Economic
Integration, including Trade-Related Assistance; (2) Sustainable Management of Natural Resources;
and (3) Governance, Support to Non-State Actors, as well as Capacity Building,

In addition, the NIP may be complemented by operations financed by the EIB from the Cotonou
Investment Facility, the Investment Facility for the Pacific, and/or the EIB's Own Resources.
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1.1

1.2,

The overall lines for the EU response

Strategic objectives of the LU's relationship with the partner country

The European Union (EU) and the Cook Islands have over a decade long history of co-
operation and partnership which started in June 2000, The ACP-EU Partnership Agreement
will remain in force until 2020 and is centred on the objective of reducing, and eventually
cradicating, poverty through sustainable development and gradual integration of ACP
countries into the world economy,

Cooperation between the EU and Cook Islands shall therefore continue to pursue these
objectives in keeping with the fundamental principles of the Agreement such as human rights,
democratic principles, the rule of law, good governance, conflict prevention and resolution
elc,

While a strong ownership of the country development strategy and the alignment of EU aid
with this strategy will remain essential elements, the EU development approach set out in
2011 "EU agenda for change" and in the 2012 EU Communication "Zowards a renewed EU—
Pacific development partnership” will also be reflected. As a result, efforts will be made
toward developing a more targeted delivery of aid to ensure maximum poverty reduction and
to help address climate change challenges.

The EU 11" EDF programming and implementation is guided by the principle of alignment
of the EU development strategy with the Cook Islands National Sustainable Development
Plan (NSDP). The Plan sets the goals and strategies to achieve the Te Kavenga Nui, the
country's 2020 visionary framework for development, to be implemented over 3 phases. The
current NSDP 2011-2015 foresees among others the establishment of a sound system of
governance, with effective and responsible economic and financial institutions, high
investment in water and sanitation, and an inclusive development process respectful of the
environment, Climate change is also identified as a key priority.

Against this background, the EU Strategic cooperation with the Cook Islands for the 11" EDF
will be guided by the existing NSDP and its future revisions until 2020.

The EU response and National Indicative Programme may be complemented by operations
financed by the EIB from the Cotonou Investment Facility and/or its Own Resources.

Choice of sector: Water and Sanitation

Within government efforts, the water and sanitation sector is supported by substantial
programmes and is essential to promoting public health, achieving long term protection of the
environment and promoting economic growth of the Cook Islands, notably by ensuring that
all waste water is treated to the highest appropriate standards and disposed of in ways that
minimises any residual effects. The National Sustainable Development Plan 2011-2015
objectives, under priority area six (ecological sustainability), seek to improve the
management and quality of water resources through an integrated approach, This includes
improvement in water quality through better sanitation, implementing a waste minimisation
programme and providing appropriate facilities and incentives to support the purpose of

achieving zero waste,
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In addition implementing an ecosystem approach to the management of marine resources,
developing and implementing interventions to ensure land use is sustainable and protecting
the biodiversity and ecosystems of the Cook Islands will be key elements of the approach.
This is also in line with the country's response to climate change challenges which foresees
investments in activities that will reduce vulnerability and build resilience (NSDP priority
area five).

Positive developments in the sector, notably a water partnership between New Zealand, China
and Cook Islands, have led to the negotiations of funding agreements on a tripartite basis in
December 2012. Sanitation co-ordination is somewhat different and complex insofar as
agreement has yet to be reached identifying potential partners and a preferred sanitation
option by Cook Islands government. The EU Sector Reform Contract {SRC) in Sanitation
under the 10™ EDF, which started in 2014, will go a long way to help set up a sanitation
sector context conducive to additional support being provided for the sector,

Key challenges for water supply relate to the geographical dispersion, the consequent high
cost of providing services to the islands and the general shortage of appropriate qualified staff
in the sector. In recent years water supply has had considerable support both from the
government and the development partners. The sector attracts the highest atlocation of funds
from the government capital expenditure of all sectors amounting to 15% of the national
budget for capital expenditure. The lack of metering of production or consumption of water
by users often lead to increased and wasteful consumption with little incentive to conserve
water, particularly in Rarotonga. While water resources are scarcer in the outer islands,
people are more inclined to conserve water.

Less support is however provided to the sanitation sector., While access to flush toilets has
improved, poor quality of construction and lack of maintenance of septic tanks continue to
present environmental challenges. The contamination of freshwater and lagoon pollution are
key concerns. Furthermore, with the exception of the main island of Rarotonga, and of
Aitutaki, there is no sewage treatment in the other outer islands. Governmeni introduced
sanitation and septic tank standards and regulations in 2008. However enforcement remains a
problem due to lack of financial resources and human capacity.

EU's efforts in the water and sanitation sector will provide the needed support, This is
expected to result in better public health, and children’s health in particular, while protecting
the environment and confributing to economic growth (NSDP result area 1) via an indirect
positive effect on tourism, which is the country's leading economic sector. Without economic
growth none of the other millennium developments goals, which the Cook Islands is set to
achieve by 2015, will be maintained in the long run.

The preferred modality of intervention for the EDF assistance remains budget support, under
a specific Sector Reform Contract, provided that the eligibility criteria so far met by the
Government of the Cook Islands are maintained. Alternative funding options, in close
coordination with other donors, can however also be considered in line with aid effectiveness
principles.
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Apart from focal sector support, there will be no specific measures to support non-focal areas
of intervention. However, some EU suppoit is foreseen during the 11™ EDF, notably through
political and policy dialogue, in areas relating to the participation of civil society in the policy
dialogue and monitoring of national programmes, in addressing gender issues (in particular
violence against women) and in the monitoring of public finance management reforms,

Financial overview (indicative amount)

Water and Sanitation EUR 1,4 million 100%
MeaSL}rejs in ttavour of 0 0%
civil society
Support measures ) 0%
TOTAL EUR 1,4 million 100%

U support per sector

Water and Sanitation (indicative amount EUR 1.4 million)

The following overall and specific objectives will be pursued:

In'line with the national goal set in the National Sustainable Development Plan, the overall
objective is to contribute to the sustainable economic growth of the Cook Islands, through a
viable management approach of its natural resources and ecosystem.

The specific objective is to improve water quality through better sanitation measures. This
objective is directly aligned to the priority area six of the National Sustainable Development
Plan and has indirect positive impact on other key priority areas.

. For the specific objective the main expected result is:

(a) The Cook Islands sanitation policies and regulatory frameworks are strengthened,
monitored and their compliance enforced, with due regard to the environment and the
consequences of climate change.

The main indicators measuring the aforementioned results are contained in the sector intervention

framework attached in Annex 3.




3.1.3. Donor coordination and policy dialogue

Donor coordination in the Cook Islands is effectively facilitated through the National
Sustainable Development Commission (NSDC), the central authority supervising alt
government and development assistance activities and progress towards development
outcomes, The Minisiry of Foreign Affairs and Immigration is the political entry point for
development partners, while the Ministry of Finance and Economic Management (MFEM) is
the operational entry point for all partners to engage on the management and delivery of aid
investments.

The National Aid Policy promotes aid effectiveness to ensure development assistance works
for the long term interest of the people of the Cook Islands. Annual development partners’
roundtable meeting since 2011 have provided opportunities to better understand
Government’s priorities and to co-ordinate development partner assistance.

The Government has a long established harmonized arrangement with New Zealand and
Australia whereby both countries’ assistance is managed by the New Zealand Aid Programme
through a delegated management agreement. In 2009, the Asian Development Bank (ADB)
also used a budget support modality in its economic recovery support program loans provided
to offset the effects of the global economic crisis, A new EU funded energy facility will blend
funds with ADB in the renewable energy sector in 2014,

None of the EU Member States have major aid programs in the Cook Tslands however Italy
has provided some limited assistance to the Cook Islands.

Sector coordination in the water and sanitation sector is regulated by the new policy for
sanitation, adopted in December 2013. Donor coordination will be led by the National
Sustainable Development Commission, in conjunction with the Water and Sanitation
Department, Government and partners will review results on an annual basis during national
development partner fora and at the occasion of sector coordination meetings.

3.1.4. The Government's financial and policy commitments are:

The government is committed to implementing its national development strategy and maintain the
country’s eligibility for budget support,

Maintaining a stable macro-economic framework. Although small and narrowly based, the Cook
Islands economy is characterised as open and relatively strong. The Cook Islands is a self-
governing country in free association with New Zealand. Its nationals are New Zealand citizens
and as such, have open access to work and residency in New Zealand. This provides a greater
degree of economic security than enjoyed by other Pacific countries.

The Government of Cook Islands is pursuing a sound macro-economic policy conducive to
maintaining stability. The cconomy has recovered from the setback caused by the global
economic crisis and the escalation in commaodity prices, and the counfry has recorded a positive
growth in the past two years.

The recovery has been determined by the strong growth in the tourism sector and by the economic
reforms improving the efficiency of the public sector, reducing the levels of external debt and

strengthening fiscal discipline,
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Gross Domestic Product (GDP) has increased by 0.8% in 2012 and the growth rate is expected to
continue to be positive in the medium term, according to the recent Asian Development Bank's
macroeconomic assessment, The economy remains however highly vulnerable to external shocks
and to the performances of the New Zealand and Australian economies, which affect tourism
trends in the Cook Islands. Although the prospects for further development of non-tourism based
industries are very limited, the Government is making efforts to develop a broader economic base,
diversifying the economy, in particular by reviving the country's pearl industry.

Implementing a credible Public Financial Management (PFM) reform plan, In terms of
Public Financial Management, a credible and relevant programme of improvements has been
established. Despite constraint in human resources capacity in the country, the Government is
implementing a robust Public Financial Management framework, addressing weaknesses in the
financial systems. Recent reviews - such as the Public Expenditure and Financial Accountability
(PEFA) self-assessment in 2013, the annual policy dialogues during development partner
roundtable and the high level bilateral discussions — have confirmed progress. The Government is
further committed to gradually increasing transparency and oversight of the budget.

Implementing the Sanitation Sector policy. The National Sustainable Development Plan
provides a credible path towards the sustainable development of the country and contains key
reference to the Sanitation Policy.

Along with the above mentioned National Sustainable Development Plan (NSDP) 2011 — 2015,
Government commitment in the sanitation sector is then translated in the recent Cook Islands
Sanitation Policy adopted in 2013. A number of mutually reinforcing documents further guide the
policy direction for sanitation. These include the Ministry of Health Public Sewage Code 2008,
the Public Health Sewage Regulations 2008, the Environment Act 2003, the Draft Integrated
Water Resource Management Policy and the Waste Management Initiative 2011 — 2014,

The key Sanitation Policy focus is on public health and sustainable management of the
environment, ensuring a safe and responsible management of wastewater, A comprehensive
analysis of the costs for the sanitation sector has been carried out and a Sanitation Sector Plan was
finalized at the end of 2013. The Sanitation Sector Plan operates on a rolling three years
framework aligned to the national budget process, which attempts to capture all funding from
donors and stakeholders to the sector, including a blend of grants and loans. Level of spending in
the water and sanitation sector has more than doubled in the past year from EUR 1.2 million in
financial year 2011/12 to EUR 3.1 miflion Euro in 2012/2013. In the medium term, this is further
expected to increase up to EUR 12 million in financial year 2014/2015. The majority of funding
will be managed through a blend of grant and loan finances with discrete donor projects for water
(New Zealand grant, China and ADB Loans) and sanitation (New Zealand, Australia, EU grants).

3.1.5 When needed, the appropriate type of envirenmental assessment (Strategic Environmental

Assessment or Environmental Impact Assessment) will be carried out.

The environmental assessment and climate risk assessment procedures in the Guidance for
the Integration of Environment and Climate Change in FEuropean Commission
Development Cooperation will be applied to determine the need for an environmental
assessment and/or a Climate Risk Assessment. Even if an environmental assessment or a
cumulative risk assessment is not deemed necessary, the screening questionnaire will help
identify environmental and climate change (adaptation and mitigation) aspects that could
be integrated in the project/programme formulation in order to enhance their environmental
and climate change performance.




3.1.6 The overall risk assessment of the sector intervention:

5.1.

6.

The key risk associated with implementing the programme is government's ability to maintain
its eligibility to receive EU budget support, However this risk is sufficiently mitigated by the
solid path taken by the Government in past years to strengthen its macroeconomic and public
financial management policies.

Government effectiveness to perform in public sector and service delivery in the sanitation
sector is a further risk. However measures funded by the ADB are underway to strengthen the
public sector reform program and the leadership capacities of the Water and Sanitation
Department in the water, waste and sanitation sector.

Finally, the major risk in a small island like the Cook Islands remains the high level of
vulnerability to exogenous shocks and disaster, which potentially have a large impact on the
economy and the population. Possible natural hazards include typhoons, droughts,
earthquakes, tsunamis, floods, storm surges and landslides. Human induced hazards include
epidemics, oil spills, transportation accidents, fire, and loss of life at sea, among others.
Whilst disasters in the past have been, and are most likely to remain natural, increasingly
human-induced or technological disasters are expected to occur. Furthermore, climate
change, which is likely to result in sea level rise and increased intensity of tropical cyclones,
is a particular concern. While efforts are being by Cook Islands to develop ifs resilience, the
free association agreement between the Cook Islands and New Zealand also provides a buffer
mechanism to mitigate those risks,

Measures in favour of civil society

Specific measures for support to civil society organizations are not set aside. An active
participation of civil society in the programming and implementation of the EU support will
however be ensured. Involvement of civil society will be monitored though the regular policy
and political dialogue between the EU and the Cook Islands.

B-allocation

A B-allocation may be included in the NIP for unforeseen needs (specifically relevant for
fragility situations). This allocation is at EUR 0 until a need arises. In case of necessity, a
Financing Decision to meet an unforeseen or urgent need can always be taken notwithstanding
the status of the indicative B-allocation mentioned in the NIP.

Suppoert measures

Measures to support or accompany the programming, preparation or implementation
of actions

Measures in support of the EU National Indicative Program will be funded by the Government
of the Cook Islands’ budget and not as a stand-alone allocation of the NIP.
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6.2.  Support to the National Authorising Officer

Measures in support to the National Authorising Officer will be funded by the Government of
the Cook Islands’ budget and not as a stand-alone allocation of the NIP,

Attachments
L. Country at a glance
2. Donor matrix showing the indicative allocations per sector
3. Sector intervention framework and performance indicators
4, Indicative timetable for commitment of funds
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