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Abstract

The motivation for the study was the challenge in the delivery of solid waste and
sanitation services in Kampala city due lack of appropriate equipment by formal and
informal service providers who use very old vehicles for transportation of solid and
liquid wastes to secondary collection points and/or to disposal sites.

The main objective of this study was therefore to assess the potential of leasing
equipment as an innovative financing mechanism for sustainable solid waste and
sanitation services in Kampala.

The researcher conducted field work in Kampala by collecting data from officials of
leasing companies, equipment suppliers and the secretary of the Kampala Cesspit
Emptiers Association through use of interviews. The researcher also collected data
from officials of Kampala City Council as well as formal and informal solid waste
and sanitation service providers by use of questionnaires. The data collected by the
researcher was clustered into frequencies of responses for each category of
respondents and analysed. The researcher also analysed secondary data from
respondent organisations.

The findings of the study show that equipment leasing has the potential as a financing
mechanism for sustainable solid waste and sanitation services. The findings also show
that leasing is not used by service providers because the solid waste and sanitation
market is not developed due to failure of KCC to play the role of regulator. There is
potential for commercial viability which can be unblocked through proper regulation
of service provision so that service providers and leasing companies find reason to
invest in solid waste and sanitation equipment.

The researcher concludes that Kampala City Council, service providers and leasing
companies have to work together in order to make leasing a useful financing product
for the purchase of solid waste and sanitation equipment. It is however important to
acknowledge that promoting leasing for its own sake does not make leasing an
attractive equipment financing option; a developed solid waste and sanitation market
is a key driver for the development of leasing products for service providers as well
as solid waste and sanitation equipment markets.

The researcher recommends use of smart subsidies such as Out-Put Based Aid in
urban sanitation service delivery, developing a leasing product for solid waste and
sanitation service providers, leasing of equipment and managing it based on
management contracts, allowing for long term solid waste and sanitation contract
periods and improving the regulation, promotion and marketing of solid waste and
sanitation services. The researcher recommends further research on how the legal and
regulatory framework that recognises the role played by informal service providers in
service provision should be provided so that they are recognised by leasing
companies and also researching more on how to improve the regulatory role of
Kampala City Council in the delivery of solid waste and sanitation services.
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Chapter 1 Introduction and Background to the Study

1.0 Introduction

Leasing is a contract which enables one party (lessee) to have the right to use
equipment by payment of small instalments to another party (lessor) with ownership
rights of the equipment(Deelen et al., 2003) Financing through leasing is widely used
in developed countries. Developing countries have witnessed spectacular growth of
leasing especially to medium and large enterprises. In developing countries, the
reported growth of leasing has benefited commercial enterprises with a regular
income to pay the lease instalments but not public service providers whose cash flows
are usually inconsistent. According to Kisaame (2003), the leasing industry is still
new in Uganda and represents less than 1% of private sector capital formation or 5%
of total private sector credit as compared to the average of 14% in emerging markets
and 31% in United States of America. It should also be noted that conventional
capital intensive solid waste and sanitation systems are not appropriate for the
vulnerable poor communities in the cities of developing countries in several
respects(Mehta and Knapp, 2004). Therefore, the challenge of providing sustainable
solid waste and sanitation services can better be dealt with through equipping local
operators with the equipment necessary to deliver solid waste and sanitation services
that respond to local needs of urban residents. It should however be noted that local
operators, private companies and local governments lack the financial resources to
out-rightly purchase the equipment which forms the bulk of investment in solid waste
and sanitation services delivery.

1.1  Background of the study

Leasing is not a new phenomenon in developed countries with one third of private
investment being achieved through leasing vehicles, equipment and machinery but it
is relatively new in most developing countries (Deelen et al, 2003 and Westley,
2003). Financing for SMEs in developing countries has often focused on commercial
trading activities with the capacity to generate regular income. It is therefore
important that microfinance institutions take on leasing as equipment finance is an
unavoidable component of the portfolios of microfinance institutions(Westley, 2003).

According to Kisaame (2003), leasing services target Small and Medium Enterprises
(SMEs) which make up 90% of all Ugandan businesses, provide 50% of the
employment and contribute two-thirds of the national income. The development of
leasing is not only spearheaded by leasing companies but also through Government
programmes to modernise agriculture through leasing using grants provided by
development partners(Kisaame, 2003). Leasing maintains an upward trend with
allocations going to sectors like agriculture, transport, construction, manufacturing,
education and health among others (BOU, 2003).
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At global level, multilateral and donor agencies are promoting a shift from financing
sanitation through grants and subsidies to leveraging market based resources and
promotion of sanitation(Mehta and Knapp, 2004) which is more sustainable as it
captures the needs of service users and encourages lasting involvement of all
stakeholders in service delivery. In slums and areas of the city that are not well
served, local groups do not only have the potential but are also involved in the
provision of solid waste and sanitation services which are tailored to meet the needs
of the local communities in a more responsive and appropriate manner at an
affordable fee(Salifu, 2001). The main issue is that these service providers lack
equipment which is needed for them to provide effective and efficient services.

1.2  Statement of the problem

In dealing with the challenges of solid waste and sanitation in Kampala, the city
authorities and the formal private sector play a great role. However, the role played
by the informal local operators is invaluable especially with regard to providing
affordable solid waste and pit latrine emptying services to poor households. One of
the greatest challenges in the delivery of solid waste and sanitation services in
Kampala city is lack of appropriate equipment (Nyakaana et al., 2006)by formal and
informal service providers yet these are important in the delivery of efficient,
effective and quality services in a timely and hygienic manner. The solid waste
service providers use very old vehicles for transporting of liquid and solid wastes to
secondary collection points and later to disposal sites. Overall it should be noted that
service providers do not have appropriate equipment needed to facilitate delivery of
solid waste and sanitation services. The cesspool emptiers are too old to serve the
purpose for which they are meant and there is lack of equipment suitable for use in
slums where the pit latrine emptying and solid waste trucks cannot reach. This
situation is brought about by lack of capital most of which is meant for investment in
equipment to provide effective, efficient and quality services. The city authorities, the
private companies and informal local operators involved in delivery of solid waste
and sanitation services lack their own capital and/or collateral needed in order to
secure loans to invest in appropriate equipment to improve solid waste and sanitation
services delivery. The implication for this is the need to devise innovative financing
mechanisms to enable the solid waste and sanitation service providers in Kampala to
deal with the problem of solid waste and sanitation equipment finance in a sustainable
manner.

1.3 Justification of the study

It is important that this study was carried out because of the following reasons;

a) The study highlights the potential of leasing as an innovative tool for
leveraging market and private resources in the provision of solid waste and
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b)

d)

1.4

sanitation services in Kampala City. The study will therefore showcase the
role that financing institutions and equipment suppliers/ manufacturers can
play in turning around the solid waste and sanitation situation in Kampala
through the provision of leasing services to the service providers.

The study has added new knowledge to existing literature as it will highlight
leasing as an avenue of leveraging market and private resources for solid
waste and sanitation improvement in Kampala City not through traditional
borrowing mechanisms but through generating cash flows through the use of
equipment.

The study has given recommendations for leasing services and analysed
critical constraints to the socio-economic and legal dimensions of leasing.

The study is also a requirement in order for the researcher to fulfil the
requirements for the award of a Masters Degree in Urban Management and
Development.

Research objective

To assess the potential of equipment leasing as an innovative financing mechanism
for sustainable solid waste and sanitation services in Kampala.

1.5

1.6

Research questions

What are the types of equipment used to provide solid waste and sanitation
services in Kampala?

What is the quality and performance of the equipment used to provide solid
waste and sanitation services?

What are the financing options used to purchase solid waste and sanitation
equipment and what are the experiences of service providers with leasing?
What are the positive and negative perceptions on leasing solid waste and
sanitation equipment by the service providers in Kampala?

What is the trend, extent of demand for leasing services and performance of
lessees who are solid waste and sanitation service providers in Kampala?
What are the requirements that have to be fulfilled by a prospective lessee in
order to qualify for a lease product?

What should be done in order to promote leasing as a financing option for the
purchase of solid waste and sanitation equipment in Kampala?

Hypothesis

Leasing is a financing mechanism that increases access to and use of appropriate solid
waste and sanitation equipment.
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1.7 Structure of the thesis

This research report consists of content which is presented in six chapters as indicated
below;

Chapter one consists of the introduction and background to the study and justification
of the study. Also presented under this chapter is; the objectives of the study, research
questions and the hypothesis.

Literature review is presented in chapter two. The literature presented is mainly on
what has been researched about leasing equipment and the current practices in
financing solid waste and sanitation services.

Chapter three consists of description of the research area. This includes the
population of the research area, information on solid waste management, sanitation,
excreta disposal system, drainage system, environmental management and land use
planning of Kampala city among other key issues.

Research methods are presented in chapter four of this report. This includes
information on interviews, questionnaires and secondary data sources used by the
researcher to collect data.

Chapter five presents the discussion of findings of the study. These are presented in
relation to the sequence of research questions for all categories of respondents.

Chapter six presents the conclusions drawn by the researcher based on the findings
discussed in chapter four. Finally recommendations on how to promote the use of
leasing in purchasing solid waste and sanitation equipment and suggestions for
further research are made.
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Chapter 2 Literature Review

2.0 Introduction

Review of existing literature started in March 2007 by reading materials relating to
leasing found in textbooks, journals, magazines, newspapers and the internet among
other sources. The reading materials were accessed through extensive use of libraries
of the Institute of Housing and Urban Development Studies, Erasmus University and
WASTE. The literature presented in this chapter enabled the researcher to know what
has been researched on in the area of leasing and what the findings were. This
therefore enabled the researcher to use the study to fill the missing gap in the
available literature.

Definition of leasing

Leasing is a contract through which the lessee uses equipment owned by the lessor on
payment of regular specific installment to the lessor(Deelen et al., 2003). Leasing is a
contract arrangement benefiting lessors and lessees given the fact the lessee generates
cash flow from the use of the equipment while the lessor receives income without
loosing the right to own the equipment. The separation of the right to use equipment
from ownership of the equipment is a key characteristic of leasing. The main
advantage of leasing is that the lessees benefit from using equipment before they
really own it since they realise an income during the lease term. Leasing is also
unique in the sense that it is a form of financing which has no or very few collateral
requirements that provides a launch pad for many potentially successful SMEs whose
loan applications are often rejected due to lack of collateral. Unlike other forms of
credit, with leasing the risk of diverting funds is prevented since the lessor directly
purchases the equipment to be used by the lessee. It should however be noted that
collateral can be a requirement depending on the size of investment at stake
(Kisaame, 2003).

Types of leasing

According to Deelen et al (2003) leasing is defined in four different ways based on
the kind of contractual obligations agreed upon between the lessor and the lessee and
these different meanings may also differ from country to country. These include;
finance lease, operating lease, hire purchase, and sale/lease back lease.

In case of a finance lease the total of the lease payments over the lease period are set
to cover the cost of the equipment, interest and profit of the lessor and at the end of
the lease term, the lessee may chose to purchase the equipment on payment of a
nominal fee.
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For an operating lease the lessor purchases and owns the equipment with the intention
of making profits by renting it out to different lessees who are usually interested in
using the equipment for a limited/short period. In this arrangement the lessor bears
the risks related to the residual value and obsolescence of the equipment.

Hire-purchase is a way to finance the purchase of equipment just like with financial
leasing only that it is used to purchase small items. In the case of hire-purchase,
ownership is transferred gradually from the lessor to the lessee with each payment
and the lessee takes full ownership on payment of the final instaliment.

The sale and lease-back is also like a financial lease only that the lessee is the initial
owner of the equipment but sells it to the lessor and then signs a leasing contract to
lease back the equipment through making regular payments to the lessor.

2.1  The challenge of providing solid waste and sanitation services

A cause of poor health in many households in Africa is inadequate sanitation where
coverage is lower than on any other continent. In fast growing urban areas, poor
households are increasingly exposed to greater risks with the percentage of
households with access to sanitation services declining considerably(WHO and
UNICEF, 2000). In Uganda, poor urban planning has resulted in persistent poor
sanitation which makes extending the sewerage network to the scattered settlements
very costly and difficult(GOU, 2005). The few connections to the sewerage network
and limited expansion which undermines efforts aimed at extending the sewerage
system to outer lying areas of Kampala. The majority of households predominantly
use pit latrines there by contributing to contamination of ground water aquifers. The
Government of Uganda has responded to challenges posed by the poor sanitation
situation using different strategies. One of these approaches is the construction of
more pit latrines and promoting the use of dry toilets by the Directorate of Water
Development (DWD), Ministry of Health (MoH) and Kampala City Council (KCC).
However increasing pit latrine coverage is not an end in itself as this only provides a
solution for temporary treatment and storage of human excreta. A big challenge
remains with regard to the transport and disposal of human excreta as the majority of
households are not connected on the conventional sewerage network. These
households need pit latrine emptying services which do not seem to feature in the
scope of activities of the National Water and Sewerage Corporation (NWSC) and
KCC to the desired extent.

The Government of Uganda identified sanitation as one of the key issues facing the
water and sanitation sector and recommended more policy attention towards
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environmental sanitation. The Poverty Eradication Action Plan (PEAP) therefore
identified sanitation as a key priority area at the national level. However key
responsibilities for sanitation lie with MoH, Ministry of Education and Sports
(MoES) and the Ministry of Water and Environment (MWE). The urban local
governments have minimum resources for solid waste management and do not have
budgets dedicated to liquid waste management yet they are directly responsible for
dealing with sanitation problems in urban areas where the majority live under life
threatening unsanitary conditions. There is limi