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What is blended finance?
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Blended finance
uses development
(and government)
flnance to mobilize
commercial finance
to achieve different
SDG goals

Source: OECD (2018), Making Blended Finance Work for the
Sustainable Development Goals, OECD Publishing, Paris,
http://dx.doi.org/10.1787/9789264288768-en., fig 1.1 p. 23
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What is blended finance?

Investors in blended finance transactions targeting water and sanitation
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Infographic

BLENDED FINANCE FOR THE

SUSTAINABLE DEVELOPMENT GOALS
BRINGING DEVELOPMENT AND COMMERCIAL
FINANCE TOGETHER

Blended finance could help bridge the investment gap for the Sustainable Development Goals in
developing countries. Donor governments need to ensure blending approaches attract commercial
sources of finance and directs these to development outcomes.

MORE FINANCING NEEDED TO MEET THE $2.5 TRILLION INVESTMENT GAP
FOR SDGS IN DEVELOPING COUNTRIES

Sources of external finance to developing countries

To raise resources
required,
development
finance has to
mobilise more
finance and better
target commercial
finance to SDGs

~1.4 trillion in 2015

..BLENDED FINANCE COULD HELP BRIDGE THE INVESTMENT GAP...

g(lhat is’blended &‘m&f’f‘i‘_“-‘_‘m
nance T —
Blended finance is the strategic use ‘!

of development finance for the mobilisation '
of additional finance towards sustainable
development in developing countries. DEVELOPMENT COMMERCIAL

FINANCE
Additional finance - commercial finance Y 7 momws D

BLENDED FINANCE CAN SHIFT THE RISK- RETURN

BLENDED FINANCE IS GAINING TRACTION AMONG
DEVELOPMENT FINANCE PROVIDERS

e

Development Assistance Committee
members now engage in blending

167 .

2000 - 2016, to pool finance for blending

What is blended finance?

OECD describes it as “the strategic use of
development finance and philanthropic
funds to mobilize private capital flows to
emerging and frontier markets”

Blended finance can help risk-return profile
of projects to attract private and commercial
filnance to project and activities that help
achieve SDGs in different sectors

Source: OECD (2018), Making Blended Finance Work for the Sustainable Development Goals,
OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264288768-en.



Common types of blended finance
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Blending instruments to leverage private/commercial finance

BLENDING: smart public finance to leverage private finance
[ \

. Tools and
Grants / subsidies Concessional loans / Credit enhancements i
public finance Instruments for
Results-based subsidies, Provide liquidity to Guarantees: reduce risk blend | N to
e.g. to support access extension commercial finance perception, leading to lower g
Eonnciy il muet frakiing providers interest rates and longer tenors attract

e.g. training of borrowers and

lenders Blend concessional with Revenue intercepts, escrow commer Ci al
commercial finance to soften accounts: to secure access to

Technical assistance lending terms funds and reduce risk of non- 1:

e.g. sensitize banks to market payment INnance

opportunities, assess water “First loss” agreements

investment projects, project

preparation, shadow credit ratings . c -
“Patient capital”: equity

Support water sector pooling / participations at below

grouping to access larger market-rate return

commercial finance providers expectations can signal
commitment

Sanitation and Water for All (2017), “How can the financing gap be filled? A discussion paper”, World bank, UNICEF, Fig 4.3, p. 28



In recent years, development finance providers have ramped up their efforts in

mobilizing private finance for the SDGs, including from institutional investors.

Private mobilization generally followed an upward trend since 2012, with direct investment,
guarantees and syndicated loans being the main leveraging instruments in recent years

_— 2018-19

Amounts mobilized from the private sector by official m— 45.0
214 T

development interventions USD billion, 2018-19 average 39.7
16.9 2.0
. (35%) (4%
223 '
18.2 14 . _.
l - ll 63 WL

%) 10%
2012 2013 2014 2015 2016 2017 2018 2019 (13%) (10%)

According to OECD statistics, official development finance interventions by bilateral and multilateral development finance

providers mobilised approximately USD 253 billion of private finance for development outcomes between 2012 and 2019
(OECD, 2021)

The private investors mobilised do not only include banks and other financial institutions, private companies, asset
managers but also institutional investors

Source: Mobilising institutional investors for financing sustainable development, OECD 2021, Fig 4.2, p. 44-45



Blended finance addresses a subset of the SDG targets

that are investible

Alignment between blended finance transactions and the SDGs (2018-20)

17: Partnerships for the Goals

8: Decent Work & Economic Growth

9: Industry, Innovation & Infrastructure
1: No Poverty

7: Affordable & Clean Energy 32%

2: Zero Hunger

10: Reduced Inequalities
5: Gender Equality

13: Climate Action

12: Responsible Consumption & Production

11: Sustainable Cities

3: Good Health & Well-Being m

6: Clean Water & Sanitation - 6%
4: Quality Education . 4%
15: Life on Land . 3%
14: Life Below Water l 2%

16: Peace, Justice & Strong Institutions I 1%

Source: Convergence (2021), The State of Blended Finance, Fig 2, p. 10
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According to analysis conducted by the
Sustainable Development Solutions
Network (SDSN, a global initiative of the
UN), approximately half the funding required
to achieve the SDGs in developing countries
can be in the form of investment.

Blended finance is highly aligned with goals
such as Goal 8 (Decent Work and Economic
Growth) and Goal 13 (Climate Action), while
less aligned with SDGs such as Goal 16
(Peace, Justice and Strong Institutions).

Note: Convergence is the global network for blended finance.
Convergence generates blended finance data, intelligence, and deal
flow to increase private sector investment in developing countries and
sustainable development



Blended finance addresses a subset of the SDG targets

that are investible

TOP COUNTRIES FOR BLENDED FINANCE, BY NUMBER OF TRANSACTIONS (2018-20)

Kenya India Uganda Nigeria
32 18 16
Ghana

South
Africa
1"

Ethiopia
9

Vietnam
10

Myanmar
8

TOP COUNTRIES FOR BLENDED FINANCE: PROPORTION OF DEALS BY TARGET
COUNTRY LAUNCHED BETWEEM 2018-2020

Myanmar
Vietnam
Indonesia
South Africa
Kenya
Migeria
Ghana
Uganda
Philippines
India
Tanzania

Cote d'lvoire

Source: Convergence (2021), The State of Blended Finance, Fig 2, p. 20

Kenya continues to be the most frequent
recipient country of blended capital in recent
years (32 transactions between 2018-2020), in
line with historical trends.

This can be attributed to a number of factors,
including an enabling policy framework for
private sector investment and a range of
geographical and logistical advantages.

The participation of special purpose financial
intermediaries like GuarantCo and InfraCo
Asia (both subsidiaries of the PIDG Group of
companies) are common in transactions in
Vietnam, Myanmar, and Indonesia, signaling
their role in growing the presence of blended
finance in new markets.



Direct and end beneficiaries

Proportion of closed transactions by direct beneficiary
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Source: Convergence (2021), The State of Blended Finance, Fig 2, p. 10
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Micro-, small-, and medium-sized businesses
(MSMEs) and small and growing businesses
(SGBs) also continue to be common direct
beneficiaries of blended capital, with nearly
50% of all transactions between 2018-20
directly targeting one or both groups.

Proportion of closed transactions by end beneficiary

@ Proportion (2015-17) @ Proportion (2018-20)

Rural and Smallholder
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General
Population

Women

Entrepreneurs/
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Achieving scale in the blended finance market: recommendations

« Donors should implement a strategy where a known amount of development funds can be allocated annually to
blended finance transactions. They must make private sector mobilization an essential pillar of their strategy and make
it a key performance indicator for the recipients of their financing.

« MDBs and DFIs must put in place strategies to engage with institutional investors on a radically different scale.

Host country governments can create an enabling environment for blended finance by:
Leveraging limited public funding strategically to attract private investment

Using regional and national MDBs / DFIs as deal originators

Focusing on blended finance projects for local investors that are appropriately structured.
Establishing domestic institutional investor consortia to mobilize local currency financing.

oo ow

Practitioners should support scale by focusing on proven and replicable blended finance structures. They should also
fund standardized simplified fund structures and look to launch aggregation vehicles.

« Convergence advocates for innovation in blended finance that is additional to the market, yet familiar and replicable to
investors. Incremental innovations, and not icebreaker transactions, will be the pathway to scaling blended finance to
meet the SDG financing gap.

« All practitioners, but particularly donors, should publicly disclose blended finance data at the transaction level.

Source: Convergence (2021), The State of Blended Finance, Fig 2, p. 55-82



Mobilisation of private finance in the water sector

m Credit lines

® Direct investment in
companies and SPVs

m Guarantees

m Shares in ClVs

® Simple co-financing

| Syndicated loans

 From 2012 to 2017, USD 2.1 billion (1.4%) of the six year total of private finance mobilized targeted the water and
sanitation sector.

» Guarantees account for almost 60% of private finance mobilized, followed by syndicated loans mobilizing 28% of
private finance.

Source:OECD DAC Statistics. Includes regular CRS reporting and surveys on amounts mobilised from the private sector in 2015,2016 and 2018



The potential of blended finance in water and sanitation

Water and
sanitation
UES

Small-scale

off-grid
sanitation

Multipurpose
infrastructure
and
landscape-
based
approaches

Policy level

Design blended finance in
conjunction with efforts to
Improve enabling
environment

Increase transparency to
make a valid business case
to commercial investment

Establish co-ordination and
co-operation processes for
blended finance

Operational level

Harness the opportunity to mobilise local
commercial actors

Understand business models and revenue
streams across the supply chain and
develop matching blended finance
approaches

Explore development of portfolio of
projects to address unfavorable project
attributes

Design blended finance to build markets
and incorporate a phasing out
subsequently

Source: Keynote. Dr. Wiebke Bartz-Zuccala, Policy Analyst, OECD, "Blended Finance for Water-related Investments"



Blended finance to support public-private-partnerships (PPPs)
for financing across sanitation service chain

Performance Linked Municipal Bonds for Reuse with PPP, private
Annuity Model (PLAM), wastewater treatment: sector: Nagpur’ Anjar
Wai /Sinnar Metro cities in India and Gandhidhar;l Surat

Sanitation credit,
Jalna

Hybrid Annuity Model (HAM):

Namami Gange (STPs) and
Telangana+AP (FSTPs)

Conwveyance

Conwveyance



The Climate Finance Partnership

In January 2019, the Climate Finance Partnership (CFP) was announced, which aims to direct capital into climate-related
projects in developing countries. The Partnership brings together BlackRock, the world leader in asset management,
Agence Francaise de Développement (AFD), the German Ministry for the Environment and the Hewlett and Grantham

foundations.

« The fund consists of the first loss tranche of USD 100 million which will be financed by France and Germany each
contributing USD 30 million. The Hewlett Foundation and the Grantham Foundation, will also contribute.

Dev_elopment AFD Group has been identified as the operator capable of implementing this partnership for France. Knowledge of
Finance climate issues in emerging countries and expertise in the field: environmental and social expertise, tools for

measuring the impacts (carbon footprint assessment) as well as climate taxonomy (project eligibility will be determined based on
the Common Principles adopted by multilateral development banks).

* Investment fund and decisions to be managed by BlackRock in accordance with the established investment policy

Commercial
Finance « To mobilize at least USD 400 million from institutional investors
Impact:
« Need to increase the number of climate-related projects in low For public donors, including France and
Challenge and middle income countries and to increase the amount of AFD, this an opportunity for the large-scale
private financing for these proiects mobilization of prlvate savings and the
chance for a significant global asset
_ « The CFP plans to invest between USD 500 million and USD 1 manager to handle investment projects for
Solution billion in climate change mitigation projects in emerging countries. climate action and to benefit Africa

Source: Mobilising institutional investors for financing sustainable development, OECD 2021, Fig 4.2, p. 52-53



Municipal Development Funds - examples of blended finance

* Municipal Development Funds can provide a much needed link between civic
Infrastructure financing needs and domestic capital markets.

 MDFs usually start as an intergovernmental approach to municipal credit
supply, structured as parastatal organizations, but then evolve to become
financial intermediaries focusing on municipal credit



MDF Ownership Structures — A review

Figure 2: MDF Ownership Structures
Arrayed by Nature of Ownership:

FINDETER
Colombia) U.S. Bond Banks
MNetherlands LGuGe
Canadian Bond Banks (Philippines) INCA

Scandanavian Bond Banks

Finland DEXIA®
Tamil Nadu
State (national) Subnational (relign/local) NopAGov. Assoc.. Private

PUBLIC » PRIVATE

*/ has minority government stock ownership

Peterson John (2006), “Municipal funding arrangements: global experience and lessons learned”, paper for International Workshop on Strengthening
Local Infrastructure Financing, Aug. Mimeo.



Case of TNUDF

Under the World Bank credit of Rs.167 crores, the Municipal Urban Development
Fund (MUDF) was set up in 1988 to fund urban infrastructure needs

TNUDF was established in 1996 as a trust under the Indian Trusts Act 1882, and
IS managed by an Asset Management Company, Tamilnadu Urban Infrastructure
Financial Services Limited (TNUIFSL)

GoTN'’s equity in the venture is restricted to 49%, based on the motivation to
facilitate private sector management in investment decisions.

Other shareholders of TNUIFSL are ICICI (21%), HDFC (15%) and IL&FS (15%).
ICICI, the lead institution, took up management responsibility, putting in place
appraisal systems and key personnel.



Pooled bond funds from capital market in TN, India

FIGURE 1 Pooled Municipal Bond Issuance in Tamil Nadu, India: Financial Structure
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Pooled bond funds from capital
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Source:https://waterfinancefacility.com/

market in Kenya by WFF

The Water Finance Facility (WFF) mobilises large-scale
private investment from domestic institutional investors, such
as pension funds, insurance companies and other qualified
investors, by issuing local currency bonds in the capital
market in support of their own country's national priority

actions on water and sanitation service delivery.

Aim: To develop several country level water financing facilities,
which can issue bond in their capital markets to provide long-
term loans to public or private water utilities that have little or
no access to commercial finance or that have access at
unfavorable terms, such as short tenors.

Through the pooling of projects of credit worthy water and
sanitation companies, the bonds will have lower risk.

This risk can be further reduced, if reserve funds, guarantees,
soft loans or grants for blended finance can be incorporated
into the capital market structures.

WFF unlocks local capital market development by providing
alternative, credit worthy long term investments opportunities
for the local pension funds and other investors of the domestic
capital market.



Pooled bond funds from capital market in Kenya by WFF

« The first National Water Finance Facility (NWFF),
ﬂ | Kenya Pooled Water Fund (KPWF), has been initiated
in Kenya with support of the Netherland Embassy in

d Nairobi, the Kenyan National Treasury, the Ministry of

NSTITUTIONAL Water and Irrigation, the Water Sector Trust Fund,

INVESTORS Ko 5 USAID, SIDA and SNV.
Bond issued in stock market. _ _
Proceeds collected by KPWF « The Kenyan NWFF has been incorporated with a
o e RESERVE ACCOUNT

& GUARANTEES Kenyan Board and senior staff members and expected
Bond proceeds are on-lent the first issuance of pooled bond to be issued in 2019.
to WSPs to fund projects

2
a 3 WSPs pay back for their
loans over 15 years
UTILITY

4

* Kenya Pooled Water Fund (KPWF) is a non-profit
company established to provide water utilities known as
Water Service Providers (WSPs) with access to capital
market financing for their water and sanitation

Bond repayments are infrastructure needs. This long term local currency

e ol financing will enable water and/or sanitation access to

approx. 400,000 people of which 25% are living in

__________________________

Credit enhancements are designated Low Income Areas.
provided through a Reserve
i b ol - KPWEF creates an opportunity for government of Kenya,
~ Development Partners and International Finance
ﬁ Kenya pooled I!ﬁstltu_tlons to a_chle_zve multiple leverage of _thelr sectors
water fund financial contributions (grants, concessional loans,

guarantees, etc.)

Source:https://waterfinancefacility.com/, https://kpwf.co.ke/



Funding though Second-Tier Lender — FINDETER in Colombia

FIGURE 1 Institutional Blending via Second-Tier Lender FINDETER, Colombia: Financial Structure F | N D ETE R ha.S
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Mobilizing commercial finance with partial subsidies

FIGURE 1 Scaling Up Blended Financing for Water and Sanitation in Kenya: Maji ni Maisha Financial Structure

el World Bank - Global Partnership on
Supply of Finance Output - Based AID (GPOBA)
—
Repayment Flows :
Eeesmnnn) J
c/Donor n
.
OBA Loan | ¥ Debt
.
.
Service Provider :
i ]
] Investment g
u Returns 8
1 ]
Community Water Project mmm—————
(Water Service Provider) Equity Participation

World Bank Group (2016), “Scaling up blended finance for water and sanitation in Kenya” in “Case studies in blended finance for water and sanitation”, p. 2.



Annuity and Hybrid-annuity models to leverage private funding

Using annuity models across the service chain — conveyance to treatment

Annuity payments by the government to be made using a recognized
source over a defined time period

Performance based annuity models for citywide scheduled emptying
services — examples from India, Philippines and Vietham

Hybrid annuity models for treatment facilities — examples from India which
draw on the transport sector experience



Performance linked annuity models for conveyance, India

1. Scheduled emptying
* Private company selected through bidding process

« All septic tanks in the city to be emptied once in 3 years —
1/36 each month

O&M Capital
costs Costs

Collection company

A

Household

Private player selected based
] on bidding for citywide
*« scheduled desludging

Fees from service
contract

>
Sanitation tax / Government (ULB)
Property tax

. Performance based fixed monthly payments

Penalties deducted for non-compliance

Payment linked to number of tanks emptied —
Receipts signed by households

Ensuring safe emptying — receipts signed by FSTP
official

No spillage
Use of safe methods — e.g. PPE for workers

. Sanitation Tax

Each household pays a small fixed amount as
sanitation tax, and Sanitation tax + property tax used
to pay private company

Emptying provided without “per-emptying” fee

Sanitation tax much less than the cost incurred per
household previously for emergency emptying



Hybrid Annuity Models for FSTPs and STPs in AP and NMCG

* Private companies - undertake construction, operation and

50% by govt  509% by pvt. Company Repaid maintenance on a DBOT basis. Cost determined by bidding
by govt over contract period

CapEx -> ‘ ‘ » CapEx — 50% by government , 50% by private company
7 Construction phase . . _ _ .
OpEX -> ‘o&wf phaTe ‘ * Annuity payments cover a) CapEx by private company repaid
I 977 LT through annuity payments over contract period, b) and OpEXx
L * Funding by State government alleviates concerns around
| F5TP operator |
Part of the capex shared l l individual ULB financial capacity and payment risks
upfront, followed by
‘_,—“ e m === === === » * Private player clustering approach (multiple ULBs per partner)
GO".-'E'I“I“‘:IJE'I’lt I Ci:‘-?* _1 Cfp't | . _
(State)’ s ) LG ) to achieve scale economies and a large contract

* Private player responsible for selling soil conditioner/bio-

Revenues from sale of
reuse products

fertilizer/biogas and recycled wastewater. In the long term, part

opex recovery planned through user charges

products e.g.
fertilizer

‘ Buyers of reuse )
companies




Escrow mechanism to mitigate Payment Risk

Tripartite Escrow agreement between e

government, private sector, bank g A
LOCAL
GOVERNMENT

Payments to private operators made through

an Escrow account by the Government

ULB transfers
a fixed amount

Payment to
private sector
through Escrow
Account
Reduces risk of
delayed payment

Government to maintain 3 months’ payment

in account at all times from property
tax and

sanitation tax
every month to

operator the escrow
P amount _ﬂ_ l ﬂ

Escrow will be funded by sanitation &

Mitigates late payment risk for private

Minimum Escrow Balance
property tax (Contract Fees Reserve Fund)
ULB Guarantees a minimum balance
of 3 months O&M payment to the
contractor



Reuse for thermal plant using a PPP Model — Nagpur,
Maharashtra

Mahagenco — a thermal power plant firm in Nagpur,
purchases sewage water from the Nagpur Municipal
Council. The STP along with secondary and tertiary
treatment are constructed, operated and maintained by
private provider.

Capital cost - US$28 million: Private provider- 54% of
capital cost and O&M cost, Local government gave
46% of capital cost and land for STP. Private provider
pays local government a fixed amount US$ 2.25 million
a year for 110 million liters a day of raw wastewater.

[ Nagpur Municipal

Council

54% Capital
costs +Land

Sale of sewage

[ deewage j

Treatment Plant

46% Capital Use of
costs + O&M treated water
Mahagenco
(thermal power
plant firm)

Source: MOHUA, “MAHAGENCO- Nagpur Municipal Corporation WasteWater Reuse Project at Nagpur”,
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Reuse by private industry - Anjar and Gandhidham

Anjar Municipal

A private industry partner, ‘Welspun’ reuses treated Sourel and
wastewater from the cities of Anjar and vunicipal Gouncl
Gandhidham in their power plants, textile industry o anemission of taw
and gardens. It used a Design, Build, Finance and ot e
Operate (DBFO) model for this Sewage Treatment '
Plant. oo St ree | e e

(Capacity 40MLD)

by Project Facility**

 Cities receive a revenue of Rs. 62 lakhs per year at
the rate of Rs. 0.4/KL for the raw sewage by Vs of treated water
Wellspun industries. [

A 4

textile industries and

Reuse in Power plants,
for gardening purpose

*The respective ULBs ensure that Sewer generated by citizens is free from Industrial waste, hazardous material, prohibited and restricted material
**Welspun Infrastructure Ltd and Technology Providing Partner lon Exchange Ltd (Concessionaire).
*** Sewage Pumping Station other than GNP Facility, network of bulk transmission of sewage from Designated location to STP is operated by Concessionaire.

29



Public Private Partnership for solar power plant at Water

Treatment Plant (WTP)

It is a performance-based Public-Private

Key features

Solar electricity used for treatment plant

operations Partnership (PPP) model that aims to set up a
Design, install and solar power plant at any public infrastructure of
et Total CAPEX + OPEX th tractual SN2 ) a' Clty
panels heriod . &:I_./ )
H‘“- X

<y

Wwater Treatment Plant  cOSt and will pay only against units of

Capital Payment ‘ . . .
cost . Y —————— P - The city will not have to pay upfront capital
O&M

cost

Electricity e electricity produced by the solar system.
Private :‘.‘aector - : consumed ’
= o - In this PPP model, a private operator will
AN S undertake the financing of both capital
grid expenditure (CAPEX) and operational

expenditure (OPEX) costs.
This is the first of its kind innovative PPP model for
solar system setup at city level. . Additionally, they will handle the design,
installation, and operations & maintenance
(O&M) responsibilities for a period of 15 years
or whatever the city decides.

Source: CWAS, CEPT University access at www.cwas.org.in



Loan program that enables affordable financing for WASH assets, by extending financial and

Case study: Water credits by water.org

technical support to local financial institutions

Technical assistance

Microfinance institution Interventions:

Water.org

-Flexibility for Financial Institutions

A :
: . .Leveraging existing lending solutions
Tochnical WaterCredit * Debt . .Financing contextualised to local
assistance loan * repayment .
: - demographics
: . Tailored WASH Loan Products
Y Piped water connection | / . . )
& supply service . o Water Access financing
> 5
Water utility onernerrenenaennaens Household - o Sanitation Access Financing
Connection fee :
and utility bills . -.Ecosystem Development

Source: https://water.org/documents/53/Water.org_Toolkit 1 - Intro_to Opportunities_in_ WASH_ Microfinance.pdf
https://static.water.org/pdfs/WaterCredit09WaterOrg.pdf
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Stakeholders

Chandigarh Municipal
Corporation

French financial institution -
Agence Francaise de
Developpement (AFD)

European Union

N

/

Chandigarh’s 24x7 Water Supply Project

Objective

Citywide 24*7 water supply

Smart water metering for ~
1.77 lakh connections .

-

~

/

Other Objectives

Water resource augmentation
through leakage reduction

Limited dependence on
groundwater

Structure

Project Cost: ¥578 crore

AFD Funding: ¥412 crore loan
(15-year repayment)

European Union Grant: 98
crore, Technical Assistance

Chandigarh Smart City Ltd.
Contribution: 68 crore

/

New slide

Source: https://www.hindustantimes.com/cities/chandigarh-news/chandigarh-24x7-water-supply-project-central-govt-s-nod-expected-by-april-end-101650921890561.html

https://www.eeas.europa.eu/delegations/india/historic-agreement-24x7-water-supply-project-worth-rs-510-crores-signed-between-municipal_en?s=167
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Lessons from Case Studies of Blended Finance

There are only limited examples of use of blended finance so far to leverage private
and/ or commercial resources for urban and WASH sectors

When designed properly, there are opportunities for scaling up as illustrated by the K-
Rep case in Kenya. For this, it is important to align these approaches with the
prevailing institutions in both urban water and sanitation as well as in the finance
sector

The level of development of the financial sector and capital markets will determine the
extent of opportunities for urban infrastructure. Strengthening links to financing
Institutions and capital markets is critical.

Special measures such as escrow account will help mitigate risks for the private
sector and help bring down costs



How to mobilize additional funding and financing for rural water
maintenance services?

1. Use design and preparation-stage grants to support data collection and harmonization of performance
metrics.

Grants

» Potential funders need performance data to assess investable opportunities and analyze the financial
and operational viability of business models within that sector.

2. Use Technical Assistance to develop capacity and de-risk investments. -

« TAIs crucial to (i) improve the financial viability of the business/project; (ii) support financial modelling Debt
and loan applications; (iii) standardize credit assessments of borrowers. Equity

~
CAPITAL STRUCTURE

« Example: Azure (El Salvador), initiated by Catholic Relief Services, managed by Total Impact Capital TA FACILITY

Iy

Grants
A
3. Deploy flexible debt to account for seasonal variations in operations. n
* Revenue-based loans, where repayments are linked to a revenues rather than determined by a fixed ~—
rate, are one viable approach. g
« Example: Cambodia Revenue Finance Facility (Stone Family Foundation, BIDC)
Debt

Source: Blended Finance for Water Infrastructure Maintenance and Fecal Sludge Management - Outcome Document of Sida & Convergence Working Group



How can blended finance instruments be deployed to mobilize
Investment for rural water infrastructure maintenance?

1. Results-based financing is one step towards mobilizing additional private sector investments
for water infrastructure maintenance.

« Examples: Turkana Water Outcomes Finance Facility; UPTIME.

2. Outcome funds, blended debt and/or equity funds and facilities can overcome the ticket size
constraint many investors face.

« Examples: Take-a-stake Fund; Water Access Acceleration Fund.

3. Credit enhancement mechanisms are crucial to introduce unfamiliar lenders to the water
sector and to tap into local capital markets.

« Examples: Philippines Water Revolving Fund; InfraCredit Nigeria.

Source: Blended Finance for Water Infrastructure Maintenance and Fecal Sludge Management - Outcome Document of Sida & Convergence Working Group



Pathways to scale for businesses and programmatic approaches
INn the on-site sanitation sector..

1. National and regional government need to create the institutional and legal environment for effective FSM,
and make adequate budget allocations. The government is the key funder of FSM.

2. Development agencies and development finance institutions provide concessional loans to support capital
expenditure (backbone infrastructure). They should make more use Technical Assistance to support the long
list of responsibilities of the government and make enterprises/projects investor-ready.

3. Foundations providing grant funding for advocacy and technical assistance as well as grants and patient
capital to sanitation enterprises and projects. This allows enterprises to scale, raise their first round of equity,
and bring on board other funders and investors.

4. Impact investors have shown increased interest in the WASH sector. Their risk-return expectations are
often well beyond what FSM business models can deliver - but blended structures can help bridge the gap.
Patient capital is in high demand.

Source: Blended Finance for Water Infrastructure Maintenance and Fecal Sludge Management - Outcome Document of Sida & Convergence Working Group
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Examples in water sector

UPTIME results-based funding model

Delivers services and et .l @
bears operational risk . -~ o
o " . Resulis reported
/ 4 and confirmed

WPTIME CATALYST FACILITY

Service Provider
i @ !
b r
“

S Paid in arrears for ,
~ . results achieved P

Turkana Water Outcomes Finance Facility

4f W‘:!l.' % FUNDS
| UND INFRASTRUCTURE,

R FUND REPAIRS AND
| SERVICE

OUTCOMES OUTCOMES SERVICE

FUNDIN BASED . PROVIDERS
' ' 2 PUSLIL BR PRIVATE
FI“ANCE RE SPONSIBLE l(ls
DELIVERING AGREED
DUTCOMES

OUTCOMES ARE O g
MEASURED AND Y f
INDEPENDENTLY
VERIFIED

Source: Convergence (2020) “ Blended Finance for Water Infrastructure Maintenance and Fecal Sludge Management - Outcome Document of Sida & Convergence Working
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Blended Finance Solutions for Various WASH Sectors

Instrument

Grants

Concessional Capital

Risk Mitigation

New slide

Results Based Financing

possibly returnable in case of
financial success.

Equity/Debt, impact-linked
loans. Investor returns can step
up in the case of strong success.

Guarantees, insurance
mechanisms, Working Capital

Description Grants for technology Lower interest, zero collateral Credit Guarantees can reduce | Payments are released on
development or testing and flexible debt that helps loan risk and thereby induce achievement of certain pre-
markets can make enterprises to and build credit more investments in targeted | determined outcomes.
companies investment ready | history and investor confidence | areas.
and enable new solutions to and attract commercial debt.
come into the market.

Type Technical Assistance Grants, Junior or subordinate FLDGs, Pari-Passu SIINC (Social Impact Incentives),

Social or Development Impact Bond.
Bill Discounting Facilities for
government invoices to help working
capital in face of payment delays.

Use Cases and
Sub Sectors

All sectors, but especially
those where need for
innovative products and
business models is greatest.

Especially useful for capital-
intensive businesses across all
these sectors

Any sector with
unpredictable cash flows,
which reduces credit flows

As part of Government schemes.

To promote systemic and holistic
thinking and solutions by focusing on
multi-dimensional outcomes.

Examples

* Water.org provided grants
and TA to MFlIs to scale up
HH sanitation loans.

* Donors can pool funds, or
work with investors who
can ensure market-
oriented use of grants.

* Spring Health Safe Drinking
Water raised concessional
capital to provide clean water
to villages in Eastern India.

* Particularly useful for asset-
building ventures like building
toilets or waste treatment
facilities.

* USAID and USDFC
partnered with impact
NBFCs to provide partial
guarantee to unlock credit
for WASH enterprises.

* Roots of Impact and Aqua for All
have provided Social Impact
Incentive payments to WASH
enterprises for achieving
additional social outcomes
(targeting BOP, rural populations,
with a gender focus).

Source: D&A, MOHUA, USAID; WASH Investor Landscape Report
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