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About this training module on Financing
and Contracting Options for FSSM

= After making cities ODF under Swachh Bharat Mission, now, need to think ‘bevond loilets’ for achieving SDG 6.2 - I m._
focus on conveyance, treatment and also reuse for “safely managed sanitation” y _-
* ~ 70% of wastewater remains untreated’ and discharged in the domestic environment, agriculture fields or in
water bodies

+ Conventionally, “"beyond toilet” entails treatment plants connected to large scale sewerage systems, typically
funded by central and state government programmes
* __ but only 400/4700 Indian cities, have sewerage connections with freatment plan2. Most small cities have on-
site sanitation systems which are financially viable for smaller cities®to service and manage .

« FSSM is a viable solution
« Faecal Sludge and Septage Management (FSSM) now recognized nationally through National FSSM policy
and missions and activities such as Swachh Sarvekshan and AMRUT programme. %
« Indian states now evolving FSSM strategies and implemeting in cities through various state programmes and &
funds. Governemnt of India has also made available programmatic funding through AMRUT and certain SBM
components

+ This module focuses on —
» how cities can leverage available public funds,
= augment these with private financing and encourage private sector role in service delivery
= explore other blended and innovative financing mechanisms

« guidance on potential service and operation models in FSSM for both conveyance and treatment
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India has seen impressive sanitation achievements in making cities open defecation free and has largely succeeded in
achieving the goal of Swachh Bharat Mission. However, achieving Sustainable Development Goal 6.2 for moving
towards “safely managed sanitation” i.e collecting and treating all faecal waste safely, will require greater effort.

For moving ‘beyond toilets’ we need to focus on conveyance, treatment and also reuse. Data suggests that nearly
80% of faecal waste in India remains untreated? and discharged in the domestic environment, agriculture fields or in
water bodies

Conventionally, in India, this entails treatment plants connected to large scale sewerage systems, typically funded by
central and state government programmes. As a result, out of 4700 cities, only around 400 cities have sewerage
connections with treatment plant2. Most cities have on-site sanitation systems, which are financially viable for
smaller cities® to service and manage.

The need for Faecal Sludge and Septage Management (FSSM) is now recognized at the national level through
National FSSM policy and missions and activities such as Swachh Sarvekshan and AMRUT programme.

Indian states are now evolving FSSM strategies and implemeting them in their cities through various state
programmes and funds. Governemnt of India has also made available programmatic funding through AMRUT and
certain SBM components.

This module on “Financing and contracting options for FSSM” focuses on how cities can leverage available public
funds, augment these with private financing, encourage private sector role in service delivery and explore other
blended and innovative financing mechanisms. It will provide guidance on potential service and operation models in
FSSM for both conveyance and treatment.




Learning objectives for this training

@ 1. Become familiar with the FSSM finance scenario in

India and mechanisms adopted by states/ cities

@ 2 Understand components of different FSSM

business models for conveyance and treatment

‘oj' 3. Understanding processes for contracting with

private sector and build balanced contracts

/ 4. Understand financial requirements, potential
@ sources and budgeting for operationalizing FSSM in

a city

/ 5 Leamn about emerging innovative mechanisms for
l{'.] FSSM projects
A4

What can participants expect to do after
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Select an appropriate model for
providing FSSM services in their city

Develop viable options for financing
this model

Select a private player for providing
services

Develop appropriate contracts for
engaging private players




Structure of the training

Objectives

§
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Session 1 Session 2 Session3
FSSM finance in Business models Business models
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» To stress on the emaerging
importance and emphasis
on FSSM in India

+ Refresh concepts of
sanitation value cham,
steps for operationalising
FSSM in a city, financial
requirements for FSSM
and potential sources for
CapEx and OpEx

= Understand the current
scenarnio of FSSM finance
in India

Activity 1
Pre - assessment quiz

Activity 24

«Introduce the types of senice
models for operationalizi

= Introduce the types of modals
B e skiment

scheduled/ demand based
desludging

« Understand benefits,
challenges, apphicability for
each model as well as
operational and financial roles

+ Become familiar with
national/intemational case
studias of business models in

comeyance

Activity 3
Quiz on PLAM desludging
service

FS3M
estimation for a city

Activity 28
State budget estimation

ty 4

Building a model for a
financially feasible
desludging business in a city

CEPT

= Understand benefits,
challenges, applicability for
each model as well as
ional and roles

Session 4
Private sector

+ Understand the need and scope of

imohing private sector in FSSM
= Understand the procurament and
contracting process
= Understand the compaonentis of

= Become familiar with
nationalfinternational case
studies of business models in
treatment

Activity 5
F55SM business model
canvas for identifying

suitable service in a city

5. ful contracts for engaging
the pavate sector — for
comeyance of FS and for
operation of FSTP

Activity 6A
Procurement plan

Activity 6B

Setting goals for drafting
contracts

Activity BT

Options for overcoming case

Session 5
Innovative

=Understand potential to utilize
public funds for leveraging
innovative [ blended finance
and attract prvate/
commarcial funds and impact
mvestors

+Understand different
innovative financing options
like Blended finance.
Dievelopment Impact Bond,
Pooled funds, market
bormowings, etc. for FSSM

+Present case studiesideos
o explain different innovative
financing options

Activity 7

Video case study and quiz on
new and emerging financing
options




Activity 1
Pre-assessment quiz

Refer to exercise workbook

Participants should take the pre — evaluation quiz at this stage. Such quizzes are ideal for determining pre-existing
subject knowledge in the audience and will help the trainer tweak their style of teaching and the knowledge baseline
for covering each topic.

Although appearing to be counterintuitive, the quiz will cover material that the audience is not expected to know
before the training. It will also the audience an indication of topics that will be covered and the depth of knowledge

required.



Session 1

FSSM Finance in India
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Session Objectives
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sanitation for which there is growing recognition

Become acquainted with the status of FSSM sector in India

Know the basics of FSSM implementation

Understand financial requirements and emerging solutions

for FSSM in cities

CEPT




N

Growing significance of FSSM in

India

What does FSSM implementation

entail?

Financial requirements for FSSM

in cities




Growing significance of FSSM in

India
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Significant achievements in India under Swachh Bharat Mission

CHH BHARAT
HIYAAN

INDIVIDUAL HOUSEHOLD TOILET

COMMUMITY AND PUBLIC TOILET
(IHHL)
—

(CTPT)
-—

OPEN DEFECATION FREE (ODF)
-

Conatrucied
62,28,372 100w

Mimaion Taeget

58,990,637

Conatracted
5,95,356 117«
Mismcn Target

5,07,589

4,372 4,340 oo

4,297 o 1,632

489 +
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The Swachh Bharat Mission has resulted in significant achievents in making cities open defecation free. 99% of cities
have been certified ODF. However, what happens to the water after it is flushed down the toilet? Focusing only on

toilet construction leads to a situation where most of the waste remains untreated. Frameworks for ODF++ and
Water+ seek to address this.
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BUT focusing only on toilets leads to a situation where
80% of waste remains untreated

Safely Treated

59%
Omn-Site
Facility

Shit Flow Diagram India

Untreated

15%

oD/

Open
Discharge

Unsafe disposal

Risk of water
borne diseases
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An excreta flow diagram (or shit flow diagram, SFD) is a tool to understand and communicate how excreta ‘flow’
through a city or town. It shows how all excreta generated in a city is or is not contained as it moves from defecation
to disposal or end-use.

This SFD for India, developed using Census 2011 data, suggests that 81% of faecal waste in India remains untreated
and discharged in the domestic environment, agriculture fields or in water bodies.

Untreated waste is one of the main factors for the spread of water borne diseases which are a major cause of infant

and child mortality in India.




Thinking “beyond toilets” to achieve
Sustainable Development Goal (SDG)

[TARGET 8-2]

@) '
SUSTAINABLE -W*i' + “W

DEVELOPMENT [N

GOALS | M C |

CLEAN WATER
AND SANITATION

CIN W
[CINENRC CROMTM

17 GOALS
TO TRANSFORM

OUR WORLD ‘“mj

T R

[TARGET 6-3

o e !4@
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India is also signatory to the ‘2030 Agenda for Sustainable Development’, adopted at the Sustainable Development
Summit of the United Nations in September 2015. It comprises of seventeen Sustainable Development Goals (SDGs)
and 169 associated targets. Of these, 3 SDGs namely SDG No. 6: Ensure availability and sustainable management of
water and sanitation for all, SDG No. 11: Make cities and human settlements inclusive, safe, resilient and sustainable,
and SDG No. 12: Ensure sustainable consumption and production patterns, are directly related to sanitation sector.
This also obligates Government of India as well as State Governments to develop strategies to cover entire
population with sanitation facility by year 2030.

SDG 6 relates to clean water and sanitation with the following goals -
® Target SDG 6.2: By 2030, achieve access to adequate and equitable sanitation and hygiene for all and end open
defecation. Special focus on needs of women and girls and those in vulnerable situations

Target SDG 6.3: By 2030, improve water quality by reducing pollution and halving the proportion of untreated
wastewater and substantially increasing recycling and safe reuse globally

In order to achieve SDG 6, we will need to think beyond toilets!




FSSM as a viable solution for safely managed sanitation

Sanitation ladder of JMP (WHO-UNICEF)! Safe management across sanitation value chain

Conventional Sewerage systems

Use of improved facilities that are not shared with other
households and where excreta are safely dispased of in siw of
transported and treated offsite
" Use of improved facilivies that are not shared with other 4 :
| households & £ & 1

Use of improved facilities shared between two or more B B A | > | | .- Ll
LIMITED hausehalds - 4 - o s
Use of pit latrines without a slab or pltform, hanging latrines
or bucket latrines

Underground Sewer Netwark

Faecal Sludge and Septage management

Toilets 3 i L Treatment

Disposal of human faeces in fields, forests, bushes, open
bodies of water, beaches or other open spaces, or with solid
‘waste

Note: improved facilties include flush/pour flush to piped sewer systems, septic tanks or pit
latrines; ventiloted mmproved pit latrines, composting toilets or it latrines with shobs.

EWASTS. | CREFEES | B0ee: i i s eieaiins o b i

The Joint Monitoring Programme (JMP) for Water Supply and Sanitation by WHO and UNICEF is the official United
Nations mechanism tasked with monitoring progress towards the Sustainable Development Goal Number 6 (SDG 6)
since 2016.

JMP uses “service ladder” classifications to benchmark and compare progress across countries. The ladders for water
and sanitation build on the established improved/unimproved facility type classification from the Millenium
Development Goal era.

The sanitation ladder describes “safely managed sanitation” — the ultimate goal — to be “use of facilities that are not
shared and where excreta are safely disposed of in situ or transported and treated offsite”.

Solutions for faecal sludge and septage management — such as septic tank + soak pit + vacuum truck + FSTP
combinations - also fit this definition and in absence of conventional sewerage systems, are a viable solution to
achieve “safely managed sanitation”

13



FSSM as a solution to address
current urban sanitation challenges

only @0% of urban population in India is
serviced with sewerage systems.
60% dependent on-site sanitation
systems like septic tanks’

Only 30% ofthe waste water

Th e s,
FSSM as a viable solution

* |nexpensive to implement —low capital, O&M
« Easy to expand services in growing cities

* Lesser water requirements

* Low technical expertise

* Quick implementation

In absence of existing or planned networks in

generated in urban areas currently treated? small and medium towns, new toilets built
under SBM connected to onsite systems

Sewerage and STP projects being funded

india experiencing high rate of and initiated but they take long periods to
urbanization- By the year 2050, 50% population become functional. Not financiallly
will be urban - indicating further sanitation challenges’ viable for smaller towns.

Maoanwhila FSS more

VI EARE VY
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In a scenario where 60% of the population is already dependent on on-site sanitation systems and untreated

wastewater requires urgent attention, FSSM is a viable solution.

While, sewerage and STP projects are being funded and initiated across the country, they take long periods to
become functional. Such capital intensive projects are also not financiallly viable for smaller towns which have

limited revenue and budgets.

In absence of existing or planned networks in these towns, FSSM is a more pragmatic solution. It is relatively
inexpensive and quick to implement and does not require high technical expertise. Water requirements are also low
and services and can easily be expanded to new areas in growing cities.

14



Growing recognition for FSSM in India

SBM ODF+
and ODF++
Bharat Framework
A b " 1ara o) t FSSM focus with conveyance
iking ; o e Mif_‘-»f; I on H e SWACHH ard lreatment
=ptic t S - =atamum
Ranking of 423 Indian Ly SURVEKSHAN =
Aol ehouklin -~ RS- on SAntation AMRUT Weightage for onsite syslem - ®
sanitation system S e - = . status, collestion of the F‘ &
Mission / g0 by LB, préparing -
with funding on seplage . FSSM pian, IEC activties
2007 2010 2013 2014 managemeant 2m7 2018 2019
[ & & &
1
993 2008 2015 2020
15 FSTP at
4 Devanhalli
- Advisory note Kamataka T Advisory on On-site
Rehabilitation A on Septage g N 'o ansité sanlation 2 and off-site sewage
2013 Management : management
in Urban India  CPHEEO Several States and UTs  Practices
RCHv. el i o ek adopt FSSM specific
g . R policies/guidelines
e Sl i FSMIA
‘ T: dth Faecal Shudge
[ Management intemational
it = conference organised at
Chennai with MollD
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FSSM is fast gaining traction in India. In 2007, under JUNNURM, a guide to decision making sanitation technology
options for urban India was launched under which onsite sanitation systems were recognised. In 2010, under the
National Urban Policy, rating of 423 Indian cities was done on various sanitation parameters. In 2013, ‘The
Prohibition of Employment as Manual Scavengers and their Rehabilitation Act’ came which focussed on safety
protocols of sanitation workers. Also, the CPHEEO guidelines were revised from sewerage and sewerage treatment
to sludge treatment and septage management and an advisory note on septage management was launched. In 2014,
sanitation gained momentum with the launch of Swachch Bharat Mission and Amrut Mission with funding on
septage management by the government. In 2015, the first FSTP was set up in Devanhalli, Karnataka. In 2017,
National Policy of Faecal Sludge and Septage Management was launched. In 2018, under the Swachch Sarvekshan,
weightage for onsite system status, collection of septage by ULBs, preparation of FSSM plans and IEC activities were
considered. In 2019, MOHUA launched the SBM ODF+ and ODF++ framework with a focus on conveyance and
treatment. An advisory on on-site and off-site sewage management was launched in 2020 thriving the FSSM
momentum continuously.
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Key Highlights of the FSSM Policy

* Roles and responsibilities of institutions and stakeholders
* Framework for preparing FSSM plan at state level T &

* Promotes scheduled emptying of septic tanks at an interval of
2-3 years

* Promotes private sector participationin FSSM

* Encourages ULBs to start levying sanitation tax/ user charges
to meet the O&M cost for effective FSSM operations at city level.

* Adopts San-benchmarks at National level for monitoring
FSSM, instructs states and cities to set up monitoring and
evaluation system for FSSM

CWAS =-_ CRDF === CEPT Source: Minisi of Urban evelo _| 7) Hational olcy un Fasc3! Sludgs and Septage Management” Gowt of india Retrievedfrom 6

The National FSSM policy was a key turning point in the enabling environment for FSSM in India. It described the
roles and responsibilities of institutions and stakeholders and a framework for preparing F SSM plan at state level. It
also introduced and adopted San-benchmarks at National level for monitoring FSSM.

It promotes scheduled emptying of septic tanks at an interval of 2-3 years, private sector participation in FSSM and
levying sanitation tax / user charges to meet the O&M cost for effective FSSM operations at city level.
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Protocols by MoHUA under SBM
- FSSM a requirement to attain ODF++ status

ODF ODF+ ODF++ Water +

B
A city / ward can be Not a single person is _

notified/declared as found defecating and/or e
ODF city/ ODF ward if, urinating in the open,
atany point of the day, and all community &
not a single person is public toilets are
found defecating in functional and well
the open. maintained

All wastewaterreleased

from households, commercial
establishments drains, nallahs
etc. is treated to a satisfactory
level before releasing the
treated wastewater to the
environment
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Frameworks and protocols for ODF++ and Water+ certification under the Swachh Bharat Mission seek to address
improvements beyond toilet access.

ODF++ certification requires that in addition to all requirements for ODF and ODF+, all faecal sludge and sewage is
safely managed and treated, with no discharging or dumping of untreated faecal sludge and sewage in drains, water
bodies or open areas.

Thus, FSSM has become a requirement to achieve ODF++ status for cities without sewerage and STPs as well as those
cities which are not able to cover all areas with networks.

17



While sewerage networks have
received priority in the past,

4 YW\ ry =Th" .

attention across many states

FSTPs at planning or
—
700 implementation phase in India

9 State are progressing with statewide
FSTP roll out / FSSM plans

FSTPs are required to address
country's need for FSSM

NFSSM Alliance partners
working together to achieve

With such positive and enabling environment in recent years, FSSM is receiving attention nation wide.

Many state governments are progressing with statewide FSSM plans and over 700 faecal sludge treatment plants are
being mobilized across the country.
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FSSM value chain
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Type of toilet Ways of containing Transport of Way in which Way in which
facilities the and sometimes waste to the waste is treated waste reused /
user accesses treating faecal waste treatment / disposed off
disposal site
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Faecal sludge management refers to the processes for building a sustainable and environmentally safe infrastructure
from containment to end use or disposal of faecal sludge from on-site sanitation systems (OSS). It is imperative to
look at these processes as a value chain where value can be added at each stage. The Sanitation Value Chain also
provides a useful method to divide different FSSM processes into different activities and and identify the type of
improvement actions that may be required.

In order to ensure efficient and end-to-end FSSM, planners need to assess services across all links in the FSSM value
chain. The first link — access — refers to the type of toilet facilities available to the end user. Open defecation, if any,
is also covered under this. Collection refers to the ways of containing, and sometimes treating, faecal waste. These
are usually septic tanks, twin pits, single pits. Conveyance refers to the ways in which FS is removed from
containment systems and transported to treatment and/or disposal sites. FS should then be treated and rendered fit
for appropriate disposal or reuse as per prevailing quality standards.

20



Assessment and planning across the value chain

Are all tollets connected to septic tanks (or other OSS) or other conveyance systems?

Are septic tanks built as per standards?
? Are all septic tanks being emptied regularly?

? How can an emptying schedule be implemented?
Are private desludgers already active? How can they be monitored?
)l i ULE is responsible, how 1o recover operating costs for desludging?

i —~— | | T

-
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Are desludgers practicing safety protocois? .
Are trucks offloading sludge safely at designated location? &
Is there a treatment facility for sludge? If not is co-treatment possible?
If treatment facility Is to be built, what technology can be adopted?

Is sludge being treated as per safe disposal standards? i
ow to dispose treated sludge/water safely? Is reuse possible?
CWAS:=: CRDF== | 1 >4

Assessments and subsequent planning across the value chain should provide definitive answers to the above
questions. While some can be answered by city level observations, others might require more in-depth analysis and
household surveys. Detailed assessment of services will need to be done across each link in the chain through
appropriate field assessments:

Access: Describes the type of toilet facilities available to the residents. It is useful to assess dependency of residents
on of individual,community and public toilets. Ideally such information should be assessed for various zones/wards
of the city.

Collection of septage: Describes the ways of collecting, storing,and sometimes treating the fecal waste generated by
the users. It is necessary to identify the type of toilets (septic tanks, double pits etc), and details related to location,
size, design and access for emptying.

Conveyance: It is also important to assess how the fecal sludge is conveyed from household/community toilets to
the treatment / disposal site. One needs to identify who is involved in emptying, the equipment used (e.g. septic
tank emptier, jetting machine) and its details related to type and size and the fees charged for emptying by public
and/or private agencies. As far as possible, details should be collected for different wards/zones of the city. The
monitoring system for FSM should also be assessed.

Septage treatment, disposal: Assess how the collected fecal sludge is treated. In a large number of cities, it is often
discarded in water bodies or on the ground without any treatment. It is important to assess the soil and water
quality at the location where the septage is being treated / dumped

Extent and nature of reuse: The treated sludge can be used as fertilizer or used to generate energy. Assess how the
sludge is used, assess the market, if any, for treated sludge.

21



Improvement activities - moving from RED to GREEN

Pour flush toilets tion emptier truck Mo treatment facility Disposed off on dumping site

* Low accessto * |mpropar desig « |rregular deshidg * No facility for treatment .|
improved toillets TV gle pit emptied only whe L

Lack of adequate
data base on
toilets for properties

Challenges

n Pour flush toilets Septic tanks Suction emptier truck Treatment facility Revenue from Compost
=
7] =Tt
E + Converting * Prowviding access + Schedule for periodic + Seftting up treatment + Safe dumping of treated
g unimproved toilels to manhole covers o cleaning of septic tanks, plant fascal matter and/or the
o improved toilets allow regular cleaning ensure that all _ST are + Ensuring adherence to sale of septage al a fixed
E‘ - Ensuring 100% - Enforcing cleaned once In 3 years safe and standard rate to nearby farms or
=  access toimproved regulations on septic = Enforcing regulations and operating procedures agro-businesses
toilets tanks design penalties for periodic
mphyir nd safe handlin
+ Data base on toilets + Data base of - ?::JJE a0 st hainding
for aii properiies properties wilh Seplic e
tanks = Payment using local taxes + o
using escrow mechanisms buildir
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In the above chart, the red chain is a scenario typical to small and medium towns in India.
The ultimate goal should be to move from red —to green —the ideal situation for safely managed sanitation




Scheduled desludging - solution for regular emptying
of septic tanks

On-Demand Basis Scheduled Practice

Septic tanks will be cleaned on a pre-determined
Emptying is done on-call by the household - difficult to schedule.
enforce regularity in desludging
Regulations and penalties will be set in place to

The emptying services are treated as a complaint ensure periodic cleaning
redressal system for overflowing septic tanks rather than a
regular cleaning and maintenance service. Awareness generation activities to educate

households about the need for regular cleaning

ULBs operate trucks only when demand arises Each town will require an additional number of trucks
to meetservice standards as schedule is known
If independent private sector is active - difficult to monitor
lllegal dumping, environmental hazards, equitable services If contracted out to private players, easy to monitor

Local taxes may be levied by the ULB to recoverthe
operating expenses for regular cleaning but per-
emm}:ing faae alen nossihla

28s 4:30 posEe

Households generally pay a certain amount once in >8-10
years to get tanks cleaned during the time of overflow.
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While access to toilets has been sufficiently addressed under Swachh Bharat Mission and treatment plants are also
being set up across the country, cities are now beginning to focus on conveyance services for faecal sludge from
onsite systems like septic tanks.

CPHEEO guidelines recommend that the settled solids from a septic tank need to be desludged on a regular basis for
it to function well. It suggests that “yearly desludging of septic tank is desirable, but if it is not feasible or economical,
then septic tanks should be cleaned at least once in 2—3 years, provided the tank is not overloaded due to use by
more than the number of persons for which it is designed” [Central Public Health and Environmental Engineering
Organisation (CPHEEQ), 2013, p. 9-22].

Demand based models for desludging service are often not able to achieve this frequency. Emptying is done on-call
by households who do not usually do so until their tanks overflow. Reasons for this include low awareness and
avoidance of desludging costs unless absolutely necessary.

Scheduled desludging represents a planned effort to ensure regular desludging. In this, every property is covered
along a defined route and the property occupiers are informed in advance about desludging.

Such a service has been successfully implemented in two cities in Maharashtra — Wai and Sinnar - as a municipal
service in an effort to move away from a ‘complaint redressal model’ to a regular service. This service is offered to all
properties in the city and is un-linked to a ‘desludging fee’, making it especially inclusive for low income households
and those staying in slums.

The desludging service is provided in these cities as per a planned schedule to cover all residential and non-
residential properties over a 3-year cycle. For this, the city area has been divided into three zones and each zone is
planned to be covered in a year. Desludging is done by a private company that has entered into a performance-
linked annuity contract with the local governments. The payment to the private provider is made by the local
government against the targeted performance. A “sanitation tax” is added to each property tax bill to cover the
payments made by local government to the desludging company.

23



Benefits of Scheduled Emptying

CWAS:=:

Equitable and inclusive services -
all househoids / properties are
covered by services. The payment is
linked to property tax.

Pricing — Services are offered at
lower prices, due to efficiency gains
and the pricing is much less than the
distress fee that households had to
pay previously

Behavior change - Contribution to
ODF sustainability as toilet usage can
increase

CRDF __.‘.:'._. CEPT

No manual labour - Removal of
need for manual labour due to reguiar
emptying

Infrastructure optimization —
Planned schedule and frequency for
all. Clustered service visits. More
predictable loads for treatment facility
and route optimization of trucks

Environmental benefits - Lowered
likelihood of septic tank overflows,
increased efficiency of septic tanks
resulting in lower pollutants (such a
faecai coliforms) in drain effiuent

24



Identifying Septage Treatment Technology and Site

Key factors in identifying treatment site

¥

Land availability and cost

CWAS

Neighborhood

Distance to treatment site
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Geological Parameters

4

Reliability of electricity
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Key factors in identifying treatment technology

Local context and Site conditions: Climate, soil Permeability,
groundwater table, soil type, etc.

Sludge characteristics and quantity and frequency of
desludging

Land availability and cost

Capital and operating cost - Investment costs covered, 0&M costs
covered, Affordability for households

Simplicity in Construction & Operation - Level of
mEChaization srat P,

spares,

Technical performance of treatment option:
Technology providing required quality of output according to
the standards, Interest in end use

» Adwvantages and disadvantages in terms of local context

+ Level of difficulty in handling end products generated, etc.
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Financial requirements for FSSM

NCCRAT T - o clecion ) Comieyance ) Testment ) Reuse dposal]

i (|
FSSM is crucial r____________J _______J

With increasing

recognition of FSSM m ______

solutions, financing “ i m
sources and models gl E

have emerged as key Constructing Pipelines or

CAPEX

New toilats and Procuring Suction Emptier Treatment Facility- Land procuring trucks convey
ESSM is 1ypica|ly viewed Refu.rbishment of Trucks and construction cost treated matz.eriai to_reuse
; ! septic tanks site such as industries,
as a public good - public gardens, farms, CT/PT..

financing will have a

o Landscaping at FSTP
significant role Q/ ij ¢

>
5
Repair of toilets Operation of Emptier trucks Operation of Treatment p .
and septic tanks — Fuel cost, repairs and Facility- Salarv of on".;'{.ng. Sparstions —
B S B T Electricity for pumps, fuel
replacements, insurance, employess, electiicity, f I :
salaries of employees, repairs and replacements, 0: trucks, ‘operator
CWAS CRDF o establishment costs etc establishment costs etc salaries eic

After understanding all the components of the FSSM value chain, it is essential to identify the possible financial
sources to implement a FSSM plan in the city. With increasing recognition of FSSM solutions, financing
sources and models have emerged as key. Sanitation services being the responsibility of local governments
as per the 74t amendment, FSSM is typically viewed as a public good and thus public financing will have a
significant role. While construction and repair of toilets/septic tank and operation of suctions trucks (to
some extent) can be funded by the end users, capital expenditure such as procurement of said trucks as
well as construction of treatment plants will need to be funded through public financing. These come with

added costs of daily operational expenditure such as fuel, electricity, salaries etc. In addition to these costs,

there may also be additional activities such as awareness generation, improving data and monitoring
systems and improving efficiency in collection of taxes and user charges by the local government.
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Current sources for funding FSSM

.y

| & .': i |
| T s B

T s Ry A Atal Mission for Rejuvenation Smart City

i Kbt Bnsgeaantion 14th Finance Commission

funds
available to only class 1+ cities of India
(500 cities out of 4000+ cities of India)

CWAS =-_ CRDF === CEPT 28

In terms of programmatic funding, currently, funds can be availed from the Swachh Bharat Mission for
construction of individual toilets, public toilets, community toilets and OSS systems. Whereas funds for
procuring vehicles and equipment for conveyance of septage, establishing treatment plant and disposal
site, are being availed from the AMRUT mission and Smart Cities Mission. Cities are also showing initiative
by using their 14t FC funds for such projects.
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States also funding FSTPs through various programmes

AMRUT AMRUT, NMCG, State budget for co-treatment
. . - Uttar Pradesh
AMRUT, NMCG

AMRUT, ADB-BMGF
trust fund, B L c"hm
Co-treatment wit

RUIDP- ADE lean AMRUT, 4™ FC funds

Jharkhand
Madhya Pradesh AMRUT, 14" FC funds
Allocation under VoA TR N Odisha
state budget
Mat ht ilm AMRUT, District Mineral Funds

I 4th FC funds,

ODF Incentive

Allecation under Municipal Administrations and Urban
DevelopmentBudget for Swachh Andhra Mission

funds : :
g e A&N islands
- :\_ - Tamil Nadu
'. Smart Cities Mission
AMRUT, State programmes, Donor agéncies ‘r Integrated Urban =,
? CEPT Development Mission funds

CWAS:==. CRDF=
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Estimates for financing FSSM services across India vary though are not very high! For
conveyance Capex ~INR 6000 crore and for treatment Capex ~6000-10,000 crore

Estimate method 1 (2018-2022)"

Capex Requirement in Rs. Crare
Conveyance  Treatment
AMRUT cities 2,833 2,903
HNon-AMRUT 2,453 4221
cities
Census Tawns 1,626 2,928
Al India 6,913 10,051
Opex Requirement in Rs. Crore
Convey Treatment
AMRUT cities 2133 808
Nan-AMRUT 1,846 1,174
cities
Census Towns 1,224 814
All India 5,203 2,796
This excludes the investments already
allocated  Ex: AMRUT
CEPT

CWAS:==. CRDFz==

Estimate method 2 (2020-2024)2

Housenaids with Septic

' tanks "I
2978 Miltion a5 2Mition
Al 2024

«  Intellicap? estimated that the required

capacity for faecal sludge treatment will
rise to 61 Million Litres per Day by 2024

+  "Atleast 2000 Faecal Sludge Treatment

Plants (FSTPs) will be needed fo meet
this demand along with investment
required to the tune of INR ~6000 Crore
over the next 5 years."- Intellicap, 2019.

Govt. of India budget share ?

3.3% of annual budget on

ure INRg. urban flagship programmes
or 2018-19 required for
lion USD treatment facilities

considenng 50:50 share of
central government

Gol can fund for FSTPs through national
urban programs

CWAS's studies' across the four states of
Maharashtra, Tamil Nadu, Andhra Pradesh
and Odisha suggest that financing
requirements for FSTPs is only 1 fo 5% of
state’s UDD budgets

Local governments hawve funds from Finance
Commission allocations

Conveyance can be financed through
involvement of private players

30
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Financially, what does it take to operationalize FSSM in a city?

e to build and run a Faecal

Costs vary wideiy between different technoiogy options, however, based
on generalized averages of existing FSTPsin India (2019)'—
» Rs.Glakh / KLD to construct

« 6% of construction of FSTP for annual operations

Number of | Capacity Avg Capex(Rs  Avg Opex
sistes Fechnology ‘ FSTPs (KLD) | lakh/KLD) | (Rs lakh/KLD)
1. Odisha DEWATS 10 2075 59 04
2 Tamil Nadu i Moo 3 2332 140 06

echanical
3. Andhra
i “neutral- 2 15 5.0 07
4. Maharashtra Non- 100+ 70 22 05
| | Mechanical | | |
5. Rest of India 14 | 6100 6.3 05
CWAS=-. CRDFZ== | ®L..

What does it take to run desludging
nnaratinne?
UPFIULIUI =2

+ Rs 30-35 lakh for 5000-6000 liters capacity truck
+ Rs 15-25 lakh for 3000 liters capacity truck

- Fuel costs, operator salaries, establishment costs, trip
economy...

Desludging charges — Rs1000-3000 per operation. Some
examples? -

City Population L e
Kundapura, Karnataka 31K 1700
Mihijam, Jharkhand 40K | 2500-3000
|Vijayapur, Karmateka | 40K | 1000

Belgavi, Karnataka 11L | 1500-2500
Hazaribagh, Jharkhand 151 | 1000-1200
 Adityapur, Jharkhand 17L 2500-3000
Cuttak, Odisha | 61L | 1000-1300
lahalnur Madhua Bradach 12481 1805

et CGaya v S0 o0 L | iud
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FSTP costs vary by technology

I i o o e Eiram ™o
woiliparauive wap

PEX 10
O e S o i i ik However, lifecycle cost must also be
considered
. G LLC per KLD across technologies
B -
L =
0 8 a
= s n
2 & “ i
& = -
B 3 z : :
g 3 i B 8 |
2 . 3] a = ) Y
- : kg~ 3 --B g I = g G " i —
B " " . - s . N 0 i
Jebatpar Devanshalll Pan Leh Tenals Phulers Bhubaneshwar ‘Warangal
™
CWAS CRDF== bz

Cost of treatment depends greatly on technology selection. In a study conducted by the NIUA for cost
assessments of 8 model FSTPS in India, a fundamental analysis of the costing per KLD is carried out to
understand the variation of the costing between technologies. Noticeably, costs of the FSTPs vary
significantly, from as low as Rs. 1,00,000 per KLD to as high as Rs. 17,00,000. The variations are also since
the extent of treatment significantly varies between technologies as revealed in more detail in the study.
The type of treatment system being considered will, to a large extent, determine the CapEx distribution
profile. Systems that require large structures such as DEWATS will incur higher construction costs. Complex
hybrid systems such as MBBRs will have higher specialized consumable material such as chemicals and
labour costs. Natural systems such as CWs and Planted Drying Beds will have a much greater civil works
cost than conventional electro-mechanical systems due to the large surface areas involved.

Life Cycle Costing or the total economic cost of a given system is determined by assessing both the capital and
operational costs together over the entire life cycle of the system. The concept of LCC, now widely
accepted, introduces a new level of transparency to costing, and exposed hidden costs that were not
immediately apparent with traditional costing methods. This approach makes it possible to determine the
most cost-effective solution amongst a range of alternatives by considering all cash flows over the lifetime
of the system and allows practitioners to identify potential trade-offs between initial capital investment
costs and long-term cost savings.

From the LCC analysis of the different technologies, it is evident that the technologies focusing primarily on
liguid management are far lesser in the total LCC, when compared to technologies which focuses on both
liquid as well as solids management. Phulera, Bhubaneshwar and Warangal show total LCC, at about 3-4
times that of Jabalpur, Leh and Tenali.



Activity 2A
FSSM infrastructure
estimation for a city

Refer to exercise workbook

Participants should refer to the exercise workbook at this stage for the cost estimation exercise. Such
estimations for a city will give a rough idea of the fund requirements for implementing citywide FSSM.
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Activity 2B
State budget estimation
for FSSM services

Refer to exercise workbook

Participants should refer to the exercise workbook at this stage for the cost estimation exercise. Such
estimations for a city will give a rough idea of the fund requirements for implementing citywide FSSM.
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What should a statewide FSSM budget consider?

FSTP cost
Cities with own STPs
(x)
Total cities
Cities without own STPs
— FSEM required
)

Desludging cost
ULB operations only -

Additional truck
requirement for each city
(2)
Total cities
Private sector active -
Contract out or license
CWAS CRDF=~ |

Co-treatment at near-by
STP - cities within 20~

-

FSTP cost for each city

25 km from STP city =

ys)

FSTP cities
(y2)

Procurement
options

FSTP capacity
requirement (KLD)

[ bt
per KLD cost (based on

treatment technology)

Cost for trucks

= additional requirement (z)
X
Co

st per truck (w)

Total
State
budget

While local governments can plan for FSSM at city level, state governments need to strategize for scalability.
Such statewide strategies begin by identifying existing treatment capacity and additional requirements
across all cities. Co-treatment opportunities with STPs and cluster based approaches, if possible, can be
explored. If new FSTPs are to be built at scale, states may need to adopt standardized technology, designs
and financing models and plan for convergence of programmatic funding. For conveyance, the state will
have to assess requirements for additional trucks and may need to procure wherever ULBs cannot do so

through own funds.
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FSSM strategies

in two states Odisha

2018 decided to adopt a non-sewered, decentralised
and sustainable approach towards Faecal Sludge
Management (FSM)

Twa model FSTPs with donar funding

Selection of DEWATS technology with model DPR

B new FSTPs to cover towns with 50% state
population — AMRUT funding

State funds — 114 septage trucks for ULBs
114 new FSTPs commissioned

O&M with SHGs, reuse tie ups

CWAS == CRDF.Z_.'.'.'._. CEPT

Maharashtra

FS5M a5 one of the focus areas for ODF sustamabulity
Two pronged approach = co-treatment + independent
FSTPs

2 model FS5M towns. Seplage guidelines

GR for Co-treatment at own STP or STP of nearby city -
70 cities

GR to construct independent FSTP in 311 citias through
14th FC funds- Vetting of technology, adoption of cost
effective and low mechanisation tech, single window
approach for technical and administrative approvals, third
party technical audits

Statewide monitoring system to track development

Training and capacity building for implemantation

36
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Potential funding sources - CapEx and OpEx

— i e e

CAPEX

OPEX

CWAS

Mew toilets and Refurbishment of septic

anks Suction Emptier Trucks Treatment Facility- Land and construction cost
Households CentraliState Granis Central/State Grants, VGF
Government Subsidy Local Govt. funds Local Gowt. funds
CSR fund, Crowdfunding, Credit Frivate Sector/FPP Municipal Bonds/Public Finance
CSR, Crowdfunding, Donor agencies
Private Sector/PPP
Repair of toilets and septic tanks Operation of Emptier trucks Operation of Treatment Facility
Households, Housing society fees Sanitation Tax/Other Taxes Inttial period covered under grant funds
User Charges (Emptying fees) Sanitabion Tax/Other Taxes
Sale of Compost
CRDF it

For developing a financing plan for FSM, potential sources of funds for capital expenditures will be required and

terms and conditions for each will need to be identified. For construction of new septic tanks or
refurbishment, possible sources for supporting capex include households, government subsidy and CSR
funds. For conveyance of septage, capex can be sought from central or state grants, and under local
government schemes. Establishing the FSTP and the disposal site are other major areas where more funds
will be required if any private land needs to be procured. Background assessment of various ongoing
programmes at the state and national levels will provide an idea of the possibility of accessing such funds
to meet the capital expenditure requirements as well as for other needs such as awareness generation or
data improvement measures.

Private sector participation is also a potential source of finance, especially for procuring suction trucks, but

willingness of the private sector is to be assessed. State and central government will typically support only
for capex and not for opex; the ULBs have to explore possible sources to cover opex costs. Potential
sources for opex may include housing society fees, annual sanitation tax, and desludging fees taken from
the property owners on the request of desludging their OSS systems. Assessment of current tariffs levels
across FSSM service chain is required before levying new taxes for OpEx . Revenue generated by selling of
product after the treatment of septage will also feed into opex revenues. For this, a landscape assessment
of reuse market to assess possibility of selling compost or treated water
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Sources of finance for ULBs - own revenue, inter-governmental
transfers, borrowings

* GST has subsumed local taxes such as octrol, including accounts-
P based octroi, in the form of iaca: body tax, entry tax and
advertisement tax
[ owaraense | [ shardrovene | [ | [Chones | expenditure responsibilities

l « Own source revenues are (almost) never enough to cover local
srants

= ULBs dependent on the inter-governmental transfers (IGT) from

\I:_“ l ¥ v ¥ national and state governments

Nawn-Tan s lopmentsl
lumur Revemue Granty ~ -
L‘g‘;::]n:sl':?;:a Scheme Funds
5
Tax A
e v P 17 . - Devolution i
Cli-r'lll (lrlltr Tax Sharing | | Entertsinment |
'“ (SFC) Tm
M“-I State Finance
i Commissian
Y Tax .
I v " Dievolution Grants
Water Mutation Plas Saoction.
Charges Charges Aprplication
Fees, eve.
CWAS CRDF==" | I

An Urban Local Government or a municipality is the layer of government which has the responsibility of
development of cities and towns. The 74th Constitutional Amendment Act (CAA), enacted in 1992, resulted
in significant devolution of funds, functions and functionaries to this tier of government and hence
functional autonomy of local governments. Following the passage of the 74th constitutional amendment
which gave constitutional status to Urban Local Governments, various States created enabling legislation to
transfer responsibilities of local infrastructure and service delivery to this tier of government.

Sources of municipal finance includes Taxes, Non-Tax, Fiscal Transfers and Loans/Grants, Capital Receipts and
Contributions. Some of these such as tax and non-tax revenue are generated by these bodies themselves.
But owing to rapid pace of urbanisation and the need for urban infrastructure development, own revenue
generated by municipalities often falls short of their expenditure requirements. Thus, over and above their
own revenue, most local bodies depend significantly upon the devolution of resources and grants from the
State and Central governments; and borrowings from financial institutions.

As per the Constitution, the Government of India has been making allocations to local bodies through five year
plans and finance commissions (Central Finance Commissions, State Finance Commissions). Beginning from
the First Five Year Plan allocations have been made to Urban Local Governments for various purposes.

As regards the Central Finance Commissions, which primarily make recommendations on the distribution of tax
revenues between the Union and the States, and also amongst the States, the Tenth Finance Commission
introduced exclusive grants for rural and urban local governments. Since then various Finance
Commissions have given concrete recommendations regarding municipal finances and the criteria for
devolution of funds to Urban Local Bodies.
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Tax provisions related to sanitation services in municipal acts of
various states

Provisions reiated to

sanitation services

Provision for Sanitation Tax

State’s Municipaiities Act

Andhra Fradesn

1. Pay for ciearance of suilage
2 Scavenging tax as a part of

proparty tax

1. Ownere of buldings to pay for clearance of sullage from ther b
connecting their house-drains with public drains
2 a scavenging tax to provide for expenses connectad with the removal of

"
i

rubbish, filth or the carcases of animals from private premises

Widings by
idings b

The Andhea Pradesh Municipaiiies Act, 1965
Part IV and V. Chapter-1, Section 85 and
Section 148

Odisha 1. Laterine Tax 1. a latrine tax on the annual value of holdings The Onssa Municipal Act, 1950, Chapter Xl
2 Drainage Tax 2. a drainage tax on the annual value of holdings Section 131
Gujarat 1. Special sanitary cess 1. a special sanitary cess upon private |atnnes. premises or compounds The Gujarat Municipalties Act. 1963. Chapter

[

General sanitary cess

w

Drainage tax

cleansed by municipal agency, after notice given as hereinafter required a
2, general sanitary cess for the construction and maintenance of public
latrines and for the removal and disposal of refuse

3. a drainage tax

Vill. Section 9%

Uttar Pradesh/

Conservancy tax

1. a consenvancy tax for the collection, removal and disposal of

The Uttar Pradesh Municipalities Act, 1916

Uttarakhand 2. Scavenging tax excrementious and poliuted matter from privies. unnals, cesspools Chapter V. Section 128
2. A scavenging tax
Tamil Nadu 1. Sewerage tax 1. Sewerage tax can be levied at a rate not exceeding fifteen percent of The Tamil Madu Urban Local Bedies Act,
property tax as the council may detarming 1998. Chapter V1. Section &0
CWAS=-. | CRDF==- | &

Levying taxes or user fee is an important source of revenue to make treatment plant financially sustainable.
Many states in India have municipal acts which allow for levying certain special taxes for sanitation

services. Various states have legal provisions in their tax structure for charging tax and are already charging
fees in terms of sanitation tax/user charge, which is a major source of revenue. Gujarat, Maharashtra, Uttar

Pradesh, Uttarakhand and Punjab have provisions for taxations in different heads like general sanitation

tax for Gujarat, Special sanitary tax for Maharashtra etc. In case of West Bengal, Punjab, Haryana, Rajastha

there are provisions for fees and user charges for drainage, scavenging etc.
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Session 2

Business Models For
Conveyance




Session Objective

Introducing the types of models for operationalizing
scheduled/ demand based desludging

This section will explain and describe the various types of business models of scheduled and demand based desludging.

Understanding benefits, challenges, applicability for
each model as well as operational and financial roles

The key benefits, challenges and applicabilty of each model along with its operational and financial roles will be explained

Nationalfinternational Case studies of business
models in conveyance

Case studies and examples of various cities in India and across the world will be explained

Manageme act on ‘Financ V Lnde e d Malinda Ga




What are Business Models?

Business Models For Conveyance

2.1 Demand Based Business Models
2.2 Scheduled Based Business Models

Summary and Key Inferences




Contents

1 What are Business Models?




Business models : ‘service models’ for sanitation and FSSM

A business modei or a model for delivering a public service outlines the manner in which a service Is structured, financed and managed for

its delivery. Sanitation, and FSSM in particular, require this approach.

Core parameters

X Service arrangement

F = 4 Financing

Institutionall/ contractual structure

CWAS CRDF= | &

Examples

For Conveyance

Scheduled On-demand
desludging '~ desludging

Capex

Government vs Private
operators vs philanthropic
funds

Roles and responsibilities
Who will construct, operate
and maintain and monitor
various aspects

For Treatment

Oown Co-treatment
FSTP Y  atnearbySTP
Opex

Taxes vs usercharges vs
grants vs reuse

Contractual arrangement
PPP or PSP or a licenseto
operate

Besides ensuring adequate funding, adequate capacity is needed to both plan for and implement FSSM
servicesat local level. While sanitation and FSSM are key responsibilities of local governments, it is also
important to identify role of private sector and other stakeholders in managing and financing these services.

Appropriate business models will help define ways to provide citywide sanitation services in an equitable, cost
effective, and sustainable manner -which can be scaled up across cities and states. A business model is defined

as a Service Model for a public service and outlines the manner in which a service is structured, financed and
management arrangements for its delivery. The business models are defined around three core parameters:

1. Service arrangement
[ ]

The type of service delivery in Conveyance (e.g. scheduled vs. on-demand desludging) and type of service

arrangement in Treatment (e.g. FSTPs, co-treatment at STPs) are key determinants of environmental

outcomes
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through PPP or PSP, or a license to operate.
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Core parameters: Range of options to address key considerations

Treatment

Scheduled
desludging

Dermand
desludging

CWAS

Capex
sources

Private
player

Local
government

State
government

CRDF=

=

Collection and conveyance

Opex
sources

Local taxes
User
charges

Local/State
govt.
Grant -phil /

non profits

Reverse
tipping fees

Licensing

Service
contract at
city / z2ane

Operating
agency

Private
player

Local
government

Seif Help
Groups

Service Contractual
arrangement structure

Stand alone
FSTP

5TP Co-

treatment
SWM Co-
treatment

Capex
sources

Private
player
Local
government
State /
National
government
Phil/ non-
profits

Opex
sources

Local taxes
[via Gowt)

Reuse
revenue

Local/State
govt

Grant - phil/
non-profits

User
charges

Tipping fee

PPP

PSP

PPP with

VGF/HAM

Operating
agency

Private
player

Local
government

Self Help

Groups

A

Citywide coverage

Cost Effective

cle

Equitable

A wide range of options are available under each of the core parameters for both conveyance and treatment

which combine to form suitable business models for addressing the follwing considerations for service
delivery -

Citywide converage in which the sanitation services are accessible across all areas within the city.
Equitable services, ensuring that the services are available to everyone including those in vulnerable

communities.

Cost effective for the consumers, the service providers and the ULB.

Sustainable services which can be maintained for long periods and as permanent practices using available
resources
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Effective business models are a basic driver to scale FSSM solutions. Appropriate models are
needed across the service chain for both conveyance and treatment.

As FSSM gains traction, there is need to identify and catalyze
appropriate business models
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Types of service arrangements for conveyance

» %

Demand desludging Scheduled desludging

Cleaning/desludging is done when Regular cleaning/ desludging of septic
households/users call for services and tanks on pre-defined interval
typically when their septic tanks are full. (e.g. every 3 to 5 years)

CWAS:=: CRDF= | &

There are two types of service arrangements for conveyance - demand based desludging and scheduled
emptying.

Demand desludging is a common practice where the users call the service operator for desludging services
typically when their septic tanks are full. Scheduled desludging is an upcoming practice where all septic tanks
are cleaned at fixed intervals by following a pre-determined schedule and cycle. This ensures regular cleaning
and improves the efficiency of the septic tanks.

48



Emerging Business Models of Conveyance System

Demand desludging
business models

Public Private I
Partnership I
; (PPP) Annuity model |
1

S T L S, N e
Truck capex and
Operations by private
with performance based
annuity contract with
local government

r
Scheduled |

desludging business
models

CWAS — CRDF.:_.'.'.'._. CEPT

r
| Private Sector I

| Participation |
| (PSP) Annuity model |

capex oy
rernment and
Operaticns by private
operator/SHGs with
performance based
annuity contract with

local government

Government-owned |
vehicles and leased |

I to private players for |
operations |

ex by
mentand
Operations by private

/SHGs

e
! Scheduled :
| desludging on |
| requisition |
| R e e e

Online platform for
Desludging requisition
created by local

gov
provided by either
government or private
operatorsor SHGs

mment and services

| Call Centrewith |
price negotiation |
model for demand |
desludging |

Truck capex by private
and Operations by private
with call centre set-up by
local government

Based on feasible combination of options in the the core parameters, 7 possible conveyance business models

can be defined.
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Emerging Business Models of Conveyance System

Demand desludging
business models

capei oy p

Trurck canay hy onvarnmant
rucK capex oy government

and Operations by private  @nd Operations by
government

Scheduled | !

desludging business | PPP Annuity model
models | :

S T L S, N e
Truck capex and
Operations by private
with performance based
annuity contract with
local government

CEPT
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|
| PSP Annuity model :
|

R ——.
Truck capex by
government and
Operations by private
operator/SHGs with
performance based
annuity contract
local government

ITuck capex by
governmentand
Operations by private

ruck capex by private
and Operations by private
with call centre set-up by

/SHGs local government
oo |
! Scheduled |
| desludging on |
| requisition |
bisian e sawaa

Online platform for
Desludging requisition
created by local
government and services
provided by either
government or private
operatorsor SHGs
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Conveyance prototype 1: Fully Private Model

Model Description |Senice._| Contract.__| Capexc | Opox |
+ HHs request for desludging, typically only when tanks overflow. Demand Private player
+ Private operators- buys own trucks; undertakes desludging after licensing or desludging | licensed player charges

registration from local government and collects user charges from households

Applicability 0 & M costs Capital Costs
+ When private sector is already active
+ This model is common globally and in many states of India T T
Benefits gs License fees
Commercially viable MNeeds Low ULB financial capacity Collection company (local)
Cha“e“ge [ Desludging charges
Emvironmental and health hazards User charges higt
from tank overflows o meet profit margins ﬁ
May | o open defec atior Essential for ULBs to provide « Household

by low income customers disposal sies and effeciively maoniio
avord high prices safe cleaning and disposal practices

CWAS CRDF= | &

In the first conveyance prototype — fully provate model for demand desludging, private operator (or operators)
obtains a license or registers with the ULB to provide demand driven desludging services for households within
the city limits.

The capital and operation and maintenance costs are borne by the private operators. This model is common
globally as well as across India and is best applied when the private sector is already active in the city. The
benefits of this model are that it is commercially viable since the charges are market based and requires low
ULB financial and implementation capacity needs.

However some of the challenges include environmental and health hazards due to the demand driven nature of

services where households only request desludging when septic tanks overflow. It may also result in high user
charges to meet the need for adequate profit margins due to inadequate demand. High costs may further lead
low income customers to resort to open defecation to keep tank from filling up to avoid paying high prices for
desludging. This model requires ULBs to build capacities to effectively monitor safe cleaning and disposal
practices and provide designated disposal sites which they might not currently possess.
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Fully private models are prevalent globally and in many states of India

Kumasi, Ghana Andhra Pradesh, India

City authority moves away from prowiding direct services and facilitates participation of the + Most ULBs have active private players for desludging
peiusle Sectorda previcie desKcigey Senices: + Private operators register with ULB - only allowed to operate within
Waste Management Department (WMD) at Kumasi Metropolitan Assembly (KMA) ULB limits

issues licenses to operate for private trucks

+ Condition to dump at the treatment site for registration

Rules for private sector participation and operator vetted before issuing a license
+ No tipping fees, Opex is recovered through user charges (Rs

1000-2500 per trip)

Private truck operators pay disposal fees to treatment plant

Strict monitoring + threat of license being revoked on non-compliance + community
shaming has drastically reduced illegal dumping of FS

CWAS:=:-. = CRDF== | @

The global case study is about Kumasi, Ghana where private operators obtain licences for the city authority and
the city authority moves away from being a service provider to a regulator. In Andhra Pradesh, India, most ULBs
have active private operators who register with the ULB so that they can operate with in the ULB limits to
provide desludging to the households.
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Conveyance prototype 2: Full government model

Model Description

HHs request for desludging, typically only when tanks overflows

+ The local/state government buys own trucks; undertake desludging
operation and collects user charges from households.

Applicability

ULB financial and operational capacity is more and presence of
private sector desludging operator is not available

Benefits

Mo contracting and monitoring arrangements needed
between multiple players since the gowt. is the single
service provider

Financially feasible
for the government

Challenges

High

. Capex and opex Low service delivery
mplementation

3 levels of publicly
acity of the ULE burden is on the ULB awned trislos

I
ran:
capa

CWAS CRDF== | #I

[service: _| Contract___| Capex: | Opex: |
Demand Local govt. Local User
provides govt. charges
services

desludging
0 & M costs Capital Costs

Urban Local Body

Desludging charges

)

Household

The second first conveyance prototype is the fully government model. In this model the ULB itself provides
desludging to all households within the city and bears both the capital and O&M costs. Services are provided on
demand basis and ULB collects user charges from the households. This model is applicable where ULBs have the
financial and operational capacity and private sector operators are not available.

The benefits of this model are financial feasibility for the ULB as the desludging charges revenue for opex
recovery. Since the local government is the only service provider, contracting or monitoring arrangements are
not required. However this model requires high implementation capacity from the ULB. The capex and opex
burden is to be borne by the ULB which might not have the enough resources available. Finally, publically

owned trucks may provide low levels of service delivery.
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Case of Maharashtra- Local government demand based model

Cibles without
Fmplying service
proidiens, 41

Cithey with besth LILD. &
and privste werace
prosiden, 33

Large number of medium and small size cities in Maharashtra
are dependent on local government for desludging services. Desludging user charges are higher in smaller cities

Local government mostly has 1-2 trucks which provide 7000 7000
desludging service on the demand of HHs
Average
= 1Min

25
Ne = Max

<
=

User charges are collected at the time of desludging services based 3000 3000
on the number of trips and distance covered.
794 1198 1181 1283
In some cities, private sector are also present but without any licensing 100 45 250 25
and registration process. Currently only 9 cities have private .
operators on contract basis A Ciase Class

e 5200
1570

MC B Class

CWAS =-_ CRDF == CEBE.ce CEPT University (2019) “Peformance Assessment Systerm - SLB database for Maharashtra, 2017-1

The full government demand desludging model has been demonstrated in a large number of medium and small
cities in Maharashtra.
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Conveyance prototype 3: Government-owned vehicles and leased to
private players or SHGs for operations using demand based desludging

* HHs request for desludging, typically only when tanks overflow

? : Demand ate plaver Local User
* Private enterprise or Self Help Groups lease vehicles from the government desludg govt. Chatge
and prowide cleaning in response to service requests from HHs J

User charges are either collected by private operator/SHGs or by local govt. (m‘;“sr"‘:::) —
Applicability {
0O &M cosis Capital Cosls . .
ULB has good financial capacity Licensing /
and presence of private sector desludging operator i1s available T leasing fees
Benefits ="

Collection company

Commercially High performance levels due to private

Low ULB I tat
viable i e ot sector operations and incentives
capacity needs Desludging
charges
Challenges
Capex burden Equity can be a challenge in Requires high contract
isontha LA the ahesence of rate cards monitaring canacity within UL Bs Hosienhald
CWAS CRDF=~ |

The third conveyance prototype is - government-owned vehicles leased to private players/SHGs for demand
based operations. Here also, the desludging vehicles are owned by the government which bears the capital
costs for acquiring the same. These vehicles are leased to a private operator who will pay a certain fees to the
government to operate those vehicles. The private operator is responsible for recovery of the operation and
maintenance costs which it does by charging the customers user charges. This model is applicable to cities
where the ULB has good financial capacity but lacks the operational capacity to provide the services and where
there is a good presence of private desludging operators.

The benefits of this model are that it is commercially viable since the user charges are market based and need
low implementation capacity by the ULB as the operations are taken care by the private operator. This model is
likely to reflect high performance levels bringing in expertise of private sector operations and incentives
provided.

The challenges for implementation of this model are that the capex burden is on the ULB, the services may not
be equitable due to absence of rate cards and it requires great capacity from the ULB to be able to prepare
effective contracts and monitor the provision of the services.
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Odisha, India - Government has adopted the model of owning emptier vehicles

and leasing it to private operators for operations

JFME DM

CWAS

OWSSH (State government agency) had purchased desludging trucks and allocated them to ULBs
based on estimated sludge generation in their cities. The OWSSB used OUIDF funding to buy trucks.

Local Government had issued 1 for inviting private operat to operate these wehicles

The ULB has a contract with the private player, where the prate player will operate the trucks and
carry out desludging senices in the city and charge a cleaming fee from the households

Uiser charges (Rs. 900 per trip) are ficed by govemment and are collected from household either by ULB or
private players depending on contract/ licensing terms

The operator does 6 desludging operations per vehicle per day. Prvate agency are responsible for these
actmties for a penod of seven years.

Local go have to itor the entire sendce and conduct varous awareness generation
programs through IEC modes

CRDFE=- | o

O & i Capitai
costs Costs

!

Callection Local

License
company g Government
T User fees
Household

Desludging Model of Odisha, India

This model is demonstrated in Odisha, India where the State government agency OWSSB has purchased desludging trucks and

allocated them to respective ULBs. The ULBs invited private operators to bid for tenders to operate these vehicles with their city.
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Vasai Virar, Maharashtra - Engagement of SHGs in desludging activity

23 members from the City Level Federation
awarded desludging contract by the ULB.

After completing the desludging activity,
SHG members generate a bill and submits
to the ULB based on which they are paid Rs
500 per tank.

N ;

CWAS CROFz== | @ B = I U ) + 5

Vasai Virar in Maharashtra is an example where the government-owned vehicles are leased to SHGs for operations. Here 23
members from the City Level Federation (CLF) were awarded desludging contracts by the ULB.



Dhaka and Faridpur , Bangladesh

.

Dhaka, Bangladesh
In Dhaka in 2015, WSUP designed a PPP to be delivered through a lease contract between DWASA and a
jeaning services busil with weii-defined reies and responsibiities

Under this agreement, DWASA provided the company with two 2,000 litre vacuum tankers (o use under
the 'SWEEP’ brand.

Until recently, focus was on medium and large customers to establish commercial viability. New clause
introduced in mid-2017 mandating 30% of from low-i ities.

DISPOSAL

For service fees to be paid by consumers, differential pricing model was introduced to facilitate service
offering to low-income customers. Entrepreneurs have flexibility to set price and respond to the market
accordingly

ease of vohicle reduces up

LESSOR: PUBLIC AUTHORITY

Faridpur, Bangladesh Positiveresuits
@ Two groups of pit emp are formalised into cooperatives =E§ 1‘;'1“;\3:1‘1||r|‘::]ll

and lease equipment from the municipality. Cooperatives

provide mechanical deshudging for a fee. 22 457 044
@ Performance-based contract, with targets for quality control and ﬁ US § 112,064
I safe disposal at a new treatment plant —— U@ samed
=== uUss20121

CWAS=—. | CRDF== | &

This model is also demonstrated in Dhaka and Faridpur, Bangladesh where Water and Sanitation for the Urban
Poor (WSUP) designed a PPP between the Dhaka Water Supply and Sewerage Authority (DWASA) and a cleaning
service business to provide desludging services.
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Conveyance prototype 4: Call center with price negotiation
model for demand desludging

Model Description

After receiving request from HHs, the call center contacts the emptier in vicinity of
households for quotations

The emptiers send their quotation to the call center which then sends the lowest
quaotation to the HHs

On confirmation of HHs, the center assigns the service to the private player

* The center also checks the quality of service and HHs satisfaction I Desludging l
- ap= charges
Applicability 4 Capist
Large cities with multiple private players Callecton
Household £Oiwany: —* 0&M Costs
Benefits 1 /
: ' =
Easy access io Creating consortium Likely high Q\ Calicction
desludging serices of emptiers performance levels — o
Call Center
Provide more equitable and Can potentially reduce \ m
affordable desludging service the desludging fee Callection
company
Challenges

Requires high level of monitoring and implementation capacity

CWAS CRDF== | #I

The fourth conveyance prototype is the call centre model with price negotiation. In this model, a call center is
established for linking households with private desludging operators with the mechanisms of emptying charges
negotiation. In this, households send the desludging request to the call center. The call center contacts the
emptier in vicinity of households for quotations. The emptiers send their quotations to the call center. The
center then sends the lowest quotation to the household. On confirmation from the customer household, the
center assigns the service to the private player. The center also checks the quality of service and customer
satisfaction.

The capital costs and operation and maintenance costs are borne by the individual operators. This model is
applicable in large cities with multiple private operators with competition amongst each other.

The benefits of this model include easy access to services, provision of more equitable and affordable
desludging services with potentially reduced charges, high performance levels and creating a consortium of
emptier. The main challenge is the need for high level of monitoring and implementation capacity.




Case of Dakar, Senegal- Call center model for market based desludging services

The PSMBV (Program for Market structuring of faecal sludge management) has initiated

innovative activities, including the establishment of a call center to t Faecal siudge Vi
desludging operators to households in need on mechanical desludging.

Whathas been achieved:

v Easy access to desludging services- Call center Services available all around
Dakar

v  Creating consortium of emptiers - 138 desludaing trucks are listed in the call
center platform database

v Transferred sludge volumes at stations have increased since the scaling of the call
center

v The average price of the desludging service through the call centre has declined
from USD 56 (before program) to USD 46 (between 2012 and 20186, a drop of 18%)

Case of Kampala
* In Kampala . a call centre links private sanitation service providers with customers.

+ The city has been divided into FS desludging zones and FS operators have been
designated for specific zones

CWAS . CRDF-_- e _ , I - .I. II

An example of this model is the case of Dakar, Senegal where Program On Structuring Faecal Sludge (PSMBV)
established of a call center for desludging operators to provide households options for desludging operators.
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Despite its widespread use, demand based desludging poses many
serious issues of equity and negative environmental impacts

= Environmental |mnagl_g of poor quality -
Low frequency of desludging o * Increased chances of

sffuant Manual Scavenging
On-demand desludging } : }
= only done when septic tanks overflow U ngr 1‘;;1;; aggoftr:gut?:f:nk Low desludging frequency
= frequency of 8-10 years+ =P Y p = sludge hardens in the tank

= poor quality of supernatant / effluent

s being released in rivers = requirement of manual labour to remove

CPHEEQ norm is 2-3 years

v

High costs per desludging
Small towns pay higher prices

Desludgers find it difficult to achieve 7008 High desludging charges may

economies of scale - -- discourage HHs from using toilets
Cannot optimize trips or have assured I Amage
amount of business in on-demand s ] 1131 1284 1= Adversely affects ODF sustainability
senvice I 51“1

MC AQassBCas CCOass NP

. This is the common business model and is based on user charges levied at the time of desludging. In most cases charges are high ranging from Rs. 1000 to
Rs. 1500. In some ciies # is reported that a wery high fee of Rs. 7,000 is charged Desludging charges are generally higher in smalier cities and in areas
outside the ULB jurisdiction.

. Households are generally willing to pay these high charges as they have no other recourse but to pay whatever the emptier demands.

CWAS==. | CRDF===- | geriouce Center for Water and Sandation, CROF. CEPT Unversity (2019

Demand based desludging, though a common practice, has many interconnected issues such as low frequency
of desludging, high costs per desludging which leads to high user charges with smaller town paying very high
prices, and environmental impacts both due to poor quality of effluent and in some cases increasing instances
of OD.
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Scheduled desludging can achieve regular desludging as
recommended by CPHEEO

Source: Center for Water and Sanitation. CRDF. CEPT University (201%) "Good Practices for Desledging Senaces — Emarging
lessons from national and intemabwonal cases”

- m——_ | BT CPHEED. MolD, Gol (2013) Adwsory note on Septage Management in Urban Inda Retneved from :
CWAS=-. CRDF== _ http L v.in/uplgadiuploadiles flas/Advizony320Hote% 20 0% 205e ptage% 20 anagame nt2%2(in %2 0Urban a2 Qlndia. pdf 62

Scheduled desludging overcomes some of the challenges in demand desludging and achieves regular desludging
based on a pre-determined schedule.
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Benefits of Scheduled Emptying

CWAS:=:

Equitable and inclusive services -
all househoids / properties are
covered by services. The payment is
linked to property tax.

Pricing — Services are offered at
lower prices, due to efficiency gains
and the pricing is much less than the
distress fee that households had to
pay previously

Behavior change - Contribution to
ODF sustainability as toilet usage can
increase

CRDF== cERT | Center fi

No manual labour - Removal of
need for manual labour due to reguiar

emptying

Infrastructure optimization —
Planned schedule and frequency for
all. Clustered service visits. More
predictable loads for treatment facility
and route optimization of trucks

Environmental benefits - Lowered
likelihood of septic tank overflows,
increased efficiency of septic tanks
resulting in lower pollutants (such a
faecal coliforms) in drain effluent

3018) “Scheduled Desludging in VWai
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Emerging Business Models of Conveyance System

1
Demand desludging

|
business models |
I

r
I
I Full Private model
I
1

Trick capex by private
and Operations by private

Scheduled
desludging business
models

Truck capex and
Operations by private
with performance based
annuity contract with
local government

CWAS:==. CRDF

b o s s

[ -

I

Full Government |
maodel I

I

Truck caney by oovarnmant

TUCH C2p8X 2 governn

and Operations by

government

Truck capex by
government and
Operations by private
operator/SHGs with
performance based
annuity contract with
local government

e
| Government-owned |
vehicles and leased |
I to private players for |
operations |
TTUck Capexpy —
governmentand
Operations by
private/SHGs

Online platform for
Desludging requisition
created by local
government and services
provided by either
government or private
operatorsor SHGs

Call Centre with I

price negotiation |
model for demand |
desludging |

Truck capex by private
and Operations by private
with call centre set-up by
local government

The following section focuses on scheduled desludging business models.
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Conveyance prototype 5: PPP Annuity model for

scheduled desludging

Model Description

* Private service provider bring trucks and operate through a performance based contract to
carry out scheduled desludging

The city collects a special tax or a surcharge on wateriproperty tax to cover fees

For large cities and for metropolitan areas where partial sewerage network is present
scheduled desludging model can be explored for areas with onsite sanitation systems.

+  These could be through zonal contracts with private operalors

Applicability

Presence and wilingness of private sector to invest in trucks capex and take on contracts
Local government has capacity to menitor operations

Benefits
Reduces the Generates revenus High service levels Can induce higher
capex burden through taxes to pay through performance private sector
for ULBs for service based contract participation
Challenges
Requires high-levels | | Significant behaviour | | Requires high | | Limited Government
of manitaring of e il it oot nE A B P v S A
o montonng ¢ Thange necued 10 EVES Ol ULD Lapaciues w Gesign o
private operations mobilize the tax capacity implement services

CWAS:=: CRDF== | 7

Schedule | Private Private
d player player
desludgin

- ! Privale players are engaged for !

zone-wise scheduled desludging.

v -3 Escrow mechanism for payment
i from the government to the privaie

Household $  Govemment
FSSM taxes (local'State)

The fifth protytpe for conveyance is the Public Private Partnership (PPP) annuity model for scheduled
desludging where the private operator signs a performance based contract with the ULB to provide scheduled
desludging services to the households in the city. The private operator bears the capital costs as well as the
operation and maintenance costs. The city collects taxes from the household and pays a fees to the private
operators for their service. This model is applicable in cities which have a good presence of private operators
who are willing to invest in providing the service and where the ULB has the capacity to monitor operations.
The benefits of this model are that it reduces the capex burden on the ULBs, generates revenue through taxes,
provides high service levels due to performance based contracts and also induces high private sector
participation. The challenges this model faces is the requirement of high capacities by the ULB to be able to
monitor progress and mobilize tax collection which requires significant behaviour change.
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Case of Wai, Maharashtra-PPP annuity model for scheduled desludging (1/2)

On May 30, 2018, Wai Municipal Council in Maharashtra became the first city in india to start a Scheduled

Naslidnina o,
desludging =

ULB appointed the private player to carry out scheduled desludging sendce in the city

The Capex cost of the truck and Opex cost of the desludging senice will be initially mobilized by the private
player which will be paid back by the local government using annuity payments

The prvate player will be paid against performance finked to the number of septic tanks emptied

The household will pay sanitation tax to the local government. which will ensure that adequate funds are
available to recover the cost of desludging senice

The nisk of late payment raised by private players is attempted to be mitigated through an escrow account

mechanism
Benefits
Peﬁonman:e Based High Quam\‘- Service
Contract Level
% il* /M essty
Low Prices of Low desludging Chnrnes
Sanitation tax Per Individual
CWAS=_ | CRDF== | &

The PPP Annuity model for scheduled desludging is demonstrated in Wai, Maharashtra where the ULB
appointed a private operator to provide scheduled desludging services in the city through a performance
based contract. The Capex cost of the truck and Opex cost of the emptying service will be initially mobilized
by the private player which will be paid back by the local government using annuity payments. The private
player will be paid against performance linked to the number of septic tanks emptied. The household will
pay sanitation tax to the local government, which will ensure that adequate funds are available to recover
the cost of emptying service. The risk of late payment raised by private players is attempted to be
mitigated through an escrow account mechanism.

Thus, with a performance-based contract, customers are assured of a high-quality service with low prices paid
through sanitation tax. Lower prices are due to economies of scale, lowering the charge per individual
emptying.
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Sanitation tax

= Unlike user charge, the payment for the service is not paid at the time of desludging but through a sanitation tax (leviedas a
flat charge or as a % of property tax) paid annually

+  Sanitation tax much less than the cost incurred per household previously for emergency emptying due to trip optimization

+  The sanitation taxes levied by ULB is for recovering OpEx. This could be graded to make it affordable for all.

in city
Desludging service
Capital costs once in 3 years Bank
Desludging Escrow Local
0 company Annuity payment account Wi s government
&M costs as per performance ad Lty

based contract contract fee reserve

Deliver sludge to

treatment faciliy

CWAS:==. CRDF
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In Wai, unlike previous cases the payment of the service isn’t through user charges collected at the time of

desludging, rather it is through sanitation tax which is paid annually. This sanitation tax is affordable and helps
in recovering the opex.
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Case of Wai, Maharashtra-PPP annuity model for scheduled desludging

(2/2)

1300+

Septic tanks desludged ina
year

90%HH

Acceptance rate for
scheduled service

Eliminated manual

scavenging
=——————=|

CWAS=Z==—. | CRDF= | #

Positive impact of scheduled desludging in Wai

2788 >10 mL
Properties covered *P‘zfl:t;e';vered '
Wai has
7-8 1300+ achieved the
Septic tanks desludged per Septic tanks Status of
oy Unique database created

ODF++

Households pay lower

Regular use of safety
Sar bY Sanitation sanitation tax in
g : cnmparison to user
workers e

There have been numerous positive impacts due to implementation of scheduled desludging in Wai which

include elimination of manual scavenging, achieving safety of sanitation workers and households paying lower

sanitation tax as compared to user charges.
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Philippines - Scheduled desludging by private concessionaires through

environment tax

Veteran Village

Description Baliwag {Maynilad) Dumaguete
Desludging cycle 5 5 5
« Clean Water Act recognized the full service chain of sanitation and Slart ymar 23 22 <t
scheduled desludging cycle Responsibility of Baliwag Water Maynilad Water Dumaguete City
desludging District Senices Inc Water District
» Private firms operate scheduled desludging under a concession
agreement with the Metropolitan Waterworks and Sewerage System Baliwag Water Water district
] : District ted Maymilad ted ted in 7
* InManila - Manila Water Company + Maynilad Water Services, Inc. Capex Funding inlsg rl‘_m:‘E:e:feﬁ i m?;mlit.::ws : :r:::: of ;1,“3
 Bach
* In Dumagunte - Water District Authority (collection and CApACiy ac R
transportation) + Dumaguete city government (treatment O&M)
Tanff of 2 PHP
+ Tariffs to recover capex, opex, with some built in profit - Environment Opex Funding 10% of water bill ~ 20% of water bl  per cubic meter of
Water Consumed

fee of 20% of water bill or a tariff linked to water consumption levied

for desludging services
Charges and penalty norms for denial of desludging service
« Effective awareness programs and IEC activities

Safe desludging practices like use of safety gears in place

CWAS==. | CRDF== | & Source: Presentation made at International

Another case of PPP Annuity model for scheduled desludging is in the Philippines where private firms operate
under a concession agreement with the Metropolitan Waterworks and Sewerage System.
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Activity 3
Quiz on PLAM
desludging service

Refer to exercise workbook
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Conveyance prototype 6: PSP Annuity model for scheduled desludging

Model Description

* Private service provider or SHGs leas

e e s e e R

and cary out desludging operations on

s or coperates local /state government trucks

Fees determined as per the bid to private operators per septic tank or per trip
emptied.

+ The city collects a special tax or a surcharge on water to cover the payment of fees

[Servie: | Contract._| Capex: | Opex: |

- : [ Local |
Desludmnu governmen

Government (local)

Applicability

Private sector or SHGs presence, but low capacity to invest, while local J’
Istate government has financial and monitoning capacity O&EM Capital
Government capex may incentivize private players or SHGs to participate costs ‘Costs
Benefits T T S
Generates revenue High service levels Cowvers service gaps where there ‘ : Private pIay;;’sfSHGsare ;
through tariffs to pay through performance are few private players or players Collection s Eﬂgh:gedw dezu&r:e wise :
for service based contract with low financial capacity company o shidging )
Challenges
9 Fees for senices
Gowt cép;ex may ﬁ Government
Requires high- levels Significant Monitering h . Ko e
of monitoring of behaviour i mtentu.;;eze moarte and s > (local)
private operations or change needed sma drpgvt & FSSM taxes
SHGs to mobilize tax PR 0
" participate
QOrmignng
CWAS CRDF==" | 7

The sixth prototype for conveyance is Private Sector Participation (PSP) Annuity model for scheduled desludging
where the ULB bears the capital costs of purchasing the trucks and equipment and provides the trucks to a
private operator or SHG which will carry out the operations as per a performance based contract. The ULB
will pay a fees for the service to the private operator and will collect FSSM taxes from the citizens. This fee
is determined as per the bid submitted by the private operator per septic tank or per trip. The city collects
a special tax or a surcharge on water to cover the payment of fees.

This model is applicable in cities where private sector is active but has low capacity to invest, while local /state
government has financial and monitoring capacity

The benefits of this model are the ability to generate revenue to pay for the service making it financially
feasible, high service levels achieved through the performance based contract and the ability to cover service
gaps where there are very few private operators. The challenges this model poses is the requirement of high
capacities from the ULB to monitor the operations and mobilizing tax requires significant behavior change.
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Gevrai, Maharashtra & Puri, Odisha - PSP annuity model for scheduled desludging

% Both the cities are planning for scheduled desludging options for conveyance

Akad.

EB Trucks will be provided by government and private sector will be contracted for operations f
of scheduled desludging model o

% FSSM taxes (as part of property tax) will be collected by local government from households

&y, Local govemment will monitor private sector activities and oversee to disposed collected
sludge at treatment plant only

Maharashtra Odisha

@ Payment to private sector will be on performance or number of septic tanks emptied.

Vietnam- Scheduled desludging in Hai Phong with surcharge on water bill

Hai Phong Sewerage and Drainage a state Company limited (Hai Phong SADCO) is responsible for provision of sanitation services gﬁi
ong

. = GIS database has 86,501 septic tanks under scheduled desludging across 4 urban districts.
Desludging interval for household septic tanks is once in § - 6 years, and for communal apartments once in 1 - 2 years
Scheduled desludging is covered by the city’s budget and waste water fee of 15% surcharge on water bill Vietnam

In the city of Hai Phong, scheduled faecal sludge desludging service for the communities is only through the surcharge

CWAS==—. | CRDF== | ]

The Private Sector Participation (PSP) Annuity model for scheduled desludging has been demonstrated in
Gevrai, Maharashtra and Puri, Odisha in India and Hai Phong in Vietnam.
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Conveyance prototype 7: Scheduled desludging on requisition

Model Description

The desludging rates are fixed by the government on basis on demand desludging
requisition or scheduled desludging requisition, with incentives to those preferring
scheduled desludging models

Benefits

Can be explored as a potential model for transition from on-demand to scheduled
desludging

Challenges

Focus on |[EC to generate buy-in by household /property owner

Applicability

Applicable in areas where there is considerable variations across properties in
containment sizes in a given city

CWAS CRDF= | &

Scheduled Private player or Local
desludgingon opt-in | government

E

Capital & O&M Costs

Household

= Collection Government
company (local) Desludging
L charges
v b T :
Online platform where HHS
Desludging Oniine can choose for either ane-
charges time demand based
Fietiormi(aop) desludging or scheduled
Desludging T desludging on reqular basis
reguest |

',__" ________________________.';

The seventh conveyance prototype is scheduled desludging on requisition where both the ULB and the private
operator bear the capital costs as well as the operation and maintenance costs of providing a scheduled
desludging service and scheduled desludging service is provided to only those households that request regular
desludging. An online platform is created by local government, where HHs can register for desludging request
and can choose from options of either one-time demand based desludging or scheduled desludging on regular
basis. The service are either provided by government or by private provider registered on online platform. The
desludging rates are fixed by the government on basis on demand desludging requisition or scheduled
desludging requisition, with incentives to those preferring scheduled desludging models.

This model can be applicable in cities where there is considerable variations in containment sizes across
properties. It is also ideal as a model for transition from on-demand services to scheduled services however it
will require great focus on IEC to generate buy-in by household.
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Bekasi city, Indonesia- Regular desludging on requisition

. Android Based App for households to request desludging services

. A single app provides accessto the LG trucks and private trucks

. HH register on the on-line platform, HHs inform their reqular desludging period
and based on their request senvice is provided

. A dashboard is prepared to monitor the activities of the desludging vehicles

. The LG monitors the LG trucks as well as the private trucks

. Access to the dashbeard is given according to the stakeholder.

. Bar-code is placed at every registered HH

Steps followed in scheduled desludging process....

4. LAUNCHING

CWAS=—. | CRDF== | &

The scheduled desludging on requisition model has been demonstrated in Bekasi, Indonesia where an android
based app was developed for households to request desludging services.
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Conveyance Business Models - Summary & Key Inferences

N\ o )ila sl
wp
High level of private On-demand desludging most prevalentin India. However, SHGs can be involved in conveyance activities
participation scheduled desludgingis needed to ensure regular and like awareness generation for desludging, data coltection, demand
reflects high business opportunity timely desludging generalmf\ fand r.nn.hlnzation Mon;m.nng of safe Enl;!yln.g BQFI\TICEQ
in the FSSMvalue chain achieve equitable senices, including the poor; positve environmental :;eslz‘:;:;gmw;;n:;:"2;umr?:"mu:ﬂi?;ﬁ':egs Upetaing the

CWAS

impact; removes need for manual labour and help build a good database

on real situation of onsite facilities

Appropriate regulatory and policy gquidelines atthe state

level to minimize risks

In order to mitigate payment risks, there is a need for regulatory measures and
formulation of guidelines at the state level for engagement of private sactor
Possibility of guarantee fund also need to be explored

CRDF=~ | &

Bundled contracts to offer larger conveyance
contracts to induce larger operators and Scheduled
desludging models for zones in large cities emarges
as most promising models.

Reflections on the business models for conveyance show high levels of private participation, the need for
ensuring regular and timely desludging, the need for appropriate regulatory and policy guidelines at the state
level to minimize risks.
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Precautions while using these conveyance business model

prototypes

<A

Avoid user charges at the
time of desludging and
have at least a property
tax database for the city

CWAS CRDF:=

B

Have a good risk Ensure safe disposal
management plan while of collected Faecal
developing PPP/PSP Sludge at a
contracts designated treatment
facility

-------------- Scheduled desludging

CEPT

&
Ensure use of PPE by Need to license
private and ULB staff private prowiders

* Demand based desludging

Though there are multiple benefits to the business model prototypes certain precautions should be taken based

on an understanding of the context.

For scheduled desludging, it is essential a) to avoid user charges at the time of desludging, b) to have at least a
property tax database for the city, and c) have a good risk management plan while developing PPP/PSP contracts. For
demand based desludging, need to license private providers. In both models, it is necessary to ensure safe disposal

of collected FS at a designated treatment facility and ensuring use of PPE by private and ULB staff.
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Activity 4
Building a model for a financially
feasible desludging business in a city

Refer to exercise workbook
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Session Objectives

Introducing the

pes of models for building and running
nt Plan B

S . This section will explain and describe the various types of business models for FSTPs. It will also talk about
"--_3 ag integrated business models combining Desludging and treatment activities

Understanding benefits, challenges, applicability for
each model as well as operational and financial roles

The key benefits, challenges and applicability of each model along with its operational and financial roles will be explained

National/international Case studies of business models
in treatment

Case studies and examples of vanious cities in India and across the world will be explained
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Several Faecal Sludge Treatment
Plants (FSTPs) are already functional
in different states in India.

FSTPs at planning or
—
700 implementation phase in India

9 State are progressing with statewide
FSTP roll out / co-treatment plans

Andhra Pradesh Telangana Tamil Nadu
76 72 48

Odisha Uttar Pradesh Chhattisgarh
17 52 159

Maharashtra Karnataka

Rajasthan
~31 55

3

FSTPs are required to address
country's need for FSSM

FSSM is fast gaining traction in India as a viable option for safely managed sanitation and nine states are already
progressing with statewide FSSM strategies. More than 700 FSTPs have been mobilized across the country
and are at various stages of planning and implementation. However, this needs to be scaled up even
further. By certain estimates, over 4000 FSTPs are required to address the country’s need for FSSM.
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Emerging Business Models for Treatment

Treatment Models

CWAS:=:

CRDF ==

I

I

I

I BilMultilateral

! Philanthropic

: funded

: treatment facility
|

I

Treatment plant capex
and initial Opex by
philanthropic and
Operations by private or
SHGs

CEPT

I 1
I !
I |
| Stategovemnment
; fundedthrough
| national/state |
| programs for capex |
I and opex |
| 1
I I

Treatment plant capex by
state government, Opex
by State or local
government and
Operations by private or
SHGs

I
|
I
|
Local Government |
funded forcapex |
and opex |

|

|

|

I

- —

Treatment plant capex and
Opex by local government
and Operations by private
or SHGs

|

1

I
Partially fundedby |
privatesectorand |
state government |
and operatedby |
private |

1

I

|

Treatment plant capex
by private and state
government, and Opex
by state government
and Operations by
private/SHGs

85

For treatment, based on feasible combination of options in the the core parameters, 4 possible business models

can be defined.
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Treatment prototype 1: Bi/Multilateral Philanthropic/ Non-profit

funded treatment business models

Model Description

* Philanthropy supports capesx requirements.

= |Is operated by a private player or SHGs, working with the philanthropic
funder to develop and test treatment technologies or models.

Opex recovery from sources such as the government or philanthropic
funders.

= The plant is handed to city government after successful pilot of project
(after 2-3 years as per Mol with government)

Benefits
Plugs the funding gap for new No financial or implementation
treatment technologies and models burden on governments
Challenge

Philanthropic funds are not a sustainable source of funds for the long term

CWAS==. CRDF=== | @

Philanthropic and Philanthropic
/or govt. funder funder

i

Treatment company

In the first prototype for treatment,
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Philanthropy funded plants in India

+ Plant capex is funded by BMGF but constructed by + Plant capex funded by BMGF. A private = BMGF has provided a grant io Tide
a private player. player will design, build and operate the plant Technocrats for the FSTP.
. ; (BRGT). + One year O&M (funded by BMGF) is built
* FHES W WSOy B crmpaind: Ly 2 VRS « Tide Technocrals has a 2 year O&M into the contract with Tide Technocrats. The
player, then handed over to ULBs. Operating costs -, yrat funded by BMGF FSTP will be manned by five staff members
initially funded by BMGF, and later guaranteed : hirad by Tide .
funding by the ULB + Plant O&M is planned to be funded through d
sanitation / property tax in the fulure. + Only licensed operators are allowed to

* Cluster approach i.e. common FSTP for 2 towns deposit the faecal sludge at the FSTP.

T

+ FSTP using pyrolysis technology is being funded by
BMGF, under a DBEOT model.

» The plant will be operated by a private player. BMGF * Dhenkanal uses BMGF funds capex and 1-2 years
will prowide opex for the FSTP for the intial vear. _ of opex. Revenue generation ophions for the fong
term are being explored e.g. reuse revenues.

CWAS:==. | CRDF== i

» Devenahalli uses a mix of funds, including capex
funding and one year opex from CDD and BMGF

The following are examples of philanthropic or non-profit funded business models for treatment facility.
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Treatment prototype 2: State government funded through national/
state programs for capex and opex

Model Description
+ State supports capex requirements.
» |nitial opex through either National or State level programs like AMRUT m

= |s constructed and operated by a private operator or SHGs.
State government

* Opex recovery from state government in intial period & thereafter through )
local government. National or state Initial Opex cost (for
programs 3-5 years) included
Applicability sk Capital
Relevant where Government has some funding capacity but limited operating cosis Costs

capacity and where private sector participation or SHGs involvement s considered
important from a operations perspective

Benefits h

l Payment under contract

Govt. participation in capex funding Sustainable plant operations since
incentivizes private participation- lower implementation responsibility is with Treatment company
financial risk for private player the private operator or SHGs
Challenge
Requires allocation Long term sustainability may Meed to assess
of public funds for be a challenge, as ULB financial
FSSM capex which dependency on O&M financial capacity for opex
requires advocacy suppori from staie government requirement
CWAS CRDF== | 1

The second treatment prototype for state government funded FSTP through national or state programs is where the
capital costs are borne by the state and the treatment facility is constructed and operated by a private operator or
SHG. The opex recovery is from the state government in initial period and thereafter through local government. This
is relevant where Government has some funding capacity but limited operating capacity and where private sector
participation is considered important from a operations perspective. Govt. participation in capex funding incentivizes
private participation, with lower financial burden and project risks for the private player. Plant operations are also
sustainable since implementation responsibility is with the private operator. However, this model requires allocation
of public funds for FSSM capex which requires advocacy. Long term sustainability may be a challenge, if there is
dependency on O&M financial support from state government and there is a need to assess ULB financial capacity to
finance Opex of treatment plants. The limited role of ULB in implementation and monitoring may also challenge
sustainability.
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Odisha, India : State government funded plants

bes p ® &

in Odisha, AMRUT Odisha Water Supply and Aliocation of land for O&M cost for 5 OWSSE floated tender
program (National Sewerage Board (OWSSB) FSTPs by ULB years through on lump-sum contract
govemnment program) (State level agency) carried AMRUT program basis to invite private
funding was used to build out design, manage sector to buld and
F5TPs (septage construction and O&M Operate treatment
management) in 9 cities contracts for FSTPs plants.

l 0 &M costs
S6TP Operator

!

CWAS : CRDF == CEPT Source Landscape documentation of Odisha prepared AS CEPT

In Odisha, the Odisha Water Supply and Sewerage Board (OWSSB) carried out the design, managed construction
and prepared operation and maintenance contracts for FSTPs in nine cities which were funded through the
AMRUT program.
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Case Example: SHGs operated treatment plant in Odisha

FSTP operations, Odisha

+ Jhadeswari SHG in Sambhalpur,
Transgender group in Cuttack and Agrata
Area Level Federation in Berhampur and
Baripada in Odisha have been awarded
contract for O &M of FSTP.

CWAS = CRDF=— | ™% Soliree: Sambsipur, Ocdisha HUDD Odisha- Aifpe Aelfier comVEssmOdshaltalue TSBOS0425 1192247 Tiohata/3, UK 90

The operation and maintenance contract of four of the FSTPs was given to SHG groups and area level federations.



Treatment prototype 3 : Local Government funded for capex and opex

Model Description

* Local government finances capex requirements and opex both through own funds.

+ Local government tenders out construction and O&M to private players/SHGs

* Opex recovery from local government own funds. Also includes reuse options though

its contribution is less.

Applicability

Relevant where Government has funding capacity but limited operating capacity

Benefits

Govt. participation in capex
funding incentivizes private
participation- lower financial |
risk for private player/SHGs

Challenge

Requires allocation of
public funds for FSSM

CWAS:==. | CRDFE

Sustainable plant
operations since
implementation responsibility
is with private operator/SHGs

Reuse markets are
nascent, market creation
& linkages nee

CEPT

Low implementation
burden on
governments as private
player is responsible for
operations

Need to assess ULB
financial capacity for
onex requirement

opex requirement

m Own Funds — Propernty

Taxes and / or FSSM tax
Local government

I

O &M costs Capital Costs

l l Payment under contract

+—
Treatment company Reuse’
reverue

In the third treatment prototype, local Government fully finances capex and opex
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Sinnar, Maharashtra - Local government funded plant

Lee = &

Lirs [ SSED] Y
Sinnar is the first city Key success factor Private operator is selected O&M funded by ULB
in India to fund an is relatively strong through DBOT tender. Private through sanitation
FSTP through ULB ULE finances, to aperator is responsible for and property tax.
own funds (14™ FC support this model construction and/ or operation
funds). of treatment plant

Capltal O&EM Capital ) &M

Sanitation / Property tax Local govt

CWAS==—. | CRDF== | ] g2

An example of the local government funded treatment facility is in Sinnar city where the local government
funded the FSTP through its 14t FC funds and a private operator was responsible for construction and/ or
operation through a DBOT tender.
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Maharashtra state - State-wide GR for setting up independent FSTP in 311 ULBs

In order to ensure that faecal sludge from septic tanks
in those cities without STPs or FSTPs or co-treatment
options is treated , this GR was passed to select an
appropriate technology and adopt the same.

Capital cost for FSTP O&M costfor FSTP
14th FC funds (State ULB own funds

already directed cities to use
50% of 14th FC funds for

this)
Land
FSTP to be setup at SWM site
CWAS=-. | CRDF= &I

In Maharashtra a state-wide Government Resolution was passed for setting up FSTPs across 311 ULBs where
CapEx is to be directed from 14t FC funds and the operation and maintenance costs will be from the ULB’s own

funds.
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Treatment prototype 4 : Partially funded by private sector and state
government and operated by private operator or SHGs

Model Description &
« Private enterprise funds plant capex fully, undertakes construction, m h
operation and maintenance of a treatment plant. Private operator can also
involve SHGs for operation of treatment plant State Treatment
government company
* The private sector capex cost will be repaid by the government in the Capex cost partially
form of annuity payment over the 0&8M period -r Tipping Fees funded by private
FE operator and stale
GDI'“ECBGI'I . government
i G —» O &M costs Capital Costs
Benefits oeppey
Sale of reuse products
Reduces the capex Sustainable plant Funding by State
burden for governments, operations since government alleviates :
since the operator bears implementation concerns around Reuse product buyers
upfront costs with responsibility is with the individual ULB E@ Ferilizer Companies
subsequent recovery private operator financial capacity
from the government and payment nisks
Challenge Applicability

Relevant in scenarios where private sector particlpation and part

Difficulty in finding medium-large Small players will be discouraged K < i d i
players with the financial and since their financial capacity will not be funding is pricritized and government suppaort 1S n ed to bndge
technical capacity enough to finance the part capex cost wiability gap funding and justify commercial return
CWAS CRDF=~ |

In the fourth treatment prototype, the private enterprise funds plant capex fully or partially with the rest borne
by the government. Private enterprise also undertakes construction, operation and maintenance of a treatment
plant. The private sector capex cost will be repaid by the government in the form of annuity payment over the
O&M period. This is relevant in scenarios where private sector participation and part funding is prioritized and
government support is needed to bridge viability gap funding and justify commercial return. This model reduces
the capex burden for governments, since the operator bears upfront costs with subsequent recovery from the
government. Plant operations are sustainable since implementation responsibility is with the private operator
and part capex cost will be returned over the O&M period. Further, funding by State government alleviates
concerns around individual ULB financial capacity and payment risks. Under this model however, ULBs may face
difficulty in finding medium-large players with the financial and technical capacity. This will discourage small
players since their financial capacity will not be enough to finance capex cost




Andhra Pradesh and Telangana states - Hybrid Annity Model for treatment

Private companies - undertake construction, operation and maintenance on a DBOT basis. Cost determined by bidding

.

CapEx — 50% by government , 50% by pnvate company

Funding by Swachh Andhra Corporation supported through the state budget alleviates concems around individual ULB financial capacity and payment
nisks

+ Private player clustenng approach (multiple ULBs per partner) to achieve scale economies and a large contract

Private player responsible for selling soil conditioner/bio-fertilizer/biogas and recycled wastewater In the long term, part opex recovery planned through

user charges.
e
Auithor v ion Perd
i e
HAM model proposed through W SR g conintol
. *  Inchire of 10K mobslizanon
city clusters for proschs
* SO of capex iveestment by developer paid
= 3 = | Back by gove.
76 ULBsin AP HybridAnnuiy | ¢ b o e b
. ¥ g
72 ULBs in Telangana ,551 O pras oy e
: o
sy e
O&M payrrents
CWAS : CRDF:=: o 7 o sity {2 ty Mod Sanital - 3

In Andhra Pradesh and Telangana ULBs are setting up FSTPs under the HAM model where 50% of capital costs
are borne by the government and 50% by the private operator and operated by the private operator.
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Vietnam- Privately funded treatment plant

*  Built, owned and run by Hoa Binh fertilizer company.

* FSisseparated from wastewater, and dried into bio-solids and dried
sludge. The dried sludge 1s sold for fertilizing crops, while the biological sludge
15 sold to the wastewater treatment company =

Tipping fees

* Desludging operators (both government and private) pay the fertilizer company '..,.,.[,_:, 4
for depositing FS about USD 1.46 for each truck.

= Current revenue limited due to illegal dumping of sludge by private

operators.

= Relevant model where reuse markets are better developed.

CWAS CRDF=~ | &

In Vietnam, a fertilizer company has built and runs a treatment plant and recovers operational costs through
tipping fees received from the collection companies and by sale of by-products for reuse.
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Integrated models for conveyance and treatment

-n [ | ‘_‘rﬁ
rguu b |:|u ul
Collection and transport Treatment

G - ,.ib__.] -
‘@'elv o)C o s o."&

Integrated models offer Interesting options for Dependency on a single Market information and Scheduled desludging
efficiencies, convenience opex funding of player subtie nudges along may be more conducive
and easier contracting with conveyance and treatment (1) compounds risk of with technical for integrated players
the same player from households — as a non-performance, (2) assistance might be given that it offers
responsible for operabons bundled price can be crowds out existing required to increase predictability of
acrossthe value chain implemented efficiently smaller players, which can the number of players operations in
impact implementation in the market conveyance.
Prototypes

Integrated model for scheduled desludging Integrated model with a cluster based approach

and treatment : Same private firm operates both : Same private firm operates both desludging and

desludging and treatment service for one city treatment service fora group of nearby cities

CWAS CRDF=~ |

Integrated models for conveyance and treatment offer interesting bundled options for increased efficiencies,
convenience, open funding and easier contracting with the same player responsible for operations across
the value chain. However, dependency on a single player may compound risk of non-performance and
crowd out existing smaller players which can impact implementation. Market information and subtle
nudges along with technical assistance might be required to increase the number of players in the market.
In such integrated cases, scheduled desludging may be more conducive for players given that it offers
predictability of operations in conveyance.

There are two options for integrated models. The first is where the same private firm operates both desludging
and treatment service for one city and the second is with a cluster based approach where the same private
firm operates both desludging and treatment service for a group of nearby cities
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Prototype 1: Integrated model with scheduled desludging
and treatment

Model Description

» Desludging charges from HHs are the source of opex funding for conveyance and

Treatment
+ Charges are collecled directly by the operator (user charges) or indirectly through : Integrated private: firm h
the government (FSSM taxes) which then pays the operator Collection Treatrment plant
company operator
Applicability l i v
Relevant in areas where there are private players with capacity to manage l * l l
both treatment and desludging operations O&M Capital H O&M Capital
costs costs - costs costs
. .
Benefits E
Integrated models offer Incentives for the operator to . Fees .
efficiencies, convenience, and bring all collected FS to the = : Favouls under
easier contracting, with the same plant for treatment - + PPP contract
private provider assssssnnns
Challenge ‘ ssssssssassansnnsnnnna Government
9 Household ) Fees/FSSM taxes (local)

Dependency on a single player
(1) compounds risk of non-perfaormance, and (2) crowds out existing smaller plavers

CWAS CRDF= | &

® The first integrated prototyoe is where an integrated private firm handles both the collection and transport and

disposal of faecal sludge and septage through scheduled delsudging. The private firm bears the capex and
desludging charges from HHs are the source of opex funding for conveyance and Treatment. Charges are
collected directly by the operator (user charges) or indirectly through the government (FSSM taxes) which then
pays the operator. Such a model is applicable where the active private players have capacity to manage both
treatment and delsudging operations. The private operator is inventivised to bring all collected FS to the plant for
treatment and reduces chances of illegal disposal. This model, similar to the previous, also faces risks by
depending on a single private player.




Case Example: Integrated model at Leh, India

L -ho 2 =

e i \
sl P icipality will . Inclusive Services: Cross-
Blue Water Company Municipality will give its Municipa Five year contract s
(BWC) designed, suction truck which will be 9‘:1”“‘ t;serf;x(.: (cleaning and 5Iub.|dma '1:051 UII FEI;:‘ e e:.
financed, built and operated by BWC at its own with help from treatment) oh?;hz_e:e;:?f;;? SI.S andg
tes the FSTP on the
operates o cosis g houses

land provided by the LDA

ke of ok of ~2.6 Million litres Trips increase from Only 26% of septic
Municipality Blue Water Company faecal sludge 6-8 trips/ month to tanks are easily
= collected & treated 80-100 trips! monthly accessible. Too many
’ﬂfa’&? m ;sm: narrow streets

2. hisue schedube.
1. Croate monthiy 3 Pre-viit to ensure
Cleaning schadle » w“‘. mm > Tank actess.

+

618 Tasik s
insccossible, 5, Cloan Tank, tako & Heminder (26nes
it sk shudge to FSTP e
mc
7. Socond Claaning: if . Pay AWC based on

& lsaues notice and
inaccessible, inform == P No.of cleanings
[ e ot !

CWAS:==. | CRDF==

The integrated model with scheduled desludging and treatment prototype has been demonstrated in Leh, India
where a private company Blue Water designed, financed, built and operates the FSTP while also operating the
municipality’s own suction truck.
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Prototype 2 : Integrated model with cluster based approach

Model Descri Ptlon Capital costand O & M costs

+ Recovery is mainly from desludging charges and partial from the govemment
{PPP contract). T

+ Charges are collected directly by the operator (user charges) or indirectly through

the government (FSSM taxes) which then pays the operator
g ( : ’ Py B . ‘ Integrated private firm h
Collection Treatment
i company plant operator
Benefits Challenge i B e e
1 Payouts under
Cluster approach can provide Co-operation among cities : Desludging BP0 contiact o PPP contract
efficiencies and cost recovery for efficient road connections . fees icense with diferent
treatment facilities cities
- & A A e i

Applicability : ciy 1 City 2 City 3 City 4

Relevant in areas where there are private players with capacity to manage both : Fees/FSSM

treatment and desludging operations : taxes

Also where the nearby cities are willing to come together for a cluster approach : ﬁ

Household

CWAS CRDF=~ |

The second prototype for integrated model is based on a cluster approach. The private firm which performs
both the collection and transport and disposal of faecal sludge and septage, however here the private operator
has contracts or licenses with multiple neighbouring ULBs to provide this service. The capex and opex is borne
by the private operator and it receives desludging charges from the households as well as payments under the
contracts from the ULBs. This model is feasible in areas where nearby cities are willing to co-operate as a cluster
and where private operators have the capacities to handle both conveyance and treatment.
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Case Example: Integrated Cluster based approach in Chhatisgarh, India

+  State has already started planning for cluster based faecal sludge treatment -
plant for non AMRUTULBs. |

- Preparing clusters in 15— 20 kms distance and will also fix 3 — 4 non- 3 il et
mechanized treatment technology for non-AMRUT towns. . 2

«  State authority will rolled out tender to invite single private player for both =y,
desludging and treatment. e ar

. The capexand 10 years opex costwill be inbuilt in bid and will be funded
by state government.

CWAS CRDF=~ | &

The Integrated model with cluster based approach has been applied in Chhatisgarh, India where ULBs not
covered by AMRUT prepared clusters within 15 kms to 20 kms and set up treatment plants as a state led
initiative.
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Case Example: Cluster based approach in Thailand

Thongthawil Service Co. Ltd (TSCL) located in Rayong province provides services for septage S wemane
desludging and treatment in two municipalities and 8 sub-district organizations. -

= Thailand

- o) i

Cambadi
Conveyance Treatment keme
+ Separate license for emptying and treatment in all +  Treatment plant is owned by the TSCL private
these municipalities under the 1992 Public Health Act agency. I
4+ 15 trucks and average 10-12 trucks serve daily, » Each municipality provides an annual license to
Services are provides for 365 days. TSCL, and the company collects a license fee for ©
providing treatment services. ’ *
+ Customers directly call TSCL for desludging services ©
They have a QR code on each truck where » TSCL charge only industrial domestic waste for
customer can directly send an online request for providing treatment services under Factory act. Service Area Population
emplying services Around 40% customers are from industries 440 sg. km 3,98 656

CWAS CRDFE=- | @Lun SOe AT

Similarly in Thailand, this cluster based approach was taken up by a private company to provide desludging and
treatment services for two municipalities and 8 sub-district organizations.
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Treatment Business Models- Summary & Key Inferences (1/2)

CWAS

_A

Since there is limited
commercial return potential,
government funding would

remain the dominant source of
fundina for treatment facilities

S

Monitoring the system- it can
also help enhance project
quality through quality
monitoring and zero energy
systems as well as to develop
these as resource centres.

CRDFE=- | &
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Opex funding for treatment is critical for

sustainability and will need careful
attention, as well attention on resource
recovery for the future. This has to be

partially funded by local government.

Treatment operations are mostly
outsourced, due to ULB's
limited resources, financial and
technical capacity

A state level strategy for FSEM
treatment at scale will guide
the ULBs and motivate private
participation

<

Government funding is important, but
philanthropic funding can be useful in initial
stages. Many technologies are in an early
stage and inadequate experience exists,
philanthropic or CSR funding can support
pilots and demonstration projects.




Treatment Business Models- Summary & Key Inferences (2/2)

P
S

Reuse revenues require developed
markets and market linkages. As these are
at relatively nascent stage, more advocacy

and innovation will be needed to develop
these markets.

The option of tipping fees is
also difficult in most cases,
due to negative incentives to

private operators to dump
outside.
CWAS=-. | CRDF==- | &
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Opex costs will need to be mainly funded

from local government sources. Plant
selection (through tendering) can also

emphasize low opex expenditure to the

extent possible

SHGs can be involved in various
activities like Operation and
maintenance of FSTP;Sale of dry
compost/sludge; Landscaping at FST,
Operating Sanitation resource centre




Integrated Business Models- Summary & Key Inferences

Preferable option from government perspective

|

%5@2 From the ULB perspective a single operator for conveyance and treatment may imply ease and simplicity of reporting and

menitoring

Limited number of private player for integrated options

.“‘. From the perspective of private prowders, integrated contracts maybe difficult as very few private enterprises are in both
[ ] areas of business, and thus they have to take on work which may not be their forte, or form consortia. In this process, it may
.,,.- lead to crowding out of expertise of smaller independent service providers

Opex funding could be explored

% An integrated contract offers interesting options for opex funding of treatment from households - as a bundled price can
be implemented

CEPT

CWAS ==
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Activity 5

FSSM business model canvas for
identifying suitable service in a city
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Session objectives

In previous sessions we have already talked about business models for FSSM where private sector has

U I . .
Ies 10 piay.

w
=

. . e Understanding the benefits and role of private sector in FSSM
In this session-

Understanding needs, interests and concerns from both ULB

and Private sector perspective

Learn about processes for engaging private sector and
sl Understand key challenges and risks encountered in the
procurement process and how to mitigate them

s Learn about considerations for building successful contracts

CWAS=—. | CRDF== | ]
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Introduction to private sector participation




Why are private partnerships needed / beneficial?

® e e ==

Urban Locai Body
Mandate to ensure service provision
.:SSI'.‘ challenges - Improper onsite

systems that do not conform to standards
Mo treatment facility and unsafe disposal

Limited funds, human-resource, equipment

Private sector

Looking for business opportunifies

‘ Good access to techmical knowhow ‘

Competitive prices ‘

Low technical know-how

Have to focus on other sector
responsibilities

CWAS CRDF= | &

‘ Many times, already active in the fieid ‘

Fast track implementation - agility and
innovation

Reduced burden on ULB staff ...

Able to focus on monitoring and
ensure better quality service

Citizens get timely services at
competitive prices

Entrepreneurs get business
opportunities

While city governments generally have the mandate to ensure provision of sanitation services as per the 74th
amendment, often there is an active private sector that provides FSSM services in the city. The ULBs are
often unsuited to face the prevailing challenges with limited funds, human resources, technical know-how
and equipment. They are also required to focus on responsibilities in other sectors. In such cases
partnering with the private sector is a win win situation for all. The private sector is usually looking for new
business opportunities and can offer good technical know-how, competitive prices, agility and innovation
in implementation. Engaging the private sector may result in reduced burden on ULB staff who are then
free to focus on quality control and monitoring. On the other hand, citizens are also getting timely services.
Thus, it is necessary to assess the current role of private sector providers as well as their potential role in
citywide service provision.
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Need to address typical challenges faced by private players

Tech and experience requirements Financial constraints Distrustin working with government

Issue with projectstructure

Presentation at TSU-PKU comening
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Multiple components to catalyze private sector participation

Showcasing Enabling Balanced Finance options

Payment

market environment in contracts and assurance

i i j 1 .
opportunity public sector project structures Bccess tocradit
Addressing risks

Alternate revenue
models

When it comes to private sector participantion in the sanitation space, resources exist to guide PSP in large scale
projects, but there is still a need for guidance on engaging contractors in small-scale projects based on the
FSSM approach. It is not enough to provide or enable market opportunities for the private sector to
participate in FSSM. In order to catalyze more private sector participation, market opportunities need to be
showcased through successful examples and an enabling environment needs to be created which includes
but is not limited to points like political will, legal support, increased engagement capacity of public sector,
balanced contracts and project structures, resolution for payment risks and availability of financing
options.
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2 Market opportunities for private sector in FSSM




Market opportunities for private sector across sanitation chain

| |
* | [ t"‘ :
| || .-
.-" ;
Vil =
i~ ;
Collection Transport Treatment Disposall Reuse
Improper onsite Inadequate suction e =
" trucks, Mo treatment facility Unsafe disposal
« Onsite systems lack + Very few onsite systems * No facility for faecal » Septage disposed in the
access manhole covers cleaned annually sludge treatment open without treatment
and are not of standard
size
Regular emptying to Construction of Faecal O&M of FSTP
ensure that 1/3 of the Sludge Treatment
onsite systems are Facility (FSTPs) Regular disposal/reuse

cleaned every year of treated sludge

Note: (i) As per MolID guidelines, a household onsite system/onsite system must be emptied every 3 years hence 33% of all onsite systems/ onsite systems should be emptied annually

CWAS CRDF= | &

Small and medium towns have a sizable market potential for private sector engagement in sanitation. Tapping
into this opportunity will also help ULBs address internal capacity constraints and enhance sanitation
services. Across the FSSM service chain, three possible activities offer the possibility for private sector
engagement — desludging of septic tank, FSTP construction and FSTP O&M including regular disposal/reuse

of treated sludge.
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Possible PSP options

Conveyance

ool

On call desludging
contract

Scheduled desludging
contract

License to private
delsudgersto carry
out independent
operations

CWAS CRDF &

Treatment

Ela

DBFO (Design, Build,

Finance and
Operate)

Build Operate and
Transfer (BOT)

Build-Own-Operate
(BOO)

Bulld-Own-Operate-
Transfer (BOOT)

Build-Operate-Lease-
Transfer (BOLT)

Contract for O&M of
existing FSTP

Depending on the choice of business model, a range of options exist for PSP. Conveyance arrangements, if
centralized, may be through an on-call contract or a scheduled desludging contract. Alternatively the ULB
may also choose to simply license private desludgers for carrying out independent operations. Treatment
arrangements, for construction may be through a variety of contracts in various combinations for
designing, building, operating, owning and transfer options. For existing FSTPs, simple O&M contracts are
also an option.
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Possible options for SHGs involvement across sanitation

value chain

User int

1 1T -

Containment

Conveyance and
Transport

O s B ML A |
b 1 St

Treatment Useor Disposal

/

2

Access >1

Containment

-—

-— = = o

> Conveyance

> > Treatment > > Reuse/Disposal >

Identify and
Mobilize toilet
application
Construction of
IHHL

Monitoring activities |
Avail Credit through

bank linkages for
IHHL construction

!« Assessment of

containment systems
in the city

« Supervision of septic

tank construction as
per design
specifications

» Monitoring of
operations for
scheduled/demand
based emptying

» O&M of desludging
trucks

= Data collection for

demand for scheduled

desludging

+ Operations and « Disposal of treated
Maintenance at FSTP effluents at designated
site. location.

« Conduct exhibitery « Selling of compost
visits and manage » Management of a
visitors to FSTP site. resource center/green

+ Monitoring activities house / urban forest at

FSPT site

« O&Mof CT/IPT
& * Awareness Generation/IEC for FSSM

CWAS CRDF= | &

Opportunities also exist for self help groups to get involved in FSSM activities. With varying degrees of capacity
and training, SHGs may be engaged for activities that require low technical skills such as awareness
generation and CT/PT O&M to activities requiring high technical skills such as conducting citywide surveys
and FSTP operations.
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Possible Challenges in linking SHGs to Sanitation enterprises

[acemm]
T ?’ —o
—— b -—
Requirement of capacity building Support required to bear itil cortiacts. S0P
program for enhancing the shocks of irregular ULB training to SHGs‘ ’
technical, and managerial skills payment cycle
CWAS CRDF==- | ¥

SHG engagement. however, will require extensive capacity building programs for enhancing technical and
managerial skills in members. While private enterprices are experienced in working through contracts, for
SHGs support may also be required to bear shocks, if any, in payment schedules and cycles of working with
government bodies. Model contratcs and standard operations procedures need to be provided to facilitate
the process.
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Private sector participation projects can be categorized into 6 types

Description

Private entity designs and builds an asset for a fee paid by

L
BTy, the public sector

New assets Pubilic sector grants rights to private entity to build and operati

Concession faciiity for a fixed period of time in exchange for a concession fe

Private sector
imvests capital
Private entity builds, owns and operates the assets after

Ll getting rights from the government

Private entity operates and/or maintains an asset or

Management
provides a service for a management fee

contract

Private sector does
not invest capital

Private entity operates and/or maintains an asset for the

ublic sector in exchange for a lease fee
Existing assets B ®

Government grants rights to a private entity to operate and

Concession maintain a facility for a fixed period of time

*Note: Nat generally defined as a PPP in India; Similarly short-term outsourcing contracts will not defined as PPPs as per the new 2011 Draft National Policy 2
CWAS Source: PPP toolkit - Ministry of finance - India, Toolkit for PPP in Urban Water Supply in Maharashtra - ADS, Department of economic affairs
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What does the desludging market look like for private players?

A case of Maharashtra — one of the most
urbanized states in India

A research was conducted by Arete Advisors with CWAS-
CEPT University on the private sector players across cities Share of desludging operators - city class wise (%)

in Maharashtra — 62 pvt players interviewed across all ULB Provider Il Private Provider B8 Both Bl None
classes of towns, PAS Project data from 311 cities

311 14 16 62 111 108
analyzed Amravati: 3
Nashik: 11
45% 55% SN
- Nagpur: 13 86% i
Konkan: * Aurangabad: 9 14% 19% 19% 9%
12 ' 2% 4%
¥ P " Al cities Municipal Class A Class B Class
¥ Pune: 14 Corporation
CWAS = CRDF___ CEPT vale _\ eduled desludging serices in Maharashtra WAS CROF EPT Universit i

While studies have been done recently on PSP in FSTP activities in partnerships with local government bodies,
not much is known about the desludging market aside from studies in individual towns. A research was
conducted by Arete Advisors with CWAS-CEPT University on the private sector players across cities in
Maharashtra — 62 pvt players were interviewed across all classes of cities. The first observation from this
study was the stark difference in private sector desludging activity in smaller towns vs larger corporations
pointing to low service capacity of smaller local governments.
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3. Desludging as a business is upcoming —
Most entities are developing and
individually owned businesses

2. Big corporations are also seeing

increasing demand for pvt. desludgers

Growth rate by City class Maturity of private operators

Municipal Corporation W Class 8 Il Nagar Panchayat Developing (0-5 yrsokd) Emerging (6-10) ~ Seasoned (10+)

Class A M Class C Private 15% g2
Operators
SBM has increased opportunities for desludging with
@ 31% many new entreprensurs entering the market post 2014
2,045

Type of registration by private operators

360 11%

Company Individual SHG ULB
9% —
2% i
8% Operators have Relatively new operators prefer to operate as
been in business for ‘individual’ to circumvent stringent tax and
Total monthly Total monthly trips in 3 yravg. >Gyears  seclor-specific regulations ’
trips in 2017 2020 (pre-lockdown) CAGR
CWAS=-. | CROFES- | Mo, vy o000) roge secio suescamant o schosion dosidoin senicas o iaharnehin GiAS CoF Ceot Lty 123

Although, private operators show a lower share in activites in larger corporations as compared to ULB services,
they are also seeing increasing demand per month lately. Increasing demand and upcoming profile of
delsudging as a business is also seen in the age profile of existing entities — more are developing (0-5 years
old) and individually owned as against seasoned players (10+ years in business) and established companies.
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4. Four diverse customer segments

Ind@unl

About 50% of the private operators service only the individual
residential household these emplying are less frequent and

sidential house ase 0 ara lass irenus

generally would have a single trip

B

Event/ Site Toilets
In larger towns, operators have started servicing desludging demand
from construction sites, events, etc. as an alternate source of
income

CWAS ==

Industries
About 35% of the operators have industrial trips greater than 25%

of there total trine  nrice points charged to industrial customars are

caponts chargad aus! Lusimars 2

relatively higher than other customers

2

Tender/ ULBs
ULBs have started to give out one-year contracts to private operators
for desludging operations, operator bids on monthly payment to be
paid by the ULB per month for emptying
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What does the treatment market look like for private players?

1. Typical bidders for PPP model FSTP projects 2. Typical enterprises for Turnkey / EPC projects

Sanitation enterprises which are already working in the Local contractors who work with ULBs/Government to
space and have experience in FSTP construction, O&M implement construction projects like road, sewer etc.
Examples: BankabiolLoo, Tide Technocrats, Tiger Toilets Examples: DD Builders

Enferprise related informafion
States/ disticts of operafions States— 3.4 | Disticks—8,10
Number of years of operations 05-10 Years
Promoter experence 12-20

Enterprise relaled information
States/ districts of operations States - 01 | Districts - 2.3
Humber of years of operations 05-10 Years
Fromoler expenence 810 Years

Sector of experiise

Sanitafion and Alied space

Sector of experfue

Construction ocfivifies

Customer information

ULBs, govermnment chents

Customer information

ULEs, Private construchion
companies

Operational Delails Operafional Details
No. of employees 50-100 Mo, of employees mel‘;m [temporary
No. of customers 12-20 Mo, of customens 12-20
:ii’fﬁzl:gf revenue from fop TO% Percentoge revenue from fop o
5 customsn 5 customen R

Financial details Financial detail:
Collateral availability Available Collateral availability Limited
Turnover 15 crore Turnaver 5 crore
CWAS = CRDF== Pt Source. intellicap (2020) “Pre-réad_Workshop un financing mechanis
In terms of the treatment market, sanitation

enterprises which are already working in the space and have experience in FSTP construction, O&M

Examples: BankabiolLoo, Tide Technocrats, Tiger Toilets. Such enterprises are experienced with a diversified
customer base, available financing opportunities and high turnovers of upto 15 crores. For turnkey or EPC
projects, typical bidders are local contractors who work with ULBs/Government to implement construction
projects like road, sewer etc. Examples: DD Builders. Such enterprises, although experienced are smaller
and more dependent on a few big customers. Their collateral availability is also limited and turnovers
smaller at 5 crores.
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3. Typical enterprises for FSTP service contracts

Since this model limits itself to operations, small

enterprises, NGOs, Area Level Federations (SHGs) are the

prominent bidders.

Example: Hand in Hand, Tamil Nadu ; Hasirudala,

Karnataka

Enterprise related information

States/ districts of operations

States: 10-15 | Districts; 200-250

Number of years of operations

NGOs - 15 Yeors

Promoler experience MNA,
Sector expertise Waste Management
Customer information ULBs, Donors
Operational Detailz
No. of employees B000-10000 (NGOs)
No. of customerns #0-70
fercgn?uge revenue from fop 0%
2 CUSIOmens
Financial details
Colateral availability Not Available
Turnover NA
CWAS==. | CRDF==-

L i .
Sourre Intelicap (2020) “Pre-read Workshop

4. Typical profiles for integrated models

Truck operating enterprises with approximately 20-30
trucks participate in such integrated projects. Usually these
enterprises are already engaged in Sludge transportation

and/or Solid Waste Management.

Entferprize related information
States/ disincts of operations 01-State | 02-Districts
Number of yeors of operations 04-05 Years
Promoter expanence ~ 10 years

Enfrepreneur type

Technical Enfrepreneur

Customer information

ULBs and government clients

Operational Details
MNo. of employees 100-200
Na. of customers 04-05 clents
Capacity ufilzation 0%
Percentage revenue from fop o5
5 customers i
Financial details
Colateral availability Available
Tumaover INR 40-50 Cr

For contracts limited to services only, such as O&M, typical bidders are small enterprises, NGOs, Area Level
Federations (SHGs). These, if experienced, may often have a large employee base and highly diversified
customers. Lastly, in the case of integrated models for conveyance and treatment, typical bidders are very
large organizations which are experienced in in Sludge transportation and/or Solid Waste Management.
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Assessing legal and political environment

Favourability toward PSP from
a legal and political standpoint

Legai iimitations

Do laws and regulations allow
private contractor engagement?

Restrictions - ULB should reach out
to state government for exception

Specific reguations - proactively
seek early buy-in of state
government

Land acquisition beforehand

CWAS CRDF= | &

©

Poiicy support

Does a policy for private
sector participation in IFSM,
or sanitation exist?

If no, clarify way forward
through consultations

Policy issued by previous
government - confirm current
government’s views

Existing drivers that can ‘
propel a potential PSP

-0

Poi |:|!cal.rmiu

Is there political will in the local
govt or a committed political
champion?

No - proactively seek early buy-
in of state government

Lower level political support

exists - submit project proposal
to higher-level authorities. Align
with broader sanitation agenda

Feasibility and ease of
=7 engaging with contractors

i

Community support

Local community actively
opposed - targeted stakeholder
discussions

Broader exercise (e.g. through
newspapers) o state how
community views have been
taken into account.

Community not engaged - Seek
feedback on project through
local newspapers

If market opportunity exists, the next step is to assess legal and political environment for favorability towards
PSP and existing drivers that can propel such opportunities. There must be no legal limitations and policy
support, political will as well as community support must exist. If there are barriers in any of these aspects,
appropriate steps must be taken to address the issues for smooth contracting.
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Has the ULB engaged the private sector for FSSM or in other sectors
previously ?

Sector Type of the contract LG responsibilities Contractor responsibilities

- Management contract for door » Fixed monthly payment made to * Door to door collection of waste

collection of waste and cleaning of the contractor and -::Fgamng to drains
FO RO drains + Provision of labor required
* Provision, Operation and
maintenance of tnjcks
+ Management contract for the O&M of * Monthly payment made to * Provision of labor, equipment
( vermi-compost treatment plant contractor for operation and and utilities for the plant
maintenance of compost plant « Sale of compost, 50% of the
\-e consiructed by the LG proceeds of which, need to paid
to the LG
A + Management contract for the O&M of * Monthly payment made to * O&M of community toilets along
o_ community toilets contractor with regular cleaning and repairs
e » Payment for utilities
-
+ Management contract for cleaning of * Fixed monthly payment made to * Undertaking cleaning of drains
pre-monsoon drain cleaning the contractor « Provision of labor required
* Provision of equipment required
to undertake cleaning
CWAS CRDFZE | i, conter for Witer and Saniation. CROF. CEPT Uniersity (2017) “BSP Toait fo FSil 129

The main objective of this assessment is to understand the past experience of local government with planning
and implementing engagements with the private sector in provision of urban services. This would be based
on an understanding of the processes and key stakeholders required for implementing a private sector
engagement right from the evaluation of need for the project to contracting, implementation and
monitoring. This assessment would help to assess the key challenges that are encountered before, during
and after awarding the contract as well as the positive practices and preferences that have enabled success
from local government point of view.
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What was the overall experience of the ULB in these engagements?

« What are the positive factors that enabled the ULB to undertake these “Our experience with these contracts

engagements successfully? has been quite good. The LG has not
received any complaints so far. It is a
* What are the key challenges the ULB faced during the process? relief for our staff.” - A city Engineer

« Are private parties easily and locally available?

. “We are paying more than we did
* Are there any private contractors the ULB uses to supply labor for . A
various services in the WASH sector? whep e did those actvities

ourselves. However, the service
levels have improved and we have

« Are the ULB officials satisfied with the services provided by the private shifted a lot of our burden on to the
plaver? How is the standard of service provided by the private player in et el e e e S S
= . . " " nooE PRER SR T AT AL RN AR SR N W
comparison to that of the ULB itself? constantly faced issues with theft
and vandalism in community
« Has the ULB ever had to discontinue a private sector engagement toilets. That is now the
model? What were the reasons? responsibility of the private player
to keep this toilets operational.”
- A city Sanitary Inspector
CWAS CRDF===~ | &

The main objective of this assessment is to understand the past experience of local government with planning
and implementing engagements with the private sector in provision of urban services. This would be based
on an understanding of the processes and key stakeholders required for implementing a private sector
engagement right from the evaluation of need for the project to contracting, implementation and
monitoring. This assessment would help to assess the key challenges that are encountered before, during
and after awarding the contract as well as the positive practices and preferences that have enabled success
from local government point of view.
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What was the structure of these contracts?

Contract to be assessed on the following parameters

Features Contract 1 Contract 2 | Contract 3 Contract 4

Contract length

i.....,...\........... .+ .i.

1 Automatic i H

i Renewal i i

5 Tender type i E

—— + i

| Payment duration ' !
e e i }

e pata r Liomp | Fixed fee i Fixed fee 3 Fixed fee ' ltem rate ‘.
|| Sunvichdiee || : i | i
| Rate perunit | 1,90,000 per | 221,000 per { 155000 | ‘ﬁ?ﬂfﬁ% Ll
. (INR) i manth : month i par manth | ~350/manday |
S
| Penalty clause for | i | | i
{ non-performance | v E v ! v i v !
S e = precssmnss e 1
i Number of bids | 5 ' 1 ! 3 i 4 i
| received last year | ' | H H
R miceiicasaio SETTE : ST s : PR, it i i
CWAS CRDF== | ®agy .

Medium term contracts allow for stability in services

Lump sum contracts are not tied to inputs and avoid
incentives for private players to inflate bills. Easier to monitor
with fewer disputes.

However, private players complain that the lump sum
payments do not account for repair costs or price escalations

Payment should be clearly linked to monitoring and
reporting requirements

Penalty clauses should be tied to monitored outputs or service
levels and not be open ended

Positive performance incentives tied directly to outputs or
service levels should be considered

Performance penalty in contract for door-to-door
collection of waste - “If any complaint is received by this office
that the collection vehicle has not visited the designated area,
an appropriate amount shall be deducted from my monthly bill

-and | will have no objection to such deductions.”

The main objective of this assessment is to understand the past experience of local government with planning
and implementing engagements with the private sector in provision of urban services. This would be based
on an understanding of the processes and key stakeholders required for implementing a private sector
engagement right from the evaluation of need for the project to contracting, implementation and
monitoring. This assessment would help to assess the key challenges that are encountered before, during
and after awarding the contract as well as the positive practices and preferences that have enabled success

from local government point of view.
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What were the terms for risk mitigation and dispute resolution in
the contracts?

Priority contract clauses for effective engagements

B « All contracts include a dispute resolution clause
Doorto-door | ep ofvermi | Cleaningol | o o econ that “Any dispute regarding the bills will be settled at

S s 'p"’l i+ | drain cleaning City X and in the jurisdiction of City X court.”

compost plant

+ All contracts should have a termination clause in

| Rediess ofuser |, | .| v :' x { case of public and private termination.

i complaints | i | i i

Ir—————lj_————! —————— G ; Preanmenpmnasumnnt | » Complaint redressal processes and expected

I aaee & 1 v | v | v i service standards should be clear with responsibility
' o el B ' ————————————— 1 -------------- 4 ————————————————— I « There should be clauses to manage delays in

| Mitigating | i ! " ! % ' . i payments (e g interest paid to the private sector)
{ poymentrisk | i ; i !

- ; . — !

i _ Miigating | | | t i

i Termination risk | ® i ok | * i o i

L wud '} | .

CWAS:==_ CRDF

Source. Center for Water and Sanitation, CROF, CEFT Unwversity (2017) “FSP Toolkit for [FSM 132
—_—

The main objective of this assessment is to understand the past experience of local government with planning
and implementing engagements with the private sector in provision of urban services. This would be based
on an understanding of the processes and key stakeholders required for implementing a private sector
engagement right from the evaluation of need for the project to contracting, implementation and
monitoring. This assessment would help to assess the key challenges that are encountered before, during
and after awarding the contract as well as the positive practices and preferences that have enabled success
from local government point of view.
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Landscape assessment of Private players

Are contractors Do these players have What are their key

available to provide the expertise in delivering considerations or
proposed services? similar projects? interests?

- Who are the relevant + Do the players possess relevant = What are the key interests of the
contractors for the proposed technical expertise and private partner?
project? knowledge?

- How can they be identified? * ﬁ’:ﬂs m;v have prior experience in

= Do they have prior experience of
working with the public sector? “

CWAS:=: CRDF== | 7

Once we have established the need and opportunities for PSP in FSSM the town/ city, the next step is to
understand the availability and capability of the contractors operating in the region. A landscape study
along the abovementioned questions would help provide an assessment of work profile, interests,
expertise and capacity and willingness to undertake various FSSM activities.
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Inviting Expression of Interest (Eol) for scoping potential
players

The ULB should launch an Expression of Interest (EOI) to capture inputs from private sector operators,
* The EO| would require companies to provide information related to the following aspects relevant documents

@ L% ;

Ll ]

Experience Techical fitness Interest
= Years of experience in providing - Base of operations and geographical spread + Interest in working with
service in relevant sector public sector
+ Standard mechanisms for service provision/ Expertise
+  Experience in working with public in types of technology + Willingness to invest and
sector expected retums
= Details of available physical infrastructure=
= Certification/ accreditation / technology, age and number

registration with relevant agencies
= Details of staff
+  Pastexperience and future intent to
provide relevant services = Typicalteam structure for projects

« Financial health — Tax returns

CWAS CRDFE=" | i adapted from Conter for Water nd Senitation, CROF. CEPT University (2017) i 135

In the absence of resources for conducting an in-depth independent landscape study, ULB may advertise and
invite “Expression of Interest” from interested parties. Typical Eols require companies to provide
information in their experience in the sector, technical fitness in terms of available staff/physical
infrastructure/financial health as well as interest in investing and/or providing required services.
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Assess work profiles, interests and capacity
of interested parties

Small scale players (<10 employees)
Samnle Comnanv Profile
=ample Company Frofile

1. Name: Company X Labour contractors

2. Geographic focus: Maharashtra, Karnataka, Tamil Madu, Goa and Delhi NCR

3. Services offered: Company X core business is the manufacture and supply of recyclable portable Septic tank cleaning
toilets, but they also offer commercial and residential septic tank cleaning and septage treatment companies

4. Business model (conveyance):

Scale: ~60 Mercedes Benz suction emptier trucks, each operated by a driver and a technician Medium scale enterprises (>10-50

N I employees)
Customers: Mostly residential, but also some commercial clients

Payment structure: Charges INR ~400 — 1000 per trip. Run trucks on a regulated "DHL - like”
schedule, but also take emergency calls

Pure play treatment players
Expected return: 20 - 25% EBITDA margin
5. Interestin business opportunity Integrated FSSM service
“We have invested in high quality trucks so that our employees do not have fo come into providers
contact with the waste at all. We want them to feel proud of the work they do. Customers don't
care, they just want the job done. But we have a rule book, and it clearly tells the customers
what we will and will not do” Others
"We would be interested in an integrated contract for faecal sludge management. In terms
of nrafitahilite the husinese ie nnlv wviahla if vaurre doinn at leagt a 20.25% ERITNAY - = L
of profitability, the business is only viable if vou're doing at least a 20-25% EBITDA Buyers of septage
6. Key Concerns

CWAS CRDF=- |

On receiving Eol, the ULB or assessing organization can create individual company profiles based on provided
parameters. A sample profile is provided above. Typically, companies can be categorized into small scale
players — which are interested in being labour contractors or desludging operators — or medium
enterprises which are more interested in treatment or integrated FSSM services. Another category may be

those that are not interested in providing services but may want to purchase treated products of septage
for re-use.
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Willingness for engagement as per their competencies
and interests

Refurbishment of septic Periodic cleaning of ? Operation and
e tanks with access O septic tanks along a ::onstruct!:oniaf maintenance of
ARtV peqLred manhole covers regulated schedule Featmantiaciiy treatment facility
Key Interested, with previous Interested, no previous Experienced, not Notinterested, not
experience experience interested experienced
Labor Company 1
contractors
Small-scale
septic tank
cleaners
STP Company 6

companies Company 7

Integrated ;| Company &
T

mayers Company 9

CWAS CRDF &
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Typical procurement process in local government

Mhndordomont

Expression - Receive bids from Evaluate bids, select and ‘ Sanction
of Interest Invit li e b private players 'sanction work order work
and market order
fe— * Officials may hold initial discussions * Private players submit their bids * Received bids are evaluated by the council
with potential private players to including: and negotiated by the officers
understand their requirements v Business license and registration  + Contractors meeting the minimum specified
* Chief officers (CO) approves tender v Employee Provide fund details criteria and offering the lowest bid are
drafted by the Sanitary Inspector (SI) # Tar records selected
+ Bids are then solicited in local v Previous work experience + If required, Detailed Project Report is
newspaper or e-tender floated if ¥ Pricing quots prepared by bidding agency. This then goes
above certain financial catego for technical approval by relevent authori
) ) - v Tender fee / Earnest money deposit ) i ¥ rity
* Pre bid meeting may be held to + Administrative approval by State govt may
address questions and concerns of be required for high value projects
interested parties
* Refloat tender if corrections needed
based on pre bid meeting
CWAS = CRDF“- l:ﬂw'i\;“::-::‘ Adapted from Center for Water and Sanitation. CROF. CEFT University (2017) PSP Toolkit for [FSM 138

The next stage in a typical procurement process is generally to float a tender inviting bids with specifications on
the kind of services required and related terms and conditions. This may be done through advertisements
in newspapers or through the state government’s e-tendering website. The draft contract and tender
documents need to be approved at multiple stage and relevant officials. Once bids are received, they are
evaluated by the city council and subsequently negotiated by the executive wing officials. Contractors
meeting the minimum specified criteria in the technical evaluations stage and offering the lowest bid in the
financial evaluation stage are selected and work order is given.
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Pre-procurement challenges faced by private players

Bidder size (turnover) Minimum Average Turnover requirements

requirements are usually set at 25-33% of the project
cost

Restrictions on partnerships ~ Consortium/ Joint Venture notallowed

while bidding

Geographical presence

Many new players are unable to meet the
minimum criteria.

Many tenders ask for an office set up in the

requirements region or experience in similar projects in the
region, which disqualifies many bidders.

Fixed vs open technology New technology sclutions are not being

for treatment tested and technology startups are not
eligible for these contracts.

Earnest Money Deposit The EMD amount of 1% of the project cost is
an added financial burden on the private
seclor piaysr.

CWAS:=: CRDF== | 1

While the minimum average turnover should be in line
with the existing ULB norms, joint venture / consortium
should be allowed.

Experience in managing similar projects is critical.
However the need for a regional player and an
infrastructure setup for such small projectsis
unwarranted.

lts better to standardize output parameters rather than
the technology. An open technology with due validation
will allow more bidders to participate.

Needto adoptthe GOI guideline of exempting
MSMEs from EMD.

The above table lists some common challenges faced by private players in the pre-procurement stage during
bidding. Most of the times they issues relate to limitation clauses in the tender document that restrict
certain players from entering the bid.
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No-procurement case: License to

desludging operations

In case private sectoris providing independent services, ULBs
should certify and license private septage transportersto
desludge and transport waste o the designated treatment facility

v Permissionto run desludging operations

v Private player ownstrucks

v Private player is collecting charges independently

¥ Private player to ensure safe disposal at designated site
¥ Permitto be renewed periodically

v Can be cancelled if violating and Acts, Rules and
Regulations

CWAS=-.. | CRDF==- | &

carry out independent

Septage Transporter Permit for Municipality

In accordance with al the terms and onditions of the curent _______ Municipality's Rates, fules and

Regulations, the special permit conditions accompanying this permit, and 2l 2pplicable nules, laws o1
reguistions of Government of Maharashtra, permission is hereby granted tor

NAME OF PERMITTEE:

ADORESS

treatment faciity.

This Permit & based on information provided in the Septage Transporter Permit application whick
constitutes tha Septage Management Hauled Permit

This Permit is effectie for the period set forth below, may be suspended or revoked for Permit
Condition Non Compliance and is not transferable. The original pesmit shall be kept on file in the
Permittee’s office. A copy of this Permit shall be camied in every registersd vehicle used by the
permittes

EFFECTIVE DATE:
EXPIRATION DATE:
CHECK IF RENEWED PERMIT

Permit is lable to be carceled in case of viclations of any Acts, Rulles and Regulations relating to the
operation of Septage System or in cses of safety protocols not being adhered to o in case of non-
permitted daposais

140

In case the ULB is not opting for centralized contracts for desludging services, it should certify and license
septage transporters in order to monitor their operations and ensure safe disposal at designated sites. A
sample permit is given above. This is relevant for Conveyance prototype 1: Fully private model described

in the previous sessions.
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No-procurement case: License to carry out independent

desludging operations

In case private sectoris providing independent services, UL

should certify and license private septage transportersto
desludge and transport waste to the designated treatment facili

Conveyance
prototype 1:

v Permissionto run desludging operations

v Private player ownstrucks

Full Private Model

v Private player is collecting charges independently
v Private player to ensure safe disposal at designated site

v Permitto be renewed periodically

EFFECTIVE DATE
v Can be cancelled if violating and Acts, Rules and EUPRATION DATE:
Regulations ___ CHECKIF RENEWED PERMIT

Permit is lable to be carceled in case of viclations of any Acts, Rulles and Regulations relating to the
operation of Septage System or in cses of safety protocols not being adhered to o in case of non-
permitted daposais

CWAS=-. | CRDFZ== & B : vE
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Activity 6A
Procurement plan

Refer to exercise workbook
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5 Developing balanced contracts, project structures




Structuring PSP option for FSSM - Six step processes in

Bundled or ﬁ 6 Fevenue stream
Sundaled o.
7 led Operational enough to meet
: 24 Source of private players’
role of the e
return
private .
contractor expectations?
How to o : °
address the Selecting Who should
major risks for Risk an :““m;:‘t invest in
the private mitigation appropriat ‘:‘;‘::'?“IP capital
player and the and e PSP ass': . assets?
ULB ? allocation Option
What is the (5 ] (4] What is the
appropriate contract Contract Payment appropriate
duration for private length and structure payment
and ULB ? value structure for the
vate player?
PSP Toolkit For IFSM
CWAS CRDF & T2

For designing contracts, there are six decision areas processes involved in structuring and assessing a PSP option
for septage management.

Operational role of Private Sector — appropriate bundling of contracts: Should the local government put
out an integrated FSM contract for the entire service chain, or unbundle the contract for specific activities
Return expectations and source of revenue: What are the likely revenue requirements to meet private
players’ return expectations? What could be the potential sources for these revenues — taxes or user
charges?

Investment and ownership of capital assets: Should the capital investments in the vacuum truck and
sludge treatment facility be borne by the private players or by the local government?

Payment structure: What is the appropriate payment structure? E.g. should it be a fee per unit, or a lump
sum contract or a monthly fee?

Contract length and value: What is the appropriate contact duration and value which compensates private
players for the risks they undertake, while providing the local government with the flexibility to switch
providers?

Risk mitigation and allocation: What are the major identified risks for the private sector and the city
government that need to be mitigated? If it is difficult to mitigate some risks how should these be
allocated?

Once these key questions are addressed, it will be possible to develop an appropriate structure of engagement
with the private sector as well as develop the necessary contracts and bid documents. Based on these, a further
round of detailed consultations should be done with both the local government as well as a few key private
players to get their feedback.
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1. Operational role of the private contractor
- creating bundled contracts

Identify the different e

activities under the
sanitation value chain

Periodic emptying of onsite systems as per Construction of O&M of FSTPs
a regulated schedule FSTPs

access manhole covers

\ Refurbishment of onsite systems with

Consider the interest T e TS = =

and capabilities of the m [ - . ik }
different contractors [ ConstrontiontiSTis
T R
Cr—

Create bundling options (L consnctonandosmarsis |
according to activities B
— D e B

0

CWAS =-_ CRDF === P o ica Conter for Water and
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1. Operational role of the private contractor
- creating bundled contracts

Identify the different

activities under the P~ HAM model in AP and Telangana
sanitation value chain ; — City cluster bundles for FSTP
\ i e systd construction

h |

Consider the interest ——
S shpatwition ol the Approach in Chhatisgarh and Thailand-

different contractors i
Private player for treatment + cluster
based desludging

¥

Create bundling opti

CWAS - CRDF'.::._ T Source: Center for Water anc Nt
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Bundling contracts simplifies vendor management, and ensures
greater accountability

Advantages of bundled contracts Advantages of unbundied contracts
Ensures greater accountability: Having a single point of - Diversifies non-performance risk: With a bundled
contact avoids the issue of players blaming each other for contract, non-performance puts all activities at risk

lapses in service
* Takes advantage of player expertise: Contracts can be

« Aligns performance incentives: Creates incentives for awarded to the most qualified player for each activity
the private player to manage each element of the chain
successfully

« Simplifies contract management: Reduces the number
of transactions needed to co-ordinate with different players

The elements of integrated faecal sludge management are highly connected and success of one element is
closely tied to the success of the others. Hence, bundled contracts have tangible benefits over unbundled
contracts for IFSM.

CWAS CRDF=== | ¥lsouce Cent
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2. ldentify revenue sources

Identify the different Government Miscellaneous
ULB sources
sources of revenues sources sources

Can be used individually or in combination

Assess the different

Is fund available through the duration of the contract?

options on the basis of Are the financing terms acceptable to ULB?
sustainability and
reliability Is revenue source reliable in terms of guarantee?

Does the source of active political and community support?

Does the cash flow timing match the requirement?

CWAS CRDFES=- | ®lsouce Adspted
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2. ldentify revenue sources

Identify the different . Government Miscellaneous
ULB sources
sources of revenues sources sources

Can be used individ ‘v or in combination

N v
: Conveyance
Treatment prototype 2:
D 5 prototype 1-4:

Conveyance prototype 5,6:
sanitation tax, property tax, user charges
environment tax , water tax b ol e

funded treatment plants

Treatment prototype 3: ULB B Tipping free, sale
funded FSTP - 14% FC funds of treated

S —— sludge/water

CWAS:=: CRDF==
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Sanitation tax as a revenue source -
Case of Wai and Sinnar

Current taxes levied

The ULB can consider using its conservancy taxes to support
the integrated faecal sludge management plan, and will need
to compensate private players directly through a management
fee

CWAS= CRDF==~ | & Source: Cantet for Walar an

Sale of treated septage for reuse:
source of revenue

"Larger farmers who export their crops are bound by restrictionson the

ea nf animal and hiiman wacta Cludma ran ha snld mainh: tn emall
WSS OF GG aN0 UGN Wasio. siliGge Can &% S0/W0 Mmaiy 10 Shaw

and marginal farmers, who lack access to synthetic ferfilizers.”
- Person X

“Faecal sludge cannot be used in organic farming due to concerns
about e-coli and shigella infections. However, it is often used by small
farmers as 'son-khad."

-Person Y, Farming association

“We make compost from solid waste. The market is extremely seasonal.
Creating a continuous market for this waste is tough. People say that you
are creating compost from waste so we don't want to use it. Source is
very important.”

- Person Z, Entrepreneur
“l often have to pay farmers o dump sludge in their farms, | do not think
the sale of septage is a viable revenue source.”

- X Enterprises

“It {sale of septage) is possible, but will require investment in marketing
and distribution, which we do not do.”
-Y Enterprises

There is demand for sludge among small and medium farmers, but
willingness to pay is unclear

Sanitation tax as a revenue source - Case of Wai and Sinnar

Currently, households clean their septic tanks once in 8-10 years and spend INR ~1000 in Wai and INR ~400 - 800

in Sinnar

Property owners currently have to pay local taxes of about Rs 2200/annum in Wai and Rs.1600/annum in

Sinnar

To cover the costs of a cleaning cycle of ~3 years would require an increase in annual tax spend for a household

of about 10% in Wai and 20% in Sinnar.

As these are reasonable increases for a regular service and related environmental as well as personal benefits,
it is expected that with appropriate awareness there will be willingness to pay additional taxes.
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3. Decide ownership of capital assets

Purchase of suction trucks (determinad by number of trucks nesded, existing capacity
Types of capital of the contractor)
expenditure : . )
Construction of the septage treatment facility (determined by the number of FSTPs
needed and land acquisition details. usually large investment)
| ..to invest in trucks (how many trucks)
Gauge the willingness
0? contractorgs.. I .toinvest in FSTPs

I ..to invest in both

The PSP contract must clearly define who will purchase or pay for the asset and who will pay for maintenance,
and if there is a transfer of asset after a specified period of time
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3. Decide ownership of capital assets

- bmialem (almbomremnimmad b oo b e smlem
I UULRS (USLSIIINISU Wy HUTNUSh Ui uusns 1

of the contractor)

Types of capital

expenditure . )
lion of the septage treatment facility (determined by the number of FSTPs

needed and land acquisition details. usually large investment)

Conveyance prototype 1,4,5:
Suction trucks owned by private
operator

funded treatment plant handed Privately funded, repaid

Gauge the willing r——f ;
‘ Treatment prototype 1: Donor [ Treatment prototype 4:

—_—
. over to ULB

—
_ by government,
- transferred after O&M

period

Conveyance prototype 2:
Suction trucks owned by
government

gzzzzﬂatr:ﬁskgrﬁﬂgeb? Treatment prototype 2,3: Treatment
E S 3 pian funed by ULBr’statemattonl UL taind provided for

government but leased to
prwaeopera or (10 rnmen o Qwneag o -

CWAS:=: CRDF=== | 8o
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Assessment of contractors revealed that contractors were willing to invest in
suction trucks, but do not want in on the construction of FSTPs

Willingness to invest in a suction truck

Willingness to invest in construction of FSTPs

(Number of players) (Number of players)
NA : 2
2 NA 3
No RS
Yes, can invest in 3 trucks
No
Yas, can invest in 1 truck Yes e (]

“Yes, | can procure a truck and operate iton the regulated
schedule. .. | can use (the truck) for other business in case the
contract does not work out.”

- X Enterprises

“f cannot afford to buy more than one truck. | have just ordered a
truck, and faced financial troubles there too.”
-Y Cleaning Services

CEPT

CWAS:==. CRDF

Sowrce: Center for Water anc

“Payment needs to be mile-stone based, ~40% up-front, 50%
when materials are delivered to the site and 10% post-
completion

- Z company

“It would be interesting fo explore an integrated contract
structured as a build-operate-transfer concession agreement.”

-V Enferprise
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Private sector investment in trucks has significant benefits for the ULB

Benefits to public sector

v Ease of procurement: ULBE procurement of the truck would require floating a tender, inviting, evaluating and
negotiating bids. This is likely to be time consuming, and involve transaction costs that can be avoided if the private
player purchases the truck.

v Aligns private sector incentives: Private sector investment in trucks incentivizes the player to use and maintain the
truck well.

v Allows investment in quality: ULBs are often bound to minimize cost, while the private sector can invest in quality
trucks with longer lifecycles and additional features like water jets.

Benefits to private sector

v Facilitates access to finance: Having a contract from the ULE can make it easier for the private player to raise
capital for the truck and negotiate better financing terms.

v Provides a platform for business expansion: A contract with the ULB serves as a low-risk platform for private
sector players to scale by providing access to guaranteed demand to recoup investment in a truck.

CWAS CRDF=== | ®lsource Cent
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4. Define payment structure for different activities

_____ =i
the activity i
Key activities

Refurbishment of septic
tanks

Regular cleaning of septic
tanks

Emergency Cleaning of
septic tanks

O&M of FSTPs

Construction of FSTPs

CWAS = CRDF === WPl co Cont

Whether a
outputs are —
measurable

Payment structure

Fixed fee per unit

Recurring fixed
fee

Fixed fee per
emptying service

Recurring fixed

Whether total n Whether
costs are —— timelines are
known known
Rationale
Refurbishment is a one time activity in which the co ik 15 known,

k= is not. Hence a fixed fee per refurbished tank is

but the num

paid

Because of the ULB HH survey, the number of tanks to be cleaned and
the schedule is well determined  Hence tt is an ongoing actnaty for which
a fied monthly fee is paid given the schedule being followed and proper
field reports are submitted by the private sector

The C tank emptying service can be provided by the ULE
using its o The fee of this would be kept high as a deterrent
for usersto not opt out of regulated services

O&M of FSTPs is an ongoing actiity for which the costs and procedures

are well defined. Hence, a recurring fixed fee is paid

Constiuc S Wil
specified by the ULB, the costs
fixed fee can be given

:
=%
o
m
= o
o =
2
zz
2
=g
2
[x]
m
'
3
§
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4. Define payment structure for different activities

Frequency of 2 Whether a Whether total n ) W_I]ether
the activity - outputs are e costs are — timelines are
measurable known known
Key activities Payment structure Rationale

Conveyance prototype 1-3: Fixed b Conveyance prototype 5:
user charges per tank / per trip quotation by desludger accepted Payment per tank/trip, paid
collected on spot ] by call center. Paid on spot monthly in bulk

FSTP O&M — fixed
monthly fee

FSTP construction — Fixed fee based on DPR estimates and
drawings

Payment on milestone based invoices — eqg: Excavation,
Foundation, Plinth, Unit wise / Floor wise, functional structure

B e
iLE e DESHN IS

il
Hence, an overall

,_
m
3
i
u
"
]
=4
&
7
£
i
et
g,
T =
=

CWAS:=: CRDF==
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5. Define contract length and value

Contract value
options

Revenue to be
collected from

households

Contract value options
for operation of
suction trucks

Sanitation Tax

CWAS CRDF==== | ¥Tsouce Adapted

Capital expenditure

]
*

H
-

b b
o W

ool Foom e
2Tu nun

Calcu ta t e
I the households to finance the increased expenditure

Operating expenditure

Contract value options

for operation of Contract value options

for construction and
suction trucks and
O&M of FSTPs O&M of FSTPs
Emergency

cleaning charge
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Sample structures

Payment method

Recurring fixed fee with
Fixed fee per unit for
refurbishment

Overall fixed fee on a
pre-decided schedule

Recurring fixed fee with
Fixed fee per unit for
refurbishment

Overall fixed fee on a

pre-decided schedule

+ recurring fixed fee for
0&M

Recurring fixed fee for

Trucks - Privale  cleaning and O&M with

Contracts Source of Ownership
revenue of asset
Refurbishment and cleaning of Private
i Le layer
septic tanks + O&M of FSTPs playe
Construction of FSTPs LG LG
Refurbishment and cleaning of (e Private
septic tanks player
Construction and O&M of FSTPs LG LG
Integrated contract - refurbishment, LG

cleaning of septic tanks,

FSTP- LG

Fixed fee for
Construction and Fixed
fee per unit for
refurbishment

Tax /annum /

Contract le d val
ontract length and value property

2.3 year, ~INR 32.36 lakhs in Gty Neor' 190270 |

Y and ~INR 15-17 lakhs in City X

~INR 96 lakhs in City Y and ~T1
lakhs in City X lasting the bme
period of construction

2-3 year, ~INR 27-32 lakhs in City Y | Resi: 140-230
~INR 11-13 lakhs in City X Mon-Resi - 170-270

12-18 months, Construction cost
plus ~5-6 lakhs annually for O&M in
City Y and ~4-5 lakhs in City X

Payment for refurbishment,
cleaning and O&M as in 1A above Resi: 190-270
payment for construction as n 1B Non-Rest : 230-320)
above
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6. Risk Mitigation and performance monitoring

@,Q'\\
ey Na R

. .

Project planning and Construction phase (FSTP Operation phase (Cleaning of
developmentphase Construction and ST refurbishment) ST and operation of FSTP)
Commissioning risk
Performance risk
Cost escalation
Design risk
Payment delay and defauit

Termination (atcause and at will)
Legal risks, including dispute resolution

Force majeure risk

CWAS CRDF R

Good risk mitigation and allocation can attract good contractors and help reduce contract price. Current
contracts are relatively simple documents, where ULBs simply list each of their current activities and assign
them to the private sector. In most cases, there is no rigorous evaluation of the risks involved with a
private sector engagement. As a result, contracts are often revised several times after they have been
signed, as new risks are discovered. While the nature of risks varies on a case by case basis, the above
diagram lists some common risks that have been observed to be inadequately managed in current
contracts. These are explained further in detail in later slides.
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Summary: Key clauses in standard contracts

1 Obligations before signing contract
-

* Bank gurantee, performance guraniee
by contractor

+  Mapping, field visits, design
specifications, |IEC
« Setting up payment accounts

+ Detailed project report

+  Work order, commencement in 30 days

* Equipment and material purchase

+ Permissions, utility connections

+ Furnish insurance, driving license for
drivers, business registration license,
PAN card, affidavit of character

Terms of work during contract,

Visits as per schedule

Use of safety gear

Adequate emptying safe transport

No damage to property

Construction as per design
Construction milestones fo be achieved
Work hours / imelines / milestones

Repair and maintenance

tion of contract

At will /at cause
Seizure or forfeit of bank guarantee

Compensatory payments
Natice period

4 Paymentterms

5 Penalties & Incentives

for instances when service standards are
not met by the private player, as well as
incentives to reward strong performance

* Amount due

* Mechanism of payment

» Performance standards, milestones
* Procedure on delay

* Cost escalation

Clauses to free all parties from liability or obligation when an extraordinary event or circumstance occurs

7 Force Majeure use A / or |
which is beyond the control of the partiesan event or effect that can be neither anticipated nor controlled

|

CWAS:==. | CRDFZ

Source Center for Water and Sanitation. CROF. CEPT Univetsity (2017) *PSP Toolkit for IFSM 160

Contracts are complicated documents with multiple clauses wwhich must be vetted by legal experts. However,
the clauses can be loosely grouped into seven categories. The above list consists of key sections and
clauses which must be included in standard contracts.
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6 Addressing risks and payment delays




Risk Mitigation and performance monitoring

2
L= ¢t L
Project planning and Construction phase (FSTP Operation phase (Cleaning of
developmentphase Construction and ST refurbishment) ST and operation of FSTP)
Commissioning risk
Performance risk
Cost escalation
Design risk
Payment delay and defauit

Termination (at cause and at will)

Legal risks, including dispute resolution

CWAS CRDF rhren

Good risk mitigation and allocation can attract good contractors and help reduce contract price. Current
contracts are relatively simple documents, where ULBs simply list each of their current activities and assign
them to the private sector. In most cases, there is no rigorous evaluation of the risks involved with a
private sector engagement. As a result, contracts are often revised several times after they have been
signed, as new risks are discovered. While the nature of risks varies on a case by case basis, the above
diagram lists some common risks that have been observed to be inadequately managed in current
contracts.
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Protecting Private enterprise interests

Termination “The contract should have a clause defining a 3 month notification period in case of termination. It
hould alen have a fﬁeﬂr‘\‘r‘-‘e roenlition machani, ’

SNoud aiso have a dis, O mech,

— X Enterprises
Delayed payments “ldeally, bills sho::.-!d be cleared in 30 days, and for late payments, interest should be paid at the rate of
8% per annum.
—Y Enterprises

P oy b “We would rather not deal with the ULB directly, there are always issues with internal politics. If there is
i p a mediator in between then we would be interested.”

- Z company

Cost escalation “For a fixed-fee contract for regulated schedule, we cannot offer 24 hour emergency service. We will
only work 8 hours a day, otherwise it is likely that we will over-use our truck ”
- AA Enterprises
“Anather key issue is the escalation of fuel costs. The contract should clearly account for that.”
— 7Y Enterprises

Performance risks “fwe w'qu ona reguiare_d schedule, it will be difficult {0 get household signatures. That will become
complicated, and | don't want my payment to suffer.”
— AB Septic Tank Cleaning Services
"I have tried to do a reguiated schedule on my route, but that has been difficult. People alway's say,
‘come back later’, and it falls apart *
— AX Enierpnses

CWAS CRDFEES- | $lsouce: Conter for Water a

Balanced contracts protect the interest of all parties including the private sector. Addressing the concerns of
private enterprises at the contract stage itself results in a good contract management experience for the
ULB and encourages the private sector to maintain the relationship as well as participate more in public
sector projects.
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Risk mitigation: Commissioning risks

Risk Mitigation

Delay inland + Land acquisition to be complete before project

acquisition- Escalation begins

of project cost, = Contractor should be compensated for the

opportunity cost; impact delay eitherthrough credits or penaities.

onthe viability ofthe - Rightof Access should be made part of the

project land acquisition process. Access
infrastructure canbe included in the project
costifneeded.

Delay in construction/ « A streamlined process for approvals -

commissioning need to be incorporated defining

related approvals timelines and responsibilities of both

ULB and contractor

Change in Law risk

Project uncertainty « Contractor to be secured against this
ForceMajeurerisk =« Insurance T
- Risk to be shared between contractor
and ULB

CWAS=-. | CRDF==- | ®1.5

Allocation of remaining risk

Commissioning risks, typically in the case of construction projects, relate to challenges faces prior to which

delay the commencement of construction phase.
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Risk mitigation: Performance and meeting contract clauses

]
wE -

Private piayer uses manuai
scavenging for cleaning
septic tanks or FSTPs

Private player does not clean
septic tanks as per schedule

Private player damages
tanks during cleaning

Cleaning of septic tanks

Private player spiils septage
during transportation
Private player dumps™
saptage inthe open

CWAS:=: CRD

.

Mitigation
« Requirement of safety gearfor aii personnei

» A clear description of activities that constitute
manual scavenging

-"Portion of monthly paymenttied tonumber

of HH signatures collected whose septic tanks
have been cleaned

« Undertaking random inspections of HH
whose signatures have been submitted

« A complaint redress mechanismtobe
opened by the ULB for the HH

+ In case of demand issues/service refuals -
appropriate |EC to be done by the ULB

+ As above

- A complaint redress mechanism to be opened -

by the ULB for the HH
- "A'porfion of monthly paymentistiedto
signmumg collected from the SDBR operator

Allocation of remaining risk

= Contractterminatedif compiaints of
manual scavenging are received from
HH or ULB staff

< Penalties imposed if number of
cleanings is lower than specified in the
contract, or if discrepancies found
during random sampling, or if
complaints not dealt with

= Large or persistentbreaches can lead to
termination

= Work would have to be remedied within
a specified days of complaint and the
cost borne by the privateplayer

" "Complaints of spillage and iliegal

dumping must be addressed within a
specified period, to avoid a fine

= If the number of complaints exceeds a
specified number in a time period, the
contract can be terminated

Performance risk: A key risk that needs to be managed to prevent dispute is the inability of the private sector to
meet the performance standards desired by the ULB. This risk can be mitigated by clearly communicating
the expected outputs desired by the ULB in the contract terms. It is important to offer private providers a
detailed understanding of expectations by going beyond defining outputs to defining service levels. Next,
the contract terms should communicate how these outputs will be monitored, and how the findings from

the monitored output will be linked to payment
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Risk mitigation: Performance and meeting contract clauses

Risk Mitigation Allocation of remaining risk
FSTP or ST does not - Specify the design and materials fo be used in - - If work is found to be faulty at any stage, payment
n meet specified consultation with town consultants to be withheld untl the corrections are made
design * Payment made in installments on the completion of
_ construction milestones

= Regular reporting by the player and monitoring by

Construction
the ULB
of FSTP
Sludge recovered = Qutput parameters shouid be defined along with the = If specified standards not met, awaming 10 be
} from FSTP is not estimation mechanism given, followed by fines.
Ll sufficiently treated .« Regular checks to be undertaken by the sanitation ~ » Persistent breaches may lead to termination

— Inability to achieve the  department to measure sludge properties
O&MOfFSTP o iput parameters * X% of O&M payment to be conditional on the
sludge meeting specified qualities
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Risk mitigation: Payment and costs

Risk Mitigation Allocation of remaining risk

» ULB is unable to make = Ensuring budgetary allocationfor = ULB to pay interest for the payment,

timely payments towards  contracts before procurement delayedby X months ormore, ata
the project negotiatedrate of interest
Payment = Establishment of an escrowaccount
delays for payment with a 3-6 month advance
deposit
%ﬁ\\ = Costofinputs increase - Adjustment of contract value annually - Private player would be responsible
over the course of for infiation for bearing the cost escalations within
contract the negotiated period
= Inclusion of a cost re-negotiation
Cost clause
escalation
Cost * Incorrect estimate of * RFP should indicate a cost as per existing estimates.
escalation project costs — However, the bidders should be encouraged and supported to
Escalation of project undertake theirown assessmentof the projecton of a costre-
cost, construction penod negotiation clause
- For design issues, responsibility according to project structure
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Payment delays and defaults: A common cause of dispute in public —private partnerships is delays or defaults in
payment on the part of the ULB. Often this is the reason for service providers to stay away from entering
into a contract with urban local bodies(ULBs). This risk can be mitigated by clearly identifying a reliable
source of funding for the engagement before starting the procurement process. In addition, ULBs can
ensure they meet their ongoing payment obligations by using an escrow account to ear-mark funds for the
engagements. Finally, it is recommended that contracts include a mutually agreed upon mechanism to
manage delays in payments, by including an interest payment or a temporary pause in services
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Why are payments delayed? - Local government perspective

Use of public funds requires
multiple checks and balances
Administrative approval protocols have multiple

levels and stakeholders- on-ground inspectors,
ayacitiva wlnn alactad wlnn arrnlm?lnn wlnn

Government bodles are reqmrad to follow ﬁxed
procedures

Q_ @ Staffing, multiple charges and

M institutional issues

In smaller urban centers, staff is limited and
mere often than not hold charges in multiple
departments.
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Availability of funds, ring-fencin
oo y g g
‘e— Emr memisn heing f..l d

For projects baing funded out of spaci
ml programmes, payments are subject to release of
ring-fenced funds from state and central
T—
governments

For smaller urban centers, own funds and
revenue generation is limited

Performance vetting

Correct invoice formats,
performance assessments,
adherence to contact clauses
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Options to address risks of delayed payments by ULBs

Delayed payment monitoring portal - MSME Samadhan

A Provision for MSMEs through state facilitaiton councils - Monthly compound interest to be paid if
" payment not done within 45 days. Oniine porial for iodging cases

/ 7 Escrow account mechanisms
fe \ -";5 W - = Agreement between service provider, ULB and bank where ULE maintains mandatory reserve fund
ol in Escrow account

p-
ad L5 » Option for automatic payment when fixed time passes after submitting imvoice
- R
' «\: 9%
=

» Payment gurantees by local government

e Two part payments - Fixed amount paid immediately, variable/
parformance based component after review

Bill clearance mechanisms and timelines specified in contracts and backed by
an online bill monitoring system

e Risk Mitigation fund thrugh philanthropy / CSR which can be accessed at no
or low interest rates for working capital

o Mobilization advance for large projects

o Trade Receivables Discounting System (TReDS) Platform - financial arrangement wherein
a seller recovers an amount of the sales bill from a financial intermediary, after paying a discount/fee,
before it is due
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Escrow account mechanisms

Escrow account mechanism can be used to ensure availability of funds for timely payments to a private service
provider in a contract. For example, in scheduled desludging operation in Maharashtra, an escrow account
is created between contractor, local government and a bank through a tripartite agreement. It is mandated
to maintain a minimum three months’ payment which is called ‘Contract Fees Reserve fund’ for the private
operator in the escrow account. Apart from this, it is also mentioned that private operator will get interest
payment in addition to invoice amount, if payments are delayed by more than three months.

Two-part payment (fixed and variable / performance based)

One can address delayed payment by adding a two-part payment clause in tender documents, wherein
payment to private operator can be done in two parts, a) one is fixed part- which is released as soon as bills
are submitted by private operators and b) other is variable/ performance based- which is released only
after reviewing the actual performance of private operators as per target specified. This will help private
operator to get part payment on time so that they can have some working capital to continue operations.
This will safeguard interest of both local governments and private operators.

Expenditure Management Committee was constituted by Government of India, headed by Dr. Bimal Jalan in
2015. One of their recommendations was “Payments delays impact the bid value as this is factored into the
bid by way of an increase in interest carry cost. It is learnt that Delhi Metro Rail Corporation has instituted
a system whereby 75% of all running bills are released with 7 days of submission, without a detailed check
on the claim. The balance is released after the claims are scrutinized as per procedure. This system is stated
to have helped both in getting more competitive bids and in speedier execution, as cash flow is a critical
requirement in a project. It is recommended that this practice of releasing a specified proportion of the
running milestone payments, within a week of the bill being submitted, could be instituted in other large
projects as well. If required an enabling provision may be incorporated in the special conditions of
contract”.
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Specifying detailed bill clearance mechanisms in contracts and backed by an online bill monitoring system

One of the key reasons for the delay in payment is also the lengthy departmental procedures and clearances
that government follows to clear payments. it would be helpful to clearly specify the detailed steps in the
payment process, (e.g. date by which invoice should be submitted, and steps required for its clearance in
the system. It must also specify the minimum /maximum number of days for each step for any bill to be
approved and paid by the local government) in the tender document. This will give a clear idea to the
private enterprise on the process of payment and the likely time that it could take.

A Risk Mitigation Fund for SMEs (with Philanthropy /CSR funds)

A risk mitigation fund can be set up to enable private contractor to access loans at low interest rates for meeting
working capital requirements when payments are delayed. Such a fund can be set up with a combination of
public allocations and grants from CSR or philanthropy funds.

Access to working capital loans at no or low interest rates can help mitigate risks of delayed payments.
Appropriate arrangements can be made to ensure that once payments are made by the ULBs, loans will be
directly repaid through the escrow mechanisms. The possibility of using intercept mechanisms using state
grants to ULBs as security, as has been done successfully under the Tamil Nadu Urban Development Fund
for its loans to ULBs.

Mobilization Advance

Mobilization advance or secured advance may also reduce private sector working capital needs. Generally,
mobilization advance is given only in large and capital-intensive works. Also, urban local governments
generally do not provide mobilization advance to private contractor. The mobilization advance can be
provided as 10% of contract value and such advance can be deducted from running bills or in the final bill.

Trade Receivables Discounting System (TReDS) Platform

Another idea that has gained popularity in recent times is invoice discounting. Invoice discounting accelerates
payment against approved bills by agreeing for a cash discount directly to the buyer or through a financier,
who in turn collect the full amount. In 2015, RBI allowed setting up of the Trade Receivable e-Discounting
System to help discounting and settling of invoices, which render factoring services in case of delayed
payment. This is a financial arrangement wherein a seller recovers an amount of the sales bill from a
financial intermediary, after paying a discount/fee, before it is due. Three TReDS exchanges — M1, RXIL
and ATREDS — have been set up since then. In 2017-18, all the three exchanges put together handled
transactions of Rs 300 crore. However, this is limited to only companies registered under the Companies
Act 2013 and reporting a turnover of over Rs 500 crore. It would be useful to explore a similar platform for
small and medium sized private players.
In the Union Budget 2020-21, it was announced that “An app-based invoice financing loans product will be
launched soon, which will obviate the problem of delayed payments and consequential cash flow
mismatches for the MSMEs. Necessary amendments will be made to the Factor Regulation Act 2011 to
enable Non Banking Financial Companies (NBFCs) to extend invoice financing to the MSMEs through TReDS
thereby enhancing the economic and financial sustainability.”” Such measures by Government of India may
further alleviate the problem of delayed payments.

Delayed payment monitoring portal - MSME Samadhan

Government of India, through its Micro Small and Medium Enterprises Development (MSMED) Act, 2006 has
added a provision related to delayed payments to Micro, Small and Medium Enterprises (MSMEs). As
mandated under this act, all the states/Union Territories in India have constituted Micro and Small
Enterprise Facilitation Council (MSEFC) for the settlement of disputes on delayed payments. The buyer is
liable to pay a monthly compound interest to the supplier at three times the bank rate notified by the
Reserve Bank of India (RBI) if the payment is not made within 45 days of the day of acceptance of the
goods/service or the deemed day of acceptance. However, not many small and medium sized private
players have opted for this route for the fear of losing out on future contracts. To empower micro and
small enterprises to directly register cases relating to delayed payments by government bodies, the MSME
ministry has also launched a delayed payment monitoring portal, ‘MSME Samadhaan’ in 2017. However, of
the 39,256 applications received on the portal, only 3132 were resolved by MSEFC, according to the data
available on the portal. This is possibly due the limitation imposed on claimants. Currently, only micro and
small enterprises (MSEs) having Udyog Aadhaar Number (UAN), are eligible to apply at the portal. Medium
enterprises are deprived access. The expert committee on MSMEs formed by RBI recommended that
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“ambit of facilitation council (MSEFC) may be extended to medium enterprises also”. It was also observed
by the committee that MSE borrowers lack awareness about Samadhaan portal and hence there is a need
to publicize the portal amongst MSMEs. Also as the settlements of cases on the portal seems to have been
low, more acceleration is required on resolving cases on faster pace. The committee also recommended
that “there is a need to increase the number of MSEFCs particularly in larger states, so as to meet the time
specified for resolving cases”.
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Risk mitigation: Termination

Risk

« ULB does not fulfill
contract conditions

D>

Termination
at cause * Private player does not
meet service
standards

Mitigation

= Ensuring a clear monitoring mechanism
for transparent contract execution

» Disputes to be handled through frequent
communication and by an agreed upon
third party meditator

* As above
» Atnial run and a defect hability period
should be included

Allocation of remaining risk

* Private player compensated for
investments, the cost of winding down
and foregone profits

» Private player compensated for some
portion of capital investments performance
bank guarantee' seized

« ULB terminates the
contract for reasons
unrelated to player

9 performance

Termination ° tp”"me tp“’“:r ik
at will erminates e contrac

due to reasons
unrelated to ULB
compliance
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« Up-front discussions with key
stakeholders to create buy-in for private
sector engagement

* Frequent communication between ULB
and private player

« Frequent communication between ULB
and private player

= X month notice period required

= Private player compensated for
investments, the cost of winding down and
foregone profits

« Performance bank guarantee returned

= X month notice period required
* Private player forfeits the performance
bank guarantee

Termination: Contracts should include strong termination(exit)clauses protecting both the ULB and the private
sector. Most contracts that we analyzed lacked termination clauses for both at cause termination (related
to non-compliance with contractual terms and obligations), and at will termination (related to factors other
than those specified in the contract). Contracts need to include notice periods in case of at will termination
by both the public and private player. In case the notice period is not honored, penalties can be imposed.
In case of at cause termination initiated by the private player in response to ULB violations of contract
terms, the private player should be compensated for its investment. In case of at cause termination
initiated by the ULB, the ULB may compensate the private player for some portion of its investment, or
none at all, depending on the size of investment.

170



Following this six step process, bid documents have been rolled out in
cities of Maharashtra

; |

Link document conents

Sinnar Munisioal Gouncil, Sinnar
TENDER DOCUMENT

Hame of

Work
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These model tender documents for "Service contract for scheduled emptying of septic tanks" and "DBOT
project for FSTP" provide customizable templates for inviting bids to provide sanitation services. The
documents cover standard clauses about qualification criteria, scope of work, technical specifications,
performance standards, monitoring, payments etc.
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Activity 6B
Setting goals for
drafting contracts

Refer to exercise workbook
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Activity 6C

Options for overcoming case
specific contracting challenges

Refer to exercise workbook
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Session Objectives
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=1

Recognize potential to utilize public funds for leveraging

innovative / blended finance to attract private and commercial
funds and impact investors

& '_;;, .
o

Understand different innovative financing options like
Blended finance, Development Impact Bond, etc. and how

these can be used in FSSM sector.
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Detailed case studies for reference
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Urban infrastructure has been generally financed through public
funds but repayable finance is also an option

Own sources Grants Repayabie finance

Own sources of revenue Transfers from higher

Commercial Borrowing

of the local government level of governments:

or utili

Loans from financial institutions,
bilateral or multilateral international |

Taxes

State and Central (Tied or Untied)

Non tax income from Fees, user | Other Development Agencies and agencies, commercial banks, |
charges Partners Municipal Development Funds
(MDFs)

Rental Income etc.

Grants and loans from Multi-lateral .
investment banks Market borrowing
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Urban infrastructure projects can be financed through own sources and grants, however, repayable finance is
also an option for financing. Urban infrastructure projects have been generally financed through own
sources of revenue like taxes, user charges, fees and rental income, transfers from higher level of
governments like state and central grants, loans from multi-lateral investment banks etc. However, there is
also a huge potential of financing them through commercial borrowings like loans from financial
institutions, bilateral and multi-lingual agencies , commercial banks, municipal development funds and
market borrowings.
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Reasons to explore new financing mechanisms

- Efficiency of private sector Performance & Effectiveness Social & environmental impacts
1

Used to leverage additional Innovativemodels provide Emerging interest globally on

private sector or commercial incentives forimproved impact investing for funding
funds. Help in bringing great performance and effectiveness activities.
efficiencies of private sector by using performance linked Help mobilize additional
operations. approaches, particularly for resources.
public-private partnership (PPP)
models
cest 179
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New and Innovative financing mechanisms will help leverage new and potentially large funding sources to
demonstrate more effective models and over time help mobilize additional resources.

Public funds can be used to leverage additional private sector or commercial funds. Besides additional
resources, this would help in bringing great efficiencies of private sector operations, or scrutiny from
commercial lenders. Emphasis on innovative models is also to provide incentives for improved
performance and effectiveness by using performance linked approaches, particularly for public-private
partnership (PPP) models. There is emerging interest globally on impact investing for funding activities
which can have considerable social and environmental impacts.
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Emerging sources

Philanthropic Foundations / Donors/

Individuals/ Private Foundations and CSR

Improve effectiveness of their grants/ funding, or
because of CSR requirements as in India

Social impact Investors

Beyond financial returns to social/
environment impacts, patient capital

| O ——.
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New methods being used
by other funders

Multilateral and
bilateral agencies
using Output
based Aid (OBA)
and Program for
results (P4R)

Government
programs using
OBA / Resuilts
based funding

(RBF) approaches

Blended finance to
leverage private
and commercial

finance

Impact bonds as

pay for outcome
model
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Innovative financing mechanisms

Results Based Financing and

Annuity Based Models for R and Philanthropic Fundi
leveraging PPP

Output based aid -performance based Municipal Bonds and Water Sanitation
cardbns Corporate Social Responsibility Funding Pooled Funds

Municipal Borrowin

Blended finance- Annuity based Institutional and Market Borrowing for
models like PLAM and HAM S EReta Capital Investments

Municipal borrowing from Banks under

Development Impact Bonds Philanthropy and Individual Funding Biorly Secior Lending
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Innovative financing mechanisms described under this section can broadly be categorized in three groups -
results based financing, municipal bonds/pooled funds/municipal borrowings and CSR/philanthropic
funding.
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Emerging options to leverage PPP

The combination of return seeking

I.|

7 — Funder makes payments only if pre-
v — : and philanthropic capital to achieve
— agreed outcomes are achieved @ @

development outcomes

Development Impact Bond

Confluence of outcome based funding and blended financing
and leveraging PPP.

Public
Private
Parinership

Source Social India Finance presentation, 2020, Convergence and the Brookings Institution (2017) “impact Bonds in Developing
CWAS==. | CRDF=== | $lounui earni e Field” ' '
- . S Coentries: Early Learnings from the Field

Outcome Based Funding: It follows a financing mechanism funder makes payments only if pre-agreed outcomes
are achieved.

Blended Financing: This is a combination of return seeking and philanthropic capital to achieve development
outcomes.
Development Impact Bonds: They are confluence of outcome based funding and blended financing and

leveraging PPP. The DIB instrument can be structured by incorporating elements on both outcome based
financing and blended financing
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Innovative financing mechanisms

Results Based Financing and

Annuity Based Models for
leveraging PPP

Output based aid -performance based
incentives

Blended finance- Annuity based

models like PLAM and HAM Crowd Funding

Development Impact Bonds

CWAS:=: CRDF:=+

Corporate Social Responsibility Funding

Philanthropy and Individual Funding

Municipal Bonds and Water Sanitation
Pooled Funds

Institutional and Market Borrowing for
Capital Investments

Municipal borrowing from Banks under
Priority Sector Lending
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Results Based Financing

Results based financing short video introduction-
https://www youtube com/watch?v=1NMLRMbMdck

This animated video compares the concepts behind traditional funding of international development, and the
option of results-based financing (RBF) and how is it different from traditional development finance. Also
highlighted is output-based aid (OBA)-- implemented by GPOBA -- which focuses on supporting basic
services for the poor.
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Results based financing

What is ‘Results Based Fundingz ... y

Public funds or those from donors or social impact investors are made available not as “inputs” but
only on delivery of “outputs or agreed performance”, generally forinnovative approaches

Also referred as Payment by Results (PbR) particularly by DFID, UK

Government funding is often insufficiently focused on results and performance and more on
outputs and fund utilization

Inadequate performance evaluation allows ineffective programs to persist

Why is it
needed? The proof-of-concept process for social innovations is slow.
Innovation is risky and public officials are wary of failure
BUT - Performance-based funding requires upfront investments and the ability to absorb risk
CWAS CRDF===- | ¥

Results Based Financing: Results-based funding involves a mechanism through which a funder is willing to make
payments to an agent who assumes responsibility for achieving pre-defined results. Results are defined in
advance and funding is only released upon the achievement of these results that are verified
independently. The rationale behind this approach is to link financing more directly with outputs and
outcomes, rather than inputs and processes. The objective is to increase accountability and create
incentives to improve programme effectiveness.

A considerable amount of programmes and pilots is currently being tested out or implemented. Results based
funding covers a variety of applications such as: Payment by Results (PbR), Payment for Results (PforR),
Results-Based Lending (RBL), Performance-driven loans (PDL), performance-based aid for REDD+,
performance tranches in budget support, Cash on Delivery (CoD), Output-Based Aid (OBA), etc.
Synonymous with “results-based funding”, the terms “results-based approaches” and sometimes “results
based financing” are also used as umbrella terms in the literature.

Even though such programmes follow a common approach that links payment to results, their design can be
differentiated by their funding target, the level of pre-financing and the targeted link in the results chain.
Results-based funding encompasses contracts signed with partner governments or directly with
implementers.
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Results chain is critical

g B

Different methods such as (RBA,

Outc
RBF, COD, OBA, P4R etc.) reflect
a combination of financier,

recipient and results for payment.

Some are linked to outputs (OBA)
What goes What is

into the e BB Gf Ballveradby The medium or some to outcomes (COD, SIB
programme inputs to the Ig-rl‘l: c—.ffec‘:s _cng—teinl DIB, P4R, etc.)
oenable  generste  processesin O 5, WiEpRa
‘,;_”a'cgps;: e |e:;:1:} h vities ) Extent of financing /funding linked
to results can also vary /
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The framework followed by DFID for “Payment by result”, does not stipulate the type of organisation one is
working with or a minimum amount of payment on delivery, but an intervention will only be regarded as
Payment by Results if payments are made for pre-agreed results, rather than inputs. Development is a
complex process and what constitutes a “result” will vary according to context. To count as Payment by
Results, payments have to be for measurable improvements in performance. Different methods like RBA,
RBF, OBA etc. reflect a combination of financier, recipient and results for payment. Some are linked to
outputs whereas some are linked to outcomes.
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Output Based Aid - OBA Approach

Mudrad Dascad

mna | - vuwnm
Based Approach Approach
'
Government J Inputs < commmwly > i
purchases. (such as materials) Strckinad (such as materials)
specific “inputs’, \ Finance
builds assets /
and contracts
out or provides
services itself y
"l A
Service Provider Service Provider
8 l -’ l
. z
Outputs ) Public Outputs ¢ H|ORA Fiberey
(Services for End Finance (Services for End Wit 0
Users) ) Um] delivery of outputs
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OBA targets individuals who lack the financial means to pay for basic services. It is specifically targeted for
individuals in developing countries. The service provider will receive subsidies to replace costs associated
with providing the service to people, such as user fees. Individual agents will verify that the service is being
delivered and based on the performance of the service-provider, a subsidy will be granted. That is how it is
"performance-based”.

OBA generally works through a private firm, or another third party, acting as the service provider. The service
provider is responsible for the initial financing of the project and, only after results have been verified, will
the firm receive subsidies from a donor. In such schemes, it is the provider who bears the risk of loss,
rather than the aid donor, and output-based schemes allow for the tracking of results because of the way
they function. Integration of the private sector into aid schemes is common with OBA, since they often
provide the initial financing. The World Bank sees OBA as a way to improve aid effectiveness.

This differs from traditional aid schemes that will usually focus on the inputs to service providers rather than the
outputs. The donor is usually the World Bank, a government or an international organization or
philanthropist that is part of the OBA scheme. Subsidies from a donor will generally serve to complement
or reduce user fees. The subsidy is paid only after the particular service has been delivered to a
community. The subsidies are targeted to poorer individuals, since OBA initiatives are carried out in
regions with significant amounts of poverty.

188



Government of Maharashtra: Incentive scheme for ODF cities - Utilisation of
funds for sustainability and moving towards ODF+ and ODF++

Validation at Collector (District) Level

1* Validation by State Level Committes 30%
Incentive
State sends the list of State Level Validated ODF citles to MoHUA Scheme
Rewards to ODF
30% cities for moving

Validation by Third Party, Gol (MoHUA Protocal) towards ODF+

2nd Validation at State level by Third Party
(1*tyear after first validation)

QDF Cities Swachh Cities
(Rs.) (Rs.)

| AChss | 2Cr 2cCr 30% released on first State validation, if positive
m 15Cr 150Cr 30% released on national validation, if positive
: 40% released on 2™ State validation after a year, if
BT o psive
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This slide explains the case of Government of Maharashtra who used an output based approach developed an
incentive scheme for ODF cities.

After ODF declaration by the cities of Maharashtra and their validation at collector level, the cities received 30%
incentives of (Rs. 2 crore for Class A, Rs. 1.5 crore for Class B and Rs. 1 crore for Class C cities) after the 1%
validation by the State Level Committee.

The State then sends the list of State Level Validated ODF cities to MoHUA and is validated under the MoHUA
protocol by a third party by the Government of India. Under this validation, if positive, the cities receive
another 30% of the grants.

After a year of the first validation, the ODF protocol is again monitored by a third party at the state level and if

positive, cities receive 40% funds.
Thus, 100% funding of the Swachch cities is received based on the outcome and sustainability.
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JNNURM - a reform linked program?

i
i
State ievel Heforms- 74™ CAA and Pubiic disciosure Law i

ULB level Reforms- E Govemance, Accounting !

Optional Reforms-Building bye laws, registration of land & property, 1
administrative and structural reforms H

i

""""""""""""""""""""""""""""""""""""" H JNNURM is a reform
linked program

i
State level Reforms-Rent control, Stamp duty, ULCRA H

ULB level Reforms- City planning functions, Earmarkang of funds and |
provision for the basic senices for poor H

i

i

i

i

Optional Reforms-YWater harvesting use of recycled water, fand for
' EWS/LIG and conversion of agnculture land for urban use

‘ Can JNNURM be referred
R R A e e R A T ' as results based aid?

B
Decentralization of i i
1 State level Reforms-74™ CAA and 12 Schedule and Communit i
urban Governance g Partcipation law e What would be needed to
i
i
1
i

ULB level Reforms. NIL make it a results based
Optional Reforms-Structural Reforms program?

]
i State level Reforms-74® CAA constitution of state finance commission |
! Participation law |
! ULB level Reforms. Property tax reforms. including 85% coverage and i
| 90% collection efficiency, user charges for urban senices |
! Optional Reforms-Encouraging PPP !
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One can also argue that INNURM which was a reform linked program launched by the Government of India in
2005, phased over seven years and extended further for two years followed results based approach of
funding.

Rather than unilaterally mandating local government reforms, JNNURM invited states and local governments to
enter into an agreement with national government to implement an agreed plan of mandatory and
optional reforms, and to receive project funding for urban infrastructure and basic services.

The Ministry of Urban Development being the focal agency at the national level, together with the Ministry of
Housing and Urban Poverty Alleviation. The national government provided 35-90 percent of the
investment funding needed for approved projects, with grants given to state-level focal agencies and then
disbursed to ULBs and parastatal agencies as grants, soft loans or a combination of the two. ULBs then had
to raise additional funding, either from their own resources or other funding sources. In order to access
these funds, the relevant state, ULBs and parastatal agencies had to reach an agreement with the national
government, stating milestones for achieving agreed reforms over seven years. Twenty-five percent of
project funds were released upon signing the memorandum of agreement, with the balance being released
when the reform agenda milestones are met. Central government funding was available only for projects
and not for implementation of the reform agenda itself.

Reform-linked funding resulted in major changes in urban infrastructure in India. By 2012, 554 urban
infrastructure and governance projects had been approved, of which 139 had been completed and 415
were ongoing. These infrastructure projects require USD 9.7 billion of investment, of which USD 4.5 billion
will be funded by the central government and USD 2.79 billion had already been released (MOUD, 2012).
Projects address water supply (32.9 percent), sewerage (24 percent), roads and flyovers (14 percent),
drainage (13.4 percent), mass rapid transit systems (8.3 percent), others (4 percent), and solid waste
management (3.3 percent).

JUNNURM effectively integrated national and sub-national policies and introduced co-financing as an
incentive for the reform.
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This chart compares known RBF/OBA programmes in the WASH sector by scale and effectiveness. Though most
programmes are largely small, they have been very effective and many are designed as pilots in developing
countries like Mozambique, Senegal, Indonesia, Bangladesh etc. There is a need to scale up to assess the
sustainability and effectiveness at scale in the WASH sector. The Swachh Bharat Mission in India may also
be considered as a RBF/OBA programme due to its phased subsidy pattern linked to toilet construction
stages. In this chart SBM can be placed very high on scale also between high and moderate in terms of
effectiveness.
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Annuity based models for leveraging public private partnerships
R  [ARCCR AR A i
0O and Capital 1 Wai and Sinnar Municipal Councils in Maharashtra !
M costs Costs i 3 . i
: romes i have contracted a private company fo provide |
s ¥ 1 !
) " Private player seloctedbasod | | citywide services, and with performance linked ]
- : on bidding for citywide i ! payment- based on number of septic tanks emptied. i
scheduled desludging ! \ 1
Collection ; ; !
compan i
i ! Each household pays a small fixed amount as sanitation |
Fees from service 1 :
contract | tax, and Sanitation tax + property tax used to pay 1
I I
ﬁ l‘ ! private company |
. H I
L )
Household Sanitation tax / Government (ULB) i i
Property tax i :

As no permit will be given to another private operator, there will be an assured market for the contracted

player.
It also ensures that the households will be willing to empty their septic tanks as no user charge is paid at the
time of emptying.
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This slide explains annuity based models for leveraging public private partnerships through the case of Wai and
Sinnar Municipal Councils in Maharashtra in which both the cities have contracted 2 private company to
provide citywide services, and with monthly performance linked payment — based on number of septic
tanks emptied.

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

This is to create an assured market for the contracted player as no permits are given to another private
operator.

This also ensures that the HHs will be willing to empty their septic tanks as no user charges is paid at the time of

emptying.
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Strong monitoring systems for performance linked
annuity models

models requires strong and sustainable monitoring systems.

It requires performance assessment in terms of services delivery.

F’l v For conveyance contracts. performance is easier to assess as number of septic tanks emptied, though attention will
o have to put on ensuring that all contract clauses are followed.

v Two contracts in Maharashtra for Conveyance, are strengthening their monitoring through online GPS and app-based
E systems.
a= * v Implementation of scheduled desludging, backed by a concurrent monitoring system, will provide an opportunity to create a
database on existing septic tanks which has otherwise been very difficult.

é% ¥ In the case of HAM for treatment in AP, monitoring systems will need to assess treatment performance as well as a proper

A assessment of actual capital costs incurred. As the project is being implemented by a state entity, appropriate mechanism for
oog) participation of local governments will need to be developed.

CWAS:=Z=. | CRDF=-
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Hybrid Annuity Model (HAM) model for treatment facilities

In this framewo ove ent pays 40% of the capital cost of the project upfront during the con ion period and 60% of the
payment is paid as annuities along with interest over the operation period.

The use of hybrid annuity model for FSTPs, provides opportunities to leverage public resources to bring in private sector funding

for treatment. This also helps to reduce the initial pubic investments, though the private sector must be repaid through annuities
using public funds

[f"; However, unlike roads, where there 15 a clear revenue stream of tolls from users that is used for annuity payments by governments, in
= FSTP, there are no clear revenue streams_ So government will have to budget for this payment. The bidders are likely to add their
cost of debt and returns on equity and this may raise the total cost of project as compared to an EPC confract.

The advantage of this model is that the since the annuity payment is linked to the performance, it will also help to improve efficiency
and effectiveness in operations

s However, given the higher cost of debt for private sector and their high return expectations on equity, the total investment
E= requirement is likely toincrease
— ! 20 Financing Faeca Qe an
CWAS:=-. CRDFz=- 2013) Financing Fascal Sludge a
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Hybrid Annuity Models (HAM) provide opportunity to leverage public resources to bring in private sector
funding for treatment. This helps to reduce the public investments required at the initial stage of the
project. The private sector must be repaid through annuities using public funds.
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Hybrid Annuity Models for FSTPs in Andhra Pradesh, India; STPs under

National Mission for Clean Ganga

AP has launched HAM for FSTP, through Pubbc Private Partnership

ooo (the “PPP") on Design, Build, Operate and Transfer ("DBOT Hybrid CEpEI e I_ o ’ i ID diM - | |
anstruchion phnase and N phase
Annuity”) basis for 76 towns for which 7 packages are created OpEx -> | | |
. i : O and M by it
Private companies - undertake design, construction, operation and ani y annuity
A ——
maintenance on a DBOT basis. Cost determined by bidding ( =
FSTP operator
CapEx - 50% by govenment , 50% by private company pert of th el = = =3
o] & capex O
upfront, followed by l l
Annuty payments cover a) CapEx by private company repaid through [ ak "°:::fy;,‘::?:;:;::"’l— e b el et -;
( : O&M | Capital |
annuity payments over contract period, b) and OpEx 5""'5::;’::"";"' ———— : | coss | ! Costs |1

Funding by State government alleviates concems around Individual
Revenues from sale of

ULB financial capacity and payment risks reuse products

Buywrs of reuse
products e.g.
fertilizer

mpanies

Private player clustering approach (multiple ULBs per pariner) o

achieve scale economies and a large contract

Wk @ G EL

In the long term, part opex recovery planned through user charges.

CWAS

Hybrid Annuity Model was launched for FSTPs in Andhra Pradesh, India where 50% of capex was shared upfront
, followed by annuity , for capex and opex over 10 years. The annuity payments were recovered by private
companies. Revenues are to be collected from sale of reuse products and in long term through user
charges.

196



Blended Finance: Mobilizing commercial finance with partial
subsidies

Scaling up Blended Financing for Water and Sanitation in Kenya: Maji ni Maisha Financial Structure

K-Rep Bank

(Commercial Lender)

: Loan i\ Debt
OBA subsidy after (80%) ! Service Legend
ach;evlng outputs ! Supply of finance
(40%) E Investment ’
Returns i Repayment flows
_______________________________ pis
Equity Participation b
(20%)
CWAS CRDF== | f{w

Over the last ten years, Kenya has experimented with various approaches to using blended finance in order to

help mobilize commercial finance. Efforts have so far been focused on using output-based subsidies (i.e.
performance-based incentives paid to service providers to enhance access to infrastructure services for the
poor) and on increasing transparency in the sector through the development of creditworthiness indices.

One of the first attempts at using blended finance to mobilize commercial financing in the country is the Maji ni

Maisha program. The World Bank launched the pilot loan program in 2007 with K-Rep Bank, a Kenyan
commercial bank specializing in microfinance lending. The objective was to incentivize rural and peri-urban
communities to access loan financing so as to rehabilitate and expand small-piped water systems. The
program identified projects requiring up to US$200,000 for investment to cover O&M costs, which had the
potential to repay their loans.

Qualifying communities contributed 20 percent of project costs in pre-financing and K-Rep Bank financed 80

percent through a medium- to long-term loan. Once an independent review confirmed that the community
project had met its pre-agreed targets, the output-based grant (OBA) of up to 40 percent of total eligible
project costs was transferred to the community, reducing the debt service costs and enabling the supply of
water at affordable rates. The subsidy was used to refinance the loan, and communities repaid the
remaining amount over five years through operating revenues from water sales. To mitigate the risk of
implementation failure, K-Rep Bank purchased a partial credit guarantee from USAID’s Development Credit
Authority for 50 percent of K-Rep’s exposure. Figure in the slide shows the financial structure for the Maji
ni Maisha program. The program was later scaled up with support from the European Union. By 2012,
some 35 communities had borrowed US$3.4 million from K-Rep Bank, raised USS$1.2 million of equity, and
accessed OBA grants of US$2.8 million. This enabled provision of access to 190,000 people.
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Credit options for the private player

Existing schemes available to small and medium enterprises in India

Priority Sector Lending MUDRA LOAN
Overview: RBI has mandated all the Overview: MUDRA loan is provided
commercial and foreign banks to as a refinancing support to non-
earmark atleast 40% of the Adjusted farming and non-corporate micro and
Net Bank Credit for priority sector small enterprises. These enterprises
which includes water and sanitation. can avail loans up to Rs. 10 Lakh
Interest is charged at ~12-14%. under the MUDRA (Micro Units

Development & Refinance Agency
Ltd.) scheme. Its on a non

Small Enterprises (CGTMSE)
Overview: The corpus of CGTMSE is
contributed by Government of India
and SIDBI. 75% of the loan amount
to the bank is guaranteed by the
Trust Fund.

Collateral free loan up to a limit of
Rs.100 lakh is available for individual
MSE on payment of guarantee fee to
bank by the MSE.

CWAS CRDFE== | Source Intelicap 010)

There are various credit options for private player. Many existing schemes are available to small and medium
enterprises in India through Private Sector Lending, MUDRA Loan and Credit Guarantee Trust Fund for

Micro and Small Enterprises (CGTMSE).
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What is an impact bond?

Impact bonds can be characterized under Results-Based Financing (RBF), focusing the allocation

of money to social programs thatyield effective results.

In an Impact Bond model,

Impact bonds are also known as pay for success contracts

UK govt. commitsto P 1st impact bond 194 bonds globally

piloting impact bonds 7 S faunched in the US & across 33 countries
2010 s
L ] =) & @ @ @
i 012 2020
15t impact bond E 14t impact bond
launched in the UK —_— launchedinindia = 2o
CWAS CRDF== | 7

Development Impact Bonds (DIBs) are a performance-based investment instrument intended to finance

development programmes. Based on the Social Impact Bond model, a DIB creates a contract between
private investors and donors or governments who have agreed upon a shared development goal. An

investor (or group of investors) provides up-front financing for the operations of a service provider,
receiving a return from the outcome payer (usually a government or donor) once results have been
achieved.

The first social impact bond was originated by Social Finance UK in 2010,supported by the Rockefeller

Foundation, structured to reduce recidivism among inmates from Peterborough Prison. The USA launched
its first impact bond in 2012. In India, the first impact bond was launched in 2015 by Instiglio, Children's
Investment Fund Foundation (CIFF), Educate Girls, IDinsight and UBS Optimus Foundation to reduce the
gender gap in education in Rural India by getting girls into school and learning. By 2020, almost 194 bonds

have been launched globally across 33 countries.
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Why Development Impact Bond?

Acttract new

investors

Focus on outcomes

- .

Rather than only inputs or
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Development impact bonds can be used as an option of innovative financing mechanism. They mainly focus on
outcomes rather than only inputs or outputs. They act as good and strong monitoring systems since they
are result based financing mechanisms based on output. DIBs may attract new investors and hence, create
opportunities to attract impact investors for sanitation sector. They may also attract CSR funding focusing
on results based outcomes and for sanitation possibly as outcome players. DIBs are structured in a way

that they attract large and small investors like philanthropic foundations and smaller ones which have
invested in HDFC.
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Possible options for a DIB in FSSM

ey
&2 3

| Integrated collection,
Scheduled desludging transportand treatment of
of Faecal Faecal Sludge/septage
Sludge/septage
3
integrated cluster model for
s R B T S I e e MR
) stheuuicy uesiuuging dnu
= o treatment
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Various service models for emptying and treatment of fecal sludge and septage are possible and involve private
service providers.

A number of different options for developing Development Impact Bonds (DIB) for FSSM is possible
d) Citywide scheduled desludging of septic tank
b Integrated model of citywide scheduled desludging, treatment and reuse services

C) Cluster based approach scheduled desludging and treatment services to group of small cities and nearby
villages.
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Exploring a contract structure for a urban sanitation/
FSSM DIB

Invest for purchase of trucks +
construction of treatment plant +
O&M for 3 years

Social impact investor

Foundation, Bilateral Aid

Manage the
project and Implementation Manager/ Corporate CSR
continuous L Outcome Funders
coordination [ T
" |
Private service provider for R g
Contract emptying and/or treatment ?E‘ﬁ::l 'u?s :ﬁ':n:‘)”
Local ci overnment- > - . Monitor and
ye Service providers Outcome evaluator/ Evaluate
T [ Receives regular emptying and NS, RO outcomes
treatment service
‘ Shon e All properties including poor
and LIGs
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Key points from deliberations of exploring a contract structure for urban sanitation/FSSM DIB:

Role of private sector service providers: The private players should also be asked to put certain percentage of
investment in the project, so that they are motivated to perform well and achieve desired outcomes.

Role of Local Governments: Since, local government is responsible for provision of sanitation services in the
city, their role in the DIB will be crucial. Though at this pilot stage involving local government financially will
complicate the process, they should be encouraged in monitoring activities.

Sustainability of sanitation services: While no payments are envisaged from the Local Governments in the DIB
structure, it would be important to provide incentives to local governments to continue to collect
sanitation tax from households. This would help to sustain and continue sanitation services after the DIB
intervention period. Later, after the success of a pilot DIB project, the role of government as a full or partial
outcome funder can also be explored.

Use of CSR for outcome funding: It was pointed out it will be necessary to assess whether corporate funds
under current CSR framework and rules can be used to provide ‘outcome funding’.

The credit finance group set up the India Sanitation coalition (ISC) has developed a paper on this and intends to
take this forward with the Gol and RBI. From a legal perspective, as the suggested DIB structure envisages a
non-profit (Section 8) company as the Implementation Manager.
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Measurable outcomes

Activities

Measurable
Outcomes

Social and
environmental
impacts

CWAS CRDF===

Procurement of trucks

Operation and maintenance of emptying

services for three year period
Monitoring systems

All Households covered for emptying

services, especially poor and low income

households

¥

L.

Treatment of FS

Construction of treatment plant
Operation and maintenance of treatment
plant for three year period

Monitoring systems

Volume of collected FS that is treated
Effluent characteristics of treatment plant
meeting the environmental discharge
standards (to be measured regularly for 36
months)

Amount of treated wastewater and compost
reused

Health: Reduced diarrhea among children, reduce morbidity
Education: school attendance

Environment: Ambientwater quality in rivers and other water bodies. improved around water quality

For DIB, the return on payments is linked to the outcomes achieved. Investors are not only looking at neat and
measurable outcomes but also social indicators and impact achieved from the intervention. It is possible to

show and rigorously measure outcomes to attract potential investors.

For emptying - the impact could be in terms of full coverage with a particular focus on the poor and low income
communities, and for treatment it could be in terms of quality standards achieved and extent of reuse.

Though direct impact with health or environment is difficult to measured, a secondary matrix could be

developed to monitor health and environment impact and small outcome amount could be linked to this

matrix.
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Grameen capital DIB structure

Interest payments
Development impact bond in form of - . lUpfront capital 1

— —~—
interest rate subvention could be /" Private € =<d=====+ Implementing [¢& =" == Outcome "\
another form of DIB which could be \ Eveitos Agency ‘. Funders /
explored where for-profit —y” TGN hA—

R ; e Tracks Performa
organizations are involved as an ha Purforismece gq;{m
implementing agency. utcomes

* In this DIB model, investors will provide upfront working loans to for-profitimplementing agency and thereafter approach outcome
funders to either waive off or reduce their interest rate/payment.

= Anindependent Evaluator would track the performance of the Implementingto quantify the impact and showcase progress of the Bond.

* Qutcome funders based on the feedback from the independentevaluator, would serve the financial interest of the bond in case the
implementing agency is a for-profit social enterprise. The for-profit social enterprise itself would be liable to pay back the upfront capital to the
Private Investors.

- Thismay provide access to funds for private enterprises,

CWAS==. | CRDF==~ | &

The slide describes Grameen capital DIB structure in detail. In this DIB model, investors will provide upfront
working loans to for-profit implementing agency and thereafter approach outcome funders to either waive
off or reduce their interest rate/payment. Also an independent evaluator is appointed to track the
performance of implementation. The outcome funders serve the financial interest of the bond based on
feedback received from the independent evaluator. This may make the funds accessible for private
enterprises.
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Outcomes rate cards are being used in UK

“Outcomes rate card is a menu of outcomes that government seeks to achieve and
the prices they are willing o pay for each outcome achievement.”

SELECT SERVICE
PROVIDER(S)

ISSUE RFP WITH RAISE CAPITAL
RATE CARD COMMITMENT(S)

Multiple
L o oS Sg = e 4 PFS
) Ty e o ¢ : Projects

“They are used as a procurement and contracting tool with the ability to standardize performance-based
financing, through Pay for Success, and drastically reduce the time such deals take to get to market. One rate
card can result in multiple contracts with multiple providers, who must deliver against its pre-determined

In UK, outcome rate cards are used where they payment is done based on success of the project. In the
outcome rate card process, the government pre-determines priority outcomes, prices and methodologies .
The government procures for outcomes by issuing Request for Proposal with rate card. The service
providers and investors partner raise capital commitments and respond to Request for Proposal (RFP). The
government wards multiple contracts to service providers and service begin.
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Benefits of Result Based Financing

Better quality of services
because incentives are placed on
quality and timely delivery

Closer supervision asthisisa
necessary condition to issue
payments

Reduced corruption, due to
increased transparency in the
results-payment link

Change in culture, from budget-

driven to results-oriented

CWAS — CRDF.L_.'.'.'._. CEPT

Sustainability, particularly if the
indicators are tracked
throughout the project life

Increased autonomy for the
implementing agency as to
“how" to deliver the results

There are various benefits of Results Based Financing. It covers various aspects like better quality of services,

reduced corruption due to increased transparency, change in culture from budget driven to results-

oriented, closer supervision and monitoring , sustainability if the indicators are tracked throughout and

increased autonomy for the implementing agency to deliver the results.
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But, RBF also comes at a cost!!

N
High transaction costs

Developing the scheme requires
large time investments during
project preparation

IR e

Monitoring & Supervision

Higher costs of monitoring and
supervision

- -
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gs
Requires Pre-Financing

RBF, requires pre-financing! Thi

non-governmental entities

comes at a high cost particularly for

iyt

A

Risk of unintended distortions
caused by lll-defined incentives

However, Results Based Financing mechanism also comes with various challenges.
High Transaction Costs: Developing the schemes and projects require high transaction costs throughout the

project.

Pre-financing requirements: RBF requires pre-financing for funding the project
High Cost for Monitoring and Supervision: Monitoring and supervision of project have to be done regularly

hence it becomes cost-effective

Risk: Challenge of risk of unintended distortions if the incentives are not defined properly.
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Corporate Social Responsibility(CSR) and Philanthropic funding
for sanitation

While both public finance and possible commercial resources are important, FSSM financing can also come through other

G This may comprse grants or loans depending on the specific sources. While the CSR and
Iants philanthropy funds will largely be as grants and project support, the social impact funds can be
+ =
9 either as grants or loans, depending on the specdic mechanisms used

Loans &&=
sS=

For both corporates and philanthropists, while sanitation has gradually emerged as an important area, there is little understanding of
FSSM and the needto look beyond toilets to making cities ODF+ by ensuring safely managed sanitation.

i Philanthropy has helped to fund a few pilot FSTPs such as those in Devanhalli in Karantaka, Wai in Maharashtra, Trichi in Tamil
d Nadu, Warangal in Telangana and Narsapur in Andhra Pradesh.

1 ., These have showcased new technologies and made it possible to make these concepts popular. However, it can be argued that this is
: § " not a sustainable source beyond initial demonstration of technologies.

CWAS =-_ CRDF === CEPT 210

Corporate Social Responsibility( CSR) and philanthropic funding have a potential and can be used as an
innovative approach of financing for sanitation. CSRs and philanthropy funding can be used as grant and
project support. Itisimportant to explore these funding options in sanitation beyond toilet construction
and management. Many FSTPs like Devanhalli in Karnataka, Wai in Maharashtra, Trichi in Tamil Nadu,
Warangal in Telangana and Narsapur in Andhra Pradesh have been successfully constructed using
philanthropic funds. This option gives the possibility of exploring and utilizing new technologies. However,
it is not a sustainable source beyond initial demonstration of technologies.

210



Mobilizing CSR funds for FSSM

There is a possibility of mobilizing corporate funding using CSR for large companies as the Companies Act, 2013 mandates that

large companies spend 2% of their three-year average annual profit towards CSR.

Mobilizing of CSR funds to support FSSM for different activities that would help the quality and effectiveness of investments.

For example, CEPT university has mobilized CSR funding from HSBC for

Sinnar, a small city in Maharashtra. This supports activities related to ODF

sustainability and for making the city ODF+

ety
§ Emptyng e men
" 3y

CSR funds can also be mobilized for other such actmties such guarantee funds to
b ccounts being used for annuity models. This arrangement would

ge private players greater comifort and would help in reducing bid prices

The Companies Act, 2013 mandates
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Innovative financing mechanisms
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What is Crowdfunding?

)
Small
contributions

Types of
Crowdfunding
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Donation - based

Donors

Lending - based

Lender/Investor

From large number
of people/crowd

_}__

H
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_ Raise funds for a cause
or a project

Crowdfunding Beneficiary
Platform P (ndwidual Organizations
(via inlernat) Business)
Crowdfunding +_ Borrower
Platform (Individual/ Organization/
(via internet) Business)

|Loans repaid fo the ‘
Lender/Investor]

Crowdfunding is the practice of funding a project or venture by raising small amounts of money from a large
number of people, typically via the internet. Crowdfundingis a form of crowdsourcing as an alternative
source of financing. There are two types of crowdfunding : Donation based and Lending based.

Donation based: Donation-based crowdfunding is the collective effort of individuals where donors come
together to create an online community around a common cause to help fund services and programs to

combat a variety of issues including healthcare and community development.

Lending based: In lending based crowdfunding, the investors collect money through the internet on a
crowdfunding platform and the borrower repays back to the lender after a certain period of time.
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Crowdfunding for School Sanitation, Sinnar, Maharashtra

B : ~.  Campaign Organizer — Center for
i Eilaap ; | onate row f§ ¢ snare | % Water and Sanitation, CEPT University
' Support Toilets for Children in Zapwadi School i

| 100 . f
i ! m Beneficiary — Students of Zila

Parishad School, Sinnar, Maharashtra

Rs.428,729 5
raised of f3.400,000 goal :
i e — : Purpose - Construction, refurbishment
) 72 Supporters 0Daystog : and operation and maintenance of
H : toilets.

I Sﬁ; Funds Raised - Rs 4,28,000 (USD
okl . | &= 6700)in 2 months
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Crowdfunding was successfully implemented in Sinnar city of Maharashtra for construction, refurbishment and
operation and maintenance of toilets in a school. The campaign was organized by Center for Water and
Sanitation, CEPT University via an online crowdfunding platform called Milaap. There was a huge support
from individuals and approximately, 6700 USD (~ INR 4,28,000) was raised in two months.
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Municipal Bonds

the idea of municipal bonds in India was introduced more than 20 years ago, despite the initial flurry of bonds,

Recent issuance of municipal bonds by a few ULBs such as Pune, Hyderabad and Indore have raised interest in this.

However, so far it is generally the large ULBs, mainly municipal corporations that have raised funds via this route, and
for FSSM they are not likely to require funds for treatment as they can use co-treatment. Also, the costs of preparing for

such debt mobilization are high and the smaller ULBs may find it difficult to use this route.

~ First Municipal Corporation to GHMC has become the second
successfully raise Rs.200 crores ULE to raise Rs.200 crores on

on the BSE BOND platform! the BSE BOND platform

Indore Bond

« First Municipal Bond to be listed
on Debt Market platform of NSE

= IMC Bonds received
overwhelming response with an
oversubscription of 1.26 times

= PMC Bonds received
overwhelming response with 6

times of oversubscription.
e -

GHMC Bonds received
overwhelming response with 2
times of oversubscription

R B S T S,

w, CROF. CEPT University (2019) “Financing Fascal Sludge and Saptage
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A municipal bond, commonly known as a muni bond, is a bond issued by a local government or territory, or one
of their agencies. It is generally used to finance public projects such as roads, schools, airports and
seaports, and infrastructure-related repairs. The term municipal bond is commonly used in the United
States, which has the largest market of such trade-able securities in the world. As of 2011, the municipal
bond market was valued at $3.7 trillion. Municipal bonds issued by local bodies have minimum risks and
huge benefits on taxes.

In India, municipal bonds have been issued by few Urban Local Bodies like Pune, Hyderabad and Indore.
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Municipal Development Funds

frastructure financing needs and

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

——————— ——— ———

ULBs can also borrow from the State level Municipal Funds (MDFs).

Tamil Nadu , Maharashtra and Andhra Pradesh have such

funds. The MUNIFRA in Maharashtra does not have a strong

However, besides TNUDF, the MDFs in other states have not and effective portfolic. However, loans for those ULBs

provided credit effectively to ULBs. For TNUDF, it would be goed to

that are unable to meet their contributions for treatment

explore their interest in FSSM and support development of pilots. facilities maybe able to approach MUINFRA for loans

wersity (2019) “Financing Fascal Sludge and Saptage Mansgament A
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Municipal development funds have the basic purposes of channelling more investments in urban infrastructure
through municipal governments and of strengthening the capacity of these institutions in the process.

They have attracted the support of the international aid donors because they offer a mechanism
for"wholeselling"urban investment, i.e. for the provision of aid funds to widely diffused investments, often
of a minute scale by donor standards.

ULBs can borrow from the state MDFs. Tamil Nadu, Andhra Pradesh and Maharashtra have set up MDFs where
ULBs can borrow from the state funds.
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Municipal borrowing for sanitation infrastructure

For some ULBs access to additional resources maybe needed to meet the capital investments for

FSSM. One option can be debt mobilization by ULBs, through borrowing from banks and government

institutions or through the capital market in the form of bonds.

Following options are available for municipal borrowing:

ceer Source: Cantar for Water and Sanitation, CRDF. CEPT Uniersity (2019) “Financing Faecal Sledge snd Saptage Management: A 218
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ULBs when need an additional resources for capital investments for FSSM can adopt municipal borrowings from
various private and public sector banks, raise money through municipal bonds, state municipal
development funds and government institutions.
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Institutional borrowing from HUDCO

Housing and Urban Development Corporation (HUDCO) provides loans to public agencies and private sector for urban

HUDCO offers loans at competitive terms 34% total HUDCO Assistance was given
for Water and Sanitation sector for six

in 2015-16, It disbursed loans worth Rs. 8250 crores for urban
years from 201016

infrastructure and over the 6 years period from 2011 to 2016 it released

loans worth Rs. 14000 crore per annum.

|Interestare about 10.35% and the loan tenor ranges from 7 to 15 years depending on the types of projects.

However, HUDCO requires a state government guarantee for lending to urban local bodies, which may become a constraint as
such guarantees affects contingent liability of state governments. Also, under the new Fiscal Responsibility and Budget
Management Acts of different state governments, many have a ceiling on total guarantees.

m @ @ »

Of the four focus states of except Maharashira all other states have such stipulated limits. However, HUDCO funding can be|
explored for treatment facilities by private providers in a PPP arrangement for FSSM services, If it is competitive as compared to |
other options for them.

:| B
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Potential innovative financing options for FSSM

_ + Maharashtra experience of ULB level, performance based annuty model for
[ fice of HAM for i = e iy

y conveyance and Andhira Pracesh experience of HAM for treatment in smali cities wiil
Performance Based Annuity provide lessons for other states.
Model + An escrow account mechanism can be used to mitigate late payment risks of private

sector.

* An impact bond for FSSM can be developed for scheduled desludging of septic tanks
and treatment of FS.
Development Impact Bonds + Measurable outcomes in them can be: All Households covered for emptying services,
P P especially poor and low income households for desludging of tanks and volume of
collected FS that is treated, effluent characteristics of freatment plant meeting the
environmental discharge standards for treatment of FS.

+ For capital investment for treatment plant, ULB can borrow from banks under the

: priority sector lending.
Bormv.vlngs fons »  Most banks may not have realized that lending for FSTPs of up to Rs. 5 crores will also
Institutions/ Banks be covered under the priority sector lending (PSL) requirements for commercial banks.

This will make it attractive for banks to lend to ULBs for sanitation projects.

CWAS:==. CRDFz==
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There is a huge potential for innovative financing options in FSSM using Performance Based Annuity Models,
Development Impact Bonds and borrowings from banks and institutions. This has been understood well
using many case studies and good practices mentioned in the previous sections.
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Summary - innovative financing
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Based on research and implementation of innovative financing options, it can be said that there is huge
potential to utilize public funds to blend finance and attract private investors. Innovative financing which
are based on results, outputs and outcomes offer better quality of services, track the projects effectively
and reduce corruption. There is a need to explore and increase awareness about investment opportunities
in FSSM among potential funders. Innovative and viable models should be explored which generate
adequate return on investments and manage risks.
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Activity 7
Video case study and quiz on new
and emerging financing options

Refer to exercise workbook

Participants should take the pre — evaluation quiz at this stage. Such quizzes are ideal for determining pre-existing
subject knowledge in the audience and will help the trainer tweak their style of teaching and the knowledge baseline
for covering each topic.

Although appearing to be counterintuitive, the quiz will cover material that the audience is not expected to know

before the training. It will also the audience an indication of topics that will be covered and the depth of knowledge
required.
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Municipal bonds of Pune, Indore and Hyderabad
= = Interest  Tenure Credit
City Type Bond size Guarantee rata periods Rating Escrow Purpose Remarks
Unsocied Cre_dn rating Agencies: India
Hodoomablo Ratings and Care
Revenues of 24 x 7 Water
PMC Listed Taxable 200 Cr No 7.59% 10 year Al .
the PMC supply Payment of Interest
Non Convertible il et
Debentures yodsy
Cradit rating Agancias
Secured, Non Brickwork, SMERA
convertible 100 Cr. with . Revenues of
o Redeemable Green Shoe TN il o the IMC Water supply Payment of Interest
bonds in the Half yearty
\irseciird Liad E:;‘rilﬂ r?;::gégenmes. India
Taxable Non- Strategic road g,
GHMC  Convertible 200 Cr Mo 8.90% 10 years AA development ;
Redeemable programme. 53'“32‘”? Interest
Bonds X
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PMC: Recognizing the fact that Municipal Bonds can be a useful tool to meet the citys growing
infrastructure-financing needs, Pune Municipal Corporation (PMC) is proactively working with
Government of Maharashtra (GoM), Union Ministry of Finance (MoF), Union Ministry of Urban
Development (MoUD), SEBI, SBI Capital Markets Ltd. (SBI Caps) and advisors from the US
Department of Treasurys Office of Technical Assistance (OTA) in developing this new financial-
asset-class.

Pune Municipal Corporation proposed to raise bonds amounting to INR 200 Crores during the first tranche of its
5-year bond program (INR 2264 Crores). PMCs Standing Committee and General Body approved a
consumption based telescopic water tariff structure for the next 30 years. This policy is based on
progressive increase of the revenues generated from the 24x7 Water Project leading it towards self
sustenance. Additionally, as a part of the structured escrow payment mechanism, a portion of PMCs
Property Tax has also been pledged for the debt servicing of the bond program. As per the financial-
prudence prevailing at different points in time in the future while simultaneously adhering to the relevant
regulatory framework, the bonds may also be partly/fully paid from PMCs several revenue sources.

IMC: Indore, the commercial hub of central India and business capital of Madhya Pradesh, led five
local bodies that would collectively raise up to Rs 1,200 crore through the sale of municipal debt
papers. Indore Municipal Corporation, rated as AA (SO), or two notches lower than the top grade,
has raised about Rs 140 crore by selling bonds, which offered 9.25% with 10-year maturity. The
issuer will transfer property tax related revenues to an escrow account maintained with a bank,
which will be used to service the debt as and when repayment obligation arises.

GHMC: Greater Hyderabad Municipal Corporation (GHMC) has raised Rs 195 crore crore by selling
municipal bonds for the second time within four months, seeking to use the proceeds on road
projects. The bonds offer 9.38% with 10-year maturity
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Water and Sanitation Pooled Fund - Tamil Nadu 1/2

The pooled bond mechanism has been successfully used by the TNUDF over the past 15 years for

* The WSPF is one of a two innovative pooled funds in Tamil Nadu, the other one being TNUDF.

® The fund has become a model and has inspired other such structures, such as the Karnataka Water and
Sanitation Pooled Fund Trust.

* This approach allows small and medium sized ULBs with poor credit ratings to access debt markets. Potential to

crowd-in otherwise risk-averse private capital.

* However, this will require supporting TNUDF which has experience in this route, to consider FSSM projects within this.
There is also a need for some regulatory clarity as TNUDF has not been to use this route under the new SEBI
regulations for municipal bonds.

CWAS= CRDFE=~ | #12

Generally, small and medium-sized ULBs face difficulties in raising capital using this method, for reasons such as
small issuance size, prohibitive cost of issuance, lack of financial wherewithal and lack of knowledge of
financial markets and the process of raising private capital. Under these circumstances bond banks or
pooled financing facilities offer a mechanism for small and medium-sized ULBs to finance smart cities or
other infrastructure projects through bond issuances on a sustainable basis. A number of countries have
used pooled financing structures to accelerate investments in infrastructure projects.

A bond bank is essentially a state-sponsored intermediary which provides local governments with access to
capital markets through debt issuance. The bond bank then lends capital to participating local governments
by either providing them with direct loans or purchasing their bonds. By virtue of pooling debt in this
manner, high credit ratings, larger issue sizes and wider investor coverage have been achieved.

Water and Sanitation Pooled Fund is set up by the state of Tamil Nadu.
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Water and Sanitation Pooled Fund - Tamil Nadu 2/2

The WSPF issues bonds to commercial investors, with these bonds guaranteed by state government funds in an escrow account
and a partial credit guarantee from USAID. in addition to a intricate web of credit enhancements.

* Monay is lent out to small and medium sized ULBs.

by Legend
Water and Sanitation Pooled FUNA ™ una cousen [ Sand Hokdere: it st
Repaymaci rivate Institutional
(W'SPF) """" > Investors
A '
Govt - Sub-Loan
Grant :
Debt Service Reserve Fund | . 13 Urban Local Bodies
r intercegt,
Partial Credit Capitalized wi y ULB Revenues/ Project
Guarantee 1 Cash Flows ' = -
t : & h Fi P i v = ders
Tamil Nadu State Escrow oo " Local Debt Financial
USAID/DCA Goverrsnent account  woni: | Reserve Fund —
not s (o]
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The pooled bond issuance for the 13 municipalities and town panchayats took the form of a structured debt
obligation for Rs. 304.1 (US$6.2 million). The bond was AA rated, and had a coupon of 9.2 percent per
annum and a maturity of 15 years, with put and call options after ten years. These options acted as a
safeguard for investors by offering them the opportunity to take their money out prior to the end of the
bond lifespan. The ULBs paid back their WSPF debt obligations from project and municipal revenues,
including water tariffs and from interest earned on the money deposited from connection fees.

The state government of Tamil Nadu capitalized a debt service reserve fund (DSRF) with an amount close to 1.5
times the annual principal and interest payments. Approximately US$1.42 million was assigned to the fund,
and helped generate investor confidence through the assurance that the fund could pay creditors if the
municipal borrowers were unable to meet scheduled repayments.

A second level of enhancement was created by legally requiring the 13 participating local governments to
establish an escrow account and make deposits into it so that their annual debt service obligations to WSPF
was paid in early. Municipal revenues from property tax and other tax collections, as well as project
revenues, were the source for funds deposited into this account. A third level of enhancement was added
with a local debt service reserve fund, which received contributions amounting to 5 percent of the
principal amount borrowed by each ULB. That account could be tapped in the event that revenues in the
debt service escrow were not sufficient. A fourth layer of enhancement included the ability of the WSPF to
intercept State revenue transfer payments.

Finally, a partial credit guarantee was provided by USAID on the WSPF’s debt service reserve fund. The
guarantee would help re-supply 50 percent of the principal amount of a default paid for by the debt service
reserve fund (DSRF). In that case USAID, would be reimbursed for its guarantee payment by the GoTN,
while all other funds used from the DSRF would be reimbursed by deducting moneys from the defaulting
ULB’s individual State revenue transfer payments.

Results:

The WSPF helped spread credit risks and pool the ULBs’ resources to meet funding requirements for market
access, thereby achieving economies of scale in the process. The proceeds from the pooled bond issuance
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were disbursed to ULBs in 2003, and the majority went to refinance outstanding loans at lower interest
rates for previously completed water and sanitation projects. The WSPF issuance for this initial bond set a

model for future pooled bond use. It was well structured from a credit perspective and achieved a very
high AA rating, which enabled it to be sold.
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Municipal borrowing from banks under Priority Sector

Lending (PSL)

v" ULBs can borrow from various banks — ranging from scheduled commercial banks,
smallfinance banks to urban cooperative banks.

v" Bank loans will be available for ULBs at relatively good terms though tenor will be
short of up to 5 years.

v It is important to point out that most banks may not have realized that lending for
FSTPs of up to Rs. 5 crores will also be covered under the priority sector lending
(PSL) requirements for commercial banks. This will make it attractive for banks to
lend to ULBs for sanitation projects.

v However, this requires awareness generation for both banks and ULBs. It will also
require rigorous assessment of municipal finances to ensure their repayment
capacities. It would be useful to explore pooling of a few smaller ULBs that are
interested to borrow from banks. This will help reduce their costs and make it
attractive for banks to consider a larger project. Any borrowing from banks will also
require permission from the State Government as per most state Municipal legislation.

“Bank loans up to a limit of Rs. 5 crore per

borrower for building social infrastructure

for activities namely schools, health care

facilities, drinking water facilities and
sanitation facilities in Tier Il to Tier Vi

centres.”

RBI “Priority Sector Lending- Targets &

Classification”

i.  Agriculture

fi. Micro,Small and Medium Enterprises
iii. ExportCredit

v. Education

v. Housing

vi. Sacial Infrastructure
vii. Renewable Energy
viii. Others

CWAS — CRDF== q"f--’;ll":-- Rasarve Bank of India classdication of PSL sectors retrieved from: Bifps:iim 1l gr

Municipal borrowings can also be done from banks under Priority Sector Lending. The Reserve Bank of India
(RBI) has classified various target groups and sectors under the Priority Sector Lending which covers social

infrastructure.
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Institutional and market borrowing for capital investments

« It would be easier in states such as TN as the ULBs have credit history through the TNUDF operations, or in

b Maharashtra where the ULBs have high own income through sources such as property and sanitation tax, as well

i

as various land value capture mechanism such as betterment levy, Transfer of Development Rights (TDR), etc.

« Till recently, the Municipal Corporations also enjoyed a very buoyant source in Local Body Tax (LBT). It is worth
noting that in Maharashtra share of own income in total revenue income of ULBs is high at 50% and property tax

comprises only 30% of own income.

CWAS = CRDF== CEW-.:_._.-.“!,': v .I" : i

Fro ULBs to borrow from institutions and rely on market borrowings, it becomes important for them to have
good history of municipal finances. Hence, past trend analysis of municipal finances becomes necessary for
ULBs to apply for such borrowings. ULBs need to have buoyant own tax income like property tax, water tax,
sanitation tax etc. and non-tax income like rental income
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Institutional borrowing from HUDCO

Housing and Urban Development Corporation (HUDCO) provides loans to public agencies and private sector for urban

HUDCO offers loans at competitive terms and can be a good source for ULBs for urban infrastructure as FSSM can be included in
this.

nudco
e In 2015-16, it disbursed loans worth Rs. 8,250 crores for urban infrastructure and over the 6 years period from 2011 to 2016 it

released loans worth Rs. 14000 crore per annum.

gg HUDCO's loans provide a good option for ULBs. The interest rates are about 10.35% and the loan tenor ranges from 7 to 15
= years depending on the types of projects.

However, HUDCO requires a state government guarantee for lending to urban local bodies, which may become a constraint as
|E;% such guarantees affects contingent liability of state governments. Also, under the new Fiscal Responsibility and Budget
Management Acts of different state governments, many have a ceiling on total guarantees.

- Of the four focus states of except Maharashira all other states have such stipulated limits. However, HUDCO funding can be
i
explored for treatment facilities by private providers in a PPP arrangement for FSSM services, if it is competitive as compared to

other options for them.

EPT University (2019] “Financing Fascal Sludge and Septage Management A
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HUDCO assistance to Water and Sanitation Projects in

comparison with total assistance

HUDCO assistance to Water, Sewerand Solid Waste Projects

50,000 78268
45,000 =
29% 38% 25% 48% 40 15% 26.797
14,460 14,204 16337 7.848 13.426 b
4,178 5451 4,061 3,576 5.392 4138
: 010-11 20 2 012-13 201314 2014-15 01 6 Total
—_—WES Total
HUDCO Assistance
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5,505

Total
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18337

7,848

13424

78,268

Over the last six years, from 2010-16, HUDCO has provided almost 34% of its total assistance in the Water and
Sanitation Sector for water supply, sewerage and drainage and solid waste management projects. This

assistance has been increased incrementally over the years.

Thus, there is a huge potential for ULBs to borrow assistance from HUDCO for FSSM projects.
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Area Level Federations
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