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Summary

The performance of the public sector in its delyvef services to the population, including
water supply and sanitation (WSS) services,, depem the development level of the
following factors and on their degree of coheresceé interdependence:

¢ Governance structure and institutional organizatibtine sector

¢ Political stability, legal status and behavior o€ fpublic authorities responsible for
service delivery
Organization of the civil society, including consens
Economic and financial enabling environment, inalgdariffs
Level of service
Integration of water resources management, watesesgation and demand
management
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When a public-private partnership (PPP) is envidageensure service delivery, three main
categories of situations — or market segments -beadistinguished, based on the combined
development level of the above factors: s

HCategory A, corresponds to situations where athost of the conditions are already |n

place to allow sustainable PRPs

é At the other end of the spectrum, category C cosegrsituations where the combined

development level of above criteria is too low twa most forms of commercial
arrangements. PPPs are not considered a viablgsolu

¢ An intermediary category B which regroups situatiam between the two ends of the

spectrum.
The paper focuses on this intermediary categorydavelops the idea that in such situations,
progress toward sustainable service delivery caadheved over the medium/long term by
following a roadmap that typically includes threesessive steps: |

é The first step consists of (i) a diagnostic (bamelkiata) of the situation of the sector
and the utility), including performance gap andtrcauses analysis, (ii) the initiation
of a participatory reform and change managementcgasy and (i) the
implementation of urgent measures and investments

é The second step typically consists of (i) the ctidation of reforms at the sector and
utility levels, and (ii) the implementation of irstenents in order to attain a
satisfactory level of service

é The third step consists of reaching economic amwhnitial sustainability and
autonomy, , moving gradually towards full cost nexy through tariffs and targeted
subsidies where needed.

Overall, these successives steps constitute agesige and continuous process of reform and
improvement, toward the overarching objective @icteng a better, reliable, affordable and
sustainable service to all. From the point of viefva public-private partnership, each of
these steps implies different obligations of thetipa and evolving risks, which are
cumulative and/or interrelated. For instance, tinst fstep will usually generate the most
uncertainties, at least until a reliable baseliag Ibeen established.



Of course, a public authority can chose to initeel implement such a process with various
degrees of involvement of the private sector: hawegontinuity is a key element of success
and it can be argued that mistakes have been matie past when focusing too much on the
design of contractual arrangements or models foln etep of the process and paying too little
attention to the transition points between thespsstand to the well structured dialogue
between stakeholders that these transition poaojsire. |

In line of the preceding the authors propose thieviang approach in Category B situations,
based on a logic of process and of continuity:

¢ |Initiate operations at the utility level under dedmted management contistdn three |
steps, which correspond to the above identifieceehsteps of the roadmap for
sustainable WSS sector development,

¢ Implement this contract within the context of, apceferably in parallel with, a
broader WSS sector reform in order to create tladlery environment conducive for
sector growth and sustainable improvement of W38css, particularly in un-served
and low-income areas.

¢ Design the contract of delegated management invatvieg format following the
three successive steps, moving from a Technicaktsge (step 1, contract of means,
input based), to a Performance-based Managemeritacoifstep 2, results contract,
output based), to a Enhanced Affermage/Lease asi@iabd Concession (step 3).

¢ Customize each step and tailor to local circum&anwith appropriate investment
obligations and allocation of risks between therafme and the delegating authority,
based on each entity’s ability to manage these skl rewards to each party based on
the risks they have assumed.

é Facilitate the process in full transparency andhwite active consultation and
participation of all stakeholders (government aobdlic authorities (central and local),
sector professionals, unions, and civil societyluding the NGO community and
consumers) in particular at the decision/transipomts between the successive steps
of the process

The above approach has been developed based absbeved needs and demands in the
water supply and sanitation sector, and the sino@mgiction among the authors coming from
across public, private, civil society and interaatll environments that delegated management
contracts (public-public or public-private) are @fficient and effective tool to achieve good
quality service to all.

It is also the conviction of the authors that inatbwe thinking should be revived on the
process of competitive bidding for phased contragte progressive obligations, addressing
in particular issues of transparency amitigating risks of under- and overbidding. |

! The term «delegated management contract» is wedra larger meaning than the term «public-peiva
partnership », even though the factors of sucaed$umdamental principles remain the same ; it engasses
the possibility of «public-public partnerships»veall, the key element being the existence of areatal
relationship between the public / delegating atth@nd a public, private or mixed public-privatpevator
operationally in charge of service delivery.



Redefining the Process of Engagement in Delegated M anagement
Contractsin Water Supply and Sanitation

INTRODUCTION

The succession of initiatives inspired by the saofgectives (drinking water decade,
Millennium Development Goals (MDGs), etc.) in deymhg countries shows how difficult it
is to reach rapid results at a large scale in themsupply and sanitation (WSS) sector.

In order to face this challenge, public privatetparships (PPP) were implemented in the 90s.
(cf. Figure 1) The PPP model aimed at introdu¢iregnecessary professionalism in order to
manage efficiently WSS services, but also possi#sli of financing in a competitive
environment and in a virtuous contractual framewankswering expectations of all parties
(private operator, public authority, citizens betmed from the services). One must admit
today however that in many cases these expectatieresnot really fully satisfied.

A possible reform path:
delegation of management
Delegation of

Management contract
Asset owner Operator

The asset owner (in majority of cases, public) @amtract out or
outsource service provision & operation of asdatsugh a
delegation of management contract.

Operators can be publicly, mixed, or privately odne

Figure 1

The 1990-2000 decade, contrary to the previous ,ohas indeed brought important
achievements (several tens of millions of peopleeh@een connected) through PPPs.
However, it was observed at the same time, tha¢raéonflicts came to being. Té_teJ
conflicts led to-the early termination of some contracts and theatiisfaction of all partie
involved.

The difficulty of exporting one model should alse émphasized. . It is indeed necessary to
take into account local social, political and craduconditions and to identify counterparts in
civil society in order to optimize the dialogueWween all concerned stakeholders. .

The above-mentioned dissatisfaction was fed byraéfectors, including:

¢ The lack of a planning and reform process that eesloped in a participatory way

and based on a consensus, built on a close anthobasalogue between all actors in

the field and local communities |

The absence of shared sector diagnostics at therteg of the PPP.

¢ The lack of preparation and training of transactwoivisors and PPP managers to the
needed societal approach of WSS services.
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é

The symbolic dimension of water: in countries fgcan economic or political crisis,
such as Argentina or Bolivia, the debate went afvasn any operational or public
health reality to become an issue of political camgp. In these countries, water
became the object of a political battle, very ofeatolving into an ideological “anti-
privatization” debatg Paradoxically consequences of this politicizatieere often to |
the prejudice of the poorest population, despigefélat that the arguments put forward
were based on social concerns. |

It is important to recognize that the warning rofecivil society is fundamental and should
not be called into question. However on the spesifibject of water, in a number of cases
ideology has tended to come before the realityhanfteld. The situation today in Buenos
Aires or La Paz for example is severely illustrgtihis point. (reference ?)

Based on these observations, it is necessary,l$mtaachallenge, to develop new solutions
and redefine the process of engagement in PPPsiaralgenerally in delegated management
contracts.

1. PERFORMANCE FACTORSOF PUBLIC SERVICE DELIVERY

The performance of public services (including WSSviges) is characterized by the
following non limitative list of factors:

é

Governance and institutional organization: do @xgsstructures have the capacity to
represent all stakeholders and to efficiently @teaesponsibilities and resources, thus
allowing the implementation of a sector developm&mategy, in order to meet the
population needs ?

Level of service, which includes the technical aménagerial performance of
operators, the availability or not of basic datareleterizing the service, of monitoring
tools, and of an internal auditing system to nariihe perfomance of operators.

Integration of water resources management, watesesgation and demand
management. Water allocation between competing calés for integrated water
resources management that transcends compartrzedtatctor concerns. Actively
integrating water conservation into water suppbnping remains a challenge. Social
and community benefits are also directly relatech#ontaining or increasing
environmental protection by reducing water demand.

Political stability and legal status and behaviofithe public authorities in charge of
the service: do these authorities have the capsxiselect and manage a delegation
model , to manage, monitor and regulate poteng&ghted management contracts ?
Do they have the power to decide on adjustmentsetee contracts ? .

Organization of civil society: is there a a localilcsociety capable of playing its role
as a stakeholder in the reform and delegated geamant process ?Does this civil
society have the required tools to participatene dchievement of its expectations in
accordance to the capacity of the population tofpayVSS services:? |



¢ Organization of the economic and financial envirenin does this environment allow
the implementation and financing of the requirechtecal performance targets with
the appropriate tariff structure and level ? |

The overall performance of the sector will dependthe level of development of each of
these factors, and on the degree of coherence anglementarities between these factors.
This in turn will depend in large part on the eamste and of the outcomes of an effective
dialogue between all stakeholders and on the censereached amongst them regarding
strategies, changes and reforms, actions, andgregr

2. MARKET SEGMENTATION OF MANAGEMENT DELEGATION
CONTRACTS

The delegated management market can be schematoatied into three types of markets:

The first segment (Category A) comprises situatiamere the development level of the
above factors is sufficient to ensure good condgiofor sustainable public-private
partnerships (PPPs) or delegated management csntfear this segment, the traditional
forms of PPPs that have been implemented so fausrally well adapted (implementation
models, contractual framework, operator remunematiovestment financing).

At the other end of the spectrum, category C cosegrisituations where the combined
development level of above criteria is too low thhoww most forms of commercial
arrangements. PPPs are not considered a viablgosolu

An intermediary category B regroups all situatiom®etween the two ends of the spectrum.
Most cities in middle and low income developing wies fall in this intermediate category,

and it can be argued that this is where most optiogress toward reaching the Millennium

Development Goals can be achieved. This paperséscon this intermediary category and
develops the idea that in such situations, progi@sard sustainable service delivery can be
achieved over the medium/long term by followingoadmap that typically includes three

successive steps:

3. ROADMAP FOR SUSTAINABLE DEVELOPMENT OF WSS
SECTOR: towardslogic of process

A roadmap for sustainable development of the WS®savill typically include three steps:
(cf. Figure 2)
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¢ The first step consists of a diagnostic of thetexgssituation, a performance gap and
root causes analysis, the initiation of a partitmpareform and change management
process, and the implementation of urgency measugsvestments (including
management information systems). This step intesdsignificant changes and
measures to start restoring operational efficieataye technical, commercial and
managerial levels . The duration of this step &haot exceed two to three years in
order to maintain the momentum of the reform prece€entral and/or local
government political championship for sector refahould exceed the duration of
the first step.
At this stage it is also often necessary to endsagew distribution of roles and
responsibilities among key stakeholders and hermteage in prior practices. This
new distribution consists in systematically giveagoice and participation in the
decision making process, to the stakeholders wamair directly responsible and
accountable for the reform implementation. Finallye to the risks inherent to this
development phase, it seems logical to exposesadiactly involved in the first step
to an obligation of means rather than to an olbgadf results.

¢ The second step consists of the consolidationfofires at the sector and utility levels,
and the implementation of sector investments in otdeattain a satisfactory level df
service and of operational performance. Its danattan be estimated typically
between three to five years. This step includes tman objectives: the first one
dedicated to the consolidation of the achievemenhtke first step, the second one to
the implementation of deep reforms in order to rejtken sector and utility
development. The consolidation period is an inegtiate period at the beginning of
which performance targets can be set and duringctwkievelopment plans and
programs can be adjusted according to resultstafédg achieved.

é The third step consists in reaching economic amdhniial sustainability and
autonomy, reaching optimal quality standarmisd ensuring the long term availability
of to put local competences capable of taking fedponsibility for services delivery.
Its duration can be estimated between ten andefiftgears. This step can be
considered as ‘acruising period during which sector performances are improved to
satisfy quality standards and the level of servéaehes its final configuration. During



this step full cost recovery is gradually introddcthrough tariffs and targeted
subsidies where needed.

Each step is fundamentally different from the ather its content and corresponds to a
specific work plan. They are also sequential: tleetter of occurrence is compulsory and the
success of one step is conditioned by the sucdabe tormer one. Overall, these successive
steps constitute a progressive and continuous gsamiereform and improvement, toward the
overarching objective of reaching a better, rebabffordable and sustainable service to all

It must be noted that each of these successiyes stecludes its own risks. These risks can be
cumulative and/or interrelatecover the duration of the overall sector and wtilieform |
process. The risks of the first development step those which generate the largest
uncertainties, for all sector stakeholders, aitree twhen the contractual relation is not yet
fully established and is the most unstable. Tleesthese risks are very high and require a
shared action between in order to be faced. Thissgparticular importance to the first
development step and to the need for a well-siradtdialogue among all parties in order to
achieve joint ownership of and commitment to therall reform process. |

Of course, a public authority can chose to initae implement such a process with various
degrees of involvement of the private sector dutivgdifferent steps: however, continuity is
a key element of success and it can be arguedhtistdakes have been made in the past when
focusing too much on the design of contractualreyeanents or models for each step of the
process and paying too little attention to the sitton points between these steps and to the
well structured dialogue between stakeholdersttieste transition points require.

4. A PROPOSED THREE-STEP ENGAGEMENT

In line of the preceding the authors propose thieviang approach in Category B situations,
based on a logic of process and of continuity: Eajure 3)

A Proposed 3-step Engagement

Tender & H
Contract Award

v
@ Technical Assistance contract of means, input based

trigger: by independent audit

Performance-based

Management Contract results contract, output based

Tender &
Contract Award

e.g.
@ Enhanced Affermage/Lease
or

Subsidized Concession Figure 3




Initiate operations at the utility level under dedmted management contraict three
steps, which correspond to the above identifieceehsteps of the roadmap for
sustainable WSS sector development,

Implement this contract within the context of, apckferably in parallel with, a
broader WSS sector reform in order to create tladlery environment conducive for
sector growth and sustainable improvement of W38css, particularly in un-served
and low-income areas.

Design the contract of delegated management invatviag format following the
three successive steps, moving from a Technicaktsge (step 1, contract of means,
input based), to a Performance-based Managemeritacoifstep 2, results contract,
output based), to a Enhanced Affermage/Lease asi@iabd Concession (step 3).
Customize each step and tailor to local circum&anavith appropriate investment
obligations and allocation of risks between therafme and the delegating authority,
based on each entity’s ability to manage these skl rewards to each party based on
the risks they have assumed.

Facilitate the process in full transparency andhwite active consultation and
participation of all stakeholders (government anbdlic authorities (central and local),
sector professionals, unions, and civil societyluding the NGO community and
consumers) in particular at the decision/transipomts between the successive steps
of the process

4.1. First Step: a Technical Assistance Contract (duration 2to 3 years)

During the first period:

é

The operator, in addition to taking charge of daygay operation of the service, will
also act as a technical assistance consultantiagvise public authority on all key
aspects of the reform process and participatinperdialogue between stakeholders.

He will have an obligation to provide all operatibrinformatiors -needed for this|

dialogue.

He will perform a full diagnostic of the initialtgsation at the sector and utility level,
including a performance gap and root cause’s aisalys

The delegating authority and the operator will #ydintly a monitoring system with

performance indicators quantifying results of referundertaken. This system will
then be piloted by the operator.

The operator will have like other stakeholders atigation of means (the lack of
initial data making it impossible during this firperiod to set viable performance
objectives and obligations of results); howevenjnimum levels of performancela
indicators could be defined. Should performandelf@ow these minimum levels,

early termination of the contract could be triggelby either party without financial

consequences.

2 The term «delegated management contract» is wsedra larger meaning than the term «public-peiva
partnership », even though the factors of sucaed$umdamental principles remain the same ; it engasses
the possibility of «public-public partnerships»veall, the key element being the existence of areatal
relationship between the public / delegating atth@nd a public, private or mixed public-privatpevator
operationally in charge of service delivery.



¢ Remuneration of the operator will be a lump sumeldasn an estimated budget
allowing him to conduct the required studies anchmécal assistance work . This
budget will be financed by the delegating authorggssibly with external funding
from multilateral or bilateral development agescie

¢

This first period of work will end with a contraeiumeeting which will allow parties to
review the progress achieved and prepare the aglaomof the second step. Graduation from
Step 1 to Step 2 will be triggered based on anpeddent audit of the performance of all
parties.

4.2. Second Step: a Performance-based Management Contract (duration 3
to 5Syears)

At the conclusion of the first step, all parties @rovided with a reliable diagnostic of the
situation and with a reliable baselinestitutional reforms have also been implementedi, 41

the notion of performance risk can realistically ih'oduced in the contract between the
delegating authority and the operator.

However this should concern only performance indicaregarding service delivery. Risks
related to the financing of investments and to idssdelays in the institutional reforms
should continue being borne by the delegating aiiyho

During this period:

é The operator will work according to a managemenhtre@t with operational
performance targets and obligations of results. wile also continue to act as a
consultant to help consolidate sector reform .

¢ He should provide all information allowing the caanigon of his results with the
contractual figures included in the business pkiat@ished at the end of step 1. |

¢ The monitoring system put in place during the fistiod will be updated in order to
integrate the performance and service extensig@cttes corresponding to this step.

¢ The operator’s remuneration will be the combinatda fixed remuneration (as in the
first period) and of an incentive payment relatethe business plan of the period.

¢ Covenants will be included in the contract regagdime achievement of reforms and
the financing of investments (as obligations of tategating authority). If reforms
and investments are not implemented, the contraay ime interrupted without
financial consequences for the operator. Thesermsfoand investments will be
included in an annex to the contract.

During the second step, the delegating authority amalyze options and make initial plans
for the implementation of institutional measuresdex during the third step. The second step
will end with a contractual meeting and dialoguethwstakeholders to determine the
objectives and the operational/contractual modestfep 3. |

4.3. Third Step: Enhanced Affermage/Lease or Subsidized Concession
(duration 10 to 15 years)

During the third period the operator will typicallork under an enhanced affermage or
subsidized concession scheme, that will possildjude a combination of public and private
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financing of the investments needed. The final BBMework will be customized at the end
of step 2 and tailored to the local needs and mistances.

4.4. First thoughts on the need to adapt procurement methods to the
specificities of the W& S sector in emerging countries

One of the main difficulties in terms of implematidn of the proposed three-step approach
resides in the design of the tendering process..

It is proposed that at the beginning of the procHss delegating authority call for tenders
covering the first and the second steps togetier;blsis of the incentive payment of the
second period would be determined by the delegadirthority in the bidding documents.
The financial evaluation of the offers would beéd on the first lump sum payment required
during the first step. |

At the end of the second step, second call fatdesawould be prepared in order to select the
third step operator. The incumbent operator of fire# and second steps works in full
transparency and with an “open book” in order tovalfair competition for the third step.
The incumbent operator would be allowed to parategn this tender.

Possible variations, depending on local circum&ancould be to allow the option of a
negotiated contract with the incumbent operatdhatend of step 2, or to require tendering in
between steps 1 and 2.

Overall, various procurement choices have to beemagd the delegating authority at the
beginning and during the implementation of the ¢kstep road map: for the sake of
efficiency and continuity, will it prefer findingdm the beginning a long term private partner
with the capacity to accompany it during the thsteps of the process (with appropriate
safeguards to control costs and with clear exits#a in case the partnership does not work)?
Will it desire hiring an experienced internatiormgderator for steps 1 and 2 with a built-in
program of knowledge transfer that would facilitatemooth transition to public management
during step 3?7 Shouldn’t these various options neropen at all times during the reform
procees ? What should be the optimal balance leetwee expertise of the private partner
and its cost during the three steps, and the qmreing quality/price evaluation mix at the
time of tendering? Etc. Each case will obviousty different, and a degree of anticipation
and flexibility will be needed in order for the dghting authority to make at each transition
point the choices it considers the most appropriateonsultation with the other stakeholders.

4.5. Dialogue with stakeholders: key role playethie reform process and
guiding principles.

As mentioned earlier, dialogue between the stakignslinvolved in the reform process is a
fundamental element of the continuity and long tetrocess of the process. Unfortunately,
too often in the past this aspect has been oveztbok handled informally (with more formal
emphasis placed on technical, legal or financales) and the conditions for a fully effectiv
dialogue have not been met.

(4%
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In order to be effective, this dialogue must beitaBonalized: in practical terms, this means
that it must formally be a component of each shepréform process, with operational
objectives and guidelines included in all projesplementation documents (tender
documents, contracts, etc.). Dedicated structumest be put in place, with adequate
resources (for instance a project or reform “Step€Gommittee” where all stakeholders are
represented).

The dialogue must be organized in a professionahnma following internationally
recognized practices. If needed, specializedifagdn institutions or firms should be used to
ensure that the appropriate methodological priesipre respected, and that the dialogue
process has the required sincerity and credibilityhe eyes of all stakeholders.

It must also be a continuous activity in suppornthaf reform process, with increased intensity
at the key transition points, as defined previoudite organization of a public audience at
the end of step 2 is an example of such increagedsity at one of the key moments of the
process.

5. CONCLUSION

The proposed approach has been developed baseldeoobserved enormous needs and
demands in the water supply and sanitation seeaiud, the sincere conviction among the
authors coming from across public, private, ciatiety and international environments that
delegated management contracts (public-public dolipyprivate) are an efficient and
effective tool to achieve good quality servicello a |

It remains to (i) define the criteria to triggeretitransition to the different steps and the
optimal timing of the sequence, (ii) the appromia&muneration at each step to motivate
professional operators, and (iii) the financial hadsms adapted to the proposed logic of
process

It is finally the conviction of the authors thatnwmvative thinking should be revived on the
process of competitive bidding for phased contragte progressive obligations, addressing
in particular issues of transparency and, mitigatisks of under- and overbidding.
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