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MARKET-BASED SANITATION (MBS) TRAINING
IN-DEPTH TRAINING: DESIGNING VIABLE SANITATION ENTERPRISES
Overview
Date: TBD
Room: TBD
Attendees: NGOs that implement MBS programs
Duration: ~50 - 80 minutes
Purpose of the document: This document will guide facilitators on conducting in-depth training on designing viable sanitation enterprises.
Learning objectives: After the training, participants will be able to understand:
· the meaning of viability and sustainability of enterprises in the MBS context
· the range of factors that impact the viability of sanitation enterprises
· potential strategic paths to improve their viability 
· how choices in the design of enterprises impacts their viability
How to use this document
Facilitators should use this document and the accompanying material (a presentation deck, a game-based activity) to prepare for the training.
The “Agenda” section provides the structure and duration of the session.
The “Facilitation guide” section provides the structure, suggested duration, scripts, and other requirements for specific sections of the agenda.
The “Notes for the facilitator” provides additional considerations for the facilitator to keep in mind to ensure the learning objectives are met.
Agenda 
· Presentation (20 minutes)
· Breakout activity (30 – 60 minutes) and plenary – facilitators can increase this time if required
Facilitation guide
Italicized text denotes the suggested script
Note:
· The presentation script is organized by slide numbers in the presentation
· ‘Click’ is an instruction for animated slides
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· Slide 1: Welcome 
· If this training module is delivered:
· standalone, then introduce the organizers, trainers, and participant organizations
· as part of a broader training session then start with the agenda
· Slide 2: Results from WASHPaLS study:  Viability and sustainability of sanitation enterprises
· We will present the findings and recommendations from a study on the factors impacting the viability and sustainability conducted by the USAID/WASHPaLS project. The study is based on a collaboration with the WaterSHED Hands Off project in Cambodia, the PSI 3Si project in the state of Bihar, India, and the WaterAid STS project in Nigeria.
· Slide 3: Rationale for the study
· A USAID/WASHPaLS desk review on market-based sanitation established that the viability of sanitation enterprises is critical to attract and sustain entrepreneurial participation. If entrepreneurs profit from sanitation, they will be motivated to continue or grow the business, which leads to robust supply in the market independent of external interventions. 
· However, the factors that explain why one enterprise performs better than another are not fully understood by MBS programs because few, if any, MBS programs track the performance of sanitation enterprises other than sales. 
· <Click> An understanding of such factors will equip MBS programs to help improve the viability as well as the sustainability of sanitation enterprises, strengthen the value proposition for entrepreneurs, and ensure robust supply in a market.
· Slide 4: Operational Definitions
· Before we delve further, let’s understand what we mean by viability and sustainability and how they relate to our primary performance metric of profit
· <Click #1> To the right, we see an illustrative enterprise run by Jane. Her enterprise sells 30 toilets in a year; considering each toilet is sold to a customer for $50, her revenue is $1,500. But it costs her $40 to make a toilet, so taking that out of the price leaves her with $10 in profit per toilet. For 30 toilets, she earns a total profit of $300.
· Her enterprise’s profit is an objective measure of revenue in excess of her costs.
· <Click #2> It is clear the enterprise makes a profit, but is her enterprise viable? For Jane or that matter, any entrepreneur, profit is relative to a range of benchmark – expectations, income from alternative opportunities or existing business. Viability, therefore, is a subjective measure. However, we posit that in general, increasing profit improves the viability of an enterprise because the economic incentive to operate the business is stronger
· Slide 5: Analytical Approach
· <Click #1> The authors interviewed 66 active sanitation enterprises and built ground-up detailed annual profit and loss statements for each enterprise for the year 2017. In the commercial world, financial statements provide a foundation to analyze the health of enterprises and drivers of their performance. Therefore, the same approach was adopted to analyze the performance of sanitation enterprises.
· <Click #2> In each country, enterprises were categorized based on their revenue and profit from the financial statements. While profit is the metric that concerns entrepreneurs the most, revenue is an indicator of scale or how large or small is the enterprise and it is important to understand how enterprises generate profits at different levels of scale. The categorization enabled comparative analyses between enterprises in the four quadrants to understand what factors differentiated performance. 
· <Click #3> Therefore, in the next step, low profit enterprises were compared with high profit enterprises to identify the key drivers differentiating their performance. The identified drivers informed the analyses for the relevant underlying factors such as business practices and market conditions that explain the difference in performance
· <Click #4> In the last step, distinct paths emerged that low profit enterprises can adopt to improve their profit and hence their viability
· Slide 6: Five drivers differentiate the profit performance of enterprises
· Comparisons of multiple enterprise pairs revealed that high profit enterprises (depicted to the right) leveraged one or more of five drivers to generate higher profits than the enterprise to the left
· <Click> The first is to increase the number of customers or the quantity of toilets sold.  Scaling offers several benefits primary of which is the amount of profit. Investing in demand activation, wherein independent actors sell toilets on behalf of enterprises is a primary tactic differentiating the scale and profitability of enterprise. Demand activation included enterprises partnering with commissioned sales agents, unpaid demand activators (e.g., local leaders), and also the entrepreneurs actively marketing toilets. Other tactics include offering customers credit or access to credit or available subsidies, where such opportunities were present, and expanding geographically to adjacent markets and increase their addressable market.
· <Click> The second is to charge a premium over the competition by positioning themselves as high-quality suppliers compared to local competition. They marketed high-quality primarily by over-engineering toilets to highlight the durability and strength of their products. Some entrepreneurs may have leveraged their social standing among customers or the community to charge a premium over competitors. The ability to charge higher prices is, however, subject to the intensity of local competition.
· <Click> the third is to lower costs by reducing raw material quantities used in manufacturing toilets or adopting lower-cost substitutes where customers may plausibly not have discerned changes in quality or durability. Some entrepreneurs also reduced labor costs by manufacturing products themselves or employing free labor by family members instead of hiring paid workers. A few enterprises with high sales volumes secured discounts on bulk procurement of raw materials to lower costs.  
· <Click> the fourth is to improve the product mix such that products or components with high profit per unit account for a larger share of sales in their product portfolio. For instance, an enterprise that sells more double pit toilets than single-pit toilets is likely to make more money than an enterprise that has the reverse mix. Put differently, for each customer or sale, an enterprise that sells more double-pit toilets earns more profit than an enterprise that sells more single-pit toilets. A superior product mix is enabled by targeting affluent customers, which is a function of the context in which the enterprise is operating.
· <Click> Last is to capture a greater share of customer’s total spend on a toilet by offering additional products. These include components and materials for the latrine shelter such as tiles, bricks, doors, roof panels etc., which the customer would otherwise have purchased elsewhere.
· To improve profit, pursuing all drivers is not straightforward as tradeoffs are involved. For instance, increasing the price by marketing the quality of products can entail higher costs because enterprises have to spend more on raw materials. Or reducing labor costs by manufacturing toilets themselves instead of hiring paid labor limits the production capacity and hence scale of the enterprise.	
· Slide 7: Strategies to improve profit leverage different sets of profit drivers
· Let us look at how low profit enterprises can adopt strategies that leverage one or more of these drivers. Three paths were identified for low profit enterprises to take – each entails a distinct strategy and tradeoffs as observed from the enterprises studied
· <Click #1> Low Revenue, Low Profit enterprises have two potential paths – they can stay small, which is to maintain existing prices and number of customers but increase their profit by adopting a cost reduction strategy. They can optimize raw material costs, labor costs, or both. But it is typically non-scalable if customers are attentive to raw materials as markers for high-quality or substituting/supplementing paid labor limits the enterprise’s production capacity. Therefore, the strategy is ideal for those entrepreneurs who are content to remain small or constrained by a micro-market with low demand.
· <Click #2> Path 2: These enterprises can also adopt a revenue-focused strategy if they aspire to grow, have the financial resources and managerial capabilities, and are situated in high demand micro-markets. This entails following practices to acquire more customers such as investing in low-risk demand activation mechanisms and expanding geographically, both of which increase revenue and, therefore profit. They can also invest in quality and attract more customers, especially where customers perceive over-engineering as a marker for quality. They can also earn more from each customer by targeting affluent customers with relatively high profit products and widening their portfolio of sanitation-related products. This strategy is challenging, however, considering multiple business practices must be implemented simultaneously, which requires investment capacity, and favorable market conditions.
·  <Click #3> Path 3: High revenue, low profit enterprises have a demonstrated ability to acquire customers and should focus on increasing the profit earned per customer. They can cut costs, increase prices, or both. Raising prices may result in losing a few customers, which these enterprises may be able to afford if the net impact enhances their profit. Modifying their product system to target affluent customers and selling additional-sanitation related products also helps increase the profit earned from each sale.
· In summary, the strategies that enterprises adopt depend on their capacity, market conditions, as well as motivation to grow.
· Slide 8: Recommendations to improve the viability of sanitation enterprises 
· First and foremost, programs should avoid creating new sanitation standalone enterprises, i.e., as a full-time occupation for the entrepreneur. Sanitation may often not be viable on a standalone basis to meet the entrepreneur’s income expectations, which will likely lead them to exit the market. However, as a supplemental source of income and one that leverages the entrepreneur’s existing assets such as land and vehicles, the value proposition of operating the sanitation enterprise as a business line becomes attractive for an entrepreneur.
· Implementers with an existing base of partner enterprises at any stage in the lifecycle of an MBS program should aim to identify and help “Low Profit” enterprises that have a scalable proposition to improve their viability. Implementers need to understand the profit drivers and underlying factors differentiating the better performing enterprises from their peers in their target markets to develop contextually appropriate strategic paths to increase profit. The applicability of a strategic path for a given “Low Profit” enterprise will depend on the enterprise’s capabilities, aspirations, and micro-market conditions as illustrated by the three paths we described.
· Some enterprises might not have the resources or supportive micro-market conditions. The entrepreneur may simply lack the motivation to grow or improve profits for the sanitation enterprise favoring their attention on other businesses or sources of income. Implementers should recognize such limitations while recruiting and supporting sanitation enterprises. Ideally, implementers recruit entrepreneurs who are successful in their existing business and are willing to start sanitation enterprises regardless of their stated growth aspirations. As enterprises’ performance data emerges, implementers should focus their resources and place bets on entrepreneurs who demonstrate both the desire and potential to improve their viability. The longer-term goal of an implementer should be to strengthen supply in the market, which can be fulfilled by fewer but viable enterprises compared to many unviable enterprises.
· Last, MBS programs should broaden the scope of their monitoring systems to track enterprise performance metrics beyond sales. Tracking financial performance metrics enables programs to understand the strategies applicable in their context, identify the enterprises with promise, and embark on a path to actively improve the viability of sanitation enterprises and therefore strengthen supply in the market.
· Slide 9 and 10: Placeholder for Breakout Activity if conducting the enterprise design game. Refer to the accompanying activity-based game facilitator’s guide.
Note for the facilitator: Please share the resources shown in Slide 11 with participants who have questions or request more detail on the contents of this presentation.
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