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Annex |

Draft practical manual on Extended Producer Responsibility

Introduction

1. This manual provides stakeholders with general guidance on the implementation of extended
producer responsibility (EPR). It includes a list of terminology used in the manual; general
considerations; goals and objectives; criteria for possible products; key elements to be considered; a
strategy to formulate policy; as well as challenges in the implementation of EPR. Additionally,
practical examples [is/will be made] available online.

2. This manual is aimed at all groups of stakeholders, especially governmental authorities
working on national policies and regulations on EPR.

3. One of several needs in creating EPR instruments is sufficient financing. Investments in
infrastructure and costs relating to the operation and maintenance of facilities require a sustainable
flow of financing (see practical manual on financing systems for environmentally sound
management'). One of the possible instruments governments may wish to implement in this context is
EPR. In principle, it means that the producers or importers of a product are held responsible for the
collection and disposal of that product after it has become waste. Producers or importers are free to
include these costs in the pricing of their products.

4. EPR instruments aim at making producers responsible for the environmental impacts of their
products throughout the products’ life-cycle, from design to the waste phase. EPR policy seeks to shift
the burden of managing certain wastes from municipalities and taxpayers to producers, in line with the
polluter pays principle. This policy first appeared in the early 1980s in a few member States of the
European Union, in particular for packaging waste, and since then it has spread to many countries.

5. There are four broad categories of EPR instruments:
@) Various forms of product take-back requirements;
(b) Economic and market-based instruments;
(©) Regulations and performance standards such as minimum recycled content;
(d) Accompanying information-based instruments.
6. The different types of EPR instruments can also be used in combination.

7. There is no “one-size-fits-all” solution. The EPR instrument that is the most appropriate, taking
into consideration market conditions, should be selected.

8. There is a multitude of examples of implementation of EPR instruments around the world
covering different types of products. The Organisation for Economic Cooperation and Development
(OECD) estimates that small consumer electronic equipment accounts for more than one-third of EPR
systems, followed by packaging and tyres (17% each), vehicles, lead-acid batteries and a range of
other products®. Legislation has been a major driver, and most EPR instruments are mandatory rather
than voluntary.

9. EPR should result in internalising environmental externalities and provide an incentive for
producers to take into account environmental considerations throughout a product's life, from the
design to the waste phase. As such, EPR is considered a major instrument in support of the
implementation of the waste management hierarchy, and therefore promotes prevention,
minimization, reuse, recycling and other recovery including energy recovery, the reduction of final
disposal of waste and the transition to a circular economy.

10.  With regards to incentives, it is essential that EPR programmes clearly define the roles and
responsibilities of each party throughout the chain of possession implementing the programme. This
includes producers and importers placing goods on the market, private or public waste operators, local
authorities and social economic actors.

11.  This manual refers principally to product take-back instruments.

! Available in document: UNEP/CHW.13/INF/8, annex II.

2 See Extended Producer Responsibility - updated guidance, OECD, 2016, available at:
http://www.oecd.org/regreform/extended-producer-responsibility-9789264256385-en.htm.
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Terminology

Extended producer responsibility (EPR): Environmental policy approach in which a producer’s
responsibility for a product is extended to the waste stage of that product’s life-cycle. In practice, EPR
involves producers taking responsibility for the management of products after becoming waste,
including: collection; pre-treatment, e.g. sorting, dismantling or de-pollution; (preparation for) reuse;
recovery (including recycling and energy recovery) or final disposal. EPR instruments can allow
producers to exercise their responsibility either by providing the financial resources required and/or by
taking over the operational aspects of the process from municipalities. They assume the responsibility
voluntarily or mandatorily; EPR schemes can be implemented individually or collectively.

EPR system or EPR scheme: Any system set up by one or several producers to implement the EPR
principle. It can be an individual system (or individual compliance scheme) where a producer
organises its own system, or a collective system (collective compliance scheme) where several
producers decide to collaborate and thus transfer their responsibility to a specific organisation (a
Producer Responsibility Organisation, see below).

Fee: Price paid by a producer to have its products dealt with through a Producer Responsibility
Organisation (see below).

Individual Producer Responsibility (IPR): Each individual producer is responsible for the collection
and disposal of waste originating from his own products.

Producer: The entity whose brand name appears on the product itself or the importer. In the case of
packaging, the filler of the packaging is considered the producer.

Producer Responsibility Organisation (PRO): Collective entity set up by producers or through
legislation, which becomes responsible for meeting the collection and disposal obligations of the
individual producers.

Stakeholders: All actors involved in the life-cycle of a product including: producers, retailers,
consumer-citizens, local authorities, public and private waste management operators.

Waste management: the collection, transport and disposal (recovery and final disposal) of wastes,
including after-care of disposal sites. In practice, it includes pre-treatment, e.g. sorting, dismantling or
de-pollution, preparation for reuse, recovery, including recycling and energy recovery, and final
disposal, e.g. landfill.

General considerations

12.  EPR means producers assume at least the financial responsibility of the management of their
products after becoming waste. In general, they also assume the responsibility to organize
management by contracting waste management companies.

13. Over four hundred EPR instruments are estimated to be in operation around the world, and
there has been sufficient experience as to what the minimum requirements are for a successful EPR
instrument. EPR instruments may be either voluntary or mandatory®. Either way, EPR instruments
need to have clear and transparent rules for the roles and responsibilities of all stakeholders, and an
adequate level of competition inbuilt in the EPR instrument to avoid the creation of monopolies. The
EPR instrument should ensure equal treatment and non-discrimination: between the producers of
products put on the market; between the Producer Responsibility Organizations implementing EPR on
their behalf; and between private or public waste operators. The EPR instruments should ensure an
adequate geographical coverage both in the country and in the cities, and tendering requirements
should allow micro, small- and medium-sized enterprises in the separate collection and disposal of the
products after becoming waste. The EPR instrument should ensure the best waste management
practices according to the waste management hierarchy, taking into account life-cycle thinking, and
may set targets for preparation for reuse, recycling, energy recovery, and final disposal (e.g. landfill),
including requirements for removal of hazardous components and parts. The economic, social and
environmental achievements of the EPR instrument should be measured and independently reviewed
and published.

14.  Even if EPR focuses on the responsibility of the producers for products that are placed on the
market, many other actors play a role in achieving the objectives of the scheme. These include:
consumers (individuals or companies, as the final users of a product, and as the actors who are

® See Extended Producer Responsibility - updated guidance, OECD, 2016, available at:
http://www.oecd.org/regreform/extended-producer-responsibility-9789264256385-en.htm
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responsible for discarding products through the right channel — e.g. by separate collection); local
authorities (responsible for municipal waste management, and more generally for the environmental
quality of their territory); national enforcement authorities (responsible for the enforcement of the
respective provisions); waste management companies (as waste management operators investing in
infrastructure, research, development and innovation in order to improve waste management
practices); socio economic actors; retailers, etc. The responsibilities and roles of each actor should be
clearly defined throughout the whole product life-cycle.

15.  Various forms of product take-back requirements are the most commonly used EPR
instruments (72% globally), sometimes in combination with advance disposal fees (ADFs). These
instruments are used for a wide range of products. ADFs are the next most frequently used instrument
(16%), and they have also been applied to many different products. Deposit/refund instruments (11%)
are concentrated in the used beverage container and lead-acid battery markets, sometimes in
combination with take-back requirements. The other possible EPR policy instruments appear to be
used infrequently, if at all*,

16.  The unique characteristics and properties of a product, product category or waste stream
should be factored into policy design. Given the diversity of products and their different
characteristics, one type of programme or measure is not applicable to all products, product categories
or waste streams. And not all products are able to become the object of an EPR instrument; life span,
number of producers, homogeneity, size, value, hazardous properties and other factors may influence
their ability.

17.  The key challenge in implementing any EPR instrument is to ensure that it is economically,
socially and environmentally sustainable and achieves what it is set up to do. EPR should avoid
intervening in the recycling of waste where the market is likely to be functioning well. Poor
environmental or occupational performance can be addressed independently, without disturbing
market relationships. EPR systems provide more opportunities for stakeholders, including informal
recyclers, when they address market failures, including: dangerous waste streams, low-value
materials, products that are difficult to dismantle after becoming waste or recycling in areas where
there are few subsequent purchasers of materials within a reasonable distance®.

18.  The global context has evolved significantly since the development of the first EPR policies.
New economic powers have emerged in the global economy, product value chains have become more
complex and extended across national boundaries, technological changes are altering patterns of
communication and consumption, not least due to the internet, and markets for some materials and
waste streams have been highly volatile. In such a context, EPR systems will have to continue to
evolve if they are to become more effective waste management policy tools and to support the
transition to more resource efficient economies.

19.  One of the elements which requires more attention is the use of EPR instruments in improving
the prevention of waste, derived from the concerned products and their use, by encouraging at least,
but preferably regulating, the sustainable design of these products, taking into account energy and
material efficiency aspects, as well as consumer needs and behavioural aspects.

Goals and objectives of EPR

20.  One of the most important steps in designing an effective EPR instrument is the establishment
of clear policy goals and programme objectives. Objectives may include, but are not limited to:

@) Increasing waste prevention, the reuse of products and recycling of waste;
(b) Closure of material use loops to promote sustainable development;

(©) Ensuring the removal of hazardous components and parts before recovery and final
disposal;

(d) Reducing final disposal;

(e) Internalizing costs of waste management (and other externalities) into the price of a
product and thus reducing the costs of waste management borne by municipalities and/or taxpayers;

* See Extended Producer Responsibility - updated guidance, OECD, 2016, available at:
http://www.oecd.org/regreform/extended-producer-responsibility-9789264256385-en.htm.
® See Extended Producer Responsibility - updated guidance, OECD, 2016, available at:
http://www.oecd.org/regreform/extended-producer-responsibility-9789264256385-en.htm.
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()] Developing cleaner production and products, which can include incentives for more
environmentally compatible products; products with less toxic and/or hazardous compounds;
developing new recycling techniques and capacity; or improving materials management;

(9) Design of more environmentally compatible products, reducing the use of resources
and reducing the use of certain toxic substances and/or other potential hazardous components;

(h) Formalizing the informal sector, so as to ensure environmentally sound management
(ESM).

21.  In 2014, the European Union (EU) validated these objectives, indicating the goal of EPR
systems as follows: to extend the producer’s physical and financial responsibility for a product to the
post-consumer stage of a product’s life-cycle, in order to internalise the waste management costs
according to high environmental standards and provide an incentive for producers to take
environmental considerations into account along the products' life from the design to the waste phase.
As such, EPR aims at supporting the waste management hierarchy and therefore at increasing, in
priority, prevention, preparation for reuse and recycling®.

Criteria for possible products subject to EPR

22.  Generally speaking, products and product groups that represent particular challenges as related
to their waste management (such as pressure on the environment, added volumes of waste from the
product or product group, low potential for recovery and recycling, etc.) are the clearest candidates for
EPR. Criteria to choose possible candidates for EPR instruments include:

(@) Political issues
Establishing the waste management hierarchy: for example, improving waste
prevention, minimization and reuse; improving product design for recycling (eco-
design); improving recovery and/or recycling rates; and increasing waste management
in an environmentally sound manner.

(b) Financial issues
Products’ residual value and environmental impacts at the waste stage: products with a
high residual or positive value at the waste stage are generally voluntarily collected or
taken back by the producer, while products with low residual value and high
environmental impacts might be considered candidates for stronger governmental
intervention.

(©) The product
Number of producers; size and scope of the product distribution network - which
reflects the size of the waste collection network which is required; the compaosition of
the product, including the presence of hazardous substances as well as the presence of
valuable substances — which reflects the interests of the waste management market and
the need for governmental intervention; homogeneity within a product category; as well
as the durability of the product.

(d) The waste
Environmental impact of the waste generated, including hazardousness of the waste and
the amount of waste generated; existence of waste management markets, including
secondary material markets (EPR might increase these markets).

23.  When a list of products or product groups is established, an assessment should be made for
which of these products introduction of EPR and of separate collection would be feasible from a
practical point of view and would provide advantages over the current approaches or other instruments
for management of these products when they become waste.

24.  Experiences in different countries with EPR instruments show that only a limited number of
products are subject to EPR instruments. These include, but are not limited to:

@) Agricultural film;
(b) Batteries;
(c) Cooking and Frying Oils;

® See Development of Guidance on Extended Producer Responsibility (EPR), European Commission — DG
Environment, 2014, available at:
http://ec.europa.eu/environment/waste/pdf/target_review/Guidance%200n%20EPR%20-%20Final%20Report.pdf.

5
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VI.

(d) Electrical and Electronic Equipment (EEE);
(e) Furniture;

® Graphic paper;

(9) Magazines and newspapers;

(h) Mercury Auto Switches;

(i Mercury Thermostats;

()] Mineral Oils;

(k) Packaging;

()] Paints;

(m)  Pharmaceuticals;
(n) Textiles;

(0) Tyres;

(p) Vehicles.

25.  Some products can be divided into categories and subcategories that may not all be included in
the EPR instrument or which may have different instruments, for example: industrial and household
products; packaging for domestic products and packaging for pesticides; batteries including lead-acid
batteries, small batteries and industrial batteries; and EEE including TVs, refrigerators and mercury-

containing lamps, among others.

Key elements to be considered for EPR
26.  Key elements to be considered for EPR include:

Definition of the product

27.  The product concerned should be clearly defined. Categories and subcategories of products
might be defined, considering sizes (e.g. different categories of tyres according to their size), materials
(in case of packaging, glass, paper, plastic, etc.), type of consumer (community or
commercial/industrial, for example, in the case of packaging, packaging of pesticides should be
excluded or dealt with separately), among others.

Definition and registration of producers

28.  Alevel playing field should be assured; the same requirements and obligations should apply to
all producers, irrespective of the selling technique used, including distance communication.

29.  Equal treatment and non-discrimination among producers should be guaranteed, also with
regard to small- and medium-sized enterprises.

30.  All producers should be identified, e.g. through a registration system, so as to stop free-riders
and permit enforcement and transparency’.

31.  All producers should take care of their responsibilities, including compliance with collection
and recovery targets, either individually as Individual Producer Responsibility (IPR), or collectively
by participating in a Producer Responsibility Organisation (PRO).

Mandatory or voluntary EPR schemes
32.  There is a choice to be made whether an EPR scheme should be mandatory or voluntary.

33.  Inthe case of mandatory schemes, it is important to consider the participation of producers and
waste management companies in the design of the EPR scheme, including the definition of the targets.
Compliance with mandatory schemes needs to be enforced and requires reporting on the technical and
financial aspects of the operations. Performance should be regularly audited.

34.  Voluntary schemes are most commonly found in markets for durable commercial products
and/or where end-of-life products have value. Market forces will lead firms to take back products
when it is profitable to do so. Voluntary schemes may also be pursued by a producer seeking to

7 Some countries may require such companies to be domestically established.
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prevent acquisition, refurbishment and resale of its own products by third parties. VVoluntary schemes
should be encouraged to be as transparent as possible and periodically to undergo independent
evaluations of their operations.

Individual or collective EPR schemes

35.  EPR schemes can be individual or collective. In individual schemes, a producer is responsible
for the collection and disposal of the products put on the market by it after they have become waste; in
collective schemes, there is no direct relationship between a producer and the collection and disposal
of the products after they have become waste.

36.  Eventually EPR regulations might limit use to one of these types of schemes. In most cases,
collective schemes have proven to be more efficient; individual schemes can be effective in very
particular cases, e.g. where the producer also controls the distribution chain of its product to the end-
users. Although in various cases producers have started individual schemes, after some time most of
them have been transformed into collective schemes.

37.  Insome cases, there is only one collective scheme for the whole country/territory, imposed
legally or developed voluntarily, considering efficiency in waste management.

38.  Today there are generally two broad management models within collective schemes:

@) Single PRO, owned by the obligated companies: competition is organised by the PRO
(through public calls for tenders) at the operational level (for waste collection and disposal, and sales
of products that are suitable for reuse and of materials that are suitable for recovery);

(b) Several competing PROs, privately owned (by the obligated companies or other
entities®), among which the obligated companies are free to choose in order to fulfil their
responsibility obligations; competition exists also at the PRO level.

39.  Based on an analysis of available data and stakeholder feedback, it can be concluded that
advantages and drawbacks exist for both models. There is no strong evidence that one model is more
effective (in reaching targets) or more efficient (in reaching targets at the lowest costs) than the other.

Responsibilities

40.  Responsibilities should be defined to achieve the goals and objectives of EPR. These
responsibilities can be assumed primarily by producers or shared among different stakeholders. In the
latter case, different stakeholders have different responsibilities, for example, the producer being
responsible for financing and reporting, consumers for discarding the product, the retailer or
municipality for making available the collection point and the waste management companies for the
correct treatment of the waste.

Producers’ responsibilities

41.  The producers’ responsibility within an EPR scheme is financial, and in many cases also
operational. There are several combinations of financial and operational responsibilities:

@) ‘Simple’ financial responsibility: producers have no other obligation but to finance the
existing waste management channels, individually or through a PRO, eventually including
management of fees to be collected from consumers;

(b) Financial responsibility through contracts with municipalities: producers establish
contracts with municipalities to manage waste (e.g. packaging). The producers’ motivation to improve
waste management depends on the type of contract and on the dialogue with municipalities;

(©) Financial responsibility and partial operational responsibility: some activities are kept
under the responsibility of municipalities (e.g. collection, whether implemented directly by public
waste collection operators or contracted to private companies), backed financially by producers,
whereas some other activities (e.g. sorting, recovered materials reselling) are under the responsibility
of producers;

(d) Financial responsibility and full operational responsibility: The producers subcontract
activities to professional waste collection and disposal operators, or even own part of the collection
and disposal infrastructure.

8 As a PRO represents the interests of producers, in some countries the composition of their board is limited to
producers.
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42.  Producers are responsible for establishing an IPR or for participating in a PRO to comply with
their obligations. In case they establish an IPR, they have to inform the competent authorities about
the number of products (and categories and subcategories, where appropriate) put on the market. In
case they participate in a PRO, they have to inform their PRO that reports to the authorities on behalf
of its members.

2. IPR responsibilities
43.  Incase a producer has established an IPR, the IPR should:
@) Contract operators for waste management;

(b) Fulfil other obligations, as related to communication, education, research, development
and innovation, among others;

(©) Gather and report data to the authorities on collection and disposal, including
compliance with targets and other obligations.

3. PRO responsibilities
44.  In case producers have established a PRO, the PRO should:

@) Contract waste management operators. They also might sign agreements with
municipalities on responsibilities that will be assumed by those municipalities;

(b) Contracting should be by transparent tendering, to prevent distortion of competition.
Tendering should encourage the development of rival waste management companies. A separate
tendering process for collection and disposal can be desirable. Contracting might be organized per
area, contracting the collection and disposal for a period of time. Alternatively, tendering might result
in general contracts, after which each of the contracted companies can participate in specific tenders
for the collection and disposal of each lot of waste accumulated at a collection point;

(©) Establish the fee for the implementation of EPR for each product, and each category
and subcategory, where appropriate. They also should collect the fees from the participating
producers, pay the waste management operators and manage the financial documentation;

(d) Fulfil other obligations, as related to communication, education, research, development
and innovation, among others;

(e) Gather and report data to the authorities on producers participating in their
organization, on collection and disposal, including compliance of targets and other obligations.
Additionally, information on financial aspects (e.g. producer fees, expenditure on waste management,
revenues from resale, expenditure on information and awareness-raising campaigns, administration)
including costs of municipalities in case they have an operational role.

4. Government/national authorities’ responsibilities

45.  The design and governance of an EPR scheme is crucial to its performance. The issues range
from target setting and monitoring and enforcement, to free-riding and financing.

46.  Aclear and stable framework is necessary in order to ensure fair competition, with sufficient
monitoring and equal rules for all, supported by enforcement measures (including sanctions). The
parameters of such a framework may include the following:

@) Establish national legislation, defining regulations and operational requirements
(including requirements for transparency, accountability and competition rules), monitoring and
enforcing the proper implementation of the EPR scheme by all stakeholders;

(b) Establish an exchange of information and cooperation of authorities involved,
considering registration of producers, including the ministries of environment and finance, as well as
customs;

() Organise a formal and regular dialogue between the involved stakeholders;

(d) Establish a consistent and credible means for enforcing compliance of producers, IPR,
PROs, waste operators, and all other stakeholders involved; producers’ registration; accreditation of
schemes; education; delivery of information, among others. As government capacities are often
limited, third party audits should be considered. There should be rules on how to accredit third party
auditors;

(e) Establish penalties in cases of non-compliance. Sanctions should be proportioned in
case of targets not being met and/or requirements not being respected or implemented.
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47.  There should be no state subsidy or grant by states or PROs that prevents stakeholders from
dealing with third parties.

Other stakeholders’ responsibilities
48.  Waste management operators:

Accomplish the management of the waste established in their contracts with the IPRs or PROs.
49.  Local authorities/municipalities:

@) Sign agreements with PROs that establish their role and responsibilities in the
implementation of EPR in their municipality;

(b) Allow PROs to install facilities for the collection of products that have become waste;
(c) Promote public awareness-raising.
50. Retailers:

@) Retailers might be obliged to collect products that have become waste of those
products they sell. This obligation should be limited according to the size of the retailer;

(b) Participate in public awareness-raising.
51.  Consumers/citizens:

Participate in the established collection schemes and use the provided infrastructure for
separate collection to the fullest extent possible.

Waste pickers and the informal sector

52.  Separation at source is a basic element for EPR schemes. Waste pickers can strengthen, or
introduce, separate collection of products when they become waste. Where waste pickers are present,
they should actively be provided with the opportunity to be included in the EPR scheme; contributing
their labour to improve the management of waste while including them socially.

53.  When including waste pickers, it is necessary to ensure ESM, worker health and safety and to
prevent child labour. The inclusion of waste pickers in cooperatives, associations and companies, and
their training, should encourage their formalization.

54.  Waste pickers should not be involved in hazardous waste management, as it will make it
difficult to ensure ESM and worker health and safety. However, for some hazardous waste EPR
schemes, waste pickers may be involved in separate collection, but exposure to hazardous substances
should be prevented.

55.  Although the potentially positive contribution of the informal sector for collection and sorting
activities is recognized, there are serious concerns about informal dismantling and recycling
operations, which make it difficult to ensure ESM, worker health and safety and which can generate
negative economic impacts.

Leakage

56.  Leakage is considered to happen when EPR schemes cannot capture all the wastes they were
established to manage. It could reach significant levels for some wastes, including reuse through the
second-hand product market, improper treatment and illegal exports. Data reporting by producers and
waste managers is important to assess the extent of leakage.

57.  Tocombat leakage in the form of illegal exports of waste, environmental authorities might
start working more closely with customs authorities. Local governments might also be asked to
regulate informal collectors.

Targets

58.  Targets should be measurable and achievable. The establishment of targets should consider
technical feasibility and economic viability, including national treatment capacities and the
availability of export opportunities, and the overall environmental, human health and social impacts.
Targets should consider gradual growth, considering timeframes for new enterprises to be set up. The
establishment of EPR will be an important input to boost new projects, as targets do assure a demand
for waste management capacity.

59.  Targets should be established in weight, so as to facilitate compliance control. Therefore,
information should be available to relate each product, category or subcategory to its weight.
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60.  Targets should be periodically reviewed and adjusted, taking account of changes in market
conditions and technology.

61.  Targets should be in line with the waste management hierarchy. For example, in the case of
lubricant oils, as recycling is on a higher level than energy recovery, a specific target on recycling
might be established together with a general target on recovery.

62.  Targets should consider geographic and demographic realities. Collection all over the country
should be assured, and no parts of the country or population should be precluded. Nevertheless,
recovery targets might be diverse, according to distances between the production and recovery of
waste. Life-cycle analysis might be used to define those diversified targets, where appropriate.

Design for environment

63.  Obligations might be established for producers related to the design of their product,
promoting prevention. Better internalisation of waste management costs and stricter enforcement
would also strengthen incentives for improving the eco-design of products and packaging.

64.  Producers’ fees could be more closely linked to the actual waste management costs related to
their products, for instance through the use of variable (e.g. weight-based) rather than fixed (e.g. unit-
based) fees, and/or modulated fees that differ according to specific design features that make products
more easily recyclable.

65.  Harmonizing requirements for eco-design will be an important incentive in the case of
globally-traded products.

Costs

66.  Every PRO should cover the net costs related to waste management, including:
@) Costs for establishing a separate waste collection system;
(b) Costs for waste management;
() Administrative costs, i.e. costs linked to the running of PROs;

(d) Costs for public communication and awareness-raising (on waste prevention, litter
reduction, separate collection, etc.) as long as producers have a say in their design and
implementation;

(e) Costs for the appropriate monitoring of the system (including auditing and measures
against free-riders);

(f Subtract revenues from sales of products that are suitable for reuse and of recycled
materials.

Fees

67.  Fees are usually needed to cover the costs of EPR. Fees should be established by PROs and
should cover the net cost of the management of products when they become waste, including not only
costs for waste management, but also information provision to consumers, data gathering and
reporting, among others, and taking into account incomes from revenues.

68. A fee should be established per product, as this fee can be linked directly to the cost of
collection and disposal of the product when it becomes waste, which simplifies communication to the
market and households. The definition of categories and subcategories per product should be used to
allow for cost differentiation, for example in the case of packaging, different categories and
subcategories are considered by material and size.

69.  Fees should be transparent, and might be visible or non-visible on the product. The fee is an
important tool to create public awareness.

70.  Fees should be maintained at the same level during the marketing of the product, and it should
be assured that there can be no negotiation of these fees. Competition should be based on the product
market, as well as on the collection and disposal markets, and not on the fee.

71.  Fees should be the same all over the country. This means the PRO has to identify the costs of
collection, disposal and other obligations for its products, to be able to calculate the fee for each
product. The fee in an isolated place should be the same as the fee in urban areas.
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K.

Information

72.  Consumers should be given the necessary information about the available collection systems,
including deposit points.

73.  There should be availability of data on products placed on the market and, once these products
become waste, their collection and disposal, including compliance with targets.

74.  Inaddition, multi-stakeholder platforms should be encouraged to ensure dialogue among
stakeholders, with the involvement of representatives of PROs, obligated companies (producers,
importers, retailers), public authorities (national and regional/local), waste management operators,
consumers (citizens and industrial consumers), environmental NGOs and policy makers.

Transparency

75.  Transparency is required on performance and on EPR scheme costs. Concerns exist about
collusion among producers and about the potential abuse of vertical agreements between PROs and
companies involved in downstream operations. An important means for minimizing anti-competitive
behaviour is to consult competition authorities when EPR systems are being established.

76.  Aswaste management industries have grown and become more concentrated, the potential
financial gains for producers, as well as the additional costs to society that result from collusion
among producers and other forms of anti-competitive behaviour, have become more significant. Since
2001, some competition authorities and courts have reviewed alleged anti-competitive behaviour
within EPR systems.

77. Services such as waste collection, pre-treatment, as well as recovery and final disposal, should
be procured by transparent, non-discriminatory and competitive tenders.

78.  Information on the environmental technical performance of EPR schemes (e.g. achievements
in relation to collection and disposal targets) as well as on financial aspects (e.g. producer fees,
expenditure on waste management, revenues from resale, expenditure on information and awareness-
raising campaigns, administration) of the schemes should be provided and made publicly available,
especially since cost effectiveness is part of performance measurement. In case municipalities also
have an operational role, their costs should be published to ensure transparency. This would provide a
more comprehensive picture of EPR schemes’ performance. In other words, there is a need to provide
a comprehensive overview of the total costs of waste management. More specifically, the types of
services consumers pay for should be indicated and clarified (i.e. what the EPR schemes do and do not
cover). Legislation should require all EPR systems (IPR and PRO) to publish:

@) The amount of products placed on the market by their members;

(b) The amount of waste collected and disposed of (prepared for reuse, recycled,
recovered, including recovered for energy, and finally disposed of), so that the final destination of all
collected waste is identified:;

(c) Additionally PROs should be obliged to publish their fees.
Monitoring and surveillance

79.  Public authorities and the obligated industry should share responsibility for the monitoring and
surveillance of EPR schemes, and should ensure that adequate means for enforcement are in place.

80.  Monitoring and surveillance should be initially ensured by public authorities, with powerful
means of investigation and enforcement, through the following actions:

@) Provide a formal authorisation (or recognition) procedure for PROs;
(b) Provide monitoring procedures and audits for PROs, including self-control procedures;

(©) Set up a system of compliance promotion and enforcement that effectively discourages
free-riders;

(d) Develop the indicators and reporting obligations to allow monitoring;
(e) Ensure the quality and comparability of statistics reported:;

()] Define and enforce monitoring procedures on quality of recycling for exported
materials.

11
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N.

VII.

Enforcement
81.  Principal elements for enforcement are:

@) Free-rider control through a free-rider detection framework to ensure all producers are
participating in EPR, individually or through a PRO. Therefore, a transparent registration system
should be available and operating;

(b) Collusion of producers and openness to small establishments and undertakings;
(c) Compliance of targets and other requirements;

(d) Transparency in terms of contributions paid by the producers, including the impact on
sale prices;

(e) Sound financial management of the scheme, calculation of the entire costs per type of
product and the use of the funds collected;

()] Quality of data and reporting;

(9) Compliance with legislation of all waste management operators contracted by the
schemes;

(h) Legality of transboundary movements of waste.

Strategy to formulate an EPR policy
82.  Astrategy for governments to introduce EPR could be the following:

@) Review experiences and concepts on EPR. Stakeholders should study experiences of
EPR in other countries, among others in countries in their region and/or with similar levels of
development. It is important to know the actual situation as well as the experiences gained during
implementation;

(b) Identify objectives to implement EPR for specific waste streams. Examples of
objectives are listed in section 1V on “Goals and objectives of EPR”;

() Review of products subject to EPR when they become waste. Experiences will show for
which products EPR is being applied. A review of the management of the corresponding waste in the
country should clarify which waste is being prepared for reuse or recycled, and for which there are
possibilities to improve recovery and to decrease final disposal, in national facilities as well as through
export;

(d) Market review. An important element to consider is the actual markets for products,
including the producers’ market (national production as well as import) and the recovery market
(national facilities, including informal systems, as well as export). At this time, coordination should
already have been established with producers and waste management facilities. The knowledge of
waste pickers and junk shops should be considered; in some countries they are the only stakeholders
with practical experience, the knowledge to maximize recycling under local market conditions and the
incentive to adapt quickly to new value chains and market opportunities;

(e) Selection of potential products to be subjected to EPR. Based on the information
gathered, a few products should be selected, which most likely will result in encouraging experiences
in implementing EPR. A basic issue in prioritizing the products for which to introduce EPR is the
willingness of producers and waste management facilities to support the initiative. It is important to be
able to present positive results with the first EPR schemes that are implemented;

f Basic studies. Studies should be conducted to elaborate a diagnostic of the consumer
market and the waste management market. Important to consider is the situation in the whole country.
After this, an impact study should be developed, considering two or more possible targets and results
in the short and medium term, considering social impacts (basically new jobs), economic impacts
(costs for compliance with targets), as well as environmental impacts (which should include more than
just recovery of waste, for example emission of greenhouse gases, use of fossil fuels or other factors
related to life-cycle impact). Relevant stakeholders should participate in the studies. At this moment,
other stakeholders should be involved;

(9) Pilot projects. Based on the studies, pilot projects might be implemented, with
voluntary commitments of (part of) the principal producers and waste management companies, for
example, only in a part of the country. These pilot projects should generate important information and
experiences that will be very useful in developing regulations;
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VIII.

(h) Regulations. In parallel to the pilot projects, the development of regulations might be
commenced. At this time, it is important to invite politicians, private associations, as well as
representatives of communities, to be sure of broad support;

(i) Communication. To enhance acceptability and effectiveness, a consultation with
stakeholders should be conducted to discuss goals, objectives, costs and benefits. Additionally, a
communication strategy should be devised to inform all the actors in the product chain, including
consumers, about the EPR scheme and to enlist their support and cooperation.

Challenges in the implementation of EPR
83.  Some of the challenges when implementing EPR include:

@) Introducing EPR requires that governments and stakeholders interact in such a way that
is different from the implementation of other types of waste management legislation. The stakeholders
may need to get used to their new roles. For example, EPR does not imply that governments have to
do less, their role is a different one and they have to do things differently;

(b) Making sure that free-riders don’t get away easily may be a challenge, in particular in
cases where the producers are not well known to the authorities. Parallel imports, e.g. of second hand
goods and internet sales and purchase of products abroad, are well known cases where it is difficult to
get the importers involved in EPR instruments;

(©) Informing consumers and creating public awareness of EPR schemes, especially on
where waste products can be delivered. Changing consumer behaviour is very important because
delivery of waste products is the first step in the waste management process;

(d) Ensuring transparency and control of the EPR financing system is a challenge for
authorities and producers that are responsible for oversight and control;

(e) When establishing an EPR scheme, it is important to make sure that no cases of
“orphan waste” will arise. The scheme should cover all types of products existing on the market prior
to the start of the scheme or have provisions to cover these products in another way;

® When establishing an EPR scheme which targets various products or categories of
products, care should be taken to ensure full coverage of the scheme. For example, if there are two
products, one with a high weight and/or low cost for its management, and another with a low weight
and/or high cost, there will be a preference to comply with a target covering the first product,
potentially leaving the second for responsible (local) authorities;

(9) The identification of products and categories of products should be clear;

(h) Resistance from certain waste management operators due to reduced access to waste.
When establishing EPR schemes, the waste management market conditions will change from the
existing status quo, as producers are obligated to take care of their products after becoming waste,
contracting only certain waste management companies thereby guaranteeing ESM;

(i) Resistance from producers to participate. It should be made clear to producers that the
management of their products after they become waste has to be improved. EPR is one of the
instruments to achieve this improvement. EPR may be considered as preferable over taxes or other
legal instruments.

Practical examples

84. A set of practical examples [is/will be made] available online.

13
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Draft practical manual on financing systems for environmentally
sound management

Introduction

1. This manual provides stakeholders with general guidance on financing systems for the
environmentally sound management (ESM) of waste.

2. This manual is aimed at key stakeholder groups involved in the ESM of waste, including
government officials, municipalities, the private sector and the public. It provides an overview of the
costs associated with ESM and examines the various financing methods and mechanisms available,
including the pros and cons associated with each financial mechanism. This manual also recognizes
that different contexts and priorities exist across the political spectrum and that these may impact the
type of financing mechanism that might be appropriate for a particular situation.

3. The principles and models presented in this manual address the financial management of all
types of waste streams, although the costs may vary considerably depending on the type of waste
being managed.

Terminology

Taxes or fees: money taken by public authorities, at a national or regional level, or private entities in
the case of fees, to cover the costs of collection, transport, treatment, recovery (including recycling)
and final disposal of waste. Money raised may also be used for awareness-raising and information
sharing.Waste management: the collection, transport and disposal (recovery and final disposal) of
wastes, including after-care of disposal sites. In practice, it includes pre-treatment, e.g. sorting,
dismantling or de-pollution, preparation for reuse, recovery, including recycling and energy recovery,
and final disposal, e.g. landfill.

Principles

4. Different environmental policy principles play a role in sustainable financing. They are
connected to different approaches, models and policies. Examples of such models are "cradle-to-
cradle" and life-cycle approaches, resource efficiency, “zero waste", among others.

5. The polluter pays principle (PPP) states that the waste generator (private household, enterprise,
institution, etc.) should pay the costs of the services necessary to manage its waste in an
environmentally sound manner. The waste generator ultimately decides on the amount and
composition of waste generated, including segregation at source. Therefore, incentives for waste
prevention and recycling are strongly connected to the obligation to pay for the necessary services.
Politically, it may be difficult to implement PPP directly, due to its financial implications. Therefore,
indirect financial instruments are often used to generate the necessary financing: for example, in the
case of extended producer responsibility (EPR) where the consumer pays through producers or
importers as a part of the product price; or additional fees on utilities, such as water or electricity bills.

6. ESM and the waste management hierarchy are the leading principles in relation to waste
management and therefore directly impact the amount of financing necessary for the operation of
ESM facilities.

7. Another important principle relates to the total cost of waste management and the
internalization of costs which are connected to improper waste management. It is generally a political
decision as to the extent costs (including externalized social costs) are included in the fees and prices
to be paid.

8. The selection as to which principles authorities wish to apply may lead to a preference for one
or another type of financing. For example, if a system does not allow for the collection of fees, this
might not be an option. The pursuit of financing through the application of fees to utility bills or other
taxes might instead be considered.
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IV. Costs related to the ESM of waste

9. The costs related to ESM of waste may be associated with initial or ongoing capital
investments and operation/maintenance costs, for example:

@) Acquisition, repair and replacement of waste collection containers;

(b) Acquisition, operation, maintenance and replacement of waste collection vehicles;
(c) Investments in planning and construction of new waste management facilities;

(d) Improvement or upgrading of existing waste management facilities;

(e) Operation of waste management facilities (including depreciation of their value);
()] Wages for personnel engaged in waste management;

(9) Training of employees including health and safety training and the provision of
personal protective equipment;

(h) Public relations, education, information and awareness-raising;

(i Additional costs which may be unexpected or unforeseen, such as for clean-up of litter;
remediation of contaminated sites caused by illegal waste dumping or incineration; inspection and/or
certification.

10.  The amount of these costs is determined by:
@) Market prices for equipment, construction, maintenance, etc.;
(b) Wage levels (including additional costs such as insurance premiums or pensions);

() Legal and technical requirements (standards), third-party certification with respect to
ESM (including emissions reduction), safety, insurance, etc.;

(d) Levies paid (for example, landfill, sales or other taxes).

11.  Revenues from the sale of marketable outputs/products from the waste management process
(e.g. paper, glass, metals, compost, re-usable goods, etc.) may reduce or offset overall costs, while
some of these outputs may lead to losses. All of the marketable products and outputs should be
considered together in terms of calculating revenues or losses. It should also be noted that revenues or
losses are subject to fluctuations in the market and access to these markets.

12.  Collection systems and equipment that achieve a high level of performance with respect to
ESM are usually more expensive than those performing at or applying lower standards. This is
because the former may internalize some of the externalized costs (such as pollution, social and
healthcare costs, etc.). This internalization of costs might be avoided in some countries and regions
because it is associated with an increase in costs for companies and citizens and therefore may not be
politically opportune. However the internalization of costs leads to significant macroeconomic
benefits as the efficient allocation of financial resources is improved. It also increases the burden of
responsibility borne by waste generators to support waste prevention and environmentally sound
waste management.

V. Sources of financing

13.  To cover the costs of waste management, and in particular to ensure ESM, financing is
needed. The four commonly applied sources of financing for waste management operations are
described below:

@) Payments of fees or taxes by waste generators;
(b) Fees paid by producers of products in the context of EPR;
(©) Revenues from sales of marketable goods;

(d) Government funding, subsidies or other forms of financial support from general taxes.

15
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14.  The traditional way to ensure sustainable financing for waste management is for waste
generators to be obliged to pay for waste management services. This is in line with the polluter pays
principle. Possible mechanisms include:

@) Taxes collected by local authorities to cover the costs of collection of waste from
households;

(b) Operators of waste management facilities require waste generators to pay fees when
they deliver waste to the facility.

15.  When implementing tax systems, authorities may use different modalities. The tax could take
the form of a dedicated waste tax whereby the taxpayer would know that it is raised for the specific
purpose of covering the costs of waste management and it would be ensured that the revenues from
the tax are dedicated to this specific activity. It may also be combined with other taxes such as taxes
on utilities, such as electricity and/or water supply, which are related to their consumption and
sometimes the size of the household or enterprise.

16.  Alternatively, authorities could apply a flat rate tax system that would be the same for each
household, or they may apply differentiated approaches. One way of differentiating would be to set up
systems that require waste generators to pay more if they produce more waste. These systems are
generally referred to as “pay-as-you-throw”’ (PAYT) or unit based pricing.

17.  Inthe vast majority of areas where PAYT schemes are introduced, the overall cost of the
service is funded through a combination of flat rate fees or taxes and a variable element. The flat rate
fee is deemed important to give some certainty as to the level of revenue generated, which is a
requirement to ensure costs are fully recovered. The variable element is used to stimulate waste
prevention and the separate collection of recyclables. Generally, PAYT schemes should seek to charge
the highest variable fee for residual waste and a lower (or in certain cases, zero) fee for recyclables. It
may be linked to:

@) The choice of container size (volume-based schemes);
(b) The number of sacks set out for collection (sack-based schemes);

() The frequency with which a container is set out for collection (frequency-based
schemes);

(d) The weight of material collected in a given container (weight-based schemes).
Producers

18.  Authorities may introduce EPR schemes for appropriate products whereby the producer of the
product is made responsible for its management when it becomes waste. The concept of EPR includes
a wide range of instruments, from financial contributions to eco-design measures or the provision of
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separate collection and recycling schemes for certain products. One aspect of EPR could be that
producers are required to pay fees to support the costs of organising the management of specific waste
streams to meet national targets. Typically, producers would seek to pass these costs onto the users of
their products, i.e. the consumer. In this case, the costs of waste management would be paid when the
product is purchased (known as an ‘advanced disposal fee”), rather than at the time it is disposed of.
More information about EPR can be found in the practical manual on EPR™.

Markets

19.  Managing waste may have a cost, but some of the waste may be suitable for reuse and resale
and thus generate revenues. Examples may include equipment or parts of equipment that are still
useable and can be sold or tyres that are suitable for direct reuse or retreading. In other cases,
materials that are collected separately for recycling can be sold as commodities and generate revenue.
In the case where waste is incinerated for energy recovery, this may generate revenues from the sale
of energy. These revenues can be used to cover (part of) the costs of collection and management of the
residual wastes.

Governments

20.  If financing originating from other sources is insufficient to cover the costs of ESM, financing
may be provided from the budget of the government that is fed by general tax revenues. Mechanisms
that authorities could apply to cover part of the cost of waste management may include:

@) Subsidies for, and direct investments in, waste management activities;

(b) Tax advantages for activities governments would like to promote, such as preferential
tax levels and possibilities to use reduced depreciation times for investment;

(©) Guarantees allowing access to loans with preferential interest rates.

21.  Some governments use specific environmental funds for this purpose and the funds may be
established with revenues from taxes and/or financial penalties in cases of non-compliance with
environmental legislation.

22.  Generally, financing mechanisms would include a mixture of approaches, especially for the
management of hazardous waste where the costs are generally higher. There are advantages and
disadvantages for each type of financing. Governments may wish to consider policy principles to
determine which types of financing they could apply. In any case, the promotion of ESM should be
part of the overall approach.

Strengths and weaknesses

23.  There are situations in which certain financing mechanisms can be used more effectively than
others. When considering the introduction or modification of such mechanisms, the strengths and
weaknesses of each possible instrument in a given situation should be assessed. Some considerations
for this assessment are the following:

Pay-as-you-throw (PAYT) schemes

24,  PAYT schemes often stimulate consumers to consider the possibilities for waste prevention
and minimization, and it also stimulates separate collection of recyclables. These systems will work
best where the infrastructure for recycling is both comprehensive and convenient for the user. It may
be the case that, if recycling targets are set at an appropriately ambitious level, there will be a natural
evolution of the country towards the implementation of PAYT schemes. In countries with insufficient
recycling infrastructure and weak enforcement structures, the introduction of PAYT may lead to
increased fly-tipping or illegal dumping.

Cherry picking of ‘valuable” wastes

25.  Regarding potential revenues of marketable goods , it should be kept in mind that if certain
types of waste or parts of waste have a value, operators may be inclined to concentrate on collecting
these wastes and obtaining the revenues, whilst not collecting the fractions that would only generate
costs. This cherry-picking would leave the management of the residual waste to be managed by public
authorities.

! See document UNEP/CHW.13/INF/8.
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3.

VI.

Subsidies

26.  Subsidies from state or municipal budgets may have the risk that they will not lead to self-
sustainable waste management. “Sustainable” in this case means adequately funded initial investments
and operation and maintenance of the necessary equipment and facilities in the long term. In most
cases, budgetary and political restrictions limit such financing as other subjects may gain more
attention and priority than waste management. When a government or municipality decides to stop
subsidies for waste management, there is a risk that the operations may discontinue. Therefore, the
reduction or withdrawal of financial support by a state or municipality requires the introduction of
payments of fees/taxes by waste generators.

27.  Certain waste management practices may need support from a national or local authority in
order to become sustainable. For example, closures of illegal landfills initially may have to be
imposed while the government co-funds the development of a hazardous waste incineration plant,
which over time can evolve into a private sector operation. Similar situations could be foreseen in
introducing innovative recycling solutions that may need public private partnerships in order to
become economically viable and self-sustaining.

28.  The management of hazardous waste is more complicated and thus more expensive than the
management of municipal waste. Investments in, and the development of, hazardous waste
management may therefore require governments to introduce stronger measures such as taxes, fees
and subsidies.

General considerations

29.  Inmany countries, the financial means to develop environmentally sound waste management
practices are insufficient or altogether absent. On the one hand, the environmental need is well known
and technical solutions for ESM are available on the market, but on the other hand the necessary
financing is not available and therefore the overall economic demand is low. To overcome this
situation, the different waste management principles, the use and benefits of financial instruments, as
well as the political context, have to be understood. The aim should be to increase the willingness of:

@) Stakeholders (consumers, enterprises, etc.) to pay for environmentally sound waste
management;

(b) Political decision makers to establish technical and possibly legislative requirements
which necessitate investments in ESM and direct the necessary financing into these activities.

Financial instruments

30.  The existence of sufficient and sustainable financing systems allows the development and use
of financial instruments to generate additional benefits like strategies that are higher up in the waste
management hierarchy (e.g. more prevention and recycling, less landfilling, energy recovery for
residual non-recyclable waste, etc.). This can, for example, be a landfill tax or improved access to
financing for waste management schemes, support offered through government-backed loans, low-
interest loans, or subsidies in the initial phase of the establishment of an ESM waste management
scheme. Other instruments may include penalties for those in non-compliance or deposit systems.

Policy-making and the political situation

31.  Asdiscussed earlier, policy-related and political decisions mainly determine which principles
are applied; the extent to which standards in relation to ESM and the waste management hierarchy are
regulated and enforced; and which financial sources are used. But decision-makers also depend on the
willingness of consumers (i.e. the voting public) and enterprises to pay for higher waste management
standards in (fixed) investments and (variable) running costs of managing their wastes. Therefore, the
availability of financial resources depends upon environmental awareness, the level of incomes,
systems for enforcement, etc. But also constitutional or other legal limitations may prevent the
necessary policy and political decisions.

32. By contrast, a transfer of (part of) the costs to society is tolerated, although the overall social
balance of costs and burdens is worse because false price signals undermine optimized, efficient
behaviour. Only a combination of internalized costs (“true prices") and reliance on the polluter pays
principle, implementing the cradle-to-cradle and life-cycle approaches, leads to environmentally and
socially responsible sound management. This in turn leads to reduced consumption of resources,
fewer environmentally harmful emissions and less poverty.
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Challenges when implementing financing systems
33.  The financing of ESM will remain a challenge. The pros and cons can include:
@) Opposition to the polluter pays and other principles;

(b) Private versus public sector: division of tasks and roles in relation to financing (e.g.
collection of e-waste under an EPR scheme, whereby the municipalities often have a role in collection
and expect refunds from producers: discussions on how to agree on this refunding of optimized costs
may complicate the financing);

() The role of the informal sector in generating revenues from valuable waste fractions is
beneficial in a recycling sense, but sometimes counter-productive with regard to the financing of
residual waste management;

(d) The increases in costs associated with financing as a result of lack of good governance
or the impact of corruption.

19



