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Exercise: Empresa de Acueducto Agua y Alcantarillado de Bogotá [image: ]

Problem

· The population in Bogota is expected grow by more than 1.6 million people during the next 10 years
· The distribution network in Bogotá needs to be expanded to connect these people

Proposed Solution

· In 2005, the Empresa de Acueducto Agua y Alcantarillado de Bogotá (“EAAB”) developed a Master Plan for Aqueducts and Sewerage. The investment needs for 2004 to 2015 are US$1.9 billion.
· This investment will achieve:
· 100 percent coverage for water services
· 100 percent coverage for sewerage services
· Storm water drainage throughout the city
· Rehabilitation of old infrastructure
· This investment will involve constructing approximately 1,500 km of mains and rehabilitating 1,000 km of mains
· 9 percent of total value of the works planned were classified as being a socially-oriented.

Your job is to figure out how this could be financed.

Information that you will need

· EAAB is fully-owned by the municipality, but operates with a commercial orientation. EAAB’s key performance indicators in 2005 are shown below.
Key Indicators for EAAB[footnoteRef:2] [2:  The exchange rate for 2004 is 2,630 pesos per dollar. The exchange rate for 2005 is 2,300 pesos per dollar. ] 

	
	2004
	2005

	Coverage

	Number of households with water service[footnoteRef:3] [3:  The number of customers is estimated based on population, coverage ratios, and an assumed household size of 4 individuals per household.] 

	1.80 million
	1.85 million

	Water coverage (%)
	100%
	100%

	Wastewater coverage (%)
	96%
	97%

	Drainage coverage (%)
	89%
	93%

	Operating Performance

	Users with 24/7 service (%)
	99.8%
	99.3%

	Number billing claims received (per thousand customers)
	1.4
	1.2

	Working days to reply to billing claims
	6.7
	4.2

	Non-revenue water (%)
	37.9%
	35.5%

	Collections (%)[footnoteRef:4] [4:  Figures were not available for collection efficiency during these years. For the purpose of this exercise, we assumed that the collection efficiency was equal to the collection efficiency in 2012 (as presented in the “Informe de Control Social 2013”)] 

	96%
	96%

	Labor productivity (Staff per thousand customers)[footnoteRef:5] [5:  Figures for staffing efficiency are estimated based on ADERASA benchmarking graphs.] 

	2.1
	2.1

	Financial Performance

	Operating Revenue (million USD)
	339
	423

	Operating Expenses (million USD)
	267
	354

	Depreciation and amortization (million USD)[footnoteRef:6] [6:  Of this amount, depreciation is 1.0 million (2004) and 1.1 million (2005). The remaining amount is from amortization of goods delivered to third parties (0.2 thousand in 2004 and 2.6 thousand in 2005) and the amortization of intangibles (5.5 million in 2004 and 6.5 million in 2005).] 

	6.5
	7.7

	Operating Cost Recovery ratio (%)
	127%
	119%

	Net Income (million USD)
	48
	67

	Assets (million USD)
	2,190
	2,648

	Liabilities (million USD)[footnoteRef:7] [7:  This includes public debt and loans of approximately US$ 317 million in 2004 and US$ 359 million in 2005.] 

	975
	1,190

	Equity (million USD)
	1,215
	1,458

	Average water bill (US$ per customer per month)
	10.28
	11.98

	Average wastewater bill (US$ per customer per month)
	5.63
	7.28





In Colombia, water and wastewater services are municipal responsibilities. Other actors include the following: 
· Ministry of Environment, Housing, and Urban Development, which sets policy for the sector, consistent with national policies established by the National Planning Department
· Comisión de Regulación de Agua Potable y Saneamiento Básico (CRA), the economic regulator of the sector. CRA operates with a high-level of independence and in accordance with best practice for economic regulation, which includes allowing for capital cost recovery through tariffs. EAAB will have the opportunity to reset tariffs in accordance with regulatory standards within the next few years.
· Superintendencia de Servicios Públicos Domiciliaros (SSPD), which monitors and controls compliance with the tariff rules and standards set by the CRA and holds the provider accountable for efficiency and financial sustainability
· La Financiera de Desarrollo Territorial S.A. (“FINDETER”), the development bank for sustainable infrastructure in Colombia. It is a second tier (wholesale) financial institution which funds commercial banks to finance infrastructure projects in Colombia on commercial terms. FINDETER also provides technical assistance and issuing guarantees, and channels financing and credit enhancement provided by donors.
Although Bogota has stuck with a publicly-owned utility, ther towns in Colombia have used PPPs, such as concession contracts (e.g. Santa Marta) or affermage contracts (e.g. Cartagena)

Output 

Please be report to explain to the group:
· How you would raise financing?
· What changes or initiatives are needed to make that possible?

To help you with this, think about: 
1. Is there an interest in obtaining commercial finance?
How open are the Government and the utility to getting commercial finance involved? Is there commercial finance in the sector? 
2. Does local authority have the capacity to develop project/ system/asset/utility without support?
Has the utility carried out similar projects? Does the utility have the capacity to structure and procure the project? Are there entities that can support the utility as they structure the project?
3. Is the project commercially viable?
What makes up the revenue stream of the project? If it’s tariffs, will tariffs be adjusted over time? What are the cash flows for the project and the NPV? What grants from donors or transfers from Government may be available?  
4. What are the biggest risks?
What risks might affect the project? Will any of the risks affect the ability of the financiers to be repaid? How could they be mitigated?
5. What financing instruments and credit enhancements are needed?
Which financing instruments and credit enhancements might be appropriate? (See Appendix 2 of Session 11)
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