Financiers’
) Conference

SEPTEMBER 15, 2021

SUSTAINABLE, INCLUSIVE AND RESILIENT URBAN WATER SERVICES IN MOZAMBIQUE
INVESTMENT PROGRAM 2022 - 2032

Creating a Bankable Water Company: The
Requirements of the Financial Markets

Patricia Lopez

CRGARLEATRD | ORGAMTER PRRCERTD ¢ PANTHER X AL AR e DAL

'J_. e r -
=FIPAG newomosane () e OV

AL - I | B s LY

:&* Grgdow of he Hethslands



FIPAG’s context and the “parting” point Financiers

QCon ference

v’ The Mozambique WSS sector has made recent progress to improve the institutional and
regulatory framework which postively affects the investment and financing environment:
« Creation of regional companies
* Recent debt repayments;
e Decree 41/2021 for Tariff Indexing and Adjustment Mechanism published in the
Republic Gazette on June 18

v' Recent Policy, Institutions and Regulation assessment (WSS PIR) and Public Expenditure
Reviews (PER) Diagnostics

v’ The existence of a local dynamic private sector offers an important entry-point to improve
the management of water supply and sanitation services through new service delivery
models, including through improved regulatory oversight

v’ Sector Medium Plan investment plan (PASA) , and investment program for rural water
supply at the national level (PRONASAR). Significant investment needs to meet SDGs

MOZAMBIQUE




..Why is there a need to be “Bankable” ?

All countries, regardless of their state of development, need repayable financing

Water service provider’s finances

Costs Funding Repayable financing
Capital ' Financing gap |
maintenance ! i
Financial
costs _
; : Commercial
Operation and | | finance
maintenance '
Investment
costs
Tariffs Funding Source
PRIVATE

Vast majority of repayable
finance comes from
concessional finance

from development finance
institutions with a grant
element.

But, meeting the SDGs
requires leveraging
commercial finance,
particularly domestic
commercial finance.

BUT, accessing commercial
finance requires utilities to be
creditworthy!
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There is a virtuous circle: governance + performance + flna@& Ganciers’

Conference

Financial capacity

Financing
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Technical and Financial )
Regulations
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(performance incentives)
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The road to Creditworthiness is full of challenges...... whic
often leads a to a “Slippery Road” ,9

65%
29% Wl 41%

Currently Step 2 Step 2 Step 3 Step 4

viable Increase Reduce non- Reduce non- Increase
collection labor cost by revenue water revenue by
rate to 100% 15% to 25% 10%

Operating Cost Coverage Ratio >120% of O&M
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With the focus on operations, policies, institutions and
. YIRT ” Financiers’
regulation, the “slippery slope” can start to be reversed (N{conrerence

Service providers must
reduce costs and free-up

Sustainable water sector

wasted resources v

Private finance mobilized to
Invest Tn more capitm_efﬁcient increase investment capacity
solutions Investments in new access

_ =" expand revenue base

Implement asset-management Subsidies for new access  g=

provided in transparent and
SYStemS targeted manner System assets adequately

maintained
Reduce non-revenue water Senice providers fully
cover operating costs

Improve collection rates Consumers use water
More efficiently
Tarffs increased to cover greater

Reduce energy costs portion of efficient costs
Maximize reuse and resource recovery ”f:: f,?ﬁ:ﬁﬂeflﬁ:ff”“E"E' -
ore willing to pay
Semvice quality
Professionalize staff impraves
Reduced losses
reduced costs
Enhance governance arrangements Technical eficiency
improves

Staff motivation

Impraves

Staff and managers rewarded

for improved performance
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Being creditworthy helps utilities stay creditworthyQFmonaers’

D Conference

Creditworthy?
* Better able to provide

desired quality of service W'eII-s’.cru;tureId'and
and coverage !orlorltlze mLIJ ti-year
* Improved financial Improved Investment plans

The virtuous circle of creditworthiness Creditworthy?

performance Operational PfAPFfX Assess operatmg gnd o
Not creditworthy? and Financial anning investments decisions within
* Limited improvements due Performance a rigorous economic and

to limited ability to do financial framework

repairs, maintenance, and } Not creditworthy?
investment CAPEX defined by political
priorities
Creditworthy?
Investments to improve Creditworthy?

Resources available from

performance and increase Financial

coverage Invest in Resources revenue

Not creditworthy? CAPEX Required Not creditworthy?
Investment on an ad hoc basis and Rely on budgetary
based on politically priorities transfers
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How can the sector be sustainably financed? (3)

Grants / subsidies

Concessional loans /

oublic finance Credit enhancements

Results-based subsidies,
e.g. to support access extension

Capacity-building and training
e.g. training of borrowers and
lenders

Technical assistance

e.g. sensitize banks to market
opportunities, assess water
investment projects, project
preparation, shadow credit
ratings

Support water sector pooling /
grouping to access larger
commercial finance providers

SURRIY, COMIMErcial nance j

Provide liguidity to commercial Guarantees: reduce risk
finance providers perception, leading to lower y
interest rates and longer tenors
Blend concessional with
] ’ stic
lending terms accounts: to secure access to
funds and reduce risk of non- of
“First loss” agreements payment

“Patient capital”: equity
participations at below market-
rate return expectations can signal
commitment

SUSTAINABLE, INCLUSIVE AND RESILIENT URBAN WATER SERVICES IN
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The Utility of the Future: Efficient, Transparent and Acc@c@g&gt@m’

CWI Performance Summary 2019/2020

Score >85 711085 | 611070 | 51to 60 | 41to 50 | 3110 40 <=
Number of Utilities 0 2 2 10 19 11 2
Rating AAA

Source: WASREB Impact Report 2019/2020

Angola: Luanda
Bita Water Supply

Guarantee Project
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Key Take-Away Messages Q Financiers
[

v' Focus on achieving financial sustainability and creditworthiness to close the infrastructure
gap: (i) Build a stable and reliable institutional and regulatory environment; and (ii)
Improve technical and operational efficiency and performance;

v A host of options exist for service providers to tap commercial and blended finance
mechanisms to improve and expand service delivery. Likewise, a range of contractual
options with the private sector is available to help service providers improve performance
(NRW, Energy Efficiency, Others) and expand services

v" In this moment FIPAG is very well placed to focus on two items with significant dividends
for FIPAG’s creditworthiness: (i) Continue to improve MIS and operational and financial
performance; and ii) Make full use of the recent Decree with provisions for automatic
tariff adjustments.
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Utility of the Future ST PN

UTILITY OF
THE FUTURE

A future-focusedutility, which
provides reliable, safe, inclusive,
transparent, and responsive water
and sanitation services operating
in an efficient, resilientand
sustainable manner

&

Free Download:

www.worldbank.org/uof
Contact us: uof@woridbank.org

Commercial Technical

Human

Resource
Management and Strategy
Management

Financial Organization

...building on best global practice from partners such as Aguas de Portugal (AdP)

& American Water Works Association (AWWA).

?

GWSP Financiers

secomTv’s Samimarion pQ Conference

Innovation
introducing new processes,
technologies & digital
transformation

Inclusion pursuing
universal access

Resilience

developing capacitiesto be
preparedfor disruptions

Market Orientation
operating likeafirmin a
competitive market

Green Management
pursuing practicesin circular
economy and climate change
mitigation and adaptation
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