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Private investment in infrastructure has been declining...

In 2020 US$ billion
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Investment commitments in infrastructure projects with private participation
in low- and mid-income countries, 2013-H1 2022
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Source: Private Participation in Infrastructure (PPI) 2022 Half Year (H1) Report
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... And water’s share of investment is a drop in the bucket

Share of sectoral investment commitments in infrastructure projects
with private participation in low- and mid-income countries
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Private investment in infrastructure by source (2021)

Commercial banks lead the way, followed by developers and multilateral development banks.

Commercial bank/
Investment bank/
Other financial services

Developers

MDB/Other
development bank

2.6% ECA

0.5% Insurance
company

0.4% Pension fund
Sovereign fund
3.6% Public sector

Asset manager Utility
Infrastructure fund

Private (other)
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Private investment in infrastructure by instrument (2021)

Debt (86%) Equity (13.5%) Grants (0.5%)
|

Bonds (18%)

Loans (82%)

Private sector loans International financial institutions

Green bonds Non-green bonds

(CLY)) (IFl) and government loans (6%) (62%) (38%)

Green loans (16%) Non-green loans (84%)

Source: Global Infrastructure Hub. 2022. Infrastructure Monitor 2022: Global Trends in Private Investment in Infrastructure
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Universal access to WSS requires massive investment increase

Total capital investment needed for WASH

Current financing

$16 bn/

year

Funding gap > 6 times

Shortfall for irrigation and WRM is thought to be larger
Includes public, private, and donor financing
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Commercial financing can support an investment

Financing needs

continuum across the water sector

V' N
Large
COMMERCIAL
BANK LOANS
Medium Public-private partnerships

Management contracts

VENDOR / SUPPLIER FINANCE
MICROFINANCE
Small

Households SSIPs Communities Medium-sized Utilities/municipalities
entrepreneurs

Size of borrowers
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The path to commercial finance

In water and sanitation




Our approach to mobilizing finance for development

WHEN A PROJECT IS PRESENTED, ASK THESE QUESTIONS:

Is there a private sector solution?...
...that is sustainable

...and that limits public debt & contingent liabilities?

If no, is it because of policy, regulatory gaps?
Or, is it because of risks?

Does the project require public funding?

If yes, then promote such private solutions

If so, provide WBG support for policy and regulatory
reform

If so, assess the risks and see whether WBG
instruments can address them

If you conclude the project requires public funding,
pursue that option
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Consumers use water
inefficiently

Investment and
maintenance are postponed

SLIPPERY SLOPE: ey
The Imp|lC8.tIOﬂS Of Managers lose autonomy
iInadequate financing and incentives

Subsidies often fail
to materialize

Motivation and service
deteriorates further

Low tariffs, low collection

High usage and system
losses drive up costs

Service deteriorates

Service provider lives off
state subsidies

Efficiency keep dropping

Service provider can’t pay
wages, recurrent costs or
extend system

System assets go
“down the drain”

CRISIS HUGE REHABILITATION COSTS
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Public finance is critical but insufficient for water

WATER SERVICE PROVIDER’S FINANCES

COSTS FUNDING

Capital maintenance

Why use taxes (public finance),
not direct user payments (tariffs)?

1
Financing gap :
Financial costs : L] Reluctfance to charge the full
: operational costs to users
1

--------------------------- = Willingness to pay is low,
Operation and maintenance especially for sanitation

= Affordability concerns for the poor

= Proof of government commitment
to enhancing financial
Investment costs Funding sustainability

Tariffs
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Commercial finance needed to fill gap left by taxes & tariffs

WATER SERVICE PROVIDER’S FINANCES

COSTS FUNDING
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Capital maintenance i
|
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Financial costs I
|
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Financing gap :

Operation and maintenance
Transfers

Taxes

Investment costs

REPAYABLE FINANCING

Concessional finance

Funding

PUBLIC

Vast majority of
repayable finance
comes from
concessional finance
from development
finance institutions

To meet the SDGs,
commercial finance
needs to be leveraged,
with a particular

focus on domestic
commercial finance
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A sustainable mix for water: funding and financing

FUNDING SOURCES (“3TS”)

Tariffs

Transfers

REPAYABLE FINANCING

Concessional finance

Commercial finance

dONVNId-3dd

TWO KEY AREAS OF FOCUS
1. Use existing resources more effectively

Reap efficiency gains to reduce costs and
associated financing requirements

Increase and improve allocation of domestic
funding sources (tariffs and taxes)

Improve the effectiveness and allocation of
international transfers

2. Mobilize new financial resources

Leverage repayable finance, particularly
domestic commercial finance

Blend taxes and concessional finance to
gradually increase commercial finance
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The path to commercial finance in water

FINANCIAL CAPACITY

Commercial finance

Creditworthiness
INSTITUTIONAL

PERFORMANCE y y ARRANGEMENTS
Governance, regulation
and institutional

Technical and
financial
performance

L PROJECT PREPARATION\ J
PIPELINE

arrangements
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The building blocks of creditworthiness in the water sector

SERVICE PROVIDERS FINANCING SOURCES
A
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Operating cost coverage ratio

Four steps to creditworthiness

We looked at nearly 287 utilities from 35 countries,
serving 400 million residents in our IBNET database

CURRENT LEVEL STEP 1 STEP 2 STEP 3 STEP 4
with cash cost recovery Collection rate Non-labor cost With reduction Increase revenue
120% increased to 100% reduced by 15% of current level of by 10%

NRV water to 25%

yi
WORLD BANK GROUP ‘ @ GWSP

Water




OPERATIONS

Water produced and
wastewater processed

per employee

NRW and sewer
overflow rate

O&M $ per unit

Energy consumption
per unit

FINANCIAL

Debt ratio
Return on assets
Days cash on hand

Debt-service
coverage ratio

Operating ratio

Bond rating

Complaints per unit
Call center indicators

Service disruption
frequency and
response time

Tariff affordability

Billing accuracy

ORGANIZATIONAL

= Customer accounts per
employee

= Training hour per
employee

= Management turnover

= Employee turnover
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WSS regulation: Key functions

IN WATER SUPPLY AND SANITATION, THE OVERALL PRINCIPLE OF ECONOMIC REGULATION IS
OF INCENTIVE REGULATION WITH A FOCUS ON DRIVING EFFICIENCY.

SERVICE SOCIAL/
OPERATIONS QUALITY SROTECTION PRO-POOR
REGULATION REGULATION
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= Business plans, audited against KPIs and tariffs

IMPROVING SECTOR PERFORMANCE = Competition, e.g. Zambia
= Performance incentives, e.g. Phnom Penh

=  Cross-subsidy schemes

SERVING THE POOR = Connection fee subsidization, e.g. Manila
= Targeted subsidies, e.g. Chile

Tariff levels and structures
Cost monitoring and efficiency
Bill collection and institutional interventions

LACK OF QUALITY DATA = Capacity building, e.g. Portugal
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Regulatory Functions:
_ Key Challenges and Best Practice Examples (2/2)

Transparency and
Accountability

Consumer
Protection, Citizen
Engagement

Regulatory Capacity

Financing of the
regulator

Publicly available sector/performance information, e.g.

Kenya, Zambia

Active CSOs, e.g. Ghana

Tariff setting by an entity with sector knowledge
Competitive salary

Government budget
Levy from the utilities through user tariffs
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Reversing the
slippery slope
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SUSTAINABLE WATER SECTOR

Private finance mobilized to
Increase investment capacity

Subsidies for new access
provided in transparent and
targeted manner

Service providers fully
cover operating costs

Tariffs increased to cover
greater portion of efficient costs

Service quality improves

Technical efficiency improves

Staff and managers rewarded
for improved performance

Investments in new access
expand revenue base

System assets
adequately maintained

Consumers use water
more efficiently

More satisfied customers
= more willing to pay

Reduced losses:
reduced costs

Staff motivation improves
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Consumers use
water efficiently

Delayed investment
And maintenance

Customers are ever
less willing to pay

Managers lose
autonomy and incentives

Subsidies often
fail to materialize

Motivation and service
deteriorates further

Low tariffs,
Low collection

High usage and system
losses drive up costs

Service provider lives
off state subsidies

Continuous deterioration
of efficiency

Service provider can’t pay
wages, recurrent costs or
maintain/extend system

System assets go
‘down the drain’

Restoring health to water services

SUSTAINABLE WATER SECTOR

Private finance mobilized to
increase investment capacity

Subsidies for new access
provided in transparent and
targeted manner

Service providers fully
cover operating costs

Tariffs increased to
cover greater portion
of efficient costs

Service quality improves

Technical efficiency improves

Staff and managers rewarded
for improved performance

Source: Reform and Finance for the Urban Water Supply and Sanitation Sector, World Bank, 2019

Investments in new access
expand revenue base

System assets
adequately maintained

Consumers use water
more efficiently

More satisfied customers
= more willing to pay

Reduced losses:
reduced costs

Staff motivation improves
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Key takeaways

Spending needed to reach universal
access is substantially higher
than previous investment levels

UIIIHI

Commercial finance is necessary:
public and concessional finance cannot
fund universal access

Public finance is essential to support
sustainability, target the under-served,
and create the foundation to secure
commercial finance

Technical and financial efficiency, as well
as KPIs, are critical for creditworthiness

Governance, transparency, and regulation
are equally important

Existing infrastructure must be well
maintained

The full continuum of commercial finance
solutions should be explored

Financial incentives can support public and
private investment in water services

Incremental approach to ensure equity:

in least-developed capital markets,
donor/public resources needed to leverage
commercial finance




Country examples



Commercial financing to water utilities* ($ millions)
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Kenya: Mobilizing commercial bank finance

LEGAL & REGULATORY FRAMEWORK
®

Kenya Water Act 2002
separates responsibilities for asset
ownership and operation, and
introduces ring fencing

Tariff reform 2009

FINANCIAL MARKETS
® @

Seven formal credit
ratings undertaken (2008)

Shadow credit ratings
for 43 WSPs (2011)

ASSET IMPROVEMENT

AfDB/IDA/IBRD/EIB/AFD >$600m

SUPPORT FOR LOCAL BANKS
@  J
IBRD Pilot w/K- IBRD K-Rep
Rep Bank (2007) Bank program
scaled up w/EU
support (2010)

2002 2006 2007 2008 2009 2010 2011 2012 2013

9
Water Act 2016 ,$2_°|'_“
. ' ! in pipeline
actively encourages debt financing for 8 utilities
9
Shadow credit ratings
for 54 WSPs (2015)

ASSET IMPROVEMENT

® >
KUWAS Kenya Pooled
supporting $12m Water Fund

(under development
by GoK with support
from Dutch govt)

pipeline & $2.5m
of closed deals

$6m in
commercial loans
to Nairobi WSC
for 10 years

$2.5m
for OBA

2014 2015 2016 2017 2018 PIPELINE

WORLD BANKGROUP

Water

RESULTS
TO DATE

$12.7 million
commercial financing
mobilized to improve
services in low-income
areas, with $20 million
in pipeline.

Tenor of loan increased
from 5 years in pilot
phase to 10 years.

*Commercial financing includes

commercial loans from domestic
banks, which may be supported

by partial credit guarantees from
development partners.
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Mexico: Tlalnepantla de Baz Municipal Bond

Partial credit Letter of
guarantee credit
v v

Pledge of @

municipal revenues
from property taxes

l Loan

MUNICIPALITY OF

TLALNEPANTLA DE BAZ

Bond
proceeds

Debt service

f
! Water tariffs
1

WATER CONSERVATION PROJECTS

BOND MARKET

Bond coupon
repayments

.

A
: Revenue
: pledge

MUNICIPAL WATER
COMPANY (OPDM)

_—
Supply of finance

Repayment flows

Credit enhancement

Public/donor agencies

Private financiers

Service provider




Philippines: Water Revolving Fund

Government of Private finance institutions: Domestic banks G
the Philippines — : Credit risk
Department of Finance MDFO standby % A - CHEENUEE
credit line - Debt service |
1
1
i 1 é
Sggfarr?tlgg : LGU Guarantee Subolv o fi
< Development Bank - Corporation Upply ot finance
N of the Philippines e | ------ >
rd 1
NEEURSEULS Concessional . ! A REETIEI T
; . I -
for Internat!onal funds Loanl Debt service : : Co-guarantee S
Cooperation ! : Credit enhancement
1
______ United States Agency ) :
& for International Public/donor agencies
Commercial Development
1
Loan I Debt
I repayment
Water service providers
(LGUs and water districts)
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Thank you



	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7
	Slide 8
	Slide 9
	Slide 10
	Slide 11
	Slide 12
	Slide 13
	Slide 14
	Slide 15
	Slide 16
	Slide 17
	Slide 18
	Slide 19
	Slide 20
	Slide 21
	Slide 22: Regulatory Functions:  Key Challenges and Best Practice Examples (2/2)
	Slide 23
	Slide 24
	Slide 25
	Slide 26
	Slide 27
	Slide 28
	Slide 29
	Slide 30

