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SITUATION IN PORTUGAL IN 1993 miya

* Lack of scale of service providers, too
Water services Wastewater services many players (municipalities)

* Non-corporate, administrative bodies;
completely public

* Unsustainable tariffs (no tariffs for
wastewater services in most of the
municipalities)

* Lack of technical capacity, poor planning

e Lack of investment in the sector

renameroty < 20% WWT

< 75% COVERAGE N o e Lack of transparency: no information to
<50% QUALITY o .o consumers and stakeholders
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porac Agua The Process of Change in the Governance Model i
A NATIONAL REFORM STARTED IN 1993 Arison Group

CORPORATIZATION

&
UNBUMDLING

e Business as usual « State owned companies, with financial
capacity, in-house operation

* Created under commercial law, no burden to

e Municipal operators can manage national budget

directly or go for PPP (concession)

» Separates technical and financial issues from
local political issues

» Assets are kept public, but

_ * |ncreases rate of investment and effectiveness
management can be private.

* Creates a framework to enable proper
development of retail business
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The Process of Change in the Governance Model

A NATIONAL REFORM STARTED IN 1993

Corporatized Public

Corporatized Public

fWhoIe Sale | (s Whole Sale\
New! New!
Treated Wastewater
' Discharge
Wastewater Treatment
Bulk water Wastewater
0 R P V4 N collectors W
4 I
. . - Local, Municipal Water . .
Liberalised & Wastewater Service Liberal _|sed
Public or Provider ! Public or
private Distribution (retail) vosamar’® Collecting private
Retail Retail
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The management framework

The Process of Change in the Governance Model
THE MULTIMUNICIPAL MODEL: PUBLIC — PUBLIC PARTNERSHIP

Public regional water utilities provide wholesale water services to the
municipalities. In-house contract is awarded by the Government to these SOE
for a period of 30 years.

Contract includes a capital investment plan for the duration of the contract and
a framework for services provision.

Full cost recovery tariffs are set annually by the Minister of Environment on the
basis of a budget presented by the company to ERSAR.

Cost-of-service model with a fixed return on capital (Euribor+3%).

Benchmarking by ERSAR by annually monitoring a set of financial and quality-
of-service indicators; no service performance rewards or penalties.

Being SOE, costs of raising capital are low, as compared to private companies.
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o The Process of Change in the Governance Model miya
The way forward 2014 - 2020 Arison Group
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Corporatization

o Consolidation

Full cost-recovery
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FINANCE STRUCTURE

Finance structure based on equity, grants and tariffs

Financing Sources Yield
S AdP — 5
Municipaites Aguas de Portugal Guaranties | Municipalities AguasAg:l;o ctugal
Equity R ~ 1
i eturn on capital ; :
Equity Capital Supplies Loans ]R aiit P Return on capital Debt Service

Operator Operator

a

EU funds Grants

TARIFF

CLIENTS
v N
Retail Services ~A
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pardaAgue Aguas de Portugal REGIONAL COMPANIES (2018) miya

Arison Group

N AGUAS 0o

WASTEWATER TREATMENT

WATER SUPPLY ke (@ S
- SAcuase (kS 6 million people served
7,85 million people served N D0uRoPavA T D U S
\v IMDOURO r m m
Upstream systems . & e pstream systems
‘@ﬁ?ﬂ\?&ﬁbﬁclw 5 AGYAS REGIAO
N7 arupo Aguas de Portugal 3 \ oe A

Grupe Aguas do Portugal

347 thousand people served

900 thousand people served
Downstream system

Downstream system 2 AGU

_a\AGUAS 0 CENTRO LITORAL
b\' CENTRO LITORAL \\ Grupo Aguss de Porcugal

Grupo Aguas de Portugal

223

218 2\ AGUAS b0
@uv‘%’:@;{% D ETHo Municipalities served

Municipalities served
S fimmeo

94%

99,7%
> >t Wastewater quality compliance

. Omnkweﬂw
Water quality compliance D SIMARSUL

Grupo Aguas de Portugal

)\ AGUAS
Nw SANTO ANDRE
\/ Grupo Aguas do Porcugat

’\V SANTO ANDRE

Grupo Aguas de Portugal

AGUAS PUBLICAS 2, AGUAS PUBLICAS
D CREEE D AT
Grupo Aguas de
)\ AGUAS 2\ AGUAS co
g‘\ ALGARVE ‘\\ ALGARVE
Grupa Aguas de Portugal N2 Grupo Aguas do Portugat
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Water mains(km) Storage Facilites Pumping Stations
634

14,264 1,444

935 150

Intake (Odelouca Dam, Algarve) WTP (Asseiceira, Tomar) Water main (Jovim, Gondomar) Storage (Lisboa) Pumping Station (Alcanh&es)
WWTP Sewers (km) Pumping Stations Marine Outfalls
953 20

1,577 1.759

WASTEWATER

WWTP (Cascais) WWTP (Leiria) WWTP (Alcantara - Lisboa)
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9%

99 paw | ol . 26% Turnover | 2016
/4 S 646 000 000 €

Operational Result | 2016

166 500 000 €

LLLLL N EBITDA | 2016

306 300 000 €

Net Profit | 2016

70 800 000 €

14%

@ cCuropean Investment Bank @ Comercial Banks
. Equity . Municipal Assets Integration

* @ EU Cohesion Funds @ Other




¢

¢

90%

Acesso ao servico de abastecimento de dgua

Fonte: ERSAR | RASARP (Indicador "AAD1 baixa")

miya

Arison Group

meta nacional

para a

Acesso ao servico de saneamento de aguas residuais urbanas

Fonte: ERSAR | RASARP (Indicador "ARO1 baixa”)

96,5%
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== = Meta nacioral

— Coberiura da recolhs & tratamento

da recolha de Sguas residuais (%]

— = Mieta nacanal

s Cobertura do servigo de abastecsmenio de Agua [*)

Cador definido como a percentagem do namero total de alojamentos localizados  [IVE

| de recolha
e tratamento ha

25 anos

o0 da entidade gestora para os quais as infra-estruturas do

Qualidade da 4gua para consumo humano

Fonte: ERSAR | RASARP (Indicador "AAD4 baixa")

nagem se encontram disponiveis

2017).

dineares INterores

io do Estado do Ambiente

Qualidade da agua para consumo humano

Fonte: ERSAR | RASARP (Indicador "AADS baixa")
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{*) Indicador definido como a percentagem de dgua controlada e de boa qualidade,

sendo esta o produto da percentagem de cumprimento da frequéncia

pela percentagem de cumprimento dos valores paramétricos.
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Portuguese companies have acquired, over the last decades, experience,
capacity and know-how of excellence that are at the level of what is best done at
a global level.
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« PPP were part of the solution (they bring competition for the contract),
but several problems arose because the privatization model was ill-
conceived:

« Water services are natural monopolies with huge sunk costs and
must be dealt with having this always present and so rules must be
set from the first moment. This was not the case.

I * Legal framework was not considered as being important and
therefore no framework at all was designed, only the public
contracts law was in place, one that did not consider the

I specificities of concession and cession contracts:

* risks involved and how are they shared between the two
parties,

* long term contracts with large investments required, Project
Finance models for the financing of the required investments;

* increasing marginal unit costs of service provision,

T

miya

These are
some of the
lessons
learned from
the
Portuguese
experience
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LESSONS LEARNED FROM THE LAST 25 YEARS

« No conditions were set upon the municipalities before engaging
in PPP: no KPI were requested so as to have an insight on what
was going on in what concerns

NRW, metering,
Physical accessibility
Level of cost recovery,
Asset value,

Burst frequency,

Water consumption, ...

« No due diligence was required to be performed before starting
the tendering procedure, so as to assess the situation in what
concerns the fiscal, legal and physical situation of the operation;

T

miya

These are
some of the
lessons
learned from
the
Portuguese
experience
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Arison Group

* In some cases no Financial Statements were even available: no
Annual Reports, no detailed description of the infrastructure,
no reasonable forecast of the future operation, no sound
analysis of the expected capex and opex.

Concrete Castlron Stoneware
1% 6%

CPVC
6%
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GOOD PRACTICES TO SUSTAIN FULL LIFE CYCLE COST

If you want to go for a PPP you must have an insight into the
financing institutions perspective:

e Sound investment planning: optimal capital spending via risk-based planning, proactive
prioritization of needs and increased Value for Money outcomes.

e Risk management: Improved control of the critical infrastructures and risk reduction
for failures or collapses with impact in the water utility reputation and image.

e (Capacity to pay debts: Optimized life cycle cost and higher return on assets.

e Service: consistent and continuous responses to the clients’ needs and positive impact
in the utility reputation.

e Longterm sustainability: Reduced risk of non-payment.

This was not the case when we launched our first PPP and the sector is
* still enduring the consequences of the errors that were committed.
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Thank you for your attention

pedro.serra@tpf.pt

pedrocunhaserra@gmail.com
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