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REGIDESO FINANCIAL ASSESSMENT 2010-2025

1 Introduction

1.1 This report is submitted by Gulam Dhalla, Independent Financial Consultant, engaged by the World Bank
to undertake a financial assessment of the electricity operations of REGIDESO (Régie de Production et de
Distribution d'Eau et d'Electricité), the national power utility of Burundi. The assignment calls for the review of the
current and planned electricity supply and demand balance and a comprehensive financial analysis and revenue
forecast required to meet the demand supply balance in the medium term to 2025. The main objective of the
consultancy services is to analyse the tariff implications of REGIDESO’s electricity generation expansion plans to
2025as derived from the aggregated revenues and costs of supply.

1.2 The terms of reference for the assignment are provided below:

= Review and update all relevant parameters and assumptions in the financial model.

= Allocate all operational costs, assets and liabilities, including common services, between electricity and water
operations.

= Review the electricity supply demand up to 2025 (prepared under a separate assignment) and associated
generation sources with the aim at integrating T&D costs and associated recurrent costs.

» Integrate the demand forecasts to 2025 prepared under a separate assignment.

= Review and evaluate the recent past and present operational and financial performance.

= Integrate the investment plan to 2025 and propose financing plan, including financing terms for each project.

» Prepare financial projections to 2025.

= After the above diagnostic analysis on the financial costs and fiscal impacts on REGIDESO, recommend any
necessary regulatory and policy drivers which are key to the financial success of the electricity operations -- e.g.
adjusting tariffs taking into account the recommendations of the recent Tariff Study, changing tariff structure
for lifeline rates, adjusting Government financial contribution towards investments and operational costs, etc.

» Evaluate the impacts on utility’s financial viability in view of the proposed investments and ongoing
commitments.

= The financial model will also revise the recent Tariff Study to propose cost reflective average electricity tariff
and calculate the amount of government subsidy likely to be required between now and 2025 if prices remain
the same and indicate possible paths for the increase of the average tariff.

=  Suggest some necessary sensitivity analysis, based on critical parameters identified as part of the analysis.

2 Background

2.1 Thepower sector in Burundi comprises the Ministry of Energy and Mines (MEM), REGIDESO (Régie de
Production et de Distribution d'Eau et d'Electricité) and ABER (Agence Burundaise de 1’ElectrificationRurales).
MEM is responsible for policy making. REGIDESO has autonomous legal and financial status and operates under
the supervision of MEM. 1t is a vertically integrated utility responsible for electricity generation, transmission and
distribution and for water services. REGIDESO had 75,847 customers in 2012 who are mainly located in urban
areas.

2.2 Burundi’s installed generation capacity is about 53 MW (including its share of Ruzizi I and II and
excluding 10 MW emergency generation contracted by the Government of Burundi (GoB) in March 2013). Most of
the country’s electricity supply is generated by REGIDESO through seven hydro plants, which have a combined
installed power capacity of 31.5 MW.

23 The World Bank intends to cofinance additional generation at the Jiji and Mulembwe run of river sites
that will be owned and operated by REGIDESO. The Jiji and Mulembwe hydropower development includes the
construction of the Jiji power scheme with an installed capacity of 31.5 MW, the Mulembwe power scheme with an
installed capacity of 16.5 MW and the connection to the Bujumbura South substation via an 80 km 110 kV
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transmission line. The nearby main consumption centre of the south, Bururi, will be connected to the project by a
30 kV line. The two plants will be located 3.75 km from each other, but not in a cascade (the Mulembwe river is a
tributary to the Jiji river, downstream of the Jiji power plant).

2.4 In this context the World Bank has initiated this study. The financial analysis is to assess whether the
project is financially viable for REGIDESO. Based on the capital costs, financing conditions (IDA conditions in the
range 2.0 percent, with repayment of principal over 20 years and 5 years grace period), operations and maintenance
costs, energy output, the financial analysis will be based on (i) the annual revenue requirements and the tariff
needed for the viability of REGIDESO over a 40 year lifetime; and (ii) the financial benefits to REGIDESO of
doing the project rather than running thermal generators.

3  Executive Summary
REGIDESO Combined Operations — Recent Performance

3.1 The overall financial performance of REGIDESO (combined water and electricity operations) has
progressively improved since 2011 following increases in water and electricity tariffs in September 2011 and
March 2012. Water and electricity tariffs were previously revised in May 2007. Prior to the last two tariff increases,
the utility’s financial performance and its financial position was weak. Financial restructuring of REGIDESO’s
balance sheet as at December 31, 2008 was undertaken to clear or write-off overdue accounts of the Government,
unpaid import bills of SNEL and SINELAC and loans related to investments financed by donors. Import bills of
SNEL and SINELEC up to 2007 were settled by GoB and nothing was paid between 2008 and 2010. REGIDESO
started paying for its import bills from January 201 1onwards and the overdue bills of SNEL were cleared by
September 2012 and the SINELAC debt is expected to be cleared by end 2013.

3.2 REGIDESO as a whole made a net profit after tax of FBU3,522 million! (US$2.4 million) in 2012
compared with net losses of FBU547 (US$0.4 million) and FBU767 million (US$0.6 million) in 2011 and 2010
respectively. REGIDESO’s combined water and electricity operations generated net cash inflows of FBU2,754
million (US$1.9 million) in 2012 and FBU3,005 million (US$2.3 million) in 2011 and net cash outflow of FBU586
million (US$0.5 million) in 2010. The financial results take account of the World Bank subsidies towards fuel costs
for thermal power generation of FBU869 million (US$0.6 million) in 2012, FBU6,679 (US$5.1 million) in 2011
and FBU4,298 (US$3.5 million) in 2010.

33 REGIDESQO’s combined water and electricity operations generated net cash inflows of FBU2,754 million
(US$1.9 million) in 2012 and FBU3,005 million (US$2.3 million) in 2011 and net cash outflow of FBU586 million
(US$0.5 million) in 2010; all after receipt of electricity generation fuel subsidies. Without such subsidies, the utility
would have generated net cash inflows of FBU1,885 million (US$1.3 million) in 2012 and net cash outflows of
FBU 3,674 million (US$2.8 million) in 2011 and FBU4,884 million (US$4.0 million) in 2010.

34 The financial position of REGIDESO has improved over the past three years. Based on the utility’s
financial statements, the current ratio has improved to 3.5 times as at December 31, 2012 (2.6 times at end 2011)
and the debt/equity ratio at the last two balance sheet dates were low and ranged between 13% and 11%.However,
it should be noted that accounts receivable, as reported in the financial statements, are most probably overstated as
they are unlikely to be collected in full.

Combined Operations — Key Issues & Recommendations

3.5 Finance Department: The reporting of operational and financial performance within REGIDESO is not
satisfactory. Conflicting data between technical, commercial and financial departments makes it difficult to

! Unaudited results
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undertake analysis of REGIDESO’s performance with a reasonable degree of confidence. The accounting systems
are antiquated and there is an urgent need for the installation of a new computerized accounting system that is
integrated with other software applications such as commercial and inventory systems. Accounting staff require
training and coordination within the finance department and across REGIDESO need to be strengthened.

3.6 The following recommendations are made so as to strengthen the finance function in REGIDESO and to
improve internal controls.

1) Appoint a qualified, experienced accountant to head the finance department for a limited period of
two years. Ideally, the appointee should be (a) an expatriate who is devoid of local politics, and (b)
fluent in both French and English. The appointee should be someone who is willing to “dirty”
his/her hands and work closely with REGIDESO staff. The tasks of the appointee should include:

(a) Reorganization of the finance department with the objectives of improving its functions and
coordination within and across departments.

(b) Introduction of a new computerized accounting system that meets the present day needs of the
utility, including linkages with the billing system.

(c) Training of finance staff, both internal and external.

(d) Quarterly reporting of financial performance.

ii))  Review and revise salary scales of key finance staff to match those of the private sector.
REGIDESO is currently experiencing difficulties in retaining capable staff in the finance
department.

iil)  The procurement function should be separated out the finance department and established as a
separate department. This is necessary to improve internal control.

3.7 Audited financial statements should be issued in a timely manner (within six months of the year-end).
Issuance of the audited accounts should not be delayed on account of audit qualifications. The audit for
REGIDESQO’s 2012 financial statements has not yet been completed.

3.8 Commercial Department: The recording of billing collection and customer accounts in REGIDESO’s
billing system for both water and electricity operations are combined and it therefore makes it difficult to separate
the underlying collection performance and customer accounts between the two operations. The present billing
system is antiquated(introduced in 1992) and the system is also unreliable and the monthly billing statistics are
erratic. Conflicting data generated by the existing system makes it difficult to assess the accuracy of reported data.
For example, the billing statistics reported in REGIDESO’s annual report for 2012 indicates that overall network
losses reached 24%; on the other hand, the technical audit (RAPPORT FINAL for 2011 and 2012, dated June 30,
2013, submitted by Jacque Corbin, Expert Comptable) indicates that the losses amounted to 20.3% (including
auxiliary losses). In addition, the auditors of REGIDESO have always expressed many reservations about the
reliability of commercial data. The reporting of commercial data is therefore not satisfactory and there is an urgent
need to replace the existing billing software. The billing for water and electricity should be separated.

3.9 The accounts receivable in the billing system have accumulated over the years and a large part of the
recorded debt is not collectable. It is recommended that the records of the commercial departments are reviewed
and old irrecoverable balances are cleared from the records.

Electricity Operations — Key Issues & Recommendations

3.10 Kagunuzi Hydro IPP &Emergency Thermal: REGIDESO’s generation expansion plan envisages the
procurement of electricity from a private developer and operator (IPP) of a hydro power plant with an installed
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capacity of SMW and an estimated annual energy output of between 44GWh to S0GWh. The developer’s proposals
include the transfer of ownership to REGIDESO after 25 years and an indicative tariff of 0.226US$/kWh in Years

1 to 25. Capital investment costs of the plant are estimated at US$52 million (including interest during construction)
and equivalent to US$6,500/MW installed. The indicative tariff of 0.226US$/kWh is considered to be expensive
and it is not the least cost option. The contract will place a significant financial burden on REGIDESO for the next
25 years. This will be take or pay contract and REGIDESO will be obliged to pay the monthly fixed costs as long
as the declared capacity is available. The power purchase costs for this plant are estimated to amount to around
US$10.7 million each year and US$371 million over 25 years. It is recommended that the Government should not
enter into this contract under the terms proposed by the developer. The Government should not consider this project
in the context of shortages in power supply over the next few years, it is more important to take a long term view
and consider the financial implications over the long term. It would be better to extend the term of the existing
10MW rental thermal to cover the supply deficits beyond April 2015 when the existing contract expires. Two
alternative scenarios have been considered and the financial impacts of these scenarios are shown in Table 28
further below. The results indicate that it is financially more prudent to rely on the more expensive thermal power
in the short term than to commit to a long term hydro supply contract that will involve in high fixed costs. The
financial impact under Scenario I (without Kagunuzi and rental thermal contract not extended) is estimated to result
in net additional revenues of US$92.2 million, equivalent to 22.2% of projected electricity revenues based on
December 2012 tariffs. The financial impact under Scenario II (without Kagunuzi and rental thermal contract
extended by two years to April 2017) is estimated to result in net additional revenues of US$76.7 million,
equivalent to 18.5% of projected electricity revenues based on December 2012 tariffs. Scenario Il is the
recommended option as the additional capacity during the two years to April 2017 will be needed to meet the
underlying domestic demand.

3.11 Network Losses: Overall transmission and distribution (T&D) losses averaged 19.5% over the past three
years. The losses in 2012 reached 19.9% as per REGIDESO’s technical auditor; however, REGIDESO’s annual
report for 2012 states that the losses were in the region of 24%. The variations in reported losses are due to the
unreliability of REGIDESO’s billing system. The average losses over the previous four years (2008 to 2011) were
19.7%. It is estimated that about 40% of overall losses can be attributed to technical losses. Metering is considered
to be good; although at times meters get locked when power voltage is low and electricity consumption goes
unrecorded (approximately 2-3% of losses can be attributed to this). The distribution network needs to be
rehabilitated and strengthened. Revenue lost and uncollected for every 1% of T&D losses is estimated at FBU349
million (US$0.226 million), based on the estimated present tariffs and the average collection rate of
84.1%.Assuming optimum network losses of 13.2% and billing collection rate of 97.5%, FBUX 2.75billion
(US$1.8 million) can be recovered annually through efficiency gains. This is the level of the challenge facing both
REGIDESO and the Government. REGIDESO should exert all efforts to bring down the network losses and
increase billing collection. The base case analysis assumes that distribution losses are reduced by 0.25% each
year.If the assumed reductions in distribution losses each year of 0.25% over the next twelve years are achieved,
and based on the projected average tariffs, there will be a positive cash flow impact of US$10 million to 2025.

3.12 Billing Collection: The billing collection rate has varied considerably over recent years. The average
collection rate in 2012 has worsened considerably and it is not clear if this reflects the true underlying performance
or whether the figures are distorted due to the inaccuracies of the statistics generated by an unreliable billing system.
The overall billing collection rates(based on current year billing) for both water and electricity over the past four
years are indicated in the following table.

2010 2011 2012  Average
As per financial statements data 90.7% 88.3% 73.1% 84.1%
As per technical audit 92.1% 82.3% 76.0% 83.5%

Table 1: Billing Collection Rates 2010-2012 - Water & Electricity Combined
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3.13 The deterioration in the billing collection performance over the past three years is a cause for concern.
The performance should be improving, especially since the proportion of electricity prepayment billing has doubled
to 32.4% since 2010. The large increases in both water and electricity tariffs in September 2011 and March 2012
(cumulatively 140% for water and 70% for electricity) may have contributed to the decline in the collection
performance. REGIDESO should exert all possible efforts in improving its billing collections. If the assumed
improvements in the overall Burundi billing collection rate of 1.5% each year (increasing from the present 84% to
96% by 2025), and based on the projected average tariffs and network losses, there will be a positive cash flow
impact of US$56 million to 2025.

3.14 Electricity Tariffs: Present tariffs will be inadequate to meet REGIDESO’s projected revenue
requirements over the next few years. A combination of GoB support/subsidies towards thermal costs and upward
revisions in tariffs will be required to cover the revenue shortfalls. The challenge is to establish cost reflective
tariffs and at the same time protect the low income household customers with low consumption.

3.15 The recommended financing plan to meet the projected revenue shortfalls over the next thirteen years to
2025 involves (a) GoB subsidy to cover the full capacity and fuel costs of the rental thermal and 75% fuel costs of
the Bujumbura thermal plant from 2014 to 2016, and (b) average tariff increases of 30% on January 1, 2016 and
25% on January 2017. Tariffs could be gradually reduced from 2018 to 2020 as low cost hydros come on line. Full
details of the revenue requirements and the recommended financing plan are provided in Table 26 below.

3.16 Generation Expansion& Electricity Access:

3.17 The Government has set ambitious plans to expand the installed generation capacity. The base case
analysis presented in this report assumes that the capacity will increase from the existing 68.4MW (including
10MW rental thermal expiring in 2015) to 250MW and increase access to electricity from the present 4.5% to
15.6% by 2025. The challenge of the base case scenario is to (a) attract the needed public/private investments
(estimated at US$570 million for generation) as the Government’s capacity to provide financing is limited, (b)
gradually build-up capacity over time to meet the underlying domestic demand (i.e. avoid idle capacity), (c)
recover annual fixed costs (recovery of investment, financing costs, returns on equity and fixed operations and
maintenance costs) from electricity customers, and (d) secure Government guarantees (estimated at US$287 million
from 2013 to 2025, refer to paragraph 6.78 and Table 41 below) that investors will require as security for the
recovery of their fixed capacity charges over the term of their power purchase agreements.

3.18 TheGovernment’svision to 2025 envisages that 25% of the country’s population will have access to
electricity. The Government’s target to 2025 is considered to be optimistic as it will require 572,000 new
connections over twelve years between 2014 and 2025 (i.e. annual average connections of 47,667) and involving
investments of US$277 million approximately.

3.19 The base case analysis presented in this report assumes an electrification program that will involve
326,000 new connections from 2014 to 2025. The electrification program, as assumed in this analysis, is
accelerated over the years, starting from 8,000 new connections in 2014 and reaching 53,000 in 2025. Recent
history shows that REGIDESO connected 6,713 new customers in 2011 and 9,307 in 2012 (the World Bank
financed a large part of the needed investments). REGIDESO plans to connect 7,636 new customers in 2013. The
projected new connections program will require investments of US$158 million approximately and access rate is
forecast to reach 15.6% by 2025 (refer to Table 20 below).

3.20 The adopted base case demand scenario is probably optimistic and it will be a challenge for REGIDESO
to secure financing and implement the electrification program and generation expansion that this will entail. The
financial implications of other demand growth scenarios have been considered in the sensitivity analysis presented
further below in paragraph 6.75.
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3.21 Surplus Capacity and Exports: Based on the base case generation expansion plan, REGIDESO will
have capacity that is surplus to domestic requirements. The surplus will progressively increase over the years as the
projected new capacity is added. The need to export such surpluses is critical to the financial viability of
REGIDESO if the planned generation expansion is implemented. Net cash inflows arising from “new” exports, as
assumed in the base case analysis, account for FBU872 billion (US$415 million) in export revenues, equivalent to
84% of Burundi electricity revenue forecast over the eight years from 2018 to 2025.However, there is a potential
risk for Burundi in that the neighbouring countries also have ambitious generation expansion plans and there is a
possibility of available power supply in the region exceeding demand.

3.22 Generation Expansion (domestic resources vs. imports): Generation expansion planning beyond 2020
should incorporate the potential opportunity to import cheaper hydro based power from Ethiopia and DRC. Such
imports could bring considerable financial benefits to the Burundi economy if the cost of power (generation plus
wheeling) is cheaper than the domestic generation that it displaces. The Government and REGIDESO should
initiate discussions with Ethiopia to secure the projected capacity needs of Burundi in the future.

Electricity Operations — Recent Performance

3.23 Peak demand in Burundi grew at an annual average rate of 4.46%, rising from 45.5MW in 2009 to
54.0MW in 2012. Electricity sent out during the same period has grown from 207GWh in 2009 to 243GWh in 2010.
As a percentage of total supply, hydro output from REGIDESO’s plants accounted for 56.1% in 2012 (52% in
2011), hydro imports accounted for 42.7% in 2012 and 2011 and the balance of requirements was met from the
Bujumbura thermal plant (1.2% in 2012 and 5.3% in 2011). The use of the Bujumbura thermal plant was restricted
due to financial constraints.

3.24 Overall transmission and distribution (T&D) losses averaged 19.5% over the past three years (19.9% in
2012).Revenue lost and uncollected for every 1% of T&D losses is estimated at FBU349 million (US$0.226
million), based on the estimated present tariffs and the average collection rate of 84.1%.

3.25 Electricity billed to end-use customers registered growth rates of 14.1% and 5.4% in 2010 and 2011 and
declined by 2.3% in 2012, reaching 194.8GWh in 2012. Growth in recent years was limited due to capacity
constraints.

3.26 The ratio of the average number of customers per employee has improved significantly over recent years,
rising from 73 in 2009 to 101 in 2012. However, the latest ratio does not compare well with the regional utilities
(refer to Section 7 below).

3.27 Total number of electricity customers billed increased by 38% since December 2009 to reach 75,847 by
December 31, 2012. New customers connected reached 9,307 in 2012, 6,713 in 2011 and 4,797 in 2010. As at
December 31, 2012, customers were connected with prepayment meters accounted for 43% of total customers and
64% of customers were in Bujumbura.Customers with prepayment meters accounted for 31.3% of total electricity
sales and 32.5% of total electricity revenue in 2012.

3.28 Thefinancial performance of REGIDESQ’s electricity operations improved significantly in 2012
following the large tariff increases in September 2011 and March 2012. The full impact of the tariff adjustments
will be felt in 2013. The financial performance was helped by the fact that thermal output in 2012 was considerably
lower than in the previous two years.

3.29 REGIDESQ’s electricity operations made net profits of FBU3,761million (US$ 2.6 million) in 2012 and
FBU2,775 (US$ 2.1 million) in 2011. The profits are inclusive of WB’s fuel subsidies of FBU869 million (US$ 0.6
million) in 2012 and FBU6,679 million (US$ 5.1 million) in 2011. In its 2012 income statements, REGIDESO
recorded provisions for bad debts of FBU4,679 million (US$3.2 million), with minimal provisions in earlier years
despite the fact that overall billing collection rates were far below 100%. REGIDESO will have to make significant
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provisions in its 2013 financial statements so as to reflect a true and fair value of accounts receivable. A provision
for bad debts of approximately FBU11.1 billion (US$7.2 million)relating to accumulated uncollected billings to
end 2012. The financial performance on a comparable basis excluding fuel subsidies and provisions for bad debts
would have produced net profits of FBU7,571 million (US$5.2 million) in 2012 and net losses of FBU3,751
million (US$2.9 million) and FBU788 million (US$0.6 million) in 2011 and 2010 respectively.

3.30 Electricity tariffs> were revised effective September 1, 2011 and March 1, 2012. The energy tariff for the
domestic first block (0-50/kWh per month) was reduced by 6.8% effective June 1, 2012. Electricity tariffs were
previously revised on May 1, 2007. The impact of the tariff increases in September 2011 and March 2012 were
estimated to increase REGIDESQO’s weighted average electricity revenue by 70.3% (140% for water). The actual
cumulative increase in the weighted average electricity tariff to June 1, 2012 is estimated at 69%.

3.31 The actual weighted average electricity revenue increased from 101FBU/kWh (0.082US$/kWh) in 2010
to 110FBU/kWh (0.085US$/kWh) in 2011 and 148FBU/kWh (0.102US$/kWh) in 2012. The present weighted
average revenue is estimated at 171FBU/kWh (0.107US$/kWh). In terms of the local currency, the average revenue
increased by 8.7% in 2011 and by 34.9% in 2012. In US dollar terms, the average revenue increased by 3.2% in
2010 and 10.4% in 2012.

3.32 The weighted average electricity revenue in 2012 of148FBU/kWh (0.102US$/kWh), compared with the
cost of service (CoS), excluding fuel subsidies, of 133FBU/kWh (0.092US$/kWh), giving a profit margin of 10%.
On the basis of cash flow requirements, the average revenue requirements in 2012 amounted to 149FBU/kWh
(0.102US$/kWh), almost equal to the average revenue.

3.33 REGIDESQ’s electricity operations generated net cash inflows of US$0.8 million and US$1.8 million in
2012 and 2011, compared with net cash outflows of US$0.3 million in 2010. Capital investments in the past three
years amounted to US$40.6 million, largely funded through GoB and donor grants and customer contributions and
deposits. Debt service payments were minimal.

3.34 REGIDESO had healthy current ratios in recent years as per its financial statements. However, current
assets reflect receivables from customers which may not be fully recoverable. The current ratio as at December 31,
2012 would drop by 1.0 to 2.2 times if accounts receivable were stated in the balance sheet at fair value.
REGIDESO has no debt and GoB/donor grants for investments have managed to keep the debt/equity ratios low.

Electricity Operations - Future Outlook to 2025

3.35 REGIDESQ’s financial prospects for its electricity operations over the next thirteen years to 2020 will be
largely dictated by the following: (a) demand growth and sources and costs of power supply, (b) capital
investments and financing thereof, (¢) electricity tariffs, (d) operating costs, (e) efficiency improvements in
network losses, billing collection and operating costs, (f) Government support or subsidies towards thermal costs,
and (g) borrowing terms for new debt secured for investments.

3.36 The base case analysis to 2025 as presented in this report assumes that electricity demand in Burundi will
grow as per the base case demand growth forecast undertaken in August 2013 by Mr Ananda Covindassamy,
Consultant to the World Bank. In view of capacity constraints, the underlying electricity demand up to 2015 will
not be fully met. On this basis, demand is expected to grow by 5.2% and 4.9% in 2013 and 2014 respectively, and
decline by 5.0% in 2015. The projected capacity additions in 2015/16 will lead to high demand growth of 20.1% in
2016 and 25.9% in 2017. Thereafter, the annual demand growth is forecast to range between 10.3% and 12.3%.

2 References to electricity tariffs in this report are exclusive of 18% Value Added Tax (VAT) added to customer bills
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3.37 Peak demand and energy sent out in Burundi is projected to grow from 54MW and 243GWh in 2013 to
204MW and 925GWh by 2025.Available energy supply based on the generation expansion plan detailed further
below is allocated to meet Burundi demand and any remaining surplus energy is assumed to be exported (firm and
non-firm power). Based on the base case assumptions, surplus energy can be exported (ranging from 120GWh in
2018 to 600GWh in 2020 and decreasing thereafter to reach 244GWh in 2025 (refer to Table 18 below).

3.38 Transmission losses are assumed to remain constant throughout the forecast period (estimated at 5%).
Distribution losses, as a percentage of bulk supply, are forecast to decrease from the assumed present level of
15.7% by 0.25% each year starting 2014. On this basis, the overall transmission and distribution losses for Burundi
supply are expected decline from the present 19.9% to 17.1% by 2025.The following chart illustrates the forecast
energy sent out, sales and overall T&D losses.
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Chart 1: Forecast Energy Sent Out, Sales & T&D Losses 2013 to 2025
3.39 REGIDESQ’s investment requirements in generation expansion, the extension, reinforcement and

rehabilitation of the transmission and distribution networks over the next thirteen years to 2025 are considerable
and the levels of investments undertaken will largely depend on the availability of funding from donors,
REGIDESO and GoB. REGIDESO’s capacity to provide funding out of internal resources will be determined by
the levels of electricity tariffs, collected revenues, customer contributions to new connections, and revenue
requirements. The projected total investment requirements over the next thirteen years to 2025 are estimated at
US$867 million (excluding generation investments to be undertaken by IPPs), equivalent to annual average
investments of US$67 million. The projected financing plan for such investments will require 27% funding
(US$235 million) from internal resources, 7% funding (US$57 million) from customer contributions, 42% funding
(US$366 million) through borrowing (on-lent GoB/donor funds) and the remaining 24% funding (US$209 million)
from Government and donor grants. A large part of proposed borrowing and grants is under negotiation or
unsecured. Increasing depreciation allowances in the tariff will enable REGIDESO to finance a larger proportion of
investments in the future. The make-up of investments considered in the base case projections is detailed in Table
24 below.

3.40 REGIDESQ’s forecast revenue requirements over the next threeto four years will remain high as long as
long it has to rely on thermal power supply to 2016 and the expensive hydro supply from the proposed Kagunuzi
IPP which comes on line in 2016. This situation is forecast to continue through to 2017 before cheaper donor
funded hydro plants (Jiji, KABU 16 and Mulembwe) come on line from late 2017 to 2019. The forecast revenue
requirements to 2025 will not be met through present electricity tariffs. The level of Government support in
meeting future electricity revenue requirements is matter of Government policy; it is a trade-off between (a)

REGIDESO Financial Assessment 2010-2025, October 2013 Page 13



subsidies to electricity consumers, who are generally the better-offs in society, and (b) support to other sectors,
such as health, education, social welfare, etc that benefits the wider population. The important element of electricity
pricing is to ensure that life-line electricity consumers are protected at all times. The life-line monthly consumption
band was progressively reduced from 150kWh to 100kWh in September 2011 and to 50kWh in March 2012. The
present life-line monthly consumption band in Uganda is 0-15kWh and 0-50kWh in Kenya and Tanzania.

341 REGIDESQ’s base case forecast annual revenue requirements are expected to increase from FBU16.3
billion (US$11.2 million) in 2012 to FBU44.3 billion (US$27.7 million) in 2013, FBU55.4 billion (US$32.8
million) in 2014 and FBU44.0 billion (US$25.1 million) in 2015 (the drop in 2015 is due to the retirement of the
rental thermal in April 2015). Revenue requirements in 2016 and 2017 are expected to increase to FBUS58.8 billion
(US$32.4 million) and FBU70.7 billion (US$37.7 million) respectively (largely due to “new” power purchase costs
relating to Kagunuzi hydro IPP and Lake Kivu methane based supply from EWSA). In the subsequent three years,
the revenue requirements are forecast to reach FBU119.4 billion (US$62.0 million) in 2018 (increase largely due to
new debt service requirements), FBU162.8 billion (US$82.3 million) in 2019 (increase largely due to “new” supply
from Rusumo hydro and investments to be funded from internal resources), FBU220.3 billion (US$108.8 million)
in 2020 (increase largely due to “new” supply rom Ruzizi III hydro higher). The annual requirements in the
subsequent five years are expected to increase gradually from FBU242.5 billion (US$226.4 million) in 2021 to
FBU321.8 billion (US$142.1 million) by 2025.

342 The base case forecast revenue requirements, electricity revenues (based on present tariffs) and revenue
surpluses/shortfalls of REGIDESO’s electricity operations, together with a proposed financing plan to meet the
projected revenue shortfalls from 2013 to 2025 are summarized in Table 24below. The funding shortfalls over the
next thirteen years are estimated to amount to FBU373 billion (US$181 million), equivalent to 17% of the total
revenue requirements. A combination of tariff and non-tariff measures will be needed to close the financing gap.
Government support towards thermal costs will not be required from 2017 onwards and there will be scope to
reduce electricity tariffs in 2018 to 2020. The proposed financing plan envisages the following revenue raising
measures:

1) Government tariff support: IDA support towards fuel costs of thermal power generation in 2013 is
estimated to contribute FBU4.9 billion (US$3.06 million). In addition to this support, the base case
analysis assumes that the Government will finance in full the remaining thermal costs relating to
the rental thermal and 75% of fuel costs of REGIDESO’s Bujumbura thermal plant in 2013 to
2016, amounting in total to FBUS.0 billion (US$3.1 million) in 2013, FBU25.0 billion (US$14.8
million) in 2014, FBU13.5 billion (US$7.7 million) in 2015, and FBU11.2 billion (US$ 6.2 million)
in 2016. These direct subsidies have been introduced so as to moderate the tariff increases

proposed below. The projected GoB support (including IDA) is equivalent to 22.4% (in 2013),
45.1% (in 2014), 30.6% (in 2015), and 19.0% (in 2016) of the total revenue requirements in each
of those years. These figures show that GoB support is crucial over the next four years, and
without such support, the needed tariffs would have to be raised to levels that will be unsustainable.

ii)  Electricity tariffs: After taking account of GoB support (as indicated above), the base case
financial analysis assumes that electricity tariffs will be increased over the coming years, as
indicated in the following table.Additional collected revenues raised through such tariff increases
are estimated to raise FBU11.2 billion (US$6.2 million) in 2016, FBU30.0 billion (US$16.0
million) in 2017, and FBU29.4 billion (US$15.2 million) in 2018. In the subsequent three years to
2021, the additional collected revenues will be considerably lower in view of the projected tariff
decreases in these three years. Tariff increases in the following four years to 2025 will provide
additional collected revenues. The financial impact of the projected tariff adjustments over the
entire forecast period from 2013 to 2025 is estimated to add FBU349 billion (US$162 million),
and accounting for 16% of the revenue requirements over the entire forecast period. The following
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table and chart show the base case projected levels of the weighted average retail electricity tariff

to 2025.
2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Actual Forecast
March &
Date of tariff increase June 12 Jan 13 Jan 14 Jan 15 Jan16  Jan 17 Jan 18 Jan 19 Jan 20 Jan 21 Jan 22 Jan 23 Jan 24 Jan 25
Average taniff increase 35% 0% 0% 0% 30% 25% -5% 27% -10% 0% 28% 14% 13% 12%
Cumulative tariff increase post June 2012 35% 0% 0% 0% 30% 63% 54% 13% 1% 1% 30% 48% 67% 87%

‘Weighted average tariff at date of tariff adjustment

FBU/KWh in nominal prices 171 171 171 171 222 277 263 192 173 173 221 252 285 319
US$/kWh in nominal prices 0.110 0.103 0.099 0.095 0.120 0.146 0.135 0.096 0.084 0.082 0.103 0.115 0.127 0.140]
FBU/KWh in 2012 prices 171 156 148 140 172 205 185 129 110 105 128 139 150 160
US$/kWh in 2012 prices 0.110 0.101 0.096 0.090 0.111 0.133 0.120 0.083 0.071 0.068 0.083 0.090 0.097 0.103

Table 2: Projected Retail Electricity Tariff Path 2012 to 2025

3.43 Alternative tariff scenarios for the next few years to 2017 and their impact on Government tariff support
are detailed in Table 26 below.

3.44 The following chart showsthe projected cost of service,operating revenues and revenue
surpluses/shortfalls over the forecast period. Electricity revenues are forecast on the basis of projected demand and
tariffs. Totaloperating revenues are inclusive of GoB subsidies and the operating surpluses/shortfalls are after
taking account of these subsidies.
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Chart 2: Electricity Cost of Service vs. Operating Revenues, including “New” Exports in FBU billions 2012-25

345 As can be seen from the above chart, the projected operating revenues fully cover the cost of revenue
throughout the forecast period. The cost of service from 2019 onwards can only be covered if the projected “new”
exports and related export revenues are realized. Without such export revenues, the projected base case Burundi
tariffs and revenues will not be adequate to cover the cost of revenue from 2019 to 2023 as illustrated in the
fo