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ALEXANDRIA 
GOVERNMENT POLICY STATEMENT 

FOR WATER SUPPLY AND SANITATION SERVICES  
 
 

Government Policy Statement1

 
To Government has adopted this policy statement consistent with Presidential Decrees 
135 and 136 of 2004. This policy provides guidance to sector authorities to achieve sector 
development goals to meet the aspirations of the inhabitants of Alexandria for efficient 
and universal services.  
 
1. Governance. To promote efficient and high standards of service throughout the 
country local differences are recognized. Local government authorities and the public at 
large, as main stakeholders, can play an important role in defining priorities to meet 
particular local needs and in increasing accountability of service providers. To promote 
this participation local and central government sector agencies should strive to: 
 
 Seek active participation of local authorities in the board of directors of local 

companies; 
 Seek active participation in the board of directors of non-government members to 

bring their perspective and vision, and enrich the dialogue. 
 Delegate responsibility to subsidiary companies for financial and personnel 

management, and planning and construction responsibilities to promote 
accountability 
 Allow subsidiary companies to retain operational cash surpluses to finance 

investments and debt service requirements. If is deemed necessary on distributive 
grounds, to capture some of these cash surpluses, the holding company can define a 
percentage of revenues from each utility to be transferred to the holding company. 
 Empower the public and the users through education campaigns to give them a better 

understanding of the issues in sector development.  
 
2.  Pricing of services. Pricing of water and sanitation services will aim to reconcile four 
important objectives: 
 
 Efficient use of resources and water conservation by recovering economic costs and 

metering consumption. 
 Financial viability of service providers by allowing them to cover all financial costs. 
 Social development by ensuring that all inhabitants have access to adequate basic 

services at affordable prices.  
 Transparency in tariff setting and adjustments to foster good planning, and to promote 

their understanding by policy makers and the public. 
 

                                                 
1 The bases for this policy are elaborated in the attached background paper. 
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3. Personnel management. Service providers should have discretion, within labor laws, 
to manage their personnel and to provide incentives to encourage higher levels of 
efficiency and better response to users needs. 
 
4. Financial Viability. Service providers should have incentives to promote the gradual 
implementation of tariffs that reflect financial requirements to cover operational, 
rehabilitation and expansion costs and debt service obligations.  
 
The government will promote the development of reliable long-term financing for the 
sector while avoiding distortions to capital markets and undue fiscal pressures.  
 
5.  Private sector participation. Participation of the private sector will be promoted as a 
means towards achieving sector development goals. Participation of the private sector 
will be sought to serve two main goals: 
 
 Efficient and sustainable services. Through the know-how, and more agile private 

sector management systems, practices and decision making processes. 
 Financing. To provide the capital to expand services and to promote a more efficient 

use of existing infrastructure.  
 
6.  Regulation. To promote high levels of efficiency in operations and investments and 
better customer relations, the regulatory system will make use of complementary 
instruments such as: a) Command and control, or explicit directives to influence 
behavior of sector agencies and to promote desirable sector outcomes; b) Policy 
incentives designed to achieve higher productivity gains and service standards; and c) 
Benchmarking to promote competition by comparison of performance among service 
providers.  
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ALEXANDRIA 
GOVERNMENT POLICY STATEMENT 

FOR WATER SUPPLY AND SANITATION SERVICES 
 

 Background Paper  
 
 

1.   Recent developments 
 
The Government has taken decisive actions that affect the structure and modus operandi 
of public water supply and sanitation service providers in the country. The actions 
include: 
 
 Transforming the water and sanitation companies of Alexandria (AWGA and 

AGOSD), into Public Work Sector Companies subject to Law 203 of 1991. Under 
this law, the board of directors of these companies has authority to set the rules of 
operation of the company and to enter into joint ventures with the private sector.  

 
 Creating a “holding company” for public water and wastewater companies, including 

AWGA and AGOSD (Presidential Decree 135 of 2004). The holding company falls 
under the direct jurisdiction of the Ministry of Housing, Utilities and Urban 
Communities (MHUUC), which has authority to set the bylaws of these companies.  
 
 Creating an agency also under the MHUUC for regulating water, wastewater services 

and to protect consumers (Presidential Decree 136 of 2004). 
 
 
2.  Challenges for Alexandria water and sanitation services 
 
Both AWGA and AGOSD have made notable progress in the provision of water and 
sanitation services, and are considered among the best in the country. However, these 
institutions face substantial challenges that need to be addressed to be able to fully meet 
the expectations of the population of Alexandria. Among them: 
 
 A rapid population growth, as total population is projected to increase from 4.1 

million in 2000 to 6.9 million in 20222 in AWGA service area and from 3.1 to 6.0 
million AGOSD service area. In addition, tourism is also projected to increase 
significantly. 
 
 A concomitant increase in water production to meet demand, from 713 million M3 

per year (mM3/y) in 2000 to 1,475 mM3/y in 20223. 

                                                 
2  CDM. Water Master Plan for the Alexandra Water General Authority, 2000 
 
3  CDM (cited) 
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 Large investments to meet unsatisfied needs, particularly in wastewater, and to meet 

population growth. AWGA’s Water Master Plan4 anticipates a total investment of 
about L.E. 4,900 million (at 2000 prices) from 2001 to 2022. AGOSD investment 
requirements have been estimated at about L.E. 3,300 million over a similar period 
(2002-2022)5. The average consolidated investment is therefore close to L.E. 400 
million per year over the next 20 years, without factoring in inflation and exchange 
currency movements. 

 
 Rigidities in the management of the labor force, and an excessive number of 

employees in both AWGA and AGOSD (over 9,600 employees), placing a heavy 
burden on their finances. These costs represent 39% of AWGA’s operational costs, 
excluding depreciation and 74% of AGOSD’s. 

 
 Little autonomy to manage the cash flows associated with the services, which hinders 

adequate maintenance and short and long-term planning. 
 
 Inadequate cost recovery that stems from several factors (see section 3.4) 

 
o Low tariff levels, particularly for wastewater services, which do not allow the 

companies to generate revenues to cover all operational and adequate 
maintenance costs6, and debt service obligations (Table 5).  

 
o An unsustainable level of tariff subsidies due to an inadequate tariff structure 

that provides subsidies to all users, many of whom do not need them (Table 
1). 

 
o High levels of accounts receivable.  
 

 The shortcomings in maintenance are documented in several studies. For instance, the 
Nathan study7 estimates that some L.E. 1,900 million is needed to meet replacement 
and rehabilitation needs of the water supply system alone. Similar problems are 
present in the sanitary drainage system. The consultants observed an example of this 
problem in the West wastewater treatment plant, the largest operated by AGOSD. The 
mechanical dewatering facility at this plant, that also processes the sludge from the 
East plant, is operating at about half capacity for lack of spare parts and timely 
maintenance. Moreover, inadequate maintenance accelerates the deterioration – 
reduction of the useful life – of existing infrastructure, which adds pressure on limited 
government budgets and resources for additional investments.  

 
 

 

                                                 
4  CDM (cited) 
5  Nathan Associates-Deloitte . Alexandria Water and Wastewater PSP Project. November 2002. 
6  CDM (cited) 
7  Nathan-Deloitte (cited) 
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3.   Main areas for policy consideration 
 
The consultants have identified six critical policy areas to promote the sector 
development goals enunciated in Decree 136 of 2004. This decree mandates that 
regulation of services should “encourage and enable service providers to achieve the 
highest standard of performance and to provide satisfactory quality and efficient services 
at reasonable prices to the consumer”. The six areas are: 
 
1.   Governance 
2. Pricing 
3. Personnel management 
4. Financial viability 
5. Private sector participation 
6. Regulation 
 
3.1  Governance   
 
The creation of the holding company provides both opportunities and challenges. The 
opportunity is to develop a coherent national policy to promote efficient and high 
standards of service throughout the country that are applied consistently, while realizing 
that there may be local differences and conditions that merit specific policy actions to 
meet them.  
 
The challenge is to: 
 
 Promote an active participation of local stakeholders in the decision making process. 

 
 Empower the public and the users through education campaigns to give them a better 

understanding of sector development challenges and issues (for example, need for 
cost recovery and water conservation). This empowerment will help further improve 
accountability of service providers.  

 
Suggested operational best practices could be applied by the holding company to improve 
service provision and make management of its subsidiaries accountable for results (see 
Box No. 1.) 

 

3 
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Box No. 1 
 

Water and Wastewater Holding Company  
 
International experience with holding companies, suggest some best practices, which
are conducive to good performance. These include: 
 
1. The Holding Company reaching agreement with its subsidiary on performance

targets but delegating the responsibility for financial and personnel management,
and planning and construction responsibilities to the local company. 
 

2. A long-term strategy (about 5 years) for each company to become financially
viable. This strategy aims at improving efficiency of operations and investments
(to reduce unnecessary costs), and increasing tariffs to reach full cost recovery
(operation, maintenance and capital expansions). 
 

3. Mechanisms to improve the dialogue with regional authorities to help prioritize
water and wastewater investments, as well as to coordinate with other local
infrastructure projects. 

 
4. Delegating responsibilities to the subsidiaries, particularly in areas such as

financial and personnel management, and planning and construction. 
 
5. A subsidy policy to ensure over time, universal access to services and the financial

viability of service providers. 

 

.2  Pricing of services 

here is wide consensus among policy makers that pricing of water and sanitation 
ervices should aim at reconciling four important objectives: 

. Promoting efficient use of all resources (economic objective) 

. Promoting financial viability of service providers (financial objective) 

. Ensuring that all inhabitants have access to adequate services (social objective); and 

. Ensuring that pricing policies are easy to understand by both policy makers and users 
and are consistently applied (transparency objective).  
 
 Economic objective. This concept implies charging the full cost to the economy 

related to the provision of services, including their impact on water resources and the 
environment. Its objective is to ensure the efficient use of water resources, and to 
promote water conservation. The economic cost is often understood as the long-term 

4 
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average incremental cost (AIC) of providing one additional unit of service (see Annex 
1). By definition AIC is a volumetric charge.  

 
 Financial objective. This objective seeks to ensure that service providers charge and 

collect from users, adequate revenues to cover all financial costs related to the 
provision of services. These include operating, maintenance and capital expansion 
costs, debt service obligations and taxes. Financial viability is a crucial goal to ensure 
the long-term sustainability of services. 

 
 Social objective. Given that water and sanitation services are vital to the welfare of 

all the population and to the tourism industry in the particular case of Alexandria, it is 
important to ensure that all the population, particularly the very poor, has access to 
basic services.  
 
The World Health Organization recommends that the very poor should not, in 
general, have to expend more than five percent or their income to have access to basic 
but satisfactory water and wastewater services8. One way to achieve this objective is 
through the use of cross subsidies in the tariff structure that provides below cost 
services to the very poor but demands higher-than-cost prices from other better-off 
users. To reach this objective, cross subsidies need to be substantially improved to 
focus them on the poor, as otherwise cost recovery objectives will not be reached. 

 
 Transparency objective. Service providers, either public of private, need to have a 

predictable tariff system that allows them to effectively plan the use of resources 
needed to maintain the quality of services and timely respond to the growth in 
demand. Equally important is the need for all users of services to understand how the 
pricing guidelines are applied; doing otherwise is likely to have a negative impact on 
the perception that users have of the service providers. 

 
These pricing objectives pose a challenge to policy makers as they often are in conflict 
requiring the assessment of trade-offs:  
 
 Economic and financial costs encompass different concepts and hence provide a 

different pricing answer. For instance, economists do not consider interests and taxes 
(transfer costs) as costs, while from a financial point of view they are considered. 
Economic costs also include the effects on the environment (externalities), but they 
are not considered financial costs unless they affect the finances of the utility.  

 
 A tariff based on economic or financial costs could be out of reach for the poorest 

families and hence, charging these costs could exclude them from services. 
 
 Last but not least, efforts made to provide subsidies within the tariff, often lead to a 

very complicated pricing structure, as it the case in Alexandria (Table 1).  

                                                 
8  Based on a poverty line of L.E. 500/famility per month, this recommendation translates into a monthly 
charge of L.E 25. Based on a basic consumption of 10m3/family, such family is now paying. L. E. 3.10 per 
month for water and sewerage services. 
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3.2.1  Current pricing practice in Alexandria 
 
Current practice in the pricing of services is not consistent with the above objectives:  
 
 First. Tariffs levels are below cost and do not promote the efficient use of resources 

(economic costs). Consultants have estimated the economic costs of water and 
wastewater services at L.E. 2.30 per m3 produced (Annex 1). In contrast, the average 
combined water and wastewater revenue in 2003 was L.E. 0.34 /m3 produced.  

 
 Second. Financial viability is not being achieved, as tariffs do not recover operational, 

maintenance costs and debt service (see Table 4 and Annex 1).  
 
 Third. The reliance on government subsidies to cover operational deficits particularly 

in AGOSD, and capital investments9 in AWGA and AGOSD acts as a strong 
disincentive to improve productivity and undermines any attempt to improve 
accountability and financial discipline.  

 
 Fourth. Social aspects are not fully met. A recent willingness to pay survey10 

indicates that not all have access to adequate service. In water, some 40,000 people 
(about 1%) do not have access to the service and 40 percent of the users complain 
about the quality of the services; in sanitation, the same survey indicates that some 
500,000 people (13%) do not have access to this service.   

 
 Fifth. The rationale of the present pricing and subsidy policy for different users is 

difficult to understand by the public and policy makers. Predictability is also weak, as 
there are not, at present, clear trigger mechanisms for reviewing tariffs. 

 
 
3.2.2  Subsidies 
 
There is ample room for improvement of the subsidies implicit in the existing tariff 
structure for water and sanitation services in Alexandria. Table 2 provides a snapshot of 
the present tariff structure and the level of subsidies: 

                                                 
9  Subsidies for capital investments include government loans at not market rates and conditions. 
10  PA-CH2MHILL. AWGA & AGOSD Willingness to pay survey results. Final report. April 2003 
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Table 1. Alexandria, tariff structure (January 2003) 
 

 
Customer category 

Water 
Tariff  a/ 
P.T./m3 

Wastewater 
surcharge a 

/ % 

Implicit unit 
subsidy11

P.T./m3 
Domestic     
o < 10 m3/month (minimum) 23 35 199 
o 11-30 m3/month 25 35 196 
o > 30 m3/month 35 35 183 
Building and const. 80 70 94 
Non domestic    
o Places of worship 42 35 173 
o Sport clubs 48 35 164 
o Clubs A-super 100 70 60 
Companies & enterprises    
o Small factories 70 70 111 
o Large factories 80 70 94 
Production & investment    
o Tourism industry, private 

hospitals 
115 70 35 

Distilled water 22 0 n.a. 
Flat rate Governorate 
housing 

   

o One bedroom 300/month 35 Undetermined 
o Two bedroom 360/month 35 “ 
o Three bedroom 480/month 35 “ 
o More than 3 br. 600/month 35 “ 
Government 65 70 120 
 
Average subsidy 
 

 
(average rate 34/m3) 

 
166 

a/ source: AWGA; n.a. not applicable.  
 
Under the present subsidy policy all users are being subsidized, albeit at different levels 
(Table 1). This extensive subsidy has at least three undesirable effects: 
 
 Undermines efforts to conserve water and thus promotes wasteful consumption (does 

not promote economic efficiency); 
 Undermines the financial viability of the two utilities; and 
 Reduces the resources available to increase coverage, to the detriment of the poorest 

segments of the population. 
 
                                                 
11  The unit subsidy is calculated as the difference between the economic cost of services (2.30/m3) and the 
price paid (indicated in the table). Refer to Annex 1 for economic cost estimates 
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In conclusion, the extended level of subsidies in Alexandria needs to be substantially 
revised to focus the subsidy on the poor; otherwise cost recovery and financial viability 
objectives will be in serious jeopardy. 
 
Pricing objectives will be reconciled to a large extent, by applying the following 
guidelines: 
 
 Distinguishing between average cost recovery (average tariff) and the way costs are 

allocated to different consumers (pricing structure). 
 Designing and implementing a binomial tariff system: a fixed charge plus a variable 

unit price applied to the volume consumed. In general the variable charge should be 
set equal to AIC (economic cost) and the fixed charge set at a level necessary to 
ensure financial viability of the service provider (if AIC is different from financial 
cost).  
 Ensuring that all have access to a basic service by providing a subsidy to a basic 

consumption (say 10 m3/month per family as it is now the case), and compensating 
for this subsidy through an additional charge (over full cost) to other users to maintain 
a desirable level of cost recovery.  All families should be required to pay a minimum 
for the basic service (World Health Organization suggests no more than 5% of family 
income).  

 
3.3  Personnel management 
 
The most notorious efficiency issue facing AWGA and AGOSD is their total work force, 
which in 2003 reached a level of about 9,600 (AWGA, 4,200 and AGOSD, 5,400) This 
level is high when compared with well performing utilities in other countries, as 
presented in Table 2.  

 
Table 2.  Staff productivity indicators12

 
Productivity indicator City 

Country 
YEAR 

Service 
provided 

Population 
served 

(million) 
 

Staff per 
(000)  

accounts 

Population 
served (000) 

per  staff 
AWGA (03) W 4.0 4 0.9 
AGOSD  (03) WW 3.4 6 0.6 
AWGA+AGOSD  (03) W & WW  10 a/ 0.4 
Santiago, Chile (01) W&WW 5.4 1.1 4.6 
Murcia, Spain (92) W 0.6 1.1 1.9 
Pusan, Korea (90) WW 3.7 1.7 12.9 
Singapore (94) W 2.8 n.d. 3.7 
USA (average 1999) W > 0.1 n.d. 1.9 
Notes: W=water supply; WW= wastewater; n.d. no data; a/ per (000) water accounts 
 

                                                 
12  Yepes, G. & Augusta Dianderas. Water and Wastewater Utilities. Indicators, 2nd edition. TWUWS. The 
World Bank, May 1996  

8 



Policy Statement 

The above indicators strongly suggest that staff productivity has ample room for 
improvement both in AWGA and AGOSD. A recent study13 indicates, for instance, that 
AGOSD could be operated with a staff of some 1,900 or 35% of the existing work force.  
 
The government understands the trade offs between efficiency of operations and social 
and labor concerns. Therefore a more adequate balance will be achieved in the medium to 
long term to minimize social disruptions. Toward this goal the government should 
consider taking the following actions:  
 
 First, in the short to medium-term improving the skill mix by increasing the 

percentage of professionals, and promoting a more balanced distribution of personnel 
across different departments by internal transfers. 
 Second, in the medium to long-term reducing the labor force to bring staff 

productivity within acceptable good practices.  
 
Another efficiency issue is the high level of water losses (physical and commercial) 
estimated at around 37% between 1999 and 200314. This level is the result of inadequate 
commercial practices (inadequate meters, meter reading and billing), as well as lack of 
infrastructure maintenance that contributes to leakage. Acceptable levels of water losses, 
in the range of 15-25% seem achievable by AWGA (less than 10% is acceptable practice 
in well run utilities in industrialized countries)15.  
 
3.4  Financial viability 
 
The financial performance of both AWGA and AGOSD has been analyzed from two 
different points of view.  The first focuses on the historical financial statements and 
considers the cash flows, and profits or losses of each one of the companies.  The second 
makes adjustments to the historical financial statements to take into account operational 
practices that affect the quality and sustainability of the services.  The conclusions of the 
analysis vary significantly between the two approaches. 
 
3.4.1 Historical financial statements 
 
During the period covered in this analysis (2001-2003) AWGA has done a good job in 
balancing its cash flows to service most its debts16 and to cover its cash operational 
expenditures. However, its collection effectiveness has room for improvement as it has 
varied from 46% (2001) to 55% (2002) and 46% (2003). This efficiency indicator has 
been calculated as total collection in the year divided by the sum of accounts receivable 
at the beginning of the year plus the billing in the same year.17   
                                                 
13  CH2MHill-OMI.  Workforce rightsizing in the Alexandria General Organization for Sanitary Drainage. 
May, 2003. 
14  USAID-AWGA. Financial and Statistical Facts, 2002 and AWGA sources. 
15  Yepes-Dianderas (Cited) 
16  Of an average yearly interest of L.E. 45 million, L.E. 13 million/year have been converted into long-
term debt between FY 2001 and FY 2003. 
17  Bill collection effectiveness as a percentage of the amount billed during the year was: 76% (2001); 
102% (2002) and 80% (2003). 
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AGOSD, on the other hand, has shown significant operational losses and cash deficits, 
which have been covered by subsidies in two forms: government contributions to cover 
current expenditures, and arrears on its debt with the National Investment Bank. AWGA 
and AGOSD have financed their investments with loans from the National Investment 
Bank.   
 
A summary of the income statement of AWGA and AGOSD and a combined income 
statement is presented in Table 3. 
 

Table 3. Combined AWGA and AGOSD 
Income Statement FY 03 

 
AWGA AGOSD Combined Concept 

  (L.E. Million) 
Operating revenues 233 42 276 
Operating expenses (excluding dep.) 147 61 209 
Operating profit before depreciation 86 (19) 67 
Depreciation 37 56 93 
   Operating profit 49 (75) (26) 
Interest 45 56 101 
   Profit before taxes 4 (131) (127) 
Income taxes 5 0 5 
   Net income (1) (131) (132) 

Note: Totals may not add because of rounding 
 
 
3.4.2 Adjusted financial statements 
 
Both AWGA and AGOSD have had insufficient funds to maintain and expand the 
infrastructure, so as to be able satisfy the demand for services in terms of both quality and 
quantity.  In fact, the CDM Master Plan (cited) indicates that “…it is clear that 
maintenance is being deferred”, and that “capital projects are not keeping up with 
increasing demand for water”.  This view is supported by the findings of the “Willingness 
to Pay Survey Results”18 which establishes that 40% of residents rate the service they 
receive from AWGA as poor or only fair.  The reasons for this rating include: insufficient 
water pressure; drinking water quality problems (taste, smell, color and sediments) and 
continuity of service.  For AGOSD, 13% of residents say they experience problems with 
the sewerage services.   

                                                 
18 PA - CH2MHILL (cited). 
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It is important to stress that the issues raised by the users are related to a large extent to 
the quality of operation, maintenance, rehabilitation, modernization and system 
expansion. Therefore, to assess the effort needed to provide and an adequate level of 
operation and maintenance, the consultants have prepared a pro-forma income statement 
for both AWGA and AGOSD assuming:  
 
 Improved maintenance (cost increase), to maintain over time the productive capacity 

of existing infrastructure.  
 Depreciation charges reflecting the replacement cost of the assets (cost increase)19; 

and 
 More efficient personnel policies (cost reduction). 

 
The suggested adjustments are presented in Table 4 (for assumptions see Annex 1). These 
adjustments translate into major changes in the profit and loss statements, as both AWGA 
and AGOSD would register significant losses at the current tariff levels. 
 

Table 4. AWGA and AGOSD Income Statement (2003) 
L.E. millions 

 
AWGA AGOSD Concept 

Historical Adjusted Historical Adjusted 
Total operating revenues (A) 233 233 42 42 
     
Operating expenses     

Salaries and benefits 58 35 46 23 
Energy 53 53 8 8 
Chemicals, fuel oil and lubricants 16 16 2 2 
Materials & subcontractors 14 68 4 36 
Administration 6 6 2 2 

Sub-total 147 178 62 71 
Depreciation 37 204 54 108 

Total operating expenses and depr. (B) 184 382 116 179 
Operating profit (deficit) (A – B) 49 (149) (74) (137) 

Interest 45 45 56 56 
Profit (loss) before income tax 4 (194) (129) (193) 
     
Notes: Totals may not add because of rounding 
 For assumptions see Annex 1 
                                                 
19 The book value of existing assets does not reflect its replacement value and thus depreciation charges in 
the financial statements are substantially below depreciation charges based on replacement value.  Tariffs 
that recover only depreciation based on book do not allow the company to generate enough funds to 
maintain the productive capacity of the infrastructure while at the same time generating funds for 
investment. 

11 
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The above table shows that AWGA’s billing was equivalent to 55% of the adjusted costs 
(operating expenses, depreciation and interest), while AGOSD covered only 18%. 
 
It is important for the government to develop a strategy to reach in the short to medium 
term a tariff objective to reflect financial requirements, which should include operational, 
rehabilitation and expansion costs, and debt service obligations. In the long-term and to 
promote an efficient use of resources, including water conservation, a pricing policy that 
reflects economic costs should be considered. Table 5 illustrates the level of effort 
necessary to reach either financial or economic objectives. 
 
 

Table 5. Comparison between tariffs and costs according to 
alternative definitions 

 
AWGA AGOSD Cost concept 

L.E. per m3 produced 
Economic 1.42 0.89 
Adjusted financial 2003 0.61 0.34 
Historical financial 2003 0.37 0.27 
   
Average tariff 0.29 0.05 

 
 
3.4.3 Long-term financing.  
 
The sector is capital intensive due to large and bulky investments with a long useful life. 
That is, the ratio of capital investments to annual revenues is perhaps the highest among 
all infrastructure sectors. Therefore, the government needs to promote the development of 
reliable long-term financing for the sector, while avoiding subsidized loans that distort 
capital markets, and government contributions that create undue fiscal pressures.  
 
 
3.5   Private sector participation 
 
As mandated by Presidential Decree 136, the regulatory system should “encourage and 
enable service providers to achieve the highest standard of performance and to provide 
satisfactory quality and efficient services at reasonable prices to the consumer”. To reach 
this goal it is necessary to ensure an efficient and sustainable operation and maintenance 
of the infrastructure, and financing of investment requirements to timely meet anticipated 
demand. Participation of the private sector should be conceived as a means towards 
achieving this objective and not and end to itself.  

12 
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Efficient and sustainable services. The private sector can bring know-how, and more 
agile management systems and decision-making processes that can positively contribute 
toward this goal. The pressure to increase tariffs will be offset to some extent by 
productivity gains in operations, improved billing and collection, and better maintenance. 
 
Financing. The private sector can provide not only the capital to expand services, but 
also ensure a more efficient use of existing infrastructure by avoiding needless 
redundancies and better timing of new infrastructure.  
 
As discussed in Report No. 1  “Main Policy Considerations”, there are many forms of 
private sector participation that can contribute to these objectives. These forms are 
summarized in Table 6. 

 
Table 6. Relevant Private Sector Participation Options 

 
Impact PSP contract form Main characteristics 

O&M Investments 
Service  Discrete interventions in 

operations 
Marginal Marginal 

Management  Responsibility for day to day 
operations 

Minimal 

Lease  Responsibility for operations and 
maintenance 

Moderate 

Concession  Responsibility for operations, 
maintenance and investments to 
meet demand 

Increa
es >>> 

s  

Large 

BOT/BOOs Discrete concession contracts, 
often limited to expansion of 
production capacity or waste 
treatment 

Marginal Limited to 
specific 
facility 

BOT: Build, Own and Transfer; BOO: Build, Own and Operate 
 

These forms of private sector participation have been considered by AWGA and 
AGOSD, and with the support of USAID have decided to analyze the following options:  
 

 
 AWGA. Delegating to a private operator the metering, billing and collection in a pilot 

area. This process has been initiated with the preparation of the necessary studies.  
 
 AGOSD. Delegating to a private operator the rehabilitation, operation and 

maintenance of the sludge dewatering and composting operations, and delegating to 
another operator the collection and safe disposal of septage. This process has been 
initiated with the preparation of the necessary studies. 
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In the long-term and based on the experience with these private operations, AWGA and 
AGOSD will consider more complex and encompassing contracts, such as lease or 
concessions, with the private sector. 
  
3.6  Regulation 
 
The regulator, as responsible for the protection of the interests of both service providers 
and users, should promote higher levels of efficiency in operations and investments and 
better customer relations. Toward these goals, it can make use of different and 
complementary instruments:  
 
 Command and control, or explicit directives to influence the behavior of sector 

companies. These directives should be carefully designed to set realistic targets in 
each of the main operational areas and should be reviewed and adjusted periodically. 
Quality of drinking water and wastewater discharge standards fall under this 
instrument.  
 
 Policy incentives, designed to achieve higher productivity and service standards. 

Local service agencies and staff should, if possible, benefit from productivity gains. 
A reasonable degree of autonomy in the management of cash generation by the 
service providers is an example of a policy incentive. 

  
 Benchmarking or competition by comparison. Transparent comparison and public 

awareness and access to performance indicators of utility performance can serve to 
promote a healthy competition among all utilities. Some special cases, such as the 
service companies of Cairo and Alexandria, because of their size, would benefit from 
comparison with utilities of similar size in countries with comparable level of 
economic development. 

 
 
 
 
 
 
 
 

14 



Policy Statement 

Annex 1 
Page 1 of 3 

 
Economic and financial cost estimates 

 
1.  Economic costs 
 
1.1  Capital costs 
 
Water  
 
The CDM study (cited) estimates investments in water supply from 2001-2022 at L.E. 
4,921 million (2000 prices) to serve an incremental population of 2.9 million over this 
period (from 4.0 served in 2001 to 6.9 -100% served): 
 

L.E. 3,354 million for Alexandria, and  
L.E. 1,567 million for the North Coast. 

 
The average incremental cost is therefore: 
 
4,921 /(6.9 – 4.0) ~ 1,700 L.E. per additional person served.  
 
Sanitary Drainage 
 
The Nathan-Deloitte study estimates investments in sanitation from 2002 to 2022 at L.E. 
3,337 million to serve an incremental population of 3.1 million in 2002 to 6.0 million in 
2022 – 100 % served)20,: 
 

L.E.    895 million for East West and South West Region, and 
L.E. 2,442 for Montazah –East Districts, Outer West and East/West regions 

 
The average incremental cost is therefore: 

3,337/ (6.0 – 3.1) ~ 1,150 L.E. per additional person served   
 

Therefore the total incremental cost per capita is about L.E. 2,850.  
 
Assuming an opportunity cost of 10%, the annualized per capita capital cost over 20 
years is then: 

Water ~:  L.E. 180 
Sanitary drainage ~ L. E. 120  

 
 

                                                 
20  AWGA serves several cities in addition to Alexandria, while AGOSD servers Alexandria only.  
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Adopting an average consumption of 290 lpcd (Master Plan –cited) and water losses of 
30%, the per capita production is ~ 150 m3/year1 and the average incremental capital cost 
per m3 produced is therefore: 
 

Water ~ L.E. 1.20/m3  
Sanitary drainage ~ L.E. 0.80/m3 
Combined services ~ L.E. 2.00/m3  

 
1.2  Operational and maintenance costs 
 
Water supply and wastewater operating costs, excluding depreciation, but including an 
allowance for better maintenance and higher personnel efficiency (see Table 4, main text) 
are estimated (2003) at L.E. 178 and 71 million/year for water and sanitary drainage 
services respectively. Water production in this year was 807 mM321.  
 
Therefore O&M economic costs are: 
 
 Water: L.E. 0.22/m3 produced 
 Sanitary drainage: L.E. 0.09/m3/produced 
 Combined services: L.E. 0.31/m3 produced   
 
Therefore, the estimated average incremental costs (AIC) are22: 
 

Water: 1.20 + 0.22 = L.E. 1.42/m3 produced 
Sanitary drainage: 0.80 + 0.09 = L.E. 0.89/m3 produced 
Combined services ~ L.E. 2.30/m3 produced.   

 
2.   Financial Costs. 
 
Consultant’s adjustments to the 2003 income statements to reflect good operating 
practices:  
 
AWGA 

a. Personnel reduction from 4,200 to 2,100, to achieve adequate efficiency levels. 
Salaries are reduced by 40% only to allow for realignment of skill mix. 

b. Materials and subcontractors (maintenance) estimated at 1% of replacement    
value of fixed assets. 
Total assets - L.E. 6,800 millions based on 4.0 million people served and an 
average incremental investment of ~ L.E. 1,700 per incremental person served 
(CDM Master Plan). 

c. Depreciation charges estimated at 3% of replacement value. 
                                                 
21 AWGA’s information 
22  AIC estimates do not take into account externalities such as possible environmental costs. 
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AGOSD 
a. Personnel reduction from 5,400 to 1,900 (Workforce rightsizing study –cited). 

Salaries are reduced by 50% only to allow for realignment of skill mix.  
b. Materials and subcontractors (maintenance) estimated at 1% of replacement value 

of fixed assets. 
 Total assets = L.E. 3,600 millions based on 3.1 million people served and an 

average investment of L.E. 1,151 per incremental person served (Nathan). 
c. Depreciation charges estimated at 3% of replacement value 

 The Water Master Plan23 states that “anticipated population growth in Alexandria 
and other cities will mean increased competition for water in the Nile and its canal 
system”.   

 
3.   Comparison between tariffs and costs according to alternative definitions 

 
AWGA AGOSD 

(L.E. per m3 produced) 
 

Cost concept 

Economic 
Partial Total Partial Total 

   Capital 1.20  0.80  
   Operation and maintenance 1/ 0.22  0.09  
Total average incremental cost  1.42  0.89 
Adjusted financial 2003     
   Operation and maintenance 2/ 0.22  0.09  
   Depreciation 2/ 0.25  0.13  
      Sub-total 0.47  0.22  
   Interest charges 2/ 0.06  0.07  
   Debt service (principal) 3/ 0.08  0.05  
       Sub-total 0.14  0.12  
Total adjusted financial 2003  0.61  0.34 
Accounting data 2003     
   Operation and maintenance 3/ 0.18  0.08  
   Depreciation 0.05  0.07  
      Sub-total 0.23  0.15  
   Interest charges 0.06  0.07  
   Debt service (principal) 0.08  0.05  
       Sub-total 0.14  0.12  
Historical financial 2003   00..3377    00..2277  

Average tariff 2003 
  

0.29 
  

0.05 
Notes: 
1/ For year 2003 (water production = 807mM3) 
2/ Refer to Table main text and comments on this annex. 
3/ Source: AWGA and AGOSD financial statements 

                                                 
23  CDM (cited). 
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