OFFICIAL USE ONLY
IDA/R2016-0010/2

February 5, 2016

Closing Date: Thursday, February 25, 2016
at6 p.m.

FROM: Vice President and Corporate Secretary

Democratic Republic of Congo - Urban Water Supply Project
Additional Financing and Restructuring

Corrigendum
[This cover replaces the version distributed earlier
with an incorrect closing date]

1. Attached is the President's Memorandum and Recommendation on a proposed additional grant
and restructuring to the Democratic Republic of Congo for the Urban Water Supply Project.

2. As explained in the MOP, there is an on-going INT investigation in the parent project. The region
is prepared to provide a technical briefing, if so requested by Executive Directors.

3. This operation is being processed on an absence-of-objection basis. An Executive Director may
submit a written statement, request a discussion, request an extension of the closing date, or register an
abstention or opposition on this proposal via the eCenter system. In the absence of any such request, or
objection from a majority of voting Executive Directors by the close of business on the Closing Date
noted above, the recommendation in the President's memorandum will be deemed approved and so
recorded, along with any abstention or opposition, in a subsequent set of minutes.

4. The Executive Directors last discussed the joint IDA/IFC/MIGA Country Assistance Strategy for
the Democratic Republic of Congo on May 9, 2013 (IDA/R2013-0092 [IFC/R2013-0106,
MIGA/R2013-0028]). The Chair Summary was distributed as (IDA/SU2013-0012, IFC/SU2013-0014,
MIGA/SU2013-0009]).

5. A detailed report entitled “Project Paper: Democratic Republic of Congo - Urban Water Supply
Project" is being distributed separately (IDA/R2016-0010/1).

6. Draft Legal Agreements for the project are available on request from the Corporate Secretariat’s
Board Resource Center by sending an email to e BRC @worldbank.org.

7. Questions on these documents should be referred to Mr. Bakalian (ext. 35319) or Mr. Fall
(Bamako: (5351+2254 / 225-2240-0400); email: mfall2@worldbank.org).

Distribution:
Executive Directors and Alternates
President
Bank Group Senior Management
Vice Presidents, Bank, IFC and MIGA
Directors and Department Heads, Bank, IFC and MIGA

This document has a restricted distribution and may be used by recipients only in the performance of their official duties. Its content:
may not otherwise be disclosed without World Bank Group authorization.






MEMORANDUM AND RECOMMENDATION OF
THE PRESIDENT OF THE
INTERNATIONAL DEVELOPMENT ASSOCIATION
TO THE EXECUTIVE DIRECTORS
ON A PROPOSED ADDITIONAL GRANT
TO THE DEMOCRATIC REPUBLIC OF CONGO FOR THE
URBAN WATER PROJECT

1. I submit for your approval (a) a proposed additional grant to the Democratic Republic of
Congo (DRC) in the amount of SDR119.8 million (US$166 million equivalent) for the Urban
Water Supply Project (Grant No. D1020) and (b) a restructuring of the original project (Grant No.
H4350 (referred to as the original project)). The grant is on standard IDA grant terms.

2. Project Objectives and Description. The revised project development objective (PDO)
is to increase access to sustainable water services in selected urban areas, and to improve the
operational performances and viability of the Implementing Entity. The proposed Additional
Financing (AF) will help finance the costs associated with scaled-up activities to enhance the
impact of a well-performing project. The proposal also includes a restructuring, which will involve
an extension of the project closing date, and revisions to the PDO and the Results Framework. The
AF would finance activities to maximize the development impact of the original project by: (a)
constructing water production, storage and pumping facilities and primary distribution networks
to enable the resumption of water service in areas where the service has been interrupted for a long
time; (b) providing access to water services through social water connections and standposts in
unserved areas; and (c) strengthening the sustainability of the water supply services and the
Implementing Entity (IE), through the continuation of private sector participation (PSP) in the
delivery of water services and support to rehabilitation through a services contract. Under this
contract, the services provider will help the IE to put in place financial, commercial and purchase
tools and procedures to improve governance and operational performances in the delivery of water
services. The AF will support studies and facilitate the sectoral dialogue to help the GoDRC pave
the way to deepen the sector reform to improve its efficiency.

3. Strategic Context. The proposed AF activities are fully aligned with the first and third
pillars of the Country Assistance Strategy for the Democratic Republic of Congo for the period
FY2013-FY2016 (Report No. 66158-ZR April 12, 2013) aiming at (a) increasing state
effectiveness and improving good governance; and (b) improving social services delivery and
increasing human development indicators. It is also in alignment with the gender cross-cutting
theme targeting a reduction in disparity in education and promoting gender sensitive inclusion in
policy and decision-making bodies at the local and community levels. The project would
contribute directly to the World Bank Group’s twin goals of eradicating poverty and fostering
prosperity shared more equally to the benefit of the poor as access to clean water and sanitation is
a key health determinant and the project will directly target underserved poor areas. The proposed
AF activities will help enable all population strata (namely poor people and unserved areas) to gain
affordable access to safe water by providing water connections at subsidized costs and by restoring
services in formerly served areas.

4. Key Issues. The proposed project is essential for improving the quality and reliability of
water services in the targeted cities (Kinshasa, Matadi, Lubumbashi and Kindu). The proposed AF
IS expected to contribute to reduce social tensions, which were exacerbated by the deterioration of



urban water services that persisted over decades. IDA’s presence in the water sector at a critical
time for deepening sectoral reforms would maintain the long-term partnership established with the
Government of the Democratic Republic of Congo and water stakeholders. IDA would thus
continue to play a catalytic role in helping to facilitate the reform process and improve governance
in the water sector. A new safeguard policy (OP/BP 7.50 (Projects on International Waterways))
is triggered by the construction of water production facilities in Kinshasa that will use water of the
Congo River. On July 7, 2015, the Government notified the riparian countries of the Congo River
of the details of the proposed AF, through the International Commission of the Congo-Ubangi-
Sangha Basin,

5. Risks. This is an overall high risk operation due to the high political and governance risk
environment in the country, which also negatively affects the collection of revenues and
jeopardizes the financial viability of the Implementing Entity. These risks would be mitigated by
(a) the continuation of implementation arrangements that proved to be efficient under the original
project; (b) support for promoting the sustainability of the water services provided through Private
Sector Participation (PSP); and (c) close monitoring of Implementing Entity’s performances and
viability.

6. INT. INT has an open investigation in the parent project (Grant Number H4350). The case
concerns allegations of fraud, corruption and collusion. Allegations INT was not able to
substantiate involved two senior project officials (allegations of corruption and collusion). INT
believes the allegations to be true, but was unable to find sufficient evidence. INT was able to
substantiate the fraud allegation (a company misrepresented its financial capacity); the company
has admitted the fraud and will be sanctioned. Given INT’s concerns regarding the two project
officials, following INT recommendations the World Bank team will exercise additional due
diligence regarding procurement in the project. The Region is prepared to provide a technical
briefing, if so requested by Executive Directors.

7. Recommendation. | am satisfied that the proposed additional grant and restructuring of
the original project (Grant No. H4350 (referred to as the original project)) would comply with the
Articles of Agreement of the Association and recommend that the Executive Directors approve it.

Jim Yong Kim
President

by Sri Mulyani Indrawati
Managing Director

Washington, D.C.
February 3, 2016

Regional Vice President: Makhtar Diop
Country Director: Ahmadou Moustapha Ndiaye
Senior Global Practice Director: Jennifer J. Sara
Practice Manager: Alexander Bakalian
Task Team Leader: Madio Fall
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l. Introduction

1. This Project Paper seeks the approval of the Executive Directors to (a) provide an
additional grant to the Democratic Republic of Congo (DRC) in the amount of SDR119.8 million
(US$166 million equivalent) for the Urban Water Supply Project (Grant No. D1020) and (b)
restructure the original project (UWSP, P091092, Grant No. H4350 (referred to as the original
project)).

2. The proposed Additional Financing (AF) will help finance the costs associated with
scaled-up activities to enhance the impact of a well-performing project. The proposal also
includes a Level 1 restructuring, which will involve an extension of the project closing date and a
revision of the project development objective (PDO) and the Results Framework.

3. The activities proposed to be funded under the AF are aligned with the current PDO to
increase sustainable access to water in selected urban areas and to improve the efficiency of the
Project Implementing Entity (Régie de Distribution d’Eau de la République Démocratique du
Congo, REGIDESO). The Government requested to add one city (Kindu) to the initial list of
targeted cities (Kinshasa, Lubumbashi and Matadi). The PDO will be slightly amended to clarify
the intrinsic linkage between the sustainability of the water services and the sustainability of the
utility that delivers them, as follows: to increase access to sustainable water services in selected
urban areas, and to improve the operational performances and viability of the Project
Implementing Entity. This change acknowledges that sustainability is related to many aspects:
the reliability and continuity of services at the consumer level is conditioned by the effectiveness
of REGIDESO’s technical and commercial management, and eventually by its financial
viability. The proposed AF triggers a new Safeguards policy, namely OP 7.50, Projects on
International Waterways, with respect to which the Government has taken appropriate actions.

4. The AF will enhance the impact of the original project by (a) providing access to
improved water services to approximately 1,395,000 additional people, increasing the project
outcome target by 116 percent; (b) improving equity and quality in the delivery of water
services to the urban population of the targeted cities through the rehabilitation and expansion
of the water facilities; and (c) improving the governance and operational performances of
REGIDESO through the extension of the ongoing arrangements for private sector participation
(PSP) in the delivery of services, the improvement of maintenance and staff productivity, and
effective and proactive monitoring of the quality of water services. An implementation period of
three years will be required to complete the proposed activities and achieve the PDO.

5. All activities will be financed entirely by the proposed additional grant. No co-funding,
from the Government, multilateral or bilateral agencies is foreseen.

I1. Background and Rationale for Additional Financing in the Amount of US$166 million
Country and Sector Context

6. DRC is one of the largest countries in Africa, with a population estimated at 75 million
in 2014, 40 percent of which lives in urban areas. The country is endowed with vast mineral
wealth and huge water resources, and has the potential to be one of the richest countries in the



African continent and a driver for African growth. However, decades of conflicts and bad
governance have left it chronically unstable, vulnerable, lacking infrastructure and social
services, and falling far short of its economic potential. As a result, DRC remains one of the
poorest countries in the world and was ranked 186 out of 187 countries in the 2014 Human
Development Index report and more than 63 percent of its population is considered poor. Since
2009, progress has been made through political and economic reforms. In July 2010, the country
met the Highly Indebted Poor Countries Completion Point, resulting in the reduction of its debt
stock by roughly US$12 billion. The economic reforms brought hyperinflation under control, and
laid the foundations for strong growth. In spite of a 2009 slowdown to 2.8 percent prompted by
the global financial crisis, the gross domestic product growth improved significantly starting in
2010 and has since remained solid at above seven percent. This performance was driven mainly
by the extractive industries’ strong performance. Public investments have also helped spur
growth. Inflation fell from 53.4 percent in 2009 to less than ten percent in 2010 and remained
around one percent since 2013. Since 2006, the country has been implementing a poverty
reduction strategy that was renewed in 2012.

7. Urban water services in DRC were severely affected by the country crisis and the
operational performance of REGIDESO declined considerably, due to the combined effects of
war, lack of investment and maintenance, and the suspension of aid. Water services totally
ceased to function in more than 30 of the 94 urban centers supplied by REGIDESO, and many
neighborhoods of the remainder, including the capital city, Kinshasa, faced long-lasting service
interruptions. The dearth of REGIDESO services led a number of communities to install
autonomous water networks, particularly in peri-urban areas of major cities, but those efforts
were insufficient to avoid the decline of the coverage rate of urban water supply (UWS) services,
which fell from 68 percent in 1990 to 35 percentin 2006. Whereas REGIDESO was in the 1980s
one of the best-performing African water utilities, later all its performance indicators (non-
revenue water [NRW], collection rate, and staff productivity) strongly deteriorated, half of the
service connections became inactive, and the water sales decreased markedly.

8. After the resumption of external assistance in 2001, the focus of support interventions
gradually shifted from emergency to development and sector reform. Many external partners,
including the African Development Bank (AfDB), the Arab Bank for the Economic
Development of Africa, Belgium, the European Union, France, Germany, Japan, the
Netherlands, the Republic of Korea, the United Kingdom, IDA', and various international non-
governmental organizations intervened to finance post-conflict activities to restore urban water
services in DRC. These interventions were implemented outside of REGIDESO by ad hoc
project implementation units (PIU), and often supported the development of community-
managed autonomous water networks. After 2006, the Government, through the Ministry of
Portfolio (MP) and the Steering Committee for the Reform of State-Owned Enterprises (Comité
de pilotage de la réforme des entreprises du portefeuille de I’Etat, COPIREP), developed a
strategy to revitalize and reform the most important public enterprises, including REGIDESO.
The Government requested further IDA assistance for restoring and developing urban water
services and helping implement a reform of the UWS sector. The reform envisioned the

! IDA financed the expansion of water production capacity in Kinshasa through the Emergency Multi-Sector
Rehabilitation and Reconstruction Project (P057296, approved on August 6, 2002), and urban water supply in peri-
urban areas with the Emergency Urban and Social Rehabilitation Project (P104497, approved on March 29, 2007).
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introduction of PSP in the management of services, which had to be preceded by the
corporatization and financial restructuring of REGIDESO, and accompanied by substantial
investments in the rehabilitation and expansion of urban water facilities. As the new IDA-
financed operation was prepared, a consensus emerged on the selection of the PSP option that
would be suitable to the country and sector context, namely a management contract (MC) and the
need to concentrate investments in the capital city, Kinshasa, and two major cities (Lubumbashi
and Matadi), which regrouped about 75 percent of REGIDESO’s activities.

Original Project Features and Performances

9. The IDA grant of SDR 127.5 million (US$190 million equivalent) for DRC UWSP was
approved on December 18, 20082 The Financing Agreement and the Project Agreement were
signed on January 19, 2009 and became effective on November 3, 2009. The above-mentioned
original PDO were to be achieved by (a) increasing access to water supply services, mainly
through household connections and standposts; (b) introducing PSP in the management of
services; (c) improving productivity; and (d) improving the financial and commercial
management and the financial position of REGIDESO. The project comprised two components:

= Component A: Improving and expanding water supply services in Kinshasa,
Lubumbashi and Matadi (US$101.6 million). This component, which is implemented by
REGIDESO through an internal PIU, comprises the following activities: (i) the
rehabilitation and expansion of production facilities in Lubumbashi and Matadi; (ii) the
rehabilitation of seven pumping stations (all cities); (iii) the rehabilitation of two water
storage tanks and the construction of three storage tanks in Lubumbashi; (iv) the
rehabilitation of about 650 km of distribution pipes and of 110,000 household
connections (all cities); (v) the construction of 41,000 household connections and 400
standposts (all cities); and (vi) the provision and installation of 275,000 water meters (all
cities).

= Component B: Support to sector reform, capacity building and improved governance
(US$88.4 million), including the financing of: (i) a MC with a private operator and
related audits; (ii) a repair, replacement and rehabilitation fund to be managed by the
private operator; (iii) a staff restructuring plan (SRP) for REGIDESO; (iv) a
communication program; (V) capacity building activities for sector actors®, including
support to gender mainstreaming, citizen engagement and project management; (vi)
public information campaigns, workshops and consultations with men and women to
improve governance in the water sector; (vii) a program for the reduction and control of
water consumption by public institutions (instances officielles, 10); (viii) sanitation
strategies and programs in Matadi and Lubumbashi; and (ix) monitoring and evaluation,
supervision of works and audits. The first and third sub-components are implemented by
the COPIREP and the other sub-components by REGIDESO through its PIU.

% The project was also supported by a PPIAF grant (TF-92105) in the amount of US$70,000, which was approved on
June 9, 2008 and closed on June 30, 2009.
® REGIDESO and its P1U, the ministry in charge of Water, the MP and the COPIREP.
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10. Following three years in problem-project status, the project was restructured (Level 2)
on July 18, 2012. The project experienced a slow start, with delays in producing detailed design
studies and bidding documents for works, as well as the safeguard documents required before

Box 1. The Services Contract

Under the SC, the services provider (SP): (a) fills in
senior management positions in REGIDESO (financial
director, human resources director and deputy director of
development and rehabilitation); (b) prepares a global
diagnostic study and action plan for improving
REGIDESO’s organization, and an FElectronic Data
Processing (EDP) Master Plan; (c) prepares action plans for
improving maintenance (production facilities, leakage
control and repair, planning of network and connections
renewal), commercial management (customer enumeration,
metering) and human resources management (assessment of
medium-term staff needs); and (d) provides training and
transfers know-how.

The SP (a joint venture of Sénégalaise des Eaux, the
Senegalese private operator, and its parent company,
ERANOVE) was selected after competitive bidding. The SC
was signed on December 27, 2012 and the SP team’s
intervention started in March 2013. An external auditor was
recruited by the COPIREP to monitor the execution of the
SC and the Performances Contract.

To date, the SP has: (a) proposed a new organization
chart that is being implemented; (b) upgraded REGIDESO’s
financial management and controls and its management
information system, and enabled the preparation of reliable
and comprehensive financial statements; (c¢) produced the
diagnostic study and helped REGIDESO procure an
enterprise resource planning (ERP) software to integrate all
functions; (d) prepared the above-mentioned action plans
and developed procedures; and (e) prepared rehabilitation
programs and assisted REGIDESO in implementing water
supply projects.

The restoration of an adequate level of REGIDESO’s
operating performances is now contingent on the effective
field implementation of the action plans and the continuation
of the SC beyond the current closing date of the original
project, with a particular focus on maintenance and customer

works execution. The project
also faced a major setback in
May 2010, when the bidding
for an MC failed to attract
professional  operators. In
April 2012, the disbursement
rate only amounted to 15.5
percent, whereas 63.7 percent
of the project life had lapsed.
The PIU and the COPIREP
worked actively with the
Bank team to accelerate
physical implementation and
explore new sector reform
options with the assistance of
consultants. ~ The  major
bottlenecks in the
implementation of the
infrastructure component
were removed in 2012 and it
was agreed to reproduce the
objectives and targets of the
MC in a performance contract
between the Government and
REGIDESO, whereas a three-
year Services Contract (SC)

will aim at  helping
REGIDESO to reach its
objectives under the

performance contract (see box
1 for a brief description of the
SC and its current outcome).

11.  The change of the PSP
option was formalized in the
July 2012 project
restructuring. The
restructuring also included a
streamlining of the Results
Framework, a reallocation of

grant proceeds and the postponement of the closing date from March 31, 2014 to December 31,
2015. Another Level 2 restructuring, including a further postponement of the closing date to
March 15, 2016 and a reallocation of funds was made on October 27, 2015 to align the closing
date with the contractual end of the SC.



12. The project has been rated “Satisfactory” and/or “Moderately Satisfactory” on both
Development Objective and the Implementation Progress since the July 2012 restructuring.
The following table lists all the outcome indicators and the intermediate indicators related to
access and REGIDESO’s operational performances, as reported by the PIU at the end of
November 2015.

Indicator Unit

Current Target

Baseline Comments

value

value

Outcome Indicators

People in urban areas provided with access to

137% of the end-of-project target

improved water sources under the project Number 0 1,653,000 1,205,000 (EOPT)
Percentage of annual REGIDESO operation
and maintenance (O&M) costs covered by % 88.0 101.2 104 97% of the EOPT
revenues
Selected Intermediate Indicators
Length of the secondary and tertiary water Kkm 0 785 651 121% of the EOPT
network constructed under the project
Improved community water points constructed 0
or rehabilitated under the project Number 0 405 400 101 % of the EOPT
- - 5 -
New plped household_wat(_er connections Number 0 42,382 41,000 103/_0 of the EOPT (ongoing
resulting from the project intervention activity)
NRW % 45 43 29 Limited progress
Inactive connections % 36 33 29 Ongoing activity
Metered water connections % 33 53 90 Ongoing activity
Collection rate % 73 67 97 No progress (unreliable baseline)
Staff per 1,000 active connections Number 17.7 11.3 9.6 Substantial reduction of staff,
. . % which, however, is not reflected in
Share of labor costs in operating costs 40 41 27 labor costs
3 -
Share of 10 in total billing % 42 22 20 Progress, but substantial payment

arrears

The DO rating endorsed the progress registered by the outcome indicators. The intermediate
indicators regarding REGIDESO’s performance, particularly the commercial indicators (NRW,
collection rate, metering and inactive connections) are still lagging. The completion of the
ongoing activities will substantially improve the metering ratio®.

13.  All grant funds are committed and the disbursement rate amounts to 97.4 percent. The
current status of all activities financed under the original project is given in the appendix to
annex 2. Procurement and financial management (FM) and environment and social safeguards
are rated Satisfactory. The project implementation complied with key covenants with regard to
safeguards, audits, reporting, and the specific covenants regarding the Staff Restructuring Plan
and the financial restructuring of REGIDESO.

Rationale for the Additional Financing

14, In requesting the AF, the Government was driven by three key considerations:

(a) The need for restoring and expanding access to urban water services, in the face of the
country’s ever-growing urbanization (more than 5 percent annually), and of the social

* As the pace of execution of these activities is accelerating, it is expected that a total of 47,000 social connections
will be constructed by March 15, 2016 and that the metering ratio will then amount to 60 percent.
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tensions arising from unmet expectations of improvement of living conditions (including
water supply) in the aftermath of war

(b) The recognition that efforts to improve REGIDESO’s performances have to be prolonged
to enable their impact to fully materialize, and that the improvement of the quality of
water services is a key factor of the social acceptability of the sector reform, including the
enforcement of sound billing and collection procedures

(c) The recognition that the achievements of the original project create opportunities to
enhance its development impact.

15.  The implementation performance record of the original project justifies scaling-up
activities to enhance the development impact of the project. The substantial progress registered
in increasing access to water services and the proven implementation capacity of the PIU open
opportunities to scale-up the ongoing social connections and standposts programs.

16.  The sustained improvement of REGIDESO performances will require an extension of
the PSP arrangements. To achieve significant improvements, the original project design relied
on a five-year MC, with a private partner vested in all management responsibilities, whereas the
SC, under which the SP has limited responsibilities, started in March 2013. To date, the SP has
upgraded the reliability and transparency of REGIDESO’s FM system and produced the SC
deliverables (diagnostic studies, the master plan and action plans). The continuation of services
will enable the implementation of the various action plans, all the more as sector actors agreed,
after a review of the perspectives of sector reform that took place in a July 2015 workshop, that
the SC remains the most realistic PSP option in the medium-term.

17. Improving the quality and availability of services is of prime importance for the social
acceptability of REGIDESO’s reform. The availability and quality of water services remain
problematic in many urban areas, which, for decades, have not received any service or an
intermittent and insufficient service at best, and the coexistence of aging and deteriorated
facilities with new ones hampers the technical operations of REGIDESO. The experience of
reforms in other African countries demonstrates that there is no example of utility performance
improvements in billing, collection and ultimately financial viability without improvement of the
quality of services and of customer satisfaction.

AF’s Response to Access, Sustainability and Social Challenges

18.  The AF will address the access challenges in the UWS sector that derives from the strong
urban population growth and the current conditions of water services by (i) creating additional
production capacity; (ii) eliminating bottlenecks in water storage and transmission; and (iii)
restoring services in areas deprived of water by the deteriorated conditions of their distribution
networks and the insufficient water pressure; and (iv) providing affordable access to services to
all population strata.

19.  The AF will help address the sustainability challenges facing REGIDESO through (i) the
continuation of PSP arrangements that will facilitate the implementation of the various action
plans prepared by the SP to improve REGIDESO’s management information system,
maintenance policies, customer management and human resources management; (ii) the



provision of funds for spot maintenance and repair activities; and (iii) supporting REGIDESO in
setting up real-time monitoring of its technical operations and obtaining feedback on the quality
of services. The scope of the SC will be modified to focus on the field implementation of the
action plans and in view of the findings of the external assessment of the contract that is being
prepared. A detailed presentation of the various facets of sustainability and how the AF activities
will address and monitor them is provided in paragraph 7 of annex 2.

20.  The AF will also seek to manage social tensions, promote social inclusion and foster
accountability through citizen engagement. In that respect, three major priorities are proposed for
the AF (a) increase the beneficiaries’ access to information regarding their rights and
responsibilities concerning their access to water; (b) develop beneficiary feedback mechanism
during project implementation, which is very relevant as the project has clearly identifiable
beneficiaries and provide the different types of beneficiaries — including marginalized groups and
women — the opportunity to voice their feedback; and (c) mitigate mistrust and foster the
accountability of REGIDESO and the local steering committees (LSCs) toward citizens through
enhanced transparency and interface for dialogues among the different stakeholders.

Summary Description of AF Activities

21.  The activities financed by the proposed AF will be consistent with the components of the
original project, as summarized below and as detailed in annex 2 and annex 3. The additional
activities are regrouped under the sub-components of the original project.

Component A. Improving and expanding water supply services (US$132.28 million). Under
this component, the AF will finance the following:
A.1 Kinshasa: the construction of a new water treatment plant (WTP) (capacity: 110,000
m® per day), the rehabilitation and expansion of water transmission, storage and
distribution facilities, the rehabilitation of 5,000 service connections, the construction of
25,000 social connections, and the supply of 140,000 water meters and ancillary
equipment
A.2_Lubumbashi: the rehabilitation and expansion of water pumping and distribution
facilities, the rehabilitation of 5,000 service connections and the construction of 15,000
social connections
A.3_Matadi: the rehabilitation and expansion of water production and distribution
facilities, the rehabilitation of 1,500 service connections and the construction of 5,000
social connections
A.4 Kindu: the construction of a new WTP (capacity: 500 m® per hour), the rehabilitation
and expansion of water transmission, storage and distribution facilities, and the
construction of 1,000 social connections and 50 standposts

Component B. Support to sector reform, capacity building and improved governance
(US$33.72 million). Under this component, the AF will finance the following:

B.1 Services Contract: three-year continuation of the SC and related audits

B.2 Repair, Replacement and Rehabilitation Fund: support to the rehabilitation of water
production and distribution facilities

B.3 Staff Improvement Plan: support to the development of the staff optimization plan
B.4 Communication Program: support to the implementation of the communication
action plan




B.5 Strengthening of Capacities: institutional support to the MP and the ministry in
charge of water; rehabilitation of training centers and support to training activities;
institutional, financial and technical studies for REGIDESO; assistance to the
implementation of REGIDESO’s EDP Master Plan; and support to project management
B.6 Improved Governance in the Water Sector: customer satisfaction surveys,
establishment of a call center in Kinshasa, and support to monitoring citizen engagement
B.7 Reduction and Control of Water Consumption (10): no additional activity

B.8 Sanitation Strategies: support to the definition of the institutional framework of the
urban sanitation sector

B.9 Monitoring and Evaluation (M&E), Works Supervision and Audits: support to the
implementation of the Environmental and Social Management Plan (ESMP) and to M&E,
impact evaluation studies, design studies and works supervision, and financial and
technical audits.

Consistency with the Country Assistance Strategy and Bank Poverty Goals

22.  The proposed AF is consistent with the Country Assistance Strategy (CAS). The current
CAS, covering the period FY13 — FY16, was adopted in April 2013 and aims to help the
Government address the challenges of stabilization and peace consolidation and assist in the
implementation of DRC’s second Poverty Reduction Strategy Paper. A Performance and
Learning Review has been prepared, which proposes to extend the CAS period to end-FY17 to
implement emerging World Bank Group activities and the remaining CAS deliveries and prepare
the Strategic Country Diagnostic that will inform the Country Partnership Framework in FY17.
The proposed activities are fully aligned with the first and third pillars of the CAS aiming
respectively at (a) increasing state effectiveness and improving good governance and (b)
improving social services delivery and increasing human development indicators. It is also in
alignment with the gender cross cutting theme targeting a reduction in disparity in education and
promoting gender sensitive inclusion in policy and decision-making bodies at the local and
community levels. The proposed AF activities will help enable all population strata to gain
affordable access to safe water by providing water connections at subsidized costs and by
restoring services in formerly served areas. The proposed AF will thus contribute to reduce
social tensions, which were exacerbated by the deterioration of urban water services that
persisted over decades.

23.  The AF is the preferred financing mechanism, because it will (a) capitalize on the
current effective implementation arrangements and the capacities of the existing PIU which have
generated satisfactory results under the ongoing project; (b) save time associated with the project
preparation process while maintaining the positive momentum of the results achieved to-date; (c)
complement the timely and effective interventions of other development partners; and (d) ensure
continuity of ongoing sector reforms together with sustained improvement of REGIDESO’s
performance through an extension of the ongoing PSP arrangements pending the adoption of a
new reform option.



I11. Proposed Changes

Summary of Proposed Changes

The changes associated with the AF and project restructuring comprise modifications to the original (a)
PDO formulation; (b) scope of activities; (c) Results Framework; and (d) closing date.

The PDO will be amended to clarify the linkage between the sustainability of water services and the
sustainability of the utility that delivers the services.

The proposed AF will finance activities to maximize the development impact of the original project by (i)
constructing water production, storage and pumping facilities and primary distribution networks to enable
the resumption of water service in areas where the service has been interrupted for a long time; (ii)
providing access to water services through social water connections and standposts in unserved areas; and
(iii) strengthening the sustainability of the water supply services and REGIDESO through the continuation
of REGIDESO’s SC, helping improve staff efficiency and support to rehabilitation.

A new safeguard policy (OP/BP 7.50 (Projects on International Waterways)) is triggered by the
construction of water production facilities in Kinshasa that will use water of the Congo River.

The Results Framework will be adjusted to take into account the impact of the proposed AF activities and
to streamline the list of indicators.

Change in Implementing Agency Yes[ ] No[X]
Change in Project's Development Objectives Yes[X] No[ ]
Change in Results Framework Yes[X] No[ ]
Change in Safeguard Policies Triggered Yes[X] No[ ]
Change of EA category Yes[ ] No[X]
Other Changes to Safeguards Yes[X] No[ ]
Change in Legal Covenants Yes[X] No[ ]
Change in Loan Closing Date(s) Yes[X] No[ ]
Cancellations Proposed Yes[ ] No[X]
Change in Disbursement Arrangements Yes[X] No[ ]
Reallocation between Disbursement Categories Yes[ ] No[X]
Change in Disbursement Estimates Yes[X] No[ ]
Change to Components and Cost Yes[X] No[ ]
Change in Institutional Arrangements Yes[ ] No[X]
Change in Financial Management Yes[ ] No[X]
Change in Procurement Yes[X] No[ ]




Change in Implementation Schedule
Other Change(s)

Yes[X] No[ ]
Yes[ ] No[X]

Development Objective/Results

Project’s Development Objectives
Original PDO

The PDO is to increase sustainable access to water in selected urban areas, and to improve the efficiency of
the Project Implementing Entity

Change in Project's Development Objectives

Explanation:

The PDO will be amended to clarify the linkage between the sustainability of water services and the
sustainability of the utility that delivers the services.

Proposed New PDO - Additional Financing (AF)

The revised PDO is to increase access to sustainable water services in selected urban areas, and to improve
the operational performances and viability of the Project Implementing Entity.

Change in Results Framework

Explanation:

The EOPT of several current outcome and output indicators will be adjusted to reflect the impact of AF
activities. In addition:

(a) new intermediate indicators will monitor citizen’s engagement, the increase of water production
capacity and the Government’s performance in paying the water bills of public institutions, which
is critical for the restoration of REGIDESO’s financial viability and

(b) the list of intermediate indicators will be streamlined to avoid redundancies and limit the number
of indicators

Compliance
Change in Safeguard Policies Triggered

Explanation:

In addition to the policies triggered under the parent project (OP/PB 4.01 and OP/PB 4.12), OP/BP 7.50
(Projects on International Waterways) would be triggered by the construction of water production facilities
in Kinshasa that would use water of the Congo River. On July 7, 2015, the Government accordingly
notified the riparian countries of the Congo River.

Current and Proposed Safeguard Policies
Triggered:

Current(from Current
Parent ISDS)

Proposed(from
Additional Financing
ISDS)

Environmental Assessment (OP) (BP 4.01) Yes Yes
Natural Habitats (OP) (BP 4.04) No No
Forests (OP) (BP 4.36) No No
Pest Management (OP 4.09) No No
Physical Cultural Resources (OP) (BP 4.11) No Yes
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Indigenous Peoples (OP) (BP 4.10) No No
Involuntary Resettlement (OP) (BP 4.12) Yes Yes
Safety of Dams (OP) (BP 4.37) No No
Projects on International Waterways (OP) (BP No Yes
7.50)

Projects in Disputed Areas (OP) (BP 7.60) No No

Covenants - Additional Financing ( DRC Urban Water Supply Project Additional Financing -

P155266 )
Source of Finance

Funds Agreement  Description of Covenants Date Due

Reference

No later than three months
from the Effective Date,
the Recipient shall: (a)
with support of COPIREP
Sch 2; Section execute the Services
IDA
Provider in accordance
with the provisions of
Section 11l of the Schedule
to the Project Agreement

The Recipient shall (a) no
later than twelve months
from the Effective Date
amend the Performance
Contract under terms and

Sch 2; Section conditions satisfactory to

I.C.3 the Association and
thereafter maintain at all
times during the
implementation of the
Project said Performance
Contract

IDA

I.C.1 Contract with the Services 2016

Recurrent Frequency Action

The Recipient shall no
later than three months
from the Effective Date
enter into a Settlement and
Payment Contract with the
Project Implementing
Entity under terms and
conditions satisfactory to
the Association and
thereafter maintain at all
times during the

Sch 2; Section

DA .C.4
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implementation of the
Project said Settlement and
Payment Contract.

Sch 2; Section

IDA 1.D.1

The Recipient shall: (a) no
later than twenty four
months from the Effective
Date, submit to the
Association the Tariffs
Structure and Costs
Recovery Plan; and (b)
promptly thereafter take all
necessary governmental
actions required for its due
implementation, including
all actions to be taken
within public
administrations and public
enterprises at the central or
local level, including its
publication and the
carrying out of a
communication strategy.

2018

May 31,

[] Revised

Sch 2; Section

DA IF.1

No later than one year
before the Closing Date,
the Recipient shall prepare
and submit to the
Association for its review,
the Urban Water Sector
Reform Plan and following
an exchange of views with
the Association, adopt said
plan thereafter within 6
months.

December
31, 2017

[] Revised

Conditions

Source of Fund

Name

Type

IDA

Subsidiary Agreement

Effectiveness

Description of Condition

The Subsidiary Agreement entered into between the Ministry of Finance of the Recipient and the Project
Implementing Entity has been amended, in accordance with terms and conditions satisfactory to the
Association, to cover the execution of the additional activities to be carried out under the Project.

Source of Fund

Name

Type

IDA

Subsidiary Agreement

Effectiveness

Description of Condition

The amendment to the Subsidiary Agreement has been duly authorized or ratified by the Recipient and
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the Project Implementing Entity and is legally binding upon the Recipient and the Project Implementing

Entity in accordance with its terms.

Risk

Risk Category Rating (H, S, M, L)
1. Political and Governance High
2. Macroeconomic Substantial
3. Sector Strategies and Policies Substantial
4. Technical Design of Project or Program Moderate
5. Institutional Capacity for Implementation and Sustainability Substantial
6. Fiduciary Substantial
7. Environment and Social Moderate
8. Stakeholders Substantial
9. Other
OVERALL High

Finance

Loan Closing Date - Additional Financing ( DRC Urban Water Supply Project Additional

Financing - P155266 )
Source of Funds

Proposed Additional Financing Loan Closing Date

IDA Grant

31-Dec-2018

Loan Closing Date(s) - Parent ( DRC Urban Water Supply Project - P091092)

Explanation:

The closing date of the original project will be modified to avoid interruptions in funding activities that will
continue under the AF, particularly the SC and project management and be aligned with the proposed

closing date of the AF.

Ln/Cr/TE Status Original Closing Current Closing Proposed Previous Closing
Date Date Closing Date  Date(s)
IDA- 31-Mar-2014, 31-
Effective 31-Mar-2014 15-Mar-2016 31-Dec-2018 Dec-2015, 15-Mar-
H4350
2016
TF-92105 Closed 30-Jun-2009 30-Jun-2009 28-Dec-2009

Change in Disbursement Arrangements

Explanation:

The original grant’s funds were allocated to five different disbursement categories, to which were attached
specific disbursement conditions. These conditions have been met and are no longer required under the AF.
The AF’s disbursement categories will thus be merged into a single category.
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A separate Designated Account will be established for the AF activities.
Change in Disbursement Estimates (including all sources of Financing)

Explanation:
To reflect the inclusion of the AF.
Expected Disbursements (in USD Million)(including all Sources of Financing)

Fiscal Year 2016 2017 2018 2019
Annual 180 55.00 70.00 51.00
Cumulative 180 235.00 305.00 356.00

Allocations - Additional Financing ( DRC Urban Water Supply Project Additional
Financing - P155266 )

Source of Allocation Disbursement %(Type
Fund Currency Category of Expenditure Total)

Proposed Proposed

(1) Goods, works and
consultants’ services,
IDA SDR Training and Operating 119,800,000.00 100.00
Costs under Parts A and B
of the Project

Total: 119,800,000.00
Components

Change to Components and Cost

Explanation:

The denomination of the project components will be modified to better reflect their purpose, and additional
activities will be introduced under the AF. The detailed description and costs of the additional activities are
given in Annexes 3 and 4. The cost of Components A and B will increase by US$132.28 million and
US$33.72 million, respectively, to reflect the additional activities.

Current Component Proposed Component Current Proposed .
Cost Action
Name Name (USSM) Cost (US$M)

Improvement and
expansion of water supply 125.57 257.85 Revised
services in targeted cities.

Water supply services in
major urban centers

Sector reform, capacity
building, improved
governance and project
management

Sector reform, capacity
building and improved
governance

64.43 98.15 Revised

Total: 190.00 356.00

Costs adjusted following the reallocations that were made in July 2012 and October 2015.

Other Change(s)
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Change in Procurement

Explanation:

The current Guidelines (“Guidelines: Procurement of Goods, Works and Non-Consulting Services under
IBRD Loans and IDA Credits & Grants by World Bank Borrowers”, dated January 2011 and revised July
2014, and “Guidelines: Selection and Employment of Consultants under IBRD Loans and IDA Credits &
Grants by World Bank Borrowers”, dated January 2011 and revised July 2014) will apply and replace the
Guidelines referred to in the FA of Grant H4350 (Guidelines dated May 2004 and revised October 2006).
An updated procurement plan, including updated thresholds for applicable procurement methods and prior
reviews, was agreed at negotiations.

Change in Implementation Schedule

Explanation:

Implementation schedule will be amended to reflect the additional activities for 2016-2018.
IV. Appraisal Summary

Economic and Financial Analysis

Explanation:

Economic Analysis

Rationale for Public Sector Intervention. All urban water sector actors agree that PSP is key to improving
the sector governance and the delivery of services. They also recognize that the country context and the
persisting challenges facing the restoration of adequate services strongly limit the sector’s attractiveness for
potential private partners, as demonstrated by the unsuccessful bidding of the MC. A pragmatic roadmap to
the sector reform, the implementation of which will be supported by the AF, was formulated during the July
2015 workshop. The roadmap contemplates (a) the continuation of the SC (focusing on commercial and
technical management) until 2018; (b) the updating of the performances contract; and (c) a review of
reform options beyond 2018, including the assessment of options of decentralization of the delivery of
services.

World Bank’s Value Added. The Bank’s dialogue with REGIDESO and the Government has been
instrumental in piloting the reform of the UWS sector under the original project. The Bank is now the sole
external partner helping REGIDESO to improve its operational performances and is in a position to help
DRC meet the challenges of the development of urban water services. Value added will also be high at the
implementation stage, with a Bank team highly knowledgeable about the sector challenges and the
supervision of large water investments.

Cost-Benefit Analysis. The cost-benefit analysis of the Project Appraisal Document (PAD) has been
updated to assess the economic internal rate of return (EIRR) and the net present value (NPV) of the overall
project (original project and AF). The PAD methodology remains the same, and the PAD assumptions have
been updated to reflect the outcome of actual implementation. Project benefits include the increased water
consumption, the consumer surplus accruing to beneficiaries shifting from other water sources to water
service connections or standposts, and the cost savings resulting from performance improvements. Project
costs include investment costs, incremental operating costs, and renewal costs. The results of the updated
analysis, together with the results of the PAD analysis of the original project, are summarized in table 2.

Table 2. Results of Economic Analysis
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Original Project Original Project and

i and Results AF (Updated
Results)
NPV @12%: uss M 132.0 20.9°
EIRR % 41.0 13.7

The results of the updated analysis are satisfactory. The lower value of the updated EIRR, compared to the
original project, is attributable to the fact that the original project contemplated a greater and swifter
reduction of REGIDESO’s operating costs under the MC than what has been currently achieved under the
SC. Cost savings identified in the PAD amounted to about half of the incremental benefits.

Financial Analysis

Financial Information. The SP’s involvement improved the transparency and reliability of REGIDESO’s
FM. The latter, which used to be overwhelmed by the uncontrolled power left to regional departments, was
unified and the revenue and expenditure flows are centralized and under control. Accounting now follows
the accounting system of the Organization for the Harmonization of Business Law in Africa
(SYSCOHADA), which is applied in most countries of West and Central Africa. The auditors gave a clean
opinion on 2014 financial statements. This substantial progress should be reinforced by the implementation
of the ERP software that was recently acquired by REGIDESO, which will enable full integration of FM
with the management of human resources, assets, customers and maintenance activities.

Financial Restructuring of REGIDESO. The financial restructuring of REGIDESO, including the inventory
of assets and liabilities and the compensation of cross-debts between REGIDESO, the Government and
other parastatals, was carried out under the corporatization process applied to public enterprises.
REGIDESO’s net equity and working capital have been restored, as shown in table 5.4 of annex 5.

Current Financial Situation. The operating results of REGIDESO have substantially improved since 2009
and particularly since the arrival of the SP, as shown in table 3.

Table 3. REGIDESO: Selected Financial Data and Indicators (CF Million)

Year 2009 2012 2013 2014

Operating revenues 121,336 138,273 141,864 162,884
Cash operating expenditures 161,883 120,250 127,436 130,146

o/w Labor costs 31,875 45,497 50,736 50,871
Operating costs 188,589 170,435 180,621 173,792
Operating loss -67,252 -32,162 -38,758 -10,908
Indicators:
Operating ratio 64.3% 81.1% 78.5% 93.7%
Customers receivables (months) 20.9 9.9 12.5 14.1

However, two important elements strongly hamper the restoration of REGIDESQO’s financial viability.
First, although the SRP was satisfactorily carried out and led to a reduction of the number of employees by
456 people, the financial benefits were largely offset by uncontrolled increases of the remaining staff’s
remuneration. Second, after the financial restructuring and the 2012 settlement of public arrears on water
bills, the Government annually paid less than 10 percent of its water bills. The public arrears amounted in
October 2015 to CF 84,881 M (equivalent to more than three years of public bills).

> For the sake of comparison, the discount rate is the rate used in the PAD analysis (12 percent). Using the current
recommended rate for sustainable development projects (6 percent), the NPV of the overall project (original project
and AF) will amount to US$226.8 million.
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Addressing Payment Arrears on Public Water Bills. Following instructions of the Prime Minister, the MP,
the Ministry of Finance and REGIDESO are currently working on the public arrears issue and are preparing
a Settlement and Payment Agreement (SPA) including (a) an exchange of cross-debts between REGIDESO
and the Government; (b) arrangements to settle the remaining balance of unpaid water bills; (c) the
reduction of beneficiaries of public water for domestic use; (d) an action plan to reduce wastage in public
water consumption; and (e) improved mechanisms for budgeting and paying current water consumption.

The AF will support actions to control REGIDESO’s staff costs and improve staff productivity. In addition,
the adoption and execution of the SPA will be monitored and covenanted in the FA.

Financial Perspectives. Pending the preparation of the financial model, REGIDESO carried out medium-
term financial forecasts, which are summarized in table 4.

Table 4 — Medium-Term Financial Forecasts: Selected Data and Indicators (CF Million)

Year 2015 2016 2017 2018

Operating revenues 162,151 196,588 211,820 236,555
Cash operating expenditures 142,927 158,065 168,976 178,517

o/w Staff costs 51,442 53,947 56,787 59,660
Operating costs 167,269 193,233 210,442 221,341
Operating income -5,117 3,355 1,378 15,215
Net income -8,188 1,198 209 9,197
Net cash -3,097 -4,096 -5,104 1,899
Indicators:
Operating ratio 96.9% 101.7% 100.7% 106.9%
Share of labor costs in cash
operating expenditures 36.0% 34.1% 33.6% 33.4%
Customers receivables (months): 175 114 10.7 10.7

The above results show (a) that REGIDESO will achieve financial equilibrium in 2018, with a positive net
cash position and full coverage of O&M costs and (b) a substantial improvement of the short-term assets
and liabilities, resulting from the improvement of commercial management and the SPA.

Technical Analysis

Explanation:

The water investment program supported by the AF originates from a priority investment program designed
by REGIDESO with the assistance of the SP to restore water services in critical areas of the targeted cities
and to maximize the impact of the facilities built under the original project. The proposed rehabilitation and
expansion of water production facilities, feeder pipes, storage and pumping facilities, and the rehabilitation
of distribution networks and service connections is designed to improve the quantity of water available to
existing customers and the quality of service. The proposed continuation of the social connections and
standposts programs will be carried out in parallel with the expansion of secondary and tertiary networks.
REGIDESO and the SP have demonstrated their capacity to implement these programs and manage
expansion works in close coordination with the identification of connection beneficiaries, which will be
facilitated by the results of the ongoing enumeration of REGIDESO customers. No major technical issues
are expected from the AF since technologies considered for water supply systems are proven and well
established.

Readiness. Activities scheduled in the first 18 months will be ready by the time of effectiveness. The design
study of the WTP in Kinshasa has been completed and a consultant is being selected to prepare the bidding
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documents. The detailed design studies of the Kinshasa rehabilitation investments are also available. The
design studies of the investments proposed in Lubumbashi, Matadi and Kindu are being prepared under the
financing of the original project.

Social Analysis (Gender and Citizen Engagement)

Explanation:

Social Inclusion. The project will continue to rely on pro-poor policies for developing access, including
social water connections and public standposts programs. In addition, the proposed AF will seek to reduce
the access bias within settlements where water services have been interrupted for a very long time,
particularly in the western part of Kinshasa.

Citizen Engagement. Specific communication programs have been developed at the local level to enhance
communication on the project’s results on the ground and REGIDESO is currently collecting exhaustive
opinions of the urban population on the quality and availability of water services, as part of the ongoing
customer satisfaction survey, which will help target social connection programs and water network
extensions. To mainstream citizen engagement, the AF will also comprise additional activities that will
ensure a voice for stakeholders through beneficiary feedback and increase accountability of the service
providers towards the beneficiaries. Citizen engagement will be monitored by (a) the percentage of
beneficiaries who know at least two of their responsibilities regarding their access to water (from the
beneficiary feedback through SMS), and (b) the percentage of satisfactory complaints resolution by
REGIDESO (from customer satisfaction surveys).

Gender. The AF will review current gender issues emerging from sex disaggregated beneficiary
assessments and provide training to REGIDESO staff on gender mainstreaming in utility operations and
policy. The quality assessment tools will be applied in a gender sensitive manner, which together with the
assessments, will allow the provider to understand the unique gender gaps, issues and priority responses for
the UWS sector.

Environmental Analysis (including Safeguards)

Explanation:

Environmental Impact. There are no significant or irreversible adverse impacts that are expected from the
implementation of activities that will be financed under the proposed AF. Most of the adverse
environmental and social impacts associated with these investments will be small-scale and site-specific.
Hence, they will be manageable at an acceptable level.

Safeguard Policies and Instruments. In addition to the policies triggered under the original project (OP/PB
4.01 and OP/BP 4.12), OP/BP 7.50 (Projects on International Waterways) will be triggered by the
construction of water production facilities in Kinshasa that will use water of the Congo River. On July 7,
2015, the Government therefore notified the riparian countries of the Congo River — through the
International Commission of the Congo-Ubangi-Sangha Basin — of the details of the proposed AF. The
existing safeguards documents have been updated to reflect the AF activities. The updated Environmental
and Social Management Framework (ESMF) was disclosed in country and at the Bank InfoShop on
December 9, 2015. The updated Resettlement Policy Framework (RPF) was disclosed in country on
December 8, 2015 and at the Bank InfoShop on December 9, 2015.

The framework approach was complied with during the original project’s implementation. Screening of
sub-projects took place to ensure proper identification and mitigation of any adverse impacts. In addition,
limited Environmental and Social Impact Assessments, Resettlement Action Plans were regularly
developed before the commencement of works on the ground. As the location of the new constructions are
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not yet determined, the framework approach will continue to apply under the AF. Whenever the preliminary
engineering studies are completed, an ESIA and a RAP will be prepared, submitted to the Bank for
approval and disclosed afterwards.

During the original project works’ phase, a monthly environmental and social report was regularly
produced by the PIU, which hosts two senior environmental specialists. Moreover, the Bank’s safeguard
specialists were part of supervision field missions to verify that the project was implemented in full
compliance with safeguard policies. These practices will continue during the AF.

Risk

Explanation:

The overall risk of the Project remains High, in view of the High Political and Governance risk
environment in DRC, which also negatively affects the collection of revenues generated by the water billed
to 10 and jeopardizes the financial viability of REGIDESO. The latter will be mitigated with a specific
covenant.

The risks at the project level have been re-assessed, in view of the implementation experience of the
original project and are as follows:

(@) Sector Strategies and Policies: Although the Government’s commitment to the sector reform
remains strong, the sector’s attractiveness for PSP options that would be more ambitious than the
current SC remains questionable, and the risks remain Substantial.

(b) Technical Design: The satisfactory outcome of the bidding of waterworks under the original project
demonstrated that there is an adequate level of competition for major contracts in DRC and that the
risk associated with technical design has decreased from Substantial to Moderate.

(c) Institutional Capacity for Implementation and Sustainability: Although the implementation
capacities have substantially increased, the risks related to sustainability remain Substantial and
will be mitigated by the continuation of the PSP arrangements.

(d) Fiduciary: The rating is improved from High to Substantial, in view of the satisfactory
implementation performance in procurement and FM.

(e) Environmental and Social: The execution of the ESMP has been satisfactory and the risk remains
Moderate.

(f) Stakeholders: This risk will remain Substantial, as long as customers do not perceive significant
improvements of the delivery and quality of water supply services.

V. World Bank Grievance Redress

Communities and individuals who believe that they are adversely affected by a World Bank
(WB) supported project may submit complaints to existing project-level grievance redress
mechanisms or the WB’s Grievance Redress Service (GRS). The GRS ensures that complaints
received are promptly reviewed in order to address project-related concerns. Project affected
communities and individuals may submit their complaint to the WB’s independent Inspection
Panel which determines whether harm occurred, or could occur, as a result of WB non-
compliance with its policies and procedures. Complaints may be submitted at any time after
concerns have been brought directly to the World Bank's attention, and Bank Management has
been given an opportunity to respond. For information on how to submit complaints to the World
Bank’s corporate Grievance Redress Service (GRS), please visit
http://www.worldbank.org/GRS. For information on how to submit complaints to the World
Bank Inspection Panel, please visit www.inspectionpanel.org.
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Annex 1. Revised Results Framework and Monitoring Indicators

A. Summary of Results Framework Changes

DRC: Urban Water Supply Project - Additional Financing (P155266)

Revisions to the Results Framework

Comments/
Rationale for Change

PDO

PAD

Current

Proposed

To increase sustainable access to
water in selected urban areas and to
improve the efficiency of the
Project Implementing Entity

To increase sustainable access to
water in selected urban areas and to
improve the efficiency of the
Project Implementing Entity

To increase access to sustainable
water services in selected urban
areas, and to improve the operational
performances and viability of the
Project Implementing Entity

The PDO is slightly amended to
clarify the intrinsic linkage
between the sustainability of the
water services and the
sustainability of the utility that
delivers them

PDO indicators

Current

Proposed change*

Percentage of population in the
targeted cities with access to potable
water.

People in urban areas provided with
access to “Improved Water
Sources” under the project

People provided with access to
“improved water sources” under
the project (number)

Change in the EOPT value: increased
from 1,205,000 to 2,600,000 people.

Outcome impact of the AF

Operating cost coverage ratio in
utilities targeted by the project

Operating cost coverage ratio in
utilities targeted by the project

No change

Intermediate Results indicato

rs

Current (PAD)

Proposed change*

Km of secondary and tertiary water
distribution network constructed.

Secondary and tertiary water
networks constructed

Change in the EOPT value: increased
from 651 km to 1,390 km

Impact of the AF activities

Number of additional functioning
stand posts.

Improved community water points
constructed or rehabilitated under
the project

Change in the EOPT value: increased
from 400 to 450 additional
community water points

Impact of the AF activities

Number of additional household
connections,

New piped household water
connections that are resulting from
the project intervention

Change in the EOPT value: increased
from 41,000 to 87,000 water
connections

Impact of the AF activities
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Revisions to the Results Framework

Comments/
Rationale for Change

Piped household water connections
that are benefiting from
rehabilitation works undertaken by
the project

No change

Direct project beneficiaries

Change in the EOPT value: increased
from 1,205,000 to 2,600,000 people

Outcome impact of the AF

Direct female project beneficiaries

Change in measurement: from
percentage to number

In accordance with definition of
core corporate indicator

(New) Citizen engagement:
Satisfactory complaints resolution by
REGIDESO

Introduction of core corporate
indicator

(New) Citizen engagement: Surveyed
beneficiaries who know at least two
of their responsibilities regarding
their access to water

Introduction of core corporate
indicator

A five-year Management

The Services Contract is bid for,

No change (contract extended

Contract, is t.)'d’ signed and under signed and under implementation No change under the AF)
implementation
Number of water utilities that the
N . No change
project is supporting
Number of other water service
providers that the project is No change

supporting

Preparation of water sanitation
strategies and program in project
cities

Preparation of sanitation strategies
and programs

Change in the EOPT value: increased
from3to4

Impact of the AF activities

Availability rate of production

No change
plants
Percentage of non-revenue water. Non-revenue water in targeted cities | No change
Rate of inactive connections per Inactive connections in targeted No chanae
city. cities 9
Metering rate per city Metered connections in targeted No change
cities
Bill collection rate from private Bill collection rate from private
. O L No change
connections. connections in targeted cities
Number of staff/1,000 active Number of staff per 1,000 active
No change

connections

connections
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Revisions to the Results Framework

Comments/
Rationale for Change

Rate of labor costs vs operational
costs.

Rate of labor costs vs operational
costs

Change of wording
Share of labor costs in O&M costs

Submission of previous years” audit
reports to clients by May 15 of
following year.

Submission of the previous year’s
audit reports to clients by May 15 of
the following year

No change

Public customers (“Instances
Officielles ) share in total water
billing.

Public customers (“Instances
Officielles ) share in total water
billing

Change of wording
Share of public institutions in total
billing

Continuation of the SC under the
AF

Proportion of volumes owed by 10
in total volumes owed

Proposed for deletion

To be dropped to limit the number
of indicators.

(New) Payment arrears on water bills
of 10

Monitoring of critical element of
sustainability, which is subject to a
financial covenant under the AF

Index of network losses

Dropped at project restructuring

Qualitative Staff Management,
including: (a) capacity building
strategy, (b) evaluation system for
managers, (c) reward and
recognition program, and

the ability to recruit and dismiss
staff

Dropped at project restructuring
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B. Revised Framework Matrix

o | = unitof garviseilhr;el I?rr()ongetses Cumulative Target Values Data Sourcel Responsibility
PDO Level Results Indicators g E Measure Prgject (November Frequency Methodology for Data
@ | ment 2015) 2016 2017 2018 Collection
People provided with access to No. connections x 30 +
“improved water resources” under | [X] | R | Number - 1,653,060 1,681,500 2,100,000 2,600,000 | Annually Nol standposts x 300 REGIDESO-IU
the project — urban (number) ' P
Operating cost coverage ratio in Audited financial
. t?" o tgrgete dby thg oroject 0| c | Percent | 880 101.2 102 103 104 Annually | Lot REGIDESO
tStatus codes: C=continued; D=dropped; N=new; R=revised
o | & | Unitof Baseline '?I_';)O%':ts‘: Vgt el zs Data Source/ Responsibility
Intermediate Results Indicators | S *E Measure | Original N b Frequency Methodol for Data
O &| ‘ment | project | (NOEWOET | 2016 | 2007 2018 ethodology Collection
New piped household water
connections that are resulting from | X]| R | Number - 42,382 52,000 70,000 87,000 Annually Progress reports REGIDESO-1U
the project intervention
Piped household water connections
fhat are benefiting fom. +—ren oy | B R | Number : 89,879 | 95000 | 105000 | 110,000 | Annually | Progress reports REGIDESO-IU
the project
Improved community water points
constructed or rehabilitated under X| R | Number - 405 405 405 450 Annually Progress reports REGIDESO-1U
the project
Secondary and tertiary water
networks constructed under the Ol Rr km - 785 785 1,000 1,390 Annually Progress reports REGIDESO-IU
project
Direct project beneficiaries X Number - 1,653,060 | 1,681,500 | 2,100,000 | 2,600,000 | Annually HO' connections X 30 + | pe i pESO-1U
0. standposts x 300
Direct female project beneficiaries X Number - 826,530 840,750 | 1,050,000 1,300,000 Annually Computed from above REGIDESO-IU
Citizen engagement: satisfactory Every 2 Customer satisfaction
complaints resolution by X| N Percent 26 - 36 36 56 yearsy surveys REGIDESO-1U
REGIDESO
Citizen engagement: surveyed XI| N Percent - - 35 55 75 Every six SMS Feedback REGIDESO-1U
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Unit of

Baseline

Progress

Target Values

Responsibility

o4—
[} w
Intermediate Results Indicators 8 E Measure | Original (,\-II; ?/eDniE)eer Frequency I?/I?ettic?gglzca for Data
Z| ment Project 2015) 2016 2017 2018 9y Collection
beneficiaries who know at least two months
of their responsibilities regarding
their access to water
Services cqntract is bld. for, signed C Y/N N v v v v Annually COPIREP
and under implementation
Number of water utilities that the c | Number i 1 1 1 1 Annuall
project is supporting y
Number of other water service
providers that the project is XI| € | Number - 0 0 0 0 Annually
supporting
Preparation of water sanitation
strategies and programs Ol Rr Number 1 3 3 3 4 Annually Progress reports REGIDESO-IU
Water production capacity installed | — 1\ | gy - 64,000 64,000 | 64,000 179,000 | Annually | Progress reports REGIDESO-1U
under the project
Auvailability rate of water REGIDESO activity aienEoIGIDESO
ity | c Percent 87.6 96 96 96 94 Annually reports and performance
production plants audit renorts performance
P auditors
Non-revenue water in targeted REGIDESO activity aRnEdGIDESO
- g Ol r Percent 45 43 40 35 29 Annually reports and performance
cities audit reports performance
P auditors
Inactive connections in targeted REGIDESO activity al@:anoIGIDESO
- 9 Ol R Percent 36 33 32 31 20 Annually reports and performance
cities audit reports performance
P auditors
Metered connections in targeted REGIDESO activity aRnEdGIDESO
.- g | c Percent 33 53 60 72 90 Annually reports and performance
cities audit reports performance
P auditors
Bill collection from private REGIDESO activity zl::nEdGIDESO
A private ]| C | Percent 73 67 80 97 97 Annually reports and performance
connections in targeted cities audit reports performance
P auditors
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Unit of

Baseline

Progress

Target Values

Responsibility

o4—
(<)) w
Intermediate Results Indicators 8 E Measure | Original (,\-II; ?/eDniE)eer Frequency I?/I?ettic?gglzca for Data
& | ment | Project 2015) 2016 2017 2018 gy Collection
. REGIDESO
REGIDESO activity
Nu_mber of staff per 1,000 O]l c Number 17.7 11.3 105 10.0 9.6 Annually reports and performance and
active connections - performance
audit reports .
auditors
REGIDESO activity aRn%GIDESO
Share of labor costs in O&M costs | []| C Percent 40 41 40 40 27 Annually reports and performance erformance
audit reports pert
auditors
Submission of previous year’s audit . . .
reports to clients by May 15 of | c Yes/No No Yes Yes Yes Yes Annually Audited financial REGIDESO
. statements
following year
REGIDESO activity ;%GIDESO
Share of 10 in total billing | c Percent 42 22 21 21 20 Annually reports and performance erformance
audit reports pert
auditors
Proportion of volumes consumed Ol o
by 10 in total water consumption
Payment arrears on water bills of Months of Audited financial
10 O N billing - 34.4 22.0 12.0 6.0 Annually statements REGIDESO

tStatus codes: C=continued; D=dropped; N=new; R=revised
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Annex 2: Detailed Description of Additional Activities

DRC: Urban Water Supply Project - Additional Financing (P155266)

1. This annex reviews how the existing challenges facing urban water services and the PDO
will be addressed by the proposed AF and then provides a detailed description of the activities
financed under the AF.

Access and Sustainability Challenges

2. Urban water services in DRC had been dramatically affected by the country crisis and the
operational performance of REGIDESO declined considerably from 1990 to 2009, due to the
combined effects of war, lack of investment and maintenance, and the suspension of aid. As a
result, the rate of water supply services coverage in urban areas fell from 68 percent in 1990 to
35 percent in 2006. The number of active connections and the volume of water sold decreased
markedly and all performance indicators (NRW, collection rate and staff productivity) strongly
deteriorated. In 2008, the original project aimed at addressing the most pressing challenges of the
UWS sector by focusing on the development of infrastructure in three target cities that
represented 75 percent of REGIDESO’s activities and by supporting the institutional reform of
the sector and the introduction of PSP.

3. The original project helped more than 1,650,000 people gain access to improved water
services and introduce PSP in the UWS sector with the SC signed in December 2012. Still, the
development and sustainability of water services faces enduring challenges:

e The strong urban population growth generates a water demand that quickly overcomes
the creation of additional supply capacity; water production deficits are compounded by
bottlenecks in water storage and transmission.

e The restoration of water service in areas where the service has been interrupted for a long
time requires investment expenditures that largely exceed REGIDESO’s capacities of
rehabilitation, particularly in Kinshasa.

e Even though the SC helped improve FM, the sustained improvement of REGIDESO’s
billing and collection performances is eventually contingent on customers’ perception of
improvements in the quality and quantity of services.

e A consensus has emerged on the fact that, in the medium-term, the UWS sector exhibits a
limited potential for PSP options that would be more ambitious than the current SC.

4. In 2015, the sector actors (REGIDESO, the COPIREP and the Government) agreed to
address the above challenges by

(a) Designing a priority investment program to (i) create additional production capacity; (ii)
eliminate bottlenecks; and (iii) restore services in areas deprived of water by the
deteriorated conditions of their distribution networks and the insufficient water pressure
and

(b) Supporting further improvements of the quality and sustainability of services by
(i) extending the duration of the SC and strengthening the effectiveness of the
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performance contract and (ii) restoring maintenance and rehabilitation capacities within
REGIDESO.

Relationship between Additional Activities, the PDO, and Challenges

5. In line with the PDO, the proposed AF will help scale up the results of the original
project in developing access to sustainable water services by (a) continuing to support programs
for constructing social water connections and public standposts, and by restoring services to
populations that were deprived of water and (b) supporting efforts to improve REGIDESO’s
operational performances and viability, particularly through the continuation of PSP
arrangements. The AF will also seek to manage social tensions, promote social inclusion, and
foster accountability through citizen engagement. The AF’s responses to these challenges are
discussed below.

6. Response to Access Challenges. The AF activities will address the above-mentioned
access challenges. Water services will be restored through the creation/rehabilitation of water
production facilities (in Kinshasa, Matadi and Kindu), and the elimination of bottlenecks in
storage, pumping and transmission (Kinshasa, Lubumbashi and Kindu). The construction of
water transmission mains will make the water produced by the recently built/rehabilitated
facilities available to the water distribution networks. The construction of additional water
storage tanks combined with new pumping stations will improve water pressure in the
distribution networks. The development of access will be pursued through the expansion of the
secondary and tertiary water distribution networks and the construction of social connections and
standposts in all targeted cities.

7. Response to Sustainability Challenges. The AF activities will also address the
sustainability challenges. Table 2.1 summarizes the various aspects of sustainability, the current
issues and how the AF will address and monitor them. The continuation of the SC will facilitate
the implementation of the various action plans prepared by the SP to improve REGIDESO’s
management information system, maintenance policies, commercial management and human
resources management. The scope of the SC will be amended to focus on the field
implementation of the action plans, and to take into account the SC’s external assessment that is
being prepared. The AF will make funds available for spot repairs and rehabilitation activities
that will be managed by the SP. In addition, the AF will help REGIDESO set up real-time
monitoring of its technical operations and obtain feedback on the quality of services.

Table 2.1. AF’s Response to Sustainability Challenges

Issues AF Response Monitoring

Client’s standpoint

Reliability and  Service interruptions,
continuity of  insufficient water quantity
service and water pressure

Percentage of inactive
connectionst
Additional production
capacity installedf
Progress reports
Defective service S Number of rehabilitated
. Rehabilitation programs .
connections connectionst
Inadequate response to
complaints

Increase of production
capacity and elimination of
bottlenecks in transmission,
storage and distribution

Establishment of call center Client satisfactiont
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Issues

AF Response

Monitoring

REGIDESO’s standpoint

Technical
sustainability

Inadequate maintenance
policies and procedures

Inadequate funding of
maintenance and repair
programs

Inadequate information on

Implementation of
maintenance action plan
prepared by the SP
Financing of Maintenance,
Repair and Rehabilitation
Fund

Establishment of call center

Reports on execution of
the SC

Fund disbursements

Client satisfaction

spot maintenance issues surveys
Customer
Management
Low billing efficiency Technical losses: NRW+
(technical and commercial Rehabilitation of distribution
water losses) networks
Installation of meters Metering ratio¥
Implementation of Reports on execution of
maintenance action plan the SC
Commercial losses: Reports on execution of
Implementation of customer  the SC
management action plan
prepared by the SP and of
ERP software
Low collection rate on Implementation of customer  Collection rate (private
private bills management action plan customers)t
Reports on execution of
the SC
Financial

sustainability

Low staff productivity and
excessive labor costs
Unpaid water bills of public
institutions

Implementation of staff
improvement plan
Financial covenant

Share of labor costs in
operating costst
Arrears on public water
billst

Operating ratiof

Note T Project’s monitoring indicator

8. Response to Social Challenges. The AF activities will help mainstream citizen

engagement by providing support to the following:

(a) The implementation of the communication action plan to increase the beneficiary’s
access to information regarding their rights and responsibilities concerning their

access to water

(b) The use of Text Message (SMS) to collect beneficiary feedback and give project
beneficiaries the opportunity to voice their opinions. This tool has been chosen for the
sake of anonymity and objectivity. Two types of surveys will be conducted to
measure the extent to which beneficiaries know their responsibilities regarding their

access to water and to collect the beneficiaries’ opinions
(c) The broader customer satisfaction surveys
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(d)

The dissemination of actions taken by the service providers in response to the
beneficiary feedback

The implementation of public consultations, particularly in the event of potential
economic loss or involuntary resettlements.

Detailed Project Activities

9.

The final selection of activities was completed during appraisal to fit the financial

envelope allocated to the AF.

Component A — Improvement and expansion of water supply services in targeted cities
(US$132.28 M). This component will comprise the following activities:

A. 1 Kinshasa — US$98.06 M:

(a) Restoration of water services in Kinshasa-West through (i) the construction of a
water treatment plant (capacity: 110,000 m® per day); (ii) the rehabilitation and
reinforcement of feeder pipes (length: 21 km; nominal diameter (DN) 250 to 800
mm); and (iii) the rehabilitation and expansion of distribution networks (230 km)
and the rehabilitation of 5,000 service connections

(b) Development of access with (i) the construction of distribution networks in
Kasavubu, Salongo North and South, and Makala/Elengesa; (ii) the
commissioning of the Makala water storage tank (12,000 m®); and (iii) the supply
and installation of 25,000 social connections

(c) Supply of materials for the installation of 155,000 water meters and supply of
master meters and 140,000 DN15-40 water meters

A. 2 Lubumbashi — US$18.30 M:

(a) Restoration of water services through (i) the rehabilitation of Kimilolo I and |1
pumping stations; (ii) the rehabilitation of distribution networks (115 km) and the
rehabilitation of 5,000 service connections in Cité de Karavia, Kamalondo,
Ruashi, Katuba | and 111, Kenya and Upemba

(b) Development of access through (i) the reinforcement and expansion of
distribution networks (300 km) in CRAA, Luano, Hewabora, Kamisepe, Kisanga,
Golf, Route Likasi/Péage, Joli Site, Kamasaka, Golf Tshiamalale, Kinsevere and
Kalebuka and (ii) the supply and installation of 15,000 social connections

A.3 Matadi — US$8.40 M:

(a) Restoration of water services through (i) the rehabilitation of the Fleuve WTP (ii)
the rehabilitation of distribution networks (45 km) and the rehabilitation of 1,500
service connections

(b) Development of access with the supply and installation of 5,000 social
connections

A.4 Kindu — US$7.52 M:
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(a) Restoration of water services through (i) the supply and installation of a water
treatment package unit with a capacity of 500 m® per hour and (ii) the construction
of a 1,000 m* elevated storage tank with connecting pipe

(b) Development of access through (i) the reinforcement and expansion of
distribution networks; (ii) the supply and installation of 1,000 social connections
and (i) the construction of 50 standposts and tertiary networks (50 km).

Component B — Support to sector reform, capacity building, improved governance and project
management (US$33.72 M). This component will comprise the following activities:
B.1 Services Contract and Performance Contract - (US$8.04 M:
(a) Three-year extension of the SC
(b) Semestrial audits of the SC and the performance contract over three years.

B.2 Repair, Replacement and Rehabilitation Fund - US$2.00 M: This sub-component
will provide funds for the purchase of equipment and materials required for maintenance,
repairs and replacement activities.

B.3 Staff Improvement Plan - US$0.60 M: this subcomponent will support the
implementation of REGIDESQ’s staff improvement plan.

B.4 Communication Program - US$1.50 M: this subcomponent will support the
implementation of REGIDESO’s communication action plan.

B.5 Institution Building and Strengthening of Capacities - US$13.86 M
(@) Institutional support to the MP and the Ministry of Energy and Water Resources

(b) Training support including the rehabilitation and equipment of REGIDESO
training centers (Kinshasa and Lubumbashi), and support to the implementation
of the annual training plans of REGIDESO

(c) Study of the next round of the sector reform, including the impact of
decentralization on the institutional framework

(d) Support to REGIDESO upgrading, including (i) assistance to the implementation
of the EDP Master Plan; (ii) preparation of a financial model of REGIDESO; and
(iii) a water tariff study

(e) Water supply master plan studies in four cities
(F) Miscellaneous technical studies (for the preparation of a follow-up project)
(9) Support to incremental operating costs and technical assistance for the COPIREP
(h) Support to operating costs and equipment of the P1U
B.6 Improved Governance in the Water Sector - US$1.43 M
(a) Customer satisfaction surveys
(b) Support to the installation of the operations control platform in Kinshasa
(c) Support to the monitoring of citizen engagement
B.7 Reduction and Control of Water Consumption (10): no additional activity

B.8 Sanitation Strategies - US$0.20 M: this subcomponent will finance a study of the
institutional framework of the urban sanitation sector.

30



B.9 Monitoring and Evaluation (M&E), Works Supervision and Audits - US$6.09
M:

(a) Support to the implementation of the ESMP

(b) Impact evaluation studies

(c) Support to M&E activities

(d) Design studies and supervision of works

(e) Technical and financial audits over 2016-2018 and at project completion.
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Appendix to Annex 2

Status of the Activities Financed under the Original Project

Project Costs (SDR M) Activity/Output Indicator from Current Status
SRLRCLERE Original Revised Current Ll
Allocation | Allocation | Disbursements
A.1 Kinshasa 57.70 83.69 83.90 | Construction of water production | Water production capacity
A.2 Lubumbashi facilities increased by 64,000 m®/day
A.3 Matadi Construction of 651 km of 785 km of pipes constructed
distribution pipes
Construction of 41,000 service 42,382 service connections and
connections and 400 standposts 405 standposts constructed
Rehabilitation of 110,000 service | 89,879 connections rehabilitated
connections
Supply of 275,000 water meters 275,000 meters supplied
B.1 Management 11.10 6.71 5.14 | Financing of a 5-year MC and 3-year Services Contract being
Contract related audits implemented (end of contract:
March 2016)
B2. Repair, 4.70 6.57 6.81 | Fund managed by the private All supplies completed, including
Replacement and operator chemicals, equipment and ERP
Rehabilitation software
Fund
B.3 Severance 21.00 8.35 8.10 | Design and implementation of SRP completed. Reduction of
Program REGIDESO’s Staff Retrenchment | 10% of REGIDESO staff (456
Plan (no quantitative target) employees)
B.4 17.50 21.31 19.75 | Strengthening of REGIDESO’s All activities have been
Communication communication team completed
Program Information campaigns on utility
governance and billing
Communication plan on hygiene,
health and HIV
B.5 Capacity Training of and technical All activities have been
Building for assistance to sector actors completed, excepted the tariff
Ministries, study and the financial modeling
REGIDESO and of REGIDESO
the COPIREP Procurement of equipment
Support to project management completed; recurrent activities
(operating costs, consultants and nearing completion
equipment for the PIU and the
COPIREP)
B.6 Improved REGIDESO website All activities have been

Governance in the
Water Sector

B.7
Implementation of
an Action Plan to
Reduce and
Control Water
Consumption by
Public Institutions
(10)

Customer satisfaction surveys

completed

Review and upgrading of
billing/payment procedures
Verification of eligible customers
Diagnostic studies and
rehabilitation of plumbing
installations of major consumers

All activities have been
completed, excepted the
rehabilitation works
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B.8 Sanitation
Studies

B.9 Monitoring
and Evaluation,
Supervision of
Works and Audits

Sanitation strategies and action
plans for Lubumbashi and Matadi

Two strategic sanitation plans
completed

All activities have been
implemented and are nearing
completion

Project 0.90 0.83 0.51

Preparation

Advance

Unallocated 14.60 0.04 0.00
127.50 127.50 124.21
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Annex 3: Detailed Costs of Additional Activities

DRC: Urban Water Supply Project - Additional Financing (P155266)

Unit

N° Component Quantity Unit Price To(tjgg;)st
(USD)
A IMPROVEMENT AND EXPANSION OF WATER SUPPLY 132281000
SERVICES IN TARGETED CITIES o
A.l Kinshasa Water Supply 98,056,000
1.1 Expansion of Water Production Capacity (110,000 m® per day) 47,200,000
111 Civil works for raw water intake 1] Lumpsum | 3,000,000 3,000,000
1.1.2 | Pier 1| Lumpsum [ 1,500,000 1,500,000
1.1.3 | Supply and installation of equipment for raw water intake 1| Lumpsum [ 2,500,000 2,500,000
114 Intake pipe DN 1400 2,500 Meter 1,500 3,750,000
1.15 Electric line intake 1] Lumpsum | 1,500,000 1,500,000
1.16 Site preparation and studies 1] Lumpsum | 2,000,000 2,000,000
1.1.7 Headworks and flash mixer 1] Lumpsum | 1,300,000 1,300,000
1.1.8 Clarifiers 1] Lumpsum | 5,000,000 5,000,000
1.19 Filters and treated water storage tank 1] Lumpsum | 7,000,000 7,000,000
1.1.10 | Pumping station (civil works and equipment) 1] Lumpsum | 3,000,000 3,000,000
1111 Stor_age, preparation and injection of chemicals (civil works and 1| Lumpsum | 3,000,000 3,000,000
equipment)
1.1.12 | Operations building 1] Lumpsum | 1,000,000 1,000,000
1.1.13 | Electric line (water treatment and pumping) 1| Lumpsum [ 2,000,000 2,000,000
1.1.14 | Ancillary works 1| Lumpsum | 2,000,000 2,000,000
1.1.15 | Disposal of wastewater and sludge 1| Lumpsum [ 4,500,000 4,500,000
1.1.16 [ Chlorination (civil works) 1| Lumpsum 700,000 700,000
1.1.17 | Chlorination (equipment) 1| Lumpsum 450,000 450,000
1.1.18 | Testing and operational start-up 1| Lumpsum [ 3,000,000 3,000,000
Rehabilitation and reinforcement of feeder pipes in Kinshasa-
12| West (21 km DN 250 to 800 mm) 11,746,000
1.2.1 Rehabilitation of DN 800 ductile cast iron (DCI) pipe Kikwit 2,000 Meter 800 1,600,000
1.2.2 Rehabilitation of DN 250 steel pipe Gombele-CNPP 1,100 Meter 350 385,000
123 Supply an(_j installation o_f DN 280 polyethylene high-density 1,300 Meter 170 221,000
(PEHD) pipe avenue Ndjoko
124 ﬁ/lugz:)y and installation of DN 900 DCI transmission pipe Ozone- 4,200 Meter 1,200 5,040,000
125 SL_JppIy gnd installation of DN 500 DCI transmission pipe Météo- 4,200 Meter 500 2,100,000
Djelo Binza
126 gg(i)nforcement and extension of primary network pipes DN 300 to 8,000 Meter 300 2,400,000
13 Rehz_;lbilitation e_md extension of distribution networks and 8,550,000
service connections
1.3.1 Secondary networks PEHD DN 110 to 280 30,000 Meter 90 2,700,000
1.3.2 Tertiary networks DN 63 to 90 200,000 Meter 20 4,000,000
1.3.3 Rehabilitation of service connections 5,000 Number 370 1,850,000
Supply and laying of PEHD pipes DE 75 to 210 with
1.4 connections to existing networks in Kasavubu, Salongo North 1| Lumpsum 800,000 800,000
and South, and Makala/Elengesa
1.5 Makala storage tank and pumping station 600,000
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Unit

N° Component Quantity Unit Price To(tSIISCD:;)St
(USD)
1.5.1 Commissioning of Makala storage tank (12,000 m®) 1| Lumpsum 600,000 600,000
1.6 Construction of social connections 9,250,000
1.6.1 Construction of social connections
1.6.1.a | Supplies 25,000 Number 300 7,500,000
1.6.1.b | Installation 25,000 Number 70 1,750,000
1.7 Materials for installation of 155,000 water meters 7,110,000
1.7.1 | Valves, fittings and anti-fraud equipment 155,000 Kit 40 6,200,000
1.7.2 Galvanized iron pipes 270,000 Meter 3 810,000
1.7.3 Tools 1] Lumpsum 100,000 100,000
1.8 Supply of water meters 5,100,000
1.8.1 DN 15 to 40 meters 140,000 Number 35 4,900,000
1.8.2 Master meters 400 Number 500 200,000
1.9 Meter Installation Program 7,700,000
19.1 Kits for rehabilitation of connections with meter installation 110,000 Number 70 7,700,000
A2 Lubumbashi Water Supply 18,300,000
2.1 Rehabilitation of pumping stations 1,100,000
2.1.1 Replacement of surge protection equipment at Kimilolo | 1] Lumpsum 100,000 100,000
2.1.2 Rehabilitation of Kimilolo 11 pumping station 1,000,000
2.1.2 a | Replacement of electrical and electro-mechanical equipment 1| Lumpsum 800,000 800,000
2.1.2 b | Rehabilitation of valves and fittings 1| Lumpsum 100,000 100,000
2.1.2 ¢ | Rehabilitation of surge protection equipment 1| Lumpsum 100,000 100,000
Rehabilitation of distribution networks and service connections
2.2 at Cité de Karavia, Kamalondo, Ruashi, Katuba I and 111, 4,450,000
Kenya and Upemba
2.2.1 Secondary networks PEHD DN 110 to 280 15,000 Meter 40 600,000
2.2.2 Tertiary networks DN 63 to 90 100,000 Meter 20 2,000,000
2.2.3 Rehabilitation of service connections 5,000 Number 370 1,850,000
Rehabilitation and extension of distribution networks at
23 CRAA, Luano, Hewabora, Kamisepe, Kisanga, Golf, Route 7 200.000
' Likasi/Péage, Joli Site, Kamasaka, Golf Tshiamalale, A
Kinsevere and Kalebuka
2.3.1 Secondary networks PEHD DN 110 to 280 60,000 Meter 40 2,400,000
2.3.2 Tertiary networks DN 63 to 90 240,000 Meter 20 4,800,000
2.4 Construction of social connections 5,550,000
2.4.1 Construction of social connections 15,000 Number 370 5,550,000
A.3 Matadi Water Supply 8,405,000
3.1 Rehabilitation of the Fleuve WTP 11 Lumpsum | 1,800,000 1,800,000
3.2 Construction of social connections 1,850,000
3.2.1 Construction of social connections 5,000 Number 370 1,850,000
33 Rehz_;lbilitation e_md extension of distribution networks and 4,755,000
service connections
3.3.1 Secondary networks PEHD DN 110 to 280 15,000 Meter 130 1,950,000
3.3.2 Tertiary networks DN 63 to 90 30,000 Meter 75 2,250,000
3.3.3 Rehabilitation of service connections 1,500 Number 370 555,000
A4 Kindu Water Supply 7,520,000
4.1 Expansion of Water Production Capacity 3,000,000
41.1 Water intake 1 Number 500,000 500,000
4.1.2 | Supply and installation of a water treatment package unit (500 m* 1 Number 2,000,000 2,000,000
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Unit

N° Component Quantity Unit Price To(tSIISCD:;)St
(USD)
per hour)
413 SCigtniztr:uction of a 250 m® water storage tank and of a pumping 1 Number 200,000 200,000
4.1.4 | Supply and installation of 300 kVA diesel generators 2 Number 150,000 300,000
49 Supply and laying of a discharge pipe and construction of an 2,500,000
elevated storage tank
4.2.1 Discharge pipe DN 350 5,000 Meter 300 1,500,000
4.2.2 Water storage tank 1,000 m® 11 Lumpsum | 1,000,000 1,000,000
Rehabilitation and extension of distribution network and
4.3 : . . 2,020,000
construction of service connections and standposts
43.1 Rehabilitation and extension of the distribution network 1 500,000 500,000
4.3.2 Construction of social connections 1,000 Number 370 370,000
4.3.3 | Construction and equipment of standposts 50 Number 3,000 150,000
4.3.4 | Tertiary distribution pipes for standposts 50,000 Meter 20 1,000,000
SUPPORT TO SECTOR REFORM, CAPACITY BUILDING,
B IMPROVED GOVERNANCE AND PROJECT 33,719,000
MANAGEMENT
B.1 Services Contract and Performance Contract 8,040,000
1.1 Extension of Services Contract 3 Year 2,500,000 7,500,000
19 Technical and financial audits of Services Contract and 3 Year 180,000 540,000
Performance Contract
B.2 Repair, Replacement and Rehabilitation Fund 2,000,000
B.3 Staff Improvement Plan 600,000
31 Slt;r(]iy of the implementation of REGIDESO’s staff improvement 1| Lump sum 600,000 600,000
B.4 Communication Program 1,500,000
4.1 Support to the implementation of the communication action plan 1| Lumpsum [ 1,500,000 1,500,000
B.5 Capacity Building and Project Management 13,860,000
51 Institutional support to the Ministry of Portfolio and the Ministry 1| Lumpsum 300,000 300,000
of Energy and Water Resources
59 Re_habilitation and equipm(_ent of REGIDESO training centers 1| Lumpsum 500,000 500,000
(Kinshasa and Lubumbashi)
5.3 Support to the implementation of the training plans 3 Number 300,000 900,000
5.4 Financial model of REGIDESO 1] Lumpsum 200,000 200,000
5.5 Water tariff study 1] Lumpsum 500,000 500,000
5.6 Master plan studies in four cities 4 Number 300,000 1,200,000
5.7 Study of the next round of sector institutional reform 1] Lumpsum 600,000 600,000
5.8 Assistance to the implementation of the EDP Master Plan 1| Lumpsum 500,000 500,000
5.9 Miscellaneous technical studies (follow-up project) 1 Number 1,500,000 1,500,000
5.10 Operating costs of the COPIREP 3 Number 120,000 360,000
5.11 Technical assistance for the COPIREP 3 Number 50,000 150,000
5.12 Operating costs of the PIU 3 Number 2,300,000 6,900,000
5.13 Equipment for the PIU 250,000
B.6 Improved Governance in the Water Sector 1,429,000
6.1 Customer satisfaction surveys 2 Number 250,000 500,000
6.2 SL_Jpport to the installation of the operations control platform in 1| Lump sum 500,000 500,000
Kinshasa
6.3 Citizen engagement activities 1| Lumpsum 429,000 429,000
B.7 Reduction and Control of Water Consumption (10) 0
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Unit

N° Component Quantity Unit Price To(tSIISCD:;)St
(USD)
Memorandum ltem

B.8 Sanitation Strategies and Programs 200,000
8.1 Study of institutional framework of the urban sanitation sector 200,000
B.9 M&E, Supervision of Works and Audits 6,090,000
9.1 Support to the implementation of the ESMP 1| Lumpsum 500,000 500,000
9.2 Impact evaluation studies (UWSP and AF) 2 Number 150,000 300,000
9.3 Support to M&E 1| Lumpsum 50,000 50,000
9.4 Design studies and works supervision 4,800,000
9.5 Technical audits 2 Number 100,000 200,000
9.6 Financial audits 3 Number 80,000 240,000
TOTAL 166,000,000
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Annex 4: Implementation Arrangements
DRC: Urban Water Supply Project - Additional Financing (P155266)

1. The implementation arrangements under the AF will remain unchanged. The
following gives an update on the existing implementation arrangements, and provides updated
information on fiduciary aspects and monitoring and evaluation.

2. REGIDESO’s PIU will remain responsible for general coordination, financial
management, planning and reporting activities, and monitoring of the execution of the ESMP.
The COPIREP will continue to implement activities related to the institutional reform (including
the SC) and to the optimization of REGIDESO’s staff, under the agreement signed between the
COPIREP and REGIDESO. The implementing and coordinating performance of the PIU was
satisfactory under the original project. The Project Implementation Manual was updated and
approved by the Bank on December 15, 2015 to include the new activities under the AF.

3. PIU Staffing. The PIU was previously responsible for implementing both the original
project and a parallel AfDB-financed project. The latter closed in June 2015 and a new PIU’s
organization chart and staffing plan were proposed during the pre-appraisal mission to adjust to
the AF workload (see appendix to this annex). The staffing plan was finalized and agreed upon at
appraisal.

4. Oversight. The Interministerial Steering Committee set up under the original project will
continue to make overall decisions on project implementation as well as review the annual
program of project’s activities, review progress made on a regular basis, and assess the quality of
project implementation. The implementation of the AF will also rely on the Local Steering
Committees (LSCs) that were set up in each target city to oversee day-to-day project
implementation and provide feedback at the local level. An LSC will be created in Kindu®. The
Government will ensure that both the Interministerial Steering Committee and the LSCs include
women as members.

5. Financial Management. The current FM system will be maintained throughout the
implementation of the project. The project has submitted on time the quarterly unaudited Interim
Financial Reports (IFRs) as well as the annual audit reports which were certified by the auditor.
It is expected that these reports will continue to be submitted on time for the new additional
funds. The project’s accounting software and the format of the IFR of the original project have
been updated to include the new elements introduced under the AF.

6. Disbursement arrangements. The original grant’s funds were allocated to five different
disbursement categories, to which were attached specific disbursement conditions. These
conditions have been met and are no longer required under the AF. The AF’s disbursement
categories would thus be merged into a single category.

® The LSCs comprise representatives of the beneficiary provinces and cities, REGIDESO, Ministries of Energy,
Finance, Budget, and Planning, and representatives of local groups.
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7. The grant would finance 100 percent of eligible expenditures. A new designated account
(DA) will be established in a commercial bank acceptable to IDA. The ceiling of the DA will be
set at US$ 14.5 million, which represents six months of forecasted project expenditures to be
paid from the DA. Advances to the DA will be made against withdrawal applications supported
by Statements of Expenditures and other documents as specified in the Disbursement Letter. All
supporting documents will be retained by the project team and readily accessible for review by
periodic IDA implementation support missions and external auditors. The current disbursement
methods (Advance, Reimbursement, Direct Payment and Special Commitment) will continue to
be used under this additional financing. The option to disburse against submission of quarterly
unaudited IFRs could be considered at any time subject to both the quality and timeliness of the
IFRs submitted to the Bank, as well as the overall FM arrangements as assessed in due course. In
this case, the DA ceiling would be equal to the cash forecast for two quarters as provided in the
quarterly unaudited IFRs.

8. Procurement. The procurement arrangements of the original project will continue to
apply as follows:

e The PIU will manage the procurement of all activities under Component A (Water
Supply and Sanitation Infrastructure).

e The COPIREP will continue to manage the procurement of activities related to sub-
component B1 (Institutional Reform) and B3 (Staff Optimization); the PIU will manage
the procurement of all other activities under Component B.

9. The Procurement Plan of the AF has been prepared on the basis of the current Guidelines
and was reviewed during project appraisal and agreed at negotiations.

10. Monitoring and Evaluation. The M&E arrangements of the original project will continue
to apply. REGIDESO’s management information system improved markedly under the original
project, as more reliable data were produced by the SP and were further checked and validated
by the technical auditor.
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Appendix to Annex 4
PIU: Organization Chart and Staffing Plan

Coordination
1 Project Coordinator

Internal Audit
1 Internal Auditor

Procurement Safeguards Operations

Administrative Monitoring and

and Financial Evaluation 1 International 1 Environmental 2 Engineers
o g
Management Specialist Specialist

1 Manager 1 National Specialist 1 Social Specialist

1 Accountant
1 Treasurer
1 Administrative Officer
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Annex 5: Updated Economic and Financial Analysis
DRC: Urban Water Supply Project - Additional Financing (P155266)

1. The Economic Analysis section of this annex aims to update the cost-benefit analysis
carried out for the original project by taking into account (a) the actual implementation, to date,
of the original project and (b) the impact of the activities proposed in the AF.

2. The Financial Analysis section aims to (a) assess the outcome of the original project with
regard to the FM of REGIDESO and its financial situation and (b) assess the impact of the AF’s
activities on the financial position of REGIDESO.

3. These assessments show that (a) the original project and the AF generate satisfactory
EIRRs, even though all the cost savings expected from the sector reform as contemplated in the
PAD have not yet materialized; (b) REGIDESO’s financial restructuring has been completed and
the reliability of its FM has substantially improved; and (c) independently of the improvement of
operational performances, the restoration of REGIDESO’s financial viability is contingent on the
Government’s commitment to effectively comply with its obligation to pay the water bills of
public users.

Economic Analysis

4. Methodology and Scope. The cost-benefit analysis has been updated to assess the EIRR
and the NPV of all activities carried out under the original project and the proposed AF. The
PAD methodology remains the same. Project benefits include the increased water consumption,
the consumer surplus accruing to beneficiaries shifting from other water sources to water service
connections or standposts, and cost savings that result from the improvement of operational
performances. Project costs include capital costs (100 percent of the costs of activities under the
original project and the AF), incremental operating costs (energy and chemicals costs,
commercial costs linked to the new customers and maintenance costs) and renewal costs.

5. Update of Basic Assumptions. The basic assumptions of the PAD are updated to reflect
the outcome of the parent project with regard to the current values of per capita consumption,
average water revenues (for REGIDESO) and prices (at the consumer level), and operating costs,
as in table 5.1.

Table 5.1 — Water Consumption, Prices and Operating Costs

Water Consumption and Prices

No. of People  Consumption ARG Average Price
Served (Ipcd) Revenue (CF/m’)
(CF/m®)
With project
Ordinary connections 665
Social connections 30 40 458 458
Standposts 300 15 266 500
Without project
Standposts 15 500
Vendors 10 1000
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Operating Costs

Kinshasa Lubumbashi Matadi Kindu
Energy consumption
kWh/m? produced 0.405 0.304 1.000 0.437
CF/m? produced 63.6 47.7 156.9 68.6
Chemicals
CF/m? produced 15.7 5.0 24.3 14.4
Commercial costs CF 6,000/connection
Maintenance costs 0.5% of capital costs
Source: REGIDESO/SP and Bank estimates
6. Table 5.2 shows that the actual operating performances of REGIDESO are also

significantly different from the PAD assumptions. The latter were based on the expectation that
the MC would be effective in 2010 and would enable a swift improvement of performances.
Actually, the MC was replaced by an SC that became effective three years later and under which
the private partner cannot unilaterally carry out internal corporate changes and management

decisions.

Table 5.2 - REGIDESO: Actual and Expected Values of Operating Indicators

Indicators 2010 2011 2012 2013 2014 2015
NRW (%):
PAD 42 39 36 33 29 29
Actual 42 44 43 40
Metering Rate (%):
PAD 57 70 76 82 88 88
Actual 32 29 36 48
Inactive Connections (%):
PAD 37 30 26 23 20 20
Actual 35 36 34 34

Source: PAD and Implementation Status and Results Reports (data validated by SP

from 2013 onwards)

7. Results. The results of the updated analysis, together with the results of the PAD analysis
of the original project, are summarized in table 5.3. For the sake of comparison, the discount rate
is the rate used in the PAD analysis (12 percent).

Table 5.3 -Results of the Updated Economic Analysis

Unit Original Project | Original Project and

& Results AF (updated results)
NPV @12% UsS$ M 132.0 20.9
EIRR % 41.0 13.7

Using the current recommended rate for sustainable development projects (6 percent), the NPV
of the overall project (original project and AF) will amount to US$226.8 million.
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8. The EIRR and the NPV of the overall project (original project and AF) are significantly
lower than the PAD estimates for the original project. This decrease is not driven by the
additional activities. It is linked to the actual pace of implementation of the sector reform under
the original project and is mostly attributable to a sharp decrease of the cost savings that were
expected from the improvement of REGIDESQO’s performances under the MC. Part of these cost
savings will take place under the SC, but with a substantial delay and to a lesser extent. The
overall results remain, however, satisfactory.

Financial Analysis
Outcome of the Original Project

9. Corporatization and Financial Restructuring. The original roadmap of the reform of the
UWS sector set up the corporatization of REGIDESO and its financial restructuring as
preconditions to PSP. Both actions were completed. REGIDESO’s legal status was actually
modified and transformed in a commercial company on December 23, 2010. REGIDESO’s
financial restructuring was carried out in the context of a global restructuring of public
enterprises led by the MP and the COPIREP. It was initiated in 2010 with an inventory of fixed
assets and a reevaluation of the company’s equity capital, followed in 2012-2013 by a
comprehensive settlement of cross-debts (including arrears on water bills, suppliers, taxes and
on-lent debt) between REGIDESO, other parastatals and the Government. REGIDESO’s equity
and working capital have been restored, as shown in table 5.4.

Table 5.4 - Impact of Financial Restructuring (CF Million)

Year 2009 2012 2013 2014
Net Equity -60,818 630,926 709,158 698,865
Working Capital -134,317 -92,869 20,778 29,051

Source: REGIDESO Financial Statements

10. Impact of the Services Contract. The intervention of the SP has improved the
transparency and reliability of REGIDESO’s FM. The latter, which used to be overwhelmed by
the uncontrolled power left to regional departments, was unified and the revenue and expenditure
flows are centralized and under control. Accounting now follows the SYSCOHADA system
applied in most countries of West and Central Africa and the auditors gave a clean opinion on
2014 financial statements. This substantial progress should be reinforced by the implementation
of the ERP software that was recently acquired by REGIDESO, which will enable to fully
integrate FM with the management of human resources, assets, customers and maintenance
activities.

11.  Current Financial Situation. The operating results of REGIDESO have substantially
improved since 2009 and particularly since the arrival of the SP, as shown in table 5.5. However,
two important elements severely hamper the restoration of REGIDESO’s financial viability.
First, although the SRP was satisfactorily carried out and led to a reduction of the number of
employees by 450 people, the financial benefits were largely offset by uncontrolled increases of
the remaining staff’s remuneration. Second, after the financial restructuring and the 2012 cross-
debt settlement, the Government paid less than 10 percent of its water bills annually.
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Table 5.5 - REGIDESO: Selected Financial Data and Indicators (CF Million)

Year 2009 2012 2013 2014 Variation
2009-2014
Operating revenues 121,336 138,273 141,864 162,884 +34%
Cash operating expenditures 161,883 120,250 127,436 130,146 -20%
o/w: Labor costs 31,875 45,497 50,736 50,871 +60%
Energy 11,548 16,647 17,373 15,725 +36%
Chemicals 5,561 7,541 9,106 6,252 +12%
Operating costs 188,589 170,435 180,621 173,792 -8%
Operating loss -67,252 -32,162 -38,758 -10,908 -84%
Net loss -95,416 -32,743 -40,570 -11,403 -88%
Net cash 7,632 -4,464 -3,868 88
Indicators:
Working ratio 133.4% 87.0% 89.8% 79.9%
Operating ratio 64.3% 81.1% 78.5% 93.7%
Customers receivables (months): 20.9 9.9 125 14.1 -33%
e Private customers 6.5 9.6 8.7 8.6 +32%
¢ 10 59.6 11.1 25.5 344 -42%
Suppliers payables (months) 35.7 40.5 8.1 8.0 -78%

Source: REGIDESO Financial Statements

12.  The public arrears on water bills amounted in October 2015 to CF 84,881 M (equivalent
to more than three years of billing). The improvement of the working ratio since 2009 should not
hide the fact that the cash shortage has a negative impact on maintenance expenditures and the
sustainability of facilities.

13.  Water Tariffs. On May 20, 2015 The Government approved a revision of REGIDESO’s
tariffs (the previous revision took place in May 2010). REGIDESO’s tariffs are set in US dollars.
The tariff schedule is provided in the appendix to this annex. The current level of water rates,
with a weighted average value of US$0.82 per m®, is comparable to the rates observed in the sub-
region. In normal operating conditions (with regard to billing and collection), the current water
rates should enable REGIDESO to cover its operating costs’. A water tariff study will be
financed under the AF and will focus on the efficiency and equity of the tariff structure. The
revision of the tariff structure is covenanted in the FA.

Financial Perspectives

14.  The extension of the SC and the implementation of the proposed activities of the AF
under Component B will help improve customer management and maintenance policies and
support actions to control staff costs. However, the restoration of REGIDESO’s financial
viability is eventually contingent upon the Government’s regular payment of the water bills of
public institutions, which should be monitored and covenanted in the FA.

15.  Addressing Payment Arrears on Public Water Bills. Following the instructions of the
Prime Minister, the MP, the Ministry of Finance and REGIDESO are currently working on the
public arrears issue and are preparing an agreement including (a) an exchange of cross-debts

" The abundant water resources of DRC and the proximity of water production facilities to the consumers should
generate a substantial advantage in production costs to REGIDESO, when compared to West African utilities (again
in normal operating conditions).
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between REGIDESO and the Government; (b) arrangements to settle the remaining balance of
unpaid water bills; (c) the reduction of beneficiaries of public water for domestic use; (d) an
action plan to reduce wastage in public water consumption; and (e) improved mechanisms for
budgeting and paying current water consumption. The FA will thus include covenants on the
adoption and execution of this agreement.

16. Financial Forecasts and Modeling. Sub-component B.5 of the AF will help prepare a
financial model of REGIDESO, which will be used as a tool for rate-setting and optimizing
investment selection and financing. Pending the preparation of the financial model, REGIDESO
carried out medium-term financial forecasts, which are summarized in table 5.6.

Table 5.6 — Medium-Term Financial Forecasts: Selected Data and Indicators (CF Million)

Year 2015 2016 2017 2018

Operating revenues 162,151 196,588 211,820 236,555
Cash operating expenditures 142,927 158,065 168,976 178,517

o/w Staff costs 51,442 53,947 56,787 59,660
Operating costs 167,269 193,233 210,442 221,341
Operating income -5,117 3,355 1,378 15,215
Net income -8,188 1,198 209 9,197
Net equity 690,677 691,875 692,084 701,281
Working capital 62,932 113,940 134,047 168,938
Net cash -3,097 -4,096 -5,104 1,899
Indicators:
Working ratio 88.1% 80.4% 79.8% 75.5%
Operating ratio 96.9% 101.7% 100.7% 106.9%
Share of labor costs 36.0% 34.1% 33.6% 33.4%
Customers receivables (months): 17.5 114 10.7 10.7
Suppliers payables (months) 9.9 2.8 2.8 2.8

Source: REGIDESO

17.  The above results show (a) that REGIDESO will achieve financial equilibrium in 2018,
with a positive net cash position and full coverage of O&M costs and (b) a substantial
improvement of the short-term assets and liabilities, resulting from the improvement of
commercial management and the settlement and payment agreement.

18.  The financial impact of the water supply components of the original project and of the
additional activities can be measured by the Financial Internal Rate of Return (FIRR). The
financial cash-flow stream is derived from the economic cash-flows by eliminating the benefits
that do not accrue to REGIDESO (consumer surplus) and taking into account the actual revenue
collection. The FIRR is estimated at 9.2 percent. The PAD did not include an FIRR estimate.
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Appendix to Annex 5
REGIDESO: Water Tariffs (as of May 20, 2015)

Category uss$/m? CF/m?
Domestic
0 to 10 m®/ month 0.29 266
11 to 25 m*/ month 0.52 477
26 to 40 m*/ month 0.66 606
More than 40 m® /month 0.76 698
Intermediate
Social 1.37 1,258
Agro-pastoral 1.53 1,405
Other 1.62 1,487
Standposts
Single Tranche 0.29 266
Commercial
0 to 100 m* / month 2.62 2,405
101 to 500 m* / month 3.14 2,883
More than 500 m® /month 3.68 3,378
Industrial
Gecamines 1.11 1,019
SNCC 1.24 1,138
Breweries 3.71 3,406
Other 4.69 4,305
10
Single Tranche 1.05 964
Average Tariff 0.82 753
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