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the Bank. Such procurement, however, will be limited to (i) a maximum of
one-third of SLGBA's needs for each category of equipment and meterisls, and
to (ii) a meximum price of 38% above the CIF price of the szuccessful Fforeign
bidder for the same category of equipment and materials. The proceeds of
the Bank loan would be applied only to the foreign currency component of the
project and to interest during construction on the loan.

vi. One of the purposes of the Bank loans to SEGBA has been to trans—
form it Into a modern efflcnent and flnanc1ally viable utlllty. The neces-
“sary institutional franework was provided at the time the first loan was
made, and gradual improvement was expected to fellow. This oblective, how-
ever, suffered a scvere setback in 196L-66 as alyeady pointed out in (111)
above, and was made more difficult to achieve by the inflationary ccnditions
which prevailed until 1968. The present menagement, sppointed in mid-1966,
has begun reducing the number of personnel and eliminating uneconomic proe
visions of the labor contract and has made progress towards improving the
organization of the company and the quality of service to the public. Oppor-
tunity was taken of a 6% decrease in power rates at the beginning of 1969,
made possible by improved economic circumstances and efficiency of operstions,

to continue & policy, introduced in 1968, of correcting imbalances in_@hg___
rate structure, " B

[

il In connection with the financing plan for the project, the Goveirnw
ment end SEGEA have agreed in principle that SEZBA would start to pay cash
dividends and vorrow small but increasing amwounts from the market in order
to prepare itself to fipnsnce its expansion after 1972 without, if pessibtle,
further assistance from the Government and the Bank,

vidi, The project would form a suitable basis for a loen of US$60 mil-
lion, with a term of 20 years, including a grace period of h years.



ARGENTINA

APPRATEAL OF THE 19T70-1972 EXPANSION PROGRAM

SERVICTIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A.

SUMMARY AND CONCLUSIONS

3 This report covers the avpraisal of a project for the expansiocn of
power facilities in Buenos Aires during the three yesr period 1970-1972. A
third Bank loan to Servicios Electricos del Gran Buenos Aires 8.A. (SECBA),
of US$00 million, is proposed to help finance this projcct ShuBA is the
Ul’le-tl‘lif&— of the coun L.rv's popu.}.a‘tloﬂ and mwo-th: rds of :L‘t indus Lry are lo-
cated. It accounts for about 50% of the electricity produced by all of the
entities supplylng the public in Argentina. In 1968, the_maximwa demand on
’SEGBA sys%em was about 1,400 MW and sales to its more than ¢ miliion cus-
tomers were ‘ebout 5.4 mlllioﬁ GWh. o '

il. The Buenos Aires power system has been characterlzed by shortages
of capacity through 1963/6k and subsequently, by a relatively slow prowth
through mid-1968, reflecting the performance of the economy. The recent ex-
pansion of business activity would indicate preospects for more rapid overall
economic growth. As s consequence, the demand for powver is expected to grow
at rates of $.T% in 1969 and 8% in 1970 and 1971, as compared with an aversgs
6% in recent years.

—

iii, The first Bank loan of US$95 million in January 1962 helped restore
adequate power supply in Buenos Aires. The second losn, of US$55 nillion in
January 1968, enshled SEGBA, after a slow-down of several years resulting
from a period of political interference and wesk manegement in 1964-66, to
resune the expansion of its generation, transmission and distribution facil-
ities through the end of 1969. The proposed third loan would help SEGBA con-
tinve the expansion of its trensmission und distribution racilities through
1972, The nroposed project includes only a small amount of expenditure for
generation, becsuse the additional capacity needed in the mid-1970s wonld be
availahle fyrom two projects being constructed by government sgencies, the

El Chocon Bydroelectric Project, which the Bank is helping to finsuce (Loan
No. S577-AR), and a nuclear power station.

iv. The project is estimated to cost US$2LT million equivalent. Tis
main purpose will be to provide facilities to distribule the energy generated
by SEGBA and the two projects referred to sbove. It would result in an ef-
ficient and economic network structure. SEGBA's technicel staff is cepable
of carrying out the project with minimum assisteance from consultants.

v. Contracts for eguipment, materials and civil works to be financed
out of the Bank loan will be swarded after internaticnal competitive bidding.
Argentine manufacturers will be granted & margin of preference of 15% over
the CIF price of the lowest qualified foreign bidder. In addition, some of
the equipment and materials needed by SEGBA may be procured locelly without
international competitive bidding and with financing from sources other thap
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APPRATSAL OF TNE 3197C-1972 FXPANSICH PROGRAM

SERVICIOS FLECTRICO3 DEL GRAN BUENOS AIRES §.A.

I. IRTRODUCTION

1.01 The Bank has made three loans in the Argentine Power Sector, two

to Servicios Electricos del Gran Buenos Aires (SEGBA) snd one to Hidroelec—
trica Norpatagonica S.A. (HIDRONOR). The first losn to SEGBA (308-AR) for
US$95 millicn was made in January 1962 to complete a 600 MW thermal generating
station and expand the trenswission and distribution systeme in the Buenos
Aires metropolitan area. The second loan to SECBA (525-AR) for US$55 million
was made in January 1968 to help finance the continuing expanszion of ite
generation, transmission and distribution fecilities. The third losn (577-4R)
for Us$B2 million wss made in December 1968 to HIDROKOX, a governument-cwned
corporation, to help finance the first stage of the El Chocon hydroelectrie
project now being ccnstructed on the Rio Limay about 1,100 km southwest of
Buenes Airves. FEnergy from this project will be supplizsd to SHGRA by means

of a 500 kv transmission line. The rirst stage, expected to be in operation
in 1973, is estimated to cost USS31T millicr and will have 600 MW installed:
the camplete El Chocon-Cerros Colorados complex will have an ultimate capa~
city of 1,650 MW.

1.0e A loan of US$60 million is now proposed to hely finence a progrem
for the expansion of SEGBA's facilities in the three year period 1970-T2.
The project is estimated to cost US$2LT million equivalent. It includes (a)
a 220 kv transmission line arouad the metropolitan aves which will connect
SECBA'e system with transmission lines from Il Chocon snd from Atucha, the
nuclear power station being comstructed by the Argentine Atomic Inergy Com-
missicon; and (b) further expansion of SEGBA's genersting, transmission and
distribution racilities.

1.03 This report is based ou the fiudings of the Appraigel Miasion which
visited SEGBA in April end May 1969, consisting of Messrs. A.D. Spotiswood,
Y. Rovani, T. Berrie and E.C. Vessels.

2. BACEGROUND

2.01 Argentina bas an aree of 2.8 million kmg, and a populaticon of aboutb
23.6 million. In the past 1T years the populetion has been growing at & rate
of 1.T% per yesr. 1In 1968, the gross domestic product (GDP) was estimated

by the Bank to be about US$17.3 billion equivalent, or US$732 per capita.
Industry is the largest sector of the econony and accounts for 31% of the
GDP. After several years of stagnation, a strong expansion of industrial
produciion began in mid-1968. Over the past seventeen years, the GDP has
been groving at a real rate of about 2.5%, but on a per capita basis the
erowth was only about 1% annuslly. The relatively slow rate of growth of
electricity production during the same perlod, about 6% annvaily, is in part



e B e

a reflection of the performance of the economy. Conversely, the power short-
ages vhich existed from the eariy 1930s throush 196% nndoubt,le Liad some
bearing on the slow gconomie growth. For the next decade the annual rate of
incresse of elsctric power production 1s expectec to average sbout 7% to 9%
on the assumption there will be a scmewhat nore rapld overall econonle growth
than in the past.

2.02 The electric power sector in Argeutins ha(. in ﬂLd“LQ(Q a tﬂt&l
installed capacity of about 4,100 MW, noh including 'ceptive" industrisl
plant estimated at 1,670 MW, 600 MW of which was in the Dusnos Aires area.
The totrl generation in 1968 by the entities supplying the public wes 13,500
GWh of which more than 90% wae by thermal plants. 411 of the princinal en-
tities in the electric power sector are publicliy-owned except Compania Italc-
Argentina de Electricided 8.A. (CIAR), e corporation controlled by Swiss in-
terests. As a rough approximeticn, power assets serving the public may be
considered to have & value of, say, US82.0 billien. Over the next five years
the annusl investment in the eiectric power sector, including EL Chocoen, is
expected to average ebout US$H2E0 million equivalent, or sbout 1.5% of the

GDP in 1968, —

2.03 The Buenos Alres system is by fer the most iwportent in the country
because of the large concentration of population snd industry in and asround
Buenos Aires. It is supplied jointly by SEGBA and CIAF, which hsd in mid-
1969 a total installed capacity of 2,092 MW. SEGBA is the principal supplier;
CIAE serves about one-third of the Federal Capital and four of the 31 sur-
rounding municipslities. In addition to iis own geusravlon, SEGHA purchased
energy Trom Agus y Energia Electrice (AyEE), the fedeval water and powsr
authority which had an instelled capacity of 502 ¥W ia the litoral sres
centered ou Resario. Thus, the Buenoe fAlres-Litoyral svatem hed svailable an
installed capacity of 2,594 MW, all of which wes thermai. he combined “alPB
of SEGBA and CIAE in 1968 were 6,403 GWh, with SECEA supplying 5,070 GWH and
CIAE 9Tk GWh. The totai number of customers ccnnected to the eomb;ned syatem
exceeded 2.3 million at the end of 1968. Since Janmvary 1, 1968, 8ll of the
generating plants in this system have been controlled by a central dispatch
office guided by e computer. In the Federal Capital aud in the four sur-
rounding mmicipalities served by CIAEZ, there is some duplicstion of distri-
bution facilities but SHGBA and CIAE are now coordinating all phases of
plarning and operation. Such uordiuntio is in accordance with covenants in
the existing Losn Agreemsents between SEGBA and the Bank which are repeated in
the Agreement for the proposed loan. FEventuslly, a merger of the two compa--
nies may be effected, but in the mesntime, the present arvangemznts are accepb--
able.

2.0k The 313 MW heavy water moderated, natural vranium power station at
Atucha is scheduled to begin supplying SECRA in 1972 through sn existing trans-
mission line. HIDRONOR is scheduled to start selling cnergy to SEGBA in 1973.

Performance under Frevious Loens

2.05 The program financed in psvyt by the Bank's first loasn teo SEGBA in
1962 was carried out saccessfully. The first of the two major objectives,

s
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the relief of the severe power shortage in the Buenos Aires ares, was aschieved
in 1963/64. The second, lenger term objective, of building SEGBA into an ef-
ficient and financially viable utility suffered a severe setback in 1964 due
to Government interference, vhich led to the replacement of the bosrd and
management. In the ensuing two years personnel increased sharply, the finan-
cial position became critical and further expaensioen wes delayed. Significant
progress was achieved, however, before the second loan was made, under the new
board and management appointed in mid-1966. For further detsils regerding
SEGBA's performance through 1967, see Report No. T0-606a, dstea January 10,
1968, on the appraisal of SEGBA's earlier expansion program.

2.06 The second loan to SEGBA in 1968 helped to finance a part of its
1967-T0 expansion program which included a 250 MW base load unit for the
Puerto Nuevo station, 140 MW of gas turbine peaking capacity, the expansion

of the 132 kv transmission system, the construction of new substations and

a general expansion of the distribution system. The ges turbines are in
operation; the installation of the 250 MW unit is on echedule (completion

date is June 1970). The start of construction of the trensmission, substation
and distribution work was delayed beczuse orders for eguipment could only be
placed after the Bank loan was signed. As a result, it is expected that the
vork would now be completed in the first half of 1970 instead of in Maerch 1969
as originally estimated. It is also expected that the foreign currency cost
of the project will be lower than originally estimated, due to the high pro-
portion of contracts von by Argentine manufacturers and to savings. It is
estimated that up to $9 million would remain undisbursed by the closing date
of December 31, 1969. SIGBA plaus to requesi an extension of the closing date
of the loan to April 15, 1970 and cancellation of up to US$L.5 million.

3.  THE BORROWER

3.01 SEGBA, the proposed borrower, was formed in 1958 to take over most
of the assets and responsibilities of the Compania Argentins de Electricidad
(CADE) a subsidiary of the Belgisn Sofina Group, which had been supplying
electricity in the Greater Buenos Aires area since a few years after the
first World War. The purchase price was paid partly in cash, and pertly in
Argentine Government bonds issued at the end of 1961, when SEGBA was re-
organized in connection with the first Bank loan. Some of CADE's distribution
properties were transferred to AyZE in 1958 and AyFE started construction of
new generation and transmission facilities in Buenos Aires. Early in 1962,
SEGBA took over all of AvEE's power facilities in the Buenos Aires area, in-
cluding the former CADE distribution properties and the generation and trans-
mission fecilities then under construction. New by-laws were approved which
established SENBA es a stock corporation whose shares, vholly owned by the
Government, were to be sold ‘o private investors as market conditions would
allow (see para. 4.08). A new concession, for an unlimited time, gave SEGBA
the responsibility for electricity supply to the metropolitan Buencs Aires
area.



Pover Market
3.02 SEGBA's pover market consists of the major part of the Federel
Capital and 31 of the surrounding muicipalities. It extends roughly in a
semi-circle, with a radius of about 65 km and includes the port and all im-
portant suburbs. The population in this area is estimated at ebout 7.5 mil-
lion. In 1968, SEGBA supplied about 2 million customers, 85% of which were
residentiel. Actual and forecast data on the power market are shown in
Annex 1.

303 SEGRA's sales for 1967 and 1968 by classes of consumers are given
in the table below:

1967 1968
Seles in .Sales in % of % Increese
Consumer Groups . __G¥h __Glh total over 1967
Residential 2,123 2,285 ho2.,1 7.6
Cormercial 535 537 11.0 11.6
Industrial 1,455 1,637 ;1 2 12.5

Other (public lighting,
traction, pumping,

Government, etc.) __T62 910 _16.8 19.L
4,075 5,529 100.0 114
3.0k The increase of 11.4% in SEGBA's sales in 1968 over those in 1967

is a considersble improvement over the corresponding increase of only 7.7¥
from 1966 to 1967 and 5.5% from 1965 to 1966. The growth rates for commer-
cial and industrial sales indicate an increase in economic activity in the
Buenos Aires area during 1968. In addition the air conditioning sales are
prowing steadily. The sales to large industrial consumers (50 kw or more)
increased by 15.4% in 1968 over these in 1967. The growth rate between 1965
and 1968 of large industrial sales was 13-1/2% compared with the growth of
all industrial sales in the same pericd of 12%. This trend is expected to
continue provided no significant business recession occurs. The growth in
residential sales came more from the addition of new customers than from an
increase in consumption per customer which has averaged abhout 1.7% per year,
although it was 2.4% in 1968, In the past two years about 400 new customers
were connected per working dav.

3.05 SEGBA's transmission and distribution losses in 1966 and 1967 were
about 17% of the energy supplied to the network. In 1968, the losses declined
to 15.2%. This decrease reflects the strengthening of SFGBA's network and the
elimination of overloading in some parts of the system. Some further decline
in losses is expected as the improvement in the capacity of the network pro-
gresses with the continuing of the expansion program, and by 1973 the losses
are estimated to be reduced to about 13.5%. This would be a reasonable fig-
ure for SEGBA's system (see Anmex 2).
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3.06 SEGEA's peak loed in 1968 was 1,394 MW end it is expected to reach
i 1,530 MW in 1969. Since 1964 the increase in SEGEA's mexinum demand hes aver-
. eged about 67 per year. The system loed factor in 1968 was about 55% which

is on the low side. This would indicate potential for increased off peak
. gsales for Indusirial and sir conditioning vse. If SEGEBA's dlstribubion ex-
. | pansion program had been more nearly complete, the incressz in the demand
| might have been greater. There ere a number of areass which still require re-
habilitation or expansion before more load can be accepted. Howewer, the
[ | progressive expansion in the transmission zystem at 132 kv, in the number and
| capacity of substations, ard in the distribution network has enabled SEGBA to
reduce oubtages drastically and greatly improve gervice to customers and volt-
' lage conditions.

3.07 The installed genersating capacity in SEGBA's system in mid-1969 was
1,573 MW, consisting of 1,433 MW of steam capacity jn three stations and 140
MW of gas turbine peaking cepacity et five locations. With the completion of
the 250 MW steam unit at the Puertc Nueve statlon in June 1970, SEGBA's totel
installed capscity will be 1,823 MW.

3.08 With an assured supply of generating capacity in the future and
with the expansion and improvement in its transmission and distribution sys-
tems, SEGEA should be zble to attract te its systew in the next decade part
of the industrial end commercisl load now served by "captive" plants which
were installed during the power shortages in the 19505 snd early 1960s. In
m1d-1969 there was still about 600 MW of this capacity in existence in the
Buenos Aires metropelitan erea. Tie amount of this capacity is expected to
decline, but the rapidity and extent of the decline will depend on the confi-
dence which industrialists hsve in SEGBA's sbility to supply their energy
needs with good security and con how soon their equipment wears out. Some
industries using process steam may never changs to SEGBA becnuse they can
produce their own electriecity economieally and others may be reluctant to
change because of SEGBA's relatively high indusztrial and commercial retes

tnd the ssles tax which must be paid on electricity that they purchase (see
para 3.28).

3.09 SEGBA, however, has been successful in the past two years in sign-
ing contracts with large industrisl clients for substantial amcunts of new
losd. In 1967, such contracts smounted to 140 MW snd in 1968 they totalled
260 MW. %The connections to the system will he made gradually over a period
of years. For example, the demend Tor a lsrpge steel mill now under construc-
& = tion at La Plata will start at 25 MW in 1970 and is planned to increese to
i 75 MW by 1976.

Organizetion end Monsprement

3.10 SEGBA has & Board of Directeors of eight members, including the
President and the Executvive Vice President, eppointed by the Government as
the only shareholder. The Executive Committee, consisting of the Executive
Vice President and four department hesds appointed by him is responsible for
the principal functions of the company. The proposed Loan Agreement rrovides
that eny substantial changes in SEGEA's by-laws or concession would be an

el S v e i
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eveﬁ#of default and that the Bank will be consulted prior to the appointment
of a new Executive Vice President.

3.1 The Executive Vice President, an engineer with long experience in
utility and private business management, is supported Ly a team of able
managers and assistant managers. The organization below them, however, is
deficient. Iuring the long period of stagnation and political interference
under the Peron regime, there was a gradual erosion of management authority
which led to the breakdown of existing controls. Also, an uvnfavoravle labor
contract resulted in excessive numbers of unguslified personnel. Modern fi-
nancial snd administrative techniques were not introduced and the middle
nanagement personnel which weuld have been nzcessaery to develop and implenent
them was net recruited. As a result, SEGRA by 1961 had inherited a highly
centralized, bureaucratic organizstion, in which standsrds of efficiency and
quality of service had declined to very low levels.

3.12 In 1963, SEGBA engaged the International Middle West Service Com-
pany as management consultants. Progress in modernizing SEGBA, however, huas
been slow, due in part to the setback experienced in 1964-66, and in part

to the magnitude of the problems involved. SEGBA's menagement was forced
to concentrate on the immediate task of planning and carrying out the ex-
pansion programs, dealing with the labor situation, and resolving serious
Tinancial dif'ficulties.

2.13 However, some modernization has recently taken place. Billings
have been computerized, and about T0% of SECBA's customers sre pow receiving
their bills through the mails and paying through banks. This has leéd to sub-
stantial improvements over the previous door-to--door ecollecticn system,

| through better service, speedier collections, snd improved control over re-
ceivables. The timeliness of financial and operating reports has slso im-
proved, and interim balance sheets are now aveilsble within 30 days from the
end of each month.

3.1b Despite the progress noted above, financial controls and management
information remain inadequate. SEGBA has set up four working parties to pro-
pose and implement improved systems, with the help of the consultants. Also,
after some delay, SEGBA has started to decentralize its commercial and techni-
cal departmenis. The responsibility for customer service, meter reading, col-
lections not handled by mail, construction of low voltage lines, installation
of transformers and connection of new customers will be delegated to the mana-
- gers of about 1U district offices, each serving 150,000 to 200,000 customers.
This would constitute a major step towards solving the duplication, delays and
lack of responsibility inherent to tha present structure, in which all deci-
sions must be referred to the higher levels of menagement. Two district of-
fizes have been set up to date. Progress is likely to continue to be slew
until SEGRA is atle to acgquire sufficient additional wmanageris) telent to
carry out these programs. During the next year, SEGBA will concentrate on
improving its budgetary control systems and in addition, expects to set up
four more district offices. This program is realistiec.



The Lavor Problem

£ The Bank has, in the past, called the labor problem to the attention
of both the Government and SEGBA, stating in July 1965 that a2 second loan would
be conditional on the initisl results of a program to reduce lshor coste. By
the time Loan 525-AR was made in January 1968, significent progress had been
made to restore management authority in the compeny, the nunber of personnel
had been slightly reduced, end initial steps had been taken by SEGBA towards
revising the existing unfavorsble labor contract, in sccordsnce with & pro-
cedure established by a law of October 1967. It was then understood verbally
that during 1968 personnel would be reduced by about 1,000 end that progress
would be made in revising the labor contract. No specific agreements were
sought on the timing ard scope of these revisions, or on further reductions

in personnel after 1968,

3.16 The lebor contract was amended May 6, 1968 by a decision of the
Becretary of lLabor ss arbitrator between the nght and Power Union eand SEGEA/
CIAE. This amendment removed most of the restrictions affecting SEGBA's and
CIAE's power to adjust working hours, decide overtime, hire and promote, em-
rloy contractors and enforce retirement of persconnel. 1In addition, it gave
the companies authority to revise staffing requirements snd job descriptions,
the main sources of featherbedding, as necessery to improve efficicrey of
service and achieve full employment of personnel.

BadT SEGBA has stvdied new staffing requirements and job descy 1ption3

for some sectors of its activities, and some have been implemented with tinion
agreement, resulting in the cencellation of vacant positions and the transfer
of redundant personunel to construction or other work. It is only efter studies
covering the entire company have been completed that a reasonably accurate es-
timate of the number ol redundsnt personnel can be made. It was generelily
agreed in the past that the nunber of excess personnel amounted very roughly
to ebout 6,000, and that & reasonable ratio of consumers per employee would

be in the order of 100.

3.18 Since mid-1966, however, when e maximum perscnnel of 25,780 was
reached, personnel was reduced by sbout 1,400 to 24,400 at the end of March
1969, including about 1,100 in the period since Loan 525-AR was made. Most
of these reductions have been c¢husined by enfourcing retirement as permitted
by the recent revision of the labor contract. SEGBA expects to continue re-
ducing personnel, mostly through attrition, by a net percentage of about 1.5%
per year. In selected sectors SEGBA further intends, by offering a year's
severance pay, to encourage excess personnel to leave. Combined with the
growth of SEGBA's coperations, these reductions wovld result in gradusl but
significant improvements in efficiency. As an exsmple, the number of consu-
mers per employee, which was T3 at the end of 1966, would increase to about
89 at the end of the current vear and would exceed 100 in 1972, at the end of
the project period.

315 In addition, SEGBA intends to transfer to construction work an
average of about 300 men per year cver the next three years as they are made
available by the gradual reduction in staffing requirerments for operations.
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.20 Tnis program is realistic and the results alreadv obtained con-
titute sufficient evidence that it will be carried out, provided thot con- .
tinuity in meanazement and government support is maintained. "

3

Pover Rates ;
280 The concession of February 1, 1962, vrovides that SECBA's rates

should generate revenues sufficient to produce a return of 8% on the aversge

value, expressed in dellarsz, of net plant in service, plus a notional value

of working capitel equal to 5% of the average value of net plent in service.
Depreciation charges are computed on the value, also expresszed in dollars,

of gross plant in service at year-end, at an average rate lof 37 on all assets

(excert furniture and fixtures, 10%; and vehicles 20%).

3.22 Power rates are revised annually, effective with the first meter
reading of January, on the basis of a detailed application submitted by SEGRA
to the Secretaria de Estado de Energia y Mineris (SEEM), for approvel. The
concession provides that, if the 6% return to which SEGBA is entitled has

not been achieved (or has been exceeded) in any past year, the shortfall (or
surplus) must be compensated for by revenues of the year immediately succeed-
ing. Changes erising in labor and fuel costs during the year are to be
automatically compensated for by interim rate adjustments. Furthermore, if
changes in economic circumstances, such as lower sales, devaluation of the
currency, etc., could be expected to result in an insufficient net incons

for the current year, SEGBA can adjust its rates proportionally after in-
forming the Secretesria.

e

|
!
|

3.23 The seven year period since the concession was made effective pre-
sented particularly difficult challenges. While it mey be argued that the
Government and SEGBA deparied in the two instances deseribed belew from o
strict implementation of the provisions of the concessien, there is nc doubt
that SEGBA was able to maintain satisfactory levels of earnings and cash
gereration under most unfavorable inflationary conditions.

=

f/E.Eh In 196k and 1965, the Government caused SFGBA to reduce its de-

preciation charges from 3% to 2% end granted lower power retes than requested.
However, unlike the change in management, which took place at the same {time,
this action did not have lasting effeets. The most difficult challenge of
the period, a rapid depreciation of the peso accenpanied by devsluations fronm
MENA3 per USS in early 1962 to MSN350 per US$ in 1967, was mel by frequent
rate increases which brought the 1668 rates to L4.7 times the level at the

end of 1661,

A

3425 At the end of 1967, however, the Government granted SEGBA only

part of the rate increase required under the concession. Revenues from power
sales were calculated to achieve the permitted 8% return in 1968, but not to
recover the shortfall at the end of 1967 (see pars 3.22). This shortfall was
to be recovered out of appronriations of M$N6.3 billion from the National
Inergy Fund, to be transferred to SECBA in the zourse of 1968 as extraordinary
revemies. Prior agreement to this exceptional measure, made necassary hy
economic circumstances, was obtained from the Bank. The arrangements described
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pbove were carried out sstisfactorily. Actval earnings in 1963 exceeded the
amount permitted in the conceszion, and another surplus is expected for 1969,
despite & 6% average reduction in rates made effective in Jenuary.

3.26 The existing rate covenants have been repeated in the proposed
agreements. They provide that SEGBA should seck, and the Government should
grant, the rates to which BEGBA is entitled under the concession. In addi-
tion, they confirm that sdequate depreciation charges will be maintained, of
not less than an average 3% of plant in service.

N Severe power shortsges from the mid-50s to 1963/6L4, when the first
Bank project was completed, virtually eliminsted incentives to apply com-
merciel criteris for rate setting purposes. Power rates were generally un-
balsnced in favor cof residential consumers. Averasge industrial ratss were
somewhat ebove the residential level and commercial rates were significantly
higher (see Annex 3 for details of the rate structure). The rapid deprecia~
tion of the pesc batween 1962 and 1967 was met by freguent rate increases,
of the order of 30% to 40% per snnum. Any significant attempt to rectify
imbalances in the rate siruvcture under those circumstances would have re-

- quired even higher increases of residential rates and this was deemed in-
advisable by the Government and SEGBA. The only edjustment in that period
wes & night hour reduction for industrial consumpticn introduced in 1965

but it was not until 1967 that the aversge revenue per kvk for industrial
and residential consumers became equal.

3.0 SEGBA is awere of the anomalies in its rate structure. It needs
time and Government support to rectify them. In 1968, the Govermment decided
to increase only residentisl rates and allowed SEGHA to apply a fixed charge
for residential consumers. This partially rectified the imbalance betveen
residentisl and industrial rates. At the begimning of 1969, a reduction of
about 6% in the rate level became necessery under the terms of the concesw
sion. Thia reduction was distributed between the rate clesses so as to

bring down the rates paid by large industrial coasumers by an amcunt greater
than average. The average revenue per kvh from residential consumers in 1969
is expected to be M$N12.30 (US¢3.5), from commercial and smell industrial
consumers MN17.10 (US#L.9) and from large industrial consumers M$NE.LO
(US¢2.4). The average revenues per kwh from all industrial consumers is
expected to be about MSNLI0.60 (US¢3.0). Indusirial rates may still be too
high to attract the load of many lerge users with their own generating plant.
Commercial rates also remain high and some commercial load mey similerly fail
to be attracted (see psras 3.06 and 3.08). SEGBA has indicsted that it will
continue to study its rate structure snd to adjust it as opportunities arise
in connection with the annual rete reviews.



%09

- 10 - 1l

L e o

4, TFINANCIAL POSITION AND EARRINGS

Audit

i, 01 The auditing arrangements with the firm of Henry Martin/Acthur
Young are satisfactory. The existing covenant providing for the prompt aud-
iting of SEGBA's accounts by qualified independent accountants has been re-
peated in the proposed Loan Agreement.

Balance Sheets

4,02 Condensed balance sheets as of December 31, 1967 =nd 1968 ere
shown in Annex 4. Plant is recorded in SEGBA's balance sheet at historic
coat although, as provided in the concession, dollar values of gross and net
plant are used for computing the amounts of depreciation to be charged and
of net income to be earned. Foreign exchange debi is valued at current ex-
change rates. The effect of this partial revaluation is shnwn in ths con

densed balance sheets under "Exchange Difference.’ (P4:Lﬂﬂ~ucrh 5 e F.X oﬁﬂt;
w»—a—am(, yaud utﬂ[ 4{., férifti, me-l

4,03 A more meaningful set of balance sheets, express&d in dollars, is
presented in the last six columns of page 1 of Annex Y, The velues used sare:
(a) for plent in service and depreciation reserve. the doller values allowed
by the concession for rate making purposes,; {(b) for foreign exchange debis,
the actual values expressed in dollers; (¢) for cther assets and liabilities,
the peso values converted into dollars at the exchange rate in effect &t the
end of the fiscal year; snd (d) for equity, the resulting difference between
dollar assets and dollar liabilities.

L. ok The adjusted cepitalization is characterized by & high propertion
of equity. A summery ss of December 31, 1968 is shown in the follewing table:

L e A A i
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In Millions e
M$N USS Equiv. of Total
Capital and Reserves
5% cumulative preferred shares,
M$N 100 par 11,h45 32.7 5
Common shares, MUN 100 par 25,038 ddsd 12
Sub-total: Share Capital 36,483 1ok .2 b g
Reserves and Surplus 29,13k 3.2 13
Revaluation Reserve 100,905 288.3 46
Total 166,522 W75.7 76
Long-Term Debt
IBRD Loan 305-AR 28,316 80.9 13
IBRD Loan 525--AR 3,308 9.k 1
Bonds and Notes-SODEC 4,356 12.4 2
Eximbank and Foreiegn Suppliers 4,615 13 2
Local Suppliers, Customers'
Deposits 1377 4.0 i
Cajs Nacional de Ahorro 10,600 30.3 5
Total 22,572 150.2 2%
Total Capitalization 219,094 625.9 100
L.05 Most of the debt, totelling about US$H150 million end only 2h% of

the capitalization, is in foreign exchange. The two Bank loans, excluding
about US$L5 million still undisbursed at the end of 1068, accouated for 607
of the debt outstanding (see Annex 5 for details). With final payments being
made this year on the suppliers' credits which financed the Costanera Station
and 132 kv ring completed in 1964, the only significant shorter term debts
still outstanding are three loans from the Caje Nacional de Ahorro Postal,
aggregating US$30 million equivalent, which will be fully repsid within the
next two years.

[ 4,06 The existing and propesed Bank Loan Agreements include a negative

pledge clause and & debt limitetion covenant. The incurrence of long-term

debt is limited by an assets test and an esrnings test. Under the assets
test, SEGBA is not permitted to incur new debt 1f after the incurrence of

y' such debt, its net assets in operation plus work in progress would be less

than 1-1/2 times total indebtedness. Under the earnings test, SEGBA could
not incur new debt unless the maximum future interest payments on &ll indeht-
edness, including the propose=d new debt, were covered at leastg;:B/h tilmes by
net inceme for the past twelve-month period or the last fiscal year. SEGBA
could presently meet both tests and incur debts substantially in excess of

[/ the amounts contemplated in the financing plan for the proposed projecct.
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L, o7 Kew chares were isscued in 1962 to the Coverrment in exchange for
its shares in the original SEGBA and its investments in the assets taken
over from AYEE (see notes to Annex 4 for. details). The equity grew rspidly
through reterined earnings (as only stock dividends were peid due to lack of
funds ) and, to a lesser extent, through Govermment investments. As shown
in the pro forma collar balance sheets, the par value of share capital has
become only 22% of the Government's revelued eguity in SEGBA, now %otalling
about USSLTE million.

L.o8 The Guarantee Agreements for the existing and proposed loans record
the Government's policy to encowrage the investment of privete savings in SEGEA
and to sell sll of its common shares to privaete iuvestors. BSEGBA undertook
under the previocus Loan Agreements to use its hést efforts to sell new shares
to private investors to finance its expansion, and to follow a dividena policy
congistent with the need to encourage private investment in its electricity
services. lio shares have been soid due to adverse market conditions, and
dividends were paid exclusively in stock due to shortage of cash. In view of
SEGBA's improved finencial condition, the company and the Government expect
that an initiel cash dividend will Ve paid in 1970 (para. 7.03).

L. os Under the proposed Loan Agreement, SEGBA undertakes to use its best
efforts to borrow from private sources and to sell new shares to private ilu-
vestors, in order to prepare itself to finance the expansion of its services
without, if possible, further assistance from the Govermment and the Bank,

4,10 During negotistions, SEGBA indicated that it would, within the limits
prescribed by Argentine law, revalue its balance sheet on & baszis consistent
with the conecession, in order to allow a meaningful presentation of its finan-
cial condition. (see paraw. L.02 and 4.03).

Current Position

b33 Working capital is emple. Current assets at the end of 1968 were
M$N38 bpillion, as compared with current liabilities of MSN2Z2 billion. This is
due partly to excess earnings ard partly to the delayed expansion in 1960 (see
paras 4,13 and 2.06). Cash ves about M$N6.0 billion, well in excess of SEGBA's
working needs. The surplus cash would be used in financing the proposed pro-
gram (see para T.05).

L. 12 Accounts receivable from Covernment authorities and agencies ecmount-

ed to about MEN4.5 billien at the end of 1968, equivalent to zbout 12 months of
billines to these customers. These accounts have been reduced during 1969 and

the Goveriment has undertoken to ensure prompt payment in the future of amounts
due to SEGBA by its agenéies.

Past Earnings

4,132 Income statements for the two years ended Decewber 31, 1668 are
given in Annex 6. Net income for 1967 was about M$N13 billien, equivalent to
a return of 3.8% on the dollar rate base. Due to devsluation of the peso
during the year, from M$N2LT to MPN350 per dcllar, the earnings shortfall of
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M$N3.2 billlon at the end of 1966, which wasg to be recoverad out of 1967 ro.
venues, increased instead tc about MINS.5 billion at the end of 1967. Based
on en earlier, hipher estimate, the Government provided M$K6.3 pillion to
SEGBA din lQ%&‘as extdoaordinary revenues to offset this deficlency (see para
1] 3.18). In AY6B sales|increased more then forecast while, for the first time
on record, operating expenses were within estimstes, resulting in & net inconme
\l of MON25 billion; eguivalent to & return of 12, 5%, and excess earnings of
\| M$N3.5 billion. Interest coverages continued to be ample reflecting the satis-
K\factory earnings and the relatively low debt. See Amnex T for details of
actual sources and appllcation of funds in 1907 and 19

5. THE PROJECT

Description

53.0L The proposed project is the continuing expansion of SEGEA's genera-
tion, transmission and distribution facilities during the veriod 167Q through
1972+ The expenditures on the project are estimated to total MENBT billion
(Us$2UT million) of which M$N10 billion (US$28 million) would be for the com-
pletion of SEGBA's 1967-70 program; the remainder, M$NTT biliicn (Us$219 mil-
lion) would be for SEGBA's new 1970-T2 progrem. —

508 The balance of expenditures on the 1967-7C program which will be
mede in 1970, will cover: {a) the completion of the 250 W steam turbine base
load unit in the Puerto Nuevo station which is scheduled for commercial oper-
ation in June 1970; (b) the continuation of the expansion of the 132 kv sub-
stations, transmission lines and of the low and medium voltage distribution
network: and, (c) the completion of the modificstion of iwo boilers in the
Puerto Nuevo station to enable them te burn cosl. In 1968, as a result of
the govermment policy for increasing the consumption of Argeniine coal, asnd
after consultatlion with the Bank, SEGBA agreed to incresge ils usepge of coal
from 151,000 tons in 1967 to 745,000 tons in 1972. The ccel will be supplied
by Yacimientoc Carboniferos Fiscales (YCF) the state ceal sgency. YCF will
reimburse SEGBA for the cost of the boiler modifications and mssociated coal
handling equipment; payment for the coal will be based on the cost of fuel
0il having an equivalent heat content.

5.03 The expenditures on SEGBA's new 1970-T2 program will cover primarily
extensions of its transmission end distribution systems. A relatively small
increase in generating capacity is contemplated, namely: (&) the Lnbuailation
of 90 IiW of gas turbines (see para 6.06); and, (b) minor improvements of ex-
isting capaecity.

5.04 The transmission progrem includes: (2) a 220 xv overhead double
circuit transmission line, in an are asbout 119 km long arcund the metropol-

itan area, with appropriate step-down connections *o the 132 kv network; and,

(b) underground and serial transmission lines from SEGBA's generating plants

to the load centers. Power Trom Atvchs will be fed into the system at the

Moron substation. The 500 kv line from El Chocon will interconnect at HIDRONOR's
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El Pino substation which steps the voltage down to 220 kvy. At El Pino, SEGBA
will be responsible only for the 220 kv equipmﬂnu beyend the 220 kv terminals
of the step-down transformer. The rest of SEGBA's trapsmission program in-
cludes: (&) 10 new 132 kv substations:; (b) a 220 kv switching station; (c) a
second 220 kv substation; (d) extension of 10 existing 132 kv substations; and, .
(e) about 136 route km of 132 kv lines. =

5.05 The program for distribution includes: (a) rebsbilitation of the
existing network:; (b) reinforcement of the distribution system in general;
and, (¢) the extension of the network to connect additional consumers. The
latter involves: (a) laving sbout 850 km of underground cables; {(b) 1,200 km
of overhead 13.2 kv lines; (¢} over 6,200 km of low voltage lines uud cables;
(4) the installation of cver 2,500 transformers; (e) 351,000 meters; (f)
gbout 100,000 new connections per year; and, (g) public lighting. uhCBA has
decided teo phase out greduaslly the old 27.5 kv transmission veoltege end the
6.5 kv distritution network both of which have become insdequate for the
present loading conditions. TFortunately it is technically poesivle to uprate
the existing 6.5 kv circuits to 13.2 kv at relatively little cost. For fur-
ther details of the progrem see Anmnex O8.

Cost Estimate

5.06 Tne table beleow gives the estimated CGot exc]uding interest during
construction of the proposed project by mejor items:
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SNSRI, | ) U .} SR — ot Tt VS e i i
Local Fareign Total Local Forelpgn Tolsl
SRS et - . [, (¢ (0 U i NSl
Fquipnment & Materials
Puertc Nuevo No. 9 9070~  h33.5 (623.5 0.6 1.2 1.8
Gas Turbines - 156.0_ 2,275.0 2,831.0 O0.h 6.5 6.9 MW
Other Generation L5323~ Te3.2  1,6T5.8 2.7 2.1 k.8 new
Transmission & Distri- )
bution 12,129.7 1h,333.0 26,262.7 3h.7 ho.3 Tha
Sub-Total 13,h28.0 17,56L.7 30,992.7 38.% 50.1 88.5
Civil Vorks
Puerto luevo No. 9 45 6 149.9  (€25.5 ) 1.3 0.h 1.1
Gas Turbines 3o 60.0 4,0 1.0 0.2 1.2 v wl
Other feneration 6705 67.0 Ta7.5 1.9 0.8 2.1 e
Transmisslion & Distri-
bution 34,753.1  6,883.7 41,636.8 99.3 19.6 118.9
Buildings _3,94k.0 T06.0 4,650.0 J11.k 2.0 13.4
Sub~Total 50.187.2 7,866.6 U8,053.8 114.9 22.h 13T 3
Other
Vehicles, etc. 14k50.0 - 1,k50.0 L.2 - L.2
Consultante - 710.0 T10.0 - 2.0 2.0
Continzencies _3,48%.6 1,915.% 5,400.¢ 9.9 5.5 5.k
ESTIMATED COST .
OF PROJECT 58,549.8 28,056.7 86,606.9 167.h 80.0 2b7.b
5.07 These cost estimates are based on the»ﬁﬁﬁf'recenf“actu cost of
installing similar fecilities and include ebout 7% fo ‘ ie The

total cost and the foreign ukrhange component ol the equipment end materials
for transmission and distribubtion will depend in part on how much is procured
lucally and at vhat level of effective protection. Under the procwrement
arrangements described in paras 5 09 and 5.10, hO”LVEf, the effects of these
two factors on the program's cest and fineneing pler would be insignificant.
ihe foreign exchange content of equipment and mau“rxalb would in zny cese be
zore than the loan smount to be sllocated for its financing, ensuring that
the vse of the 2oan will not be affected by the origin, local or foreign, of
asuch procurement.

5.08

} The proposed Bank Loan would finance the foreign exchange cost ol
the items

shown below:
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Bgquioment & Msterials

Transmission and Distribution 3h .0

Civi). Works

Puertc Nuevo No. 9 G.3
Gas Turbines 0.2
Transmission and Distribution ik.9
Buildings 1.0
Other
Consultants i e
Contingencies 2.9
Construction Costs 550
Irterest during construction
on the Bank Loan 2
Total 69.0
Procurement
5.09 The arrangements under the proposed loan for the procurement of
equipment and materisls may be summarized as follows:

SEGBA will invite bids internationally Tor gquantities
equivalent to two-thirds of its needs of each category of
equipment or materials and will request simultaneocusly
gseparate bids, from Argentine mepufacturers only, for an
edditionsl one-third. In awarding contracts for the main
quantities bid internaticnally, & 15% mergin of preference
will be granted to Argentine bidders over the CIF price of
the lowest qualified foreign bidder. Under Argentine law,
local manufacturers will &lso be exempt from sales tax oand
import duties on raw materials and component parts.

If an Argentine manufacturer bids successfully under the 15%
preference, SEGBA may also invite him to supply the additional
one-~third st the same unit price bid for the main guantity.

if a foreign bidder is awarded the contract for the mein
guantity, the sevarate Argentine bids for the additional
one-third will then be opened. The corresponding second
contract will be awarded to the lowest of the Argentine
bidders provided that (i) his quoted price is less than
38% above the CIF price of the successful foreign bidder

— e
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sbove or, if not, thet {(ii) he is wvilling to reduce his
price to such level. Equipment and materials procured
locally under thege conditions will not be eligible for
Bank financing.

- If no Argentine bidder is wllling to reduce his price,
the successful foreizn Lidder for the msin quantity way
be invited to supply also the additional one-third, at
the some uwnilt price,

S0 The procurement arrsungenents describsd sbove would thus ensure
that :

(a) the Bank will Tinsnce only equipment snd materisls pro-
cured through internations] competitive bidding, including | |
a moximum domestic preference of 15%; [

(b) loesl procurement without international competitive
bidding, to be financed from sources other than the Bank,
would be limited to (i) e maximum quantity of one~third
of SEGBA's needs for each category of eguipment znd \

materials, and to (11} & maximum price of 38% above the \
CIF price of the gsuccessful foreign bldder for the seme .
cetegory of equipment and materisls. In this case the
other two-thirds would be awarded to the successful
foreign bidder. The cost of SEGBA of the combined
foreign mnd local contracts would aversge & maximun
of asbout 12.T% above the cost of the ferelign bid.

L Civil works contracts would also be awarded after internsiional
competitive bidding but it is doubtful whether foreign contractors would com-
pete because of the relatively smell size of the individual contracte. BSEGBA
uses a system of pregualification whereby civil contractors are divided into
categories according to size and ability to carry cut jobs of different mag-
nitudes. The srrangcments for procurement ere satisfactory.

Disburscment

Sl The proczeds of the proposed loan would be disbursed to finance:
(a) the CIF cost of imported equipment; (b) the foreign exchenge cowponent
of the cost of equipment procured locally as explalined in pera 5.09 and the
foreign exchenge component of civil works, on a percentage basis, (c) con-
sultant's services; and (d) up to US$HS million to rover interest end other
charges during constructicn; sll of which is reflected in the alloeation of
proceecds schedule., To permit SEGBA to make retention payments after the
scheduled completion of the project st the end of 1972 (see pare 5.18), the
eclosing dste would be June 36, 1973.



Consulting Ingineers
Fed D SOFRELEC has been retained as engineering consultant to SFOBA
since Octcber 1965 and has sssieted SEHOBA in a variety of ways, including
design, project prepuration, suyervibion of congtruction end improvemant of
cperations end maintenance. EGBA now hes the necessary skills to plan and
cperate its system without f11¢ time consultants. Accordingly, it has entered
into & new contract with SOFRELEC under which, supported by Electricite de
France, it will assist SECEA on reguest in eesch particular case with: (a)
studies of the stability of the transmission system; (b) lsv-out of projects
and preparation of specifications; (¢) comparison and evaluation of tenders
(d) operational problems of power stations and of the transmission apd
u:stfibutjun systen.

5.1k SOFRELEC mey carry out the work, according to its importance snd its
character, either in Paris or through long- or short-term missions to Buenos
Aires or, if so requested by SEGBA, Yy establishing a permanent mission in
Buenos Alres; the type and size of such a mission would be in agresment with
SEGBA. These arrangements for consulting engineering services sre satisfac-
tory. Any changes will be subject to the approval of the Bank.

Construction Scheduls

FelB The construction of the 250 MW unit in the Puerto Fueve station is
on schedule and no difficulty is expected in having it in operstion before
the winter peak of 1970. GSEGBA has accelerated the pace of constructisa for
both transmission and distributicn now that the equipment procured under loan
525-AR is being delivered in increasing volume. All orders placed with local
manufacturers under this loan are scheduled to be delivered by the end of
1969. These cover a very substantial part of the equipment reguired for the
distributicn network, since under the last Bank loan local manufecturers were
successful in winning 87% of the contracts for the supply of such equipment
for vhich they competed.

5.16 In order to keep up the momentum on the construction of its trane-
mission and distribution systems, SEGBA planned to call for bids in Auvgust and
September 1969 on about US$38.5 million worth of oll filled cables, breskers,
insulators, transformers, switchgear and related equipment scheduled for in-
stallation during the pericd of the project. Orders for this equipment are
expected to be placed late in 1969, after the loan is made, but no payments
would be made on the eguipment until deJ}varios start in 1970C.

% o The 220 kv transmission line and practically all of the 132 kv
lines will be erected by contractors with SEGBA supplying the conductors,
insulators and herdware. There will be numerous contrscts for leying under-
ground cables, construction of substations end erection of various types of
equipment for the transmission systems. These coniracts are generally for
periods of ten teo fourteen months. About half of the construction on the
distribution network will be carried cut by contract and the remainder by
SEGBA's ovm forces.
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5.18 The project is scheduled to be completed by the end of 1972. To

acconplish this SEGEA will have to sustain a high level of activity both in
procurement. and construction. The pace resched by mid-1969 indicates that

SECBA could carry ocut the project as scheduled.

6. JUSTIFICATION

Demand and Sales

.01 The number of cuslomers awaiting comnection at the end of 1988 to-

talled 60,000, a rather large waiting list which has not declined since 1067.

It amcunts to a backlog of sbout seven months' work te make the reguired con-

nections. Not included in this figure are customers in the "barrios" 1/ or

groupg of poorer class housing where it iz estimated that a furiher 100,000
stomers are awaiting connections.

65.02 SEGBA follows careful procedures for estimating the future demands
on its system, on the basis of aine year projections of lood growuh iu eech
of the 21 zones in its service area. In the past, SEGBA's estimates of load
growth have been rather accurate. In 1966 it estimated peak loads of 2,319
MW for 1967 and 1,412 MW for 1968, The actual loods were 1,316 MW in 1967
and 1,394 in 1968. BSEGBA's meximum demand is expected to increase from 1,394
MW in 1966 to 1,909 in 1972. '“he growth rates would be 9.7% in 1969, 8.0% in
1570 and 1971 and about T% thereafter.

©.03 - BEGBA cstimates its growth in sales by analyzing the probuble growth
in each class of consumer to reach an estimate for over-sll sales growth and
adjusts its estimsates every year. EIstimates have been remsonably accurnte
except for a large overestimotion for the early 1960s (vhen a recession occur—
red) and an underestimation for 19%58. The large growth in sales of 11.4% in
1968 over the preceding yzer and the forecast growth of 12.4% in 1969 are the
result of an expansion in economic activity which affected industrial snd
commercial sales more than expected. A comparison of the ssles estimates

mace in 1966 with actual results for 1967 and 1968 and present estimates for
1969 and 1970 is shown below:

1967 1968 1969 1970

(Sﬂles in GWh)
1966 Estimate 4,860 5,230 5,620 6,0k0
fetual® and Present Estimete  L4,875% 5, hpg# 6,100 6,620

1/ According to regulations, a barrio is & compact group of at least 20
houseg that jeintly reguest tc be connected to the system, and in which
the consumers must contribute to the cost of the distribution network as
exvlained in Annex b, Note 2.
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6.0k SECBA estimates its sales will grow at a rate of 8.5% in 1570,
9.4% in 1971 and then et & declining rate varying from 7.3% in 1972 to T.0%
in 1978. The estimate of about T.0% increase per year after 1971 may he

on the conservative side. Under the above assumptions SEGBA estimates that
its sales will increase from 5,429 GWh in 1968 to T,2k0 GWh in 1971 and
7,770 GWh in 1972. For the growth in energy sent cut and ssles to 1978 sce
Annex 2.

Future Increases in System Capscity

6.05 As shown in the table below, SEGBA did not have in 1968 nor will
it have in the future sufficient capacity, with the largest unit out of ser-
vice, to meet the maximum demands of its own consuwers and must depend on
capacity from CIAE, AyEE end othere for this purpose:

SEGBA Only {(Mw)

Actual Ferecast
1968 1969 1970 1971 1972
Plant Capability 1,550 1,550 1,860 1,890 1,890
Maximum Demand 1,394 Y550 i,652 1,784 1,909
Difference Without Minimum
Reserve Allowance 156 20 148 106 {19)
Deduct largest uuit (185) (185} (237) {237) (237)
Shortage with largest
unit out of secrvice {29) (165) (89) (131) - (256)
6.06 The feollowing additions to the capacity of the Buenos Aires=Litoral

system are envisaged through 1973:

(a) CIAE's 250 MW unit in May 1969:

(b) SEGBA's 250 MW unit in 1970;

(c) CIAE's 35 MW of gus turbines in 1971;

(d) SFEGBA's 90MW of gas turbines in 1971;

(e) 313 MW nuclear vower stsation at Atucha in 1972; and,
(£f) 400 MW from Ll Chocon in 1973

The takle below shows the expected capsbility to supplyv the maximum demand on
the combined Buenos Aires-Litorsl system for the period 1969 through 1972
(see Aunex 9 for extensions up to 1978, and Annex 10 for the list of existing
and fulure generating stations).
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Buenos Alres-Litoral System (MW)

Actual T o e s i Forecast o mmmmmm e
68 1969 1970 1971 1972
Plant capability, grossg 2,330 2,530 2,780 2,905 3,3g5fﬁ
/ b ey ary i e Vi) 8 s
Reserve—- 312 3T 389 306 hoé
Firm capacity 2,008 - 2,153 2,391 2,509 2,699
Maximum demand 1,883 2,053 .28 2,405 2,5Th

Surplus 135 100 170 10h 125

/a  Although the nuclear power station will have an installed capacity of
313 MW, only 200 MW is expected to be available in 1972.

/b The reserve includes the largest unit (less auxilisries) plus % of the
effective thermal capacity. It is intended to meet unanticipated cut-
ages and allow Ffor possible errors in estimates of future demand.

=g

Assessment of SEGBA's Program

6.07 SEGBA's expansion program has been closely cocrdinated with that of
CIAE. It is based on the estimetes of load growth discussed in parsgraph
6.02. The sizes for equipment have been well chozen and the program has been
reviewed and aporoved by SEGBA's consultants, SOFRELEC.

6.08 The facilities in SECGBA's program are urgently needed to enable
SEGBA to keep pace with the increase in demand in its service ares s reguired
under its concession. Without these facilities, and especially without the
220 kv transmission line, SEGBA could not efficiently utilize the energy from
El Chocon and Atucha. A continuing exvansion of the facilities necessary to
send electricity to the ultimste consumer is needed to prevent overloadiug of
the existing system. The project would result in an efficient and economic
network structure.

Incremental Rate of Return

6.09 The incremental rates of returu quoted in this report are calculated
on the basis of the cash flow with respect to the econcmy as a whole. Taxes
are therefore excluded from costs but are included in revenues, since they
form part of the gross revenues from which the cesh flow iz derived. The ve-
sultant returns are therefore greater than the corresponding financial returns
earned by SEGBA but less than the full economic returns, which include bene-
fits normally recognized as being unquantifisble. The incremental rate of
return of the vroject is the discount rete at which the present worth of the
capital costs of the project equals the present worth of the gross revenues
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derived from it, less operatinz expenses, over its life. The reoject is made

up of a very large number of different types of equipment; bLecause the util. e
ization of these within the existing and likely future system is extremely ¥
complex, it has not been possible to separate the reveanues atiributable to

the project and caleculate the return for the project as a whole. It hasg , 5
however, been possible to estimate returns for parts o the project where
attributable costs and revenues can be determined i.eo. for extensions of

electricity supplies to the "barrios" or secittlements housing lower-income

families. Annex 11 gives details of the caleulations. The present value of

gross revenues less operating expenses attributable to the extension of sup-

plies to the barrios, equals the present value of the attributable cogpital .

costs at a discount rate of 11% for the smeller (50 house) barrics and 18%

for the larger (500 house) barrics, on the basis of the present levels of

costs, electricity rates and taxes.

6.10 The average consumption of electriecity in well-established barrics

is currently only about T0% of the averaze for all residential consumers.

When first connected the barrio revenues to SEGBA are as low as atout US$1.86

per customer per month and are likely only to double over the project’s life,

Due to the comparatively high cost of extending supplies end the low level of
expected revenues, barrio electrification is judged likely to be cne of the

marginal parts of the project (i.e. likely to earn one of the lowest incre-

mental rates of return amonp the various parts of the project). On these

grounds the incremental rate of return on the project as a whole is probably

higher thsn 18%.

T. FUTURE FINANCES

Financing Plan

T+01 A forecast of sources and applications of funds for the four years
1969-1972 is attached as Annex T along with comparable actual data for 1967
and 1968. SEGBA's construction expenditures for the four vear period are
estimated at MEN115.7 billion (US$330.7 million equivelent), consisting of (a)
the three-year 1970-1972 project totalling M$N86.6 billion (USE2L7.L4 million
equivalent), as described in Chapter 5 and (b) estimated expenditures of
M3N29.1 billion (US$83.3 million equivalent) in 1969.

T.02 The financing plan for the four years through 1972 is summarized i
below (in billions of pesos and millions of US$ equivalent):

PO Y L . 3 O N
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Total
1669 1970 1971 1972 1969-1972 %
(M) (W) TSN HEW)  (vdn)  (Usd)

Internal Cash Generation 26.0 27.6 42.5 3h.7 120.8 3h5.2 10L.3
Less: Debt Service 32T 11.9 1k .8 13.2 52.6 150.3 Ls.h
Dividends - 3.3 3.6 3.9 16.8  30.8 9.3
Bopus, ete. 1.4 1.7 .8 1.8 _ &7 19.0 5.8

Het Internal Cash Gen. 11.9 10.7 12.3 15.8 50.7 145.0 43.8
Variations in Working Cap. 0.k 10.3 0.0 (h.2) 6.3 18.0 5.§
YCF Contributions L.l 0.2 02 0.2 8.7 g8 _§.b
Sub-total: Own Resources 12.4 B1..0 12.5 11.8 57.7 165.0 49.9
IBRD Loan 525-AR 12.8 1.5 = — M3 410 184
Proposed IBRD Ican - 0T 6.6 75 21.0 60.0 18.1
Suppliers' Credits 3.9 g I 149 e 6,9 19.7 6,0
Proposed Market Issues 3 3.5 2.3 1.0 18.8 5.0 13.6
Sub-total: Borrowings 6.7 12.8 1k.0 1445 s8.0 165.7 50.1
Total 29.1 33.8 26.5 26.3 115.7 330.7 100.0

T.03 The Government and SEGBA have agreed in principle that SEGEA would

start borrowing on the capital market in 1970 and wonld eccntinue borrowing
through the construction period of the preject, in order to prepare itselfl
to finance its expansion beyond 1972 with a minimum of further help from the
Bank and the Government. For the same reason, SEGBA expects, alsgo with the
agreement of the Govermment, to start paying cash dividends in 1970, out of

196¢ profits, on preferred and common shares (sce pars 4.08), These policies,

are reflected in the financing plan above and \were taken into account in de-
termining the amount of the provosed loan Though no seles of new shares
are contemplated in this financing plan, eany cash raised from sale of shares
to the public could replace some of the assumed borrowings, since such sales
would further the same desirable objectives. Ample working capital provided
throushout the period would allow (varticularly for the first iesue) timing
of the issues according to market conditions and evoid conflict with the
Government’s own borrowing vlans., 1t is expected that the first issue will
be placed prior teo July 31, 1970, market conditions permitting.

7.0k Cash dividends were assumed at 5% of var on preferred and 8% on
common shares. In addition, a 10% stock dividend would be paid on common
shares. The cash dividends payments would avecage US$S10 million per year in

1970 throusgh 1972 which is quite small; annual dividends would be less than
one-third of net profits and 2% of the dollar value of Government equity.
Such dividend payments should therefore be increesed as availability of cash
allows (see also para 7.09 below).

T.05 Internal cash generation, net of debt service uand dividends,
would amount to US$1L5 million eguivalent, or about LL% of total regquire-
ments. About US3518 million equivalent would be contributed from excess

f

WP



wvorking capital at the beginning of the period (ses pare L.11), and about
Us$2.0 million would be paid by YCP as explained in para 5.02 and Amnex b,

T:06 The proposed borrowings would total US3166 million equivalent,
consisting of (&) estimated disbursements of US%36.5 million in 1969 and
USSh.5 million in 1970 under Loen 525-AR, bringing total disbursemente to
Us$50.5 million; (b) the proposed loan of US$60 million, assumed to carry in-
terest at T% and a term of 20 vears, including a 4 year grace period; (c¢)
suppliers' credits agegregating about US$19.7T million: and (d) borrowings
from the market of about USS45 million.

T80T Most of the suppliers' credits have already been obtained from
Eximbank, foreign suppliers and, for a smaller proportion, locel suppliers

in connection with the 250 MW unit being instslied in the Puerto Huevo

station and the coal firing and coal handiing eguipment veferred to in

para 5.02. These credits, which are for reasonably long terms, would be

used in 1969 and 1970. It was assumed that the gas turbines referred to

in para 5.03 would be financed by & year foreign suppliers' credits to ths
extent of 85% of their foreign exchange cost, or about USS5.4 million, (MSN1.Q
billion).

7.08 fnnual borrowings from the market of US$10 miliion in 1970, US$1S
million in 1971 and USE20 million in 1972 have been assumed. Based general-
ly on an actual offer received by SEGBA, they were assumed to be in the form
of 8% SEGBA foreign currency bonds issued al a 6% discount, ineluding costs,
and repaysable in ten equal annuel installments starting after one year.
Local borrowings would be equally satisfactory, provided a minimum term of,
sav, 10 years cen be obtained, but this is not likely at present.

T.09 SEGBA's ability to borrow publicly has not been tested previously.
Conseguently, despite the larze borrowing potential that EEGEA'n sound i~
nancial condition and earnings indicate, only relatively small amounts of
borrowings could be expected at this time. It would be desirable to in-
crease them later in the period in the light of actual favorable experience,
and any cash surplus so generated could be used to increase the cash dividend
now contemplated. On the other hand, should market conditions prove unfavor-
able, the risk for the program would be minimal: the net cash to be con-
tributed in the four year period from the USShS million gross issue amount
would only be about US$H3Q million, after discount and amortization in the
period are deducted, as compared with cash dividend payments of about USH3L
million in the last three vears of the period; SEGBA would pay dividends in
stock rather than cash and the net gap of U5$8 million could be offset easily,
given the conservative working capital position and the availability of short-
term local credits.

Future Farnings

T.10 Forecast income statements for the four years 1969-1972 are shown
in Annex 6. Sales are Forecast as indiecated in paras 6.03 and 6.0L. Ope-
ratine expenses are estimsted to te at current price levels, except for fuel
costs which would increase by 10% on Jaruasry 1, 1970, Labor expenses would
remain at their 1969 level since expected increases in individual wages for
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seniority and promotions of about 3%, would be offset by savings in labor
expenses due to labor reductions and transfers to construction. The level
of power rates was calculsted to procduce & net income equivslent to the 6%
return provided in the concession, less, in 1969 and 1970, the smounte com-
pensating excess earnings at the end of the previous year {see paras 3.22,
3.25 and T.11).

Tk Net income for 1969 would be about M3N16 billion, equivalent to

a return of about T.T% on the rate base, exceeding the permitted net income
in the concession by some M$N2.6 billion. Sales and revenues in subsequent
years might incresse faster than now estimated. Should higher revenues ma-
terialize, they would help postpone or limit the tariff incresses that night
othervise be needed on zeecount of rising price levels.

Tedd The forecast coverages of interest by net income would be ample.
Net profits would increase from M$N11.8 billion (US333.6 million) in 1969
to M3N15.2 billion (US$HU2.L million) in 1972.

Future Financial Fosition

T.13 Annex L shows forecast belsnce sheets as at the end of each of
the years 1969 to 1972. While the financing plan provides for new borrow-
ings of about US$166 million, the total debt, including current portion and
short-term bank credits, would only increase by US$81 million to US$o6l
million in the four years through 1972. The composition of the debt, how-
ever, would be sounder than st any time in the past. 906% of the debt would
be long-term, with outstanding Bank loans of US$1Th4.1l million representing
about 67% of the total. The current portion would be 7% of the debt, as
compared with 13% at the end of 1968.

T4k Debt would be 28% of total capitalization (expressed in dollers -
see para 4.03) at the end of 1972, ms compared with 24% at the end of 1968,
which is low for a utility with a reascnably assured steady flow of earnings.
The increase in the debt component of the capitalization in the period is
small due to the factors pointed out above, and also to the rapid growth of
equity reflecting the small wnropeortion of earnines paid out.

Tods The forecasts provide for ample working capital., This would

allow the assumed market issues to be delayed by a few months, if necessary,
to suit market conditions or the timing of the Government's own issues. AllL
existing financial covenants would be met with suple margins throughout the
pericd. By the end of 1972, and to the extent nowv foreseeable, SEGBA should
be in an optimum position to continue expanding without major assistence from
the Government and the Baunk.
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8. AGRERMENTS REACHED DURING NEGOTIATIONS

8.01 The fellewing are the principal sgreements reached durding nsgotis-
tions:

(a) the following existing agreements will be extended for
the life of the proposed loan:

(i) planning, expansion and operation of the power
facilities of all uvtilities operating in Buenocs
Aires will be coordinated (vara £.03);

.A‘/'

(ii) changes in the by-lasws and concessien will be events
of default, and there would be prior consultation s
on the appointment of 2 new Executive Vice President
(para 3.10);

(iii) power rates will be maintsined at the level per- \

mitted by SEGBA's concession {parn 3.26);

(iv) the accounts will continve %o be sudited annually
by independent avditors (pars k.01);

(v) the creation of liens and the incurrence of new h
debt will continue to be restricted (para 4.06); and

(vi} SEGBA will continus to employ competent consultsnis
(para 5.14);

(b) the government has confirmed its policy regerding the sele of
ordinary shaves of SEGBA to privale investors (vara 4.08);

(c) SEGBA would puy cash dividends as sveiluble cash permits
(paras 4.08, 7.03 and T.0kh):

(d) SEGBA would borrow on reascnable terms from private sources,
or sell new shares to private investors, (paras 4.09, 7.03
and 7.08);

(e) SEGBA would continue to study its rate structure and to ‘
sdjust it as opportunities arise in comnection with the
annual rate reviews (para 3.28);

(f) The govermment will ensure prompl payment of amounts due
to SEGBA by its agencies (para 4.12); and

(=) setisfactory srrangements will be made for procurement, A
(paras 5.09 end 5.10).

September 19, 1969
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Servicios Klectricos del Gren Buenos Aires (SHGBA)

fnargy Sent Out, Svstein Losses and Salez Through 1278

JE———————— AL

Ens rgy
Sent Out  Losses Sales
% of Tnerease
Energy ovesr
Gelh GWh Sent Out  GWh pievious
year
lear
1968 6,10k 975 15.2% 5,429
1969 7.176 1,076 15.0% 6,100 124
1970 T ok r O L 14.6% 6,620 8.5%
1971 8,438 1,198 1h.2% 1,240 9., )%
1972 9,013 1,243 13.6% 1,770 7.3%
1973 9,612 1,298 13.5% 8, 31L 7.0%
197 10,260 1,36l 13.3% 8,89¢ 7.0%
1975 10,966 1,447 13.2% 9,519 7.0
1976 11,76 1535 13.1% 10,186 7.0%
1977 12,528 1,629 13.0% 10,899 7.0%

1978 13,405 1,743 13.0% 11,662 T8




—E,-wb;'%\ M%-Qz—l‘

PR = 8
ANNEX F
-

. S S

Page 1 of O Poge

SERVICIOS ELECTRICOS DEL GRAN BURNOS AIRES S.A. (SEGRA)

RATE STRUGTURE

A. AVERAGE REVERUE FER KWH

The following tables show the aversge reveruss per kwh {excluding salss taxes)
for the different sectora snd rate classes for the years 1987 snd 1968, A forecus
for the rats classes for 1969 ic also included in Teble 2,

TABLE 1 « AVERAGOR REVENUE BY SECTOR
thxciuding Seles Taxes)

- s e
1967 1968
mmwmm E T & e
- 15N » o ~
B Seetor per kwh Increasd per lewh Inorsase
Residential 1160 2741 1317 13.5
Cormereial 17.55) 25.6 1751 (O 8}
Ineinstrial ZI.LVSO'.f 257 11,20/ (2.6}
Pablic Idghting 16,18 28,9 15,50 (Lie2)
huthorities 12,40 2hi0 11.50 (4.0}
Public Pumping 5.05 2hly 5,08 Os 6
Traction 608 (12.9) 56l (1o2}
Clherg L1656 32 o lie30 (5.7}
TOTAL 11,02 2640 12,29 lieO
TOTAL (in US4) A0 ; 3.5
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TABLE 2 «~ AVERAGE REVENUE BY RATE CL&SS

(Excluding Sales Taxes)

ACTUAL FORECAST
Rate Class 1967 1.968 1969 B
Rate (Main Sector UG g TMBN % MER o
Nusber Use) per kwh TIncrease per kwh Increase per kwh  Increase
1 Residential 11.36 o Iy 13,0l 1.8 1231 (5:6)
2 Commercial
and Small i .
Industrial 18.00 ) 26,3 17,90 (0.5) 1708 (Lo5)
3 Public :
Lighting 16,18 28,9 15.50  (he2) 15,19 (2.0)
L Authorities
and Municie
palities 13.05 26.4 12.91 (1.1} 12,33 ha5)
5 I:Zirge
Tndustrial 9,30 3h.7 9012 (1.9) Bollh)  (7.5)
6 Public
Traction 6.36 21,1 6,11  (3.9) 5.77 (5.6)
T Public
Pumping 505 2lohs 5408 05 L.68 (7.9)
= SPECial 5005 2805 hn55 (9«-9) l!.uil-(] (.2 aU)
TOTAL 11(;82 2600 12929 il.mo 11.;!,;2 (7;1)
TOTAL (in USg) 3ok 3.5 343

Up to 1967 the rapid depreciation of the peso was met by frecuent rate
increases of the order of 30% to LOF per annum, which were applied equally +o
2il classes of consumers. The only change in the rate structure in the period
was the introduction of a reduced rate for night hour sales in 1955, 4s a
result of the change the average revenue per kwh for industrial. consumers
(excluding ssles taies) became slightly lower than the average revenue per
2wl for residential consumers (Table 1 above).

In 1968, the CGovermment allowed SEGEA to increase only the residentdal
rates by way of a new fized chorge (at present MPN9S per month for consuvmphion
up to 50 kuh a monbh and MNP0 per month for the rest). This produced an
increase in the average reveimme per kwh from residentizl consumers of aboubt 147
to M$WI3.17 (Table 1)« At the same time the average revenue per kwh from in~
dustrisl consumers fell by about 3% to Mylll.20, Commercial rates have remaired
iighe Rate nurber 5 caters for lerge industrial loads and, to a smaller extani,
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large commercisl loads. These loads are frequently of the type for which
private generation was installed in the years of SECBA's plant shortage and
for which private gencration might well be iustalled todaye The average
revenue per kwh from rate 5 has slways been lower than that from residential
and commercial rates, Table 2, however, shows that in 1967 rate 5 was in-
creased by an amount greater than the average. f%Table 2 ghows no large change
can be expected in 1969 in the differential betuween the residentizl rate and
the rate for commereial and small industrial loads inseofer as the average
revenue per kuh is concerned. Some increase in the differential, however,
can be expected between the residential/commercial rates and the lorge ine
dustrial rate, The latter are very much influenced by the incentives given
for taking supplies off peak and at high voliage., SEGBA should consider
greater incentives in these directions, Furthermore, as shown in the next
two sections, considerations of marginal cost pricing and income/cost ratios
by rate classes indicate that there might be scope for further increasing the
differential between residential and industrial rates ond for examining
commercial rates.

B. MARGINAL COST PRICING

A study of marginal cost pricing for the Greater Puenos Aires
system waps made in 1957 by Alieto Guadagni of the '"Tnstituto Toreuato
Di Tella", Buencs iires. Ths material in this section has been put
together from Mr. Guadagni's report.

Ioad Patterns

Electric utilities have daily, weekly and anmual peaks in their sales of
electrical energy. Due to the random manner in which the consumers load can
be suitched on, it is not possible to predict exactly when these peaks will
oceur, particularly the annual peak,.

Daily load curves kept by SEGBA show the hourly rates of enerpgy cone
sumptions for each 24 hour period in the year. TFrom these curves, load
patterns for the future can be predicted. Analysis shows that, for SEGBA,
the peak hour of loading might cceur at any tine between 5.30 pm and 9.30 pm
and that the winter week~day load curve can be conveniently broken into three
gemi~discrete periods:s

peak 5.30 pm to 9,20 pm
night 9.30 to 7,00 am
day 7.0C am to 5.30 pm

The sunmer week-day iz undergoing a transition due to the increase in
air conditioning lead but the swmer peaik is still lower than the winter pealt,
Summer weekdays can thus be conveniently divided into two periods:

night 11.00 pm to 7.CO an
day 700 am to 11,C0 pm
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The system peak load may oceur any weekwday from shbeut May 20 to October 8,
This can be called the Winter season and the vest of the year the Suumer seasoh.
Corresponding to the levels of demand there are levels in cosis of electricity
production,

Short Run Marpginal Costs of Enerpy Production

ot e A

These are basically the incrementsl energy costs i.e. the costs of
generating an additional increment of electrical energy abt each level of
demend for electrical energy. They are made wp of incremental fuel and
operating costs. Inevemental fuel ceste are condinuously calculated in the
SEGBA central dispatehing center bscanse generating stations are called on to
give supplies in the order of increasing incremental gnergy costs.

Using a simple model developed for calewlating the chort run marginal

costs of production, the study arrives at the follewing figures ab 1965 grice
levels:

TABLE 3 ~ SHORT RUN MARGINAL COSTS OF PRODUCTITON

S I A Winter ol Swimer 1N o
Period ver kwh generated _pexr kuh penerated
Peak " 1e20 -
e 0450 1608
Wight 0.81 0,90

L=}

“he incremental energy cosis to be charped for each discrete period were
determined by taking a weighted average of the incremental costs corresponding
to each different hour in that period,

Long Bun Marpinal Costs of Production Capacity

At the time of the annual system peak, the marzinal cost (i.e. the cest
of producing another kwh) is not limited to the cost of preduction of the
generating plant with the highest incremental energy cost which is brought into
operation last. Additional capacity (kuw) to produce this energy is #zlse re-
guired, the fixed charges of which must be added to the incremental energy cost
at time of system peak, Should the additional capacity be other than peaking
iype in nature then an gllowance mst be made for the gavings possible to be
nmade off peak, in that the older plani on the system will operate less.
Spreading the net fixed charges over the hours of the year within which the
system peak might occur gives the following tebles
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TABLE i LOUG AND GHORT RUN MARGIHAT. COST3
OF PRODUCTION

Winter VSY Sunmer MIM
Period per kwh peneroted pexr kuwh generated
Peak _ 11,70 -
Day Q.50 1.08
Night 081 090

Netyork Costs

Incremental. load requires incremental network costs as well as incre
mental production costse. Like the incremental production costs these have a
short-run (operating cost) and a long-run (capacity cost) aspect. That part
of the network which links together the generating stations by collective
transmission is best viewed as extending the facilities provided by the generat-
ing stations. Its short-run marginal costs includs ineremental operating
costs and the costs of incremental transmission losses at various levels of
system demand. Ils longe-run marginal costs are the fixed. cherges of extending
transmission capaclty per kw of incrementsl demend spread over the peak hours
in a manner similar to those for generating capacitye

The determination of short-run and leng~run marginal costs for the
distributlon system is not ecasy in that it depends so much upon the une
certainties of consumption of each customer. The capacity costs to be
covered can without much distortion be diviced in proporticn to the
customers! maximum demand at time of sysicm peak, In most cases in Argentina
this can be taken 25 equal to the contracted demand. The capacity costs of
extra distributicn capacity is estimated at MENLOL per month per kw of con-
tracted demand, Adding this, the corresponding short-run (oncratlng and

losses) costs and the 1ncr9mental trensmission costs to Table L gives
Table 5,
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TABLE 5

Sy

LONG AWD SHORT RUN MARGINAL COSTS OF

PRODJCTION 4WD MBIWOOK
ipraod Wintor Charges Sumner Cherges
PR HEH

(a) Energy charges per kuh per lkwh
Peak 30400 -
Day 1.08 | 1627
Night : 0.95 1,07

(b) Monthly Fixed Charge MSNLOL per ku

Practical Ranpe

To recast Table 5 into a more practical range reguires consideration
of the adverse effects to SEGBA of charging very high peak rates whereby the
proportion of private generation would cnce more increase, Alsc gome drastic
shift in the load curve would result due to peak lopping which would in itself
alter the costs and rates, MHoreover, time of day or seascnal rates require
special technical and administrative costse

In the absence of knowledge sbout elasticities of demand at the peak
and off-peak periods bul based on experience elsewhert; the study spreads
the cepacity charges over part of the day period as well as the peak in:
such = way that the prices of day hours to peak hours zre in thée ratie of
gbout 1:0.23 in winter abd 1:0.17 in summer. *ithout differentiating belween
summer and winter rates an appropriately weighted all-year round proportion-.
2lity between the energy charges of Table © would then seem to be:

TABLE 6  PROPORTIONALITY BETWEEN

ENERGY CHARGES

Peak 13
Day 3
Night  Base =1

The likely effect of this proportionality on the different sectors of
consumpticn is shoun in Table Te



TABLE 7 - PRCFORTIONALITY OF EVERGY

CHARGES BY SECTOR

arvices

Daily Estimated 1969 Ratio of
Sector Load Factor Ratio fverage Revenue per kwh
peia il S ol Ui SiAs {
Residential 30 Base Base
Commercial and
Small Industrial Lo _ 0.85 140
Lorge Industries 60 0,70 0,70

Lo

Besides indicating the proportiocnally high commercial rates, Teble T
indicates that more incentive should probably be given to off-peak sales for
commerce and small indusiry.

C. INCOME COST RATICS

SEGBA hes carvied out an analysis of its incomes and costs for the year
1967 in order to attempt en allocation among rate classes of the total revenue
requirement under the concession,

Costs

The maoximum demand on the SEGBA system was 1316 M in 1967. About
8l IW was consumed in the genersting stations. TFrom its records of system
operation SECBA was able to caleulate (2) the participation of each rate
class in the system peak demand and (b) the proportional use each rate class
made of the different parts of the network.

Teehnicel coats of operabion were apportioned to each rate class
eccording to the participation of the rate class in the peak. Depreciation
and the 8% financial return on net assets in operation were apportioned
according to the usage of assetz by the rate class, Commercial costs
and overheads were apportioned according to the use of personnel.

Incqgg

The total revenues for 1967 in M3l for each rate class were used in
the caleculation as income, Table 8 shows the income to cost ratio for each
‘rate class as calculated by the zbove method.



TABLE 8 - INCOUE

P e B
ANTES

il
Pages O o o

TO COST RATIOS PER RATE CLASS

i

1967
Rate Clagss Cost Income  Income
Rate ' (llain Sector M BN Income to Cost
Hunber Use) Millions 1illions Ratio
Residential 31,930 26,887 0.6l
¢ Commercial and Small
Industrial 12,7l 17,?6& 140
3 Public Lighting 2,321 1590% 0.82
i Authorities and
Municipalities 2,268 2,159 0,595
u Large Industrial 9,548 10,716 1,12
6 Public Traction Li6 75 1.3k
| Public Pumping 1,010 1,041 1.03
- Special 126 892 1.23

o s

i

The imbalances shown in Table 8 have been rectified to some considerable
extent since 1967, TFor example, the average revemue per kwh from residential
sales increased by 1h.8% in 1968 compared with an average incresse of only

4.0% for all classes of sales.
both ecommercizl and industrizl

MAlso in 1968 the

sales deecreaseds

for furdher adjustmert of imbalances.

D, GCENERAL COMMBNTS

average revenue per kwh from
There meay, however, be room

SEGBA should perlodicelly carry out studies of the type shown in this
Armex and also on the detailed structure of ite rate classes. It should
vensider restructuring rate number 5 o include
Dzsides a cost and revenue enalysis the likely effect of rate changes on
consumers behavior should be studied e.go lowsring commercial rates might

lsad to little redistrihution of

load,

loads of below 50 kwe
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SERVICI0S ELECTRICCS DEL GRAN BUBNOS AIRES (SEGRA)

Notes on Balance Sheets

doq SEGBA's accocunts reflect historic costs. Forelgn exchange
liabilities, however, are shown at current exchange rates. The re-
sulting, partial, revaluation of assets is shown under "Hxchange
difference" in Part 1, Historic peso values, of the tabulation,

Part 2 of this tauvulation shows SECGEA's balance sheets expressed in
dollars, cn the basis of the dollar values actually used to determine
the level of power rates in accordance with the Concession. The effect
of this valuation of assets is reflected in a revalualion of equity
which is included in the corregpending values shown in Part 2 under
"Capital and Reserves, Totall,

2o SEGBA collects capital contributions from pew customers (except
for residential service with an installed power of less than 2. kw
requiring extensions of up to 20 meters for underground cables and 100
meters for overhead lines). The amount of these contributions is cale
culated as the difference betwsen the estimated total capital cost of

the necessary works and twice the estimated ammual revenue to be derived
frem the customer. Such contributions are not repayable and are not
includsd in the rate base.

A different type of capital contribution is collected for the
connection of barrios (agglomerations of 20 dwellings or more). Customers
in barrios are required to install the low voltage wetwork; SEGBA, however,
provides the conductors, house connections, and meters for the low
voltage network. The estimated cost of installations put in by customers
in the barrios is recorded by SEGBA as a capital contribution., It is
nonrefundable and is excluded from the rate base.

The capital contributions for normal and barrics extengions
have been estimated as follows for the period 1969-~1972:

1969 1970 1971 1972
(in millions of pesos)

Barrios extensions 137 1,185 L6l L27
Nermal extensions L0O 400 LOO 100

537 1,565 864 827

When the estimated annual revenue is over 25% of the total
cost of the necessary works, SEGBA must return the part of the con-
tribution which exceeds 50% of such cost over a period of up to 4 years
without interest. Such amounts are shown in the balance sheet under




feugbomers ! contributions” in long-term debt. No attempt was made at foro-
casting a variation in thase deposits since in practice new depogits are
about equal to repayments under existing depesits.

3e In line with the Government's policy of increasing the production
of coal by Yacimisntos Carboniferos Fiscales (Y¥CF), and after consultation
with the Bank, SEGBA has agreed to increase its usage of coal from 151,000
tons in 1967 to about TL5,000 tons in 1972. Payment for coal will be on the
basis of the cost of fuel oil having an equivalent heat conbent. SEGDA will
purchase the equipment which is necessary to convert two beilers in its
Puerto Nuevo plant to coal firing and associated coal handling eguipnent,
with an estimated total cost of MHN3,382 million. This amount will s eX-
cluded from the tariff base, and will be partially financed as followe:

i« A ten year credit from Eximbank for US$3.1 million,
at 5-1/27 and foreign suppliers! cradits tobtalling
M$N3LS million equivalent, at interest rates between
6 and 8%, with maturities between five and six years.

[
[it
-

Ten year local suppliers! credits totalling MENSLO
million with 8% interest.

The pronosed srrangements for veivbursement of SEGBA by YCF are
as follows:
i YCOF will make payments to SEGBA of MNISO million
in 1969 and 1970, and M3N200 in 1971 and 1972.

ii. The balance of the cost of the equipment will be
reimbursed by making sinking fund payments over a
30-year period. YCF will pay interest at the rate
of 8% on the balance cutstanding.
b Includes parts and materiais inventories for maintenance of ex-

isting plant as well as construction inventories,

Be (2) The item "Accounts Receivable" as of December 31, 1968
is detailed below (in M$N millions):
Private Consumers 7,680
Goverment Entities and Agencies:
Current 1,452
More than Four Months 3,041 h, 193
Municipalities and Province 2,131
Notes Receivable s A
Accounts in arrears 353
Power supplied but not inveiced 5,068
Other Accounts Receivable 3,969
2,007
Less: Provision for doubtful debts 800
23,207

e T
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(b) Govermment debt has been reduced during 1969, and
the Government has agreed to take all necessary
action to ensure prompl payment cf amounts due to
SEGBA;

(¢) The item "Power supplied but not invoiced”, MENS
billion represents the estimuied value of the
electricity consumed between the Last meter reading
and December 31 (zes lote 3 to Incoms Statements ).
The amounts will be billed after tha next reading
in January or February at the prates effective the
following year; because of SEGBA's bi-monthly meler
reading cycle they represent on the average one
month's billings; and, '

(d) The item "Other Accounts Receivable", includes
an interest bearing short-term advance to Gag del
Estado of about MSIW1.L billion which has been re-
paid in the first half of 1969,

6. SEGBA's share capitsl history up to Dacewber 31, 1966 was detailed
in Report No. T0-606a. The origimal share capitul represented the value of
the investment purchased in 1956/6L by the Geoverrmeni, MdN8, 347 millicn,
which was paid partly in cash and partly with 12 year dollar bonds. To this
was added the estimated value (recently confirmed by Decree fo. 8516 of
Decerber 30, 1968) of properties transferrec by AyEE in 1961/62, M$NT,035
million. This share capital (of MjN15,382 million as of Decembor 31, 1962)
was divided into preferred and common shares in a L0360 ratio. As of
December 31, 1968, the share capltal has been increased by stock dividends
on preferred, at 5%, totalling MdN2,292 million, and on common, at rates of
up to 20%, totalling 1M1, 3C 9 million; end by Government cash conbtributiocas
of M{H7,500 millione .

Te Seo Annex © for dsbt oubstanding on December 31, 1968. In con-
nection with the purchase of base load unit No. 9 for the Puerto Nuavo
station, SEGBA has obtained financing from Eximbank (an 11-1/2 year credly
of US$h.9 million with interest av 6%) and suppliers (78$3.5 million equiv~-
alent, for 11-1/2 years, with Interest at 7.5%). Sece Note k4 for a
description of the financing of equipment for conversion of boilers in the
Puerto Nuevo staticn to coal firing, and Chapter 7 for a description of
SEGBA's plannsd future long-term borrowilgs.

8. The item "Accounts and Neotes Payable" as of December 1968, is
detailed below (in MSN millions):



Fuel suppliers 2,6L6
Power suppliers 252
Other suppliers and contractors L,019
Wapes and social charges o6
Taxes withheld 2,792
Accrued interest, etc. -,

11,603

9. Exeluding current portion of leng-term debt.

AVNEX L

e T
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Notes on Tneome Sintoments
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1. Between the time of the first Bank loan in 1562 and 1967
substantial rate increases took place, primariily to compensate for
devaluations of the peso and cost incrzzses (see Report No. T0-606a, Annex
3). The average revenue per kwh, excluding tawes, at the end of 1966 was
M$N 11..01 as compered with M 2.70 at the end of 1961. Incrcases of 7.3%
in 1967 and L.0% in 1968 and a decrease of 6.1% in 1969 have taken place
as a result of thz normal year end review of tariifs., The average revenues
per kwh in 1970, 1971 and 1972 were calculated so as to generabs revenues
which would satisfy the requirements of the concession.

2a These taxes, which are collected by SEGBA for the account of the
Federal, Provincial and Municipal suthoribties, consist of the Following:

(a) A federal tax of 30 centaves (ctvs) per kwh, is vsed to
finsnce the National Fund for Blectrical Energy (Iaw 15336
of September 15, 1960). An additional federsl tax of 5%
on all szles bo vultimate consumers, to finance the Chocop
hydroslectrie project, was introduced Ly Law 16882 of May
19, 1966. Tt became effective on January 1, 1969, (Isw
1757) and Decree 805L of Decesber 17, 1968).

(b) Until August 31, 1967, two taxes on sales in the Provinece
of Buenos Aires were used to finance DEBA, the Province's
utility:

(i) Provincisl ILaw 5880: & ctvs/kuh on residential and
20 ctvs/kuk on commercial, industrial and federal
= - "
authorities consumphtion.

(ii) Frovincial Law 55LL: 10% on all commercial and
indvatrial consumpbion (thus excluding residential).

Effectivs September 1, 1967 these two laws have been replaced
by Provincial Law 7290, of July 27, 1967, which introduced

a unified tax on energy consumption of 15% on commercial

and industrial consumption, and 2% on residential and other.
All mational, provincial and municipal authorities are now
exempted. '

(¢) 4 tax on sales in lhe city of Buenos Aires is collected for
the Municipal budget. It was raised in 1966 to 1% for
residential, and 1’4% for commercial and industrial consumption.

3n This adjustment is intended to report the revenues of tns
fiscal year on the basis of consumption rather than billings. It
represents the difference between the estimated value of energy billed
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during the last part of the year, and the corraanwudkﬁg vabimnte at the end
of the previous year. The adjustment has not bzen projscied in the fore-
cast for 1969 through 1972, since it would not materially affect the
forecasts.

L To compensate for the shortfzll in revenues at thz end of

1967 without a lerge tariff incresse, the Government provided SHGEA with
a contribution of MPN 6,259 million. This was paid through the Natiomal
Energy Fund during 1968 out of the proceeds of an inereased tsx on
gasoline. The Bank agreed to this exceptional arrangement, which was
consistent with the stabilization program of the Government.

5 Tn 1968, the total wage bill was MIN 26,202 million, of which
MEN 20,731 (79%) was charged to operations. MN§N 18,350, which represent
the labor expenses of generation, distribution, maintenance end adminis-
tration, are shown under "Salaries, wages and scocial benefits". The
MEN 2,381 balance of wages charged to operations (labor expenszes for
transportation, stores, etec.) is included ir "Other expanses'". A

wage inerease of 8% for SEGEA's perscnnel was anthorized at the end of
1968. For the projections, it was assumed that there would bs a transfer
of personnel from operations to comstructicn, leading to a reduction in
wages charged tc operation of 1.54 por annum. A further net annoal re-
duction of 1.57 was assumed to be the result of SEGRBA's rabicnalization
pregram. These reductions would offset the incresase in the level of
wages due to seniority and promotion. estimated Lo be 3% per annvm. No
increase in wage levels due to the cost of Lliving was assumad, and any
increase would require a compsnsating rate adjustment.

& Fuel costs for 1969 are based upon the present average price
of MSN )93 per million kilocalories, with an average heat rate of 2,800
Kealories per kwh sent cut. An expected 10% increase in fuel prices
was assumed, effective January 1, 1970,

Te Ineludes the cost of power and energy bought from AyEE, CIAE
and others. In 1968, SEGBA and CIAE operated under a central dispatching
arrangement which resulted in credit of MEN 121 million to SECBA s which
supplied 88 Gwh more than it received from CIAE. In 1969, SEGBA expects
to purchase 430 Cuh from AyEE at a cost of M3N 2 per kwh and MSN 729

per kw per month; it will pay a charge of M$N 8,000 per kw per year

to CIAE on 126 kw. In the years 1970 through 1972, it has been assumed
that SEGBA, AyEE and CIAE would cperate under a central dispatching
arrangement under which reserves would be pooled. SEGRA wonld pay
charges at a ratc of MPN 8,750 per kw per year. The nuclear power
station at Atucha is expected to stert supplying power in 1972. The
projections assume that SECBA will pay a charge of M&N 8,750 per kw per
year and that it will purchase 600 Guwh at MSN 1.48 per kwh.

8. The ccncession provides that, in lieu of income and 2li other
taxes, SEGBA shall pay two taxes on sales, one {o the municipalities
and the other to the Province of Buenos Aires. The Mumicipal tax, of
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» on all sales except to railways and for public lighting, is set off
quarterly against the power bills of wmur cipalities. The Provincial tex of 6%
on sales in the Province to the same categories of convumers as Lhe Municipali
tax, is set off from time to Cime, by ad hoc asrrangenents, against the
Province's power bills,

9. Depraciation of ubtility plant in service is charged at one single
rate of 3%, applied to the dollar value of the aggragete plant, rather than at
different rates applying to the different classas of assets. Depreciation of
assets other than utiliby plant, which ave alse valued in dollars, and reprose
together a relstively insignificant propeoruion of the fixed assets, is charged
at 10% for furniture and fixtures and 20% for autcmobiles, trucks, etc.

10. Until 1968, SEGBA capitalized interest at the rate of 1% over the work
in progress outstanding at year end. Starting 1968, this practice was changed
and interest is being capitalized at 8% of the average work in progress during
the year.

k& B The statutes ol December 29, 1961, call for the following appropria-
tions of profits:

as 2% to the Legal Reserve, until it reachas 102 of the
share capital; the corrcsponding appropriations ave
included in the item "Reserves and surplus? in the
attached statements;

b. 0.60% to the directors and the "syndic", bubt nob ex-
wmﬁm;mBﬁcﬁtmetMQ_mgebnlfw'may%r;

c. cumnlative dividend of 5% on the par value of pre-
ferred shares;

d. 0.60% to the merbers of the executive commlttee (in
addition to their respective salaries), but not ex-
ceeding 0,255 of the total wage bill for the year;
and, .

e« a bonus to parsonnel, if any, and dividends on
comaon shares as way be proposad by the Board of
Directors.

These appropriations and the dsclaration of dividends are made at the Anpuval

Meeting (generally in April of the folleowing year) and for this reascn are uch

reflected in the Balance Sheei for the year to which they apply.

12 The Govermment, as shereholder, granted personnel a share in the profica
of fiscal year 1967, which ranged from 17% to 119% of one month's wages (plus
0.2% to 1.1% for each year of seniority) according to the employeels positicn on
a five point rating scale. The Boord hag not vel decided how the M$N 1,330
million bonus for fiscal year 1968 will be distributed,

13. Dividends have been paid in stock: on preferred shares, at
i every year, and on comion shares, a% 20% for 1967 and 35% Tor 1968,
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£% has beepr assuimed that stock dividends at 109 on comnen shares would

t2 paid in the future, together with cash dividends on preferred shares,
ad. o

s% 5%, and on common shares at 8F.

1h. This net income represcuts the sum of ¢

(2) the amount of net incowe nocessary to achieve in the current
fiscal year the required return of 8% on the net dollar
value of utility plant in service, plus noticnal working
capital of 5% of such value; and

(b) the amocunt by which the actual net income of the previous
year exceeded or fell snort of the required net income, which
amount should be compensated fully ocut of the curreni year's
revenues .

25, The return is calculated in accordance with the concession.
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Servicios Mectricos del Gran Pusncs Airves (SEepa} (1- 10
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Details of SU0O8A's Investment Program

Transf ormner Botimated Costh
Capacity (MVA)  (M%N Millions)
Generation '
bl S LR
Gas Turbinag 2,835.0
Completion of Unit 9 - Puerto Nuevo Station 1,208 0~
Fodification of two Boilers 20050 —
Minor work at existing stations 41G,.0
Total 6,497.0

New 220 kv Suhstabions

ElL Pino {220 kv ocquipuent only) 336.0
Moron €00 592.7
Burzazco IT &00 971.3
larlano Moreno (Switching Station) . k60,9

Total 1,200 2,360.9

New 132 kv Substaticns

Vicente Lopez 80 230.3
Casancva 80 217.3
Vietoria 8o 216.7
Cindad Universiteria 60 252.7
Independenncia 80 351.2
Azcusnage 60 38L.8
Miguelete 80 252.7
Barracas 80 328 .8
Lugano II ao 216.7
Egcobay _Bo __200.0

800 2,651.2

Work in Progress from 1967-70 Program 1,720,060 —

Total Ji5375.2
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Extensions to Existing Substalicns

B

I*f‘m 5,31: :’d Coed u

.guu- ﬂu\mmn m;-.“mm

132 kv
Malaver 2 0.0
Edison 5 103.7
Pusrtc Huevo i1 2L.3
Tolosa 1 20.5
Matanza 2 592
Caseros - 21l.2
Costanera 2 LB 1
Moron {third bar) 2 1005
Colegiales 1 20.40
Remote control and measurement eguipment - 192.6
630.8
Work in Progress from 1967-70 Program 18l.5 —
Total 515’@3 )
Other ‘ B )
Minor work on G.5 kv, 13.2 kv & 27.5 kv substations [f' 750,.0
Digtance Estimated Cost
Circuits km (175N Millions)
220 kv Transmission Line T
El Pino~Tnmed. ioron P LS 1,350.0
El Pino-Buvzaco IT 2 2h T20.0
Burzaco Ii-Tolosa & 50 1,005,0
- 119 3,075.0
132 kv Transmission Lines
Nuevo Puerto-Edison 24 19.0 8i8.14
Nuevo Pusrto-V. Lopez-Edison 1 19.0 8336
Edison-Malaver % 11.0 532.8
La Plata-Tolosa 4 5.0 250.0
Edison-Victoria 2 M 5370
Matanza-Casanova 2 7 .5 6L6.1
Pozos-Independancia 2 2.5 192.2
Costanera-Barracas 2 7.0 537.8
P, Horeno-Lugano IT 2 4.0 307.3
Deriv.-Miguelete 2 0.2 17.4
P. Nuevo=Colegiales A 7.0 371.7
Burzaco I-Burzaco II L 4.0 689.0
Moron«Caseros {3 de Febero) 1 12.0 581.3
Moron-Malaver 3 15.5 751.0
Bernavidez-Iscobar 2 15.0 300.0
135.7 7,366.4
Work in Pregress from 1967 ?0 v ogran 1,305.1 —

Total ,O7Le5

>



Tnvesiment Program (Cont'd)

Distribution System

Estimated Cost
Gnantity  (M$N Millions)

6.5/13.2 kv cebles - Capital {km) Loo }.356.%
13.2 kv cables ~ Province (km) 4450 3,E79.2
13.2 kv lines - Province {km)} 1,195 546754
Transformer vaulis - Capital Loy 2,039.1
Transformer vaultes - Province 295 1,020.0
Transformer platforms - Province 1,842 1,615.2
Transformers -~ Capital (mva) 390 733.7
Transformers ~ Province (mva) 885 1,651.5
Low Voltage cables -~ Capital (km) 110 3,h58.2
Low Voltage cablies - Province {lkm) 150 1,189.0
Low Voltage liness - Provimce (km) 54655 12,899.2
New connections - Capital 2,800 1,5hk.6
New connections -~ Province 285,000 2,151 .1
Meters - Capital 71,060 321.3
Matels « Provincs r_f;:,vvo l S?O«.?
Street light fixtures 21,900 ﬂBOL,E
Couversion of 6.5 kv system to 13.2 kv w ___150.0
‘ 46,910.8
Work in Progress from 1967-70 Frogrem e 9&93&""“
Total 47,8516
Miscellaneous
Various Buildings
fAdministration Building 1,230
District Offices - Commercial Department 790
Expansion of Existing Buildings 130
_ 2,150
Work in Progress from 1967-70 Program 2,500 —
1,650
Other Items
e -‘i by
Furnitures, Fixtures, Teolsy Vehicles U0 1070 1,450
Consultants Costs 710
Contingencies 5,L00
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detrial Jndd Projected Denand, Aeserve zmd Firm Dgpagity
- f
v v ’
Tears 1966 1967 1968 1069 1970 1771 1972 1973 1974 1975 1976 1977 1976
New Qapasoity
N N
Gas Turbines - - 140 - 125 - a5 % & - =
e
Convantionzl Stean - - = 250 250 - - - - - - -
SR )

Nuelear - = - = - - 313 1 & - ” = -

£ Zhoeon, Hydro ‘ “ e = = % & - u0C 20G 200 LOO -

Cerros Colorados, Hydro - - - - - - - - i - - 370

letirement - - = g8 # # = 50 - - . =
Installed Capacity 2,59 2:969 3,088 1/3-‘ 532 3000 L3 L.lag  L,73e
Effective Cavacity 2,530 2,985 3,005 & 3:.538 3,983 3,9 4,268 L.331

Reserva 2/ 377 396 Loe e k72 L L72 L72

% _— g i A e ey ~t - s
Firn Cupdul*u.f 2,153 2,509 - 2,609 3,058 3,ph9 sik 3,796 L0159
- e - - i — a el 5 " et 2 fem
Maxdmm Demand 2,;:—j r:'sll'z‘) 2,:3’-‘& 2,,@_, € 9030 Bk _‘)_-3.':; 22001
& 1 T Ty T % ry ~ s '
Sarrplus G0 LD 123 323 ana 26 i L

i/ Orply 200 W of the nuclear capaci‘y is expecied to be affechive in 1972
h/ Largeis unit plus 53 of effective tharmsl capaciiy
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Installed and Effective Capacity

Tnstalled Fifective
Samelwy I Lepacioy b
FExisting Thermal Plants 1968
SEGBA
Puerto Nuevo 651 L0
Costanera 600 600
Dock Sud 179 170
Gas Turbines 140 1,573 e 1,550
CIAE
Nuevo Puerto 269 269
Pedro de Mendoza 98 367 50 219
AyEE
San Nicolas 320 32
Serrento e a1
Calchines 70 5'02 _50 61
TOTAL EXTSTING PIANTS o ,l'rLiE' 2330

FUTURE INSTALLATIONS
SECBA
Puerto Nuevo No. 9 (1970) 250 250
las Turbines {1971) 90 90
CIAE
Nuevo Puerto No. 6 (1969) 250 250
Gas Turbines {1971) 35 35
ATCMIC EIERGY COMMISSTION
Nuclear (1972) 313 200
Nuclear (1973) 31%
HIDRO?\TQE_
fydrc L1 Chocon E1973) Loo 362

i " 8 1971) 200 197

" n v (1975) 200 186

L " L (1976 ) 400 360

®  Plan. Banderita (1977) 300 263

wooom "o (1978) 150 12
PET TRENEN]
SEGRE (1973} Dock 3ud 50 14

GIAE (1969 ) Fadro de Mendoza 00 M
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SERVICIOS ELECTRICOS DEL GRAN BUENGS AIRFS (SEGBA)

Incremental Rate of Return Barned by a Barrio

Ls ‘ The incremental rate of return from extending supplies to a barrio
s the discount rate at which the presnni worth of the capital costs of provid-
ing service to the barric eguals the present worth of the gross revenues ob-
ta¢rcﬁ from the barrio, less operating expenses, over the economic life of ibe
ssets employed (taken as 25 years).

=y The following information and assumptions were used in caleulabing
the rate of rebturn from the annual cash flows (seec chart, page 6 of the Annax

(i) Barrics

These are defined in the Argentine Electricily Sunply Regu-
lations as concentrated groups of residential Unurthts oi not
less than 20 houses in number who ask for electrici Ly supply
collectively, These barrios are scattered throughout the
tovrl,ory of SEGBA's concesgion and, in general, hcouse famille
f low income groups. Between 1962 and 1968, SEGBA conas ctﬂu
to electricity supply about 1,000 barrics. About 600 more arc
planned for connection by 1972 after which date few should ro-
main unelectrified., The barrics vary in size ranging from
20 houses to over 500, All barrios must be reasonably compact
in area to qualify for connection, The small barrios (50
houses and under) tend to be within a defined cempact-araa
normally with little room for expansion., All houscholds tend
to become customers immediately in that the unit is compact
enough for oll to want the same level of facilities. They dc
not contain spartment houses and little sub-letting takes
place; thus each house has one cornection and one wmeter. The
larger bsrrios of 250 houses and over show varying degrees of
dispersion, All bouseholds do not become customers immediatelr,
Some sub-letblng takes place giving rise to multiple-service
comnections,

(ii) Sales

The average salcs per month per resldential consumer including
those in barrios is just over 100 kwh. Since 196w, the averuge
growth per residentisl consumer has been urnder 2% per annum,

In 1968 the average consumer within established barrios uses
about 70 kwh per month., However, when a barrio is fivst cen-
nzcted average consumption is normally lower, say 50 kwh per
month and this may double in about 25 years.



(iv)

Maximua Demend - Capacity Reguirements
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Residential sales are about 50% of S¥GRA's total sales, Also
the bime of the residentizl peak is not greatly different from
the time of the sveiem peak. The wmaximam demsnds, for which
systen capacity has to be provided from generation to the fecd
point on the distribution system, can ihus be estimated by ve-
ing a typical lead factoer (say 25%) for barrio loads. This
gives maximum demand figures of about 0.20 kw per consuomer at
time of first cormection to double this in abouk 25 years.

Direct Costs of System Extension

The direct capitsl costs of extending service to a barrio
cotisist of extending a medium voltege (13.2 kv) distribution
line to a step down transtformer and erecting low voltege over-
head distribution lines within the berrio from which individuss
house-connection are made. In order to gualify for service
from SEUBA a barrio must collectively agree to finance directiy
&mﬁlwh?d“ﬁecaﬁhﬁcnﬁsofth:ﬂﬂwmthnawMMjum
descrited, In practice, SEGBA provides at its erxpense the
13.2 kv line extension, the step dowvn translormer, the low
voltage distribution conductors and the housa connections,
Barrio residents are reguired to pay directly fer the low
voltage poles and insulators and the erection of the low volt-
age lines. SEGBA has established this requirement primarily
to minimize its own capital investment. One result is that
SEGBA's rate base includes only that part of the capital cost
which is financed by SEGBA itself. This obviously resulis in
savings to barrio cusbomers on their electricity rates (cross
subsidization would only transfer the burden to other cone
sumers ), These savings may be thought of as a "cash flouw"
which justifies their own private investment in the project,
The US$ 100 (approx.) per barrio customer of consuner-provided
capital costs is financed in a variety of ways, often by
borrowing 211 or part of the sum. Barrio residents would net
be wiiling to incur such costs if they did not value electriciiy
service sufficiently to make their privete investment "pay®n,
The minimum benefit that justifies the US$ 100 of private in-
vestment is the saving (i.e. cash flow) in electricity rates
between what SEGBA would have to charge had SEGBA provided the
full investment and the (actual) lower rates that reflect
SEGBA's lower capitai rate base. To barric censumers, the
present velue of such savings over whatever tima-pericd and
discount rate they f£ind releveht, must be at least USH 100,
Therefore this private investment part of the totzl capital
cost justifies itself and need nol be taken into account in
determining the incremental rate of raturn,
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(v) GCeneration, Trangmission and Primary Distribution
Tnoremental Investment Costs

B

The cost of extending supplies to e barrvio mst include an
appropriate portion of the cost of seaeration, transmission
and distribubtion Pfacilities required to supply, transmit ana
distribute the power to be utilized during the economic life
of the works covered by the dirsct extension costs i.a.,

25 years, Each incrementel kw of demand by the barrioce at
time of system peak requires an increment of capacity in gene-
ration, transmissicn and primary distribution. The approp:
generation capacity cost is that of the merginal plant in &
year (i,e, the generating plant which would not be installed
if the meximum demand were L kw less), This cepacity cost is
the construction cost less the total present vealve over the
economic Jife of the plant of the fuel cost savings (if eny
nede by running the marginal plent instead of any remaining
generating plants in the system which have a higher cogh of
production. An examination of forward plaus indicates that
ne great distortion will be intreduced by baking tlhe marizinal
plant as gas turbines. Transmission 1is installed in "Luunpy®
projects. The sppropriste cherge is thus beat taken a3 tho
estimated average trend over a number of fubure years ud
cxpenditure per kw of demand.

i
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With respect to the primery distribution charge; although
the residential load is 2 large propertion of the tobsl lead,
the total barrio lead is only a small percentage of this.
Furthermore, although the residential load has been gcrowing
at aboub 74 per annum, the basic reason is becsuse of new
cormections., These fzels plus the nabure of the network
structure (a radial network) for future years, indicates that
only about 10F of the estimated average trend of expenditure
over future years per kw of demand should be attributed to
the barrio load,

(vi) Revenues

o

Barrios are charged by SEGRA according to Rate No. 1. The _
level of thia tariff and its components (fixed and kwh charge ;
ave been taken to be constant throughout the period considercd

vp to 1995 because inflation - has been ignored in these cal-
culations (they are done at constant value) and the rectifice-
tion of any imbalances in the rate structure over fubure yerrs
will have the tendency {if anything) to incresse residential
rates. The latter are therefore unlikely to be lower than at
present, Frem the point of view of cash flow To the economy
as a whole, the annual gross revenue from a barrio is equal

to (a) the annual kwh sales multiplied by the rate plus (b)
the sales Laxes (see Ammex 6, page 2, note 2). Annual neb



revenue (i.e. cash flow) is equal to the annual gross ro-
venue less operating expenses. For the purposes of caloulat-
ing the rate of return, operating cxpenses exclude any in-
come tax (or gimilar items in liew) which the Covernment
levies on SEGBA profits i.e. the only items deducted from
revenue are the operating expenses directly associated with
providing the exploitation of the resovrces in question,

(vii) Operating Bxpenses

Operating expenses include the incremental costs of operation
spplicable to supplying the barrics in three broad categories
(a) incremental fuel cost for the additicnal kwh (b) incrementel
operation and maintenance costs () incremental overhsads:

(z) The average cost of fuel per kwh deliverad to the
consumer's premises in 1968 was about MEN 1,56, The
average marginal cost of production over that part of the
load curve occupied by the barrio load, 1,e. next to the
system peak, is about 20% to 307 higher. Aliowing for
this gives a figure of ghout VBN 1.90 per kuk for ths
incremental fuel cost to be charged te the berric con-
sumption. The effect of hydrc energy during the peak
period in the late 1970's cen be expected te lower this

figure to (say) 154 1.80 by about 1985,

(b) An examination hag been made in some detail of the 1967
opervating and mainbenance costs., Treating them all as
kwh related costs gives a figure of MN 2.90 per kwh
delivered to the consumer excluding depreciation, 1%
seems likely that, at worst, a slow rise will take place,
indicating a figure of sbout MBN 3.30 per kwh delivered
for operating costs in 1980 and about MIN 3.6C in 1990.
It could be argued that this over states the magnitude of
the operating costs in that it males no division betwesn
fixed operating costs (independent of kvh delivered) and
variable opersting costs  (proportional to kwh delivarwc.)
The SEGBA accounts make an accurate division of operat-
ing coshs imbo components daifficult., Also a quick check
indicates that no great distortion seems likely to be in-
troduced by taking all operating costs as kwh related.

(c) A detailed analysis of overheads for 1967, together with
an allocation per class of overheads to residential
supplice, gives a figure of about MPH 3 per kwh delivered
at residential consumers'! premises. Iowever, at least
half of this must be reparded as "fixed" in the sense
that it is independent of sales. A figure of IHN 1.5
per kwh delivered to the barrios has thus been assuned,
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i The incremental rate of vetwrn of a representative small type

of barrie (50 houses) is calculated to be 117%Z. The return for a representative
large type of barrie (500 houses) is calculated to be 184, These figuras
apply to barvios under average conditions e.g, with respect to distance

from the neasrest 13,2 kv distribution line, compaciness of barrio, complexity
of transformer mounting, ete,

b Because barrio electrification is judged likely to be one of the
merginal parts of the project, i.e, likely to earn one of the lowest in-
cremental rates of return emong the various parts of the project, then the

rate of return on the whole project is likely to be higher then 187,

July 1969
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BUENOS AIRES POWER PROJZCT

SEGBA

Sumnmeaery

The Government of Argentina has proposed that the Bank make a
loan to assist in the execution of a program intended to eliminate the ~
power shortage in the Buenos Aires Metropolitan area and to reorganize
the electric power supply industry in the area as a necessary condition
to efficient expansion of service in the future.

if. The reorganized SEGBA, which would be the Borrower, is to be
glven ownership and responsibility for AyEE's generation, interconnection
and distribution facilities in Buenos Aires. This will result in a con-
solidated program for SEGBA which, for the period of 1962-1964, includes
the completion or addition of about 800 MW of generating facilities, a

132 kv system in the metropolitan area and a substantial expansion of
distribution facilities. The program, which is estimated to cost a total
of US$292 miliion equivalent, represents the minimum necessary to eliminate,
by 1965, the bulk of the power shortage.

iii. After the reorganization SEGBA will be a stock corporation:
initially, all shares will be owned by the Government but would be sold
gradually to the public as conditions of the Argentine financial market
permit. A satisfactory plan has been worked out to ensure that SEGBA will
have a competent management group operating with the necessary autonocmy.

iv. The plan for financing the 1962-1964 program, after taking into
account US$76 million equivalent (26%) representing the total of new
borrowings already contracted and US$109 million ecuivalent (37%) repre-
senting net internally generatec funds, leaves a gap of US$107 million
equivalent. This is to be met by the sale of US$12 miilion equivalent (4%)
of new common shares of SEGBA in 1963-1964, and by a proposed loan of
US#95 million equivalent (33%) from the Bank. The financial position of
SEGBA, which is analyzed in detail in the report for the six years 1962 to
1967, should be sound throughout the period.

v. The project is considered suitable for -the proposed US§95 mil~"
lion loan, with a term of 25 years and with amortization starting in
March 1965,



BUENOS AIRES POWER_PROJECT

SEGBA

I. INTRODUCTION

1. The Government of Argentina has proposed that the Bank make a sub-
stantial loan to assist in implementing a program to consolidate electric
utility services in the Buenos Aires Metropolitan area (Greater Buenos Aires)
and to eliminate a long standing shortage of power in the area.

2 The elimination of the shortage depends largely on completing as
quickly as possible a 600 Md installation, the "Gran Buenos Aires" (GE4)
Station, which has been under construction since 1958 by the Government's
Water and Power Agency, Agua y Energia Electrica (AyEE). Due to physical,
organizational and financial difficulties, the construction of the station
is now two years behind schedule and AyEE is unable to obtain the funds in
local currency needed to complete the installation.

3. The proposed consolidation of services would be achieved by trans-
ferring to a reorganized SEGBA (Servicios Electricos Gran Buenos Aires, at
present the largest among the electricity supply organizations in Buenos
Aires) the responsibility for completing the construction and undertaking
the combined operation of the GBA Station, of the 132 kv interconnection in
the metropolitan area as well as of the necessary expansion of the consoli-
dated distribution system. These measures should bring to an end as quickly
as possible the power shortage in the area and provide a sound basis for the
efficient provision of electric utility service in the future.

4 The organizational and financial features of the consolidation
plan have been the object of long consultations between the Government and
the Bank, A firm plan of action has now been formulated and is appraised
in this report. After considering all reasonable contributions which could
be obtained in Argentina to meet the financial requirements of the plan,
there remains a gap of $95 million which the Government requests be the
amount considered by the Bank for a loan. The Government proposes that the
loan be made to the new SEGBA and that the utilization of its proceeds be
authorized in the following manner:

(1) The equivalent of US$60 million to obtain local currency
exclusively for the completion of the GBA Station and of
the 132 kv ring, and

(ii) US$35 million against imported equipment and cervices
mainly for the expansion of the distribution system and
interest during construction.
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II. BACKGROUND

54 Electricity supply by privately-owned utility companies in Buenos
Aires was established at the beginning of the century. These companies

were owned and controlled by foreign interest and operated under long term
concessions granted by the city of Buenos Aires and later by the city and/or
the province of Buenos Aires when service was extended beyond the borders

of the Federal District,

6. . In the period between the two world wars, and after some trans-
fers of ownership following the first world war, electric utility service
in the Greater Buenos Aires area was shared by two companies: CADE
(Compania Argentina de Electricidad) a fully-owned subsidiary of SOFINA,
and CIAE (Compania Italo Argentina Electricidad) which was and is con-
trolled by Swiss financial interesigfbut whese shares have also been

cuoted on the Zurich and Buenos Aires stock exchanges. These two companies,
like their predecessors, ran an efficient and profitable operation and es-
tablished and maintained a tradition of reliable service. Ample capacity
reserves were maintained at all times and generally the management and
operation of the companies reflected the conservative electric utili¢y
approach of western European companies before the second world war. | Under
these conditions the development of the Buenos Aires power system during
the 30 year period to 1940 progressed steadily with an average annual rate
of increase in demand between 7 and 8%. |
Ts With the advent of the Peron regime and the emergence of naticnal-
istic trends in Govermment policies the foreign-owned power companies began
having difficulties. In the early 1950's they were refused permission
further to expand their facilities. Shortly thereafter they were prevented
from applying the rate adjustment clauses which were included in their con-
cessions. This was accompanied by increasingly frequent expropriations of
foreign-owned power facilities, mostly in the interior of Argentina, and

by the mid-1950's a strong movement was apparent to nationalize the power
industry by expropriating the foreign-owned companies and/or revoking

thelr long term concessions. This situation continued after the fall of

the Peron Government and by 1958, foreign owned power undertakings in the
interior had been formally taken over, mostly by AyEE, but in some in-
\stances (notably Cordoba) by the Provincial Governments. Most of these

had been owned by American and Foreign Power Company and negotiations for
compensation were successfully completed in 1960. The remainder had been
owned by CADE or CIAE and settlements therefor were included in agreements
reached between the Government and the owners in 1958 and 1961, respectively.

8. In Buenos Aires, CADE's and CIAE's concessions were cancelled in
mid-1957, | The brunt of political attacks was borne by CADE. By late 1958
a settlement was reached between the Government and SOFINA under which

AYEE took over CADE's distribution system in fourteen municipalities to the
north-west of the Federal District (Fourteen Partideos). The revalued
assets remaining in CADE, whose name was changed to SEGBA, consisting of
the generating facilities and of the distribution system in the Federal
District and in the fourteen municipalities to the southeast, were to be
bought by the Government in equal installments during the ensuing ten years.
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The contract provided, inter alia, that equity capital would earn 8%.
Management was vested in a Board with representation both of the Government
and of SOFINA, with executive management remaining SOFINA's responsibility
at least until the Government achieved majority ownership.

9. The settlement with CIAE was concluded by mid-1961 and the con-
tract then signed provides for an indefinite concession period, but with
an option for the Government to buy the Company's facilities after 1966
with three years notice.

10. As for the power supply situation in Buenos Aires, the power
shortage which had begun in the early 1950's, partly alleviated by the in-
stallation of captive plant by consumers, grew more serious and by 1956
the companies had difficulty meeting demand of connected consumers. Con-
nections to new consumers were practically discontinued and restrictions
on the use of power were imposed which are still in effect, | The con-
troversies about CADE and CIAE and the cancellation of their concessions
prevented the adoption of the logical solution to the power shortage - the
installation of new units at their respective plants in Puerto Nuevo and
Nuevo Puerto {both in Buenos Aires port) - which would have made available
suitable new capacity in the shortest time and at the smallest cost. Ine
stead, AyEE initiated plans for building a new 600 MW steam power station
on a site to be reclaimed from the Rio de la FPlata in the port area. Con-
tracts were awarded in April 1958 to a partnership of British cospanies
which undertook to build the 600 MW Dock Sud plant (the name was later
changed to Gran Buenos Aires Stetion) as a turn key job with the foreign
currency cost financed by Baring Brothers on the basis of short term manu-
facturers' credits, with final payment to be made in 1967. The five 120 MW
units were scheduled for commissioning at three month intervals, beginning
in January 1961. Additional contracts provided for the coastruction of
extensive cable connections and substations at 132 kv which would complete
an intercomnecting 132 kv ring around the metropolitan area and superimpose
a new 132 kv-13.2 kv distribution system on those already existing.

T Simul taneously, AyEE was building a transmission line to Buenos
Aires from San Nicolas, a locality some 200 km to the northwest where a

300 MW steam power station had been completed by AyEE in 1955. The con-
nection was completed in 1959 and brought partial relief (about 180 MW), to
the shortage in Buenos Aires at the expense, however, of the Rosario-
Szanta Fe area. With the CADE settlement of 1958, the possibility of unit
additions to existing plants in Buenog Aires was belatedly reopened. The
first such unit, with a capacity of 140 M{, was commissioned in mid-1961 in
SEGBA's Puerto Nuevo Station, A second unit, with a capescity of 194 MW, is
now on order for the same staticn and is scheduled for commissioning in late
1963. Capacity additicns to CIAE's Nuevo Puerto station are planned as a
result of CIAE's 1961 settlement.

124 ' In view of the critical need for sound power policies as a factor
in Argentine economic recovery, a study of the major power problems in the
country (the Argentine Power Study) was undertaken in late 1959 at the
request of the Government and under the direction of the Bank. The study,
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which was sponsored by the U,N. Special Tund, was concluded in mid-1%60
with the publication of a report containing a recommended power program
for the period 1960-1969. In regard to the Greater Buenos Aires area, the
salient recommendations were:

a. complete the construction of the GBA Station without delay;

b. supplement its contribution by scheduling the fullest utiliza-
tion of existing power stations through the addition of large
(180 to 200 MW) units, during the second half of the decade;

c. review and amend conflicting plans for distribution system
expansion by the various power entities in the area; and

d. eliminate conflicts among these entities and achieve the
necessary coordination of planning and operation among them.

The report showed that the ten-year investment requirements for electric
power expansion in the Buenos Aires - Litoral System, of which the

Greater Buenos Aires area represents more than 80%, would exceed the equiva-
lent of $500 million,

13. The magnitude of this task and the serious financial burden it
would impose upon the Govermment were emphasized by the continuing in-
ability of AyEE to provide enough funds even to keep the construction of
the GBA Station progressing at normal speed. | After exploring with the Bank
in the latter part of 1960 the possibility of a loan to assist in achieving
the urgent completion of the GBA Station, the Government decided early in
1961 to seek a wider and more permanent solution of the power supply prob-
lem in the Buenos Aires area, one which would relieve the budget of the
sizeable drain involved in financing rehabilitation and expansion of facil-
ities. For this purpose it appointed an elder statesman of Argentina,

Dr. Pinedo, to work out a solution. This was developed during 1961 and is
known as the "Pinedo Flan". The Pinedo Plan received formal Government
approval in September 1961 and is the basis for the proposed consolidation.

III. THE PINEDO PLAN

14. The plan for the consclidation of power utility services in the
Buenos Aires metropolitan area hinges on the reorganization of SEGBA. This
is being achieved through the following three principal steps:

a. Purchase by Government of all SEGBA shares still held by private
investors (a contract to this effect was signed on October 20,
1961 by the Government and SODEC, an affiliate of SOFINA).

b. Recapitalization and reorganization of SEGBA to transform it
into a stock corporation whose by-laws and concession would
permit indefinite operation as a privately-owned public utility
corporation. Though initially all shares would be beneficially
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owned by the Government, they would be placed in trust with
the Industrial Bank to be sold to private investors as
rapidly as the Argentine financial market would allow.

c. Transfer to the reorganized SEGBA of AyEi's assets and con-
cessions in the Gran Buenos Aires area. These consist of
the GBA Station, the 132 kv system interconnection facilities
and the distribution system in the Fourteen Partidos.

The detail of the financial transactions is given under "Financial Aspects".
The executive action needed to put the plan into effect has already been
initiated and is to be completed prior to the signing of the loan. The
transfer to SEGBA of AyEE's properties would become effective on the date
of the loan's signature.

15, Under the Plan, all generating, intercomnection and distribution
facilities in the metropolitan area would be owned and operated by SEGEA,
with the exception of CIAE's system (Annex 8). The best utilization of all
facilities and the compatibility of distribution expansion, as well as the
avoidance of duplication, will require close cooperation between the two
compenies. They have coexisted and cooperated for many years and it is
reasonable to assume that they will do so in the future. A first step to-
wards assuring the needed economic ccordination is to be taken shortly
when SEGBA engages qualified consultants acceptable to both companies to
review distribution systems' conditions and plans and tc recommend stan-
dards for rehabilitation and expansion.

IV. IHE_BORROWER

T6s The reorganized and consolidated SEGBA would be the borrower.
Before consolidation SEGBA has 740 M{ of installed capacity serving the
Federal Capital District and fourteen partidos in the Province of Buenos
Aires. The corresponding area is about 9000 sq.km. with a population of
five million. The number of SEGBA customers is slightly over one million,
SEGBA's 1961 peak load was 628 MW and its sales for the year 2600 million
kwh., The other Fourteen Partidos in the Province of Buenos Aires, which
are being supplied by AyEE until the consolidation, have an area of about
4000 sq.km., with a population of 1.5 million and over 400,000 custcmers.
The 1961 peak load there was 242 MW with sales of 960 million kwh. Bulk
supplies to the area, in addition to SEGBA's contribution, came from San
Nicolas with a peak of 180 MW, Thus, after consolidation, the new SEGBA
will serve an area of 13,000 sq.km. with 6,5 million inhabitants and about
1.5 million customers., Its peak load will initially be about 900 MW and
until sufficient new capacity is commissioned it will continue to receive
bulk supplies from San Nicolas, in amounts up to 180 MW,

The By-laws
17 SEGBA's new by-laws, approved at a special shareholders meeting

on December 15, 1961, establishes the Company as a stock corporation with
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a life of 100 years for the purpose of "generation, transformation, trans-
mission, distribution, purchase and sale of electricity as well as giving
public service electricity supply in any part of the Republic of Argentina
where authorities may license it to do so'.

18. Under the new by-~laws, SEGEA will have a Board of Directors of
no less than five and not more than eight members, appcinted by share-
holders' vote for terms of three years, re-appointable indefinitely and
with staggered terms. Of these, one will be the President and another the
Executive Vice President.

19. All shares will initially be owned by Government and held by the
Industrial Bank. The Government intends to sell shares to the public as
soon and as rapidly as possible. Present prospects for important sales of
shares are not good, however, and it must be expected that the Government
will hold a majority of shares for a number of years. In order to ensure
the needed independence and autonomy of management, the by-laws restrict
the powers of the Board and concentrates the executive functions of manage-
ment in an Executive Committee chaired by the Executive Vice President and
composed of the General Manager, if one is appointed, and four of the cor-
poration's department managers. OSpecifically, the Executive Vice President
has power to hire and fire the General Manager and Department Managers, to
establish their salaries and bonuses, as well as to appoint the members of
the Executive Committee., The Executive Committee, in turn, controls, inter
alia, the corporation's planning and annual budgeting; the determination of
rower rates under the provisions in the concession; the exchanges of power
in bulk; the award of contracts; all staff and labor responsibilities, in-
cluding hiring and firing, wages and salaries and labor relations. The
by-laws contain provisions on compensation to the members of the Executive
Committee which should ensure that executives of the necessary high standing
and caliber will be attracted to the principal positions in the Corporation.

The Concession

20. The Govermment has prepared a new concession for SEGBA, which
would come into force before the proposed loan is made effective. Executive
decrees have been signed by the President of the Republic transferring to
SEGBA the ownership of the GBA Station and of the facilities now operated
by AyEE. The Govermment would receive SEGBA shares in exchange for these
assets. Concurrently, the new concession would license SEGBA to operate
indefinitely in the Federal Capital and in the surrounding twenty-eight
partidos of the Frovince of Buenos Aires.

21 The concession specifies in detail the rules which will govern
the establishment of rates. The salient features of these rules are de-
tailed in para. 70. The Corporation will be entitled to earn 8% after
taxes on the net fixed assets valuation expressed in US dollar equivalent.
Rates will be revised each year and changes in labor and fuel costs will
be compensated for automatically by rate adjustments.
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22. The concession contains specific provisions for the event that
in the future the Government may develop large power installations else-
where in Argentina which would require the SEGBA system as part of their
market. These provisions adequately protect SEGBA's corporate interest in
that they establish that SEGBA will not have to pay any more than it would
cost to generate the energy or power in gquestion from its own facilities
or from their expansion.

Organization and Management

23. CADE, and later SEGBA, were managed by their owner, SOFIHA,
through the intermediary of a non-Argentine chief executive. In recent
years the department managers have been Argentines or foreigners of long
residence in Argentina. They and their assistants are a group of generally
well qualified and able professionals, though the impression remains that
they were never really blended into a unified menagement group. The finan-
cial management of the company was controlled by the owners and important
engineering tasks were performed by SOFINA as consultants. The events of
the last decade and the gradual sale of the Company's ownership to the
Government did not provide an incentive to build up & strong and numerous
mansgement staff.

24. The consolidation and reorganization of SEGBA should revitalize
the Company giving it an assured future with a much larger scope of opera-
tions and with a very large program of works to be completed cn an
emergency basis. The general manager has resigned, but will remain on a
two-year contract as advisor to the new chief executive. Under the new
charter, the chief executive will be the Executive Vice President and the
position has already been filled with a person who inspires great con-
fidence in his ability to discharge the responsibility of the post com-
petently and imaginatively.

25. A1l other executives and higher staff members of SEGBA will con-
tinue in the new corporation. They form a generally competent and re-
liable group, although small and with insuffieient senior professional
staff in the light of the large program of the new SEGBA. This difficulty
will be alleviated, during the initial period, by the use of qualified
consultants to develop and supervise the execution of the major phases of
the physical work in progress. It will be necessary for the chief execu-
tive urgently to concentrate on a review of the company's organization and
on the recruitment of new staff to adapt the organization to its new size
and scope. He is aware of the problem and is already considering suitable
steps. The transition to a more complete management structure may be
expected to take place reasonably quickly and without hindrance to the
carrying out of the program.

26, Because of the importance of these positions, the Bank has ob-
taeined the right of approval to the appointment of future Executive Vice
Presidents and General Msmagers.
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V. POWER MARKET

el Capacity and energy statistics for the Buenos Aires metropolitan
area are available since the beginning of the century and are shown graph-
ically in Annex 1. The graph shows that demand developed fairly evenly
during the period 1910-1940, the long term compound rate of annual increase
during that period being about 7.5%, equivalent to doubling every ten years.
“Peak loads at significant intervals were as follows:

1910 52 MW 1045 450 MW
1920 104 MW 1950 660 Md
1930 260 MW 1955 850 MW
1940 440 MW 1957 910 MW
1945 450 MW 1960 895 MW

During the second world war, inability to obtain the needed fuel supplies
(at times during the war wheat and other food grains were burned in the
boilers) as well as serious limitations on eguipment supplies resulted in
a limitation of demand. The peak load in 1945 was practically the same as
it had been in 1940.

28, 4s the war ended, the two power companies in Buenos Aires under-
took to expand their facilities and new units were commissioned between
1948 and 1952. This made it possible for load to resume its growth, and,
between 1945 and 1955, the trend was much like the prewar period. However,
no further capacity additions were authorized after those commissioned in
1952, The peak load of about 900 MW reached in 1957 corresponded to the
maximum capability of the system (distribution as well as generation) and
in the four years since then demand has been limited by the availability of
generating capacity, whiech includes some units more than forty years old.

29. The resulting power shortage is not easily estimated. Con-
siderable work was done in this respect when carrying out the Argentine

Power Study, the year of reference then being 1958. With some updating,

the situation in the Buenos Aires area by the end of 1960 could be summarized
as follows:

a. 150 MV were estimated to be needed for the voltage and frequency
of service to return to normal.

b. 55 MW was the peak load reduction corresponding to restrictions
in force,

c. The accumulation of unsatisfied applications for connection
amounted to between 50 and 100 MW,

d. There was an accumulation of customer owned captive plant.
Though it was difficult to estimate its total capacity, and
even more the degree of its utilization, its order of magnitude
is probably close to 500 MW, Most of the demand met by this
plant would and should return to public utility supply when
normal service is restored.
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In summary, the shortage at the end of 1960 amounted to a net deficit of
250 to 300 MW, in addition to the captive plant problem. As the pezk load
in 1960 was just under 900 MW, the point of departure in forecasting load
growth thereafter becomes about 1200 MW,

30, In the last decade there has been a considerable change in the
relative importance of the different categories of consumers. As shown

in the table, there has been a large increase in the importance of domestic
censumption balanced by the decreasing trend in the industrial supplies
taken from publiec utility services:

Energy Consumption by Classes of Consumers
% of total sales

1950 1957 1960

Domestic 26.5 34.8 37T

Commercisal 11.0 10.4 0.7

Industrial 37.8 348 27.5
Governmental (lighting, traction

water supply, etc.) 2.7 20,0 2441

The emphasis on domcstic supplies has also influenced the form of the load
diagram and consequently the load factor, as well as the time of the peak.
The annual load factor during the last few years has been averaging about
51%. A return to normal service, with an increasingly important industrial
load, should gradually correct these deformations and improve the system
load factor.

., The generating capacity available to supply the Greater Buenos
Aires area during the last three or four years is detailed in Annex 2 and
amounted globally to about 900 MW. All facilities have been overloaded at
the time of the peak during that period, and voltage on distribution cables
and lines has been well below nominal. In some sections the voltage drop
has been as high as 40%.

32. The additions of generating capzcity which are taking place or
have been scheduled are:

a. Unit No. 7 in SEGBA's Puerto Nuevo station, was commissioned in
June 1961, Its capacity is 140 MW. Its commissioning enabled
the system to record a peak load of 1061 MW in recent months.

b. Unit No. 8 in SEGBA's Puerto Nuevo station, with a capacity of
194 MW, scheduled for commissioning at the end of 1963 and unit
No. 9, also 194 MW, scheduled for 1967,

c. The five 120 MW units in the GBA Station, which will probably
be commissioned at three-monthly intervals between mid-1963
and mid-1964.

d. One 110 MW and one 180-200 MW units in CIAE's Nuevo Puerto
Station, respectively scheduled for commissioning by mid-1964
and mid-1966.
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33, Annex 2 shows detailed statistics for 1958, 1959 and 1960, as well
as SEGBA's forecast for the period up to 1967, which shows a combined peak
demand on the SEGBA and CIAE systems for that year of 1613 MW. The fore-
cast does not allow for retiring any old plant or for any of the auto-
generative load to revert to public utility supply. It is based on a slow
load growth on SEGBA's gystem and an even slower growth on CIAE's system.

By contrast, if a growth rate of 7.5% per year is applied to the 1960 base
of 1200 MW (see para. 29), the peak load in 1967 would reach 1970 MW, with
energy sales of 8770 million kwh if the annual sales lcad factor remained
unchanged at 51%.

34 If SEGBA's forecasts were essentially correct, by 1964 the system
could operate with reasonably comfortable capacity reserves and satisfy any
new demand for power. As the Greater Busnos hires system is part of a
larger system (the Litoral) spanning from Santa Fe tc the southern part of
the Province of Buenos Aires, capacity surpluses, if any, would be absorbed
in the form of exports of power from the GBA area. More probably, the
current expsnsion program, if carried out in time, would make it possible
to meet GBA area demand while leaving very little capacity, if any, to
meet reserve requirements. A4s the current program texes both financial and
physical capsbilities to the limit, the possibility of further capacity
additions cannot reasonably be considered until the present program will
have been carried out.

35. SEGBA's forecast of its own system peak load and sales (excluding
CIAE) is shown in the following table and has been used in preparing fi-
nancial forecasts for this report. The extent to which the sales figures
are probably understated introduces an element of conservatism in the fore-
cast financial results.

1962 1963 1964 1965 1966 1967

Peak load MW 870 1076 1178 1242 1303 1361

Annual sales mill.kwh 3750 4100 4500 4780 5060 5340

VI. TIHE PROJECT

36. The Project for which a Bank loan is proposed consists of the
GBA Station, the 132 kv ring and substations, and the expansion of the dis-
tribution system to be carried out during the years 1962, 1963 and 1964.

2T The GBA Station, located on reciaimed land on the shore of the

Rio de la Plata close to the main Buenos Aires port area (see Map), will
have an (installer capacity of 600 MW+ It is designed as a unit system

plant with five reheat units rated at 120 M each. The plant was originally

designed to burn coal, fuel oil and gas but the design has since been
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modified to oil and gas burning only. OSteam conditions are 1800 psig -
10500F - 1000°F. Station output, generated at 13.8 kv, will be stepped up
to 132 kv in a substation adjacent to the plant.

3B Preliminary planning of the GBA Station was done by AyEE and bids
for the station and for the 132 kv interconnection ring were invited in
1957. Offers were to include financing. The only offer which met the
various conditions set by AyEE was submitted by a consortium of British
firms and contracts were let in April 1958. The contracts were on a turn
key basis and involved a partnership of British Thompson & Houston -
International Combustion Limited for the GBA Station, Metropolitan Vickers
for the 132 kv substation with Pirelli and Siemens to supply the 132 kv
cable. The credits extended by the various manufacturers were coordinated
and supplemented by Baring Brothers who are acting as financing agents.
Sir William Halecrow and Partners and Merz & MeLellan were retained by the
Partnership as consulting engineers.

39 The original contract price for the GBA Station (after making
allowance for later specification changes involved in the elimination of
the coal burning equipment) was £24,587,100 plus MjN1,382 million., At the
rate of exchange then prevailing of MpNAO to US$1, the total-eentract price
(net of financing costs) was equivalent to approximately $103 million.' The
contract provided for commissioning of the five units to begin in January
1961 and be completed in January 1962,

40, The poor choice of site and the insufficient consideration given
to foundation conditions soon resulted in a considerable increase in the
amount of work and resulting cost of the civil works. Progress was also
delayed by AyEE's difficulty in obtaining funds and by poor job administra-
tion with the result that the station is now two to two and one half years
behind schedule. The status of the work at the present time can be sum-
marized as follows:

- Civil Works: general power plant foundations completed; unit
block foundations in place for two units; pump house and cooling
water culverts about 50% progress; power station building about
20% progress; sea wall and reclamation area for fuel tanks just
recently started after long delay in awarding contracts. The
last item is still critical for initial commissioning in 1963.

-~ Mechanical and electrical erection: boiler erection for two
units well under way, main boiler support steel for two more in
place with drums hoisted; low pressure end of one turbine in
place; erection of outdoor substation steel structures almost
completed.

One major obstacle to rapid progress in erection will be the fact that
about half the equipment for the plant has arrived at the site during the
last two years and has been stored outdoors at random without inspecting,
classifying or protecting it. There are at present about 35,000 crates
in the sterage area. This situation results from a peculiar arrangement
in the contract whereby AyEE took delivery of the equipment on becard ship
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in Great Britain, shipped it and received it at its own responsibility, later re-
delivered it to the contractors at the site for erection. Sorting and reclaiming
stored equipment may involve substantial costs as well as protracted legal argu-
ments among AyEE, the Partnership and the insurance companies about responsibility.

4le The takeover by SEGBA of the GBA Station is proposed to be effective as
of the date of the proposed Bank loan. Negotiations are in progress to amend the
consulting engineers contracts so as to make them responsible directly to SEGBA.
The Partnership has until recently prevented the consultants from working infor-
mally with SEGBA in considering the rescheduling of work. Pending a detailed study
of all problems wnich will be initiated as soon as SEGBA is formally in control,
the present tentative schedule is for the first unit to be commissioned in June
1943 and for the others to follow at three month intervals.

4.2, The following table summarizes the present cost estimates of the GBA
Station:

GBA Station Cost Estimates
(A1l figures ¥ill.US$ equiv.,)

Cost _to Date Cost to Complete Total
Work done to 12/31/61 Starting Jan.1,1942 i
Foreign Local Total Foreign Local Total Foreien Local Toteal

Site preparation 0.03 2.30 2.33 1.66 445 6,10 1.68 6.75 8.43
Foundstions and

structures 3.08 14.52 17.60 1.8 12,90 14.76 baBt 2742 32.%6
Boilers and

auxiliaries 2,98 0.60 3.58 @ 23.27 5.31 28,58 26,25 5.91 32.16
Turbogenerators

and auxiliaries 1.10 0,10 1,20 21.93 3.04 24.97 23.03 3.14 26.17
Accessory Instal-

lation 0.80 0.07 0.87 8.05 4.05 12.10 8.85 A2 12,57
132 kv sub-

station 1.76 0.2 2.00 0.35 0.15% 0.50 2,11 0.39 2.50
Spares - - - 3,12 - 212 i B - 3,12
Engineering 0.46 - D.46 Tald 0.02 1:16 1.60 0.02 1.62
Cirerhead - 201 3.01 - 1.81 1.81 - 4,82 482
Shipping Costs - 058 0.55 - 4.88  4.88 - 543  5.43
Contingencies - - - 147 8,00 947 1,47 8,005 917

Subtotal 10,21 21.39. 31.60 62.84 44.61 107.45 73.05 66.00 135.05
Interest during

Construection 1.7 Q454 22k 2.83 Fa4 6.24 453 3.95 8.48

Total 11,91 21.93 33,84 65.67 £48,02(113.69 | 77.58  69.95 147.53

iy

B,
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Notes:

- GCosts to date in foreign currency are the equivalent in US dollars of
equipment actually installed, including escalation as accrued to date.
In addition to the amount shown of $11.91 million equivalent, equip-
ment valued at about $35 million equivalent has arrived on site and
is shown in the estimate of cost to complete.

- Costs to date in local currency are the total of Argentine pesos spent
to date, converted into US dollar equivalent at the current rate of 83.
All other local costs have also been translated into dollars at the
same rate.

- Costs to complete in foreign currency show the value of the balance
of equipment still to be erected. _The contingency allocation allows
for the maximum escalation which may be charged under the contractual

15% ceiIing,'Havlng Tegard to escalation accruals to date and to the
rate of progress in manufacture.

~ Costs to complete in local currency are computed from physical work to
be performed at original contract prices adjusted according to con-
tract provisions for labor rates and applicable costs prevailing in
November 1961. They include the round of 20-30% wage and salary in-
creases which took place during the past two to three months. The
average multiplier f origin ontract prices has been found to_be
around three. Thg contingency allocatigg against future wage and U
price increases was calculated by assuming that a 20% increase would

occur every year by mid-year beginning with mid-1962. There are
practically no physical contingencies remaining.

————

A3 The total equivalent cost of $147.5 million US ($246 per kw) in-
cluding contingencies and interest during construction reflects the limited
degree of competition obtained by seeking a manufacturers' credit arrange-
ment, the high cost of site preparation, the inefficient manner in which
construction has been pursued thus far, the assumptions made in calculating
contingencies and the changes in the value of local currency.

132 kv Interconnection

bipe During the mid-1950's AyEE was planning its activities in the
Buenos Aires area on the basis of two main assumptions:

- that it would before long take over utility service in the metro-
politan area;

- that large hydroelectric installations would soon be built in
the interior to supply the Buenos Aires area.

On the basis of these assumptions, AyEE, with the cooperation of equipment
manufacturers, engineered a plan for building a 132 kv ring around Buenos
Alres which would receive supplies from the interior as well as from local
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generating facilities, and from which supplies would be given to substations
at 132/13.2 kv to be built in the metropclitan area. The transformers,
switchgear, cables and civil works for the implementation of the plan were
included in the contracts awarded in April 1958 in connection with the

"Dock Sud package". No arrangements were made, however, for 13.2 kv dis-
tribution facilities.

45. When undertaking the execution of the Argentine Power Study, it
was declided that the importance of this program and its conflicts with the
reasonable expansion of distribution facilities in the metropolitan area
warranted a special study of the situation. The study was carried out and
its conclusions can be summarized as follows:

a. The immediate construction of a 132 kv ring around the metro-
politan area which would interconnect all local generating
facilities was desirable.

b. It would be a serious and costly mistake to superimpcse a new
13 kv distribution system on those already in existence in the
Capital District; and the 132/13.2 kv substations in the plan
would make a very small contribution toward expanding distribu-
tion capacity as AyEE was only planning to use them for supply-
ing new consumers.

c. There would not be a need for scme years to build 132 kv sub-
stations in the Capital District as the existing 27.5 kv cables
could carry a much greater load once they were supplied from
both ends after the establishment of the 132 kv ring.

d. The equipment already on order could be modified, if decision
were taken fairly rapidly, so it could be employed much more
usefully in implementing a new plan compatible with existing
facilities and capable of providing the necessary distribution
expansion at the lowest cost. The outline of the new plan was
inecluded in the report.

46. The Government accepted the principles of the recommendstions.
The proposed new plan was modified to some extent by a compromise agree-
ment acceptable to both AyEE and SEGBA, which was reached in September
1960, The main modification consisted in advancing by two or three years
the construction of the first three 132 kv substations in the Capital Dis-
triect. Changes in equipment specifications were accepted by the manu-
facturers and the modified plan of September 1960 represents the present
program. While it is a reascnable program, the facts that none of the
part which was controversial has yet been physically implemented and that
the artificial separation of the distribution system between AyEE and
SEGBA is now to be eliminated warrant a detailed review by the new SEGBA
to ensure the realization of any possible savings. The management of the
new SEGBA share this view and consultants are going to be retained to re-
view this matter as well as the overall planning and design of expansion
of distribution facilities at 27, 13 and 6 kv.
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47 The physical layout of the 132 kv system scheduled for execution
by the end of 1964 is shown in the Map., The interconnection program in-
volves laying 675 km of single phase cable at 132 kv and the construction
of seven substations (three of these in the Cepital District) aggregating
1040 MVA of transformer capacity. Detailed cost estimates are shown in
Annex 3. The quality of these estimates and the manner in which they have
been revised are the same as stated for the GBA Station. The following is
a summary of the estimates, broken down by year:

132 kv _Interconnection

Sumnarv Cost Estimates
(all figures in million US$)

Cables Substations Totel
Foreign Local Total Foreign Local Total Foreign Local Total
to end 1961 __1.02 0.81 1.83 2,93  _2.31. . 5,24 395 _3.12 7.07
1962 5.73 12.87 18.6 733 617 13.5 13.06 19.04 32.1
1963 1.99 11.84 13.83 532  4.11 9.43 7.31 15.95 23.26
1964, 0.09 1,38 1.47 0.94 0.36 1.3 08, A E ST

Total 62-64 __7.81 26.09 33.90 _13.59 10.64 24.23 _21.40 (36.73(58.1%

Grand Total __8.83 26.90 35.73 16.52 12,95 29.47 25,35 _39.8% 55,20

The interconnection plan ineludes a new 132 kv cable connection Dock Sud -
La Flata, costing about $10 million equivalent, which formed part of
SEGBA's own previous program rather than AyEE's.

Distribution System Expansion

48, The SEGBA distribution system (including the area of the Fourteen
Partidos) will consist of a primary network at 27.5 kv, secondary networks
at 6.5 kv in the Capital District and Avellaneda Municipality, and at

13.2 kv in the other 27 municipalities, and a low voltage network at
380-220 V. The size and capacity of the distribution system at the end of
1960 can be summarized as follows:

27 kv cables 950 km
Primary transformer capacity 1100 MVA
13.2 and 6.5 kv cables 3000 km
13.2 and 6.5 kv overhead lines 560 km
Secondary transformer capacity 970 MVA
Low voltage cables 8700 km -

Low voltage overhead lines 17000 km -
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The distribution system is saturated and in many sections overloaded at the
time of peak. There is in addition the CIAE distribution system, which
covers a relatively small portion of SEGBA's gensral area of supply, has a
peak demand of about 200 MW and 1s even more overloadecd than SEGBA's system.

49, SEGBA's program for distribution system expansion is the resultant
of separate programs committed at various times partly as a result of agree-
ments between SOFINA and the Government on the partial reinvestment of the
Government's payments for shares. Thus there have been a "First SEGBA Pro-
gram" committed in 1958, a "Second SEGBA Program" committed in 1959 and a
"Third SEGBA Program" committed in 1960. There is now in addition a program
for expanding the distribution system in the Fourteen Partidos, which SEGBA
will take over early in 1962, Having regard to the scheduling of these
various programs, the overall distribution system expansion work to be
carried out during the period 1962-1964 consists of the following principal
additions:

Prinmary transformer capacity 340 MVA
Secondary transformer capacity 500 MVA
27 kv cables 73 km
13.2 cables and ovsrhead lines 470 km
6.5 kv cables 175 km
Low voltage cables and overhead lines 4000 km
Meters 350,000

New connections 270,000

Public lights 11,200

Lines for Public Lighting 600 km

50. The distribution expansion program has only been planrned in detail

for the part to be executed during the next few months. In the short time
since the decision to return the Fourteen Partides distribution system to
the reorganized SEGBA it has not been possible to review in deteil plans
for the expansion of the system as a whole. The order of magnitude of the
proposed distribution expansion, however, is a reasonable minimum to serve
the lcad estimated for 1965. The present organization in SEGBA is in-
adequate to engineer and execute the expansion in view of its concentration
in time and outside technical services will be needed. This being so, it
seems reasonable that consulting engineers be retained as soon as possible
and that they would form an integrated group with SEGBA's own personnel to
review the overall requirements, establish modern and efficient standards
as well as work priorities, and then process the detailed engineering and
gsupervision of execution of the work. The management of the new SEGBA
shares these views and is taking steps to select suitable ccnsultants,

51. The estimates of cost of SEGBA's distribution expansion can be
summarized as follows:



1st SEGBA Program
2nd SEGBA Program
3rd SEGBA Program

Fourteen Partidos

Total

Fngincering

Contingencies

Grand Total

Distribution Program Cost Estimates

All fipures in Mill.US$ equivalent

1962 1963 1964 Total

Foreign Local Total Foreign lLocal Total Foreien Local Total Foreign Local Total
0.65 5.68 6.33 1.67 B8.42 10.09 2.32 14.10 16.42
1.18 7.90 9.08 3.58 14%.53 18.11 2.23 9.88 12.11 6.99 132.31 139.30
259 15,22 1781 2.5 15.22 17,81

2,33 5.2 7235 4.28 8.32 12.60 4,86 9.43 14.29 11.47 22,77 34.24
416 18.60 22.76  9.53 31.27 40.80  9.68 W.53 Lh.21  23.37 84.40 107.77
0.40 0.40 0.40 0.40 0.20 020 1.00 100
- 1..00 1.00 6.50 6.50 13.00 13.00 20,50 20.50
4,56 19.60 24,16 .93 37.77 47.70 9.88 57 .41 24.37 104.90 129.27

47.53

-_é.'l:_
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52 As most of the equipment required for distribution system expansion
can be manufactured in Argentina, the program until recently was based on
domestic procurement except for about $5 million of special imports. The
high cost of Argentine equipment, and the protective surcharges imposed on
corresponding imports, resulted in a substantially higher cost for the dis-
tribution expansion program (about $140 million equivalent instead of the
$129 million shown). ﬁie Bank's willingness to make a part of the proposed
loan available to finance imports has induced the Government to consider ex-
empting SEGBA from the payment of surcharges on imported equipment correspon-
ding to the excess procurement required for the new total distribution ex-
pangion program over the level of actual SEGBA procurement during the past
three years.) As a result, the foreign exchange costs of the distrihutlon
program are pow estimated to increase to about US$25 million equivalent.l

53 Confirmation of the Government's agreement to the stated procure-
ment policy should be obtained during negotiations.

54 The estimated cost of the distribution program is based on end-196"
rrice and wage levels. Contingencies have been calculated to offset gssumed
changes in labor costs on the same basis as for the GBA Station. .No cgnp;n—

g@hcy ETTocatlons have been made to allow for changes in the cost of equip-

ente “Tothe extent that overall increases in the cost of the Program may
exceed the funds available, a rescheduling of lower priority components of
the program might become necessary in the future.

55. Annex 4 shows, in tabular form and with year by year breakdown, the
combined overall estimate of cost of SEGBA's 1962-1964 program.

VII. FINANCIAL ASPECTS

Present Financial Position

56. The initial balance sheet of the new SEGEA, reflecting the pro-
posed consolidation, will not be available until sometime in the first half
of 1962, after all legal and financial arrangements covering the reorganiza-
tion of SEGBA have been concluded and the value of the assets taken over
from AyEE has been determined. In order to appraise the financial position
of SEGBA, however, an estimated consolidated opening balance sheet has been
prepared using the notional date of January 1, 1962. This is shown in
Annex 5 along with ths estimated balance sheet of the existing SEGBA, as of
the same date, and the estimated assets and liabilities to be taken over frcm
AyEE in connection with the transfer to SEGBA of the GBA Station, 132 kv
interconnection and of the distribution in the Fourteen Partidos.

1/ The remaining $10 million foreign exchange component in the Bank locan
for the Froject is for engineering costs, shipping and insurance costs,
and interest during construction on Bank funds.
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57, SEGBA has been in operation for only three years, since October
1958, when it was f;;med“&g successor to JADE and CEP, two private utility
companies owned by SOFINA-and operating in the Grsater Buenos Aires area. ﬁ‘&
The agreement under which SEGBA was established had two important con-
sequences: the first was the acquisition of the Fourteen Partidos' dis-
tribution system by the Government; the second was the recapitalization of
the company, following a revaluation (ticd to a cost of living index) of

the assets of the previous companies.

58. Equity: Two classes of stock were created for a total of about
MgN11,542 million: "A" shares - entitled to an optional non-cumulative
8% dividend on par value - were issued to the Government for M§N3,195 mil-
lion, as a compromise settlement for various claims for loans and credits
less the purchase value of the distribution properties in the Fourteen
Fartidos - and for Government rights to & reversion reserve under the
original CADE concessions; "B" shares - earning an 8% cumulative dividend
on par value were issued for MEN8,347 million to the private shareholders-
represented by SODEC. These shares were to be purchased by the Government -
and exchanged for "A" shares - in ten equal annual installments. The two
first series were accordingly purchased in 1960 and 1961.

59 As part of the present plan the Government in October 1961
cxercised its right under the original contract to accelerate the purchase
of the "B" shares and to tender Goverrment bonds rather than cash. The
eight series of shares still outstanding, which, on the basis of the dollar
value clause in the contract, represented a total of about $109 million,
were then exchanged for 6-1/2% bonds of the Argentine public debt issued
at 95% of par, or for a total of $114.83 million. These eight series of
"B" shares plus the two series previously acquired will form part of the
equity of the reorganized SEGBA. They will be exchanged for new stock to
be issued to the Industrial Bank and consisting, in a 40/60 ratio, of 5%
cunulative preferred shares, and of common bearer shares. The common
shares are to be gradually sold to the public as market conditions permit.
The original "A" shares will be cancelled and most of the corresponding
value will be transferred to SEGBA's depreciation reserve, the balance to
a capital reserve.

60. Debt: As of December 31, 1961 and before consolidation, SLGBA's
debt would total about M$N2,269 million consisting of the following:

MEN B _equiv,
(in millions)

Eximbank, 5-3/4% 1959-1968 term loan 290 345
Westinghouse credits, 6%, 1960-1965 614 Ted
Other credits, 6%, 1960-1965 40 .5
SLOBA/SODEC debentures
Series 1, 6% 1960-1970 495 6.0
Series 2 & 3, 8% 1961-1971 830 -10.0

2,269 7 b
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The Eximbank loan, the Westinghouse and other suppliers credits helped fi-
nance Unit No, 7 at Puerto Nuevo. In addition a new Eximbank loan of

$13.2 million, at 5.7% interest and for a term of 15 years including three
years grace, has been signed for the financing of Unit No. 8, Under the
1958 agreement, the former shareholders represented by SODEC agreed to
reinvest certain proceeds of the annual redemption of "B" shares into
SEGBA's expansion. Debentures repayable by equal installments over 10 years
were issued to SODEC in three series totalling M$N1,380 million of which
M$N1,325 million are still outstanding. They carry the Government guarantee
and a dollar value clause. A fourth series of M§N170 million will be

issued in 1962. SODEC has further committed itself to make two three-year
loans, of $5 million and $10 million respectively, in 1962 and 1963,

Fourteen Partidos

61. Separste financial data have not been available on the distribu-
tion system in the Fourteen Partidos since acquired three years ago and
amalgamated with AyEE's other properties. It is assumed for the purpose

of the initial SEGBA balance sheet that these properties would be re-
acquired by SEGBA at the original sales price adjusted for net additions

to plant and for normal depreciation charges, Against an estimated net
value of M§N2,341 million, shares of the reorganized SEGBA will be issued
at par to the Industrial Bank in the indicated 40/60 ratio of preferred and
COININON «

GBA Station and 132 kv Intergonnection

62, Equity: New SEGBA shares will similarly be issued at par and
deposited with the Industrial Bank in exchange for the Government's
investment in the GBA Station and 132 kv interconnection. On the basis of
the information presently available, this will amount to about M$N4,694 mil-
lion, of which M§N2,035 million represents local currency, freight and
insurance expenditure already incurred, M$N2,386 million represents payments
already made on foreign suppliers credits, and M§N273 million is for
capitalized interest and other financial charges.

€3, Debt: The debt to be assumed by SEGBA in connection with the take
over of the GBA Station and 132 kv interconnection will consist of three
contracts between AyEE and respectively: (a) the BTH-ICL Partnership, of
January 23, 1958, for power station equipment at an original price of
£24.587 million; (b) Metropolitan Vickers, of April 2, 1958 for the 132 kv
substation equipment at an original price of £3.874 million; and (c) the
Pirelli-Siemens etc., partnership, of December 18, 1959 for the cable needed
for the 132 kv ring at an original price of M{N445 million for local
supplies and $6.20 million equivalent for foreign supplies. Down payments
were made on the signatory dates of the three contracts. Promissory notes
with respect to the BTH-ICL and Metrovick contracts were issued by AyEE
and guaranteed by the Industrial Bank, These are payable to the suppliers.
They are deposited with Baring Brothers, London, the banking syndicate
representative. Baring Brothers, holds the notes and receives the payments
from AyEE as they become due. It finances the suppliers for the difference
between the cumulative payments received from AyEE and the cumulative
amounts of invoices for goods delivered and services supplied.



= D3 =

6l It ie estimated that by December 31, 1961, deliveries of equip-
ment will amount to M$N/,638 million, exceeding the payments of M§N2,386
million already made by AyEE to the suppliers by M$N2,252 million equiva-
lent. This amount, which represents the outstanding debt to the suppliers,
will consist of the following:

Suppliers' credits outstanding MEN US$ equiv,
(in millions)

BTH-ICL Credits 1,813 21.84

Metropolitan Vickers Credits LAT 5439

Pirelli etc. Credits* (8) -
2252 27.23

* Payments made under this contract would still slightly exceed
deliveries, a situation which is about to change.

The original BTH-ICL and Metropolitan Vickers contracts provide for repay-
ments through 1967. The next payment of £1.95 million ($5.46 million
equivalent) is due January 23, 1962, The total payments due for the three
year period through December 31, 1664, during which the project will be
completed, amount to about £11.8 million ($33 million equivalent).

6k, Meetings were held in London in July 1961 between representatives
of the Argentine Government, the Bank of England, the Banking syndicate

and the suppliers, to discuss the possibility of stretching out these
credits, the early repayment of which would constitute a serious finanecial
burden on the reorganized SEGBA. As a result, the Banking syndicate agreed,
subject to the Bank making a loan to SEGBA, to postpone the ten payments
due January 23, 1962 through April 1964. The postponed payments would be
added at the end of the original schedule which would then extend to =
July 1969.[2T5—This connection, interest rates were increased fr@mkgzég_z)
above Bank 'of England rate, minimum 4-1/2%, to 1% above Bank of '
rate, minimum 5%, applying to all fimgncing except for 10% of the newly
extended notes, on which a rate o£/711/a$ would apply. At present the
discount rate of the Bank of Engldﬁ&‘iaigﬁ. An additional charge of
£620,000, still under negotiation, may be added for credit insurance to be
provided by the Export Credit Guaranty Department, an agency of the

British Government. Arrangements have been made with the British to make
the stretch out effective simultaneously with the signature of the pro-
posed Bank loan. MNo stretching out is anticipated for the smaller Pirelli-
Siemens ete. credit, which provides for repayments through 1967 and carries
interest at about 6%.

Consolidated Capitalization of SEGBA

66. The estimated consolidated capitalization of SEGBA on the
notional starting date of January 1, 1962 is summarized belows:
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MEN $_ecuiv.
(in millions)
Oapital and Surplus

5% Government preferred 6,153 7413
Common 9,229 111.19
Share capital 15,382 185.32

Capital surplus and legal reserve 1,108 13,35
16,490 198.67

Long term debt and suppliers credits

Eximbank 290 3.50
Westinghouse & other credits 654 7.88
SODEC debentures 15325 15.96
BTH-ICL credits 1,813 21 .84
Metropolitan Vickers credits ALT 5.39
42529 54,57

Total Capitalization 21,019 _253.24

Due to the small amount of debt in the existing SEGBA capital structure and
the fact that the properties to be transferred from AyEE will be compensated
for largely by common and preferred stock the initial debt ratio, of 22%,
would leave considerable room for new borrowing.

Consolidated Assets

67« As of January 1, 1962, gross fixed assets in operation would amount
to M$N20,236 million of which MjN16,880 million from the existing SEGBA, and
M$N3,356 million from the distribution facilities in the Fourteen Partidos.
Depreciation reserves would total M§N7,484 million, including most of the
value of cancelled "A" ghares. The net book value of fixed assets in operation
would thus be M$N12,752 million. These values are original values corrected

in relation to variations of the Argentine cost of living index up to October
1958 when the agreement setting up SEGBA was executed., Since that time the
cost of living index has increased almost 300% while the free exchange rate

of the dollar increased 35%. There are no plans at present to correct the
understated value of assets for balance sheet purposes. £s will be seen in
paragraph 70 below, however, the proposed new SEGBA concession provides for a
revaluation of assets tied to the dollar to be used in determining rates. Con-
solidated work in progress would amount to M§N7,778 million, consisting mostly
of expenditure made and equipment received in connection with the GBA Station
and 132 kv interconnection.

68. Current assets less current liabilities and provisions would be sbontb
M$N1,076 million. Included in current assets are about M{N1,566 million worth
of inventories, part of which are construction inventories. Thus, current
liabilities and provisions exceed current assets excluding inventories. As wil
be seen in paragraph 75 below, provision has been made in the proposed finanning
plan to gradually build up a suitable working capital.

4

Tariffs

69. SEGBA's tariffs are presently regulated by the 1958 agreement. New
regulations heve been prepared, as part of the concession of the reorganized
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SEGBA which will come into force before effectiveness of the proposed loan.
Both the existing and proposed regulations are in accordance with the very
general tariff principles contained in the recent National Electric Energy Law
No., 15,336 of September 20, 1960,

Existing Agreement: Under the 1958 agreement, tariffs have to generate
revenues sufficient to cover: (a) operating expenses; (b) interest and amor-
tization of loans; (c) depreciation of assets financed from sources other thau
loan funds; (d) a cumulative 8% dividend on the par value of privately-owned
"B" shares; and (e) a dividend of 8% on the par value of Government-owned HAN
shares, including those issued for the "B" shares acquired by the Government.
In the three year period since these regulations were made effective, cumulative
dividends were paid on "B" shares as scheduled. The Government, however,
waived its right to dividends on "A" shares and rates were not adjusted to in-
clude provision for their payment. On November 30, 1961, SEGBA submitted its
application to the Govermment for the 1962 tariff still based on the 1958 regu~
lations. This application, which does not take into account the proposed re-
organization of SEGBA, would result in a 15% increase of its average revenue
per kwh from M3N2.70 in 1961 to M$N3,10 in 1962. The new tariff schedule may
be summarized as follows:

No. Tariff Millions of MjN/kwh US¢ equiv.
_kuh sales per kwh _
1 Residential 1,024 2.97 3.6
2 Industrial and commercial 591 4.38 5¢3
3a  Public lighting, incl. facilities 16 3.7 4e
3b  Public lighting, for power alone 33 2.20 2ul
4 Goverument, provincial, muniecipal 108 312 Fud
5 Large consumers, excl.traction & water
supply 873 2.95 3.6
5 Traction & water supply 305 2.00 Redy
Contract Sarmiento railroad 90 1.15 1.4
2,740 3.10 5.7

This rate structure, under which industrial consumers pay more than residentiel
consumers, has resulted from long standing power shortages and will have to bs
modified substantially as the supply situation returns to normal.

70. New Concession: The new concession provides for annual rate re-
visions and their prompt implementation. Rates should generate revenues
sufficient to produce a return of 8% on the value - expressed in dollars - of
net fixed assets in service at year end, and on a notional value of working
capital equal to 5% of the revised value of net fixed assets in service. Thir
is after covering all operating expenses, taxes and adequate straightline de-
preciation computed on the value - also expressed in dollars - of gross fixed
assets in service at year end. In addition, changes arising in labor and fuel
costs between the annual revisions will be automastically compensated for by
rate adjustments. Furthermore, if changes in economic circumstances, such as
reductions in sales, a change in the dollar exchange rate etc., could be ex-
pected to result in revenues insufiicient to cover all expenses and achieve the
permitted return, SEGBA could adjust proportionally its tariffs after informing
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the Secretaria de Estado de Energia y Combustibles (SEEC), the Government de-
partment in charge of supervising power tariffs. To determine the tariff base,
SEGBA shall maintain two accounts valued in dollars, one of the gross fixed
assets in service, the other of the accrued depreciation. Additions to gross
fixed assets will be translated into dollars at the average free exchange rate
in effect during the year in which the assets are put in service. It is esti-
mated that depreciation charges would amount to 3% of the dollar value of
fixed assets. As a transitory measure, the concession will allow SEGBA to
charge an additional 2% annually to compensate for insufficient provisions in
the past, until such time as depreciation reserves build up to a maximum of
0% of fixed assets in service.

s R Before December 1, each year, SEGBA shall submit to the SEEC a tariff
application documented with actual results for the previous year, estimates of
income and expenses, profits and tariff base for the current and following year,
and showing the average hourly wage and average price of fuel used in esti-
mating labor and fuel expenses. This application will result in a proposed
average tariff per kwh and a resulting tariff schedule, sufficient to generate
the permitted return in the following year and to compensate for surpluses or
short-falls in the earnings of the current and previous years. The new tariff
will become effective with the first billing of the calendar year immediately
following the application., It will be final if the SEEC has raised no objecticn
within fifteen days of the application, or if its objections have been accepted
and incerporated by SEGBA in the tariff. In case of a dispute, the tariff will
be implemented provisionally while the matter is being decided upon by Executivc
Decree or ultimately by the competent courts to which SEGBA may appeal. Before
May 31 each year SEGBA shall submit to the SEEC the final results of the pre-
vious fiscal year. Provision is made for their approval within a maximum delay
=~ in case of a dispute - of about six months.

724 The provisions of the concession regarding power rates are sound and
should help stimulate private investment in the industry. They would meet the
purpose and requirements of the rate covenant in the proposed loan agreement,
Un the basis of the new concession, and after charging the maximum 5% deprecia-
tion permitted, the average revenue per kwh sold of the reorganized SEGBA would
be about M§N2.90 in 1962, 3.07 in 1963 and 3.02 in 1964. This is below the
MEN3.10 average revenue which would result from the 1958 agreement, primarily
because of the large amortization payments due in 1962, which SEGBA is entitled
to charge to revenues under the existing regulations but not under the new con-
cession.

73. In order to generate more cash in 1962 and avoid excessive varistions
i rates, it has been assumed in the finaneial forecasts thet the seme aversge
rate of MglN3.0 per kwh sold would be charged in each of the next three years.
The Government's agreement has been secured in this respect. Over the three
year period earnings would be about equivalent to thosz permitted under a
gtrict application of the concession.

Financing Plan

ke Annex 5 shows SEGBA's estimated balance sheets for December 31, 19617
and annually thereafter through 1967. Annex 6 shows the estimated annual
income statemerts for 1961-1967 inclusive and Annex 7 the estimated sources and



- 55 -

application of funds annually for 1962-1967. For purposes of arriving at a
financial plan, January 1, 1962 has been taken as a notional date of transfer
to SEGBA of the GBA Station and 132 kv interconnection and of the distribution
properties in the Fourteen Partidos.

754 Total requirements for the three year period ending December 31, 19¢4
during which both Puerto luevo No. & unit and the last unit of the GBA Staticn
are to be commissioned, are estimated at M#N24.213 billion or %292 million as
follows:

M$N US$ equiv. % of total
(in millions)

Completion GBA Station 6,020 72
Puerto Nuevo No. 8 unit 1,539 19
Transmission and distribution 15,010 181

22,569 272
Interest capitalized 946 12

23,515 284
Increase in working capital 698 _8

YW 292 100

The estimated sources of capital are as follows:

&, Internal Cash Generation

Net earnings after interest 6,176 74
Add depreciation accruals 6,682 81
Less amortization of debt 1,660 20
Less cash dividends, common 2,141 _26
Net internal cash 9,057 109 37
B, BSale of New Common 1,000 12 4

C. DNew Borrowings

Exrimbank 1,079 13
SODEC 1,415 17
BTH-ICL credit 2,320 o8
Metropolitan Vickers credit 562 T
Pirelli credits g95 11
Sub~-total 6,271 76 26
D. Proposed IBRD loan 7,885 95 a3
Total loans 14,156 171 59

Total all sources 24,213 292 ‘ 100
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6, The internal cash generation - 37% - is high and results from
tariffs averaging M§N3.0 (3.6 cents US) for the three year period and
straightline depreciation accruing at a rate of 5% on gross fixed assets in
operation (see para. 70). It is further assumed, as provided in the charter,
that dividends on the 5% preferred held by the Government will be paid in
stock rather than cash in the three years through 1964, a cash saving of
about M$NO24 million ($11 million equivalent). Payment of cash dividends

on preferred would start in 1965.

i A Payment of an 8% cash dividend is assumed on the common, together
with a 4% stock dividend, a total of 12% per year. It is assumed that

USi6 million of new common shares can be sold per year starting in 1963 al-
though the prospects of selling a substantial issue of stock in the Buenos
Aires market at the present are nil. If this unsatisfactory market condition
fails to improve, the management will have to re-examine its poliey with
respect to cash dividends. With the return of a capital market in Buenos
Aires, not only should SEGBA be able to raise new common stock capital but
the Industrial Bank also should be able to sell from time to time portions

of its holdings of common for Government account.

78. The new borrowings listed above have already been arranged for.
They include:

(a) a $13.2 million 15 year loan from Iximbank for Puerto Nuevo
No., 8 unit, at 5.7% (see para. 60);

(b) one series of 8% debentures of MiN170 million, ($2 million
equivalent) to be issued to SODEC in 1962, due serially 1962
to 1971, and two three-year loans to be made by SODEC in
1962 and 1963, of %5 million and $10 million respectively,
at an estimated interest rate of 7-1/2% (see para. 60);

(¢) the BTH-ICL and the Metropolitan Vickers credits, extended
through October 1969; these credits now outstanding for an
aggregate $27 million equivalent would increase to a maxi-
mum in mid-1964 of $62 million equivalent. The average
life of these rescheduled credits will be about 5.2 years
from the present time. Interest has been assumed at 7-1/2%
(see para. 63 to 65);

(d) the Pirelli-Siemens etc. credit, which will provide about
%11 million equivalent in the period and will be repaid by
early 1967 with amortization throughout the period; interest
rate is 6% (see paras. 63 and 65).

79. After taking into account all of the internal cash generation and

new borrowings already arranged for, as described above, a gap would develcp
in SEGBA's three years financing plan which would reach $95 million equiva-

lent by December 31, 1964.

$ millions
1962 38.5
1963 37.6
1954, 18.9

95.0
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It is proposed that a Bank loan of $95 million be made to finance this gap,
for a term of 25 years, amortigzation starting in mid-1965.

g0, The finanecing plan is sound. As shown in Annex 5, the debt ratio,
of 22% as of December 31, 1961, would rise to a maximum of 45% by December 31.
1963 and thereafter decline to 44% by December 31, 1964 just prior to the
start of amortization of the proposed Bank loan. Despite an assumed $47 mil-
lion loan in the three year period through 1967, by the end of 1967 the debt
ratio would have further declined to 35% on account of the heavy repayments
of suppliers' credits scheduled.

Estimated Future Earnings

B1. Forecast income statements for the six years ending 1967 are shown
in Annex 6. Earnings have been estimated on a conservative forecast of
growth of sales, as mentioned previously. As also previously discussed uander
para. 70, operating expenses include a high straightline depreciation of 5%
in the three years through 1964. Depreciation charges were assumed to de-
crease gradually thereafter to 3.5% in 1967 which would permit lowering in-
dustrial rates as new power is made available.

82. After payment of all expenses, depreciation and taxes, the net
income before interest is based on a return of 8%, With the relatively low
debt, the coverages of annual interest charges as shown in Annex 7, are very
satisfactory throughout the period, ranging from a minimum of 2.8 in 1963

to a maximum of 4.0 times interest in 1967. Annual debt service will be
covered by an average 3.5 times over the next three years, and by an average
2,0 times over the three following years. The high coverage of the first
three years is due to extraordinary depreciation charges as explained under
para. 70. The lower - but still adequate - coverage in the following three
Years 1s caused by heavy repayments of suppliers' credits.

B3. Net profits available for dividends would be sufficient in each
vear to cover 5% on the preferred and 12% on the par value of the common and
to leave a surplus which for the first three years averages about 4.8% and
for the next three years about 5.2%. Thus, common stock earnings would
average about 17% annually through the six years. This should help make the
common stock attractive to investors.

Debt Limitation Covenant

84,. In view of the size of the present program SEGBA has agreed that
during the three year period through 1964 it would not contract any new debt,
other than the borrowings listed in para., 75, without the prior consent of
the Bank.

85, SEGBA has accepted a covenant which, starting 1965, weuld limit tho
incurrence of new debt by assets and earnings tests requiring (a) that net
assets in operation (as valued and defined in the concession) plus werk in
progress be at least 1-1/2 times existing and proposed indebtedness, and

(b) that actual net income for a recent twelve months period (factored with
any rate inerease in effect at the time new debt is to be incurred) be at
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least 1-3/4 times the maximum interest reguirements for any succeeding fiscal
year on all indebtedness including the indebtedness proposed to be incurred.

Both tests would permit by ample margins the borrowings necessary to provide

the continued expansion of SEGBA after 1964.

Auditing Procedures

86. The by-laws of the reorganized SEGBA require its accounts to -

be certified by an internal auditor appointed by the shareholders. The loan
agreement provides for submission to the Bank of annual reports of SEGBA's
accounts prepared by independent accountants. SEGBA has employed, in the past,
a firm of qualified independent accountants to audit its accounts and will do
so in the future.

VIITI. CONCLUSIONS AND RECOMMENDATIONS

87, The elimination of the critical power shortage in the Buenos Aires
metropolitan area and the efficient provision of service in the future
necessitate a consolidation and reorganization of electricity supply organi-
zations.

88, The Pinedo Plan, which contemplates the reorganization of SEGBA arnd
the completion by the new company of the facilities already under construction,
is sound and feasible.

89. < Ihe by-laws of the new company and the concession which the Govern-
ment proposes to award to it constitute a basis on which SEGBA should be able
to operate soundly and restore suitable electriec utility supply to the metro-
pelitan area. The by-laws contain provisions which should enable the manage-
ment to achieve and maintain the needed autonomy and independence of action.
The new Chief Executive and the senior executives are able and reliasble and
though the management group will initially be limited in number, it will be
rounded out with suitable new senior staff while the current program is
;arried cut with substsntial assistance from several consulting engineering
irms.

90. The program for the addition of generating facilities and for the
reorganization and expansion of the interconnection and distribution systems
meets the urgent requirements of the system and arrangements are being made
to ensure that its detailed engineering and implementation would be properly
completed. The cost of the program reflects in some respects (GBA Station)
the consequence of poor planning in the past but there are no better or less
costly alternatives to it at this time.

1. The financial plan is sound. It is based on a high contribution

to expansion frem funds generated internally, made possible by the rate

policy defined in the new concession. As a result SEGBA should be able to
overcceme the difficulties of the next three years and would be in a sound
financial position from the outset. Net income before interest, based on a
return of 8% on net fixed assets and working capital, should be about 3.2 times

annual interest charges in 1964. The debt ratio should be about 44% only.
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92. iith the present depressed conditions of the Argentine Stock Market,
the immediate prospects for the sale of shares of the new company to the pub-
lic are nil. The earnings prospects of the common shares, however, should

make them an attractive investment as soon as the market becomes active again.

23, The project is suitable for a Bank loan of $95 million with a term
of 25 years including a three year grace period subject to the conditions
listed below.

% During negotiations the Bank has obtained satisfactory assurances
that:

(i) Formal action by the Government on the transfer to SEGBA of the
GBA Station, 132 kv intercounection facilities and of the dis-
tribution system in the Fourteen Partidos will be completed.
(para. 14)

(ii) The new concession will be approved and the Govermment will
approve SEGBA's average rate assumed in the finanecing plan.
(para. 70 and 73)

(1ii) The bulk supplies of power from San Nicolas will continue as
required until 1963. (para 16)

(iv) The arrangements with BTH-ICL Partnership and with Baring
Brothers for rescheduling repayment of the Dock Sud credits
will be finalized. (para. 65)

V' (v) The future appointment of the Executive Vice Presidents and
General Managers will be subject to Bank approval. (para.26)

{vi) Arrangements satisfactory to the Bank will be made for amending
the consulting engineers' contracts for the GBA Station so that
the consulting engineers will be responsible directly to SEGEBA.
(para. 41)

“(vii) Qualified consultants will be retained on terms and conditions
satisfactory to the Bank to review, engineer and supervise
the 132 kv interconnection and distribution system expansion.
The terms of their employment should provide, inter alia, for
a coordination of plans and facilities of SEGBA and CIAE.
(para. 46 and 50)

“(viii) SEGBA will not contract any new long term debt during the
three year period through 1964, without the prior consent of
the Bank. (para. &4)

(ix) SEGBA will not incur any long term debt after 1964 unless
(a) actual net income covers at least 1.75 times the annual
interest charges on existing and proposed long term debt, and
(b) net assets are at least 1.5 times the long term debt ocut-
standing and proposed. (para. 85)
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/(%) ould SEGBA fail to raise funds from the market and should

i shortage of funds arise in the next three years, SEGBA

" would withhold payments of dividends and/or the Government
would supply the funds required. (para. 77)

L (xi) The necessary action will be taken by the Government to
exempt SEGBA from import surcharges on the planned volume
of equipment inporte for the distribution system expansicn
program. (para.52)

Formal action under (i), (ii), (iv) and (vi) will be completed before the
proposed loan can become effective.
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FLANT CAPABILITIES AND PEAK LOADS, MW

TQTAL GRAN BUENOS AIRES AREA - 50 CYCLES
(all data by SEGBA)

Flant Capability Net of Station Auxiliaries

o Hegserve Allowance | Peok Jonds at Apnugl Peak =~
Totel Total Balance for Flanned

GBA San New Total New Total Reserve, outages
Year SEGBA Station Nicolas SEGBA CIAE  System SEGBA ex—AVEE SEGBA CIAE  System  and Retirements
Actugl
1958 516 165 210 891 521 19 176 891
1959 410 174, 210 854 489 186 160 835
1960 494, 192 210 896 513 208 174 895
1961 690 180 246 1116 628 242 191 1061
" .
1962 690 180 70 A6 1116 628 242 870 2003/ 1070 46
1963 8471/ 3361 1201/ 11832/ 2.6 14292/ 76 300 1076 208 1284 145
1964 847 560 1407 325 1732 850 328 1178 . 22/, 1402 330
1965 847 560 1407 25 1732 897 345 1242 233 1475 257
1966 847 560 1407 474 1881 92 361 1303 242 1545 336
1967 1039 560 1599 474 2073 98/, 377 1361 2523/ 1613 460

1/ Part of year only.

2/ Due to closeness of commissioning dates, total SEGBA may be only 1035 and total System 1281
at the time of the annual peak (June - July)

3/ Projected figures for CIAE's peak loads have been: set arbitrarily by SEGBA and are
unrealistically low - CIAE estimates its peak load to reach about 400 MW by 1967.

»
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132 KV INTERCONNECTION
COST ESTIMATES 1962-6/
(a1l figures in Million US$ equiv.)

1962 1963 1964 Total

Foreign local Total Foreign Iocal Total Foreien local Total Foreign local Total
Cables
Cables and accessories 5,62 5.76 11.38 194 5449  TuJ43 0.08 Q.48 0456 T84 113 19,37
Civil works & installation 4e39 439 2436 2.36 Ol Gld 689 6.89
Supplementary works 0.72 0472 Ou72 Du72 0e24 0424 1.68 1,68
Shipping and insurance 0.39 0439 Ould Beld 053 0453
Supervision and overhead 048 0448 0e32 0.32 0,05 0.05 0.85 0,85
Contingencies B 11 1.13 _1.28 0,05 281 2,86 0,01 0,47 _ 0448 017  Liedd  4e58
Cables - Subtotal 5,73 12,87 18.60 ' 1 13,8 0409 _1,38 1,47 7e81_ 26,09 33,90
Subgtations
Land and Civil Works 0e24  4ol1 4e35 O.6 2,06 2.22 0,06 0406 0:40 6423 6.63
Transformers 1456 1.56 0,98 0.98 0442 0642 296 2496
Switchgear and controls 4o 87 487 343 3.43 031 031 8461 8.61
Erection 0.66 04,66 (52 0.52 0,08 0,08 1486 1426
Accessories and spares Oe34 0e34 0434 0u34 0.15 0415 0.83 0,83
Shipping and insurance 0450 0450 0035 0635 0006 0006 0.91 091
Supervision and overhead 037 Q37 0624 0424 0,04 04,04 0665 0465
Contingencies 0.12 0453 0465 0.36 0,94 1.30 0,06 0412 0,18 0.54 159 2413
Interest durlng Coﬁl CK”-L“
\struction . —— 0420 0420 040 0,05 025 0425 —

———— e
Substation = Subtotal 7233 6,17 13,50 he32 Aedl 9,43 0494 0s36 1,30 13,59 10,64 24,23
Total 13,06 19,04 32,10 7:31 1595 23.26 103 174 277 21.40 36.73 58.13
25 Ly 18 Hosas 4l S T - TR = [

$¢.29 E



GBA Station

132 kv Interconnection.

Subtotal, Local Currency

"Dock Sud" package

Distribution Gxpansion -

Total, Bank Project
Puerto Nuevo Unit No.8
Accessory tfxpenditures

Grand Total

TOTAL SZGBA PROGRAM 1962-1964

SUMMARY OF ESTIMATED COSTS

(all figures in million U33$ equiv.)

1962 1963
Foreign lLocal Total Foreign Local Total
26.30% 19.30 45.60 26.37*% 22,05 48,42
13.06 19.04 32.10 7.31 15.95 23.26
38. 34 38.00
4.56 19,60 24.16 9:93 30.77 57.70
43.92 57.9% 101.86 43.61 75.77 119.38
9.36  3.84 13.20 2,3% 0.8 3.22
00.05 0,76 0,81 0,10 rol s B
53.33 62.54 115.87 46.07 78.64 124.71

1964 Total (6Z-"Y
Foreign local Total Foreign local Total
13.00%  6.67 19.67  65.67% 48,02 113.69
107 L7 297 21.40 36.73 58.13

8.41 5 ST sk7s
9,88 47,53 57.41 23537 104,90 129,27
23.91  55.94 79.85  111.44 189.65 301.09

11.72  4.70 16.42

0,08 1,13 1.21 0.23 3.90 4,13

23.99 57.07 81.06  123.39 198.25 321.64
10,24 IbHsS 26676

* Foreign costs for GBA Station include value of ejuipment already received or in

transit which has not yect been erected.

equivalent, has becn prorated during the three years.,

Its value,in the order of 335 million
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SERVICIOS ELECTRICOS DEL GRAN BUEJOS ATIRES (SEGBA)

Estimated Balance Sheets 1961-1967
(in millions of pesos)

Mén 83 = Us§ 1

Fiscal year ending December 31: 1961 (pro forma)
Central 1L
SEGBA B. 4, Partidos  Total 1962 1363 1964 1965 1966 1967
Assets
Fixed assets in operation 16,880 3,356 20,236 25,447 39,006 50,554 53,227 55,821 61,085
Less: depreciation 6,411 1,073 7,484 9,075 11,347 14,166 16,528 18,994 21,336
Net fixed assets in operation 10,469 2,283 12,752 16,372 27,659 36,388 36,699 36,827 39,749
Work in progress etc. 832 6,946 7,778 11, %7 6,845 975 1,664 3,102 1,04
Net total fixed assets 11,301 6,946 2,283 20,530 27,719 34,504 37,363 38,363 39,929 40,793
Net current assets 1,018 58 1,076 1,311 1,476 1,774 1,870 2,011 2,128
Total assets 12,319 6,946 2, %1 21,606 29,030 35,980 39,137 40,233 41,940 42,921
Iiabilities
Preferred shares 6,153 6,461 6,784 7123 7123 7.123 7123
Common shares 8,347 4,694 2,341 9,229 9,598 10,502 11,442 12,420 13,437 14, 494
Capital surplus & legal reserve 1,108 1,108 1,505 1,340 1,354 1,534 1,652 1,777
Earned surplus 29% 595 811 1,429 2,3%0 3,053 3,759 4,711
Capital and sarplus 10,050 L 694 2, %1 17,085 18,375 20,055 22,309 24,130 25,971 28,105
Eximbank loans 290 290 1,203 1,369 1,359 1,279 1,189 1,099
Westinghouse etc. credits 654 654 534 424 34 204 102
Sodec debentures & notes 1,325 1,325 1,772 2,447 2,292 1,282 737 582
BTH/ICL credit 1,813 1,813 2,857 3,901 3.775 3,060 2,345 1,629
Metropolitan Viekers credit Ly L7 815 1,009 911 716 521, 326
Pirelli-Siemens ete. credit (8) (8) 280 460 282 100 14
Proposed IBRD loan 3,194 6,315 7,885 7,694 7,492 7+279
Other future loans 1,328 3,569 3,901
Debt 2,269 2,252 4,521, 10,655 15,925 16,828 16,103 15,969 14,816
Total Liabilities 12,319 6,946 2,341 21,606 29,030 35,980 39,137 40,233 41,940 42,921
Debt ratic (debt as % of total capitalization)* 22 33 k45 I 41 39 35

* Excluding from the capitalization, cash
dividends earned in the current year but
payable in the following year, temporarily
carried under "earned surplus" in the
following amounts: 595 738 808 880 955 1,034 1,215

TANNY



SERVICIOS ELECTRIOOS DEL GRAN BURNOS AIRES (SHOBA)

Estimated Income Statements 1961 - 1967

- in millions of pesos =

Mén 83 = Us$ 1
Fiscal year ending December 31: 1961 1962 1963 1964 1965 1966 1967
Sales, in millions of kwh 2,600 3,750 11,100 L, 500 L, 780 5,060 5,3L0
Average revenue per kwh sold (in pesos) 2,70 3.00 3.00 3.00 2.92 2.681 2.80
-4 Operating revenues — 7,020 11,250 12, 300 13,500 13,979 14,229 14,977
Operating costs
— QOperating expenses — h,663 5,582 5,966 6,383 6,622 6,86l 7,070
— Purchased power 3 22 1,210 75h - - - -
— Taxes, including income taxes - L8L 859- 935 1,020 1,525 1,L82 1,903
_+ Depreciation + 1,155 1,501 2,272 2,819 2,362 2,166 2,3h2
6,32) 9,242 9,927 10,222 10,509 10,812 11,315
Net income before interest 696 2,008 2915 3,278 3,L70 3,h17 3,662
Interest 101 529 861 1,039 1,0l 983 920
Less: capitalized - 3ko 340 257 62 152 216
101 180 521 782 979 831 704
Net profit 595 1,828 1,852 2,196 2,491 2,586 2,958
Disposition of profit
Legal reserve 30 L2 50 L9 52 59
Preferred: 5% cash dividend - - - 356 356 356
5% stock dividend 308 323 339 - - =
Common : 8% cash dividend 9y — (;g) 808 880 955 1,03k 1,115
L% stock dividend 5 Lol Lko L78 517 557
earned surplus 73 sL18 889 588 627 871
Net profit under new rate base 1,518 2,125 2,598 2,h26 2,586 2,958
Capital gurplus or deficit 310 (273) (102) 65

310 37 (65) . i

G XANNY



SERV.ICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGRBA
Betimated Sources and Applications of Funds 1962 = 1967

= in millions of pesos =

 Mbn B3 = USS 1
TOTAL TOTAL
Fiscal year ending Decamber 3li 1962 1563 196k 3 years 1965 1966 1967 3 years
Scurses of Funds
Internal cash gereration
Net income before interest 2,008 2,373 3,278 74659 3,470 3,7 3,662 10,5L9
Depreciation 1,591 2,272 2,819 6,682 2,362 2,l66 2,32 1,170
3,599 L, 6us 6,097 1,3l 5,832 5,883 . 6,004 17,79
Hew share capital B 500 500 1,000 500 500 500 1,500
Berrowings
Exishenk - _I° L4 913 166 - “1,079. - - - -
Sodeo - o SBE~ — 830 Z i - - - -
BTH/ICL credit — e 1,00k 1,0LL 232 — 25320 > - - - -
Metropolitan Vickers cradit - : 368 15 - e - - = -
Pirelli-Siemens etc. credit 58 350 u7 95 e & - - =
Proposed IBRD loan 3,194 312 1,510 7,885 - - - =
Other loans - = - - 1,328 2,2h1 332 3,901
6,562 5,78 1,89 1L,156 1,328 2,20 332 3,901
Total Sources 10,161 10,890 8,16 29,197 7,660 8,62 6,836 23,120
Applications of Funds
Additions to Flant
Puerto Nuevo units 8 & § 1,302 237 - %,539 10 1,350 460 2,580
Centrel Busnos Alres 2,601 2,735 68l 4020, - - - -
Transmission & distribution 1,528 S,7hS L,737 15,010 2,530 2,530 2,530 72590
LR B 8,717 5,h21 22,569 3,300 3,860 2,990 10,170
Intarest i
Eximbank L8 77 79 204 % T &6 23
e ete. credits ar 23 90 17 10 b 3L
Sodec debantures & notes 73 119 L 336 122 69 32 223
BTH/ICL eredit 175 253 293 721 2Lé6 192 139 5T
Metropolitan Vickers credit L7 Th 189 L6 32 139
Pirelli-Slemens eto. credit 10 16 12 38 L 1 - s
Propesed IEAD loan 139 298 lak 851 L53 L2 L 1,326
Other futurs loans - - - - 152 26
529 861 1,039 2,h29 1,0l1 983 920 2,50k
Amortisation
Eximbank - - - - 90 90 90 270
Westinmghouse etec. credits 120 110 10 3L0 10 102 102 31k
—Sodee debentures & notes-, n 8y 89 259 S0l fat] 89 1,512
BTH/ICL oredit — - - 358 358 TS s 6 2,146
Metropolitan Viekers eredit - - 98 98 195 195 195 585
Pirelli-Siemens ete. credit 170 210 225 605 182 86 1 282
Proposed IBRD locan - - - - 15 202 23 606
Other future loans - = - - £ & s -
. n Loy 880 1,660 1,987 2,309 1,19 5,715
Total debt ssrvice - 900 1,270 1,919 1,089 3,028 3,292 2,339 8,659
Cash dividends
Praferred - - - - 356 356 356 1,068
Common — 738 808 % 880 955 2,03 _2,869
= 55 (D 808 2,11 1,23 1,m 1,3% 3,937
Variations in working capital 235 # 165 298 698, 96 1 133, 35k
Total Applications 10,161 10,890 8,16 29,197 1,660 Badal _6,836 23,120
Number of times interest coversd
by net income of current year . 3.8 2.8 3.2 3.2 33 3.5 L.o 3.6

Number of times agmual debt service
covered by intesrnal cash gemaration

of ourrsnt year 4.0 3.7 3.2 3.5 1.9 1.8 2.6 2.0
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COMPANTA ITALO-ARGENTINA DE ELECTRICIDAD
(GIAE)

CIAE was formed in 1912 and established itself as one of the im-
portant electricity supply companies in Buenos /ires during the period of
the first World War, when concessions were awarded on the basis of public
competitive bids. From its origin, CIAE has been controlled by Swiss fi-
nancial interests.

CIAE's distribution system developed over the years in parts of
the Federal District and surrounding Partides in which SEGBA predecessors
were also active. At the present time CIAE's distribution network covers
part of the area also served by SEGBA in the Federal District and in the
four Partidos of Avellaneda, Lanus, Quilmes and Lomas de Zamora. CIAE's
load, which currently reaches a peak of about 200 MW, is concentrated
(about 85%) in the Federal District. In its development, CIAE followed
the policy of seeking the larger commercial or industrial consumers.
Though CIAE's distribution voltages (27.5 and 6.8 kv) are fractionally
different from SEGBA's, a limited interconnection of the two systems
exists and CIAE has been giving SEGBA bulk supplies at the time of peak
in recent years (about 30 MW).

CIAE's generating plants, except for some very old installa-
tions of fractional capzeity, are Nuevo Puerto (a few hundred yeards from
SEGBA's Puerto Nuevo) with 165 MW nameplate capacity, and the older Pedro
Mendoza Station (in the Dock Sud area) with 96 MW nameplate capacity.

After CIAE's concession was cancelled in 1957, negotiations
were continued with the Government to reach a settlement of the several
disputes involved in the controversy. A conclusion was reached when, in
mid-1961, a new concession was granted which will permit CIAE to continue
operating indefinitely. Except for a provision giving the Government the
option to buy the Company after 1966 by giving certain notices, the con-
cession and its financial and rate provisions is very similar to that now
being granted SEGBA. As a condition for the settlement, CIAE undertook
to carry out certain extensions of its generating capacity and distribu-
tion system, which are mentioned in the text of the report.
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CURRENCY EQUIVALENTS

Currency Unit - Peso (M$N)

US$1 = MS$N 350.0

US%1 million = MS$N 350 million

M$N1 = US$ 0.002857

M$N1 million = 5% 2,857
ABBREVIATIONS

kw = Kilowatt

Mw = Megawatt

kwh = Kilowatt hour

Gwh = Gigawatt hour

kv = Kilo volt

kva = Kilovolt-ampere

Mva = Megavolt-ampere

Km = One kilometer (0. 6214 mile)
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ARGENTINA

APPRAISAL OF THE 1967-1970 EXPLNSION PROGRAM

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES S.A.

SUMMARY
B8 This report covers the appraisal of the 1967-1970 expansion

program of Servicios Electricos del Gran Buenos Aires, S.A. (SEGBA),

for which a loan of US$55 million has been requested. The program for

the addition of generating capacity and for the expansion of transmission
and distribution meets the minimum needs of the system and is economlcéily
Justifled The arrangements for the engineering and implementation of the
program are acceptable. The total cost of the program is about US$300
million equivalent.

b The performance of SEGBA, which had deteriorated in 1964 and
most of 1965, has improved significantly in the course of 1966 and 1967.
Progress is being made towards coordination of planning and operations of
the Buenos Aires power sector, which is necessary to preclude the further
overlapping of facilities and to realize the maximum possible economies
from existing installations. Prospects for improving the labor situation
are promising. SEGBA intends to reduce the mumber of personnel and elimi-
nate uneconomic provisions of the labor contract.

iii. Power rates were brought to the level required by the concession
by substantial increases in 1966 and early 1967. However, due to the March
devaluation, revenues for 1967 will fall short of the 8 percent return on
the dollar rate base to which SEGBA is entitled under its concession.
Arrangements have been made to correct this situation in connection with
the rate review at the end of last year. The proposed financing plan for
1967-1968 is satisfactory. Earnings prospects are good.

iv. A loan of US$55 million, with a term of 20 years, including a
3 year grace period, is proposed.
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APPRAISAL OF THE 1967-1970 EXPANSION PROGRAM

SERVICIOS ELECTRICOS DEL GRAN BUFNOS ATRES S.A.

1. INTRODUCTION

1.01 Servicios Electricos del Gran Buenos Aires S.A. (SEGBA), a stock
corporation all the shares of which are owned by the Argentine Government,
applied to the Bank in January 1965 for a second loan to help finance its
~+—1965-1967 expansion program. Because of serious problems affecting SEGBA,
| the appraisal had to be deferred until May 1966. The 1966 appraisal
' covered a revised expansion program for the period 1966-1969.

l.02 Shortly after the mission's return, representatives of the
Government and SEGBA visited the Bank to discuss the settlement of a
number of issues, They undertook to raise power rates, to correct the
shortage of working capital of SEBGA with large Govermment contributions,
and to initiate coordination of operations between SEGBA and Compania
Italo Argentina de Electricidad (CIAE), which supplies power within
SEGBA's service area. The Argentine delegation could not, however, offer
any plan for a significant improvement in SECBA's efficiency in the fore-
seeable future, and merely proposed to slow down hiring of new personnel
in 1966 and 1967.

1.93 The proposed loan was further postponed because of the uncer-
tainty as to the economic policy of the Government which took office in
July 1966. When prospects improved, another mission was sent to Buenos
Aires in May 1967 to review SEGBA's performance in the last year and to
appraise the latest revision of SEGBA's program.

1.04 A loan of US$55 million is now proposed, which would help fi-
nance expenditure on the generation, transmission and distribution facili-
ties included in SEGBA's 1967-1970 expansion program. The size of the
proposed loan is based on an estimate of expenditures forecast for the
;  period October 1, 1967 through March 31, 1969. The estimated cost of the
| program is US$306 million equivalent.

— 1.05 This report is based on the findings of the Appraisal Mission
which visited SEGBA in May 1967, consisting of Messrs. Y. Rovani, R. H.
Sheehan and G. Vacchelli. Additional information was submitted by
Argentine delegations to the Bank in October and December 1967.
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2. BACKGROUND

201 On January 19, 1962 the Bank made its first loan, 308-AR, to
SEGBA for US$95 million for a term of 25 years, including a grace period
of three years, at an interest rate of 5-3/L4 percent. The basis for the
loan was described in Appraisal Report No. TO-306a of January 10, 1962.
The original closing date was extended by six months to June 30, 1965 at
which time, US$93.35 million having been drawn down, the balance in the
loan account was cancelled. The loan helped finence a three year pro-
gram to eliminate power shortages by 1965. The program included the
addition of 800 Mw of generating capacity, a new 132 kv transmission
system for Buenos Aires, and a considerable amount of rehabilitation

and expansion of distribution facilities. 1In ccnnection with the Bank
loan, the electricity supply services in the Buenos Aires area were con-
solidated and reorganized, along the lines of the Pinedo Plan, named after
the elder statesman appointed by the Government in 1961 to establish the
institutional basis for a sound development of the electrical facilities
in the ares.

2.02 The program was carried out successfully although there were
delays in completing the distribution works. There were greater difficul-
ties in achieving the orgenizational and financial improvements which were
also important purposes of the loan. A good start was made; but serious
problems were encountered in early 196l vhen a new Government, which had
taken office in October 1963, denied the rate increase for which SEGEA
hed applied in accordance with its concession. The result was a deterio-
ration in the Company's finances and the resignation in March 196k of the
Directors, the Executive Vice President and the four department heads in
the Fxecutive Committee. Although a new Board was promptly appointed, it
was not until January 1965 that a new appointment was made to the Execu-
tive Vice Presidency, the key position in the Company's management. The
new Fxecutive Vice President died within a year and several months elapsed
before a successor was appointed. The Company's efficiency suffered
greatly during this period. Indeed it was not until June 1966 that =
beginning could be made, with Government backing, to take the corrective
steps indicated in paragraph 1.02. A further change in the Board and the
management was made following the change of Government in July 1966.

3. THE BORROWER

3.01 SEGBA supplies electricity to almost two million consumers in

the Federal Capitel and its suburbs. The Company's generating capacity
consists of 1,370 Mw of steam plant installed in three stations. SEGBA
also purchases power from Agua y Energia Electrica (AyEE), the Government
agency for power and irrigation, and from CIAE. Its peak load was 1,235 Mw
in 1966 and its sales exceeded 4.6 billion kwh.
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3.02 SEGEA was formed in 1958 to tazke over part of the assets and
responsibilities of CADE (Compania Argentina de Electricidad), a fully
ovned subsidiary of the Belgian Group SOFINA, which had been supplying
the Greater Buenos Aires area since a few years after the first World

War. The creation of SEGBA followed the settlement reached by the Govern-
ment with SOFINA under which (1) AyEE took over CADE's distribution prop-
erties in 14 municipalities to the northwest of the Federal district (the
fourteen partidos), and (2) SEGBA took over the remaining assets. SEGBA
shares were issued to SODEC (Societe d'Electricite), an affiliate of
SOFINA, which were to be bought by the Govermment in ten equal install-
ments. At the end of 1961, in accordance with the Pinedo Plan, the
Government exercised its option to accelerate the purchase from SODEC

of the shares still outstanding, and to tender Government bonds for pay-
ment. Farly in 1962, SEGBA took over all of AyEE's power facilities in
Buenos Aires, including the distribution properties in the fourteen par-
tidos. MNew by-laws (Estatutos) were approved at the end of 1961 and a
new concession for an unlimited time came into effect on February 1, 1962.

303 SEGBA is a stock corporation with a Board of Directors elected
by the shareholders. The Government holds all the shares. The Board,
of five to eight members, includes the Pregident and the Executive Vice
President. The Executive Committee, consisting of the Executive Vice
President and four or five department heads appointed by him, is respon-
sible for the prineipal functions of the company including operations,
planning, budgeting, award of contracts, wages and salaries, labor rela-
tions and hiring end firing. The existing Loan Agreement provides that
changes in the by-laws, as well as in the concession, be subject to Bank
approval and this undertsking will be repeated in the new Loan Agreement.

3.0k The present Executive Vice President, himself an engineer with
long experience in utility and private business management, has filled
the Executive Committee by appointing capable new managers to the Tech-
nical and Commercial Departments. The new Executive Committee of SEGBA
appears to be well qualified to carry out its responsibilities. The Loan
Agreement for Loan 308-AR provides for Bank approval to the appointment
of SEGBA's Executive Vice President. In the case of the proposed loan,
only prior consultation will be required.

Orsanization

3.05 Next to eliminating the Buenos Aires power shortage, which had
existed for many years, the most important tasks confronting SEGBA's
management in 1962 were to increase the productivity of labor, a subject
discussed later in this report, and to gain control of the Company's
activities, through improved organization and accounting. The initial
step taken in this direction was the appointment of International HMiddle
West Services Company as management consultants in the middle of 1963.
Their contract has been renewed for varying periods over the last four
years. A further extension is presently under negotiation.
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3.06 Progress was quite slow, due in particular to lack of trained
personnel, labor difficulties and inadequate management after March 1964,

It has gained momentum under the present management, and tangible improve-
ments have been made, and are expected to continue, in the quality of cus-
tomer service and in the preparation of prompt and reliable information

for management. The current emphasis is on reorganizing the commercial
department. Billings have been computerized. A modified system of collec-
tion, involving the mailing of bills and their payment through banks, was
successfully applied to about one million accounts in the Federal Capital
and two suburban districts, several months ahead of the schedule set at

the beginning of 196T; this system will be further expanded to other suburbs
during 1968. The commercial department is being decentralized by the trans-
fer of customers' service, meter reading and collection responsibilities

to about fifteen branch offices in the Capital and Province. Computer
capacity is being increased to handle all payroll, customer, labor and
material accounting.

The Labor Problem

3.07 SEGBA's most difficult problem in 1962 was to secure all the
funds needed to expand and meet the load growth. As a result. and until
the power shortage was overcome, the primary emphasis was put on SEGBA's
maintaining a sufficient level of revenues S0 as to generate internally
a large proportion of the funds needed for expansion. As soon as this
objective was achieved, the emphasis should have changed to holding down
operating expenses in order to keep the average power rates to a reason-
able level; a corollary should have been the introduction of industrial
rates which would induce industries to abandon self-gensration of power
in favor of publie supply. This expected lowering of operating costs
did not materialize. Instead, the lack of effective management during
the period from early 1964 to mid-1966 resulted in a sharp increase in
the already excessive number of personnel and in labor costs. The Bank
repeatedly called this problem to the attention of both the Government
and SEGBA and stated in July 1965 that a new loan would be conditional

| on the initial results of a program to reduce labor costs.

3.08 The high labor costs stem from an unfavorable contract, inherited
from the Peronist era and aggravated by the concessions made to the labor
union by succeeding Governments. The labor contract is a two-year contract
with the Light and Power Union, which was last renewed in January 1966.

The provisions governing the level of wages are subject to an annual re-
view, also in January. About 95 percent of the personnel of SEGBA (and

of CIAE, whose contract is a facsimile of SEGBA's) belong to the Union,
including most of the supervisory personnel. Hiring is done through a
labor exchange run by the Union. Most new employees are hired as "peones,"
or unskilled lsbor, and ere trained and promoted on strict rules of senior-
ity. The work week is a five day week of only 36 hours, and the majority
of personnel work from T:00 am to 2:12 pm. These hours are not conducive
to efficiency because they do not coincide with those of management nor
with the needs of the public; furthermore they permit many workers to hold
a second Job. Other provisions restrict the Company's ability to contract
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outside for distribution expansion and repairs. The main source of feather-
bedding, however, lies with the fact that Job descriptions are used not
merely for establishing pay grades, but also for limiting employee work
assignments, and conseouently for inflating staff requirements. Under the
contract, most of the management decisions require consultation with, or
approval of, the Union. In the past, the point of view of the Union in-
variably prevailed because the Union was allowed to use the pressure at

its disposal, including strike threats, partial work stoppages, slow-downs,
refusal to allow overtime, etec.

3.09 SEGBA employed 19,220 persons at the end of 1962, when the
number of consumers was about 1,578,000. This was equivalent to a ratio
of only 82 consumers per employee. The management consultants estimated
in 1963 that the same number of consumers could be handled better with
several thousand fewer employees. A reasonable figure for this ratio would
be in the order of 100 consumers per employee. During the three years
through 1965, personnel increased considerably faster than consumers, to
25,068, end the ratio of consumers to employees deteriorated to 7Tl. The
largest annual personnel increase, of 2,500, was recorded in 196L. By
June 1966, when representatives of the previous Government and management
of SEGBA visited the Bank for discussions on the central issue of this
proposed loan, SEGBA's personnel had reached a total of 25,780, While no
exact standard exists for measuring the size of the labor force necessary
for the efficient operation of SEGBA, there is general agreement that the
number of excess personnel amounts to about 6,000.

330 Much has been done in the last year and a half to control laber
costs and restore the management's authority within the Company. The in-
crease in number of personnel was stopped, for the first time on record,
and a slight reduction, to 25,542, was achieved, at the end of November
1967. In recent months, the work stoppages and go slow tactics of the
Union have been effectively curbed.

3.11 More significent gains can be achieved only by amendment of the
labor contract and with the continued support of the Govermnment. Steps
are being taken in this direction. A law of October 1967 established a
new procedure for revising the labor contracts of state enterprises and
public utilities. In accordance with this law, SEGBA and CIAE submitted
to the Secretary of Labor a joint memorandum on November 20, proposing
changes in those provisions of the labor contract which interfere with
productivity of labor and efficiency of operations. The memorandum was
forwarded on December 11, to the Light and Power Union for comments to be
made within the next fifteen working days. The Secretary of Labor was
then to decide which of the provisions of the contract should be discussed,
and to call a committee of representatives of the companies and the Union,
chaired by a representative of his department, to discuss amendments to
these provisions within a period of 60 days. Agreed changes would then
be incorporated in a new labor contract. Points on which no agreement is
reached would be submitted to the arbitration of the Secretary of Labor,
whose decision would be final. UNo time 1limit is set regarding the de-
cisions of the Secretary. If the entire procedure is rejected by the
Union, the Secretary will design new labor regulations to be promulgated
as a law.
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3.12 The extent to which the existing labor contract will be changed,
what reductions in persomnel would follow and the timing of such reduc-
tions, are questions that cannot be answered at this time. The Govern-
ment's public statements and the action already taken by it and by SEGBA,
however, constitute evidence of their determination to work towards resolv-
ing this important issue. The forecasts in this report reflect SEGBA's own
assumption, approved by the Government, that personnel would be reduced by
about 1,000, to about 2L,600, in the course of 1968. As to later years,

it was assumed that SEGBA's labor force would remain constant though it is
hoped that further reductions would be achieved. No increase in the wage
level is contemplated in the future except for an annual increase of about
3 percent for promotions and seniority. Wages have been frozen, by decree,
at their 1967 level until the end of 1968. Under the terms of the conces-
sion, power rates will be asdjusted should the level of wages rise above

the estimates.

A :L*.! :.!’ ol { f h.-/
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3.13 - The concesfion of February 1, 1962, provides that SEGBA's rates
should generate/revenues’ sufficient to produce a return of 8 percent on
the average value, expressed in dollars, of net plant in service plus a
notional value of working capital equal to 5 percent of the average value
of net plant in service. Depreclation charges are computed on the value,
also expressed in dollars, of gross plant in service at year-end. 1In
1962, SEGBA inaugurated the practice, interrupted in 1964 and 1965, of
charging straightline depreciation at 3 percent, a reasonable minimum, on
all assets (except furniture and fixtures, 10 percent; and vehicles,

20 percent).

3.1k Power rates are revised annually, effective with the first meter
reading of January, on the basis of a detailed application submitted by
SEGBA to the Secretaria de Estado de Energia y Mineria (SEEM), for ap-
proval. The concession provides that, if the 8 percent return to which
SEGBA is entitled has not been achieved (or has been exceeded) in any past
year, the shortfall (or surplua) must be compensated for by revenues of
the year immediately succeeding. Changes arising in labor and fuel costs
during the year are to be automatically compensated for by interim rate
adjustments. Furthermore, if changes in economic circumstances, such as
lower sales, devaluation of the currency, etc., could be expected to re-
sult in an insufficient net income for the current year, SEGBA can adjust
its rates proportionally after informing the Secretaria.

315 The failure of the Secretaria to apply these provisions fully,
led to a serious shortfall of revenues in 1964 and 1965, when SEGBA's
return was only 2.1 percent and 5.6 percent respectively (see Annex 3,
Note 9). Since 1965 a serious attempt has been made to adjust rates in
accordance with the concession and the return improved to 8.6 percent in
1966. 1In April 1967, SEGBA was asked by the Government to defer the ad-
justment to which it was entitled following the latest devaluation of the
peso. It is estimated that, as a result, the net income for 1967 would
fall about M$N6.3 billion short of the permitted amount, corresponding
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to a return of 6.4 percent, instead of 8 percent. After reviewing SEGBA's
annual rate application for 1968, and obtaining the Bank's consent under

the 1962 agreements, the Government decided, as exceptional measures con-
sistent with its stabilization progrem, to: (a) allow rates to be increased
to the extent necessary to generate the additional revenues required to
achieve the 8 percent return in 1968 (about M$I'3.7 billion), and (b) com-
pensate the shortfall at the end of 1967 by an equivalent appropriation from
the National Energy Fund, to be treated by SEGBA as revenues (about M3$N6.3
billion). New resources were recently provided to the Fund by a substantial
increase in the price of gasoline. Only residential power rates were in-
creased, by the addition of a flat cherge averaging M$N180 per month, which
would both avoid increasing production costs, a stated purpose of the
Govermment's policy, and help correct the imbalance in SEGBA's rate struc-
ture, as discussed in para. 5.07.

%.16 The rate covenants in the existing agreements which provide that
SEGBA should seek, and the Govermment should grant, the rates to which SEGBA
is entitled under the concession, are repeated in the agreements for the
proposed loan. Confirmation has been obtained from both parties that ade-
quate depreciation charges will be maintained in the future, of not less
than an average 3 percent of plant in service, pending the preparation of

a new, mutually acceptable, schedule of estimated useful lives for the
various kinds of assets.

Lk, FINANCIAL POSITION AND EARNINGS

Audit

L.o1 Existing agreements with the Bank provide for the auditing of
SEGBA's accounts, and the preparation of annual reports on SEGBA's fi-
nancial condition, within four months after the end of the fiscal year,
by a firm of qualified independent accountants. This provision is re-
peated in the agreements covering the proposed loan. Starting with

fiscal year 196L, Deloitte, Plender and Griffith were replaced, as SEGBA's
auditors, by Arthur Young-Henry Martin, the Argentine branch of a repu-
table firm of public accountants. The present arrangements are satis-
factory.

Balance Sheets

k.02 Condensed balance sheets as of December 31, 1962 through 1966
are shown in Annex 1. Plant is recorded in SEGBA's balance sheet at
historic cost although, as provided in the concession, dollar values of
gross and net plant are used for computing the amounts of depreciation
to be charged and of net income to be earned. Starting with 1965, and
following its auditor's advice, SEGBA revalued its foreign exchange debt
at current exchange rates. The effect of this partial revaluation is
shown in the condensed balance sheets under "Fxchange Difference.” A
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more meaningful set of Balance Sheets, expressed in dollars, is presented
in part 2, at the right of Annex 1. The dollar values used are: (a) for
plant in service and depreciation reserve, the dollar values used for
tariff purposes in accordance with the concession; (b) for foreign ex-
change debts, the actual values expressed in dollars; (c) for other assets
and lisbilities, the peso values converted into dollars at the exchange
rate in effect at the end of the fiscal year; and (d) for equity, the
resulting difference between dollar assets and dollar liabilities.

4.03 The capitalization is characterized by an excessively high pro-
portion of cash dividend free equity, and by a low, fast reducing amount
of long term debt. A summary of the capitalization as of December 31,
1966, adjusted to reflect the revaluation described above, is shown in
the following table in both pesos and dollar equivalent:

In millions %
MEN US$ Equiv. 1/ of Total
Capital and Reserves
5% Cumulative preferred shares,
M$N100 par 10,480 - 7.5
Common shares, M$N100 par 17,906 i, 12.9
Subtotal: Share Capital 28,386 11k.8 20.%
Reserves and surplus 11,316 45,7 8.1
Revaluation reserve 58,17¢ 85,3 i1
Total 97,881 395.8 70.2
Long Term Debt
IBRD Loan 308-AR 21,354 86.4 i5.3
Eximbank and suppliers
(Puerto Nuevo Nos. T & 8) 3,221 13.0 2.3
BTH-ICL, Metrovick
(Costanera, 132 kv trans.) 5,291 21.4 3.8
Bonds and notes (Sodec, etc.) 4,303 1Tk 3.1
Subtotal: Foreign Exchange 34,169 138.2 24.5
Local suppliers, customers' deposits 1,39k 5.6 1.0
Caja Nacional de Ahorro Postal 6,000 24,3 .3
Subtotal: Local Currency T,39L 29.9 5.3
Total 41,563 168.1 29.8
Total Capitalization 139, LLY 563.9 100.0

1/ At M$N2LT.3 per US$, the exchange rate at December 31, 1966.
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L.o4 New shares were issuved in 1062 to the Government in exchange for
its shares in the original SEGBA and its estimated investments in the as-
sets taken over from AyEE (see notes to Annex 1 for details). The original
shares, and those issued for subsequent Government contributions, were
issued in a h0/60 ratio of 5 percent cumulative preferred shares and of
common bearer shares which are held in trust by the Industrial Bank. The
Pinedo Plan provided for the sale of common shares to private investors to
encourage the investment of private savings in electricity services, and
this intention was recorded in covenants of the Guarantee and Loan Agree-
ments for Loan 308-AR. No sales have taken place due to adverse market
conditions. In connection with the proposed agreement, the Government
reiterated its policy of encouraging the sale of shares to private inves-
tors, though prospects at this time are too remote to be considered for
purposes of the financing plan.

4.05 SEGBA's equity grew rapidly since 1962 through (a) large Govern-
ment cash contributions, of M3N1.5 billion in 1964, to make up partially
for the freeze then imposed on power rates, and of M$IN6 billion at the end
of 1966 to help correct SEGRA's working capital position, and (b) retained
earnings, as lack of funds prevented SEGBA from paying cash dividends on
the large Government equity. As shown in the pro forma dollar valuation
of SEGBA's balance sheets, the value of share capital has, as a result of
devaluation, become but a small fraction of the Govermment 's revalued
equity in SEGBA.

4.06 Most of the debt is in foreign exchange and, with the exception
of Loan 308-AR, which accounts for more than half the debt outstanding,
most is for relatively short terms (see Annex 2 for details). By the end
of 1969, annual smortization averaging over US$20 million equivalent would
bring down existing foreign debts from US$138 million to about US$94 mil-
lion and existing local debts from about M$NT.4 billion to about MEN3.5
billion. The main reduction in debt would result from the repayment of
the BTH-ICL (British Thompson Houston-International Combustion Ltd.) and
Metrovick (Metropolitan Vickers) credits, outstanding as of the end of
1966, for US$32.3 million equivalent {including a current portion of
US$10.9 million equivalent), which are due in full by July 23, 1969. The
only significant new debt incurred in recent years was an 8 percent, five
year loan of M$N6 billion from the Caja Nacional de Ahorro Postal, which
was arranged by the Covermment at the end of 1966 to complement the capital
contributions already referred to and to restore a sound financial condi-
tion for SEGBA.

L.o07 The existing Bank Loan Agreement includes a negative pledge
elause and a debt limitation covenant which are both repeated in the
agreement for the proposed loan. The incurrence of long term debt is
limited by an assets test and an earnings test. Under the assets test,
SEGBA is not permitted to incur new debt if after the incurrence of the
proposed new debt, its net assets in operation plus work in progress
would be less than 1-1/2 times its total indebtedness. Under the earn-
ings test, SECBA would not be able to Incur new debt unless the maximum
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future interest payments on all indebtedness, including the proposed new
debt, were covered at least 1-3/U times by net income for the past twelve-
month period or the last fiscal year. SEGBA could presently meet both
tests and incur debts substantially in excess of the amount of the pro-
posed Bank loan.

Current Position

4,08 A critical negative current position was reached at the end of
1965 due to inadequate cash generation and the lack of outside financing.
In accordance with understandings reached between representatives of the
previous Government and the Bank in June 1966, the Government provided
M$N12 billion to SEGBA at the end of the year, half as capital and half
as a five year loan, as already indicated in paras. 4.05 and L4.06 above.
As a result, the current position improved markedly from a current ratio
of 0.58 at the end of 1965, with current liabilities exceeding current
aszets by M$N9.3 billion, to a current ratic of about 1.0, at the end of
1966.

L.09 Accounts receivable increased by almost MSN6 billion during 1966
to M$N17.3 billion reflecting mainly rate increases aggregating 57 percent
over the 1965 level and, to a lesser extent, growth of sales. SEGBA's re-
ceivables usually represent the equivalent of about four months of revenues
which is high. This is due principally to delayed payments by Government
authorities and agencies, and to slow billing and collecting procedures
(see Annex 1, note 2, for details). Steps are being taken to correct

both of these causes.

4.10 Accounts and notes payable at the end of 1966 totalled M$N15.3
billion and still included large arrears which SEGBA was in the process
of repaying gradually in accordance with a plan to bring accounts payable
down to normal trade terms by the end of 1967. (See Annex 1, note L, for
details).

Past Farnings

.11 Income statements for the five years ended December 31, 1966
are summarized in the table and notes to Annex 3. They show a sharp
decline in earnings in 1964, to a return of 2.1 percent (adjusted on the
basis of a 3 percent rate of depreciation), followed by a recovery which
brought the return to 8.6 percent at the end of 19656.

k.12 The actual financial results bear little resemblance to the
estimates prepared at the end of 1961 for the first aporaisal report.
The chief reasons are: the severe economic recession in 1962/63: the
considerable increase in SEGBA's operating expenses due to rapid infla-
tion and sharp increases in personnel through 1965: and the consequences
on the dollar rate base of the develuation of the currency from M$N83
per dollar at the beginning of 1962 to M3W247.3 at the end of 1966.

l\
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L.13 Interest coverages were ample, except in 196L, reflecting the
relatively low debt. It was originally intended that SEGBA would pay
cash dividends to the Government as a return on its considerable equity
and as a means of establishing a record which would help the future
sales of common shares in the local market. This, however, was not pos-
sible in view of SEGBA's shortage of funds which, instead, required
further large cash contributions by the Government. BStock dividends on
preferred shares were paid each year at the statutory rate of 5 percent,
and on common shares at 10 percent in 1962 and 1963 and at 20 percent in
1965 and 1966. These dividends are not high as the value on which they
apply is understated (see para. 4.05). Dividends on common shares had to
be passed in 1964 because of insufficient profits.

5. POWER MARKET

5:01 The Greater Buenos Aires market consists of the Federal Capital,
and 31 surrounding municipalities. It is supplied primarily by SEGBA, but,
as mentioned previously, CIAE also has a Government concession to supply
the Capital and the four partidos of Avellaneda, Quilmes, Lanus and Lomas
de Zomora. Until recently, each supplier operated its own system inde-
pendently of the other, although there is 160 Mva of interchange capacity
between them. A table of the existing generating capacity of both com-
panies is shown in Annex 5.

5.02 CIAE's franchise was renewed for an indefinite period in 1961
with a provision which calls for the construction of new generating plant.
At the end of 1966 CIAE had 352 Mw of effective capacity in two steam
stations and was supplying 250,400 customers. In 1966 the peak load on
CIAE's system was 226 Mw. During the psst four years CIAE's load (ex-
clusive of sales to SEGBA) has been growing at an average rate of only
about 5 percent per annum and its sales of energy to ultimate consumers
at slightly less than 3 percent. These low rates of growth reflect the
limited expansion of CIAE's distribution system in recent years.

503 At the end of 1966 SEGBA had 1,370 Mw of installed capacity,

all of which is steam plant, and was supplying 1,875,000 consumers. For
the three previous years SEGBA was required to buy energy from AyERE's San
Nicolas plant near Rosario at a price higher than its own marginal cost,
even though SEGBA had unused capacity, because of the Government's desire
to burn as much Argentine coal as possible. For 1967 and the next few
years, however, SEGBA will need some of the excess capacity at San Nicolas
in order to ensure relisble service to its own consumers (see para. 5.09).
As shown in Annex 6, the maximum demand on SEGBA's system has grown from
888 Mw in 1962 to 1,235 Mw in 1966. During the same years sales increased
from 3,200 Gwh to 4,564 Gwh. Although the average rates of increase in
peak load and sales during the period were 8.5 percent and 9.3 percent,
respectively, it is significant that the only year in which a large
increase occurred was 1964 when the Bank financed Costanera plant went
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into operation and restrictions were removed. SEGBA's annual rate of
increase in load has fallen off considerably since 1964, and in 1966 the
| increase in both peak load and sales was less than 6 percent.

5.04 The interchange facilities between SEGBA and CIAE have been used
until last year only in emergencies. With proper scheduling of generation,
the combined operating costs of the two utilities can be reduced. For ex-
ample, the newer, more efficient units of each company have not been used
to their maximum capabilities while some of the older, less efficient units
were regularly used to carry peak loads instead of being employed for
standby or emergencies. The situation with regard to transmission and
distribution is even more disturbing, particularly in the Federal Capital,
where facilities of the two companies overlap. On many streets it has

been possible to receive supply from either or both companies. In fact,

as a carryover from the 1950's, some of the more affluent customers still
maintain a dual service in the event of a power failure on either system.
The quality of supply from both systems leaves much to be desired. Many =~
sections of the distribution networks are overloaded, resulting in low
voltage at the time of peak demand and causing frequent outages. Although
service by both companies has improved noticeably since 1962, there are
still large areas which require extensive rehabilitation.

5.05 The Government is aware that the long range solution of the
Buenos Aires power problems would be some kind of a merger of CIAE with
SEGBA but for the present CIAE is being asked to increase its generating
facilities and to provide its own financing. In due course a consolida-
tion mey take place but in the meanwhile both companies are cooperating
in all phases of their activities. Eleven joint committees have been
set up at the top and middle management levels to handle such matters

as central dispatching, planning of expansion, labor relations (see

para 3.11), tariffs, and customers' service. In the letter part of 1966,
with the guarantee of the Argentine Govermment, CIAE completed financial
arrangements with banks in Switzerland and the United Kingdom for the
purchase of a new 250 Mw generating unit for its Nuevo Puerto plant.
This unit is scheduled for operation before the winter peak of 1969 and
will meet the Greater Buenos Aires load growth until SEGBA's Puerto
Nuevo unit No. 9 is completed (see paras. 6.03 and 6.11). The first
move toward effective coordination of operations was the commissioning
at the beginning of 1968 of a central dispatch office to control the

use of all the generating plants of both companies.

Sales

5.06 A breakdown of SEGBA's sales for 1965 and 1966 showing consump-
tion by classes of consumers is given in the table below:
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1965 1966
Sales Sales % of 7 Increase
Consumer Group in Gwh in Gwh Total over 1965
Domestic 1,896 1,970 h3.5 3.9
Commercial 476 Lot 11.0 L.k
Industrial 1,299 1,323 290.2 1.8
Governmental (lighting,
traction, water supply, ete.) 637 736 16.3 15.5
Total 4,308 4,526 1/ 100.0 T

1/ Excluding energy repaid to CIAE (38 Gwh).

The 5.1 percent increase in SEGBA's sales shown above should be viewed in
the light of CIAE's increase for 1966 of only 3.5 percent. The combined
rate of sales' increase was only about 4.8 percent in 1966, which is low
for a mature system and indicates a slow down in the economy. SEGBA's

1966 system load factor of 5h.2 percent reflects the still relatively high
proportion of residential consumption as compared to industrial. During
the 1950's when the shortage of power became critical many industrial and
commercial establishments installed their own generating plant. By the

end of 1963 this captive capacity in the Greater Buenos Aires area totalled
about 600 Mw and the self-generation in that year amounted to about 1,200
Gwh. Later statistics are not available but it is reasonable to assume
that there is still at least 500 Mw of captive plant capable of operation
and that the annual generation may be of the order of magnitude of 1,000
Gwh. SEGBA has tsken steps to attract more of this captive load but the
Company is handicapped to some extent by the high tariffs and the fact that
it must charge the industrial consumer sales taxes which private industry
does not have to pay on its own generation. However, the major deterrent
to recapturing the load is the memory of past outages and it will take
SEGBA quite some time to create a new image of reliability.

5.07 The rate schedules in effect at the time of the last loan were
unbalanced in favor of the residential consumer at the expense of the
industrial users. In 1965 a night-hour reduction for industrial consump=-
tion was initiated, but the average price per kwh paid by the industrial
consumer in 1966 was actually higher than the average charge to the resi-
dential user (M$N9.35 per kwh versus M$N9.15, excluding taxes). This
situation has, however, been improved recently, when the Government decided
to increase only residential rates in 1968, and granted SEGBA's earlier
request to apply a flat charge on residential consumers. This charge
varies from M$N50 per month for small users up to M$N250 per month for
large users (an average of M$N180 per consumer per month). Further ad-
justments in the rate structure are intended in connection with the next
regular rate review at the end of 1968.

5.08 Distribution losses in 1966 totalled some 936 Gwh out of 5,500
Gwh sent-out or asbout 1T percent. This is high for a large metropolitan
network and emphasizes the need for SEGBA to continue spending funds on
strengthening the distribution network to lower the losses and Improve
the service.
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Future Growth

5.09 SEGBA's forecast of peak loads and sales for 1967 through 1970
is shown in Annex 6. The projected increases for 1967 are based on normal
load growth plus new contracts which have already been signed. From 1968
onward, a T percent increase has been assumed for maximum demands and
about T.5 percent for sales of energy. These assumed rates are considered
reasonable, provided the economy of Argentina does not suffer a recession.
A table of SEGBA's plant capability and peak loads for 1966 and as pro-
Jected for the next four years is shown below:

SEGBA SYSTEM ONLY (in Mw)

Actual Forecast
1966 1967 1968 1969 1970
Plant capability, gross 1,350 1,k00 1,490 3,500 14770
Peak load 1,235 1,319 i as 1,510 1,617

Excess capability without
any reserve allowance k3 2 81 78 10 153

Capability shortage with
the largest unit out of
commission (70) (104) (107) (175) (8k4)

Although SEGBA sogueezed by the winter reck last year it is clear that even
with the expected addition of 120 Mw of new gas turbines in 1968/69, it
will not have firm capacity to meet the future demands unless power can be
purchased from CIAE and AyEE.

Bt The following table shows the combined cepability and peak loads
of SEGBA, CIAE and AyEE's Litoral system for the same five year period:

COMBINED SEGBA, AyEE AND CIAE SYSTEMS (in Mw)

Actual Forecast

1966 1967 1968 1969 1970

Plant capability, gross 2,120 2,170 2,260 2,540 2,790

Pesk load 1,719 1,839 1,979 2,128 2,287
Capacity available to meet
load after provision for

reserve. 1/ 1,829 1877 1,962 2,176 2,413

Excess or (shortage) 110 38 (17) 48 126

1/ Reserve includes the largest machine in the system (less auxiliaries)
plus 5% of installed system capacity to cater for accidental unavail-
ability.
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Sufficient capacity will be available to meet the load in each year except
1968 when there mey be a small deficit if the largest unit in the system
is actually out of operation over the peak. However, should in any year
more than one company have its largest unit out of service at the time of
the peak, (which is not an impossible situation), it would be necessary

to ration. In view of the limited spare capacity available, the organiza-
tion in charge of the central dispatch should also be responsible for the
coordination of scheduled overhauls for the generating units of all three
entities. During negotiations., SEGBA informed the Bank that it had agreed
with CIAE that future overhauls and maintenance would be planned jointly.

6. THE PROGRAM

Description

6.01 SEGBA has prepared an expansion program for the period 1967
through 1970 which includes: new generating capacity and transmission
lines; new substations and additions to existing substations: and expan-
sion of its distribution network. The estimated cost of the program for
the four years totals M$N107.2 billion (US$306 million equivalent). The
table below gives a breakdown of the cost of the major items with an
estimate of the annual expenditures. Further details are shown in Annex 7.

(See table on next page)
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SEGBA'S THVESTMENT PROGRAMY 1967-1970
(in millions of M$N)

1967 1968 1969 1970 Total

Generation ‘
Peaking Units 8 @ 15 Mw 505 2,760 410 - 3,675 -
Puerto Nuevo - 250 Mw 230 5,568 5,135 1,180 12,113
Future Generating Plant - - 100 L0o 500
Total 735 8,328 5,615 1,500 16,288
v 20 L) ; A8, e
Transmission s (3557 Gy {ﬂ:if_“ 5\1}5
New 132 kv Substations 53 3,387 1,510 - 5,393
Ext. to Existing 132 kv s/s 638 611 767 50 2,066
132 kv Lines & Cables 785 3,533 2,147 - 6,465
Mise. Civil Works & Extension
to 27.5 kv & 13.2 kv Systems 278 311 - - 589
Future Program - 100 100 200
Total__\‘ﬁﬁﬁh\ 2 237 T,%QE k524 150 1h4,Ti3
1,§/ ) = 4 . E ‘.—1_ __f,}"
Distribution e Ve 7 2 T 5 W (b5
Extension to Networks 13,010 16,673 17,163 17,163 64,009
Buildings 2ko 784 1,000 800 2,82k
Total 13,250 17 h;? 18 163 1(,963 66,833
T \1"5 e )
Other ? ‘R“hﬁ o L_,l’\-”"i:i" 135
Vehicles [ 30 @ {60@ Gt /@ 2,000
Consultants' Fees \1ko 5Q. - \200 \ )
Contingencies (500, 2.500) (2,000 (1,5000 (6,500>
Total ok0 3,250 5.850 2,300 9,3k0
— S6o
GRAND TOTAL 17,162 36,837 31,182 21,993 107,17k
e, bl 2B F 291827 20,88 v, L 1Y
US$ Equivalent (millions) 49.0 105.3 89.1 62.8 306.2

1/ Excluding interest during construction. - Add mdewy

6.02 The planned new generating capacity includes: five gas turbine
peeking installations, composed of two 15 Mw units each at Malaver, la
Matanze and Escalada, and one 15 Mw each at Gutierrez and Berisso; and

a 250 Mw steam turbine base load unit (Wo. 9) to be installed in the
Puerto Nuevo station. The expansion of the 132 kv transmission system
includes the construction of 23 new substations, the extension of 12 exist-
ing substations, and 208 circuit Kms of underground cables and overhead
lines. The planned distribution system investments include primary and
secondary cables and transformers, low voltage cables and overhead lines,
meters, new connections, and public lighting. The locations of the new
peaking plants and the physical layout of the 132 kv transmission system
are shown in the attached Map.

e
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6.03 The decision to install peaking plants in the generating program
was taken after studies made in 1965 by SEGBA and its consultants, Societe
Francaise d'Etudes et de Realisations d'Equipements Electriques (SOFRELEC).
These studies took into account the capability of the existing generating
capacity in the SEGBA and CIAE systems and the availability of surplus
capacity from AyEE to meet jointly the forecasted increase in demand for
the Greater Buenos Aires area. The studies concluded that the most eco-
nomical long term solution would be for SEGBA to install 120 Mw of new
peak load units to help meet the winter season peak of 1968, followed by
CIAE's base load unit in 1969, and SEGBA's 250 Mw base load unit in 1970.
The Bank Appraisal Mission reviewed these studies and agrees with the
conclusions.

6.04 The proposed lines and substations for the transmission system
have been based upon a couservative estimate of the load growth over the
next few years. In-selecting the sizes of cables and transformers SEGBA
has made realistic assumptions regarding the normal growth of demand, has
considered all reasonably firm prospective new loads of over 100 kw, and
has used acceptable diversity coefficients.

6.05 The planned annual expansion of the distribution system over
the next few years is comparable to the works carried out during 1963 and
196L when SEGBA had sufficient funds for a normal program. Part of the
proposed distribution investment would be for the essential rehabilita-
tion and strengthening of the overloaded networks.

6.06 The estimated cost of SEGBA's program is realistic. The unit
cost of the peaking plants is _equivalent to USS8T per kw based upon major
contracts which have alveady been awarded. The cost of the 250 Mw base
load unit is based upon the cost of the similar unit now being installed
by CIAE. Its estimated unit cost is equivalent to US$138 per kw which is
reasonable for this type of instaliation in Argentina. Because the equip-
ment for the transmission and distribution systems will be procured on the
basis of international competitive bidding with a 15 percent margin of
preference for local suppliers. the actual cost of the equipment cannot yet
be determined and will depend, inter alia, upon the proportion of equipment
orders placed locally and abroad. The cost estimates of the program used
international prices for the transmission and distribution equipment, plus,
for equipment which can be produced in Argentina, a 15 percent margin. An

average amount of about 6 percent has beeg 1ncluded in the cost est:mate, N

of the program-to cover contlnwenc1es.=3,,a.‘\-i WPoneins s b /a8 s T T NETN

o % ]

6.07 he facilities in SEGBA's program are urgently needed and form

the most economic combination of new generating plants and transmission
lines to meet the projected increase of load. The program can be considered
as the minimum which would allow SEGBA to improve gradually service to
present consumers while at the same time furnishing power to new consumers.
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Consulting Engineers

6.08 SEGBA's contract with Merz & McLellan expired in June 1965,
following which SOFRELEC was engaged as a replacement. This contract,
signed in October 1965, calls for SOFRELEC to provide technical assis=-
tance to SEGBA in preparing expansion plans and to complement SEGBA's
staff, as required, with personnel to be seconded from Electricite de
France. The consultants will furnish this assistance to SEGBA in two
ways: through a permanent mission in Buenos Aires; and by means of
special studies - parts of which may be made in France. These arrange-
ments are satisfactory and would be continued.

6.09 The permanent mission's main function will be to assist in the
preparation of projects for the extension of transmission and distribu-
tion networks along the lines of a study made in 1965 by M. Cshen of
Flectricite de France. The SOFRELEC engineers' work will include de-
tailed design, the preparation of specifications and tender documents,
selection of types of materials, anslyses of tenders, preparation of
contracts, preparation of construction schedules, and supervision of
construction. The mission will also provide assistance, as requested by
SEGBA, in improving the maintenance and coperations of generating plants
and networks.

6.10 In February 1966 SEGBA and SOFRFLEC signed a new contract
covering the technical assistance to be furnished by SOFRELEC with regard
to the purchase and installation of the pesking units; in August of 1966
the two firms signed another contract covering the design services and
erection supervision of the 250 Mw base load plant. The arrangements for
consulting engineering services are satisfactory.

Construction Schedule

6.11 Construction of the gas turbine installations is proceeding
satisfactorily; the Malaver and Escalada units are scheduled for comple-
tion by May 31, 1968 and the La Matanza units before July 15, 1968. This
would provide 90 Mw of new capacity for the winter peak. The single
units at Gutierrez and Berisso would be completed by September 30 and
October 31, 1968, respectively. TFollowing international competitive
bidding, letters of intent to purchase the 250 Mw turbogenerator and
boiler of Puerto Nuevo unit No. 9 were issued in November 1967. Fabri-
cation of the main components will commence before February 1, 1968 and
erection and testing are expected to be completed by May 1970 so that
the unit can enter into commercial operation by June 1, 1970.

S During 1967, SEGBA carried out a reduced program of transmission
and distribution expansion, with a minimum of new expenditure, by drawing
down its construction inventories. When SEGBA was invited by the Bank to
come to Washington for negotiations in September of 1967, the procurement
of transmission and distribution equipment was accelerated and the program
is now moving at a satisfactory pace. The construction cf the trans-
mission system will be done almost entirely by contractors but SEGBA will
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do the purchasing for the permanent eguipment, such as cables, switchgear,
transformers, etc. There will be 10 to 15 contracts for the laying of
underground cables and about 50 for the construction of substations and
the erection of equipment. The average time for the completion of these
contracts is estimated to be about 12 months. As for the distribution
expansion, somewhat more than half of the construction program will be
carried out by contract and the remainder by SEGBA's own forces. GSEGBA
expects to place at least 80 separate civil works contracts for the dis-
tribution network early in 1968.

T. THE LOAN
T.01 ‘The pvogpaed_Bang_loan of US#55 million would help to finance
SEGBA's expansion r the four years 1967 through 1970. The amount

of the loan has been det@rmlned from an estimate of SEGBA's financing needs

during the perlodeEEEEEEﬁ%ihigﬁT through March 31, 1Qf9 The proceeds of
|/ the loan would be applied to ecuipment expendltures and the foreign ex-
|| change component of civil works, to the extent that these items are not

f, covered by other resources. On the basis of the construction program en-
| visaged in October 1967, the assumed disbursements from the loan, including

a small reimbursement for 1967, would be as follows:

Millions of M&N

Last Millions
Quarter of US$
1067 1968 1969 Total Equiv.
Equipment
Puerto Nuevo Unit No. 9 ¥ 1,125(‘1&,.\ 415 1,540 (9) b4
Transmission & Distrib. 510 9,976.(hf1) 2,425 12,920 (g40) ;
Subtotal 519 11,105 2,840 14 hﬁo;gu ) 1.3
s -
Civil Works Wkl 3240
Peaking Units ‘ py 2 8 1167 %b) 18 1450 (N n
Puerto Huevo No. 9 SIS 645 | 112 801 i ey M
Transmission & Distrib. 226 1.673 | gﬂ) 340 2,339 (4&?) 5.7
Subtotal 381 %,Ez,h 470 3,285 {20 9.k
_ ‘ I\ é;gg%w L |
Consulting Services 50 250 70 370 (422) Ll
Interest during ;::;
Construction - 565 470 15135 3.2
Total 950 14,450 2.850- /[ 19,250 55 .0
14, Y 1340 17445
Millions of US$ Equiv. 2.7 43.3 11.0 55.0
T2 The equipment contracts for the peaking units are being financed

by European ecredits. It is expected that suppliers' credits financing on
reasonable terms will be forthcoming for at least 80 percent of the equip-
ment cost of the 250 Mw base load unit (see para. 8.04); the necessary
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initial cash payments for the turbogenerator and beiler would be drawn

. from the Bank loan as well as the foreign cost of smaller items for which
suppliers' credits could not be obtained. About two-thirds of the loan
amount would finance transmission and dlstrlbutlon equipment. Most of
this equipment can be manufactured in Hrgent1na, and it is likely that
some will actually be purchased there under the procedures described in
paragraph 7.03. Finally, the proposed loan would also cover: the for-
eign exchange cost of civil works for generation, transmission, and
distribution, which is estimated to average about 17 percent of the total
cost; the foreign exchange cost of _consulting services: and interest

during construction.

Procurement and Disbursement

T«03 The equipment to be financed by the Bank loan would be procured
after international competitive bidding, and supported by normal import
documentation. Domestic suppliers who submit tenders under internetional
bidding will be granted exemptions from sales taxes and import dut ies on
raw materials and component parts. In order to provide a margin of prefer-
ence for Argentine suppliers, contracts would be awarded to the lowest
qualified local bidder provided that his offer does not exceed the landed
price of the lowest qualified foreign bidder by more than 15 percent.
However, disbursements from the proposed loan for the local expenditure
component of Argentine procurement would be limited to US$10 million.

7.04 Civil works contracts would alsc be awarded after international
competitive bidding but it is doubtful whether foreign contractors would
compete because of the relatively small size of the individual contracts.
SEGBA uses a system of pre-qualification whereby civil contractors are
divided into categories according to size and ability to carry out jobs
of different magnitudes. SEGBA has informed all the Embassies in Buenos
Aires of the general scope of the program so that foreign contractors

who wish to be included in the bidding can submit their qualifications.
Disbursements for civil works would be on a percentage basis, which would
reflect the estimated foreign exchange component, and would be supported
by certified monthly statements of work performed.

T.05 The Closing Date would be December 31, 1960, and any outstanding
balance would be cancelled.

8, FUTURE FINANCES

Financing Plan

8.01 A forecast of sources and applications of funds for the four
years 1967-1970 is attached as Annex 4. The financing plan for the two
years through 1968 is summarized below:
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In millions
Total Total
1967 1968  1967-1068  1967-1968 %
(M$1) (M3 ) (r181) (US$ Equiv.)l/

Applications of Funds

Construc. Expenditure 17,162 36,837 53,999 154.3 91.2
Increase in Working

Capital 900 4,291 5,191 14.8 8.8

Total 18,062 41,123 59,190 169.1 100.0

cources of Funds

Internal Cash Generation 21,254 32,6823/ 53,936 154.1 91.1
Less: Debt Service,

Fees and Bonus 11,300 13,260 24,560 0.2 51.5
Net Internal Cash

Generation 9,954 19,kp2 29,376 83.9 49.6
Reduction in Inventories 555 1,705 2,260 6.5 3.9

Subtotal: Own Resources 10,509 21,127 31,636 90.% B35
Proposed IBRD Loan 3/ - 15,400 15,400 Lh.0 26.0
Suppliers' Credits 853 L, 301 5 415% k.7 8.7
Caja Nacional de Ahorro

Postal 6,700 300 7,000 20.0 138

Subtotal: Borrowings 7,553 20,001 27,554 T8. T 6.5

Total 18,062 41,128 59,190 169.1 100.0

1/ At the current exchange rate, effective since March 1967, of
M$SN350 per USS.
2/ Includes the M$N6.3 billion appropriation from the National
Energy Fund (see para. 3.15).
_j The balance of the proposed US$55 million loan would be disbursed
in 1969.

8.02 Internal cash generation, net of debt service, would amount to
US$84 million equivalent, or 50 percent of the total requirements. This
high proportion, considering the heavy debt service requirements, reflects
the fact that revenues are high, since they include the recovery of the
M$N3.2 billion deficiency which existed at the end of 1966, and since no
cash dividends are contemplated. Inventories of equipment and materials
which had been built up in 1965 and 1966 for works which were postponed,
are being used for the current reduced program and will continue to be
brought down by an estimated total of M$N 2.3 billion.

8.03 In October 1967, two new 15 percent loans, aggregating M$N6.T
billion, were obtained frcm the Caja Nacional de Ahorro Postal. Of this,
M$NS billion will be repaid over six years, including three years grace.
The balance of M&N1.T billion was added to an outstanding short-term credit
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of about M$N300 million, and the aggregate will be repaid over the next
three years in equal monthly installments. BSEGBA has reserved the right
to prepay, should it be successful in its current efforts to raize loans
on more favorable terms from private sources.

8.04 SEGBA would incur about US$1L.7 million of suppliers' credits
in the period, including:

(a) 1local credits of M$NTL3 million and foreign credits of M$N116
million, most of which have been incurred in 196€7;

(b) two foreign credits aggregating US$7.2 million for the supply
of the peaking units, with interest rates at T-1/2 percent and
terms of eight years: and

(c) assumed foreign credits, with interest at 7 percent and a term
of 13 years, including 3 years grace (the exact terms are not
yet known), aggregating US$12.5 million, of which about US$5.1
million would be used in the period, for the main components of
the base load unit.

8.05 The proposed Bank loan of US$55 million is assumed to carry
interest at 6-1/L4 percent. Based on the nature of the project and the
Company's financial position, a term of 20 years., including a grace
period of three years, is proposed. About USHLs million would be used
towards the requirements of 1967 and 1948, of which it would cover 26 per-
cent. The US$11 million balance would help finance expenditures of the
first quarter of 1969. (Details of the tentative financing plan for

1969 and 1970 are included in Annex 4).

8.06 This financing plan is satisfactory. The CGovernment, as share-
holder, would make additional equity investments or receive dividends in
stocks rather than cash, if, during the period covered by the proposed
loan, insufficient funds were available to carry out the progran.

8.07 SEGBA should be encouraged to raise within the next year a sub-
stantially higher amount of loans, to further improve working capital, pay
cash dividends, and more generally establish its credit and financial
autonomy. Until sufficient amounts can be raised from private sources,

a future sound development of the electricity supply in Buenos Aires would
still be dependent on availability of Government and Bank loan funds.

This is evidenced by the financing plan tentatively forecast in Annex L
for 1969 and 1970. SEGBA would then need & minimum of M$IT15 billion
(about US$L3 million) fresh borrowings, part of which would no doubt be
asked from the Bank, to supplement the high level of cash generation.
Larger borrowings would be needed if cash dividends were to be paid in
that period.
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Future EBarnings

8.08 Forecast income statements for the four years 1967-1970 are
shown in Amnex 3, together with explanatory notes. These forecasts are
based on the estimated results for 1967, the arrangements described in
paragraph 3.15 for the recovery in 1968 of the 1967 shortfall, and the
general assumption that SEGBA will earn in each future year the 8 percent
return permitted by the concession, after charging adequate depreciation.
The forecast coverages of interest by net income would be ample.

8.09 On the basis of the assumptions in paragraph 3.12 regarding

the future number of personnel, the retio of consumers per employee would
continue to improve slowly from the minimum of 71 reached at the end of
1965, to 83 at the end of 1968 and 89 at the end of 1970.

Future Financial Position

8.10 Annex 1 shows two sets of balance sheets as at the end of each
of the years 1967 to 1970, one based on SEGBA's existing accounting
practice, the other, more meaningful, adjusted to show the dollar values
of plant in service and depreciation, as used for rate making purposes
(see para. 4.02). After a slight setback to about 0.9 at the end of 1967,
the ratio of current assets to current liabilities would improve to over
1.0 in subsequent years. SEGBA's financial condition and performance, as
shown in Annexes 1, 3 and Yy, would reflect the expected high earnings,
and the assumptions that only a minimum amount of debt would be incurred
and that no cash dividends would be paid. The coverage of annual debt
service by internally generated cash would be satisfactory, ranging be-
tween 2 and 2.5 times; internal cash generation, net of debt service,
would represent in the four year period about 60 percent of the program,
which is more than would normally be required for a utility of this size;
and debt would fall below 30 percent of the total capitalization. The
existing and proposed financial covenants would all be met with ample
margins.

9. CONCLUSIONS

9.0l The program for the addition of generating capacity and for the
expansion of transmission and distribution meets the minimum needs of the
system and is economically justified. The arrangements for the engineer-
ing and implementation of the program are acceptable. The total cost of
the program is estimated at about US®300 million.

9.02 The coordination of planning and operations of the Buenos Aires
power sector is necessary to prevent the further overlapping of the facili-
ties of SEGBA and CIAE and to realize the maximum possible economies from
existing installations. As a significant step in this direction, SEGRBA

and CIAE have just started operating a central dispatch office to control
generation.
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9.03 Prospects for the improvement of the labor situation are prom-
ising. There has been a slight reduction in the number of personnel since
the high reached in mid-1966, and another reduction of about 1,000 is
planned during 1968. This and further reductions would be contingent on
amendments to the labor contract, which are being actively considered in
accordance with the procedure set out by recent legislation.

9.0k Power rates were brought to the 8 percent return level to which
SEGBA is entitled under its concession, by substantial increases in 1966
and early 1967. However, due to the March devaluation, revenues for 1967
would fall short of the 8 percent return. As an exceptional measure, con-
sistent with its stabilization program, the Govermnment decided with the
agreement of the Bank to compensate this shortfall with an extraordinary
appropriation to be made during 1968 and to be treated by SEGEA as revenues.
Residential rates were increased at the beginning of this year to generate
the additional revenues needed to achieve the 8 percent return in 1968.
This increase would improve the rate structure which has long been unbal-
anced at the expense of industrial consumers.

2.05 The financial condition of SEGBA has greatly improved. The
capitalization is charscterized by very little long term debt and a high
proportion of Govermment equity on which no cash dividends are being paid.
The ratio of current assets to current lisbilities has improved to an
acceptable level. The high accounts receivable and accounts payable are
being reduced,

9.06 The proposed financing plan for 1967-1968 is satisfactory. Earn-
ings prospects are good. SEGBA would earn satisfactory returns, achieve
ample coverages of interest and debt service, and would generate a high
proportion of its new capital requirements. Even with the proposed and
forecast loans, debt would remain under 30 percent of capitalization.

9.07 The appropriate term for the proposed Bank loan of US$55 million
would be 20 years, including a 3 year grace period. A ceiling of US$10
million would be placed on the local expenditure component of Argentine
manufactured goods to be financed by the loan. Confirmation has been
cbtained that:

(1) Changes in the by-laws and the concession of SEGBA
would remain subject to Bank approval (para. 3.03);

(ii) SEGBA would consult with the Bank prior to the appoint-
ment of an Executive Vice President (para. 3.0L);

(iii) SEGBA would continue to apply for, and the Government
would grant, the level of rates to which SEGBA is en-
titled under the concession: and depreciation should be
charged at a minimum average rate of 3 percent (para. 3.16);



(iv)

(v)

(vi)

(vii)
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SEGBA would continue to limit incurrence of long-term
debt by the tests already provided for in the existing
agreements: and the existing security arrangements would
apply to the proposed loan (para. L.0T7);

The equipment to be financed by the proposed Bank
loan would be procured after international competitive
bidding, with a 15 percent maximum preference for
Argentine manufacturers (para. 7.03);

The Government, as shareholder, would agree to make
additional equity investments, or to receive dividends
in stocks rather than cash, if, during the period
covered by the proposed loan, insufficient funds were
available to carry out the program (para. 8.06); and

It would continue to be the policy of the Government
to encourage the investment of private savings in SEGBA
(para. 4.04).

Januery 10, 1968



Fiscal Year Ending December 11

ASSETS

Fixed Assets
Plant in service
Excharge difference
Less: | ‘Depreciation o;
£ Customers' contributi

Net plant in service
wWork in progress
Construction inventories

Total

Current Assets
ue other materials
Acoounts receivable
Cash
Prepaid expsnses

Total

Deferred Charges
TOTAL ASSETS

_LIABILITISS

cagul and Reserves
e ative prefsrrad shares
MEN 100 par
Common shares M$N 100 par
Reserves and surplus

Total

Long-Term Debt
‘Proposed Loan
TEED Loan 308-AR
Eximbank and suppliers, Puerto
Nuevo 7 & B
BTH-ICL, Metrovick
Bongs and notes, Sodec & Ser
Local suppliers
Caja Nacional Ahorro Fostal T
W " " n 11
" L] n L I
Poreign suppliers: peaking units
Foreign suppliers: base load unit
Other and foreign suppliers
Future loan - 1567-1570 Frogran
Customers' deposits

Total
Current Liabilities
Accounts &nc notes payaole
Banks
Current portien of long-term debt
Total

Leferred Ingome and frovisions

TOTAL LIABILITIES

Debt zs % of total capitalization

Current assets to surrens liahili-ies

guprwary 14n

ACTUAL AND FORECAST BALANCE SHEETS AS OF DECEMBER 31, 1962 THROUGH

SERVICIOS FLECTRICCS DEL GRAN BUENOS AIRES (SECRA)

1970

1. Historic peso values (M$N millions)

ANNZX 1
Page 1

2, Dollar values in the Concession (§ millions}
At MENI50=31

A% M3N2LT.3=81

ACTUAL FORECAST ACTUAL FORECAST
1962 1963 196k 1965 1966 1967 1968 1969 1970 1966 1967 1963 1969 1570
An399 Y17 i
22,938 L1,872 23,113 63,522 73,161 87,560- 116,02l  1L5,057 178,911 702.L 75241 g31.2 912.5  1,007.C
- H - 9,681 18,823 33,229 33,229 33,229 33,229
(10,808) (11,W43) (13,063) (15,35k) (20,755) (29,081) (38,293) (Ld,L78) (5%,690)  (186.2) (208.0) (233.1) (261.2) (292.0)
- (375) (L60) (609} (812) (1,032)000(1,282) (1,562) (1,872) il i =t
12,130 30,05k 39,860 57,260 70,17 91,104 109,678 128,248 150,576, 516.2 < 5bhl 3981 §51.3 15,0
13,110 Ly2Ls 1,370 3,061 5,037 71,2077, 15,837 17,855 5,826 2l.2 T8 b BL.0 - oa]
2,610 6 6,380 5,825 Iy, 120 L, 000 11,000 25.8 16.6 11.8 1.k 11.4
27,850 37,835 47,702 65,75,  B1,83L ) 710,136 129,635 150,103 160,40k 566.2 582.3 655.2 T13.7 T3l
15k 233 227 382 506 620 715 750 780
Ly 943 6,633 7,360 11,403 17,32 18,700 21,000 22,600 24,300
128 69 159 950 14,538 1,500 1,500 1,000 1,000
- 278 nz 740 700 700 700
22 6 8 13,010 22,777 21,560 23,915 25,050 26,7680 92.1 61,6 68,3 .6 76.5
657 936 1,146 949 2 2Ls 250 250 250 il .7 o7 .1 1
33,732 L5, 740 56,667 79,713  10L,583 125,541 153,800 175,403  187,k3k 658.6 6lli.b 124.2 786.0 820.3
6,153 6,153 6,753 7,350 10,L80 10,900  11,lk5 12,017 12,618
9,229 9,229 10,25 11,922 17,906 20,86, 25,037  30,0bk 36,053
2,372 5,119 6,003 7,17 11,316 1,983 27,782 3,623 L2,10L
1 20,501 88 26 9,702 L6, Th7  6h,26L 76,68l 90,775 395.9 1n8.L L68.4 503.9 5uk.0
15,l00 19,250 18,618 - - k.0 55.0 53.2
1,987 8,61 1,600 16,70 21,35k 29,2 28,3k 27,329 26,251 B5.L B3.8 1.0 78,1 75.1
1,711 1,636 1,968 2,907 3,221 ~ 2,505 2,L97 2,089 1,681 13.0 8.3 Tl 6.0 L8
L4061 u,112 L,811 5,870 £,291 3,254 = - - 21.y 9.3 - - -
547 1,59L 2,621 1,682 k,303 5,265 14,357 3,31 2,627 17.k 15.0 1.4 9.8 7.5
305 515 Ln 1,023 975 1,200 711 361 135 3.9 3.k 2.0 1.0 Wk
6,000 6,000 L, 800 3,000 - 2L.3 17.1 13.7 8.6 -
- 5,000 5,000 11,000 2,500 - 1k.3 1L.3 11.4 i
- 1,100 80O 200 - - 3.1 2.3 6 -
- - 2,209 1,350 1,491 - - 6.1 5.3 .3
- - 1,770 3,682 1,715 - - 5.1 10.5 10.6
= n 5L 28 6 - 2 o3 A -
- - - 11,5C0 15,CC0 - - - 32.9 42.9
L1g {hE] g 19 n9 1.7 1.2 1a2 1.8 1.2
8,6LL 16,683  21,Lm1 30,223  L1,563 5L,536 66,366 77,139 72,lLb3 168.1 158.7 189.6 220.5 207.1
5,548 6,461 8,315  12,2L5 15,280 12,000 12,000 12,500 13,000
186 350 3a5 5,597 3,158 L,L30 2,L99 1,873 2,050
1,766 1,332 2,133 Ly L8 L, 5lls 7,728 6,171 6,707 8,666 18,k 22.1 g543 19.2 2L.8
7,000 8,143 11,833 22,250 22,982 2L,208 22,670 21,080 23,716 £ 9.2 bu.d £0.2 67,8
33k Lo3 L8 153 L6 150 500 500 500 1.3 1.3 1.4 1ok Lk
33,732 u%,7ud 56,567 75,713 1CL,&E3 125,501 153,806 175,403  leT,k3h £33.6 Glli.b T2ka2 T86.C 420.3
33 LS L3 51 51 sk 51 5o Lh ic 27 29 30 28
ST 6o &6 .58 29 EE 1.1% 13 EE] .39 1.05 1.19 1,13
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SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGBA)

Notes on Balance Sheets

SEGBA's accounts reflect historic costs. Starting 1965, however,
foreign exchange liabilities have been shown at current exchange
rates. The resulting, partial, revaluation of assets is shown
under "Exchange difference" in Part 1, Historic peso values, of
the tabulation in Annex 1. Part 2 of this tabulation shows SEGBA's
balance sheets as of December 31, 1966 through 1970, expressed in
dollars, and adjusted on the basis of the dollar values actually
used to calculate depreciation charges and financial returns, and
to determine the level of power rates, in accordance with the
Concession. The effect of this valuation of assets is reflected
in a revaluation of equity which is included in the corresponding
values shown in Part 2 under "Capitsl and Reserves, Total".

The item "Accounts Receivable" as of December 31, 1966 is detailed
below (in millions of M$N):

Private Consumers 7,881
Government Entities and Agencies:
current 1,052
more than 4 months 2,600 3,652
Municipalities and Province 834
Notes Receivable 187
Doubtful Accounts L
Power supplied but not invoiced 3,670
Other accounts receivable 1,380
18,021
Less: Provision for doubtful debts 700
17,321

The Government debt has been classified according to aging: of
the M$N 2.6 billion of arrears, about M$N 1.3 billion have been
outstanding since December 31, 1965 and before. Four months

(or avout M$N 1 billion at December 31, 1966) have been considered
a reasonable delay for the future and the gradual payment of all
other overdue balances has been assumed in the ferecasts.

The item "Power supplied but not invoiced", M§N 3.67 billion, re-
presents the estimated value of the electricity consumed between
the last reading of the meter and December 3L ( see Note 3 to
Income Statements). The amounts will be billed after the next
meter reading in January or February at the rates effective the
following year; Decause of SEGBA's bimonthly meter reading cycle
they represent in average one month billings.
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The following is a summary of SEGBA's share capital history:

October 1958: creation of SEGBA M$N
million

Serics A shares, optional cumulative
8 percent dividend on par, issued to
Govermment for its "original investment"
in the two foreign predecessor companies
(CADE AND CEP) 3,195

10 Series of B shares, 8 percent cumulative
dividend on par, issued to SODEC for agreed
value of Belgian investment, and redeemable
by Covernment in ten annual installments 8,347

Total original share capital 11,542

Period through October 1961: purchase of
B Shares by Goverrment

First two series B shares purchased for cash
1960 and 1961 1,669

Fight remaining series B shares purchased
October 1961 in exchange for ys$ 114.83 million
of 6-1/2 percent Argentine Goverrment 1961/73
dollar bonds under option in original agreement

to accelerate purchase 6,678
Totzl B shares purchased 8,347
Add original A shares 3,195

Total share capital, fully owned
by Goverrment 11,542
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(¢) The New SEGBA
Original Preferred Common Total
Investment Shares Shares Shares

MSN million M$N million M$N million M$SN million

Recapitalization of 1961/62

(1) Cancellation of original

A shares, value trans-

ferred to depreciation

reserve 3,195
(ii) Exchange of B shares

purchased for new pre-

ferred and common shares

in a L10/60 ratio 8,347 3,339 5,008 8,3L7
Sub-total 17,502 3,339 5,000 8, 34T
(iii) Transfer of AyEE properties
and exchange of new shares,
in L40/60 ratio, for esti-
mated value of':
- distribution properties
in 1h4"partidos" 2,3h1
~ Costanera Station and
132 kv interconnection L, 69
Sub-total 7,035 2,010 L,221 7,035
Total share capital in
new SEGBA as of
December 31, 1962 6,153 9,229 15,382
Additions since 1962
(1) by stock dividends:
- 1962, issued 1965 290 870 1,160
- 1963, issued 1965 308 923 1,231
- 196, issued 1966 34l 3LL
- 1965, issued 1966 385 2,38 2,769
Sub-total 1.0 By Xr7 BTBEE
(ii) for Government cash
contributions, in
LO/60 ratio:
- 196l contribution 600 900 1,500
- 1966 contribution 2,400 3,600 6,000

Sub-total 3,000

E,;OO
Share capital at December 31, 1966 10,580 17,906 28,386
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The item "Accounts and Notes Payable" as of December 31, 1966
and its foreseen evolution to the end of 1967 and 1968 are detailed
below (in millions of M$N):

Actual Forecast

Fiscal Year ending December 31: 1966 1967 1968
Fuel Suppliers a/ L, 502 3,150 2,700
Suppliers and Contractors b 3;129 3,700 4,150
Wages and Social Charges ¢ 1,761 400 Loo
Taxes d/ 3,781 2,255 1,820
Accrued Interest, etc. 983 1,220 1,230
Taxes 1,125 1. 275 1,700

Total 15,280 12,000 12,000

Some M$N 2 billion of overdue payments are included in the
M3N b.5 billion due to suppliers of fuel. SEGBA is planning
to bring terms of payment to an acceptable maximum of 5 wmonths
by mid-1968.

For 1968 a delay of 90 days, instead of up to 180 days in the
past would be respected for payments to suppliers and con-
tractors.

The high level of "Wages and social charges" at the end of
1966 was due to an exceptional delay in paying the '"thirteenth
month" of wages due at the end of December. Normally only the
retirement fund contribution (21% of wages, due within 30 days
from pay day) would show.

This item includes substantial arrears, which are being gradually
paid off at the rate of M$N 100 million per month; also in-
cluded are over M$N 500 million, whose payment is disputed by
the entities from which SEGBA should have collected the tax.
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SERV1GIOS ELEGTRICOS DEL GRAN BU:NOS ATRES (SEGBA

STATEMENT OF DEBT A5 AT DECEMEER 31, 1966

(in millions of pesos unless otherwise indicated)

Gross Long Term

Amount Grosas Long Term Current Net Long Term Effective Debt Jutstand-
Date Interest Amortization {millions of Debt Outstand ing Portion Debt Outstanding fmortl- ing as of Dec.
Contracted Sourees 1 Period original Purpose Dec. 31, 1966 Dec. 31, 1966 zation in 31, 1967
currency ) (at 247.30) (at 2u7.30) _{at 247.30) 1967 (1) (at 350)
1/19/1962 [ERD Loan 308 AR 5.75 1965/1986 Us§ 93.35 GBA (Costanera) Power 21,962 608 21,35L 747 30,223
Station and 1962-6l
Distribution
u/ 2271359 Eximbank Loan 1056-R 5.75 1968 usg 3.5 No. 7 Unit P.N. 866 - 866 - 1,225
1/ L1962 sximbank (1 6 1965/1973 Us$ 3.115)  No. B imit ( 599 86 513 121 728
Loan 1056-4 (II 5.75 1965/1976 " 9,878) Puerte Nuevo ( 2,029 203 1,826 287 2,585
8/ #/1962 General klectrica Espancla 5 1963/1967 Ll 105 Transformars for 5 5 - & -

No. 8 Unit P.N.

3/ /1966 ) Asociados Internscionales 8 1966 /1968 ™ 192 Material and instruments 12 8 L 10 ]
11/1u/1366 ) addition to inter-
commeation
1/23/1958 BTH-10L {2) 1962/1969 B 16.689 QBA (Costaners) Power 6,L0L 1,813 1,531 2,315 5,51k
Station equipment
uf 2/1358 Mstropolitan-Vickers (2) 1962/1969 b 3.953 132 Kv 8/S squipment 1,276 516 760 733 926
2/16/1959 westinghouse & 1960/1968 us§  9-926 No. 7 Unit Puerto Nuevo 3L2 330 12 L&? 18
11/30/196L  Sodec Dollar Notes 6 1966/1974  US$ L5  Rescheduling of debt 1,062 107 955 151 1,352
nnhxnéa Cofipa Notes 6 1967/197L  WN LS50  Purchase of building L1 7% 666 99 243
L/13/1960)  SEGEA/Sodec Bonds 6 1961/1970  N#N 550  No. 7 Unit P.N. and 398 100 298 ua u23
7/ 1/1360) Distribution
Ut/ 1L41961) " " . 8 1962, 500  No. 7 Unit P.N. end 393 79 1 111 Wil
6/ 1/1361) R Distribution 5 .
1/ 2/1362
{1961) Ll LI 8 1962/1971 ) ( No. B Onit P.N., 333 &7 266 9h 377
) m@ 500
1/10/1962 " LI 8 1963/1972 ) ( No. 8 Unit P.N. W3 2l 119 2L 168
11/27/196k " " L 3 19667197 M@ Loo Poatponed payments Dee. 620 77 5u3 110 7658
5 196l through Dec. 1966
of Bonds 1960/1962
11/12/1965  SEGBA Rosaric Bonds 5475 1963/1980 M 825  1965/1966 Program 1,12 - 1,142 - 1,617
A} Subtotal Fereign Currency 38,327 L,158 3h,169 5,L16 47,317
1963/1966 Pirelli (3} ] 196L/197T1  MgE 893  Cables 669 181 L88 181 Lés
% CAMEA " L] i M 8 L 5 2 3 2 3
" " Jeneral Electric Argentina " 8 n .t 118 Meters 78 25 53 2 53
" " Galileo H 8 " L 330 L 233 70 163 70 163
o " Ind.clectricas de Jullmes " 8 8 M 23,  Cables 168 L8 120 LB 120
" " Compania Standard Electric " 8 * Mg 1 " 5 2 3 2 3
o CEGELEC " 8 " ] 50  Trensformers 36 10 26 10 26
» L 31AM Electromecanica L 8 L M B9 L] 75 18 57 14 57
12/13/1966 Electromecanica Argentina 8 1967/1971 M@ 50 Panels 50 10 Lo 10 Lo
5/ 2/1965 International Harvester 15 1565/1968 M8 ub Purchase of building 22 16 3 16 6
10/20/1960  Dirsccion Nacional de la Energia 3 1962/1971 M 43  (Addition to distribwtion 20 N 16 L 16
(District San Francisco
(Solano
19/20/1760  Contribucion clientela sujeta a 9 - g - AT
davelucion
12/30/1366  Caja Nacicnal de Ahorro Postal 8 1969/1971(k) 6,000 - 6,000 - 6,900
B) Subtotal Local Jurrency 7,780 386 7,374 386 7,39
GENERAL TOTAL A + B Lé,107 Ly, Skl 41,563 5,802 Sk, 711
= sl i i 5 - == =]

(1) "Effective amoriization” takes into account the devaluation of the peso on March 13, 1967,

{2) Ten payments from January 23, 1962 through April 2, 196L were postponed and added to the original schedule, thus extended to July 23, 1969, Tnterest rate was formerl, at s/0°
avove the Bank of England discount rate bub was revised ard increased, when the contracts were taken over from A y EE by SEZGBA (January 1962) tos (a) a flat ?-1/2¢ per arnum
en part of the notes (presently L5% of the total cutstanding) and (t) 1% above the 3. of E, discount rate (8%, as at November 18, 1967) on the remaining part. Tre amr
e BZ‘K/I-ZLRanu Ee[ropﬂlitaﬂ-’flﬂksrs at the erd of 1367 have been reduced by MIN92? million ard M3NISL million respectively, reflecting devaluation of the Jritisk Pound on
November 13, 1i67.

ue

(3} Includes several credits, at 5 years and 8% intsrest rale,
(L)} The reimturiemert schecule of this loan is as follows:
Getober 26, 1757

September 30, 1370
Septemper 10, 1771

January 1967



Fiscal year ending December 31

Sales billed in millions of kwh
Average revenue per kwh, including taxea (in pesos)
Average revenue per kwh, excluding taxes (in pesos )=

Total revenues
Less: Sales taxes 2/

Operating revenues
Adjustment for umbilled sﬁ}es él’
Contribution from F.N.E, W i

Total operating revenues

Operating expenses =
Salaries, wages and social benefits 5/
Fuel &/ &

Purchased powsr .

T—Ta&eyaﬁ 'P
Other expenses
Depreciation 3/

Total operating expenses
Net income before interest

Interest
Less: Capitalized interest 10/
Other income deductions

Net profit

Disposition of profit 11/
Reserves and surplus
Directors! feas
Bonus to personnel E/
Stock dividends - preferred 13/
- common

Net income necessary under Conaession 1l/
Net income for year
Deficiency for previous year

Less: Net income earned

Earnings (surplus) or deficiency carried cver

Exchange rate at year end M3N per dollar
No, of employees

Increase in wage level ¥

No, of consumers: In '000

Ratios
Return on average net plant in service ¥ }2/
Times interest covered by net incoms
Consumers per employee

January 1968

SERVICIOS ELECTRICOS DFL GRAN BUENOS AIRES (SEGBA)

ACTUAL AND FORECAST INCOME STATEMENTS 1962-70
(in millions of Pesos unless otherwise indicated)

--------------------- ACTUAL
1962 1363 1960 1965 1966
3,200 3,485 3,916 L,270 Li,602
37 5.09 5.07 7427 10.00
3.3 L.80 4.78 6.73 5.38
11,872 17,734 19,864 31,050 46,011
908 987 1,150 2,298 2,830
10,964 16,747 18,714 28,752 13,161
902 (138) 53k 159 1,086
11,866 18,609 19,248 29,511 Lk, 267
3,008 li,Lg0 7,104 9,865 13,h3L
1,923 3,01% 3,295 ,307 5,502
1,352 1,Lh28 1,001 1,109 1,348
1,061 1,865 2,161 3, L9 11108
1,473 2,198 1,778 2,L69 5,584
2 002 16,810 22,993 , 32
wr o W gm0 B
2,139" 2,60 2,138 6,518 11,300
L61 1,098 1,678 2,600 3,509
(387) Q) {ew) (wr)  (z0k)
33 56 71 67 128
112 982 1|§33 2,520 3,033
2,327 1,625 903 3,998 7,867
1,14k 375 132 601 3,695
23 13 1 148 9l
# s 115 580 700
290 308 345 385 L20
870 923 - 2,384 2,956
2,392 3,250 5,112 7,319 10,5
= (47) 596 3,270 L, 071
2,392 3,203 5,708 10,589 1L,516
2,39 2,607 2,138 6,518 11,300
(L7) 596 3,270 Lot 3,216
13L.1 3.5 150,9 188,5 2L7.3
19,220 20,944 23,495 25,068 25,768
Al 29,3 29.6 26,9 28,5
1,578 1,616 1,711 1,779 1,875
8.2 bl 230 5 846
543 2.4 1.5 245 3.2
82 79 T3 71 73

------------- FOREGAST ~—=-=m=m==mam
1967 1968 1963 1970
L,860 5,230 5,620 6,040
12,60 13,42 13.LL 13.13
11.87 12,57 12.58 12.29
61,231 (70,2035 (15,519 | 79,325
3,5L0 Lihko L,811 5,093
57.291 65,763 70,708  7h,232

- 6,259 & =
— ‘\‘
58,191 -/ 72,022 70,708 Th,232
18,387 18,571 18,757 19,320
7,340 8,17h 8,720 9,340
1,851 1,509 3,16 2,054
3,592 L, 0L5 L,396 4,616
5,987 7,291 6,739 7,037
8,L91 9,383 10,31k 11,362
L5,6L8  LB,973  52,3L2  5L,1L9
12,543 23,049 18,366 20,083
L,704 5,438 55735 5,8L1
7,839 7,80 17,651 1L,2L2
3,027 11,821 5,870 6,229
gk 211 15 171
_Sl5 5712 601 631
< La173 5,007 6,009 Tpell )
15,586 16,790 18,366 20,083
3,216 6,259 = 5
18,802 23,0L9 18,366 20,083
12,543 23,049 18,366 20,083
6,259 - z o
350,0 350,0 350,0 350,0
25,600  2L,600 24,600 24,600
31.0 3.0 3.0 3.0
1,950 2,030 2,110 2,200
bal 11.0 8.0 8.0
2.7 L2 Ja2 B
76 83 B& 89

T edeg

€ ANV
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SERVICIOS ELECTRICOS DEL GRAN BUENOS ATRES (SEGBA)
NOTES AND ASSUMPTIONS ON INCOME STATEMENTS
is The following rate increases have taken place in the period re-
viewed:
Average revenue,
M$N per kwh % increase
(excluding over previous
Date sales taxes) average Purpose
1961 2.70
1962 - January 3.12 15.6 Annual Review
- March 3.68 17.9 Labor and fuel
costs
1963 - January 4 .80 30.4 Annual review
1965 - January 6.44 34.2 Annual review
- June T.00 8.7 Exchange rate
1966 - January 8.35 19.3 Annual review
- August 1 =01 3l.9 Recovery of past
deficiencies
1967 - January 1. 07 7.8 Annual review
19€8 - January 12,57 5.9 Annual review

The average revenues per kwh in 1969 and 1970 were calculated so as
to generate revenues which would match exactly the requirements of the con-
cession as presently estimated.

2 These taxes, which are collected by SEGBA for the account of the
Federal, Provincial and Municipal authorities, consist of the following:

(a) A federal tax of 30 centavos (ctvs) per kwh, is used to
finance the National Fund for Electrical Energy (Law 15336

of September 15, 1960).

An additional federal tax, for

financing the Chocon hydroelectric project, was intro-

duced by Law 16882 of May 19, 1966.

Since it is not known

when the tax will become effective it has not been taken
into consideration for the purpose of these projections.

(b) Until August 31, 1967, two taxes on sales in the Province
of Buenos Aires were used to finance DEBA, the Province's
utility:

(1)

(ii)

Provincial Law 5880:

20 ctvs/kwh on commercial, industrial and
federal authorities consumption.

Provincial Law 55hlk:

5 ctvs/kwh on residential and

10% on all commercial and

industrial consumption (thus excluding residential).
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Effective September 1, 1967 these two laws have been replaced
by Provinecial Law 7290, of July 27, 1967 which introduced a
unified tax on energy consumption of 15% on commercial and
industrial consumption, and 2% on residential and other. All
national, provincial and municipal authorities are now ex-
empted.

(¢) A tax on sales in the city of Buenos Aires is collected for the
Municipal budget. It was raised in 1966 to 1% for residential,
and 1-1/2% for commercial and industrial consumption.

R This adjustment is intended to report the revenues of the fiscal
year on the basis of consumption rather than billings. It represents the
difference between the estimated value of energy billed during the last part
of the year, and the corresponding estimate at the end of the previous year.
This difference is usually positive, éue to increases in both units sold and
rates charged. The negative figure in 1963 arose because the estimated con-
sumption for the broken periods at the end of 1963 was less than the estimated
consumption for broken periods at the end of 1962. Also there was no rate
increase on January 1, 1964. The adjustment has not been projected in the
forecast for 1968 through 1970, since SEGBA's own revenue estimates, used in
preparing rate applications, are based on billed sales only.

, As described in paragraph 3.15, to compensate the shortfall in
revenues at the end of 1967 (presently estimated at about M$N 6.3 billion)
the National Energy Fund will provide SEGBA during 1968 with additional funds
to be treated as revenues, which will be made available in approximately
equal monthly installments. The exact amount will depend ypon the final
figure for the shortfall.

SEGBA charges about 22% of the total wage bill to construction. In
1966 the total wage bill was about M$N 19,139 million and the part charged
to operations was about M$N 15,016 million. Of the latter amount, M$N 13,43k
million, representing the labor expenses of generatlon, dlstrlbution, main-
tenance and administration, is shown in "Salaries, wages, etc..”. The
MSN 1,582 million balance (labor expenses for transportation, stores, etc.)
is 1ncluded in "Other expenses". The labor contract which came into effect
at the beginning of 1967 called for increases in wages averaging about 28%;
the figure given for 1967, of M$N 18,387 million, corresponds to a higher
increase, due in part to seniority and promotions (about 3% of the wage bill),
and in part to reduced investment activity during the year. The wage level
is frozen till the end of 1968 and it was assumed it would be also maintained
in 1969 and 1970. The only increase assumed was 3% for seniority and pro-
motions, adjusted in 1968 and 1969 to take into account the reductions of
personnel planned during 1908 (paragraph 3 L&)

B Fuel costs are based upon the present average price of M$N 475 per
million KiloCalories and with heat rates improving from 2,820 KCal per kwh
sent-out in 1967 to 2,750 KCal per kwh sent-out in 1970.
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Te Until 1967, purchased power includes the cost of power and energy
bought from AyEE and CIAE under previous contracts. In 1967 SEGBA ex-
pected to purchase 150 Gwh from CIAE at a cost of M$N 4.00 per kwh plus &
demand charge for excess power over 50,000 kva, and 200 Gwh from AyEE at a
cost of M$N 1.85 per kwh and MJN 1,260 per kw per month. For the years 1968
through 1970, it is not possible to estimate the exact amounts of system
generation which would be supplied by each entity because the detailed
arrangements for the central dispatch just commissioned are not yet known.
It has been assumed that SEGBA would meet only its own kwh requirements,
whereas in all probability it will actually supply more economical energy
to the other entities. During this same period both CIAE and AyEE will
have excess capacity over and above their own requirements and it has been
assumed that SEGBA would pay a pro-rata share of this cost to the other two
entities in the form of capacity charges at the rate of M$N 12,000 per kw
per year.

8. The concession provides that, in lieu of income and all other taxes,
SEGBA shall pay two taxes on sales, one to the municipalities and the other
to the Province of Buenos Aires. The Municipal tax, of 6% on all sales
except to rallways and for public lighting, is set off quarterly against

the power bills of municipalities. The Provincial tax, of 6%o on sales in
the Province to the same categories of consumers as the Municipal tax, is

set off from time to time, by ad hoc arrangements, against the Province's
pover bills.

9. Depreciation of utility plant in service is charged at one single
rate of 3%, applied to the dollar value of the aggregate plant, rather than
at different rates applying to the different classes of assets. Depreciation
of assets other than utility plant, which are also valued in dollars, and
represent together a relatively insignificant proportion of the fixed assets,
is charged at 10% for furniture and fixtures and 20% for automobiles, trucks,
ete. To justify its denial of a power rate increase for 1964, the previous
Government imposed a reduction of the depreciation rate to an overall average
of 2% for 196k, maintained in 1965. It reversed this decision in connection
with the power rate application for 1966, and allowed SEGBA to resume charging
the higher depreciation rates described above. This policy would continue

to apply after 1967. To allow for comparisons with other years, the rates of
return shown in the income statement for 1964 and 1965 were coumputed on net
income adjusted as if depreciation had been charged at the normal rates of
respectively 3%, 10% and 20% described sbove.

10 SEGBA is reviewing its past practice of capitalizing interest at the
rate of 1% over the work in progress outstanding at year end. Pending this,
no atteupt has been made at forecasting capitalized interest for the future

since it would be inconsequential.

p The statutes of December 29, 1961, call for the following appro-
priations of profit:

(a) 2% to the Legal Reserve, until it reaches 10% of the share
capital; the corresponding appropriations are included in
the item "Reserves and surplus" in the attached statements;
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(b) 0.60% to the directors and the "syndic", but not exceeding
0.30% of the total wage bill for the year;

(¢) cumulative dividend of 5% on the par value of preferred
shares;

(d) 0.60% to the members of the executive committee (in
addition to their respective salaries), but not exceeding
0.25% of the total wage bill for the year; and

(e) a bonus to personnel, if any, and dividends on common
shares as way be proposed by the Board of Directors.

12, The Government, as shareholder, granted personnel a share in the
profits for fiscal years 1964 and 1965 on the basis of an initial agreement
between the Secretariat for Energy and Fuels, SEGBA, and the Union, which
was later recorded in the Labor Contract. The maximum bonus paid varied
between 80% and 120% of one month's wages, according to seniority in the
Company. It rewarded presence, punctuality and discipline and for all
practical purposes consituted supplementary wages. The bonug, of M$N 700
million, was again paid for 1966 but, in future the Company intends with
Governments agreement to administer the bonus with exclusive regard to in-
dividual performance. None has hbeen assumed in the forecasts.

13 Dividends have been paid in stock: on preferred shares, at 5%,
every year and on common shares, at 10% for 1962 and 1963; the 1964 common
dividend had to be passed, because of insufficient surplus. This was compen-
sated for by a 20% common dividend for 1965. This higher rate was maintained
for 1966. As long as SEGBA has not found yet any significant outside source
of financing, other than the Government budget and the Bank, it was assumed
that all surplus would be reinvested and that dividends would continue being
paid in stock, rather than cash, at rates of 5% on preferred and 20% on
common. .

T, This net income represents the sum of:

|

//(a) +the amcunt of net income necessary to achieve in the current

' fiscal year the regquired return of 8% on the net dollar value
of utility plant in service, plus notional working capital
of 5% of such value; and

(b) the amount by which the actual net income of the previous
year fell short of the required net income, which amount
should be recovered fully out of the current year's revenues.

15, The return is calculated in accordance with the Concession,
as described in paragraph 3.13. For 1964 and 1965, also
see note 9 above.



SERVICINS ELECTRICOS DEL GRAN BUENOS AIRES (SEGHA)

FORECAST SOURCES AND APPLICATIONS OF FUNDS 1967-1970

(in millions of pesos)

Jaruary 194"

i Sub=total Total
Fiscal Year Ending December’ 31 1967 1968 1969 1970 1567-1968 1967-1970
SOQURCES OF FUNDS
Internal Cash Generation
Incame before interest 12,543 23,049 18,386 20,083 35,592 7, 0Ll
Depreciation 8,L91 9,383 10,310 11,382 17,874 39,5710
Customers' contributicns 220 250 280 310 L70 _l,@
Total 21,254 32,682 28,960 31,775 53,936 114,671
Borrowings o s
Proposed TIRD Loan - 15,400 3,850 - 15,400 19,250
Foreign suppliers: peaking units - 2,525 - - 2,525 2,575
Forelgn suppliers: base load unit - 1,770 2,130 Lo 1,770 L,370
Other foreign suppliers 110 - - 116 116
Local suppliers 7L43 - - - 7h3 L)
Caja Nacional de Ahorro Postal 1T 5,000 - - - 5,000 5,000
Caja Nacional de Ahorro Pastal TTT 1,?00 300 - - 2,000 2,000
Fature loan: 1967-1%70 Program £ - 11,500 3,500 - 15,000
Total 72553 | 20,001 17,480 3,970 27,554 43,004
heduction of Construetion Inventories 555 1,708 120 - 2,260 2,380
TOTAL S0URCES 29!362 Sh!JBB M 35;7[}.5 EJ—:TS-E %
APPLICATICNS OF FINDS
Additions to Plant
Oeneratlion 735 8,328 5,645 1,580 9,063 16,288
Transmission 2,237 7,802 Ly52k 150 10,039 14,713
Distribution 13,250 17,L57T 18,163 17,963 30,707 66,833
Other 2L0 3,250 2,850 2,300 4,190 7,340
Total 17,362 36,837 31,182 21,993 53,999 107,17h
Debt Service
e 865 ) L13 1,203 (665 3,000
Proposed ISRD Loan - ) 1,132 3 \ 200
TBRD Loan 308-AR 1,692 1,700 1,653 1,596 3,399 6,618
Eximbank and suppliers, Puerto Nueve 7 & 8 310 219 158 132 529 619
BTH-ICL, Metrovick 629 J1s 66 - e 1,010
Bonds and notes, Sodec % Ser 432 356 298 239 788 1,325
Local Suppliers 110 92 S8 31 202 291
Caja Nacional de Ahorro Postal T LBo Lao L6l 3LB 360 1,772
Caja Nacional de Ahorro Postal IT - 750 750 750 750 2,250
Caja Nacional de Aharro Postal III 200 230 165 7 L3o 670
Foreign suppliers - peaking units - 17 190 166 17 373
Forelgn suppliers - base load unit - - = 153 ~ 153
Other foreign suppliers 1 7 6 3 ] 17
Future loan 1967-1970 Program - - 3h5 795 - 1,1h0
Short-term loans 850 600 L50 350 1,50 2,250
Total L, 70k 5,038 5,735 5,841 10,142 21,714
Amortvization
Propesed IBRD Loan - - = e - =
IBRD Loan 308-AR 7 911 963 1,020 1,658 3,0L1
Zximbank and suppliers, Pusrto Nuevo 7 % 8 891 1,657 L0og Lod 2,548 3,36h
BTH-ICL and Metrovick 3,048 1,186 3,28) < 6,234 &,Las
3onds and notes, Sodec % Ser 730 37 04 926 1887 3,391
Local suppliers 364 518 1:89 350 9 1,7k3
Caja Naciecnal de thorro Postal I - - 1,200 1,800 - 3,000
Caja Nacional de Ahorro Postal IT - - - 1,000 - 1,000
Caja Nacional de Ahorro Postal IT1 - 600 500 600 600 1,800
Foreign suppliers: peaking units - - B ) 359 - 675
Foreign suppliers: base load unit - - - 218 - 218
Other foreign suppliers - 29 33 26 29 38
Tatal 5,802 7,728 8,171 6,707 13,530 28,L08
Tatal Debt Service 10,506 13,166 13,906 12,548 23,672 50,126
Directors and Executive Committee's Fees ol = 211 151 188 550
Borus to Personnel ' 700 - - 2 700 700
Variations in Working Capital
Short-term Pank loans (received), repaid (1,322) 1,981 626 (277) 459 1,108
Net accounts receivable/payable, stc, 55260 2,310 1,135 1,230 74570 2,935
Cash (decrease) (3,038) - (500) - (3,038) (3,538
Net increase in working capital 900 L,291 1,261 1,053 5,191 7,505
TOTAL APPLICATIONS 29,362 5L,338 L6, 560 35,75 63,750 166,055
Times Annual Debt Service cevered by
Internal Cash Generation
(exeluding Custemers' Con‘ritutions) 2.0 2.5 Bl 245 7o 2.3



SYRVICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGBA)

JUENOS_AIRES GeudngATING PLAMT - 1766

(I) SEGBA
Plants
Dock Sud Effective Capacity (M) Date of Installatien
Units # 8, 9 2 @2y - L8 195h
10,11 2 221 - k2 1928
12 20 1927
, TI0
Puerto Nuevo
Units # 1, 2, 3, b; 5, 6 6 @50 - 300 1928/L9
1 1h5 1961
8 195 1963
EL0
Ceostanera
Units # 1, 2, 3, L, 5 5 2 120 - 600 1963/6L
(II) CIAE
Pedro Mendsza =
Units # 1, 2, 3 3@12 - 36 T19L7/L9
L, 5 2a 8 - 16 1916/19
6 16 192L
7 18 1324
86
Nuevo Puerto
Units # 1, 2, 3 3@32 - 96 1929
In 60 1949
c 110 1963
266

January, 1268.
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SERVICIOS ELECTRICCS DEL GRAN BUENOS AIRES (SEGBA)

Capacity, Peak Loads, and Generation

ACTUAL
1962 1963 196l 1965 1966
- =y - 4 o gy
Installed Capacity (M) (year end) 7L0 1,359 1,429 1,399 1,370
Peak Load (M4) 888 9LO 1,100 1,169 1,235
Gross Generation (GWH) 1/ L,131 L, 5Lk 5,116 5,5798/ 5’8&‘6/
Sales (GWH) 3,200 3,L85 3,916 L, 308= L, 56k~
Consumers (1000's) 1,578 1,6L6 1,71 1,779 1,875
Percentage increase in peak loads - 5.9 17.0 6.3 5.69 /
Percentage increase in galeg - 9.0 12,3 10.0 5 9=

Includes purchased energy from CIAE and AyEE .

2 70 MWW @ Dock Sud - reconditioned

/ 1L MWV at La Paternal and 15 M¢ at Berisso - retired

50 MW at Dock Sud - reconditioned
/ 90 MV of Gas Turbines
30 MW of Gas Turbines
15 250 MJ Base Load Unit

_&_/ 38 GWH difference between these figures and those of Annex 3 represent
the unbilled sales at the end of 1965 due to labor difficulties.
3/ If SEGBA's repayment of energy to CIAE for 1966 is subtracted (38 GWH) the percentage

increase would be only 5,1%.

January, 19638.

PROJZCTED
1967 1968 1969 1970
L/ i 6/ (74

1,h20 1,510 1,540 1,790
1,319 1,L12 1,510 1,67
6,230 6,670 7,120 7,620
L, 860 5,230 5,620 6,040
1,950 2,030 2,110 2,200

6' B 7 00 ? lo 1-0

6.5 7.6 7.5 7.5



PETATLS AF INVESTMENT PROGRAM ANNEX 7

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGBA) R
New 132 kv Substations
Transformer Estimated Cost
Capacity (MVA) (in millions of pescs)
Agronomia 60 201
Perito Moreno 40 148
Pozos 80 345
Parque Centenario 80 370
Nueva Pompeya 80 369
Liniers 80 358
Burzaco 80 246
Quilmes 80 oLl
Merlo 80 229
Ensenada 20 140
Wilde 1 80 235
Berazategui 80 237
Temperley 4o 200
Esteban Echeverria 4o 200
Boulogne 80 237
Castelar 80 253
Munro 80 264
Tres de Febrero Lo 159
Reserve Transformer 20 25
Valentin Alsina 80 233
Isla Maciel 40 213
Villa Corina 80 264
Las Catonas 20 95
Darsena 40 176
TOTAL 1,480 5,438
Investment made prior to 1967 Ls
Investment 1967 through 1970 5,393
Extensions to Existing 132 kv Substatlons
Transformer Estimated Cost
Switchgear Capacity (MVA) (in millions of pesos)

Costanera 5 - LT3
Agronomia 5 Lo 188
P. Moreno 5 - 136
Dock Sud b - Y07
Colegiales - 40 48
Escalada L Lo 148
Tolosa 1 - 24
Ramos Mejia 2 120 215
Moron L 4o 143
Matanza i Lo 28
Malaver 1 Lo 30
Puerto Nuevo 2 - 55
Rehabilitation Dock Sud - - 112
Various Reactors 10 - 659
Lh 360 2,066

January, 1760,



SERVICIOS ELECTRICOS LEL GRAN BUENOS AIRES (SEGBA)

Costanera-Pozos

P. Moreno-Liniers

Tolosa-Insenada

Escalada-Burzaco

Moron-Merlo

Temperley-Echeverria

Spur to Castelar

Spur to Boulogne

Spur to Wilde I

Spur to Munro

Ramos Mejia - Tres de

Febrero

Costanera - Dock Sud
(Lth Circuit)

Costanera - Agronomia
(2nd Circuit)

Costanera - P.Moreno
(3rd Circuit)

Spur to Villa Corina

Dock Sud - Valentin fAlsina
Valentin Alsina - Escalada
Dock sud - Isla Maciel

Isla Maciel - Berazategui

TOTAL

132 kv Lines and Cables

No. of

Circuits

MRMPoNDPRRD DN

=

(=]

NN

Investment made prior to 1967

Investment 1967 through 1970

January, 1968.

Distance
km

=

o F O wWwOOoOHOOEWVEO
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e
OO~ OW =3

- L] - .
Ww-aw onw O ] Q o

N

137.2

Table

Estimated Cost
(in millions of pesos)

2

553
280
17h
8o
768
768
11l
6

8
208

171
273
Thé
6L9

583
6,465



ANNEX 7
Table 3

SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGBA)

Miscellaneous Civil Works and Extensions to
27.5 and 13.2 kv Systems

Bstimated Cost
(in millions of pesos)

CENERATING PLANTS

Puerto Nuevo N
Dock sud 6l
Costanera 6l
Other Uorks 16

27.5 and 13.2 kv SUBSTATIONS

Austria (one 12 MVA transformer) 15
Mitre i 0 " 15
Saavedra n " 1 32
Villa Luro n " u 15
Various Substations in Federal Capital 108
Various Substations in Provinces 96

27.5 kv NETWORK

Colegiales - Saavedra (3rd Circuit) 100

TOTAL 589

Jammary, 1760.



SERVICIOS ELECTRICOS DEL GRAN BUENOS AIRES (SEGRA)

Distribution System - 1968

Cables 6.5/13.2 kv -
Capital (km)

Cables 13.2 kv - Provinces (km)
Lines 13.2 kv - Provinces (km)
Transformer vaults - Capital
Transformer vaults - Provinces
Transformer platforus - Provinces
Transformers - Capital (KVA)

Transformers - Provinces (KVA)

Low tension cables - Capital (km)
Low tension cables - Provinces (km)
Low tension lines - Provinces (km)
New connections - Capital

New connections - Provinces

Meters - Capital

Meters - Provinces

Street lights

January, 1968.

ANNEX 7

Table k4
Estimated
Cost
(in millions
Quantities cf pesos)
{j5 1,528
135 1,807
280 1,122
110 450
85 369
285 243
120,000 423
150,000 528
115 1,280
105 1,074
2,200 6,000
4,500 175
60,000 709
16,000 102
65,000 416
5,500 LL7
16,673
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