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Paper for Presentation at the "Public Utility Valuation and Rate Making Process" 
Conference at Iowa State University, Ames, Iowa ·- May 20, 1971 

,. 
THE vlORLD BANK AND UTILITIES I N THE DEVE LOP l~TI NATIONS 

By Robert Smith, C.A • ..,.,..,..--

n1ose of you who attended the 1969 conference will recall the 

address* by Mr. Garlinghouse, Vice President of A.T. & T., in which he 

advocated a ~nder regulatory horizon, with regulator.y and utility goals 

being aligned with State and National goals in these days of social, 

technological and economic change. 

As may be seen from perusal of any industry or regulatory 

publication, this ~~dening of horizons has indeed taken place over the 

past two years, with utility companies, with regulatory sanction, becoming 

increasingly involved in such things as manpower retraining, job corp 

programs and low cost housing. 

Additionally, we have seen the arrival of the word, "ecology" 

ldth all the associated activities which stem therefrom. This word probably 

has differing meanings for different pe~le but I suppose the general 

interpretation brings to mind anti-pollution measures intended to preserve 

or restore the natural balance of the physical world on which we depend 

for our existence, in other words our "er.vironment 11 , or the world in which 

vTe live. 

I am going to suggest to you that "environment" is world-wide, 

both in the sense of the world in which -vre live and in the sense of the 

people who live in the world with us, and for this reason I believe that 

the widening utility horizons must be widened still further to take in the 

*Subsequently published in t.he Public utilities Fortnightly of 3 July 1969. 
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international scene. Host particularly in this address, I want to deal 

' with the aspect of the people who live in the world with vs - the people 

in the under-developed nations of the world. 

To deal with Foreign Aid in general would require a book rather 

than this short paper; nor is this the fonl!Tl for such a general discourse. 

I therefore propose to restrict my comments to the activities of the 'ttlorld 

Bank Group in financing utilities in the developing nations . This choice 

is made for several reasons. Firstly, the Bank's Head Office is located 

in vlashington, D.C., secondly, approximately one-third of its funds have 

been derived from sources in the United States and, thirdly, approximately 

one-third of all loans made have been for utility purposes . 

Perhaps a very short outline of the Bank's history and its 

functions would be a logical starting ·point. 

Its origin goes back to 1944, to the time of the Bretton Woods 

Honetary Agreements and to the establishment of the International Monetary 

Fund. Since that time, it has been carrying out its appointed purpose of 

lending money for purposes of economic development. The funds which are 
~ 

lent are provided from a number of sources; share capital subscriptions 

from member countries, borrm .. ring on the 1v-orld capital markets, re-sale of 1 
l 

loans previously made and £ram loan repayments by Borrowers. I 
As funds are raised largely on market terms it follows that 

lending rates must be at about the s&~e level, although the existence of 

share capital which is non-dividend earning does provide some room for 

lending at less th~~ actual cost of borrovnng. However, the benefit 

I 



]/ 

( 'r 3 -

to the Borrower lies in the Bank's ability to obtain rates which the Borrrrwer 

itself could not obtain directly, if, in fact, it could borrow at all. 

Even this beneficial financing was too "hard" in many cases and 

in 1960, a further step in Aid development saw the creation of a Bank 

subsidiary, the International Development Agency (IDA). 

IDA f11nds were obtained as subscriptions, grants or loans from 

supporting member countries, and by transfer of profits from the Bank. All 

these sources of capital are interest and dividend free, thus enabling loans 

to be made on very "soft 11 terms. (As with Bank financing, one-third of 

total IDA funds to date have been provided from u.s. sources.) 

At present, a typical Bank loan for utility purposes might be 

for a 20-year term, with 4 years grace, at 7-l/4% interest, while an IDA 

loan would be for 50 years, with 10 years grace, at 3/4% interest. However 

IDA loans are made to the Government concerned who 1-.rill relend to the 

ultimate Borrower, at higher rates of interest. 

Obviously, the foregoing is little more than a thumb nail sketch 

but the purpose of this paper is to develop 2ome of the Bank's activities 

in the utility field in more depth so that tL~e does not permit a detailed 

reporting of the Bank's history and procedvres in any detail, although this 

would be an interesting paper in itself. 

Assllming that the Bank (and IDA) has both money to lend and a 

number of applications for various projects, the first task must be to select 

those which are thought to be the most beneficial from an economic point of 

view. Is it better to supply funds for roads in country A, railways in 

country B, poHer development in country C, water supply in country D, agriculture 

in country E, and so on; or even l\'ithin a cou.ntry, 1--:hich is the most beneficial; 

.. . 



r1ater supply in r1Jral areas or any co:nhin~t.ion of thes0? The B:u1k ~ndeavo,Jrs 

to assc0s the reJ ative merits of such q ::, plications by attcmptir:~ to dete1~ninc 

the cconontic benefit ~ ~-:hich 11icht be roo. :; on.:\bly attrib 1table to each potenti;J.l 

project, Some of the factors to be ta!~cn into ac:coln::t. inclt:dc country "need" 

and co:,ntry 11perfor:11ance", pr-iority of tLr:3 sector involved. and prlority 

l-:ithin the sector, d..irect ecrr~in~s and ir..direct ben~ fits. 

Such ov·cr.J.ll as30-ss:;;cnts are nu'::, easy to make and a u:i:.ility 

listener may see an 2]13.log:,r \-?i t.h a reg1.1l~~ ::.ory rate c2.se decision -v;here, 

after all the evid0nce is in and P.J.l the c o.lculat:i.ons made, m1.1ch ·Hill 

depend upon the infomcd Juclcs~cnt of the reculatm-:r body. In t .he san:.e 

way, the econor.1ic e1. .. 2lnation o.f a prCQo~;cd project :n;,,st be S1Jbjcct to the 

infor.~ed judge:nent of the Ba:"!k cxec't,tive 1 ::ar1QGer;;~:;nt . If this 1-:erc not so, 

a li tcr.J.l acceptE.:J:8e of prcfcr::-,ble ecO!~ o:-:-~ic sol\~ti o:J.s to a protlc;;m l:tight 

require abandon:rlent of an ar2a, I::ovt.ment of populatior1s to other countries 

or even require an ar:12.lgam3.'Lion of countries "Y:hich L"~re less tho..n viable 

units in themselves; solDt.ions -vzhich night be ter:;~(;d outside tbo B~nk 1 s 

"jurisdiction". Aeain, consideration froi-l.the 11 nc2d '1 and 11pt.rfor:;1ance11 

points of view may r:ell be conilicting - perhaps not, unlike the comt)arison 

of the hardHorking son and the less ind11strio1JS brother in the p2rable of 

the "prodigal son". 

Currently, the proce::s of econ(ntic selection is being redevelop cd 

with considerable enmhasis on Country Eccnorn.ic His~~ions which Kill be carried 

out in cooperation 1:ith other U.N. Agencies such as tre United l;ations 
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Development Program, the Food and Agriculture Organization and the "'(Jorld 

Health Organization. These missiornwill produce country Econornic Reports 

which will serve as overall development plans and enable project development 

such as utility constr11 ction to be coordinated with other projects within 

the overall Master Pla n. 

However, again for simplicity, we might asst~e that we have a 

utility project which is at least prima facie economically desirable -

an assumption ~vhich is not too unreasonable as, in fact, approximately t 
j 

1 

one-third of all past Bank loans have been for 1Jtility purposes , 1vith total 

utility lending to date exceeding $5,000 million. 

tp to this point, all I h::tve said may have been much as you 

might have expected, but you may not be as aware of the Bank 1 s reqt1irement 

that a utility be rtself··supporting 11 in much the same manner as on this 

continent. 

In view of the use of terms like "development" and "under-developed" 

and so on, there is perhaps a natural tendency to believe that the Bank 

merely functions as a form of "aid di~ enser 11 or a kind of super welfare 

organization. This is far from the tr1.1th o In fact, I personally sometimes 

think that 01Jr requirements may in some circumstances, be even more stringent 

than we might expect in North America. 

Basically, the Bank endeavours to lend for projects -v:hich initially 

reqvire capital on favourable terms but which can be made financially viable 

in reasonable time. As previously indicated, loans may vary considerably; 

a typical example might be a Bank loan at 7-l/4%, repayable over 20 years 
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\·Iith a 3 to 5 year grace period bc;forc fir ;_; t capit.·.J.l rcpayrr.'3nt -- terms 

which yo·ur o-.-ln utility corr.p a nics Y.70lJld be h:.:.ppy to obtain in prcs(:!nt mon0y 

market conditions, nc·;ertheless not th:-d ·, far belOi·l prevailing rat0s and 

requirern.0nts, ·r;hile an IDA lo:--tn at 3/L;~ interest (or· service chttrge) -r;ith 

capital repayable o-rer So :lear.s c..nd first ref11nding after 10 years r:ill be 

re-lent by the recipient govcrn:nent to the 11tility concerned at a rate 

so:ne1:h~re beti.:een this rate an:i ct~rrent raarket rates. 

Again, it. way be thot~ght tha.t the Bank is in·.;olved in 100% debt 

financing, so th.:tt the utility concerned .Hill have a ca::>ital st:rt~cture 

which loo~~s like th2.t of snr1e of 01.1r govcrrr::cnt exc1.1rsions int.o the uti)-ity 

field on this contine::1t. Ho~:e-.;er, this is not so, for the Baru~ tJG'l.1ally 

seeks a ca?i tal structure -v;hic!l. incorpor2.tcs a sub.s tantial mer:lS'l}re of eq1.1ity. 

Ini tiall:/, anyone 1-;i th a ?Jorth A.!ierican b.?..cl-:grot1nd r::i[::ht be surprised 

to find higher pro:?ortions of cql~ity than he m.~y have ccr::1e to regard as 

nonnal. There are at least t-(;o good r8asons for this diffe:ren:::o :·rhere it 

exists; firstly, the Inco:'1e Tax disadvant2 ;e of equity financins c.:p?licablc 

on this co:1tinent does not no~':1ally apply in the case of Bank final"lced. proj ~cts 

and seco::1dly, the econc:ric circnnst2.nc es r:.l'8 S"t.;Ch that it is difficult to 

achieve a · rate level 1·rhich creates a vir...ble' financi~l enterprise so that a 

large_ pro_;>ortion of eqt:i ty is desir.:1ble to mi1~i.'r.izc tl~e heavy initial cash 

floi-I liabilities \;r~ch result fro:n lar6c interest and sir_king ft:nd re.::rrircr:--,cr.ts . 
I 
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Perh~p0 the rJOrd c:-Jui ty .reqaJ.1·cs some e .-:·:·pl2.nation tc)o. Ver-y 

often, the organi zett.ions 1-:rith ···:hich He arc concern0d (.U'8 quasi- sovernmental, 

e.g., the t:nationell 11 1-;ater c;_nd sewerage corporatic;n co that equity is 

gove:rn;nent suppJ_j_ed funds. IIo~·lever, its charactc1--istics, b s:Lng generally 

non-rerJ:.1yable and entitled only to pos LLble futtn"c cti. -,rldends, are essent:La~Lly 

tho0c of equi t;;r. · It is pc~""l12ps of int-c1·ect to note thc.t govs rrl.Y1lcnt-o\""'l1ed 

utilities in Ca.nad~, rrhich 1-T-::re originally 100% deht financed, a:re now 

- themr;cl -v·es building up equities from retnined earnint.; s, e.g., Alberta 

Goverrt·:-13nt Telephones and S-J. s1-u~tchewan Pouer CorporR. tion. It rr.ay also 

be ~cculated th8t the St. L~n-:rence S8J.-,;r:.y Authority may have had less 

financ:!.a l problc1r~s if its C~tpital structure had contained a 0ubstantial 

equity base. Ll1ciccd one r:rl.[;ht be ter.rpt.c d to generalize that the;re is 

some circula1' effect in that enterprises of 1-rhat 1-:-c mieht loosely call a 

umare-lnal 11 fina11ciell natu::'c t end to be t;oYermncnt-snpported, then in tuTn 

100;~ dnbt fina."'1c e dJ ·htliC.t~ only ultinmtely compounds their proLlems. 

Even 1-~i th re 13. ti vely high eqtLi. ty proportio;ns J perh3_p s 60 - 70"/> -

figures "r.rhic.h I am sure ·Hill be music to Bell Telcpl!one ears - the initial 

debt coverage m::y be little rriore thm one. 

Coupled Hith the roE:olution of capital structure, there is the 

serious problem of rate adjustments to provide the necessary revenues, 

and '\·Then I say serious proble:ns , I mean just that. Those of you listen-

ing, have almost all experienced the proble.11s of rate adjustr:'l.c~nt on this 

j 
t· 
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continent, 1-:!1ere these ir.c::-easGs arc prob:tbly of the mar;nit1ide of perhaps 

10% or less, in an ecor.:oi~Y '\·!hr:::r:·c: the r2.tio of 1.1tility bill~ to cons1.~er 

inco~1e is rclntively r1ino r. By co:~po.risa1, incrca3 e;~; in the CC\)ntries of 

1-1hich ue are talkins may v;ell b e lOJ;;, in an ccono:-r~t -v:hsre the ratio of.' 

utility bill~ to inco~c is alrca8y very significant. 

In addition to the finan~i<1l aspects, th8 B:1Ilk ·y:ill also over-

view the specific prcjcct plc:...ns for \-~hat may be generally tcr.rtccl its 

11engineerir:g econc:r.i cs 11
• \'.11at may '\·?ell be a toch.:'Jically solnd" schcnw mcy 

not be the most desirc.ble 'h'he n tested by disco,Jntir..g procedures al1d 

" related to cons-c:.:e r ability to pay. Not inf:rcq11ently ;;che:":'.es s1.1b:ni tted to 

the Bank for financir.e are svbstantially red'l.~ced by such tests. 

The B-.:1rJ~ also pays considerc;.ble attention to the c..ct.linist.rative 

and organizational proble:-ns of the t1tilities, both as a pre-req'l.!isite of 

the lo2..."1 and on a contin1.:in~ basis. In fact, it is B2.nk policy to despatch 

regular Sl.1Jer·: ision missions to borru.,;ing orGanizations in order to a~sist 

in such organizational development. 

Perhaps a good sr:m:nary of the are2s in ·h·hich the Dank is 

actively interested r!hen fin.::tncing t1.tili ty projects may be .PrO\rided by 

listin...g beloH so:n e surr1;.:3.rized cxa~YJple clat1ses, t:r-pical of tho0e v;hich may 

be fm.~nd in Loan Agreer:lents betv:een the Ba.i'1k (or IDA) and its utility 

borrm·lers. 



1 • The lender 2.nd the utility shall cooperate fully to 

insure that the purpoG'3S · of the firwncing 1-r.ill be 

accomplished. To that end, th~ lender and the 

utility sh3.ll from t~nc to time, exchange vici>"C 

"Yrlth regard. to ~attcrs relating to the utili t:l' s 

performance . 

2. The utility shall em}Jloy qualified ru1d exper:ien ced 

consultants and contractors accept.:tble to the 

lender, in both the carrying out of the proj ect. 

and to assj_st the utility i.11 the fields of fi:~::.ncial 

control and tc;c.r..nical o~el ... ations. 

The utility c-hall have its accow1ts audited ~lnually 

by independent acco~.t."'1t2.nts accept:;.ble to the 1E.~;1der 

and shall transmit copies thereto. 

4. Tne utility shall not sell, lease} tr~sfer or 

otherrlise dis-pose of any of its properties or 

assets required for the efficient. carrying o:1 of 

its ope:rations. 

5. The utility shall consult the lender conccrni11g 

the utility's proposed :investmc."'lt program for 

the succeeding fiscal year. 



6. 
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The utility shall operate its business and conduct its 

affairs in accordam e vti. th sound business, public utility 

and financial practices under the supervision of qualified 

and experienced management and shall operate and maintain 

its plant in accordance with sound engineering and public 

utility practices. 

The utility shall consult the lender about any proposed 

appointment to the position of Manager. 

The utility shall not make any material changes in the 

structure of its organization without approval of t~ 

lender. 

The utility shall take all reasonable action required to 

(1) reduce by means of normal attrition and transfers 

the number of employees in the utility; (2) use existing 

employees in the construction and operation of improve­

ments to and extensions of the utility system. 

10. The utility shall not incur any debt unless the utility's 

net revenues for the preceding financial year shall be not 

less than l.S times the maximum debt service requirement 

on all the utility's debt. 
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11. In the event th zl. t the util:Lt.:,r est~blishcs or acq'_<ircs any 

subsidia ry, the utility shall cause s1~ch subsidi ~ry to 
I 

observe the obli; .:1t.ions of the utlli ty Cl3 npprotJriate. 

12. The utility sh3.ll establis h r ates for its utilit.y services 

sufficient to: (1) co7cr o~ erating expenses inclt;di ng 

depreci3.tion, and (2) prodn~e an annual rate of return of 

% on the value of the average nc;t fixed assets. 

Durir1g a recent visit to .Africa, the Han2.ger of a 1.1tili ty in 

receipt of Ba21k loans mentioned to ~e th::-~t he had be8n ::-eading Garfield 

& Loy·ejoy' s "?ubliG Utility Econo:aiGs 11 and that it appeared to him that 

he B.=;.lli~ 1·Jas p~rfominc; ~~any of the f·un:!tions of a Hegnlatory Body. l:hile, 

of cour~;e, no reE;uln.tory jurisdicticn exis ts, it r.1ay be th3.t th:i.s description 

is a fairly accurate ove:r3.1l de.::cri~tion of nany of the D:1!11~' 5 action0. As 

I ho.vc outlined on prc·.rimJs occasions, I see re;;nlr:.tion u.s so:r~c:.hing 'i!l:ich 

sho1.1ld be ba~ed on those ",..,rords f01.1nd in most regt~latory le~islation - "fair 

a!;d re~s onablc 11
• ~·!i th this phil os o?hY as a c ornel"st 8:-le, both rates and. 

earnings sho-..1ld be 11 fair .and reason.s.ble 11 ·(rith a ma.xi7n'tt'71 of respect and 

cooperation betHecn rcg·l1lator.s, utilities and consuners. In this context, 

the vierl of the B.:1nk as a reg·ula tor -r1oul.:.i see!':l to be an acceptable, even a 

desirable, one. 

In a relatiVt3ly fm-: paragr3.phs, I have outlined to you. some of 

the functions of the Balli~ and perho.?s I might concl11de by e!nphasizing one 

articular prob,le:rr area, a.."1d it is this area in vlhich I l;ould like to ·see 

our horiz o:1s -widened in a pra~tica1 way. In the und~r-devolCJ;)ed countries 

. , 
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if yo'\.1 care to ir~agin~ tl1:·:c 75% of yo1~r trair~cd staff leave nvernizht ~~-~~d 

ar~ irrepl3.cc ::-._::;le . The C:ii~~ ~J. ing difi'ic1•lties o: Iil~intaini.n3 .:'.. high lc .. ; el 

made by such DJ.!rtgeY~1 ent r~~l'SO:::L.'1el in t~ese lJtilit.ies. 

'I'hc Bank is t}: s:t c fo:ce cnde .s.vouring · to assist .bY advice and by 

providing ft~ :1:..ls .for rctc~·::-ion of cor..s1.ilt2.nts Qnd. for acads !.1~c and prac.t:Ccal 

.:.raining for t te t~tility !) \:~ ::-'s o11.nel. •• + J.('l'll .... 75'"' :t:)·.·:eve r, u o rny an0..1. os0\1S ,i gap 

\rill be a slo-.l pl'ocess o.cl it is th:v; r~~anager:JGnt gap, 1-.. hich is pro1x~bl:{ t.he 

largest sin:;~ . e proble:-:1 '.:h -~c h faces ~ rc llities in developing ccnntrios. 

Fina.:'Jcing ar~d con~tructi ot~ are relc.t:i.\rcly sho:r·t-tcr:a problc:-;-ts 1·J hich cn~l be 

met by the Ba:::{ and othc; :r Aid gro "t·ps, ~!d by retention of co:ns't1ltants. 

~cration an~l iii.~n.J.gement c:::r·c essentially cont:i.nt.:: ing lonG-t.eril1 probl c:~s ~nd 

al thO'ngh ad-;i cc and usc .of cons11l t o.nJ.:-s are vaJ.1~abl c in the short-ter.n, the 

only conpleLG n::1s1·;:er is a fully trc.:..incJ and co:-~l t"JCt ent nationo.l staff. 

As I a'll sure yov <'..rc aHare the whoJ.e q·uestion o: Aid has b een 

dealt 1n th in a report recently pt.iblished under tb~ ti tJ.e 11!'artners in 

Development 11 , bei~ the rc sul t of s Lllclies carried ot~t by an Intprnatior~al 

Co:mnission under the Ch~-tir:ne.nship of 1--·rr. Lester B. Pearson. A~:1ong many 

reco::1mendatio;1s is one ,,rhich refe:cs -to the matter of "technical assist.s.nce 11 -

defined as "for facilitating the transfer of tcchn0logy and management 11
• 

The report states: 

i 
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and tr~:inin~ facilities, sho:.ild. take into accoDnt the! noeds of the 

devclo:)ing covnt.:ci e:s for technical assistance persoru:.el • • • • • Private 

sector c;~l::>loyers ••• c • shor:ld be enco\:r~~~sd to adopt similar policies. 

If ad'..'i so:r.r 1·~o:rk i s to be of ccnuine releve.nc e, it r.·.u st draH on a 

'~hole rF.:.n;c of ins~:!:t.Ptional S\lr.rport. This rnight, for instance, 

invol '!e the use of intc-;grated tearns .fro:~l unive~:·sities or fron 

develop·::~.snt adviso;:--y services f,Jrnished by private or p\1bli--c 

institutions 11 • 

The relevant :::~c;ction concludes 1\ith the follo·.1ing reco:runen::lation: 

11\·.Je reco;:t:7l;~nd , there fora, that internation..1.l tecl-i.nical assistance 

be str~nr_;thencd hy the creation. of nation:ll and interrntional cor~s 

of technical assist2.nc e personn'Jl Hith 2d(~ q\;c<.tc car~. e~ .. opport't)nitiesn. 

., I do not kno\J '...Jhat action Hill uJ.ti:-:-,ately be t2-ken on this 

re~o::Lilenda tion bt1t I do kno-,r that the utility industry in ~Jorth A1:1crica 

rC)?resents the greatest ~in~le source of tr:.:1ned utility i-:lanpoucr and utility 

experience c.nd I venture-: to S'l.1ggest that utility co~anies could make a 

major contrlbiJtion to resolving this problc:n, and in !JO doir13, '\\O't1ld be making 

the r.1ost practical contrlbution possible to the econo!:1ic Hell-being of t.he 

developing nations. 

In concl'l1sion, and perhcps as a brief jrstification for l:avir.:g 

taken up your tine, may I just s'..1l":L"1arize by saying that I believe my 

..n..udtence has a vital interest in the natters I have outlined. As American 

citizens, you have provided S't.lbstantial funds for disburse:nent by the 

llo~ld Bank a!ld as utility personnel, you have an additional interest in that 
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a substa.nJ-:.i al portion of these wo:10ys have b c::::n adv<lncs d to p\1blic ·utilities. 

Perhaps, if nothirq el:-_; e, I am attc;.:;>ting to convince ymJ that these funds 

have been 1,rlsely in:.' ·~ s t ed. But more than th.:.tt, as i·re 1-:no'.-T fro:n our do:nestic 

experien~e, a':ly devclco :-n~nt progra.;--n mnst in'.rolYe not only money, but people. 

I hope that the utilit y industry of Horth America will consider involvement 

of not only its mon8y but of it~ p cC?le, indeed of it self as an ind'..Jstry, 

in the dcvo1CJpment of utili ties thro:Jghout th c I.Jorld. 
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