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In Brazil, the sanitation sector still needs significant improvement. The percentage of the urban
population with sewage collection networks is only 56.1% and only 38.7% of the sewage generated in
the country is treated. Aegea acts within this context, serving those who require health infrastructure
and need to restructure or expand their businesses.
The company is committed to the promotion of public health, reduction of environmental impacts and
improvement of quality of life for the people it serves, especially low-income individuals.
It assists more than 2.7 million individuals, among which 285.000 earn up to one minimum wage per
month. Between 2010 and 2014, the corporate net revenue surpassed 2.5 billion Brazilian reais

Executive Summary
AEGEA Saneamento e Participações S.A. (AEGEA) is the third biggest water and sewage service private
provider in Brazil, a country facing serious challenges in terms of sanitation and where a significant part of
the population does not yet have access to basic services.
AEGEA’s intervention focuses on reducing environmental impacts, promoting public health, and helping to
improve the quality of life for low-income individuals. The company adopted the strategy of increasing the
number of people who benefit from sanitation services, focusing in the short-run on improving service
quality and promoting the operational efficiency of the system under its supervision.
AEGEA is specialized in long-term concessions that require sanitation infrastructure and restructuring or
expanding to new customers. The company also subcontracts municipal public service providers and
acquires corporate concessions with low operational performance.
Currently, AEGEA is active in eight Brazilian states and supplies more than 2.7 million people, among which
approximately 285.000 earn up to one minimum wage per month. For low-income individuals, the services
provided by AEGEA cover their basic sanitation needs and thereby promote social inclusion. For AEGEA, in
turn, the coverage of more customers increases the company’s revenues, and ensures compliance with
contracts agreed upon with concession-granting municipalities, therefore enabling market trust and
investor relationship reinforcement.
Between 2010-2014, the company’s net revenue surpassed 2.5 billion Brazilian reais. Apart from that,
AEGEA's activity, oriented according to the sustainability guidelines, has had great benefits for the public
domain. In Campo Grande, a city in Mato Grosso do Sul, for instance, one concessionaire promoted an
increase in the coverage rate for cities equipped with sewage collection systems from 29 to 73% between
2005-2013, thus reducing the number of diseases transmitted through contaminated water. In the region of
Lagos, in Rio de Janeiro, coverage increased from 0 to 76% between 2006-2013, enabling the recovery of the
world’s largest lagoon and thereby fostering the development of the local economy through fisheries and
tourism.
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INTRODUCTION
Sanitation Industry
According to the World Health Organization (WHO) [1], sanitation-related activities
require the control of physical, chemical and biological factors that might have harmful
effects on the physical, mental and social well-being of the population, including treated
and safe water supply as well as healthy and environmentally sound disposal of human
waste. The absence of adequate sanitation is one of the main causes of disease globally,
and sanitary practices therefore have critical impacts on the health of the population.
According to WHO, each dollar invested in sanitation results in a US $5.50 saving in the
health sector [1].
Sanitation is also directly related to the use and preservation of natural resources including
clean water. Therefore, sanitation supply services are considered crucial to reducing
environmental impacts, promoting public health and sustainable development, and
maintaining adequate quality of life. In this context, the targets and mechanisms
necessary to enable household-level access to treated water and sewage collection
systems as well as system-level sewage treatment infrastructure have been broadly
discussed.
In Brazil the percentage of individuals living in urban areas which have sewage collection
systems is 56,1%, while the sewage treatment rate is of 38,7% [4]. Therefore,
approximately 74 million Brazilians have no access to adequate sewage collection systems
and around 103 million people do not benefit from sewage systems. Moreover,
approximately 82,4% of the population has access to treated water. However, it is
estimated that the average ratio of losses in the water supply system is around 39% [4].
The challenges to addressing these gaps are diverse, ranging from poor infrastructure to
the lack of skilled labour in this sector. Since 2004, companies have stepped in to help the
government overcome these challenges by means of total/partial concessions and
public-private partnerships (PPPs). In 2013, private companies operated in 297
municipalities in the country. Municipal and state companies operated in 890 and 3.891
municipalities, respectively [6]. In 2013, the private sector reached 6% of the Brazilian
municipalities, 70% of which were inhabited by less than 50 thousand inhabitants, and only
25% of the municipalities were inhabited by more than 100 thousand people [6].
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What is AEGEA, and where does it operates?
AEGEA Saneamento e Participações S.A. (AEGEA) is a private company in the sanitation
industry in Brazil. In 2014, it held 16,23% of the private sanitation market in Brazil, making
it the third largest private water and sewage service provider in the country [6-7]. AEGEA
provides service across the sanitation value chain, from water supply to sewage collection
and treatment. The company is responsible for sanitation asset management in 37
municipalities in the states of Mato Grosso (MG), Mato Grosso do Sul (MS), Pará (PA), Rio
de Janeiro (RJ), Santa Catarina (SC), São Paulo (SP), Rondônia (RO) and Maranhão (MA),
as shown in Image 1. AEGEA administrative headquarters are located in São Paulo (SP).

Image 1: Spatial distribution of companies controlled by
AEGEA in Brazil [8]

Established in 2010, AEGEA is the main revenue driver of Equipav Group, a company
headquartered in the interior of the State of São Paulo that has operated in the Brazilian
market for over 50 years. AEGEA focuses on the growth opportunities in Brazil’s sanitation
industry and on the necessity of private sector participation to enable universal access to
sanitation services. Despite the control of Equipav Group and its stakeholders, AEGEA acts
independently in the management of assets related to the sanitation system, through its
concessionaires: Prolagos, Águas Guariroba, Águas do Mirante, Nascentes do Xingu,
Águas de São Francisco, Águas de Barra do Garças, Águas de São Francisco do Sul, Águas
de Matão, Águas de Novo Progresso, Águas de Confresa, and GSS, a service provider
dedicated to assisting municipalities and state companies on basic sanitation.
According to Carlos Roma Jr., Prolagos Executive Director, although AEGEA and its
concessionaries are private in nature, they provide services in public interest [9]. These
companies have a social compact with the communities they work with, and continuously
strive for efficient operations, environmental conservation and sewage treatment,
balancing shareholders’ expectations on financial return with improvement of quality of
life among local populations, including low-income individuals [9]. Hence, the services
provided by AEGEA enable social inclusion and access to basic needs for low-income
individuals through its business model. As the company extends access to previously-
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unconnected households, it, in turn, benefits from increased revenues, compliance with
contractual landmarks, and strengthening its credibility vis-à-vis investors and the market.

BUSINESS MODEL
AEGEA is specialized in the sanitation industry, especially in long-term concessions that
require infrastructural restructuring or expansion to reach new customers [10]. The
company also signs subcontracts for the provision of municipal public services, and
acquires sanitation companies experiencing poor operational performance. Each
concession is operated by a distinct company, which then operates as a concessionary held
by AEGEA or its shareholders.
Consequently, AEGEA’s mission is to provide excellent sewage treatment solutions with
minimal environmental impact, thereby contributing to the health improvement of its
users and communities [8]. Its vision is to meet users’ expectations, provide high level
water and sewage services, and be recognized as a model company for sanitation utility
management in Brazil and worldwide [8]. In accordance with this scope, AEGEA defined
its core values as: accessibility, collaboration, progress, continuous evolution,
performance, social responsibility, sustainability and transparency [8]. For Carlos Roma
Jr., this mission, vision and values are internalized by all those acting for AEGEA and shows
that the “AEGEA’s business model enables the company to create conditions for inclusive
operations, thereby aiming to provide an economic model that creates prosperity for our
customers” [9].
According to Yaroslav Memrava Neto, AEGEA’s Manager of Investor Relations, when the
company opted to enter the sanitation industry, it focused on the provision of public
services, as there is a common understanding that the ideal solution for the development
of this sector in Brazil was to develop a regulated market of various types of concessions
[11].
From the business point of view, the municipalisation of sewage treatment utilities implies
long term contracts, offers regulatory support for sanitation activities and greater
predictability in terms of cash flow for concessionaire companies. Yaroslav states that
“AEGEA orients itself towards the benefit of society as a whole. It covers all inclusive
aspects associated with the long term sustainability,” [11]. Yaroslav says that “if there is
no well-structured social compact, the company will not survive for the whole period of
the concession.” Shareholders, therefore, understand that social inclusion is a matter of
business sustainability. AEGEA’s business profitability is conceived according to
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municipality intervention [11]. “Our companies reach out to communities for more than
20, 30, 40 and, in some cases, even 60 years. Therefore, our focus on social development
and our inclusive business model is strategic, and a direct consequence of the company
activities,” says Yaroslav [11].
AEGEA understands that its business version is self-sustaining, which allows it to invest in
a brownfield operation, minimize risk and maximize opportunities, obtain return on
investment throughout the term of the concession contract, and generate profit for the
deployment of future projects. This statement is supported by Carlos Roma Jr. and
confirmed by Engepav Environment Manager, Robson Fábio Lopes: “AEGEA’s business
model is social and environmentally sustainable” [9,12].

Value proposition and financial model
AEGEA creates value for its shareholders and partners through project expansion and by
restructuring the water supply and sewage collection networks in the municipalities. After
making initial investments to upgrade a network, it is remunerated according to
connection rates, water supply, sewage collection and treatment tariffs [10].
The scope of services, connection rates and tariffs are formalized through a contract of
concession agreed upon with municipalities, whose terms are supervised by regulatory
agencies. Some concessionaries operate in regions with low population density or in states
with high levels of poverty. The assistance given to these individuals is financially viable as
AEGEA’s business model has a distribution cost system characterized by operational
efficiency [11]. In low-density regions, as is the case of the municipalities of Mato Grosso,
an operational cluster was established. “AEGEA operates in more than 23 municipalities,
sharing overhead functions and administrative and operational costs,” notes Yaroslav [11].
An intervention in one municipality may be financially sustainable on its own, typically as
a consequence of the low cost operational model practiced by the company. However,
AEGEA’s strategy of creating regional clusters enables the company’s continued growth,
maximizing its capacity to intervene in an expanding network of low-income communities
[11].
In order to determine taxes and rates of connection, AEGEA takes into account several
factors, including the capacity of families to make payments. The company provides water
and sewage connections to houses in non-paved streets at reduced cost. In Campo
Grande, for instance, Águas Guariroba provides water and sewage connection for houses
in paved and non-paved streets, for 174 reais and 184 reais, respectively [10]. These values
represent around 25% of the minimum wage in Brazil, which, in 2013, was 724 reais per
month [10].
Rates are also stratified according to the volume of water consumed and the category of
consumers, taking into account residential, commercial, industrial, public and income
criteria. In Águas de Guariroba, for instance, the water and sewage rates are, respectively,
3,02 and 2,11 reais per m3 for houses that consume up to 10 m3 of water per month.
However, the values of these tariffs are 7,03 and 4,92 reais per m3 for residences
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consuming more than 50 m3 of water per month. In turn, for industries with a monthly
consumption greater than 10 m3 of water, the water rates are of 8,50 reais for m3 and
sewage rates of 5,95 reais for m3.
AEGEA’s business model considers customers’ income levels and is adapted in order to be
sustainable, while taking into account the realities of the local population, including lowincome inhabitants [11]. In some concessions, AEGEA provides special social tariffs for
low-income families. These tariffs grant a 50% discount on the rates usually offered to
customers. Therefore, Águas de Guariroba, whose units were integrated in the social tariff
pay 1,36 real for each m3 of treated water supplied to the households and 0,95 real for m3
of collected and treated sewage [13]. Social tariffs are not mandatory, but some
municipalities incorporate this demand in the bidding process for a concession. To
guarantee the financial sustainability of the business, AEGEA negotiates rates for
supplying services under a social tariff scheme with the municipalities and the regulatory
agencies [12].
Accordingly, AEGEA offers competitive tariffs and makes its services accessible to
consumers at all income levels [12]. The rate levels AEGEA adopts still enable it to recover
costs associated with its infrastructural investments as well as reasonable returns for
AEGEA’s subsidiaries, safeguarding shareholder financial expectations [11,12].
This model is feasible because AEGEA adopts as strategy the minimization of operational
costs through high levels of efficiency [9]. The company aims to continuously reduce
losses of water, electrical energy and administrative costs. With this intent, AEGEA
concessionaries adopt the following actions: A supervised and automated operation of
systems through Operational Control Centres (CCOs); a real-time interface of problems
through hydraulic and energy measurements and simulation; the sectorization of the
water supply system; adoption of macro measurement systems calibrated at each stage
of the water supply; regular validation of water supply sectors by means of pressure and
leakage thresholds measurement and analysis in water adductors; installation of pressure
control valves in water adductors; preventive maintenance of reservoirs and
electromechanical systems for water lifting and sewage; regular identification of leakages
through geophony; intensification of fraud detection and rectification of clandestine
connections; visits to the clients to identify points of water waste; replacement of old
hydrometers, and installation of measurement devices with high metrological
performance [12]. These best practices are well-known but are not widely adopted among
sewage treatment companies in Brazil, especially those operating in small municipalities.
It is worth mentioning that when a low-income family is incorporated into a sewage
treatment system operated by AEGEA, its engagement contributes directly to company
income via the liaison rate and billing of water consumption and/or sewage collection and
treatment [9]. Additionally, the low-income users indirectly induce the reduction of water
losses if they were previously receiving water clandestinely, a situation that is frequent in
Brazil [9]. To achieve greater financial and operational performance, AEGEA invests in the
recruitment of skilled labour and also prioritizes the recruitment of people living in the
cities where it intervenes. In 2013, approximately 21% workers of AEGEA were recruited
from local communities. This enables the reduction of administrative costs and allows
business to be oriented towards local contexts and needs [11]. To comply with the
Sustainable Policy Guidelines, AEGEA establishes corporate goals to monitor sustainable
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performance and consequently guide the aims and goals of company processes, projects,
and programs. Table 1 summarizes the relationships between sustainability guidelines and
AEGEA´s corporate goals.

SOCIAL

ENVIRONMENTAL ECONOMICAL

SUSTAINABILITY GUIDELINES
Value creation
Continuous and sustainable improvement of
the processes

CORPORATE GOALS
Cash flow
Client satisfaction

Continuous search for innovative solutions

Innovative organization

Pollution prevention and environmental
degradation,
derived from of its direct and indirect
activities

Minimizes pollution
and environmental degradation

Continuous search of energetic efficiency

Efficient energy consumption

Sustainable use of natural resources

Loss reduction

Prevention of injuries and illness

Incident reduction

Ethical and transparent behaviour next to
interested parties

Fulfilment of legal conditions
Reports for interested parties
Increase of water and sewage
coverage
Social project efficiency

Human development of the community*
* Especially among low-income populations.

Table 1: Guidelines on sustainability and corporate goals of AEGEA [8]

The Business and its Partners
AEGEA business was established in 2010 by Equipav Group as a holding company
responsible for public sewage treatment and water supply services through
concessionaires in Brazil. Equipav Group is AEGEA’s major shareholder. The minority
stocks are distributed among International Finance Corporation (IFC), the Government of
Singapore Investment Corporation (GIC) and the Global Infrastructure Fund (GIF). Image
2 presents the AEGEA’s corporate structure.
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Image 2: Corporate structure of AEGEA [8]

The idea behind AEGEA is that joint partners are able to strengthen the company and, thus
leverage the investment. “There are many opportunities which are relevant for the growth
of the sewage treatment industry in Brazil. Hence, AEGEA looked for an adequate capital
structure to create this new businesses” says Yaroslav. The company put together a
shareholder structure with capacity for financial support, relevant presence in the
international market and knowledge about the particularities of the sewage treatment
market in developing countries [11].
AEGEA’s first partner was IFC, the private sector lending arm of the World Bank Group. In
2012, with a funding of 100 million Brazilian reais, IFC became a major AEGEA shareholder.
The following year, GIC, one of the world’s biggest funds engaged in other sanitation
markets, made investments in AEGEA of 300 million Brazilian reais. That same year, GIF,
a fund which invests jointly with IFC in equity projects with infrastructure companies
localized in emerging countries, became a AEGEA shareholder. Apart from its
shareholders, the main agents involved in the AEGEA business model are the federal, state
and municipal governments. Table 2 presents the main actors involved in AEGEA business
and the roles they play, the benefits they receive, and coordination costs they assume.

Shareholders/AEGEA
Equipav, GIC, IFC, GIF
Stakeholders and other minority
shareholders

Roles

Supply water services
and sanitary sewage
to the population.
Provide legal tender
for bidding processes.
Manage assets.

Government
Federal, state and
municipal levels

Establish public policies
to promote sanitation.
Guarantee the supply of
public services of water
supply and sewage
treatment to the

Clients
Consumers, including
low-income
populations and civil
society
Pay connection rates
and water/sewage
treatment
consumption.
Use resources in an
appropriate manner.
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Shareholders/AEGEA
Promote social,
financial and
environmental
sustainability.
Guide resource
allocation in a
transparent and
effective way in
compliance with the
civil code.

Government
population.
Manage bidding
process.
Supervise service supply.
Collect tax.

Benefits and
interests

Capitalization of their
shares.
Trademark valuation.
External investments.

Invest in water supply
networks and
municipal sewage
restructuring;
corporate asset
Coordination
management;
costs
management of
organizational assets;
electrical energy;
chemicals products;
personnel.

Raise awareness on
environmental good
practices.
Advocate for
improvement and
expansion of services.

Guide resources
allocation in a
transparent and
effective manner in
compliance with the civil
code.
Broaden sewage
treatment services.

Profit in the rates
applied to provide
services.

Clients

Conservation of hydric
resources.
Public health.
Skilled labour,
development of local
economy.
Increase financial
allowances by means of
“ICMS Verde”1.

Access to water
supply and sanitary
sewage services.
Improve public
health, social
inclusion and
sustainable
development,
especially among
low-income
populations.

Pay connection rates
and water
Manage bidding process,
consumption and
supervision and control.
sewage treatment
rates.

Table 2: Mapping, roles, benefits and interests and coordination costs for the main
actors of the AEGEA business
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Generally, the services provided by AEGEA create value for society by expanding water
supply and sanitary sewage services to the entire population, thereby promoting the
conservation of water resources, biodiversity, public health and the economic
development of communities where it intervenes [12].
Specifically, for government, the value provided by AEGEA's business can outweigh the
environmental and health benefits. In the State of Rio de Janeiro, for instance, the
expansion of sewage treatment services results in a greater transfer of financial resources.
This is due to the increase in the rates of sewage treatment of a given municipality that
makes it possible to receive a higher percentage of ICMS Verde.
The municipality of São Pedro da Aldeia (RJ) was recognized for excellence in its allocation
of state resources in 2013, coming in 17th place among 74 contestants. Significant
improvements to the city’s sanitary services boosted the city to 8th place by 2014 [14].
According to the council mayor, Cláudio Vasque Chumbinho dos Santos, all the revenues
from ICMS Verde were invested in the environment sector. In his opinion, the intervention
of Prolagos, an AEGEA concessionaire, helped boost the local economy through fisheries
and tourism, now fostered by the recovery of Araruama Lagoon, the largest hypersaline
lake in the world [14]. The municipality of Piracicaba is another example. It jumped from
93rd place in 2013, to 21st in 2014 through improvements through the municipal “greenblue program” from the State of São Paulo.
The relationship between AEGEA and the government is established by means of a
contract. The holding position itself is a complementary agent to the public sector, acting
in a system of proactive and flexible cooperation [9]. In some cases, by means of
negotiation with the municipalities and with the regulatory agencies, AEGEA
concessionaires renegotiate the terms of the concession to increase benefits for the
population, especially low-income consumers [9]. According to Vasque Chumbinho, the
role of the granting authority is to supervise the performance of the service provider,
assessing it when necessary and guiding the decision-making processes. He notes that
communication channels with Prolagos are effective and highlights that they are both
working to benefit the population [14].
For consumers, AEGEA’s business creates better conditions and quality of life. Indirectly,
these consumers also benefit from local development supported by AEGEA’s operations.
Before starting its activities, AEGEA assesses possible impacts on the communities and
returns from their operations, intervening to reduce and/or compensate for negative
impacts and to multiply positive impacts [12]. The aim of these interventions is to enable
social, environmental and economic benefits for the villages where the company operates
by means of revenues and job creation for the population living near construction projects,
as well as by reinforcing relationships with local suppliers, ranging from professional
qualification initiatives to the integration of small and mid-sized companies in the industry
production network [12].
Among low-income populations in particular, the services supplied by AEGEA cover their
fundamental needs for sanitation and promote social inclusion. AEGEA’s relationship with
the communities involved in the operations is guided by a business model that is attuned
to regional differences and which tries to understand and attend to specific needs. In
addition, AEGEA develops initiatives to contribute to community well-being, such as social
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responsibility programs for urban development, environmental education, cultural and
sport activities and charitable giving, with emphasis on those that support low-income
individuals [12].
In the region of Lagos, RJ, all investments in sanitation are discussed and defined by the
Technical Chamber of Sanitation of the Bacias Lagos São João Committee and in the
presence of the end-users of water resources and representatives of the public sector and
civil society, including non-governmental organizations (NGOs) and Prolagos employees.
In this way, several proposals were discussed and local priority areas for the
implementation of investments were defined jointly.
According to Arnaldo Villa Nova, of Viva Lagoa NGO, president of the Plenary Committee
of NGOs in the Region of Lagos, RJ, and a customer of Prolagos, the role of NGOs is crucial
for the promotion of sanitation in the region [17]. Arnaldo declares that the proposal for
sanitation services in the municipality of São Pedro da Aldeia, RJ, was modified according
to suggestions of the NGOs [17]. “We were fundamental in this process, as we put forward
the idea of changing the system. If we had not mobilized the stakeholders, it would never
have happened,” reaffirms Arnaldo [17]. He still comments that there is a clear relationship
between society and Prolagos, which brings significant benefits for both parties [17].
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FACTORS THAT INFLUENCE AEGEA’S
BUSINESS
Currently, the sanitation systems of approximately 94% of Brazilian cities are operated by
municipal or state owned companies [7]. Despite the encouragement of the federal
government, there is a lack of resources available for investment in the sanitation industry
in Brazil. However, it is seen as an promising opportunity for the private sector
participation. In 2013, the participation of private companies in the sanitation sector was
approximately 6%; is expected that this may rise to 30% by 2030 [7].
In 2007, Law Nº 11.445, also called the Basic Sanitation Law, demanded that municipalities
elaborate management plans for the sanitation industry, creating formal contracts and
increasing transparency and responsibility [18]. Based on the success of private industry
operations and stimulated by insufficient public sector sanitation capacity in Brazil,
municipalities are now more receptive to opportunities for partnership with private
companies. Furthermore, in some regions, tariffs allow for cost recovery and reasonable
cost returns. This boosts business sustainability and enables greater shareholder
revenues, ultimately motivating increased investment in sanitation.
Despite this, AEGEA representatives explain, regulation in the sanitation industry in Brazil
is inefficient and current legal structures make its interventions more difficult [11, 12].
Therefore, AEGEA considers that the main challenge for the company is to overcome the
inefficient regulations and structure in the sanitation industry. In real terms, the Basic
Sanitation Law is still in process of implementation and interpretation. Brazil’s sanitation
regulations were developed and deployed in an environment of great political instability
and absence of a national policy for the sector. As a consequence, Brazil suffers from an
absence of ownership of systems of common interest, and a lack of national policy for this
industry [12]. One of the most controversial aspects of the Sanitation Law relates to the
regulation of sanitation supply services in metropolitan areas [12]. Existing regulatory
agencies have the obligation to implement regulations under the aforementioned Law.
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However, the current regulatory uncertainty and any of the changes recently proposed or
to be proposed may have an adverse effect on AEGEA's business [11,12]. Hence, the
company’s current challenge is to help defend and promote stability in the contractual
landmarks agreed upon with Brazil’s concession-granting institutions.
Another factor that influences AEGEA’s business relates to uncertainty in the Brazilian
economy, marked by frequent governmental intervention affecting monetary policies on
credit, taxation, and other issues. The acquisition of new concessions and new publicprivate partnerships rise new risks associated with integration, acquired business
contracts and concession operations that may influence AEGEA’s business performance.
Future changes to market interest rates may also impact AEGEA’s business. Contracts
impose specific long-term obligations subject to variable interest rates. To mitigate this
risk, the holding company simulates several scenarios, taking into account refinancing,
renewal of existing positions and financing [8, 11]. Based on those scenarios, AEGEA plans
for reasonable changes in interest rates and assesses their impact on company results.
AEGEA may also find it difficult to meet the obligations associated with its financial
liabilities, which are settled with cash payments or with other financial assets
Climate factors can also impact AEGEA’s operational and financial performance, including
high rainfall or lack of rainfall, and pollution or contamination of water collection sources.
These themes have been broadly discussed at national level, due in no small part to the
absence of rainfall that ravaged the Southern East of Brazil between 2013 and 2015 [19].
Given that water consumption by the population is directly proportional to company
revenues, a lack of available water creates difficulties for commercialization and,
consequently, significantly reduces monthly revenues for AEGEA. In addition, the
distribution of water to the population necessitates compliance with specific technical
quality requirements. Hence, the pollution and/or contamination of water increases
operational costs associated with water treatment and, in some cases, may also impair
water distribution. Water quality is critical to AEGEA’s performance, and the company has
a group of professionals dedicated to the regular assessment of pre-distribution water
quality [12].
Doubts and uncertainties over energy availability and energy costs in Brazil may also
influence AEGEA businesses [20]. In order for water to be distributed to customers’ homes
and for sewage to be removed, sanitary infrastructure relies on the operation of pumps
and motors. This equipment typically operates using electrical energy. Hence, AEGEA’s
operational costs are directly influenced by the costs and availability of electrical energy.
To safeguard pump and motor operations, the company has invested in and installed
electrical generators powered by liquid fuels. This equipment serves the systems where
they operate, and are moved to locations with electrical outages or where the costs of
traditional energy consumption exceed the costs of liquid fuel [9].
Another intrinsic difficulty for AEGEA’s business relates to customer default levels. In
December 2013, AEGEA had approximately 117,2 million Brazilian reais in overdue
accounts receivables. To minimize the inherent risks of revenue shortages, AEGEA
manage its cash position and working capital conservatively.
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In addition to these challenges, AEGEA’s core strategy relies on a standard operational
management model honed by elder concessionaries and through the implementation of
new units. Águas Guariroba and Prolagos serve as role-models [9]. To obtain and scale-up
profits in each new acquisition, AEGEA follows a framework that addresses investments
in technology with high levels of service automation, cost reduction and natural resource
efficiency ranging from water management to electrical energy, creation of a professional
and efficient workforce, and the establishment of direct and participatory relationships
with the local community [9, 12]. In its growth strategy, AEGEA defined two lines of
intervention, one for the current operations and another for new businesses. In their initial
operations, Águas Guariroba and Prolagos achieved incremental profit growth through
their search for operational excellence. In current operations, AEGEA companies are
optimistic about increasing revenues through their service offerings and operational cost
reduction achieved through automation and control of the core inputs including energy
and chemical products.
The main challenges and inherent solutions to AEGEA businesses are presented in Table
3.
SOLUTIONS
Adapt
products
and
processes

Invest to
address
restrictions

Leverage
potential
of lowincome
consumers

CHALLENGES

Regulatory
environment

Compliance
with signed
contracts

Physical
infrastructure

Cost reduction
and natural
resource
efficiency

Access to
financial
services

Engage in
public
policy
dialogue

Structuring
core market
information

Market
information

Knowledge
and skills

Combine
resources
and skills

Creation of
the Social
Tariff
Program

Promotion of
contractual
market
stability

Automation
and system
supervision

Creation of the
Administrative
Centre

Training
personnel
and
suppliers

Hiring local
labour

Search for
international
investors

Table 3: Main challenges and inherent solutions to AEGEA business

15

RESULTS GENERATED BY THE BUSINESS
AEGEA’s quantitative and financial performance
AEGEA has a staff of 2.258 employees focused on providing more than 2,7 million people
with sanitation services, among which 285 thousand earn the minimum wage per month
[10, 21]. In the third semester of 2014, AEGEA served more than 629 thousand consumers
with water, representing an increase of 73,4% since 2010 [21,22]. Additionally, in
September 2014, AEGEA served more than 534 thousand consumers with sewage
services,73,4% greater than 2010 [21, 22]. To achieve these results, AEGEA enlarged its
water distribution and sewage collection networks by 55,9% and 67,9%, respectively,
between 2010 and September 2014 [21,22]. Table 1 summarizes AEGEA’s performance
indicators for 2010 and 2014, attesting to the growth of the company during the last five
years.
Indicator

Year of 2010

Population served
Employees
Water network extension (km)
Sewage network extension (km)
Consumers - water utilities
Consumers - sewage utilities
Water volume billed (m3)

< 1,2 million
640
4,759
2,138
363,164
125,396
62,5 million

Year of
2014*
> 2,7 million
2,258
7,420
3,589
629,564
534,634
77,9 million

Sewage volume billed (m3)

24,7 million

52,9 million

* Accumulated during the third semester of 2014.

Table 1: AEGEA performance indicators [21,22]
In the first three quarters of 2014, AEGEA achieved a net income of 675 million reais,
representing 96,4% of the total income obtained during 2013 [8,21]. This indicates an
increase of 68,1% in comparison with the income registered in 2011, of 401 million reais
[22]. As such, during the last five years, AEGEEA net income surpassed 2.5 billion reais.
The net profit obtained in the end of the third quarter of 2014 was of 75 million reais [21],
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equivalent to more than 92% of the net profit for 2013 [8] and 8,7% higher than that
registered in 2011 [22]. Therefore, AEGEA net profit between 2011 and the end of the third
quarter of 2014 surpassed 320 million reais. AEGEA net income, in its turn, reached more
than 740 million reais in the end of the third quarter 2014 [21], representing 95,6% of net
income in 2013 (774 million reais) [8] and totaling more than 2 billion reais in the last three
years. EBITDA2 totalled 198 million reais [21] in the third quarter of 2014, the equivalent to
88,4% of that obtained in 2013 [8] and 17% higher than that registered during 2011 [22].
Between 2011 and the end of the third quarter of 2014, AEGEA´s EBITIDA surpassed 779
million reais. In 2013, AEGEA’s profitability was 10,4%, and its EBTIDA margin was 45,6%
[8].
In that same year, financial income from income from investments plus interest and
penalties charged for late payment of invoices was 38.4 million reais. Fitch, an
international risk rating agency gave AEGEA a Long Term National Rating of ‘A+(bra)’ in
2014, supporting its strong position in the sanitation industry. AEGEA’s Short Term
National Rating, referring to AEGEA’s first issue of debentures, was also kept at ‘F1+(bra)’
in 2014 [12]. Image 3 presents key financial indicators for AEGEA during the last five years.

Image 3: Historical series of main financial indicators of AEGEA [8,21,22]

AEGEA’s social and environmental intervention
AEGEA develops projects oriented toward environmental preservation and community
development, including initiatives for low-income individuals [8, 23]. AEGEA focuses on
the sustainable development of society, preserving environmental and cultural resources
for future generations, respecting diversity, and contributing to the reduction of social
inequalities [12]. Among its projects, the Social Tariff Program stands out. This project is
dedicated to families with a monthly income of less than the minimum wage salary and
energy and water consumption of less than 100 kWh/month and 20 m³/month,
respectively [23]. For consumers using more than 20 m³ of water per month, a regular tariff
is applied to any water volumes that surpass that limit. However, if water usage exceeds

2

EBITDA - Earnings Before Interest, Taxes, Depreciation and Amortization.
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the limit three times, a consumer is no longer eligible for the social tariff. The water and
sewage tariffs applied through the Social Tariff Program are at least 50% lower than
regular tariffs [24]. According to Renan Mendonça, Prolagos Program Coordinator, to
increase economic accessibility, low-income consumers can also pay for their connection
fees in several instalments [24].
Águas Guariroba and Prolagos have teams dedicated to identifying and registering lowincome families in the program. For customers who are in debt and those who only use
water services irregularly, special options are available to regularize their access to
sanitation, including the option to pay in instalments and eligibility for discounts and
allowances [24]. Águas Guariroba has registered 5.500 consumers through the Social
Tariff Program. Prolagos implemented this program recently and is working to expand it.
Up to the moment, 183 clients were registered with Prolagos [24]. “A concessionaire
should have a maximum of 5% of all households registered through the social tariff.
Hence, it is estimated that more than 10 thousand households in the region of Lagos, RJ
might benefit from this program. Our goal is to register 80 to 100 new customers per
month”, says Mendonça [24].
Another AEGEA program of relevance is Água Solidária. Since 2011, this program has
aimed to offer treated water and dignity to low-income families in communities with
extreme poverty and social vulnerability in Campo Grande - MS. In the scope of the
program, Águas Guariroba identifies and engages with families, helping them complete
the necessary documentation to apply for social tariffs. The inhabitants are offered special
conditions Flexible conditions are offered to residents who have cut off connections to
reduce open accounts through discounts and instalment payments. If the connection is
active, the company team verifies the presence of leaks and evaluates the repair potential,
thus creating additional savings for consumers. By 2013, 1,700 families had benefited from
the program [12].
Program Afluentes is also notable. This program promotes integration between resident’s
associations and AEGEA concessionaries. The project plan includes visits to resident’s
associations and seminars focused on establishing open channels of communication with
the community, as illustrated in Image 4.

Image 4: Photo of the meeting in the scope of Program
Afluentes [25]
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Through frequent contact with community leaders, the concessionaries reach out to local
communities to understand their core needs, listening to feedback and suggestions about
the sanitation services. This enables the concessionaires to better evaluate and improve
service offerings. This relationship benefits from the communities’ input and contributes
to public awareness about the importance of treated water and sewage, especially for
low-income populations [16]. During 2014, in Águas do Mirante, concessionaires engaged
with 896 community leaders in 52 neighbourhoods. Águas Guariroba approached 636
community leaders, 1.955 personalized services were put forward and 1.636 supplied to
the leaders. In Prolagos, four meetings and 14 visits to resident associations were
organized.120 communities benefited from collaboration with their community leaders
[12].
The "Prolagos do seu lado" project aims, among other things, to reduce commercial losses
of water through the sectorization of teams, as a way to increase the proximity to its
customers and reduce the time of attendance of nonconformities. The project’s focus
areas include: fighting water theft, checking claims on accounts with high water
consumption, to split debts in a flexible way, customising payment methods to meet
client needs, checking leakages in private hydraulic installations, and educating
consumers on towards conscious water use. Since the beginning of the project, 6,926 new
water connections were created and 7,602 clients continued their service. In addition, it is
estimated that 1.910.241 m3 of treated water waste was avoided [12].
Commitment to the environment is an inseparable part of AEGEA’s business. The
company consistently works toward the protection of water resources, energy efficiency,
reduction of greenhouse effects, and adequate disposal of solid waste [12]. In this context,
the company promotes the fight against water losses in its supply system, sewage
treatment prior to drainage in the local creeks, recovery of forests for the preservation of
natural springs, awareness campaigns about the rational use of water and environmental
education programs in schools [23]. Each year, AEGEA invests in projects and programs
to protect the environment through its concessionaries. In 2013, AEGEA invested a total
of 4,8 million reais in environmental protection. For instance, Prolagos invested in
environmental protection and conservation activities including waste disposal,
environmental education, carbon footprint monitoring, environmental management, and
reuse of water. The company estimates that through its investments, 70 million litres of
sewage will be diverted daily from the beaches and lakes in the regions in which they
operate [12]. AEGEA also works to enable participative management of the environment.
Representatives of the concessionaries participate in Municipal Counsels for Water
Resource and also promote permanent partnerships with state and municipal
environmental agencies, local governments, and NGOs in order to advance environmental
development in their places of intervention [12].
In 2002, the intermunicipal grantor Consortium of Lagos São João, several NGOs, and the
Regulatory Agency and Public Ministry decided to implement specific changes to the
concession contract of Prolagos regarding the recovery of the Araruama Lagoon. The
parties understood that it would be impossible in the short run to execute the division of
collection networks necessary for the health of the regional sanitation system. Alone,
these networks consume around 70% of the resources planned for sewage during the
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concession period. Thus the parties jointly defined the provisional use of storm drainage
systems as collectors, since the sewers were already available at the site. These would be
directed by means of dry weather take-offs for elevation stations and TEEs, which would
lead to an immediate and massive reduction of the organic waste that reached the lagoon
[14]. Through this method, the margin of sewage coverage in the municipalities assisted
by Prolagos increased from 0 to 76%, between 2006 and 2013 [12]. Since then,
environmental indicators have demonstrated ecological improvements in the lagoon, as
well as the increase in quantity, weight and fish variety. The lagoon also exhibited reduced
quantities of nitrogen and phosphorus in the water, ultimately reducing pollution in the
lagoon. The recovery of the Araruama Lagoon has brought economic growth to the
region, and fostered tourism and fisheries [9, 14, 17]. Recreation activities in the lagoon
were also restored. Images 5 (a) e (b) present photos of the lagoon, after and before
Prolagos intervention.

(a)

(b)

Image 5: Photos of Araruama Lagoon before (a) and after (b) AEGEA ‘s
intervention [25]
Águas Guariroba also implements a program called “Sewage 100%” that envisages
universal access to collected and treated sewage in the city of Campo Grande, MS.
Launched in April 2012, the program aims to enable access to basic sanitation for all
Campo Grande residents. When the program is complete, it is expected that Campo
Grande will be the first Brazilian city to treat sewage with no impact on the tariff practiced
by the concessionaire. Through this program, the concessionary increased the percentage
of people with access to sewage collection and treatment services from 29% in 2005 to
73% in 2013. This program leverages an 891 million reais investment that enabled the
construction of a 2.852 km collection network, creating 198 thousand household
connections that serve 568 thousand people. The goal is to expand coverage to 100% by
2025, enabling the municipality to reach the goal established for universal sanitation
systems in advance of the deadline established by the Brazilian government.
Water and sewage services have improved both health and environmental indicators for
Campo Grande, MS. According to the Municipal Health Department there was a 34%
reduction in the prevalence of diseases transmitted through contaminated water between
2005 and 2009 [22]. Both Águas do Mirante and Águas de Matão achieved universal
sanitation in the municipalities where they operate in 2014 [12].
AEGEA tries to minimize the consumption of electric energy in its operations. It optimizes
the use of energy in its production sites, pumping stations and distribution networks.
CCOs monitor and manage operations centrally. Automated meter readings are also
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useful for fraud identification, and reduce water waste in the distribution system.
Prolagos, for instance, has an energy efficiency team that manages energy use and
develops projects to reduce consumption [12]. In 2013, the company maintained the same
energy consumption levels as in 2012, while also increasing active water consumption
units by 10% in the same period [8]. Prolago achieved this by improving the water
distribution system, system automation and control, and—above all—by reinforcing water
loss control practices. Energy efficiency and water loss reduction practices are developed
and supported by AEGEA's corporate directives and are therefore implemented by all
concessionaries [12].
Between 2006 and 2013, these initiatives enabled Prolagos to reduce water losses from
50% to 30%. In 2013, the average water losses across AEGEA concessionaries was 32,9% less than the national average of 39%. In the same year, Águas Guariroba reduced
electrical energy consumption for its water supply systems by approx. 14,94%, in
comparison to 2007 [8]. Investments across the entire system, including the replacement
of old assets with modern high-performance equipment, installation of capacitator banks,
prioritization of more efficient units, reactivation of units, paralysis of units in peak times,
and tariff changes, among others [12].
AEGEA’s water treatment activities follow very strict quality requirements and is fully in
accordance with the Brazilian legislation. In Águas Guariroba, water treatment is
standardized from the uptake to the distribution, and the water potability, on average, is
99,5% from uptake to distribution. In water treatment stations, water is also reused in a
variety of ways: for instance, the water is reused to clean the filters. In addition to reducing
water consumption, this practice also economizes and avoids the waste of chemical
products used during the treatment. In 2013, 65.000 m³ of water was discarded during
cleaning activities per month in the Águas Guariroba system, and 90 m³ per month in the
Prolagos system. Moreover, a water treatment station processing 40 m³ of water daily was
built by Prolagos in ETE Búzios, making water available for a golf campus in the
municipality [9,12].
AEGEA assesses the economic, social and environmental impacts of its activities annually
and presents them in a Sustainability Report (RSA) [8]. AEGEA also manages its
environmental and social impacts through its Planning and Implementation Project for
Management and Sustainable Operations, which integrates the company’s Corporate
Policy and Sustainability Guidelines [12]. As a result of these interventions, AEGEA was
awarded two prizes related to social inclusion in 2013 [12]: the Inclusive Business Leader
Award, awarded by IFC in acknowledgement of their institutional efforts to provide
services for low-income populations; and Metering International’s Latin American
Excellence Award, for the project Prolagos Do Seu Lado.
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Conclusions and Future Perspectives
AEGEA is a private provider of water and sewage services focused on engaging
in long term contracts and maximizing the scope and efficiency of operational
sanitation systems. In Brazil, its interventions have contributed to the reduction
of environmental impacts, the promotion of public health, and improvement of
quality of life for low-income people. For low-income individuals, AEGEA
provides critical sanitation services and promote social inclusion. For AEGEA, in
turn, the participation of low-income individuals in its business model enables it
to increase its revenues and to meet contractual coverage targets agreed upon
with concession-granting municipalities. This ultimately maximizes market
credibility and reinforces relationships with investors.
With a business model oriented towards sustainability, the company serves
more than 2,7 million people, among which approximately 285.000 receive up
to the minimum wage. These services generated net revenues of more than 2,5
billion reais between 2010 and 2014, demonstrating the continued expansion of
the sanitation industry in Brazil.
According to Carlos Roma Jr., AEGEA’s growth depends on successful
replication of its business model and the continuous search for process
improvement opportunities [9]. Yaroslav Memrava Neto mentions: “There are
many future opportunities. AEGEA has audacious goals, mainly because the
sanitation industry in Brazil took a long time to develop. Tilt is inevitable for the
private industries to participate in this sector, whether in partnership or to fill
gaps” [11]. Investments in AEGEA are attractive because the company’s
operations are stable and based in long-term contracts, in which execution
extends over decades-long timelines. As Brazil moves toward universal
sanitation coverage, AEGEA is well placed to attract further investment due to
its financial security, transparent decision-making processes, quality assets,
operator profile and sustainability guidelines, and commitment to inclusive
business [11].
Through its strategic plan, AEGEA aims to support the population growth by 4%
per year. The company plans to triple the number of households it serves
through its current concessions and new businesses by 2018. The company’s
2014-2018 strategic plan lays out a number of methods through which to reach
its goals, including continuously improving its model concessionaries (Águas
Guariroba and Prolagos); improving the performance of new concessionaries by
implementing its standard operational management model; acquiring private
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operations; developing build-operate-transfer (BOT) projects; implementing
new technologies that advance efficiency and add value to the business;
consolidating the service market; maintaining current market share; and
pursuing further growth through an efficient capital structure.
Looking ahead, AEGEA has identified 2.800 Brazilian municipalities for potential
intervention. This includes 82 projects distributed across nine states that may
significantly expand AEGEA’s footprint in the coming years.
The company's main challenge will be to maintain its status in the sanitation
market in order to meet national demands, to overcome the recent conjuncture
challenges imposed by water and energy shortages in Brazil and to seek
continuous improvement of its results. To this end, it is important that AEGEA
seize the potential to leverage foreign investments and emerging investor
interest in "impact investments" and green bonds.
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