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IN BRIEF

Sustainable access to safe drinking
water (SDG6) remains a critical
development challenge, particularly in
rural areas where 60% of the population
lacks access to safely managed water
services. This study examines the
financial viability of different water
provision models in rural Mali and
Burkina Faso, offering valuable insights
for policymakers and investors.

An analysis by Open Capital Advisors of Uduma's
operations during 2023 indicates that it may be
possible for private operators of publicly owned
large water networks in rural areas to achieve
operational profitability under long-term operation
and maintenance (O&M) contracts. However,
smaller-scale solutions such as manual pumps and
solar-powered stations face significant profitability
challenges without substantial scale and cross-
subsidization from larger systems, and will require
some level of grant funding to cover O&M costs
and achieve sustainable services. Catalytic results-
based funding (RBF) is an important source of
supplemental revenue to help rural water utilities
transition toward financial sustainability by
enabling infrastructure improvements and growth
in consumption in higher-density rural areas while
optimizing and maintaining service delivery in less
densely populated rural areas. In all situations,

the financial viability of professional rural water
services depends on key government decisions
on tariff levels, public or private responsibility for
investment and renewal of capital assets (pumps
and pipe networks), and the length and terms of
the concessions granted to private operators.

These insights underscore that professional

rural water utilities must manage diverse system
portfolios to enable cross-subsidization. At the
same time, access to catalytic RBF is essential

for improving overall profitability and enabling
scale. This analysis provides valuable guidance for
governments and funders on how to structure and
support the establishment of an optimum mix of
services, regulatory frameworks, affordable tariffs,
and appropriate funding mechanisms to support
sustainable rural water service delivery at scale.
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BACKGROUND

Uduma operates as a private' rural water
utility serving over 1.5 million people across
Mali, Burkina Faso, Benin, and Cote d’lvoire
through long-term government concessions.
Its operations encompass three distinct service
models, as outlined in Figure 1 on the right.

In 2023, Open Capital Advisors conducted a
profitability analysis of Uduma’s 2023 operations
in Mali and Burkina Faso to support their journey
to scale and to identify approaches to improving
profitability and attracting new public, impact,
and private investment in the two countries. A
second objective was to spur dialogue within
the WASH sector on the real costs and financing
needs to deliver water in rural settings in Africa.

OPERATIONAL CONTEXT

Rural water delivery in Mali and Burkina Faso
operates within a semi-public framework where
governments maintain responsibility for setting
water tariffs, financing public infrastructure,
and awarding service delivery contracts within
designated areas. The regulatory structure
provides for 10—-15-year O&M contracts, with
rural water utilities managing shorter-lifespan
equipment maintenance while governments
retain responsibility for longer-lifespan
infrastructure. This arrangement aims to
balance cost recovery through tariffs while
maintaining affordability for users.

Both countries have been struggling with
persistent insecurity and instability in the region.
Coups in both countries and the expanding
conflict have had devastating humanitarian

1. In this document a ‘private’ utility refers to one that is not publicly owned,

which could be either for- or not-for-profit. In the case of Uduma, it is a
for-profit private utility.

Figure 1:
1
a.
b
B 2
a
b
(o
odo 3
a
b
C

Service models operated by Uduma
Manual Pump Systems — Mali

Borehole-based pumps serving
approximately 400 people per unit

. Revenue model based on monthly flat fees
. Solar Water Stations — Mali

. Solar-powered systems with water

tower storage

. Serves approximately 500 users through

public standpipes

. Volume-based revenue model

. Large Water Networks — Burkina Faso

. High-capacity systems serving
2,000-10,000 people

. Distribution through public standpipes and
household connections

. Volume-based revenue model
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consequences, with millions of people internally
displaced, thousands of schools closed, and

Figure 2: Comparison of Uduma operations
in Mali and Burkina Faso in 2023

access to basic services severely limited. The
instability makes it extremely challenging for

governments to invest public finance in water i;:rp;i‘;fns Mali | 35 municipalities
infrastructure and the context makes it even
more difficult for private water utilities such as
Uduma, operating exclusively in rural and costlier & Bur#;g: 40 municipalities
areas, to collect revenue and generate enough
income to cover O&M costs.

People .
Despite this, Uduma has been operating served Mali (127,800
large publicly owned networks in dozens of
municipalities in Burkina Faso since 2018. In 2023, Burkina
Mali's operations consisted solely of manual pumps 220 Faso | 140220
and solar stations in 35 municipalities, with large
network management planned for 2025. This Duration of
reflects Mali's newer private utility framework contract(s)  Mali 15years
compared to Burkina Faso. Additionally, Uduma
Mali's unique build-operate-transfer (BOT) contract )
structure? means that Uduma owns the assets E Burking 1015 years
during the contract period, affecting depreciation
calculations in profitability analysis. By comparison, 2023
depreciation was not included in the analysis for Customer  Mali US$52,000
the systems managed under the O&M contracts in Revenue
Burkina Faso due to their public ownership. bk

urkina
The scale disparity between operations in the @ Faso |09 7207000
two countries is significant, with Mali's revenue in
2023 being less than one-fifth of Burkina Faso's, Revenue ,
as detailed in Figure 2. The analysis considered per Mali
two sources of revenue in both countries: revenue :::::21 <
from user fees and payments from results-based Burkina
funding® (RBF). The RBF is presented separately ® Faso |05 7203
to properly highlight its impact. Grant funding
used to support the respective governments in RBF as %
rehabilitating or upgrading public infrastructure to of total Mali e
improve operational efficiency (e.g., reducing non- income*
revenue water, prepaid meters, solar power, etc.)
Mali  33% (solar water stations)

was not considered. This approach highlights the
core operational economics while acknowledging
that more stable markets like Cote d'lvoire and
Benin where Uduma also operates typically benefit
from regular public infrastructure investment.

2. The assets were financed through a mix of grant and commercial capital.

3. RBF is a funding mechanism where payments are made only after
pre-agreed results or outcomes are achieved and verified. Unlike
traditional funding that'’s provided upfront, RBF links payment directly to
performance. In the case of Uduma, RBF is provided by Uptime.

4. Total income includes both customer revenue and RBF for the year
under consideration.

Burkina
@ Faso

29%
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PROFITABILITY ANALYSIS OF DIFFERENT SYSTEMS

The analysis summarized in Figure 3 shows that in
2023, with revenue from user fees alone, Uduma
operated at a net loss in both countries. However,
there was a net operating profit in Burkina Faso when
also including revenue received from RBF contracts,
which excludes depreciation of capital assets that
are owned and renewed by the government.

Burkina Faso

While the analysis provides a snapshot in time
during 2023 in Burkina Faso, Uduma generated a
net profit® for three consecutive years, from 2019
to 2021, proving the profitability of O&M contracts
for large water networks when managed at scale.
The increased insecurity in 2022 led to the damage
or loss of access to several large systems, reducing
customer revenue by 18% compared to 2021. By
2023, the number of people served dropped by
over 40%, from a high of 235,000 people in 2021.
During those challenging times, RBF played a
critical role in sustaining the business.

The analysis allows for a comparison between the
different types of systems, where the large networks
in Burkina Faso had the best economics and were the
most efficient for Uduma to operate compared to
solar stations and manual pumps. Providing services
via 47 large water networks in Burkina Faso led to
economies of scale where indirect costs® (only 36%
of total costs) were spread across a larger number of
systems and connections.

There remains significant potential to improve
profitability of the existing networks through
modernization (e.g., solarization, pre-paid meters,
etc.) and adding household connections to increase
consumption volume. Combined with the plans

to add more large networks, this will allow Uduma
to ensure the services become self-sustaining for
O&M costs, and to channel any profits and RBF
towards cross-subsidizing less profitable systems
and areas.

Figure 3: Profitability comparison of different Uduma systems in Mali and Burkina Faso in 2023

WITH RBF WITHOUT RBF
°# Burkina Faso: Large water networks
Gross margin’ 49% Gross margin 29%
EBITDA margin® 17% EBITDA margin -15%
Net operating margin?® 15% Net operating margin -17%
-
g Mali: Solar water stations
Gross margin 71% Gross margin 57%
EBITDA margin -73% EBITDA margin -59%
Net operating margin -159% Net operating margin -288%
K" Mali: Manual water pumps
Gross margin 59% Gross margin 19%
EBITDA margin -51% EBITDA margin -100%
Net operating margin -148% Net operating margin -387%

5. Net profit is calculated by subtracting direct and indirect operating expenses,
depreciation and amortization for assets owned by Uduma, as well as any taxes
and interest incurred, from the net revenue collected by Uduma from user fees and
RBF. The figure does not include depreciation and amortization for assets owned
by the government and operated by Uduma.

6. Indirect costs include for instance fees to public authorities, office supplies and
costs, country-level team costs (e.g., customer service, water quality officer, etc.),
legal and financial services, etc.

7. Gross margin measures the profitability of a service in terms of the percentage
of revenue left after deducting the direct costs of provision. It illustrates the
efficiency of each service and the ability to generate profit from direct labor and
materials.

8. EBITDA margin offers a broader perspective on the sustainability of the current
scale of services by also factoring in indirect costs (or overheads). It reflects the
percentage of revenue that remains after accounting for these operating expenses,
but excluding the effects of interest, tax, depreciation and amortization.
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Mali

As for Mali, the insecurity, comparatively small scale,
and less profitable portfolio of infrastructure are
shown to be contributing factors to the net loss

in 2023. Although solar water stations and manual
pumps were both determined to have positive gross
margins — higher than for large networks — these
services are nonetheless significantly loss-making
at the EBITDA and net operating margin levels. This
reflects the relatively small scale of operations in
Mali, with a high impact of indirect costs (up to 84%
of total costs) and depreciation due to Uduma's
ownership of assets under the BOT contract.

While cost-saving technologies (e.g., smart
meters, mobile payments, and automation of

CONCLUSIONS

Operating and scaling rural water services poses
immense challenges, particularly in conflict-
affected regions. The economics of large water
networks operated by Uduma in Burkina Faso
clearly shows the potential for profitable provision
of O&M services, especially at scale, and under

a contract where the capital costs of efficient
infrastructure is publicly financed. Where public
finance is not sufficient or possible, a certain
level of grant funds (e.g., catalytic RBF) should

be considered to support a rural water utility’s
transition to profitability.

However, large water networks are not practical
solutions in less densely populated remote
locations. Technologies that are most common for
water provision in more remote locations — such

as the manual pumps and solar water stations
operated by Uduma in Mali — are loss-making unless

water points) and increases in consumption can
help improve the efficiency and profitability of
these services to some degree, the combination
of scale, cross-subsidy from more profitable
systems, and impact-focused RBF'®, are necessary
for profitability and sustainable service delivery.

The most viable model seems to be one where
public finance and / or grants are used to invest in
cost-saving technologies and new large networks,
coupled with a continued need for grants (like
RBF) to cover O&M costs, to support rural water
utilities in providing access to water under long-
term O&M contracts.

they are operated at a significant scale that allows
for cross-subsidization and can generate additional
revenue beyond user fees, such as impact-focused
RBF. Public finance and/or grants are also necessary
to fund the capital cost of the infrastructure in
these areas.

To conclude, for rural water utilities like Uduma

to scale access to safe water and drive SDG6,
governments, and financing partners must
understand the importance of operating a mix

of large and small systems within a defined
geographic service area to the operating
profitability and, ultimately, the sustainability of
water services. This support, particularly in conflict-
affected areas, includes access to grant and patient
capital, and long-term and financially sustainable
management contracts.

9. Net operating margin (or EBIT margin) similarly accounts for both direct and
indirect operating expenses but, unlike EBITDA margin, includes the effects of
depreciation and amortization for assets owned by Uduma. The figure does not
include depreciation and amortization for assets owned by the government and
operated by Uduma. In the case of Burkina Faso, where the government owns
the large systems operated by Uduma, an analysis of the full cost of such water
service delivery should also look at the depreciation (and ultimate replacement)
of systems.

10. We refer to impact-focused RBF as that which enables long-term (e.g., for the
period of a contract) subsidies to reach very remote communities that are unlikely
to ever become profitable.
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