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Table 2:  Major Risks For Distribution Table 2:  Major Risks For Distribution 
Companies And Their LendersCompanies And Their Lenders

Risk that the company will not be able to recover the costs of oRisk that the company will not be able to recover the costs of operating its perating its 
distribution system (i.e., the distribution system (i.e., the ““wireswires”” function) or the costs of retailing electricity function) or the costs of retailing electricity 
(i.e., the supply function) either because the regulator disallo(i.e., the supply function) either because the regulator disallows certain operating ws certain operating 
costs or sets unrealistic performance targetscosts or sets unrealistic performance targets. . The allowance for some technical and The allowance for some technical and 
nonnon--technical losses is sometimes included as operating costs. technical losses is sometimes included as operating costs. 

Operating Cost Risk Operating Cost Risk 

Risk that the company will collect lower revenues and/or pay penRisk that the company will collect lower revenues and/or pay penalties because it is alties because it is 
unable to meet supply obligations specified in its license or counable to meet supply obligations specified in its license or concession.  The ncession.  The 
companycompany’’s failure to supply may be caused by its own actions (e.g., poors failure to supply may be caused by its own actions (e.g., poor
transformer maintenance),  actions of others (e.g., inadequate gtransformer maintenance),  actions of others (e.g., inadequate generation or eneration or 
transmission capacity) or acts of God (e.g., a major drought). transmission capacity) or acts of God (e.g., a major drought). 

ObligationObligation--toto--Supply Supply 
RiskRisk

Risk that the quantity of electricity sold is less than the amouRisk that the quantity of electricity sold is less than the amount projected by the nt projected by the 
company or the regulator in setting tariffs. company or the regulator in setting tariffs. 

Demand RiskDemand Risk

Risk that the company will not be allowed to charge tariffs thatRisk that the company will not be allowed to charge tariffs that recover the cost of recover the cost of 
its power purchases.  This could occur if the regulator disallowits power purchases.  This could occur if the regulator disallows the prices paid or s the prices paid or 
the quantities purchased.the quantities purchased.

Purchased Power Purchased Power 
RiskRisk

Risk that the company will be unable to collect its allowed reveRisk that the company will be unable to collect its allowed revenues.  This could nues.  This could 
occur for one or more of the following reasons: customers refuseoccur for one or more of the following reasons: customers refuse to pay their bills, to pay their bills, 
customers tamper or disconnect meters, company employees receivecustomers tamper or disconnect meters, company employees receive bribes to make bribes to make 
illegal connections or under collect metered  or billed amounts illegal connections or under collect metered  or billed amounts and government and government 
officials or courts are unable or unwilling to support disconnecofficials or courts are unable or unwilling to support disconnections or other actions tions or other actions 
against nonagainst non--paying customers. paying customers. 

Collection Risk Collection Risk 

ExplanationExplanationRisk TypeRisk Type



ContCont’’d:d: Major Risks For Distribution Major Risks For Distribution 
Companies And Their LendersCompanies And Their Lenders

Risk that the government does not pay  promised subsidies or pays with 
considerable delay. 

Government Subsidy 
Risk 
Source: Bakovic T., Tenenbaum B. and Woolf F., Regulation By Contract, Working Draft, 2003

Risk that the company will not be able to recover its capital coRisk that the company will not be able to recover its capital costs because the sts because the 
regulator sets a low the allowed capital base, disallows costs oregulator sets a low the allowed capital base, disallows costs of certain capital f certain capital 
expenditures or sets low rates of return. expenditures or sets low rates of return. 

Capital Cost RiskCapital Cost Risk

Risks of expropriation, nationalization, war, civil disturbances and breach of 
contracts. 

Political Risk 

Risk that the regulator will reinterpret existing regulations or create new ones 
that will increase costs or reduce revenues. 

Regulatory Risk 

Risks related to the financial risks borne by entities that have lent money to the 
company. 

Financing Risk 

Risk that the government will not give the  company access to  sufficient foreign 
exchange to repatriate earnings and to pay for costs incurred in other currencies. 

Foreign Exchange 
Convertibility Risk 

Risk that the company will not receive sufficient revenues from its customers to 
pay for costs incurred in “hard” currencies. 

Foreign Exchange 
Rate Risk 

Risk that company’s tariff will not be adjusted for general inflation. Inflation Risk 

ExplanationExplanationRisk TypeRisk Type



Table 3:  Trends in Foreign Exchange RatesTable 3:  Trends in Foreign Exchange Rates In In 
Selected Countries Where American And Selected Countries Where American And 

Foreign Power Had Subsidiaries Foreign Power Had Subsidiaries aa

aa All rates are yearly averages except for the 1960 rates, which All rates are yearly averages except for the 1960 rates, which are for March 31, 1960are for March 31, 1960

Source: Jose A. GomezSource: Jose A. Gomez--IbanezIbanez, The Future of Private Infrastructure, Lessons From the Nationa, The Future of Private Infrastructure, Lessons From the Nationalization of Electric Utilities lization of Electric Utilities 
In Latin America, 1943In Latin America, 1943--1970, Discussion Paper, 1970, Discussion Paper, Taubman CenterTaubman Center, Kennedy School of Government, Harvard University, , Kennedy School of Government, Harvard University, 
January, 1999, p.18.January, 1999, p.18.
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