
Broadband for Development Project (RRP SOL 44382) 

FINANCIAL ANALYSIS1  

A. Financial Analysis  

1. Under the proposed project, the Asian Development Bank (ADB) will support the 
development and operation of a submarine fiber optic communication cable system (SCS) 
comprising (i) an international cable that will connect to the existing PIPE Pacific Cable (PPC1); 
and (ii) two domestic spurs (one running from Guadalcanal to Malaita, and another from 
Guadalcanal to the Western Province). The SCS will provide cost-effective broadband 
connectivity and access to the rest of the world, which will boost opportunities for inclusive 
growth through expansion of business opportunities in the information and communication 
technology sector, and by enabling broadband solutions to service delivery constraints in key 
social sectors such as health and education.  
 
2. Demand projection. A ―top-down‖ methodology was used to forecast demand. This 
approach begins with existing demand and projects growth for the period after the cable comes 
into service on the basis of similar existing cables elsewhere in the Pacific region,. After the 
initial surge of demand sparked by abundant capacity availability and significant price 
reductions, it is assumed that growth flattens to around 50%. Capacity has been forecast 
deliberately at the lower end of all available Pacific-based benchmark data (Figure 1). 
 

Figure 1: Demand Growth over Time
2
 

 
 
3. Pricing. Table 2 shows the Solomon Oceanic Cable Company’s (SOCC) initial proposed 
pricing per megabits per second (Mbps). The price for initial capacity will be significantly less 
than the cost of satellite service, with significant reductions for larger volumes. In line with an 
earlier World Bank-sponsored study,3 a cap of 1.5% on the level of customer expenditure on 
international capacity has been applied to future revenues, resulting in continued future price 
reductions. The financial model shows that the chosen price scheme can produce a good return 
while also being a fair basis for charging the buyers of capacity. 
 
 
 
 
 

                                                
1
 Also includes the financial management assessment (part B).   

2
 For details on the referenced regional cables: http://www.submarinecablemap.com/ . 

3
 World Bank. 2010. Technical, Economic and Financial Feasibility Study for the Solomon Islands (For a better Pacific 
connectivity). Washington DC. 

0% 

500% 

1000% 

1500% 

2000% 

2500% 

RFS Year 1 Year 2 Year 3 Year 4 Year 5 

APNG 2 

ASH 

SAS 

Honotua 

Gondwana 

SOCC (F'cast) 

http://www.submarinecablemap.com/


2 
 

Table 2: Proposed Pricing Schedule 
Mbps Range Span 

(Mbps) 
Incremental Rate 
($/Mbps/month) 

Cumulative Rate 
at Upper End 

10–25 15 1,500 1,500 

25–50 25 1,200 1,461 

50–100 50 1,000 1,230 

100–150 50 800 1,087 

150–200 50 600 965 

200–300 100 500 810 

300–400 100 400 708 

400–500 100 350 636 

500–750 250 300 524 

750–1,000 250 250 456 

1000–2,000 1000 200 328 
Mbps = megabits per second 
Source: ADB estimates 

 
4. Methodology and assumptions. The weighted average cost of capital (WACC) of 
SOCC was compared with the financial internal rate of return (FIRR) to determine the project’s 
financial viability. The sensitivity of the FIRR to adverse movements in the underlying 
assumptions was also assessed. The financial viability was assessed based on the financial 
sustainability of SOCC’s operation over 18 years. The total estimated cost of the submarine 
cable system is $53.57 million, including project management and contingency, and the 
estimated first year annual operating costs for the cable system are $1.5 million, with an annual 
increase of about 3% as a result of inflation. The financial benefits were estimated from the 
revenue accruing to SOCC, which is calculated by the demand for international bandwidth 
(measured in Mbps) multiplied by the proposed wholesale tariffs.  
 
5. Calculation of weighted average cost of capital. SOCC’s WACC was computed 
based on the financing plan, which comprises the equity contribution to the project by SOCC 
and the debt financing from the Government of Solomon Islands as well as the commercial 
lender. The debt financing by the government will be funded by a mixture of a concessional loan 
and a grant from ADB. The costs of SOCC equity was assumed to be 15%, and of SOCC 
commercial debt 6.5%. ADB’s grant and loan to the government will be onlent to SOCC at a 
blended rate of 2.95%. Table 3 shows that the resulting WACC is 3.75%. 
 

Table 3: Weighted Average Cost of Capital 
Item Equity Sovereign Debt Commercial Debt Total 

Amount ($ million) 10.0 18.0 25.7 53.7 

Weighting 18.66% 33.58% 47.76% 100% 

Nominal cost 15.00% 2.95% 6.50%  

Tax rate 30.00% 30.00% 30.00%  

Tax-adjusted nominal cost 10.50% 2.07% 4.55%  

Inflation rate 7.40% -(3.20%) 1.60%  

Real cost 2.89% 5.44% 2.90%  

Weighted component of 
WACC 0.54% 1.83% 1.39% 

 

WACC 3.75% 
WACC = weighted average cost of capital; () = negative 
Source: Asian Development Bank estimates. 
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6. Calculation of financial internal rate of return. The FIRR is 22%, calculated using a 
15% hurdle rate over 18 years, including the construction period of 2 years. This comfortably 
exceeds the estimated WACC of 3.75%, supporting the financial viability of the project. 
 
7. Sensitivity analysis. The more obvious financial risks for the project include (i) an 
increase in the price of the cable system, (ii) lack of access to necessary counterpart funds, and 
(iii) a shortfall in anticipated demand and hence revenues. These risks are considered low 
because (i) the cable system cost estimates are based on recent tenders received during the 
preparation of similar projects by ADB’s technical assistance consultants; (ii) the equity funds 
are coming from the well capitalized National Provident Fund;4 and (iii) Solomon Telekom 
Company (STL) is a long-established operator with a solid revenue stream and credit history, 
and the ability to meet the funding requirement from its own cash reserves or through debt 
financing. The requisite ADB grant and loan is already earmarked and the securing of 
commercial debt well advanced, while a shortfall in the already conservative demand estimate is 
highly improbable (Solomon Islands is experiencing high growth in demand,5 despite existing 
cost and capacity barriers). Future growth will be even higher because of the exponential 
increase in the use of mobile internet, particularly in developing countries, where annual growth 
rates of 50% to 300% are being recorded. The risk of price and hence revenue attrition from a 
second SCS operator entering the market is considered very low because of the very high 
capital cost of entry and the country’s relatively small size.  
 
8. The FIRR and the net present value (NPV) were tested against adverse changes in key 
variables—i.e., a decrease in revenue (caused by a demand decrease), and an increase in 
capital and operational costs. The project is for a revenue-generating entity, and thus a discount 
rate of 15% is used for the NPV to examine commercial viability. The analysis indicates the 
project is most sensitive to a revenue decrease, and less sensitive to a capital operational cost 
overrun (Table 4). To ensure its financial viability, SOCC must encourage demand growth 
through fair and open access and attractive transparent pricing for all retail service providers, 
and TCSI will also need to ensure that the benefits of reduced-cost and improved-quality 
wholesale capacity are passed to the retail operators and then to all end users. The financial 
NPV evaluation indicates that the project has a healthy NPV, which only becomes negative 
when revenue decreases by 15% or more.  

 
Table 4: Sensitivity Analysis 

Scenario FIRR (%) FNPV ($) Switching Value (%) 

Base case scenario 22 7,713,000  
25% decrease in revenue negative (13,744,000) 15 
10% increase in capital 
expenditures 

13 2,723,000 29 

10% increase operating 
expenditures 

21 6,103,000 48 

( ) = negative, FIRR = financial internal rate of return, FNPV = financial net present value 
Source:  ADB estimates 

 

9. Financial sustainability. A simple cash flow projection was prepared to examine the 
robustness of SOCC’s financial position over time. SOCC net cash flows will turn positive in 
2016, its third full year of operation, and then remain positive (Table 5). 
 
 

                                                
4
 Details are available on the National Provident Fund website: http://www.sinpf.org.sb/. 

5
 Telecommunications Commission of Solomon Islands. 2012. Annual Report 2011. Honiara. 
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Table 5: Solomon Oceanic Cable Company Cash Flow Projection 
($’000) 

Item 2012 2013 2014 2015 2016 2017 2018 

Inflows:        
Revenues 0 1,171 3,899 5,703 8,222 10,659 12,639 
Debt 8,752 34,825      
Outflows:        
Capital expenditures  18,752 34,825      
Operating expenditures 436 882 2,096 2,382 2,702 3,032 3,358 
Debt service  517 2,067 4,831 4,660 4,490 4,319 
Netflows (10,436) (228) (264) (1,510) 860 3,137 4,962 
( ) = negative 
Source: Asian Development Bank estimates. 

B. Financial Management Assessment 

10. A financial management assessment was conducted in May 2012 by ADB as part of the 
project design and due diligence in connection with the proposed ADB concessionary lending to 
Solomon Islands, which will onlend the funds to SOCC.  
 
11. Project financial management will be coordinated by the government and SOCC. The 
government will be responsible for the financial management of ADB lending and onlending, 
and SOCC for the financial management of borrowing from the government, and accounting for 
project fixed assets. The responsibility for accounting and management of project funds are set 
out in Table 6.  
 

Table 6: Responsibility Summary – Key Controls and Project Funds Management 
Certification 

of Stage 
Payments 

Accounting and 
Overall 

Reconciliation 
of ADB Loan 
Drawdown  

Accounting 
and 

Protection 
of Project 

Assets  

Accounting 
of on-lent 

Government 
Debt 

Reconciliation 
of 

Corresponding 
Records 

(Government, 
SOCC and 

ADB) 

Financial 
Statements 
Produced 

to IFRS 
Standard 

External 
Audit of 
SOCC and 
project 
funds 

Independent 
engineer  

Government 
DMU and 

accounting staff 
(IFMIS) 

SOCC 

SOCC as 
borrower 

 
SIC as lender 

Special 
appointment 

SOCC 
accountants 

SOCC 
company 
auditor as 
approved 
by stake-
holders 

ADB = Asian Development Bank, DMU = Dent Management Unit, IFMIS = Internal Financial Management 
Information System, IFRS = International Financial Reporting Standards, SOCC = Solomons Oceanic Cable 
Company   
Source: Asian Development Bank. 

 
 
12. The overall control risk profile of the project is assessed as moderate, assuming that 
mitigation measures will be built into the project design and implementation arrangements. A 
summary of control risks is provided in Table 7.  
 
13. A detailed discussion of financial management and control measures is included in 
Section V of the project administration manual. 
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Table 7: Summary of Control Risks
a
 

Phasing of Capital Expenditure 

The capital phase will likely take about 
18 months to complete, during which 
SOCC will be responsible for oversight 
and project management. Regular 
technological and financial reports, 
including financial projections, should 
be prepared. 

Moderate The SOCC chief executive is an 
experienced telecommunications 
professional; financial management 
support within the company is planned. 

The SOCC request for finance proposes 
a cashflow forecast for the proceeding 
12-month period, which should be 
enhanced with quarterly cashflow 
projections for stakeholders. 

Low 

Project Funds Flow 

Planned disbursement arrangements 
have been reviewed and are relatively 
clear. ADB will pay the contractor 
directly based on an independently 
certified proportion of stage payments. 

However, the precise processes need 
to be established, because  procedures 
involving four stakeholders (ADB, the 
government, SOCC and the contractor) 
and accruals are likely to present 
tracking, coordination and control 
issues at the outset of the project.

b
  

Moderate SOCC will present independently verified 
stage payments to commercial lenders 
and ADB; will make payments to the 
contractor. 

Most other project expenditures are 
planned to be made by a commercial 
bank-appointed facilitating agent. 

Low 

Project Accounting 

SOCC plans to use a commercial 
package (MYOB or a similar accounting 
system); Quickbook is also being 
considered. 

Accounting skills are in relatively short 
supply and subject to high demand in 
the Solomon Islands. 

Moderate Accruals accounting knowledge and skill 
will be required within SOCC. Guidance 
from the appointed accountants should 
be a valuable mitigating factor. 

An offshore, in-company accountant was 
mooted as a potential solution. 

Moderate 

Internal Controls 

SOCC has not yet entered the project 
phase of operations. Internal controls 
have not yet been established in 
practice.  

Substantial External audit terms of reference are to 
include a review of the project internal 
controls. 

Moderate 

Financial Reporting  

SOCC accounting advisers have 
worked with ADB in the past. 

Moderate Quarterly reconciliation of information 
sources on debt and project assets are 
to be completed independently and 
reconciled to each other and ADB 
records. 

Quarterly management accounts. 

SOCC proposes audited consolidated 
financial statements. 

Low 

External Audit 

A firewall arrangement should be put in 
place between partners if the same firm 
acts as SOCC accountant and auditor  

Moderate Satisfactory arrangements in respect of 
auditor independence must be 
established 

Low 

CONTROL RISK Moderate  Low 

OVERALL FM PROJECT RISK Substantial  Moderate 

ADB = ,Asian Development Bank MYOB = Accounting softwareSOCC =,Solomons Oceanic Cable Company 
a
 Control risks are risks that the project’s financial management system is inadequate to ensure funds are used 

economically and efficiently for the intended purpose. 
b
  No cash will pass from ADB to any party other than the contractor. 

Source: Asian Development Bank. 




