
South Tarawa Sanitation Improvement Sector Project (RRP KIR 43072) 

FINANCIAL ANALYSIS 
 

A. Introduction 
 
1. Financial due diligence of the project was undertaken in accordance with the Asian 
Development Bank’s (ADB) Financial Management and Analysis of Projects Guidelines.1

 

 
Financial Management Assessments were prepared for the Public Utilities Board (PUB), and the 
Ministry of Public Works and Utilities (MPWU), the implementing agency for the project through 
a project implementation unit (PIU) established within the ministry.    

2. PUB, a public enterprise, was corporatized under the Public Utilities Ordinance of Kiribati 
on 1 July 1977. Further amendments were passed in 2000 to provide PUB with greater 
autonomy in its operations (to set tariffs and hire staff). The principal responsibilities of PUB are 
to deliver electricity, water supply and sewerage disposal service to the population of South 
Tarawa. 

 
B. Past Financial Performance of PUB 

 
1. Financial Records 

 
3. PUB has comprehensive annual accounts that provide sufficient information for the 
financial analysis and a basis for future projections. PUB works on a calendar year basis, with 
accounts produced in a timely manner using the Attache and Mind Your Own Business (MYOB) 
accounting software, and is periodically audited by the Audit General’s office. The last audited 
accounts were prepared for the year ending December 2007.  Annual output-based budgets 
apportioned to the six service centers are prepared by management for approval by PUB’s 
board of directors. PUB has a current business plan for the 2008–2011 period and a strategic 
investment plan for 2011–2017. A comprehensive asset management plan is not in place. 

 
2. Financial Performance 

 
4. PUB has incurred an operating loss since 2005 ranging from -30% to -7% of total 
income, as shown in Table 1. The loss has reduced since the increase in electricity tariffs in 
2008.  Income is dominated by electricity sales which provide around 90% of total revenue, 
while water billings contribute only around 5% of total revenue. Sanitation services are provided 
by PUB free of charge. To fund sanitation service delivery, PUB receives an annual subsidy of 
$480,000 from the government. 
 
5. In 2010, fuel for power generation accounted for two-thirds of PUB expenditures, while 
staff and administration costs, accounted for 12% and 16% of total expenditures, respectively.  
Debt serving made up only 4% of total expenditures since the government has assumed 
responsibility for servicing the ADB loans relating to investment in the public utilities sector. 
 
6. The performance of PUB as indicated by the usual financial performance indicators such 
as financial internal rate of return, current ratio, and quick ratio were not calculated as PUB is 
effectively in an insolvent financial position, which makes such indicators meaningless.   
 
 
 
                                                
1 ADB. 2005. Financial Management and Analysis of Projects. Manila. 

http://adb.org/Documents/RRPs/?id=43072-013-3�
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Table 1: PUB Income and Expenditure 2005-2010 
(A$’000) 

Year Income Expenditure Loss 
2005 7,088 9,195 (2,107) 
2006 7,749 10,113 (2,364) 
2007 10,307 11838 (1,531) 
2008 11,079 12,081 (1,002) 
2009 11,005 11,750 (746) 
2010 10,604 11,458 (854) 

Source: PUB accounts. 
 
7. The collection rate for electricity sales averaged 95% for FY2010. While water service 
collection rates were less than 25% during the same year for all customer categories, rates 
were less than 10% for domestic customers.  Commercial and institutional water supply 
customers are metered and charged a rate of A$2.20 per cubic meter (m3

 

), while domestic 
customers are charged a flat rate of A$10.00 per month. Water is also supplied by tanker to 
some customers. PUB’s current water production capacity is very limited with water supplied on 
an intermittent basis and households are only receiving water for an average 2-4 hours of water 
every other day. Consequently, there is widespread abuse of the system with tampering of the 
supply system, illegal connections, wastage and understandable reluctance to pay the flat 
monthly rate of A$10 per household.  

8. PUB’s balance sheet for 2010 shows a net worth of A$24.4 million, with current assets of 
A$6.68 million, current liabilities of A$3.46 million, long term assets of A$25.03 million and long 
term liabilities of A$5.83 million. However, accounts receivable of A$6.164 million representing 
outstanding arrears for electricity and water supply, contribute to most of the current assets. 
Much of this amount is unlikely to be recovered, and if written-off as bad debt, would further 
reduce PUB’s net worth.  The net book value of the assets allowing for depreciation stands at 
A$25 million, the majority of which relates to electricity generating and distribution assets 
(A$16.8 million), while sewerage infrastructure has an asset value of A$3.56 million and water 
supply A$4.62 million.    
 

3. Apportionment of Costs to Water Supply and Sanitation 
 
9. An accurate breakdown of the total costs for providing water supply and sanitation 
services is not provided in the accounts and there is an element of cross-subsidy from the 
dominant power generation department to water supply and sanitation, (power usage for 
operating the water supply and sewerage system pumps is not recorded or costed in the 
accounts). Similarly shared operations and maintenance (O&M), staffing and administration 
functions are also not apportioned between the cost centers in the accounts.  
 

4. O&M and Capital Expenditure 
 
10. PUB is constrained by its weak financial position for the purchase of essential spare 
parts and materials so that consequently maintenance of its plant and infrastructure is not 
carried to a sufficient level to maintain the assets for the full duration of their useful life. All 
capital expenditure for replacement of equipment and major repairs is reliant on development 
partner funding.  Consequently, the assets are deteriorating, service level is more unreliable and 
the financial viability deteriorating. In its current situation, PUB needs continuing government 
and donor support to maintain its operations.  
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C. Financial Analysis 
 

1. Cost of sewerage services 
 
11. Estimated annual O&M costs for the rehabilitated sewerage system was prepared based 
on PUB’s annual budgets and an analysis of the realistic costs for pumping, labor, full asset 
maintenance and a 20% share of PUB’s overhead and administrative costs.  
 
12. O&M costs following rehabilitation of the sewerage system and reconstruction of the 
ocean outfalls analysis are estimated to be A$730,240 per year, which is over two and a half 
times PUB’s current annual budgeted allowance for direct O&M of the sewerage system.  These 
costs do not allow for depreciation, asset replacement or debt servicing. 
 

2. Analysis of Delivery Costs and Proposed Tariffs 
 
13. Based on 2,000 sewerage connections, the O&M costs represent an average of $365 
per connection per year, or around $30 per month. However, some connections serve more 
than one toilet and for the estimated 500 non-domestic connections including schools, 
government offices, and commercial buildings, the effective cost per connection will be higher, 
than for a domestic connection. A differential tariff for non-domestic customers is recommended.  
Tariffs should be introduced on a progressive basis over several years with cross subsidy from 
non-domestic to domestic customers. 
 

3. Tariff Affordability Analysis 
 
14. An analysis of the 2006 Kiribati household income and expenditure survey by the United 
Nations Development Programme in 2010 showed that around 20% of households and 25% of 
the population of South Tarawa are living below the minimum cost of living or basic needs 
poverty line.2

 

  It is likely that this group will find it difficult to contribute to a tariff for water supply 
and sanitation services as they are already struggling to meet their basic needs demands, 
facing hardship on a daily basis, juggling their limited funds to pay the bills and to supply 
adequate food for the family.  

4. Sustainable Maintenance Fund 
 
15. It is proposed that a Sustainable Maintenance Fund (SMF) be established to provide 
funds to ensure the sustainable maintenance of the sewerage system after it has been 
rehabilitated. A management services contract would be setup to ensure maintenance services 
for an initial period of five years running until project completion to implement an asset 
management system for maintaining the pumps and the sewerage system infrastructure and 
providing advice and guidance to PUB.   
 
16. The SMF will ensure adequate funds for maintenance and meet the shortfall in the direct 
O&M budget of A$730,240 allowing for a continuation of the current government subsidy of 
A$480,000 per year and the progressive introduction of a tariff contributing to cost recover for 
the sewerage services.  As cost recovery builds up there would be a scaling down of the 
government subsidy and funding from the SMF with the objective that by 2020 the cost recovery 

                                                
2 UNDP. 2010. Kiribati: Analysis of the 2006 Household Income and Expenditure Survey. Suva. Defined as the 

minimum level of income required to provide the basic necessities including accomodation, food, school fees, and 
transport.  
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from tariffs would meet at least 90% of direct costs of sewerage services, excluding depreciation 
and capital replacement.   
 
17. The number of connections is assumed to increase by 250 allowing for reconnection of 
some former customers and connection of septic tanks to the sewerage system.  The O&M 
costs are assumed to increase by 3% per year to allow for inflation.  The cashflow projections 
show a breakeven situation after including the government subsidy for life-line tariffs, the 
contribution from the SMF and provision for bad debts. Further cost recovery to allow for 
depreciation, debt servicing and capital replacement is desirable, but this goal will require more 
analysis and experience to determine if it is realistic to achieve.  As a first step, the main aim 
should be for tariff revenue to meet the direct costs of sewerage services.  A cash-flow analysis 
is presented in Table 2 below. 
 
D. Key Risk Factors 
 
18. This project gives a comprehensive reference for the risks and constraints faced by 
Kiribati and the opportunities and associated challenges for the future.  In the context of the 
project, an understanding of the following issues is required over the period 2012–2019: 
 

(i) The greatest factor affecting the sustainability of PUB is achieving payment for 
services provided to its consumers. While PUB has appropriate policies and 
regulations in place, lack of enforcement, and lack of affordability by low-income 
households, has led to a situation where non-payment of charges adversely 
affects PUB’s financial viability. For PUB to achieve financial autonomy and 
hence sustainability, strict enforcement of the regulations must be consistently 
implemented, in conjunction with providing reliable services to the customers. 
 

(ii) The limited resources at Kiribati’s disposal, the shallow pool of technical skills 
and experience will pose a challenge to sustainable infrastructure O&M activities.  
 

(iii) The impact of population growth in South Tarawa where the present population 
of 50,000 is projected to double by 2030, through unplanned and unmanaged 
urban growth motivated, will put stress on urban infrastructure.  
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Table 2: PUB Sewerage Services Cashflows and Cost Recovery (A$) 

  2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 
 I. Revenues  

           Non-domestic connections  0 0 0 120,000 180,000 300,000 330,000 360,000 390,000 420,000 
 Domestic connections  0 0 0 94,800 201,600 315,000 420,000 432,600 445,578 458,945 
 Less Bad Debts  

   
-28,017 -49,774 -55,909 -52,326 -55,298 -39,789 -41,855 

 Total Tariff income  0 0 0 186,783 331,826 559,091 697,674 737,302 795,789 837,091 
 Sewer Connections/Installation   0 0 6,000 10,000 20,000 14,000 0 0 0 0 
 Sustainable Management Fund  0 0 0 300,000 330,895 228,011 114,541 91,272 59,143 35,197 
 Government Subsidy  480,000 480,000 480,000 300,000 150,000 50,000 50,000 50,000 50,000 50,000 

 Total Income  480,000 480,000 486,000 796,783 832,721 851,102 862,215 878,575 904,932 922,287 

            II. Expenses  
           Staffing  300,230 309,237 318,514 328,070 337,912 348,049 358,491 369,246 380,323 391,733 

 Power   42,216 43,482 44,787 46,130 47,514 48,939 50,408 51,920 53,477 55,082 
 Maintenance & Repair  273,368 273,368 281,569 290,016 298,717 307,678 316,908 316,908 326,416 326,416 
 Management & Administration   114,240 117,667 121,197 124,833 128,578 132,435 136,409 140,501 144,716 149,057 
 Sewer Installations/connections  0 0 6,000 10,000 20,000 14,000 0 0 0 0 

 Total Operating Expenses  730,054 743,755 772,067 799,049 832,721 851,102 862,215 878,575 904,932 922,287 
 III. Net Income (before depreciation)   -250,054 -263,755 -286,067 -2,267 0 0 0 0 0 0 
Assumptions: 

          Provision for Bad Debt 15% 15% 15% 15% 15% 10% 7.5% 7.5% 5% 5% 
Sewer Connections 

          Domestic 1,505 1,505 1,530 1,580 1,680 1,750 1,750 1,750 1,750 1,750 
Non Domestic 495 495 500 500 500 500 500 500 500 500 
Total 2,000 2,000 2,030 2,080 2,180 2,250 2,250 2,250 2,250 2,250 

Tariffs 
          Domestic  (A$/month) 0.00 0.00 0.00 5.00 10.00 15.00 20.00 20.60 21.22 21.85 

Non-domestic 0.00 0.00 0.00 20.00 30.00 50.00 55.00 60.00 65.00 70.00 
Notes: 

          1. Costs increase by 3.0% per year to allow for inflation. 
2. Number of connections increase by 250 to allow for connection of septic tanks to the system. New connections cost $200. 
3. Government subsidy remains at A$50,000 per year to subsidize low-income households. 
4. SMF contributions exclude management fees for the administration of the fund. 

      


	Introduction
	Past Financial Performance of PUB
	Financial Records
	Financial Performance
	Apportionment of Costs to Water Supply and Sanitation
	O&M and Capital Expenditure

	Financial Analysis
	Cost of sewerage services
	Analysis of Delivery Costs and Proposed Tariffs
	Tariff Affordability Analysis
	Sustainable Maintenance Fund

	Key Risk Factors



