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FINANCIAL ANALYSIS 

 
A. Introduction 

1. The project involves the installation of a 6-megawatt (MW) grid-connected solar power 
plant, including site preparation, with ground-mounted solar panels; communication, substation, 
and auxiliary facilities; and a battery energy storage system (BESS). It also provides project 
implementation support and capacity building. It will be implemented from 2020 to 2023. 
 
2. The financial analysis was carried out in accordance with the Asian Development Bank 
(ADB) guidelines, Financial Management and Analysis of Projects. 1  All financial costs and 
benefits were expressed in April 2019 price levels. Cost streams used to calculate the financial 
internal rate of return (FIRR) are capital investment and operation and maintenance (O&M) costs.  
 
B. Financial Assumptions 

3. Capital costs include civil works, electrical and mechanical works, supervisory control and 
data acquisition (SCADA), the BESS, consulting services, land clearing, and physical and price 
contingencies. However, price contingencies and financial charges are excluded in the calculation 
of the FIRR. O&M costs include photovoltaic, inverter, and BESS O&M; yearly replacement of 
60 solar panels; replacement of six inverters every 5 years; land lease; insurance at 0.3% of 
revenues; and administrative and other expenses. The BESS will be replaced every 10 years and 
is treated as capital expenditure, not as an expense, in the analysis. 
   
4. At present, a major part of the electricity consumed in Nauru is sourced from diesel 
generators. Based on NUC’s most recent financial accounts and supporting annual report, about 
97% of electricity is sourced from diesel generators, the rest from renewable (exclusively solar 
photovoltaic) energy. The revenues from the project will be derived from savings in the form of 
diesel fuel replaced by the power generated from solar. The savings from the replacement of 
diesel is estimated at 2.67 million liters per year.  
 
5. The weighted average cost of capital (WACC) is compared with the FIRR to ascertain the 
financial viability of the project. The project is analyzed over a 25-year period excluding 
construction. Residual value is assumed as zero. 
 
C. Financial Evaluation 

6. Weighted average cost of capital. The WACC is calculated on an after-tax basis and 
based on the cost of the grant equivalent to the cost of equity in Nauru. The cost of equity is 
calculated based on a proxy 10-year bond.2 The nominal WACC is converted to a real after-tax 
WACC using average foreign (1.5%) and domestic (2.6%) inflation rates, and a tax rate of zero. 
The WACC is computed at 1.48% (Table 1). 
 

 
1 ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2 Based on a 10-year Australian Treasury bond of 3.25%. 
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Table 1: Computation of the Weighted Average Cost of Capital 

Source   Amount Weighting  
Nominal 
Rate  Tax 

Nominal 
Rate 
after 
Tax  

Inflation 
Rate 

Real 
Term  

Weighted 
Component 
of WACC 

ADB  22.00 95% 3.25% 0% 3.25% 1.5% 1.72% 1.367% 

  Govt 4.98 5% 3.25% 0% 2.60% 2.6% 1.23% 0.012% 

Total  26.99        
Real WACC               1.48% 

ADB = Asian Development Bank, Govt = Government of Nauru, WACC = weighted average cost of capital.  
Source: Asian Development Bank estimates. 
 
7. Financial internal rate of return. The FIRR is calculated at 5.7% and is higher than the 
WACC of 1.48% (Table 2). The financial net present value at this WACC is $16.2 million. 
 
8. Sensitivity analysis. The financial viability of the project was subjected to sensitivity 
analysis. This shows that the FIRR is robust under various adverse conditions: (i) 20% increase 
in capital costs, (ii) 20% reduction in benefits, (iii) 20% increase in operating costs, and (iv) 1-year 
delay in project implementation (Table 2). 
 

Table 2: Rate of Return and Sensitivity Test Results 

Scenario FIRR NPV ($ million) 

Base case 5.7% 16.2 

Increase in capital cost by 20% 4.1% 11.2 

Increase in operating costs by 20% 5.6% 15.8 

Decrease in revenues by 20% 2.7% 4.3  

Increase in costs by 20% and decrease in revenues by 20% 0.3% (4.4) 

1-year lag in implementation 5.5% 14.5 

( ) = negative, FIRR = financial internal rate of return, NPV = net present value. 
Source: Asian Development Bank estimates.  
 
D. Financial Performance and Projections 

9. Utility’s historical financial performance. The financial performance of Nauru Utilities 
Corporation (NUC) was analyzed based on the audited financial reports covering 5 fiscal years 
from 1 July 2013 to 30 June 2018 (FY2014–FY2018). NUC experienced revenue growth from 
operations, primarily thanks to increasing demand. Electricity sales rose from A$8.66 million in 
June 2014 to A$20.17 million in June 2018. At the end of June 2018, NUC had a total asset value 
of A$37.29 million. This is made up of A$31.91 million in non-current assets and A$5.38 million 
in current assets. The total asset value increased by 58%, while there was no increase in owners’ 
equity over the 5 years. NUC has no short-term loans or long-term loans at this time. The gross 
profit margin and, consequently, net profits, increased to 26.8% in June 2018, from 13.0% in June 
2014. Return on net assets increased from 6.8% in June 2014 to 24.4% in June 2018. The current 
ratio or ability to pay off short-term debts is equivalent to 183 days in 2018.  
 
10. Being a state-owned company, NUC capitalizes on government funds for a significant 
portion of its operations. It received fuel subsidies of A$14.12 million from the government from 
June 2016 to June 2018. NUC operates without subsidy since FY2019. It collected bad debts of 
A$3.9 million in June 2018. 
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11. NUC’s cash flow from operating activities, referring to the amount of cash that NUC was 
able to generate from the revenues it brought in, excluding costs associated with long-term 
investment on capital items, have consistently been positive, i.e., operating income has exceeded 
operating costs by an average of about 20% between FY2014 and FY2018. Meanwhile, operating 
margin, or the profit with respect to income, had been 18% in the last 2 years. As such, operating 
cash flow projections show a promising trend of operating income surpassing operating costs and 
profit increasing at an average of 18% annually. 
 
12. Meanwhile, NUC’s retained earnings, or that part of profit that does not pay taxes nor is 
distributed as dividends, have been erratic over the last 5 years, being the lowest in FY2016 at 
almost A$8.32 million. The government imposed a 20% corporate tax on NUC’s net profit starting 
in 2017. 
 
13. Key assumptions in the financial projections. The analysis prepared financial 
projections for FY2024–FY2048 for both the project and NUC. The projected income statement 
over the next 10 years was prepared on the basis of actual figures of all of the activities of NUC 
from FY2014 to FY2017. For the balance sheet projection, it is assumed that the operating assets 
of the existing plants will not change significantly, while the increase in total assets will be 
predominantly a result of the project. The analysis considered the project to be financed by grants 
to the government and booked this as capital at the NUC level. Full straight-line depreciation was 
applied to the operating costs for income statement projections over the life of the project. 
Financial projections under the with-project scenario demonstrate that, year on year, NUC would 
achieve an operational and positive cash flow. 
  
14. With the project, electricity revenues are estimated based on the forecast low-scenario 
energy demand growth, and no increase in electricity tariffs. Meanwhile, operating costs will 
naturally be affected by the budgetary requirements for the new project. Additional operational 
costs from the new investments will have an average total of A$1.0 million or an annual addition 
of about 6% on the projected operational expenses. Total O&M is assumed to increase by 2% 
annually. The estimated incremental operating costs attributable to the project may not be 
significant enough to directly affect the financial performance of NUC. NUC will incur capital 
expense to replace the BESS at the end of its useful life of 10 years.  
 
15. Moderate impacts of the additional operational revenues and costs of the project on the 
finances of NUC are anticipated. Overall, a satisfactory financial performance of NUC, as 
exhibited in the past, will be maintained. The profitability indicators show that the utility will 
continue to have a good operating ratio, where operating expenses represent only about 73% of 
its revenues.  
 
16. In the with-project scenario, NUC remains financially stable and apt to fulfill its role of being 
the major supplier of electricity to the end users in Nauru, and to provide the energy needed for 
the economy to grow. NUC’s major costs in the future are fuel for diesel generators, capital 
expenditure to replace worn-out overloaded assets, and provision of additional capacity to meet 
expected demand. 
 
D. Financial Sustainability Analysis 
 
17. The financial sustainability analysis of NUC includes (i) a review of the historical financial 
capacity of NUC based on sources and uses of funding, to determine how much incremental 
expenditure this supports; and (ii) an assessment of the financial capacity of NUC to fund 
incremental O&M costs. The fiscal impact of the project and funding needs to finance solar power 
plant expenditures after completion of the project’s physical works are in Table 3. NUC can absorb 
the post-project incremental O&M expenditure—from 6% of NUC’s total expenditure in FY2024 
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to about 6.9% in FY2048. The analysis found the project to be financially sustainable, given the 
small share of incremental O&M in NUC’s overall expenditure. 
 

Table 3: Nauru Utilities Corporation – Fiscal Capacity Analysis 

Item 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 

Annual O&M (A$ million) 1.0 1.0 1.0 1.0 1.1 1.0 1.1 1.1 1.1 1.1 

NUC expenditure (A$ million) 
  

17.2  
   

17.3  
     

17.5  
 

17.7  
     

17.9  
   

18.1  
      

18.3  
   

18.5  
     

18.7  
   

18.9  

O&M cost as % of total NUC 
expenditure 6.0% 5.8% 5.8% 5.8% 5.9% 5.8% 5.7% 5.7% 5.7% 5.9% 

NUC = Nauru Utilities Corporation, O&M = operation and maintenance. 
Note: O&M based on projected expenditure for the new solar project. 
Source: Asian Development Bank estimates. 


