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1. Financial management investigation 

1.1 Analysis of KUA Financial Performance 

1.1.1 Introduction to KUA 

Kosrae Utilities Corporation (KUA) is the vertically integrated electricity utility which produces 

and distributes electricity to its main island. It is a state-owned enterprise (SoE) incorporated 

under Kosrae State Law 5-38 and incorporated in 1991. At present, KUA does not supply water 

or sewerage services and indeed the law does not have any provisions with relation to water. 

The legislation dictates that KUA must be managed on the basis of commercially acceptable 

practices. Unlike other enabling laws creating utilities in the FSM, Law 5-38 rests the 

responsibility of tariff setting on the Board with the caveat that “practicable, adequate and 

equitable charges are imposed”.  The law requires the appointment of a General Manager, 

Comptroller and General Counsel.  The Comptroller and General Counsel are to be appointed 

by the General Manager.  

 

The Energy Sector Master Plans for the Federated States of Micronesia1, have been accepted 

by the government and have a national renewable energy target of 30% by 2020.      

1.1.2 KUA Electricity Generation 

In April 2015, a 200kW grid connected solar PV funded by the Pacific Environmental Facility 

(PEC) of Japan was commissioned, the first renewable generation facility in Kosrae.   Prior to 

that KUA’s entire operations were thermal based with about 1.5 MW of rated diesel capacity. 

In FY2018 two new Japanese 0.6kW medium speed generators were installed but not yet 

operational due to a technical issue and a further 0.6kW of high speed diesel is to be installed 

later in 2018/ 2019 with World Bank funding.  Peak demand was 1.2 MW in FY2017. 

Electricity generation has decreased from 5,879 MWh in FY2013 to 5,108 MWh in FY2015 and 

thereafter ended at 5,829 MWh in FY2018, almost at the same level as FY2013. Renewable 

energy through solar PV was 214 MWh with a penetration of 3.6%.  

 

 

1 June 2018, Prepared by Castalia and ITP Renewables for the Department of Resources & Development  

http://www.adb.org/Documents/RRPs/?id=49450-023-2
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Figure 1: Kosrae Capacity and Load Growth 

Government demand accounts for 29% of total demand (FY2013: 33%) and has decreased by 

2% per annum CAGR2 from FY2013-FY2017. Commercial demand accounts for 33% of total 

demand (FY2013: 27%) and has increased by 6% per annum over the same period.  

Residential demand accounts for 38% of total demand (FY2013: 40%) and has increased by 

1% per annum.  

 

 

Figure 2: Kosrae Composition of Demand 

 

 

2 Compound annual growth rate 



3 

 
 

 

1.1.3 Tariff regime  

KUA’s tariff remained unchanged since its inception in 1991 until April 2013 when the current 

tariff structure was implemented. In FY2008, KUA approved a Board resolution to incorporate 

a fuel adjustment charge (FAC) into the tariff. The FAC was based on the average cost of fuel 

in the previous month and in FY2012, the Board resolved to change this to the highest 

purchase cost of fuel in the previous month. The FAC is computed as follows: 

X = (FC X $0.09) - $0.29 

Where, X cts/kWh is added to the tariff based on the rates in Table 1, so that the customer 

pays the tariff at the given rate as well as a FAC based on kWh billed. FC is the highest fuel 

cost in the previous month. $0.09 is the fuel efficiency which translates into 11.1 kWh per 

gallon. $0.29/kWh is the cost of fuel that is included in the base rate.  In FY2018, the fuel 

efficiency was 12.6 kWh per gallon, as a result of the use of more fuel efficient generators. 

Since the factor of 0.09 was not revised over time, KUA is generating a surplus on the FAC 

which is now $0.08.  

Table 1: Tariff Structure 

 0-100 kWh 101-1000 

kWh 

>1,001 KWh <10,000 

kWh 

>100,000 

kWh 

Residential $0.428 $0.468 $0.478 $0.471 $0.411 

Commercial $0.468 $0.478 $0.488 $0.478 $0.438 

Government $0.528 $0.528 $0.542 $0.528 $0.488 

Large Users 

(Telecom) 

$0.528 $0.528 $0.533 $0.523 $0.448 
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Figure 1: Cost recovery through tariff 

The tariff does not recover costs and therefore KUA has been reporting operating losses and 

net losses every year, except for FY2016 where a small surplus was recorded.  

A proper procedure must be in place to estimate the maintenance requirement each year 

during the budget preparation process and incorporate it into the base tariff to ensure that 

funds are available for regular maintenance.  A constant base tariff which is adjusted to account 

for fuel price changes only does not reflect the evolving nature of KUA, in terms of changes in 

its cost structure and generation mix.  

 

1.1.4 Fuel Prices 

KUA purchases fuel from FSM PetroCorp which is part of the Vital Group which includes Vital 

FSM Petroleum Corporation (supplying all of FSM states) and its affiliate Vital Energy Inc., 

which operates out of Nauru and Guam.   
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Figure 2: Tariff path and fuel prices 

1.1.5 Applicable taxation regime 

Under the KUA law, it is exempt from any State or municipal taxes on its operations, property 

and activities. However, its employees and contractors are not exempt from tax or contributions 

to social security.    

1.1.6 Analysis of KUA’s historical Income Statements 

At present KUA only generates and supplies electricity, not water supply. KUA tariff path 

follows the fuel price trajectory due to the FAC.    

KUA has reported operating losses in electricity for each year FY2013-FY2018, except 

FY2016, which means that its base tariff does not fully recover tariffs.  

In FY2013, KUA received Japanese non-project aid through the FSM National Government of 

$143,000 which was used for fuel purchases, as an operational grant since cost recovery 

through the tariff in FY2013 was only 85%.  

Table 2: KUA Profit and Loss ( $ ‘000s) 

Year ending 30 September 2013  2014 2015 2016 2017 2018 

REVENUE       

Electricity Sales 2,636 2,712 2,469 2,457 2,583 2,717 

Bad Debts (29) (46) 17 6 (32) (26) 

Total Revenue 2,607 2,666 2,485 2,463 2,551 2,691 

Operating Expenses        

Fuel 2,122 1,859 1,488 1,268 1,404 1,589 

Salaries & Wages 394 378 423 461 495 505 

Depreciation 348 375 368 328 372 382 

Administrative & General 131 138 165 172 232 239 
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Repairs & Maintenance 49 50 152 76 114 191 

Total Operating Expenses  3,044 2,800 2,596 2,305 2,616 2,905 

Net Operating Profit – Power (437) (134) (111) 158 (65) (214) 

Non-Operating Income & 

Expenses 

      

Loss in asset impairment   (184) (22)   

Interest Expense (9) (1) (7) (4) (6)  

Interest Income 1 1 1 1 1 1 

Net Change in Fair Value of 

Investments 

30 25 (10) 21 53 79 

Grants 143     90 

Total 165 25 (200) (4) 48 170 

Net Profit / (Loss) for the Year (272) (109) (310) 154 (17) (44) 

 

 

 

Figure 6: KUA electricity operations at a glance 

As is seen from Table 2, only in FY2016 was KUA’s costs recovered through the tariff. Whist 

this creates losses, more serious is its impact on KUA’s cashflow when funds are needed for 

generator overhaul or asset replacement and it will continue to depend on State government 

or overseas donors for funding when major capital expenses are required. The base tariff, 

which has been set in 2013, needs to be urgently revised for financial sustainability of KUA.  

Table 3: KUA – Key operational indictors 

Year ending 30 September 2013 2014 2015 2016 2017  2018 
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Electricity Sales (MWh) 4,754 4,550 4,561 5,321 5,421 5,399 

Average Yield ($/kWh sold) 0.55 0.60 0.54 0.46 0.48 0.50 

 Cost ($/kWh sold) 0.65 0.62 0.58 0.46 0.51 0.51 

Cost recovery (%) 85% 97% 93% 101% 94% 96% 

Sales Volumes YoY%  4% - 17% 2% 1% 

Operating Margin – Electricity -17% -5% -4% 6% -3% -8% 

1.1.7 Analysis of KUA’s historical balance sheet 

KUA has no long term liabilities on its Balance Sheet since its large capital expenditure and 

large overhauls have been funded by grants.    KUA’s long term deposit of $253,000 is used 

to cover the line of credit from Petrocorp for fuel and lubricants. The deposit itself was funded 

by Japan non-project aid, through FSM national government. KUA’s investments consist of a 

portfolio of U.S Treasury Bonds, Corporate Notes and equities. The total portfolio at end of 

FY2018 was $751,000 (FY2013: $165,000). In FY2018 this accounted for 45% of its Current 

Assets. Of this $751,000, $493,000 is in higher risk equities. Of the treasuries and corporate 

bond portfolio, accounting for the balance of about $243,000, 70% matures within 1-5 years 

and 30% matures within 6-10 years.  Given that operational losses that are incurred by KUA 

every year and the fact that there is little cash reserve, investing 45% of its liquid assets in 

such a portfolio does not appear to be prudent. 

 

KUA has inventory of fuel and other materials of $229,000 at the end of FY2018 (FY2013: 

$257,000). This is net of provision for damaged and obsolete inventory of a similar amount, 

$220,000 indicating that more than half the items in inventory (fuel excluded) is damaged or 

obsolete. It does not make sense carrying this provision in KUA books and should be written 

off and the relevant inventory disposed of as scrap.  

 

KUA has a retirement plan open for all its employees commencing after one year service. It 

provides a lump sum payment on retirement, resignation or for an urgent need approved by 

management. Currently only 4 of the 27 employees contribute to the retirement plan.  

Employee contributions are matched with KUA contributions. Plan assets are in a bank deposit, 

separate from KUA and the deposit balance was $78,141 at the end of FY 2017.   This is in 

addition to social security which is mandatory.     

 

  

Table 1: KUA Balance Sheet ($ ‘000s) 

As at 30 September 2013 2014 2015 2016 2017 2018 

CURRENT ASSETS       

Cash & Cash Equivalents 179 277 322 707 475 346 
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Investments 283 309 299 319 672 751 

Time Certificates of 

Deposit 

165 166 166 166 167 167 

Account Receivables 193 147 166 165 184 179 

Prepayments 4 3 2 15 2 9 

Inventory  257 244 217 198 232 229 

Total 1,082 1,146 1,172 1,571 1,731 1,681 

NON-CURRENT ASSETS       

Investments 50 50     

Long Term Deposits 253 253 253 253 253 281 

Total 283 283 253 253 253 281 

FIXED ASSETS       

Plant in Service 3,030 2,934 2,596 2,330 2,212 2,081 

Construction Works in 

Progress 

228 70 67 69 29 63 

Total  3,259 3,004 2,663 2,399 2,242 2,144 

TOTAL ASSETS 4,643 4,453 4,088 4,222 4,226 4,106 

       

CURRENT LIABILITIES       

Notes Payable 50      

Current portion of debt       

Accounts Payable 321 263 209 165 177 108 

Accrued taxes & other 

liabilities 

216 220 44 69 77 70 

Total 803 702 297 303 331 178 

NON-CURRENT 

LIABILITIES 

      

Long term debt       

NET ASSETS       

Invested in capital assets 3,259 3,004 2,663 2,399 2,242 2,144 

Restricted 90 90 90 90 90 90 

Unrestricted 707 876 1,082 1,500 1,640 1,693 

Total 4,056 3,970 3,835 3,989 3,972 3,927 

Total Liabilities & Equity 4,643 4,453 4,088 4,222 4,226 4,106 
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Gross trade receivables at end of FY2018 were $245,000 (FY 2013: $193,000) on which KUA 
has made a provision for doubtful debts of $66,000.  The outstanding receivables represent 
24 days sales which is not excessive.  The Current Ratio at 9.4:1 is satisfactory and well above 
the minimum acceptable level of 1.5:1. Even if the investment portfolio is taken out the current 
ratio is 5.2:1 which is still satisfactory due to the low level of current liabilities at KUA.    

Table 5: KUA – Key Balance Sheet related financial indicators 

As at 30 September 2013 2014 2015 2016 2017  2018 

Current Ratio  1.8:1 2.4:1 4.6:1 6.7:1 6.8:1 9.4:1 

Debtor days (net of provision) 27 20 24 24 26 24 

Creditor days 51 47 42 40 37 20 

Debt to Debt and equity 0% 0% 0% 0% 0% 0% 

Debt Service Coverage Ratio 

(DSCR) 

- - - - - - 

1.1.8 Analysis of KUA’s historical cashflow 

Table 1.3: KUA Cashflow ($ million) 

Year ending 30 September 2013  2014 2015 2016 2017 2018 

Cashflow from Operating Activities       

Receipt from Customers 2,514 2,718 2,463 2,437 2,532 2,654 

Payments to Suppliers  (2,092) (2,095) (1,83
0) 

(1,60
7) 

(1,68
6) 

(2.13
3) 

Payments to employees (352) (377) (422) (393) (491) (498) 

Total 70 247 211 436 355 23 

Cashflow from financing activities       

Interest (26) 22 (7) (3) (305) 1 

Line of credit (150) (50)     

Acquisition of Utility Plant (216) (143) (161) (49) (283) (152) 

Capital contributions 377 23     

       

Net change in cash and cash 
equivalents 

55 98 45 385 (232) (129) 

Cash and cash equivalents at beginning 
of year 

124 179 277 322 707 475 

Cash and cash equivalents at end of 
year 

179 277 322 707 475 346 
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KUA’s net cash generation from operation is very small and capital expenditure including major 

maintenance has been financed through grants. What is concerning though is that the annual 

change in cashflow is negative in both FY2017 and FY2018, indicating that cash reserves are 

reducing fast. If this trend continues, KUA will be needing cash injections in the next few years.    

 

1.1.9 Conclusions on KUA’s historical financial performance 

The following conclusions can be made on KUA financial performance FY2013-FY2018. 

• Demand for electricity has not shown growth during the past 5 years; 

• 78% of its customers (1415) are residential and account for 38% of demand. 

Commercial and government customers representing 22% of YSPSC customers 

account for 62% of demand; 

• KUA’s tariff has remained unchanged since April 2013.  It implements a two-part tariff 

consisting of a base tariff and a fuel adjustment charge. The original base tariff remains 

unknown by staff as they continue applying the FAC on the previous month’s tariff. This 

is not transparent. Furthermore, with increased renewable energy in KUA’s generation 

mix, its cost structure is very different to what it was at the time the tariff was set; 

• Despite having a low cash reserve since the tariff is not cost-reflective which does not 

generate an operational surplus, KUA has invested $0.67 million on a portfolio of off-

shore investments comprising of U.S government bonds, Corporate Notes and 

Equities, with varying maturities and risk profiles which is not a prudent financial 

strategy when funds cannot be used for immediate needs (if any) without incurring 

substantial loss on upliftment. Therefore, KUA is entirely dependent on funding for such 

eventualities from the State Government or donors, which is not a sustainable practice. 

There is also no guarantee that KUA will recover its investment in corporate bonds and 

equities due to inherent risk of this type of investment.  

1.1.10 KUA financial projections 

A financial projection model was developed to demonstrate the manner in which the proposed 

project investments will impact KUA’s finances during project implementation and beyond. The 

model takes in account the project benefits in terms of fuel savings and incremental recurrent 

costs.  

 

The following key assumptions have been made in the preparation of KUA financial 

projections; 

• Electricity demand forecasts from Entura have been incorporated; 

• Assumption that the tariff will be changed based on the revenue requirement to 
recover all operating expenses; 

• The project investments comprising of 1.2MW ground-mounted solar, rooftop solar 
and BESS for the Kosrae main grid and the mini grid for Walung have been 
capitalized and depreciated and at the same time accounted for as a grant on the 
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KUA Balance sheet and amortized to profit and loss in accordance with Generally 
Accepted Accounting Practice (GAAP). 

The operating revenue sees a noticeable reduction in 2021 with the proposed project coming 
on stream and the fuel savings being passed on to the customer using the above assumptions.  
The grant is amortized over the life of the asset and creates deferred income as an addition to 
net profits although it is an accounting entry with no cashflow impact.  

The current ratio is well above the acceptable 1.5:1 indicating ability to settle creditors – trade 
creditors are relatively small, except for the payments for fuel supply. KUA does not carry any 
debt on its Balance Sheet.  

 

Table 7: KUA Financial Projections – Key Indicators 

Year ending 30 September 2019 2020 2021 2025 2027 

Operating Revenue ($’000s) 2,847 2,882 2,376 2,859 3,026 

Operating Profit ($’000s) - - - -  

Net Profit / Loss ($’000s) - - - 170 170 

Total Assets ($’000s) 4,166 8.426 9.533 9.845 9.854 

Current Ratio 8.7:1 10:1 13.8:
1 

15.1:
1 

15.1:
1 

Debt Service Coverage Ratio (DSCR) - - - - - 

Debt to Equity - - - - - 

      

 

Financial sustainability of proposed investments.   The project investments for Kosrae 
include a 1.2MW ground-mounted solar PV, rooftop PV and battery storage. In addition, the 
project will electrify the village of Walung with a diesel-solar-battery powered mini grid. The 
FIRR of the project is lower than the Weighted Average Cost of Capital (WACC), so the project 
fails the first test of financial viability. Nevertheless, the annual incremental benefits of the 
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project due to fuel savings are far greater than the incremental O&M cost. It is only the upfront 
capital cost that cannot be recovered through the annual benefits, hence the low FIRR.  

 

 

 

 

 


