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1. Introduction
Barbados is an island country located in the Caribbean region, home to more than 300,000 inhabitants. According to the Inter-American Development Bank (IADB, 2021)[footnoteRef:2], 99% of Barbadians have access to potable water, and 98% have access to sanitation, representing one of the best rates in the region. Despite a high percentage of the population having access to sanitation, only 3% of the wastewater is treated, as 96% of the sanitation solutions are in the form of latrines, septic tanks, and similar technologies.  [2:  IDB, 2021. Caribbean Water Study. Technical note nº IDB-TN-2320. Inter-American Development Bank,] 

Given this scenario, the Government of Barbados intends to implement the South Coast Water Reclamation Project (SCWRP or “Project”), which entails constructing a new South Coast Water Reclamation Reuse Facility and upgrading the existing South Coast Water Treatment Plant, along with several other improvements under discussion. This new system aims to contribute to climate change mitigation and protect the coastal reef ecosystems. Likewise, the new infrastructure could be used for reuse of reclaimed water for agricultural irrigation and for recharge of the Christ Church aquifer. 
The current operator of the referred plant is the Barbados Water Authority (“BWA” or “company”), responsible for operating and maintaining the assets proposed under the Barbados Climate Resilient South Coast Water Reclamation Project. The BWA is also tasked with supplying potable water to Barbadians and managing waste treatment on the island. 
This report analyzes the BWA’s financial figures and their projections, as well as uses the information gathered during several interviews and contacts with BWA’s teams to suggest improvements in the institutional and financial framework of the company.
 

2. Financial analysis
2.1. Objective
The objective of the financial analysis is to assess the historical financial figures and performance of the company, looking for the overall financial sustainability of the project, and building a 15-year projection of the company’s financial figures to attest its financial sustainability or identify scenarios that would promote or improve it.
2.2. Data
Most of the data were provided by BWA, and if not, the source will be referenced in the text. The main data used to do the financial analysis comprehends:
· Non-audited financial figures[footnoteRef:3] comprising March 2019 through March 2023 periods. [3:  According to BWA, since 2019 the company is not audited by an independent auditor. The last audited report was emitted on 2019 by KPMG and stressed conformability issues on BWA financial figures.] 

· 2023’s quarterly financial reports (June, September, and December).
· Other data collected directly from the BWA financial team through documents or meetings.
2.3. Actual figures (Mar/2019-Mar/2023)
The figures below present the past four years of BWA non-audited financial figures as stated by the company. Since the fiscal year of the company ends in March of each year, the financial statements comprehend from March 2019 through March 2023. During that period, the Covid-19 pandemic occurred, and, because of that, some the statements ended in March 2021 and March 2022 need to be analyzed carefully. All the monetary data presented will be on nominal terms.


Income statement
FIGURE 1: INCOME STATEMENT (MARCH 2019 - MARCH 2023, BD$ CURRENT)
[image: ]
Source: Author, based on non-audited financial figures shared by the BWA.
The operating revenues of the company increased by 31.47% during the analyzed period, with just one drawback in the figure ending in March 2021, since it captured the impacts of the Covid-19 pandemic, especially on tourism consumption. BWA is highly dependent on water revenue, as it accounted for more than 80% of the company’s total revenue. Sewerage revenue is the second most important item in revenue. The sewerage revenue does not vary according to the effective volume of wastewater services: for domestic users, the sewerage levy is fixed (7.5 dollars/month), whereas for commercial users, the levy is 25% of their water services bill.
As the information on the breakdown of consumed water by user type was not obtained, detailed analysis of water consumption was not carried out. Water loss was estimated to be around 45%-55% of the total water produced. 
The water tariff schedule for domestic users has not been adjusted since 2009. The water tariff schedule for commercial users was adjusted in 2019, to include a second block (40 m3-12,000 m3) with a higher cost per cubic meter. Periodic review process for tariffs does not exist. The tariff reviewing topic will be addressed properly in Section 3. 
The operating expenses of water/non-wastewater[footnoteRef:4] services followed water consumption and grew by 32% from March 2020 to March 2023 – March 2019 wasn’t analyzed since the figure didn’t present the expenditure breakdown by service type. Finally, March 2019 expenditures were higher due to extraordinary maintenance in water infrastructure that was partially funded by Government of Barbados (GOB) grant (as displayed in the income statement). [4:  Henceforth, the term “water” or “water services” will be used as synonym of “water and non-wastewater” or “water and non-wastewater services.” ] 

BWA didn’t provision resources for the bad debt account that were reflected in P/L since 2019, although it accounted for an allowance of doubtful accounts in the balance sheet. Since these items were not presented in the financial figures, the information was gathered directly from the BWA financial team and is shown in Figure 2.
FIGURE 2: PROVISION FOR BAD DEBT (BD$ CURRENT)
	Year:
	2019
	2020
	2021
	2022
	2023

	Allowance for Doubtful Accounts (BS)
	-61,860,461
	-49,340,555
	-49,318,045
	-49,250,884
	-49,250,884

	Bad Debts (P&L)
	259,239
	-
	-
	-
	-


Source: BWA.
Between March 2020 and March 2023, the EBITDA margin decreased from 24% (March 2020) to 8% (March 2022), its lowest point, and recovered some of the loss in the March 2023 figure (10%). Since the EBITDA of the sewerage service remained positive in all years and its margin did not change a lot, the main effect on the overall EBITDA was provoked by the EBITDA of water services, which became negative during the year ended in March 2022 (which was a pandemic year).
The analysis of the sewerage EBITDA is important. According to the 21D item in the Barbados Water Authority (Amendment) Act of 2018, all the sewerage levy must be used to finance the sewerage expenses only (below). Therefore, BWA maintains a separate account, which is called the sewerage account which receives all the surplus resources from the sewerage system operation. As informed by BWA, the account was about BD$ 23 million in the March 2023 figure, value that represents more than a half of the total cash and equivalents item in BWA’s balance sheet.
“[…] the Authority shall retain an amount equal to 25 cents per day per consumer or a total amount of $7.50 per month per consumer and shall apply and use this amount towards the operational costs of the sewage system maintained by the Authority” (item 21D – 3a, Barbados Water Authority Amendment Act of 2018)
Because detailed debt information was not obtained, the financial income (loss) could not be evaluated in detail. In general, this item seemed stable and not a matter of concern during the analyzed period (and after). Most of the company's funding needs are provided by grants from GOB, and the company cannot take any loans without GOB approval.
In all periods, the EBT was negative, and because of that, BWA did not pay any corporate tax. Also, the company did not make any profit during the analyzed period.
Balance sheet
FIGURE 3: BALANCE SHEET (MARCH 2019 - MARCH 2023, BD$ CURRENT)
[image: ]
Source: Author, based on non-audited financial figures shared by the BWA.
The 'cash and equivalents' item remained stable and at a healthy level during the years. BWA's dependence on GOB can be seen in how much equity is due to the government and how much it increased during the analyzed period, while the deficit account kept increasing.
The receivables increased during the years of analysis and reached very high levels in the preliminary figures of December 2023. This movement was due to the request by GOB that BWA not disconnect any customers during the pandemic years due to bad debt. This exceptional policy, according to BWA, made some consumers feel less obliged to pay the water bill even after the pandemic. 
Along with the measures taken by GOB as stated in the citation above, it was reported that BWA and GOB are trying to negotiate a three-year payment plan for those customers who still have debts with the company. Also, due to this problem, BWA's collection rate for water bills could be as low as 70%, according to the company’s financial team, and 92% for sewerage bills. The sewerage bill is less affected by delinquency, since it is levied together with the garbage bill and is charged before the water bill. According to BWA, the issue with receivables often affects other items, such as payables.
The pension deficit is increasing over time and is a major part of the liabilities. According to BWA, this is mainly due to the benefits offered by the company in the 1980s and 1990s and because of the wage increases in recent years. 
The inventory item also increased in the analyzed years. According to BWA, in the pre-pandemic years, the company purchased several materials to substitute old infrastructure, but due to the pandemic, this substitution faced important delays. It is expected that such substitution will happen in the coming years.

Cash Flow
FIGURE 4: CASH FLOW (MARCH 2019 - MARCH 2023, BD$ CURRENT)
[image: ]
Source: Author, based on non-audited financial figures shared by the BWA .
There are two important points to consider when analyzing BWA’s cash flow. First, the effects of the increase in receivables on working capital. As receivables increase, they consume the available cash of the company. It is worth noting that this figure may not be very clear since bad debt was not calculated duly in recent years. Although this may not affect the overall result (the resulting balance of cash and equivalents in each year), it distorts the working capital.
The second point is the capital expenditures (CAPEX). Since BWA cannot take loans by itself without GOB approval and does not generate enough operational cash to fund CAPEX, even though it is positive, expenses with investing activities are highly demanding and increase the company’s dependence on government contributions. According to BWA, practically all resources or grants to fund investments will come through GOB.
 
Key indicators
FIGURE 5: KEY FINANCIAL INDICATORS
[image: Texto

Descrição gerada automaticamente]
Source: Author.
The financial indicators are shown in Figure 5. The indicators about capital structure pictures a growing importance of the GOB in BWA funding and the company’s dependence on the public money is evident when analyzing the “Government contributions’ dependence” measure as the GOB contribution (to fund CAPEX) divided by the net cash generated in the same period.
The return on assets and on equity were both negative in almost all years of analysis, and the dependence on water revenue was above 80% throughout the period. Finally, the increase in receivables is clearly shown in the turnover (in days). The receivables turnover increased from 37 days in March 2019 to 74 in the figure ending in March 2023 – and in December 2023, the number was reaching more than 150 days.
Comparing the financial indicators of BWA with other Caribbean water and sewerage companies (Figure 6), the Barbadian company presents the lower EBITDA margin and return on equity and the second lower net income margin.
FIGURE 6: COMPARISON OF BWA FINANCIAL INDICATORS
	Company
	EBITDA Margin
	Net Income Margin
	Return on Assets
	Return on Equity

	BWA (2023)
	9,79%
	-8,09%
	0,11%
	-3,55%

	BWS (2021)
	34%
	7%
	1%
	2%

	WAC (2019)
	33%
	26%
	9%
	12%

	DOWASCO (2020)
	25%
	-11%
	-1%
	-3%

	WASCO (2016)
	22%
	8%
	-
	5%

	NAWASA (2018)
	19%
	22%
	7%
	10%


Source: Author, BWA and Caribbean Water Study (IADB, 2021).

2.4. Projections (Mar/2024-Mar/2040)
The financial projections from 2024 to 2040 (ending in March 2024 and March 2040, respectively) were made considering the past financial figures shown in the previous subsection and new information gathered with BWA in several meetings and data requests. During these discussions, it was also made clear that there was a necessity to elaborate scenarios to comprehend possible future paths. In that matter, three possible scenarios were evaluated:
· Scenario 1: tariffs remain fixed as of December 2023 for the projection period, with non-collection rates maintained at 20.51% for the water collection rate and 8.00% for the sewerage collection rate.
· Scenario 2: non-collection rates improve between 2025 and 2028 projections. The water non-collection rate drops linearly from 20.51% to 5.00%, and the sewerage non-collection rate also reduces linearly from 8.00% to 4.00%. The tariffs remain fixed as December 2023 figures during all the projection periods.
· Scenario 3: the collection rates improve as in Scenario 2, and the tariffs are inflation-adjusted each year.
The scenarios were ordered from the status quo (Scenario 1) to scenarios that show improvements on actual operation standards (Scenarios 2 and 3). The Scenario 2 is feasible since its parameters are closer to the pre-pandemic period and incorporates an improvement (better collection rates) that should be sought by the company in the short term and that may give time to BWA set the path for major discussions and changes in the operational aspects (such as the tariff review process). The Scenario 3 represents a desirable scenario but demands willingness from both BWA and GOB to set a periodic tariff reviewing procedure.
The premises and methodologies used to project the future financial statements are described in the following sequence:
· Macroeconomic data: information about past inflation was retrieved from the Central Bank of Barbados[footnoteRef:5]. Gross Domestic Product (GDP) and population, both past and projected, were retrieved from the International Monetary Fund (IMF)[footnoteRef:6] database, as well as the inflation projection. The projections were linearly rescaled to reflect the period from April to March (of the next year), as the projected financial figures follow the fiscal year of the past figures. [5:  Available at: https://www.centralbank.org.bb/news/inflation-and-retail-price-index/retail-price-index-rpi-and-rate-of-inflation-1965-october-2023. Last access in: April 5th, 2024. ]  [6:  Available at: https://www.imf.org/external/datamapper/profile/BRB. Last access in: April 5th, 2024.] 


· Water invoiced (m³/year): water invoiced was projected to increase in line with real GDP. The same driver that BWA uses for its own projections and is consistent with past data.

· Water produced (m³/year): calculated as:

· Water loss (%): it was calculated assuming a 45% water loss in the March 2023 figure. It was also assumed that, due to the substitution of old infrastructure in the next five years, total water loss will reduce linearly from 45% (March 2024) to 40% (March 2029).

· Tariff (BD$/m³): in Scenarios 1 & 2, it was assumed to be fixed at the average tariff in December 2023 for water services (BD$ 5.16/m³) for all projected periods. In Scenario 3, it was adjusted for yearly inflation.

· Water revenue (BD$): the product of water invoiced and tariff. Water revenue is presented in the income statement.

· Water collection rate (%): it was assumed to be 20.51% in March 2024, based on calculations using the December 2023 figures and the sewerage collection rate (below). For Scenarios 2 and 3, this percentage drops linearly to 5.00% (in the March 2027 figure) and maintains this path afterward.

· Water cashed in (BD$): that is the value effectively collected. It is calculated as:

· Sewerage revenues (BD$): calculated as the water/sewerage revenues ratio of December 2023 multiplied by the water revenue of the projected year.

· Sewerage collection rate (%): assumed to be 8.00% in March 2024, according to BWA information. For Scenarios 2 and 3, this percentage drops linearly to 4.00% (in the March 2027 figure) and maintains this path afterward.

· Staff number (quantity): the quantity of employees was calculated independently for the staff of water and sewerage services. In both cases, the number of employees increases at the same rate that water production grows.

· Staff average wage (BD$): the average wage per staff in March 2024 is calculated as the total wage and salary expenditures in 2023 divided by the total number of employees in 2023. For the following years (until March 2026), the average wage grows 7% (3% as requested by GOB and 4% as negotiated with the Union).

· “Operation & maintenance” and “Transport” expenditures (BD$): calculated as the expenditure-revenue ratio of the December 2023 figures. The projection was done for water and sewerage services independently.

· Working capital (without receivables, BD$): the working capital forecast is the sum of the following projections: (i) receivables (described below), (ii) inventories, (iii) accounts payable, (iv) customer’s deposits, (v) other current liabilities, and (vi) salaries and wages. 
· For the “inventories” it was assumed that the turnover related to OPEX would converge to the pre-pandemic level after 5 years, as it is the expected time to substitute the old infrastructure. 
· For payables, there is also the turnover (related to OPEX) convergence effect to the pre-pandemic level, but only after 3 years, as it is the time bad payers must pay the debt with BWA (and, therefore, BWA would have money to pay the suppliers).
· For “customer’s deposits,” “other current liabilities,” and “salaries and wages,” it was assumed that the turnover would remain at the last value available (March 2023). About the turnover drivers, the “customer’s deposits” turnover is related to the revenues; the “other current liabilities” is related to OPEX; and the “salaries and wages” are related to the salary expenditures.

· Receivables (BD$): as mentioned before, BWA did not consider bad debt for the last three years. Although it does assume an allowance for doubtful accounts, the value remained the same in the last two years available. To better project the receivables, since it is an important part of the cash flow analysis, the bad debt was estimated as the value that maintained the same turnover level as the March 2023 figure. Therefore, the receivables are calculated as:

where  are the receivables amount in the “t” period;  is the total revenues in the P/L in the “t” period;  is the effectively revenue collected in the “t” period,  is the bad debt amount in the “t” period and  is the percentage of the current revenues that the bad debt represents as a function of the expected turnover in days (). In that manner, the turnover premise, the collection rates, and changes in the revenue invoiced can affect the amount of bad debt.
· Energy per water production (kWh/m³): for March 2023, it is calculated as the total energy consumption in 2023 (in kWh) divided by the total water production in 2023. The value resulting from this calculation is maintained thereafter.

· Energy tariff ($/kWh): it equals the average energy tariff as of 2023 for the entire year. This value seems suitable for use in all years afterward since the energy tariff is linked to oil prices, and according to the US Energy Information Administration (EIA), oil prices will remain at the current level at least until 2025.[footnoteRef:7] [7:  Available at: https://www.eia.gov/outlooks/steo/report/index.php. Last access on April 4th, 2024.] 


· South Coast Water Reclaimer Project (SCWRP) CAPEX and OPEX: the values of CAPEX and OPEX were gathered in the “Cost Breakdown for Economic Analysis.docx” document. The values were, originally, in 2021 US dollars, so the following changes were applied: (i) the US inflation from June 2021 to September[footnoteRef:8] 2023[footnoteRef:9]; and (ii) the average exchange rate US$/BBD in 2023[footnoteRef:10].  [8:  September was using as reference, in this case, since the middle month between April and March (from the next year), that corresponds to the fiscal year.]  [9:  Available at: https://data.bls.gov/cgi-bin/cpicalc.pl?cost1=1&year1=202106&year2=202309. Last access on April 4th, 2024.]  [10:  Available at: https://www.investing.com/currencies/usd-bbd. Last access on April 4th, 2024.] 

The building time was assumed to be 3-years and the CAPEX was equally divided during this period. The total demand for reused water was estimated at 2,05 million m³/year[footnoteRef:11], and the tariff was BD$ 1,80/m³ that could be fixed or inflation-adjusted according to the scenario. [11:  for Year 4, in which the water reclamation infrastructure is completed, the volume is less (1,32 million m3 / year)] 

· Photovoltaic (PV) Plant: the CAPEX and OPEX of the PV Plant was given by the IADB. The plant was assumed to be built in 5 years and the electricity price that BWA will sell is fixed at BD$ 0,25/kWh.

· Other CAPEX projects: BWA has a long list of projects that the company intends to do or would like to do. However, this list is typically not completed since GOB has limited funds to sponsor BWA projects. Even with the SCWRP and the PV Plant projects being built, BWA will probably start new CAPEX projects of lower complexity. To model this, it is assumed that the company will maintain the asset level stable – meaning that the CAPEX value of each year equals the asset depreciation.
The following graphics show how the main financial accounts will behave in the future in each scenario. In Scenarios 1 and 2, the only driver for raising operating revenues is demand, so they are the same and operating revenues grow by almost 52% from March 2024 to March 2040. When analyzing Scenario 3, where inflation also influences revenues, they grow by 236% in the same period (Figure 7).
FIGURE 7: PROJECTED OPERATION REVENUES
[image: ]
Source: Author.
Of course, because the revenues are in a much better position in Scenario 3, the EBITDA will also be better (Figure 8). That is the only scenario in which EBITDA will grow and maintain positive levels during the projection period. Because the tariffs are assumed to not be inflation-adjusted in Scenarios 1 and 2, the EBITDA will turn negative in the short term (for Scenario 1) or in the medium term (for Scenario 2). The difference between these scenarios is due to the improvement (in Scenario 2) of the collection rates.
FIGURE 8: PROJECTED EBITDA
[image: ]
Source: Author.
The positive EBITDA in Scenario 1 is due to the sewerage, as it offsets the negative values of the water operational result (Figure 9 and Figure 10). In all scenarios, the sewerage EBITDA decreases in the March 2028 figure because SCWRP begins to operate. While the OPEX is linked to the sewerage service, the revenues are linked to the same[footnoteRef:12]. Despite this, the sewerage operational result is never negative. [12:  As mentioned earlier, the sewerage revenue does not vary according to the effective volume of wastewater services: for domestic users, the sewerage levy is fixed (7.5 dollars/month), whereas for commercial users, the levy is 25% of their water services bill.] 

FIGURE 9: PROJECTED WATER SERVICE EBITDA AS PERCENTAGE OF OPERATION REVENUES
[image: ]
Source: Author.
FIGURE 10: PROJECTED SEWERAGE EBITDA AS PERCENTAGE OF OPERATION REVENUES
[image: ]
Source: Author.
The net income will (Figure 11) remain at negative levels if the tariffs remain fixed in the future. The generation of cash from operations (Figure 12) will behave similarly to the EBITDA, and that is concerning since the revenues will not surpass the operational expenditures after a set number of years, in Scenarios 1 and 2, leading to the consumption of the company's cash. The company will have more time to deal with this problem if it improves the collection rate (i.e. Scenario 2). However, BWA’s long-term financial sustainability is dependent on tariff revisions and/or the government providing financial support. 
FIGURE 11: PROJECTED NET INCOME
[image: ]
Source: Author.
FIGURE 12: PROJECTED NET CASH FROM OPERATION
[image: ]
Source: Author.

3. Institutional and legal frameworks
3.1. Objective
The objective of this section is to analyze some of the institutional and legal aspects of the company’s operation. Mainly, the relevant topics to be detailed are the tariff regime applied to its consumers and how it relates to the demographic features of Barbados’ population.
3.2. Data
For this section, public information regarding BWA’s tariffs were consulted, along with internal queries with BWA’s staff. 
3.3. Analysis
BWA’s own website has a Q&A section where it is possible to consult the tariff rates for each type of consumption. For domestic customers, there are different tariffs that vary based on the volume consumed, with values from 2009, over a decade ago. Figure 13 shows a table for domestic costumers from BWA’s website.
[bookmark: _Ref163632430]FIGURE 13: DOMESTIC TARIFF REGIME 
[image: Texto

Descrição gerada automaticamente]
Source: BWA’s website, and Barbados Water Authority (Water and Sewerage Rates) Regulations, 2009 (S.I. No. 69 of 2009).

Based on this domestic tariff regime, when the bill for 15m3 of consumption is considered, BWA’s domestic water tariff (resulting in US$20.77/month/user) is comparable to other regional utilities (on average, US$23.87/month/user, according to the Caribbean Water Study (IDB, 2021)).
FIGURE 14: Average Monthly Residential Water Bill for 15 Cubic Meters of Water in 2019
[image: A graph of numbers and a number of people

Description automatically generated with medium confidence]
Source: Caribbean Water Study (IDB, 2021)
For commercial customers, the water tariff schedule was adjusted in 2019, to include a second block (40 m3-12,000 m3) with a higher cost per cubic meter[footnoteRef:13]. The rate for farmers was adjusted in 2022[footnoteRef:14].  Figure 15 shows BWA’s current tariff regime. [13:  Barbados Water Authority (Water and Sewerage Rates) (Amendment) Regulations 2019 (S.I. No. 66 of 2019)]  [14:  Link.] 

[bookmark: _Hlk164783923]FIGURE 15: BWA’S CURRENT TARIFF REGIME
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Source: BWA.
The tariff adjustment procedure is an important element, as there is no standardization of this matter (for example, periodicity). As it stands now, there is no legislation related to BWA that establishes a periodic tariff review. Such regulation is important because, over time, many factors may necessitate a change in the tariffs. For instance, inflation is a good example. Like any company, BWA should manage its financial operations considering its revenues and expenses. Even if these variables are balanced at a set period, they may become unbalanced as BWA’s expenses adjust for inflation but not its revenues. One particular aspect on this is in relation to the energy price which the BWA pays for its consumption (i.e. electricity used for its activities). The share of electricity cost represented 15% of total OPEX (excluding depreciation and amortization) for the fiscal year ended in March 2023, showing significant increase compared to the prior fiscal year, reflecting increase in energy price of estimated 32%. Given the highly volatile nature of this cost together with the important share it has in the total cost, it requires special attention when it comes to balancing BWA’s revenues with its costs.  
Although it is not strictly necessary for an adjustment procedure to establish a monthly, quarterly, or annual recalculation of the tariff, it is certainly advisable to provide some predictability. Looking at the 2009 domestic tariff regime, the last adjustment made was a significant one: a 60% increase for all consumption ranges. If the tariff adjustments are to be considered on a regular basis, most likely BWA would be possible to avoid huge adjustments (rather smaller and periodic adjustments).
Another important aspect of BWA’s tariff regime is the subsidy policy. As it stands now, there are no social subsidized rates for domestic consumption. It is worth noting that the charges for the first two blocks for domestic users (0 m3-8 m3, and 9 m3-20 m3) are lower than the that for the first block for commercial users (0 m3-40 m3). This creates cross-subsidization. When the bill for 15 m3 of consumption is considered, BWA’s domestic water tariff (resulting in US$20.77/month/user) is comparable to other regional utilities (on average, US$23.87/month/user)[footnoteRef:15]. The only special rates are for farmers and ships (the rate for ships is higher than the rates for any other categories and blocks), as shown in Figure 16. When future tariff adjustments are discussed, it is recommendable to consider introducing a well-targeted mechanism in support for low-income households and the vulnerable population. [15:  IDB 2021] 

Figure 16: SPECIAL RATES
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Source: BWA.



4. Conclusion: Diagnosis, prognosis and institutional strengthening
4.1. Objective
This section summarizes the main findings of the past sections and suggest measures that could improve the financial capacity and institutional strengthening of the company.
4.2. Diagnosis and prognosis
The main findings of the financial and institutional analysis developed during the past few months are summarized as follows:
· Tariff review: BWA has not reviewed its tariff values for more than a decade for residential consumers, which represents a major part of its demand. The tariffs have also remained fixed for several years for other demand segments, such as commercial customers, owing to the fact that there isn’t any regulation that establishes a periodic tariff review. It's important to note that costs are not fixed and vary according to inflation or other factors, energy price one that requires particular attention. When future tariff adjustments are discussed, it is recommendable to consider introducing a well-targeted mechanism in support for low-income households and the vulnerable population.
· Collection rate: the collection rates are at a lower level than pre-pandemic years. The measures put in place during the pandemic to ensure access to water for all inhabitants of the island has led to customers less inclined to pay for the services. This is the issue of upmost importance in the short to medium term, as this situation consumes cash from the company and distorts the cash flow. BWA has increased its effort to encourage customers to service their outstanding accounts, including the issuance of demand letters and the resumption of disconnections of accounts, both commercial and domestic, with arrears.
· Water loss: BWA has a high level of water loss, both physical and commercial. The company recognizes this as an important issue, not only from the financial perspective, but also from the viewpoint of water resources management, and has started actions (including mains replacement program). 
· Availability of high-quality data: during the process of the financial analysis, the availability of high-quality data has been a notable issue, starting from the financial statement not being audited for several years. Having good data is important to support good administrative decisions. The management of BWA is aware of this issue, and it is a potential area for institutional strengthening.
· Declining EBITDA, if the tariffs are fixed: although the overall EBITDA is currently positive, this will decline if the tariffs remain fixed for long. This will be an issue especially for the water services (see Scenario 2 illustrated in the previous section). EBITDA of the sewerage service is expected to remain positive for the period of the analysis.
· Cash issues: following the last point, this is clear from the sewerage account, which is piling up each year. Soon, the sewerage account is expected to be a major part of the cash and equivalents account. If this situation comes to reality, some legal measures might be necessary to permit the transfer of resources from the sewerage account to water service expenditures. 
· GOB dependence: the company is highly dependent on GOB for capital expenditures. Most of the company's funding needs are provided by grants from GOB, and the company cannot take any loans on its own without GOB approval.
4.3. Institutional strengthening 
As the main findings were listed in the last subtopic, here are some actions that could be taken by BWA and GOB to ensure that such prognosis does not become reality and to strengthen the institutional and financial aspects of the company:
· GOB and BWA need to engage in a tariff review process as soon as possible and maintain it regularly. Ideally, tariffs should be reviewed annually according to inflation or as a function of expenditure components (including the energy cost) and the cost of capital[footnoteRef:16]. It is proposed that an IDB Invest’s Advisory Engagement will include a cost analysis and tariff assessment. [16:  Uruguayan water utility Obras Sanitarias del Estado’s tariffs are subject to annual adjustments, and this issue could be one example (link, in Spanish). Annual tariff adjustments are discussed based on the variations of certain factors such as the wage index, consumer price index, energy price, foreign exchange rate etc. Jamaica’s National Water Commission’s tariffs are subject to monthly adjustments, based on three indices: consumer price index, foreign exchange rate, and energy prices (link).  ] 

It is important that the tariff review be periodic so that the population would not need to be surprised by very high increases in tariffs, which are hard to accommodate into family and commercial budgets. According to simulations made with the projections, if the company and GOB were to maintain fixed tariffs, there needs to be a 25.86% one-time increase in 2025, assuming collection rates will improve in the near future, to guarantee positive cash generation through 2040 (and, again, another tariff adjustment will be required after this period).  
The funding source for CAPEX is an associated issue. For the BWA to be able to invest in capital projects on its own, BWA needs to generate additional cashflow for that purpose.
· Both BWA and GOB should tighten measures to ensure consumers comply with payments of active debts and bills. This may include less permissive deals and higher disconnection rates. Of course, the social importance of water service is not negligible, and each consumer case need to be handled carefully.
· BWA should invest in data collection, analysis, and reliability. The most obvious action is the financial audits: it is important that BWA’s financial figures be periodically audited by an external and independent auditor, and if the auditor finds issues and proposes improvements in the accounting policies taken by the company, BWA should correct the issues considering the auditor's advice. That being said, this topic includes much more than the financial audits, actions such as the following could be considered: improve metering, even public ones that may be exempt from paying for water supply; reducing commercial loss; and investing in reliable monitoring tools for both financial and operational data. The implementation of IDB’s AquaRating[footnoteRef:17] would provide a comprehensive view on this important matter. [17:  AquaRating is a collection of tools that supports water and sanitation service providers in their enterprise transformation, through evaluation of their performance and development of transformation plans, with a focus on efficiency, sustainability and resilience. The original AquaRating Standard, which aims at comprehensive assessment, was launched in 2015, and so far, more than 100 water and sanitation (W&S) utilities, in approximately 30 countries—this translates to over 120 million inhabitants served—have used these tools to evaluate and, therefrom, improve their performance and management.] 

· The company should always seek to reduce water loss, both physical and commercial, and continuously improve operational expenditures. This gains even more importance for Barbados, in the context of climate change and water scarcity.
4.4. Conclusion
The following presents the main conclusions of the analysis:
· While the water tariff schedule for domestic users has not been adjusted since 2009, a regional benchmarking study (IDB 2021) suggests that BWA’s domestic water tariff (for 15 m3, US$20.77/month/user) is comparable to other utilities (US$23.87/month/user on average). The water tariff schedule for commercial users was adjusted in 2019, and the Sewage Contribution Levy, introduced in 2018, provides BWA revenues to cover O&M cost of sewerage systems. The financial analysis indicates that: (i) in recent years, BWA has maintained positive earnings before interest, taxes, depreciation, and amortization margin (on average 13% during the last three years of the historical analysis), despite a significant impact from an increase in non-payments (currently estimated at 20.51%), which arose due to suspension of disconnections adopted during the COVID-19 pandemic; (ii) under a scenario with improvement in the non-payment level, BWA could cover its operational costs with operational revenues in the medium term; and (iii) BWA’s long-term financial sustainability is dependent on tariff revisions and/or the government providing financial support. Aiming to strengthen BWA’s long-term financial sustainability, an IDB Invest’s Advisory Engagement will include a cost analysis and tariff assessment. Moreover, there will be a special contractual condition to ensure the financial sustainability of the Investments.
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Year Mar-19 Mar-20 Mar-21 Mar-22 Mar-23

Income Statement

Operating Revenues 132,512,689 159,978,671 147,462,322 153,926,732 174,219,503

Sale of water 114,073,227 133,971,338 124,499,904 131,850,986 147,683,382

Private developments and plumbing 1,096,932 1,292,998 1,495,395 695,082 1,438,460

SCWRP Revenues (Agricultural)

Sale of eletricity

Sewerage  17,342,529 24,714,336 21,467,023 21,380,664 25,097,661

Operating Expenses - Water  -157,114,650  -112,297,436  -106,385,847  -134,081,824  -148,477,082 

Operations and maintenance -90,350,388  -58,948,475  -56,103,804  -65,806,896  -69,616,162 

Salaries and wages -40,479,730  -32,283,661  -31,640,012  -43,411,240  -44,410,773 

Electricity -19,981,461  -17,026,628  -13,766,770  -15,650,378  -22,721,892 

PV OPEX

Transportation -6,303,072  -4,038,673  -4,875,261  -9,213,310  -11,728,255 

Operating Expenses - Sewerage 0 -8,955,960  -8,331,683  -7,204,093  -8,685,529 

Operations and maintenance -2,883,107  -2,558,659  -1,509,929  -2,262,688 

Salaries and wages -4,554,479  -4,482,063  -4,386,867  -4,889,943 

Electricity -1,184,607  -888,918  -829,662  -827,447 

SCWRP OPEX

Transportation -333,767  -402,044  -477,634  -705,452 

EBITDA -24,601,961  38,725,274 32,744,792 12,640,816 17,056,892

EBITDA water/not-wastewater 22,966,899 19,609,453 -1,535,756  644,760

EBITDA sewerage 15,758,375 13,135,339 14,176,572 16,412,132

Depreciation and amortization -40,595,269  -32,762,139  -38,632,020  -35,778,523  -19,463,487 

EBIT -65,197,229  5,963,136 -5,887,228  -23,137,707  -2,406,595 

Financial income (loss) -14,194,816  -18,120,325  -13,356,575  -14,123,654  -14,857,683 

Interest expense

-10,034,275  -4,486,028  -2,274,643  -3,525,530  -3,334,009 

Pension expense

-4,992,504  -13,657,172  -11,382,019  -11,465,705  -11,527,625 

Interest income

0 0 0 0 0

Other (loss) income

831,963 22,876 300,088 867,581 3,950

Government grant 30,649,057 0 0 0 3,166,369

EBT -48,742,988  -12,157,189  -19,243,802  -37,261,362  -14,097,909 

Corporation tax 0 0 0 0 0

Net income (loss) -48,742,988  -12,157,189  -19,243,802  -37,261,362  -14,097,909 

Other comprehensive income -16,800,451  0 0 0 0

Remeasurement of employee benefit obligation

-16,800,451  0 0 0 0

Total comprehensive income -65,543,439  -12,157,189  -19,243,802  -37,261,362  -14,097,909 
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Year 2019 2020 2021 2022 2023

Assets 638,439,556 660,175,521 663,436,699 669,768,799 697,100,870

Current assets 96,768,773 105,809,666 125,714,362 122,840,687 124,773,980

Cash and Cash Equivalents 34,801,164 39,527,246 50,512,569 47,914,387 40,237,989

Series F Bond 21,900,000 15,642,857 9,385,714 3,128,571 0

Prepaid Expenses 1,689,632 15,477,273 15,469,273 15,469,273 1,681,632

Accounts Recceivable 13,542,807 8,880,355 24,043,868 24,483,892 35,640,190

Work-in-progress - Service Orders 296 461,293 -182,042  -232,261  -899,936 

Water Tanker Programme 0 0 0 0 0

Inventory 10,383,154 12,102,913 12,929,271 18,994,814 40,359,402

Other current asset 14,451,719 13,717,728 13,555,708 13,082,012 7,754,703

Non-current assets 541,670,783 554,365,855 537,722,337 546,928,111 572,326,890

Net plant, equipment and property 541,670,783 554,365,855 537,722,337 546,608,858 572,007,637

Plant, equipment and property 852,192,226 897,649,436 919,637,938 964,302,089 1,009,134,797

Less accumulated depreciation -310,521,443  -343,283,581  -381,915,601  -417,693,231  -437,127,160 

Other non-current asset 0 0 0 319,253 319,253

Liabilities 262,809,524 269,059,844 264,737,837 273,000,903 271,430,883

Current liabilities 77,401,178 79,389,685 64,798,906 72,391,190 70,639,596

Accounts payable 27,966,620 24,761,642 5,824,701 9,237,226 13,790,221

Customer's deposits 5,355,601 5,463,036 5,540,290 6,574,362 7,169,978

Other current liabilities 42,979,310 46,116,325 47,772,845 50,358,614 49,138,772

Salaries and wages 1,099,647 3,048,683 5,661,070 6,220,988 540,624

Current portion of long-term loans 0 0 0 0 0

Non-current liabilities 185,408,346 189,670,159 199,938,930 200,609,713 200,791,287

Long-term loans 85,382,509 84,444,321 83,673,092 82,653,875 78,853,618

Employee benefits 100,025,837 105,225,838 116,265,838 117,955,838 121,937,669

Equity 375,630,032 391,115,677 398,698,863 396,767,896 425,669,987

Government Contributions 567,102,323 594,745,156 621,572,144 656,902,539 699,902,539

Other comprehensive income -22,277,278  -22,277,278  -22,277,278  -22,277,278  -22,277,278 

Deficit -239,848,979  -252,006,167  -271,249,970  -308,511,331  -322,609,240 

Reserve - Asset valuation 70,653,966 70,653,966 70,653,966 70,653,966 70,653,966
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Year 2019 2020 2021 2022 2023

Cash and cash equivalents beg. of year 20,200,398 34,801,164 39,527,246 50,512,569 47,914,386

Total comprehensive income -65,543,439  -12,157,189  -19,243,802  -37,261,362  -14,097,909 

Adjustments 50,629,543 37,248,167 40,906,663 39,304,054 22,797,496

Depreciation and amortisation 40,595,269 32,762,139 38,632,020 35,778,523 19,463,487

Interest expense/income 10,034,275 4,486,028 2,274,643 3,525,530 3,334,009

Assets written off 0 0 0 0 0

Working capital changes 53,757,711 2,873,697 -10,971,275  9,238,523 -7,379,454 

Accounts receivable 446,873 4,662,452 -15,163,513  -440,024  -11,156,298 

Prepaid expenses 3,381,318 -13,787,641  8,000 0 13,787,641

WIP - Private developments 48,742 -460,997  643,335 50,219 667,675

Inventories 2,410,430 -1,719,758  -826,358  -6,065,542  -21,364,588 

Bonds -21,900,000  6,257,143 6,257,143 6,257,143 3,128,571

Other assets 22,158,246 733,991 162,021 154,443 5,327,308

Employee benefits 19,399,610 5,200,001 11,040,000 1,690,000 3,981,831

Accounts payable -7,036,201  -3,204,978  -18,936,940  3,412,524 4,552,995

Customer deposits -261,694  107,435 77,254 1,034,072 595,617

Salaries and wages liabilities -83,079  1,949,035 2,612,387 559,918 -5,680,364 

Other liabilities 35,193,466 3,137,015 3,155,396 2,585,769 -1,219,842 

Net cash from operating activities 25,617,766 23,478,647 6,918,066 7,755,684 -2,013,876 

Interest paid -13,226,049  -4,486,028  -3,773,519  -3,525,530  -3,334,009 

Cash flows from investing activities:

-9,498,967  -45,457,210  -21,988,502  -44,665,045  -44,862,265 

Additions to PPE, net -9,498,967  -45,457,210  -21,988,502  -44,665,045  -44,862,265 

Interest received 0 0 0 0 0

Proceeds from sale of PPE 0 0 0 0 0

Cash flows from financing activities:

-1,518,033  26,704,646 26,055,759 34,311,177 39,199,744

Payment of long term loans -113,701,054  -938,188  -771,229  -1,019,218  -3,800,256 

Issuance of long term loans 0 0 0 0 0

Government contributions 112,183,020 27,642,834 26,826,988 35,330,395 43,000,000

Cash and cash equivalents end of year

34,801,164 39,527,246 50,512,569 47,914,386 40,237,989
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Year
Key Financial Indicators

Debt service coverage ratio
Debt/EBTIDA
Capital structure
Government contributions
Debt
Government contributions' dependence
EBTIDA Margin
Net income/loss margin
Return on Assets
Return on Equity
Water revenue dependence
Plant depreciation rate
Revenue growth
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Account receivable turnover (days)
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-0.22
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How to calculate your Bill?
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