BARBADOS CLIMATE RESILIENT SOUTH COAST WATER RECLAMATION PROJECT
(BA-L1063)

Analysis of Compliance with the Public Utilities Policy GN-2716-6 
 
	(i) Conditions of the Policies 
	Description 
	Comments 

	Financial Sustainability
	For each operation, it will be verified that the relevant public utility service will generate or receive sufficient funds to meet its financial commitments and cover the operating and maintenance costs of the systems related to the operation.
	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.


	[bookmark: _Hlk33025445]Economic evaluation
	Projects with the provision of public utilities services will be economically viable in accordance with the cost-benefit and cost-effectiveness evaluation methodologies used and accepted by the Bank.
	A cost-benefit assessment was performed for all the works related to the sewerage treatment, reclamation, and reuse [in for productive as well as aquifer recharge] financed by the Program and for which economic benefits could be quantified, as well as for all the costs associated with the Program. The costs analyzed were the incremental investments and operation and maintenance (O&M) costs. The economic benefits of the sewerage treatment, reclamation, and reuse related works were quantified using willingness to pay estimates (updated to 2023 prices) for marine ecosystems protection, net incremental income generated from irrigated areas during dry season in economic prices (less taxes and levies), net savings (economic cost) for BWA on potable water treatment due to augmented water availability in the aquifer rather than desalinated sea water, and the socioeconomic value of GHG emissions reductions using the shadow cost of carbon. The economic value of benefits associated to climate change adaptation and mitigation and environmental protection of marine resources account for 67.8% of the total economic value of benefits attributable to the Program. The results of the analysis show that under different CC scenarios the projects related to the sewerage treatment, reclamation, and reuse analyzed are socioeconomically feasible with internal rates of return above 12%. The Program overall is economically feasible with internal rate of returns ranging from 13.86% for the base case to 20.08% for the CC scenario under RCP 8.5. The analysis was supplemented with the respective sensitivity analysis.


	(ii) Objectives of the Policies 
	Description 
	Comments 

	Promotion of Access.
	Ensuring access to the entire population including the most disadvantaged communities and groups, in both urban and rural areas. 
	The Barbados Water Authority (BWA) is a Statutory Body established by an act of Legislature on 8th October, 1980. It is the entity in Barbados charged with supplying the island with potable water as well as the provision of wastewater treatment and disposal services to the sewered areas of Bridgetown and the South Coast. The BWA is also responsible for the monitoring, assessment, control and protection of the water resources in the public’s interest.

The project will contribute to access to water and sanitation, as (i) it improves the resilience of the potable water services infrastructure and (ii) the upgrading and rehabilitation of the SCSTP ensures improved wastewater treatment.
 

	Deliver a reliable, quality service.
	Ensuring that the service provided to the user meets minimum quality and reliability standards that are viable and consistent with a cost-benefit or cost-efficiency analysis, in keeping with the nature of the service and the supply conditions.
	The Component 4 of the Project includes support to the implementation of robust monitoring, reporting and verification systems to track water quality and water quantity (as well as soil quality and climate-related parameters).

	Deliver a service efficiently.
	Ensure efficient delivery of service in terms of supply, while seeking to deliver the service at the least possible cost. 
	Under Component 1, due consideration will be given to the use of energy efficient equipment, renewable energy sources and Smart Water Infrastructure Technologies. Component 3 includes solar energy generation, which will help BWA offset part of its energy cost. The Component will finance institutional strengthening activities of the Executing Agency BWA as the public utility responsible for supplying potable water, and sewage services, and protecting the country's water resources, including the implementation of an action plan based on AquaRating.


	Create suitable incentives for service demand.
	Ensure suitable incentives are in place so that users make use of the services in a manner consistent with their economic, financial, and environmental sustainability.


	In Barbados, most (over 98%) of the user accounts are metered. Volumetric charges, with increasing block structure, will send signals for consumers to avoid overuse and wastage. 

The project will also reduce agriculture demands for potable water, as well as promote conservation of water resources.


	Promote the sustainability of public utilities services.
	The scope of the sustainability of the public utilities' services will be promoted based on three pillars:
a) Financial sustainability: ensuring that there are sufficient revenues from provision of the service to the user, with the community contributions and direct contributions from the government, to cover the efficient costs of service delivery.

b) Environmental sustainability: helping ensure that the selection, execution, operation, and maintenance of the service delivery projects comply with the Bank’s environmental safeguards and contribute to the development of resilient infrastructure, considering viable alternatives to mitigate climate change.

c) Social sustainability: helping increase access to the service and providing mechanisms to consult with the community on pertinent aspects of service delivery.




	



Financial sustainability: 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.

Environmental sustainability: In accordance with the IDB’s Environmental and Social Policy Framework (ESPF) and the environmental and social due diligence, this  operation has been classified as “Category B” since the works that will be financed are likely to cause local and short-term negative environmental and social impact for which there are effective mitigation measures available. The impacts include potential soil erosion and contamination; water pollution (surface and groundwater); increased noise, vibrations, dust, and emissions; and disruption of biological communities. Additionally, during the operation phase, there is a risk of improper disposal of wastewater and sludge if specific avoidance measures are not implemented. Nevertheless, the Program is expected to have mostly positive impacts by improving the access to water for irrigation, improving management of potable water supply and increased treatment of wastewater.

Social sustainability: There is no physical displacement or land acquisition that has been identified for the project.  However, temporary economic displacement (temporary loss of livelihoods) of informal vendors could happen especially during the construction of the pipeline. In these cases, for the applicable interventions, Livelihood Restoration Plans (LRP) and compensation plans will be prepared. No direct adverse impacts on indigenous peoples or other vulnerable groups are anticipated.


	Principles of the Policies 
	Description 
	Comments 

	Supporting the countries to address basic access needs.
	The Bank will support the development of sustainable systems that use the combination of cost-efficiency and the most appropriate technology solutions, given the characteristics of the demand and the public utility, to address the access needs of the population, both urban and rural.
	The main benefit of the project is its contribution to improving resilience (adaptation to climate change) through reclaiming and repurposing treated sewage flows for agricultural irrigation and aquifer recharge, diversifying water sources for agriculture and human consumption. This, in turn, will increase water availability, improve water security and food security, safeguard public health and protect the environment. Specifically, the operation focuses on the treatment of sewage flows to international standards (Component 1) such that the high-quality reclaimed water can be used for unrestricted agricultural irrigation and aquifer recharge instead of being discharged into the environment. It is expected that the reuse water distribute to farmers will reduce the dependency on potable water, provided by BWA, making this water available for other uses.

	Continual improvements in the governance of public utilities will be key for increasing efficiency in service delivery and satisfactorily protecting the interests of users.
	The Policy holds that governance for decision-making in public utilities management, as well as the policy and/or regulatory framework that regulates and supervises the utilities are the primary factors determining their performance, quality, and sustainability. 
	See points a) through g) below.

	a) Promoting integrity, transparency, and accountability.
	Bank-financed operations will drive basic institutional arrangements, so the region’s countries adopt measures that promote integrity and increase transparency in the delivery of public utilities services, in order to improve accountability and strengthen the observance of users’ rights. To this end, the Bank will make greater efforts to have its operations contribute to the development of good governance systems among public and private stakeholders. Moreover, this Policy recognizes that the weakness of public statistical data and the scarcity of private statistical data are factors that often hinder adequate responses to basic questions on infrastructure investment needs, service provider performance, and rate structure and evolution. Therefore, the Bank will promote targeted transparency, considering users’ information needs, the most effective way in which information should be made available, and the best channels for its distribution.
	[bookmark: _Int_xk82YO2x][bookmark: _Int_RwsUNydF]The Fair Trading Commission (FTC) is empowered under the Fair Trading Commission Act, CAP. 326B (“FTCA”) and the Utilities Regulation Act, CAP. 282 (“URA”) of the Laws of Barbados to determine, monitor and review Standards of Service (“SOS”) applicable to regulated utilities.

The Standards of Service is a quality of service (QoS) framework. The purpose of such a framework is: (i) To ensure that a minimum quality of service is maintained; (ii) To incentivize improvements in the quality of service; (iii) To monitor service quality; and (iv) Generally, protect the interests of consumers.

There are two (2) Standards of Service categories: Guaranteed Standards of Service (GWS), and Overall Standards of Service (OWS). Guaranteed Standards of Service require compensation in the form of a credit to each individual customer submitting a claim, when affected by BWA’s failure to meet the defined target for the relevant Standard. Overall Standards are designed to monitor the overall performance of BWA. There is no compensation to customers for BWA’s failure to meet Overall Standards.

In terms of access to information, FTC publicizes yearly statistics related to BWA’s performance in attaining the Guaranteed Standards of Service and Overall Standards of Service.

	b) Analyzing the characteristics and impacts of subsidies.
	The operation and financing of the services addressed by this Policy should efficiently recover service delivery costs through rates charged to users. However, this Policy acknowledges that, occasionally, financial sustainability can be achieved by supplementing the revenues earned through rates charged to users for the service with contributions from the community and direct government contributions. Where subsidies are granted, the Bank will promote both their transparent allocation and use, subject to frequent, effective accountability mechanisms. In cases where rate subsidies are granted, the Bank will promote their targeting toward the most vulnerable and lowest-income groups. In addition, to the extent possible, the Bank will help countries replace rate subsidies for public utilities with income transfer mechanisms that are more direct and targeted toward the lowest-income population segments
	In Barbados, the water tariff schedule for domestic users has not been adjusted since 2009 (which has four blocks). 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.

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 IDB 2021).

The Garbage and Sewage Contribution (GSC) was introduced in 2018. For domestic users, the GSC is calculated at a daily rate of 25 cents for sewage and $1.25 for garbage (the amount corresponding to garbage is transferred to the Sanitation Service Authority). For commercial customers the GSC is 50% of their current water charge where 25% will go to sewage and 25% to garbage.

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.

For the GSC, certain users may request a waiver/reduction (senior citizen, family receiving welfare assistance, person living with disability, day care centers, nursery schools, not-for-profit homes for the aged, not-for-profit shelters). 


	c) Separating institutional roles to improve sector governance.
	Experience shows that the most effective organization for the sectors to achieve this Policy’s objective is the separation of the roles of policymaker, regulator, and service provider. In this context, the sector authority retains responsibility for policymaking and planning, the public agencies determine and oversee compliance with the regulatory system, and public or private entities are assigned responsibility for providing the service. This Policy recognizes, nonetheless, that the institutional organization cannot follow a single model, but must be adapted to the specific features of each sector and country. In several of the region’s countries, responsibility for policymaking, regulation, and delivery of public utilities is based at the local (provincial or municipal) level. In these cases, where it is not necessarily optimal to separate the roles of policymaking and regulation, the Bank will promote homogeneous regulation, with adequate minimum quality parameters, rate-setting principles, supervision and control mechanisms. It will also help develop institutional mechanisms that strengthen appropriate management in the framework of local legislation.
	The BWA is a Statutory Body established by an act of Legislature on October 8th, 1980. It is the entity in Barbados charged with supplying the island with potable water as well as the provision of wastewater treatment and disposal services to the sewered areas of Bridgetown and the South Coast. The BWA is also responsible for the monitoring, assessment, control and protection of the water resources in the public’s interest.

The FTC is empowered under the Fair Trading Commission Act, CAP. 326B (“FTCA”) and the Utilities Regulation Act, CAP. 282 (“URA”) of the Laws of Barbados to determine, monitor and review Standards of Service (“SOS”) applicable to regulated utilities. The FTC has not conducted a review process for BWA’s tariff. IDB Invest will provide advisory services to BWA to develop a cost analysis and tariff assessment.

	d) Establishing the most appropriate sector structure given the characteristics of the service and the objectives of the Policy.
	Considering the heterogeneity of markets and services in the region, this Policy does not promote a single sector industrial organization for the delivery of public utilities, and emphasizes that regardless of the management model used, there must be good governance practices and a clear, predictable, stable regulatory framework that encourages efficiency and investment.
	The delivery of the majority of public utilities services are delivered by state owned enterprises as follows: water and wastewater services are delivered by BWA; electricity by the Barbados Light & Power (BL&P).


	e) The role of economic regulation in creating incentives for efficiency, investment, and protection of users’ rights.
	The adoption of an effective regulatory system tailored to the specific conditions of each sector in each country is a key factor for achieving the Policy’s objectives. A regulatory system should help reduce the capital cost of service providers, encourage investment, set service quality standards, and allow service providers to obtain sufficient revenues to be financially sustainable. The selection of the most appropriate institutional instrument for the specific conditions of the country and the service is of the utmost importance for the effectiveness and sustainability of the regulatory process. This instrument may take various forms, from regulation by contract to more complex methods that require the creation of a multisector regulatory body or even a specific one for each service. The probability that economic regulation will contribute to achieving the Policy’s objectives increases with the degree of independence, autonomy, and transparency of the regulatory institutions and processes. The promotion of users’ rights should be a core objective of the service regulation process. Thus, regulation should ensure that the efficiency gains achieved over time by the service providers are passed on to the users through rate reductions or improvements in service quality. For this to happen, it is essential to prevent the abuse of dominant market power by the provider and strictly apply the standards for quality of service. Regardless of the sector structure and institutional regulation model selected by each country, the Bank will provide assistance in developing information systems that show policymakers and users the structure and cost and rate levels at all stages of service production.
	Currently, as mentioned above, the FTC is focused more on monitoring and reviewing Standards of Service (SoS) of the BWA’s water and sanitation services.  

SoS consists of two parts: Guaranteed Standards of Service (GWS), and Overall Standards of Service (OWS). GWS measure the regulated utility’s provision of service to customers. The BWA is required to issue compensatory payments to individual customers affected by breaches of the Guaranteed Standards (the customer is required to submit a manual claim in order to receive compensation). OWS measure BWA’s efficiency in delivering service to its customers at the national level. Overall Standards do not require compensation to be paid to individual consumers if targets are not met. However, where a breach persists, the FTC may impose fines.



	f) Creating the proper conditions so private participation in public utilities service delivery is a viable option.
	This Policy recognizes that competition has the potential to increase productive efficiency and quality of service. In markets where production technology does not exhibit characteristics specific to natural monopolies, market competition can be generated by allowing several companies to offer services simultaneously. When the markets are natural monopolies, competition for market can produce the same results as competition in the market, as long as the process of selection and regulation of the company providing the service is open and effective. The Policy also recognizes that private participation (in any of its manifestations, including management contracts, concessions, or mixed-ownership enterprises) is a key tool for closing gaps in the quantity and quality of utilities in the region. Attracting private participation to the services covered under this Policy and maximizing its impact on efficiency gains in service management depends on the existence of a macroeconomic context that favors investment and credit, a clear, stable institutional and regulatory framework, and economic conditions that reduce capital cost and allow for reasonable returns on investment. In those cases where the countries consider that competition and implementation of public-private partnerships are suitable mechanisms for promoting the expansion of the supply and enhancing the quality and efficiency of public utilities services, the Bank will provide assistance in strengthening the institutional and legal framework and in developing rules and mechanisms that encourage the participation of enterprises under equal conditions.
	While the BWA is the entity in Barbados charged with supplying the island with potable water as well as wastewater treatment and disposal services, the BWA has used PPPs. An example is a Build Own Operate (BOO) contract with Ionics Freshwater Ltd. For a desalination plant.




	g) Strengthening the management of infrastructure used for public utilities service delivery.
	The most pertinent spheres of action for optimizing infrastructure management are: (i) encouraging efficiency in business management; (ii) developing and implementing appropriate, stable asset maintenance policies; and (iii) optimizing the use of the infrastructure through incentives for demand. Policies to drive demand through the setting of standards or the establishment of price incentives (including congestion charges and peak and off-peak rates) have the potential to change consumption patterns while increasing the availability of infrastructure services. Optimization of infrastructure use through price mechanisms not only allows cost savings but can also contribute to environmental sustainability by creating incentives to conserve, and therefore reduce emissions and adverse impacts on ecosystems. When establishing price incentives and changing rates, it is highly advisable to rigorously analyze their distributive incidence among the various types of users, in order to report on possible impacts on social inclusion.
	The program will strengthen BWA’s institutional capacity, through the implementation of an action plan based on AquaRating and training in operations and maintenance of the South Coast Wastewater Reclamation and Reuse Facility.




	Promoting innovation to foster efficiency, access, and environmental sustainability.
	This Policy highlights the role of technology for increasing access with cost-effective solutions, reducing maintenance costs, and managing consumption, while avoiding unnecessary investments in increased capacity. The Policy recognizes that the Bank will help disseminate information on the adoption, financing, and systems for management of the most appropriate technology solutions for each particular combination of public utility and demand characteristics.
	BWA is expected to progressively implement and improve its smart water technology infrastructure particularly in its non-revenue water reduction, leak detection and repair, and universal metering programs (advanced AMI Architecture along with smart meters) as well as Supervisory Control and Data acquisition (SCADA) and management information systems. 




 


