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CONTRIBUTION TO THE

WATER AND SEWERAGE CORPORATION’S
2008/09 DRAFT BUDGET ESTIMATES
Mr Speaker and Members of the Honourable House of Assembley, I would now wish to give my focused attention to the affairs of the Water and Sewerage Corporation:

I believe all of us here are aware that the Water and Sewerage Corporation is experiencing a severe cash crisis which is fuelled in part from soaring operating costs, and of course low revenue earnings.   
Apart from the obvious inflationary pressures associated with rising energy costs,  which directly impacts shipping, all field operations, transmission and distribution pumping costs, reverse osmosis costs,  and the cost of PVC and other materials widely used in the industry, there are many other factors that impact on the financial health of the Corporation. 

Mr Speaker; I will make mention of all these factors in due course.

Mr Speaker; the Corporation is exercising increasingly tighter controls on spending, and is preparing a Corporate Action Plan that, when presented to the Government within the next six months, will propose several strategic revenue enhancement and operational initiatives.  Nonetheless, the reality is that the coming Government fiscal year will be more challenging than the current one, which can only be characterized as one where contractual obligations to suppliers have been breached and trade payables are projected to exceed $6 Mn.  An adequate funding allocation in the Government’s 2008/09 budget is required to maintain liquidity and salvage severely damaged relationships with key suppliers of goods and services, who have themselves suffered hardship from delayed payments over recent months.

Mr Speaker; the Corporation is requesting that the 2008/09 funding allocation for operating expenditures be increased to $19.08 Million, and that $11.14 Mn be allocated for key capital investments. Allocations for Capital development may require an independent revue, and specific financing, however these needs should be tabled at this time because they are of great significance and factor into the health and wealth of our citizens. These important projects will be outlined in due course.

Mr Speaker; Item 1 on the list of budgetary requirements from Government is the Family Island Operations subsidy. To put this into perspective, certain key points need to be highlighted:
Family Island operations were transferred from the Ministry of Works to the Corporation in 1989.  While the intent was to strengthen the business and commercial focus of these operations, it was accepted that in light of the low tariffs and diseconomies of scale resulting in high per capita operating and investment costs, Government would underwrite operating losses, and continue to inject capital for infrastructural development. 
Mr Speaker; The net cash shortfalls from tariff insufficiencies is projected to be $5.1 Mn in the Family Islands for 2008/09.  
As far back as 1995 when the loan funded Family Island Water Supply Development Program began, the European Investment Bank and Caribbean Development Bank recognized the extent to which the Corporation was – and would continue to be - financially weak, and limited the Corporation’s direct borrowings.  As a consequence, the Government of the Bahamas undertook those loan obligations.  
Mr Speaker; the Corporation has been servicing those loans at a rate of approximately $1.97 Mn annually, by a pass-through arrangement, from the Government allocation and must be included in the 2008/2009 budget allocation. 
Unlike BEC and BTC that have uniform national tariffs, the Corporation has multiple tariffs. There is one rate structure for New Providence, and two reduced rate structures in specified Family Islands.  Certain geographical locations receive water and/or sewer services free of charge, as a social contribution that should be borne by the Government.  This includes: unmetered piped groundwater and sewerage disposal services supplied in Spring City (Abaco); unmetered piped water supplied to: Great Harbour Cay (Berry Islands), Lovely Bay/Chesters (Acklins), Colonel Hill (Crooked Island), Pirates Well/Betsy Bay (Mayaguana), Long Cay and Ragged Island; and tankering operations in South Andros, Cat Island, Long Island, Rum Cay and Acklins.  Neither of the Family Island rates cover these operating costs.
Mr Speaker; The projected cost of services provided as a social contribution is $0.38 Mn for 2008/09.  
With all other factors being equal, implementing a uniform tariff structure is projected to increase Family Island revenues by over $5.7 Mn.  This tariff realignment will undoubtedly require further consideration. The Corporation proposes that as an interim measure, islands that are currently receiving high quality desalinated water should shift from the lower to the higher Family Island tariffs, to promote conservation and shift the mindset toward economic cost recovery principles.  This includes Bimini, Long Island, Inagua, Sweetings Cay and Acklins. 
Mr Speaker; this measure is now long overdue. 

The Corporation is actively working toward an independent tariff study that will recommend any necessary changes to existing rate structures and create an appropriate framework for periodic tariff revisions.  Technical assistance and funding is being sought for this through an Inter American Development Bank grant and a proposal will be put to the Government shortly. 
Mr Speaker; I should also mention at this time that a comprehensive New Providence Water and Wastewater Strategic Plan will  be presented to the Government shortly. A final draft is now in preparation.
Mr Speaker; there has been much public debate about the Corporation’s use of desalination recently, and I need to air some facts on this:

The Water and Sewerage Corporation presently utilizes reverse osmosis to provide potable water on 16 islands at this moment and this number will soon increase. 
Mr Speaker; all these islands have no freshwater resources at all, or the resources available are totally inadequate to meet existing, let me repeat…existing, demands. The justification for the use of this technology is evident to any capable technical person and the Corporation is more than willing to provide the information that supports this fact to any who question it. I have a list with the justification given and I can’t question it.

Mr Speaker; the Corporation has also provided me with a listing of all its wellfields that are presently in use and this highlights their present status and future potential. Some have good long term potential and some have already reached the point of over-exploitation. Where we plan to continue to use groundwater we need to create water reserves to meet future demands otherwise there will be no potential for growth and other options become necessary. The Corporation has been trying to do this for some islands since 1981, but has had little success as Governments in the past were not prepared to protect these reserves by legislation which is the only way they can be properly protected.

Mr Speaker; we know that land and its availability is a major issue on some islands, and so if we are not prepared to put the appropriate tracts aside for use for future water supplies we need to acknowledge that desalination will be needed in more and more locations. We need to face up to reality, make the appropriate decisions, and take action. The technical staff of the Corporation, and other agencies like BEST, know what should be done. In my opinion too many non technical or knowledgeable persons are delving into this pot!
Mr Speaker; when the first 2 MIGD desalinated water source was introduced at Windsor Fields in New Providence in 1997, the annual cost was $4.4 Mn.  The Government accepted the need to subsidize this cost, to the tune of $4.4 Mn annually at the outset, until tariffs could be adjusted to reflect the increased cost.  Similarly, government agreed to provide special subsidies of $8 Mn over the first two years for the Blue Hills Reverse Osmosis Plant that was commissioned in the second half of 2005.  As a consequence of not receiving further special subsidies prior to the 2007/08 supplementary budget allocation, the Corporation will find itself indebted to the supplier for approximately $4 Million at the end of the current fiscal year. A Government subsidy of $12 MILLION is needed for the expanded use of reverse osmosis in New Providence.
Mr Speaker; there is a high level of Non Revenue Water (NRW) in New Providence although there have been improvements over the last two years. One component of the Blue Hills Reverse Osmosis Water Supply Contract was an undertaking by the contractor, Consolidated Water, to reduce NRW by One Million Imperial Gallons per Day (1 MIGD), while providing 1 MIGD unbilled until the target was achieved.  This target was met in mid-2007, through a combination of pressure management, infrastructural repairs, and pipe replacements, and the Corporation is now paying for the additional 1 MIGD. When one considers that losses are still in the order of 4 MIGD, it is clear that the program needs to be accelerated through consistent investment in pipe replacement, and an active leakage control program. This component needs to be a part of the Capital contribution for projects in New Providence. 

Mr Speaker; The 2007/08 allocation of $11Million was well below the level of assistance provided to the Corporation since 2003/04 and this has resulted in severe hardship both for the Corporation and its suppliers whose payments have been deferred. Operating subsidies increased from $10.3 Mn in 2003/04 to $12 Mn for 2004/05 and 2005/06, then $24 Mn in 2006/07  inclusive of special subsidies for the  Blue Hills Reverse Osmosis plant.  Despite the recently approved Supplementary Allocation that increased the total operating subsidy for 2007/08 to $15.55 Mn, there will nonetheless be a projected carry over of bills in excess of $4.5 Mn for reverse osmosis water purchases.  
Mr Speaker; a monthly cash flow projection demonstrates that at the requested level of subsidies, the Corporation will barely meet its contractual obligations, and will not be able to pay electricity and telephone bills.  Contributions to the Corporation’s underfunded pension fund will remain on hold, and this is a sensitive issue with both unions.

Mr Speaker; I regret that I must mention that the Corporation has financed its operating activities with funds from developer financed projects, and has occasionally exceeded its operating overdraft facilities to maintain critical operations and pay salaries.  This means that there are no reserve funds for emergencies. Construction obligations relative to developer funded projects will also have to be met from operating cash inflows. This is an untenable situation.  

The Corporation is facing an uphill battle with respect to securing service agreements with major developments and needs the Government’s unequivocal support to succeed.  Point to point water sales at reasonable prices to developments such as Baha Mar, Albany, South Ocean, Kerzner, and potential franchisers such as New Providence Development Company are vital for the Corporation’s revenue growth, cost reduction and operational efficiency improvements.  Bulk tariffs, though discounted to reflect greater efficiencies, must nonetheless contribute to the bottom line and reduce the overall cost to small consumers who are more sensitive to price changes.
Mr Speaker; wealthy developments have to assist the Corporation to supply water and sewerage services to those areas where there is no potential to meet these costs by their contributions to the Corporation and in turn the Nation as a whole.
With respect to the capital allocations, mentioned earlier, I will briefly outline the priority needs of New Providence and Family Islands. 
Mr Speaker; the Corporation maintains a network of over 650 miles of pipe in New Providence.  With an active customer base of around 23,000 accounts, this translates into nearly 150 feet per metered service connection.  It is estimated that over 100 miles, or nearly 23 feet per account, needs replacement to improve service and reduce leakage.  Another 30 miles of extensions is needed to bring service to isolated streets and large areas like Coral Lakes, and parts of Pinewood. 
Mr Speaker; the Government’s contribution to meet this need is $4,100,000. To continue the Non Revenue water programme is $4,000,000, and to cover other Capital undertakings like pump station and reservoir upgrades, sewer station upgrades, and the rehabilitation of buildings and associated infrastructure is $1,600,000. In all this would total $9,700,000 and it is proposed that $5,650,000 be allocated in the 2008/2009 budget year and $4,050,000 in the next.

 Mr Speaker; I know that you are fully aware that there are also urgent Family Island capital development needs that have been identified in consultation with the current Government. These projects include the following:

· The back-up generator programme: $260,000

· Harbour Island Storage and Pumping Station upgrades: $1,100,000

· North and Central Andros Storage and Pumping station upgrades: $500,000

· Central Island Main Extension Project to serve Clarence Town and Salt Pond : $6,068,450.

· Rock Sound/ Tarpum Bay Transmission Main extension to connect to those areas supplied by water produced by means of reverse osmosis.

Mr Speaker; The Corporation is principally seeking assistance to meet direct cash outlays, such as materials and sub-contracts.  Furthermore, to alleviate the burden on central Government’s coffers while also reflecting the practical realities of the project schedules, it is proposed to draw down funding over two fiscal years. In the 2008/2009 fiscal period the Corporation is seeking $5,484,225.
Mr Speaker; I should also like to mention at this time that the Water and Sewerage Corporation is submitting proposals to Government to seek funding to resolve the long term water supply needs of Green Turtle Cay, Little Exuma, and areas of South Andros. It is hoped that Government will decide how the Corporation should proceed in each of these cases.

22-May, 2008.
PAGE  
1

