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FINANCIAL REVIEW – FURTHER INFORMATION 
 

 

KEY MESSAGES 

 Transparency, certainty and protection for customers. 

 Debt reduction will lead to customer charges being lower than without a debt reduction. 

 Financial stability for Manx Utilities. 

 

 

Why is this motion being proposed? 

Following the general election in September 2016, the new administration’s Programme for 
Government included a commitment to ‘Conduct an independent review of Manx Utilities’ financial 
position to assess the ongoing stability of its long-term financial plan and the assumptions that 
underlie it.’ (Action by Outcome for Enterprise and Opportunity Island).  This commitment sought to 
assess concerns that Manx Utilities debt burden was too high in an analytical, evidence-based 
manner. 

The Programme for Government also included a further commitment to ‘Work with the MUA to limit 
cost increases in the short term for water, sewerage and electricity to reduce the impact of charges 
and utility rates on economic activity and the cost of living.’  This commitment sought to address 
concerns as to whether Manx Utilities’ charges were appropriate and the independent financial 
review was also tasked with assessing the appropriateness of Manx Utilities’ income projections. 

 

Who has done the review? 

The Treasury undertook a tender process and appointed NERA Economic Consulting (‘NERA’, 
National Economic Research Associates, Inc).  NERA is a global firm of economic and financial 
experts.  Consultants undertaking the review are based in NERA’s London office and have extensive 
knowledge and expertise of analysing and adapting financial models for numerous regulated utility 
providers. 

 

What was the review intended to cover? 

Manx Utilities has a 20-year financial plan that is used to assess whether it can repay its long-term 
borrowings when they fall due.  The review was intended to review the suitability of this financial 
plan and propose recommendations for changes to it, including assessing options for debt 
structuring and different pricing strategies. 

 

How has the review been undertaken? 

The consultants requested historic and projected financial information from the Treasury and Manx 
Utilities.  This included copies of Manx Utilities’ 20-year financial plan.  The consultants also met 
with various stakeholders, including other Government Departments, to understand wider relevant 
issues.  The consultants also benchmarked Manx Utilities’ current and projected financial 
information against other United Kingdom, Irish and Channel Islands utility providers. 

Manx Utilities has provided extensive support to the Treasury and its appointed consultants 
throughout this review in order that the review can be as fully informed as possible. 
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What did the review conclude? 

The main conclusions of the review are: 

 Manx Utilities has a higher level of debt than comparative utility suppliers. 

 Manx Utilities’ water charges are higher than comparative utility suppliers; electricity charges 
are marginally higher (although will be more comparable following recent United Kingdom 
increases); and sewerage charges are lower than comparators.   

 Water and sewerage charges do not reflect the underlying costs of providing these services. 

 

What did the review recommend? 

The review confirmed that Manx Utilities’ financial projections are appropriate and reasonable.  The 
consultants confirmed that these would result in Manx Utilities’ being able to meet its borrowing 
commitments when they fall due. 

However, the review also identified concerns of the potential burden of charges on customers and 
the current weak financial position of Manx Utilities.  As such, the consultants also proposed a 
further option whereby Government reduce some of the historic debt owed by Manx Utilities to 
Government in exchange for a lower level of price increases over the next 5-10 years.  This option 
also recommended that a transparent pricing framework for setting prices in the long-term be 
developed between the Treasury and Manx Utilities. 

 

Why has Treasury changed the recommendations included in the report? 

The recommendations being presented to Tynwald differ slightly from those included as the second 
option within NERA’s report.  Treasury recognises the weak financial position of Manx Utilities 
identified in the report and so supports a reduction in the amount of debt Manx Utilities has.  
Treasury also recognises a longer term pricing framework is necessary although considers additional 
time to develop this would be beneficial.  In particular this is an opportunity to rebalance water and 
sewerage charges so they are cost reflective to provide greater transparency and fairness in the 
charging framework. 

As such, Treasury is proposing freezing of water and sewerage charges for 12 months to allow 
further time for a pricing framework to be developed. 

 

What about electricity prices? 

Electricity prices are set by Manx Utilities’ Board in accordance with the Electricity Act 1996.  No 
specific recommendation is being proposed to Tynwald however NERA’s report recommends that 
electricity charges should be adjusted based on general inflation index and natural gas price 
changes. 

 

What does a debt reduction mean? 

The proposed debt reduction will mean that Manx Utilities will not have to repay some of the money 
that it has borrowed for the Government in the past.  As such its costs (eg. annual interest 
payments) will reduce and the amount of income it needs to generate (from its charges) will not 
need to include annual repayments in respect of the debt being reduced.   
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How much is debt being reduced by? 

Not all debt is being written-off – Manx Utilities will still have significant amounts of debt to be 
repaid.  Approximately half of the debt that Manx Utilities owes has been borrowed from 
Government with the other half being in the form of corporate bonds.  It is the debt borrowed from 
Government that is reduced by £95 million – this is about one third of the amount that Manx 
Utilities owes Government, and one sixth of its total debt. 

 

Can the Government afford to reduce the debt? 

The debt being reduced is part of Government’s capital funding arrangements.  The Government 
has a Capital Fund which provides loans to Government Departments, Statutory Boards and Offices 
for long-term capital expenditure.  The debt reduction does not require the payment of cash by 
either Government or Manx Utilities (Government has already paid the money to Manx Utilities in 
previous years) but means that Manx Utilities does not need to recover these repayments from 
customers.  Reducing the proposed amount of debt will reduce the balance on the Capital Fund and 
reduce the amount available for funding capital schemes.   

The Treasury’s projections, based on current activity levels, indicate that the £95 million amount 
proposed will still enable Government to support schemes included in its long term capital 
programme over the next 5 years.  The amount will also improve the assessment of Manx Utilities’ 
financial position to a level considered financially sustainable, but does not improve the financial 
position better than this. 

 

What is the benefit of reducing debt? 

Reducing debt will improve the financial position of Manx Utilities.  Manx Utilities will therefore have 
more flexibility with regard to the timing and size of future price increases and can be more 
confident when making decisions on long-term infrastructure project commitments (such as 
regional sewerage treatment infrastructure).  In the longer term the debt reduction will benefit 
customers. 

 

What will the impact on prices be? 

Overall charges in the future will be higher than they currently are, however lower than those 
currently projected.  Charges will need to rise as costs of providing services will increase over time 
due to inflation and to complete the transitional period for sewerage charging.  Costs (and therefore 
charges) for rural and island utility provision are generally higher than for large urban supplies due 
to the lower geographical density of population (fewer economies of scale) and the need for greater 
levels of resilience and security of supply (more back-up supplies needing to be in place due to 
fewer alternative supplies being available). 

Electricity Charges 

The review suggests that electricity charges are comparable to other areas and that price changes 
should be linked to general inflation and natural gas price movements.  No specific recommendation 
is proposed for Tynwald to consider.  Electricity charges will be considered further as part of a 
pricing framework. 

Sewerage Charges 

The review suggests these charges are currently lower than other areas.  The review report 
proposed further increases in sewerage charges were introduced over a 10-year period (by an 
average of around £19 per property per year, equivalent to a 10% per year increase).  Treasury is 
proposing that this is considered as part of the pricing framework and is recommending to Tynwald 
that no increase for 2018-19 is made pending this pricing framework.  The pricing framework will 
consider future sewerage charges. 
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Water Charges 

The review states these charges are currently higher than other areas.  The review report proposed 
a 5-year price freeze in order to reduce water costs as a proportion of total household and business 
costs.  Treasury is proposing that this is considered as part of the pricing framework and is 
recommending to Tynwald that no increase for only 2018-19 is made pending this pricing 
framework.  The pricing framework will consider future water charges and whether it might be 
appropriate to re-balance water and sewerage charges (for example, reduce the Water Rate and 
increase the Sewerage Rate). 

 

What about gas prices? 

Retail gas prices are set by Manx Gas.  Manx Utilities supplies natural gas to Manx Gas through its 
subsea pipeline connection.  Manx Utilities purchases natural gas for Manx Gas when instructed to 
do so and Manx Gas pays for the cost of gas purchased (at the same price as Manx Utilities 
purchases the gas for) plus smaller, additional costs for transporting the natural gas to Manx Gas’s 
own network. 

 

What about telecommunication prices? 

The Programme for Government includes commitments in respect of telecommunication service 
provision and pricing although telecommunication was outside the scope of NERA’s review.  Manx 
Utilities has a subsidiary, e-llan Communications Limited, which provides wholesale data services to 
retailers to help reduce the overall cost of data transmission in the Isle of Man.   

 

What is a pricing framework? 

A pricing framework (or pricing strategy) is a process for setting charges in the future.  It is difficult 
to set prices many years in advance as assumptions made (such as costs of providing a service, or 
the level of demand for a service) will change over time.  A pricing framework will provide guidance 
on what factors should be taken into account when setting prices.  Such factors are likely to include 
reference to the costs of providing a service, providing for the repayment of debt and delivery of 
policy objectives.   

 

What about the review of the Rates System? 

The pricing framework approach will enable Manx Utilities to accommodate any proposals for 
changes to the Rates System within the framework and Manx Utilities will need to support the 
Cabinet Office with its review, although the pricing framework and review of the Rates System are 
separate projects.   

 

Why does the review refer to ‘investment grade credit rating’? 

The review was tasked with assessing the financial sustainability of Manx Utilities – whether it was 
likely to have enough money to keep operating into the future.  The consultants identified that a 
credit-rating approach would enable an assessment to be made of its financial position and 
projections, and allowed other factors that might affect Manx Utilities to be assessed.  The 
‘investment grade’ benchmark is used by a number of regulators in other jurisdictions as this is 
generally the minimum level that banks will lend to utility businesses in order for them to fund 
infrastructure investments.  The approach is commonly applied to both public and private sector 
utility organisations, and maintaining an appropriate rating is often a condition of license. 

 

How was Manx Utilities assessed on this approach? 
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The review determined that Manx Utilities does not meet the criteria for ‘investment grade’ status.  
As such, Manx Utilities is unlikely to be able to borrow money from banks at cost-effective interest 
rates to fund further investment.  Whilst Manx Utilities obtains its long-term borrowings from 
Government (as with other Government Departments, Boards and Offices) and does not borrow 
from banks, the methodology is still considered an appropriate measure as to how much Manx 
Utilities is likely to need to depend on Government. 

 

Why has Manx Utilities got so much debt? 

Manx Utilities’ debt has arisen over time in order to fund significant infrastructure investment, as 
follows: 

 £185 million of commercial bonds to fund the construction of Pulrose Power Station and 
associated gas and electricity network infrastructure to ensure the Isle of Man has an 
efficient and reliable electricity generation capability. 

 £105 million of further financing in respect of costs associated with the power station 
construction and network improvements made at the time, including the subsea 
interconnector electricity cable which provides additional resilience to electricity supplies in 
the Isle of Man and enables electricity exports to the United Kingdom to offset costs that 
would otherwise need to be charged to Isle of Man customers. 

 £109 million of investment in sewerage and drainage infrastructure.  This has included the 
construction of IRIS transmission mains, pumping stations and treatment plant (Meary Veg) 
and investment in regional treatment plants with the objectives of eliminating discharging 
raw sewage into the sea and reducing flooding. 

 £75 million of commercial bonds to fund the construction of two new water treatment plants 
and associated water network improvements, to ensure the Isle of Man has a safe and 
reliable supply of drinking water.  These new water treatment plants replaced numerous 
smaller and older plants. 

 £50 million of routine, on-going capital investment in the infrastructure assets (for example, 
maintenance and refurbishment activities that have long-term benefits). 

 £14 million investment in pipelines to provide natural gas to Manx Gas’s own distribution 
networks in the north, west and south of the Isle of Man.  The cost of these pipelines is 
charged to Manx Gas through a leasing arrangement. 

 

Does Manx Utilities need to borrow any more money? 

Manx Utilities is continuing to invest in its assets to ensure it can continue to provide efficient and 
reliable utility services for the benefit of the Isle of Man.  Annual investment of between £5 million 
and £10 million a year is required to ensure the current infrastructure is appropriately maintained 
and updated.  Tynwald has also committed to eliminating discharges of raw sewage into the sea 
and investment in the Regional Sewerage Treatment Strategy remains ongoing in this regard 
(further expenditure of over £20 million projected). 

 

Wasn’t the merger meant to address the debt ‘problem’? 

The merging of the former Isle of Man Water and Sewerage Authority and the former Manx 
Electricity Authority has provided an improved financial balance for the merged organisation (the 
levels of profitability of each business change over time and the combination balances periods of 
better and worse profitability for an individual business) and has enabled operational efficiencies 
and improvements to be made.  However, the overall financial position is still weak (albeit better) 
and dependent on potentially significant increases in charges being passed on to customers. 
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Manx Cable Company Limited loans 

A select committee of Tynwald was set up in 2005 to investigate the affairs of the former Manx 
Electricity Authority (MEA) after it came to light that capital expenditure had risen significantly over 
original estimates and loans totalling £120 million had been taken out by a subsidiary of the MEA, 
Manx Cable Company Limited.  The committee published its assessment in its final report in 2013.  
The loans referred to were used to fund electricity infrastructure investment for the benefit of the 
Isle of Man and were refinanced by Government when they became due for repayment 
(Government advanced funds to the MEA and the MEA repaid the external bank that had provided 
the loans).   

 
What is Manx Utilities’ current financial performance like? 

Manx Utilities’ underlying financial performance has been gradually improving however remains 
weak.  Manx Utilities is exposed to volatile market prices for natural gas purchases and foreign 
currency purchases and adopts strategies of forward purchasing gas and currency in order to 
minimise changes in the amounts paid.  However, accounting rules require regular revaluation of 
such purchases and can result in non-cash gains and losses which can significantly distort the 
reported performance of the business. 

 

Shouldn’t Manx Utilities just cut costs and be more efficient? 

Since it was formed, Manx Utilities has worked to manage, and where possible reduce, costs in 
order to maximise the benefits of the merger and minimise costs for customers whilst still providing 
reliable and resilient services.  Prior to this the Manx Electricity Authority also implemented 
numerous cost saving initiatives in order to reduce its costs.  Manx Utilities assesses recruitment 
and new expenditure on its merits but also recognises the maintenance and operation of the 
infrastructure it operates to service its customers requires continual investment in order to deliver 
its services and maximise the lifetime value of its assets. 

 

Average Domestic Charges (per page 10 of NERA’s report): 

Total of electricity, sewerage and water. 

Nominal prices – prices customers are projected to pay: 
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Real prices – above prices adjusted (reduced) for the effect of inflation: 
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