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UPDATED FINANCIAL ANALYSIS 
 

A. Introduction 
 
1. The original scope of the project (a $60.3 million loan) was designed to finance urban 
water supply and sanitation infrastructure in five secondary towns (Batticaloa, Hambantota, 
Matara, Muttur, and Polonnaruwa); rural water and sanitation schemes in selected Pradeshiya 
Sabhas (smallest local government body) of two districts in the North Central Province 
(Anuradhapura and Polonnaruwa); institutional strengthening for the National Water Supply and 
Drainage Board (NWSDB); and project implementation assistance. Cost escalation incurred 
from the original appraisal necessitated supplementary financing1 (a $60 million loan) for the 
project to keep the original scope except a subcomponent in Matara. This supplementary 
financing was provided mainly to cover cost escalation in urban water supply and sanitation 
infrastructure in four secondary towns, rural water and sanitation schemes, and project 
implementation assistance over an extended period of implementation. Consequent to this, 
further cost escalations during the extended implementation period require a second additional 
finance ($17.6 million loan) to complete implementation of the project. The NWSDB is 
responsible for the implementation and subsequent operation and maintenance (O&M) of urban 
water supply and sanitation schemes, while community-based organizations (CBOs) are 
responsible for implementation and subsequent O&M of rural water supply and sanitation 
schemes. The financial analysis reappraises the sustainability and viability of the project, 
incorporating revised cost estimates and updated financial information on the NWSDB. The 
financial management and sustainability analysis of the NWSDB was also undertaken and 
summarized in this document.  
 
B. Financial Analysis Methodology and Approach 
 
2. The financial sustainability and viability analysis of the project assesses the ability of 
each scheme to meet future costs including capital expenditure, O&M, debt services, 
depreciation, and re-investable margins if appropriate on a present value basis. This approach 
was applied to the urban water schemes in four secondary towns assisted under the project. 
However, the NWSDB, a national water utility in Sri Lanka, has a policy of (i) a uniform national 
water tariff applied to all the water schemes in the country; and (ii) recovering O&M, debt 
services, and depreciation at the national level. This policy prohibits each scheme from applying 
a scheme specific tariff structure to recover the costs at the scheme level. However, for analysis 
purposes, the proposed tariff level for the project to achieve full cost recovery has been 
presented. The financial performance of the NWSDB has also been reviewed to demonstrate 
the more positive outlook following the recent national tariff revision effected in February 2009. 
Since the NWSDB does not intend to recover full cost at a scheme level, the overall positive 
outlook of the NWSDB would allow for cross-subsidization among schemes within the country.  
 
3. Financial analysis was conducted on a with- and without-project basis by estimating 
incremental costs and revenues for the water supply schemes over a 20-year period from 2006. 
The figures were derived from the engineer’s estimates as well as specific assumptions such as 
the tariff revisions. Then, a base case model compared the estimated average incremental 
financial cost (AIFC) with the relevant incremental revenue to determine whether the water 
scheme would cover its O&M cost at the scheme level.  

                                                 
1 ADB. 2006. Report and Recommendation of the President to the Board of Directors: Proposed Supplementary 
Loans to the Democratic Socialist Republic of Sri Lanka for the Secondary Towns and Rural Community-Based 
Water Supply and Sanitation Project. Manila (Loan 2275-SRI and Loan 2276-SRI [SF]). 
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C. Financial and Operational Performance of the National Water Supply and Drainage 
Board 
 
4. The NWSDB was established in 1975 and has a mandate (i) to develop, operate, and 
control an efficient, coordinated water supply and to distribute water for public, domestic, and 
industrial purposes; (ii) to establish, develop, operate, and control an efficient, coordinated 
sewerage system; (iii) to take over and carry on any water supply or sewerage undertaking of 
any local authority transferred to the NWSDB either by a voluntary transfer order or by a 
compulsory transfer order; and (iv) to provide a supply of water and distribute or sell water in 
bulk or otherwise to any local authority, any government department, any other institution or 
organization, or any individual.   
 
5. The NWSDB has a national network of water and sewerage operation with 11 regional 
support centers (RSCs) as well as the Colombo head office. The NWSDB’s current operation 
includes 310 schemes; 1,266,328 connections; and an estimated 5,359,584 people served 
along with 9,063 staff in total.  
 
6. As shown in Table 1, the financial performance of the NWSDB has continued to 
deteriorate—resulting in an accumulated net loss of SLRs7.579 billion at the end of 2009. Over 
the first half of the last 10-year period (2000–2004), the net losses of the NWSDB averaged 
SLRs370 million per year, but during the second half (2005–2009) these losses had escalated 
to an average of SLRs1,175 million per year, mainly because of the increasing levels of 
operating expenses and debt service charges exacerbated by low national tariff levels.  
 

Table 1: Summary of Income and Expenditures, 2000–2009 
(SLRs million) 

 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Sale of water 2,992 3,376 3,835 4,136 4,264 5,446 5,869   6,482   6,743 9,670 
Other operating income 447    634    768    728    645      814      1,075   1,129   1,391   1,397   
Total Operating Revenues 3,438  4,010  4,604  4,864  4,909   6,261   6,944   7,611   8,134   11,067  
Less: Operating Expenses 2,929  3,621  4,491  4,585  5,317   5,894   6,753   8,241   9,865   10,972  
Operating Income 509    389    112    279    (408)     367      191      (630)     (1,730)  95        
Add: Investment Income 213    250    210    136    97       33       106      203      60       49        
Less: Operational Interest 501    481    461    550    525      492      512      852      1,193   1,569   
Net Income Attributable for the Year 221    158    (139)   (134)   (836)     (92)      (214)     (1,278)  (2,863)  (1,425)  
Brought forward Income/(Loss) from Previous Year (976)   (755)   (597)   (736)   (870)     (1,706)  (1,798)  (2,012)  (3,290)  (6,153)  
Income/(loss) carried forward (755)   (597)   (736)   (870)   (1,706)  (1,798)  (2,012)  (3,290)  (6,153)  (7,579)   

(  ) = negative. 
Source: National Water Supply and Drainage Board. 

 
7. Since 2000, the NWSDB raised its national water tariff with effect from March 2005 and 
more recently from February 2009.2 With the tariff revision, the lowest category was narrowed 
from 0–10 units to 0–5 units while the corresponding category rates were increased from 
SLRs1.25 per cubic meter (m3) to SLRs3.00 per m3. This upward tariff revision resulted in a 
160% increase in the monthly water bill from SLRs75 per month to SLRs195 per month for an 
average consumption of 15 m3. Largely attributed to this tariff revision, water sales revenue 
during 2009 witnessed a year-on-year increase of over 43% that enabled the NWSDB to realize 
a marginal operating profit following the record loss experienced during 2008. The increased 
debt service charges resulted in an overall end of year loss of SLRs1.425 billion, 2009 was 
nevertheless a 50% decrease from 2008 loss.  

 

                                                 
2 Website (home page): NWSDB, http://www.waterboard.lk 
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8. A sewerage tariff has not yet been introduced, so the sewerage operations are 
contributing to the net income loss of the NWSDB. The sewerage schemes are limited to 
Colombo, Dehiwala and Mt. Lavinia Municipal Councils, and Kolonnawa Urban Council areas 
with 10,435 connections maintained by the Greater Colombo Sewerage section and more 
recently with one scheme in the Kandy city area.  
 
9. Although National Water Supply and Drainage Board (NWSDB) financial performance 
has shown negative net incomes for eight of the past 10 years, its operational performance has 
shown promising, albeit inconsistent, improvements after 2006 . While largely owing to the 
higher fuel and electricity prices since 2005 the NWSDB failed to maintain the momentum of 
positive earnings at an operating level, there were improvements in reducing the nonrevenue 
water levels to 36.2% from 37.9% during 2008. The number of staff per 1,000 connections fell to 
7.16 by December 2009 from 8.92 in August 2005. The average bill collection rate has been 
satisfactory at over 95%, with collection efficiency reaching a peak of 99% in 2008 as a result of 
the efficient payment system, the payment incentive mechanism with penalty charges and early 
payment rebates, and the effective implementation of a disconnection policy. 
 
10. The NWSDB has implemented several projects assisted by the Asian Development 
Bank (ADB), World Bank, and other bilateral development partners. In December 2009, capital 
work-in-progress for the NWSDB was valued at SLRs72,814 million. In December 2009, the 
outstanding loan capital and unamortized capital grants received by the NWSDB were about 
SLRs89,087 million, of which 98% were externally funded, including five ADB-funded projects. 
Following the subsidiary lending arrangements established between the government and the 
NWSDB, the loan from ADB will be given from the governemnt to the NWSDB in a mix of grant 
and loan. The grant and loan ratio depends on the type of investment and is shown in Table 3. 
Under the project, the water scheme will provide water to both urban and rural areas. Hence, 
the investment for the water scheme is classified urban or rural, based on the population in 
urban or rural areas.  
 

Table 3: Subsidiary Lending Terms  

Project Type Financing Mix Interest rate 
 Loan Grant  

Urban water supply scheme 50 50 10 
Rural water supply scheme 15 85 10 
Community water supply scheme 0 100  

  Source: NWSDB 
                       
11. Responsibility and authority for day-to-day administration, planning, procurement, capital 
works, and O&M of the water schemes are devolved to each RSC. All water revenues collected 
go directly to the head office in Colombo through the nationwide banking network facilities and 
funds are made available to the each RSC only as agreed in the annual budget and then only to 
be employed for the respective expense categories approved.   
 
12. The regional offices keep their own account records. The chief accountant at the 
respective RSC office forwards the financial reports to the head office where the reports 
(including balance sheet, income statement, and cash flow) are consolidated manually. Errors 
and discrepancies are common between the head office general ledger balances and subsidiary 
ledger balances—particularly in fixed assets, capital works, and accounts receivable balances—
as discovered during audits.  
 
13. At the RSC level, no consolidation of accounts is received from the regional offices 
under their purview. Asset registers at the head office and RSC offices are not reconciled; all 
loan account details are maintained at head office and not assigned to the respective 
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beneficiaries. Adjustments for depreciation and loan service charges are incorporated only at 
the accounts consolidation stage and carried out at the head office. Only the income and 
expenditure statement before depreciation and debt service is prepared at the region level, so 
there is a lack of appreciation for the capital charges and debt service obligations relating to the 
capital employed within the respective region.  
 
14. Throughout the NWSDB, purchases as well as suppliers’ and petty cash payments are 
made based on the delegation of financial authority adopted by the NWSDB from National 
Procurement Agency procurement guidelines. Internal audit is managed centrally at head office 
with audit staff assigned at the regional level.  
 
D. Project Financial Analysis  
 
15. Assumptions. All the analysis is conducted in real terms at 2010 prices. Cost and 
revenue projection is made over a 20-year period upon commission (2011–2030) and no 
salvage value is considered at the end of the period. The cost comprises (i) capital expenditures 
under the project including physical contingencies and tax and duties; and (ii) O&M 
expenditures including staff renumeration, power, chemicals, and material costs. The revenue 
projection—including water sales revenues and connection fees from new customers—is based 
on the projected number of connections, the assumed water consumption level of 18 cubic 
meters per month for domestic connections and 60 cubic meters per month for nondomestic 
connections, a NRW ratio of 15% for new schemes and 25% for existing schemes, and the new 
tariff structure imposed from 2009. It has been assumed that the tariff level will be increased by 
4% in real terms annually from 2011 onward. The weighted average cost of capital calculation 
incorporates the onlending arrangements between the government and the NWSDB, where the 
Ministry of Finance passes on the loan proceeds from ADB to the NWSDB in a mix of grant and 
loan, in addition to government’s grant contribution to the project. The long-term domestic 
inflation rate of 6% is used to convert the nominal rates into real rates.    
 
16. The summary results of the project’s financial analysis are presented in Table 4. The 
AIFC considering total costs of the project indicates how much should be charged per m3 to 
recover both capital and O&M costs on a present value basis over 20 years, while the AIFC 
considering only O&M costs indicates how much should be charged per cubic meter to recover 
O&M costs on a present value basis over 20 years. The estimated AIFC considering total costs 
above the incremental revenue means that the financial internal rate of return will be below the 
weighted average cost of capital. However, the estimated AIFC considering O&M costs only 
below the incremental revenue means that each subproject can cover at least its O&M costs at 
the subproject level.   

 
Table 4: Summary Financial Analysis Results 

 

    Batticaloa Muttur Hambantota Polonnaruwa Total 

NPV (SLRs million)   (6,294) (2,261) (3,801) (4,272)   
FIRR (%)   -4.35 -6.87 -6.92 -9.35   
AIFC ($ million)                     

  Full Cost 93.66 102.60 129.08 142.89 
112.7

8 

  

O&M and 
debt 
services 32.85 30.55 43.14 41.09 35.76 

  O&M  18.56 25.71 21.68 33.85 22.32 
Average tariff with water sales 42.29 42.82 42.02 43.83 42.35 
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    Batticaloa Muttur Hambantota Polonnaruwa Total 
only 

Average tariff with total sales 48.54 48.35 45.80 50.08 48.16 
Sensitivity Test   NPV FIRR NPV FIRR NPV FIRR NPV FIRR   

10% increase in capital costs (7,341) -5.01% 
(2,597

) -7.45% 
(4,291

) -7.43% 
(4,774

) -9.82%   

10% increase in O&M costs (6,552) -4.73% 
(2,379

) -7.45% 
(3,900

) -7.30% 
(4,428

) -9.99%   

10% decrease in revenues (6,971) -5.50% 
(2,489

) -8.15% 
(4,010

) -7.90% 
(4,502

) -10.57%   
(  ) = negative, AIFC = average incremental financial cost, FIRR = financial internal rate of return, NPV = net present 
value, O&M = operation and maintenance.  
Source: National Water Supply and Drainage Board analysis. 
 
17. With the initial project design parameters and beneficiaries maintained as they are and 
with the increased project costs, each of the urban water supply schemes result in negative 
financial returns in present value terms. According to AIFC considering full costs, Polonnaruwa 
is the most expensive scheme—for its water supply scheme to recover full costs, SLRs142 per 
m3 has to be charged. The least expensive scheme in terms of AIFC is Batticaloa, where 
SLRs93 per m3 is needed to recover full costs. According to AIFC considering only O&M costs, 
Polonnaruwa is the most expensive scheme—to cover its O&M costs, SLRs33 per m3 has to be 
charged on a present value basis. The least expensive scheme is Batticaloa, requiring SLRs18 
per m3 to recover its O&M costs. Given the proposed tariff increase schedule (a 4% increase in 
real terms), all four schemes can cover their O&M costs, but not the full costs, at the scheme 
level, as the incremental revenue per cubic meter is estimated to exceed the AIFC considering 
only O&M costs for all the schemes. Apart from Hambantota, where the average tariff from 
water sales alone is low  the other three secondary town water supply schemes will be able to 
cover O&M costs and debt services charges from the incremental water tariffs.  
 
18. Affordability. The proposed tariff revision will not cause a serious burden on household 
economies in the project’s secondary towns. The expected water bill, with the tariff revision, was 
compared with the household’s average monthly income (Table 5). In all the project towns, the 
estimated water bill will not exceed more than 2.0% of household income at the end of project 
implementation (2011); over the 20-year forecast period, the estimated water bill is not expected 
to exceed 2.2% except in Muttur, although the proposed tariff is still considered affordable.     
 

Table 5: Water Bill and Average Income by Secondary Town 
 2011 2010 
Towns Water 

Usage 
Household 

Income 
Water 

Charge 
Percentage 
of Income 

Household 
Income 

Water 
Charge 

Percentage 
of Income 

Household 
Income 

 m3/month SLRs/month SLRs/month % m3/month SLRs/month SLRs/month % 
Batticaloa 15 17,145 200 1.2 18 26,905 551 2.0 
Muttur 15 10,046 205 2.0 18 14,349 551 3.8 
Hambantota 18 18,168 304 1.7 18 25,261 551 2.2 
Polonnaruwa 18 17,634 304 1.7 18 28,717 551 1.9 
m3 = meter cube, SLRs = Sri Lanka Rupees 
Note: Expected project implementation in Muttur is 2012, hence respective data for 2012 and 2030 shown above. 
Source: National Water Supply and Drainage Board estimates. 

 
 
 
 




