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FINANCIAL ANALYSIS  
 

1. Financial viability was assessed for solid waste management (SWM) improvements, 
which is the project’s only revenue-earning subcomponent.1 A financial sustainability analysis 
was undertaken for Pakse Urban Development Administration Authority (P-UDAA) as recipient 
of this investment in urban environment improvements, and as the responsible authority for 
operation and maintenance (O&M). A financial management assessment (FMA) was also 
completed for the Department of Housing and Urban Planning (DHUP) in the Ministry of Public 
Works and Transport (MPWT) and the P-UDAA. An FMA for Champasack DPWT (C-DPWT) 
was not completed, as it is a provincial department of the executing agency2.  

A. Financial Viability of Solid Waste Management Improvements  

2. The financial viability assessment was conducted in kip (KN), with prices expressed in 
constant early 2012 kip; the subcomponent investment cost included physical but not price 
contingency and excluded financial cost during implementation. The base case demand forecast 
for the SWM subcomponent was used to estimate the revenue stream. Capital and O&M costs for 
the subcomponent were taken from the base case engineering estimates. Capital cost included 
equipment replacement costs. The analysis assumes that P-UDAA will continue to apply the 
current SWM fee tariff, with adjustment for expected inflation, until project completion, at which 
time a tariff increase could be introduced to ensure recovery of the SWM subproject operating 
cost and a share of capital cost for future operations.  

3. The P-UDAA’s SWM fee tariff recognizes service needs of four different market 
segments: households (I), institutions (II), skip-based collection (III), and disposal at landfill site (IV). 
The fee tariff, adopted in 2006, was designed for full cost recovery of the service; for the 
households segment, the tariff incorporates cross-subsidization of low-affordability households by 
higher-affordability households. The current tariff provides for an average fee revenue for the 
complete collection and disposal service provided to the I, II and III market segments averaging 
about KN18,000 per month per household or institution. For the financial analysis, a fee tariff 
increase has been assumed that will provide for an average monthly fee revenue from segments I, 
II and III of KN26,000 per household or institution starting in 2018. The fee for disposal only service 
(section IV) has been kept unchanged for the financial analysis. Table 1 compares the new 
average monthly fee revenue with the average capital and O&M cost of the SWM subproject. The 
SWM fee tariff will be reviewed during the feasibility study preparation for the possible landfill 
expansion and adjustment has been made as a condition for expansion.3  

Table 1: Solid Waste Management Subproject Cost and Proposed Average User Fee (kip) 

Item Per 
Kilogram 

Per User per Month
a
 

Operation and Maintenance Cost  186.00  20,311 

Capital Cost  255.87  27,941 

    Total Cost
b
  441.87  48,252 

Proposed average I, II and II segments user fee
c
   26,000 

a
 Based on an assumed average 4.2 kilogram daily household or institutional waste generation and a 26-day month. 

                                                
1
  ADB. 1994. Framework for the Economic and Financial Appraisal of Urban Development Sector Projects. Manila. 

2
  This is a summary of the Complete Financial Analysis (accessible from the list of linked documents in Appendix 2 

of the report and recommendation of the President [RRP]). 
3
  Details of the current fee tariff is in Complete Financial Analysis (accessible from the list of linked documents in 

Appendix 2 of the RRP) 
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    b 
Estimated cost in 2018.

c
 

    c 
The balance of the total cost will be covered by the tipping free for disposal only service 

   Source: Project preparatory technical assistance consultant’s estimates. 

4. Based on the above fee assumption, the financial internal rate of return (FIRR) was 
found to be 3.5%. This exceeds the weighted average cost of capital (WACC) of 0.4%, 
indicating financial viability of the SWM improvements (Table 2).   

 

Table 2: Weighted Average Cost of Capital  

Item ADB  
(Loan) 

ADB  
(Grant) 

Government 
Funds

b 
Total 

 Amount (KN million) 194,000  26,000  31,446  251,446  

 Weight 77% 10% 13% 100% 

 Nominal Cost
a 

1.5% 0.0% 8.0%  

 Tax Rate 35% 35% 35%  

 Tax Adjusted Nominal Rate 1.0% 0.0% 5.2%  

 Inflation Rate 0.5% 0.0% 5.0%  

 Real Cost 0.5% 0.0% 0.2%  

 Weighted Component of WACC 0.4% 0.0% 0.0% 0.4% 

ADB = Asian Development Bank, KN = kip, WACC = weighted average cost of capital. 
a 

Based on the Asian Development Fund loan nominal rate of 1.5% per annum for ADB, and the government nominal 
cost of funds of 8% per annum by Ministry of Finance statistics. 
b 

Includes community funds of KN4,300 million. 
Source: Project preparatory technical assistance consultant’s estimates. 

5. In a sensitivity test, the FIRR was recalculated under four scenarios, with revenue at 
+10% and –10%, and the investment cost at +10 and –10% of the respective base case value. 
In all cases, the FIRR remains above the WACC (Tables 3 and 4). 

Table 3: Sensitivity Analysis  

Scenario FIRR 

 (%) 

Base case 3.5 

10% increase in capital investment cost 2.3 

10% reduction in capital investment cost 5.0 

10% increase in revenues 6.0 

10% reduction in revenues 0.6 

FIRR = financial internal rate of return 

Source: Project preparatory technical assistance consultant’s estimates. 

Table 4: Financial Internal Rate of Return 
(KN million), in 2012 prices 

Year Project Incremental Incremental Net 
 Cost O&M Cost Revenues 

a 
Inflows 

2012  -  - - - 
2013          13,078               547            1,249        (12,377) 
2014            1,668               929            1,730             (867) 
2015            6,433            1,329            2,230          (5,531) 
2016            1,042            1,322            2,570               206  
2017          17,044            1,614            2,912        (15,745) 
2018                -               1,917            4,454            2,536  
2019               176            2,164            4,930            2,589  
2020                -               2,425            5,413            2,988  
2021                -               2,698            5,877            3,179  
2022                -               2,989            6,356            3,367  
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Year Project Incremental Incremental Net 
 Cost O&M Cost Revenues 

a 
Inflows 

2023            2,958            3,306            6,873               609  
2024            2,068            3,734            7,403            1,602  
2025                -               4,001            7,913            3,911  
2026            2,290            4,282            8,435            1,863  

2027                -               4,581            8,994            4,413  
2028            3,754            4,894            9,294               646  
2029                -               5,224            9,717            4,492  
2030                -               5,572          10,149            4,577  
2031                -               5,939          10,599            4,660  
2032                -               6,327          14,893            8,566  

FIRR 3.5% 

NPV @ WACC 0.4% 13,300 

( ) = negative, FIRR = financial internal rate of return, KN = kip, NPV = net present value, O&M = operation and 
maintenance, WACC = weighted average cost of capital. 
Source: Project preparatory technical assistance consultant’s estimates  

 
B. Financial Sustainability of Pakse Urban Development Administration Authority 
 

1. Current Performance and Constraints 

6. The P-UDAA’s current operating performance and financial status assessment is 
based on a review of P-UDAA financial reports for fiscal years 2005—2009. P-UDAA financial 
reporting follows the mandatory Government of the Lao People’s Democratic Republic (Lao 
PDR) reporting system based on the cash-based International Public Sector Accounting 
Standards (IPSAS). Under the system, the primary financial statement is the statement of cash 
receipts and payments.  

7.  Operation and maintenance cost recovery in solid waste and septage 
management. P-UDAA earns user charge revenues sufficient to recover O&M cost, with a 
small surplus. SWM revenue and cost are predominant. The solid waste user charge tariff is 
designed to recover cost while spreading the cost burden on the basis of differential willingness 
to pay and affordability. 

8. Operation and maintenance cost, fee revenue, and external support in collective 
urban services. Services provided to the community collectively comprise drainage, storm-
water management, public lighting and maintenance of traffic signs and signals, upkeep of 
public green spaces, and riverbank erosion management. To defray the cost of collective 
services, P-UDAA is implementing various approved fees, including a contribution to 
wastewater management and public lighting, sign adverts and billboards, building permit fees, 
and rental for use of public space. Imbalance has been substantial and persistent between 
revenues collected and the O&M cost of collective urban services.  

9. Some high operating costs receiving external support. Public lighting, on a 
monthly average, costs close to the same as the total SWM user charge revenue. Previously, 
the surcharge collected on metered electricity consumption has met resistance from retail 
electricity users and has been unpopular with the electricity authority. Collective wastewater 
management service (i.e., drainage) has met with the same response from metered users of 
revenue water and the provincial nam papa (water utility). Provincial and central support is 
currently provided in the form of accounts receivable of the two state-owned utilities; this 
support modality should be converted to a public service obligation. The subsidy provided may 
be justified given Pakse’s critical administrative and economic role in Champasack Province. 
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Once the subsidy for these two basic services is taken into account, the imbalance between the 
collective services revenue and operating cost becomes less significant.4  

10. Appropriateness of urban obligation fee. The urban obligation fee related to 
property value (including land value) is an approved P-UDAA fee, which has not been 
implemented by any UDAA in the country, although it appears to have large revenue generating 
potential. There is a strong subregional cultural preference for investing in land and property, 
not for recurrent income but as a means of accumulating savings. The Lao PDR has an existing 
tax of a graded flat amount per square meter on land distinguished into three categories—the 
highest charge is on land with access to public amenities and the lowest is on agricultural land. 
In this context, a levy (or fee) based on regularly assessed property value (i) introduces an 
added regulatory risk to property investment, (ii) can create cash flow issues for the property 
owner, and (iii) appears an unjust penalty for an activity accepted as worthy. With a strategy of 
employing land concession to raise public revenue, the government’s interest is aligned with a 
property-owner resistance to a property-value based benefits levy. Hence, developing a fiscal 
mechanism for funding the new collective service operating cost may be a better alternative. 

2. Operation and Maintenance Approach  

11. Project solid waste management fee tariff. Based on discussions with P-UDAA and the 
private sector, and with future adjustments as noted above, the current SWM tariff structure will be 
implemented under the project by the concession and P-UDAA.5 It has been proposed that P-
UDAA will hold a 20% share of the waste processing concession but will retain waste collection 
and disposal, and disposal of waste brought to the landfill (tipping fee). The details will be reviewed 
during implementation, as amendments are proposed to the existing concession contract.  

12. Exploration of new revenue sources. P-UDAA senior management plans to explore 
new revenue sources to help supplement the O&M expenses of nonrevenue earning 
subcomponents. Pakse is the administrative and commercial capital of Champasack and its 
commercial positioning affects the economy of Champasack and the neighboring provinces of 
Saravanh, Sekong, and Attapeu. It also receives thousands of tourists from Cambodia, 
Thailand, and Viet Nam.6 Hence, the beneficiaries of an effective and efficient urban 
infrastructure in Pakse include (i) residents of the four provinces, (ii) domestic travelers to the 
four provinces, and (iii) international travelers arriving at international borders in Champasack. 
On the principle that the beneficiaries should bear the cost of Pakse’s urban amenities, it will be 
justified to fund that cost from (i) local government revenue, (ii) revenue apportioned between 
the central and local levels of government, and (iii) tourism establishments in Champasack. 

13. Some ideas will be explored further during implementation with P-UDAA, which will 
require extensive consultation with government agencies, local business establishments, the 
chamber of commerce, tourists, residents, and other stakeholders. These include (i) a possible 
Pakse environmental levy (PEL) to fund the recurrent cost of urban infrastructure and services 
O&M7 (alternative revenue sources will also be explored, e.g., surcharge on the sales of the 
hospitality trade); (ii) an urban services charge on commercial businesses and tourism 
establishments such as hotels, restaurants, and guesthouses; and tour companies; and (iii) 

                                                
4
  P-UDAA’s operating performance for fiscal years 2005—2009 in Complete Financial Analysis (accessible from the 

list of linked documents in Appendix 2 of the RRP). 
5
  Table 1 in Complete Financial Analysis (accessible from the list of linked documents in Appendix 2 of the RRP). 

6
  Pakse Tourism Development (accessible from the list of linked documents in Appendix 2 of the RRP). 

7
  Local government revenue and the revenue apportioned between the central and local government as defined in 

the Budget Law (2006) is intended to be used to fund the capital cost of urban infrastructure and services. 
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establishment of a recycling program in Pakse, whereby an accreditation system may be 
established awarding commercial business with a ―Green Pakse Certificate.‖  

14. A financial statement analysis of P-UDAA was conducted to examine its financial 
sustainability under its responsibility to operate and maintain the project’s urban improvements, 
assuming a PEL is implemented. Such an analysis helps to illustrate the type of impact such a 
levy (or an alternative source of income) could have on the financial sustainability of P-UDAA. 
However, it must be noted that the introduction of any new fee or levy will require that P-UDAA 
gains the target group’s concurrence and willingness to pay. The fee or levy will need to have a 
successful appeal to the principle of fair beneficiary cost-sharing. It also needs clarity in 
communication of its rationale and purpose; transparency in information disclosure on the use of 
funds raised; and a fee collection method that safeguards the revenue, is efficient, and does not 
aggravate the visitors. The institutional development output will include an assignment to assist 
P-UDAA in developing a detailed design and implementation plan for an alternative revenue-
generating source.8   

C. Financial Management Assessment  

15. A financial management assessment was undertaken of the DHUP and P-UDAA in 
their respective roles of prospective executing agency on behalf of the MPWT, and potential 
implementing agency and home of the project management and implementation unit (PMIU). 
Findings show that the DHUP, as the MPWT department responsible for urban development 
and water supply and sanitation, has experience managing externally financed projects in urban 
development and in water supply and sanitation.9 The findings show that P-UDAA has skilled 
top management and senior financial and accounting management staff who have been with the 
organization since its creation and who have some experience of implementing an ADB-
financed project through their involvement with the Secondary Towns Development Project.10  

16. The DHUP has consistently applied the project accounting system developed under 
ADB-supported technical assistance in 1996.11 For the proposed project, the accounting system 
will be dedicated to the recording, reporting, and financial control of project financial 
transactions. If found necessary after review, adjustments will be made to this accounting 
system to ensure a more effective system tailored to the requirements of the project.   

17. The project implementation arrangements are similar to those described in the fund 
flow arrangements, with annual audits conducted by the State Organization of Audit. The project 
will include support for (i) assignment of senior accounting and financial management staff to 
oversee DHUP’s responsibilities in the project coordination unit, and P-UDAA’s responsibilities 
in the PMIU; (ii) introductory training on project accounting, disbursements, and procurement for 
project coordination unit and PMIU staff; (iii) on-the-job training by existing project 
implementation staff from an ongoing ADB-supported urban development project located in the 
DHUP; and (iv) project management implementation consultant services support. Hence, it is 
considered that the DHUP and P-UDAA would be capable bodies for their designated executing 
and implementing agency roles in implementing the project. 

                                                
8
  Details in the Complete Financial Analysis (accessible from the list of linked documents in Appendix 2 of the RRP). 

9
  ADB projects in the Development Coordination (accessible from the list of linked documents in Appendix 2 of the RRP). 

10
 ADB. 2005. Completion Report: Secondary Towns Urban Development Project in the Lao PDR. Manila. Details in 

the Complete Financial Analysis (accessible from the list of linked documents in Appendix 2 of the RRP). 
11

 ADB. 1996. Capacity Building in Project Accounting in the Lao PDR, Viet Nam, and Cambodia. Manila (TA 5689-REG). 




