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ECONOMIC AND FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. A financial analysis of the project was carried out in accordance with the Asian 
Development Bank (ADB) guidelines on financial management and analysis of projects. All 
financial costs and benefits are expressed in US dollars in nominal terms. Cost streams 
used to determine the financial internal rate of return (FIRR)—i.e., capital investment, and 
operation and maintenance (O&M)—reflect the costs of delivering the estimated benefits. An 
analysis period of 18 years was used, from 2012 to 2029. Given the 4-year project period, 
this allows for an analysis over a period of 14 years after the completion of the project. 
 
B. Methodology and Major Assumptions 
 
2. The project viability analysis was undertaken on a conservative basis, given the 
evolving legal and regulatory regime in the Maldives, particularly with regard to the credit 
information bureau and the secured transaction registry, and uncertainty about the growth of 
micro, small, and medium-sized enterprises (MSMEs). While the repayment tenor extends to 
32 years, a project life of only 18 years has been used. 
 
3. The weighted average cost of capital (WACC) was calculated for the project and was 
compared with the FIRR to ascertain the financial viability of the investment program. Price 
contingencies and interest during the project period were excluded in the capital costs for the 
purpose of the FIRR. 
 
4. Costs. The investment costs associated with the projects are indicated as cost 
streams in Table 1. With an O&M cost taken as 10% of the infrastructure cost, the total O&M 
expenditure beyond the project period is estimated at $0.22 million. The depreciation rate is 
assumed at 15%. The incremental turnover of the MSME sector as a result of the project is 
estimated at $15 million on account of a new loan injection. Given a ratio of tax to gross 
domestic product of 15.7%, the tax income by the end of the project period is estimated at 
$18 million, with 50% to be accrued by the third year and 100% by the fourth year, beyond 
which it is assumed to stay static. Consistent with ADB’s guidelines for the financial analysis 
of projects, duties and taxes are excluded from the cost calculations. 
 

5. Revenues. The financial benefits of the project were quantified in terms of the 
projected incremental revenues from increased tourism arrivals as a result of the project. 
Besides the returns expected from the credit information bureau as a result of membership 
expansion and increased sale of reports, interest income owing to reduced nonperforming 
assets and interest savings owing to reduced foreign debt were used in the computation of 
the FIRR. Nonquantifiable financial benefits such as greater capacity of the MSMEs or better 
access to credit information were not included in the financial analysis 
 
6. Assumptions made for the projection of the cash flow are in Table 1. 
 

Table 1: Key Financial Analysis Assumptions 

Revenue and Cost Streams Assumption Rationale 

Cost Streams 

Investment  Loan disbursement  

CIB Year 1: $0.25 million 
Year 2: $0.25 million 
Year 3: $0.25 million 
Year 4: $0.25 million 

25% disbursement per year 

STR Year 1: Nil 
Year 2: Nil 

50% disbursement in the third 
year and 50% in the fourth year, 
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Revenue and Cost Streams Assumption Rationale 

Year 3: $0.55 million 
Year 4: $0.55 million 

given that the STR would be set 
up in the third year 

Business development service 
support 

Year 1: $0.64 million 
Year 2: $0.64 million 
Year 3: $0.64 million 
Year 4: $0.64 million 

25% per year across 4 years 

Enabling technologies Year 1: $0.21 million                
Year 2: $0.49 million 
Year 3: Nil 
Year 4: Nil 

30% in the first year and 70% in 
the second year 

Government counterpart funding Year 1: $0.38 million 
Year 2: $0.88 million 
Year 3: $0 million 
Year 4: $0 million 

25% disbursement per year 

O&M cost The total O&M expenditure 
has been estimated at 
$7.64 million. 

O&M cost is assumed to be 15% 
of the infrastructure cost. O&M 
expenditure would start beyond 
2015 for simplicity of calculation. 

Depreciation 15% of infrastructure cost, 
valued at $3.90 million. 

15% estimate based on earlier 
studies 

Inflation rate 7% Source: MMA, 2009 estimates 
 

Revenue Streams 

Interest income $0.24 million per year Outstanding credit to the private 
sector: $1,000 million 
Given NPA level of 30% based on 
BML estimate, the value of NPA is 
assumed to be $ 300 million. 1% 
of this is assumed to reduce every 
year as a result of the project. 
This would bring into circulation 
an additional loan of $3 million 
and, given 8% interest rate as per 
PSDP standards, an incremental 
interest income of $0.24 million is 
expected every year. 

MSME sector turnover $15 million on account of a 
new loan injection 

The LCF investment as per the 
previous cost estimates on which 
the financial analysis was based 
was $6.7 million. Assuming (at the 
very least) matching 
supplementary credit growth, total 
additional credit in the market is 
expected to grow during the 
project period to (6.7 X  2 =) 
$13.5 million, which is rounded up 
to $15 million. Given the payback 
period of the loan is 8 years as 
per PSDP standards, assuming 
50% of the loan ($7.5 million) is 
paid back within the project period 
(4 years) and applying an interest 
at 8% (PSDP standards) on credit 
of $15 million, a total interest 
amount of $4.8 is expected to be 
paid to the lending institution. 
Total repayment, therefore, is 
expected to be (7.5 + 4.8 =) 
12 million and will flow back to the 
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Revenue and Cost Streams Assumption Rationale 

banks. This $12 million is 
expected to be available for 
further lending. On the very 
conservative side, the turnover 
would be at least 25% more of the 
additional credit. Thus, a minimum 
incremental turnover for the 
MSMEs of $15 million on account 
of the new loan injection is 
expected. 

Income from tax revenues Year 1 and year 2: Income 
would be nil 
Year 3: $1.18million (50%) 
Year 4: $2.36 million (100%) 
Year 4 onward: $2.36 million 

Breakdown of $15 million over the 
project period 
$7.5 million achieved in year 3 
and $15 million in year 4 onward 
Tax revenues to GDP ratio: 15.7% 

Savings on interest resulting 
from reduced foreign debt ($ 
million) 

$0.3 million by 2015 
(average annual interest 
savings of $0.075 million 
over 4 years) 

Increment to GDP assumed at $5 
million over 4 years as a result of 
local sourcing (reduced foreign 
borrowings owing to 20% 
reduction from the current level of 
imports and 10% increase in 
exports from current level of 
exports). 6% interest rate 
assumed on external borrowings 
lead to $0.3 million savings in 
interest outgo. 

Income from CIB per year $0.08 million Assuming an average price per 
report of $15 and 5,000 new 
reports as a result of expanded 
membership 

BML = Bank of Maldives; CIB = credit information bureau; GDP = gross domestic product; LCF = line of credit 
facility; O&M = operation and maintenance; MMA = Maldives Monetary Authority; MSMEs = micro, small, and 
medium-sized enterprises; NPA = nonperforming assets; PSDP = Private Sector Development Project; STR = 
secured transaction registry. 
Source: Asian Development Bank. 

 
C. Weighted Average Cost of Capital 
 
7. The WACC for the project is –2.95%. To compute the WACC, it is assumed that the 
financing would consist of borrowings from three sources—cofinancing from ADB and 
Islamic Development Bank, and government funding. The other assumptions include a 
domestic inflation rate of 7% and a United States inflation rate of 0.3% (based on the United 
States consumer price index inflation rate as of September 2011). The real cost of the ADB 
and Islamic Development Bank loan is estimated at 0.27%, and that for the government is 
estimated at –4.45%. 
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Table 2: Weighted Average Cost of Capital 
 
Details 

Financing Components 

ADB + IDB Government Total 

Loan committed during loan duration ($ million) 15.84 32.64 48.48 
Weighting (%) 33% 67% 100% 
Nominal cost (per annum) 0.57% 2.17%   
Inflation rate

a
 0.3% 7.00%   

Real cost 0.27% (4.51%)   
Weighted component of WACC 0.09% (3.04%)   
Weighted average cost of capital (2.95%)     

( ) = negative, ADB = Asian Development Bank, IDB = Islamic Development Bank, WACC = weighted average 
cost of capital. 
a
 Using the United States consumer price index inflation rate as of September 2011. 

Source: www.bls.gov 

 
D. Standard Cost of Capital 
 
8. The standard cost of capital of the project was assessed assuming public and 
publicly guaranteed debt, GDP, and interest expenditure as listed in Table 3. The standard 
cost of capital is 4.12% (2012 projection). 

Table 3: Standard Cost of Capital 
(Projected) 

Item  2011 2012 

Public and publicly guaranteed debt 
(as % of gross domestic product) 91.70 101.80 
Gross domestic product (Rf million) 20,656 22,518 
Public and publicly guaranteed debt 
(Rf million) 18,942 22,923 
Interest expenditure (Rf million) 765 944 
Average cost of capital (interest 
payment and debt) 4.04% 4.12% 
Source: Maldives: 2010 Article IV Consultation—Staff Report, staff statement and 
supplement; Public Information Notice on the Executive Board Discussion; and 
statement by the Executive Director for the Maldives. 

 
E. Financial Internal Rate of Return 
 
9. The financial viability of the project was assessed assuming that operations would 
start in early 2012. The financial internal rate of return of 11.96% compares favorably with 
the estimated WACC of –2.95%, indicating substantive financial viability for the project.  
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Table 4: Financial Internal Rate of Return  
($ million) 

Year Capital Cost Incremental O&M Cost Total Revenues Cash Flows 

2012 3.92 ... 0.32 (3.61) 
2013 4.54 ... 0.39 (4.51) 
2014 4.19 ... 1.57 (2.63) 
2015 4.18 ... 2.75 (1.44) 
2016 0.46 0.39 2.75 2.28 
2017 0.47 0.41 2.75 2.28 
2018 0.48 0.43 2.75 2.26 
2019 0.49 0.45 2.75 2.25 
2020 0.51 0.47 2.75 2.23 
2021 0.53 0.50 2.75 2.22 
2022 0.55 0.52 2.75 2.20 
2023 0.57 0.55 2.75 2.17 
2024 0.60 0.58 2.75 2.15 
2025 0.62 0.61 2.75 2.12 
2026 0.65 0.64 2.75 2.10 
2027 0.68 0.67 2.75 2.07 
2028 0.71 0.70 2.75 2.03 
2029 0.74 0.74 2.75 1.93 
Total 24.90 7.64 43.37 18.47 
FIRR    11.96% 

... = not applicable, ( ) = negative, FIRR = financial internal rate of return, O&M = operation and 
maintenance. 
Source: Asian Development Bank estimates. 

 
F. Fund Flow Statement 
 
10. The fund flow statement was calculated using the general approach to the 
presentation of a fund flow statement, i.e., loan principal receipts, loan repayments, loan 
interest, and commitment fees were included in the calculation. However, for the calculation 
of the FIRR, the free cash flow was used, i.e., all debt service receipts, repayments, interest, 
and commitment fees were excluded. 
 
11. The total cost of the project is estimated at $24.90 million equivalent, including 
contingency, depreciation, and O&M expenditure. Physical contingencies are computed at 
10%. Tables 5 and 6 present the fund flow statement. 
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Table 5: Fund Flow Statement during the Lifetime of the Loan 

($ million) 
 

Item 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2040 2041 2042 

Loan disbursement 3.75 4.25 3.92 3.92                         

Repayment                 0.66 0.66 0.66 0.66 0.66 0.66 0.66 0.66 

Residual loan 3.75 8.00 11.92 15.84 15.84 15.84 15.84 15.84 15.18 14.52 13.86 13.20 12.54 1.32 0.66 0.00 

Interest   0.04 0.08 0.12 0.16 0.16 0.16 0.16 0.16 0.15 0.15 0.14 0.13 0.02 0.01 0.01 

Commitment charges 0.02 0.012 0.01                           

Cost of the loan 0.02 0.05 0.09 0.12 0.16 0.16 0.16 0.16 0.16 0.15 0.15 0.14 0.13 0.02 0.01 0.01 

Total loan 15.84                 

Total cost of loan 2.89                

Average cost of loan 
per year 

0.09                

Average cost rate (as % 
of loan amount) 

0.57                

Source: Asian Development Bank estimates. 
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Table 6: Fund Flow Statement during the Lifetime of Loan for Government Funding 
 

Item 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2040 2041 2042 

Government 
counterpart funding 

0.180 0.180 0.180 0.180  

O&M expenditure         0.460 0.480 0.500 0.520 0.550 0.580 0.610 0.650 0.690 2.120 2.270 2.42 

O&M expenditure 
beyond project period 

        0.390 0.420 0.450 0.480 0.510 0.550 0.590 0.630 0.670 2.120 2.260 2.42 

Depreciation 0.000 0.110 0.100 0.080 0.070 0.060 0.050 0.040 0.040 0.030 0.030 0.020 0.020 0.000 0.000 0.00 

Depreciation residual 
value 

0.763 0.648 0.551 0.468 0.398 0.338 0.288 0.244 0.208 0.177 0.150 0.128 0.108 0.010 0.010 0.00 

Funds committed by 
government 

0.180 0.180 0.180 0.180 0.460 0.480 0.500 0.520 0.550 0.580 0.610 0.650 0.690 2.120 2.270 2.42 

Cumulative value of 
funds 

0.180 0.350 0.530 0.700 1.160 1.640 2.130 2.660 3.200 3.780 4.390 5.040 5.730 27.950 30.210 32.64 

Interest cost of funds   0.010 0.020 0.040 0.050 0.080 0.110 0.150 0.190 0.220 0.260 0.310 0.350 1.810 1.960 2.11 

Total funds committed 
by the government 

32.640                

Total interest cost of 
funds 

22.700                

Average cost of funds 0.710                

Average cost rate (as % 
of loan amount) 

2.170                

O&M = operation and maintenance. 
Source: Asian Development Bank estimates. 

 


