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FINANCIAL ANALYSIS  
 

A. Introduction 

1. Financial analysis and financial management assessment (FMA) were undertaken in 
accordance with Asian Development Bank (ADB) guidelines.1 The Zhangye water supply 
subcomponent under the Zhangye urban infrastructure component will generate revenue, and 
the component's financial viability was therefore assessed by computing its financial internal 
rate of return and comparing this with the weighted average cost of capital.  
 
2. To assess financial sustainability and the adequacy of proposed tariff levels and other 
revenues, an analysis was undertaken of the financial performance of the Zhangye Water 
Supply Company (ZWSC). A financial sustainability analysis was carried out for the other three 
components, which are non-revenue generating. The FMA was undertaken to identify potential 
risks and issues, and capacity development needs.  
 
3. Cost estimates. The latest investment cost estimates and financing plan were provided 
by the project design institute, and updated on 28 February 2012. Project cost estimates and 
contract packages were reviewed according to ADB guidelines,2 and have been reviewed to 
ensure the adequacy of the cost structure and the soundness of targeted unit outputs and unit 
cost assumptions.  

 
4. The estimated project cost is $255.34 million (equivalent to CNY1,583.1 million), 
including taxes and duties of $6.62 million (equivalent to CNY41.0 million). Table 1 provides a 
summary of the project investment cost estimate plan.   
 

Table 1: Project Investment Cost Estimates 
($ million) 

Item   Amount
a
 

A. Base Cost
b
   

  1. Dingxi Urban Infrastructure Development  80.33 
  2. Zhangye Urban Infrastructure Development 117.91 
  3. Zhangye Wetland Protection 18.22 
  4. Project Management and Capacity Development  2.01 
  

 
Subtotal (A) 218.47 

B. Contingencies
c
 21.69 

C. Financing Charges During Implementation
c
 15.17 

  Total (A+B+C) 255.34 
a    

Includes taxes and duties estimated at $6.62 million to be financed by government and Asian Development Bank 
(ADB) resources. The ADB loan will cover taxes and duties on items financed by ADB.  

b
   In December 2011 prices. 

c
  Physical contingencies computed at 8% for civil works; and 3% for field research and development, training, 

surveys, and studies. Price contingencies computed at 5% on foreign exchange and local currency costs. 
d
   Includes interest and commitment charges. Interest during construction for ADB loan(s) has been computed at the 

5-year forward London interbank offered rate plus a spread of 0.4%. Commitment charges for an ADB loan are 
0.15% per year to be charged on the undisbursed loan amount.  For the domestic bank loan (Bank of China) for 
Zhangye subproject, an interest rate of 8.28% is used with a term of 5 years. 

Note: Numbers may not sum precisely because of rounding. 
Source: ADB. 
 

5. Financing plan. The financing plan is prepared based on the project component cost 
estimate and expenditure category basis. The total project investment cost is $255.3 million 
(CNY1,583.1 million) and the total ADB loan is $100.0 million from ADB’s ordinary capital 
resources. The counterpart funding will be provided by the Dingxi and Zhangye municipal 
governments as well as a domestic bank loan (Bank of China) as owner’s equity infusion. 
                                                
1
  ADB. 2005. Financial Management and Analysis of Projects. Manila. 

2
  ADB. 2008. Preparation and Presentation of Cost Estimates for Projects Financed by ADB. Technical Note. 

Manila, 30 April. 
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Interest during construction for ADB loan(s) has been computed at the 5-year forward London 
interbank offered rate plus a spread of 0.4%. Commitment charges for an ADB loan are 0.15% 
per year to be charged on the undisbursed loan amount. The loan period of the ADB loan is 25 
years with a grace period of 5 years. The interest rate of the domestic loan is 8.28%.  The 
financing plan summary is presented in Table 2.   

 
Table 2: Financing Plan 

Source Amount 
($ million) 

 Share of Total 
(%) 

Asian Development Bank 100.00  39% 

Domestic Bank 32.26  13% 

Dingxi Municipal Government 52.17  20% 

Zhangye Municipal Government 70.91  28% 

Total 255.34  100% 

Source: Asian Development Bank. 

 
B. Revenue-Generating Component: Financial Analysis and Financial Projections 

6. The Zhangye Water Supply Subcomponent will generate revenues. A financial 
discounted cash flow analysis was undertaken on an incremental basis and confirmed the 
subcomponent's financial viability by concluding that the component's financial internal rate of 
return (9.3%) exceeded the weighted average cost of capital (2.6%) by an adequate margin. 
The sensitivity analysis presented in Table 3 reveals that the component is most sensitive to 
revenue variations. Therefore, timely tariff adjustments and/or the provision of government 
subsidies will be crucial for ensuring the component's financial sustainability.  
 

 
Table 3: Financial Internal Rate of Return and Sensitivity Analysis 

Scenario FIRR NPV SI 

Case 1: Base case 9.3% 64.1  

Case 2: 10% increase in capital costs 8.3% 57.5 1.0 

Case 3: 10% increase in operating costs 7.6% 44.5 3.1 

Case 4: 10% decrease in revenues 6.2% 30.4 5.3 

Case 5: Combination of (2), (3) and (4)  3.1%  9.5 

FIRR = financial internal rate of return, NPV = net present value, SI = sensitivity 
indicator. 
Source: Asian Development Bank estimates. 

  
7. The financial analysis computed the average incremental financial cost and average 
incremental financial benefit under the least-cost option based on water supply volume, water 
production and water tariff collection. The results can be referenced for tariff adjustments and 
government subsidy programs. 
 
8. The financial analysis also covers ZWSC, which will assume post-construction 
responsibility for water supply and distribution. The analysis assumes that production capacity 
will increase gradually: 50% in 2016, 80% in 2017, and 90% in 2018 and thereafter. An average 
of CNY1.5/cubic meter tariff schedule has been proposed, which considers affordability and 
willingness to pay.  

 
9. The financial projection follows the principle of full recovery of operations and 
maintenance costs through water tariffs.  The scope of the financial projection covers the 
existing water production plants—all revenues and costs associated with the water 
management under the ZWSC.  The financial projection is based on the current price, net of 
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tax, and a financial period of 365 working days. The construction period is 4 years (2012–
2015).  The detailed financial statements are presented in the project administration manual. 
 
C. Affordability Analysis 

10. A poverty and social assessment investigated household satisfaction with, and ability 
and willingness to pay for, water and wastewater services. The survey also sought to increase 
public awareness of the ongoing project. Table 4 presents the results of the affordability 
analysis, which combined household gross annual water costs and wastewater costs. 
 

Table 4: Affordability of 2010 Tariffs 

Income Group 

10% 
Lowest 
Deciles 

Average 
Rural Urban 

Household size (number) 3.0 3.28 2.84 
Monthly disposable income (CNY) 

   
 Per capita … 464.58 904.58 
 Per household 208.00 603.96 1,356.88 
Water use (m

3
/month) 10.40 11.37 14.06 

Water and wastewater tariff (CNY/ m
3
) 2.30 2.30 2.30 

Water and wastewater bill (CNY/month) 23.91 26.14 32.33 
Percent of household income 11.5% 4.3% 2.4% 

… = data not available 
m

3
 = cubic meter 

Source: Asian Development Bank estimates. 

 

11. Average rural and urban households in Zhangye City spend less than 5% of household 
income on water and wastewater bills. Future income growth is expected to outpace tariff 
increases. However, about 22% of urban residents in Zhangye and 31% of rural residents are 
currently living below the poverty line. The analysis shows that the households under the 
poverty line need to spend over 10% of household income for water and wastewater service. 
The government currently has a program subsidizing living expenses for low-income 
households. The program is intended to provide low-income households with equal access to 
water and wastewater services, and makes each low-income household eligible for water and 
wastewater services. The subsidy program should be continued, monitored, and adjusted to 
match tariff increases.  
 
D. Nonrevenue-Generating Components: Fiscal Capacity Review 

12. The Dingxi and Zhangye urban infrastructure components and Zhangye wetland 
protection component are all non-revenue generating. To gauge financial sustainability, the 
previous year’s financial performance of the implementing agencies was reviewed, as was the 
financial capacity of the Dingxi Municipal Finance Bureau and Ganzhou District Finance 
Bureau. The project management offices (PMOs)—Dingxi PMO and Zhangye PMO—are 
established under their respective municipal finance bureaus, and responsible for raising 
counterpart funds for the project and for supervising project implementation during construction. 
They are also responsible for providing operating and maintenance costs for non-revenue 
generating components and financing debt service during the repayment period. 
 
13. Dingxi is one of the poorest cities in Gansu Province. Its gross domestic product (GDP) 
as well as the per capita gross regional domestic product is the lowest in the province, and 
nationally. Based on recent growth, the fiscal projections conservatively assume average real 
growth rates of 38.2% for municipal fiscal receipts and 46.7% for gross municipal fiscal receipts 
in a 2007–2011 period, consistent with the city’s economic and social development. However, a 
balance has been achieved between annual fiscal expenditures and receipts. The Dingxi fiscal 
capacity review revealed that government infrastructure projects, including the project, are 
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carefully budgeted and well managed. Dingxi municipal government's annual contribution for 
the project will be less than 5% of the annual gross municipal fiscal receipts, even during the 
peak period. Therefore, Dingxi has sufficient fiscal capacity to implement the project. Table 5 
presents the summary of the fiscal capacity analysis. 

 
Table 5: Dingxi Municipal Fiscal Capacity Analysis  

(CNY million) 

Items 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

Investment counterpart fund 60.0 95.8 94.0 46.4 32.0      

O&M cost     2.4 2.4 2.4 2.4 12.2 3.1 

Debt service 
     

15.8 15.8 15.8 15.8 15.8 

Total fund requirement 60.0 95.8 94.0 46.4 34.5 18.2 18.2 18.2 27.9 18.8 
Total fiscal receipts 2,101 2,353 2,635 2,951 3,305 3,702 4,146 4,644 5,201 5,825 

Fund as % of total fiscal receipts 2.9 4.1 3.6 1.6 1.0 0.5 0.4 0.4 0.5 0.3 

O&M = operation and maintenance.  
Note: The projection is based on the current situation and the 12th Five-Year Plan (2011–2015). The 
counterpart fund, O&M and debt service are based on the feasibility study report. 
Source: Asian Development Bank estimates. 

 

14. Ganzhou District includes Zhangye’s urban and surrounding areas. It is the political and 
economic center, with both Zhangye municipal government and Ganzhou district government 
located in the urban area. The counterpart funds for the Zhangye urban infrastructure 
component and Zhangye wetland component will be provided by the Ganzhou District Finance 
Bureau, and a fiscal capacity analysis has therefore been conducted for the Ganzhou District 
Finance Bureau. 
 
15. In 2007–2011, as the core economic center, Ganzhou enjoyed strong economic growth. 
Price levels remained stable, with a real GDP growth rate in the mid-teens, and gross fiscal 
receipt growth averaging 40%. The growth rate of the district fiscal receipts was 71.2%. During 
the 12th Five-Year Plan (2011–2015), rapid economic development of Zhangye is expected to 
continue. A conservative assumption (relative to recent performance) of an annual GDP 
increase of 10.5%, an annual increase in gross fiscal receipts of 12%, and an annual increase 
in district-level fiscal receipts of 20% was assumed in the projection. An annual balance has 
been achieved between fiscal expenditures and receipts. The Zhangye fiscal capacity review 
revealed that government infrastructure projects, including the project, are carefully budgeted 
and well managed. Ganzhou district government's annual contribution for the project will be 
less than 5% of annual gross municipal fiscal receipts. Therefore, Ganzhou has sufficient fiscal 
capacity to implement the project. Table 6 presents the summary of the fiscal capacity analysis. 

 

Table 6: Ganzhou District Fiscal Capacity Analysis 
(CNY million) 

Items 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 

Investment counterpart fund 67.6 99.9 106.0 98.8 73.1      

O&M cost 0.3 1.9 3.8 5.7 14.2 23.7 24.0 24.4 24.9 25.3 

Debt service     40.0 75.7 72.3 68.9 65.5 23.9 

Total fund requirement 68.0 101.8 109.8 104.5 127.3 99.4 96.4 93.4 90.4 49.2 

Total fiscal receipts 2,196 2,460 2,755 3,086 3,456 3,871 4,335 4,856 5,438 6,091 

Fund as % of total fiscal receipts 3.1 4.1 4.0 3.4 3.7 2.6 2.2 1.9 1.7 0.8 

O&M = operation and maintenance.  
Note: The projection is based on the current situation and the PRC’s 12th Five-Year-Plan for National 
Economic and Social Development (2011–2015). The counterpart fund, O&M and debt service are based on 
the feasibility study report. Source: Asian Development Bank estimates. 
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E. Financial Management Assessment 

16. The FMA was carried out in accordance with ADB guidelines for project financial 
management and analysis,3 to assess the financial management capacity of the Dingxi and 
Zhangye PMOs and the two implementing agencies, including funds-flow arrangements, 
staffing, accounting policies and procedures, internal and external auditing arrangements, 
reporting and monitoring, and financial information systems. The assessment concluded that 
the Dingxi and Zhangye PMOs together with the two implementing agencies are prepared to 
undertake the tasks required to implement the project. 
 
17. To support successful project implementation, the FMA identified several issues that are 
being or will be addressed, including (i) financial management arrangements between the 
Zhangye PMO and Zhangye implementing agency; and (ii) ongoing training needs, including 
financial software, quality of financial statements, disclosure, and notes associated with the 
financial statements. 
 
 
 

                                                
3
  ADB. 2005. Financial Management and Analysis of Projects. Manila. 


