
Gujarat Solar Power Transmission Project (RRP IND 44431) 
 

FINANCIAL ANALYSIS 
 

1. The financial evaluation of the proposed investments was carried out in accordance with 
the Financial Management and Analysis of Projects.1 The project involves the construction of 
evacuation infrastructure (cabling, pooling substation, and transmission lines) for the proposed 
500-megawatt (MW) solar power park at Charankha, Gujarat. The financial evaluation covers 
the cost of civil works, equipment, land, environment, and social safeguards  being financed by 
Asian Development Bank (ADB) debt and Gujarat Energy Transmission Corporation (GETCO) 
equity. The project is being implemented in phases, with the 66 kilovolt (kV) underground 
cabling within the park, and some parts of the 220 kV transmission line being constructed by 
GETCO in the first phase, scheduled for completion at the end of 2011. The second phase 
consists of a combination of ADB and GETCO funding for completion of the 220 kV system in 
2012, followed by the completion of the 400 kV system in the first quarter of 2014.2 Table 1 
shows the share of various components in total base cost, contingencies, and financing 
charges, as well as ADB’s share in each. 
 

Table 1: Breakdown of Capital Costs 
($ million) 

Item ADB GETCO Total 
Cost 

Investment Costs       
Civil Works 21.59 2.83 24.42 
Equipment 63.19 5.94 69.13 
Environment and Social Mitigation 0.00 0.19 0.19 
Land Acquisition and Development Costs 0.00 3.14 3.14 
Overhead 0.00 14.03 14.03 
 Total Base Cost (A) 84.78 26.13 110.91 
Contingencies       
Physical 12.67 3.91 16.58 
Price 2.54 1.55 4.09 
 Subtotal (B) 15.22 5.46 20.68 
Financing Charges during Implementation       
Interest during implementation  0.00 2.00 2.00 
Commitment Charges 0.00 0.10 0.10 
 Subtotal (C) 0.00 2.10 2.10 
  Total Project Cost 100.00 33.69 133.69 

ADB =  Asian Development Bank  , GETCO =  Gujarat Energy Transmission Corporation        . 
Source: Project Administration Manual signed by ADB and GETCO 

 
A. Methodology and Major Assumptions  

2. Cost streams used to determine the financial internal rate of return (FIRR) reflect the 
costs of delivering the estimated benefits. The weighted average cost of capital (WACC) was 
calculated and compared with the FIRR to ascertain financial viability. The sensitivity of the 

                                                 
1  ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2  Construction schedule as provided by GETCO during the Fact-Finding Mission in March 2011. 
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FIRR to adverse changes in the underlying assumptions was also assessed. Based on this 
analysis, the project proposed is determined to be financially viable.   
 
3.  Financial viability was examined by comparing the incremental costs and benefits of the 
with- and without-investment scenarios. Incremental costs include the investment and operating 
costs associated with the project. The investment costs include the civil works, equipment, land 
development, environment, and social mitigation costs, as well as embedded taxes and 
overhead. The incremental benefits to the project company would arise from the revenue that 
would be calculated based on the Gujarat Energy Regulatory Commission (GERC) Multi-Year 
Tariff Regulations. A 10% salvage value was considered at the end of each component’s useful 
life.  
 
4. The FIRR for the project was calculated based on the regulated rate of return on equity 
at 14% per annum,3 operation and maintenance costs were calculated as 2% and 7% of base 
cost of substations and the transmission network respectively, with 6% escalation for each. 
Income tax was computed using the prevailing 33.99% corporate income tax rate, or the 
prevailing minimum alternate tax rate of 20.01%, whichever becomes applicable. 
 
B. Weighted Average Cost of Capital  

5.  The WACC was calculated in real terms, considering loans from ADB’s ordinary capital 
resources extended to the government, which will be onlent by the Government of Gujarat to the 
implementing agency (GETCO) for 25 years including a 5-year grace period. The cost of equity 
is assumed to be based on the Government of Gujarat’s bond rate plus a margin. The foreign 
inflation rate was taken as 2% and the domestic inflation factor as 5%. Table 2 shows the 
WACC calculation for the project to be 1.4%. 
 

Table 2: Weighted Average Cost of Capital 
Item 

Amount 
($ million) 

Weighting 
(%) 

Nominal 
Cost (%) 

Corporate 
Tax Rate 

(%) 

Tax 
Adjusted 
Nominal 
Cost (%) 

Inflation 
Rate (%) 

Real 
Cost 
(%) 

Weighted 
Component of 
WACC (%) 

 
Foreign Loans 

               
100.0    75 3.5 33.9 2.3 2 0.3 0.2 

GOG Equity 
Contribution 

               
33.7    25 10.0 0.0 10.0 5 4.8 1.2 

 
Total 

             
133.7    100 

          
1.4 

GOG =                , WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates 
 
C. Financial Internal Rate of Return 

6. The FIRR is calculated at 8.8%. The rates for the individual projects compare favorably 
with the estimated WACC at 1.4%, indicating the financial viability of the project.  
 
D. Risk Assessment 

7.  External risks. Tariff-related risks are considered to be low. The tariff for GETCO is to 
be set according to the Multi-Year Tariff Regulation approved by GERC. GERC has approved 
the tariff petition for 2011/12 to 2015/16 submitted by GETCO, which ensures the regulated rate 
                                                 
3  Gujarat Electricity Regulatory Commission approved rate of return in MYT Regulation. 
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of return for this period. The regulations allow GETCO to file tariff petitions to seek additional 
expenditure approval for cost escalations incurred on account of factors beyond its control. 
Volume-related risks are to be mitigated by seeking an assurance on a certain minimum 
capacity of power purchase agreements to be signed by power producers with Gujarat Urja 
Vikas Nigam Limited, the bulk purchaser in Gujarat.  
 
8. Internal risks. Internal financial risks include (i) increases in the price of civil works and 
equipment, and (ii) delays in project implementation. These risks are considered low overall. 
Cost estimates for the transmission subprojects were checked against GETCO’s recent tender 
prices to verify that the unit rates were reasonable. Current monetary policy presents the risk of 
inflation affecting prices of equipment procured under the project; this is expected to be 
mitigated by permitting advance procurement to shorten the time between loan effectiveness 
and disbursement. GETCO’s implementation capacity is proven, and turnkey contracting will be 
used for the transmission subprojects. 
 
E. Sensitivity Analysis  

9. Table 3 gives the results of the sensitivity analyses of the FIRRs under various adverse 
scenarios. The sensitivity tests are found to provide robust results for the scenarios with the 
FIRR exceeding the WACC.   

 
Table 3: Sensitivity Analysis 

Scenario FIRR 
 
Base case 8.8% 
10% increase in capital cost 7.7% 
10% increase in O&M cost 8.6% 
Project implementation delay by 1 year  8.0% 

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

 




