
FINANCIAL ANALYSIS  
(Talimarjan Power Project) 

 
A. Introduction 

1. The financial analysis reviewed the Talimarjan Power Project, using 2009 constant 
prices, based on the Financial Management and Analysis of Projects of the Asian Development 
Bank 1 . Cost streams (i.e., capital investment, operation, and maintenance) reflect costs of 
delivering the estimated benefits (i.e. sales of power) by the project, based on a "with-" or 
"without-project” scenario comparison. The period of analysis extends over 30 years after 
project commissioning, matching the expected project life. A sensitivity analysis examined the 
financial viability when costs increase, as well as when revenue decreases.  
 
B. Assumptions 

2. Project. The project, located in the south of Uzbekistan, is a power generation and 
transmission project that adds an installation capacity of about 800 megawatts (MW)2 as base 
load power supply through the national grid. The project includes the provision of (i) physical 
infrastructure needed for power generation of about 800 MW and all related ancillary facilities, 
and (ii) a capacity development program. The analysis includes the associated facilities 
comprising (i) the establishment of an electrical substation; and (ii) the construction of 218 km of 
500 kV power transmission lines, which are to be financed by World Bank. Uzbekenergo, the 
sole power sector utility in the country, is the executing agency of the project.  
 
3. Revenue stream. The revenue source is the sales of electricity generated from the 
project. The project's power plant uses combined-cycle gas turbine technology, with a 55% 
expected energy conversion ratio, which is sufficiently high for Uzbekenergo to use the power 
plant as the base load power supply. The plant factor is assumed to be 85%. The national grid 
system will carry the generated power to serve domestic as well as cross-border power 
demands. The unit sales price of power is derived from an estimated average tariff of SUM62 
per kilowatt-hour (kWh) in 2009 constant price ($0.041 per kWh). The supply output considers 
the plant's own consumption (3.45% of gross output) and technical system losses (13% of the 
net output). Commercial losses are assumed to be 7% of the net output, based on available 
records. Full operation (i.e., full revenue generation) is expected from 2015, following partial 
operation after a 36-month construction period. While the project may qualify as a Clean 
Development Mechanism project, the potential revenue from sales of certified emission right is 
not included as part of the revenue stream in the analysis.  
 
4. Cost streams. The capital outlay of the project extends over 5 years, including a 1-year 
retention period and an operation and maintenance capacity development program after power 
plant commissioning. The financial internal rate of return (FIRR) analysis excludes the financing 
costs such as interest during construction (IDC) and other financial charges. The operation and 
maintenance cost is proportionate to the volume of power generation. It includes the cost of: (i) 
natural gas as the fuel, (ii) water as cooling input, (iii) personnel salaries (for administrative 
managers and workers), (iv) equipment maintenance including spare parts replacement, and (v) 
asset maintenance for the building and other assets. Taxes considered include sales tax (3.5% 
of the sales volume), property tax (7% of the total fixed assets), income tax (7% on net income), 

                                                 
1 ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2  The installed capacity is assumed at 800MW for the analysis, while the actual capacity may be in the range 

740~900MW. 
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and infrastructure development tax (8% on net income). Depreciation is calculated by the 
straight-line method over a 30-year period after the commissioning of the project.  
 
5. Financing sources. The funding comprises a joint co-financing arrangement by ADB 
and Japan International Cooperation Agency (JICA) for the power plant component, and parallel 
co-financing with the World Bank on the substation and transmission component. The 
government will contribute to both components from the Fund for Reconstruction and 
Development of the Republic of Uzbekistan in the form of a concessionary loan, and from 
Uzbekenergo's own internally generated fund.  
 
C. Weighted Average Cost of Capital 

6. The project’s estimated weighted average cost of capital (WACC) in real terms is low 
(0.26%),3 reflecting the concessionary loan financing structure of the project. The ADB loan is 
from ordinary capital resources (OCR), at the 6-month US dollar-denominated London interbank 
offered rate (LIBOR) plus 20 basis points, for a 25-year repayment period including a 5-year 
grace period. While the US dollar-denominated LIBOR rate is presently about 0.6%, the 
indicative 10-year LIBOR swap rate of 3.9% is a more appropriate proxy for what the likely 
average cost of debt would be over the tenure of the loan. The indicative JICA loan term is a 
yen-denominated fixed rate of 0.45% over a 30-year repayment period, including a 10-year 
grace period. The World Bank loan is assumed to have terms equivalent to ADB. The Fund for 
Reconstruction and Development of the Republic of Uzbekistan loan is a government lending 
scheme, with an interest rate equivalent to OCR terms but with a repayment period of 15 years 
including a grace period of 3 years. The cost of Uzbekenergo's own internally generated fund 
uses the refinancing rate (14%) of the Central Bank of Uzbekistan, which is a generally used 
proxy for long-term capital in the country. Table 1 summarizes the cost of funding respectively 
weighted, and adjusted for inflation (except for the yen-denominated JICA loan), according to 
the standard WACC derivation method.  
 

Table 1: Weighted Average Cost of Capital of the Project 

Description Loan Facility 
(ADB-OCR)

Loan Facility 
(ADB-ADF)

Loan Facility 
(JICA)

Loan Facility 
(World Bank)

Loan Facility
(UFRD)

Uzbekenergo
Own Fund Total

Amount of project ($ million) 340 10 300 164 250 107 1,171 
Weighting 29.0% 0.9% 25.6% 14.0% 21.3% 9.1% 100%
Nominal cost 3.9% 1.5% 0.5% 3.9% 3.9% 14.0%
Tax rate 15.0% 15.0% 15.0% 15.0% 15.0% 0.0%
Tax adjusted nominal cost 3.3% 1.3% 0.4% 3.3% 3.3% 14.0%
Inflation ratea 1.0% 1.0% 0.0% 1.0% 9.5% 9.5%
Real cost 2.3% 0.3% 0.4% 2.3% (5.6%) 4.1%
Weighted cost 0.7% 0.0% 0.1% 0.3% (1.2%) 0.4% 0.26%

0.26%WACC Real Terms  
ADB = Asian Development Bank, ADF = Asian Development Fund, JICA = Japan International Cooperation Agency, 
OCR = Ordinary Capital Resources, UFRD = Uzbekistan Fund for Reconstruction and Development, WACC = 
weighted average cost of capital. 
a No inflation adjustment is made on the JICA loan, considering the deflationary trend in the Japan.  
Source: Asian Development Bank estimates. 
 

                                                 
3  The estimated WACC in nominal terms is 3.5%.  
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D. Financial Internal Rate of Return 

7. The financial evaluation indicates the project is financially viable. The estimated FIRR of 
6.3% compares favorably with the WACC (Table 2). The net cash flow after 2015 remains 
positive and stable throughout the power production period. The estimated financial net present 
value is positive ($1,269 million), supporting the viability of the investment in the project. The 
debt service coverage ratio4 remains above 1.2 during the debt service period.  
 

Table 2: Financial Internal Rate of Return Estimates 
($ million)  

Year Capital  
Expenditure 

Operating  
Inflows 

Operating 
Outflows 

Operating  
Cash  

Adjustments 
Net  

Cashflow DSCR 

2010 (2.6) 0.0 (0.0) 0.0 (2.6) 0.0 

2011      (117.7) 0.0 (0.0) 0.0         (117.7) 0.0 

2012      (402.3) 0.0 (0.0) 0.0         (402.3) 0.0 

2013      (527.2)         49.0          (16.2) 0.0         (494.4) 0.0 

2014     (121.4)         97.9          (34.2) 0.0           (57.7) 0.0 

2015 (0.0)       195.8        (139.5)   39.0               95.4            2.0  

2016 (0.0)       195.8        (138.6)    39.0               96.3            2.0  

2017 (0.0)       195.8       (137.7)    39.0               97.2            2.1  

2018 (0.0)       195.8        (136.8)    39.0               98.1            2.1  

2019 (0.0)       195.8        (135.9)   39.0               99.0            2.2  

2020 (0.0)       195.8        (151.1)    39.0               83.8            1.6  

2021 (0.0)       195.8        (150.2)    39.0               84.7            1.6  

2022 (0.0)       195.8        (149.3)    39.0               85.5            1.7  

2023 (0.0)       195.8        (148.5)    39.0               86.4            1.7  

2024 (0.0)       195.8        (147.6)    39.0               87.3            1.7  

2025 (0.0)       195.8        (146.6)    39.0               88.2            2.5  

2026 (0.0)       195.8        (145.6)    39.0               89.3            2.6  

2027 (0.0)       195.8        (144.6)    39.0               90.3            2.6  

2028 (0.0)       195.8        (143.6)    39.0               91.3            2.7  

2029 (0.0)       195.8        (142.6)    39.0               92.3            2.7  

2030 (0.0)      195.8        (141.6)   39.0               93.3            2.8  

2031 (0.0)       195.8       (140.6)    39.0               94.3            2.9  

2032 (0.0)       195.8        (139.6)   39.0               95.3            2.9  

2033 (0.0)       195.8        (138.6)    39.0               96.3            3.0  

2034 (0.0)       195.8        (137.6)    39.0               97.3            3.1  

2035 (0.0)      195.8        (136.5)    39.0               98.4            8.1  

2036 (0.0)       195.8        (135.4)    39.0               99.5            8.2  

2037 (0.0)       195.8        (134.2)    39.0             100.7            8.2  

2038 (0.0)       195.8        (133.1)    39.0             101.8            8.2  

2039 (0.0)       195.8        (131.9)    39.0             103.0            8.3  

2040 (0.0)       195.8       (130.8)    39.0             104.1    

   FIRR  6.3%  

   FNPV@WACC ($ million)  
     

1,269   
  

                                                 
4  The debt service coverage ratio is a ratio of operating income (before interest, tax, and depreciation) to debt 

services, and thus an indicator of the liquidity adequacy of the borrower to service its debt.  
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( ) = negative, DSCR = debt service coverage ratio, FIRR = financial internal rate of return, FNPV = financial net 
present value, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates.  
 
8. The tariff that will ensure cost recovery of the project estimated at a 10% discount rate is 
$0.037 per kWh in 2009 constant prices (Table 3). The cost of thermal generation in the country 
is in the range of $0.01 per kWh to $0.07 per kWh, with an average of $0.028 per kWh, while 
the average tariff at the consumer level is $0.041 per kWh. This suggests that although the 
generation cost is expected to be below the prevailing per unit sales price of power, the tariff 
level should be carefully adjusted to reflect the cost of power supply to ensure Uzbekenergo's 
financial sustainability.  
 

Table 3: Levelized Tariff Estimates 
($ million, unless otherwise specified)  
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( ) = negative, GWh = gigawatt-hour, kWh = kilowatt-hour, yr = year. 
Source: Asian Development Bank estimates.  
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E. Sensitivity Analysis 

9. The sensitivity analysis examined the effect on financial viability and tariff rates of (i) an 
increase of 10% in the capital investment cost, (ii) an increase of 20% in the fuel cost, and (iii) a 
decrease of 10% in revenue.  In each scenario, the estimated FIRR remains above the WACC, 
confirming the financial viability of the project.  
 

Table 4: Financial Results of Sensitivity Analysis of the Project 
Item FIRR (%) 

Base case 6.3 

10% increase in capital cost 5.4 

20% increase in fuel cost 4.3 

10% decrease revenue 4.2 
FIRR = financial internal rate of return.  
Source: Asian Development Bank estimates. 
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