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FINANCIAL ANALYSIS 
 

A. Introduction 
 

1. The financial analysis of the proposed project was carried out in accordance with the 
Asian Development Bank (ADB) guidelines.1 The financial evaluation is carried out for the three 
revenue generating outputs, namely the Chongqing transportation logistics park, the Nanpeng 
logistics park, and the Yangtze River inland waterway roll-on roll-off (Ro-Ro) transport. The 
logistics information system output, aimed at serving the overall public transportation, is not 
expected to recover the costs in the foreseeable future and no specific revenues have been 
estimated for the component. The financial analysis also includes a financial performance 
analysis and projection for the Chongqing Transportation Holding Group Company (CQTG), the 
implementing agency. 
 
B. Financial Evaluation 

 
2. The two logistics parks and the inland waterway Ro-Ro transport outputs will generate 
revenues from rental, logistics operations, and transportation services, even though the pricing 
is subject to government monitoring and intervention to some extent. A financial evaluation was 
carried out, including an estimation of the weighted average cost of capital (WACC) and the 
financial internal rate of return (FIRR) for the three components. Sensitivity tests were 
undertaken to determine the robustness of the FIRR to changes in the underlying parameters, 
i.e., increases in capital and operating costs, reduction in revenues, or delays in implementation. 
 
3. For the financial evaluation, a 21-year operation period is assumed, which is consistent 
with the loan repayment schedule. The prices applied are inclusive of value-added tax (VAT). 
The VAT rate is 11% for sales and 17% for costs. The city construction fee is 7%, and the 
education surtax is 3% on VAT. The income tax rate of 15%, much below the normal rate of 
25%, is a tax incentive from the government for transportation and logistics projects in the 
western region of the People’s Republic of China (PRC). 
 
4. The cost of equity is assumed to be 8% as usually applied to infrastructure projects in 
the PRC. The after-tax nominal cost for the debt is calculated by subtracting the income tax 
factor because of the tax deductibility for financial expenses. In order to estimate the cost of 
capital in real terms, the inflation element is also excluded. As shown in Table 1, the WACC of 
the three revenue-generating components are computed to be 3.4%, 3.5%, and 3.1%. 
 
5. The revenue of the Chongqing transportation logistics park will come from two sources: 
rental and logistics operations. The following will be rented: 48,600 square meters (m2) of the 
cargo transit and urban distribution storage yard; 31,800 m2 of the rail-motor transport 
warehouses; 25,000 m2 of the containers cargo areas; and 246,000 m2 of the supporting 
facilities.2 The rental rates used for the four items were CNY35 per month per m2 for the storage 
yard, CNY35 per month per m2 for transport warehouses, CNY50 per month per m2 for 
containers cargo areas, and CNY20 per month per m2 for supporting facilities.3 For the 
company’s own businesses, there are 38,000 m2 of rail-motor transport warehouses at a charge 
rate of CNY80 per month per m2. Of the inbound and outbound goods in these areas, 70% are 

                                                             
1
 ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB.2009. Financial Due Diligence: A 

Methodology Note. Manila. 
2
 The assumption is in line with the demand analysis as per the feasibility study. 

3
 The rental and logistics rates are assumed based on market rates.  
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expected to be loaded and unloaded at a rate of CNY12 per ton, where the storage turn-over 
will be 0.5 tons per m2 per day. The logistics operation capacities are expected to be realized at 
50%, 70%, 80%, 90%, and 100% during the first 5 years of operation. 
 
6. For operating costs for the Chongqing transportation logistics park, the following are 
assumed: electricity will cost CNY0.8 per kilowatt-hour (kWh), water will cost CNY3.42 per ton, 
and gas will cost CNY2.5 per cubic meter (m3). The project will need 300 staff whose salaries 
and benefits are expected to be CNY36,000 per year per person. The repair cost is as much as 
2% of the original value of equipment. The administrative expense is calculated at 4% of the 
salaries. The buildings will be depreciated by the straight-line method for 30 years with a 5% 
residual value rate, and equipment will be depreciated by the straight-line method for 21 years 
with a 3% residual value rate. The project’s FIRR was calculated to be 8.4%, higher than the 
WACC of 3.5%. 
 
7. Similarly, the revenue of the Nanpeng logistics park will come from rental and logistics 
operations. The following will be rented: 3,000 m2 of the break-bulk cargo parking areas; 9,900 
m2 of the bonded warehouses; 13,600 m2 of the cargo transit storage yard; and 7,600 m2 of the 
supporting facilities. The rental rates applied in the analysis for the four items were CNY35 per 
month per m2 per parking areas, CNY45 per month per m2 per warehouses, CNY35 per month 
per m2 for the storage yard, and CNY50 per month per m2 for the supporting facilities. For the 
logistics operations, there are 22,000 m2 of break-bulk cargo parking lots at a charge rate of 
CNY80 per month per m2. Of the inbound and outbound goods, 70% are expected to need 
loading and unloading services at a rate of CNY12 per ton, where the storage turn-over will be 
0.5 ton per m2 a day. The capacities are expected to be realized at 50%, 70%, 80%, 90%, and 
100% during the first 5 operating years. 
 
8. Operating costs for the Nanpeng logistics park are assumed to be the same as the 
Chongqing transportation logistics park: electricity (CNY0.8/kWh), water (CNY3.42/ton), and gas 
(CNY2.5/m3). The component can employ 200 people including 30 management level staff with 
a salary of CNY60,000 per year per person, and 170 laborers with a salary of CNY36,000 per 
year per person. Repair costs, administrative expenses, depreciation, and residual value are 
calculated based on the same assumptions as those for the Chongqing logistics park. The 
financial analysis for the Nanpeng logistics park results in a FIRR of 10.20%, which is higher 
than the WACC. 
 
9. The inland waterway Ro-Ro transport output will charge freights to the cargos it services 
for between various port destinations. The revenues will come separately from truck transport 
and ship transport. Truck transport will carry cargos on up-road and down-road among three 
cities: Chongqing, Chengdu, and Wuhan. There will be a total of 49 trips per day and 27.5 days 
per month. For the ship transport, three ships will take 40 round trips a day along the river 
between Guojiatuo and Yinxingtuo. The capacities expected to be realized are 25%, 40%, 65%, 
85%, and 100% during the 5 five years of operation. 
 
10. The operating costs of the truck and ship transports include expenses for fuel, road toll, 
parking, loading and unloading, administration, sharing of fixed costs, and taxes. Sixteen staff 
members will be required to run the business at a salary of CNY60,000 a year. Marketing and 
sales expenses will be as much as 0.5% of the revenues. The equipment will be depreciated by 
the straight-line method for 15 years on average without residual value. The FIRR of the inland 
waterway Ro-Ro transport output was calculated to be 10.4%, compared to the WACC of 3.1% 
for this component. 
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11. To test the robustness of the results of the financial analysis in the presence of 
uncertainty, a sensitivity analysis was executed to study how the variability in the outputs could 
be apportioned to different sources of uncertainty in its key inputs including capital costs, 
operating expenses, and sales revenues. Only adverse changes were considered. The analysis 
assumed the following: (i) the capital costs increased by 10%, (ii) the operating expenses 
increased by 10%, (iii) the sales revenues decreased by 10% independently, and (iv) the 
scenarios in items (i)–(iii) happened simultaneously with a 5% change. The results are 
illustrated in Table 1. All three components will be fairly strong in resisting potential 
uncertainties, remaining robust with up to 20% negative change. Even so, more care should be 
taken with respect to changes in revenue, to which the financial viability is most sensitive. When 
the three scenarios are put together, the inland waterway Ro-Ro transport output could become 
unviable.  
 

Table 1: Summary on Sensitivity Test for FIRR of Three Components 
Case Change CTLP NLP IWT 

WACC na 3.4% 3.5% 3.1% 

Base Case na 8.4% 10.2% 10.4% 

(i) Revenues reduced by  10% 7.1% 8.8% 3.1% 

(ii) Investment cost increased by  10% 7.4% 9.2% 9.5% 

(iii) O&M cost increased by 10% 8.1% 10.0% 4.2% 

(v) Combination of (i), (ii), and (iii) 5% 7.1% 8.9% 2.9% 
CTLP = Chongqing transportation logistics park, FIRR = financial internal rate of return, IWT = 
inland waterway roll-on roll-off transport, NLP = Nanpeng logistics park, na = not applicable, 
O&M = operation and maintenance, WACC = weighted average cost of capital. 
Source: Asian Development Bank. 

 
C. Financial Performance Analysis of the Chongqing Transportation Group Company 
 
12. The CQTG, with its project implementing units, will be responsible for implementing and 
operating the project. It will also provide counterpart funding and service the ADB loan. 
Established in 2004, the CQTG, with 16 subsidiary companies, plays a leading role in 
Chongqing’s passenger and cargo transport as well as in the logistics sector. Its core business 
includes public road transport, long-distance traffic, taxi services, bus station operations, freight 
transport, goods distributions, warehousing, and cargo terminal operations. The CQTG’s 
financial performance was analyzed based on the consolidated audited financial statements of 
the company during 2010–2014. Key financial performance data is shown in Table 2. 
 
13. The CQTG has performed well and its financial position is fairly stable. The company 
has experienced healthy growth at a compounded annual growth rate of 13% for revenues and 
12% for total assets, despite slower growth rates in recent years as the passenger market is 
maturing. The CQTG’s total revenue in 2014 was CNY11.3 billion, with about 40% coming from 
passenger revenue; 40% from cargo and logistics; and 20% coming from commerce, trade, and 
various travel and transport related services. Total assets increased from CNY9.1 billion in 2010 
to CNY14.6 billion at the end of 2014. 
 
14. Due to the nature of the quasi-public services, the company’s operational earnings 
before interest and tax were positive in some years and negative in other years. To make up for 
the loss, government subsidies have been provided and increased from 1% of total revenue in 
2011 to 4% of total revenue in 2014 as the public transportation tariff remained largely 
unchanged. These subsidies are mainly for the fuel oil tax levied on the energy consumed. Total 
liability to total asset ratio remained low below 70% during 2010-2014. The cash ratio (the ratio 
of cash and cash equivalent to the current liabilities) has always been above 0.4, well above the 
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industry norm of 0.2–0.3. Its relatively sufficient cash reserve (cash balance at CNY1.5 billion by 
the end of 2014) will provide a cash pool for project implementation under the precondition that 
the government subsidy will always be in place. However, the company needs to strengthen its 
profitability and mitigate short-term financial risk by reducing the portion of short-term liabilities. 
 
D. Financial Projection of Chongqing Transportation Group Company 
 
15. Projection assumptions. Based on historical financial data during 2010-2014 and 
considering the company’s future development prospect, a 10-year financial projection for 
2015–2024 has been prepared through the balance sheet, income statement, cash flow 
statement, and financial indicators ratios. Due to the maturing local passenger market, the total 
operating revenues are conservatively assumed to grow by 4% during 2015–2017, 3% during 
2017–2020, then by 5% starting in 2021 when ADB project components become operational. 
The production costs are expected to remain at 84% of the revenue, the average level of the 
previous 5 years. Current and fixed assets are assumed to move proportionally along with the 
growth of operating revenues, while intangible assets are expected to remain at the level of 
2014. The turnovers for account receivables and inventory are assumed at the historical 
average level. Accordingly, the ADB loan is incorporated as new long-term debt to be drawn 
down during 2016–2020. The counterpart funding to the project, part of which might be provided 
through borrowing, is also included as new capital expenditure. Other liabilities are maintained 
at the similar level in proportion to the operating revenues as in the 2014 situation. 
 
16. Projection results. While the passenger market is maturing, the CQTG is well 
positioned to grow in the cargo and logistics market, capitalizing on Chongqing’s strategic 
location as the logistics center in the western region of the country. As shown in Table 2, the 
financial projection indicates a healthy financial outlook for the CQTG during the projection 
period, with a moderate revenue growth averaged at 4.6% per year, operating ratio at 97.0%, 
reasonable net profit margin at 2.0%–3.0%, return on equity averaging about 5.0%, current ratio 
remaining above 1.0, and total liabilities to total assets lower than 70.0%. The government 
subsidies are expected to decrease from the current 4.0% to 2.5% given the growth in the non-
subsidized business area.  
 
17. In general, the CQTG has a sound financial performance in the city’s overall transport 
system, and the financial projection indicates its long-term financial viability and sustainability. 
The implementation and operation of the ADB-funded project will further strengthen its position 
in the market for greater future development potential. Since the CQTG is the end borrower of 
the ADB loan and will be responsible for project implementation and future operation, a set of 
financial covenants are proposed to be included in the project agreement based on the financial 
projection.4 

 
 
 

                                                             
4
  Audited financial statements of the CQTG will be required to be submitted to ADB annually from loan effectiveness 

until loan closing date to facilitate the monitoring of the company’s financial performance and financial covenant 
compliance. 
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Table 2: Key Financial Indicators and Ratios for the Implementing Agency 
 

Year  2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 

Key indicators (CNY 1 
billion) 

               Operating revenues 7.0  9.0  10.1  11.0  11.3  11.8  12.2  12.7  13.1  13.5  13.9  14.6  15.4  16.3  17.2  
Net operating income (0.1) 0.2  0.1  (0.1) (0.2) 0.2  0.3  0.3  0.3  0.4  0.4  0.3  0.4  0.4  0.4  
Net income (0.0) 0.1  0.2  0.2  0.3  0.5  0.5  0.5  0.4  0.4  0.4  0.4  0.4  0.4  0.4  
Current assets 3.6  4.1  4.5  4.7  5.1  3.9  4.0  4.2  4.3  4.4  4.6  4.8  5.0  5.3  5.7  
Net fixed assets 3.9  4.4  4.7  5.1  6.2  7.4  9.0  10.7  12.4  14.1  15.8  17.3  18.9  20.5  22.3  
Accounts receivables 0.4  0.4  0.6  0.7  0.9  0.7  0.7  0.8  0.8  0.8  0.8  0.9  0.9  1.0  1.0  
Current liabilities 3.4  3.9  3.8  3.9  4.6  4.0  4.2  4.4  4.5  4.6  4.7  5.0  5.2  5.5  5.8  
Long-term debt 1.0  0.8  0.5  0.6  0.6  2.7  3.6  4.6  5.7  6.8  7.9  9.0  10.1  11.4  12.7  
Equity 2.7  3.0  4.3  5.0  5.5  6.0  6.5  6.9  7.3  7.8  8.2  8.6  9.0  9.5  9.9  
Total liabilities 6.1  6.8  6.5  7.3  8.6  8.2  9.6  10.9  12.4  13.8  15.3  16.7  18.2  19.7  21.4  
Total assets 9.1  10.1  11.1  12.7  14.6  14.6  16.4  18.2  20.1  22.0  23.9  25.7  27.6  29.6  31.7  
Financial ratios 

               Operating ratio
a
 (%) 100.9  97.9  99.2  100.8  102.0  98.4  97.8  97.8  97.8  97.3  97.3  97.6  97.3  97.4  97.6  

Return on equity
b
 (%) (0.9) 3.6  4.7  4.3  5.6  7.7  7.1  6.6  5.5  5.7  5.3  4.6  5.0  4.6  4.4  

Months in accounts 
Receivable

c
 0.6  0.6  0.7  0.8  0.9  0.7  0.7  0.7  0.7  0.7  0.7  0.7  0.7  0.7  0.7  

Current ratio
d
 1.1  1.0  1.2  1.2  1.1  1.0  1.0  1.0  1.0  1.0  1.0  1.0  1.0  1.0  1.0  

Debt to equity ratio
e
  0.4  0.3  0.1  0.1  0.1  0.5  0.6  0.7  0.8  0.9  1.0  1.1  1.1  1.2  1.3  

Debt ratio
f
 (%) 66.9  67.3  58.6  57.9  59.4  56.3  58.3  60.0  61.7  63.0  64.2  65.1  65.9  66.7  67.6  

( ) = negative. 
Note: Values from 2010 to 2014 are actual data, while those from 2015 to 2024 are projected. 
a 

Total operating expenses as a percentage of total revenues. 
b 

Net operating income as a percentage of owner's equity. 
c
 Number of month’s sales in accounts receivables. 

d
 Current assets to current liabilities. 

e
 Long-term debt to equity. 

f  
Total liabilities to total assets. 

Source: Asian Development Bank estimates. 

 


