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FINANCIAL ANALYSIS 
 

I. INTRODUCTION AND METHODOLOGY 
 
A. Introduction 
 
1. A financial analysis was conducted for the proposed Integrated Urban Flood Management 
for the Chennai–Kosasthalaiyar Basin Project following Asian Development Bank (ADB) 
guidelines.1 The Government of India has requested financing from ADB for the proposed project 
to improve the stormwater drain network in Tamil Nadu. The project will focus on developing the 
stormwater drain network in the Kosasthalaiyar Basin area of Greater Chennai.  
 
B. Methodology 

 
2. The financial analysis assesses the ability of a project to meet its costs, including capital 
and operation and maintenance (O&M) expenditure, out of its revenue streams. As the proposed 
project is a nonrevenue-generating project, here is no project specific revenue stream which 
would cover the O&M expenses. Hence, a cash flow analysis of the Greater Chennai Corporation 
(GCC), which is responsible for operating and maintaining assets constructed under this project, 
is carried out to determine its financial ability to absorb incremental O&M costs from its revenues, 
through a review of its historical financial performance and the conduct of financial projections. 
The analysis also covers the Government of Tamil Nadu’s financial capacity, as it will be 
responsible for repaying the ADB loan and supporting the GCC during operations. 
 

II. FINANCIAL PERFORMANCE AND PROJECTIONS  
 

A. Financial Performance and Projections for the Greater Chennai Corporation 
 

3. Financial performance. The financial analysis assesses the impact of the proposed 
project on the overall financial capacity of the GCC. A financial performance analysis based on 
the audited accounts of GCC for the last 5 fiscal years (fiscal year [FY] 2015 (ended March 2015) 
–FY2019) shown in Table 1. The analysis indicates the following:  

(i) Own source income comprises 75.0%–93.4% of total revenues. This shows that the 
dependence on own source income is high, which is positive from a financial 
sustainability perspective. 

(ii) Income from revenue grants ranges from 25.0% to 6.0%.2  
(iii) The base value of properties for the computation of property tax is generally revised 

every 10 years in Tamil Nadu. In areas under the jurisdiction of the GCC, it was 
revised in FY2019. Further, the GCC has identified unassessed and under-assessed 
properties and levied property tax. The base value revision and increased coverage 
resulted in an increase in property tax income to the GCC of about 140% in FY2019. 
However, the state government withheld the revision in FY2020 but accepted the 
increase in coverage.3    

 
1  ADB. 2019. Financial Analysis and Evaluation: Technical Guidance Note. Manila. 
2  Revenue grants include grants and subsidies provided by the state government and Finance Commission India 

devolutions.  
3  The property tax demand in FY2018 was ₹6,626.0 million, which increased to ₹14,924.8 million in FY2019. About 

31% of the increase is estimated to be due to the increase in coverage, and the balance is due to a revision of rates. 
The revision was uniform across the urban local bodies in the state, which were not supported by various 
stakeholders. 

http://www.adb.org/Documents/RRPs/?id=49107-009-3
https://www.adb.org/documents/financial-analysis-evaluation-guidance-note
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(iv) The collection efficiency of property tax (current year demand) decreased from 68% 
in FY2015 to 55% in FY2019, largely because an increase in the base value of 
properties resulted in reluctance to pay property tax. 

(v) The GCC shows an operating surplus in all years except FY2018, where it displays 
a marginal deficit. 

(vi) The operating ratio with revenue grants is less than 1.0 in all years except FY2018 
and without grants is less than 1.0 in all years except FY2017 and FY2018, when it 
is marginally higher.4  

 
Table 1: Financial Performance of Greater Chennai Corporation  

(₹ million) 
Item FY2015 FY2016 FY2017 FY2018 FY2019 
A.  Income           

Property tax collectiona 7,465.3 4,591.8 6,259.7 5,295.2 8,693.6 
Other taxes 1,614.6 2,008.8 2,804.8 3,672.7 3,637.6 
Assigned revenue   5,002.8 6,043.9 5,514.8 4,966.2 6,367.7 
Rental income from municipal properties 269.5 368.7 460.4 730.2 918.1 
Fees and user charges 1,038.0 865.8 1,071.3 1,115.8 1,086.6 
Sale and hire charges 3.6 24.7 40.7 651.0 739.4 
Finance Commission India devolutions 773.1 2,109.2 1,239.8 939.3 1,129.9 
Revenue grants and subsidiesb 452.6 3,007.0 2,278.5 637.5 821.8 
Income from investment 327.7 131.4 71.7 23.3 72.2 
Other income 1,708.7 1,336.5 1,533.7 1,298.6 1,563.1 

           Total operating income 18,655.9 20,487.8 21,275.5 19,329.8 25,030.0 
B.  Expenses 

     

Personnel expenses 9,265.5 9,834.1 10,547.6 11,729.5 13,746.0 
Administrative expenses 981.1 1,280.8 1,123.9 1,149.4 1,078.9 
O&M expenses 3,710.1 5,219.4 7,657.3 6,486.9 6,709.9 
Program expenses 81.0 39.4 33.1 27.1 23.2 
Miscellaneous expenses 206.4 32.7 48.4 42.0 47.2 

           Total operating expenses 14,244.1 16,406.4 19,410.2 19,435.0 21,605.2 
Operating surplus/deficit 4,411.8 4,081.4 1,865.4 (105.1) 3,424.8 
Debt service 261.4 779.2 1,611.3 9,002.8 2,912.9 
Surplus/(Deficit) 4,150.4 3,302.2 254.0 (9,108.0) 511.9 
Operating ratio with grantsc 0.8 0.8 0.9 1.0 0.9 
Operating ratio without grantsd 0.8 0.9 1.0 1.0 0.9 

( ) = negative, FY = Financial Year, O&M = operation and maintenance. 
a The property tax in the table shows the actual tax collection from current year property tax demand and the property 

tax demand in arrears. 
b   Revenue grants include Government of Tamil Nadu grants and subsidies for specific activities. 
c  Calculated by dividing operating expenditure by revenue, including revenue grants.  
d  Calculated by dividing operating expenditure by revenue, excluding revenue grants. 
Source: Audited financial statements of the Greater Chennai Corporation. 
 
4. Financial projections. The following assumptions were considered for the financial 
projections of the GCC:  

(i) Growth rates were based on the historical trend, and suitable adjustments were 
used for revenue and expenditure.5  

 
4  Operating ratio is a measure of an organization’s performance, calculated by dividing operating expenditures by 

operating income. An operating ratio of less than 1.0 indicates that an organization generates more income than its 
operating expenses. A lower ratio indicates better performance.  

5  The compound annual growth rate (CAGR) based on the past 5 years’ audited accounts for each component was 
used for the projection. For an abnormal CAGR, a minimum (5%) and maximum (10%) was used, depending on the 
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(ii) In the case of negative growth rates observed, a growth rate of 5% was 
considered.6  

(iii) The property tax demand increased substantially in FY2019 because of a revision 
of base values and an increase in coverage. However, as described in para. 3, the 
state government put a hold on the revision of the base value of properties and 
accepted continuing with the increased coverage.7  

(iv) Assigned revenue and Finance Commission devolutions are share of state and 
central government income as transfers to urban local bodies. Because of the 
coronavirus disease situation, the income of the state and central governments are 
projected to decrease. The gross domestic product is projected to shrink by 9.5% 
in FY2021, increase by 10.1% in FY2022, and return to normal after FY2023.8 This 
impact was considered when projecting the assigned revenues and Finance 
Commission devolutions.   

(v) The average collection efficiency of property tax is 60.5%. The collection efficiency 
is assumed to improve and reach 90.0% over 10 years.9  

(vi) Incremental O&M expenditures caused by the project were considered.10 
 
5. The financial projections show that the GCC can meet its operating expenditures until 
FY2032 and will need state government support from FY2033 to cover expenditures (Table 2). 
The operating ratio ranges from 0.93 to 1.07 during the analysis period. The GCC generates an 
operating surplus up to FY2032 and a deficit beyond FY2032.  

 
  

 
CAGR. The property tax, fees and user charges, income from investments, and other income were projected at 5.0% 
per year; assigned revenues were projected at 6.2% in line with the CAGR; and all other income sources were 
projected at 10.0% per year. Personnel expenses were projected at 8.2% and O&M expenses were projected at 
8.7% in line with the CAGR, while administrative expenses and program expenses were projected at 5.0%.  

6  For fluctuating trends with a negative CAGR, the “judgmental method” can be used to project municipal income and 
expenditure, in which a minimum growth rate may be adopted. Accordingly, annual growth of 5% was considered 
the “minimum,” based on India’s long-term growth trend, and assumed for variables where negative growth trends 
were observed.  

7  The GCC conducted a survey in FY2018 and increased the property tax coverage by including unassessed and 
under-assessed properties, and started collecting tax from FY2019. In parallel, it revised the base values of 
properties for property tax by 50% (residential) and 100% (nonresidential).   

8  Reserve Bank of India. 2020. Monetary Policy Report, October 2020. Mumbai. 
9 To improve the collection efficiency of property tax, the GCC is engaged in a number of initiatives such as 

(i) introducing incentives and penalties for timely payment of property tax; (ii) using digital channels for both the 
issuance of tax demand notices as well as the collection of property tax; (iii) door-to-door reminders for defaulters to 
make payments; and (iv) posting advertisements on the street, FM radio, print media, and local TV channels to 
generate awareness. 

10 Incremental O&M is calculated by deducting the estimated O&M in the detailed project report with the existing O&M 
that the GCC incurs in the project area and the savings in flood expenditure that the GCC will receive in the project 
area because of project implementation. 

https://rbidocs.rbi.org.in/rdocs/Publications/PDFs/MPR0910200CB2848C2D8A40758A1FB7AE110E3F16.PDF
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Table 2: Financial Projections of Greater Chennai Corporation  
(₹ million) 

Item FY2022 FY2027 FY2032 FY2037 FY2041 
A.  Income 

     

Property tax collection 10,024.6 13,200.9 16,863.9 20,525.7 24,789.2 
Other taxes 4,841.6 7,797.5 12,557.9 20,224.6 29,610.8 
Assigned revenue  7,010.9 10,316.3 13,947.2 18,856.0 24,000.5 
Rental income from municipal 
properties 1,222.1 1,968.1 3,169.7 5,104.8 7,474.0 
Fees and user charges 1,257.9 1,605.4 2,049.0 2,615.1 3,178.7 
Sale and hire charges 984.1 1,584.9 2,552.6 4,110.9 6,018.8 
Finance Commission, India 
devolutions 1,244.0 2,413.7 3,879.0 6,233.7 9,111.2 
Revenue grants and subsidiesa 1,093.8 1,761.6 2,837.0 4,569.1 6,689.6 
Income from investment 83.6 106.7 136.2 173.8 211.2 
Other income 1,809.5 2,309.4 2,947.4 3,761.7 4,572.4 

          Total operating income 29,572.0 43,064.6 60,939.8 86,175.5 1,15,656.3 
B.  Expenses      

Personnel expenses 17,401.5 25,779.4 38,190.9 56,577.8 77,481.0 
Administrative expenses 1,248.9 1,594.0 2,034.4 2,596.4 3,155.9 
O&M expenses 8,626.0 13,110.9 19,927.6 30,288.4 42,338.4 
Program expenses 26.9 34.3 43.8 55.9 67.9 
Incremental O&M from project  105.5 442.1 556.1 668.1 
Miscellaneous expenses 54.7 69.8 89.0 113.6 138.1 

          Total operating expenses 27,358.0 40,693.8 60,727.7 90,188.2 1,23,849.4 
C.  Operating surplus/deficit 2,214.0 2,370.8 212.1 (4,012.7) (8,193.1) 
         Total debt service 4,615.8 1,945.7 1,173.0 

  

Surplus/Deficit after debt service (2,401.8) 425.1 (960.9) (4,012.7) (8,193.1) 
Operating ratio with grantsb 0.93 0.94 1.00 1.05 1.07 
Operating ratio without grantsc 0.96 0.99 1.05 1.11 1.14 

( ) = negative, FY = financial year, O&M = operation and maintenance. 
a   Revenue grants include Government of Tamil Nadu grants and subsidies for specific activities. 
b  Calculated by dividing operating expenditure by revenue, including revenue grants.  
c  Calculated by dividing operating expenditure by revenue, excluding revenue grants. 
Source: Estimated based on audited financial statements of the Greater Chennai Corporation. 

 
6. The project has a moderate financial sustainability risk rating because (i) the GCC has a 
high share of own source revenue as a percentage of total revenue (para. 3); and (ii) the historical 
and projected financial statements of the GCC indicate adequate coverage of operating costs 
until FY2032. From FY2033 onward, the GCC need to mobilize additional income and/or the 
government will have to provide additional support to the GCC. The GCC is increasing the 
revenue from property tax by conducting streetwise enumeration using drone cameras and a 
door-to-door physical survey and by developing a geographic information system-based map and 
database. The proposed project includes support for the GCC to ensure sustainable O&M of the 
assets to be created, through (i) a performance-based incentive scheme established for zonal 
offices, linked to operational efficiency and the sustainability of stormwater drainage systems; 
(ii) a plan to improve the sustainable and inclusive O&M of stormwater drainage systems; and 
(iii) a road map to enhance the municipal revenue mobilization of the GCC.  
 
B. Financial Capacity of the Government of Tamil Nadu 

 
7. The Fiscal Responsibility and Budget Management (FRBM) Act, 2003 and the subsequent 
amendments of the state government set three targets: (i) reducing the revenue deficit to zero by 
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FY2020; (ii) limiting the fiscal deficit to gross state domestic product (GSDP) ratio to less than 
3.0% by FY2018; and (iii) reducing the debt to GSDP ratio to less than 25.2% by FY2018.  
 
8. The state government met the fiscal deficit target in all years except FY2017, as it took 
over the debt of power distribution companies under the Ujwal Distribution Companies Assurance 
Yojana (UDAY) scheme, and hence exceeded the FRBM targets. However, without the UDAY 
scheme, the state met the FRBM targets in all the years. The fiscal deficit, excluding the deficit 
from the UDAY scheme, was 2.57% in FY2017. Similarly, the debt to GSDP ratio was 17.9%–
22.9% during FY2015 to FY2019, which is less than the FRBM target of 25.2%. Hence, the state 
government met the target of the debt to GSDP ratio in all years. A review of the financial 
indicators as well as the state government’s record of servicing the debt of commercial lenders 
and multilateral development bank provides comfort on the state government’s capacity to service 
ADB’s debt for this project. A summary of financial performance of the state government is shown 
in Table 3. 
 
9. In addition, the state government has committed to mitigate the flood damages and is 
allocating funds for various flood mitigation projects in Chennai. The state government allocated 
₹18,101.1 million in its FY2021 budget toward flood mitigation for Chennai City, which shows its 
commitment to create and operate flood mitigation projects, including the proposed project.11 
Since it meets the fiscal deficit and outstanding liabilities targets set in the FRBM, as well as the 
commitment on flood mitigation activities in Chennai, the state government can support the GCC 
in developing and maintaining this project to ensure that assets created under this project are 
sustainable. 
 

Table 3: Financial Performance of the Government of Tamil Nadu  
(₹ billion) 

Item  FY2015 FY2016 FY2017 FY2018 FY2019 
 A.  Income            

 Tax revenues  786.57 804.76 859.41 937.37 1,055.34 
 Nontax revenues  83.51 89.18 99.14 107.64 142.00 
 Transfer of central 
(Government of India) taxes  168.24 203.54 245.38 271.00 306.39 
 Grants from center 
(Government of India)  185.89 192.60 198.38 146.79 233.68 

          Total revenue receipts   1,224.20 1,290.08 1,402.31 1,462.80 1,737.41 
 B.  Expenses       

 Salary  271.05 281.21 309.19 344.39 432.03 
 Pension  145.50 173.91 205.33 260.12 292.47 
 Interest payment  503.49 548.06 552.97 597.90 702.02 
 Grant in aid  268.43 299.43 339.80 361.62 396.69 
 Social and economic services  99.81 107.32 124.66 114.71 148.80 

          Total revenue expenditure  1,288.28 1,409.93 1,531.95 1,678.74 1,972.01 
 C.  Operating surplus/(deficit)  (64.08) (119.85) (129.64) (215.94) (234.59) 

( ) = negative, FY = financial year. 
Sources: Government of Tamil Nadu. 2019. Report of the Comptroller and Auditor General of India on State Finances 
for the Year Ended March 2018. Chennai; and Government of Tamil Nadu. 2020. Annual Financial Statement for the 
Year FY2019. Chennai. 

 
11 Government of Tamil Nadu. 2020. Budget Highlights, 2020–2021. Chennai  

https://cag.gov.in/uploads/download_audit_report/2019/Report_No_1_of_2019_State_Finance_Government_of_Tamil_Nadu.pdf
https://cag.gov.in/uploads/download_audit_report/2019/Report_No_1_of_2019_State_Finance_Government_of_Tamil_Nadu.pdf
http://www.tnbudget.tn.gov.in/tnweb_files/budget%20highlights/2020-21/A5%20HIGHLIGHTS-2020-21_Eng.pdf
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