
Yunnan Lincang Border Economic Cooperation Zone 
Development Project (RRP PRC 49310) 

FINANCIAL ANALYSIS  
 

A. Methods of Financial Analysis 
 

1. The project is located in the Lincang Prefecture of Yunnan Province, which borders 
Myanmar. The project’s 14 subprojects are grouped under 4 outputs: (i) cross-border trade 
capacity improved (4 subprojects), (ii) integrated urban environment infrastructure in Mengding 
and Qingshuihe national port areas improved (5 subprojects), (iii) social infrastructure and 
services improved (4 subprojects), and (iv) institutional capacity improved (1 subproject). 
Financial evaluation was carried out to ascertain the subprojects’ financial viability. Financial 
analysis of the project and its components was carried out in accordance with Asian Development 
Bank’s (ADB) guidelines.1 Of the 14 subprojects, 3 generate financial revenues, and the analysis 
calculated their financial internal rates of return (FIRRs); conducted sensitivity analyses; and 
conducted a financial sustainability analysis to assess the fiscal capacity of the three 
implementing agencies to provide counterpart funds, pay debt service for their respective project, 
and finance the operation and maintenance (O&M) following construction. 
 
2. Financial assumptions. The following parameters and assumptions apply to the analysis: 

(i) all costs are expressed in June 2018 prices; 
(ii) the project is analyzed over a 25-year period, excluding construction period, and 

the residual value is not considered; 
(iii) demand projections are adopted from the feasibility study report; 
(iv) foreign exchange rate of CNY6.85 per $1 is used when converting foreign 

exchange costs to their local currency equivalent; 
(v) O&M costs include personnel salaries and welfare, plant maintenance costs, 

administration, insurance, taxes, power costs, and other expenses; 
(vi) capital cost includes the base cost of the revenue-generating subproject, including 

the base investment cost and physical contingencies, and excluding price 
contingencies and financial charges during project implementation (as a result of 
debt financing); 

(vii) revenues from the revenue-generating subproject are calculated based on the fee 
collected according to the current tariffs; 

(viii) net cash flows from the revenue-generating subproject were determined after 
taxes and value-added taxes were calculated at 17%, corporate income tax at 
25%, and sales tax at 5%; 

(ix) for the interest during construction, a 5-year fixed swap rate is used (adding the 
ADB margin of 0.5% and maturity premium of 0.1%), and for the projection of debt 
service, a 20-year swap rate is used for the repayment period for the ordinary 
capital resources loan; 

(x) interest during construction is financed by the governments; the amortization 
period remains 25 years, including a 6-year grace period, and repayment is 
assumed to be in straight-line method starting in 2024; and  

(xi) technical data and costs were obtained from the revised project feasibility study 
report to form the basis of the financial analysis. 

 
 
 
 

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

http://www.adb.org/Documents/RRPs/?id=49310-002-3
http://www.adb.org/Documents/RRPs/?id=49310-002-3
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B. Financial Sustainability Analysis 
 

3. An assessment of financial performance has been completed for all three project counties. 
The objectives of this analysis are to: 

(i) review the past revenue-generating capacity of the project counties and the share 
of revenues from upper-level government during 2013–2017, and the level and 
structure of fiscal expenditures; 

(ii) based on the revenue-generating capacity of the project counties in the past, 
assess the financial capacity of the participating project counties and cities in 
providing counterpart funding over the project implementation period; and 

(iii) assess the local government's ability to meet debt service on the ADB loans and 
the O&M for the nonrevenue-generating subprojects. 

 
4. There are no accepted criteria regarding what level of debt service is regarded as 
affordable. However, where contributions exceed 2.5% of the total city revenues or expenditures, 
debt service may be a cause for concern and crowd out other programs, especially those targeted 
to the poor. 
 
5. The existing financial performance of the project counties is analyzed to investigate their 
capacity in providing the required counterpart funds during the construction period, and necessary 
funds for O&M and debt service during the operating period. In addition, annual average growth 
rates of revenues and expenditures during the project period are calculated. 
 
6. Zhenkang county government will provide counterpart funds during and after project 
implementation, for debt service, O&M costs, and subsidies for the subproject; these total 0.23%–
0.82% of annual projected revenues from 2019 to 2043, representing a low proportion of 
government expenditures during the operating period. The analysis indicates that the project will 
have minimal impact on Zhenkang county government’s fiscal budget if upper-level government 
transfers continue; Zhenkang county government may have to seek additional financing to finance 
its deficit (Table 1). 
 

Table 1: Fiscal Affordability Assessment of Zhenkang County 
(CNY million) 

Item 2019 2020 2021 2022 2023 2024 2028 2033 2038 2043 
A. Revenues           
1. General 
budget revenue   375.63   383.28   391.08   399.04   407.17   415.45   423.91   432.54   441.35   450.33  
2. Upper-level 
government 
transfers  1,670.50   1,720.61   1,772.23  

 
1,825.40   1,880.16   2,116.13  

 
2,453.18  

 
2,843.91   3,296.87   3,821.97  

3. Others  194.42   200.26   206.26   212.45   218.82   246.29   285.52   330.99   383.71   444.83  
Subtotal  2,240.55   2,304.15  2,369.57  2,436.89  2,506.15  2,777.88  3,162.61  3,607.44  4,121.92   4,717.13  

B. Expenditures   2,243.68  2,310.99  2,380.32  2,451.73  2,525.28  2,842.23  3,294.92  3,819.71  4,428.10   5,133.38  
Deficit (A – B)  3.13   6.84  10.75   14.84  19.13   64.35   132.31   212.27   306.18   416.25  

Annual 
counterpart funds  

 5.20   10.65   16.35   13.96   5.72       

Counterpart 
funds, as a % of 
revenues 

0.23% 0.46% 0.69% 0.57% 0.23% 0.00% 0.00% 0.00% 0.00% 0.00% 

Annual debt 
service and O&M  

          22.90   21.39   18.92   16.45   13.98  
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Item 2019 2020 2021 2022 2023 2024 2028 2033 2038 2043 
Annual debt 
service, subsidy, 
and O&M, as % 
of revenues 

0.00% 0.00% 0.00% 0.00% 0.00% 0.82% 0.68% 0.52% 0.40% 0.30% 

O&M = operation and maintenance. 
Source: Asian Development Bank estimates. 
 
7. Cangyuan county government’s counterpart financing constitutes 0.18%–0.54% of its 
revenue stream, and debt servicing is also minimal (0.06%–0.18%), under the assumption that  
(i) the support from upper-level government transfers will continue, and (ii) the government will be 
sourcing additional financing yearly (Table 2).  
 

Table 2: Fiscal Affordability Assessment of Cangyuan County 
(CNY million) 

Item 2019 2020 2021 2022 2023 2024 2028 2033 2038 2043 
A. Revenues           
1. Revenues 
from taxes   121.67   125.32   129.08   132.96   136.95   141.05   158.76   184.04   213.36   247.34  
2. Nontax 
revenues 172.68   177.86   183.20   188.70   194.36   200.19   225.31   261.20   302.80   351.03  
3. Upper-level 
government 
transfers  1,737.12   1,789.23   1,842.91  1,898.20   1,955.14   2,013.80  2,266.54  2,627.55   3,046.05   3,531.20  
4. Others  177.81   183.14   188.64   194.29   200.12   206.13   232.00   268.95   311.79   361.44  

Subtotal  2,209.28   2,275.56  2,343.83  2,414.14  2,486.57  2,561.16  2,882.61  3,341.74  3,873.99   4,491.02  
B. Proceeds of 
New Debt  194.67   200.51   206.53   212.72   219.10   225.68   254.00   294.46   341.36   395.72  
C. Expenditures   2,401.25   2,473.29  2,547.49  2,623.91  2,702.63  2,783.71  3,133.09  3,632.11   4,210.61   4,881.25  

Surplus (A + 
B – C)  2.70   2.78   2.87   2.95   3.04  3.13   3.52   4.09   4.74   5.49  

Annual 
counterpart funds  

 4.04   8.28   12.70   10.85   4.45       

Counterpart 
funds, as a % of 
revenues 

0.18% 0.36% 0.54% 0.45% 0.18% 0.00% 0.00% 0.00% 0.00% 0.00% 

Annual debt 
service and O&M  

         4.65   4.25   3.75   3.25   2.74  

Annual debt 
service, subsidy, 
and O&M, as % 
of revenues 

0.00% 0.00% 0.00% 0.00% 0.00% 0.18% 0.15% 0.11% 0.08% 0.06% 

O&M = operation and maintenance. 
Source: Asian Development Bank estimates. 
 
8. For Lincang Border Economic Cooperation Zone (LBECZ), the counterpart financing 
accounts for 0.26%–0.77% of revenue stream, while debt servicing and O&M cost subsidies are  
0.18%–0.56% of the annual fiscal revenue. Upper-level government transfers comprise a 
significant portion of LBECZ’s fiscal revenue. However, because Lincang Municipal Government 
will repay all LBECZ’s project loan principal and interest as well providing counterpart funding 
through the Lincang Finance Bureau, commitment letters were sought by the project team to 
minimize the risk. 
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Table 3: Fiscal Affordability Assessment of Lincang Border Economic Cooperation Zone 
Item 2019 2020 2021 2022 2023 2024 2028 2033 2038 2043 
A. Revenues           
1. Revenues 
from taxes  392.53   404.31   416.44   428.93   441.80   497.25   576.45   668.26   774.70   898.09  
2. Nontax 
Revenues   378.74   390.10   401.81   413.86   426.28   479.78   556.19   644.78   747.48   866.53  
3. Upper 
Government 
Transfers 

 
17,660.45  

 
18,190.27  

 
18,735.97  

 
19,298.05  

 
19,876.99  

 
22,371.73  

 
25,934.97  

 
30,065.74  

 
34,854.43  

 
40,405.84  

Subtotal 18,431.73   8,984.68  19,554.22  20,140.85  20,745.07  23,348.76  27,067.61  31,378.78  36,376.61  42,170.46  
B. Proceeds of 
New Debt  4,648.65   4,788.11   4,931.75   5,079.71   5,232.10   5,888.77   6,826.70   7,914.02   9,174.52  10,635.78  
C. Expenditures  23,080.38  23,772.79  24,485.97  25,220.55  25,977.17  29,237.53  33,894.31  39,292.80  45,551.12  52,806.24  

Surplus (A + 
B – C)           

Annual 
counterpart funds  

 48.13   98.53   151.26   129.28   52.94       

Counterpart 
funds, as a % of 
revenues 

0.26% 0.52% 0.77% 0.64% 0.26% 0.00% 0.00% 0.00% 0.00% 0.00% 

Annual debt 
service and O&M  

      129.98   129.31   126.50   123.69   73.84  

Annual debt 
service, subsidy, 
and O&M, as % 
of revenues 

0.00% 0.00% 0.00% 0.00% 0.00% 0.56% 0.48% 0.40% 0.34% 0.18% 

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

 
9. Results show that each of the implementing agencies can afford the necessary 
counterpart funding, the debt service of the ADB loan, and O&M cost subsidies with the implied 
cost burden not exceeding 2% of their respective total fiscal revenues. Assessments for the 
project counties indicate that the fiscal risk for this project is moderate, given the assumptions as 
noted above; it was therefore agreed that the funds that will be supported by government 
commitment letters, and assurances will be included in the legal agreement. 
 
C. Financial Evaluation 
 
10. The FIRR was estimated for the three revenue-generating subprojects. Under the current 
tariff levels and structures the wastewater and municipal solid waste (MSW) subprojects are 
inadequate to realize cost recovery. Therefore, financial viability for Qingshuihe and Mengding 
MSW, and Qingshuihe wastewater treatment subprojects cannot be justified by revenues from 
users’ fees alone, with subsidies during operations required to ensure financial viability. 
 
11. It is a common practice throughout the People's Republic of China for local governments 
to provide subsidies to utilities during operations. Initiatives are underway by the central 
government to reform tariffs, and government subsidies will be provided to ensure the project 
functions properly; however, such subsidies do not pose a significant financial burden to local 
governments.  
 
12. In computing the weighted average cost of capital (WACC) of the revenue-generating 
subprojects, it was assumed that (i) the financing sources would consist of both project counties’ 
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contributions from their fiscal revenues and ADB’s foreign currency loan, and (ii) the domestic 
inflation rate equaled 2.2% and foreign inflation 1.6%. The WACC was calculated to be 2.43% for 
the Qingshuihe border area water supply, 2.71% for the Qingshuihe wastewater treatment plant, 
and 2.51% for the Qingshuihe and Mengding MSW subprojects.  

 
13. The WACC was compared with the FIRR to ascertain the financial viability of Qingshuihe 
border area water supply. The result of the analysis present that the water supply subproject will 
achieve financial sustainability while the wastewater and MSW subprojects will not. Sensitivity 
analysis considered the following scenarios: a 10% decrease in revenues, 10% increase in capital 
costs, 10% increase in operating costs, and 1-year delay in implementation. The analysis 
indicates the FIRR is robust under various adverse scenarios (Table 4). 
  

Table 4: Sensitivity Analysis 
 Qingshuihe Border Area Water Supply 

Cases 
FIRR 
(%) 

NPV 
(CNY million) 

Base Case 4.53 42.90 
(i) Revenues reduced by 10% 3.24 15.77 
(ii) Investment cost increased by 10% 3.70 27.64 
(iii) O&M cost Increased by 10% 4.31 38.03 
(iv) Delay in Implementation by 1 year 4.19 33.29 
(v) Combination of (i), (ii), and (iii) 2.35 (1.66) 

( ) = negative, FIRR = financial internal rate of return, MSW = municipal solid waste, NPV = net present value, O&M = 
operation and maintenance, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates. 
 


