
Water Efficiency Improvement in Drought-Affected Provinces Project (RRP VIE 49404) 
 

FINANCIAL ANALYSIS 
 
1. The financial analysis comprises (i) a financial sustainability analysis of the modernized 
irrigation systems using incremental recurrent-cost analysis;1 and (ii) an assessment of the 
financial management capacity of national and provincial government agencies appointed to 
administer loan funds allocated under the project. The financial analysis has been carried out in 
accordance with the guidelines of the Asian Development Bank (ADB).2 
 
A. Financial Sustainability Analysis of the Operation of Modernized Irrigation 
 Systems 
 
2. In each of the five project provinces, irrigation systems modernized by the project will be 
operated by respective provincial irrigation management companies (IMCs), which have a 
mandate to manage irrigation systems within the province. The modernized irrigation systems 
developed under the project will add incremental command area to the existing irrigation area 
the IMCs manage. IMCs are owned by the provincial governments and are financially 
dependent on their development budgets.3 The financial sustainability of the operation of the 
irrigation systems will thus depend on each provincial government’s future fiscal position. The 
incremental recurrent cost (IRC) assessment was conducted to assess the impact of the IRCs 
on each provincial government’s fiscal position. 
 
3. Construction will be undertaken during 2021–2023, and operations and IRCs will 
commence in 2023. IRCs include operation and maintenance (O&M) costs. Routine 
maintenance costs are estimated at 1% of the capital cost for canal-based systems and 0.05% 
for pipe-based systems. Periodic maintenance is estimated at 30% of the capital cost for both 
canal-based and piped systems. Operating costs are computed based on the actual cost 
incurred by farmers in pumping water from surface or groundwater sources. Farmers adopting 
gravity-fed piped systems will not incur additional pumping costs and will therefore have a 
relatively lower O&M requirement. Farmers who pump water from upgraded canal distribution 
systems or piped systems to their farms will incur higher O&M costs. Routine and periodic costs 
have been adjusted to current values based on a domestic cost-escalation factor of 5%. Fiscal 
revenues and expenditures for the operation period were projected based on historical data (for 
2013 to 2016). For each province, the IRC was compared with the fiscal surplus and fiscal 
expenditures to gauge the fiscal impact of the IRC. 

 
4. The results (Table 2) confirm that for every project province, in regular years the IRC will 
not be significant compared to the fiscal surplus, but will be substantial in years when periodic 
maintenance is undertaken (every 10 years). Specifically: (i) in Dak Nong Province, the 
maximum IRC will be 3.76% of the fiscal surplus in regular years, and will reach 37.12% in the 
periodic maintenance year; (ii) in Binh Thuan Province, the maximum IRC will be 1.04% of the 
fiscal surplus in regular years, and 22.28% in the periodic maintenance year; (iii) in Khanh Hoa 

                                                           
1  Financial evaluation (computation of the financial internal rate of return) was not conducted because this is not a 

revenue-generating project.  
2 ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB. 2009. Financial Due Diligence: A 

Methodology Note. Manila; and ADB. 2015. Financial Management Technical Guidance Note: Financial 
Management Assessment. Manila. 

3  In 2008, the government introduced a policy (Decree 115) that introduced a national subsidy for irrigation service 
fees, meaning farmers no longer needed to pay for irrigation services rendered by the government. However, the 
Law on Hydraulic Works (Law Number 08/2017/QH14, approved by the National Assembly on 19 June 2017 and 
effective on 1 July 2018) includes provisions to introduce water pricing for irrigation services. The government is 
currently drafting corresponding regulations for the law. The project offers the government the opportunity to 
introduce water pricing in line with the provisions of the new law.  

http://www.adb.org/Documents/RRPs/?id=49404-002-3
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Province, the maximum IRC will be 2.54% of the fiscal surplus in regular years, and 12.74% in 
the periodic maintenance year; (iv) in Dak Lak Province, the maximum IRC will be 5.47% of the 
fiscal surplus in regular years, and 54.61% in the periodic maintenance year; and (v) in Ninh 
Thuan Province, the maximum IRC will be 2.88% of the fiscal surplus in regular years, and 
409.4% in the periodic maintenance year.4 
 
5. All project provinces are classified by the central government as fiscal deficit provinces, 
and therefore entitled to state budget transfers based on their respective fiscal need. The fiscal 
surplus of provinces will remain small, which makes the fiscal impact of the IRC in the periodic 
maintenance year relatively substantial. Nonetheless, the central government is bound by law to 
provide adequate funds to the provincial governments to operate and maintain all irrigation 
systems. This ensures that each province will have the fiscal capacity to meet their obligatory 
O&M budgets.5 To further minimize the risk of insufficient budgetary provision for O&M, the 
project will support the government in developing and implementing a pricing framework for 
water charges in connection with irrigation services provided under the project.   

 
B. Towards Sustainable Irrigation Systems Operation 
 
6. The Law on Hydraulic Works (footnote 3) has a provision for introducing pricing for 
hydraulic work services. The project will help the government prepare for implementation of the 
law. The government ratified the law because of its strong commitment to sustainable and 
efficient water resources management. Under the law, in the case of pump-pipe irrigation 
systems, farmers will be expected to share O&M costs with the government. The project will 
introduce measures to facilitate this arrangement specifically by: (i) installing meters on each 
offtake (i.e. hydrant) to measure the volume consumed; and (ii) supporting the Ministry of 
Agriculture and Rural Development and Provincial People’s Committees in developing water 
pricing structures for each subproject. The project will also encourage the provinces to engage 
third-party service providers to operate the completed pipe irrigation systems. Arrangements for 
cost-recovery will be established as a condition for award of these service contracts. 
 
7. Based on analysis carried out during project preparation, current costs to farmers for 
pumping water (from groundwater or surface water sources) average $155/year/hectare. The 
estimated cost of operating a pump-pipe system developed under the project is about 
$90/year/hectare. Therefore, farmers will be willing to pay this cost, provided they receive a 
similar or better level of service with the project. The farmer contribution may be combined with 
a subsidy from the province to cover the maintenance of the head works and primary 
distribution networks of each subproject. However, in the long run, the subsidy component could 
also be phased out on a sliding scale. The pricing structure and institutional arrangements for 
managing the pump-pipe systems will be developed as an activity under output 1 of the project. 
 

                                                           
4  Ninh Thuan is a high-deficit province and receives substantial state budget support to balance its fiscal position, 

resulting in a low fiscal surplus in any given year.  
5  The Ministry of Finance (MOF) is responsible for preparing detailed individual debt sustainability analyses for each 

province and based on these, all project provinces have been approved to receive fiscal transfers. This 
comprehensive analysis takes into account loans (including from ADB, other development partners, and 
commercial borrowing). It requires that provincial people’s committees do not have any outstanding arrears. The 
level of subsequent fiscal transfers are then determined on an annual basis by MOF. ADB is providing substantial 
public financial management technical assistance to MOF to complete this analysis. The State Budget Law (2015) 
sets out a number of legal criteria that provincial governments must meet to be allowed to borrow, which are scaled 
based on their financial capacity. For the project, MOF determined the loan–grant proportion of the loan proceeds 
allocated to each project province, based on their financial capacity. 
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C. Financial Management Assessment 
 
8. The financial management assessment (FMA) was conducted in accordance with ADB 
guidelines.6 The FMA reviewed the financial management capacity of (i) the Central Project 
Office (CPO) of the Ministry of Agriculture and Rural Development (the executing agency), and 
(ii) the Departments of Agriculture and Rural Development (DARDs) of the provincial people’s 
committees of the five project provinces (the implementing agencies). The FMA scope covered 
fund flow arrangements, staffing, accounting and financial reporting systems, internal and 
external auditing arrangements, and financial information systems. The FMA was prepared 
based on the information collected from the executing and implementing agencies. 
 
9. The FMA rated the overall financial management risk of the project prior to mitigation as 
moderate. The CPO and DARDs have sufficient capacity in financial management of donor-
funded projects, and will establish respective project management units exclusively for the 
project. The capacity of CPO and DARD includes project management (e.g., consultant 
recruitment and procurement of goods and works) in addition to financial management. During 
project implementation, the CPO will supervise and guide the central project management unit, 
while each of the five DARDs will do the same for the provincial project management units. The 
CPO has a financial management manual developed for other ADB projects, which will be 
updated for this project. The central and each provincial project management unit will have two 
full-time qualified accountants, with a chief accountant to oversee financial management of the 
project at the national and provincial levels. 
 
10. The FMA concluded that the prevailing structure and system of project financial 
management is appropriate when mitigating measures are considered. The identified financial 
management risks will be closely monitored during project implementation. The financial 
management action plan is in Table 1. 
 

Table 1: Financial Management Action Plan 
Action Agency Timing 

Executing and implementing agencies will establish CPMU 

and PPMUs. 

Executing and 
implementing agencies 

October 2018 

Executing and implementing agencies will ensure 
recruitment of two full-time qualified accountants, one of 
which has experience with ADB or the World Bank project. 

Executing and 
implementing agencies 

October 2018 

Executing agencies/CPO will give a first round of training to 
accountants of PPMUs on ADB financial management 
requirements or get them to attend ADB’s training on 
disbursement. 

Executing agencies December 
2018 

Executing agencies/CPO and implementing agencies will 
ensure that PPMUs use accounting software satisfactory to 
the government and ADB. 

Executing and 
implementing agencies 

Three months 
from project 
effectiveness 

CPMU will develop a financial management manual. CPMU Three months 
from project 
effectiveness 

ADB = Asian Development Bank, CPO = Central Project Office, CPMU = central project management unit, PPMU = 
provincial project management unit. 
Source: Asian Development Bank.  

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

Methodology Note. Manila. 
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Table 2: Incremental Recurrent Cost Analysis 
(Amount in Dong million) 

 

                    

Binh Thuan Subproject 2014 2015 2016 2017 2020 2023 2026 2029 2032 

Total Revenue 8,089,492 8,857,698 6,471,400 6,845,626 8,103,226 9,591,859 11,353,966 13,439,787 15,908,791 

     State Budget Transfer 1,714,376 1,649,822 1,115,240 1,331,779 1,576,439 1,866,044 2,208,853 2,614,638 3,094,969 

Total Expenditure 7,955,567 8,661,320 6,761,400 6,703,247 7,934,691 9,392,362 11,117,820 13,160,258 15,577,911 

Surplus (Deficit) 133,925 196,378 (290,000) 142,379 168,535 199,497 236,146 279,528 330,880 

IOMC 0 0 0 0 0 2,082 2,327 2,572 73,726 

Ratio Analysis                   

     IOMC/Surplus (Deficit)           1.04% 0.99% 0.92% 22.28% 

     IOMC/Total Expenditure           0.02% 0.02% 0.02% 0.47% 

                    

Ninh Thuan Subproject 2014 2015 2016 2017 2020 2023 2026 2029 2033 

Total Revenue 3,274,193 3,453,758 3,657,666 3,882,902 4,604,824 5,460,969 6,476,291 7,680,385 9,641,069 

     State Budget Transfer 1,334,653 966,827 966,827 1,458,285 1,528,177 1,812,301 2,149,250 2,548,846 3,199,527 

Total Expenditure 3,274,193 3,453,758 3,657,666 3,840,902 4,592,372 5,446,202 6,458,778 7,659,616 9,614,998 

Surplus (Deficit) 0 0 0 42,000 12,452 14,767 17,513 20,769 26,071 

IOMC 0 0 0 0 0 230 504 557 106,735 

Ratio Analysis                   

     IOMC/Surplus (Deficit)           1.56% 2.88% 2.68% 409.40% 

     IOMC/Total Expenditure           0.00% 0.01% 0.01% 1.11% 

                    

Khanh Hoa Subproject 2014 2015 2016 2017 2020 2023 2026 2029 2032 

Total Revenue 10,793,189 12,634,678 9,460,691 9,864,656 10,714,630 11,637,841 12,640,599 13,729,759 14,912,764 

     State Budget Transfer 0 0 0 0 0 0 0 0 0 

Total Expenditure 10,167,189 11,711,509 9,460,691 9,864,656 10,312,472 11,201,032 12,166,153 13,214,432 14,353,035 

Surplus (Deficit) 626,000 923,169 0 0 402,158 436,809 474,446 515,326 559,729 

IOMC 0 0 0 0 0 5,412 11,864 13,113 71,314 

Ratio Analysis                   

     IOMC/Surplus (Deficit)           1.24% 2.50% 2.54% 12.74% 

     IOMC/Total Expenditure           0.05% 0.10% 0.10% 0.50% 
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Dak Lak Subproject 2014 2015 2016 2017 2020 2023 2026 2029 2032 

Total Revenue 11,641,953 13,054,200 12,165,004 12,580,588 12,679,284 12,778,754 12,879,004 12,980,041 13,081,870 

     State Budget Transfer 4,645,757 5,095,795 2,805,812 7,346,874 4,172,332 4,205,064 4,238,053 4,271,301 4,304,810 

Total Expenditure 11,481,335 12,822,612 12,165,004 12,613,488 12,520,653 12,618,879 12,717,875 12,817,648 12,918,203 

Surplus (Deficit) 160,618 231,588 0 (32,900) 158,630 159,875 161,129 162,393 163,667 

IOMC 0 0 0 0 0 7,185 8,030 8,876 89,372 

Ratio Analysis                   

     IOMC/Surplus (Deficit)           4.49% 4.98% 5.47% 54.61% 

     IOMC/Total Expenditure           0.06% 0.06% 0.07% 0.69% 

                    

Dak Nong Subproject 2014 2015 2016 2017 2020 2023 2026 2029 2032 

Total Revenue 5,815,356 5,989,896 4,726,299 5,323,330 5,729,156 6,165,921 6,635,983 7,141,880 7,686,344 

     State Budget Transfer 1,962,490 1,894,685 1,298,429 3,059,715 1,683,275 1,811,601 1,949,709 2,098,346 2,258,314 

Total Expenditure 5,667,518 5,860,073 4,726,299 5,218,807 5,584,183 6,009,895 6,468,062 6,961,158 7,491,844 

Surplus (Deficit) 147,838 129,823 0 104,523 144,974 156,026 167,921 180,722 194,499 

IOMC 0 0 0 0 0 5,502 6,150 6,797 72,198 

Ratio Analysis                   

     IOMC/Surplus (Deficit)           3.53% 3.66% 3.76% 37.12% 

     IOMC/Total Expenditure           0.09% 0.10% 0.10% 0.96% 

( ) = negative, IOMC = incremental operation and maintenance cost. 
Source: Asian Development Bank estimates. 
              

 


