
Railway Efficiency Improvement Project (RRP UZB 51052) 

FINANCIAL ANALYSIS 

A. Introduction 

1. O’zbekiston Temir Yo’llari (UTY) plans to implement a project that involves the purchase 
of 24 electric locomotives and the upgrade of the locomotive depot near Tashkent to allow the 
servicing of electric locomotives. The financial cost of the project is estimated at $218.3 million. 
The funding obligation of UTY and the Government of Uzbekistan is $48.3 million, about 22% of 
the total project cost. The Asian Development Bank (ADB) will fund $170 million, 78% of the 
total, with a loan from its ordinary capital resources. To ascertain the financial sustainability of 
the project, (i) a financial evaluation of UTY as an entity1 and (ii) a financial analysis of the 
project was conducted. 
 
B. Financial Evaluation of O’zbekiston Temir Yo’llari 

2. UTY has benefited from Uzbekistan’s strong gross domestic product (GDP) growth since 
2013.2 Uzbekistan’s real economic growth from 2013 to 2018 (estimated) averaged about 6.6%, 
which was among the highest rates in Central Asia.3 Growth slowed since the first half of 2017, 
as rising import costs and inflation associated with an accelerated depreciation of the sum (the 
Uzbek currency) reduced consumer demand. In September 2017, the Uzbek government began 
letting the sum’s exchange rate be determined by the currency markets, which led to an 
immediate weakening of the currency. The liberalization of the currency market is expected to 
contribute to macroeconomic stability and inward investment in the mid to long term. 
 
3. A financial model was developed based on historical information on passenger and 
freight traffic, revenue, and operating expenses. The model assumes that between 2019 and 
2020, GDP growth will average about 5.4%,4 returning to 6.0% growth thereafter as the 
temporary effects of the currency devaluation fade and inflation moderates. 
 
4. In sum, the financial evaluation indicates that UTY has the financial capacity to 
implement the project, fund its contribution to the project costs, repay the ADB loan, and make 
required payments on its existing debt. This assumes that UTY grows freight and passenger 
volumes at a moderate pace (3% per year for existing traffic) and adds incremental volume 
once the newly opened Bukhara–Urgench line, and the newly electrified or soon-to-be electrified 
Karshi–Termez and Pap–Namangan–Andijan lines, begin to produce additional traffic.  

 
5. Freight tariffs are assumed to increase by 2.0% per year, and cost management would 
arrest the weakening of gross margins. Debt coverage ratios are above 2.7 times debt service 
throughout the projection period.  

 
6. An area of initial concern was the ability of UTY to service its foreign currency debt given 
the freely floating Uzbek sum. Foreign-currency-denominated debt accounted for about 92% of 
UTY’s total debt at the end of 2016. However, measures taken by the government that allow 
UTY to retain 100% of its transit revenue, paid in Swiss francs and US dollars, has allowed 

                                                
1 A financial management assessment was conducted in conjunction; its results are available in the Project 

Administration Manual (available from the list of linked documents in Appendix 2 of the report and recommendation 
of the President). 

2 ADB. 2018. Country Economic Indicators (available as linked document). Manila. 
3 ADB. 2018. Asian Development Outlook 2018, Update. Manila. 
4 ADB. 2018. Asian Development Outlook 2018, Update. Manila; and ADB Memorandum, 22 August 2016: Long-

Term Projections of Gross Domestic Product for Developing Member Countries. 

http://www.adb.org/Documents/RRPs/?id=51052-002-3
http://www.adb.org/Documents/RRPs/?id=51052-002-3
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UTY’s finances to sufficiently cover debt service. Prior to this, UTY had to surrender 50% of 
such revenue to the government. 
 
C. Financial Analysis of the Project 

7. A financial analysis of the project was carried out in accordance with ADB’s guidelines 
on financial management and analysis of projects5 and its technical guidance on preparing and 
presenting cost estimates6 to ascertain whether the project is financially viable. It was done on 
an incremental basis to compare cash flow that is produced by the project with cash flow if the 
project had not been implemented.  
 
8. The analysis also relied on a project prefeasibility study (PFS), prepared by the 
Tashkent-based consulting firm Inkomproekt LLC, for unit cost data used for the financial and 
economic analysis of the project.7 
 
9. The freight and passenger volume forecasts determined for the economic analysis of the 
project were used for the financial analysis.8 The economic analysis based the traffic forecasts 
on recent trends, expected growth in the Uzbek economy, electrification projects that will be 
completed, and the addition of the 24 new electric locomotives.  
 
10. The financial analysis compares only the cost of locomotive fuel (electricity or diesel) 
and locomotive maintenance, i.e., the costs that will be impacted by locomotive selection. 
The addition of the new electric locomotives is conservatively estimated to increase the volume 
growth rate under the with-project scenario by about 0.1% per year based on the haulage 
capacity of electric locomotives compared with diesel locomotives. This volume benefit plus 
generally lower unit costs of energy and maintenance for electric locomotives than for diesel 
locomotives produce a viable project. 
 
11. Maintenance expenses were based on unit cost estimates included in the PFS. 
The factors used are in Table 1. 
 

Table 1: Maintenance Cost Factors 
(SUM) 

Cost Item Unit Unit Cost 

Diesel locomotive  Loco-gtkm 10.02 / gtkm 
Electric locomotive Loco-gtkm 1.40 / gtkm 

gtkm = gross ton-kilometer. 
Source: Inkomproekt LLC. 2017. Feasibility Study of Renewal of Locomotive 
Fleet through Acquisition of Locomotives Project. Tashkent. 

 
12. Energy costs are estimated as shown in Table 2. 
 
  

                                                
5 ADB. 2005. Financial Management and Analysis of Projects. Manila. 
6 ADB. 2014. Technical Guidance on Note Preparing and Presenting Cost Estimates for Projects and Programs 

Financed by the Asian Development Bank. Manila. 
7 Inkomproekt LLC. 2017. Feasibility Study of Renewal of Locomotive Fleet through Acquisition of Locomotives 

Project. Tashkent. 
8 Economic Analysis (available from the list of linked document in Appendix 2 of the report and recommendation of 

the President). 
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Table 2: Energy Use and Cost Assumptions 

Item Unit Cost 

Electricity use 9.785 kW/gtkm 
Diesel fuel consumption 3.8 tons/gtkm 
Electricity cost SUM0.314/kW 
Diesel fuel cost SUM6.124 per ton 
gtkm = gross ton-kilometer, kW = kilowatt.  
Source: Inkomproekt LLC. 2017. Feasibility Study of Renewal of 
Locomotive Fleet through Acquisition of Locomotives Project. 
Tashkent. 

 
13. The weighted average cost of capital (WACC) was calculated as 0.85% (Table 3). 
 

Table 3: Weighted Average Cost of Capital 
($ million) 

Cost Item ADB Loan UTY Total 

Capital 170.00 48.30 218.30 
Percent of total capital 77.87% 22.13% 100.0% 
Nominal costa  2.86% 16.00%  
Tax rate 4.50% –  
Tax-adjusted nominal cost 2.74% 16.00%  
Inflation rateb 1.90% 14.90%  
Real cost (tax-adjusted cost/inflation rate) 0.82% 0.96%  
Weighted component of WACC 0.64% 0.21% 0.85% 
WACC (real)   0.85% 

– = not applicable. 
ADB = Asian Development Bank, UTY = O’zbekiston Temir Yo’llari, WACC = weighted average cost of 
capital. 
a ADB rate is the 20-year fixed swap rate for London interbank offered rate (LIBOR)-based loans included in 

ADB’s indicative lending rates for LIBOR-based loans, published 20 March 2019; UTY rate is derived from 
the IMF World Economic Outlook (October 2018). 

b ADB rate is assumed as equivalent to the average inflation rate of advanced economies published by the 
International Monetary Fund as of 20 March 2019; UTY inflation rate is from ADB. 2018. Asian 
Development Outlook 2018, Update. Manila. 

Source: ADB estimates, Central Bank of the Republic of Uzbekistan. 

 
14. The financial internal rate of return (FIRR) was estimated based on the incremental cash 
flow assumed for the with-project scenario (versus the without-project scenario). The estimated 
FIRR is 9.40%, exceeding the WACC of 0.85% and indicating that the project is financially 
viable. Table 4 provides the detailed results of the financial analysis. 
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Table 4: Results of the Financial Analysis 
($ million) 

Year 
Investment 

Cost 
Operation 

Cost 
Maintenance 

Cost 
Freight 

Revenue 
Passenger 
Revenue 

Income 
Taxes 

Cash Flow 

2019 3.7 – – – – – (3.7) 
2020 29.7 – – – – – (29.7) 
2021 97.9 – – – – – (97.9) 
2022 52.1 (0.7) (0.3) – – (0.0) (51.1) 
2023 17.2 (4.1) (1.8) 0.8 0.5 (0.3) (10.3) 
2024 8.8 (4.0) (1.7) 1.8 1.1 (0.4) (0.7) 
2025 8.8 (3.9) (1.7) 2.8 1.7 (0.4) 0.7 
2026 – (3.7) (1.6) 3.8 2.4 (0.5) 11.0 
2027 – (3.6) (1.5) 5.0 3.1 (0.6) 12.6 
2028 – (3.4) (1.5) 6.1 4.0 (0.7) 14.3 
2029 – (3.3) (1.4) 7.4 4.9 (0.8) 16.1 
2030 – (3.1) (1.3) 8.7 5.9 (0.9) 18.1 
2031 – (2.9) (1.2) 10.0 7.0 (1.0) 20.2 
2032 – (2.7) (1.1) 11.5 8.2 (1.1) 22.4 
2033 – (2.5) (1.0) 13.0 9.5 (1.2) 24.8 
2034 – (2.2) (0.9) 14.6 11.0 (1.3) 27.4 
2035 – (1.9) (0.8) 16.3 12.6 (1.4) 30.2 
2036 – (1.7) (0.7) 18.0 14.3 (1.6) 33.1 
2037 – (1.4) (0.6) 19.9 16.2 (1.7) 36.3 
2038 – (1.0) (0.4) 21.8 18.2 (1.9) 39.6 
2039 – (0.7) (0.3) 23.9 20.5 (2.0) 43.3 
2040 – (0.3) (0.1) 26.0 22.9 (2.2) 47.1 
2041 – 0.1 0.1 28.3 25.5 (2.4) 51.2 
2042 – 0.5 0.3 30.6 28.4 (2.6) 5.6 
2043 – 1.0 0.4 33.1 31.5 (2.8) 60.3 
2044 – 1.4 0.7 35.7 34.8 (3.1) 65.3 
2045 – 2.0 0.9 38.4 38.4 (3.3) 70.7 
2046 – 2.5 1.1 41.3 42.4 (3.6) 76.4 
2047 – 3.1 1.4 44.3 46.6 (3.9) 82.5 
2048 (15.6) 3.7 1.7 47.4 51.2 (4.2) 104.5 

      
FIRR 9.40% 

      
NPV 770.50 

– = not applicable, ( ) = negative, FIRR = financial internal rate of return, NPV = net present value. 
Source: Asian Development Bank estimates. 

 
15. Sensitivity analysis was conducted to assess the impact of potential changes in key 
assumptions (Table 5). The project is robust across all major parameters. 

 
Table 5: Sensitivity Analysis 

 FIRR (%) Switching Value (%) 

Base case 9.40 – 
Net freight revenue reduced by 20% 8.64 – 
Net passenger revenue reduced by 20% 8.77 – 
Investment costs increased by 20% 8.08 404 
– = not applicable, FIRR = financial internal rate of return. 
Source: Asian Development Bank estimates. 


