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FINANCIAL ANALYSIS 
 

I. INTRODUCTION AND METHODOLOGY 
 
A. Introduction 
 
1. Financial analysis was conducted for the Jharkhand Urban Water Supply Improvement 
Project (JUWSIP) following Asian Development Bank (ADB) guidelines.1 The Jharkhand Urban 
Water Supply Improvement Project aims to improve access to water supply services in four 
ULBs of Jharkhand (Hussainabad, Jhumri Telaiya, Medininagar, and Ranchi), which is in line 
with the Jharkhand Vision and Action Plan 2021 (2017).2 
 
B. Methodology 
 
2. The tariff philosophy of the Government of Jharkhand (GOJ) for water supply services is 
not premised on full cost recovery. The GOJ will be responsible capital investment for 
implementation of all subprojects, and the urban local bodies (ULBs) will operate and maintain 
the assets developed under the JUWSIP.3 With this background, an incremental operation and 
maintenance (O&M) cost recovery analysis was conducted, which included (i) a review of the 
historical financial performance of the ULBs, and (ii) a financial forecast of the ULBs to 
determine their financial strength to operate and maintain the assets created under the project. 
In addition, the analysis also covered the GOJ’s financial capacity, as it will be responsible for 
repaying the ADB loan and supporting the ULBs during O&M phase. 
 

II. FINANCIAL ANALYSIS OF SUBPROJECTS 
 
A. User Charges 
 
3. In Jharkhand, ULBs have powers to fix the user charges for water supply.4 Among the 
project ULBs, Hussainabad follows a monthly flat rate of ₹105 per household and Ranchi ₹112 
per household.5 Jhumri Telaiya and Medininagar follow an area-based tariff system, wherein the 
monthly household tariff for a property area of up to 100 square meters (m2) is ₹135, an area 
from 101 m2 to 200 m2 is ₹225, an area from 201 m2 to 400 m2 is ₹360, and an area greater 
than 400 m2 is ₹540.6 Upon implementation of the JUWSIP, the project ULBs will follow a 
volumetric tariff structure. In the case of Ranchi, a volumetric tariff of ₹6 per kiloliter was 
approved in 2016 with a provision for revising tariffs every 3 years based on 3-year cumulative 
growth of the wholesale price index (WPI).  
 
B. Affordability Analysis 
 
4. Households in the project ULBs pay about 0.6%–1.5% of their income for water supply 
and sewerage services, and this is estimated to increase to 0.9%–2.0% in 2026 when the 

 
1 ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2 Government of Jharkhand. 2017. Jharkhand Vision and Action Plan 2021. Ranchi. 
3 The subprojects include: (i) Hussainabad water supply, (ii) Jhumri Telaiya water supply, (iii) Medininagar water 

supply, (iv) Ranchi intake works, and (v) Ranchi water supply. 
4 Government of Jharkhand (GOJ). 2011. Jharkhand Municipal Act 2011. Ranchi. 
5 Ranchi is 85% covered by community-based water hydrants (standposts) and the average monthly tariff paid for 

the standposts is ₹112 per household. 
6  GOJ. Jharkhand Municipal. Water Services (accessed 21 January 2021).  

http://www.adb.org/Documents/RRPs/?id=52028-004-3
https://www.adb.org/sites/default/files/institutional-document/31339/financial-governance-management.pdf
https://www.indiacode.nic.in/bitstream/123456789/5332/1/jharkhand_municipal_act_2011_%28english%29.pdf
https://suda.jharkhand.gov.in/
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operation of the subprojects starts (Table 1). The estimated household expenditure for water 
supply and sewerage services in the project towns was found to be less than the accepted level 
of 5% of total household income, confirming the affordability for the project beneficiaries.7 
 

Table 1: Water Charges, Usage, and Average Household Income 
 
 
Item 

Existing (2021) Proposed (2026)a 
Hussai- 
nabad 

Jhumri 
Tiliaiya 

Medin- 
inagar 

 
Ranchi 

Hussai- 
nabad 

Jhumri 
Tiliaiya 

Medin- 
inagar 

 
Ranchi 

Water supply bill (₹/household/month)b 105 145 145 112 140 155 153 139 
Sewerage bill (₹/household/month)b,c     84 93 92 83 
Total (₹/household/month) 105 145 145 112 224 247 245 223 
Household income: Non-slum (₹/month)d 15,779 15,636 15,492 19,955 20,138 19,956 19,772 25,468 
Share of WSB (%) 0.7 0.9 0.9 0.6 1.1 1.2 1.2 0.9 
Household income: Slum (₹/month)e 9,899 9,899 9,899 11,785 12,634 12,634 12,634 15,041 
Share of WSB (%) 1.1 1.5 1.5 1.0 1.8 2.0 1.9 1.5 
WSB = water and sewerage bill. 
a 2026 is the operation start year for subprojects of the Jharkhand Urban Water Supply Improvement Project. 
b Tariff revisions were assumed to be made every 3 years based on 3-year cumulative growth of the wholesale price 

index (with a base value as of March 2013). Ranchi Municipal Corporation. 2015. Ranchi Municipal Water Supply 
Bylaw, 2015. Ranchi. 

c Sewerage charges considered to be 60% of the water bill as per the Government of Jharkhand’s recommendation. 
d Based on the 2018 baseline survey and updated to 2021 and 2026 using a 5% annual growth rate. Government of 

Jharkhand. 2018. Baseline Socio-Economic Survey, 2018. Ranchi. 
e For Ranchi, this was based on Government of Jharkhand. 2018. Baseline Socio-Economic Survey, 2018. Ranchi. 

For other towns, this was based on Government of India, Planning Commission. Press Note on Poverty Estimates, 
2011–2012. New Delhi. 2013. The values were updated to 2021 and 2026 levels. 

 
C. Incremental Operation and Maintenance Cost Recovery Analysis  
 
5. The cash flow of each subproject was projected for 20 years of operation considering the 
forecast tariff revenues and O&M expenditure. The general assumptions to calculate the cash 
flow are as follows: 

(i) projections were conducted from 2021 to 2046, including 5 years of construction, 
and assets would have a 20-year life span upon completion; 

(ii) all costs were based on nominal prices and converted at $1=₹73.22 (12 June 
2021); 

(iii) O&M costs include personnel, maintenance, administration, chemicals, and power, 
and exclude depreciation expenditure, which is a noncash item; 

(iv) O&M costs for the initial 5 years were based on the detailed project reports (as the 
contractors would operate and maintain the assets),8 after which the growth rate of 
O&M costs was assumed as 6.7% per annum;9 

(v) revenues include water tariffs and new connection fees; 
(vi) a volumetric tariff of ₹6.6/kiloliter for domestic and ₹16.4/kiloliter for non-domestic 

was considered in 2026;10  
(vii) water tariffs were assumed to increase by 4.5% every 3 years;11 

 
7 The World Health Organization uses an expenditure benchmark of 5% of monthly household income. Water 

Sanitation Program. 2011. Cost Recovery in Urban Water Services: Select Experiences in Indian Cities. New Delhi. 
8 Contractors will be responsible for both construction and 5 years of O&M. After those periods, the developed 

assets will be maintained by the project ULBs.  
9 Annual growth of water consumption was projected at 1.7%. This was considered the real growth rate for O&M 

costs. With 4% inflation and an additional 1% to account for aging facilities, the annual growth rate of O&M was 
assumed as 6.7%. 

10 The tariffs in FY2026 were estimated from the proposed volumetric tariff in Ranchi (2016), with revisions every 3 
years from 2023. 

https://niti.gov.in/sites/default/files/2020-05/press-note-poverty-2011-12-23-08-16.pdf
https://niti.gov.in/sites/default/files/2020-05/press-note-poverty-2011-12-23-08-16.pdf
https://www.wsp.org/sites/wsp/files/publications/WSP-Cost-Recovery-Urban-Water-Services.pdf
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(viii) the collection efficiency of water supply in 2026 was assumed at 64% for 
Hussainabad, 66% for Medininagar and Jhumri Tiliaiya, and 54% for Ranchi;12 and  

(ix) the collection efficiency was assumed to increase by 3.6% every year.13 
 
6. The cash flow projections show that the project revenues would cover only part of O&M 
costs during the operations (Table 2). The operating ratio of each subproject was estimated at 
1.5–5.4 in the 10th year of operation (2036). The analysis estimated that, to achieve the full 
O&M cost recovery, the present tariff would need to increase every 3 years by 25% in 
Hussainabad, 21% in Jhumri Tiliaiya, 29% in Medininagar, and 100% in Ranchi. Thus, in 
addition to the revenues from the proposed tariffs, financial support from the project ULBs and 
GOJ would be required to cover O&M costs.  
 

Table 2: Incremental Recurrent Costs Recovery Analysis 
(₹ million) 

 
Item 

Hussainabad Jhumri Tiliaiya Medininagar Ranchi 
FY2028 FY2036 FY2045 FY2028 FY2036 FY2045 FY2028 FY2036  FY2045  FY2028 FY2036 FY2045 

Revenues 10.1 15.5 17.4 34.3 58.0 76.0 32.1 51.3 63.8 83.3 147.3 229.4 
O&M  13.2 28.9 51.7 45.9 89.0 159.2 48.5 86.5 154.7 512.6 801.3 1,433.4 
Surplus/(deficit) (3.1) (13.4) (34.3) (11.6) (31.0) (83.2) (16.4) (35.2) (90.9) (429.3) (654.0) (1,203.9) 
Operating ratio 1.3 1.9 3.0 1.3 1.5 2.1 1.5 1.7 2.4 6.2 5.4 6.2 
( ) = negative, FY = financial year, O&M = operation and maintenance. 
Source: Asian Development Bank estimates. 
 

III. FINANCIAL PERFORMANCE AND PROJECTIONS OF PROJECT ULBs 
 
7. Financial performance. A financial performance analysis based on the audited 
accounts of the project ULBs for the last 5-year period spanning financial year (FY) 2015 (ended 
March 2015) to FY2019 indicates the following: (i) holding tax income increased significantly, 
ranging from 83.9% to 457.8% in FY2017, because of the engagement of private agencies for 
collection;14 and (ii) revenue grants constituted a significant portion of project ULBs’ revenues, 
ranging from 32.1% to 66.9% of total revenues in FY2019.15 
 
 

 
11  There were no regular tariff revisions in the project ULBs. The monthly water tariff adopted by Hussainabad was 

₹105/household in 2014, and that adopted by Jhumri Telaiya and Medininagar was ₹145/household (weighted 
average) in 2006, with no increase since then. Ranchi adopted a monthly water tariff of ₹145/household in 2006 
and reduced it to ₹112/household in 2016. However, a volumetric tariff will be introduced upon completion of the 
JUWSIP. With this, the tariff will increase every 3 years based on 3-year cumulative growth of the WPI, with a base 
value as of March 2013 (4.5%) assumed based on the Ranchi water supply tariff bylaw enacted in 2015. 

12 In Jharkhand, the collection efficiency of water tariffs does not follow a regular trend. Hence, the average collection 
efficiency of water tariffs during the last 5 years was considered for Ranchi. The average collection efficiencies of 
water tariffs were 11% for Hussainabad, 20% for Jhumri Tiliaiya, and 21% for Medininagar; as a comparison, the 
average collection efficiency of holding tax is about 64% to 66%. In addition, the coverage of water supply is limited 
to 10%–20% in the three ULBs. Considering full coverage of water supply after implementation of the JUWSIP, a 
level similar to the collection efficiency of holding tax (i.e., about 64% to 66%) was assumed for Hussainabad, 
Jhumri Tiliaiya, and Medininagar.  

13 The collection efficiency of water tariffs has fluctuated in the last 5 years. However, private agencies started 
collecting holding tax in 2017. The annual increase of the holding tax collection efficiency during 2017–2019 was 
3.6%. The private agencies will also collect water charges upon project completion. Based on this, the annual 
increase of collection efficiency of holding tax was assumed as the annual collection efficiency increase up to the 
Government of India’s target of 90%. Demand Collection Balance Statement, respective project ULBs.  

14 The GOJ engaged private agencies to increase the holding tax base and the collection efficiency. 
15 Revenue grants include grants and subsidies given by the GOJ for salaries and specific revenue expenditure. 
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Table 3: Financial Performance of Project ULBs 
 (₹ million)a 

 
Item 

Hussainabad Jhumri Tiliaiya Medininagar Ranchi 
FY2015 FY2019 FY2015 FY2019 FY2015 FY2019 FY2015 FY2019 

Revenues         
Tax income 0.4 2.6 2.7 16.3 6.4 14.6 190.3 518.0 
Nontax income 3.0 3.6 4.3 12.3 12.3 27.1 255.4 431.7 
Revenue grantsb 5.6 12.5 20.5 48.8 25.1 38.0 59.1 449.5 
Total 9.0 18.7 27.5 77.4 43.8 79.7 504.8 1,399.2 
Expenditure         
Salaries 2.8 5.3 4.9 22.2 13.4 43.7 468.8 444.6 
O&M expenses 0.0 1.8 7.3 0.8 1.5 10.5 149.6 213.2 
Others 4.1 3.1 12.3 23.5 20.3 18.6 87.9 300.9 
Total  6.9 10.3 24.5 46.5 35.2 72.8 706.4 958.7 
Surplus/(deficit) 2.0 8.4 2.9 30.9 8.5 6.9 (201.6) 440.4 
Debt service  0.0 0.0 15.7 0.6 - 2.1 82.3 102.2 
Surplus/(deficit) 2.0 8.4 (12.8) 30.3 8.5 4.8 (283.9) 338.2 
Operating ratio with revenue grantsc 0.8 0.6 0.9 0.6 0.8 0.9 1.4 0.7 
Operating ratio without revenue grantsd 2.1 1.7 3.5 1.6 1.9 1.7 1.6 1.0 
( ) = negative, FY = financial year, O&M = operation and maintenance. 
a Numbers may not sum precisely because of rounding.  
b Revenue grant including GOJ grants and subsidies for salaries and for specific revenue expenditures. 
c Calculated by dividing operating expenditure by revenues including GOJ revenue grants. 
d Calculated by dividing operating expenditure by revenues excluding GOJ revenue grants. 
Sources: Project ULBs’ audited financial statements. 
 
8. Financial projections. The following assumptions were considered for the financial 
projections of project ULBs: (i) growth rates based on past trends (with suitable moderations) 
were used to estimate revenues and expenditures; (ii) in case of negative growth rates 
observed, a growth rate of 5% was considered; 16  and (iii) additional revenues and O&M 
expenditures because of the project were considered. 
 
9. The financial projections show that the project ULBs would need the GOJ’s continued 
support to cover their O&M expenditure (Table 4). The project will prepare a sustainable asset 
management strategy, which includes policy reforms for the urban sector, financial 
sustainability, and the development of a strategy for effective management of water supply 
systems. The proposed study will identify the actions to be taken by ULBs and the GOJ for 
sustainable operations of the water supply systems. 
 

Table 4: Financial Projections of Project ULBs 
(₹ million)a 

 
Item 

Hussainabad Jhumri Tiliaiya Medininagar Ranchi 
FY2028 FY2045 FY2028 FY2045 FY2028 FY2045 FY2028 FY2045 

Revenues         
   Tax income 3.1 4.2 19.6 27.6 16.4 20.3 614.5 900.5 
   Nontax income 5.6 12.8 24.4 123.4 42.0 96.3 905.4 4,576.3 
   User charges from the project 10.1 17.4 34.3 76.0 32.1 63.8 83.3 229.4 
   Revenue grantsb 19.4 44.5 75.8 173.7 59.0 135.1 697.3 1,598.2 
Total  38.1 78.9 154.1 400.7 149.6 315.6 2,300.5 7,304.4 
Expenditure         

 
16 For fluctuating trends with a negative compound annual growth rate, the “judgemental method” can be used for the 

projections of municipal income and expenditure, in which a minimum growth rate may be adopted. Accordingly, 5% 
of annual growth as a minimum, based on the national growth trend in India, was assumed for variables where 
negative growth trends were observed. World Bank. 2014. Municipal Finances, A Handbook for Local 
Governments. Washington, DC. 

http://documents1.worldbank.org/curated/en/403951468180872451/pdf/Municipal-finances-a-handbook-for-local-governments.pdf
http://documents1.worldbank.org/curated/en/403951468180872451/pdf/Municipal-finances-a-handbook-for-local-governments.pdf
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Item 

Hussainabad Jhumri Tiliaiya Medininagar Ranchi 
FY2028 FY2045 FY2028 FY2045 FY2028 FY2045 FY2028 FY2045 

   Salaries 12.5 63.4 52.4 265.1 103.0 520.6 689.8 1,581.0 
   O&M expenses 4.3 21.9 1.3 2.9 24.8 125.4 472.7 2,127.0 
   Additional O&M due to the project 13.2 51.7 45.9 159.2 48.5 154.7 512.6 1,433.4 
   Others  4.8 11.1 55.3 279.6 28.8 66.1 709.6 3,586.4 
Total  34.9 148.0 154.9 706.8 205.1 866.8 2,384.6 8,727.7 
Surplus/(deficit) 3.2 (69.2) (0.8) (306.1) (55.6) (551.2) (84.1) (1,423.3) 
Debt service    21.3  6.1  138.9  
Surplu /(deficit) 3.2 (69.2) (22.1) (306.1) (61.7) (551.2) (223.0) (1,423.3) 
Operating ratio with revenue grantsc 0.9 1.9 1.0 1.8 1.4 2.7 1.0 1.2 
Operating ratio without revenue grantsd 1.9 4.3 2.0 3.1 2.3 4.8 1.5 1.5 
 ( ) = negative, FY=financial year, GOJ = Government of Jharkhand, O&M = operation and maintenance. 
a Numbers may not sum precisely because of rounding.  
b Revenue grants include the GOJ’s grants and subsidies for salaries and for specific revenue expenditures. 
c Calculated by dividing operating expenditure by revenues including GOJ revenue grants. 
d Calculated by dividing operating expenditure by revenues excluding GOJ revenue grants. 
Source: Audited financial statements of project ULBs. 
 

IV. FINANCIAL CAPACITY OF THE GOVERNMENT OF JHARKHAND 
 
10. The GOJ’s dependency on grants from the Government of India was considerable 
during FY2015–2019, ranging from 16.4% to 23.4% of its revenues. The Fiscal Responsibility 
and Budget Management Act 2007 (amended in 2015) set three targets: (i) reducing revenue 
deficits to zero, (ii) limiting the fiscal deficits to a gross state domestic product (GSDP) ratio of 
less than 3.50% up to FY2017 and 3.25% from FY2018 onward, and (iii) maintaining a debt-to-
GSDP ratio of less than 27.6% in FY2018 and 29.7% in FY2019. During FY2015–2019, the 
GOJ achieved most of the targets (except for revenue surplus in FY2015, and fiscal deficit in 
FY2017 and FY2018). 17  The GOJ is aiming to achieve revenue surplus through (i) 
strengthening the tax administration to increase tax revenues by expanding the commercial tax 
base, expediting recovery of tax outstanding, and resolving tax disputes; and (ii) encouraging 
efficient expenditure management by rationalizing pensions and swapping high-interest debts. 
 

Table 6: Financial Performance of the Government of Jharkhand 
(₹ billion)a 

Item FY2015 FY2016 FY2017 FY2018 FY2019 
Revenues      
Tax revenues 103.5 114.8 133.0 123.5 147.5 
Nontax revenues 43.4 58.5 53.5 78.5 82.6 
Transfer of central taxes 94.9 159.7 191.4 211.4 239.1 
Grants from the central government 73.9 73.4 92.6 114.1 92.4 
Total  315.6 406.4 470.5 527.6 561.5 
Expenditure      
Salary and pension 108.8 122.1 130.6 171.3 181.3 
Interest payment 29.3 33.2 41.7 46.6 48.5 
Others 179.9 210.2 278.6 291.6 276.5 
Total  317.9 365.5 450.9 509.5 506.3 
Surplus/(deficit) (2.3) 40.9 19.6 18.0 55.2 
( ) = negative, FY = financial year. 
a Numbers may not sum precisely because of rounding.  
Sources: Government of Jharkhand. 2020. State Finances Audit Report of the Comptroller and Auditor General of 
India for the year ended 31 March 2019, Jharkhand. Ranchi; and Government of Jharkhand. 2018. Report of the 
Comptroller and Auditor General of India on State Finances for the year ended March 2017. Ranchi. 

 
17 GOJ, Planning and Finance Department. 2019. Fiscal Policy and Strategy Statement & Medium-Term Fiscal Plan 

2019. Ranchi. 

https://cag.gov.in/en/audit-report/details/110725
https://cag.gov.in/en/audit-report/details/110725
https://cag.gov.in/cag_old/content/report-no2-2018-state-finances-government-jharkhand
https://cag.gov.in/cag_old/content/report-no2-2018-state-finances-government-jharkhand
https://finance.jharkhand.gov.in/pdf/JES_Book.pdf
https://finance.jharkhand.gov.in/pdf/JES_Book.pdf
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