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FINANCIAL ANALYSIS 
 

I. INTRODUCTION AND METHODOLOGY 

A. Introduction 
  
1. A financial analysis was conducted for the proposed Himachal Pradesh Rural Drinking 
Water Improvement and Livelihood Project  in accordance with Asian Development Bank (ADB) 
guidelines.1 The Government of India has requested financing from ADB under the sector loan 
modality. The project will improve rural infrastructure in Himachal Pradesh through a focus on 
rural water supply systems across the state, and a pilot sanitation project in rural areas in parts 
of Sirmaur District. The water supply subprojects will be implemented and operated by Jal Sakthi 
Vibhag (JSV), which is a state department of the government of Himachal Pradesh (GOHP).2 The 
pilot sanitation subproject will be implemented by JSV and operated by the Rural Development 
Department. The financial analysis was carried out for subprojects in three sample zones (i) Mandi 
Zone-01; (ii) Mandi Zone-02; and (iii) Shimla Zone-03—which were selected in view of the  project 
size, geographical distribution, and availability of detailed project reports. 
 
B. Methodology 
 
2. A financial analysis assesses the ability of a project to meet its costs out of its revenue 
streams, including for capital and operation and maintenance (O&M) expenditures. GOHP, 
through JSV, will be responsible for the ADB loan and counterpart funds during implementation. 
JSV will be responsible for O&M of water supply assets for the first 5 years, and for bulk supply 
thereafter. After 5 years of operations, the distribution network assets are expected to be 
transferred to the gram panchayats (local administration), and the Rural Development Department 
for O&M of sanitation assets. The creation of all the assets and O&M by the respective agencies 
would be carried out with budgetary support from GOHP. 
 
3. The current water tariff rates in Himachal Pradesh do not allow for full cost recovery. An 
incremental O&M cost recovery analysis was conducted to assess the potential for O&M cost 
recovery and the associated requirements for budgetary support from GOHP. Each subproject 
covers multiple gram panchayats, and thus the financial performance of the following three gram 
panchayats (one each in of the three sample zones) was assessed. Kamand (Mandi Zone-01), 
Mahadev (Mandi Zone-02 Mandi), and Mandhala (Shimla Zone-03). In addition, the analysis 
covered the financial performance of GOHP, as it will be responsible for repaying part of ADB 
loan and financing JSV during operations.3 
 

II. FINANCIAL ANALYSIS OF THE PROJECT 

A. User Charges 
 
4. Water supply systems in Himachal Pradesh are currently maintained by GOHP through 
JSV, with tariffs collected in accordance with the state-wide tariff structure notified by JSV (Table 
1). A flat tariff system is followed for rural domestic consumers and volumetric tariff system for 
urban domestic consumers and all non-domestic consumers. 
 

 
1 ADB. 2005. Guidelines for the Financial Management and Analysis of Project. Manila; and ADB. 2019. Financial 

Analysis and Evaluation: Technical Guidance Note. Manila. 
2  JSV was formerly known as the Irrigation and Public Health Department. 
3 The Government of India will transfer 90% of the ADB loan proceeds as a grant and 10% as a loan to GOHP. 

http://www.adb.org/Documents/RRPs/?id=53067-005-3
https://www.adb.org/documents/financial-management-and-analysis-projects
https://www.adb.org/documents/financial-analysis-evaluation-guidance-note
https://www.adb.org/documents/financial-analysis-evaluation-guidance-note
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Table 1: Rural Water Supply Service Tariffs in Himachal Pradesh (Fiscal Year 2022) 
Item Rural Domestic  Urban Domestic Commercial  

Connection charges ₹100 ₹300 ₹200 

Monthly tariff ₹35/month ₹13.86/kl ₹27.71/kl 

₹ = Indian rupee, FY = fiscal year, kl = kiloliter. 
Note: The Jal Shakti Vibhag tariff notification (2004) implemented flat monthly charges for rural domestic connections 
of ₹10 per month, and volumetric charges for urban domestic connections (₹4 per kl) and for all commercial connections 
(₹8 per kl). Tariffs increased by 10% per year (on 1 April) in accordance with the notification. Increases were suspended 
as of FY2020 because of flooding and the coronavirus pandemic, resulting in the tariff levels in the table as of FY2022.  
Source: Government of Himachal Pradesh. 2005. Tariff notification No. IPH-B(C)10-1/2004. Shimla. 

 

B. Affordability Analysis 
 
5. Households currently pay about 0.1%–0.2% of their income for water supply services, and 
it is estimated this will increase to 0.6%–1.2% in fiscal year (FY) 2027 when the volumetric tariff 
is introduced during the second year of operations of the project (Table 2). The average household 
expenditure for water supply and sanitation services was estimated to be less than the accepted 
level of 5% of total household income, confirming the affordability for the project beneficiaries.4 At 
present, there are no sewerage services in the project area and these are not envisaged in the 
near future. As a result, sewerage charges are not considered for the affordability analysis. 
 

Table 2: Water Charges, Usage, and Average Household Income 
Details Unit  Existing (FY2022) Proposed (FY2027)a 

Water supply tariff b ₹/month                      35  223 
Household income - slum c ₹/month 15,036 18,750 
Tariff as a % of income  0.2% 1.2% 
Household income - non-slum c ₹/month 29,930 37,323 
Tariff as a % of income   0.1% 0.6% 

₹ = Indian rupee, FY = fiscal year. 
a FY2027 is when the volumetric tariff is expected to be introduced. 
b The tariff is assumed to increase by 10% per year in accordance with Government of Himachal Pradesh. 2005. Tariff 

notification No. IPH-B(C)10-1/2004. Shimla. 
c Source: Government of Himachal Pradesh. 2021. Baseline Socio Economic Survey. Shimla. 

 
C. Operations and Maintenance Cost Recovery Analysis 
 
6. The project cash flow - was projected for 20 years of operations, considering the forecast 
tariff revenues and O&M expenditures. 

(i) The projection was conducted from FY2023 to FY2045, including 3 years of 
implementation, and assets established were assumed to have a 20-year life span. 

(ii) All costs were based on nominal prices and converted at $1.00 = ₹76.42. 
(iii) O&M costs included personnel, maintenance, administration, chemicals, and power, 

and excluded depreciation expenditure, which is a non-cash item. 
(iv) An annual O&M cost growth rate of 5.7% was assumed for the project.5 
(v) Water tariffs and new connection fees are the project revenue sources. JSV will collect 

the tariffs from users and deposit the funds in the government treasury. 
(vi) No commercial connections are envisaged, as the only commercial activities are small 

shops within homes that will not require separate connections. 

 
4  The World Health Organization uses an expenditure benchmark of 5% of monthly household income. World Bank. 

2011. Cost Recovery in Urban Water Services: Select Experiences in Indian Cities. Water and Sanitation Program: 
Technical Paper. Delhi. 

5 The average inflation in India for since 2018 was 4.5%. The growth rate is assumed as the average inflation (4.5%)+ 
nominal real growth rate (1.2%). The real growth rate is arrived based on the compound annual growth rate of the 
projected increase in water supply levels during the operations period. 

http://hpiph.org/Notification/notifi.pdf
http://hpiph.org/Notification/notifi.pdf
http://hpiph.org/Notification/notifi.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/17308/642940WP0Cost00r0Box03615350PUBLIC0.pdf?sequence=1&isAllowed=y
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(vii) A volumetric tariff of ₹22.3 per kl is assumed to be introduced from FY2027.6 
(viii) The tariff is assumed to increase by 10% per year (Table 1). 
(ix) The collection efficiency in FY2026 was assumed to be 75.5%.7 
(x) The collection efficiency is assumed to grow at a nominal rate of 5% annually and 

reach 90% during the operations period.8 
 
7. Given the hilly terrain of the project areas, capital expenditure and O&M costs for this 
project are high.9 Instead of levying a high tariff in rural areas to recover O&M costs, the state 
collects nominal tariffs from the users and deposits these in GOHP’s account. O&M expenses will 
be met through state budgetary allocations. The budgetary support is based on the O&M 
requirement but not linked to tariff collection, thereby ensuring that the systems are maintained. 
This acts as a guarantee from GOHP to support O&M. Cash flow projections indicate revenues 
from the project are sufficient to partially cover O&M expenses. The budget support required to 
sustainably maintain the assets created in the project is shown in Table 3. 
 

Table 3: Assessment of Budget Support required for Operation and Maintenance of 
Project Assets in Sample Zones (₹ million) 

Details 
Mandi Zone-01 Mandi Zone-02 Shimla Zone-03 

FY2026 FY2035 FY2045 FY2026 FY2035 FY2045 FY2026 FY2035 FY2045 

Tariff income 3.9 49.9 154.9 3.7 47.1 146.3 2.7 32.7 101.6 
O&M support from project 70.5 0.0 0.0 60.5 0.0 0.0 52.0 0.0 0.0 
Total Income 74.4 49.9 154.9 64.1 47.1 146.3 54.7 32.7 101.6 

O&M expenses 88.1 145.5 253.9 75.6 124.7 217.7 64.9 107.2 187.0 

Net budget support from 
GOHP 

13.7 95.6 99.0 11.4 77.6 71.4 10.3 74.4 85.4 

 ₹ = Indian rupee, FY = fiscal year, GOHP = Government of Himachal Pradesh, O&M = operation and maintenance. 
Sources: Asian Development Bank estimates. 
 

8. JSV has agreed to introduce a volumetric tariff for rural areas equivalent to the prevailing 
volumetric tariff in urban areas, effective as of FY2027. The annual O&M support from the 
government for the subprojects in the sample zones is ₹10.3 million–₹99.0 million. The tariffs 
collected are deposited in the government’s account and O&M expenses are met through 
budgetary support, meaning the government is committed to cover the project’s O&M expenses 
to ensure sustainable operations. JSV will engage contractors to implement the project, and 
operate and maintain the project assets for 5 years. The availability of the financial resources 
coupled with the O&M contract will ensure the assets created through the project are maintained. 
The project will support tariff policy and guidelines for tariff setting and cost of service, and asset 
management system and plan preparation, as well as the development of water safety plans. 
Following 5 years of O&M by the contractor, JSV is expected to turn over the distribution network 
to the respective gram panchayats for O&M. JSV will retain responsibility for bulk water supply. 
 
9. In addition to the water supply, the project also supports sanitation on a pilot basis in the 
Sirmaur District. The component includes developing a fecal sludge management (FSM) facility 
where septage will be collected from households, treated in the FSM facility, and disposed of in 
an environmentally safe manner. GOHP has assured financial support for O&M of the pilot project. 

 

 
6  Following project implementation and 1 year of operations, JSV will introduce a volumetric tariff equivalent to the 

prevailing urban volumetric rate. The volumetric tariff is expected to be introduced from FY2027.  
7 The average collection efficiency for (FY2017–FY2021) was 75.5%; collection efficiency in FY2021 was 71.8%.

 

8 Collection efficiency reaches 90% in FY2030. 
9 O&M cost for this project is about ₹30, which is higher than the average of ₹2.5–₹7.6 per kiloliter in recent water 

supply projects in Jharkhand, Madhya Pradesh, and Rajasthan. 
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III. FINANCIAL PERFORMANCE OF SAMPLE GRAM PANCHAYATS 

10. Financial performance analysis for three gram panchayats was conducted based on 
annual accounts for FY2016–FY2020 indicates the following: 

(i) Gram panchayats are dependent on grants and devolutions for their operations; these 
account for 38.5%–95.1% of total income. 

(ii) Income from all sources fluctuates significantly, with no discernable trend. 
(iii) With grants and devolutions, the operating ratio for Kamand is 1.0 for FY2018–FY2020; 

less 1.0 in the same period in Mahadev, and over 1.0 for 3 years in Mandhala. 
 

  Table 4: Financial Performance of Gram Panchayat (₹ million) 

Details 
Kamand Gram Panchayat Mahadev Gram Panchayat 

Mandhala Gram 
Panchayat 

Recurring Income FY2018 FY2019 FY2020 FY2018 FY2019 FY2020 FY2018 FY2019 FY2020 

Tax income 0.00 0.00 0.00 0.08 0.29 0.11 0.38 0.27 0.20 
Non-tax income 3.39 2.95 0.98 0.35 0.30 0.14 0.06 0.06 0.07 
Grants & 
devolutions 

4.24 1.85 1.62 3.42 0.48 4.92 0.39 0.62 0.80 

Operating Income 7.63 4.80 2.60 3.84 1.07 5.18 0.83 0.95 1.07 

Expenses 
   

      
Personnel 0.26 0.35 0.29 0.16 0.16 0.22 0.26 0.28 0.27 
O&M 2.79 1.17 1.89 0.98 0.17 2.90 0.24 0.24 0.14 
Admin. & others 4.57 3.28 0.42 1.90 0.37 1.42 0.33 0.62 1.22 
Operating expenses 7.63 4.80 2.60 3.05 0.70 4.54 0.83 1.14 1.63 

Operating 
Surplus/Deficit  

0.00 0.00 0.00 0.80 0.37 0.64 0.01 (0.18) (0.56) 

Operating Ratio 1.0 1.0 1.0 0.8 0.7 0.9 1.0 1.2 1.5 

 ( ) = negative, ₹ = Indian rupee, FY = fiscal year, O&M = operation and maintenance. 
Source: Financial statements from respective gram panchayats. 

 
11. The O&M for the distribution network for the three gram panchayats is ₹1.5 million 
(Kamand), ₹8.7 million (Mahadev), and ₹5.3 million (Mahadev). Given the financial performance 
and the level of expenditure, no gram panchayat can sustain the incremental O&M cost. By the 
time of asset transfer to gram panchayats, a state budgetary provision for O&M will be required. 
 

IV. FINANCIAL PERFORMANCE OF THE GOVERNMENT OF HIMACHAL PRADESH 

12. The Fiscal Responsibility and Budget Management Act, 2005 (FRBMA) set three targets: 
(i) reducing the revenue deficit to 0 by FY2011; (ii) limiting the fiscal deficit to gross state domestic 
product (GSDP) ratio to less than 3.5% by FY2019; and (iii) reducing the debt to GSDP ratio to 
less than 40.1% by FY2017, and 32.8% by FY2018. 
 

13. GOHP met the target of eliminating the revenue deficit in all years. The government also 
met the fiscal deficit target in all years except in FY2017, because GOHP took over the debt of 
the power distribution utility under the Ujwal Discom Assurance Yojana scheme and therefore  
exceeded the FRBMA targets. However, without the Ujwal Discom Assurance Yojana scheme, 
the state would have met the fiscal deficit targets in all years. The fiscal deficit (excluding the 
deficit from the scheme) was 2.36% in FY2017. Similarly, the debt to GSDP ratio was 35.8%–
37.8% during FY2016 to FY2020, thus meeting the target. The state has not achieved the revised 
target of 32.8% from FY2018. In addition, coronavirus pandemic is expected to negatively impact 
state income. 

 
14. The state is seeking to reduce the impacts of the coronavirus pandemic and to improve 
the financial situation through (i) imposition of an additional tax on sale of liquor, (ii) a 30% 



 5 

 

 

reduction in the salaries of elected public officials, and (iii) no increase in allowances for 
employees and pensioners.10 In addition, the state is implementing a financial strengthening 
project with assistance from the World Bank, 11  and easing its industrial policy to increase 
industrial activity in the state. The World Bank-funded project includes (i) integrated public 
financial management software in the treasury; (ii) an e-procurement system in various 
departments, including JSV; (iii) faster dispute resolution of tax cases; and (iv) continuous 
trainings for finance officers of various departments (footnote 14). The state has recovered ₹3,900 
million through faster dispute resolution on legacy tax cases. GOHP is expected to benefit from 
industrial development and amended its industrial policy to simplify doing business. 12  The 
initiative will improve economic conditions over time and increase indirect tax revenue to the state. 
 

15. GOHP is also committed to providing water supply to rural areas. Under Jal Jeevan 
Mission, a national program for rural drinking water supply, the government aims to provide house 
service connections to all rural households. The state has made substantial progress, and 75% 
of rural households have connections, versus the national average of 34% (footnote 14), 
demonstrating GOHP’s commitment to developing and maintaining rural water supply systems. 
By meeting the revenue surplus and fiscal deficit targets set in FRBMA, implementing the project 
with the World Bank and the New Development Bank, and committing to rural water supply 
programs, GOHP can support JSV in developing and maintaining the project and ensuring that 
assets created under the project are sustainable. 
 

Table 5: Financial Performance of Government of Himachal Pradesh (₹ million) 
Particulars FY2016 FY2017 FY2018 FY2019 FY2020 

Revenue account      

Receipts 
     

Tax revenues 66,958.1 70,390.5 71,076.7 75,728.1 76,238.2 
Non-tax revenues 18,371.5 17,172.4 23,638.5 28,300.7 25,015.1 
Transfer of central taxes 36,111.7 43,437.0 48,013.1 54,297.7 46,775.6 
Grants from central government 112,963.5 131,643.5 130,942.3 151,176.7 159,395.2 

Total revenue receipts  234,404.8 262,643.4 273,670.6 309,503.2 307,424.1 

Expenditure 
     

Salary 79,502.7 93,560.7 105,190.4 109,559.4 114,773.7 
Pension 38,364.4 41,141.7 47,088.5 49,747.7 54,897.5 
Interest payment 31,550.0 33,589.1 37,882.2 40,215.2 42,340.2 
Social, economic services & others 73,611.0 85,150.7 80,370.5 94,898.8 95,292.9 

Total revenue expenditure 223,028.1 253,442.2 270,531.6 294,421.1 294,424.3 

 Operating surplus / (deficit)  11,376.7 9,201.2 3,139.0 15,082.1 119.8 

Financial Indicators      
Operating surplus / (deficit) 11,376.7 9,201.2 3,139.0 15,082.1 119.8 
Fiscal deficit to GSDP  1.89% 4.67% 2.83% 2.31% 3.38% 
Debt/GSDP 36.1% 37.8% 37.4% 35.8% 37.6% 

 FRBM Targets       
 Operating surplus  >0 >0 >0 >0 >0 
 Fiscal deficit to GSDP  3.0% 3.0% 3.5% 3.5% 3.5% 
 Debt-GSDP ratio  40.1% 40.1% 32.8% 32.8% 32.8% 

 ( ) = negative, FRBM = Fiscal Responsibility and Budget Management Act, ₹ = Indian rupee, FY = fiscal year, GSDP 
= gross state domestic product. 
Sources: Government of Himachal Pradesh. 2020. Finance Accounts for the year 2019-20. Shimla; Government of 
Himachal Pradesh. 2019. Finance Accounts for the year 2018-19. Shimla; Government of Himachal Pradesh. 2018. 
Finance Accounts for the year 2017-18. Shimla; Government of Himachal Pradesh. 2017. Finance Accounts for the 
year 2016-17. Shimla; and Government of Himachal Pradesh. 2016. Finance Accounts for the year 2015-16. Shimla. 

 
10 Government of Himachal Pradesh. 2021. Economic Survey 2020-21. Shimla. 
11 World Bank. 2017. Himachal Pradesh Public Financial Management Capacity Building Program. Washington, D.C. 
12 Government of Himachal Pradesh. 2019. Investment Promotion Policy and Rules 2019. Shimla. 

http://himachalservices.nic.in/economics/en-IN/economic-survey.html
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/569611495245810258/india-himachal-pradesh-public-financial-management-capacity-building-program-project

