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FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. The financial analysis covers financial viability and financial sustainability analyses of the 
Guangxi Li River Comprehensive Ecological Management and Demonstration Project conducted 
following the Asian Development Bank (ADB) Financial Analysis and Technical Guidance Note.1 
The executing agency of the project is Guilin municipal government (GMG). The project has two 
implementing agencies: the Guilin Li River Tourism Investment and Operation Company Limited 
(GLTICO), responsible for implementing subprojects located within Guilin municipal city; and the 
Longsheng County Xingsheng Urban and Rural Construction Investment Company (LXICO), 
responsible for implementing subprojects within Longsheng Autonomous County. The GMG 
provides guarantee to GLTICO and the Longsheng Autonomous County government (LCG) 
provides guarantee to LXICO for provision of necessary counterpart funds and debt repayments. 
 
2. The project has identified 14 subprojects, of which one is in Longsheng and 13 are in other 
areas of Guilin. The 14 subprojects can be further classified into group 1: nonrevenue or 
insufficient revenue projects that have great social and environment benefits but heavily rely on 
the government for funding support; and group 2: revenue-generating and financially viable 
subprojects. For group 1 subprojects, the financial analysis focuses on the fiscal sustainability of 
the related governments, i.e., the GMG and LCG, and for group 2 subprojects it focuses on the 
financial viability of the subprojects. 
 
B. Institutional and Financial Performance Analysis 
 
3. Guilin Li River Tourism Investment and Operation Company Limited. Established in 
February 2016 with registered capital of CNY50 million, GLTICO is a state-owned enterprise 
(SOE) wholly owned by the Guilin State-owned Assets Supervision and Administration 
Commission. Sales revenues increased from CNY2.67 million in 2017 to CNY7.12 million in 2018 
and CNY13.07 million in 2019, and then quickly dropped to CNY2.57 million in 2020. In 2018, 
GLTICO broke even for the first time since establishment, with a profit margin of 38%. This 
dropped to close to zero in 2019 and was negative in 2020. As of December 2020, it had CNY468 
million of total assets and CNY102 million of net assets, resulting in a relatively high total 
liabilities–assets ratio of 78%; and CNY105 million of cash and cash equivalents, most of which 
have been earmarked for development of other projects. Under the proposed project, GLTICO is 
responsible for implementing subprojects 1–13 with a total investment of CNY2.2 billion. Its 
financial capacity to implement the proposed ADB loan project in terms of fund raising and risk 
undertaking is weak. It will rely on the GMG for counterpart funds provision and debt service. 
 
4. Longsheng County Xingsheng Urban and Rural Construction Investment Company. 
LXICO is an SOE solely owned by the Longsheng State-owned Assets Supervision and 
Administration Commission with registered capital of CNY30 million as of March 2016. Under the 
proposed project, LXICO is responsible for implementing subproject 14, which has a total 
investment of CNY136.9 million and will not generate any revenues. The company's performance 
is weak and its operations are not commercially oriented. It has not made any profit since 
incorporation and relies on the LCG for financing, debt service, and cash flow management. Its 
role in the proposed project for implementing subproject 14 is limited to coordinating design, 
procurement, and construction supervision, and providing a financing channel. 
 

 
1  ADB. 2019. Financial analysis and evaluation: Technical Guidance Note. Manila. 

http://www.adb.org/Documents/RRPs/?id=53079-001-3
http://www.adb.org/Documents/RRPs/?id=53079-001-3
https://www.adb.org/documents/financial-due-diligence-financial-intermediaries
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C. Methodology and Assumptions 
 
5. The financial viability assessment was carried out by comparing the financial internal rate 
of return (FIRR) with the weighted average cost of capital (WACC). The FIRR is computed on an 
after-tax basis in real terms and the WACC is calculated based on the financing structure in real 
terms. Sensitivity tests are undertaken to test the robustness of the subprojects to adverse 
changes. The fiscal budgets of the GMG and LCG for the years 2016–2021 were used to analyze 
historical financial performance. Projected fiscal budgets are then prepared to assess the capacity 
of the related government to tolerate the impact of the 14 subprojects. 
 
6. Key assumptions for the analysis include the following: 

(i) Physical contingencies are estimated as 5% of base costs. 
(ii) Price contingencies account for cumulative cost inflation over the construction period. 
(iii) Domestic and international cost escalations are shown in Table 1. 
(iv) Exchange rates used are CNY6.7006=$1.00 and CNY7.0249=€1.00 (5 July 2022). 
(v) Subprojects are financed by ADB and the implementing agency. The ADB loan has 

a term of 25 years including a 6-year grace period. 
(vi) Five year and 15-year euro interbank offered rate (EURIBOR) swap rates as of 7 

March 2022 are used. 
 

Table 1: Domestic and International Cost Escalation Factors 
(%) 

Item 2022 2023 2024 2025 2026 2027 + 

Domestic 2.1 2.0 2.0 2.0 2.0 2.0 
International 1.7 1.7 1.8 1.8 1.8 1.8 
Source: Asian Development Bank and the World Bank. 

 
D. Financial Evaluation of Proposed Subprojects 
 
7. Within the 14 identified subprojects, subprojects 1–10 and 14 are classified as group 1 
projects with no revenues or insufficient revenues to cover operation and maintenance costs and 
debt service payments; and subprojects 11–13 are classified as group 2 projects that are 
expected to generate revenues sufficient to recover the investment at a rate greater than the 
WACC. For group 1 subprojects, the sustainability analysis will assess the severity of the 
incremental financial burden on the related fiscal budget of the GMG and LCG. If the aggregated 
financial burden on the fiscal budget is estimated to be less than 5%, the implementation of the 
designated subprojects will not cause any financial difficulties to the government. The subprojects 
are considered to be a high priority for the government because of their vast environmental and 
social benefits. Group 2 subprojects to be implemented by GLTICO are subject to financial 
viability analysis based on the incremental financial costs and benefits. For sustainability analysis 
of group 2 subprojects, however, since the financial standing of GLTICO is not strong in 
comparison to the required investment, projection of GLTICO’s future financial statements is 
meaningless with a relatively small interest coverage ratio, current ratio, and debt service 
coverage ratio. Thus, in this analysis, all incremental funds as required for group 2 subprojects in 
terms of counterpart fund provision, debt service, and foreign exchange loss out of loans from 
international financial institutions will be included as a financial burden on the fiscal budget of the 
GMG in combination with the sustainability assessment of group 1 subprojects. Such treatment 
is more conservative as it assumes the worst-case scenario where all group 2 subprojects will fail 
and GLTICO will default on the debt repayments for the proposed project, and then the obligations 
of providing counterpart funds and debt service will go to the GMG. 
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8. Financial viability of subprojects. Three subprojects—11 (Perfecting of Mopanshan 
tourist Distribution Centre, Li River), 12 (Perfecting of Caoping tourist Distribution Centre, Li River), 
and 13 (Smart Li River Information System pilot project)—are recognized as revenue-generating 
projects. Capital costs were estimated based on investment cost estimates from feasibility studies 
after deducting price contingencies and financial charges during implementation. Capacity 
development, including hiring a project management company to provide technical support 
necessary for the loan project implementation, has been included. The incremental financial 
benefits from subprojects 11–12 consist primarily of revenues to GLTICO from rent, e-raft tickets, 
and parking. Since subprojects 11–12 will improve two terminals operated by the same entity 
(GLTICO) jointly providing services to tourists, the revenues will be shared between both 
subprojects in proportion to their base investment. Incremental benefits from subproject 13 consist 
of sales from an immersive experience, incremental ticket revenues, and a portion of reduced 
scenic management, marketing, and ecosystem maintenance costs. The government will 
purchase GLTICO’s service of running the smart Li River information system at 60% of the saved 
costs computed from comparison of with- and without-project scenarios. 
 
9. The cost of equity is assumed to be 6%, which is deemed appropriate for an SOE such 
as GLTICO. The calculated FIRR for subproject 11 is 3.11%, for subproject 12 3.53%, and 
subproject 13 7.54%. All of them are feasible, with the FIRR being well above their corresponding 
WACCs (subproject 11 1.87%, subproject 12 1.98%, and subproject 13 0.80%) and with interest 
coverage ratios significantly higher than 10.0 times and debt service coverage ratios significantly 
higher than 1.2 times (Table 2). 
 

Table 2: Projected Financial Indicators of Subprojects 11–13 

Subproject 

Total 
Investment 

(CNY million) 

FNPV 
(CNY 

million) 
FIRR 
(%) 

WACC 
(%) 

Average 
ICR 

Average 
DSCR 

Subproject 11: Perfecting of Mopanshan 
Tourist Distribution Centre 

144.5  20.3  3.11 1.87 15.31  2.02  

Subproject 12: Perfecting of Caoping 
Tourist Distribution Centre 

54.5  9.2  3.53 1.98 15.81  2.07  

Subproject 13: Smart Li River 
Information System pilot project 

208.0  120.6  7.54 0.80 12.39  3.30  

DSCR = debt service coverage ratio, FIRR = financial internal rate of return, FNPV = financial net present value, 
ICR = interest coverage ratio, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates. 
 

10. Sensitivity analysis. A sensitivity analysis considering various adverse scenarios (higher 
operational expenses, lower revenues, or higher capital expenditure) shows that subprojects 11–
13 will remain financially viable, with FIRRs exceeding the subprojects’ WACCs in each adverse 
scenario (Table 3), and financial net present values will remain significantly higher than zero. 
 

Table 3: Sensitivity Analysis of Financial Internal Rates of Return 

Subproject 

  

Base 
Case 

Scenarios   

Viable FIRR and FNPV 
OPEX 
+10% 

REV. 
–10% 

CAPEX 
+10% 

 WACC 
(%) 

Subproject 11: Perfecting of Mopanshan 
Tourist Distribution Centre 

FIRR (%) 3.11 2.88 2.13 2.30  1.87 Yes 
FNPV (CNY million) 20.3  16.5  4.1  7.5     

Subproject 12: Perfecting of Caoping Tourist 
Distribution Centre 

FIRR (%) 3.53 3.34 2.55 2.69  1.98 Yes 
FNPV (CNY million) 9.2 8.0  3.2   4.4     

Subproject 13: Smart Li River Information 
System pilot project  

FIRR (%) 7.54 6.85 5.52 6.19  0.80 Yes 

FNPV (CNY million) 120.6  105.7  79.3  101.9    

CAPEX = capital expenditure, FIRR = financial internal rate of return, FNPV = financial net present value, OPEX 
= operating expenditure, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates. 
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E. Financial Sustainability of Guilin Municipal Government and Longsheng 
Autonomous County Government 

 
11. Subprojects 1–10 are nonrevenue projects to be implemented by GLTICO with fiscal 
funding support provided by the GMG. Subproject 14 is also nonrevenue generating but will be 
implemented by LXICO with fiscal funding support provided by the LCG. The financial 
sustainability of the GMG and LCG is further assessed. The average growth rates of fiscal 
transfers from the government of the Guangxi Zhuang autonomous region (GZAR) to the GMG 
and LCG are both relatively high at 11.2% for the GMG and 11.5% for the LCG, which provides 
comfort to the judgment that the GMG and LCG can continue to receive fiscal transfers at a 
moderate growth rate in the near future. 
 
12. Basic assumptions used in the analysis include the following: 

(i) During 2020–2022, which is defined as a coronavirus disease (COVID-19) 
transition period, for the GMG the tax and non-tax revenues will be largely reduced 
from the previous average of 5.9% to –28.0% in 2020, –12.0% in 2021, and –1.0% 
in 2022. General public budget expenditures will drop accordingly, as the GMG 
suffered a loss of 10% in 2020, and thus it is assumed that growth of this budget 
item will be –5% in 2021 and 3% in 2022. For the LCG, the tax and non-tax 
revenues will be negatively affected as it suffered a 9.2% decrease in 2020. It is 
assumed to grow at –5% in 2021 and 0% in 2022. The LCG’s general public budget 
expenditure was not affected by COVID-19 in 2020, when growth remained solid 
at 8.1%, which may be because it is an underdeveloped county with a 
concentration of ethnic minorities and its expenditures are mostly essential. It is 
assumed this growth rate will remain for 2021–2022. Fiscal transfer support will 
remain strong in the beginning for both the GMG and LCG. 

(ii) During 2023–2032, which is defined as the normal period, the tax and non-tax 
revenues of the GMG will grow at the historical (2016–2019) average of 5.9%, 
while the LCG will reverse its historical shrinkage trends to grow at 3.0% in the 
early years and then at 6.0% as a result of the previous strong economic 
development activities. Fiscal transfer inflows will remain in a moderate range for 
the GMG (8.0% in comparison to 2016–2019 average of 11.6%), while it is more 
conservatively assumed that fiscal transfers to the LCG will grow at 8.0% in the 
beginning and then gradually reduce to 2.0%. General public budget expenditures 
will grow at a moderate rate comparable to revenue growth for the sake of 
sustainability. 

(iii) In and after 2033, the growth rates of tax and non-tax revenues, fiscal transfers, 
and general public budget expenditures will further reduce by roughly half from a 
permanent point of view. 

(iv) Debt service rates are calculated to reach a stable maturity comparable to 
historical averages (4 years for the GMG and 9 years for the LCG). New debt 
issuance is referred to its recent records and adjusted to keep the fiscal balance 
in 10% of revenues. 

 
13. Based on the above assumptions, the analysis confirmed that the financial sustainability 
of the GMG and LCG can be maintained as illustrated in Table 4 by the following two projections: 
(i) even if the fund usage demand out of the proposed ADB loan, including the counterpart fund, 
debt service, and operation and maintenance cost (including foreign exchange loss), is 
conservatively assumed to be borne by the fiscal budgets of the GMG or LCG without the need 
to consider the related implementing agency's financial standings, the consolidated fund demand 
out of the proposed project in every year is minimal for the GMG and LCG in comparison to annual 
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incomes (up to 2.7% for the GMG and 0.7% for LCG); and (ii) the incremental impact of the ADB 
loan will not cause any problem for either the GMG and LCG in maintaining a positive fiscal 
balance. The projection indicates that each government can maintain a positive balance each 
year from 2022 until 2046. Considering that (i) the GMG and LCG have certain discretion over 
nonurgent nonrigid expenditure items such as nonurgent investment projects, office expenses, 
official vehicle procurement, travel, and official reception expenses that can be postponed or 
downsized; (ii) the ADB loan project accounts for only a small portion of the government’s 
revenues; and (iii) as a sovereign loan it is attached with high priority for local governments to 
repay, the proposed loan project can be comfortably be forecast to be sustainably served by the 
related governments even without consideration of group 2 subprojects’ normal cash generation. 
To ensure the fiscal transfer assumption, the government of the GZAR needs to provide adequate 
funding support to the GMG and LCG to reduce the related financial risks. 
 

Table 4: Fiscal Budget and Financial Burden Projections, 2020–2046 
(CNY million) 

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

 
F. Conclusion 
 
14. The financial analysis has shown that (i) the sustainability of 11 group 1 subprojects is 
strongly assured by the financial strength of the GMG and LCG; and (ii) the viability of three group 
2 subprojects is relatively solid as they can recover investment at FIRRs considerably greater 
than their respective WACCs, and all of them are expected to remain viable in unfavorable 
sensitivity scenarios. Overall, the project is considered sustainable. Meanwhile, it is noted that 
such sustainability will rely on continually growing fiscal transfers from the government of the 
GZAR. A firm commitment from the government of the GZAR to provide necessary funding 
support to the GMG and LCG is recommended to be included in the related loan covenants. 

Year 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2030 2035 2040 2046 

Guilin Municipal Government 

Fiscal Revenues  12,975 13,098 12,226 13,676 14,237 14,355 14,893 15,595 16,348 17,155 22,325 27,195 31,111 35,994 

Tax & non-tax 
revenues  

4,072 3,921  4,522  4,643  3,350  2,948  2,918  3,091  3,273  3,466  4,617  5,649  6,533  7,779  

Fiscal Expenditures 13,005 13,448  12,656  13,710  14,153  13,860  4,438  15,307  16,204  17,140  22,364  26,958  31,181   36,033  

Incremental Recurrent Costs from SP 1-13 

Counterpart funds             99.5  420.3  407.5  251.5  - - - - 

Debt services             - - - - 41.6  39.3  36.9  33.9  

O&M costs             - - - -   9.1    8.8    8.5    8.1  

Total             99.5  420.3  407.5  251.5  50.8  48.1  45.4  42.0  

Financial burden in % of revenues      0.7% 2.7% 2.5% 1.5% 0.2% 0.2% 0.1% 0.1% 

Financial burden in % of tax & non-tax revenues     3.4% 13.6% 12.4% 7.3% 1.1% 0.9% 0.7% 0.5% 

Longsheng County Government  

Fiscal Revenues 1,745  2,038  2,005  2,182  2,360  2,605  2,805  3,006  3,199  3,351  4,214  4,710  5,196  5,849  

Tax & non-tax 
revenues 

 303   236   265   244   221   210   210   217   225   236   316   419   475   550  

Fiscal Expenditures 1,787  2,032  2,061  2,178  2,337  2,605  2,811  3,033  3,183  3,339  4,200  4,636  5,234  5,888  

Incremental Recurrent Costs from SP 14 

Counterpart funds               6.5  11.7  11.4  23.5  - - - - 

Debt services             - - - -   4.6    4.4    4.1    3.8  

O&M costs             - - - -   0.1    0.1    0.1    0.0  

Total               6.5  11.7  11.4  23.5    4.7    4.5    4.2    3.8  

Financial burden in % of revenues     0.2% 0.4% 0.4% 0.7% 0.1% 0.1% 0.1% 0.1% 

Financial burden in % of tax & non-tax revenues     3.1% 5.4% 5.1% 10.0% 1.5% 1.1% 0.9% 0.7% 


