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ACRONYMS 

 

AADT Annual Average Daily Traffic 

BOT Build-Operate-Transfer 

CAPEX Capital Expenditure 

EBIT Earnings Before Interest and Tax 

EBITDA Earnings before Interest, Taxes, Depreciation and Amortization 

EOI Expression of Interest 

EPC Engineering Procurement Construction 

FA Fixed Assets 

IDC Interest During Construction 

KPK Khyber Pakhtunkhwa 

LLCR Loan Life Coverage Ratio 

LOI Letter of Invitation 

OPEX Operating Expense / Operational Expenditure 

PKHA Pakhtunkhwa Highways Authority 

PKR Pakistani Rupee 

PPP Public Private Partnership 

RFP Request for Proposal 

SRO Supplementary Regulatory Order 

VGF Viability Gap Fund 

WACC Weighted Average Cost of Capital 
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FINANCIAL EVALUATION REPORT 

CONSTRUCTION OF SWAT EXPRESSWAY ON BOT BASIS 
 

 

1. PREAMBLE 
 
The Government of Khyber Pakhtunkhwa through Pakhtunkhwa Highways 
Authority (PKHA), has planned undertaking the construction of “Swat Expressway”, 
an 81 kilometers long, high speed, fenced, 4-lane Expressway (the Project). 
 
The Government of Khyber Pakhtunkhwa has decided that Swat Expressway may, 
presently, be constructed as 4-lane (2x2), controlled access facility, with extendable 
provision of converting into 6-lanes (3x3) Expressway to cater for future 
transportation needs.  It was further decided that the project shall be implemented 
under Public Private Partnership (PPP) on Build-Operate-Transfer (BOT) basis. 
 

1.1 Site Location 
 
The planned Swat Expressway forms part of trade corridor commencing from 
Kernal Sher Khan Interchange at M-1 Motorway and terminating at Chakdara 
Intersection at National Highway N-45 (Malakand Agency).  The proposed 
Expressway will provide alternate route for District Swat, Dir Lower, Dir Upper, 
Shangla, Malakand Agency, Bajour Agency and other parts of Malakand region 
promoting interconnectivity with developed regions of the country.  It will attract 
most of the through traffic of Swat, Dir and other upper areas, thus, will reduce 
traffic congestions and road accidents on the existing National Highway N-45 that 
passes through built-up towns of Rashakai, Mardan, Takhtbai, Shergah, Sakhakot, 
Dargai and Batkhela.  The proposed alignment, with its start and end points, is 
shown in the following map. 
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1.2 Procurement Process 
 
Procurement process, for implementing the Project on BOT basis, was initiated by 
release of an advertisement in the print media for inviting Expression of Interest 
(EOI) from the local as well as international private entrepreneurs.  Following 
activities have already been completed. 
 

Sl # Activity Date 

1 Advertisement for Expression of Interest 19-12-2015 

2 Receiving Expression of Interest 21-01-2016 

3 Issuance of Request for Proposal 29-03-2016 

4 Pre-Bid Conference 15-04-2016 

5 Bid Received 30-05-2016 

6 Opening of Technical Proposal 30-05-2016 

7 Opening of Financial Proposal 08-06-2016 

 
This Financial Evaluation Report incorporates a detailed evaluation of the Financial 
Proposal and concludes recommendations towards implementation of the Project.  
The report is entirely based upon the information, data, financial model and other 
written material provided by PKHA to the transaction advisors in connection with 
the procurement process of Swat Expressway Project.  
 
 

2. FINANCIAL PROPOSAL 
 

2.1 Minimum Financial Information Required in RFP and 
Bidder’s Compliance 

 
The minimum financial information the PKHA requires each Bidder to submit in its 
Financial Proposal as a mandatory requirement to be considered responsive is: 
 
a. Estimated Total Construction Cost of the Project in a Work Breakdown Structure 

(WBS); a breakdown of Project’s capital/construction costs, covering the scope 
of work as mentioned Appendix-1 of the RFP. 
 

 The same has been duly provided in the Financial Proposal.  
 
b. Financing Structure:  

i. Total amount of loan(s) to finance the Project, as well as its operation and 
maintenance; including type, sources, term, grace period, interest and any 
other relevant factors. 
 
 The same has been duly incorporated in the Financial Proposal.  

 
ii. The total amount of Bidder's equity to be committed to finance the Project. 

(The PKHA requires each Bidder to commit to equity financing a minimum of 



 Financial Evaluation Report of Swat Expressway 

3 | P a g e  

thirty percent (30%) of the total Construction cost. Bidders proposing less 
than the minimum equity shall be declared non-responsive.) 
 
 The bidder has committed 35% equity amount of project cost (after 

deducting VGF amount). 
 

iii. Cash flow projections during the Concession Period; 
 
 Cash Flow Projections have been duly provided in the Report Section of 

Financial Model and the same has been provided as part of the Bid  
 

iv. Minimum amount of subsidy, if any, required by the Bidder from PKHA, in 
terms of Net Present Value; 
 
 A minimum amount of Subsidy in terms of Viability Gap Funding has 

been demanded in the Financial Proposal: 

(a) Subsidy during construction phase in two years:  PKR 13.426 Billion 

(b) Subsidy during operation phase (3rd to 10th concession year):  Total 
PKR 14.600 Billion (@ PKR 1.825 Billion/annum) 

(c) Total subsidy demanded in first 10 Years: PKR 28.026 Billion, 
whose Present Value of minimum amount of Subsidy has been 
calculated at PKR 18.839 Billion by the bidder @ 10% discount rate 
(Upfront Construction + Operational Subsidy). 

 
a. Maximum amount of PKHA Revenue Share, if any, offered by the bidder. 

 
 The bidder has not allocated any Revenue share for the PKHA during the 

whole Concession Period of 25 years.  
 
(d) Financial Model: Detailed Revenue Analysis/Projection, Expenditure 

Analysis/Projection, Debt Servicing Analysis, Cash Flows, Return on Investment 
Analysis. 
 

 A Detailed Financial Model incorporating all Financial Aspects of the 
Project has been provided.  

 
(e) Project Balance Sheet, Project Income Statement and Project Profit & Loss 

Statement. 
 

 Projected Balance Sheet, Projected Income Statement and Cash Flows 
Statement have been provided in Bid. 

 
(f) Toll Charge computation and traffic computation with rationale; including 

minimum base toll rates (as has been provided) and escalations/projections (as 
has been provided) in toll rates. 
 

 Toll Charge Computation has been provided in the Financial Bid. 
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f. PKHA Revenue Share: PKHA Revenue Share, if offered, may clearly be 
reflected in the Financial Model. 
 

 Bidder has proposed that No Revenue Sharing shall be offered to PKHA 
during the Concession Period.  
 

g. The Bidder’s audited financial statements (Balance Sheet, Income Statement, 
and Profit& Loss Statement) for the last 3 years and in case of firm’s bank 
statements for the last 3 years. 
 

 Audited Financial Statements have been provided in the Financial Bid 
however, latest Financial Statement has not been provided in the Bid. 
Financial Statements for Year ended 2014-13, 2013-12 and 2012-11 
have been provided. Bidder has also provided Management Information 
for 2015, but they have not been considered being non audited financial 
statements. 

 
h. Intent(s) of bank(s) / financial institution(s) for project debt financing support. 

 
 Letter of Intents from National Bank of Pakistan, United Bank Limited 

and Habib Bank Limited have been attached with the Financial Proposal, 
as a proof for required debt financing.  

 
Currency 
 

Bidders were required to express all financial calculations in Pakistan Rupees. 
 

 The Financial bid is provided in the Local Currency, i.e. Pakistan Rupees. 
 
 

3. ASSUMPTIONS OF FINANCIAL MODEL 
 
Following assumptions have been taken by the Bidder in its Financial Proposal for 
preparing Financial Model of the Project. 
 

3.1 Capital Structure 
 
The technical and financial assumptions serve as the drivers for the construction 
of financial model.  The information contained herein is hard-coded in to the MS 
Excel Financial Model to project the output of the financial model through proper 
linkages.  The objective of review of this sheet is to ensure completeness of key 
inputs and correctness of linkages to their direct outputs. 
 
The financial model and the financial bid under review relates to the Bid submitted 
to Pakhtunkhwa Highways Authority (PKHA) for undertaking Construction of 
Swat Expressway, 81 Kilometres, 4-Lane divided Expressway (the Project) on 
a limited recourse basis under Public Private Partnership (PPP) on Build-Operate-
Transfer (BOT) basis.  
 
The construction of Swat Expressway is proposed to be funded through a mix of 
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Equity, Debt and a Viability Gap Funding (VGF) from the Khyber-Pakhtunkhwa 
Government.  However, the Debt Equity Mix of the project has been assumed at 
35% Equity and 65% Debt after subtracting the VGF amount. 
 
The Capital Expenditure (CAPEX) shall be sponsored by Equity, Debt and VGF 
drawdowns during the two (2) year project’s Construction period.  The terms of 
Debt include tenor of ten (10) years with two (2) years grace period to be repaid 
semi-annually @ 10% - 13.50% (6-month KIBOR with 3% Base Spread).  The 
table given below portrays the capital structure proposed for the project.   
 

Capital Structure 
Debt:Equity Mix Percentage 

Debt 65% 

Equity 35% 

 100% (64% of Total Project Cost) 

Capital Structure with Upfront VGF %age  Year 1 Year 2 
Total (Rs 
Billion) 

Debt 42% 9.165 7.043 16.208 

Equity 22% 4.935 3.792 8.727 

PKHA Upfront Const. Subsidy  35% 7.592 5.834 13.426 

Toll During Construction 1% 0.075 0.462 0.537 

Total Project Cost  100% 38.898 

 
A graphical presentation of the Financing sources perceived by the bidder to 
finance the project is presented below: 

 

Debt, 42%, 

Equity 

22% 

PKHA Subsidy,  

35%  

Tol l  During  
Construction, 1% Capital Structure  

Debt Equity PKHA Upfront Const. Subsidy Toll During Construction
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3.2 CAPEX Assumptions 
 
This sheet comprises of two parts. First part depicts the Engineering, Procurement 
and Construction (EPC) costs including: 
 

 Earthwork and Allied Activities 

 Sub-base and Base 

 Surface courses and Pavement 

 Major Structures 

 Minor Structures 

 Tunnel Works 

 Drainage Works 

 Ancillary Works 

 Electrical Works 

 Allied Facilities 

 Intelligent Transport System 

 O&M Equipment 

 General Items  

 Horticultural Activities 
 
The above mentioned Bill of Quantities comprise major portion of the Project Cost. 
Among this the Earth work and Allied Activities, Sub-base, Surface courses and 
Pavements, Structures and Tunnel works cover major portion of the Project Cost.  
Non-EPC costs have been computed by allocating percentages to total 
engineering procurement and construction costs.  Design, Management & 
Consultancy, Contingencies, and Construction Cost Escalation for two (2) years 
are the items covered under Non-EPC costs.  Miscellaneous expenses pertain to 
company expenses which are to be incorporated for development of project 
including insurance cost, SPVC cost and Upfront financing fees.  Construction 
Cost Escalation for first phase has been charged @ 6% on 50% Cost of Civil 
Works i.e. PKR 15,688 Million for first year.  In the second phase, Construction 
Cost Escalation rate of 6% has been compounded to reach 12% on remaining 
Project Cost of PKR 15,688 Million. 
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Construction Cost 

Earth Work and Allied Activities PKR 6,849,780,914 

Sub-Base and Base Course PKR 4,046,403,684 

Surface courses and Pavement PKR 2,259,819,107 

Major Structures PKR 3,000,772,656 

Minor Structures PKR 728,092,500 

Tunnel Works PKR 6,755,000,000 

Drainage Works PKR 254,813,819 

Ancillary Works PKR 2,367,470,578 

Electrical Works PKR 331,515,425 

Allied Facilities PKR 2,332,657,984 

Intelligent Transport System PKR 530,138,190 

O & M Equipment PKR 759,763,800 

General Items PKR 580,344,254 

Horticultural Activities PKR 580,344,254 

 Cost of Civil Works PKR 31,376,917,166 

Add: Escalation PKR 2,880,400,996 

Add: Contingencies PKR 941,307,515 

 Total Construction Cost PKR 35,198,625,677 

 

Non-EPC Costs       

Design, Management & Consultancy % 3 941,307,515 

Contingencies % 3 941,307,515 

Construction Cost Escalation for 2 years % 6 2,880,400,996 

Miscellaneous expenses    

SPVC Cost PKR PKR 180,000,000 

Insurance % 1 351,986,257 

Upfront Financing Fee % 2 347,000,000 

 

3.3 Income Statement Assumptions 
 
Income statement assumptions comprised of Revenue, OPEX, Periodic Overlays, 
Depreciation, Weighted Average Cost of Capital (WACC), and Tax assumptions. 
 

3.3.1 Revenue Assumptions 
 
In order to compute the total revenue for Swat Expressway, bidder has based its 
estimations on the following factors: 
 

 Traffic growth rates 
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 Toll Rates 

 Toll Escalation  

 Collection losses 

 Service Area Revenues 

 Other Revenues 
 

For traffic growth rates assumption, concession period is divided in to two phases 
on the basis of operational years in terms of type of vehicles and growth rates. Toll 
rates per vehicle per kilometer used in these calculations are derived from the RFP 
Document of PKHA.  Total length of Swat Expressway is taken as 81 kilometers 
and divided into four (04) lanes and their lengths in kilometers. Service Area 
revenues and other income has been assumed at 2% and 1% of toll revenue 
respectively.  Table appended below provides for the growth rate assumptions and 
division of road into 6 phases and the length in kilometers in each phase between 
respective interchanges.  An amount to the tune of PKR 181,259 Million has been 
recorded as Gross Revenue for the whole period, i.e. 25 years of the Project by the 
bidder.  However, Total Net Revenue of the Project estimated by the bidder comes 
to PKR 177,739 Million. 
 

Traffic Growth Assumptions 

Type of Vehicle Phase-1 

(Year 1 to 7) 

Phase-2 

(Year 8 to 25) 

Car/Jeep/Taxi 5% 2% 

Wagon 5% 2% 

Coaster 5% 2% 

Buses 5% 2% 

Trucks 5% 2% 

Articulated trucks 5% 2% 

 

Interchange Distances for Revenue  

   

Kernel Sher Khan – Dobian KM 9.70 

Dobian – Mardan-Swabi KM 8.80 

Mardan-Swabi – Bakhshalay KM 9.75 

Bakhshalay – Katlang KM 22.00 

Katlang – Plai KM 10.75 

Palai – Chakdara KM 20.00 

Total Length of the Road: KM 81.00 

 

Sectional tolling assumption depicts that revenue generation will start from certain 
phases of expressway which will be completed in 2017 and 2018, the second 
year of construction. It has been assumed that construction of Expressway 
stretching between Kernel Sher Khan – Dobian, and Dobian – Mardan–Swabi 
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interchanges shall be able to generate revenues for 6 months in later half of 2017.  
Whereas, road stretching from Mardan–Swabi – Bakhshalay and Katlang – Palai 
interchanges shall be able to generate tolling revenues for 12 months in 2018. 
Expressway stretching from Bakhshalay – Katlang and Katlang – Palai 
interchanges will generate revenue from July, 2018. However, Palai to Chakdara 
interchange shall be able to generate tolling revenues during the operational 
period i.e. starting from January, 2019. 

 

Sectional Completion 
 

Kernel Sher Khan – Dobian w.e.f 01-07-2017 
 

Dobian – Mardan-Swabi w.e.f 01-07-2017 
 

Mardan-Swabi – Bakhshalay w.e.f 01-01-2018 
 

Katlang – Plai w.e.f 01-01-2018 
 

Bakhshalay – Katlang w.e.f 01-07-2018 
 

Palai – Chakdara w.e.f 01-01-2019 
 

 

Three phases have been used for recognizing traffic growth.  First phase, 
comprised of seven years (07) starting from January, 2017 to December, 2023 
during which traffic growth rate at 5% per annum has been assumed.  Second 
phase started from January, 2024 till June, 2041 wherein traffic growth rate at 2% 
has been employed. A growth rate of 5% has again been used for the last six (6) 
months of the Concession Agreement.  Periodic growth rates of 0.41% has been 
used i.e. Monthly basis during the first two years of construction followed by 2.47% 
Semi-Annual basis for next five years has been used.  From the year 2024, traffic 
growth rate at 1% on a Semi-Annual basis has been applied till first half of the year 
2041. For the second half of 2041, 2.47% traffic growth rate has been applied.  
 
Following table has been generated from the financial model which exhibits the 
average annual daily traffic (AADT) for the Swat Expressway (the Project) 
estimated by the bidder over the complete Currency of the Project i.e. Construction 
and Operations period both included.  The traffic numbers from the start to end 
point and between interchanges has been estimated on monthly, semiannually and 
annual basis. 
 

Years AADT Years AADT Years AADT 

2017 17,028 2025 23,912 2033 28,016 

2018 17,879 2026 24,390 2034 28,577 

2019 18,773 2027 24,878 2035 29,148 

2020 19,712 2028 25,375 2036 29,731 

2021 20,697 2029 25,883 2037 30,326 

2022 21,732 2030 26,400 2038 30,932 

2023 22,819 2031 26,928 2039 31,551 

2024 23,443 2032 27,467 2040 32,182 

      
 

2041 33,066 
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A graphic representation of the trend in traffic during the whole currency of the 
project is placed below for the consumption of PKHA.  

 

 

 

3.3.2 Toll Rates 
 
For implementation of efficient tolling system on the Swat Expressway, traffic has 
been assumed to be divided in six (06) categories.  The Base Operational Year Toll 
Rates are given in the Assumption sheet. These Toll Rates have been presumed to 
be escalated at a uniform rate of 8% per annum on all the categories of Traffic 
starting from Commercial Operations Date (COD) till 2041, i.e. last year of the 
Concession Period. The base toll rates taken by the bidder in the Assumption sheet 
compared to the Base toll rates authorized by the PKHA for the Project are 
reproduced below: 

 

Vehicle Category 
Base Toll Rate 
(Rs/Km) as per 

RFP 

Base Operational Year 
Toll Rates taken by 

Bidder 

Class 1: Car/Jeep/Taxi 1.99 1.71 

Class 2: Wagon 3.31 2.84 

Class 3: Coaster 4.63 3.97 

Class 4: Buses 6.61 5.67 

Class 5: Trucks (2 & 3 Axle) 8.58 7.36 

Class 6: Articulated Truck 10.57 9.06 

 
 

The bidder has also opted for sectional completion offered by PKHA in the bidding 
documents to support the bidder’s cash flow requirements during the construction 
period by de-escalating the base toll rates as per RFP by the toll escalation at 8%.  
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Following schedule enumerates the sectional completion opted by bidder during 
construction period: 

 

i. First Sectional Completion : 07th Month of First Year Construction (18.5 km 
stretch of Expressway) 

ii. Second Sectional Completion : 01st Month of Second Year Construction (42.5 
km stretch of Expressway) 

 

3.3.3 Toll Collection Losses 
 
The bidder has assumed Toll Collection Losses equals to a rate of 2% of Gross 
Revenue collected during a particular period.  This loss has been considered from 
the day one when first rupee of revenue is generated by the Project.  In other 
words, one can say that the bidder has assumed 98% of Toll collection efficiency in 
a given period of time.  Total Toll Collection Losses amounts to PKR 3,520 Million 
during the whole currency of the Project.  
 

3.3.4 Service Area & Other Sources of Revenue  
 
The bidder has planned only one Service Area on the complete stretch of 81 Km of 
Swat Expressway.  The revenue from this Service Area has been added from 
January, 2019 till 2041.  A uniform rate of 2% has been applied to the Toll Revenue 
of the given particular time period to get the Revenue from Service area.  An 
amount to the tune of PKR 3,520 Million has been estimated from this source of 
revenue. 
 
Similarly, Other Sources of Revenue estimated at 1% of the Toll Revenue in a 
particular given time period.  Again, during the whole currency of the Project 
Revenue stream from Other Sources has been estimated at a uniform rate. Total 
amount of revenue expected to be generated from this Revenue Stream amounts 
to PKR 1,760 Million starting from the year 2019. 
 

3.4 OPEX 
 
The Operating Expenditure of the Project comprised of: 
 

3.4.1 Other Operating Costs  
 
A fixed amount of PKR 312 Million has been allocated as Other Operating Cost 
during the whole Concession Period.  The same has been increased at a constant 
growth rate of 10% per annum. 
 

3.4.2 Main Carriageway Routine Maintenance Cost 
 
The bidder has estimated annual cost of PKR 0.150 Million per lane/km to be 
applied during the Operations period of 23 years starting from 2019.  The 
maintenance cost has been increased at a constant growth rate of 7% per annum.  
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3.4.3 Service Lanes Routine Maintenance Cost 
 
The bidder has estimated annual cost of PKR 0.075 Million per lane/km to be 
applied during the Operations period of 23 years starting from 2019. Growth rate of 
7% per annum in the maintenance of Service lanes has been applied by the bidder. 
 

3.4.4 SPVC Cost 
 
An SPVC Cost of PKR 60.00 Million has been estimated by the bidder during the 
Operations period.  This cost is also increased at the same rate of maintenance 
rate, i.e. 7% per annum. 
 

3.4.5 Insurance 
 
Every Project has to get its Assets insured from a reputable insurance company to 
subside risk.  Following the principal, bidder has incurred insurance cost at the rate 
of 2% to the recorded as Operational expenditure. 
 

3.4.6 Funding Cost 
 
The bidder has assumed an amount of PKR 347.00 Million as funding cost of the 
project.  
 

3.4.7 Periodic Maintenance 
 
Two episodes of Periodic maintenance have been conceived by the bidder during 
the life time of the Project.  The first periodic maintenance presumed to be carried 
out in the year 2027 and 2028 by incurring an expenditure of PKR 4,246.91 Million,  
whereas, second Periodic maintenance is planned to be implemented in 2034 and 
2035 by incurring an expenditure of PKR 13,041.87 Million.  
 

3.4.8 Service Areas Cost 
 
In the OPEX sheet included in the Financial Proposal, Service Areas Cost has 
been taken as lump sum expenditure to the tune of PKR 1,554 Million incurred in 
the second half of year 2024. 
 

3.5 Construction Cost and Mobilization Advance 
 

3.5.1 Construction Cost Phases and Payments 
 
Construction of Swat Expressway has been planned to be completed in two years’ 
time. Finance cost during the construction has been apportioned on monthly basis 
over construction period.  Within the project cost the amount of SPVC 
Establishment Cost to the tune of PKR 180.00 Million has been made part of 
Development cost amounting to PKR 1,473.00 Million and charged in the first 
month of Construction period as a onetime charge.  Construction Cost has been 
distributed in two phases during the Construction period of two (20) years i.e. 50% 
to each phase.  Every singly phase comprised of a complete one year is further 
divided in twelve (12) months. Projected Construction Cost of PKR 31,679 Million 
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has been equally apportioned to the Construction period on a monthly basis @ 
PKR 1320 Million.  Mobilization Advance to the tune of PKR 3,520 Million, 10% of 
the Construction Cost has been attributed as a onetime charge in the first month of 
Construction period.  We found all calculations with appropriate links to their inputs. 
 

3.5.2 Non-EPC Costs 
 
Up-front Fee calculated as the sum of facility arrangement fee amounting to PKR 
347 Million has been treated during the Construction period.  The amounts of 
Upfront Financing Fee are hard coded figures in the Sources and Uses of Funds 
sheet, whereas, 2% for Upfront fee has been assumed in the Assumption sheet. 
The validity and veracity of the figures cannot be checked and commented on 
appropriately.  Similarly, SPVC establishment cost amounting to PKR 180 Million 
has been hard coded in the model, validity and veracity of which cannot be 
ascertained.  Insurance cost at the rate of 1% of Construction Cost has been 
assumed.  Design, Management & Consultancy has been concluded at a rate of 
3% of the cost of Civil works i.e. PKR 31,377 Million.  Contingencies have also 
been added at a rate of 3% of the cost of Civil Works. 
 

3.5.3 Total-EPC Costs 
 
Within the EPC costs, Cost of Civil Works and Mobilization Advance amounting to 
PKR 31,679 Million and PKR 3,520 Million have been assumed to be incurred with 
the start of construction phase.  50% of total EPC costs other than Up Front costs 
and Mobilization Advance have been assumed to incur in 2017, while remaining 
50% in 2018. Total Mobilization advance of PKR 3,520 Million has been scheduled 
for construction. This amount is based on 10% of EPC cost and will be netted-off 
against construction payments. A pre-paid expense has also been provided in the 
project financial statements for the years 2017 and 2018. 
 

3.6 Viability Gap Funding  
 
The construction of Swat Expressway is a project of public interest. For mega green 
field infrastructure projects of such nature which are delivered as a part of relief and 
welfare to general public requires heavy investments, with high project costs and 
the accompanying revenue in operational periods are low, earned from the charges 
levied on utilization of these facilities from the general public. Most Governments 
now invite private parties with the requisite expertise to undertake development of 
projects, allowing the Government to focus on its core areas rather than partake in 
development projects. To be able to sub-contract project development to private 
investors and parties, a scheme of public private partnership is used whereby an 
investor develops the construction of the project and operates for a given period of 
time. In this case the concession period has been assumed at 25 years. 
 
Most of the Public sector projects, especially Greenfield projects, are not financially 
feasible because their inflows/revenues are low and as such are not able to pay off 
the debt component of the Project Cost, since these inflows are heavily dependent 
on a result of charges levied on general public for utilization of such projects.  
These projects are sometimes neither feasible nor bankable. The construction of 
Swat Expressway is a project of such nature. For making the project bankable and 
financially feasible, the government shall provide subsidy for enabling the investors 
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to undertake the project construction and operations. The subsidy to be provided 
shall be in the form of viability gap funding provided by the Government of KPK. As 
per document issued by Pakhtunkhwa Highway Authority, project will be awarded 
to the contractor whose viability gap funding requirements are the lowest. 
 
An initial investment to the tune of PKR 38.89 Billion is required to complete the 
construction of Swat Expressway.  The financing structure proposed by the bidder 
comprises of equity, debt and an upfront viability gap funding.  The bidder has 
calculated a viability gap funding at 35% of initial investment as an upfront payment 
which shall be paid at the start of the two construction years. Of this, PKR 7.592 
Billion VGF is required to be paid in first year of construction whilst, PKR 5.834 
Billion in second year.  The Total amount for VGF required during the construction 
periods has been calculated to be PKR 13.426 Billion for the two years.  Amounts 
presented in total initial investment head under viability gap funding portion have 
been derived from Source & Use MS-Excel sheet in financial model. For calculation 
of mobilization advance, construction and other project related costs have been 
calculated on a monthly basis and the monthly costs have been divided into equity, 
debt and viability gap funding requirement with their respect percentages. During 
Construction period, total amount of upfront viability gap funding proposed by 
Bidder is PKR 13.426 Billion approximately for successful development of Swat 
Expressway project. 
 
The viability gap funding has been proposed during the period of construction as an 
Upfront Subsidy and during the debt servicing period as an Operational Subsidy in 
the form of fixed Annuity payments. 
 
Annual viability gap funding requirement has also been incorporated in projected 
financial statements to fund annual expenses from 2019 to 2026. Total Annual 
viability gap funding is PKR 14.600 Billion approximately demanded in the form an 
Annuity payment of PKR 1.825 Billion from 2019 to 2026.  
 

3.7 Taxation 
 
The Tax Sheet within the Financial Model for calculation of Tax has been found to 
be appropriately scheduled under the Income Tax Rules applicable in Pakistan.  
The calculations for Taxation are appended below. 
 

3.7.1 Current Tax 
 
Current tax has been calculated by using the Profit & Loss figures during the year 
and by adding back Non-Cash expenses such as Accounting Depreciation & 
Amortization, Provisions and any Accounting Losses and netting of the amounts 
with Exempt Income for e.g. Viability Gap Funding from Khyber Pakhtunkhwa 
Government and allowed expenses namely Tax depreciation to avoid accelerated 
depreciation of assets for allowing lower corporation taxes to be paid, tax on 
disposal of fixed assets.  The amounts attained after these adjustments have been 
treated as business losses and carried forward to future taxable income if any.  Any 
amounts left after adjusting carried forward losses have been charged corporate 
tax of 32%.  As per the Tax Laws of Pakistan, a Minimum Tax on Revenues has 
also been calculated at 1% on Sales Revenue. 
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3.7.2 Alternate Corporate Tax 
 
Accounting Profit before Taxation has been used to calculate the Alternate 
Corporate Tax and Subsidy from Federal Government has been netted-off against 
the Accounting Profit based on the fact that the Subsidy is an Exempt Income.  A 
17% Alternate Corporate Tax has been charged. 
 
The Tax payable during each Tax year is the higher of, Corporate Tax and 
Alternate Corporate Tax. 
 
 

4. VALUATION AND RATIOS 
 

4.1 Free Cash Flows to the Firm 
 

4.1.1 Net Present Value  
 
Cash flows from operating activities have been used and added with after tax 
interest paid and netted-off with CAPEX to calculate the free cash flows to the 
firm.  The calculations are found to be accurate and Net Present Value of 
Accumulated cash flows at 10% Discount Rate provided by Khyber Pakhtunkhwa 
Highway Authority has been provided at PKR 25,690 Million. 
 

4.1.2 Project IRR  
 
The Project Internal Rate of Return has been calculated adequately by using Free 
Cash Flows to the Firm and using an estimated rate equal to discount rate of 10%. 
The Project IRR is calculated at 12.51%. 
 

4.1.3 Payback Period  
 
The Payback Period has been calculated accurately till the time when the total 
investment shall be recovered. Within the Financial Model the Payback Period has 
calculated to be 10th Years. 
 
The calculation used for Net Present Value of Free Cash Flows to the Firm, 
Project IRR and Payback Period is arithmetically correct. 
 

4.2 Free Cash Flows to Equity 
 

4.2.1 Net Present Value 
 
Net Present Value for Free Cash Flows to Equity has been accurately calculated 
by using Cash Flows from Operating Activities and by adding up net borrowings 
and subtracting Capital Expenditure. The values calculated are then discounted by 
using a 10% Discount Factor. The Net Present Value for Free Cash Flows to 
Equity has been calculated at PKR 6,834 Million. 
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4.2.2 Equity IRR  
 
Equity IRR has been calculated using Free Cash Flows to Equity and using a 
guesstimate of 10% as a discount factor. Equity IRR for the project is 14.81%. 
 

4.2.3 Cost of Equity 
 
Cost of Equity has been calculated using a Risk Free Rate and then adding up a 
Market Premium with a Levered Value for the project in concern. 
 

Cost of Equity 

Risk Free Rate % 7.0% 

Market premium % 6.0% 

Beta % 0.05 

Cost of Equity % 10.0% 

 

4.3 Ratios 
 

4.3.1 Debt Service Coverage Ratio 
 
DSCR has been calculated during the Operations phase of the Concession Period. 
The items and the formulae used for calculating DSCR are appended below for 
reference. There shall be no DSCR in the construction phase based on the fact that 
the bidder shall be made available a grace period of 8 quarters before the actual 
repayment starts from the first year of operations period. 
 
The Average DSCR Ratio starting from first year of Operations till Eighth year of 
Operations is 1.15: 
 

Cash Flow Available for Debt Service 

Debt Due 

 

4.3.2 Net Profit Margins  
 
The results for Net Profit margins emanates from the year 2019 primarily base on 
the fact that the toll revenues for some phases of the Expressway will start 
generating from the year 2019. Calculations appended below for calculating net 
profit margins are derived from the financial bid. 
 
The average net profit margins during the concession period is 24.61% 

 
X 100 

  

Profit After Tax 

Revenue 
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4.3.3 Loan Life Coverage Ratio 
 
Loan Life Coverage Ratio has been calculated from the start of Operations period 
i.e. 2019 till the first half of Year 2026.  The relevant calculation used in the 
financial bid is provided below:  The average result of this ratio is 1.56.  The formula 
used for driving the required ratio is given below: 
 
LLCR  =  Net Present Value of Cash flow Available for Debt Service / 

Outstanding Debt Balance 
 

4.3.4 Project Life Coverage Ratio 
 
Project Live Coverage Ratio is one of the most important ratios in the Project 
Evaluation Analysis. Unlike the Loan Life Coverage Ratio, where the cash flow 
available for debt service (CFADS) is calculated over the scheduled life of the loan, 
the cash flow for Project Life Coverage Ratio is calculated over the Project Life.  
 
LLCR =  Net Present Value of Cash flow Available for Debt Service / 

Outstanding Debt Balance 
 
The values of the ratio starting from the Operations year, i.e. 2019 starts from 2.35 
and ending on a value of 21.73 in the year 2026. 
 
 

5. BIDDER’S FINANCIAL STRENGTH AND FINANCIAL 

STATEMENT ANALYSIS 
 
The bidder has submitted its Audited Financial Statements for the last three years 
as per requirement of the RFP. Ratio Analysis has been conducted by using 
relevant information from financial statements submitted by the bidder along with 
the financial bid, covering the past three years to ascertain its financial strength and 
standing. These ratios analysis shall inform the decision makers about bidder’s 
capacity to undertake this project of public interest. Since the financial statements 
are audited by a Category A chartered accountants firm, no comments shall be 
made on the completeness, integrity and compilation of the said statements and 
the audit report issued thereof. 
 

For this purpose, profitability, liquidity and all other ratios necessary to be reviewed 
in the circumstances have been calculated based on the figures derived from the 
financial statements provided by the bidder. Summary at the end encompasses any 
key findings pertaining to any liability or provision created by the bidder, having 
negative affect on the project at hand.   
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5.1 Current Assets, Non-Current Assets and Total Assets  
 

PKR Million  
80,000    73,677 74,289 

 

70,000  62,985    
 

60,000 54,986     
 

     
 

50,000    
53,166 53,640 

 

    
 

40,000  47,889    
 

30,000 
41,738     

 

     
 

20,000      
 

10,000 
   20,512 20,650 

 

13,248 15,096    
 

    
 

     
 

0      
 

 2011 2012  2013 2014 
 

  Non-Current Assets Current Assets Total Assets  
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5.3 Profitability Ratios  
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From the chart provided above, the gross profit margin has increased in the years 
from2012to 2013, however, the same has declined in 2014. The net profit margin 
has decreased from year 2011 up till 2013 which then increased in 2014. The 
revenues of the company have increased continuously, but could not contribute in 
increase of gross profit in a constant manner. From the further analysis, we have 
observed revenue of company is not increasing with a constant growth rate and 
has been reduced to 9% at year-end 2014. We have also observed company’s 
direct cost is not following constant trend and giving indication that company is not 
managing its cost of sales appropriately to enhance profitability and shareholders’ 
wealth. 
 
Other income has been contributing to company every year which enables it to 
convert the operating losses into net profits at year end. It is observed after 
analysis of financial information that Net profit of the company is at 7% of revenue 
in 2014. 
 
Return on Assets shows how much company is earning profits by utilizing its 
Assets. We have observed company return on asset ratio have been decreased 
from 2011 to 2014. We have observed company’s total assets have also been 
increased from 2011 to 2014, but increase in total assets doesn’t contribute in 
increase of company’s total return per year with same ratio. 
 

5.4 Return of Assets  
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Return on assets has decreased in the years 2011, 2012 and 2013. However, the 

figure has increased in 2014 primarily based on the fact that the profit after tax has 

increased in 2014. 
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5.5 Liquidity Ratios 
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Liquidity position shows that the current ratio has observed a downward trend from 
2011 to 2014 and quick ratio has also observed downward trend. This shows that 
the current assets of the company are becoming low to cater for increasing current 
liabilities. 
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Current ratio of company remains greater than 1 in past four years, which is a good 
sign and represents current assets are more than current liability. This means 
company has enough current assets to settle its current liabilities in every year of 
operation and there is no need of looking at other financing options to settle its 
current liabilities. It is pertinent to mention here that some components of current 
assets are not liquid assets and for the calculation of acid test ratio, we have 
excluded some assets and included only liquid assets. Acid test ratio is relation 
between liquid assets and current liabilities which is also greater than 1 and cash to 
current liability ratio have been reduced in past four years. We have found after 
analysis of liquidity ratio, company have enough resources to settle its current 
liabilities. 
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5.6 Payables and Receivables Period  
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Receivables period has been increased over the years which shows that more cash 
has been stuck up in the working capital while the payables period have decreased 
over the years. These ratios show that more finance of the company has been 
stuck in the working capital. 

 

5.7 Long Term liabilities to Equity Funds Ratio  
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Long term liabilities comprise of mobilization advances from customers, finance 
lease against assets and deferred liabilities. Deferred liability include only 
employees benefit scheme. Mobilization advance is largest portion of long term 
liability section and mobilization advance have been reduced to zero in 2014. In 
2014 only finance lease payments and employees benefit scheme are left in long 
term liabilities. 
 
Equity funds contain sinking, self-sustainability and overseas projects operations 
funds and these funds are created for fixed asset maintenance. This ratio has been 
reducing and reached at 0.4% in 2014 year. 
 
Our conclusion on the bidder’s financial strength is based on the audited financial 
statements and the analytical reviews of the financial trends carried out on the 
financial results of the statements. However, during the review of the liabilities and 
provision we have not found any contingent liability or provision in the notes to the 
accounts and within the balance sheet that might impact the solvency or impose 
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any financial strains to complete Swat Expressway project. 
 
Revenue of FWO has decreased but other income has provided positive impact on 
profitability of company. Hence the results obtained from the analyses provide 
reasonable grounds to believe the financial capability of the bidder to carry a 
project of similar nature. 
 
 

6. PROJECT FINANCIAL STATEMENTS 
 

6.1 Income Statement 
 
For purposes of presentation, Income Statement has been reported on an annual 
basis. It is pertinent to mention that the amounts presented in the Income 
Statement are derived from the relevant sheets of the financial model namely 
Revenue, Debt, FA (Fixed Assets), OPEX (Operational Expenditure), and Taxation.  
The amounts are properly linked and presented in the Income Statement. However, 
the said sheets were reviewed for arithmetic accuracy and logical construction of 
formulae. 
 
The Revenue figure in the Income Statement comprises of Revenues expected to 
be generated from the Inter City travel by vehicles and multiplied with their 
respective toll rates. Bidder has proposed no Revenue Sharing for Khyber 
Pakhtunkhwa Highway Authority during the Concession Period. 
 
The Revenues figures derived have been net with Operating and Management 
Expenses calculated in the OPEX Sheet to provide the EBITDA.  The expenditures 
include Operational Costs, SPVC Costs, Main Carriageway Routine Maintenance 
Costs, Service Lanes Routine Maintenance Costs, Periodic Maintenance Costs, 
Service Areas Costs, and Insurance.  The amount for EBITDA has then been 
adjusted for the provision Depreciation, Depreciation on IDC, and Amortization of 
Fees to calculate EBIT.  Finance cost has then been subtracted from the EBIT to 
calculate the amount for profit subject to taxation for the year.  Accumulated 
Retained Earnings is the resulting figure in the Income Statement depicting the 
amounts available for distribution to the shareholders of the company. 
 

6.2 Balance Sheet 
 
Balance Sheet has been prepared in accordance with the appropriate accounting 
principles. All the items are properly classified into their correct heads. The balance 
sheet is complete and correct in all accounting related aspects and concepts. 
 
The class of items shown in the balance sheet are derived from the Fixed Asset 
Schedule i.e. FA sheet.  Net Facility, IDC Facility, and Unamortized Fees are 
provided in the Non-Current Assets. 
 
Mobilization Advance, Major Maintenance Reserve Account, and Cash & Bank 
Balances are classified as Current Assets. 
 
Liabilities are properly classified into their respective heads of Current and Long 
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Term Liabilities. Provision for Periodic Resurfacing Obligation, Long Term Debt.  
Only Debt portion payable within a year time period is classified as Current Liability. 
 
Equities is composite of Share capital and Retained Earnings, PKHA Upfront 
Subsidy derived from Sources & Uses Sheet and Toll during Construction. 
 
Accounting Depreciation rates used for calculation of depreciation expense for the 
years in accounting years are appended below: 

a. 4.4% for Intangible Asset  

b. 4.4% for Roads  

c. 4.4% for Buildings  

d. Furniture and Fixtures at 7.7%  

e. Official Vehicles at 12.5%  
   & 
f. Rescue and Operating Vehicles at 4.4%  

 

6.3 Cash Flow Statement 
 
Cash Flow Statement has been prepared using both the Direct Method and Indirect 
Method.  The cash flows statement shows a zero cash balance at the end of 
concession period. 
 
 

7. FINANCIAL BID EVALUATION RESULTS 
 

The Financial Bid Evaluation results are based on the evaluation criteria as 
developed by Pakhtunkhwa Highway Authority as issued as part of RFP. 
 
The RFP stipulates that the bidder who demands minimum NPV of VGF shall be 
awarded the highest marks. However, there is only one bid submitted against the 
RFP, the evaluation has been carried out solely on the basis of the responsiveness 
of the bid and completeness and compilation covering all the financial information 
and financial aspects. 
 
Key aspect of financial bid evaluation is to analyze the amount of Viability Gap 
Funding (VGF) proposed by the bidder to be provided by Khyber Pakhtunkhwa 
Government both at the time of project development / Construction as well as 
during the operational phase of the project.  Since, the bidder is the sole bidder and 
its financial bid cannot be compared with any other bid, therefore, allocation of 
marks as per given criteria cannot be awarded. 
 

In current scenario, where only one bid has been received from M/s Frontier Works 
Organization, whole evaluation of the bid is centric to the minimum amount of VGF 
that PKHA shall be willing to provide.  The bidder has demanded Viability Gap 
Funding requirements with Net Present Value of PKR 18.839 Billion; which shall be 
utilized in initial ten years of concession period, i.e. during the project construction 
phase and during the debt service period of operations phase. 
 
The essence of the report pertains to the appetite of the Khyber Pakhtunkhwa 
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Government to provide the total Viability Gap Funding during the Construction 
period and the Debt Service Period against the Gap funding requirements as 
proposed by the bidder. 
 
 

8. CRITICAL OBSERVATIONS 
 
During scrutiny of the Financial Proposal following have been observed, which 
demand due consideration to finalize the Concession Contract for implementing the 
Project. 
 

a. KIBOR Rate: KIBOR Rate has been taken with upward fluctuating rate, 
ranging from 7% to 10.50%, whereas, practically KIBOR Rate is showing 
downward trend in recent years.  It needs to be rationalized. 
 

b. Project Cost Escalation: Project Cost has been escalated for construction 
year 1 @ 6%, followed by another increase of 12% in the second 
construction year (i.e. compounding impact of 6% increase).  It is suggested 
that the bidder may be asked to justify cost escalation @ 6% in the first year, 
followed by compound increase @ 6% in the second construction year – as 
it has direct impact on the requirement of upfront VGF from PKHA.  It needs 
to be rationalized. 
 

c. Traffic Growth:  The bidder has taken a traffic growth rate at 5% during first 
07 Years and thereafter taken uniform rate of 2% in subsequent years.  No 
cogent explanation can be found in the financial bid and attributed to this 
traffic growth rate assumption.  It needs to be rationalized. 
 

d. SPVC Cost:  SPVC cost has been taken twice. Once in the Project Cost 
Assumptions and then in the OPEX Assumptions along with uniform 
increase in SPVC cost during operations phase at a specified growth rate.  
The bidder should rationalize this cost. 
 

e. Other Operating Costs:  Under the head of Other Operating Cost, a fixed 
amount of PKR 312 Million has been allocated under OPEX Assumptions to 
be distributed over the Operations Period. At the same time, Operating Cost 
@ 20% of Construction Cost is also shown under the Project Cost 
Assumption.  This needs to be justified / rationalized. 
 

f. Funding Cost: Funding cost should be and is part of Capital Cost as 
depicted in the Project Cost sheet and to be amortized accordingly.  The 
bidder may justify apportionment of funding cost during operations phase. 
 

g. Service Area Cost: Service Area Cost in the OPEX Sheet has been taken 
as PKR 1,554 Million, whereas, the Assumption Sheet depicts its cost as 
850 Million.  This 850 Million has been increased to PKR 1,554 because of 
growth rate of 1.83 times.  This needs to be justified / rationalized by the 
bidder. 
 

h. Drainage Works:  The cost of Ancillary Works (including Drainage Works) 
to the tune of PKR 2,367 Million has been taken as part of Civil Works.  
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Again the Drainage Works are taken as a separate cost item to the tune of 
PKR 254 Million.  It needs to be clarified / rationalized. 
 

i. Service Road:  The Financial Proposal suggests that Service Road 
construction accounts for only thirty percent (30%) of total road length, i.e. 
81 km, whereas, the RFP stipulates that it should be provided throughout the 
road length except for hilly terrain, river nullahs exceeding 25 meters and or 
along barren land (Refer RFP Appendix-1, “Scope of Work”, paras 5-6).  It 
needs to be incorporated in the final offer / firmed-up proposal. 
 

j. Project Length:  The project length taken in Plan and Profile Drawings, 
attached as part of Technical Proposal is 78.373 KM, whereas, the Financial 
Proposal is based on the construction of the 81 KM length.  The Financial 
Proposal needs to be amended, accordingly. 
 

k. Training: There is no mention of arranging training of PKHA officials, as per 
requirement of RFP.  It needs to be mentioned, accordingly. 
 

l. Following anomalies have been noted in the Financial Proposal, which need 
to be rectified: 

 
i. Construction Period has been taken as 3 years in the main 

assumption sheet, whereas, in Financial Model for all the calculations 
and projections the Construction Period is taken as 02 years (1 ½ years 
for Expressway and 02 years for tunnel).  This anomaly needs to be 
removed in the Financial Model. 

 
ii. Base Operational Year Toll Rates taken in the assumption sheet are 

different than what is authorized in the RFP.  However, in main 
Financial Model the base year toll rates have been taken as per RFP, 
so assumption sheet needs to be corrected. 

 

iii. Under the Financing Assumptions 1% Toll During Construction is 
missing, whereas Equity 23% has been increased by 1%.  But in the 
Sources & Uses of Funds Sheet, correct percentages have been 
employed.  The assumption sheet of the model needs to be corrected, 
accordingly. 

 

iv. In the Assumptions Sheet under Financing Assumptions 6-Month 
KIBOR has been used for calculating the rate of interest on the Amount 
payable. In the Debt sheet, 3 month KIBOR has been written.  This 
anomaly needs to be removed in the Financial Model. 

 

v. Attribution of upfront financing fee amounting to PKR 347 Million in 
January 2017 (324 M), in June 2017 (10 M), in Dec. 2017 (7 M), June 
2018 (4 M), Dec. 2018 (2 M) has been hard coded in the Model, no 
proper linkages can be found.  This needs to be justified by the Bidder. 

 

vi. The contracting authority’s name may be rectified, as PKHA, where 
necessary. 
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9. RECOMMENDATIONS 
 
Subsequent to detailed evaluation of the bidder’s submission, following 
recommendations are concluded. 
 

a. Being the only Bid, the Bid submitted by M/s Frontier Works Organization 
may be declared as a first ranked bid. 

 
b. Letter of Invitation (LOI) may be issued to M/s Frontier Works Organization 

for negotiation of Concession Contract.  This LOI should not be construed as 
award of project or acceptance of the bid. 

 
c. The critical observations, as recorded under Section 8 of this Financial 

Evaluation Report, may be shared with the Bidder for rationalization of each 
aspect, with an objective to lower the subsidy amount demanded by the 
Bidder and introduce revenue share of PKHA, if possible. 
 

 
 
 

* * * * * * * * * * * * 
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