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FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. The financial analysis was undertaken in accordance with the Financial Management 
and Analysis of Projects of the Asian Development Bank (ADB).1 The overall project (original 
project and additional financing)2 has no revenue-earning component; hence, financial costs 
and benefits were not analyzed. The financial sustainability of the overall project was assessed 
on a fiscal and project level. An analysis of recent expenditures and projected government 
expenditures was undertaken to evaluate the impact of the overall project on the government 
budget. 
 
B. Financial Sustainability 
 
2. The major goals of the overall project are (i) to increase the efficiency of health care 
spending for hospital services in Ulaanbaatar and improve the internal efficiency of health 
service delivery; and (ii) to enhance the effectiveness of health care by improving the safety and 
control of drugs. This will be achieved through implementation of three project components to 
strengthen hospital services in Ulaanbaatar, human resource development, and the drug safety 
regime. Investment costs include the cost of civil works to construct the model hospital in the 
district of Songinohairkhan, and equipment costs for the hospital and to fit out a drug control 
laboratory. The overall project’s incremental recurrent cost variations arise from increased 
consumable and operating costs for pharmaceutical laboratory equipment that result from the 
expected increases in pharmaceutical testing and management information technologies 
introduced. Improvements in the hospital sector through restructuring should generate 
reductions in the average length of stay in tertiary hospitals and increase the utilization of 
services at lower-cost primary and secondary health facilities, thereby creating longer-term 
savings for the sector. 
 
3. The executing agency for the overall project is the Ministry of Health (MOH). The 
Ulaanbaatar City Mayor’s Office will be the implementing agency for the Songinohairkhan 
demonstration hospital. The General Agency for Specialized Inspection (GASI) will be the 
implementing agency for the upgrading of the drug control laboratory. The minister for health 
has budget responsibility for the entire health sector budget and allocates resources for capital 
expenditures and service delivery to the Ulaanbaatar City Authority through annual performance 
contracts. Budget management for GASI lies with the Office of the Deputy Prime Minister.   
 
4. Recent annual health expenditures for Mongolia are shown in Table 1. Health sector 
expenditures reflect the total expenditures on health as reported by the MOH. It includes central 
expenditures from MOH headquarters and spending incurred by government agencies 
delivering health services under annual performance contracts, such as the Ulaanbaatar City 
Authority which has management responsibility for hospital services in the capital.   
 

                                                 
1 ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2 The original project and the the additional financing (overall project) are analyzed as a whole. 
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Table 1: Expenditures for the Ministry of Health, Ulaanbaatar City Authority, and the 
General Agency for Specialized Inspection, 2007–2011 

(MNT million) 
Item 2007 2008 2009 2010 2011 
Health sector expenditures 149,125 211,669 205,950 250,416 333,702 
Ulaanbaatar City       
Health agency  
(extracted from health sector) 

      

Ministry of Health (headquarters)         694 1,054 936      913              1,091 
Ulaanbaatar City health   
organizations 

19,823 31,220 29,820           37,855        45,855 

Ulaanbaatar City Health Department 395 1,636 816           1,275         1,477 
  

General Agency for Specialized 
Inspection (all sectors) 

8,997 15,320 14,736        7,656         8,654 

General Agency for Specialized 
Inspection (headquarters) 

3,007 4,020 2,260        1,456         1,671 

Note: Health sector expenditure information includes the Ministry of Health and all contracted health agencies 
responsible for service delivery, including the Ulaanbaatar City Health Department and Ulaanbaatar City health 
organizations. 
Sources: Ministry of Health, Ulaanbaatar City Health Department, and General Agency for Specialized Inspection. 
 
5. The financial sustainability analysis evaluates the overall project’s impact on the 
government budget. The total financing cost of the overall project, inclusive of taxes, duties, and 
contingencies, is $45.15 million for 5 years, from mid-2011 to mid-2016. The government’s total 
share in the overall project costs is $5.7 million, with an average annual share of $950,000 or 
0.4% of the health sector annual budget. The recurrent costs of the overall project, to be borne 
by the Government of Mongolia, are estimated to begin in 2013, reaching a constant per annum 
cost of $0.3 million by 2015. Of this, $0.155 million (or about 1.4% of its 2009 expenditures) will 
be the responsibility of GASI for operation and maintenance of new and replacement drug 
control laboratory equipment. The estimated additional recurrent costs attributable to the 
development of the demonstration hospital are considered minimal at less than 0.1% of the 
2011 health expenditures and less than 0.7% of the current expenditures of Ulaanbaatar City 
health organizations. The government has committed to provide the necessary funds to ensure 
that the investment benefits are not lost. 
 
6. A breakdown of government health spending for the last 5 years, identifying the trend for 
growth in allocated government health sector spending, is shown in Table 2. Reforms in the 
hospital sector are expected to lead to increased efficiency and, in the longer term, to allow for 
lower budgetary allocation to the hospital sector and reallocations to more cost-effective 
interventions at the primary health care level. Current reforms initiated under ADB’s Third Health 
Sector Development Project3 are expected to expand activities at the primary health care level 
and, as inefficiencies in the hospital sector are corrected, government health resources will be 
freed up, enhancing the sustainability of activities under the Fourth Health Sector Development 
Project.4 
 

                                                 
3 ADB. 2007. Report and Recommendation of the President to the Board of Directors: Proposed Grant to Mongolia 

for the Third Health Sector Development Project. Manila. 
4 ADB. 2010. Report and Recommendation of the President to the Board of Directors: Proposed Grant to Mongolia 

for the Fourth Health Sector Development Project. Manila. 
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Table 2: Government Health Expenditures, 2008–2012 
(MNT million) 

 2008 2009 2010 2011 2012a 
Item  (%) (%) (%)  (%) (%)
Recurrent costs 195,738 92.0 185,100 89.0 207,724 86.7 242,932 72.8 382,921 75.6

Tertiary-level hospitals 44,639 21.1 44,692 21.6 49,089 22.4 77,745 32.0 85,411 22.3
Secondary-level 
hospitals 

61,808 29.2 61,025 29.5 65,824 30 78,399 32.3 143,882 37.6

Primary-level health 
facilities 

51,805 24.5 47,961 23.2 50,725 23.1 64,885 26.7 73,865 19.3

MOH and local health 
departments 

8,993 4.2 7,702 3.7 8,716 4.0 12,988 5.3 34,631 9.0

Others 28,493 13.5 23,719 11.5 16,153 7.2 8,912 3.7 45,131 11.8
Capital cost 15,931 7.5 21,729 10.5 29,107 13.3 90,770 27.2 123,547 24.4
Total 211,669 100.0 206,829 100.0 250,264 100.0 333,702 100.0 506,468 100.0
MOH = Ministry of Health. 
a Projections. 
Source: MOH. 

 
7. Macroeconomic projections for Mongolia reveal the likelihood of increased national 
income from rapid development of the extractive industry sector over 2013–2018. In 2011, the 
rates of gross domestic product (GDP) growth have been among the highest in the world, 
topping more than 17%. The Asian Development Outlook 2012 projects real GDP to increase by 
15.0% in 2012 and 17.5% in 2013, boosted by investments in the mining sector.5 Once 
production from new copper and coal mines begins in 2013, it will boost GDP growth to about 
19% per annum. Economic growth will be partially absorbed by inflation, which in the first half of 
2012 reached over 15% and represents a threat to overall development of the country. Real 
GDP growth is expected to average 10% per annum in the medium term (2014–2020), taking 
into account substantially slower growth of the nonmineral economy. It can be assumed that the 
health sector will benefit from the economic development, and that higher allocations for 
recurrent as well as for capital costs will continue. 
 

Table 3: Government Health Budget Projections, 2013–2018 
(MNT million) 

Source 2013 2014 2015 2016 2017 2018 
State budget 430,920 474,012 521,413 573,554  630,910  694,001 
Health Insurance Fund 107,608 118,369 130,206 143,227  157,550  173,305 
Fee for services and others   18,587   20,446   22,491   24,740    27,214    29,935 
Health budget projection 557,116 612,827 674,110 741,521  815,673  897,241 
Notes:  
1. Numbers may not sum precisely because of rounding. 
2. The percentage allocations for the state budget (59.5%) and the Health Insurance Fund (HIF) (35.5%) are based 

on the Health Sector Strategic Master Plan. In recent years, the proportion of financing from the HIF has not 
reached the projected percentage and the state budget has been used to provide gap financing between estimated 
needs and HIF funds. This policy is assumed to continue. Annual growth is based on International Monetary Fund 
projections for real gross domestic product. 

Source: Ministry of Health. 
 

8. Regardless of growth, total government expenditures will probably be kept to the current 
level of GDP. As shown in Table 4, government health expenditures increased from 
MNT211,669 million in 2008 to MNT333,702 million in 2011, but have not kept pace with the 
dramatic increase in total government expenditures. This is reflected in a decrease of total 
government health expenditures as a percentage of total government expenditures from 8.6% in 

                                                 
5 ADB. 2012. Asian Development Outlook 2012. Manila. 
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2008 to 7.7% in 2012. Total health expenditures as a percentage of GDP increased from 3.2% 
to 3.5% during the same period. Depending on the rate that health sector wages increase 
(wages in 2012 increase by 50% in comparison to 2011, and wages in 2011 increased by 20% 
in comparison to 2010), a substantial increment will remain for other recurrent costs. Capital 
investments in 2012 are approximately 25% of the state health budget, equal to $100 million per 
year. Assuming wages double but the capital costs remain relatively steady, there is the 
possibility for a substantial improvement in other categories of recurrent costs ensuring 
sustained quality in the delivery of hospital services. 
 

Table 4: Selected Indicators, 2008–2012 
(MNT million) 

Item 2008 2009 2010 2011 2012a 
GDP, at current prices 6,555,569 6,590,637 8,414,504 10,829,689 10,550,549

Total government expenditures 2,466,774 2,336,629 3,080,685 4,792,030 6,309,000

Total government health expenditures  211,669 206,829 250,264 333,702 484,117

Percentage of total government health 
expenditures to GDP (%) 

3.2 3.1 3.0 3.1 3.5 

Percentage of total health government 
expenditures to total government 
expenditures (%) 

8.6 8.9 8.1 7.0 7.7 

GDP = gross domestic product. 
a Projections. 
Source: National Statistical Office. 

 
 

 




