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FINANCIAL ANALYSIS 
 
A. Introduction 
 
1. The financial analysis was undertaken in accordance with Financial Management and 
Analysis of Projects of the Asian Development Bank (ADB).1 The project has no revenue-
earning component, hence financial cost-benefits were not analyzed. The financial sustainability 
of the project was assessed on a fiscal and project level. An analysis of recent expenditure and 
projected government expenditure was undertaken to evaluate the impact of the project on the 
government budget. 
 
B. Financial Sustainability 
 
2. The major goals of the 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, reducing the cost of health care for the individual and society; and (ii) to enhance the 
effectiveness of health care by improving the safety and control of drugs. This will be achieved 
through the 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 refurbish an existing district hospital, and equipment costs for 
the refurbished hospital and to fit out a drug control laboratory. The 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-
level 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 project is the Ministry of Health (MOH), which is also the 
implementing agency for project components relating to hospital strategic- and capital planning 
and postgraduate medical training. The General Agency for Specialized Inspection (GASI) will 
implement project components relating to drug safety and control and the Ulaanbaatar City 
Authority will have management responsibility for implementing the introduction of the 
demonstration multifunctional hospital. The minister for health has budget responsibility for the 
entire health sector budget and allocates resources for capital expenditure 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 expenditure for Mongolia is shown in Table 1. Health sector 
expenditure reflects the total expenditure on health as reported by MOH. It includes central 
expenditure 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 

Table 1: Expenditure for the Ministry of Health, Ulaanbaatar City Authority, 
and the General Agency for Specialized Inspection, 2007–2009 

(MNT million) 

Agency 2007 2008 2009 

Health sector expenditure 149,125.1 211,669.3 206,828.9
    
Health agency (extracted from health sector)    

Ministry of Health (headquarters) 693.7 1,054.4 936.3
Ulaanbaatar City health organizations 19,823.2 31,219.6 29,819.5
Ulaanbaatar City Health Department 394.5 1,636.2 816.0
  

General Agency for Specialized Inspection (all 
sectors) 8,996.7 15,319.9 14,735.8
General Agency for Specialized Inspection 
(headquarters) 3,007.0 4,019.8 2,259.7
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 project’s impact on the government 
budget. The total financing cost of the project, inclusive of taxes, duties, and contingencies, is 
$18.15 million for 5 years, from mid-2011 to mid-2016. The government’s total share in the 
project costs is $3.7 million, with an average annual share of $740,000 or 0.5% of the health 
sector annual budget. The recurrent costs of the 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 will be the responsibility of GASI for operation and maintenance of 
new and replacement drug control laboratory equipment, about 1.4% of its 2009 expenditure. 
The estimated additional recurrent costs attributable to the development of the demonstration 
hospital are considered minimal at less than 0.1% of the 2009 MOH health expenditure and less 
than 0.7% of the current expenditure by Ulaanbaatar City health organizations.  
 
6. The government has committed to provide the necessary funds to ensure that the 
investment benefits are not lost. 
 
7. 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 Project are expected to expand activity 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 Third Health Sector 
Development Project. 
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Table 2: Government Health Spending, 2006–2010 
(MNT million) 

 Item 
2006 2007 2008 2009 

2010 
(estimate) 

Recurrent cost 97,447 94% 128,236 86% 195,738 92% 185,100 89% 190,507 87% 
Tertiary-level 

hospitals 25,443 25% 33,641 22.6% 44,639 21.1% 44,692 21.6% 49,089 22.4% 
Secondary-level 

hospitals 32,384 31% 42,064 28.2% 61,808 29.2% 61,025 29.5% 65,824 30.0% 
Primary health 

care providers 23,708 23% 31,888 21.4% 51,805 24.5% 47,961 23.2% 50,725 23.1% 
MOH and local 

health 
departments 

3,773 4% 4,646 3.1% 8,993 4.2% 7,702 3.7% 8,716 4.0% 

Others 12,140 12% 15,995 10.7% 28,493 13.5% 23,719 11.5% 16,153 7.4% 
Capital Cost 5,721 6% 20,889 14.0% 15,931 7.5% 21,729 10.5% 29,107 13.3% 
Total  103,168 100% 149,125 100% 211,669 100% 206,829 100% 219,614 100% 
MOH = Ministry of Health. 
Source: Ministry of Health, Mongolia. 
 
8. Macroeconomic projections for Mongolia reveal the likelihood of increased national 
income from rapid development of the mineral sector over the coming 5–10 years. Past rates of 
gross domestic product (GDP) growth have been among the highest in the world, between 7% 
and 10% over the 5 years before 2009. The latest International Monetary Fund projections are 
that real GDP growth is expected to rebound to over 7% in 2010 (from a fall to minus 1.6% in 
2009), boosted by Oyu Tolgoi–related capital expenditures. Once production from the Oyu 
Tolgoi mine starts in 2013, it will boost growth to over 25%. Real GDP growth is expected to 
average 10% over the medium term (2014–2020), taking into account the impact on the non-
mineral economy.2 Much more public and private money should thus become available for 
investment in the health sector.  
 

Table 3: Government Health Budget Projections to the End of the Project Period 
(MNT million) 

Funding Source 2010 2011a 2012 2013 2014 2015 2016 

State budget 130,670 139,817 151,003 163,083 179,391 197,330 217,063 

Health Insurance Fund 77,963 83,420 90,094 97,302 107,032 117,735 129,508 

Out-of-pocket spending 10,981 11,749 12,689 13,704 15,075 16,582 18,241 

Health Budget Projection 219,614 234,987 253,786 274,089 301,498 331,647 364,812 
a Numbers may not sum precisely because of rounding. 
Note: 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, this proportion of financing from 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. 
Sources: Ministry of Health, Mongolia.  2010 Health Budget Total. 

 
9. Regardless of growth, total government expenditures will probably be kept to the current 
level of GDP. Government commitment to health has been demonstrated by increases in the 
health budget over the past decade, to 12.7% of the total state budget in 2007.3 The net result 

                                                 
2 International Monetary Fund. 2010. Country Report No 10/166. Washington, D.C. (June). 
3 World Bank. 2009. Mongolia: Consolidating the Gains, Managing Booms and Busts, and Moving to Better Service 

Delivery.  A Public Expenditure and Financial Management Review. Washington, D.C. 
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of these projections and the slow population growth (0.8% estimates, or 7.4% over 10 years), is 
that state health expenditure per capita will rise at the same rate as GDP, possibly doubling 
over the next decade. Depending on the rate that health sector wages increase (currently 36% 
of public health spending), a substantial increment will remain for capital investment. Capital 
investments are now 13.3% of the state health budget, approximately $20 million per year. 
Assuming wages are doubled but other expenditure categories increase at a slower rate, a 
minimum of $20 million per year would be available from the state health budget for capital 
projects. 


