
Rural Primary Health Services Delivery Project (RRP PNG 41509) 
 

FINANCIAL ANALYSIS 
 

A. Introduction 
 
1. Financial due diligence on the proposed Rural Primary Health Services Delivery Project 
was undertaken in accordance Financial Management and Analysis of Projects by the Asian 
Development Bank (ADB).1  
 
2. The financial sustainability of the project was assessed at the national and project level. 
An analysis of recent and projected government expenditure evaluated the impact of the project 
on planned health sector funding, including assessing the impact of the project investment on 
the government’s ability to absorb the investment and whether the government has the 
resources to sustain it. The analysis found the government able to absorb and sustain the 
benefits of the project.  
 
3. A financial management assessment included identifying risks and their appropriate 
mitigating actions. The assessment recommends a project support unit with adequate 
accounting expertise to strengthen capacity and ensure compliance with ADB policies and 
procedures. 
 
4. The executing agency for the project is the Department of Health (DOH), which is also 
the implementing agency for outputs 1 and 6. The implementing agencies for outputs 2–5 are 
the eight provincial governments participating in the project implementation.2 The project will 
contribute to the improved health of the rural population in project areas. The outcome will be 
that the selected provinces efficiently deliver, in partnership with nonstate service providers, 
high-quality primary health care. This will be achieved by implementing six project outputs: 
national policies and standards; sustainable partnerships between provincial governments and 
nonstate actors; human resource development in the health sector; community health facility 
upgrading; health promotion in local communities; and project monitoring, evaluation, and 
management.  
 
B. Financial Sustainability 
 

1. The Health Sector 
 
5. DOH has prepared a 10-year National Health Plan, 2011–2020, which identifies and 
costs minimum priority areas for health expenditure.3 Rural health-care services have been 
identified as one of three minimum priority areas. The plan is supported by a medium-term 
expenditure framework and annual activity plans. During project implementation from 2011 to 
2019, estimated expenditures for health care services come to $515 million per annum. The 
funding shortfall of $159 million will be offset by ceasing capital expenditure during this period, 
which is currently projected at $137 million. The remaining shortfall of $22 million will come from 
the operational budget. The funding requirement is based on current expenditure in 2010, with 
no increase provided from 2011 to 2015. Funding in real terms will therefore decline with 
inflation.  
 

                                                
1
 ADB. 2005. Financial Management and Analysis of Projects. Manila. 

2
 The provinces are Eastern Highlands, West New Britian, Enga, Milne Bay, Western Highlands, Morobe, and East 

Sepik, and the Autonomous Region of Bougainville.  
3
 Government of Papua New Guinea, Department of Health. 2010. National Health Plan, 2011–2020. Port Moresby. 
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6. Total health sector funding is reflected in PNG’s health appropriation in 2010 (Table 1). It 
includes national services, rural health services, general hospitals, and preservice training 
expenditure requirements. In 2010, national funding consisted of K206 million from development 
partners, which was administered through the Health Sector Improvement Program (HSIP). The 
US dollar–kina conversion rate is $1 = K2.6. 
 

Table 1: Health Sector Funding Requirement, 2010 
(K’000) 

Spending Area Personnel 
Medical 
Supplies 

Operating 
Costs Capital Total 

By Area 

(%) 

Rural health services 150,419 81,736 78,947 21,533 332,635 36 
General hospitals 171,946 46,710 62,482 927 282,065 30 
Preservice training 15,876  1,004 0 16,880 2 
National health services 33,071 20,265 239,971 0 293,307 32 
Total 371,312 148,711 382,404 22,460 924,887 100 
By function (%) 40 16 41 2 100  

Note: Percentages may not total 100% because of rounding. 
Source: Government of Papua New Guinea. Department of Health. 2009. National Health Plan 2011-2020. Port 
Moresby. 

 
2. The Proposed Project 

 
7. The total project cost is $81.20 million, which includes investment costs of $68.17 
million, recurrent costs of $1.85 million, contingencies of $9.55 million, and interest charges of 
$1.62 million. 
 
8. Investment costs are for civil works to construct community health posts and refurbish 
existing aid posts and health centers. Equipment costs are for the new and rehabilitated 
facilities, information and communication technology improvements for data collection from rural 
facilities, capacity development, and vehicles for improving service delivery in rural areas. The 
successful implementation of the project may add up to 32 new rural health care facilities4 and 
rehabilitation of up to 8 existing health facilities (aid posts, subhealth care centers, health care 
centers, and a district hospital) per district in conjunction with human resource development and 
strengthening rural health care systems. This is expected to have a significant impact on rural 
health care service delivery and, in particular, on rural maternal health care.  
 
9. During project implementation, investment expenditures are anticipated to average $1.7 
million per province. The National Health Plan projects a capital requirement for rural health 
services of approximately $40 million per year from 2011 to 2015. This equates to $2 million per 
province. There is a risk that some provinces may have difficulty absorbing this much 
expenditure because of limited human resource capacity at their disposal, particularly for civil 
works; the proposal to establish provincial contracting alliances will go some way toward 
addressing this risk. 
 
10. The government will incur incremental recurrent costs with the increased number of rural 
health care facilities and the operation and maintenance costs associated with them. The total 
health sector recurrent expenditure requirement was $347 million in 2010. Rural health care 
services are provided 34.5% of the total requirement. It is anticipated that this will increase to 
39.5% during project implementation. While the total budget for health care services is static, 

                                                
4
  A decision will be made during implementation if a new facility is required or an existing facility should be upgraded 

from aid post to community health post. 
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the proportion of spending on rural health care service delivery will increase by 19.2% from the 
base cost in 2010.5 
 
11. Estimated additional operational costs are shown in Table 2. Recurrent costs should 
commence in 2013, as the first community health posts become operational. Recurrent costs to 
be borne by the government to sustain the investment equate to 1% of the current rural health 
care service budget, which is considered sustainable. If project activities were provided to all 89 
rural districts at a similar level, 6  the projected operational expenditure requirement would 
increase to 5% of the current rural health care services budget, which is less than 3% of the 
total health care services budget. 
 

Table 2: Health Expenditure Requirement Projections with  
Additional Recurrent Costs for New Facilities  

Item 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 

Total health sector 
expenditure (K million) 925 925 925 925 925 925 925 925 925 925 925 

Total rural health sector 
expenditure (K million) 333 391 391 391 391 391 488 488 488 488 488 

Total project investment  (K 
million) 0 6 35 38 29 23 13 9 3 0 0 

Additional recurrent 
expenditure (K million) 0 0 0 1 2 3 4 4 4 4 4 

Additional expenditure if 
implemented in all districts 
(K million)    4 10 16 21 24 25 25 25 

Percentage of additional 
project-related recurrent 
expenditure (%)    0 1 1 1 1 1 1 1 

Percentage of additional 
recurrent expenditure in all 
districts (%)    1 3 4 4 5 5 5 5 

Percentage of total health 
sector budget (%)    0 1 2 2 3 3 3 3 

Sources: Government of Papua New Guinea, Department of Health. 2010. National Health Plan, 2011–2020. Port 
Moresby; ADB estimates. 

 
C. Financial Management Assessment 
 
12. A financial management assessment was completed incorporating ADB experience in 
implementing the HIV/AIDS Prevention and Control in Rural Development Enclaves Project in 
DOH.7 The assessment considered the implications of potential strategic changes in sector 
funding. Mitigating actions were identified in consultation with stakeholders. 
 
13. The proposed project incorporates aspects of current work in the health sector through 
the HIV/AIDS Prevention and Control in Rural Development Enclaves Project and aims to build 

                                                
5
 Footnote 3 (Chapter 7, Figure 24: Costing of the National Health Plan, 2011–2020 by Capacity Inputs and Levels). 

6
 This assumes two community health posts in all districts. 

7
 ADB. 2006. Grant Assistance to Papua New Guinea for HIV/AIDS Prevention and Control in Rural Development 

Enclaves. Manila (Grant 0042-PNG, $25,000,000, approved on 25 April 2006, cofinanced by the governments of 
PNG, Australia and New Zealand). 
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on the lessons and the financing modality implemented under that project, while incorporating 
arrangements for transition in line with strategic financing of the health sector by the 
government. If, during project implementation, significant changes are made to health financing 
streams, ADB will review the proposed changes and, where possible, align project financing 
with health financing streams. This will depend on a project and financial management risk 
assessment being completed by ADB. 
 
14.  DOH is currently operating dual funding systems: It receives funding from the 
government treasury for operating expenditure in the national capital district and procuring 
medical supplies for use countrywide, but it has no responsibility for provincial health budgets, 
nor does it receive a consolidated budget for the health care system, which is prepared by the 
Department of Finance and Treasury. Personnel expenditure is financed through the 
Department of Personnel Management. To improve health finances, DOH is implementing a 
medium-term expenditure framework that is still maturing. It has also prepared a 10-year 
National Health Plan and provided costing information for it, along with a strategic health plan 
and annual activity plans. While progress is being made within DOH to manage its resources 
more effectively, significant improvement is still required in DOH’s financial management 
capacity to improve budget and expenditure transparency and accountability. This will require 
improvements in the government’s financial management processes overall, as well as the 
processes implemented in DOH. 
 
15.  As all development partner funds are processed through the HSIP trust account, this 
was the focus of the financial management assessment of the health sector. The independent 
monitoring and review group completed a number of assessments of the HSIP and noted a 
number of financial management and governance weaknesses, some of which have been 
addressed. Financial management arrangements for implementing the HSIP are adequate, with 
documented financial procedures, computerized accounting software, and a functioning if 
somewhat cumbersome internal control system. However, some weaknesses were identified, as 
the financial management unit depends heavily on expertise provided from the Capacity 
Building Service Centre.8 If that expertise were to be removed, it is unlikely that the unit would 
be able to function nearly as well as at present. Current issues are delays in processing and 
providing financial information from the unit, and a recent review on global funds has queried 
the eligibility of some expenditures. The financial management assessment recommends a 
project support unit with adequate accounting expertise to strengthen capacity and ensure 
compliance with ADB policies and procedures. 
 
16.  The proposed project is designed to strengthen rural health care facilities and the 
services they provide. One key aspect to ensure successful delivery will be the timely flow of 
funds from the province to rural health facilities to cover operational costs. A pilot case study 
currently undertaken in Bougainville employs direct funding of health care facilities that allows 
funds to be released directly to the health care facilities in a manner similar to the way the 
Department of Education releases funding to schools. It is anticipated that direct facility funding 
will be employed for rural health care facilities, pending the outcome of the pilot study. 
 
17. DOH has an internal audit unit, but it is poorly staffed and has limited capacity. Technical 
assistance is currently being provided to help strengthen the unit but is unlikely to be able to 
provide any additional assurance over project activities and finances in the short-to-medium 
term. As the capacity of the unit improves, regular internal audits of the project are expected as 

                                                
8
 The Capacity Building Service Centre is an initiative funded by the Government of Australia to support the health 

sector of PNG. 
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part of any HSIP internal audit. 
 
18.  The decentralized nature of the health care system means that provincial health care 
services do not receive their funding from DOH but, rather, are funded directly from the 
government treasury through the Health Function Grant,9 which is intended to cover operations, 
outreach, and the distribution of medical supplies. These grants are disbursed through the 
provincial Department of Treasury offices. Concerns have been raised in the past over the value 
and timely release of funds to rural health care facilities through this mechanism; the monitoring 
of this expenditure; and the ability of the system to generate accurate, meaningful expenditure 
information. This system is considered weak but essential to the sustainability of rural health 
care service delivery. The project will mitigate these risks by recruiting consultants to strengthen 
provincial health systems and by earmarking funds from the Health Function Grant for the newly 
established community health posts. During project implementation, direct facility funding from 
provincial governments to community health posts is intended to be introduced, reducing this 
risk. 
 
19.  The key risks have been identified in the risk assessment and risk management plan, 
which cover concerns over national public financial management systems, the need to ensure 
recurrent financing from the Health Function Grant to rural health facilities, the financial 
management capacity of human resources in the health system, and the proper management of 
funds in the HSIP trust account. 10  The risk, as assessed prior to the planned mitigating 
measures, is considered high. The successful introduction of the planned measures will reduce 
this risk to medium and possibly low, but this will depend on the management of the project 
support unit. 
  
 
 
 
   

                                                
9
 Functional assignments across a range of sectors are defined in the “Determination Assigning Service Delivery 

Functions and Responsibilities to Provincial and Local Governments” published by the Government of Papua New 
Guinea in 2007. Port Moresby. The main source of funding for subnational governments is the equalization pool, 
calculated as a percentage of net national revenue. The equalization pool is allocated to the provinces as fiscally 
needed. All assigned functions are operational, not capital. The Health Function Grant is the main source of 
funding for rural health care service delivery. 

10
 Risk Assessment and Risk Management Plan (accessible from the list of linked documents in Appendix 2 of the 
RRP). 


