
Hubei Yichang Comprehensive Elderly Care Demonstration 
Project (RRP PRC 49309) 

FINANCIAL ANALYSIS 

A. Introduction

1. The financial analysis was undertaken in accordance with the Asian Development Bank
(ADB) guidelines.1 The analysis included assessments of future viability of two hospitals and the
fiscal impact of other elderly care-related facilities and an elderly care information and
communication technology platform. In addition, fiscal impact analysis was used to assess the
capacity of project implementing entities to contribute required counterpart funding and
discharge other project-related financial commitments that might arise.

2. The project aims to support the development of a three-tiered elderly care system in
Yichang Municipality, Hubei Province by improving the coverage and utilization of home-based,
community-based, and residential-based elderly care services. The project will comprehensively
develop and improve the quality and coverage of elderly care services in Yichang. This will be
achieved through the development of (i) community-based and home-based care services and
facilities to help address the care needs of a broad population of elderly people; (ii) elderly care
service capacity and a related support system; and (iii) facilities and services (e.g., for geriatric
and rehabilitation care) to address unmet needs and support the integration of health care and
elderly care services.

B. Cost Estimates

3. The project investment cost is estimated at $305.05 million, including taxes and duties of
$22.97 million. The total cost includes physical and price contingencies and financial charges
during implementation.

4. Cost estimates were prepared by local design institutes based on local market rates and
reviewed by the ADB team. During implementation, procurement plan costs will be updated at
least once a year to reflect actual contract prices, contract variations, and updated cost
estimates. The indicative summary cost estimates are in Table 1, with detailed cost estimates in
the project administration manual.2

Table 1: Summary Cost Estimates 
($ million) 

Item Amounta 
A. Base Costb

1. Output 1: Home-based and community-based care services and facilities improved 89.38 
2. Output 2: Elderly care service capacity increased and its support system improved 43.95 
3. Output 3: Facilities and services supporting the integration of healthcare and elderly care

established 125.44 
4. Output 4: Capacity of elderly care management and project management support

developed 3.51 
Subtotal (A) 262.28 

B. Contingenciesc 30.12 
C. Financing Charges During Implementationd 12.65 

Total (A+B+C) 305.05 

1 ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB. 2009. Financial Due Diligence: A 
Methodology Note. Manila. 

2 Project Administration Manual (accessible from the list of linked documents in Appendix 2 of the Report and 
Recommendation of the President to the Board of Directors). 

http://www.adb.org/Documents/RRPs/?id=49309-002-3
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a  Includes taxes and duties of $22.97 million. Such amount does not represent an excessive share of the project 
cost. The Asian Development Bank loan will cover taxes and duties on items financed by the Asian Development 
Bank. The government will provide cash contributions for taxes and duties. 

b In mid-2018 prices as of April 2018. 
c  Physical contingencies computed at 5% of base cost, excluding training center and capacity building 

subcomponents. Price contingencies computed at average 1.7% on foreign exchange costs and 2.5% on local 
currency costs; includes provision for potential exchange rate fluctuation under the assumption of a purchasing 
power parity exchange rate. 

d  Includes interest and commitment charges. Interest during construction for the ordinary capital resources loan has 
been computed at the 5-year United States dollar fixed swap rate plus an effective contractual spread of 0.5% and 
maturity premium of 0.2%. Commitment charges for the ordinary capital resources loan are 0.15% per year to be 
charged on the undisbursed loan amount. 

Source: Asian Development Bank estimates. 

  
C. Project Financing 
 
5. The ADB loan ($150.00 million from ordinary capital resources) will finance 49.2% of the 
project cost while the government ($155.05 million) will finance 50.8%. Due diligence has 
confirmed the viability of the financing plan and it was agreed that funds will be supported by the 
normal local government assurances and documentation.  
 
6. The government has requested a regular loan of $150 million from ADB’s ordinary 
capital resources to help finance the project. The loan will have a 25-year term, including a 
grace period of 6 years; an annual interest rate determined in accordance with ADB’s London 
interbank offered rate (LIBOR)-based lending facility; a commitment charge of 0.15% per year; 
and such other terms and conditions set forth in the draft loan and project agreements. Based 
on the annuity method with a 10% discount rate applied, the average maturity is 18.53 years, 
and the maturity premium payable to ADB is 0.20% per year. The Government of the People’s 
Republic of China is the borrower of the loan and will make the loan available, through the 
Hubei Provincial Government, to Yichang Municipal Government (YMG) on the same terms and 
conditions as those of the ADB loan. YMG will take the interest rate and foreign exchange risks. 
 
D. Financial Analysis Approach 
 
7. This financial analysis includes (i) a financial viability assessment of the two hospitals, 
which comprise the revenue-generating components of the project; and (ii) a fiscal sustainability 
analysis of the relevant governments (paras. 9–10), for other elderly care-related facilities, to 
assess their fiscal capacity to finance the incremental recurrent costs generated by the 
respective components.  
 
8. Financial analysis for two hospitals. The project will construct a secondary-level 
geriatric hospital (the Three Gorges Hospital) and expand the geriatric section of the tertiary-
level Second People’s Hospital of Yichang (SPH). The financial internal rates of return (FIRRs) 
were computed for Three Gorges Hospital and SPH individually, and for the two hospitals 
combined. Cost streams used for calculating the FIRR are capital investment and operation and 
maintenance (O&M) costs. Revenue streams are from health care, rehabilitation, and elderly care 
services. The weighted average cost of capital was compared with the FIRR to ascertain the 
financial viability of each hospital, as well as the combined hospitals. The results of the analysis 
showed that both hospitals will achieve financial sustainability (Table 2). Sensitivity analysis 
considered a 10% increase in capital costs, a 10% increase in operating costs, and a 10% 
decrease in revenues. The results of the sensitivity analysis showed that the FIRR is robust 
under these adverse scenarios (Table 3). 
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Table 2: Comparison of Financial Internal Rates of Return and Weighted Average Cost of 

Capital 
Item SPH Expansion Three Gorges Hospital Two Facilities Combined 

1. Financial internal rate of return 9.81% 7.09% 8.22% 

2. Weighted average cost of capital 3.54% 3.99% 3.77% 

SPH = Second People’s Hospital of Yichang. 
Source: Asian Development Bank estimates. 
 

Table 3: Sensitivity Analysis 

Item 

SPH Expansion Three Gorges Hospital Two Facilities Combined 

FIRR 
Sensitivity 
Indicator FIRR 

Sensitivity 
Indicator FIRR 

Sensitivity 
Indicator 

1. Base case 9.81%   7.09%   8.22%   
2. Capital cost plus 10% 8.73% 1.10  6.11% 1.39  7.14% 1.10  
3. Operating cost plus 10% 5.21% 4.68  4.43% 3.75  5.83% 2.74  
4. Revenue decrease by 10% 3.61% 6.31  3.12% 5.60  4.71% 7.02  
WACC 3.54%   3.99%   3.77%   

FIRR = financial internal rate of return, SPH = Second People’s Hospital of Yichang, WACC = weighted average cost 
of capital. 
Source: Asian Development Bank estimates. 

 

9. Fiscal sustainability analysis. The fiscal sustainability analysis was conducted to assess 
the fiscal capacity of the relevant government institutions to finance the incremental budgetary 
commitments created by the elderly care-related components of the project. The project will 
construct or rehabilitate community-based elderly care centers, a dementia care center, an 
elderly care nursing home, and an elderly care and information and communication technology 
platform. This analysis focused primarily on YMG, but also examined Yidu county and Yiling 
district governments because the respective social welfare institutes of these local governments 
still rely on local government financial support to finance the counterpart funding requirements 
and debt servicing.3 The objectives of this assessment are (i) to review the fiscal historical 
revenues and expenditure during 2014–2016; and (ii) based on historical revenue-generating 
capacity, estimate the future fiscal revenues and expenditure, assess the financial capacity of 
the local governments to finance counterpart funding during project construction, O&M, and 
during the loan payment period. In this analysis, a fiscal cost burden exceeding 2% of total 
revenues is assumed to be problematic as it may crowd out other programs or delay the 
provision of counterpart funds. While the financial responsibilities of the participating local 
governments differ, depending on the individual financing plans, it was prudent to apply the 
same tests to each local government to cover all situations. 
 
10. The analysis showed that total project incremental costs will have a negligible impact on 
the budgets of the respective governments. The maximum impact of incremental costs will be 
less than 0.8% of the respective local governments’ annual fiscal revenues. The results show 
that each of the three governments can afford the required counterpart funding, O&M costs, and 
if necessary, the debt service of the ADB loan without the cost burden exceeding 2% of their 
total fiscal revenues (Table 4). 

                                                
3 Those social welfare institutions are project implementing entities for the construction of respective community-

based elderly care centers. 
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Table 4: Fiscal Cost Burden as Percentage of Fiscal Revenue Projection 

(CNY million) 
Item  2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 

A. Yichang Municipality                         
1. Fiscal revenue  29,647.00  37,431.06  25,880.00  27,562.20  29,353.74  31,261.74  33,293.75  35,457.84  37,762.60  40,217.17  42,831.29  45,615.32  
2. Public fiscal budget revenue 7,545.04  7,574.55  5,506.03  5,863.92  6,245.08  6,651.01  7,083.32  7,543.74  8,034.08  8,556.30  9,112.46  9,704.77  
3. Fiscal expenditure 29,682.61  35,323.22  25,880.00  27,562.20  29,353.74  31,261.74  33,293.75  35,457.84  37,762.60  40,217.17  42,831.29  45,615.32  
4. Annual counterpart fund 0.00 0.00 0.00 0.00 245.81  145.44  154.59  69.64  112.66  0.00 0.00 0.00 
5. O&M cost  0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.21  1.21  1.21  1.21  1.21  
6. Debt service  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 33.30  33.97  34.72  
7. Total cost burden 0.00 0.00 0.00 0.00 245.81  145.44  154.59  70.85  113.87  34.50  35.18  35.93  
8. Total cost burden as 

percentage of revenue 
0.00% 0.00% 0.00% 0.0% 0.8% 0.5% 0.5% 0.2% 0.3% 0.1% 0.1% 0.1% 

9. All debt service  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 49.55  50.56  51.67  
10. Total cost burden 0.00 0.00 0.00 0.00 245.81  145.44  154.59  70.85  113.87  50.76  51.77  52.87  
11. Total cost burden as 

percentage of revenue 
0.00% 0.00% 0.00% 0.0% 0.8% 0.5% 0.5% 0.2% 0.3% 0.1% 0.1% 0.1% 

B. Yiling District                         
1. Fiscal revenue  5,765.00  5,366.00  4,576.00  4,873.44  5,190.21  5,527.58  5,886.87  6,269.52  6,677.04  7,111.04  7,573.26  8,065.52  
2. Public fiscal budget revenue 4,236.00  3,401.00  2,602.00  2,771.13  2,951.25  3,143.08  3,347.39  3,564.97  3,796.69  4,043.47  4,306.30  4,586.21  
3. Fiscal expenditure 5,765.00  5,366.00  4,576.00  4,873.44  5,190.21  5,527.58  5,886.87  6,269.52  6,677.04  7,111.04  7,573.26  8,065.52  
4. Annual counterpart fund 0.00 0.00 0.00 0.00 1.60  5.45  8.24  6.03  0.90  0.00 0.00 0.00 
5. O&M cost  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
6. Debt service  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.33  1.36  1.39  
7. Total cost burden 0.00 0.00 0.00 0.00 1.60  5.45  8.24  6.03  0.90  1.33  1.36  1.39  
8. Total cost burden as 

percentage of revenue 
0.00% 0.00% 0.00% 0.0% 0.0% 0.1% 0.1% 0.1% 0.0% 0.0% 0.0% 0.0% 

C. Yidu County                         
1. Fiscal revenue  5,605.66  6,170.60  5,458.89  5,813.72  6,191.61  6,594.06  7,022.68  7,479.15  7,965.30  8,483.04  9,034.44  9,621.68  
2. Public fiscal budget revenue 4,497.42  3,852.81  3,500.00  3,727.50  3,969.79  4,227.82  4,502.63  4,795.30  5,107.00  5,438.95  5,792.48  6,169.00  
3. Fiscal expenditure 5,605.66  6,170.60  5,458.89  5,813.72  6,191.61  6,594.06  7,022.68  7,479.15  7,965.30  8,483.04  9,034.44  9,621.68  
4. Annual counterpart fund 0.00 0.00 0.00 0.00 10.27  20.80  17.13  21.46  1.08  0.00 0.00 0.00 
5. O&M cost  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
6. Debt service  0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.60  1.63  1.67  
7. Total cost burden 0.00 0.00 0.00 0.00 10.27  20.80  17.13  21.46  1.08  1.60  1.63  1.67  
8. Total cost burden as 

percentage of revenue 
0.00% 0.00% 0.00% 0.0% 0.2% 0.3% 0.2% 0.3% 0.0% 0.0% 0.0% 0.0% 

O&M = operation and maintenance. 
Source: Asian Development Bank. 
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E. Fiscal Impact of Elderly Care Training Institutions 
 
11. The project will strengthen the capacity of two elderly care-related training institutions: 
(i) Three Gorges College, where the project will finance equipment to be installed in the existing 
facility; and (ii) the Caregiver and Manager Training and Career Center,4 where its facility will be 
expanded and equipped. As education and training related projects are generally considered to 
be non-revenue generating, these components have been assessed as part of the financial 
sustainability and fiscal impact. The results are summarized in Table 5. The numbers in the table 
are not directly comparable because one component includes building construction (expansion), 
while the other does not.5  
 

Table 5: Fiscal Impact of Elderly Care Training Components 
(CNY million)a  

Item 

Three Gorges College CMTCC 

2023 2024 2026 2029 2023 2024 2026 2029 

Training revenues  7.13 7.13 7.13 7.13 4.50 4.50 4.50 4.50 
Training costs  4.66 4.84 4.84 4.84 2.47 2.47 2.54 2.62 
     Staff (including social welfare costs) 3.56 3.56 3.56 3.56 1.97 1.97 1.97 1.97 
     Other training costs  1.10 1.28 1.28 1.28 0.50 0.50 0.57 0.65 
Cash generated from training   2.47 2.28 2.29 2.29 2.03 2.03 1.96 1.88 
Financial charges  0.00 1.43 1.38 1.27 0.00 2.25 2.16 2.00 
Depreciation of project facilities 2.31 2.31 2.31 2.31 2.61 2.61 2.61 2.61 
Cash impact on PIE or government budget 2.47 0.85 0.91 1.02 2.03 (0.22) (0.20) (0.12) 

( ) = negative, PIE = project implementing entity, CMTCC = Caregiver and Manager Training and Career Center. 
a All figures are based on Q1 2018 costs. 
Source: Asian Development Bank. 

 
12. Table 5 indicates that with the base-case assumptions, the Three Gorges College 
training facility will generate cash surplus, but the amount generated will not be fully sufficient to 
cover equipment replacement, therefore financial assistance will be needed. For the facility in 
the Caregiver and Manager Training and Career Center, projected revenues will fall slightly 
short of operating and financing costs after 2024. This will be covered because in the People’s 
Republic of China, the education sector generally (and technical and vocational education and 
training in particular) receives strong government support from fiscal resources to improve 
employee skills across all key sectors, with elderly care as specific area of concern in national 
government economic planning.     
 

                                                
4 This training center is managed by the Yichang Social Welfare Institute under YMG. 
5 The full analysis and assumptions are documented in the detailed financial analysis (available upon request). 


