
 Public Service Sector Public–Private Partnership Promotion and 
Elderly Care Demonstration Project (RRP PRC 52245) 

FINANCIAL ANALYSIS 

A. Introduction 
 
1. The financial analysis was undertaken in accordance with the Asian Development Bank 
(ADB) guidelines.1 The aim of the assessment is to establish the viability and sustainability of the 
subprojects and determine the financial impact of the project to the implementing agency. 
 
2. The project aims to support Xiangyang Municipality in Hubei Province of the People’s 
Republic of China to strengthen coordinated elderly care service provision by helping establish 
an elderly care system and enhancing the involvement of the private sector in elderly care. The 
project will help (i) develop an institutional scheme and capacity for provision of elderly care 
services, (ii) develop public–private partnership subproject for elderly care service provision, (iii) 
strengthen capacity in provision of geriatric acute care and rehabilitation, (iv) strengthen support 
services and capacity for elderly care services, and (v) strengthen policy and management 
capacity in elderly care system. 
 
3. The analysis included assessment of the financial viability of two hospitals and the 
financial sustainability of eight elderly care facilities. In addition, an assessment of the financial 
capacity of Hanjiang State-Owned Capital Investment Group Co., Ltd. (HJGT), as the 
implementing agency, was done to establish its capacity to contribute the required counterpart 
funding and discharge other project-related financial commitments. 
 
B. Cost Estimates and Financing 
 
4. The project investment cost is estimated at €257.51 million (Table 1), including estimated 
taxes and duties of €12.82 million, contingencies, and financial charges during implementation.2 
 
5. The government has requested a regular loan of €125.71 million ($150 million equivalent) 
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 straight-line method, the average maturity is 15.75 years, and the 
maturity premium payable to ADB is 0.30% per year. The People’s Republic of China is the 
borrower of the loan and will make the loan available, through the Hubei Provincial Government, 
to the Xiangyang Municipal Government on the same terms and conditions as those of the ADB 
loan. The implementing agency will assume the interest rate and foreign exchange risks. 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. 

 

 

 
1  ADB. 2019. Financial Analysis and Evaluation: Technical Guidance Note. Manila; ADB. 2009. Financial Due 

Diligence: A Methodology Note. Manila; and ADB. 2005. Financial Management and Analysis of Projects. Manila. 
2  Cost estimates were prepared by local design institutes based on local market rates and reviewed by ADB. 

http://www.adb.org/Documents/RRPs/?id=52245-001-3
http://www.adb.org/Documents/RRPs/?id=52245-001-3
https://www.adb.org/documents/financial-analysis-evaluation-guidance-note
https://www.adb.org/documents/financial-due-diligence-methodology-note
https://www.adb.org/documents/financial-due-diligence-methodology-note
https://www.adb.org/documents/financial-management-and-analysis-projects
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Table 1: Summary Cost Estimates 
(€ million) 

Item Amounta 
A. Base Costb  

1. Output 1: Institutional scheme and capacity for provision of elderly care services 
developed 76.67 

2. Output 2: Public–private partnership subproject for elderly care service provision 
developedc 27.24 

3. Output 3: Capacity in provision of geriatric acute care and rehabilitation 
strengthened 98.76 

4. Output 4: Support services and capacity for elderly care services strengthened 23.27 
5. Output 5: Policy and management capacity in elderly care system strengthenedd 4.71 

  Subtotal (A) 230.65 
B. Contingenciese 18.34 
C. Financial Charges During Implementationf 8.52 
   Total (A+B+C) 257.51 
a Includes estimated taxes and duties of €12.82 million. Such amount does not represent an excessive share of the 

project cost. The Asian Development Bank (ADB) will finance estimated taxes and duties of €11.03 million. The 
government will finance estimated taxes and duties of €1.79 million as a cash contribution. 

b In mid-2021 prices as of 21 May 2021. 
c ADB and counterpart contributions may change depending on the potential investment made by the private sector. 
d Includes reimbursement of ADB’s cost for third-party consulting services and other out-of-pocket reimbursable costs 

on a cost-recovery basis for the public–private partnership structuring to a maximum of €1.09 million to be paid to 
ADB from the loan proceeds. 

e Physical and price contingencies, and a provision for exchange rate fluctuation are included. 
f Includes interest, commitment, and other charges on all sources of financing. 
Source: ADB estimates. 

 
C. Financial Analysis Approach 
 
6. This financial analysis includes (i) financial viability assessment of two hospitals,3 which 
comprise the revenue-generating components of the subprojects; (ii) financial sustainability 
analysis of eight elderly care facilities;4 and (iii) financial statement analysis of HJGT, as the 
implementing agency, to assess its financial capacity to provide subsidies to finance the 
incremental recurrent costs of the facilities, as needed. 
 
7. Financial viability assessment of the two hospitals. The project will construct and 
operate two secondary-level hospitals focusing on geriatric acute care and rehabilitation, with 
relevant hospital functional plans, human resource development, and capacity building. The 
financial internal rate of return (FIRR) and the weighted average cost of capital were computed 
for the two hospitals. Cost streams used for calculating the FIRR were capital investment and 
operation and maintenance (O&M) costs. Revenue streams are from medical care service fees, 
including outpatient and inpatient services, and parking fees. To ascertain financial viability, the 
FIRRs were compared with the computed weighted average costs of capital of 0.06% for health 
care facility 1 (HC1) and 0.07% for health care facility 2 (HC2). FIRRs for the base case scenario 
are 5.18% for HC1 and 2.83% for HC2. The results of the analysis show that both hospitals will 
achieve financial viability. 
 
8. Furthermore, sensitivity analyses were undertaken which considered a 10% increase in 
capital costs, a 10% increase in O&M costs, a 10% decrease in revenues, and a 1-year delay in 
implementation. The results of the assessment show that the FIRR is robust under all these 

 
3  Includes construction of two new hospital facilities in the districts of Dongjin and. 
4  Includes construction in the districts of Dongjin, Fancheng, and Xiangcheng; and in the Industrial Park Zone.  
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adverse scenarios. Table 2 presents the summary results of the assessment. 

Table 2: Summary Results of Financial Viability Assessment 
 HC1 (Fancheng District) HC2 (Dongjin District) 

Scenario 
WACC 

(%) 
FIRR 
 (%) 

NPV 
(CNY million) 

WACC 
(%) 

FIRR 
 (%) 

NPV 
(CNY million) 

WACC 0.06   0.07   
1. Base case  5.18 239.77   2.83 256.88 
2. 10% increase in capital costs  4.34  211.92  2.12 201.52  
3. 10% increase in O&M costs  2.74  115.27  1.06  86.34 
4. 1-year delay in implementation  3.84  138.82  0.07  0.20 
5. 10% decrease in revenues  1.61  63.45  0.14  5.30 
FIRR = financial internal rate of return, HC1 = health care facility 1, HC2 = health care facility 2, NPV = net present 
value, O&M = operation and maintenance, WACC = weighted average cost of capital. 
Source: Asian Development Bank estimates. 
 
9. Financial sustainability analysis of elderly care subprojects. Financial sustainability 
analysis was conducted for the eight elderly care facilities. The objectives of this analysis were to 
(i) project the financial operation of the facilities; and (ii) assess the financial capacity of the 
facilities to cover their O&M costs and loan repayment during operations based on their revenue-
generating capacity. In this analysis, the incremental costs and operating profit will be estimated 
to further identify if subsidies will be needed. 
 
10. The analysis showed that in some subprojects, incremental costs will have an impact on 
the budget of the facilities. Generated revenues will be sufficient to cover the O&M costs, but not 
sufficient to cover depreciation costs. While three of the subprojects (elderly care facility 3, elderly 
care facility 4, and elderly care facility 5) will have a positive annual net profit during their 
operations, the other five elderly care facilities (elderly care facility 1, elderly care facility 2, elderly 
care facility 6, and the combined elderly care facility 7 and elderly care facility 8) will have positive 
annual net profits after their respective initial years of operation, ranging from the first year to the 
12th year (Table 3). 
 

Table 3: Summary Results of Financial Sustainability Analysis 
(CNY million) 

Item 2026 2027 2028 2029 2030 2035 2040 2045 
EC1                 
a. Operating profit  2.10  2.28  2.53  2.58  2.63  3.39  4.24  5.19  
  Depreciation 2.44 2.44 2.44 2.44 2.44 2.44 2.44 2.44 
b. Net profit (0.34)  (0.16)  0.09  0.14  0.19  0.95  1.80  2.75  
EC2                 
a. Operating profit  2.19  2.43  2.75  2.84  2.91  3.93  5.06  6.32  
  Depreciation 3.62 3.62 3.62 3.62 3.62 3.62 3.62 3.62 
b. Net Profit (1.43)  (1.19)  (0.87)  (0.79)  (0.72)  0.31  1.44  2.70  
EC3                 
a. Operating profit  0.88  1.01  1.09  1.10  1.10  1.33  1.58  1.87  
  Depreciation 0.45 0.45 0.45 0.45 0.45 0.45 0.45 0.45 
b. Net Profit 0.44  0.56  0.64  0.65  0.65  0.88  1.13  1.42  
EC4 and EC5:         
a. Operating profit  1.05  1.19  1.28  1.30  1.30  1.56  1.86  2.19  
  Depreciation 0.47 0.47 0.47 0.47 0.47 0.47 0.47 0.47 
b. Net profit 0.57  0.72  0.81  0.82  0.83  1.09  1.38  1.72  
EC6                 
a. Operating profit  2.45  2.99  3.28  3.34  3.39  4.29  5.29  6.42  
  Depreciation 2.66 2.66 2.66 2.66 2.66 2.66 2.66 2.66 
b. Net profit (0.20)  0.33  0.62  0.68  0.73  1.63  2.64  3.76  
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Item 2026 2027 2028 2029 2030 2035 2040 2045 
EC7 and EC8                 
a. Operating profit   0.00 7.47  8.65  9.50  9.66  12.33  15.32  18.66  
  Depreciation 0.00 9.00  9.00  9.00  9.00  9.00  9.00  9.00  
b. Net profit 0.00 (1.54)  (0.36)  0.49  0.66  3.33  6.31  9.66  

Note: Numbers may not sum precisely because of rounding. 
( ) = negative, EC1 = elderly care facility 1, EC2 = elderly care facility 2, EC3 = elderly care facility 3, EC4 = elderly 
care facility 4, EC5 = elderly care facility 5, EC6 = elderly care facility 6, EC7 = elderly care facility 7, EC8 = elderly 
care facility 8. 
Source: Asian Development Bank estimates. 
 
D. Financial Impact of Project on Implementing Agency 
 
11. HJGT, as the implementing agency, shall provide counterpart funds for the project. During 
implementation, it shall provide the funds for land acquisition, resettlement costs, local 
construction management, contingencies, and financial charges. During operation, it will likewise 
provide the operational subsidies that may be required by the elderly care facilities, including the 
repayment for the ADB loan amount. Thus, to assess the financial sustainability of the 
subprojects, the financial capacity of HJGT to finance the incremental cost requirements was 
likewise evaluated. 
 
12. The objectives of the analysis were to (i) review the historical financial statements of HJGT 
covering 2016–2018 and estimates for 2019; (ii) estimate the future financial position of HJGT 
based on historical financial data; and (iii) assess its financial capacity to finance counterpart 
funding during project construction, provide subsidies for O&M of the facilities as needed, and 
ensure loan repayment. In this analysis, an annual financial cost burden exceeding 2% of the 
ending cash balance, before project, is assumed to be substantial as it may necessitate a shift in 
budget for other programs of the implementing agency or may cause a delay in the provision of 
counterpart funds. 
 
13. The financial statements of HJGT are regularly prepared by its finance department. Its 
revenues have been growing steadily, and it has managed expenditures well, allowing a 
comfortable surplus built up in its financial statements. The analysis showed that total project 
incremental costs will have a negligible impact on the total cash flow of HJGT. The maximum 
impact of incremental costs will be 0.6% of the annual ending cash balance before the project. 
The results of this analysis show that HJGT can afford the required counterpart funding, O&M 
costs, and the debt service of the ADB loan ranging from 0.1% to 0.6% of ending cash balances. 
Table 3 shows the financial cash flow projection for HJGT with project impact analysis. 
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Table 4: Hanjiang State-Owned Capital Investment Group Co., Ltd. Financial Projection with Project Impact 
(CNY million) 

Item 2021  2022  2023  2024  2025  2026  2027  2028  2029  2030  
Net income 6,037 6,738 7,311 7,416 7,672 7,942 8,217 8,507 8,803 9,115 
Depreciation and amortization 444 409 374 344 316 291 268 247 227 209 
Investment income (180) (180) (180) (180) (180) (180) (180) (180) (180) (180) 
Change in current assets (3,677) (4,142) (4,980) (1,240) (1,058) (839) (2,040) (1,934) (1,701) (1,885) 
  Change in trade receivables (530) (627) (644) (189) (198) (176) (288) (277) (251) (268) 
  Change in prepaid expenses (1,050) (1,242) (1,276) (375) (392) (349) (570) (550) (497) (532) 
  Change in other receivables 739 702 667 633 602 572 543 516 490 466 
  Change in inventory (2,835) (2,975) (3,727) (1,310) (1,070) (886) (1,725) (1,623) (1,443) (1,550) 
Change in other non-current assets 2 2 0 0 0 0 0 0 0 0 
Change in current liabilities 1,085 1,196 1,345 517 429 366 661 628 560 601 
  Change in trade payables 205 226 255 98 81 69 125 119 106 114 
  Change in prepaid income 240 265 298 115 95 81 146 139 124 133 
  Change in salary, tax, interest and dividend payables 120 132 149 57 47 40 73 70 62 66 
  Change in other payables 519 572 644 247 205 175 316 301 268 287 
Cash flow from operation 3,712 4,023 3,870 6,857 7,179 7,581 6,926 7,268 7,710 7,860 
Capital expenditure (3,331) (3,335) (3,639) (3,830) (3,986) (4,146) (4,311) (4,482) (4,657) (4,839) 
Other cash flow from investment activities -620 (620) (6,040) 180 180 180 180 180 180 180 
Cash flow from investment (3,951) (3,956) (9,678) (3,651) (3,806) (3,966) (4,131) (4,302) (4,478) (4,659) 
New borrowings 8,417 5,417 7,117 3,400 3,400 3,400 3,400 3,400 3,400 3,400 
Bond offering 4,000 4,000 4,000 2,500 2,500 2,500 2,500 2,500 2,500 2,500 
Debt repayment (8,417) (5,417) (5,417) (3,900) (3,900) (3,900) (3,900) (3,900) (3,900) (3,900) 
Cash flow from Financing 4,000 4,000 5,700 2,000 2,000 2,000 2,000 2,000 2,000 2,000 
Beginning cash 33,649 37,409 41,477 41,369 46,575 51,948 57,562 62,357 67,322 72,554 
Net cash flow 3,761 4,067 (108) 5,206 5,373 5,614 4,794 4,966 5,232 5,201 
Ending cash 37,409 41,477 41,369 46,575 51,948 57,562 62,357 67,322 72,554 77,755 
Debt Service Coverage Ratio   0.77    1.32    1.42    1.99    2.05    2.11    2.18    2.24    2.32    2.39  
Ending Balance (before Project) 37,409  41,477  41,369  46,575  51,948  57,562  62,357  67,322  72,554  77,755  
Total Incremental Cost Burden because of Projects 0 66 143 281 248 297 66 40 66 66 
  1. Counterpart fund 0 64 141 277 239 249 32 10 0 0 
  2. Operations and Maintenance 0 0 0 0 0 34 17 13 11 11 
 3. Debt Service 0 2 2 4 9 14 17 17 55 55 
Total Incremental Cost Burden as Percentage of Ending 
Balance 

0.0% 0.2% 0.3% 0.6% 0.5% 0.5% 0.1% 0.1% 0.1% 0.1% 

Note: Numbers may not sum precisely because of rounding. 
( ) = negative. 
Source: Asian Development Bank. 


