
Additional Financing for the Southeast Gobi Urban and Border Town Development Project (RRP MON 42184-027) 

FINANCIAL ANALYSIS  
 

I. Introduction 

1. Public utility service organizations (PUSOs) provide the water supply, wastewater 
treatment, heating, and related services in Mongolia’s aimags (provincial administrative units). 
PUSOs manage and operate the systems and facilities for rendering such services, while 
ownership of the assets remains with the aimag government. To recover the operation and 
maintenance (O&M) costs of the systems, PUSOs charge tariffs on behalf of the aimags. Tariff 
revenue forms part of the aimags’ fiscal revenue. Although tariffs should be set to recover all O&M 
costs and asset amortization, the existing tariffs for wastewater and water supply in the five project 
aimags remain insufficient to cover even the O&M requirements. A household survey for the 
proposed wastewater improvement project, conducted from the fourth quarter (Q4) of 2017 to  
Q1 2018, found a low willingness to pay based on the current level of service. However, 
willingness to pay rises with the qualification that service will be upgraded under the project, 
ensuring a safe and healthy environment for all. With low collection efficiency constraining PUSOs 
to impose appropriate tariffs, the stage is set for financial insufficiency. This financial analysis 
focused on the fiscal sustainability of the proposed project at the PUSO and aimag levels. The 
analysis first evaluated the historical performance of the project PUSOs. PUSO financial 
projections were then prepared to determine the level of support needed from the aimags to at 
least cover the minimum O&M requirement until the new facilities are established. The fiscal 
assessment at aimag level determined their capacity to provide financial support to PUSOs during 
project construction, as well as provide loan counterpart funding during implementation and 
ensure loan repayment. The aimags should also be able to provide O&M subsidies to PUSOs if 
required to achieve full cost recovery, but at affordable tariffs to service users. The proposed 
project is financially sustainable when the annual funding requirement is within 2%–3% of the 
aimag budget. The analysis was in accordance with Asian Development Bank (ADB) guidelines.1 
 
II. Financial Performance of Public Utility Service Organizations 

2. The latest available PUSO financial statements cover 2012 to 2016 (only until 2015 in 
Murun). The financial performance of the PUSOs is summarized in the table in the supplementary 
financial and economic analysis, which includes relevant financial indicators from the historical 
statements and the resulting ratio analysis.2 The annual revenues generally show an increasing 
trend from 2012 to 2017, except in Baruun-Urt during 2013 to 2015 and Murun in 2014. During 
this time, O&M costs also dipped in Baruun-Urt. The compound annual growth rate of PUSO 
revenues ranges from 1% in Murun to 15% in Bulgan City. The compound annual growth rate for 
O&M costs is higher than that of revenues in all PUSOs except for Bulgan City. 
 
III. Financial Sustainability of Public Utility Service Organization Existing Systems 

3. The proposed wastewater treatment plant project will start procurement in Q4 2018 and 
construction in Q1 2019. Construction of the wastewater treatment plant projects will be 
completed in Q3–Q4 2022. Commissioning and start up will be in 2023, with full operability in 
2024. 
  

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

Methodology Note. Manila.  
2  Supplementary Financial and Economic Analysis (accessible from the list of linked documents in Appendix 2 of the 

report and recommendation of the President). 

http://www.adb.org/Documents/RRPs/?id=42184-027-3
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4. During implementation in 2019 to 2022, the PUSOs are expected to maintain their level of 
service as no major investment in system repair and upgrading is planned before or simultaneous 
with project construction. Table 1 presents the PUSO financial projections. 

Table 1: Financial Projections: 
Public Utility Service Organization Existing Systems, 2019–2023  

(MNT million) 
Indicators 2019 2020 2021 2022 2023 
Chinggis City      

Revenue        3,791         4,005         4,233         4,474         4,970  
O&M expense        4,006         4,230         4,470         4,727         5,371  
Cash and equivalents             14              15              16              18              20  
Current assets           886            933            982         1,034         1,089  
Total assets        7,753         8,281         8,845         9,447       10,091  
Current liabilities        1,370         1,677         2,063         2,547         3,156  
Equity        4,154         4,307         4,417         4,464         4,425  
Long-term liability        2,229         2,296         2,365         2,436         2,509  

Daily O&M expense cash             11              12              12              13              15  
Annual days of cash            1.30             1.30             1.30             1.40             1.30  
Cash ratio             0            0             0            0             0  
Operating ratio          1.06           1.06           1.06           1.06           1.08  

    Current ratio 0.60 0.60 0.50 0.40 0.30 
    Days revenue outstanding 38 31 50 49 37 
    Days average collection rate 1.08 1.08 1.09 1.08 1.08 
Subsidy without tariff Increase           (216)          (225)          (237)          (252)          (401) 
Tariff increase (%) 20 0 0 0 10 
Required average tariff, MNT/m3        2,048         2,048         2,048         2,048         2,253  
Surplus (deficit) after increase             48              48              45              40            159  

Bulgan City      
Revenue        5,744         6,541         7,458         8,512       10,808  
O&M expense        4,929         5,504         6,160         6,908       10,003  
Cash and equivalents           868         1,039         1,243         1,487         1,778  
Current assets        1,151         1,151         1,151         1,151         1,151  
Total assets        7,446         8,202         9,048         9,995       11,057  
Current liabilities             98            119            144            175            214  
Equity        2,399         2,540         2,696         2,867         3,055  
Long-term liability        4,949         5,543         6,208         6,953         7,788  

Daily O&M expense cash             14              15              17              19              27  
Annual days of cash          64.30           68.90           73.60           78.50           64.90 
Cash ratio            8.80             8.80             8.60             8.50             8.30  
Operating ratio          0.86           0.84           0.83           0.81           0.93  

    Current ratio 11.70 9.70 8.00 6.60 5.40 
    Days revenue outstanding 7 35 39 16 15 
    Average collection rate 1.13 1.14 1.12 1.13 1.13 
Subsidy without tariff increase               –                –                –                –                –    
Tariff increase (%) 0 0 0 0 0 
Required average tariff, MNT/m3        2,476         2,476         2,476         2,476         2,476  
Surplus (deficit) after increase           815         1,037         1,298         1,604            805  

Mandalgovi      
Revenue           805            831            858            887         6,152  
O&M expense        1,360         1,461         1,572         1,693         5,852  
Cash and equivalents           117            129            141            155            170  
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Indicators 2019 2020 2021 2022 2023 
Current assets           378            378            378            378            378  
Total assets        7,681         8,190         8,735         9,318         9,942  
Current liabilities               3                3                3                3                4  
Equity        5,140         5,522         5,934         6,377         6,854  
Long-term liability        2,537         2,664         2,797         2,937         3,084  

Daily O&M expense cash               4                4                4                5              16  
Annual days of cash          31.40           32.10           32.80           33.40           10.60  
Cash ratio          35.80           38.50           41.50           44.70           48.10 
Operating ratio          1.69           1.76           1.83           1.91           0.95  

    Current ratio 126 126 126 126 94.5 
    Days revenue outstanding 31 24 21 21 36 
    Days average collection rate 1.07 1.10 1.10 1.11 1.10 
Subsidy without tariff increase           (556)          (630)          (713)          (806)           300  
Tariff increase (%) 90 0 0 0 0 
Required average tariff, MNT/m3        4,481         4,481         4,481         4,481         4,481  
Surplus (deficit) after increase          (486)           134              80              18             (52) 

Baruun-Urt      
Revenue        7,547         8,115         8,727         9,387       12,183  
O&M expense        8,422         8,675         8,937         9,207       15,943  
Cash and equivalents             15              17              19              20              23  
Current assets        1,252         1,252         1,252         1,252         1,252  
Total assets      20,994       21,981       23,017       24,105       25,248  
Current liabilities        5,208         5,469         5,742         6,029         6,331  
Equity      11,258       11,939       12,657       13,412       14,206  
Long-term liability        4,527         4,572         4,618         4,664         4,711  

Daily O&M expense cash             23              24              24              25              44  
Annual days of cash            0.70             0.70             0.80             0.80             0.50  
Cash ratio            0             0             0             0             0  
Operating ratio          1.12           1.07           1.02           0.98           1.31  

    Current ratio 0.20 0.20 0.20 0.20 0.20 
    Days revenue outstanding 104 96 115 45 64 
    Days average collection rate 1.05 1.06 1.11 1.07 1.07 
Subsidy without tariff increase           (876)          (560)          (210)           180        (3,760) 
Tariff increase (%) 100 0 0 0 15 
Required average tariff, MNT/m3        3,479         3,479         3,479         3,479         4,000  
Surplus (deficit) after increase             11            362            749         1,177            299  

Murun      
Revenue           737            758            779            801         1,667  
O&M expense           878            900            922            944         1,468  
Cash and equivalents             32              37              42              48              55  
Current assets           290            290            290            290            290  
Total assets        2,426         2,640         2,875         3,133         3,417  
Current liabilities           598            655            717            786            861  
Equity           106            245            401            573            764  
Long-term liability        1,722         1,739         1,757         1,774         1,792  

Daily O&M expense cash               2                2                3                3                4  
Annual days of cash          13.40           14.90           16.60           18.50           13.60  
Cash ratio            0.10             0.10             0.10             0.10             0.10  
Operating ratio          1.19           1.19           1.18           1.18           0.88  

    Current ratio 0.50 0.40 0.40 0.40 0.30 
    Days revenue outstanding 38 66 93 56 26 
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Indicators 2019 2020 2021 2022 2023 
    Days average collection rate 1.21 1.06 1.13 1.10 1.11 
Subsidy without tariff increase           (141)          (142)          (143)          (143)           199  
Tariff increase (%) 15 0 0 0 0 
Required average tariff, MNT/m3        2,801         2,801         2,801         2,801         2,801  
Surplus (deficit) after increase             59              62              65              69            542  

( ) = negative, m3 = cubic meter, MNT = togrog, O&M = operation and maintenance 
Sources: PUSO Baruun-Urt, Bulgan City, Chinggis City, Mandalgovi, and Murun finance section.  

5. Except for Bulgan City and Mandalgovi, the cash ratios of the PUSOs may not meet their 
term obligations. Operating ratios of the four PUSOs generally exceed 1.0, reflecting higher 
spending than revenue generation. Bulgan City shows financial sufficiency with all operating ratios 
beyond 0.8.  
 
6. The operating ratios of the PUSOs indicate the need for either higher tariffs during the 
period or increased support from the aimags to cover costs. The projection in Table 1 shows the 
significant tariff increase in each of the PUSOs. Otherwise, Chinggis City would require an 
operating subsidy of MNT1,780 million during the 5-year period; Mandalgovi, MNT2,705 million; 
Baruun-Urt, MNT8,998 million; and Murun, MNT569 million. Total O&M support from the aimags 
required during this period would be MNT14,052 million. 
 
7. The subsidy requirement can be avoided if tariff increases are considered. The required 
tariff increases are as follows: Chinggis City, 20% in 2019; Mandalgovi, 90% in 2019; Baruun-Urt, 
100% in 2019, followed by 15% in 2023; and Murun, 15% in 2019. Except for Baruun-Urt, the 
increases are one-time adjustments until the end of 2023. 
 
8. Based on real cost projections, additional tariff increases will not be required until after 
2030 for Bulgan City, Chinggis City, Mandalgovi, and Murun. However, Baruun-urt would need to 
increase tariffs by 25% above the 15% in 2023 to cover new O&M system of facilities. The 
required tariffs are based on wastewater production, which at design is 3,000 m3 per day. Treated 
wastewater is estimated at 70%–80% of water volume. 
 
IV. Fiscal Sustainability Assessment of Aimag Government 

9. The financial projections were based on the subproject aimags’ historical revenue and 
expenditure growth patterns.3 Based on the trends, budget forecasts were prepared with due 
consideration to project requirements. The proposed project will impact the aimags’ fiscal outlook 
as they are the final recipients of the loan funds. The aimags will provide loan counterpart funds 
and will be responsible for debt sourcing. The aimags will also provide O&M expense subsidies 
to the PUSOs they need them to ensure tariff affordability and long-term sustainability of the 
                                                
3  Available revenue and expenditure data from 2013 to 2017 are analyzed and financial projections prepared until 

2030 to assess financial performance, including internal funds generation to support current operations, debt service 
capacity, and the ability to finance O&M of the project after completion. Tax revenues comprise 6%–26% of total 
revenue, averaging 11% in the five aimags. Central government transfers, including subsidy and special purpose 
financing, generally constitute 62%–68% of total revenue, averaging 61% overall. Other nontax revenue or revenue 
from services comprise 25%–32%, averaging 28%. Of total revenue, more than 80% are allocated for the operations 
budget. Fiscal expenditures include employee salaries, goods and services, programs and events, fixed asset 
utilization, and transfers to soum, social welfare, rent, and other expenses. Inventory and services comprise 59% of 
total expenditures overall. Investments and fixed assets average 11% of total expenditure. Regular transfers to soum 
comprise 29%. Social benefits on average make up more than 1% of the total. Chinggis City and Murun reflect annual 
surpluses during the period. Mandalgovi and Baruun-Urt show annual surpluses except in 2017. Bulgan reflects 
annual surpluses except in 2015. In 2017, Chinggis City earned MNT3,861 million, Bulgan City, MNT2,541 million, 
and Murun, MNT4,864 million; while Mandalgovi lost MNT923 million and Baruun-Urt lost MNT3,960 million. 
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project. To provide the needed funds, the aimags are projected to increase budget revenue 
annually by 4%–6% from 2018 to 2030 to comply with foreseen increases in expenditures. The 
aimag sustainability tables are in the financial and economic analysis document (footnote 2), 
which reflect the effects of project cash requirements on subproject aimag operations. As a 
percentage of annual funds during the loan grace period (2019 to 2023), the annual counterpart 
funds are estimated at 0.01%–0.65% of total annual expenditures and 0.01%–0.63% of total 
annual revenue. After project construction, the wastewater O&M cost subsidy is projected to be 
0%–0.78% of annual revenue. The project debt service subsidy is forecasted to be 0.37%–0.79% 
of annual revenue, averaging 0.58% over the debt payment period. Together, all project fund 
requirements are 0.01%–1.38% of total annual revenue. The findings indicate that the fiscal risk 
is low, as revenue is expected to continue to grow in line with national rates and economic growth 
is estimated at 15%–20% annually, with support from central government. 
 
V. Conclusions 

10. The analysis of the PUSOs’ financial data found that the additional financial burden from 
the project costs will be a challenge. Aimags are committed to providing subsidies to the PUSOs 
to cover debt service and O&M cost, if required. Based on the fiscal sustainability analysis, the 
project aimags have the financial capacity to provide these subsidies. The forecasted tariff 
increases during project implementation and throughout the operational period will also support 
the financial sustainability of the project. However, the aimags need to implement a financial 
action plan, incorporating (i) implementation of tariff increases as scheduled; (ii) assurance of 
sufficient budget allocation to provide timely counterpart funding; and (iii) assurance of 
affordability assessments and social mitigation measures, including carrying out public 
awareness campaigns, a consultation and participation plan, and subsidy programs for the poor 
and vulnerable before increasing tariffs for wastewater services. 
 
11. With real tariff increases, project O&M will not burden the aimags. The financial analysis 
found the tariff increases to be affordable to the public. The aimags must agree to the tariff 
increases. In addition, the aimags need to support the PUSOs’ request to the National Water 
Services Regulatory Commission (WSRC)4 for tariff adjustments. 
 
12. Except for the Baruun-Urt PUSO, further increase adjustments after the initial increases 
given in Table 1 will not be needed until 2030. 
 
13. If required, the operational subsidies for the four PUSOs would total MNT14,052 million. 
Bulgan City is expected to be self-sufficient throughout the period. 

                                                
4  The WSRC was established through the Law on Utilization of Urban Settlement’s Water Supply and Sewerage and 

in accordance with the Government Resolutions No. 46 and No. 183 on 30 May 2012. Its main duties are to define 
the water and wastewater tariffs for each of the 21 aimags plus Ulaanbaatar (and the respective 34 public utilities) 
and to issue special licenses to legal water entities. Since 2014, the WSRC, in tandem with the Competition and 
Consumer Rights Agency, has gradually instituted tariff reforms. These include shifting to volumetric structure tariffs 
and taking action to meet requests for tariff adjustments. PUSOs were allowed to implement tariff increases as of 
2015. The newly approved tariff methodology is providing opportunities for PUSOs to apply a tariff structure 
applicable to the service area. The new methodology provides options for PUSOs to select the tariff structure between 
(i) one-part single tariff, (ii) two-part tariff with fixed charge, and (iii) increasing tariff based on the volume of water 
consumption and wastewater indicators. 
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