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FINANCIAL ANALYSIS 

A.  Introduction 
 
1. The financial sustainability of the project has been assessed on a fiscal and project-level 
basis. This includes an analysis of historical and projected expenditures to evaluate the impact 
of the project on the government budget. Since the project has no revenue-earning component, 
financial costs and benefits are not analyzed. The financial analysis has been undertaken in 
accordance with relevant Asian Development Bank (ADB) guidelines.1 
 
2. The project aims at improving sanitary and phytosanitary (SPS) measures in compliance 
with the World Trade Organization (WTO) agreement on the application of SPS measures, by 
upgrading laboratory inspection facilities at border crossing points (BCPs), strengthening 
inspection management systems, and aligning SPS controls and inspections with international 
standards.  
 
3. The project will be implemented by the General Agency for Specialized Inspection 
(GASI) under the Deputy Prime Minister’s Office, and the Veterinary and Animal Breeding 
Agency (VABA) under the Ministry of Food and Agriculture (MOFA). The project cost is 
estimated at $16 million, and the planned implementation period is 2016–2019. 
 
B.  Macro-Economy and Government’s Fiscal Position  
 
4. The Mongolian economy has recently gone through a difficult period, with a sharp 
investment decline that reduced economic growth from 11.6% in 2013 to 7.8% in 2014 
(Table 1). Economic growth is expected to slow further to 3% in 2015, but increase to 5% in 
2016.2 Inflation rose substantially in 2014, reaching 15% in July; while it has since eased, it 
remains significantly above the target of 7%. The current account deficit has narrowed, but the 
overall balance of payments remains in substantial deficit. Given existing policies, Mongolia’s 
external finances are expected to stay under pressure. 
 
5. The government’s fiscal deficit remains very large as a result of revenues falling short of 
target, an on-budget structural deficit of 4.5% of gross domestic product (GDP) in 2014 
(exceeding the 2% limit stated in the Fiscal Stability Law, 2010), and significant off-budget 
spending by the Development Bank of Mongolia (bringing the consolidated deficit to 11% of 
GDP). For 2015, while a supplementary budget has brought most spending on-budget, the 
overall deficit is expected to reach about 10% of GDP.3 Public debt has risen sharply and is very 
high (exceeding the 40% limit of the Fiscal Stability Law). The International Monetary Fund 
(IMF) assesses Mongolia to be at high risk of debt distress. 
  

Table 1: Selected Indicators, 2011–2014 

Item      2011      2012      2013       2014
a
 

GDP growth (%) 17.3 12.3 11.6 7.8 

Inflation (%) 9.4 14.2 11.2 10.7 

Current account balance (% of GDP) (26.5)   (27.4) (25.4)     (8.2) 

                                                
1
  ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB. 2009. Financial Due Diligence: A 
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2
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Item      2011      2012      2013       2014
a
 

GDP (MNT billion) 13,174 16,688 19,118 21,844 

Total central government expenditure (MNT billion) 3,622 4,379 4,683 5,176 

Total central government expenditure to GDP (%) 27.5 26.2 24.5 23.7 

( ) = negative, GDP = gross domestic product. 
a 

Estimated. 

Sources: International Monetary Fund. 2015. Mongolia: 2015 Article IV Consultation Staff Report. IMF Country 
Report. No. 15/109; National Statistical Office. 2015. Mongolian Statistical Yearbook 2014. Ulaanbaatar. 

 
6. Table 1 shows that the government’s on-budget expenditure has risen in absolute terms 
every year since 2011, but in relative terms (as a share of GDP) has fallen every year. Given 
the significant pressures on the economy and the fiscal status of the government, it seems likely 
that while government expenditures will continue to grow to some extent in nominal terms, the 
relative share in relation to GDP will continue to decline. 
 
C.  Financial Sustainability 
 
7. Analysis of the historical expenditures of GASI and VABA in terms of relative budget 
shares (Table 2) as well as recurrent and capital expenditures (Table 3) has been undertaken. 
Budget projections for GASI and VABA are in Table 4. On this basis, the fiscal impact of the 
project on the budget is established and the financial sustainability of the project assessed. 
 

Table 2: Expenditure of the General Agency for Specialized Inspection and  
the Veterinary and Animal Breeding Agency, 2011–2014 

Item 2011 2012 2013 2014 

Total GASI expenditure (MNT million) 18,470 25,468 27,341 26,290 

Total GASI expenditure to total central government 
     expenditure  

0.51% 0.58% 0.58% 0.51% 

Total GASI expenditure to GDP  0.140% 0.153% 0.143% 0.120% 

Total VABA expenditure (MNT million) 202 242 285 387 

Total VABA expenditure to total central government 
     expenditure  

0.01% 0.01% 0.01% 0.01% 

Total VABA expenditure to GDP  0.002% 0.001% 0.001% 0.002% 

GASI = General Agency for Specialized Inspection, GDP = gross domestic product, VABA = Veterinary and Animal 
Breeding Agency. 

Sources: GASI and VABA. 

 
8. Table 2 shows that VABA’s expenditure budget for 2011–2014 was only a fraction 
(about 1%) of GASI’s expenditure budget. 
 
9. GASI’s total expenditures in absolute terms increased significantly from 2011 to 2012 
(by 38%), which resulted in a large increase relative to total government expenditures and GDP. 
GASI’s total expenditures also increased for 2013 (by 7%), but declined for 2014 (by 4%). The 
relative expenditure shares both declined for 2014. 
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10. VABA’s total expenditures in absolute terms increased notably from 2011 to 2014 (by 
92%). However, given VABA’s overall very limited budget, the shares of total government 
expenditures and GDP remained unchanged. 
 
11. Table 3 shows a breakdown of the 2011–2014 expenditures of GASI and VABA for 
recurrent and capital costs. 
 

Table 3: Expenditure Breakdown of the General Agency for Specialized Inspection and 
the Veterinary and Animal Breeding Agency, 2011–2014 

(MNT million) 

Item       2011 Share 2012 Share 2013 Share 2014 Share 

GASI 

   Recurrent expenditure 16,977 92% 22,711 89% 24,438 89% 25,434 97% 

   Capital expenditure 1,493 8% 2,756 11% 2,903 11% 856 3% 

       Total 18,470 100% 25,468 100% 27,341 100% 26,290 100% 

VABA 

   Recurrent expenditure 202 100% 242 100% 285 100% 387 100% 

   Capital expenditure 0 - 0 - 0 - 0 - 

       Total 202 100% 242 100% 285 100% 387 100% 

GASI = General Agency for Specialized Inspection, VABA = Veterinary and Animal Breeding Agency. 

Sources: GASI and VABA. 

 
Table 3 shows that GASI’s recurrent expenditures rose every year during 2011–2014, especially 
from 2011 to 2012 (34%), while the increases for 2013 (8%) and 2014 (4%) were much lower. 
GASI’s capital expenditures increased considerably from 2011 to 2012, remained almost 
unchanged for 2013, then decreased significantly from 2013 to 2014 (this is the main reason 
why GASI’s relative expenditure shares decreased in 2014, as was seen in Table 2). The 
recurrent and capital expenditure shares also changed notably during the period. It is 
understood from VABA that it does not have any capital expenditures. 
 
12. Budgetary projections for GASI and VABA from 2015 to 2019 are shown in Table 4.4 
 
  

                                                
4
  It is not clear whether the data, which have been provided to ADB directly by GASI and VABA, reflect the budget 

projections for GASI and VABA in accordance with the government’s Medium-Term Fiscal Framework, 2016–2018 
prepared by the Ministry of Finance. It is understood from the Ministry of Finance that the framework does not 
include agency-level projections. 
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Table 4: Budget Projections of the General Agency for Specialized Inspection and  
the Veterinary and Animal Breeding Agency, 2015–2019 

Item 2015 2016 2017 2018 2019 

Projected GASI expenditure (MNT million) 27,968 56,365 60,983 64,186 65,402 

Projected VABA expenditure (MNT million) 332 418 394 473 567 

    Total 28,301 56,783 61,378 64,659 65,969 

Absolute increase (MNT million) - 28,482 4,595 3,281 1,310 

Increase from previous year  - 101.6% 8.1% 5.3% 2.0% 

GASI = General Agency for Specialized Inspection, VABA = Veterinary and Animal Breeding Agency. 
Sources: GASI and VABA. 

 
13. Table 4 shows that the total combined expenditure of GASI and VABA is expected to 
double from 2015 to 2016, mainly due to increased expenditures by GASI, after which a much 
slower increase is expected. Overall, the increase for GASI will be significantly larger than for 
VABA. 
 
14. GASI expects its total expenditures to increase considerably in 2016, to double the 
budget size of 2015, which is almost evenly distributed between the recurrent budget and the 
capital budget. The expected annual increases for 2017, 2018, and 2019 are relatively modest 
(from 2% for 2019 to 8% for 2017). 
 
15. The government will not cover direct project expenditure during implementation. 
However, it will need to cover the increases in recurrent costs that follow from the project, which 
for 2019 are estimated at about MNT1,806 million for GASI (estimated recurrent costs increases 
for VABA are negligible).5 Compared with GASI’s present recurrent budget projection for 2019, 
this is equivalent to 4.0%, which is considered affordable, taking into account the calculated net 
economic benefits. The government has committed to provide the necessary recurrent funds 
after the project to ensure that the benefits of the investment will not be lost. 

                                                
5
 See Table 2 of the Economic Analysis (accessible from the list of linked documents in Appendix 2). 


