
Integrated Livelihoods Improvement and Sustainable Tourism in 
Khuvsgul Lake National Park Project (RRP MON 48216) 

ECONOMIC AND FINANCIAL ANALYSIS 
 
A. Introduction 

 
1. This document summarizes the results of the financial and economic analysis of the 
Integrated Livelihoods Improvement and Sustainable Tourism in Khuvsgul Lake National Park 
Project. The expected project outcome is that livelihoods and sustainable tourism in five soums 
of the Khuvsgul Lake National Park (KLNP) will be improved and integrated. The project will 
have three outputs: (i) community-based tourism in Khatgal and Khankh settlements promoted; 
(ii) capacity for sustainable livestock and pasture management in the KLNP and buffer zone 
improved; and (iii) waste management around Khuvsgul Lake strengthened. 
 
B. Financial Analysis 
 
2. The financial analysis was conducted following Asian Development Bank guidelines.1 
The financial analysis comprises a financial management assessment (FMA) and the use of 
pilot community revolving funds.2 The latter are a unique feature of the project and were given 
particular attention in this analysis as they require additional financial management in 
comparison with other projects. 
 
3. Financial management assessment. An FMA was conducted for the executing and 
implementing agencies. The FMA covers funds flow arrangements, staffing, accounting and 
financial reporting systems, financial information systems, and internal and external auditing 
arrangements. The overall pre-mitigation financial management risk of the executing and 
implementing agencies was assessed as “moderate”, based on: (i) low in-house financial 
capacity of the implementing agency—although the project includes a qualified accountant, it is 
likely that some financial management deficiencies will occur; (ii) the degree to which oversight 
by the Economic, Financial and Planning Division of the executing agency (which provides 
guidance and monitoring for all executing agency’s departments) offsets these risks; and (iii) the 
project’s small size and budget, which make it likely that errors will be quickly identified and 
corrected, with limited impact to project operations and viability. 
 
4. The project will implement the following risk mitigation measures: (i) an accountant and a 
procurement officer will be recruited for the project management unit (PMU) to ensure 
compliance with ADB and domestic financial, accounting, and auditing requirements; (ii) 
financial management software acceptable to ADB will be used for the project, supported by 
maintenance of hard-copy ledgers and records; (iii) an action plan for risk mitigation has been 
prepared and will be implemented for the project; (iv) the Economic, Financial and Planning 
Division will provide financial oversight to the executing agency and implementing agency; and 
(v) ADB will provide intermittent financial training and mentorship to the executing agency and 
implementing agency as needed. 
 
5. Pilot community revolving funds. Outputs 1 and 2 will be supported through a 
combination of specialist support, training, and the establishment of five community revolving 
funds (one per project soum). The funds will be community-managed and support household-

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

Methodology Note. Manila. 
2
 Financial Management Assessment (accessible from the list of linked documents of the report and 

recommendation of the President). 



2 

2
 

scale enterprises,3 with 17% of grant proceeds (an average of $100,000, or 4% per soum) 
channeled into the funds. Funds will be held in one bank account per soum. The project will 
provide the financing expertise, training, and initial capital for the first 4 years for the 
communities to develop and manage the funds, including the establishment of fund committees, 
operating procedures, and repayment terms and conditions. Loans will be limited to activities 
compatible with outputs 1 and 2, the KLNP Management Plan, and domestic and ADB policies 
and regulations. A low interest rate and 2-year repayment period will be applied to loans, and 
reviewed regularly. 4  Interest repayments over the 4-year project duration will replenish the 
funds. The approach aims to be sustainable; loan repayments will replenish the capital base 
and the project specialists will provide support over 4 years to establish and maintain the funds. 
Concessional loan terms are justified for the target communities, which lack income-generating 
opportunities. The project will also prepare a scale-up strategy and investment plan, which will 
include continued operation of the community revolving funds. 
 
6. A hypothetical (subproject) loan portfolio of the community revolving funds is presented 
below based on the total amount of the funds and representative business types to be 
supported by the funds. This was prepared based on the following assumptions: (i) no loans in 
year 1 to allow time for fund establishment; (ii) 30% of the revolving funds to be provided in year 
2, 35% in year 3, and 35% in year 4; and (iii) loans will be repaid in 2 years (50% at the end of 
year 1 and 50% at the end of year 2). As a result, the funds can potentially support a cumulative 
total of 67 loans with a value of MNT979 million (equivalent to $515,000) during the project 
implementation period. Assuming that all repaid loans will be revolved the following year, and 
that a default rate of 5% applies for all business types, loan repayment will reach MNT447 
million (about 46% of the original funds amount) cumulatively by the end of the fourth year to 
provide additional loans. The revolving funds will continue to be managed by the community 
after the project, and will have substantial multiplier effects that serve to improve community 
livelihoods. 
 

Table 1: Hypothetical Subproject Portfolio 

Business type and 
average loan 
amount   Year 1 Year 2 Year 3 Year 4 Total 

Handicraft 
(MNT5 million) 

Number of loans 0  8  9  9  25  

Total loan amount 
(MNT million) 

0  38  44  44  125  

       

Tourist camp 
(MNT25 million 

Number of loans 0  2  2  2  6  

Total loan amount 
(MNT million) 

0  45  53  53  150  

       

Ger camp (MNT9 
million) 

Number of loans 0  3  4  5  12  

Total loan amount 
(MNT million) 

0  27  36  45  108  

       

Retail shop 
(MNT24 million) 

Number of loans 0  1  1  1  4  

Total loan amount 
(MNT million) 

0  29  34  34  96  

       
Carpentry Number of loans 0  4  4  4  12  

                                                           
3
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Business type and 
average loan 
amount   Year 1 Year 2 Year 3 Year 4 Total 

(MNT25 million) 
Total loan amount 
(MNT million) 

0  90  105  105  300  

       
Vegetable 
production (MNT15 
million) 

Number of loans 0  4  4  4  12  

Total loan amount 
(MNT million) 

0  54  63  63  180  

              

Total 

Number of loans 0  21  25  26  71  

Total loan amount 
(MNT million) 

0  282  334  343  959  

Source: Asian Development Bank estimates. 

 
7. Subloan and borrower selection criteria. Criteria for operation of the community 
revolving funds will be established prior to fund disbursement. The criteria will be developed by 
the communities and implementing agency through consultative processes led by the project 
specialists, and reviewed and approved by the government and ADB. Application criteria for 
selection of sub-loans will include that the: (i) sub-loan is for an activity that directly contributes 
to project outputs 1 and/or 2 and the targets in the design and monitoring framework and gender 
action plan; (ii) planned activity is compatible with the KLNP Management Plan; (iii) planned 
activity responds to a clear market demand (i.e. they are viable); and (iv) sub-loans comply with 
domestic laws, ADB’s Safeguard Policy Statement (2009), and the project environmental 
assessment and review framework. For borrowers, selection criteria will include the need to be 
a permanent resident in the participating soum, willingness to comply with the application 
requirements and repayment terms and conditions, and (ideally) ability to demonstrate the 
involvement of poor households and women in the planned activity. 
 
8. Conclusion. The FMA confirmed that the implementation arrangements to be 
established are adequate for financial management of the project. The pilot community 
revolving funds of MNT959 million will support 71 loans during the project implementation period; 
revolving the funds can generate an additional MNT447 million to provide additional loans. The 
funds will continue to be managed by the community after the project and will have substantial 
multiplier effects to improve the livelihoods of the project communities. 
 
C. Economic Analysis 

 
9. The economic analysis assessed (i) economic viability of six representative subprojects 
under outputs 1 and 2, which will be supported by investment worth $1.46 million, including the 
community revolving funds ($520,000) to support local household and small enterprises to start 
or expand businesses in five project soums; and (ii) financial sustainability of a pilot community-
led waste management program, which is a non-income-generating activity under output 3, to 
be supported by an investment of $0.67 million. 5  The economic analysis followed ADB 
guidelines.6 
 

                                                           
5
  The remaining project cost of $1.05 million for project management and administration is rather substantial due to 

the weak capacity of government at all levels, and the field-oriented project activities. This cost was not included in 
the economic analysis, which should be warranted given the nature of the project, which is assistance to a poverty 
area for limited income generating activities to be financed by the project. 

6
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10. Sector context. In 2013, tourism contributed about MNT423.8 billion (2.5%) to gross 
domestic product, and directly supported about 26,500 jobs (about 2.1% of total employment).7 
Tourism includes accommodation, food and beverage, retail trade, transportation, and culture, 
sports, and recreation services. Domestic spending on tourism accounts for about 37% of the 
tourism contribution to gross domestic product. The number of international tourists has recently 
declined (from 623,839 in 2012 to 505,686 in 2014).8 The KLNP is becoming one of the most 
popular tourism destinations in Mongolia. Most visitors are Mongolians. In addition, the northern 
part of the KLNP is only 12 kilometers from the international border with the Russian Federation. 
Russian visitors can readily access KLNP via a highway from Irkutsk City, and Russian visitors 
to KLNP are expected to increase. Overall tourist numbers to KLNP have expanded rapidly—
between 2010 and 2014, annual tourist visits to KLNP increased from 11,000 to 60,000.9  
 
11. Economic rationale. The project is among the first in Mongolia to address the linked 
issues of livelihoods, tourism development, and waste management within a protected area. 
The project will result in improved management of the KLNP, which has significant 
environmental value for Mongolia, and provides downstream water resources for the Russian 
Federation. The project will support the long-term improvement of water quality of Khuvsgul 
Lake through better management of sewage and solid waste from tour camps and campsites. 
The project will also improve pasture management and introduce alternative income-generating 
activities such as vegetable production. These improvements in environmental goods and 
services will enable the project communities to (i) sustainably accommodate more tourists, while 
reducing impacts to the lake and surrounding pasture; and (ii) benefit from tourism-based 
income-generating activities. Supporting the protection of water quality in Khuvsgul Lake is an 
important aspect of maintaining ecosystem services, and thereby community livelihoods, and 
project-supported businesses. The project’s contribution to improvement in environmental 
goods and services is difficult to quantify; the economic analysis therefore focuses on the 
economic viability of representative businesses and their potential impact on poverty. 
 
12. Cost–benefit analysis of subprojects under outputs 1 and 2. The actual subprojects 
(income-generating activities) will be selected during the project implementation, and the cost–
benefit analysis therefore examined six representative businesses and activities: home-based 
handicrafts, tour camps, ger (traditional Mongolian tent) camps, retail shops, carpentry, and 
vegetable production. These businesses and activities were chosen based on existing activities 
and stakeholder meetings in the project area during the project preparation. 
 
13. Demand analysis.10 Annual tourist visits to the KLNP rose significantly during 2010–
2014 (para. 10), with most (over 90%) of visitors from Mongolia. Income-generating subprojects 
will be selected during project implementation, and the incremental goods and services the 
subprojects will provide are not known. However, the recent increase in tourist numbers has 
significantly increased demand for goods and services and this trend is expected to continue. 
Although no growth projections are available, Khuvsgul aimag is designated as a key location 
for the development of tourism and associated infrastructure.11 Tourism presents a major new 
opportunity for local income diversification and the communities at the KLNP are seeking to 
capitalize on this opportunity. 

                                                           
7
 World Travel and Tourism Council. 2014. The Economic impact of Travel and Tourism in Mongolia. 

8
 National Statistical Office of Mongolia. 2015. Mongolian Statistical Yearbook 2014. Ulaanbaatar. 

9
 KLNP Visitor Logbook. 

10
 Data for the supply and demand analysis were obtained from the National Statistical Office of Mongolia. 2015. 
Mongolian Statistical Yearbook 2014. Ulaanbaatar. 

11
 Tsedendamba. 2012. Study On Opportunities To Develop Four Clusters (Meat, Wool-Cashmere, Sea Buckthorn 

And Tourism) Aimed At Improving National Competitiveness Of Mongolia. Ulaanbaatar: MED, MDI, ADB. 
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14. Based on assumptions made for representative subprojects, the volume of goods and 
services to be generated under the project are expected to be relatively small. Their incremental 
outputs will be comfortably absorbed by (i) the relevant markets, given the unmet demands for 
such goods and services; and (ii) anticipated increases in the number of tourists visiting KLNP. 
The handicraft subprojects represent small home-based businesses that produce a range of 
small products (e.g., clothing, accessories, souvenirs, food products) to sell at tour camps or 
rented space at local markets. The tour camp and ger camp subprojects will provide 
accommodation (small cabins or gers), dining, and/or tourist services to tourists, which are 
family-operated, with some local employees. The retail shop subprojects, which are to be run by 
locals, will sell a variety of products (e.g., food products, clothing, general goods) to residents 
and visitors. The carpentry subprojects are owner-operated and currently deliver goods and 
services to local residents, and will provide additional services for the local market and outside 
Khuvsgul aimag. The vegetable production subprojects will provide fresh vegetable products, 
which are rarely grown in Khuvsgul at present, to meet part of the demand from locals and 
tourists. During project implementation, a market analysis will be required from loan applicants 
(assisted by the project specialists) to ensure there is sufficient market demand.  
 
15. Methodology and assumptions for the cost–benefit analysis. Data needed for the 
analysis were collected from existing enterprises and cooperatives. The parameters for the 
analysis are as follows: (i) the analysis period varies by representative businesses, ranging from 
7 to 20 years, which is the assumed economic life of the fixed capital invested; (ii) economic 
benefits and costs are valued in domestic price numeraire and expressed in Mongolian togrog 
(MNT); (iii) taxes, duties, and price contingencies are excluded from the economic cost; (iv) the 
economic opportunity cost of capital (EOCC) is assumed to be 12% per annum; (v) a shadow 
exchange rate factor of 1.07 was used to convert financial prices of traded goods to economic 
prices; and (v) 1.00 is the shadow wage rate factor for skilled labor and 0.70 for unskilled 
labor.12 In addition, the hypothetical loan portfolio (Table 1) was used for a cost–benefit analysis 
of the aggregate investment for outputs 1 and 2. 
 
16. The projected economic benefit and cost flows of each subproject was estimated for 
with- and without-project situations, and projected over 20 years. 13  The economic cost 
comprises the investment cost (civil works, equipment, materials, training, and consultancy); 
and operation and maintenance (O&M) cost (materials, labor, utility, and maintenance). Among 
the investment cost elements, civil works, equipment, and materials will be paid out of the 
community revolving fund loan, while training and consultancy will be paid out of other grant 
proceeds. The economic benefit is expected from incremental outputs of various types valued at 
economic prices, which were converted using the conversion factors outlined above. The 
economic benefit will be generated for the increase of production and processing capacities to 
be supported by the project. The incremental benefit and cost flows provided the basis for 
calculating the economic net present value (ENPV) and economic internal rate of return (EIRR) 
of each aggregate representative business. 
 
17. The cost–benefit analysis showed that all representative businesses are economically 
viable, with estimated EIRRs of 13.9%–17.6%, above the EOCC of 12%. The economic viability 
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 The shadow wage rate factors are from ADB. 2014. Report and Recommendation of the President to the Board of 
Directors: Proposed Loan to Mongolia for Skills for Employment Project. Manila. 

13
 The projected benefit flow of each aggregate representative business included all benefits generated by each 
product line produced. Investment cost requirements included capital investments such as buildings, equipment, 
and raw materials, while operation and maintenance costs included materials, maintenance, labor, and utilities. 
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of the aggregate investment under outputs 1 and 2 was also examined and confirmed, with an 
EIRR of 16.3%. The cost and benefit flows of the aggregate investment are in Table 3. 
 

Table 2: Economic Viability and Sensitivity Analysis 

Business 
Base Case 

EIRR 

Switching Values (%) 

Decrease 
 in revenues 

Increase 
 in O&M cost 

Investment 
cost overrun 

Handicraft 13.9% 1.3% 2.0% 4.1% 

Tourist camp 18.0% 3.0% 3.8% 32.9% 

Ger camp 15.2% 3.8% 8.2% 14.5% 

Retail shop 14.8% 1.0% 1.4% 11.8% 

Carpentry 16.0% 4.5% 11.1% 12.3% 

Vegetable production 17.6% 8.8% 18.8% 19.7% 

Aggregate investment 
under outputs 1 and 2 

16.3% 9.3% 27.3% 16.4% 

EIRR = economic internal rate of return, O&M = operation and maintenance cost. 
Source: Asian Development Bank. 

 
18. Sensitivity analysis. The sensitivity analysis was conducted using the switching value 
technique. The robustness of all six subprojects and the aggregate investment under outputs 1 
and 2 were examined against three adverse scenarios: (i) revenue decrease, (ii) O&M cost 
increase, and (iii) investment cost overrun. The results (Table 2) are mixed: (i) the aggregate 
investment, carpentry, and vegetable projects are largely robust against any adverse scenarios; 
(ii) the handicraft subproject is sensitive to all adverse scenarios; and (iii) the other three 
subprojects are robust against investment cost overrun, but sensitive to revenue decreases and 
O&M cost increases.  
 
19. Financial sustainability of pilot community-led waste management program under 
output 3. Output 3 includes the establishment of a pilot community-led waste management 
program, which is a non-income generating component, comprising the design and installation 
of ecologically sound toilet facilities and solid waste bins at public camping areas, and the 
formation of at least three waste management teams (involving around 45 residents) that will 
handle facility O&M. The toilet facilities will implement the principals of ecological sanitation, i.e. 
simple but effective designs for non-flushing, non-mechanical systems that are replicable and 
made from local materials. The community teams will be formed to implement the pilot 
community-led waste management program. The teams will receive training and support from 
the project over the 4-years implementation period. The project training will include other 
stakeholders to ensure strong integration with waste management elements beyond the project 
scope (including waste and sewage processing at local landfill). 
 
20. To ensure the sustainability of these facilities and the teams, the project income 
generation specialist will facilitate the development of a pilot campsite fee system to be applied 
to tourists, including fee rates, fee collection methods, and reporting by the community teams. 
These fees will pay the team salaries and facility maintenance following project implementation. 
Calculations indicate the system will be sustainable: over 4 years, project funding ($70,000) will 
support annual salaries of $5,833 per team. Assuming a campsite fee of $0.26/person/day 
(MNT500), an average of 3 days/visit, and 10,000 visitors per campsite per year, the fees 
generated would be $7,895 (MNT15 million) per campsite per year, 26% greater than the 
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current salaries. This provides a substantial buffer against inflation, salary increases, and/or in 
case the current cost estimates are underestimated. Furthermore, the assumed number of 
visitors to the three campsites (total 30,000 visitors per year) is only 50% of the total number of 
registered visitors (60,000) to KLNP in 2014. Finally, the project will support the preparation of 
an operational manual that describes this project component, including team tasks, salaries, fee 
rates, and O&M of the facilities. A scale-up strategy and investment plan will also be prepared 
during the project, and will include these measures as part of overall planning for financial and 
operational sustainability following project completion. 
 
21. Poverty impact. The aggregate investment for outputs 1 and 2, particularly the 
community revolving funds, will have a significant multiplier effect on the local communities 
during and after the project period (paras. 6 and 8). Using the original community revolving 
funds of $520,000, the project will provide approximately a total of 71 subproject loans worth a 
cumulative total of $959,000 in 4 years as a result of the revolving funds. The revolving funds 
will continue to provide loans beyond the project period. Because loans will be provided to local 
communities with substantial unemployment and underemployment, benefits will accrue mainly 
to unemployed and underemployed people. Four of the five project soums have poverty rates of 
44%–55% (the highest category in Mongolia), and the project is expected to have significant 
poverty impacts. The estimated poverty impact ratio from the community revolving funds is 
about 50%. About half of the benefits to the labor force generated by the community revolving 
funds will accrue to the poor in the communities; and about 21% of the benefits to businesses 
from the community revolving funds will accrue to the poor. 
 
22. Conclusion. The economic analysis confirmed that: (i) all representative businesses as 
well as the aggregate investment for outputs 1 and 2 are economically viable; (ii) their viability is 
robust in the face of varying adverse scenarios; (iii) the investment for output 3 was confirmed 
as financially sustainable; and (iv) the project will have significant poverty impact. Further 
economic due diligence will be conducted during project implementation, for assessment of 
business plans and sub-loan applications, to ensure the expected benefits will be achieved for 
the target communities in the KLNP. 
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Table 3: Economic Cost–Benefit Flow 

                          (MNT '000) 

Year 

Cost   Benefit   
Net 

Benefit Invest-
ment 

O & M Total   
Handi-
craft 

Tourist 
camp 

Ger camp 
Retail 
shop 

Carpentry 
Vegetable 
production 

Total   

1 390,982 0 390,982   0 0 0 0 0 0 0   -390,982 

2 1,494,240 0 1,494,240   36,250 52,260 28,800 73,604 102,000 90,000 382,914   
-

1,111,326 

3 390,982 259,364 650,346   54,375 78,390 43,200 110,406 153,000 135,000 574,371   -75,975 

4 390,982 259,364 650,346   72,500 104,520 57,600 147,208 204,000 180,000 765,828   115,482 

5 0 259,364 259,364   72,500 104,520 57,600 147,208 204,000 180,000 765,828   506,464 

6 0 259,364 259,364   72,500 104,520 57,600 147,208 204,000 180,000 765,828   506,464 

7 0 259,364 259,364   72,500 104,520 57,600 147,208 204,000 180,000 765,828   506,464 

8 0 247,989 247,989   N/A 104,520 57,600 147,208 204,000 180,000 693,328   445,339 

9 0 247,989 247,989   N/A 104,520 57,600 147,208 204,000 180,000 693,328   445,339 

10 0 247,989 247,989   N/A 104,520 57,600 147,208 204,000 180,000 693,328   445,339 

11 0 225,415 225,415   N/A 104,520 57,600 147,208 N/A 180,000 489,328   263,913 

12 0 225,415 225,415   N/A 104,520 57,600 147,208 N/A 180,000 489,328   263,913 

13 0 137,125 137,125   N/A 104,520 57,600 147,208 N/A N/A 309,328   172,203 

14 0 137,125 137,125   N/A 104,520 57,600 147,208 N/A N/A 309,328   172,203 

15 0 137,125 137,125   N/A 104,520 57,600 147,208 N/A N/A 309,328   172,203 

16 0 30,671 30,671   N/A 104,520 N/A N/A N/A N/A 104,520   73,849 

17 0 30,671 30,671   N/A 104,520 N/A N/A N/A N/A 104,520   73,849 

18 0 30,671 30,671   N/A 104,520 N/A N/A N/A N/A 104,520   73,849 

19 0 30,671 30,671   N/A 104,520 N/A N/A N/A N/A 104,520   73,849 

20 0 30,671 30,671   N/A 104,520 N/A N/A N/A N/A 104,520   73,849 

ENPV 2,067,059 1,242,163 3,309,222   224,341 627,125 307,668 786,306 852,888 850,496 3,648,824   339,602 

EIRR                         16.3% 

EIRR = economic internal rate of return, ENPV = economic net present value, N/A = not applicable, O&M = operation and maintenance. 
Source: Asian Development Bank. 

 


