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FINANCIAL ANALYSIS  
 
A. Introduction 
 
1. The grant project has no revenue-generating component, and the financial analysis, 
therefore, focuses on the fiscal sustainability of government expenditures and fund sources to 
evaluate the potential impact of the project fund requirements on a budget of the Governor’s 
Office of the Capital City (GOCC), the designated executing agency. The project team reviewed 
the financial position of the GOCC and assessed the sustainability of the project at the fiscal and 
project level in accordance with the Asian Development Bank (ADB) policies and guidelines for 
the financial analysis of projects.1 
 
2. The project has three outputs: (i) public transport access, facilities and services improved 
in Chingeltei corridor, (ii) pedestrian safety facilities and residents’ safety awareness along 
Chingeltei street enhanced, and (iii) community-led behavior change and community 
engagement enhanced. The GOCC is the executing agency (EA). The Road Development 
Department of the Capital City (RDDCC) and the Public Transport Service Department (PTSD) 
are the implementing agencies (IA). 
 
2. The investment cost cover (i) civil works of the bus stops, bus terminus, and road safety 
and other road works; and (ii) equipment and other traffic systems installed in the bus stops, 
intersections and pedestrians. The overall project’s incremental recurrent cost variations arise 
from increased staff resources, and maintenance and operating costs of the equipment and traffic 
system. These outputs will result in the improved quality of and access to public transport services 
for residents in ger areas—resulting in access to safe and comfortable transport services that 
meet customers’ demand and thereby creating longer-term savings for the sector. 
 
3. The fiscal impact of the future recurrent costs on the government public transport access 
is analyzed based on the government’s contribution to the overall project. 
 
B. Methodology 
 
4. Historical fiscal information was analyzed to determine the potential budget surplus          
(i.e., the unused portion of the approved budget) available to finance the recurrent project costs 
after construction. The proposed project is deemed financially sustainable if the annual project 
fund requirement is within 2%–3% of the approved annual expenditure budget or budget surplus, 
and there is a sufficient surplus or unutilized portion of the annual budget available to finance the 
project recurrent costs requirement. 
 
5. Financial assumptions. The following are the general assumptions: 
 

(i) all costs are expressed in July 2019 prices; 
(ii) the project is analyzed over a 12-year period, excluding construction period, and 

the residual value is not considered; 
(iii) foreign exchange rate of MNT2,662 per $1 is used when converting foreign 

exchange costs to their local currency equivalent; 
(iv) revenue of GOCC is derived from tax revenue such as city tax, land fee, property 

tax, vehicle tax, water fee, personal income tax, and inheritance and gift tax; and 
 

1  ADB. 2005. Financial Management and Analysis of Projects. Manila; ADB. 2009. Financial Due Diligence: 
A Methodology Note. Manila. 
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non-tax revenue like the dividend from state-owned companies, charges for usage 
of local property and sales revenue/interest and fines, and other types of revenue 
generated by the capital in accordance with the law; 

(v) Operation and maintenance (O&M) costs include personnel salaries and welfare, 
equipment maintenance costs, administration, insurance, taxes, power costs, and 
other expenses; 

(vi) capital cost includes the base cost of the project, including the base investment 
cost and physical contingencies, and excluding price contingencies during 
development; and 

(vii) technical data and costs were obtained from the revised project feasibility study 
report to form the basis of the financial analysis. 

 
C. Financial Sustainability Analysis 
 
6. Mongolia’s macroeconomic recovery continued to improve in 2018, buoyed by the mining 
investment and higher output in services and industry. It is envisioned that growth will extend into 
2019 and 2020, albeit at a declining rate on strong domestic demand. Inflation is anticipated to 
accelerate in 2019 before slowing again in 2020, and the current account deficit will narrow in 
2019 before widening in 2020. Budget revenue surged to equal 31.3% of the gross domestic 
product (GDP) on increased receipts from value-added tax and social insurance, while 
expenditure increased modestly to 28.7% yielding a surplus equal to 2.6% of GDP after 5 straight 
years of deficit.2 
 
7. The executing agency for the overall project is the GOCC. The existing financial 
performance of the GOCC is analyzed to investigate their capacity in providing the necessary 
funds for O&M during the operating period. In addition, annual average growth rates of revenues 
and expenditures during the project period are calculated. 
 
8. The financial sustainability analysis evaluates the project impact on the executing 
agency’s budget. The total investment cost of the grant project, inclusive of taxes, duties, and 
contingencies, is $2.0 million, planned for disbursement over 4 years and 4 months from 2020 to 
2024. The government, through the GOCC, will provide the necessary recurrent costs of the 
project to ensure that the project benefits are not lost. 
 
9. To determine the sustainability of the proposed project, the GOCC budget is forecasted 
from 2019-2035. The project will impact GOCC’s fiscal outlook as it is the final recipient of the 
grant project funds. GOCC will provide the annual O&M fund for installed equipment, facilities, 
and traffic and safety systems, and will provide an O&M cost subsidy to bus stops should the 
local community need financial assistance to cover discrepancies in the collection of maintenance 
fees and to ensure long-term program sustainability. Table 1 summarizes the fiscal affordability 
assessment of GOCC. 

 
2   ADB. 2019. Asian Development Outlook 2019: Strengthening Disaster Resilience. Manila. 
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Table 1: Fiscal Affordability Assessment of GOCC 
(MNT million) 

 
Item 2015 2016 2017 2018 2019 2028 2029 2030 2033 2035 
A. Revenues 551.70 553.80 723.50 828.5 1,031.90 1,814.49 1,914.50 2,014.51 2,314.54 2,514.56 
           
B. Expenditures 592.40 584.80 584.80 620.00 742.70 994.32 1,027.90 1,061.48 1,162.22 1,229.38 
           
Surplus (Deficit) (A–B) (40.70) (31.00) 138.70 208.50 289.20 820.17 886.60 953.03 1,152.32 1,285.18 

          
Annual           
Counterpart funds      0.069 0.104 0.139 0.208 0.208 
           
Counterpart funds,            
as a % of surplus      0.01 0.01 0.01 0.02 0.02 
Source: GOCC = Governor’s Office of the Capital City. 
ADB estimates.
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10. GOCC will provide counterpart funds after project implementation, for O&M costs and 
subsidies3 for the project which amounts for about 0.01% to 0.02% of annual projected surplus 
of GOCC from 2028 until 2035, representing a low proportion of the government expenditures at 
the operating period. The analysis indicates that the project will have minimal impact on GOCC’s 
fiscal budget. 
 
11. In addition, the project will pilot the use of advertising space on the new bus stops to 
provide a revenue stream to fund operation and maintenance costs. This option, however, is not 
considered in this financial sustainability analysis.4 
 
12. Conclusion. The annual commitments to the project average less than 1% per annum of 
GOCC’s surplus, during project operation. Therefore, the results of this analysis show that GOCC 
can afford the necessary counterpart funding for O&M cost and subsidies with the implied cost 
burden not exceeding 1% of GOCC’s surplus from its yearly expenditure. To ensure project 
sustainability, it was agreed that the budget would be allocated yearly by GOCC to finance the 
O&M costs during project operation. 

 
3 Output 3 includes initiative for community engagement to maintain the project assets in their respective community 

with minimal government subsidy. 
4 Project suggest including O&M costs of the bus stops under the ongoing contract with JC Decaux. The Project was 

unable to meet with JC Decaux—thus, the incremental revenue cannot be estimated without the information on 
corresponding advertising revenue generated by the project.  


