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1

COUNTRY OUTLINE

1.1

Introduction
Mongolia is one of the world’s fastest growing economies, holding a massive wealth of mineral
resources. With an outward-looking professional business community, democratic government and
rapidly improving living conditions, many international investors are turning their attention to this
previously overlooked corner of Asia.
Landlocked between Russia and China, Mongolia is a country of extremes. Despite having the coldest
capital city in the world 1, summer temperatures can exceed forty degrees Celsius. The climate is arid,
but when it does rain, it can be torrential. Although very thinly populated, with approximately three
million people in an area the size of Western Europe 2, city housing stock is in short supply and the
cosmopolitan atmosphere of central Ulaanbaatar contrasts with the remote existences of smaller
communities.

1.2

Geography and climate
Bordered on the north by Russia and on the east, south and west by China, Mongolia has a total area
of one point five million square kilometers, making it the nineteenth largest country in the world and
the second largest landlocked country. 3 For administrative purposes, the territory is divided into three
cities and twenty-one provinces (aimags). The most significant population centre is the capital
Ulaanbaatar, home to approximately 1.3 million people. 4
Mongolia is situated on a plateau far from any oceans, with average elevation of one and a half
kilometers. 5 This gives it an extreme continental climate which varies considerably across the country
and between the seasons. Broadly speaking, elevation is lowest in the east of the country, rising to
the Altai mountain range in the west. Mongolia’s highest point is a mountain peak marking the
western border between Mongolia, Russia and China. Travelling from north to south, one would go
from Siberian forests and lakes, pass through open steppe grassland and mountains, and ultimately
reach the Gobi desert.
The country has long cold winters and short warm summers. Winters are dry and summer rainfall
rarely exceeds three hundred and eighty millimeters in the mountains and is less than fifty millimeters
in the desert areas. 6 Temperatures in Ulaanbaatar can regularly exceed thirty degrees celsius from
mid-June to mid-August, but are also often below minus thirty degrees celsius in winter. Spring and
autumn are unpredictable and snow can be seen in early June or late August. However, spells of
warm weather also occur at early as April and as late as October.

1.3

History
The concept of the Mongolian state was founded by Genghis Khan (Chinggis Khaan) when he unified
disparate nomadic tribes in 1206. By the time he died, the Mongol Empire stretched from Manchuria
to the Caspian Sea. His descendants continued to rule the empire and extended the territory to create
the largest land empire ever to exist. Gradually this fragmented until in the seventeenth century, the
power of the Mongolian kings was weakened and became vulnerable to invasion. In 1636, Inner
Mongolia came under the power of the Qing (Manchu’s), followed by Outer Mongolia in 1691.
When China was experiencing political turmoil in the early twentieth century, Mongolian nationalists
took the opportunity to ally themselves with the Soviet Union. In 1924, Outer Mongolia formally
announced full independence as the Mongolian People’s Republic (MPR), the world’s second
Communist state. The MPR was effectively a client state of the Soviet Union, which heavily
1

Information Mongolia
CIA, World Factbook
3
CIA, World Factbook
4
1212.mn, Mongolian Statistical Information Service
5
National Geographic, Mongolia Facts
6
S. Chuluunkhuyag, The Impact of Climate Change and Human Activity on Mongolian Water Resources
2
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influenced internal politics. This included negative impacts such as religious purges in the 1930s and
forced collectivization. However, with investment from the Soviet Union, significant infrastructure
was put in place and levels of education, healthcare and the economic growth improved. Inner
Mongolia remains a province of China today.
Mongolia underwent a peaceful transition to democracy, electing the first democratic parliament
members in July 1990. The new constitution was established in 1992 and the first president elected
in 1993.

1.4

Political system
Mongolia is a parliamentary democracy, with key positions held by the President, Prime Minister and
Government Ministers. The main chamber of parliament is called the State Great Khural.
Parliamentary elections are held every four years and presidential elections the following year.
Since the early 1990s, the main government parties have been the Mongolian People’s Party (MPP)
and the Democratic Party. The MPP was formerly called the Mongolian People’s Revolutionary Party
(MPRP) and was the ruling party throughout the socialist era. The party now calling itself the MPRP
is a splinter group, created after the original party changed its name in 2010.
The June 2012 parliamentary elections were contested by eleven parties and two coalitions. There
were fears of violence following riots that had occurred after the 2008 elections, but 2012 passed off
peacefully, despite no party gaining a complete majority of the seats. After three weeks of
negotiations, a coalition was finalized between the Democratic Party (which had won the largest
number of seats and will hold 75% of posts in the new government), the Justice Coalition (made up
of the ‘new’ MPRP and another MPP splinter group) and the Civil Will Green Party.

1.5

Population, language and religion
This year’s news by the English language newspaper, UB Post broke that Mongolia's total population
had become three million. 7 43% of the population lives in Ulaanbaatar. The rest of the population lives
in smaller towns and villages or are nomadic/semi-nomadic. Mongolians belong predominantly to the
Khalkh ethnic group (eighty to 82% of the population, 2010 est.) and there is a significant Kazakh
minority of approximately 3.8% of the population 8, with a very distinct language and culture. The
remaining ethnic groups are mostly quite closely related to the Khalkh.
The official language of Mongolia and first language of the vast majority of Mongolian nationals is
Khalkh Mongolian (written in the Russian Cyrillic alphabet). However there are other languages and
dialects spoken by minority groups, most notably in the province of Bayan-Ulgii, where the Kazakhs
are in the majority, and Tuvans also form a significant group. During the socialist period, the first
foreign language taught was Russian. However, English is now widely taught and often a requirement
to work for international companies. Chinese, Korean, Japanese and German are also popular
languages.
It should be noted that Mongolians rarely use their family names, identifying themselves instead by
a given name and a patronymic. In Mongolian, the patronymic precedes the given name and is often
shown only as an initial – thus Batbold’s son Tumur would be called Batboldin Tumur or B. Tumur.
However, many Mongolians working in international environments now put their given name first on
English language business cards (i.e. Tumur Batbold). The convention is identical for men and women,
and women do not change their names on marriage.
Shamanism is the oldest religious tradition in Mongolia and was replaced by Buddhism from the
sixteenth century onwards. Under Communism, all religion was suppressed and most temples and
monasteries were destroyed. The majority of the population now identifies as Buddhist, with small
Shamanist, Christian and Muslim minorities.
7
8

The UB Post, “Mongolian population officially reaches three million”, January 30th, 2015
CIA, World Factbook
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1.6

Currency
The official currency of Mongolia is the Mongolian tugrik or tögrög (MNT). During the two year period
to May 2015, the exchange rate fluctuated from 1,400-1,990 MNT:USD 9 and 2,200-3,160
MNT:GBP. 10
Currency is issued by the Central Bank of Mongolia.

1.7

Public holidays
There are seven celebrations in Mongolia for which public holidays are observed. Holidays are
generally observed on the actual date but if a holiday falls on the weekend, the government may at
its discretion declare any additional day off. Similarly, where there is only one day between a public
holiday and a weekend, there have been instances where a Saturday has been turned into a working
day in lieu of the Monday or Friday, allowing employees to take a longer holiday. Typically, there is
very short notice of such decisions, so as an employer or business visitor, one should be aware that
working hours around holidays may change as little as a week prior.
Public holidays may also be granted for events such as general elections.
Figure 1: Public holidays observed in Mongolia
Public Holidays in Mongolia

9

Holiday observed

Date observed

New Year’s Day

1 January

Tsagaan Sar (Lunar New Year)

Two days in late January/early February

International Women’s Day

8 March

Children’s Day

1 June

Naadam

11 – 13 July

Chinggis Khaan’s birth date

On the first day of first month of winter according
to Lunisolar Calendar

Reclaimed independence and national freedom day

29 December

XE, Currency Chart
XE, Currency Chart
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2

BUSINESS ENVIRONMENT

2.1

Mongolian economy overview
The Mongolian economy has been growing steadily since 2004, apart from the slowdown in 2009, as
a result of the global financial crisis. In 2011, Mongolia had the fastest growing gross domestic
product (GDP) in the world at 17.3%. GDP growth since then has been declining and stands at 4.4%
in Q1 2015. Performance is attributed to poorer foreign investment confidence and uncompetitive
exports.
Figure 2: Mongolia’s GDP growth (percentage) from 2004 – 2014
20.0
17.3

15.0
Real GDP Growth (%)

12.3
10.6

11.6

10.2

10.0

8.9

8.6

7.8

7.3

6.4

5.0

0.0
-1.3

-5.0

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

Year

Source: World Bank Data 11

Historically, economic growth in Mongolia has been driven predominantly by the mining sector, which
contributed approximately 16.8% of GDP in 2014, according to the National Statistical Office (NSO).
Agriculture, forestry and fishing is the second largest industry contributing to 14.2% of GDP in 2014. 12
Foreign investment into Mongolia has been increasing significantly up until 2011 when it reached its
highest of USD 4.7 billion. However, FDI flow into Mongolia has decreased drastically since 2011.
Foreign investment into Mongolia for 2014 was USD 276 million, the lowest in five years. Foreign
direct investment (FDI) is heavily skewed towards mining.

11
12

The World Bank, Mongolia GDP Growth 2004–2014 Data
National Statistical Office, Social and Economic Situation in Mongolia
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Figure 3: Mongolia’s FDI by industry
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Source:
From
Bank of Mongolia’s Monetary Policy and Research department 13

2.2

Economic trading partners
Mongolia is heavily dependent on trade with its immediate neighbors, both for imports and exports.

Exports

According to the National Statistical Office of Mongolia, 87.9% of the export balance for 2014 was
with China alone, versus just 1.1% with Russia. This has swung considerably from the situation in
1990, when 81% of exports were to Russia and only 0.7% to China, as a result of the altered political
landscape. 14
Mongolia’s main export commodities are; copper, coal, iron ore, crude oil and raw cashmere.

Imports

With respect to imports, over 90% of Mongolia’s petroleum comes from Russia. 15 Although Mongolia
has oil and gas resources, it does not yet have a refinery and therefore is reliant on importing
petroleum.

Overall, Mongolia’s imports are more balanced and largely consist of industrial equipment (particularly
for mining), food and consumer goods. For the year 2014 29.6% and 33.8% of the import balance
was held against Russia and China respectively. 16 Mongolia’s other main import partners are Japan,
South Korea, USA and Germany.

2.3

Business culture
Mongolia has a very small population and business is overwhelmingly based out of Ulaanbaatar. As
such, Mongolia has a small business community in which everyone knows everyone, resulting in
reputation and relationships being very important.
In recent years, as more foreign companies have established offices in Mongolia and Mongolians
who have studied and worked overseas have been attracted back home, international business
practices have begun to have more influence and a lot of meetings and work with international
partners is conducted in English. However, you should be prepared for some translation to be required,
13

Bank of Mongolia Contact Information
Bank of Mongolia, Monthly Statistical Bulletin, Sept. 2012
15
Reuters, Mongolia’s Energy Reliance on Russia, China a Key Risk
16 National Statistical Office, Monthly Statistical Bulletin, Dec. 2014
14
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particularly when dealing with older Mongolians for whom English was not part of their early education.
Most companies have employees who are able to translate in meetings and professional translators
can also be hired.
There is a strong demand for skilled employees with any international qualifications, experience or
language skills. With significant opportunities for the better educated, as more international
businesses enter the market and compete for staff, and little in the way of loyalty incentives such as
pension plans, employee turnover in many businesses is high.
Dress tends to be smart and it is advisable to err on the side of being too smart rather than appearing
too casual, as appearances are taken quite seriously. Punctuality is also generally expected, although
attitudes vary. Meeting times may be changed at short notice. Business cards are exchanged at the
start of meetings and it is a good idea to have plenty available, ideally in both English and Mongolian.
Getting to know each other informally over drinks or a meal is common practice and a good way to
establish relationships. At celebrations, such as marking the conclusion of a business deal, vodka
normally plays a role and you are very likely to be asked to join in with toasts. While it is appreciated
if you participate fully, taking a token sip is usually acceptable.
Standard business hours in most offices are 9am–6pm Monday-Friday, with an hour for lunch. Many
government offices operate from 8am-5pm.

2.4

Free trade zones
The first legislation to create free trade zones on the Mongolian border was passed in 1995. However,
implementation to provide the requisite infrastructure has stalled repeatedly. In February 2015, the
law on free trade zones had been amended. In April 2012, ground was broken to begin construction
on the Zamym-Uud Free Economic Zone (by the main crossing on the Chinese border).
Construction was taking place at Altanbulag Free Trade Zone on the Russian border, and there are
plans for similar zones in Choir (a town on the railway line south of Ulaanbaatar) and Tsagaannuur (on
the western border with Russia).
In June 22, 2014 Altanbulag free trade zone had officially started operating.

2.5

Foreign exchange controls
All business transactions in Mongolia are legislatively required to be settled in MNT. However, it is
not unusual for prices to be quoted in other currencies (predominantly USD), particularly in
international trade and the tourism industry.
Apart from the taxes discussed in section five of this guide, there are no restrictions on the
repatriation of capital.

© 2015 KPMG Audit LLC., the Mongolian member firm of the KPMG network of independent member
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.

12 / Investment in Mongolia

INVESTMENT CLIMATE FOR
FOREIGN DIRECT INVESTMENT

© 2015 KPMG Audit LLC., the Mongolian member firm of the KPMG network of independent member
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.

13 / Investment in Mongolia

3

INVESTMENT CLIMATE FOR FOREIGN
DIRECT INVESTMENT

3.1

Foreign investment opportunities
Mongolia’s recent growth has been overwhelmingly based on mining. However, many other sectors
are also proving attractive, as demand grows for services which directly and indirectly are required to
support the mining companies. Infrastructure is required to facilitate production and export, financial
services are needed (from banking to tax advice) and the expatriates working for mining companies
and other professions, expect modern offices, homes, international food and other goods.
Additionally, Mongolians themselves are demanding higher standards of living and improved services
as their own incomes rise and foreign entities are seeing opportunities to serve the local market in a
vast number of sectors.

Government policy

In September 2012, the newly elected Government published its platform for the 2012-2016 term
which included a specific mining policy aimed at developing the sector. The focus of the policy is on
economic and environmental sustainability, improved enforcement of regulations, transparency and
adding value to exports.
Alongside this, the new government also stated its aim to reduce economic dependence on mining
through an economic diversification policy. The policy comprises of seven components:
Industrialisation
Wool, cashmere and leather
Livestock rearing, meat and milk production
Tourism
Advanced technologies
Production of import-substitute and export products
Services and infrastructure

3.2

Foreign investment legislation
The government organization which is responsible for the arrangement and facilitation of foreign
investment is the Foreign Investment and Foreign Trade Agency of Mongolia (FIFTA). The key piece
of legislation governing foreign investment in Mongolia is the Foreign Investment Law passed in 1993
(as amended in 2002). As well as stating that foreign investors should not be discriminated against,
the legislation permits large foreign investors to enter into an agreement with the Government to
stabilize their tax conditions in Mongolia for up to fifteen years.
For completeness, the definition of a foreign investment entity in Mongolia (as defined in the Foreign
Investment Law) is an entity established in Mongolia of which not less than twenty-five percent of
the equity is held by a foreign investor (including Mongolian citizens permanently residing overseas).
A minimum initial investment of USD one-hundred thousand is required to register a foreign
investment entity.

Strategic sectors

In May 2012, the Government adopted a Law on the Regulation of Foreign Investment in Entities
Operating in Strategic Sectors (Foreign Investment in Strategic Sectors Law). The main reasons for
adopting this legislation were to:
Ensure a healthy market system based on fair competition
Prevent the creation of monopolies and market-disrupting arrangements whereby the buyers
set the selling price
Prevent foreign state-owned companies from dominating in sectors considered to be
strategically important to Mongolia
© 2015 KPMG Audit LLC., the Mongolian member firm of the KPMG network of independent member
firms affiliated with KPMG International Cooperative (“KPMG International”), a Swiss entity.
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Those sectors considered ‘strategic’ by the Foreign Investment in Strategic Sectors Law are mining,
banking, finance and media, information and communications. However, the legislation does not
clearly define which businesses are included in each category and therefore, those potentially
affected are advised to get legal advice (for instance, early indications were that oil and gas would be
included under ‘mining’).
One of the key requirements under the Foreign Investment in Strategic Sectors Law is the need to
acquire a Government permit for certain types of transactions in these sectors. Broadly, these are
transactions which put management decision-making powers or substantial shareholdings (one-third
or greater) in foreign hands, or which could create a monopoly or impact market prices of Mongolian
export goods. This also applies to the establishment of new companies and to transfers of ownership
from one foreign investor to another.
Figure 4: Notification requirements for foreign owned entities operating in strategic sectors
Law on the regulation of foreign investment in entities operating in strategic sectors
Percentage of foreign ownership

Requirement

0 – 5%

N/A

5 – 33%

Notify the Government

> 33%

Obtain Government permit

> 33% and investment exceeds MNT 100 billion

Request permission from State Great Hural

Apart from the taxes discussed in section five of this guide, there are no restrictions on repatriation
of capital.

3.3

Commencing business in Mongolia
Practical considerations

Business in Mongolia starts and ends in Ulaanbaatar, so any business which is serious about operating
in the country needs permanent representation in the city.
Central office locations are convenient for many people, as the city centre is compact and most places
are within walking distance. However, there is a corresponding cost premium and limited space
available, as well as congestion in the centre having the potential to put off some commuters. Other
factors to consider are:
Where your employees live and how they will commute to work (as public transport can be
limited in some areas)
Proximity to the airport
Price and quality of hotel accommodation nearby
Other amenities such as catering facilities
Most Mongolians eat at canteens for lunch, with some workplaces providing food for their employees.
Likewise, some companies located out of town may provide free buses for their employees. When
considering amenities and perks, it is also worth bearing in mind that many expatriates regard
Mongolia as a hardship posting and anything that can be done to reduce this perception will help with
recruitment and retention of valuable knowledge and experience.
Local knowledge is essential and professional business and legal advice should be a priority. Good
contacts can also help you to find premises and staff as well as assist with administrative matters
such as opening bank accounts. The large banks have English speaking staff in their major branches,
and some branches are specifically dedicated to serving foreign private and commercial customers.
Recruitment in the private sector is becoming more transparent and open to newcomers with the
establishment of recruitment agencies. These can be particularly helpful when seeking Mongolians

© 2015 KPMG Audit LLC., the Mongolian member firm of the KPMG network of independent member
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with specific experience and qualifications. However, the continuing importance of personal contacts
and recommendations should not be underestimated either.

Registration

Mongolian Company Law (Company Law) defines a company as a legal entity whose capital is divided
into shares, has its own separate property and has the primary purpose of making a profit. Two types
of company structures are permitted under Company Law – Joint Stock Company and Limited Liability
Company.
Figure 5: Key differences between the two types of company structures permitted in Mongolia
Mongolian Company Law

Right to trade shares

Joint Stock Company
(JSC/XK)

Limited Liability Company
(LLC/XXK)

Freely traded, unless otherwise
agreed by its shareholders

Limited by the Company’s charter

Unlimited

Maximum of 50 shareholders at
foundation; unlimited thereafter

MNT 10 million

MNT 1 million

Number of shareholders
Minimum equity at registration

Establishing a legal entity in Mongolia will involve the following Government offices:
The State Registration Office (SRO)
FIFTA
General Department of Taxation (GDT)
In terms of the process, permission must first be requested from the SRO for the proposed company
name. Once obtained, an application (along with the required supporting documentation) is submitted
to FIFTA and a registration certificate is issued for the company. Finally, the GDT registers and publicly
announces the establishment of the company.
We note that a number of documents are required to support the application to the FIFTA, including
a business plan or feasibility study for each proposed business activity and details of investors. In
addition, a minimum start-up investment of USD one-hundred thousand is required.

Mergers, acquisitions and restructurings

Company Law recognizes that a company may be established through the reorganization of another
entity, which may take the form of merger, consolidation, division, separation or transformation. We
discuss the requirements for each type of restructuring below, however any such restructuring must
be authorized through the approval of a resolution at a shareholders’ meeting and the reorganized
company must then be registered with the relevant authorities. In addition, the company must inform
its creditors (and others that it does business with) of the decision within fifteen days of the
reorganization resolution being adopted.
Consolidation refers to the termination of two or more companies and the transfer of the rights,
obligations and liabilities of those companies to a newly established company, versus merger, which
involves the termination of one company only. In either case, the consolidation or merger must be
approved by an ‘overwhelming majority’ (sixty-six point six percent or greater) of the shareholder
votes at the shareholders meeting of each company involved.
Division involves the termination of the activities of a company in order to form two or more new
companies, while separation refers to the splitting off of some of the assets, rights and obligations of
a company to a newly established company, without terminating the original company. Again, the
approval of an overwhelming majority of shareholder votes is required in both cases.
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In contrast, transformation does not strictly involve the creation of a new company, as it is the
transformation of a public company to a limited liability company or vice versa. Shareholder approval
(by overwhelming majority) is also required.

Exit strategy

A company may be liquidated with agreement of the shareholders or by a judgment in accordance
with the Civil Code and other related legislation. Grounds for compulsory liquidation include
bankruptcy and the non-existence of shareholders. With respect to voluntary liquidation, the Board of
Directors must prepare a liquidation plan for the approval of the shareholders that includes the
appointment of a liquidation commissioner to represent the company, settlement of debts and
liabilities and distribution of any remaining assets to the shareholders.
Liquidation is a complex procedure and professional advice is recommended.

3.4

Financing
Foreign invested companies are free to seek local financing, either by entering into business jointly
with Mongolian investors or directly from Mongolian financial institutions.
Since Mongolia’s first private bank opened in 1990, the banking and financial services industry has
developed rapidly and now offers a wide choice of products. Currently, there are fourteen commercial
banks, of which Khan Bank, Golomt Bank and the Trade and Development Bank dominate in terms
of lending. No foreign banks are currently fully licensed in Mongolia. Commercial interest rates are
high as an example; the Khan Bank (at the time of publication) was offering interest rates in the
range of 19.2% to 27.6% percent per annum on MNT loans to businesses, or 12% to 20.4% in USD. 17
Subsidiaries of non-Mongolian companies commonly receive financing from their overseas parents,
either through intercompany loans or capital contributions. Clearly, tax implications should be carefully
considered when planning such arrangements, as well as consideration of the thin capitalization rules
which limit interest-bearing loans to three times the equity contribution for Mongolian companies.
The Mongolian Stock Exchange (MSE) established a partnership with the London Stock Exchange
Group (LSEG) in 2011 giving the LSEG a three-year contract to actively manage the MSE in the hopes
of speeding up development. As a result of this partnership, an increasing number of companies duallist on the MSE and LSEG. As of July 2015, MSE has a total of sixty-two member companies listed.

3.5

Intellectual property
Mongolia is a member of the World Intellectual Property Organization. The key laws protecting
Intellectual Property (IP) in Mongolia are:
Copyright Law
Law of Mongolia on Trade Names and Trademarks (Trade Names and Trademarks Law)
Patent Law
The Intellectual Property Office of Mongolia (IPOM) is responsible for policy implementation.

17

Khan Bank
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Copyright

Copyright Law in Mongolia encompasses all creative and artistic work, including architectural designs,
scientific and technical plans and models, computer programs and dictionaries. However, it does not
protect official legal documents, political speeches, statistics, instructions or mathematical concepts.
The author should register their work at the IPOM to ensure copyright protection from date of creation
until fifty years after the author’s death. Reproduction for educational purposes, private use or public
benefit is permitted, provided it is not profit-making.

Trademarks and trade names

Trademarks and trade names must be registered with the IPOM and will be protected from the date
of registration under the Trade Names and Trademarks Law. Broadly, any trademark can be used as
long as it is not offensive and does not closely resemble a common image, national symbol or another
protected image or trademark. Trade names must be written in the Cyrillic alphabet but can be
registered alongside a trade name in the Latin alphabet.
In order to register a trade name, a copy of the State registration certificate for the entity is required.
On acceptance, the IPOM enters the trade name or trademark into the State register, issues a
certificate and stores the application form in the database of trademarks and trade names. Certificates
are valid for ten years and can subsequently be extended.
To register a trademark, an application form and ten copies of a graphical representation of the
trademark is required to be submitted to the IPOM.

Patents

In order to be eligible for a patent, an invention must involve an “inventive step” which has
technological advantages over the existing technology available as well as being industrially applicable.
If granted by the IPOM, protection is valid from the date it is granted. The length of validity depends
on the type of patent or certificate obtained.
Figure 6: Validity of patents
Patent Law
Type of patent/certificate

Validity

Patent for invention

20 years

Patent for industrial design

10 years

Innovation certificate

7 years
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REPORTING, AUDITING AND THE
REGULATORY ENVIRONMENT
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4

REPORTING,
AUDITING
AND
REGULATORY ENVIRONMENT

4.1

Financial reporting

THE

Mongolia has had to catch up rapidly in respect of its financial reporting requirements since making
the transition to the market economy. Mongolia passed its first Accounting Law in 1997, with
subsequent amendments in 2001, 2003, 2005, 2006, 2011 and 2012. International Financial Reporting
Standards (IFRS) have been theoretically adopted for all entities, although in practice, many
enterprises do not comply due to the cost and difficulty of converting. Accounting Law does allow for
some deviation where IFRS is not appropriate to local circumstances.
By law, the financial year is from 1 January to 31 December. Annual financial statements are required
to be submitted quarterly, to the Ministry of Finance, as outlined in Figure 8 below.
Figure 7: Financial reporting deadlines
Accounting Law
Quarter ending

Submission date

31 March

20 April

30 June

20 July

30 September

20 October

31 December (annual)

10 February

Under Company Law, the financial statements required to be lodged include a balance sheet, income
statement, cash flow statement, changes in equity statement, a detailed list of all conflict of interest
transactions and notes to the accounts. However, certain entities are not required to lodge an audit
report, as detailed below in Figure 9.
Figure 8: Financial reporting requirements
Company Law
Entity

Balance
sheet

Income
statement

Statement
of changes
in equity

Cash flow
statement

Notes to
the
accounts

Audit
report

Joint stock
company

Yes

Yes

Yes

Yes

Yes

Yes

Limited liability
company

Yes

Yes

Yes

Yes

Yes

Conditional

Bank

Yes

Yes

Yes

Yes

Yes

Yes

Insurance
company

Yes

Yes

Yes

Yes

Yes

Yes

Non-bank
financial
institution

Yes

Yes

Yes

Yes

Yes

Yes

Co-operatives

Yes

Yes

Yes

Yes

Yes

Conditional

Partnerships

Yes

Yes

Yes

Yes

Yes

Conditional
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4.2

Auditing
The Auditing Law lists nine categories of entities which require annual statutory audits:
Listed joint stock company
Company requesting to be listed on the Stock Exchange
Entity that is being structured, liquidated or planning to sell all of its assets at auction
Bank, finance and insurance organisation
Co-operative conducting savings and loan disbursement activities
Securities company carrying out brokerage and dealer activities
Company running investment funds (all funds prescribed under civil code)
State-owned enterprise
Political party
In addition, all foreign invested business entities and organizations (unless otherwise exempted by
the laws and international treaties of Mongolia) are required to undertake an annual statutory audit.
An audit threshold does apply, aimed at excluding small-medium entities (SMEs) from requiring an
annual statutory audit. However, the threshold (capital assets below MNT fifty million – approximately
USD forty thousand) is relatively low by global standards, resulting in a large number of SMEs being
required to undertake an annual statutory audit.
Auditing Law requires mandatory three-yearly rotation of auditors, with a minimum three year window
before the previous auditor can be re-engaged. Audit and non-audit services cannot be obtained from
the same provider at the same time, and in order for an audit opinion to be recognized in Mongolia,
the auditing firm must hold a local audit license.
All enterprises are required to submit their financial statements to the Ministry of Finance by February
10 of the following year. However, where this is not possible, a deferral can be sought by submitting
unaudited statements before the deadline, together with confirmation that audit work is being
undertaken. If a deferral is granted, the audited financial statements should be submitted as soon as
possible.
Other than the annual statutory audit, audited financial statements may also be required to comply
with requirements for fundraising or restructuring activities for example, prior to an initial public
offering (IPO) or disposal of the business.

4.3

Regulatory environment
Competition law
The Competition Law of Mongolia (Competition Law) is enforced through the Authority for Fair
Competition and Consumer Protection (AFCCP). Its key provisions prohibit activities by any entity
involving the dissemination of false information about its own products, concealing quality
deficiencies and carrying out or encouraging activities harmful to competitors.
In addition, there is a specific provision within the legislation relating to activities of ‘dominant entities’
which are defined as any entity or group of entities, with a market share exceeding one-third. The
provision covers matters such as price manipulation, abuse of a dominant position, cartels and unfair
practices against competitors.

Corporate governance

Company Law establishes the responsibilities and liabilities of governing persons of a company, who
include the Board of Directors and the Executive Team. Corporate governance duties include:
Acting in the best interests of the company
Avoiding conflicts of interest
Maintaining confidentiality
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Governing persons can be held personally liable for damage arising from their failure for meeting
these requirements.
The company charter sets out the powers of the shareholders and the Board of Directors where these
are not dictated by law.
Shareholders
Shareholders have the highest governing authority of a company, by voting on resolutions at the
shareholder meeting. The shareholder meeting has exclusive authority over matters including:
Amendments to the company charter
Company restructuring such as mergers, consolidations, divisions and liquidations
Equity transactions
Board of Directors appointments and terminations
Approval of Directors’ reports with respect to annual performance and financial statements
Signing a contract with the appointed external auditor
Shareholder meetings must be held annually by the Board of Directors and within four months of the
financial year end. Further, Company Law prescribes the process to be followed in organizing the
meeting. Special shareholder meetings may be called for a range of circumstances and are required
under certain situations, such as where the company is making significant losses or has substantial
debt. Over fifty percent of the eligible voting shares must be represented for quorum to be met at a
shareholder meeting. However, the company charter may set the threshold higher.
Board of Directors
The Board of Directors role is to govern the company between shareholders’ meetings. Joint Stock
companies are required to have a Board of Directors. However, limited liability companies may opt
out of this requirement. Public companies and joint stock companies must have a minimum of nine
members on its Board of Directors and one-third of these must be independent.
The Board has authority over matters such as:
Company activities and policies
Issuance of securities and authorized shares
Appointment of the external auditor
Preparation of the annual report and financial statements
Appointing the executive body to conduct the daily business of the company
By default, Board of Director meetings should be held monthly, unless otherwise stated in the
company charter and minutes must be kept of all meetings.

Land ownership and use

The right to own land in Mongolia is granted exclusively to citizens of Mongolia. If a piece of land is
not owned by a Mongolian citizen, it is considered to be the property of the Government.

In accordance with the Law on Land, foreign business entities, organizations and nationals can use
Mongolian land for a specific purpose, time and condition. A fee is payable for the use of Mongolian
land which is determined and approved by the Government based on several factors, including size
and location of the land. Special legislative provisions exist for regulating subsoil and mining activities.

Anti-corruption law

The Anti-corruption Law of Mongolia (Anti-corruption Law) was ratified in 2006. To help prevent public
officials from using their positions for personal gain, the Anti-corruption Law established an
independent agency for preventing, detecting and investigating corruption cases. Further, business
entities, organizations and private citizens have a legislative right to report corruption cases to the
independent agency. Based on its review, the independent agency is responsible for taking
appropriate further action, including opening formal inquiries and investigations.
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Arbitration

Legal persons or entities can agree to resolve civil disputes through arbitration, in accordance with
the Arbitration Law of Mongolia. The decision made by an arbitrator is binding in nature and generally
cannot be subjected to judicial review and/or appeal. It is noted that, although the legal framework for
arbitration exists, the system is not widely used in Mongolia.
Mongolia is a signatory of the Convention of New York of June 10, 1958 and as such, Mongolia
recognizes and enforces foreign arbitration decisions. Similarly, arbitration decisions made in
Mongolia should be recognized and enforced abroad.
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5

TAXATION
This section is intended to be a useful indication of the types of taxes and rates imposed on
businesses operating in Mongolia. It should be noted that this information is not comprehensive and
is subject to change. Local advice should be obtained to ensure that your information is complete and
current.

5.1

General tax law
Overview

The purpose of the General Tax Law (the Tax Law) in Mongolia is to:
Establish legal grounds for the introduction, establishment, imposition, reporting, payment,
control and collection of taxes in Mongolia
Define the rights, duties and liabilities of taxpayers and tax authorities
Regulate relations arising between taxpayers and tax authorities

All other laws and regulations relating to taxation in Mongolia should be read in conjunction with the
Tax Law.
The Mongolian tax system comprises of taxes, fees and payments and are categorizes as either state
or local taxes. There are twelve types of state taxes and fourteen types of local taxes, controlled by
regional Government.
Figure 9: State and local taxes in Mongolia
General Tax Law
State taxes

Local taxes

Economic entities income tax (i.e. corporate income
tax)

Individual income tax

Value-added tax (VAT)

Income tax on individuals engaged in work and
services, income which cannot be immediately
determined

Customs duty

Immovable property tax

Excise tax

State stamp duty

Stamp duty (Stamp Duty Law of Mongolia)

Tax on auto and self-propelling vehicles

Royalty tax

Charges on permit to use natural resources other
than minerals

Tax on petroleum and diesel fuel

Charges on use of commonly occurring minerals

Fees for mineral exploration and mining licenses

Land charges

Air pollution payment

Gun duty

Water pollution payment

Charges on use of natural resources (newly
approved)

Tax on petroleum oil reserve usage

Capital city tax

Fees for petroleum oil exploration and licenses

Tax on dogs
Tax on inheritance and gifts
Charges on waste services

Rights and duties – taxpayers and tax authorities

The Tax Law sets out the responsibilities of taxpayers which include:
Registration with the tax authority
Providing required information and documentation to the tax authority
Accurately maintaining records
Withhold taxes
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Timely payments and filings
In addition to the above, there are a number of specific requirements which a good Mongolian
accountant should be aware of, such as the need to use a cash register that meets certain standards.
The Tax Law also confers on taxpayers the right to carry out their activities without undue interference
from the authorities and to have their confidentiality respected. However, information may be
published by the tax authority in relation to taxpayers proven to have evaded taxes, violated tax
legislation or who are being sought after in relation to such offences. Further, taxpayers have the right
to:
Obtain information and advice from the tax authority
Demand refunds or deductions on overpaid taxes
Make complaints and obtain explanations from the authorities
Demand compliance from the authorities
Obtain advice and assistance from legal tax consultants
The tax authority and state tax inspectors are required under the Tax Law to assist taxpayers in their
duties by providing services such as public information, instructions and training. The time limit for
the tax office to impose taxes in arrears, fines and penalties is five years (however, this varies
depending on the type of tax and when the return or payment was due).

Tax reporting and payments

The tax year is from 1 January to 31 December. Corporate income tax reporting aligns with the
submission of financial statements, as detailed in Figure 10.
Figure 10: Tax reporting
Corporate income tax
Quarter ending

Submission date

31 March

20 April

30 June

20 July

30 September

20 October

31 December (annual return)

10 February

Entities are required to submit their financial statements, tax returns and audit report (if applicable) to
the tax authority.
For taxes other than corporate tax, specific reporting and payment requirements are established in
the applicable legislation governing that tax type.

Tax audits

Once tax reports are submitted to the tax authority, they are reviewed for factors such as internal
consistency, calculation errors, timely payments and compliance. Additionally, audits are conducted
by the tax authority to test the accuracy and completeness of reporting. At least ten days’ notice will
be given ahead of an audit.
Taxpayers are required to grant tax inspectors full access during these audits and the audit should be
witnessed by an independent adult. The owner of the property or business should also be present or
represented.

Debt collection

Tax Law also prescribes tax registration and settlement, collection of overdue taxes and penalties for
non-compliance. Essentially, the tax authority is responsible for registering all income and refunds
due, and any late tax payments, penalties and fines are classified as ‘tax debts’ (which are required
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to be settled in a particular order). Fines are imposed on late tax payments, as well as overpayments
made through the fault of the tax authorities.
To settle ‘tax debts’ the tax authority may recover the amount owing from the taxpayer’s bank
account, deduct from the taxpayer’s income or sell the taxpayer’s assets (or use them as collateral).
Ultimately, the tax authority may file a claim with the courts.
The penalty for late payment is currently zero point one percent of the outstanding balance per day.
The penalty for concealing taxable income through negligence or fraud (where criminal charges are
not brought) is thirty percent of the tax payable.

5.2

Corporate tax
Overview of the corporate tax system
Taxpayers in Mongolia are separated into two separate classifications resident and non-resident
taxpayers, with different rates applying to various revenue streams depending on whether the entity
is a tax resident in Mongolia.
A resident taxpayer is an entity that resides in Mongolia on a permanent basis and comprises of
entities established under Mongolian law and foreign entities that have their headquarters in Mongolia.
A non-resident taxpayer is an entity that undertakes business activities in Mongolia through a
representative office or foreign entities that earn income in Mongolia.
We outline the applicable tax rates for taxpayers considered Mongolian tax residents below. For nonresident taxpayers, income which has Mongolian source is taxed at twenty percent. Examples of nonresident income are outlined on the following page. These non-resident tax rates may be reduced if
a double taxation agreement (DTA) is in place between Mongolia and the corresponding state.
The payment date requirements vary depending on the type of income. Local advice should be sought
to ensure that you comply with the various payment date requirements.
Figure 11: Taxpayer that resides in Mongolia on a permanent basis – tax rates for common income
sources
Corporate income tax
Type of income

Tax rate

Annual taxable income between MNT 0 – 3 billion

10%

Annual taxable income greater than MNT 3 billion

MNT 300 million plus 25% of income exceeding
MNT 3 billion

Income from interest

10%

Income from dividends

10%

Income from royalties

10%

Income from the sale of rights

30%

Income from the sale of immovable property

2%
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Figure 12: Taxpayer that does not reside in Mongolia on a permanent basis – tax rates for common
income sources
Corporate income tax
Type of income

Tax rate

Income from dividends

20%

Income from interest and payment for issuing a
guarantee

20%

Income from royalties

20%

Income from leases, including tangible/intangible
assets, finance lease interest and payment of
administrative expenses

20%

Income from goods sold, work performed and
services provided in Mongolia

20%

Representative office profit repatriation (withholding
tax)

20%

Income from interest of bonds that were issued by
commercial banks of Mongolia

10%

Taxable income

Taxable income in Mongolia is derived by determining gross taxable income and subtracting
deductible expenditure and tax exempt income.
Gross taxable income includes income from business activities, income from property (i.e. dividends
and royalties) and income from the sale of property. Deductible expenses are only permitted for
resident taxpayers and include expenditure such as:
Inventory
Depreciation
Staff expenditure
Insurance premiums
Loan interest

Certain income is considered tax exempt for resident taxpayers under the Tax Law. For non-resident
taxpayers certain income may be tax exempt if it is derived from a product-sharing contract in the oil
industry.

Losses

Losses can generally only be deducted from taxable income for up to two years following the tax year
in which the losses were incurred. However, for the infrastructure and mining industries, losses may
be deducted from taxable income for four to eight years following the tax year in which the losses
were incurred.
In addition, the annual amount of loss deductible from taxable income is not permitted to exceed fifty
percent of taxable income in the tax year. The exception to this is infrastructure and mining industries,
in which losses can be deducted to the extent of taxable income (i.e. one-hundred percent of taxable
income) in the tax year.
The above loss carry forward provisions are subject to change as the Government publishes the loss
carry forward rules annually for each industry.
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5.3

Transfer pricing
Transactions between related parties must be at fair value for tax purposes. Where the tax authority
does not consider that a transaction has been undertaken at fair value, the tax authority has the power
to determine appropriate fair values, using a benchmarking methodology approved by the
Government.
Entities will be considered ‘related parties’ for tax purposes where any of the following criteria is met:
An entity that holds at least twenty percent of the common stock of another entity
An entity that has the right to receive at least twenty percent of the dividends or distributions
from the other entity
An entity that has the right to appoint at least twenty percent of the management or
otherwise determine the other entity’s policies

5.4

Double tax agreements
Mongolia recognises DTAs with various jurisdictions, including its key trading partners; China and
Russia. We provide a list of Mongolia’s DTA network (at the time of publication) in Appendix One.
It should be noted that the Mongolian Government has been reconsidering its position with respect
to a number of DTAs. Accordingly, anyone looking to place any reliance on the provisions of a DTA in
assessing any investment decision would be advised to ensure that they seek the most up to date
advice.

5.5

Tax incentives
A limited number of tax incentives are available to entities that are engaged in the manufacturing and
agricultural industries in Mongolia.
There has been a general move towards equality of treatment between national and foreign investors
and a number of historical tax incentives that were available for foreign investment have been
withdrawn in recent years.

5.6

VAT
Overview
VAT is imposed on goods imported into and exported out of Mongolia and goods produced or sold,
work performed or services provided in Mongolia. The standard rate for VAT in Mongolia is 10% of
the taxable value.
VAT is collected by the tax authority, with the exception of VAT on imported goods which is paid by
the importer to General Customs Administration (at the time the goods are imported into Mongolia).
The timing of imposition is determined as taking place at the earlier of:
The day in which the seller issues an invoice
The day when the seller receives payment for the sale of the goods, work or services;
The day the buyer purchases the goods, work or services
The taxable amount of VAT for goods produced and sold, work performed and services provided in
Mongolia is usually the amount invoiced by the seller. However, where this is not available, or the tax
authority believes that the price charged is higher or lower than market value, the tax authority may
determine the fair market value and use this to determine the amount of VAT.

Registration

A VAT payer is any of the following:
An entity that imports or exports goods
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An entity or individual that produces or sells goods, performs work or provides services in
Mongolia
A representative office of a foreign company with sales revenue (of goods sold, work
performed or services provided) of MNT ten million or more
The registration threshold for VAT in Mongolia is MNT ten million per tax year. If an entity or individual
exceeds the threshold (as reported in their income tax returns), they are considered a VAT payer from
the first day of the following month.
Registration must be submitted to the tax authority within three working days of exceeding the
threshold and the tax authority will issue a VAT certificate to the entity or individual confirming VAT
registration within two business days after the submission. Tax is imposed from the day the tax
authority issues the VAT certificate.
An entity or individual may voluntarily register for VAT if any of the following apply:
Sales revenue from primary production, work or services has reached MNT eight million (i.e.
eighty percent of the registration threshold)
Invested USD two million or more in Mongolia (regardless of sales revenue from primary
production, work or services)

VAT returns and payment
VAT returns are required to be submitted to the tax authority on a monthly basis and the tax report
submitted by the VAT payer must observe the approved standard format. Payment is due the same
day as the VAT return.

Exemptions

Certain goods and services are exempt from the VAT regime in Mongolia including gold, certain food
products produced domestically, education services, medical services and specific financial services.
As such, local advice should be sought on which items will be VAT exempt.

5.7

Immovable property tax
Immovable property tax applies to land and other immovable property at a rate of 0.6% to 1%
depending on the location, size, supply and demand of the property. The value of the property is
determined in accordance with the state registry. Tax is calculated on an annual basis and paid in
either quarterly installments (for entities) or annually (by individuals).
A number of exemptions and significant reductions apply, most notably in relation to buildings or land
used for public purposes, by the state, for agriculture or as private residences or buildings built and
registered in Free Trade Zones. However, exemptions may also be available for companies operating
in industrial parks.

5.8

Excise taxes
Excise taxes in Mongolia are imposed on:
Alcohol
Tobacco
Petroleum products
Passenger vehicles
Gaming equipment and activities
Key exemptions for companies are available on goods produced domestically for export, duty-free
alcohol and tobacco, snuff tobacco and hybrid automobiles. Rates are dependent on the type of
product and in some cases are higher for imports. Excise tax duties were set at flat rates in USD per
unit of product up until January 23, 2015. Nonetheless, in accordance with the amendment made in
the excise tax law on January 23, 2015, excise duties are set at flat rates in MNT per unit of product.
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5.9

Customs duty
Imports
The General Customs Office of Mongolia (Customs) is responsible for administering import laws and
regulations. The majority of imports does not require a special license or approval, but are required to
be declared to Customs, along with a description and value of goods imported.
Transaction value is the most commonly used method of valuation. Alternative valuation methods
include:
Transaction value for identical merchandise
Transaction value for similar merchandise
Deductive method
Computed method
Based on this information, Customs will determine the amount of tariff to be paid on the import. Tariff
rates are established and approved by the Government. Import tariffs can be regular, favored or
preferential. As such, depending on the country in which a product is imported from, a favored and/or
preferential tariff rate may apply in lieu of a regular rate.

Exports

Generally speaking, most exports are not subject to tax. In theory, an export tax exists but it is applied
to a limited number of products only. Most exports do not require a special license or approval,
however exporting the following items is restricted (amongst others):
Uranium
Firearms
Certain dangerous and poisonous chemicals

5.10 Mining royalties
Under the Mongolian Mineral Law, royalties are payable on the sale of minerals both within Mongolia
and abroad. The amount of royalty payable is based on a standard flat-rate royalty and may also include
a surtax royalty, with percentages applied depending upon the type of commodity and the market
price. The Ministry of Mineral Resources and Energy is responsible for determining the reference
price to be applied.

5.11 Personal income tax
Personal income tax is regulated by the Personal Income Tax Law of Mongolia (the Personal Tax Law).

Taxpayers
Personal taxpayers in Mongolia are classified as resident and non-resident taxpayers. A resident
taxpayer of Mongolia is a taxpayer who has either:
A fixed place of residence in Mongolia
A presence in Mongolia for a period and/or periods exceeding one-hundred and eight-three
days in a given tax year
Mongolian state officials currently appointed in a foreign country
Conversely, a non-resident taxpayer is a person who does not have a fixed place of residence in
Mongolia and has not been present in Mongolia for one-hundred and eight-three days in a given tax
year. Also, a foreigner who works for foreign consulate offices, United Nations and its affiliated
organizations is considered non-resident.
A resident taxpayer is required to pay taxes in Mongolia on both their taxable income earned in
Mongolia and overseas income (i.e. their worldwide income). Non-resident taxpayers are only required
to pay taxes on taxable income earned in Mongolia.
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Tax rates
The Personal Tax Law defines the different types of personal income subject to the tax and
establishes the tax rate applicable for each income type. Resident and non-resident taxpayers are
taxed at the same rate.
The rate of tax applied to individuals for employment related and investment income is ten percent.
For other types of income, rates are usually the same as the applicable corporate tax rate (refer to
section 5.2 for further details).

Exemptions

In addition to the personal tax credit of MNT eighty-four thousand (that applies to both resident and
non-resident taxpayers), certain income is tax exempt under the Personal Tax Law, including:
Certain employee pensions, benefits, payments, discounts and reimbursements
Per-diem payments
Insurance proceeds
Payments, interest and penalties for Government notes payable (i.e. Government bonds)
Please note that this is not a complete list but an example of common tax exempt income for
individuals.
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IMMIGRATION AND EMPLOYMENT
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6

IMMIGRATION AND EMPLOYMENT

6.1

Immigration
Immigration is a key issue for any business operating in Mongolia that will be employing expatriates,
as well as individuals coming to Mongolia to invest. The Law of Mongolia on the Legal Status of
Foreign Nationals (the Foreign Nationals Law) is the basis of the regulation relating to the entry and
naturalization of foreign nationals.

Visas

Generally, foreigners are required to have a Mongolian visa to enter the country.

Foreigners visiting Mongolia for more than thirty days are required to register with their local Office
of Immigration, Naturalization and Foreigners Registration (Immigration Office) within seven days of
arrival. Failure to register may result in fines or penalties. If a foreigner is invited to visit Mongolia, the
citizen, business entity or organization inviting the foreigner is responsible for registering them with
the Immigration Office.

Residence permits

Foreigners who wish to reside in Mongolia may apply for a residence permit. Residence permits are
valid for up to five years and can be extended for an additional three years. Residence permits are
granted for the following purposes:
Work
Family reasons
Immigration
Investment
Study, internship, scientific research and other private matters
Applications for residence permits, for the purpose of work are required to be requested by the
foreigner’s employer.
In addition, the number of foreigners residing in Mongolia is limited by the Foreign Nationals Law to
three percent of the total population, and the number of foreign nationals from each country to one
percent of the total population.

Work permits

A business entity, organization or citizen can employ workers and specialists from abroad for
occupations and professions requiring high professional skills. Prior to employing workers and
specialists from abroad, a work permit is required to be obtained by the employer from the Labour
and Social Implementation Agency (Labour and Social Agency). Requests for work permits must be
made in writing and include the following documents, among others:
Business case for hiring a foreign national
Employment contract between the two parties
Diploma, certification and passport of the foreigner
Work permits are granted for up to one year and can be extended based on a written request from
the employer. In considering an extension, the Labour and Social Agency takes into account the
business case for continued employment and the results of work performed thus far.

Fees and quotas for employing foreign workers

An organization employing workers and specialists from abroad is required to pay a fee for employing
a foreigner. Unless otherwise noted in trade agreements with specific countries, the fee must be paid
on a monthly basis and is currently set to MNT 384,000. 18 The fee is linked to a minimum
compensation amount that is periodically updated and approved by the Government. The revenue

18
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generated from this fee is used to fund government programs designed to combat unemployment in
Mongolia.
Quotas have been established for the number of foreign workers that can be hired in a given year.
Depending on the economic sector and the size of the organization hiring the foreigner, foreigners
can comprise as much as seventy-five percent or as little as five percent of the total workforce of an
organization. Generally, organizations operating in the mining and construction industries can hire a
higher percentage of foreign employees. Quotas are updated and approved on an annual basis by the
Government.
A limited number of cheaper ‘investor’ visas are also permitted to each employer.

6.2

Employment regulations
Labour relations in Mongolia are regulated by the provisions established in the Labour Law of
Mongolia (the Labour Law). The Labour Law provides general rules related to labour contracts,
working conditions, labour disputes and other matters related to labour relations. The general
provisions articulated in the Labour Law apply to all foreign and domestic parties entering into labour
contracts within the territory of Mongolia, unless otherwise noted in subsequent articles and/or trade
agreements with specific jurisdictions.

Labour contracts

The Labour Law provides that all employment contracts must be in writing and must contain the
following information:
Name or title of the position of employment
Duties and work to be performed
Amount of compensation
Work conditions (e.g. any conditions that may impact an employee’s safety or ability to perform
work)

If the basic requirements listed above are not been agreed upon during the course of a negotiation,
the employment contract can be considered void. Additional terms and conditions may be agreed
upon by the parties to the contract, provided that the additional terms and conditions are compliant
with existing laws and regulations of Mongolia.
Employment contracts can be for a fixed-term or permanent. For fixed-term employment contracts,
the Labour Law establishes conditions where the employment contract may be lawfully terminated,
prior to the end date of the contract. These conditions include situations where both parties agree to
terminate an employment contract prior to the end date of the contract or if an employee is required
to undertake active military service.

Severance pay

If an employment contract is lawfully terminated (in accordance with the Labour Law) or if an
employee is required to partake in active military service, the employee is eligible for a severance
payment.
The minimum severance payment is equivalent to the average salary currently received by the
employee, unless otherwise stipulated in an employment contract. A default method for determining
the average salary of an employee is established by the Minister of Social Welfare and Labor.

Working hours

The standard work week in Mongolia consists of a forty hour week, typically treated as eight hours
per day from Monday to Friday with Saturdays and Sundays treated as public days of rest. In addition,
the Labour Law defines a work day as eight hours of work and requires at least twelve hours of
uninterrupted rest between two work days. If an employee works beyond the standard eight hour
day at the initiative of their employer, the additional work performed by the employee is considered
overtime and should be compensated by either time in lieu or overtime pay.
The employer is further restricted in the circumstances in which they can impose overtime on public
holidays and weekends.
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Salary

Employees are typically paid twice a month or more frequently if stipulated by the employment
contract. Compensation consists of base compensation, extra pay, awards and bonuses. The Labour
Law establishes a minimum compensation level which is currently set to MNT 192,000 per month
for most jobs. However, there are higher compensation levels for the mining and transportation
sectors.
Employers are required to provide extra pay in certain circumstances, including:
Overtime, which must be at a rate at least fifty percent greater than regular pay
Work performed over a public holiday, which must be double the amount of regular pay
Night shift work, which is at a rate established in the employment contract

Paid vacation
Annual paid vacation for employees in Mongolia is mandatory. First time employees become entitled
to an annual vacation after eleven months of service, with vacation periods ranging from fifteen days
to thirty-three days, depending on the number of years served and the type of work performed. Annual
paid vacation can be exchanged for payment if employees are unable to take their annual vacation.

Maternity leave

Under the Labour Law, new mothers are entitled to one hundred and twenty days of maternity leave,
during which state benefits are paid. This is typically taken for two months on either side of the
expected delivery date. Additional days can be taken if there were any complications during delivery.
In addition to taking days off, mothers with an infant of up to six months old are entitled to extra two
hours of rest during a work day.

6.3

Social security
The Mongolian Social Security System (Social Security) provides pension, health, disability and
unemployment, amongst others. Participation in Social Security is mandatory for all Mongolian
nationals, foreigners and stateless persons who are employed within the territory of Mongolia.

Rates

Both employers and employees are required to pay social security contributions, at rates which are
established by the Social Insurance Law of Mongolia. Employer contribution rates vary from eleven
to thirteen percent, depending on the industry. Employee contribution rates are ten percent (from
salary and similar income). However, employee monthly contributions are capped at the minimum
wage (currently MNT 192,000). There is no cap to employer contributions.
Employers are responsible for withholding social security contributions and transferring them to
relevant authorities on a monthly basis.

Social security benefits

Workers who have contributed to Social Security are eligible for social security benefits. Pension
benefits are paid to a worker or the worker’s family upon their retirement, disability or death. Similarly,
aid benefits are paid to a worker or the worker’s family upon disability, pregnancy or death. The
amount of benefit paid to a beneficiary can depend on a variety of factors, including the salary of a
worker and the number of years he or she contributed to Social Security. Health benefits are paid in
case of a worker’s illness.
To access healthcare at a state hospital, employees need to provide evidence of their contributions.
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APPENDIX 1: DOUBLE TAX AGREEMENTS
The following countries have concluded agreements with the Government of Mongolia on the
Convention for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion with respect
to Taxes on Income and on Capital. 19

Currently in force:
Austria
Belarus
Belgium
Bulgaria
Canada
Czech Republic
Democratic People’s Republic of Korea
France
Germany
Hungary
India
Indonesia
Italy
Kazakhstan
Kyrgyzstan
Malaysia
People’s Republic of China
Poland
Republic of Korea
Russia
Singapore
Switzerland
Turkey
Ukraine
United Kingdom
Vietnam

Signed but not yet in force at the time of writing:Thailand
The Mongolian Government has been reconsidering its position with respect to a number of DTAs.
Accordingly, anyone looking to place any reliance on the provisions of a DTA in assessing any
investment decision would be advised to ensure that they seek the most up to date advice.

19
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APPENDIX 2: GLOSSARY
AFCCP

Authority for Fair Competition and Consumer Protection

Anti-corruption Law

The Anti-corruption Law of Mongolia

Company Law

Mongolian Company Law

Competition Law

The Competition Law of Mongolia

Customs

The General Customs Office of Mongolia

DTA

Double Tax Agreement

FDI

Foreign Direct Investment

FIFTA

Foreign Investment and Trade Agency of Mongolia

Foreign Investment in Strategic
Sectors Law

Law on the Regulation of Foreign Investment in Entities Operating
in Strategic Sectors

GBP

British Pound

GDP

Gross Domestic Product

GDT

General Department of Tax

IFRS

International Finance Reporting Standards

Immigration Office

The Office of Immigration, Naturalization and Foreigners
Registration

IP

Intellectual Property

IPO

Initial Public Offering

IPOM

Intellectual Property Office of Mongolia

Labour and Social Agency

The Labour and Social Implementation Agency

LSEG

London Stock Exchange Group

MNT

Mongolian Tugrik

MPP

Mongolian People’s Party

MPR

Mongolian People’s Republic

MPRP

Mongolian People’s Revolutionary Party

MSE

Mongolian Stock Exchange

NSO

National Statistical Office

SMEs

Small and Medium Enterprises

Social Security

The Mongolian Social Security System

SRO

The State Registration Office

Stamp Duty

Stamp Duty Law of Mongolia

The Foreign Nationals Law

The Law of Mongolia on the Legal Status of Foreign Nationals

The Labour Law

The Labour Law of Mongolia

The Personal Tax Law

The Personal Income Tax Law of Mongolia

The Tax Law

The General Tax Law

Trade Names and Trademarks Law

Law of Mongolia on Trade Names and Trademarks

USD

United States Dollar

VAT

Value Added Tax
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For more information about investing in Mongolia, please contact the following
KPMG professionals:

KPMG Mongolia
Suite No. 603, 6th floor, Blue Sky Tower
Peace Avenue 17, Sukhbaatar district
1st khoroo, Ulaanbaatar 14240, Mongolia
P : +976 7011 8101
F : +976 7011 8102

Kyong Choul (Chirs) Shin
Head of KPMG Mongolia
P: +82 2211 20788
E: kshin@kr.kpmg.com

Joo Ho Lee
Seconded Director
P: +976 7011 8103
M: +976 9958 2987
E: jooholee@kpmg.com

www.kpmg.com/mn

The information contained herein is of a general nature and is not intended to address the
circumstances of any particular individual or entity. Although we endeavour to provide
accurate and timely information, there can be no guarantee that such information is
accurate as of the date it is received or that it will continue to be accurate in the future. No
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