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 ger – traditional tent 
 
 

NOTE 
(i) In this report, "$" refers to US dollars.  

 
 
 
 
 
 
 
 
 
 
 
 
Vice-President C. Lawrence Greenwood, Jr., Operations Group 2  
Director General Klaus Gerhaeusser, East Asia Department (EARD)  
Director Adrian H. Ruthenberg, Mongolia Resident Mission (MNRM), EARD  
  
Team leader Shane J. Rosenthal, Senior Portfolio Management Specialist, MNRM  
Team member Tsetsegmaa Amar, Economics Officer, MNRM 

 
 
In preparing any country program or strategy, financing any project, or by making any 
designation of or reference to a particular territory or geographic area in this document, the 
Asian Development Bank does not intend to make any judgments as to the legal or other status 
of any territory or area. 



 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

The views expressed herein are those of the consultant and do not necessarily represent those of ADB’s members, 
Board of Directors, Management, or staff, and may be preliminary in nature.  
 

CONTENTS 
Page 

I. PROPOSAL 1 
II.    INTRODUCTION 1 

III. BACKGROUND 1 
IV. THE PROPOSED CHANGE(S) 2 
V. ASSESSMENT 2 
VI. THE PRESIDENT'S RECOMMENDATION 3 
 
APPENDIXES  
1. Letter from Ministry of Finance  
2. Design and Monitoring Framework (for augmented scope)  
3. Project Performance Report    
 
 



 



 

I.  PROPOSAL 
 
1. I submit for your approval a request for the surplus loan proceeds of $7.03 million1 from 
the recently completed Integrated Development of Basic Urban Services in Provincial Towns 
Project (the Provincial Towns Project)2 to be used to finance the ongoing Urban Development 
Sector Project.3 The report also describes the cancellation of surplus loan proceeds from the 
Provincial Towns Project, which is necessary before such proceeds can be used for the Urban 
Development Sector Project; and (ii) a major change in implementation arrangements for the 
Urban Development Sector Project. If the Board approves the proposed use of surplus loan 
proceeds, then (i) the director general for the East Asia Department, acting under the authority 
provided in the project administration instructions (PAIs),4 will be deemed to have approved the 
cancellation of surplus loan proceeds from the Provincial Towns Project, and (ii) the vice 
president (Operations 2), acting under the authority provided in the PAIs,5 will be deemed to 
have approved the major change in implementation arrangements.    
 

II.  INTRODUCTION 
 
2. At appraisal, the project cost of the Urban Development Sector Project amounted to 
$37.6 million, of which $28.2 million6 equivalent was to be financed from the Special Funds 
resources of the Asian Development Bank (ADB). The ADB loan (footnote 3) was approved on 
19 December 2006. The remaining cost was to be cofinanced by German development 
cooperation through the German Development Service (DED) and the German Agency for 
Technical Cooperation (GTZ) and by counterpart funding by the Mongolian Government.  
 
3. The Ministry of Finance, through its letter of 26 June 2009, requested ADB to transfer 
surplus loan proceeds of $7.03 million from the Provincial Towns Project to cover additional 
investments under the Urban Development Sector Project (Appendix 1).   
 

III.  BACKGROUND 
 

4. The overall goal of the Urban Development Sector Project is to improve the living 
conditions and quality of life of the urban population in the project towns by upgrading basic 
urban services, roads, and on-plot facilities. The Project has four components: (i) improvement 
of basic urban services; (ii) upgrading of urban roads; (iii) small loans for water connections and 
on-plot facility improvements; and (iv) institutional development and training. The Project follows 
a sector lending approach and supports sector policies for urban development. The Project 
design and monitoring framework is attached in Appendix 2. 
 
5. The Executing Agency is the Ministry of Roads, Transport, Construction and Urban 
Development. A project steering committee has been established at the central level to 
supervise project implementation. 

                                                 
1 SDR4.495 million as of 31 August 2009. 
2 ADB. 2002. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to   
Mongolia for the Integrated Development of Basic Urban Services in Provincial Towns Project. Manila (Loan 1907-
MON (SF), for $20.1 million, approved on 6 August 2002). 
3ADB, 2006. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to Mongolia 
for the Urban Development Sector Project.  Manila (Loan 2301-MON, $28.2 million, approved on 19 December).  
4 ADB. 2004. Suspension and Cancellation of Loans. Project Administration Instructions.  PAI 4.04. Manila. para.10 
(ii), para.11 (vi) and para.16 (vi)–(viii). 
5 ADB. 2008. Change in Scope or Implementation Arrangements. Project Administration Instructions.  PAI 5.04  para. 
15; ADB. 2007. Utilizing Surplus Loan Proceeds. Project Administration Instructions.  PAI 5.06, para. 4. 
6 SDR19.0 million  
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6. Overall implementation progress for the Project is estimated at 12%. As of 31 August 
2009, about 40% of the implementation period had elapsed. Cumulative contract awards were 
$0.470 million and cumulative disbursements were $0.446 million (the project performance 
report is in Appendix 3). Delays in Project implementation were caused by delay in Parliament 
ratification of the Loan Agreement (the LA). Project activities started in 2008 with 
implementation of two core subprojects: (i) improvement of water supply, sanitation, and solid 
waste management in Erdenet, and (ii) upgrading of the 1.1 kilometers (km) of existing unpaved 
road section in the Hailast ger area of Ulaanbaatar. Based on preliminary findings from detailed 
design work that is currently underway, subproject costs are expected to increase because of 
the high inflation rates since the Project was appraised in 2006.7 This is expected to affect the 
scope of investments under subsequent subprojects. 

 
IV. THE PROPOSED CHANGES 

 
7. The Government has requested the transfer of unutilized funds totaling $7.03 million 
from the recently completed Integrated Development of Basic Urban Services in Provincial 
Towns Project to the Urban Development Sector Project to finance improvements in urban 
services infrastructure in other towns, including Zuunmod, Baganuur, Mandalgovi, and Baruun–
Urt, and to provide trucks for emergency maintenance and repair and for water quality testing 
laboratory equipment.     
 
8. Financing of the proposed additional subprojects will be covered by the increase in 
ADB's loan size from $28.2 million to $35.2 million reflecting the transfer of loan savings of 
$7.03 million and the increased Government’s contribution from $7.3 million to $9 million. 
Expected changes in the financing plan are shown in Table 1. A change in the financing plan 
involves a change in the project implementation arrangements. 
 

Table 1: Financing Plan ($ million) 
 

Source At appraisal Proposed 

    Total 
         

%    Total 
         

% 
A.  Asian Development Bank 28.2 75.0 35.2 76.1 
B.  State Government 4.9 13.0 6.6 14.2 
C.  Local Government 0.3 0.8 0.3 0.6 
D.  Ulaanbaatar Roads Agency 2.1 5.6 2.1 4.5 
E.  German development service (DED)    
     Cofinancing 

1.2 3.2 1.2 2.6 

F.  Deutsche Gesellschaft für Technische  
Zusammenarbeit (German Agency for 
Technical Cooperation) (GTZ) Cofinancing 

0.2 0.5 0.2 0.4 

G.  Local Banks for Component C 0.7 1.9 0.7 1.6 
Total 37.6 100.0 46.3 100.0 

 
V. ASSESSMENT 

 
9. Urban areas in Ulaanbaatar and aimag centers are growing rapidly because of 
substantial population migration from rural areas. However, the quality and coverage of urban 
infrastructure and services is not keeping pace, especially in ger areas. The Project will play an 
important role in responding to these needs. 
 
10. As this is a sector project, the additional financing will be used for proposed subprojects 
that are in line with the Project's objectives and will increase its benefits and development 

                                                 
7 The inflation rate was 7.5% in 2007 and 26.8% in 2008, ADB. 2009. Asian Development Outlook 2009, Manila. 
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impact. The identification of subprojects will follow procedures for screening, identification, and 
selection as detailed in the LA. The proposed changes will not affect the scope of the Project or 
its implementation schedule. 
 

VI.  THE PRESIDENT'S RECOMMENDATION 
 
11. The President recommends that the Board approve the transfer of surplus loan proceeds 
of $7.03 million from the Integrated Development of Basic Urban Services in Provincial Towns 
Project to the Urban Development Sector Project as described in paras. 7 and 8 above. If the 
recommendation is approved, the loan documents will be amended to reflect the changes. 
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Appendix 2 

L2301-MON: URBAN DEVELOPMENT SECTOR PROJECT 
 

DESIGN AND MONITORING FRAMEWORK 
(for augmented project scope) 

 
Design 
Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms 

Assumptions 
and Risks 

Impact 
 
Improve the living 
conditions and quality of life 
of the urban population in 
the project towns 
 
 

By 2015 
 
Public satisfaction with the 
living conditions increased 
(to be quantified when 
baseline established) 
 
Incidence of water- and 
vector-borne diseases 
reduced by 10% from 2005 
levels (digestive was 743 
and hepatitis was 2,185 per 
10,000) 
 

 
 
Socioeconomic surveys 
undertaken at the beginning 
and completion of the Project 
 
 
Government records 
 
ADB PPAR 
 

Assumption 
 
• Project facilities are 

adequately operated and 
maintained 

 
Risk 
• Tariffs reforms are not 

implemented 

Outcome 
 
Upgraded basic urban 
services, urban roads, and 
on-plot facilities  
 
 

By 2012 
 
About 6,600 ger (traditional 
tent) area households in 
Erdenet served by new or 
improved water kiosks within 
200 meters from their plots 
 
Five public institutions in ger 
areas in Erdenet—including 
schools, kindergartens, 
hospitals, and markets—
benefit from improved water 
supply and sanitation 
 
About 81,000 households in 
Erdenet benefit from 
improved solid waste 
collection and disposal  
 
Public transportation to the 
city center improved in 
Hailaast ger area in UB 
(quantitative target will be 
established at baseline 
survey) 
 
Access to the public 
services improved in 
Hailaast ger area in UB 
(quantitative target will be 
established at baseline 
survey) 
 
An estimated 1,800 ger area 
households in Erdenet 
construct individual water 
connections and improve 
on-plot facilities using small 
loans 

 
 
PUSO operational records 
ADB PCR 
 
 
 
 
PUSO operational records 
ADB PCR 
 
 
 
 
 
Operational record of city 
maintenance local state-owned 
entity 
ADB PCR 
 
UMG operational records 
ADB PCR 
 
 
 
 
 
UMG operational records 
ADB PCR 
 
Aimag government records 
Socioeconomic surveys 
ADB PCR 
 
Project implementation and 
monitoring report 
ADB PCR 
 
 
 

Assumptions 
 
• Overall water supply 

system in Erdenet is 
properly operated and 
maintained 

• Sewerage treatment 
plant in Erdenet is 
properly operated and 
maintained 

• An action plan for solid 
waste collection and 
disposal is prepared 

• Trunk roads in the city 
center of UB are properly 
maintained 

• Main water supply 
networks are completed 
and available for 
individual connections 
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Design 
Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms 

Assumptions 
and Risks 

 
Erdenet PUSO improve their 
operational efficiency 
(Performance 
targets/indicators for the 
remaining subprojects will 
be identified when they are 
appraised during project 
implementation) 
 

 
PUSO operational record 
ADB PCR 

Outputs 
 
1.1 Water supply facilities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1.2 Sewerage facilities 
 
 
 
 
 
1.3 Solid waste 
management facilities 
 
 
 
 
2.1 Roads improvement 
 
 
 
 
 
3.1 Small loans 
 
 
 
 
 
 
 
4.1 IA staff trained 
 
 
 
 
 
 

 
 
4 boreholes constructed or 
improved in Erdenet 
 
2 reservoirs constructed in 
Erdenet 
 
2 UV units provided in 
Erdenet 
 
33.55 km of water mains 
constructed in Erdenet 
 
30 sales kiosks rehabilitated 
or constructed in Erdenet 
 
3.9 km of trunk sewer 
constructed or repaired in 
Erdenet 
 
 
 
10 collection tipper trucks, 
1 backhoe loader, and 
4 street sweepers provided 
 
 
 
About 4.1 km of roads 
upgraded in Hailaast ger 
area in UB 
 
 
 
An estimated 1,800 ger area 
households in Erdenet utilize 
small loans for construction 
of individual water 
connections, improvement of 
their houses, and installation 
of on-plot facilities 
 
About 60 training sessions 
on financial management 
and operation and 
maintenance of the project 
facilities provided for staff of 
the IAs 
 

 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
 
 
 
 
 
 
 
 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
 
 
Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 
 
 

Assumptions 
 
• MRTCUD and aimag 

governments remain 
committed to implement 
the Project 

• Ger area communities 
and local banks and 
nonbanking financial 
institutions are willing to 
participate in the Project 

• Households are able and 
willing to save in order to 
establish 
creditworthiness and/or 
develop collateral for 
small loans 

• PFIs wish to engage in 
the Project on the terms 
and criteria proposed for 
the Project 

• Land acquisition and 
resettlement is 
implemented in a timely 
manner 

 
 Risks 
• Formulation of the 

remaining subprojects 
are delayed 

• Unforeseen difficult 
construction conditions 
related to severe 
weather conditions 
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Design 
Summary 

Performance 
Targets/Indicators 

Data Sources/Reporting 
Mechanisms 

Assumptions 
and Risks 

4.2 People trained in health 
and environment 
 
 
 
 

About 120 sessions of public 
awareness training on public 
health, environmental 
management, and 
alternative technologies for 
urban infrastructure and 
services 
 
(Performance 
targets/indicators for the 
remaining subprojects will 
be identified when they are 
appraised during project 
implementation) 
 

Project implementation and 
monitoring reports 
ADB loan review and midterm 
review missions 
ADB PCR 

Activities with Milestones 
 
1.1  Establish PMU, PIUs, PSC and all working arrangements, procedures, and 

responsibilities for each subproject (2007) 
1.2  Finalize designs, award civil works contracts for all subprojects (2007–2008) 
1.3  Finalize designs, award contracts for goods for all subprojects (2007–2010) 
1.4 Construct and/or rehabilitate all subprojects for basic urban infrastructure and urban 

roads (2007–2011) 
 
2.1  Establish CBOs (2007–2008) 
2.2  Establish saving groups  (2007–2010) 
2.3  Provide small loans (2008–2012) 
 
3.1 Develop training and awareness program (2007–2008) 
3.2  Provide staff training for the IAs (2007–2011) 
3.3  Provide public awareness training (2008–2012) 
 
 
 
 

Inputs     
            
ADB: 
• Provide $35.2 million 

(civil works; equipment; 
implementation, 
supervision, and training; 
financial charges during 
construction) 

• Undertake review 
missions 

• Provide training on ADB 
procedures 

 
Government: 
• Provide $9.0 million 

counterpart funds(civil 
works; land acquisition 
and resettlement; 
environmental 
protection; 
contingencies) 

• Undertake onlending 
arrangements and loan 
management 

• Establish and maintain 
project offices at all 
levels 

• Provide operation and 
maintenance budget and 
staffing 

 
Cofinancing: 
• Banks and nonbanking 

financial institutions: 
$0.7 million 

• DED: $1.2 million 
• GTZ: $0.2 million 

ADB = Asian Development Bank, CBOs = community-based organizations, DED = German Development Service, GTZ = 
German Agency for Technical Cooperation, MRTCUD = Ministry of Roads, Transport, Construction and Urban Development, 
PCR = project completion report, PIU = project implementation unit, PMU = project management unit, PSC = project steering 
committee, PPAR = project performance audit report, PUSO = public utility service organization, UB = Ulaanbaatar, UMG = 
Ulaanbaatar Municipal Government, UV = ultra violet 




