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. PROPOSAL

1. | submit for your approval a request for the surplus loan proceeds of $7.03 million* from
the recently completed Integrated Development of Basic Urban Services in Provincial Towns
Project (the Provincial Towns Project)® to be used to finance the ongoing Urban Development
Sector Project.® 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 (PAls),* 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 PAls,> will be deemed to
have approved the major change in implementation arrangements.

[I. INTRODUCTION

2. At appraisal, the project cost of the Urban Development Sector Project amounted to
$37.6 million, of which $28.2 million® 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).

.  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.

! 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).
$ADB, 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
gii), para.1l (vi) and para.16 (vi)—(viii).

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.
® 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.” This is expected to affect the
scope of investments under subsequent subprojects.

V. 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) 1.2 3.2 1.2 2.6
Cofinancing
F. Deutsche Gesellschaft fiir Technische 0.2 0.5 0.2 0.4

Zusammenarbeit (German Agency for
Technical Cooperation) (GTZ) Cofinancing
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

0. 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

" 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.






Appendix 1

Mr. Adrian Ruthenberg
Country Director

Mongolia Resident Mission
Asian Development Bank

MINISTER

(513

210646 Negdsen undesinil gudam] &/, Zasgiin gazrdin # bair,
Chingeltei duureg, Ulaanbaatar, MONCOLIA
Tel/Fax: (976-51) 26-02-47, hltp/hwway. mof gov.imn

Date AP0Y 06 .26
Ref. 4/ 29%¢

Dear Mr. Ruthenberg,

Subject: Integrated Development of Basic Urban Services in Provincial Towns1907
MON(SF) - Undisbursed Balance of the Loan

Asian Development Bank funded Iniegrated Development of Basic Urban Services in
Provincial Towns Project 1907 MON(SF) was closed on 31 March 2009.

In total USD16.54 million were disbursed under this project including payment of works and
services to 33 contractors, and undisbursed balance equals to USD7.03 million. With regard to
this undisbursed balance, we would like to propose transferring this amount to the Asian
Development Bank funded Urban Development Sector Project 2301 MON (SF).

In addition, we propose o carry out the following works and procurements using the
undisbursed funds as follows.
* Complete installation of boilers and its appurtenances in Bulgan, Mandalgobi,
Undurkhaan and Baruun-Urt towns,
= Rehabilitate 20.5 km and 14 km water pipes respectively in Mandalgobi and Baruun-

Uurt towns,
« Expand and rehabilitate waste water treatment plants in Zuunmod, Arvaikheer, and

Baganuur towns,
= Provision of special purpose trucks for Public Utility Service Organlzatlons in Uvs,
Khovd, Bayan-Ulgii, Khentii, Zavkhan and Khuvsgu! aimags for emergency and

maintenance purposes;
* Provision of hydro testing laboratory equipments and buildings for Public Urban Service

Organizations in 20 aimags.

We believe that performing the above mentioned works utilizing the undisbursed balance
under 1907 MON(SF) Project will benefit population and Public Utility Service QOrganizations in
20 aimags.

We thank you very much for your continuous cooperation and look forward to your positive
response.

Sincerely yours, ' ASIAN DEVEL@PMENT BANK

s

S.'Blayartsogt .MONGOLiA RESIDENT MISSION
Minister




Appendix 2

L2301-MON: URBAN DEVELOPMENT SECTOR PROJECT

DESIGN AND MONITORING FRAMEWORK
(for augmented project scope)

Design Performance Data Sources/Reporting Assumptions
Summary Targets/Indicators Mechanisms and Risks
Impact By 2015 Assumption

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

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

o Project facilities are
adequately operated and
maintained

Risk
e 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

e Overall water supply
system in Erdenet is
properly operated and
maintained

e Sewerage treatment
plant in Erdenet is
properly operated and
maintained

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

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

e 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 |A 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 1As

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

e MRTCUD and aimag
governments remain
committed to implement
the Project

e 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

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

e Land acquisition and
resettlement is
implemented in a timely
manner

Risks

e Formulation of the
remaining subprojects
are delayed

e Unforeseen difficult
construction conditions
related to severe
weather conditions
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Design Performance Data Sources/Reporting Assumptions
Summary Targets/Indicators Mechanisms and Risks
4.2 People trained in health | About 120 sessions of public | Project implementation and
and environment awareness training on public | monitoring reports

health, environmental ADB loan review and midterm

management, and review missions

alternative technologies for ADB PCR

urban infrastructure and

services

(Performance

targets/indicators for the

remaining subprojects will

be identified when they are

appraised during project

implementation)
Activities with Milestones Inputs

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 1As (2007-2011)
3.3 Provide public awareness training (2008-2012)

ADB:

¢ Provide $35.2 million
(civil works; equipment;
implementation,
supervision, and training;
financial charges during
construction)

e Undertake review
missions

e 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

e DED: $1.2 million

e 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





