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BASIC DATA

Loan Identification

1. Country Mongolia
2. Loan Number 1847-MON
3. Project Title Housing Finance (Sector) Project
4, Borrower Mongolia
5. Executing Agency Ministry of Finance
6. Amount of Loan SDR11,817,000
7. Project Completion Report Number 1
Loan Data
1. Appraisal
— Date Started 20 March 2001
— Date Completed 7 April 2001
2. Loan Negotiations
— Date Started 13 August 2001
— Date Completed 15 August 2001
3. Date of Board Approval 18 October 2001
4. Date of Loan Agreement 29 January 2002
5. Date of Loan Effectiveness
— In Loan Agreement 15 May 2002
— Actual 15 May 2002
— Number of Extensions 0
6. Closing Date
— In Loan Agreement 30 June 2007
— Actual 24 August 2008
— Number of Extensions 1
7. Terms of Loan
— Interest Rate 1.0% per annum during grace period
1.5% per annum thereafter
— Maturity (number of years) 32 years
— Grace Period (number of years) 8 years
8. Disbursements

a. Dates

Initial Disbursement Final Disbursement Time Interval

24 July 2002 23 April 2008 70 months

Effective Date Original Closing Date Time Interval

15 May 2002 30 June 2007 62.4 months




b. Amount (SDR)?

Category or Last Amount
Subloan Original Revised Cancelled/ Net Amount Amount Undisbursed
Allocation Allocation Reallocated Available Disbursed Balance
Credit
Component
- Part A 7,642,000 8,742,919 (1,100,919) 8,742,919 8,152,948 589,970
Non-Credit
Component
- PartB
Housing
France Sector 2,678,000 1,710,721 967,279 1,710,721 1,651,394 59,327
Housing
Finance Sector 1,182,000 1,048,360 133,640 1,048,360 1,048,015 345
-PartC
Interest 315,000 315,000 0 315,000 314,734 266
Charges
Total 11,817,000 11,817,000 0 11,817,000 11,167,091 649,909
() = negative value
# Tentative amounts, subject to final loan closure.
9. Local Costs (Financed)
- Amount ($ million) 7.694
- Percent of Local Costs 32%
- Percent of Total Cost 29%
C. Project Data
1. Project Cost ($ million)
Cost Appraisal Estimate Actual
Foreign Exchange Cost 5.5 55
Local Currency Cost 18.5 26.9
Total 24.0 32.4
2. Financing Plan ($ million)
Cost Appraisal Estimate Actual
Implementation Costs
Borrower Financed 1.0 1.1
ADB Financed 14.6 15.9
PCB Financing 3.3 4.9
Beneficiaries 4.7 10.0
Total 23.6 31.9
IDC Costs
Borrower Financed
ADB Financed 0.4 0.5
Other External Financing
Total 24.0 32.4

ADB = Asian Development Bank, IDC = interest during construction, PCB = participating commercial bank.



3. Cost Breakdown by Project Component ($ million)

Component Appraisal Estimate Actual

Part A: Lending through PCBs 14.8 20.3

Part B: Poverty Reduction through HAAP Schemes 6.5 10.1

Part C: Capacity Building and Effective Project 1.3 1.5

Management

Physical Contingencies 0.3

Price Contingencies 0.7

IDC 0.4 0.5
Total 24.0 32.4

HAAP = housing area action plan, IDC = interest during construction, PCB = participating commercial bank.

4, Project Schedule

Iltem Appraisal Estimate Actual
Date of Contract with Consultants July 2003 October 2005
Completion of Engineering Designs June 2004 June 2006
Civil Works Contract

Date of Award August 2004 August 2006

Completion of Work October 2005 December 2007
Equipment and Supplies
Dates

First Procurement September 2003 December 2003

Last Procurement September 2004 April 2006

Completion of Equipment Installation October 2005 November 2006
Start of Operations

Completion of Tests and Commissioning November 2005 September 2006

Beginning of Start-Up December 2005 October 2006

5. Project Performance Report Ratings
Ratings
Development Implementation

Implementation Period Objectives Progress
From 15 May 2002 to 31 December 2002 Satisfactory Satisfactory
From 1 January 2003 to 31 December 2003 Satisfactory Satisfactory
From 1 January 2004 to 31 December 2004 Satisfactory Satisfactory
From 1 January 2005 to 31 December 2005 Satisfactory Satisfactory
From 1 January 2006 to 31 December 2006 Highly Satisfactory
From 1 January 2007 to 31 December 2007 Satisfactory Satisfactory




D. Data on Asian Development Bank Missions
No. of No. of Specialization
Name of Mission?® Date Persons Person-Days of Members®
Appraisal 20 March-7 April 2001 6 105 a,b,c.e,g,j
Inception 20-31 May 2002 4 37 a,e,lk
Review 1 12-19 February 2003 2 11 a,i
Review 2 18-26 Aug 2003 2 20 a,i
Review 3 10-21 February 2004 1 11 a
Review 4 27 September—9 October 2004 2 24 a,i
Midterm Review 7-11 November 2005 2 8 a,i,g
Review Mission 5 29 October—3 November 2006 2 12 a,l
Review Mission 6 26-30 November 2007 3 15 a,i,k
Project Completion 4-16 March 2008 5 35 a,fik,l
Review

*The project completion report was prepared by S. Penjor, Principal Financial Analysis Specialist, Social Sectors
Division, East Asia Department.

® a - financial analyst/project officer, b - counsel, ¢ - programs officer, d - financial analyst, e - institutional expert, f -
international housing specialist/staff consultant, g - project administration specialist/staff consultant, h - urban
economist/project officer, i - assistant project analyst, j - social sector officer (Mongolia Resident Mission), k -
resettlement specialist, | - social development specialist.






I PROJECT DESCRIPTION

1. Background. In mid-1997, the Asian Development Bank (ADB) and the Government of
Mongolia embarked on developing a sound legal and policy framework for the housing sector in
Mongolia. ADB provided a small-scale technical assistance (TA) project’ to help prepare the
Housing Law and the National Housing Strategy (NHS), and to recommend market-oriented
amendments to the Housing Privatization Law and the Condominium Law. The Housing Law
sets out housing sector objectives to be pursued by the Government including (i) creating
conditions whereby citizens can provide themselves with adequate housing that meets health
and safety requirements; (ii) implementing housing and associated infrastructure development
policy based on basic market requirements; (iii) encouraging the involvement and increasing the
responsibilities of the private sector in the planning, construction, maintenance, and repair of
housing and residential infrastructure; and (iv) developing the ger housing areas ? into
comfortable housing areas. In April 1999, the Mongolian Parliament approved the Housing Law,
NHS, Condominium Law, and the Housing Privatization Law. ADB’s follow-on TA project,3
approved in 1998, helped develop the institutional and methodological capacity to implement
the NHS within the context of new and amended legislation, and established the framework for
an improved financing system for housing.

2. During the ADB Programming Mission in March 1999, the Government requested for
TA® to prepare a feasibility study for the first Housing Finance (Sector) Project in Mongolia
targeting low-and middle-income households which was approved in 2001.° During preparation
of the Project in 2000 and 2001, it was found that the lack of long-term sources of finance, an
inadequate legal framework with respect to property rights, and weak institutional capacity had
kept Mongolian commercial banks from providing loans for housing. The major sources of
housing finance for all but high-income households were personal savings and family assets.
However, the results of primary surveys for the Project indicated an overwhelming demand for
improved housing. Much of the demand was for an apartment or completed house which could
be built in the short construction season in Mongolia. International experience indicated that,
once households had access to housing finance, the loans stimulated the release of financial
and technical resources of family, friends, and relatives. This was corroborated by the fact that
the vast majority of respondents to the surveys indicated their ability and willingness to
contribute an amount at least equal to the loan for the construction or purchase of the house.

3. At the same time, there was little national policy experience with private sector housing,
and virtually no provincial experience with urban or housing development, prior to the start of
the ADB Housing Action Area Plan (HAAP) pilot projects defined as Planned Unit Development
under the Government's Housing Policy. These pilot projects were conceived to be essential
components of a new, more market-oriented approach to urban and housing development in
Mongolia. They introduced lessons learned from international experience and a new
development approach based on local participation and a practical strategy of “learning by
doing.” This new approach required the building of both local capacity and consensus at virtually
every step of the project development process. The underlying need to change the previous
centrally planned housing and urban development system required significant behavioral
changes in the activities and operations of all project stakeholders.

! ADB. 1997. Small Scale Technical Assistance to Mongolia for the Housing Sector Policy. Manila.

ZA ger is a traditional circular tent of the Mongolian nomads. Informal urban settlements, characterized by a variety
of shelter, predominantly ger tents, are referred to as ger housing areas.

ADB. 1998. Technical Assistance to Mongolia for the Institutional Strengthening of the Housing Sector. Manila.
ADB. 2000. Technical Assistance to Mongolia for the Housing Finance (Sector) Project. Manila

ADB. 2001. Report and Recommendation of the President to the Board of Directors on a Proposed Loan to
Mongolia for the Housing Finance (Sector) Project. Manila.
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4, The main objectives of the Project were to (i) help meet the immediate need for
adequate housing in Mongolia; (i) contribute to the longer-term objective of establishing a
sustainable, market-based system for the delivery of housing finance to meet the borrowing
needs of low- and middle-income households; (iii) reduce poverty in ger housing areas by
providing and upgrading basic infrastructure and services through HAAP schemes; and
(iv) improve the quality of life of low- and middle-income urban households by providing
affordable housing loans.

5. The Project consisted of three parts: (i) Part A, lending to low- and middle-income
households® through participating commercial banks (PCBs) and intermediaries; (ii) Part B,
addressing poverty reduction by financing HAAP schemes in ger housing areas and providing
serviced plots for new housing; and (iii) Part C, capacity building and establishing effective
project management.

6. Originally, about 60% of the lending under Part A was expected to be through
intermediaries, including private and public enterprises. However, once the law was clarified
allowing banks to take the dwelling to be financed as collateral, 99% of the loans have been
extended to individuals. A similar evolution occurred in Part B in both the type and complexity of
the HAAP subprojects. While initial ger area upgrading HAAPs in Zuunmod and Darkhan
focused on the straightforward provision of piped water to strategically located kiosks, they also
introduced a more community-driven approach to urban and housing development. Community-
based organizations (CBOs) were established in both cities and strengthened through the
accompanying Japan Fund for Poverty Reduction project’ and organization of small-scale
savings groups among the residents. The community-based approach was also applied in the
upgrading component of the Dari Ekh subproject in Ulaanbaatar, which produced the first fully
serviced and restructured ger housing area in Mongolia. HAAP infill projects® also evolved from
activities such as the simple servicing of greenfield sites to projects involving urban regeneration
and working in collaboration with local private developers.

Il. EVALUATION OF DESIGN AND IMPLEMENTATION
A. Relevance of Design and Formulation

7. In March 2000, during the project preparatory TA for the Project, ADB endorsed a new
country operational strategy (COS) which made poverty reduction the top priority for future ADB
operations in Mongolia. The strategy fostered economic growth and combated poverty by
switching the main mechanism for growth generation from public sector investments in
infrastructure to private sector employment-generating investments. The strategy identified five
core sectors: finance, agriculture, the public sector, the social sector, and urban development.
By providing a direct stimulus to private sector housing investment and the improvement of
living standards for low-income households in ger housing areas, the Project met the objectives
of the new COS for Mongolia. Also, under the Project, there were links between the housing and
urban development sector, the finance sector, and the generation of employment through
construction activities, all of which were consistent with the new COS.

8. Thus, at appraisal, the Project was highly relevant not only to ADB’s new COS but also
to the Government’'s goal of privatizing key sectors of the economy as Mongolia made the

® Based on consultations with the National Statistics Office during the project preparatory technical assistance (TA)

(i) low-income households were defined as those with monthly incomes of $73-$182 (MNT80,000—MNT200,000),
and (ii) middle-income households were those with monthly incomes of $183—$910 (MNT201,000-MNT1,000,000).
ADB. 2003. Improving the Living Environment of the Poor in Ger Areas of Mongolia's Cities Project. Manila.

Such HAAPs will be undertaken on vacant land and will be fully serviced and connected to existing trunkline
infrastructure for electricity, roads, water supply, sewerage, and solid waste systems.
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transition from a centrally planned economy to a market-based one. Since appraisal of the
Project built on several ADB TA projects discussed in para. 1, substantial progress has been
made in developing the housing sector, including (i) four pilot HAAPs for new housing and the
upgrading of existing ger housing areas based on a local government and community-oriented
development approach, and (ii) assessing the viability of a housing development fund (HDF)
that had been provided for in the Housing Privatization Law.

9. By providing 2,473 mortgage loans through five PCBs to individual low- and middle-
income borrowers such that they could own their own homes, the Project has proved to be
highly relevant, significantly enhancing human development in Mongolia. Not only has it
introduced long-term mortgage lending to Mongolia’s banking system, it also provided essential
urban infrastructure and services through nine HAAP subprojects in six cities benefiting 3,157
households in ger areas, and provided 829 dwelling units in the infill sites. Part B played a major
role in strengthening local government actions and capacities to continue making improvements
in the living conditions of their citizens. The real value in the HAAP subprojects lies in the
changes in stakeholder behavior and relationships that occurred during implementation. While
lessons learned and best practices from international experience were embedded in project
design, their application to the Mongolian context and adoption by local decision makers and
communities required a continuous process of testing and consensus building at all levels.

B. Project Outputs

10. Table 1 compares outputs and targets at appraisal with outputs at completion, and the

reasons for any changes. An updated project framework is contained in Appendix 1.

Table 1: Outputs and Targets at Appraisal Versus Outputs and Targets at Completion

Outputs at Appraisal

Targets at Appraisal

Outputs at Completion

Reasons for Variance

1.

HDF is operational

HDF account established at
MOF Treasury Bank; balance
as of 31 December 2007 at
MNT8.13 billion; will have
MNT15.2 billion by October
2015

a. Links between
PCBs and public
and private
enterprises to
onlend to LIHs
and MIHs are
operational

Loans totaling $2.4 million
to LIHs are channeled
through public and private
enterprises

Loans totaling $1.1 million
provided to MIHs

258 loans totaling $1.53 million
made before subcomponent
was discontinued

Links between PCBs and
public and private enterprises
not established due to
enterprise unwillingness to
borrow block loans and onlend
to employees

b. Links between
PCBs and small
and medium-sized
contractors to
onlend to LIHs
and MIHs is
operational

Loans totaling $3.0 million
provided to LIHs and MIHs

Loans to small and medium-
sized contractors discontinued
due to high risk of commercial
loans and growth of private
construction sector

c. PCB direct lending
to LIH and MIH is
increased and
sustained

Loans totaling $3.0 million
are directly channeled to
LIHs and MIHs

Loans totaling $15.2 million
(75% from ADB, 25% from
PCBs) made by PCBs to
individual borrowers; 91%
bought new or existing
apartments, 9% completed or
renovated house or apartment

Effective 1 May 2003, Land
Privatization Law allowed
borrowers to pledge land and
real property as collateral.
PCBs preferred lending to
individual borrowers
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Qutputs at Appraisal

Targets at Appraisal

Outputs at Completion

Reasons for Variance

d. Direct lending to
condominium
associations for
upgrading of
apartment blocks

Two subprojects for
apartment block
maintenance and repairs
totaling $500,000

Several loans made to
condominium associations for
a total of $21,000
discontinued after first year

PCBs reluctant to lend to
condominium associations due
to lack of collateral from
association members

2. HAAP Subprojects:
Innovative HAAP
subprojects are
prepared, financed,
and implemented

Eighteen HAAP
subprojects with loans
totaling $3.5 million are
prepared, financed, and
implemented

Nine HAAP subprojects with
loans totaling $2.47 million
have been prepared,
implemented, and financed.
HAAP subprojects included:

e Three ger area upgrading
HAAPs with the first CBO
development in Mongolia

e  One combined infill and
full ger area upgrading
HAAP with CBO
development and
neighborhood
restructuring

e  Four infill HAAPSs on
greenfield sites and
private sector housing
construction

e  Oneinfill HAAP on a
brownfield site in
collaboration with a local
private developer

Not all LGU and PMU
proposals for additional HAAP
subprojects were approved by
the MCUD because the towns
were already involved in other
ADB projects. Slowdown in
implementation and a smaller
number of subprojects were
also due to the impact of
government delays (due to
elections, changes in bidding
laws, modifications in
drawings, SLA, and OLA
approval procedures, PSC
approval of new subprojects,
etc.) on work to be done during
the short building season.
Major modifications in working
relations among stakeholders
and the establishment of full
local government and resident
participation in the subprojects
took more time than foreseen.

3. Capacity building
and effective project
management system
established

Project implemented on
schedule

Training and institutional
strengthening program for
PCBs and central and local
government officials within
the first year.

Trained housing finance and
urban development staff in
PMU, PCBs, project PUSOs,
and local governments;
housing finance database
established; loan documents
standardized; and housing
finance legal database
established

No variance. Project
implemented on schedule.
Training and institutional
strengthening program begun
for PCBs and local officials in
first year and continued
throughout Project

ADB = Asian Development Bank, CBO = community-based organization, HAAP = housing area action plan, HDF = housing
development fund, LGU = local government unit, LIH = low-income household, MCUD = Ministry of Construction and Urban

Development, MIH =

middle-income household, MOF

= Ministry of Finance, OLA

onlending agreement, PCB =

participating commercial bank, PMU = project management unit, PSC = project steering committee, PUSO = public utility
service organization, SLA = subsidiary loan agreement.

C. Project Costs

11.

Project costs at appraisal and estimated project costs at completion are shown in Table

2. As seen in Table 1, there has been a substantial change in the volume of lending under the
various subcomponents of Part A. Most significantly, lending to individual households under
component A.3 was vastly increased largely due to the PCBs’ preference to lend directly to
individual households and not through public or private intermediaries. Only $1.5 million was
lent under this component (A.1) before it was suspended. Lending under component A.2 (Small
and Medium-Sized Contractors) was cancelled in 2003 due to the high risk of commercial
lending for construction. This component was originally included in the Project to stimulate
construction by small and medium-sized contractors. However, the private construction sector
experienced rapid growth over the life of the Project and became a major sector in the economy.
PCBs were also reluctant to lend to condominium associations due to the lack of collateral for
the group loans. Thus, component A.3 (Direct Lending to Individual Households) was the major




component in Part A, which, in the event, is the same as mortgage lending in other countries.
Significantly, investment by the borrowers in their dwellings was 43% of the total cost or
purchase price of the dwellings.

12. The lower number of HAAP subprojects, coupled with the need for housing finance
allocated to recipients of the HAAP infill plots, led to the transfer of $1 million from Part B to Part
A. The rationale for this transfer is best seen in the implementation of the Zuunmod infill HAAP
subproject. The auction of plots for this subproject was considerably hampered by the lack of
housing finance for subsequent housing construction. However, once the possibility of obtaining
affordable housing finance was put into place, all of the plots were successfully auctioned.

13. Under Part C, project management and project management unit (PMU) capacity have
been highly successful with substantial training, workshops, and international experience
benefiting officials from commercial banks, local governments, utility agencies, construction
companies, and community organizations. The PMU staff members working on Part A have
become highly trained in mortgage finance as a result of the Project. Because the PMU
managed Part B using its own staff, they also have become highly trained in managing all
aspects of HAAP project development and implementation and in working closely with local
governments and ger area communities.

14, It can also be seen from Table 2 that the total project cost has increased from $24.0
million to $32.4 million. While this was partly due to the depreciation of the US dollar against
special drawing rights over the life of the Project ($0.8 million), the majority of the increase for
both Parts A and B was due to relending of loan repayments in Part A and reinvestment of plot
sales and investment in housing by borrowers in Part B. Under Part A, $4.7 million of the
principal repayments (47% of the original Part A loan) was relent. In addition, contributions from
the PCBs (originally 25%, now 40%) and borrowers (at least 30% down payment) was $3.4
million. Further, the HDF had accumulated MNT2.7 billion by the end of March 2008, based on
the interest differential between the relending rate of the Ministry of Finance (MOF, at the time it
was the Ministry of Finance and Economy), and the PCBs’ marginal cost of funds. This also
included principal repayments, which had not been relent at the time of project closing. For Part
B, reinvestment of the plot sales of infill HAAP schemes in additional HAAP schemes was $1.1
million, while investment by local governments in subproject preparation and borrowers in their
housing was $6.5 million.

15. During appraisal, an economic internal rate of return (EIRR) analysis was not
undertaken for Part A, since neither the precise location nor final size, terms, and uses of the
loans were available. It was also impossible to know the total number of borrowers in each
subcategory and the relative number of loans that would be used for new construction, house
completion, renovation, and upgrading. However, Table 2 shows the substantial multiplier effect
of loans for housing as well as the provision of infrastructure to ger areas and serviced plots for
housing construction. The fact that the contributions by PCBs and the additional investment by
borrowers have resulted in a 37% increase over that originally assumed at appraisal would have
a significant positive impact on an EIRR estimated at appraisal.

16. For Part B, a representative subproject was selected to illustrate the economic benefits
of providing infrastructure to low-income housing (ger) areas. The subproject was based on the
HAAP upgrading scheme for 1,100 households in Darkhan. The benefit used for the EIRR
calculation was the imputed plot rental values as represented by the expected increase in land
values resulting from project investment. According to surveys undertaken for the Project, it was
assumed that installation of infrastructure would result in an increase in property values of
MNT720 million. Offsetting the benefits against an estimated cost of MNT480 million resulted in



11

concentrating on individual loans while canceling construction loans, halting loans through
intermediaries, and minimizing loans to condominium associations. Through these changes
early in the Project, i.e., not waiting until midterm review, mortgage lending in the sector became
based on international standards commensurate with those in developed nations.

35. HAAP subprojects under Part B provided the first and largest housing and urban
development activities in each of the provincial cities in which they were implemented. Even the
HAAP subproject in Ulaanbaatar was the first of its kind to fully upgrade a ger area and provide
serviced plots while keeping all of the residents in place. The real value in these HAAP
subprojects lies in the changes in stakeholder behavior and relationships that occurred during
implementation. While lessons learned and best practices from international experience were
embedded in project design, their application to the Mongolian context and adoption by local
decision makers and communities required a continuous process of testing and consensus
building at all levels.

36. An important change during project implementation concerned the ability of local public
utility service organizations to assume responsibility for the financing and construction of their
own infrastructure. This was done for the last four HAAP subprojects with considerable success.
These agencies now have the option to increase their tariffs and use the reflows from the
auction and sale of HAAP infill plots to finance additional infrastructure for similar HAAP
activities.

37. The establishment and progressive maturation of CBOs, aided by sustained assistance
from the PMU and the related Japan Fund for Poverty Reduction project, has enabled these
local organizations to increase their scope of activities and community leadership during the
course of HAAP subproject implementation. At the same time, local governments have begun to
use reflows from their HAAP projects to initiate a new round of HAAP projects with additional
financing from local sources.

38. A series of HAAP process review workshops was held in each HAAP city with all
stakeholders. The results of these workshops indicated the extent of major changes in
institutional attitudes that have taken place during HAAP subproject implementation. All of the
participants—including members of the citizen representative councils (khurals), local
government officials, utility company managers, urban planners, bankers, and ger area
residents—underlined the importance of HAAP-type projects as the primary means to promote
urban development and provide affordable housing in the future.

B. Effectiveness in Achieving Outcome

39. Due largely to the concentration and dedication of the PMU staff and the collaboration
and support of the ADB project staff, Part A lending and capacity-building outputs were
achieved to a very high degree and have had a lasting effect. Significant progress has been
made by Part A towards building a sustainable long-term housing finance system in Mongolia.
PMU knowledge of housing and mortgage finance as well as total staff capacity has greatly
increased, through both external and internal training as well as simply "learning by doing" over
the duration of the Project. Mortgage lending departments have been established in the five
PCBs, and a cadre made up of the supervisory and lending officers of the five PCBs was
formed and educated in basic mortgage lending concepts, organization, and procedures
(origination, underwriting, closing, servicing, and funding). Typical mortgage lending procedures
were modified for conditions in Mongolia and a set of standard mortgage lending documents
was developed and put in place. Applications by Mongolian citizens for mortgage loans were
accepted by the PCBs starting in May 2003.
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40. In order to effectively manage and monitor Part A lending, the PMU developed a
database for managing loan origination and funding as well as subloan billing and accounting.
The system operates at both the PCB and PMU levels and provides for the electronic transfer of
loan applications from the PCBs to the PMU. PCBs employ the system to originate loans,
perform standard underwriting calculations, and print loan applications, closing documents, and
supporting documentation. At the PMU, the system maintains a detailed database of loan
applications received from all PCBs and all subloan packages. The system performs a series of
calculations and checks on all loan applications, including checks for completeness and
compliance with lending criteria, and reviews to prevent duplication. The software also manages
the subloan repayment process, and calculates and prepares invoices for the semiannual
interest and principal payments by the PCBs to the PMU.

41. Based on the work of an international legal specialist who worked in collaboration with a
national legal specialist from the Ministry of Justice and Home Affairs, a draft mortgage finance
law was prepared. The major feature of the draft law was establishing a nonjudicial system of
mortgage enforcement for commercial banks and licensed nonbank financial institutions. The
draft law was subsequently amended to focus on foreclosure procedures and passed by
Parliament as the Non-Judicial Mortgage Foreclosure Law.

42. While the HAAP subproject development process took longer than anticipated, both infill
site development and ger area upgrading efforts have successfully achieved their outcomes.
Due primarily to the efforts and dedication of the PMU staff, these projects now have a
significant impact on the improvement of housing conditions for low- and middle-income
households in their cities and are being replicated to benefit others. HAAP subproject outcomes
have been particularly important provincially, where very little housing production or
improvement in ger area living conditions or new housing construction had taken place prior to
HAAP subproject intervention. It has become increasingly apparent that these HAAP pilot
projects have had a major impact on private sector investment in housing and ger area
improvement. While serviced plot sizes in the HAAP infill projects were deliberately kept as
small as possible'® to discourage interest from higher-income families and to keep them
affordable to lower-income families, under the adopted cost-sharing approach the lack of any
other private housing opportunities in the HAAP project cities resulted in some poaching of plots
(sanctioned by local government) by more well-to-do households who were ready to build a
house. Only the increased provision of serviced land for all would-be homebuilders can resolve
this problem. The combined ger upgrading and HAAP infill project at Dari Ekh provides one
example of how a greater number of low-income families can benefit from the infrastructure
being provided for a HAAP infill project through a combined approach.

43. Because Part B staff members provided both technical and managerial assistance to all
HAAP subprojects, a substantial base of experience and knowledge has been built within the
PMU. This experience and knowledge is now being catalogued and will be made available to
help other HAAP projects and activities in the future. The Urban Development Sector Project
(UDSP),™ will be well informed by the work that has been done by the PMU under Part B of the
Project. The PMU’s knowledge is also being shared with local governments and communities to
continue the HAAP approach.

% The plots ranged in size from 115 square meters (m?) to 288 m? Under the 2003 Land Privatization Law
households have the right to as much as 700 m? of urban land free of charge.

' 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.
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C. Efficiency in Achieving Outcome and Outputs

44, To a great extent, the efficiency of Part A loans can be measured not only by the extent
of nonperforming loans, which is zero, and the loan spread charged by the PCBs, which was
only 4% (including a margin of 1%—2%), but also by the amount of investment the loan solicited
from borrowers. International experience shows that once low- and middle-income families
obtain sufficient income, their highest priority becomes improving their housing situation. Once
households have access to housing finance, the loan catalyzes the financial and technical
resources of family, friends, and relatives. The vast majority of respondents to the surveys
undertaken during the project preparatory TA indicated their ability and willingness to contribute
an amount at least equal to the loan for the construction or purchase of the house. According to
the Part A database, the percentage of the total amount contributed by borrowers was nearly $7
million, or 43% of the total purchase price or construction cost of the units.

45, Even though HAAP pilot projects have been relatively small, they have succeeded in
motivating a considerable amount of previously pent-up potential for private sector investment
for housing. The investment of $2.47 million from the ADB loan for the nine HAAP subprojects
has led to over 2.5 times as much private sector investment in housing ($6.5 million) to date.
Housing construction in all five infill HAAP projects has increased dramatically, with some new
houses also being built in the ger upgrading area of Ulaanbaatar. The provision of individual
infrastructure connections and housing loans under Part A has been key to the release of this
investment. The amount of private sector investment in HAAP housing construction will more
than double when housing in the infill subprojects is fully built in 2008—-2009. The building of
dwellings for HAAP projects in Zuunmod, Altai City, and Bayankhongor has been completed.

D. Preliminary Assessment of Sustainability

46. One of the major objectives of the Project was “to contribute to the longer term objective
of establishing a sustainable, market-based system for the delivery of housing finance to meet
the borrowing needs of low- and middle-income households.” While Part A of the Project has
not and could not meet the total borrowing needs of low- and middle-income households in
Mongolia, it has significantly contributed to establishing a sustainable, market-based housing
finance system. In February 2006, the subsidiary loan agreements between the MOF and all
PCBs were amended to increase the stake of the PCBs in the lending process and put a ceiling
on the value of the dwelling unit being financed. It was agreed that the maximum cost of a
dwelling unit to be financed with ADB funds would be MNT40 million ($34,000), PCB
contributions would be increased from 25% to 40%, and down payments by borrowers would be
increased from 25% to 30%. Thus, ADB lending exposure has been reduced from 50% to 42%.

47. Not only are all the PCBs lending their own funds for mortgage finance, but several
nonparticipating commercial banks are also doing so. In a further step toward market
sustainability, 10 commercial banks (including four of the Project's PCBs) and the Bank of
Mongolia established the Mongolian Mortgage Corporation (MIK) as a limited liability
corporation in November 2006. The main goal of the corporation is to develop primary and
secondary markets by issuing and selling mortgage-backed securities on domestic and foreign
capital markets, and to create and ensure the smooth functioning of a long-term financing
system to improve access to housing and promote modern urban development. In November
2007, MIK signed its first purchasing agreement for the purchase of primary mortgage loans
from a commercial bank. According to MIK’s charter, it will also collaborate with international
organizations, domestic and foreign projects, nongovernment organizations, and community
groups to determine housing demand in ger areas, and create a financial system of short-term
incremental housing loans in ger areas, in order to address the housing needs of ger area
residents.
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48. Another element of establishing housing finance sustainability is the continued operation
and management of the HDF. By the end of March 2008, the HDF had accumulated MNT2.7
billion ($2.3 million). The functions and initial source of funds for the HDF are provided for in the
Loan Agreement.’? The final project completion review mission in March 2008 emphasized that
(i) HDF funds should be used solely for providing housing loans to low-income households, and
(i) the HDF should be located within the financial system to ensure sustainable and revolving
utilization for lending to low-income families. The MOF (the EA) has subsequently decided to
transfer the HDF to the newly created Housing Finance Corporation, which is jointly owned by
the MOF, MCUD, and the City of Ulaanbaatar. It was therefore recommended that the Housing
Finance Corporation use the HDF funds not only for low-income families in ger areas, but also
for middle-income public employees, such as teachers, health workers, and security personnel
in Mongolia’s provincial capitals.

49, Given further collaboration with ADB by central and local governments, the replication
and sustainability of upgrading and infill HAAP schemes can also be achieved. For example, an
amendment to the provincial towns project™® has provided for the development of additional pilot
projects to connect ger area households to water and sewer lines in each of the project’s eight
towns. In addition, an ADB inception mission has recently been completed for the UDSP, which
provides for the comprehensive upgrading of ger areas in up to six other provincial towns. All of
these efforts have been largely based on the lessons learned from the HAAP subprojects
implemented under Part B. Local governments and communities, having participated in Part B,
have now seen the important advantages of HAAP infill and ger area upgrading activities and
have started to implement similar projects using their own funds and reflows from their original
HAAP projects. Given resident demand for improved housing conditions and opportunities, local
governments have decided to become more actively involved in the development of their cities.
Thus, a major change in attitudes and behavior has occurred that will enable the long-term
sustainability of the HAAP project approach.

E. Impact

50. Lending under Part A has had a significant impact on the finance and banking sectors by
introducing mortgage lending, which already exists in most developed and many developing
countries. Given the secure collateral and the longer maturities of mortgage finance versus
shorter-term commercial loans, banks have begun to realize the low-risk nature of mortgage
loans, if properly underwritten. The establishment of the MIK will further add to the development
of the sector. Given the significant increase in supply of houses and apartments over the life of
the Project (mainly for middle- and upper-income households) expanded mortgage lending will
support the demand side by allowing middle-income buyers to finance the purchase of the
dwellings with affordable payments over longer periods.

51. HAAP subproject development under Part B has had a significant impact on the
institutional, economic, and physical conditions of the cities in which they have been
implemented. The necessary institutional arrangements for urban development, housing
production, and ger area upgrading are now better understood and coordinated to improve
project efficiency and reduce costs. Infrastructure and housing construction related to HAAP
project implementation has reinvigorated the construction sector in provincial towns and has

2 para. 5 (viii) of Schedule 5 of the Loan Agreement provides that "Subloan repayments, net of repayments of the
Loan, shall be deposited in the Project Operation Account, and shall be immediately available for relending through
the same lending channels to the same beneficiary income groups." Para. 6 ¢ of Schedule 5 states that, "at Project
completion, the balance remaining in the Project Operation Account will be transferred to the HDF for continuing
onlending operations.”

13 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.
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generated considerable local employment. The physical manifestations of the HAAP projects
have begun to instill pride of place in local residents, and the projects are examples of what can
be achieved by working together.

52. It is in the HAAP upgrading schemes where significant poverty, economic, social, and
environmental impacts have been accomplished. A major benefit of ger upgrading schemes—
even the more simple ones that focused on providing piped water to kiosks—is the increase in
plot prices as a result of project investments. The increases can be considered as a positive
income stream for the beneficiary households, and thus have a significant impact on alleviating
poverty. The more comprehensive ger area upgrading activity in Ulaanbaatar has produced
even greater benefits in terms of land values. The provision of full infrastructure services to the
area changed its zoning category from 3 to 1, and increased the official assessment of the land
by 3.3 times.

53. Other direct benefits associated with improved water supply through more water kiosks
include lower water costs, improved drinking water quality, and reduced risk of exposure to
waterborne diseases. Indirect benefits for ger area beneficiaries include increased employment
and productivity due to subproject construction and operation, and time savings due to improved
water accessibility. Combined direct and indirect health benefits are also significant due to less
days lost at work and school and a general increase in the overall quality of living.

V. OVERALL ASSESSMENT AND RECOMMENDATIONS
A. Overall Assessment

54, With respect to Part A, actual project implementation resulted in an improvement on the
original project concept. Due to the lack of a clear legal framework regarding possession of
collateral and the fact that the banking sector was recovering from a major crisis, lending to
individuals was considered highly risky at the time of the project preparatory TA. Lending
through private and public intermediaries, where companies and/or government agencies could
take the major risk, was considered the major lending channel. In addition, since Government
had been the major builder in the past and the private construction sector was still in its infancy,
lending to small and medium-sized contractors was also added. However, given the rapid
growth in private housing construction as well as the high risk of short-term construction lending,
this component was soon cancelled. Thus, when the Land Privatization Law became effective in
May 2003 and the means of possession of collateral was clarified, funds were increasingly
utilized for individual lending. This component has not only proven to be highly successful but
has also had a major demonstration effect in the sector.

55. Although the number of HAAP subprojects is less than anticipated, there has been more
variety and examples of different approaches to HAAP subproject development than originally
anticipated in project design. The successful completion of these different types of HAAP
subprojects provides practical examples of how cities can encourage their own local
development. It has been shown that there is greater demand for new and better housing even
in provincial city centers. The HAAP ger area upgrading projects demonstrated the feasibility of
providing improved infrastructure and services to ger areas based on a community-development
approach. A large knowledge base of experience and information has been developed for all
types of HAAP projects to inform future efforts and to provide baseline and implementation
information for monitoring and evaluation. Overall performance under the Project is therefore
considered successful. The status of compliance with covenants in the Loan and Project
Agreement is in Appendix 5.
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B. Lessons Learned
56. Lessons learned from the Project are detailed in Appendix 6.
C. Recommendations
1. Project Related
57. Future Monitoring. Relending of the reflows from the original loans as well as funds

accumulated in the HDF should be monitored by the MOF to ensure loans are in keeping with
the provisions of the Loan Agreement and lent largely to low- and middle-income households.
Monitoring local government use of reflows for new HAAP projects as well as the financing of
housing construction in new and existing HAAP projects should be continued. Results of the
monitoring should be contained in semiannual reports to ADB headquarters and/or the Mongolia
Resident Mission.

58. Timing of the Project Performance Evaluation Report. Due to the successful
completion of the Project, a project performance evaluation report can be undertaken any time
within 2—3 years after project completion, i.e., either in 2010 or 2011.

2. Project Implementation

59. Future HDF Lending. While the Project was very successful in accomplishing the goal
of establishing a housing finance system in Mongolia, the majority of loans went to middle-
income households. In order to bring the benefits of housing finance to low-income families,
especially those in ger areas, HDF funds should be lent to these low-income families. It is
understood that HDF funds have been allocated by the MOF to the Housing Finance
Corporation, which can carry out this mandate. Such lending could be based on the successful
experience of the Japan Fund for Poverty Reduction project, which has provided thousands of
small housing improvement loans to ger area families with a 100% recovery rate. Housing
lending to low-income families has therefore been well documented and the Housing Finance
Corporation could follow this model, if included in any forthcoming government policy.

60. Future HAAP Upgrading Schemes. Design of the UDSP was based on results from
HAAP pilot upgrading subprojects, Japan Fund for Poverty Reduction activities, and other
efforts by the World Bank to improve ger areas. The UDSP will provide basic infrastructure and
incentives for community participation in order to generate broad-based and comprehensive
upgrading of ger areas in up to six cities. In order to serve the majority of households in ger
areas, these pioneering efforts should become a standard component of government programs.

61. Future HAAP Infill Schemes. Many of the initial difficulties with HAAP infill projects
have been addressed and local governments are now beginning to conceive new HAAP-style
projects that will accelerate the physical, social, and economic development of their cities.
Greater access to mortgage financing provincially will increase demand for serviced plots on
which to build new and permanent houses. To ensure greater benefit for low-income
households, small HAAP infill projects could be located in or near ger areas in order to allow ger
area plots to benefit from the infrastructure networks being provided. Similarly, lower standard
sites and services areas could be developed for low-income households so that they could be
more easily upgraded in the future.
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Design Targets Risks/Assumptions Project Key Issues and
Summary Achievements Recommendations
Goal Assumptions
Improve the Develop ger areas into | The Government Three ger area Ger area CBOs
living conditions | comfortable housing |continues to place a upgrading HAAPs with | should be
of LIHs and areas high priority on the first CBO in strengthened,
MIHs in the addressing the housing| Mongolia especially for
townships and | Create employment finance needs of LIHs individual water
ger areas” opportunities in and MIHs and on Component A.2 connections
construction and promoting sector policy| (Loans to Small and
related sectors reforms Medium-Scale Government should
Contractor) was expand ger area
Reduce morbidity and |The financial system cancelled in 2003 due | upgrading program
mortality among the stabilizes and the to high risk and growth| based on project
beneficiaries macroeconomic of construction sector | experience
performance improves
Five infill HAAP Private sector should
The Government schemes with private | be encouraged to
continues to develop sector housing expand replication of
ger area housing construction; one HAAP approach to
communities into combined infill and ger| community planning
viable permanent area upgrading HAAP | and development
residential areas for with CBO
poor and LIHs development and
neighborhood
Adoption and restructuring
replication of the HAAP
approach to Reduction in morbidity
community planning and mortality among
and development beneficiaries not
measured by the
Project
Purpose Assumptions
To increase the | About 160,000 LIHs  |Borrowers establish About 2,500 Majority of
access to and MIHs will benefit |and expand links with | households received | commercial banks
affordable credit | from housing loans financial loans from five PCBs | now making

for housing and
basic urban
services

and better urban
infrastructure

intermediaries, PCBs
to channel housing
loans to LIHs and
MIHs

PCBs improve their
institutional capacity to
structure, appraise,
and manage innovative
housing subprojects

Achievement of full
cost recovery of the
HAAP schemes to
ensure sustainability

under Part A

PCBs have created
institutional capacity
for mortgage lending,
not to manage
subprojects

Full cost recovery of
all HAAP infill
schemes has been
achieved

mortgage loans.
However, to further
expand mortgage
lending,
comprehensive
mortgage finance
and foreclosure
legislation must be
implemented
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Appendix 1

Design
Summary

Targets

Risks/Assumptions

Project
Achievements

Key Issues and
Recommendations

Outputs

1. HDF is
operational

a. Links
between PCBs
and public and
private
enterprises to
onlend to LIHs
and MIHs are
operational

b. Links
between PCBs
and small and
medium-sized
contractors to
onlend to LIHs
and MIHs are
operational

c. PCB direct
lending to LIH
and MIH is
increased and
sustained

d. Direct lending
to condominium
associations for
upgrading of

At least $2.4 million in
loans to LIHs are
channeled through
public and private
enterprises

Loans totaling $1.1
million are provided to
MIHs

Loans totaling $3.0
million are provided to
LIHs and MIHs

Loans to LIHs and
MIHs totaling $3.0
million are directly
channeled to LIHs and
MIHs

Two subprojects for
apartment block
maintenance and
major repairs totaling

Assumptions

Adequate effective
demand and PCBs
absorptive capacity
exists for housing
loans

Appropriate screening
criteria and lending
procedures are in
place to ensure that
housing loans are
directed to LIHs and
MIHs

Enforcement of
Condominium Law
amended in 1999

HDF account at MOF
Treasury Bank;
balance at 15 April
2008 will be MNT6.8
billion

258 loans totaling
$1.53 million made
before subcomponent
was discontinued

Loans to small and
medium-sized
contractors
discontinued due to
high risk of
commercial loans and
growth of private
const. sector

Loans totaling $15.2
million (75% from
ADB, 25% from PCBSs)
made by PCBs to
individual borrowers

Five loans made to
condominium
associations for total
of $21,000;

Links between PCBs
and public and
private enterprises
not established due
to enterprise
unwillingness to
borrow block loans
and onlend to
employees

Effective 1 May
2003, Land
Privatization Law
allowed borrowers to
pledge land and real
property as
collateral. PCBs
preferred lending to
individual borrowers

PCBs reluctant to
lend to condominium
associations due to

apartment $500,000 discontinued after first | lack of collateral
blocks year from association

members
2.HAAP Assumptions

Subprojects

Eighteen HAAP
subprojects with loans
totaling $3.5 million
are prepared,
financed, and
implemented

MOI and GIACUDPU
develop capacity to
structure, appraise,
and finance HAAP
subprojects

Sustainable
partnerships are
established among
communities, local
authorities, and
MOI/GIACUDPU, and
MOFE

Nine HAAP
subprojects with loans
totaling $2.47 million
implemented and
financed

Three ger area
upgrading HAAPS
with the first CBO
development in
Mongolia. One
combined infill and full
ger area upgrading

Not all LGU and
PMU proposals for
additional HAAP
subprojects were
approved by MCUD
because the towns
were already
involved in other
ADB projects.
Delays in
implementation and
a smaller number of
subprojects were
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Design Targets Risks/Assumptions Project Key Issues and
Summary Achievements Recommendations
Consultants are fielded| HAAP with CBO also due to the
and counterpart staff development and impact of
provided on time neighborhood government delays
restructuring on work to be done
Five infill HAAPS on | 4Uring the short
greenfield sites and buﬂdmg season.
private sector housing Major rr_10d|f|cat_|ons
construction in working relations
among stakeholders
One infill HAAP on a | and the
brownfield site in establishment of full
collaboration with a local government
local private and resident
developer. participation in the
subprojects took
more time than
foreseen.
3. Capacity Assumption
Building and Project implemented | Turnover of staff Trained housing Project
Effective on schedule. Training |minimized finance and urban implementation on
Project and institutional development staff in | schedule. Training
Management | strengthening program PMU, PCBs, project | and institutional
System for PCBs and central PUSOs, and local strengthening
Established and local government governments; housing | program begun for
leaders, within the first finance database PCBs and local
year established; loan officials in first year
documents and continued
standardized; housing | throughout Project
finance legal base
established
Activities
3.1. Part A:
Lending to LIHs
and MIHs

through PCBs

3.1.1 PCBs and
public and
private
enterprises
onlend to LIHs
and MIHs

Lending
program
marketed to
public/private
enterprises

Start: 2003
Complete: 2003
Responsibility: PCBs

PCBs develop
sufficient in-house
capacity, expertise,
and commitment for
lending to public and
private enterprises

258 loans totaling
$1.53 million made
directly to employees
before subcomponent
was discontinued

Links between PCBs
and public and
private enterprises
not established due
to enterprise
unwillingness to
borrow block loans
and onlend to
employees
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Appendix 1

Design
Summary

Targets

Risks/Assumptions

Project
Achievements

Key Issues and
Recommendations

Participation
criteria and
appropriate
lending,
monitoring, and
reporting
procedures
developed

3.1.2 PCBs
Lend to small
and medium-
sized
contractors to
onlend to LIHs
and MIHs

Lending
program
marketed to
small and
medium-sized
contractors

Participation
criteria and
appropriate
lending,
monitoring, and
reporting
procedures
developed

3.1.3PCBs
lending directly
to LIHs and
MIHs

Institutional
commitment to
marketing and
expanding
lending directly
to LIHs and
MIHs

Appropriate
criteria
established to
screen
borrowers and
minimize credit
risk

Start: Discontinued
2003

Complete:
Responsibility: PCBs

Start: 2003
Complete: 2007
Responsibility: PCBs

Start: 2003
Complete: 2007
Responsibility: PCBs

PCBs develop
sufficient in-house
capacity, expertise,
and commitment for
lending to small and
medium-sized
contractors

PCBs develop
sufficient capacity,
expertise, and
commitment to lend
directly to LIHs and
MIHs

Loans totaling $15.2
million (75% from
ADB, 25% from PCBSs)
made by PCBs to
individual borrowers;
91% bought new or
existing apartments,
9% completed or
renovated
house/apartment

Loans to small and
medium-sized
contractors
discontinued due to
high risk of
commercial loans
and growth of private
construction sector

Effective 1 May
2003, Land
Privatization Law
allowed borrowers to
pledge land and real
property as
collateral. PCBs
preferred lending to
individual borrowers




Appendix 1 21

Design
Summary

Targets

Risks/Assumptions

Project
Achievements

Key Issues and
Recommendations

Reporting
systems
developed to
document
borrower
incomes, loan
sizes, house
location,
collateral, etc.

3.2 Part B:
HAAP
subprojects

3.2.1 HAAP and
ger area
infrastructure
upgrading
subprojects:

MOFE to onlend
to local
governments at
an interest rate
determined from
the ADB loan
rate plus the
premium for the
foreign
exchange risk

Establishment
of a local
revolving fund
for ger area
upgrading loans

Participating
local
governments
formally adopt
the HAAP
approach to
improve ger
area
infrastructure
and services

Procedures will
be formulated
by which
housing loans
can be made to
the ger area and

Start: 2003
Complete: 2007
Responsibility: PCBs

Start: August 2003
Complete: 2007
Responsibility: MOFE
and local governments

Start: May 2006
Complete: 2007
Responsibility: local
governments

Start: 2003
Complete: End of
Project
Responsibility: local
governments

Start: 2007.
Complete: 2007
Responsibility: PMU,
PCBs

MOFE develops
capacity to structure
finance through the
budget and appraise
HAAP subprojects

Sustainable
partnerships are
established among
communities, local
authorities, MOI and
GIACUDPU, and
MOFE

Nine HAAP

subprojects with loans

totaling $2.47 million
implemented and
financed

Implementation
delays and a smaller
number of
subprojects were
due to the impact of
government delays
on work to be done
during the short
building season.
Major modifications
in working relations
among stakeholders
and the
establishment of full
local government
and resident
participation in the
subprojects took
more time than
foreseen.
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Design Targets Risks/Assumptions Project Key Issues and
Summary Achievements Recommendations
infill HAAP
residents

Formation of Start: 2003

CBOs to form a | Complete: 2007
legal Responsibility: PMU
partnership with | LGs & local

the municipal communities
government for
each ger area to
be upgraded to
ensure
community
participation
from subproject
design through
implementation

The local
government
borrowing funds
from MOFE will
provide
collateral and
guarantee
repayment of
the loans
through
allocation in its
annual budget

3.3 Part C:

Capacity

building and

Project

Management

Establishment | Training programs on: |Delay in Trained housing Project implemented
of effective mortgage-based implementation of the | finance and urban on schedule.
institutional lending, housing project development staff in | Training and
arrangements | lending for PCBs, PMU, PCBs, project | institutional
Engage national | credit operations for PUSOs and local strengthening

and Bank of Mongolia, and governments; housing | program begun for
international development of HAAP finance database PCBs and local
consultants, and| schemes started within established; loan officials in first year
design and the first year documents and continued
implement standardized; housing | throughout Project
training finance legal base

programs established
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Design Targets Risks/Assumptions Project Key Issues And
Summary ($ million) Achievements Recommendations
($ million)
Inputs
ADB Loan 15.0 Borrowing institutions 16.4 PMU and borrowing
Beneficiary 4.7 comply with ADB 10.0 institutions complied
contribution financial guidelines and with ADB financial
PCB 3.3 procedures to account 4.9 guidelines and
contribution for the sources and procedures and
Government 1.0 uses of funds, and to 1.1 monitored project
monitor project impacts impacts and benefits.

Total 24.0 and benefits. 32.4

ADB = Asian Development bank, CBO = community-based organization, GIACUDPU = Government Implementing Agency
for Construction, Urban Development and Public Utilities, HAAP = housing area action plan, HDF = housing development
fund, LIH = low-income household, MCUD = Ministry of Construction and Urban Development, MIH = middle-income
household, MOFE = Ministry of Finance and Economy, MOI = Ministry of Industry, PCB = participating commercial bank,

PMU = project management unit, PUSO = public utility service organization.

& ger area = informal settlement comprising gers (traditional Mongolian round tents), wooden shacks, and small solid houses.



HISTORY AND STATUS OF WITHDRAWAL APPLICATIONS

Number Withdrawal Last Submission Days MCUD MOFE Days Submission Days Date of Days Amount
Application Expense to MOFE, with  Approval  Approval with to ADB with  Payment  with (%)
Number MCUD PMU MOFE PMU by ADB ADB

1 00001 07-Jul-02 08-Jul-02 09-Jul-02 1 24-Jul-02 15 600,000.00
2 00002 08-Nov-02 09-Nov-02 1 22-Nov-02 13 12,309.50
3 00003 06-Dec-02 18-Dec-02 12 18-Dec-02 0 10-Jan-03 23 9,722.33
4 00004 06-Dec-02 18-Dec-02 12 18-Dec-02 0 08-Jan-03 21 14,225.34
5 00005 31-Dec-02 21-May-03 28-May-03 7 29-May-03 1 24-Jun-03 26 161,929.54
6 00006 19-Mar-03 25-Mar-03 6 27-Mar-03 2 30-Apr-03 34 22,159.98
7 00007 19-Mar-03 25-Mar-03 6 27-Mar-03 2 30-Apr-03 34 13,647.00
8 00008 19-Mar-03 25-Mar-03 6 27-Mar-03 2 30-Apr-03 34 11,670.38
9 00009 31-Mar-03  26-May-03 56 11-Jun-03 16 12-Jun-03 1 30-Jun-03 18 44971.71
10 00010 27-May-03  30-Jun-03 34 15-Jul-03 15 15-Jul-03 0 20-Aug-03 35 21,303.11
11 00011 25-Jun-03 30-Jun-03 5 15-Jul-03 15 15-Jul-03 0 25-Aug-03 40 37,151.62
12 A0001 25-Jun-03  30-Jun-03 5 15-Jul-03 15 15-Jul-03 0 27-Aug-03 42 241,378.96
13 A0002 07-Jul-03  04-Aug-03 26 06-Aug-03 2 06-Aug-03 0 27-Aug-03 21 120,586.19
14 00012 07-Jul-03  04-Aug-03 26 06-Aug-03 2 06-Aug-03 0 27-Aug-03 21 9,784.02
15 00013 31-Jul-03  08-Aug-03 8 21-Aug-03 13 21-Aug-03 0 09-Sep-03 19 21,898.52

A0003 31-Jul-03 08-Aug-03 8 21-Aug-03 13 21-Aug-03 0 09-Sep-03 19 128,797.54
16 00014 20-Aug-03 21-Aug-03 1 21-Aug-03 0 27-Aug-03 6 900,000.00
17 00015 31-Aug-03  05-Sep-03 5 22-Sep-03 17 22-Sep-03 0 08-Oct-03 16 29,318.10
18 A0004 31-Aug-03  05-Sep-03 5 22-Sep-03 17 22-Sep-03 0 08-Oct-03 16 214,471.41
19 00016 09-Sep-03  12-Sep-03 3 19-Sep-03 7 22-Sep-03 3 08-Oct-03 16 896.68
20 A0005 09-Sep-03  12-Sep-03 3 19-Sep-03 7 22-Sep-03 3 08-Oct-03 16 439,486.30
21 A0006 23-Sep-03  26-Sep-03 3 02-Oct-03 6 02-Oct-03 0 11-Nov-03 39 425,897.40
22 A0007 30-Sep-03  03-Oct-03 3 07-Oct-03 4 07-Oct-03 0 11-Nov-03 34 249,438.20
23 A0008 14-Oct-03 20-Oct-03 6 23-Oct-03 3 23-0Oct-03 0 12-Nov-03 19 490,459.58
24 A0009 29-Oct-03 31-Oct-03 2 10-Nov-03 10 10-Nov-03 0 09-Dec-03 29 225,135.89
25 A0010 15-Nov-03  17-Nov-03 2 20-Nov-03  25-Nov-03 5 25-Nov-03 0 16-Dec-03 21 297,767.78
26 00017 Part B 21-Nov-03 21-Nov-03  06-Feb-04 77 06-Feb-04 0 26-Feb-04 20 48,564.76
27 00018 Part B 11-Nov-03 13-Nov-03  25-Nov-03 12 25-Nov-03 0 18-Dec-03 23 173,343.82
28 A0011 24-Nov-03  27-Nov-03 3 27-Nov-03  03-Dec-03 6 04-Dec-03 1 18-Dec-03 23 251,464.93
29 A0012 08-Dec-03  09-Dec-03 1 09-Dec-03  17-Dec-03 8 18-Dec-03 1 16-Jan-04 29 187,919.30
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30 00019 08-Dec-03  09-Dec-03 1 09-Dec-03 17-Dec-03 8 18-Dec-03 1 16-Jan-04 29 102,267.79

31 A0013 31-Dec-03  02-Jan-04 2 02-Jan-04  15-Jan-04 13 15-Jan-04 0 06-Feb-04 22 275,092.09

32 A0014 31-Jan-04  02-Feb-04 2 02-Feb-04 06-Feb-04 4 06-Feb-04 0 27-Feb-04 21 131,489.53

33 A0015 25-Feb-04  27-Feb-04 2 27-Feb-04 12-Mar-04 14 12-Mar-04 0 01-Apr-04 20 175,702.34

07-May-

34 A0016 31-Mar-04  02-Apr-04 2 05-Apr-04  12-Apr-04 7 15-Apr-04 3 04 22 189,736.99

35 00020 31-Mar-04  07-Apr-04 7 08-Apr-04 19 May, 04 41 20-May-04 1 02-Jun-04 13 100,467.53
04-May-

36 A0017 30-Apr-04  04-May-04 4 04 19-May-04 15 20-May-04 1 09-Jun-04 20 262,333.13

37 00021 Consultant  13-Apr-04 13-Apr-04  27-Apr-04 14 20-May-04 23 03-Jun-04 14 15,143.50

38 00022 Consultant  25-Apr-04 26-Apr-04  19-May-04 23 20-May-04 1 03-Jun-04 14 11,757.52
06-May-

39 00023 Part B 05-May-04 04 19-May-04 13 20-May-04 1 07-Jun-04 18 16,035.00
27-May-

40 00024 Part B 24-May-04 04 03-Jun-04 7 03-Jun-04 0 18-Jun-04 15 20,158.00
27-May-

41 00025 Part B 24-May-04 04 03-Jun-04 7 03-Jun-04 0 18-Jun-04 15 41,466.00
27-May-

42 00026 Part B 24-May-04 04 03-Jun-04 7 03-Jun-04 0 18-Jun-04 15 10,889.00
31-May-

43 00027 Part B 31-May-04 04 17-Jun-04 17 18-Jun-04 1 01-Jul-04 13 29,599.54

44 A0018 31-May-04  03-Jun-04 3 03-Jun-04  08-Jun-04 5 09-Jun-04 1 24-Jun-04 15 337,074.02

45 A0019 15-Jun-04  17-Jun-04 2 17-Jun-04  22-Jun-04 5 24-Jun-04 2 14-Jul-04 20 281,826.53

46 00028 Part B 10-Jun-04 10-Jun-04  17-Jun-04 7 18-Jun-04 1 01-Jul-04 13 23,166.58

47 00029 Part B 10-Jun-04 10-Jun-04  17-Jun-04 7 18-Jun-04 1 01-Jul-04 13 20,316.62

48 A0020 30-Jun-04 05-Jul-04 5 05-Jul-04  21-Jul-04 16 22-Jul-04 1 09-Aug-04 18 444,053.24

49 A0021 20-Jul-04 22-Jul-04 2 22-Jul-04  27-Jul-04 5 28-Jul-04 1 25-Aug-04 28 190,814.05

50 A0022 31-Jul-04 02-Aug-04 2 05-Aug-04 06-Aug-04 1 06-Aug-04 0 01-Sep-04 26 483,587.85

51 00030 Part B 26-Jul-04 26-Jul-04  30-Jul-04 4 30-Jul-04 0 11-Aug-04 12 13,866.00

52 00031 Part B 26-Jul-04 26-Jul-04  30-Jul-04 4 30-Jul-04 0 11-Aug-04 12 29,426.00

53 00032 20-Jul-04 29-Jul-04 29-Jul-04  06-Aug-04 8 06-Aug-04 0 23-Aug-04 17 170,688.05

54 00033 Part B 06-Aug-04 16-Aug-04 31-Aug-04 15 01-Sep-04 1 13-Sep-04 12 15,505.00

55 A0023 22-Aug-04  26-Aug-04 4 26-Aug-04  16-Sep-04 21 20-Sep-04 4 08-Oct-04 18 408,612.67
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56 00034 Part B 27-Aug-04 01-Sep-04 20-Sep-04 19 20-Sep-04 0 01-Oct-04 11 13,241.25
57 A0024 27-Sep-04  30-Sep-04 3 01-Oct-04  11-Oct-04 10 11-Oct-04 0 29-Oct-04 18 431,954.27
58 00035 27-Sep-04  07-Oct-04 10  08-Oct-04 03-Nov-04 26 04-Nov-04 1 25-Nov-04 21 201,255.05
59 A0025 18-Oct-04  20-Oct-04 2 20-Oct-04  27-Oct-04 7 27-Oct-04 0 17-Nov-04 21 572,750.79
60 A0026 31-Oct-04  12-Nov-04 12 15-Nov-04 23-Nov-04 8 23-Nov-04 0 14-Dec-04 21 239,481.58
61 A0027 15-Nov-04  17-Nov-04 2 19-Nov-04 02-Dec-04 13 02-Dec-04 0 20-Dec-04 18 431,048.82
62 A0028 21-Nov-04  23-Nov-04 2 25-Nov-04  30-Nov-04 5 30-Nov-04 0 20-Dec-04 20 321,323.28
63 A0029 20-Dec-04  24-Dec-04 4 28-Dec-04 18-Jan-05 21 18-Jan-05 0 21-Feb-05 34 468,127.95
64 A0030 31-Dec-04  12-Jan-05 12 17-Jan-05 31-Jan-05 14 31-Jan-05 0 21-Feb-05 21 386,197.28
65 00036 31-Dec-04  31-Jan-05 30 03-Feb-05 01-Mar-05 26 02-Mar-05 1 17-Mar-05 15 202,847.65
66 A0031 31-Jan-05  07-Feb-05 7 14-Feb-05 01-Mar-05 15 02-Mar-05 1 16-Mar-05 14 304,504.45
67 A0032 28-Feb-05  21-Apr-05 24-Apr-05 16-May-05 20 16-May-05 0 03-Jun-05 18 127,158.52
68 A0033 31-Jul-05 23-Aug-05 23  25-Aug-05 06-Sep-05 12 07-Sep-05 1 05-Oct-05 28 251,008.15
69 00037 31-Jul-05 23-Aug-05 23  25-Aug-05 06-Sep-05 12 07-Sep-05 1 04-Oct-05 27 118,781.58
70 A0034 31-Aug-05  26-Sep-05 26  29-Sep-05 24-Oct-05 25 24-Oct-05 0 24-Feb-06 123 538,184.89
71 A0035 31-Jan-06  23-Feb-06 23  27-Feb-06 17-Mar-06 18 17-Mar-06 0 21-Apr-06 35 258,684.82
72 00038 31-Jan-06  23-Feb-06 23  27-Feb-06 17-Mar-06 18 17-Mar-06 0 21-Apr-06 35 282,272.22
30-May-
73 A0036 15-May-06  25-May-06 10 06 07-Jun-06 7 07-Jun-06 0 17-Jul-06 40 209,781.12
74 A0037 31-May-06  10-Jun-06 10  15-Jun-06  20-Jun-06 5 20-Jun-06 0 188,225.63
75 00039 31-Jul-06 25-Aug-06 25  27-Aug-06 08-Sep-06 12 08-Sep-06 0 303,264.42
76 A0038 31-Jul-06 28-Sep-06 58  01-Oct-06 23-Oct-06 23 23-Oct-06 0 109,102.50
77 00040 31-Oct-06  02-Nov-06 2 04-Nov-06  22-Nov-06 18 22-Nov-06 0 13-Dec-06 52 362,823.97
78 00041 31-Oct-06  09-Nov-06 9 11-Nov-06  24-Nov-06 13 24-Nov-06 0 08-Dec-06 14 121,218.33
79 00042 DP 07-Nov-06 11-Nov-06  24-Nov-06 13 01-Dec-06 0 12-Dec-06 11 78,086.43
80 00043 DP 07-Nov-06 11-Nov-06 24-Nov-06 13 01-Dec-06 0 12-Dec-06 11 37,444.50
81 00044 DP 21-Nov-06 24-Nov-06 01-Dec-06 8 01-Dec-06 0 18-Dec-06 17 11,525.97
82 00045 DP 14-Nov-06 15-Nov-06  24-Nov-06 9 24-Nov-06 0 08-Dec-06 14 8,892.23
83 00046 DP 16-Nov-06 17-Nov-06  24-Nov-06 7 24-Nov-06 0 08-Dec-06 14 34,129.70
84 00047 DP 21-Nov-06 24-Nov-06 01-Dec-06 8 01-Dec-06 0 18-Dec-06 17 18,589.22
85 00048 DP 21-Nov-06 24-Nov-06 01-Dec-06 8 01-Dec-06 0 18-Dec-06 17 31,952.52
86 A0039 28-Feb-07  05-Mar-07 8 13-Mar-07 5 13-Mar-07 0 05-Apr-07 23 271,309.60
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87 00042 (49) 28-Feb-07 26-Mar-07 06-Apr-07 11 06-Apr-07 0 30-Apr-07 24 133,212.58
88 A0040 22-Jun-07 25-Jun-07 3 10-Jul-07 15 326,158.99
89 00050 31-Jul-07 13-Sep-07 18-Sep-07 5 18-Sep-07 0 14-Nov-07 56 267,540.67
90 00051 05-Dec-07 182,009.11
91 00052 07-Dec-07 10,445.81
92 00053 10-Dec-07 8,190.00
93 00054 30-Jan-08 50,509.50
94 00055 06-Feb-08 19,836.67
95 00056 30-Jan-08 19,846.00
96 00057 15-Feb-08 26,051.88
97 00058 12-Feb-08 12,306.00
98 00059 13-Feb-08 91,820.85
99 00060 13-Feb-08 18,607.50
100 00061 14-Feb-08 17,715.00
101 00063 22-Feb-08 6,087.00
102 00064 22-Feb-08 8,449.50

ADB = Asian Development Bank, MCUD = Ministry of Construction and Urban Development, MOFE = Ministry of Finance and Economy, PMU = project management unit.
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SUMMARY RESETTLEMENT COMPLETION REPORT FOR DARI EKH HOUSING AREA
ACTION PLAN SUBPROJECT

A. Background

1. The Project intended to meet the immediate shortage of adequate housing in Mongolia.
During loan processing, the Project was categorized "C" for involuntary resettlement impacts.
During project implementation, one subproject at Dari Ekh was found to have resettlement
impacts. The Dari Ekh subproject was the first combined infill and ger area upgrading activity to
be implemented in Mongolia, and it entailed both voluntary and involuntary resettlement.

B. Land Acquisition and Resettlement

2. The project area (combined ger and infill site) was occupied by 112 households who
were the original residents. Various alternative design options were used to minimize
resettlement impacts. About 44 households and 156 affected people suffered land acquisition
and resettlement impacts. Of the 44 households, four households had their house demolished
and the remainder lost a portion of their homestead land. Among the four households, two also
lost a portion of their land, were pushed back on their remaining land, and received
compensation for structure and immovable assets. The remaining two households had to
relocate to another fully serviced plot in the infill site provided by the Project. One household
also purchased an apartment unit with the compensation money. Of the 44 households, 11
households came to the project area after the cut-off date and were also compensated.

C. Process of Determining Compensation

3. The official cut-off date was January 2004. None of the 112 households originally living
in the area were displaced from the original site. Affected households required to move within
the site were provided with smaller fully serviced plots and possession rights. All households
committed to share a portion of the service provision and infrastructure fee for cost-recovery
purposes.

4. In terms of the legal status of land, most of the households originally in the area only had
user rights to the land and could utilize it for living; the land belonged to the city government.
Households who lived in the area before the cut-off date (even if they did not have a legal
certificate) were allocated a fully serviced plot with possession rights under the Project. The
affected households transferred their land willingly for the construction of the access roads,
electricity, water supply, and sewer lines after consultation and dialogue with the project
management unit (PMU). After the implementation of the Project the households in Dari Ekh
subproject now have possession rights to the land and can benefit from the new privatization
law, procure land titles, and utilize the service plot as collateral for securing loans from
commercial banks. Project documentation showed that all affected residents signed an official
agreement accepting their new situation.

5. The process of determining compensation for non-land assets was quite comprehensive.
The city’'s Property Department, Urban Development Institute, and the District Land Office
conducted the compensation survey in January 2004. The affected residents were consulted in
regard to the establishment of unit rates for compensation and were asked what rates they
considered appropriate for their lost assets. Urban Development Institute planners together with
the district land officer and community-based organization (CBO) leader determined the list of
affected persons based on clarification of the cadastral map and revised project plan during
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visits to the site. After this, the CBO leader, together with the khoroo's social facilitator,
distributed a form prepared by the city’'s Fixed Property Office to determine losses and
compensation. The households themselves determined their losses and their value. The city’s
Fixed Property Department then sent its staff to the site to carry out detailed property
measurements and to confirm or modify the property values stated by the residents. Residents
signed written agreements following this analysis with the on-site inspectors. Thus, a face-to-
face negotiation process was adopted between the affected persons and government agency to
determine the compensation for each household to ensure its adequacy. The property values
were calculated after deducting the cost of raw materials that could be reused, such as wood
and wooden fences. The rates were agreed with each household. Formal agreements were
signed after payment of compensation.

D. Process of Land Consolidation and Plot Distribution

6. In total 56 plots in the infill site and 112 plots in the infill ger area were developed. The
56 plots were provided to some APs and government official. The 112 existing plots remained
with their original residents. Out of the affected households, 16 were provided plots in the infill
area. Initially, it was decided that plots in the infill site would be auctioned in order to recover a
substantial amount of the infrastructure cost. However, the minister of infrastructure sent a letter
to the city government in 2004 asking it to provide plots in Dari Ekh for government employees.
The adopted housing policy from the late 1990s included the provision of housing to special
groups including low-income households and government employees. While the city
government may be perfectly within its right to do what it wants with the plots, it should be
pointed out that no bona-fide household in the Project was left out, even if plots were given to
government employees. It may be mentioned that households who lived in the area before the
cut-off date, even if they did not have a legal certificate, were also allocated a fully serviced plot
with possession rights under the Project.

7. A contract letter agreement has been signed between each resident and the general
manager of the Ulaanbaatar Municipality, and verified and endorsed by the land officer.
According to the Land Privatization Law, the affected persons need to go to the District Land
Office to first obtain the right of possession and then ownership rights. The mayor then can draft
the privatization order. This right is open to all households benefiting from the Project. Most of
them already have their land possession rights. The signed contract agreement provides the
prerequisite for the affected persons and other residents to do so.

E. Infrastructure Service Connection

8. All infrastructure was commissioned to the public utility service organization and
electricity distribution companies at the end of construction. The PMU made a proposal to the
Ministry of Construction and Urban Development to use the HDF for supporting these
subprojects to provide household connections to these networks. The residents, however, have
to apply for individual connections.

F. Contribution for the Service Fee and/or Cost-Sharing Arrangement

9. Households have received improved roads and electricity as of the summer of 2006.
They have not been connected to water and sewer lines because the utility company requires
that 50% of the households be able to connect before opening the main transmission lines and
the people had not taken the necessary steps to do so. However, the Government has opened
the water supply to the area. The Project tried its best to support people to connect. The city
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government has signed an order for the cost-sharing arrangements developed early in the
Project by the PMU and updated with implementation. All households in both the ger and infill
housing areas will have to pay for part of their infrastructure. Newcomers in the infill area will
pay for the infrastructure according to the size of their plot, with the average cost being
MNT30,300 per square meter. All participating ger households outside the infill area will pay a
flat MNT1.68 million regardless of the size of their plot. The previous city manager signed the
order to implement these costs, but they now have to be reviewed by the new city manager
before being put into effect. No one has so far made any payments for infrastructure, and the
mechanism for payment has also to be determined.

G. Satisfaction of Compensation Paid for the Project

10. A partial survey of residents undertaken by the CBO indicated they were satisfied with
their compensation as well as their current land tenure status. All affected persons have
voluntarily donated land for the construction of local infrastructure, in order to obtain fully
serviced plots, and have signed formal agreements. It is noticeable that, after reallocation, there
has been a significant rise in the land value as a result of infrastructure improvements. All of the
involuntary resettlement issues have also been resolved and there are no outstanding issues.

H. Adequacy of Compensation and/or Entitlement of Affected Persons

11. Households in the project area affected by resettlement were given land officially valued
at MNT13.9 million, or an average of MNT8.9 million more than the average official valuation of
these plots before the Project. This occurred even though the average size for the new plots
was less than the original. The increase in valuation ranged between 1.7 and 4.4 times the
original amount for the plots, with the average being 2.8 times. In addition, the same households
were given cash compensation ranging from MNT30,000 to MNT4,901,000 depending on the
type of loss, with the average being MNT1,401,122. Households settled on the infill site also
received favorable compensation. The average increase in the official valuation of their plots
was MNT9.1 million (i.e., from an average of about MNT6.5 million to MNT15.6 million) or about
2.4 times the original valuation. The increase by plot was 1.2-3.0 times the original valuation;
most affected plots increased in value by about two times. In addition, a significant number of
households received financial compensation of an average of MNT2.1 million per household.
Households settled on the site after the cut-off dates were also compensated. The average
increase in the valuation of the plots was MNT2.2 million, and the average amount of
compensation paid was MNT228,444.

l. Grievance Redress Mechanism

12. The PMU followed an open-door policy for residents of the Dari Ekh project to come to
the PMU office at any time to discuss any issues. The Ulaanbaatar City Government, District
Land Office, and Urban Development Institute coordinated throughout the project period to
resolve issues related to the design of the Project, compensation amounts, and the complaints
that were received from the affected persons.

J. Compliance with ADB Involuntary Resettlement Policy

13. An attempt was made to look at the compliance on involuntary resettlement social
safeguards by the Dari Ekh subproject. The results are given in Table A3.
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Table A3: Compliance on Involuntary Resettlement Social Safeguards

ADB Involuntary Resettlement Principles

Compliance of Dari EKh Subproject

Involuntary resettlement should be avoided whenever
feasible

Complied with. Project design process was comprehensive with
involvement of affected persons and residents themselves in the
process.

Where population displacement is unavoidable, it should
be minimized by providing viable livelihood options

Complied with. Minimal disturbance of affected persons in the
area through minimum movement of their fences, ger, etc.

Replacing what is lost. If individuals or a community must
lose all or part of their land, means of livelihood, or social
support systems so that a project might proceed, they
will be compensated and assisted through replacement
of land, housing, infrastructure, resources, income
sources, and services, in cash or kind, so that their
economic and social circumstances will be at least
restored to the pre-project level. All compensation is
based on the principle of replacement cost.

Complied with. Compensation based on current Mongolian laws
(Mongolian Law on Land and Law on Allocation of Land to
Mongolian Citizen for Ownership Art. 35) and individual
negotiation.

Loss of plot. Land was voluntarily donated in lieu of fully serviced
plots of higher value. Affected persons only had user rights to
land.

Consultation made with affected residents regarding proposed
rates they considered appropriate for their lost assets. Rates
agreed with each household, compensation disbursed, and
formal agreement signed.

There was a gap between timing of compensation payment and
the allocation of land plots to two households (fence no 38 and
42) who lost houses and had lodged a complaint. The complaints
were also resolved.

Each involuntary resettlement is conceived and executed
as part of a development project or program. ADB and
executing agencies or project sponsors, during project
preparation, assess opportunities for affected persons to
share project benefits. The affected persons need to be
provided with sufficient resources and opportunities to re-
establish their livelihoods and homes as soon as
possible, with time-bound action in coordination with the
civil works.

Partially complied with. No resettlement plan was prepared
and formally submitted to ADB for approval.

Inability of the project to make housing loans accessible and
services connected to the beneficiaries of Dari Ekh subproject
including affected persons in a timely manner. Remedial actions
have been taken in the form of an action plan agreed with ADB
in 2007. The main transmission lines have been opened while
the households need to take necessary actions to get individual
connections.

The final project completion review mission in March 2008
emphasized that (i) HDF funds should be used solely for
providing housing loans to low-income households, and (i) the
HDF should be located within the financial system to ensure
sustainable and revolving utilization lending to low-income
families. The MOF has subsequently decided to transfer the HDF
to the newly created HFC, which is jointly owned by the MOF,
MCUD, and the City of Ulaanbaatar.

The affected persons are to be fully informed and closely
consulted. Affected persons are to be consulted on
compensation and/or resettlement options, including
relocation sites, and socioeconomic rehabilitation.
Pertinent resettlement information is to be disclosed to
the affected persons at key points, and specific
opportunities provided for them to participate in
choosing; planning decisions will be preceded by a social
preparation phase to enhance their participation in
negotiation, planning, and implementation.

Complied with. Continuing dialogue, meetings, and discussion
on involuntary resettlement issues and implementation concerns
have been undertaken throughout the project. An open policy
established by the PMU with the affected persons is an important
mechanism and a strength of the subproject for continuing
interaction to respond to involuntary resettlement issues.

Social preparation also focused on key aspects of the project,
the impacts, and the rights of each of the key stakeholders.
These included the opportunity to negotiate compensation with
PMU and city officials.
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ADB Involuntary Resettlement Principles

Compliance of Dari Ekh Subproject

Social and cultural institutions. Institutions of the affected
persons, and, where relevant, of their hosts, are to be
protected and supported. Affected persons are to be
assisted to integrate economically and socially into host
communities so that adverse impacts on the host
communities are minimized and social harmony is
promoted.

Complied with. No resettlement outside of the residents was
made, hence adverse impacts were minimal. Project
implementation caused minimum disturbance to the way of life of
affected persons.

No formal title. Indigenous groups, ethnic minorities,
pastoralists, people who claim for such land without
formal legal rights, and others who may have usufruct or
customary rights to affected land or other resources,

Complied with. The views, suggestions, and satisfaction of all of
the affected persons who did not have formal title to the land
they occupied before the Project were considered, and these
affected persons were also provided with fully serviced plots.

often have no formal legal title to their lands. The
absence of a formal legal title to land is not a bar to ADB
policy entitlements.

Identification. Affected persons are to be identified and
recorded as early as possible in order to establish their
eligibility through a population record of census that
serves as an eligibility cut-off date, preferably at the
project identification stage, to prevent a subsequent
influx of encroachers or others who wish to take
advantage of such benefits.

Complied with. Affected persons were identified at the
beginning of the Project and a cut-off date was established.

ADB = Asian Development Bank, HDF = Housing Development Fund, HFC = Housing Finance Corporation, MCUD = Ministry
of Construction and Urban Development, MOF = Ministry of Finance.

K. Lessons Learned
14. The following are the key lessons learned:

M Inclusion of a resettlement specialist in review missions during the project
implementation period is worthwhile. It may be noted that the operation division
did not have any dedicated resettlement specialist until 2006. The resettlement
specialist only joined the review mission in 2007 when the project was nearing
completion.

(i) Timely guidance on ADB's involuntary resettlement policy and its applicability
when voluntary or involuntary resettlement is triggered should have been
provided to the project executing agency and/or stakeholders.

(iii) There was a need to establish close coordination between the PMU and the
utility agencies from the very beginning of the Project to ensure timely
commissioning of infrastructure, provision of service connections to beneficiaries
and/or affected persons, and establishment of cost-recovery mechanisms for
local infrastructure.

L. Conclusion

15. The Dari Ekh subproject has not compiled with procedural involuntary resettlement
safeguards as no resettlement plan was prepared and formally submitted to ADB during project
implementation. The substantive involuntary resettlement compliance was met as the elements
of resettlement plan and community participation and their involvement (i.e., identification and
minimization of resettlement impacts, consultation with affected people, establishing cut-off date,
compensation schemes, disclosure of compensation of lost assets, grievance redress
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mechanisms, etc.) were considered by the Project. The resettlement activities were satisfactorily
implemented. However, the households need to get individual connections to the services.

M. Recommendations

16. HDF funds should be used for providing housing loans to low-income households in ger
areas, and residents and/or affected persons of Dari Ekh should be given preference in
accessing these loans so they can fully benefit from the project intervention. The land office
urgently needs to update its drawings and disseminate information to Dari Ekh residents about
their plot boundaries, so that there is no confusion among households. The Government should
support the residents in getting the water and sewer connections. The mechanism for payment
for the infrastructure also has to be determined. Affected households should be provided
support for the application of ownership rights in terms of timely availability of updated maps
from the land office.
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ELIGIBILITY CRITERIA OF PARTICIPATING COMMERCIAL BANKS
AND RELENDING AND ONLENDING MECHANISMS AND CONDITIONS

A. Relending Mechanisms
1. Flow of Funds
1. Following the approval of participating commercial banks (PCBs) based on the initial

eligibility criteria in para. 4, the Ministry of Finance and Economy (now the Ministry of Finance
[MOF]) entered into subsidiary loan agreements with each PCB. The agreements were subject
to approval by the Asian Development Bank (ADB), on a no-objection basis, and included terms
and conditions relevant to Part A of the Project. The maturity of loans to the PCBs was
equivalent to the maximum term of subloans to subborrowers, which was a maximum of 10
years.

2. In order to expand the amount of funds available, and to encourage PCB participation
and commitment to recovery, the PCBs were required to contribute 25% of each subloan. This
was increased to 40% in 2006.

3. The PCBs carried all credit risk and were fully responsible for loan recoveries and
repayment to the MOF. The PCBs also had a 6-month grace period for repayment of the
subloan principal to the project operating account. Figures A4.1 and A4.2 show the detailed flow
of funds diagrams for Parts A, B, and C of the Project.

2. Eligibility Criteria for Participating Commercial Banks

4, All PCBs were thoroughly examined to ensure that they were in compliance with the
prudential norms of the Bank of Mongolia for at least the previous 6 months. To be considered
as a possible PCB, a financial institution had to be registered and licensed under the Banking
Law for at least 3 years. Throughout the project period, the project management unit (PMU), in
cooperation with the Bank of Mongolia, identified candidate PCBs and undertook the initial
assessment. The Bank of Mongolia’s prudential norms are as follows:

(1) Capital adequacy. The minimum level of adjusted equity capital shall be not less
than 10% of risk-weighted total assets.
(i) Liquidity. The minimum level of liquid assets shall be not less than 18% of total

deposits and borrowed funds.

(iii) Maximum loan. The maximum loan to any one borrower or group of related
borrowers shall not exceed 20% of total capital.

(iv) Insider loans. The maximum loan to any one insider shall not exceed 5% of total
capital. Aggregate loans to all insiders shall not exceed 20% of capital.

(V) Loan loss reserve. The loan loss reserve shall be calculated based on the
following classification system: 1% for past and overdue, 25% against
substandard, 50% against doubtful, and 100% against loss.

(vi) Foreign exchange. Net foreign currency exposure (either long or short) against
the togrog will not be greater than 20% of the bank’s total capital.

3. Ongoing Eligibility Criteria for Participating Commercial Banks

5. The Borrower and the Bank of Mongolia supervised the PCBs on a quarterly basis to
determine their continuing eligibility to participate in the Project. This continuing eligibility was



Appendix 4 35

based on the PCBs’ compliance with the eligibility criteria set out in para. 4, as described in
written status updates issued by the Bank of Mongolia, as well as their performance under the
Project, as defined by the following criteria:

@ No more than 20% of the PCB's subloan portfolio is in nonperforming status.

(i) The PCB has met the objectives of the Project and the minimum lending targets
contained in their respective subloan agreement as amended from time to time
by the PMU and approved by ADB.

6. If a PCB was found to not be in compliance with the eligibility criteria and with the
ongoing eligibility criteria, the MOF, through the PMU and with the prior approval of ADB,
determined whether the PCB concerned (i) would prepare and implement a plan of action with
the objective of reaching compliance with the criteria, or (ii) would be excluded from the Project.
Any PCB that was not in compliance for more than 6 months was automatically excluded from
the Project. If a PCB was excluded from the Project, it was obliged to pay back to the special
project account all funds made available through the Project.

B. Term and Conditions for Relending

7. The interest of loans from the MOF to the PCBs was based on the PCBs’ marginal cost
of funds. The difference between the relending rate to PCBs and the cost of funds to the MOF,
based on a formula that included allowances for the cost of funds, administrative costs, and
exchange rate and interest rate risks, accrued to the Housing Development Fund (HDF). The
PCBs onlent to individual borrowers at their marginal cost of funds plus a spread to cover their
loan processing expenses, an adequate risk premium, and a reasonable margin. At the
beginning of the Project it was determined by the MOF that the spread would be capped at 4%
on the ADB portion (75%), but there would be no caps on the PCB portion (25%).

C. Onlending Mechanisms

8. It was envisaged that potential subborrowers could be individual households, public or
private enterprises, small- and medium-sized contractors, and, in the later years of the Project,
condominium associations. In the event, the vast majority (99%) of subborrowers were
individuals who:

0] were assessed through means testing as a low-income family;

(i) were assessed through means testing as a middle-income family;

(i) had a demonstrated need to build or buy a house or apartment, e.g., young
families living with parents or in-laws, in an overcrowded apartment, in an
unfinished house on plot in ger area, or had a desire to upgrade a ger house, etc.;

(iv) had adequate collateral or security, e.g., title to apartment, employer guarantee,
registered title to existing or future house or apartment; and

(v) could afford a loan of 20%—-25% of their income.

9. Applicant means testing included (i) evidence of direct and indirect income; (ii) existing
housing conditions; (iii) affordability, i.e., current share of household expenditure on housing,
impact of loan repayments, and amount of collateral to be made available; and (iv) other factors,
e.g., households headed by women or households with dependents. The PMU was responsible
for ensuring that these conditions were satisfied. In addition, the PMU, through PCBs, ensured
that the subloans were used strictly for the purchase or upgrade of an apartment or house.
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Figure A4.1: Part A Funds Flow

Asian Development Bank

ADB'’s i = 1.0% to 1.5%,

to cover foreign exchange 32 years with grace period of 8 years

Interest rate = cost to MOF l
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A
i = Market rate equivalent, for up to
7 years with grace period of 6 months
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HFSP = Housing and Finance Sector Project, MNT = togrog, MOF = Ministry of Finance, PCB = participating commercial bank,
PMU = project management unit, SLA = subloan agreement.
Source: Asian Development Bank.
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i = cost of MOFE, 32

Figure A4.2: Parts B and C Funds Flow

ADB'’s Asian Development Fund
ADB’s i = 1.0%-1.5%,
32 years with grace period of 8 years
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BOM = Bank of Mongolia, CBO = community-based organization, HAAP = housing area action plan, HDF = housing

development fund, PMU = project management unit.
Source: Asian Development Bank.
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STATUS OF COMPLIANCE WITH LOAN COVENANTS

As of 31 December 2007

Covenant

Reference

Status of Compliance

General

1.

The Borrower shall cause the Project to be
carried out with due diligence and efficiency
and in conformity with sound administrative,
financial, engineering, environmental and
housing finance and construction practices.

In the carrying out of the Project and operation
of the Project facilities, the Borrower shall
perform, or cause to be performed, all
obligations set forth in Schedule 5 to this Loan
Agreement. (LA, Sec. 4.01 [b])

The Borrower shall make available, promptly as
needed, the funds, facilities, services, land and
other resources which are required, in addition
to the proceeds of the Loan for the carrying out
of the Project and for the operation and
maintenance of the Project facilities.

In the carrying out of the Project, the Borrower
shall cause competent and qualified
consultants and contractors, acceptable to the
Borrower and the Bank, to be employed to an
extent and upon terms and conditions
satisfactory to the Borrower and the Bank.

The Borrower shall cause the Project to be
carried out in accordance with plans, design
standards, specifications, work schedules and
construction methods acceptable to the
Borrower and the Bank. The Borrower shall
furnish, or cause to be furnished, to the Bank,
promptly after their preparation, such plans,
design standards, specifications and work
schedules, and any material modifications
subsequently made therein, in such detail as
the Bank shall reasonably request.

The Borrower shall ensure that the activities of
its departments and agencies with respect to
the carrying out of the Project and operation of
the Project facilities are conducted and
coordinated in accordance with sound
administrative policies and procedures.

The Borrower shall make arrangements
satisfactory to the Bank for insurance of the
Project facilities to such extent and against
such risks and in such amounts as shall be
consistent with sound practice.

Without limiting the generality of the foregoing.
the Borrower undertakes to insure, or cause to
be insured, the goods to be imported for the
Project and to be financed out of the proceeds

Loan Agreement, Section.

4.01 [a])

Loan Agreement, Section.

4.01 [b])

Loan Agreement, Section.

4.01 [c])

Loan Agreement, Section.

4.03 [a])

Loan Agreement, Section.

4.03 [a])

Loan Agreement, Section.

4.04

Loan Agreement, Section.

4.05 [a])

Loan Agreement, Section.

4.05 [b])

Complied with.

Complied with.

Complied with.

All international
consultants for the Project
worked in accordance
with schedule.

5 original HAAP
subprojects were
reviewed and approved
by ADB; 4 additional
HAAP subprojects were
initiated and all 9 are
completed.

MOI and MOFE approved
the Housing Loan
Regulations by Decree #
52/37 dated 26 February
2003.

Complied with.

Complied with.
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Covenant Reference

Status of Compliance

10.

11.

of the Loan against hazards incident to the
acquisition, transportation and delivery thereof
to the place of use or installation and for such
insurance any indemnity shall be payable in a
currency freely usable to replace or repair such
goods.

The Borrower shall maintain, or cause to be Loan Agreement, Section.

maintained, records and accounts adequate to  4.06 [a])
identify the goods and services and other items
of expenditure financed out of the proceeds of
the Loan, to disclose the use thereof in the
Project, to record the progress of the Project
(including the cost thereof) and to reflect, in
accordance with consistently maintained sound
accounting principles, the operations and
financial condition of the agencies of the
Borrower responsible for the carrying out of the
Project and operation of the Project facilities, or
any part thereof.

The Borrower shall (i) maintain, or cause to be  Loan Agreement, Section.

maintained, separate accounts for the Project; 4.06 [b])
(ii) have such accounts and related financial
statements audited annually, in accordance
with appropriate auditing standards consistently
applied, independent auditors whose
qualifications, experience and terms of
reference are accept to the Bank; (iii) furnish to
the Bank, as soon as available but in any event
not later than six months after the end of each
related fiscal year, certified copies of such
audited accounts and financial statements and
the report of the auditors relating thereto
(including the auditors’ opinion on the use of
the Loan proceeds and compliance with the
covenants of this Loan Agreement as well as
on the use of the procedures for imprest
account/statement expenditures), all in the
English language; and (iv) furnish to the Bank
such other information concerning such
accounts and financial statements and the
audit thereof as the Bank shall from time to
time reasonably request.

The Borrower shall enable the Bank, upon the Loan Agreement, Section.

Bank's request discuss the Borrower's financial  4.06 [c])
statements for the Project and its financial

affairs relate! the Project from time to time with

the Borrower's auditors, and shall authorize

and require any representative of such auditors

to participate in any such discussions

requested by Bank, provided that any such

discussion shall be conducted only in the

presence of authorized officer of the Borrower

unless the Borrower shall otherwise agree.

The internal financial
management and
accounting system of the
PMU was approved by
ADB.

The audit schedule
together with the
information on all reports
were submitted to ADB in
compliance with this
covenant.

Complied with.
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Covenant

Reference

Status of Compliance

12.

13.

14.

15.

16.

The Borrower shall furnish, or cause to
furnished, to the Bank all such reports and
information as the Bank shall reasonably
request concerning (i) the Loan, and the
expenditure of the proceeds and maintenance
of the service thereof; (ii) the goods and
services and other items of expenditure
financed out of proceeds of the Loan; (iii) the
Project; (iv) the administration, operations and
financial condition of the agencies of the
Borrower responsible for the carrying out of the
Project and operation of the Project facilities, or
any part thereof; (v) financial and economic
condition: the territory of the Borrower and the
international balance-of-payments position of
Borrower; and (vi) any other matters relating to
the purposes of the Loan.

Without limiting the generality of the foregoing,
the Borrower shall furnish, or cause to be
furnished, to the Bank monthly and quarterly
reports on the carry out of the Project and on
the operation and management of the Project
facilities. Such reports shall be submitted in
such form and in such detail and within such a
period as Bank shall reasonably request, and
shall indicate, among other things, progress
made and problems encountered during the
month or quarter under review, steps taken or
proposed to be taken to remedy these
problems, and proposed program of activities
and expected progress during the following
quarter.

Promptly after physical completion of the
Project, but in any event | later than three (3)
months thereafter or such later date as may be
agreed for this purpose between the Borrower
and the Bank, the Borrower shall prepare and
furnish to the Bank a report, in such form and in
such detail as the Bank shall reasonably
request, on the execution and initial operation
of the Project, including its cost, the
performance by the Borrower of its obligations
under this Loan Agreement and the
accomplishment of the purposes of the Loan.
The Borrower shall enable the Bank's
representatives to inspect the Project, the
goods financed out of the proceeds of the
Loan, and any relevant records and
documents.

The Borrower shall ensure that the Project
facilities are operated, maintained and repaired
in accordance with sound administrative,
financial, engineering, environmental, and
maintenance and operational practices.

Loan Agreement, Section.

4.07 [a])

Loan Agreement, Section.

4.07 [b])

Loan Agreement, Section.

4.07[c])

Loan Agreement, Section.

4.08

Loan Agreement, Section.

4.09

Complied with. The
annual financial reports of
the PCBs were furnished
to ADB on time.

Complied with.

Complied with.

Complied with.

Complied with.
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Covenant

Reference

Status of Compliance

Project Implementation

17. As the Project Executing Agency, MOFE shall
be responsible for overall coordination and
management of the Project.

18. A Project Steering Committee (PSC) composed
of officials from MOFE, MOI, BOM and the
concerned local governments shall be
established for high-level policy guidance and
coordination. The PSC shall be chaired by the
State Secretary of MOFE c shall meet at least
once every 3 months and as often as
necessary.

19. The MOI shall be the implementing agency for
the Project and shall responsible for the
technical aspects of the Project. The PMU,
which has been established in MOI, shall be
headed by a full-time Project Manager. The
PMU shall be responsible for' day-to-day
coordination and implementation of the Project.
This coordination ¢ implementation shall
include activities such as liaising with the Bank
and the principal stakeholders, monitoring the
flow of funds, and selecting, engaging and
managing | consultants. The PMU shall be
responsible for processing loan disbursement
requests ¢ approvals from the PCBs and local
governments. With respect to part A of the
Project, Pl shall be responsible for ensuring
that the obligations set forth in paragraph 5 of
this Schedule are satisfied. Following its review
of satisfaction of these obligations, PMU shall
submit the proposed Subloans to PSC for
approval. If approved, PSC shall request
MOFE to inform the Bank of the approved
Subloans, or, if required pursuant to paragraph
5(i) of this Schedule, seek the Bank's approval
of the proposed Subloans.

20. The Project Manager of the PMU shall be
responsible for Project supervision monitoring,
accounting, and reporting. The PMU, on behalf
of MOFE and MO, shall prep, and submit to
the Bank quarterly progress reports on
commitments and disbursement
implementation status of approved Subloans
and SubProjects, problems encountered during
the quarter under review including any material
or adverse change in the Borrower’s activities,
actions taken or proposed to be taken to
remedy those problems, and the expected
progress during the following quarter. The PMU
shall also prepare and submit to the Bank brief
monthly progress reports. With respect to Part

Loan Agreement, Schedule
5, para. 1

Loan Agreement, Schedule
5, para. 2

Loan Agreement, Schedule
5, para. 3

Loan Agreement, Schedule
5, para. 4

Complied with.

Based on ADB's
permission, the PSC is
headed by the Deputy
Minister of Construction
and Urban Development

Due to re-structuring of
the Government, MOl is
now MCUD. MCUD is
responsible for the
technical aspects of the
Project.

Complied with.
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Covenant

Reference

Status of Compliance

A of the Project, MFE and the PMU shall keep
records of all on lending activities under Part A
of the Project, including identification the
Qualified Public/Private Enterprises, Qualified
Small/Medium-Scale Contractors, Eligible
Employees, Eligible Individual Subborrowers,
and CAs; the size, term, and interest rate the
loans; the estimated number and income levels
of such parties; and the purpose(s) a use(s) of
such loans to the beneficiaries. With respect to
Part B of the Project, the PMU shall monitor the
(i) financial performance of SubProjects
including land auctions for infill sites, (ii) loans
from the aimags to city governments, (iii) CBO
contracts and repayment performance, and (iv)
impact on community poverty alleviation.

Implementation Arrangements

21.

22.

23.

24,

25.

26.

27.

The Borrower shall submit the first five
proposed Subloans to the Bank for review and
approval. The Borrower shall also submit to the
Bank for review and approval any proposed
Subloan exceeding an amount to be agreed
between the Borrower and the Bank. Such
amount shall be reviewed periodically by the
Borrower and the Bank during Project
implementation and shall be adjusted by the
parties if necessary.

The PCBs shall be in compliance with the initial
and ongoing eligibility criteria agreed between
the Borrower and the Bank, including the
prudential norms issued by BOM on capital
adequacy, liquidity, provisioning for non-
performing loans, and lending concentration.
No Loan proceeds shall be relent to a PCB until
an independent auditor's opinion acceptable to
the Bank has been issued, certifying that the
PCB is in compliance with the prudential norms
specified in item (ii) above.

Loan proceeds shall be on lent by PCBs only to
Qualified Public/Private Enterprises, Qualified
Small/Medium-Scale Contractors, CAs, Eligible
Individual Subborrowers, and Eligible
Employees.

With respect to each Subloan, the relevant
PCB shall provide 25% of the additional
financing required from its own resources.

At least 20 % of the Loan proceeds for Part A
shall be reserved for on lending to Eligible
Individual Subborrowers.

Part A Subloans to Eligible Individual
Subborrowers or Eligible Employees (through
Qualified Public/Private Enterprises) shall be
made only to eligible low- and middle-income

Loan Agreement, Schedule
5, para. 5 (i)

Loan Agreement, Schedule
5, para. 5 (ii)

Loan Agreement, Schedule
5, para. 5 (iii)

Loan Agreement, Schedule
5, para. 5 (iv)

Loan Agreement, Schedule
5, para. 5 (v)

Loan Agreement, Schedule
5, para. 5 (vi)

Loan Agreement, Schedule
5, para. 5 (vii)

Packages for the first five
subloans were developed
and approved by the
ADB.

Complied with.

Complied with.

Complied with.

Complied with. Since April
2006, PCBs provide 40%
of total subloans.
Complied with.

At the end of the Project,
low-income households
comprised 23% of total
borrowers.
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Covenant

Reference

Status of Compliance

28.

29.

30.

31.

32.

33.

34.

households. At least 25 % of Loan proceeds
under Part A shall be on lent to low-income
households.

Subloan repayments, net of repayments of the
Loan, shall be deposited in the Project
Operation Account and shall be immediately
available for relending through the same
lending channels to the same beneficiary
income groups.

The Borrower shall ensure that (a) the HDF
special account is establish BOM in a timely
manner, (b) the PCBs can use the funds in the
HDF special account for onlending, and (c) at
Project completion, the balance remaining in
the Project Operation Account is transferred to
HDF for continued onlending operations.

The Borrower shall submit the five pilot infill
and upgrading Bank SubProjects in
Ulaanbaatar, Darkhan, and Zuunmod to the
Bank for review and approval.

Loan proceeds shall be on lent to local
governments for subprojects satisfying the
eligibility criteria agreed between the Borrower
and Bank.

Each subproject proposal shall include a
detailed description of subproject inputs and
their cost; partnership arrangements of local
governments, ger residents, and the private
sector; financing and recovery mechanisms;
extent of any subsidies involved; resolution
mechanisms for resettlement or compensation
issues, and the implementation plan including
institutional and benefit field in responsibilities,
an initial environmental examination (IEE) of
SubProject, a long-term management and
financing plan, and description of measures to
ensure its sustainability and demonstration
value. (LA, Schedule 5, para. 7 [3])

An IEE in accordance with the relevant laws of
the Borrower and the Bank's environmental
guidelines shall be prepared for each
SubProject in order to identify and minimize
potential any adverse environmental impacts.
The Borrower shall ensure that all SubProjects
are designed implemented in accordance with
the Bank's environmental guidelines and

Loan Agreement, Schedule
5, para. 5, (viii)

Loan Agreement, Schedule
5, para. 6

Loan Agreement, Schedule
5, para. 7 (i)

Loan Agreement, Schedule
5, para. 7 (ii)

Loan Agreement, Schedule
5, para. 7 (iii)

Loan Agreement, Schedule
5, para. 7 (iv)

Loan Agreement, Schedule
5, para. 7 (v)

Subloan repayments were
deposited in the project
operating account and
relent through the same
lending channels to the
same beneficiary income
groups.

A special account for the
HDF was established in
the MOFE Treasury Bank.
Minister of MCUD issued
a decree to utilize HDF
funds.

Complied with.

Subloan agreements
were executed between
MOFE and Governors of
Darkhan-Uul and Tuv
aimag and Ulaanbaatar
City. In 2006, subloan
agreements were
executed between MOF
and Governors of Altai,
Bayankhongor and
Baganuur District.
Detailed characteristics of
the pilot projects were
determined to conform to
ADB requirements.

Complied with.

Being complied with.
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Covenant Reference

Status of Compliance

"Policy on Involuntary Resettlement”. In
designing a SubProject, the Borrower shall
ensure that involuntary resettlement is
minimize be the extent possible, If a SubProject
involves involuntary resettlement, the Borrower
shall ensure that a resettlement plan is
prepared and is implemented in accordance
with the Bank's "Policy on Involuntary
Resettlement". The Bank shall also ensure that
the environment mitigation measures identified
in a |IEE are carried out in accordance with the
Borrower's relevant laws and the Bank's
environmental guidelines.

Monitoring and Evalution — Project Performance Management System

35. The Borrower shall ensure that within twelve Loan Agreement, Schedule

(12) months from the Effective Date, the EA 5, para. 8
and PMU will have developed a comprehensive
Project performance management system
(PPMS), acceptable to the Bank, for monitoring
and evaluating the Project, in particular, for
systematically generating data on inputs and
outputs under Parts, and B of the Project. The
PMU, assisted by the consultants, shall finalize
Project performance indicators and establish
baseline conditions in consultation with
concerned local governments, PCBs,
intermediaries, and other local stakeholders.
Socio-economic an environmental data to
monitor and measure Project impacts shall be

included.
36. Under the PPMS, the PMU shall report Loan Agreement, Schedule
baseline and annual data at regular intervals. 5, para. 9

The PMU shall be responsible for analyzing
and consolidating the data through it
management information system. The PPMS
shall be designed to permit adequate flexibility
to adopt remedial action regarding Project
design, schedule, and activity and development
impacts. The PMU shall monitor and assess
activities, and report to the Bank quarterly on
the implementation and financial aspects of the
Project to ensure that impacts are monitored
and reported in line with Bank requirements.
With respect to Part A of the Project, the PMU
together with the Bank, shall conduct reviews
six months and twelve months after the date
when the first Part A SLA is executed. Such
reviews shall assess matters relating to the
implementation of the credit line, including
%age of loan proceeds disbursed, the types of
subborrowers and their geographical location,
the uses of loan proceeds by the subborrowers
of the Subloans, the interest rates charged to

Complied with.

Complied with.
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Covenant

Reference

Status of Compliance

PCBs, lending intermediaries and
subborrowers, and the performance of each.
The Borrower shall ensure that the finding of
such reviews are taken into account in the
further implementation of Part A of the Project.

37. The Borrower and the Bank shall undertake a
mid-term review two years after the
commencement of Project implementation. The
objectives of the Mid-term Review shall be to (i)
review the progress achieved relative to the
targets set for each Project component; (ii)
assess the degree of accomplishments in
meeting the Policy and Institutional Action Plan
targets and revised targets as appropriate; (iii)
reexamine the Project design, implementation
arrangements, and other relevant aspects; and
(iv) formulate, within the updated sector setting,
any changes to ensure successful Project
implementation, achievement of Project
objectives, and sustainability of Project
benefits. The Borrower shall assess Project
performance based on feedback from PPMS
activities.

Other matters

38. The Borrower shall ensure that the actions in
the Policy and Institutional Action Plan are
carried out under the time frame provided in
such Plan.

Loan Agreement, Schedule
5, para. 10

Loan Agreement, Schedule
5, para. 11

Complied with.

Actions carried out in
accordance with an
updated time frame.




46 Appendix 6

LESSONS LEARNED

Table A6.1: Lessons Learned from Part A, Lending Through
Participating Commercial Banks

Lesson Resolution

Difficult to determine total household income Instead of using household income to establish
affordability, a maximum cost of dwelling was
established (MNT40 million) as well as a maximum
loan-value ratio of 70%.

Difficult to determine a market lending rate A maximum loan spread could be established, but
PCBs are determining their own lending rates based
on their cost of funds and market competition.

Difficult to get PCBs to lend to low-income A functioning mortgage finance system was first

families with a new lending product established within the banking sector. Lending of the
funds accruing to the HDF should concentrate on
low-income groups.

Construction lending is high risk and requires a Loans to small and medium-sized contractors were

different set of skills and intensive loan cancelled in 2003. No loans were ever made directly

monitoring to contractors.

Existing legal framework did not lend itself to The Non-Judicial Mortgage Foreclosure Law was

mortgage lending passed by Parliament, but is presently being
contested in the courts.

Lack of trained personnel in PCBs Mortgage lending departments have been

established in the five PCBs as well as in other
commercial banks. Typical mortgage lending
procedures were modified for conditions in Mongolia
and a set of standard mortgage lending documents
was developed and put in place.

Lending for housing construction or completion in  House should be at least 50% complete; short-term
ger areas construction loans can be converted into long-term
mortgage loans.

Establishment of a secondary mortgage market Through the establishment and operations of the
MIK, a nascent secondary mortgage market has
been established in Mongolia.

HDF = housing development fund, MIK = Mongolian Mortgage Corporation, PCB = participating commercial bank.

Table A6.2: Lessons Learned From Part B

Lesson

Resolution

Local governments did not have the capacity to
provide full-time management for the new HAAP infill
projects

Towns with HAAP infill projects had little or no
experience in developing residential plots for private
housing development

Infrastructure design agencies did not coordinate the
installation of infrastructure networks.

A PMU-financed project coordinator was
assigned to work full time on HAAP projects in
each of the participating cities.

Plot sizes and infrastructure standards for HAAP
infill projects were determined with local
affordability in mind and endorsed by local
authorities.

HAAP infill sites were the first local government
projects to coordinate infrastructure design and
implementation for individual housing.
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Lesson

Resolution

Adequate coordination of management roles and
responsibilities for residential development were not

in place

Small contractors were not familiar with full site

development for individual residential plots

Local governments had no experience in direct cost

recovery for infrastructure and/or land

Local utility
experienced in
development

companies
taking

(PUSOs)
loans for

were

Little local government experience in working with

ger area communities to upgrade their areas

HAAP project towns had little experience in private

sector housing construction within a project area

Local governments had limited funds for urban and

residential development

not
infrastructure

Working groups that included local government,
utility companies, and communities were
established for each HAAP project.

Information and training sessions were held for
participating contractors on HAAP project
implementation.

First time cost sharing and land auctions for
serviced residential plots were introduced and
applied satisfactorily to most HAAP infill projects.

Based on initial HAAP experience, loans were
made directly to utility companies for the second
round of projects.

Community-based organizations were
established by the project for each upgrading
HAAP project to work with local governments.

Auction of plots and provision of financing
enabled the relatively rapid build out of project
infill sites.

Recovered funds from HAAP land auctions and
plot sales are being used to develop new infill
projects.

HAAP = housing area action plan, PMU = project management unit, PUSO = public utility service organization.

Table A6.3: Lessons Learned from Infill Housing Action Area Plans—Darkhan, Zuunmod,
and Ulaanbaatar

Component Assumption

Outcome Recommendations

Project Identification and Conceptual Design

Project Inputs and Assumed that adequate

Costs pent-up demand was
present in each of the
HAAP cities for the plots
included in the infill
projects

Assumed that local
government would be
able to manage HAAP
infill projects

Partnerships,
Responsibilities, and
Management

Assumed that auction
prices would be
affordable based on a
limited understanding of
market conditions

Cost Sharing and
Affordability

Ensure that there is
adequate demand for all
HAAP plots. Keep
projects small to complete

Selection of project site
and size of HAAP
project was not based
on calculated market

demand more quickly and
encourage housing
construction

Lack of initial Need to ensure that

partnerships are real and
clearly designed,
particularly as the private
sector becomes more
involved

cooperation between
aimag (province) and
soum (district) was
improved over the
course of each HAAP
project

Need to revise the law
concerning the auction of
plots. Review minimum
auction price approach to
factor in land costs

Government-mandated
verbal auctions held on
a plot-by-plot basis
were difficult to manage
and did not achieve
anticipated results
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Component

Assumption

Outcome

Recommendations

Environmental
Justification

Demonstration Value
and Sustainability

Assumed that fully
serviced plots would
help improve urban
environment

Problems of
construction waste were
considered to be
manageable

Assumed that HAAP
infill sites would
encourage more
widespread
development of service
building sites

HAAP infill projects took
time to complete with
some vandalism and
complaints later in
project implementation
as a result

The problem of
construction waste has
been partially managed

The positive impact of
the first HAAP infill
projects on the
development of
additional serviced sites
for housing is just now
being felt

Ensure that main line
infrastructure (e.g.,
sewage treatment
facilities) are in good
condition and operable
and that construction
waste is treated in a
sanitary manner

Work with local authorities
and private developers to
continue to clarify the
concept of HAAP infill
projects

Project Preparation
Project Inputs and
Costs

Partnerships,
Responsibilities, and
Management

Cost Sharing and
Affordability

Environmental
Justification

Assumed that
infrastructure agencies
would coordinate
designs and place
networks on public
lands

Assumed that local
governments would be
involved in project
preparation

Assumed that cost-
sharing formula would
be beneficial for all
participants and result
in serviced infill plots
being affordable

HAAP infill projects
would have little (if any)
negative impact on the
environment

Inputs from different
infrastructure agencies
at first were not
coordinated and did not
keep to public land.
Project costs increased
due to mistakes and
changes in drawings

Aimags and soums not
adequately involved in
project preparation for
the first HAAP projects.
Inadequate on-site
management from
some local
governments,
particularly Ulaanbaatar

Local governments
unable to provide
adequate input into
project financing and
cost-recovery plan

Minimum auction prices
need to be more
carefully determined
following introduction of
the Land Privatization
Law

The long time for HAAP
infill projects to be
completed has some
temporary impact on the
environment

Continue to work with
infrastructure agencies to
increase coordination and
improve infrastructure
designs for HAAP infill
projects

Greater communication
and coordination among
stakeholders is required
during project
preparation. Project
working groups helped to
bridge this gap but need
to be more active

Local governments need
to be made more aware
of their financial
responsibilities

Cost sharing and
affordability need to be
well defined and put into
writing

Monitor any
environmental impact
from HAAP construction
sites
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Component Assumption

Outcome

Recommendations

Demonstration Value
and Sustainability

Anticipated that a
rationale and
coordinated planning
and project design
process would be useful
to others

Mistakes in drawings
and design needed to
be resolved.
Improvements to
process were made and
local entities responded

Continue to work with
local governments and
private sector
stakeholders to improve
project preparation
process

Project Implementation

Project Inputs and Assumed that local

Costs governments had
sufficient capacity and
willingness to manage
small contractors and
projects

Assumed that local
authorities would
protect sites designated
for ADB projects from
encroachment

Partnerships,
Responsibilities, and
Management

Assumed that
contractors would all be
qualified

Assumed that cost-
sharing arrangements
made during project
preparation would be
respected

Cost Sharing and
Affordability

Environmental
Justification

Anticipated that infill
projects would make a
strong positive
impression on the urban
environment

Demonstration Value
and Sustainability

Anticipated that efficient
HAAP project
implementation would
provide a good model
for residential site
development

Some infrastructure
works were not
completed on time due
to inadequate local
management of
contractors

Encroachment and
unauthorized
construction
endangered the
auctioning of infill plots
in Dari Ekh

Some contractors (e.g.,
one in Zuunmod) did
not have adequate
experience to undertake
projects

Cost sharing and cost-
recovery issues remain
to be resolved in light of
the Land Privatization
Law

Local governments
must protect HAAP
infrastructure from
vandalism during
construction and in
winter

HAAP project sites have
begun to provide a
model for other
residential development
in provincial cities

Need to work with and
train local governments to
fulfill their role in
construction management

Local governments must
respect their
engagements if they want
HAAP projects to
succeed. Keeping the infill
sites available for auction
once the infrastructure
has been put into place is
important to the success
of the HAAP project

MOF and local
government need to
resolve these issues as
soon as possible

Infill HAAP projects need
to be monitored for
environmental impact,
particularly during the
construction phase

Management roles and
responsibilities still need
to be clearly defined and
accepted by all parties

HAAP = housing area action plan, MOF = Ministry of Finance.
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Table A6.4: Lessons Learned From Upgrading Housing Area Action Plans—Darkhan,
Zuunmod, and Ulaanbaatar

Component

Assumption

Outcome

Recommendations

Project Identification and Conceptual Design

Project Inputs and
Costs

Partnerships,
Responsibilities, and
Management

Cost Sharing and
Affordability

Environmental
Justification

Demonstration Value
and Sustainability

Upgrading components
(as defined by the
Government and ADB)
assumed to reflect
resident priorities with a
focus placed on
providing piped water to
kiosks

Formation of CBOs
would facilitate project
design, implementation,
and cost recovery

Local governments
would be enthusiastic
about projects and be
active in their design

PMU field
representatives would
have strong role in
dealing with
communities

Aimag (province),
PUSOs, and residents
would be willing to
share capital costs in
logical and agreed
upon manner

Project was designed to
have no negative
environmental impacts

Improved water supply
and drainage would
generate desire for
additional
improvements

HAAP projects would
encourage other
communities to
organize and seek
ways to improve their
living conditions

Piping water to kiosks
has been well received
by residents even
though there has been
little community input in
the identification of ger
area upgrading
activities

CBOs did not directly
assist in project
identification and/or
conception

Local government
involvement in project
design not as active or
strong as anticipated

Role of PMU field
representatives in
project design was not
clear

Cost-sharing
responsibilities were
not clarified or well
understood at the local
level

Projects have had no
negative environmental
impact during their
construction

Little call for additional
environmental
improvement from
project

Piped water to kiosks
has been the model of
HAAP upgrading
projects. It continues to
be a valuable approach
but demand for

Greater community
input is required in
project identification,
conceptual design, and
execution. More time
and effort are needed
to engage the
community in the
process

CBOs should be
formed well in advance
of project and should
have gained local
credibility and support

Local government
support needs to be
well defined and
formalized in written
MOU or agreement.

Role of PMU field staff
needs to be well
defined and agreed to
in writing

Greater discussion
about cost sharing is
required prior to project
design and preparation.
Results could be
instrumental in
determining project
components

Further investigate and
monitor potential
environmental impacts
(both positive and
negative) from HAAP
projects

Promote lessons
learned from initial
HAAP projects.
Communicate content
of HAAP projects to
local authorities and
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Component

Assumption

Outcome

Recommendations

individual connections
has grown. Sewerage
remains a major
problem

residents to stimulate
replication and greater
community input

Project Preparation
Project Inputs and
Costs

Partnerships,
Responsibilities, and
Management

Cost Sharing and
Affordability

Environmental
Justification

Demonstration Value
and Sustainability

Assumed that
communities and local
governments would be
directly involved in
project preparation

Little thought given to
potential conflicts
during project
preparation

Responsibilities for the
design, preparation,
cost sharing, and
management would be
clearly defined

Cost-sharing formula
would serve the
interests of all parties
and be fully acceptable.
Beneficiaries would pay
for above-ground
improvements, PUSOs
for the below-ground
pipes, and aimags
(provinces) and soums
(districts) for roads and
street lighting

Ger area upgrading
would improve the
community environment
with little disruption
during the construction
period

Initial ger area
upgrading would
encourage additional
improvements and
other neighborhoods to
upgrade their areas

Communities and local
governments informed
about project but not
directly involved in
project preparation

Local governments did
not make action plans

Inadequate experience
and knowledge in using
the community action
planning approach

Responsibilities were
not clear

Repayment of subloans
by project participants
not clearly determined

No clear methodology
established for the
assessment of project
costs and/or
relationship to water
tariffs

No major problems
occurred during
construction. New
kiosks improve
neighborhood
appearance. Little
additional improvement

Some interest has
developed for additional
improvements. Some
discussion held about
expanding upgrading to
other areas

Obtain more input from
community action
planning in project
planning and
preparation

Reduce any points of
disagreement in
community through
good design

Work more closely with
local ger area
communities
throughout the project
planning and
preparation stage

Make sure that the
cost-sharing formula is
understood and agreed
upon by all parties;
these agreements
should be made and
confirmed in writing

Need to work with local
communities and
governments to identify
other environmental
improvements to be
made

More documentation
about the benefits from
upgrading needs to be
developed and
publicized

51
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Component

Assumption

Outcome

Recommendations

Project Implementation

Project Inputs and
Costs

Partnerships,
Responsibilities, and
Management

Cost Sharing and
Affordability

Environmental
Justification

Demonstration Value
and Sustainability

Simple project
construction was
assumed to proceed
efficiently

Contractors were
expected to perform
according to contract

Assumed that each
party to the project
would carry out its
responsibilities for
project implementation

Assumed that an
agreed upon work plan
and schedule would be
produced

Assumed that cost
sharing and affordability
issues would be
resolved well before
project implementation

Initial environmental
analysis assumed to be
sufficient during project
preparation

Project preparation
assumed to be carried
out quickly and at little
cost

Assumed that working
group would be efficient
for small projects

Delays occurred due to
the lack of effective
project management by
local governments

Contractors for ger area
upgrading generally
performed satisfactorily

No action plan by local
government

Local governments
unable to prevent
unauthorized
encroachments into the
upgrade areas

Work plan not drawn up
or implemented

Cost recovery not a
high priority and not
adequately addressed.
Question remains as to
how to deal with truly
poor households

Necessary
environmental baseline
studies not completed

Working groups not
adequately responsible
for project
implementation

Local governments lack
integrated management

Communities not yet
convinced about
upgrading

Provide screening of
contractors. Review
legislation for
nonperforming
contractors.

Consider community
contracting in areas to
be upgraded

Provide better
communication to
community and private
contractors about
project implementation
and what needs to be
done on time and how
to protect the site from
encroachment

Working group needs to
give more attention to
project implementation

Need to help ger area
communities, local
governments, and utility
companies understand
the need for cost
recovery

Need to document
impact on environment
of HAAP upgrading
projects

Need improved
communication among
stakeholders. Improved
communication will also
enhance sustainability
and demonstrate the
value of ger area
upgrading

Upgrading activities
need to be more
systematized

ADB = Asian Development bank, CBO = community-based organization, HAAP = housing area action
plan, PUSO = public utility service organization, PMU = project management unit.





