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I. PROJECT DESCRIPTION 
 

A. Rationale 
 

1. During project preparation stage, Mongolia’s underdeveloped road system constrained 
access to markets and social services, and hindered investment and job creation. The report 
and recommendation of the President (RRP) indicated that inadequate funding was the main 
constraint to road sector development.1 Only 12% of the roads (1,670 kilometers [km]) were 
paved, 13% (1,800 km) were gravel roads, and the remaining 75% were earth roads. Due to 
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inadequate maintenance, the paved and gravel roads were rapidly deteriorating and large 
portions were impassable during rainy and winter seasons. The country’s Road Fund did not 
receive adequate revenues needed for the road sector and actual road sector funding during 
1999−2003 accounted for less than 1% of the country’s gross domestic product. 
 

2. Despite some improvements in recent years, budgetary allocation for road maintenance 
remained inadequate. Government funding for the road sector was deemed likely to remain 
insufficient over the medium-term, given the fiscal deficits being experienced by the 
government. Also, the potential of private financing to develop road infrastructure was limited 
since large capital investments for road infrastructure were generally beyond the private sector’s 
present capacity to mobilize resources. The project completion report (PCR) indicated there was 
justification for external aid sources to continue assistance to Mongolia’s road sector.2The 
project was selected to complement the Asian Development Bank’s (ADB) previous support for 
paving road sections along the north–south corridor at the Russian Federation border, by 
extending the road corridor south to the border with the People’s Republic of China (PRC). 
 

B. Expected Impact, Outcome, and Outputs  
 

3. According to the RRP’s original project framework, the expected impact of the project 
was to promote regional cooperation and sustainable economic growth in Mongolia. During the 
approval of the supplementary loan in 2010,3 the “regional cooperation” aspect was omitted in 
its revised design and monitoring framework. The envisaged project outcome was increased 
efficiency and safety of domestic and international transit traffic between the PRC and the 
Russian Federation through Mongolia’s north–south road transport corridor. 
 

4. The envisaged project outputs were (i) 428 km of asphalt concrete road between Choyr 
and the PRC border in Zamyn-Uud constructed, (ii) a cross-border road transport facilitation 
plan implemented, (iii) a road safety improvement component to have been carried out, (iv) an 
area development program implemented, and (v) a program on awareness and prevention of 
HIV/AIDS and human trafficking in the north–south road corridor implemented. 
 

C. Provision of Inputs 
 

5. The project was approved on 22 July 2004 and became effective more than a year later 
(01 July 2005).It was envisaged to be implemented in 4.5 years from August 2004 to July 2009. 
The original loan was scheduled to be closed on 01 January 2010, but was actually closed on 
31 December 2014 after three extensions. A supplementary loan was approved on 30 March 
2010 to address cost underestimation during the initial period of project implementation (PCR, 
para. 65). It became effective on 16 June 2010. It was eventually closed on 31 December 2014 
(target: 30 June 2013) after two extensions.  
 

6. The original cost was estimated at $78.14 million, of which ADB was to finance  
$37.1 million and with counterpart financing from the governments of the PRC ($1.5 million), the 
Republic of Korea ($23.9 million), and Mongolia ($15.6 million). At completion, however, the 
project cost increased by 96% to $153.01 million of which ADB financed $67.0 million, the PRC 
with $3.2 million, the Republic of Korea with $5.9 million, Mongolia with $29.7 million, and the 
Millennium Challenge Corporation (MCC) with $47.2 million. The two main reasons for the 
increase were (i) the appraisal cost estimate was based on feasibility-level design, which 
comprised significantly underestimated work items and quantities; and (ii) during the 
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implementation period, Mongolia experienced exceptionally high inflation, which rapidly 
escalated the civil works bid prices and contractors’ claims for cost increases in ongoing civil 
works contracts. 

 

7. A total of 1,158 person-months of consulting services (177.5 international and 980.5 
domestic) were envisaged to be hired under the project. The PCR did not provide information on 
the actual number of person-months of consulting services utilized. An advisory technical 
assistance accompanied the loan to create public awareness and take preventive measures in 
reducing risks of HIV/AIDS transmission and human trafficking in the north–south road corridor.4 

 

8. The project was classified Category B under the ADB environmental categorization 
requirements. A summary environmental impact assessment that was prepared concluded that 
long-term impacts were mostly beneficial and short-term negative impacts could be mitigated 
through proper planning, good engineering practices, and implementation of specific 
environmental mitigation and monitoring measures. The environmental monitoring reports, the 
Ministry of Road and Transport (MRT) completion report, and the ADB project completion 
review mission confirmed that environmental mitigation measures were implemented. Also, no 
significant environmental issues were noted during implementation (PCR, paras. 73–74). At 
appraisal, the project impact for involuntary resettlement and indigenous peoples’ safeguards 
were both classified as Category C. The PCR indicated that the land for the project was state-
owned, thus, implementation did not involve any removal of structures or affect private land 
users. It also indicated that the project did not affect ethnic minority groups (PCR, para. 76). 
 

D. Implementation Arrangements 
 

9. At appraisal, the Department of Roads under the Ministry of Road, Transport, and 
Tourism, was the executing agency. In 2012, this structure was changed with the MRT 
assuming the role as the executing agency. The PCR indicated that this change did not 
materially affect project implementation. A project steering committee was likewise established 
in 2004, with the project management office (PMO) being set up the following year. The PCR 
indicated that the PMO director was replaced in 2011 upon request of ADB in view of 
performance shortcomings. ADB also provided a procurement staff consultant to assist the 
PMO in the rebidding and procurement process of two civil works contract packages (PCR, 
paras. 37–38). 
 

10. The PCR noted that the project had 20 loan covenants, of which 15 were complied with, 
two were partially complied with, two were not complied with, and one was not yet due at the 
time of PCR preparation. The covenants that were partially complied were on the 
implementation of the Cross-Border Road Transport Facilitation Plan, while those that were not 
complied were on the engagement of a private firm to manage road fee collection and on the 
issuance of work permits and customs clearance for construction equipment. The covenant on 
the monitoring and evaluation of project impacts was scheduled to be completed in 2017  
(PCR, para. 39 and Appendix 6).  
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
 

A. Relevance of Design and Formulation 
 

11. The PCR rated the project relevant. It was relevant to the government’s priorities and 
strategy for developing the transport sector and to the ADB country strategy. The PCR indicated 
that it was the government’s highest-priority transport project. This validation assesses that the 
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project was in line with Mongolia’s development priorities and with the ADB country and sector 
strategies.  
 

12. Both the PCR and the RRP for the supplementary loan also indicated that the approved 
cost estimates were based on design parameters for typical sections, without detailed 
information on the topographic and geotechnical conditions of the project road. In particular, the 
RRP for the supplementary loan indicated that the original cost calculations relied on rough 
estimates of work items and quantities, which led to major differences between the feasibility 
and detailed design stages (Supplementary RRP, para. 33).  
 

13. This validation concurs with the PCR’s assessment that the use of unrealistic cost 
estimates was a major project design weakness, which contributed to cost underestimation and 
subsequent financing shortfall and time overrun. It notes that the change resulted in almost 
100% increase in total project cost and doubled the implementation time (appraisal:  
$78.14 million and 4.5 years, actual: $153.01 million and 10 years). A supplementary loan was 
needed to address both these cost and time overruns. Without the additional financing, it was 
not possible to complete the planned 428 km road construction—the main project output—which 
could have compromised the attainment of the project’s objectives. 
 

14. This validation further noted several other shortfalls in the project design of the four other 
components that resulted in their partial completion, target changes, cancellation, or shift to the 
government or other agencies afterward. In particular, the (i) cross-border transport facility was 
canceled because it was done by a national program; (ii) emergency services were built outside 
the project road and by a national program; (iii) traffic regulations were not finalized until 2015 
(target: 2012); (iv) public campaign was not implemented; (v) only 10 out of 400 traffic officers 
required were trained; and (vi) access road 2 was partially completed by the project and was 
later completed by the government 
 

15. This validation intended to highlight these shortcomings in the project performance as 
rooted from poor project design. Thus, it originally rated the project less than relevant, for 
accountability and learning purposes. However, as discussed in the meeting between the 
Independent Evaluation Department (IED) and the Transport and Communications Division of 
the East Asia Department (EATC) on 1 December 2016,5 IED agreed to consider the cost and 
time overruns and other changes (reduction) in project output delivery as a result of poor 
implementation, and downgrades the efficiency rating. On this basis, this validation views the 
project relevant. 
 

B. Effectiveness in Achieving Project Outcomes and Outputs 
 

16. The revised design and monitoring framework of the project had five project outputs with 
corresponding performance indicators (PCR, Appendix 1). Under output 1, civil works of 428 km 
road section were to be completed by 2012. For output 2, regulations on standards, licensing, 
and taxation of cross-border vehicles were to be modified according to international standards, 
while fee collection in Zamiin-Uud and vehicle weight control on the project road were to be 
introduced.  
 

17. The conduct of public awareness campaigns for about 600,000 people along the north–
south road was to be undertaken. Patrol vehicles and equipment were to be procured, while 
about 400 traffic police officers were to be trained in road safety. All these were to be done 
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 The meeting was attended by Robert Guild and Jurgen Sluijter of EATC; and Binh Nguyen, Marco Gatti, and 

Nathan Subramaniam of IED. Raushan Mamatkulov and Anders Pettersson from the Mongolia Resident Mission 
(MNRM) attended via videoconferencing.  
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under output 3. For output 4, civil works for access roads 1 and 2 were to be completed while 
about 200 local laborers will undergo training in road construction and maintenance. The 
services of a nongovernment organization were to be completed. For output 5, some  
17 workshops were to be organized, including the conduct of 70 training courses. Moreover, 
some 600,000 condoms were to be distributed and 600 medical packages were to be provided.  
 

18. The project had three outcome performance indicators. These are (i) reduced vehicle 
operating cost (VOC) from $354 per trip in 2005 to $212 per trip after 2012, (ii) reduced travel 
time from 13.4 hours in 2005 to 8.4 hours after 2012, and (iii) emergency services on the north–
south road established by July 2012. 
 

19. The PCR rated the project effective. It indicated that outcome performance indicators 
were met, except for the setting up of emergency services on the project road—which was 
completed by the Transit Mongolia National Program in the northern section of the road, and not 
on the north–south road corridor as envisaged (PCR, para.15). This validation noted that travel 
time was reduced from the target of 8.4 hours to 3.1 hours, hence, this outcome target was met. 
The PCR indicated that VOC for trucks were reduced to $325 for heavy trucks and $120 for 
medium vehicles (PCR, Appendix 1). Later, EATC provided further data on VOC reduction to 
$180 on weighted average, and this validation considers this outcome was met. 
 

20. The PCR indicated that major outputs were achieved, such as the project road, access 
roads, road safety features, and prevention of HIV/AIDS and human trafficking. This validation 
notes that under output 1, the 428 km road section was completed. Under output 2, the fee 
collection system in Zamiin-Uud was installed and the vehicle weight control mechanism was 
introduced. However, the regulations on international standards, licensing, and taxation on 
cross-border vehicles were under negotiation at the time of PCR completion (PCR, Appendix 1, 
p.16). EATC later confirmed this was completed in 2015 (target: 2012). Under output 3, (i) public 
awareness campaigns were not conducted as this activity was omitted from the loan agreement; 
(ii) procurement of patrol vehicles and equipment were implemented; (iii) only 10 out of 400 
traffic police officers were trained in road safety and the PCR did not provide corresponding 
explanation for the shortfall; and (iv) access road 1 was completed, while only about half of 
access road 2 was completed at the time the PCR was being prepared. EATC later confirmed 
this road was completed by the government in June 2015.  
 

21. Under output 4, (i) only 60 local workers were trained in road construction and 
maintenance against the 200 planned and no explanation was provided on why the target was 
not met; (ii) the nongovernment organization’s services for area development program was 
canceled and was taken over by the Citizen’s Representative Council; no status was provided if 
this was actually carried out by the council. Under output 5, the PCR referred to the Technical 
Assistance Completion Report and noted that all activities were successfully implemented.6 
However, no details were provided on their quantitative outputs. 
 

22. With the additional data provided by EATC, this validation considers the target outcome 
and outputs to be largely met and assesses the project effective. 
 

C. Efficiency of Resource Use in Achieving Outcomes and Outputs 
 

23. The PCR rated the project efficient. The economic internal rate of return (EIRR) was 
reestimated at 18.6%, which is lower than the appraisal estimate of 29.7% but slightly higher 
than the 16.2% EIRR estimated for the 2010 supplementary financing. The PCR also noted that 
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the reestimated EIRR exceeded the highly efficient threshold of 18%.7 However, in view of the 
extended implementation delays, the project was considered efficient (PCR, para. 67).The PCR 
indicated that the project experienced implementation delays during both procurement and 
contract implementation. Actual implementation took about 10 years (PCR, para. 33). 
 

24. The PCR indicated that although the project cost increased compared with the appraisal 
estimate, this was offset by higher benefits in terms of VOC and time savings (PCR, para. 68). 
Traffic projections were updated using slightly lower annual growth assumptions from the 2010 
forecast (PCR, Appendix 10, para. 6).  
 

25. This validation notes that project cost and implementation time doubled to deliver the 
main output, while other components were partially delivered, canceled, or implemented by the 
government or by other agencies (para.14). Given these significant cost, time overruns, and 
shortfalls in output deliveries resulting from poor project implementation, per discussion with 
EATC, this validation views the project less than efficient. 
 

D. Preliminary Assessment of Sustainability 
 

26. The PCR rated the project less likely sustainable. On road asset management, it 
indicated that it is not possible to accurately foresee how quickly the government will be able to 
strengthen its commitment to maintain these assets. The PCR noted that the government 
established fee collection facilities at the project road, including a new maintenance unit in 
Zamiin-Uud. However, it indicated that it is not sure if maintenance funds will be sufficient to 
undertake adequate road maintenance.  
 

27.  The PCR assessed fees that were being collected and the operation and maintenance 
cost for the road. The Road Fund is financed by fuel taxes and road user fees, and by state 
budget allocation.8 The PCR observed that no budget mechanism was in place to secure the 
allocation of money for road maintenance (PCR, footnote 29). Also, fees collected during PCR 
preparation were not sufficient to cover the cost of operation and maintenance, and periodic 
repairs (PCR, Appendix 10, para. 16).It noted that revenues alone will not be sufficient to cover 
costs unless fees are increased significantly, in real terms, and fully allocated to the project road 
(PCR, para. 70).The PCR also indicated that the severe climate conditions exacerbate road 
deterioration, making routine maintenance even more important. This validation concurs with 
the PCR and assesses the project less than likely sustainable. 
 

E. Impact 
 

28. The project’s impact was to be assessed by (i) an increase in domestic and international 
transit traffic from 123 vehicles per day in 2006 to 1,000 vehicles per day after 2015, and  
(ii) increase in cross-border trade by road at Zamiin-Uud from $143 million in 2007 to  
$600 million by 2015.The PCR did not specifically rate project impact. It noted that the project 
made significant contributions to Mongolia’s economic growth and poverty reduction. The PCR 
stated that traffic was about 720 vehicles per day in mid-August 2014 and this figure was still on 
the rise. This validation notes that cross-border trade was estimated at $1.4 billion in 2013.  
A monitoring and evaluation survey confirmed that overall socioeconomic development was 
robust, with the gross domestic product increasing from MNT0.9 million in 2005 to  
MNT2.1 million in 2012. 
 

                                                
7
 Access roads were not subjected to evaluation in the RRP or at project completion. Access road 2 was not 

completed at the time of reevaluation. No vehicle counts were made on access road 1, but it reportedly showed 
very limited traffic at the time of PCR completion (PCR, Appendix 10, para. 3). 

8
 In 2013, 40% came from fuel taxes, 3% from road user fees, and 57% from budget allocation.  
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29. The PCR also indicated that project implementation provided direct employment 
equivalent to 6,000 labor-months and better connectivity significantly contributing to increased 
herd numbers in the project area. The revenue in Dornogovi Province also increased from 
MNT2.08 billion in 2005 to MNT34.39 billion in 2013. In addition, the number of medical centers 
increased from 88 (with 11,900 individuals treated) in 2005 to 93 (with 12,800 persons treated) 
in 2013.However, shortfalls in both outputs and outcome indicators may have undermined the 
attainment of the project’s impact in the medium-term. Nonetheless, this validation rates project 
impact satisfactory.  
 

III. OTHER PERFORMANCE ASSESSMENTS 
 

A. Performance of the Borrower and the Executing Agency 
 

30. The PCR rated the performance of the borrower and the executing agency partly 
satisfactory. It noted that the MRT had previous experience implementing ADB-funded projects. 
However, it had limited familiarity with the procurement policies of ADB. The restructuring of 
MRT during project implementation affected work continuity. The PCR also noted that MRT had 
limited capacity in preparing acceptable bidding documents and related reports, including 
managing the claims and performance of contractors and consultants. 
 

31. The PCR also indicated that MRT displayed financial management weaknesses, such as 
on the approval of ineligible expenditures, irregular disbursement of salaries, and inappropriate 
and inadequate documentation of PMO staff advances. The PCR also stated that annual audit 
reports were of questionable quality as these failed to report any internal control weaknesses 
(PCR, paras. 58–59). The project steering committee was considered less than effective in 
coordinating, making decisions, and taking actions to address project implementation issues, 
including delays in the issuance of contractors’ work permits and in the importation of their 
equipment. Given the above, this validation concurs with the PCR and views the performance of 
the borrower and the executing agency less than satisfactory. 
 

B. Performance of the Asian Development Bank  
 

32. The PCR rated the performance of ADB satisfactory. It noted the shortcomings during 
the initial implementation period due to a preliminary design problem, which resulted in 
significant cost underestimation.9 The PCR noted that during project processing, the capacity 
constraint of the MRT had already been identified. However, risks posed by regulations related 
to work permits and equipment importations were not identified. Thus, mitigation measures were 
not properly formulated. The PCR indicated that ADB made considerable efforts to assist the 
MRT in overcoming project-related issues after the approval of the supplementary loan. These 
included frequent and extended supervision missions, provision of extensive support for 
contract management and rebidding, and financing of an international procurement consultant 
to ensure compliance with ADB guidelines. This validation considers the performance of ADB 
satisfactory. 
 
 
 
 
 
 

                                                
9
 The PCR stated that much of the cost escalation problem was due to exceptional inflation conditions that affected   

many ADB-financed projects in various developing member countries and that these alone would have caused 
project financing problems, related delays, and contract management problems. 
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IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 

A. Overall Assessment and Ratings 
 

33. The PCR rated the project successful, based on relevant, effective, efficient, and less 
likely sustainable ratings. This validation assesses the project less than successful, with the 
criteria ratings of relevant, effective, less than efficient, and less likely sustainable.10 
 

Overall Ratings 

  Criteria PCR IED Review 
Reason for Disagreement 

and/or Comments 

Relevance Relevant Relevant  

Effectiveness in 

achieving outcome 

Effective Effective  

Efficiency in 

achieving outcome 

and outputs 

Efficient Less than 

efficient 

Project cost and implementation time 
doubled to deliver the main output, while 
other components partially delivered, 
canceled, or implemented by the 
government or by other agencies 
(para.25). 

Preliminary 

assessment of 

sustainability 

Less likely 

sustainability 

Less than likely 

sustainable 

 

Overall assessment Successful Less than 

successful 

 

Impact Not rated Satisfactory  

Borrower and 

executing agency 

Partly 

satisfactory 

Less than 

satisfactory  

 

Performance of ADB Satisfactory Satisfactory  

Quality of PCR  Satisfactory Please refer to para. 37. 
ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Note: This report uses the ratings terminology of April 2016 Guidelines for the Evaluation of Public Sector 
Operations. 
Source: ADB Independent Evaluation Department 
 

B. Lessons 
 

34. The PCR identified four lessons. The first lesson relates to the importance of using 
detailed engineering design to arrive at a more reliable cost estimates. The second highlights 
the need to include a price escalation clause in civil works contracts. The third underscores the 
benefits from more frequent missions to support project implementation. The last lesson 
highlights the importance of incorporating lessons and risk mitigation from previous projects. 
This validation would like to highlight that project design should be thorough, realistic in cost and 
time estimation, and in the delivery of target outputs. 
 

C. Recommendations for Follow-Up 
 

35. The PCR suggested a few project-related recommendations. One is for ADB to continue 
its dialogue with the government to ensure that public road safety awareness is increased and 
emergency services for vehicles and passengers are established according to international best 
practice. Another is for the covenant on the completion of access roads should be fully complied 
with. The PCR likewise recommended that fees collected at Zamiin-Uud and Ulaanbaatar be 
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 The regional department did not agree with the downgrade of the project to less than successful rating. 
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allocated directly to maintain this road. There may be a need to consider a fee increase or 
additional fee collection stations to guarantee adequate routine and periodic maintenance. 
Enforcement of vehicle weight restrictions was also recommended to avoid road damage. Key 
general recommendations of the PCR were on the need to obtain reliable cost estimates during 
engineering designs, to facilitate customs clearance for importing equipment and materials 
throughout the construction period, and to assist in building government capacity in all project 
management matters. This validation supports these recommendations. 
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 

A. Monitoring and Evaluation Design, Implementation, and Utilization 
 

36. The 2004 RRP stated that a project performance monitoring system, including baseline 
values for impact indicators, were to be established before project implementation. It also 
indicated that monitoring indicators were to be measured with the necessary frequency during 
project implementation (RRP, para. 50). The construction supervision consultant was to assist 
the executing agency in monitoring and evaluating the economic, social, and environmental 
impacts of the project. At inception, project completion, and 3 years after completion, the 
executing agency was to submit to ADB a report that summarizes key findings of monitoring and 
evaluation of changes that occurred in the 3 preceding years. The PCR indicated that the staff 
of the consultant’s project performance management system carried out a survey, monitoring, 
and assessment in 2011 and 2012 (PCR, Appendix 6). After the project roads were completed, 
a monitoring and evaluation survey was conducted. However, the PCR did not adequately 
discuss the project performance monitoring system. Thus, it was not possible to appropriately 
assess its design, implementation, and utilization. 
 

B. Comments on Project Completion Report Quality 
 

37. The quality of the PCR is satisfactory. The report is clear, succinct, and follows the ADB 
Project Administration Guidelines 6.07a.11However, this validation finds the discussion of the 
PCR on effectiveness lacking in justification. Other than this, there was adequate analysis and 
evidence to substantiate the ratings for relevance, efficiency, and sustainability. The PCR did 
not provide an assessment of the project performance monitoring system. Lessons and 
recommendations were adequate. 
 

C. Data Sources for Validation 
 

38. The data sources for this validation included the (i) RRP for Loan 2087; (ii) RRP 
supplementary loan (Loan 2621/Grant 0199); (iii) draft financing report for Loan 2087; (iv) PCR; 
(v) government PCR; (vi) Technical Assistance Completion Report on awareness and prevention 
of HIV/AIDS and human trafficking, Mongolia; (vii) loan review mission reports;(viii) country 
strategy and program update, Mongolia, 2004–2006; and (ix) project procurement-related review 
report (Office of Anticorruption an Integrity) dated October 2013. 
 

D. Recommendation for Independent Evaluation Department Follow-Up 
 

39. The PCR recommended that a project performance evaluation be conducted in 2018 to 
allow for a better assessment of the project impact. This validation supports this 
recommendation. 
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 ADB. 2009. Project Completion Report for Sovereign Operations: Project Administration Instructions (PIA) 6.07a. 
Manila. 
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