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I. PROJECT DESCRIPTION 
 

A. Rationale 
 

1. The project1 was developed to address the imbalance between the capital city of 
Ulaanbaatar and provincial capitals. As Ulaanbaatar gained economic momentum in the last 
decade, it attracted foreign assistance, which adversely affected balanced urban and 
regional development. About 40% of the urban population lives in the provincial capitals, 
which are expected to serve not only the towns themselves but also their rural hinterlands. 
Because of the lack of funds for rehabilitation and periodic maintenance, urban services and 
infrastructure in these towns were inadequate and were in poor condition. These provincial 
capitals needed to improve service coverage in their provinces so that they could function as 
sustainable regional economic centers as well as seasonal shelters for the rural population 
in the hinterlands. While the incidence of poverty in Ulaanbaatar was only 34%, the 
incidence of poverty in the project towns was more than 50%. The formal areas in urban 
settlements, with their full, networked utilities stood in contrast to the informal areas, with 
minimal services. High incidence of poverty and poor quality of living standards in the 
provincial towns indicated that poverty reduction programs should be targeted at the informal 
settlements. The Government of Mongolia sought to improve the quality of life and protect 

                                                 
1 ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan to 

Mongolia for the Integrated Development of Basic Urban Services in Provincial Towns Project. Manila. 
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public health by rehabilitating and extending basic urban services, while strengthening the 
capacity of public urban service organizations to provide and operate these essential 
services. Following the successful implementation of the Provincial Towns Basic Urban 
Services Project,2 which covered five western provincial capitals, the government sought to 
expand the project to other regions, where living conditions and service functions were 
rapidly deteriorating. 
 
B. Expected Impact 
 
2. It was expected that the project would improve the health and living conditions of 
town residents and reduce the inequality in the access to urban services between 
apartments and ger (traditional felt tent) residents. Impact would be measured by the (i) 
establishment of regional service centers, and (ii) percentage decrease of informal ger 
residents without utility services. 

 
C. Objectives or Expected Outcomes 
 

3. The project aimed to (i) improve access to and availability of affordable water supply, 
bathing facilities, and solid waste services for residents of ger areas; and (ii) improve the 
reliability of water supply, sanitation, and solid waste services for apartment residents and 
other formal users (no indicator was proposed).  The indicators for the expected outcomes 
are (i) increased number of water supply facilities to cover all ger areas, and at least two 
bathhouses in the ger areas in each town; and (ii) increased operational efficiency, reliability, 
and sustainability of the public urban service organizations (PUSOs). Resulting indicators 
were not quantified, but rather addressed only with “increased” or “improved” statements.  

 
D. Components and Outputs  
 

4. The project was comprised of the following: 
Part A 
(i) rehabilitation of the centralized water supply systems and improvement of 

water distribution for the residents of informal ger areas; 
(ii) improvement and extension of sanitation facilities, including sewage 

treatment works;  
(iii) refurbishment and replacement of heating and hot water supply systems, 

including boilers and heating distribution lines; 
(iv) provision of solid waste collection and management equipment; and 
(v) rehabilitation of public bathhouses and the provision of new public 

bathhouses to serve informal areas. 
Part B 
(i) project management, detailed engineering design, construction supervision, 

and implementation support; and  
(ii) institutional capacity development programs for the PUSOs, including (a) a 

community participation and health education program, (b) a water-loss 
reduction program and training in operation and maintenance, (c) training for 
the PUSOs in financial management and corporate planning, (d) land use 
planning and management, and (e) solid waste management planning and 
training. 

Part C—Pilot Component (added during the project) 
(i) provision of individual water connections in ger area settlements, 

                                                 
2 ADB. 1997. Report and Recommendation of the President to the Board of Directors: Proposed Loan to 

Mongolia for the Provincial Towns Basic Urban Services Project. Manila. 
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(ii) development of new housing areas with basic services installed and auction 
plots with network connections, and 

(iii) installation of electric water heaters in apartment buildings. 
 

E. Provision of Inputs 
 

5. Total project expenditure was $19 million, compared with the planned cost of $26.5 
million. ADB’s loan disbursements totalled $16.5 million, or 87% of the loan amount of $19 
million. The PCR3 (Table C in the Basic Data) indicates that the government financed $2.5 
million (13%). The main portion of the undisbursed loan was contingency, which originally 
amounted to $4 million. 
 
F. Implementation Arrangements 
 

6. The project management office (PMO) was initially designed to be within the 
Government Implementing Agency for Construction, Urban Development, and Public Utilities 
(GIACUDPU) under the Ministry of Infrastructure (MOI). The PMO was put under the 
Ministry of Construction and the Urban Development (MCUD) in 2004 after the government’s 
restructuring and reported directly to the state secretary of MCUD. However, the PCR notes 
that there were three changes in project manager, and none was in place between June 
2005 and January 2006. Implementation improved from 2006 with a stronger PMO, which 
was able to prepare detailed designs and contract documents, tendering, tender evaluation, 
and contracting with support from consultants. The PCR claims that the minor role of PUSO 
weakened the implementation arrangements, as all decisions on design and procurement 
were made at the central level, with no involvement from the borrowers, owners, and 
beneficiaries. 
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
  
A. Relevance of Design and Formulation 
 

7. The PCR rates the original project design as relevant. The PCR notes that the project 
was consistent with ADB’s Country Assistance Strategy, which supported poverty reduction 
and balanced regional development. The PCR also highlights that the project design 
incorporated lessons learned from Loan 1560-MON Provincial Towns Basic Urban Services 
Project in five western provincial capitals. Furthermore, the PCR explains that two design 
elements—(i) rehabilitation and extension of urban services in project towns, and (ii) 
corporatization and strengthening of PUSOs and tariff enhancement—were most consistent 
with ADB’s Strategy and program in Mongolia. However, it points out that the design of the 
pilot component was not relevant. 

 
8. This IED validation concurs with the PCR’s relevant assessment. The project aimed 
to accurately address the twin problems of imbalance in regional development and 
deficiencies in critical urban infrastructure and services. These problems were addressed 
with a comprehensive package of interventions that aimed to improve physical, economic, 
and social conditions, and to enhance institutional capacity for sustained development. The 
pilot project component’s limited relevance is demonstrated by the very small number of 
water supply and sewerage connections. Water heater systems were not used, though they 
were originally part of the pilot component, since (i) power failures occurred, resulting from 
the inability to absorb increased load; and (ii) heaters were expensive to operate due to the 

                                                 
3  ADB. 2003. Completion Report: Basic Urban Services in Provincial Towns Project in Mongolia. Manila. 
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high power consumption. Demand and willingness to pay analysis was needed to formulate 
a better design.  
 
 

B. Effectiveness in Achieving Project Outcomes 
 

9. The PCR states that the expected outputs defined during appraisal were partly 
achieved. The IED validation concurs with the PCR assessment that the project was less 
effective. The quality, coverage, and reliability of water supply and wastewater management 
in the project towns have been enhanced due to improved access to services.  By making 
water kiosks and public bathhouses more accessible to residents of ger areas, the project 
improved services for those who are generally the poorest residents and previously had the 
least access. While many of the infrastructure facilities intended at appraisal were completed 
and are benefiting a significant number of residents in the towns, the project did not achieve 
intended results in some key interventions such as (i) PUSO sustainability through increased 
tariffs; (ii) the pilot component of on-plot water and sewerage connections in selected ger 
settlements, and individual electric water heaters in some apartments; (iii) production of heat 
from supplied  boilers; and (iv) solid waste management component.  
 
C. Efficiency of Resource Use in Achieving Outputs and Outcomes 
 

10. The PCR does not provide a rating for efficiency, citing that data were not available 
for revaluation of the economic internal rate of return (EIRR) and financial internal rate of 
return(FIRR), particularly for the main components, which were district heating, sanitation, 
and solid waste management. The PCR indicates that loan utilization was only 78.5% due to 
the cancellation of some components, changes in scope, and appreciation of special 
drawing rights (SDRs) against the dollar and the local currency.  
 
11. The PCR stresses that project implementation started slowly, with very little progress 
during the first 4 years (2002–2005). This was due to delayed consultant recruitment; ineffective 
initial project management, resulting in three changes of project manager; and lengthy 
discussions on the proposed pilot component. The PCR points out that most civil works were 
contracted in 2006, and construction commenced in 2007. The executing agency’s evaluation 
committee took more than 10 months to agree on the evaluation of the consultant’s proposals for 
detailed engineering design. The PCR notes that, once civil works commenced, most were 
completed within 2 years in spite of limitations on actual construction work brought about by the 
harsh Mongolian winter, which allowed construction for only 6 months in a year. Overall, the 
project was delayed for 1.5 years compared with the original plan.  IED rates this project as less 
efficient due to delays in implementation and to the project’s unavailable data to revaluate EIRR 
and FIRR.  

 
D. Preliminary Assessment of Sustainability 

 
12. The PCR does not give a specific rating to the project’s sustainability but refers to its 
sustainability as “in question.” The PCR mentions the mismatch in boiler design and 
available fuel as an example to illustrate the project’s “questionable” sustainability. It argues 
that, with this situation, old heating stations that were planned to be decommissioned had to 
continue to operate, generating higher costs and endangering financial sustainability. The 
PCR points out that the inability of the PUSOs to raise tariffs to cover O&M costs as well as 
debt service undermines project sustainability. The IED validation rates project sustainability 
unlikely to be sustainable. Project sustainability is dependent on the ability of the PUSOs to 
provide adequate and continuing O&M of the project infrastructure and facilities. However, 
without increased tariffs to cover both O&M and debt service, sustainability is unlikely. The 
aimags (provincial governments) are hesitant to raise tariffs due to the perceived political 
fallout from such a move. Considering the limited financial resources at the provincial 
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government level, there might not be sufficient funds to finance adequate and continuing 
O&M, much less expanded service provision. The exclusion of local governments, users, 
and beneficiaries from the project preparation and implementation process may have 
contributed to its unlikely sustainability, because many of the owners and users were 
dissatisfied with some completed subprojects. 
 
E. Impact 
 
13. The PCR rates the impact of the project significant. The PCR indicates that the 
project had positive environmental and social impacts and cites benefits from wastewater 
management as an example. The PCR claims that improvements to quality, reliability, and 
coverage in both formal and informal settlements contributed to improved economic and 
demographic growth in the project towns. The PCR notes that implementation of actions 
associated with environmental and social safeguard requirements and associated action 
plans were satisfactory. The PCR emphasizes that provisions in the initial environmental 
evaluations were generally followed, and no environmental issues were identified during 
implementation. The IED validation rates the project as having moderate impact. There have 
been some physical outputs (e.g., kiosks, bathhouses, and water and sewerage 
connections), but no structured impact measurements were designated at the outset or 
during the project, nor any system to collect evidence of improvement in the livelihood of the 
poor, or  of PUSO’s technical and financial capacity. 
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Performance of the Borrower and Executing Agency 

 
14. The PCR rates the performance of the borrower and executing agency partly 
satisfactory. The PCR points out three factors that adversely affected project performance. It 
notes that the local governments and PUSOs were only slightly involved in project design, 
preparation, and contracting and had marginal consultations. These, if any, were conducted 
by the PMO and consultants, and could have greatly improved the design, implementation, 
and acceptability of the completed infrastructure facilities. The PCR cites widespread 
institutional weaknesses at the local government level, harming project sustainability. Lastly, 
the PCR maintains that the PMO’s inadequate capacity, particularly in the first half of project 
implementation, contributed significantly to poor project performance.  
 
15. The IED validation concurs with the PCR assessment that rates the performance 
partly satisfactory. The overly centralized structure of project management hindered the 
establishment of a more consultative and participatory process in project conceptualization, 
design, contracting, and implementation and prevented greater involvement of local 
governments, PUSOs, and beneficiaries in the project. This centralized project management 
structure led to many design and implementation flaws, which could have been averted or 
minimized. The insistence of the executing agency to include a pilot component well into 
project implementation delayed the project considerably. It was not based on adequate 
technical analysis, field investigation, actual field conditions, or beneficiary demand. The 
executing agency insisted on the inclusion of the pilot component, which caused the 
implementation of the main components of the project to slip by 24 months during this 
period. 

 
B. Performance of the Asian Development Bank 
 

16. The PCR rates the performance of ADB partly satisfactory. The PCR explains that 
the PMO and executing agency cited project delays due to lengthy periods taken by ADB to 
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review tender packages and contracts. The PCR confirms that the implementation 
scheduling improved when loan administration was transferred to the resident mission in 
September 2007, because the resident mission was able to respond more promptly to issues 
and to provide day-to-day support to the PMO.  The PCR points out that this arrangement 
helped put the project back on track after years of little progress. Lastly, the PCR observes 
that substantial project completion was attained 15 months after the transfer of loan 
administration to the resident mission. 
 
17. The IED validation concurs with the PCR rating. ADB missions conducted during the 
first 4 years cited long delays and institutional issues pertaining to weak project management 
capabilities exacerbated by changes in project manager. ADB should have exerted greater 
effort and involvement, particularly in enjoining the PMO and executing agency to decide 
promptly on (i) the design consultants, (ii) a stronger consultative and participatory process 
involving beneficiaries,and (iii) transferring loan administration to the resident mission. The 
resident mission was probably better attuned to the problems affecting the project and much 
more knowledgeable concerning appropriate actions to resolve the issues. ADB should not 
have agreed to the inclusion of the pilot component, given the hasty and inadequate 
technical preparation undertaken. ADB has financed numerous projects of a similar nature 
and is familiar with the issues that normally affect the urban sector. The project was not the 
first one financed by ADB in Mongolia, and ADB must have been aware of the institutional 
difficulties at both the national and provincial government levels. Despite this knowledge, 
ADB believed that provincial governments would agree to raise tariffs to fully recover costs 
and allow the PUSOs to impose and collect them.  
 
C. Other 
 

18. There is little information in the PCR (footnote 3, para. 62) on environmental and 
social impacts. According to the PCR, the project’s environmental and social impacts have 
been positive. The improved solid waste management systems and enhanced functioning of 
wastewater management systems should have delivered environmental benefits. The 
implementation of actions associated with environmental and social safeguards 
requirements and the associated action plans are considered satisfactory. Provisions on 
environmental management in the initial environmental evaluations were generally followed, 
and no environmental issues were identified during project implementation. No involuntary 
resettlement or land acquisition was undertaken under the project. 

 
IV.  OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 

 
A. Overall Assessment and Ratings 
 

19. The PCR gives the project an overall assessment of partly successful. The PCR cites 
the delays in project implementation due to procurement and institutional problems, and the 
exclusion of local governments and PUSOs from design and procurement as major factors 
that affected the project’s overall assessment. It declares that the absence of a functioning 
project monitoring and evaluation system impeded ADB, government, and PUSO ability to 
measure the success of the project in terms of outcome. 
 
20. The IED validation concurs with the PCR’s overall assessment. While important 
institutional reforms were not implemented, and some key subprojects including the pilot 
component  were not successfully implemented and completed, the project achieved 
benefits through infrastructure facilities such as water supply, wastewater management, and 
public bathhouses that were successfully completed.  
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Overall Ratings 
 
Criteria PCR IED Review Reason for Disagreement/Comments 
Relevance: Relevant Relevant  
Effectiveness in Achieving 
Outcome: 

Partly effective Less effective PCR uses different rating 

Efficiency in Achieving 
Outcome and Outputs: 

No rating Less efficient PCR provides no rating, citing no data were 
available to recalculate or reassess EIRR and 
FIRR. IED considered implementation 
efficiency as well. 

Preliminary Assessment 
of Sustainability: 

“In question” Unlikely to be 
sustainable 

 

Borrower and executing 
agency: 

Partly 
satisfactory 

Partly 
satisfactory 

 

Performance of ADB: Partly 
satisfactory 

Partly 
satisfactory 

 

Impact: Positive Moderate PCR does not specify assessment of 
environment, social impact, and PUSO 
capacity. 
 

Overall Assessment: Partly 
successful 

Partly successful  

Quality of PCR:  Partly 
satisfactory 

PCR uses unconventional assessment, such 
as “in question” for sustainability and “positive” 
for impact.  It also did not conduct EIRR and 
FIRR recalculation. EARD should have used 
available data for proxy to reassess the 
efficiency and sustainability of the project upon 
completion.  

ADB = Asian Development Bank, EARD = East Asia Department of the Asian Development Bank, IED = 
Independent Evaluation Department, PCR = project completion report. 
Source: ADB IED. 
 
B. Identifications of Lessons 
 

21. The PCR identifies the following lessons from the project: (i) the project would have 
benefited from greater local involvement in project planning, design, and implementation; 
(ii) local capacity constraints should have been addressed, and incentives for quality service 
provision offered; (iii) need for addressing not only infrastructure provision but also 
institutional and policy reform to ensure that assets built would be maintained adequately 
and used efficiently; (iv) need for detailed project formulation during project preparatory 
stage; (v) adoption of simple and affordable technologies in construction and facility 
improvements; and (vi) parallel provision of institutional development and training during 
project implementation. 

 
22. This validation concurs with the lessons identified by the PCR. In addition, thorough 
analysis of beneficiary preference, demand, and willingness to pay has to be conducted to 
ensure that preconceived notions of demand are verified, validated, and confirmed on the 
ground from the beneficiaries themselves. Very often project proponents from central 
government agencies have a different concept of needs and priorities from those at the field 
or local level. Local involvement in project conceptualization ensures greater project 
success, as there would be better ownership of project components and more accurate 
identification of needs of intended beneficiaries. Additional gains will be made through 
greater commitment for sustained O&M and more accurate assessment of willingness to 
borrow. 
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C. Recommendations for Follow-Up 
 

23. The PCR provides a number of sound recommendations on (i) local engagement, 
(ii) procurement, (iii) capacity assessment, (iv) covenants, and (v) monitoring and evaluation. 
 
24. While these are valid, all of the above demand more thorough assessment and due 
diligence on the capacity assessment of the executing agency by the project team during 
project formulation and appraisal. Based on the shortfalls of completed urban projects in the 
country, critical observations and comments from management and internal peer review by 
communities of practice are necessary. The IED validation also suggests that the resident 
mission in Mongolia assume more project monitoring and supervision functions to improve 
ADB project performance and reduce delays encountered in handling complications, and to 
be responsive and supportive during implementation. 
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 
 

25. There was no benefit monitoring survey undertaken during the project; thus it was not 
possible to determine its social impact, particularly on poverty reduction.  
 
B. Comments on Project Completion Report Quality 
 
26. PCR quality is rated partly satisfactory. It is not consistent with the PCR guidelines 
and relevant IED guidelines on rating, and uses assessments such as “in question” for 
sustainability and “positive” for impact. It also did not conduct EIRR and FIRR recalculation. 
EARD should have used available data for proxies to reassess the efficiency and 
sustainability of the project upon completion. 
 

C. Data Sources for Validation 
 

27. The report and recommendation of the President, back-to-office reports, PCR, and 
project files were used in this validation. 

D. Recommendation for Independent Evaluation Department Follow-up 
 
28. IED is aware that the next phase of this project is being processed. After the second 
phase, a project performance evaluation report may be performed to evaluate the impact in 
urban sector. 
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REGIONAL DEPARTMENT'S RESPONSE TO THE  
PROJECT COMPLETION REPORT VALIDATION REPORT 

 
On 20 December 2011, Director, IED2, Independent Evaluation Department (IED), received 
the following comments from Mongolia Resident Mission. 
 

We have reviewed IED's earlier draft project completion report validation 
report and its final draft. We appreciate that the comments we provided to 
IED on the earlier draft have been incorporated to the extent possible in the 
final draft. 
 
We recognize IED's concern about the lack of an FIRR and EIRR 
recalculation. Please note that we looked closely at ways to use existing data 
to complete the FIRR and EIRR as we were keen to present some metrics on 
project impact. However, we concluded the dearth of available data meant 
that such an exercise would have been perfunctory and of no additional 
value. We have taken this into account and are working with the executing 
agency for two ongoing projects in urban infrastructure to ensure data are 
available for a stronger evaluation of benefits once those projects are 
completed. 




