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FINANCIAL MANAGEMENT ASSESSMENT (MUB) 

A. Introduction 
 
1. The Financial Management Assessment (FMA) has been prepared in accordance with 
ADB’s Guidelines for the Financial Management and Analysis of Projects1 (the Guidelines) 
and the publication Financial Due Diligence A Methodology Note.2 This FMA incorporates the 
Financial Management Internal Control and Risk Management Assessment required by the 
Guidelines.   
 
2. The FMA considered the Municipality of Ulaanbaatar (MUB) as the Executing Agency 
(EA) for rental and affordable housing subprojects under the proposed Green Affordable 
Housing and Resilient Urban Renewal Program.3 The activities included a review of available 
documents, an interview of Accountant of the MUB Department of Finance and Treasury, 
Head of Project and Cooperation Unit, Vice Director of the NOSK and discussing issues with 
stakeholders. The expanded version of ADB’s Financial Management Assessment 
Questionnaire was accomplished with the participation of the Executing and Implementing 
agencies prior to completing the FMA.   
 
3. This assessment was amended for the Final Report. The updated FMA reflects 
subsequent developments and agreements related to the respective role of the MUB technical 
and financial investment components of the subproject. Upon confirmation of options for the 
subproject’s funds flow arrangements, the appropriate fund disbursement scheme through 
program accounts (ADF, OCR, other prospective donors such as the GCF, GEF and the GOM) 
with direct disbursements to either the MUB or direct payments to contractors with the use of 
an imp rest account and possibly sub-accounts will be finalized. The financial stability of the 
borrower EA was further examined using MUB’s historical financial statements for the period 
2007–2016. 
  
4. The first part of the report will center on the current financial management system in 
MUB Another section will comprise of an improvement plan as remedial measures to risks 
identified Oduring the assessment and strengthening the financial stability of the MUB andits 
PMO. 
 
B. Country Risk 

 
5. In a press release of the International Monetary Fund,4 the economic difficulties of 
Mongolia was summarized as follows: 
 

“With minerals accounting for up to 90 percent of total exports, the sharp drop in 
commodity prices from 2011 onward severely affected the balance of payments and 
fiscal position. Macroeconomic policy easing to buffer the economy from external 
shocks supported growth for a while, but at the cost of increasing public debt, 
weakening the balance of payments, and reducing banks’ asset quality. By end-2016, 
the large fiscal  deficit and the depreciation of the currency together pushed general 
government debt up to nearly 90 percent of GDP.“

                                                

1 Financial Management and Analysis of Projects. ADB. 2005. Refer page 14 of Knowledge Management 
Addendum for more information on the Financial Management Assessment. 

2 Financial Due Diligence A Methodology Note. ADB. 2009. Refer to page 3 for more information on the Financial 
Management Assessment. 

3  MUB is also known as the Governor’s Office of the Capital City Ulaanbaatar. 
4  Press Release No. 17/193, May 24, 2017, International Monetary Fund. 
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6. The Government of Mongolia presented an Economic Recovery Program and turned 
to the Fund for assistance. After the conduct of a lengthy consultative process, the IMF 
announced the following in its press release: 
 

“  The Executive Board of the International Monetary Fund (IMF) today approved a 
three-year extended arrangement under Extended Fund Facility (EFF) for Mongolia 
in a total amount of SDR 314.5054 million (about US$434.3 million, or 435 percent of 
quota) to support the country’s economic reform program.5 Other financing partners, 
including the Asian Development Bank, the World Bank, Japan, and Korea, have also 
committed to provide budgetary and project support, and the People’s Bank of China 
has agreed to extend its swap line with the Bank of Mongolia. In sum, the total 
financing package amounts to about $5.5 billion. The Board’s approval of the 
arrangement enables the immediate disbursement of an amount equivalent to SDR 
27.9560 million (about $38.6 million). 

  
The authorities’ program aims to stabilize the economy, restore confidence, and pave 
the way to economic recovery. A critical pillar of the program is fiscal consolidation, to 
reduce the pressure on domestic financial markets, stabilize the external position, and 
restore debt sustainability. The program includes important safeguards to protect the 
most vulnerable during this period of adjustment as well as institutional reforms to 
make sure the fiscal adjustment is durable. Another pillar of the program is a 
comprehensive effort to rehabilitate the banking system and strengthen the Bank of 
Mongolia. A broad set of structural reforms is designed to support private-sector led 
growth.” 

 
7.  ADB’s intervention through the proposed Green Affordable Housing and Resilient 
Urban Renewal Program will contribute to the program strengthening in the provision of 
housing needs to the vulnerable, access to concessional loans, and enticement of the private 
sector.  GOM will adopt reforms to strengthen the regulatory operations of the Bank of 
Mongolia, management of the asset liability management (ALM) the structural changes in the 
Development Bank of Mongolia (DBM), and the improvements in the banking sector. 
 
8. Flow of funds from ADB, government and other financiers, to the government, EA, IA, 
suppliers, contractors and ultimate beneficiaries will continue to be regulated by the provisions 
of Order 196 by the Minister of Finance of Mongolia approved in 10 July 2015. The Order 196 
provides government detailed regulatory guidelines on the disbursement of foreign loans and 
grants, and the implementation, coordination, financing, supervision and evaluation of projects 
and activities financed with foreign loans.  
 
9. Funds flow and arrangements will be guided specifically by provisions 20.1-20.13 of 
Section 20 and Annexes 4 and 5 of the Order 196. Upon approval of the withdrawal application 
by ADB, funds are deposited to an imprest account established by MUB subject to the 
approval of the MOF.          
 
C. Project Context  
 

1. Legal Basis of Finance and Budgeting Policies of MUB 
 

10. The key laws guiding financial operations of the MUB are the Mongolia law on Central 
Budgets, Public Sector Financial Management Law (PSFML) adopted in 2003 as well as 
relevant government issuances on Budgeting, Accounting, and other amendments.    

                                                

5 The dollar amount is calculated based on the SDR-dollar rate of 24 May 2017. 
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11. Under the PSFML, all budgetary entities under the Government must conform to the 
following core principles of financial management.  
 

(i) Identification of all projects, corresponding objectives and outcomes targeted 
for funding.  

(ii) Schedule for delivery of outputs on a contractual basis to ensure receipt of 
budget funding.  

(iii) Recruitment of required staff through open and competitive recruitment 
procedures after fair assessment of their qualifications and past work 
performance.  

(iv) Efficient handling of local finances and budgets and zero or minimal incurrence 
of receivables and unscheduled liabilities. 

 
12. The PSFML guides the financial planning and budget process for the key MUB 
entities.  Based on this law, MUB budget comprises of (i) local revenues, (ii) direct transfers 
from the state budget, and (iii) and investments for programs or projects carried out by MUB 
for the line ministries within City boundaries.  
 
13. In April 2014, the World Bank assisted in a financial self-assessment of the MUB and 
provided the following conclusions and recommendations:6 
 

(i) Improvement of financial reporting – a format that would reflect the own-source 
revenue.7  

(ii) Strengthening of capital investment and planning process – transparency in 
reporting specific sectoral investments to ensure equitable distribution of 
capital funds in response to sectoral needs. 

(iii) Strengthening of capital asset registry–Improvement of MUB’s Asset Registry’s 
accurate recording and monitoring of values. 

 
14. Greater oversight role over municipal-owned enterprises and their debts–as MUB’s 
authority to set tariffs for utilities is limited, full recovery of costs or investments in capital 
expenditures by its enterprises cause unplanned subsidies and difficulties in management of 
debts. 
 
15. The Capital City Housing Corporation (NOSK) was originally established under the UB 
People’s Khural Resolution #137 on 7 August 2015 to integrate the provision of housing to 
low- and mid-income citizens and general improvement of the housing conditions of the 
Capital City. 
 

The Affordable Housing Strategy listed the following major activities.8 
 

(i) Conduct of feasibility study for development of five new settlement areas 
covered by the City Housing Program.  

(ii) Thermo-Technical Renovation Project for precast apartment buildings.  
(iii) Preparation of housing database of city through (i) conduct of housing market 

survey, including current housing supply and demand, rental housing market, 
current housing stock and public expectations, such as rental housing rent to 
own scheme, short and long term rental scheme, and contractual savings 
scheme; (ii) conducting land and real estate survey, including real estate and 

                                                

6 Ulaanbaatar Financial Self-Assessment, World Bank, April 9, 2014. 
7 Own-source revenue was computed as total revenues minus intergovernmental transfers, WB Report on MUB 

Financial Self-Assessment, April 2014. 
8 Brief Introduction to NOSK, NOSK Handout, March 2017. 
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land market, current infrastructure capacity and provision; and (iii) developing 
software of housing database including all mentioned surveys and online 
questionnaires of housing demand and supply. 

(iv) Development of financial scheme for affordable housing. 
(v) Study on the provision of down payment subsidies for Municipal civil servants. 
(vi) Establishment and improvement of the legal framework of housing provision 

with the development of regulations on rental housing, new settlements, and 
retrofitting of old pre-cast panel buildings.  

(vii) Support ger area redevelopment and land readjustment projects.  
 

16. The MUB follows all the prevailing laws on budgeting such as the PSFML, 
accounting, audit and other regulations and amendments as promulgated by the Ministry of 
Finance and the Government of Mongolia.  Budget for its ongoing projects are included in the 
Capital City budget as covered by the City Resolution #889 dated 16 November 2015.   
 
17. MUB and its PMO will adhere to Ministerial Order 196 issued by the Ministry of 
Finance on 10 July 2015 which provides detailed government regulatory guidelines on the 
disbursement of foreign loans and grants, and the implementation, coordination, financing, 
supervision and evaluation of projects and activities financed with foreign loans.   
 
D. Summary Assessment of Current Financial Management System 
 

1. The Municipality of Ulaanbaatar – Department of Finance and Treasury 
 
18. The City Government of Ulaanbaatar, often referred to as Municipality of Ulaanbaatar 
(MUB) is a comprehensive, administrative, territorial, economic and social complex with a 
special status and independent budget.  Mongolian law on the legal status of the Capital City 
states MUB’s functions, duties and responsibilities.  MUB’s main purpose is to provide public 
urban services for its constituents.  There are 9 districts in the capital city, which are in turn 
divided into 121 sub-districts or khoroos. The khoroo is the venue at which planning and 
privatization of services is generally done through inputs from communities.  
 
19. MUB is also responsible for implementation of city land administration and 
privatization. The Citizens Representative Khural (CRK) approves the strategic plan, annual 
budgets, master plan and plans for implementing land privatization programs and allocation 
of property development.   
 

2. Organizational Structure 
 

20. The MUB Department of Finance and Treasury is headed by a State Chief Accountant  
and supported by: 
 

(i) Accountant who is responsible for collecting and reviewing financial reports 
from other entities – 1 

(ii) Control specialist (investment performance) – 2 
(iii) Payment Specialist – 1  
(iv) Funding and spending control specialist – 1 
(v) Budget Management Division (6 staff members) 
(vi) Budget Administrative Division (8 staff members) 
(vii) Investment Division (10 staff members) 
(viii) Price Management division (7 staff members) 
(ix) Enterprise Management Division (5 staff members) 
(x) Inspection Division (7 staff members)  
(xi) Legal Division (2 staff members) 
(xii) Computerization Division (5 staff members) 
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(xiii) Organizational and Administration Division (9 staff members) 
 
21. “Code of Ethics for Civil Servants” approved by Cabinet resolution №. 288 of 2010 and  
the “Code of Ethics of Capital Administrative Staff”  approved by Mayor of MUB provide the 
comprehensive rules and regulations related to code of conduct for state administrative 
agencies including civil servants at all levels. Historically, there have been no issues involving 
violation of good moral standards. Audit opinion for fiscal year 2016 indicated that all financial 
statements are in accordance with International Financial Reporting Standards, International 
Accounting Standards of Public sector and an Accounting preparation guidelines approved by 
Ministry of Finance in conformity with International Accounting Standards.9 
 
E. Fund Flow Arrangements 

 
22. Policies and procedures will be compiled in a manual revised for project activities. All 
state agencies are covered by the state Accounting law and in accordance with International 
Accounting Standards.  Only GOM has the authority to introduce any alteration to the laws.  
MOF issues relevant circulars to serve as implementing rules and regulations for amendments 
to laws or new laws. The MUB DOF has manual of policies and procedures covering 
provisions of Accounting Law and other regulations and guidelines issued by the MOF. DOF 
manual of accounting policies and procedures will be updated and distributed to appropriate 
personnel.  Audit and Inspection routines facilitate verification and monitoring of compliance 
with policies and procedures. 
 
23. The PMO will prepare budget based on guidelines and project financing plan. Project 
plans and budgets of project activities will be prepared by the PMO with assistance from their 
local consultant.  Approval of the MUB will be obtained and this will form part of reporting 
requirements. 
 
24. The PMO will establish controls and procedures, segregation of duties, accounting and 
financial management functions in line with the MUB DOF system.  The various participating 
MUB departments and the PMO will work closely in the project preparation phase and will 
continue to during implementation.  Project reporting and audit arrangements will run smoothly 
as the lines of reporting and funds flow, financing plan, feasibility study will be  embodied in a 
manual to ensure records are readily available for the independent and state audits.  Realistic 
project implementation schedule should be prepared to set the withdrawals from the ADF and 
OCR loans as well as the counterpart funds from the State Treasury.  Program of expenditures 
will establish the completion targets and compliance to agreed DLIs to fund project 
development requirements.  Revenue projections should be adjusted to include expected 
growth arising out of forthcoming project assets.   

 
F. Analysis of MUB’S Financial Performance 

 
25. The financial tables provided by the MUB Department of Finance and Treasury for the 
period 2007 to 2016 were utilized for the assessment.  All income statements passed through 
audit and the latest audit report for 2016 stated that there were no adverse findings or 
irregularities.   

 
 
 
 
 
 

                                                

9 Official Letter № 899.  National Audit Office, Capital City, 20 April 2017. 
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Figure 1: Funds Flow Diagram for MUB 

 
 
26. It can be gleaned from the summary income statements of MUB (2007-2016) 
presented in Table 1, that the revenues for the period reached an average growth rate of 
60.7%.  Major sources of revenues were (i) personal income tax which grew at 26.7% over 
the same period; (ii)   non-tax revenues, and (iii) transfer revenues. It must be noted that the 
growth of total revenues for 2014 to 2016 declined from 19.2% to the lowest rate of -32.7%.  
Revenues peaked in 2009 with an 857% rise over the previous year and this is attributable to 
the boom in the mining industry where income tax hiked and so with other taxes (Table 2).    

 
27. Table 3 shows that for the same period (2007-2016), capital expenditures reached an 
average growth level of 74.5% and recurrent expenditures at 37.3%%. Local investments 
indicated a climb to 60% for the period. The declining growth in surplus resulted in a decline 
of 1.9% of surplus against revenues in 2013. This amount of surplus against revenues slightly 
improved from 2014-2016 at an average of 4.5% growth. 

 
28. Comparing average figures for the same period against international benchmarks as 
presented in Table 4, the financial condition of MUB is strong in (i) its own source revenues 
against total revenues at 67.9%, (ii) total revenues over total expenditures at 123.4%, and (iii) 
total expenditures as a % of total revenues at 87%.  This strongly indicates that the city 
generates its revenues from its own sources such as taxes and the generation of income 
adequately supports all expenditures with allowance for surplus. Recurrent revenue 
generation at an average of 43.7% should be strengthened to reach the acceptable standard 
of greater than 65%.



7 

 

 

 

Table 1: Revenues, Expenditures, Surplus/(Deficit) for the Period 2007 – 2016 (in Millions MNT) 
Item 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Revenues from Taxes           
Personal Income Tax 5,893.6 7,644.7 73,170.8 102,094.0 153,283.0 226,723.2 306,368.7 322,521.0 321,668.5 351,900.5 
Income Tax of Economic Entities 

        
1,694.4 

 

Property Tax 4,934.9 5,672.9 6,574.0 8,682.0 10,371.5 13,250.2 23,625.7 28,129.7 33,030.8 44,126.2 
VAT 5,103.4 4,398.9 5,923.3 5,947.0 

      

Tax on Vehicles 
      

16,787.5 19,601.0 20,551.8 21,836.8 
Goods and services tax 

    
53,468.0 70,316.8 

    

Excise Tax 
          

Other Tax 9,601.9 7,853.2 23,762.6 26,347.0 
  

86,208.4 89,417.7 89,341.1 81,882.1 
Total Revenues from Taxes 25,533.8 25,569.7 109,430.7 143,070.0 217,122.5 310,290.2 432,990.3 459,669.4 466,286.6 499,745.6 
   Non-tax Revenues 11,869.6 7,721.8 12,775.5 16,008.0 78,860.6 91,149.8 155,003.4 401,762.6 431,841.8 475,419.5 
Capital Revenues 1,491.6 1,740.7 

 
5,196.0 

      

Revenues from Privatization  2,274.0 3,172.0 1,753.7 
       

Grants 
 

11,389.9 
  

324,375.9 479,335.2 920,081.9 943,458.8 1,124,833.3 385,870.1 
Revenues from Land Rental 11,290.8 15,838.1 17,237.6 

       

TOTAL REVENUES 52,459.8 65,432.2 141,197.5 164,274.0 620,359.0 880,775.2 1,508,075.6 1,804,890.8 2,022,961.7 1,361,035.2 
EXPENDITURE ITEMS 

          

Payroll and Premium 3,182.7 6,240.2 9,593.1 13,066.7 26,300.5 32,744.8 189,949.9 223,211.1 226,883.1 256,102.2 
Social security contributions 710.2 600.0 1,041.4 1,556.0 3,230.2 3,646.9 20,778.9 23,657.1 24,967.3 30,061.4 
Health insurance contributions 97.0 12.8 

        

Social benefits 
    

2,581.7 4,716.5 92,221.5 117,369.8 145,571.0 151,078.2 
Other operational costs 

 
16,302.6 

  
1,802.8 1,277.4 204,488.3 415,699.4 439,859.8 258,696.9 

Other purchases of goods and services 34,178.0 30,727.2 27,591.6 24,935.1 64,767.4 117,105.9 63,706.8 75,189.3 95,510.9 139,728.9 
Current transfers 

    
217,202.2 363,072.0 580,874.5 598,149.8 647,406.4 279,134.0 

Capital costs 
        

230,050.2 124,757.7 
Local investment 8,976.9 17,364.3 21,794.0 37,729.0 172,131.9 170,718.2 264,854.9 205,676.9 

  

Investments financed by foreign loans 
    

2,146.6 9,394.3 4,853.9 15,815.1 
  

Interest expenses 
      

717.6 163.8 
  

Capital and O&M Subsidies 25.6 
  

26,237.0 40,146.1 41,712.6 55,695.7 63,021.8 82,260.3 75,472.3 
Program and project costs 

    
27,634.1 57,726.2 

    

Strategic reserves expenses 
      

1,292.0 0.5 
  

TOTAL EXPENDITURES 47,170.4 71,247.1 60,020.1 103,523.8 557,943.5 802,114.8 1,479,434.0 1,737,954.6 1,892,509.0 1,315,031.6 
Surplus/Deficit 5,289.4 -5,814.9 81,177.4 60,750.2 62,415.5 78,660.4 28,641.6 66,936.2 130,452.7 46,003.6 
Surplus/(Deficit) as % of Total Revenues 10.1% -8.9% 57.5% 37.0% 10.1% 8.9% 1.9% 3.7% 6.4% 3.4% 
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Table 2: MUB Revenues for the Period 2007 – 2016 (in Millions MNT) 
Item 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Recurrent Revenues 
          

Income Tax 5,893.6 7,644.7 73,170.8 102,094.0 153,283.0 226,723.2 306,368.7 322,521.0 323,362.9 351,900.5 
Property Tax 4,934.9 5,672.9 6,574.0 8,682.0 10,371.5 13,250.2 23,625.7 28,129.7 33,030.8 44,126.2 
Tax on Goods and Services  5,103.4 4,398.9 5,923.3 5,947.0 53,468.0 70,316.8 0.0 0.0 0.0 0.0 
Other Taxes 9,601.9 7,853.2 23,762.6 26,347.0 0.0 0.0 102,995.9 109,018.7 109,892.9 103,718.9 
Total Recurrent Revenues 25,533.8 25,569.7 109,430.7 143,070.0 217,122.5 310,290.2 432,990.3 459,669.4 466,286.6 499,745.6 
Non-Tax Revenues 11,869.6 7,721.8 12,775.5 16,008.0 78,860.6 91,149.8 155,003.4 401,762.6 431,841.8 475,419.5 
Transfer Revenues 3,765.6 16,302.6 1,753.7 5,196.0 324,375.9 479,335.2 920,081.9 943,458.8 1,124,833.3 385,870.1 
Revenues from Land Rental 11,290.8 15,838.1 17,237.6 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Total Revenues 52,459.8 65,432.2 141,197.5 164,274.0 620,359.0 880,775.2 1,508,075.6 1,804,890.8 2,022,961.7 1,361,035.2 

 
Table 3: MUB Expenditures for the Period 2007 – 2016 (in Millions MNT) 

Item 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Recurrent Expenditures 

          

Total Cost of Goods and Services 38,070.9  37,567.4  38,226.1 39,557.8  94,298.1  153,497.6  274,435.6  322,057.5  347,361.3  425,892.6  
Salaries and Premium 3,182.7  6,240.2  9,593.1  13,066.7  26,300.5  32,744.8  189,949.9  223,211.1  226,883.1  256,102.2  
Social Security Contributions 710.2  600.0  1,041.4  1,556.0  3,230.2  3,646.9  20,778.9  23,657.1  24,967.3  30,061.4  
Other Goods and Services  34,178.0  30,727.2  27,591.6  24,935.1  64,767.4  117,105.9  63,706.8  75,189.3  95,510.9  139,728.9  
Capital and O&M Subsidies 25.6  -    -    26,237.0  40,146.1  41,712.6  55,695.7  63,021.8  82,260.3  75,472.3  
Total Recurrent Expenditures 38,096.5  37,567.4  38,226.1  65,794.8  134,444.2  195,210.2  330,131.3  385,079.3  429,621.6  501,364.9  
Additional Operating Costs 

          

 Health Insurance Contributions 97.0  12.8  -    -    -    -    -    -    -    -    
Social Benefits -    -    -    -    2,581.7  4,716.5  92,221.5  117,369.8  145,571.0  151,078.2  
Other Operating Costs -    16,302.6  -    -    1,802.8  1,277.4  204,488.3  415,699.4  439,859.8  258,696.9  
Total Other Operating Costs 97.0  16,315.4  -    -    4,384.5  5,993.9  296,709.8  533,069.2  585,430.8  409,775.1  
Capital Expenditures 

          

Current transfers -    -    -    -    217,202.2  363,072.0  580,874.5  598,149.8  647,406.4  279,134.0  
Capital costs -    -    -    -    -    -    -    -    230,050.2  124,757.7  
Local Investment 8,976.9  17,364.3  21,794.0  37,729.0  172,131.9  170,718.2  264,854.9  205,676.9  -    -    
Interest Expenses -    -    -    -    -    -    717.6  163.8  -    -    
Investments financed by foreign 
loans 

-    -    -    -    2,146.6  9,394.3  4,853.9  15,815.1  -    -    

Program and project costs -    -    -    -    27,634.1 57,726.2  -    -    -    -    
Strategic reserves expenses -    -    -    -    -    -    1,292.0  0.5  -    -    
Total Capital Expenditures 8,976.9  17,364.3  21,794.0  37,729.0  419,114.8  600,910.7  852,592.9  819,806.1  877,456.6  403,891.7  
Total Expenditures 47,170.4  71,247.1  60,020.1  103,523.8  557,943.5  802,114.8  1,479,434.0  1,737,954.6  1,892,509.0  1,315,031.6  
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Table 4: MUB Financial Performance Indicators 

Indicator 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 

Average 
2007-
2016 

International 
Benchmark 

STRONG WEAK 
Own source revenues 
as % of Total revenues 

100.0% 82.6% 100.0% 100.0% 47.7% 45.6% 39.0% 47.7% 44.4% 71.6% 67.9% >65% <50% 

Recurrent revenues as % 
of Total revenues 

48.7% 39.1% 77.5% 87.1% 35.0% 35.2% 28.7% 25.5% 23.0% 36.7% 43.7% >65% <50% 

Operating expenditures 
as % of Total 
expenditures 

81.0% 75.6% 63.7% 63.6% 24.9% 25.1% 42.4% 52.8% 53.6% 69.3% 55.2% N/A N/A 

Local investment as % of 
Total expenditures 

19.0% 24.4% 36.3% 36.4% 30.9% 21.3% 17.9% 11.8% 0.0% 0.0% 19.8% N/A N/A 

Total revenues as % of 
Total expenditures 

111.2% 91.8% 235.3% 158.7% 111.2% 109.8% 101.9% 103.9% 106.9% 103.5% 123.4% >100% <95% 

Total expenditures as % 
of Total revenues 

89.9% 108.9% 42.5% 63.0% 89.9% 91.1% 98.1% 96.3% 93.6% 96.6% 87.0% <95% >100% 
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G. Proposed Financial Management Improvements 
 

29. To mitigate the risks associated with financial management deficiencies based on the 
accomplished FMAQ of the executing agency (MUB) and NOSK, specific actions are 
recommended to be undertaken by the entities. Table 5 below summarizes the proposed financial 
management improvement plan. Table 6 presents the assessment results of the financial 
management risks.  
 

Table 5: Financial Management Improvement Plan 

Risk Description Risk Action Period 
Responsible 

Agency 

1  Implementing Entity. 
Reporting of suspected 
fraud, waste or misuse 
of project resources or 
assets. 

Low Monitor compliance with 
financial management 
policies and procedures 

During 
implementation 

Ministry of Finance 
(MOF) through 
mandatory external 
audit in addition to 
MUB internal audit 
as required by the 
ADB 

 Monitor reports on 
suspected fraud, waste 
or misuse of project 
resources or assets 

During 
implementation 

Internal Audit and 
Compliance Units 
within the MUB and 
a sub-unit within the 
PMO. 

2  Funds Flow. 
Deficiencies and 
misinterpretation of 
ADB guidelines in 
disbursement and 
withdrawal of program 
funds by MUB and the 
PMO. 

Moderate MUB/PMO to liaise 
regularly with ADB and 
Project Consultant 
Team to ensure that 
ADB guidelines and 
GoM Decree # 196 are 
followed. 

During 
implementation 

The MUB 
Department of 
Finance and 
Treasury accounting 
staff/PMO 

 Provide additional 
training to implementing 
unit in handling ADB 
disbursements and 
utilization of advance 
account and other 
possible sub-accounts 
depending on funds 
flow arrangements for 
the project. 

Before start of 
implementation 
–last quarter of 
2018 

ADB/MUB/PMO 

3  Staffing. Adequacy of 
staff at the Project 
Finance and Accounting 
Department and lack of 
training on ADB 
procedures. 

Moderate Engage Project 
Consultants familiar 
with ADB procedures. 

First quarter of 
implementation 

ADB / MUB/PMO 

 Provide regular training 
on ADB’s procurement 
and disbursement 
processes. and assign 
adequate number of 
qualified staff to PMO 

 ADB / MUB/PMO 
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Risk Description Risk Action Period 
Responsible 

Agency 

4  Accounting. 
Adherence to 
accounting policies and 
procedures. 

Moderate Engage Project 
Consultants who can 
help the PMO develop 
and make operational a 
project accounting 
system in a manner 
consistent with the   
accounting system 
prescribed by the MOF 
and Decree # 196 as 
well as ADB’s policies 
and procedures for loan 
disbursements and 
financial reporting. 

During 
implementation 

ADB/MUB/PMO 

5  Budgeting. Preparation 
of physical and financial 
targets, and variations 
from budget. 

Moderate Decree #196 provides 
all procedures and 
guidelines in budgeting 
procedures of projects 
with external financing. 
With support of  and  
training from Project 
Consultants,  prepare 
budget and subproject 
targets for approval of 
MUB 

During 
implementation 

ADB/MOF/MUB/ 
PMO 
 

 Submit any variation 
from budget for 
approval 

During 
implementation 

PMO 

6  Payments. Compliance 
with procedural 
requirements for direct 
disbursements and 
maintenance of imprest 
account. 

Low Undertake capacity 
building program for 
PMO to strengthen 
procedures for 
processing of payments 
in accordance with ADB 
policies. 

During 
implementation 

ADB 

7  Internal audit. Capacity 
of the Internal Audit 
Department. 

Low to 
Moderate 
 
 

Provide 
training/capacity 
development to MUB 
and PMO on funds flow 
arrangement and ADB 
guidelines on project 
disbursements, 
accounting, and 
reporting. 

First quarter of 
project 
implementation 

ADB 

8  External audit. Timely 
audit process and 
availability of audited 
financial statements. 

Low Prepare annual project 
accounts and ensure 
accurate record-keeping 
and reconciliations 

During 
implementation 

PMO 

 Hire an external auditor 
to audit project financial 
statements. 

During 
implementation 

ADB loan 
covenants/ PMO 
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Risk Description Risk Action Period 
Responsible 

Agency 

9  Reporting and 
monitoring. Audited 
financial reports are 
produced based on 
project disbursement 
records and in 
accordance with GOM 
and donor 
requirements. 

Moderate Prepare financial 
reports through an 
automated accounting 
system with support of 
project consultants 

During 
implementation 

ADB/MMOF/MUB/P
MO Finance and 
Treasury 
Department of MUB 
and PMO 

 Monitor compliance with 
loan covenants, 
including submission of 
audited project 
accounts 

During 
implementation 

ADB/MUB/PMO 

10  Information systems. 
Management of 
information systems 
should include 
appropriate safeguards 
to confidentiality. 

Low Produce reports through 
a computerized financial 
management system 
with support and 
training from project 
consultants 

During 
implementation 

MOF/MUB/PMO 

 Provide regular backups 
to all accounting 
systems and strengthen 
security measures to 
ensure confidentiality 
and integrity of data in 
the systems. 

During 
implementation 

MUB/PMO 

 
30. A financial management internal control assessment was conducted. 10  The risk-
assessment approach is based on International Standards on Auditing 400: Risk Assessment and 
Internal Control 11  and will be augmented once agreement is finalized on the disbursement 
arrangements.  The following financial risks are based on existing circumstances, staffing and 
procedures, and include recommendations for risk mitigation measures, as needed. The control 
risk of MUB /PMO is summarized in the following Table 6 based on responses to the 
questionnaires provided to them. 
 

Table 6: Financial Management Risk Assessment Summary 
 Risk Assessment Risk Description Remarks/Mitigation Measures 

1.  Executing/Implementing Entity 

1.1 Executing Entity 
–MUB 

Low Inadequate financial 
management capacity 
given the MUB 
administration which 
was installed after the 
election in 2016. 

MUB continues to rank high in MOF’s list of 
government entities in the areas of financial 
management and compliance with accounting 
standards and by virtue of the financial 
management policies and procedures. 

1.2 Implementing 
Entity–PMO – to 
be established 
by MUB 

Moderate 
 

Inadequate financial 
management capacity 
with just established by 
MUB Order 137 in 
August 2015 and not 
having managed any 
externally funded 
project. 

The PMO is directly under the supervision of 
the MUB in management of its housing 
projects.  Further, the MUB   Vice Mayor is 
responsible for appointment of PMO director 
as well as the policies and guidelines to be 
adopted in project implementation.   
MOF directly hires the finance and accounting 
staff of the PMO to ensure qualifications for 
efficient funds flow activities are met.  The 

                                                

10  Financial Management Questionnaire (FMAQ) 2015 and Financial Management Assessment. ADB. 2010. 
11  Financial Management and Analysis of Projects. ADB. 2005 
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 Risk Assessment Risk Description Remarks/Mitigation Measures 

Misinterpretations and 
inappropriate funds flow 
and financing 
arrangements.  
 

contract is reviewed and renewed on an 
annual basis.   
The PMO will receive training in funds 
management under the ADB loan withdrawal 
procedures. 

1.3 Code of Ethics Low Lack or  unclear policy 
of where and how to 
report suspected fraud 
and waste or misuse of 
project resources or 
assets 

An existing Compliance Unit within MUB and 
another subunit to be created within the PMO 
will receive and monitor reports on suspected 
fraud, waste or misuse of project resources or 
assets. 

2. Funds  Flow     
Arrangements 

 Deficiencies and 
misinterpretation of ADB 
guidelines on withdrawal 
and disbursement of 
program funds 

 

2.1 Executing 
Entity–MUB 

Low 
 

 EA/IA will coordinate regularly with ADB and 
will also work with the PMO Consultants to 
ensure that ADB guidelines are followed. 
Proper coordination with MUB Department of 
Finance and Treasury and other relevant 
units within the PMO will be undertaken with 
capacity strengthening support from 
Consultants. 

2.2 Implementing 
Entity– PMO  

Moderate  In general, MOF and MUB will contract 
services of the PMO accountant who has had 
experience in financial management of 
projects funded by donors such as the ADB, 
the World Bank, and other international 
donors. Training will include the use of the 
imprest account and sub-accounts. 

3.  Staffing 

3.1 Executing Entity–
MUB 

Moderate Adequacy of staff and 
sufficiency of their 
knowledge and 
understanding of ADB’s 
disbursement policies 
and procedures. 

It is expected that the new staff in MUB’s 
Department of Finance and Treasury will gain 
from the experience of handling Ger Area 
Development Investment Program (GADIP) 
Tranche 1 Project.  It is expected that the 
Consultants to the implementation of Tranche 
2 will provide training on ADB’s disbursement 
policies and procedures to facilitate 
withdrawal applications.   

3.2 Implementing 
Entity– PMO  

Moderate  In general, only one accountant is appointed 
at the PMO level and is tasked with all the 
responsibilities of financial management. With 
contracts to be awarded within project the 
implementation period, additional junior staff 
will need to be hired for the unit to be able to 
handle the increase in work volume. 

4.  Accounting Policies and Procedures 

4.1 Executing Entity–
MUB 

Low 
 

Adherence to 
accounting standards 
and regulations and 
timeliness of reporting  

The MUB Department of Finance and 
Treasury uses the E-balance customized 
accounting software which uses the 
government’s accounting system and chart of 
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 Risk Assessment Risk Description Remarks/Mitigation Measures 

 accounts which also adheres to international 
public accounting standards.  
 MUB operates within the provision of state 
decree No. 196 on externally funded projects.  

4.2 Implementing 
Entity– 
PMO  

Moderate 
 

 At the PMO level,   the PMO Consultants will 
support needs with the development of a 
web-based electronic accounting system.  
The system must be compatible with MUB’s 
E-Balance system and incorporate all the 
recording, reportorial, withdrawal, and 
disbursement requirements of the 
Government, ADB, and other donors, if any. 
Training by the PMO Consultants of the PMO 
staff  and MUB staff on the electronic 
accounting system will be part of the system 
turn over process. 

5.  Budgeting 
System 
 

Moderate Inadequate coordination  
within the PMO in 
preparing the physical  
and financial targets for 
each budgeting cycle 

 

5.1 Executing 
Entity–MUB 

  The MUB will oversee and approve the 
annual budget of the PMO for the project.  
Experience in ability to handle parallel 
monitoring of physical and financial targets in 
budget preparation will be gained and 
improved with the implementation of GADIP 
Tranches 1 and 2. 

5.2 Implementing 
Entity– PMO  

Low  The PMO accountant will prepare 
consolidated annual project budget for 
approval of MUB. This will cover the 
preparation of implementation targets. – 
procurement of goods and services with 
pertinent timeline to determine  budgetary 
requirements. For the budgetary process to 
be more effective, the coordination between 
the engineering and other units in the PMO 
and the accounting unit should be 
strengthened and well-coordinated. 

6.  Internal Audit 

6.1 Executing Entity–
MUB 

Low 
 

Limited capacity for 
internal audit  
 

The MUB Department for Finance and 
Treasury has an internal audit unit which 
currently handles all internal audit 
requirements of all MUB’s departments.  
 

6.2 Implementing 
Entity– PMO   
 

Low  PMO does not have an internal audit unit and 
will rely on the internal audit of MUB which 
will oversee all project disbursements. 

7.  External Audit     

7.1 Executing Entity–
MUB 

Low Delayed audit process 
and submission of 
audited financial 
statements in 
accordance  with the 
loan agreements 

External auditor is appointed by the National 
Audit Office.   With the new MUB 
administration, the audited statements for 
2014 to 2016 had to be reviewed, delaying 
the submission of financial statements to 
ADB.  MUB’s E-Balance system, is expected 
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 Risk Assessment Risk Description Remarks/Mitigation Measures 

to produce improved financial reports which 
will facilitate the more timely conduct and 
submission of annual audited reports.   

7.2 Implementing 
Entity– PMO  

 

Moderate  The PMO will prepare the project financial 
statements with the electronic accounting 
system to be developed by the Consultants.  
The external auditor of MUB will most 
possibly undertake audit of the project 
financial statements.   

8. Reporting and Monitoring 

8.1 Executing Entity–
MUB 

Low Audited financial reports 
are not prepared on time 
and do not comply with 
government 
requirements and 
international public 
accounting standards. 

The Finance and Treasury Department of 
MUB uses the E-Balance system and the 
Consultants should develop an electronic 
accounting system for the PMO which is 
capable of linking with the MUB system. 

8.2 Implementing 
Entity– PMO  
 

Moderate  The PMO will generate all reportorial 
requirements using the electronic accounting 
system for development by Consultants and 
will coordinate with the MUB for the 
necessary approvals and endorsement to the 
MOF as well as submission to ADB and other 
donors as stipulated in the loan agreements. 

9.  Information 
Systems 

Moderate Management of 
information systems do 
not include appropriate 
safeguards to 
confidentiality 

 

9.1 Executing Entity–
MUB 

Low  MUB’s E-Balance system is used by trained 
and qualified staff to produce accurate and 
timely reports.  Appropriate safeguards such 
as passwords, keys, bac up system and other 
tools are in use by key officials of the Finance 
and Treasury and other pertinent 
departments. 

9.2 Implementing 
Entity– PMO  

 

Low  In the same manner, the project electronic 
accounting system will have appropriate 
safeguards and security measures, enabling 
confidentiality and integrity of data in the 
system. 
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FINANCIAL MANAGEMENT ASSESSMENT (DBM-AMC) 

 
A. The Development Bank of Mongolia 
 

31. The Development Bank of Mongolia (DBM) is a Government-owned, government policy-
oriented statutory financial institution established on 25 March 2011 pursuant to the Resolution 
No. 195 dated 20 July 2010 issued by the Government of Mongolia and under the Law on 
Development Bank of Mongolia passed by the Parliament on 10 February 2011. DBM was 
registered with the Legal Entity Registration Office of the General Authority for State Registration. 
It conducts its business under the direct supervision of the Cabinet, which is the highest institution 
of government administration in Mongolia, and is regulated, principally, by the Law on 
Development Bank of Mongolia. The Bank commenced its operations in May 2011. 
 

32. In accordance with Article 21.1 of the Law on Development Bank of Mongolia, Parliament 
has a right to decide and approve the source of equity financing that the Government provides to 
the DBM and sets the upper limits for the government loan guarantees. The DBM is not subject 
to the rules and regulations issued by the Bank of Mongolia (BOM) for commercial banks. The 
DBM’s policy is directed to maintaining a strong capital base to maintain investor, creditor and 
market confidence and to sustain its business into the future.   
 

33. Following the enactment of Parliament Resolution No. 41 dated 18 February 2015, the 
Government of Mongolia issued resolution No. 95 on 11 March 2015.  This resolution stipulated 
the actions to be taken by the Government and the DBM until 2018, including the bank’s gradual 
transition from being a policy-oriented bank, with majority of its portfolio to be repaid from the 
state budget and with high reliance on the government—in terms of direct financing and 
government guarantees to obtain international financing—to operating as a self-sustainable 
financial institution.  As a result of this government decision, the DBM’s mission and activities are 
expected to substantially change over the following years as follows:  
 

(i) The structure of the DBM’s loan portfolio is expected to gradually shift from loans 
to be repaid from the State budget and other loans guaranteed by the 
Government to corporate loans issued without Government guarantees;  

(ii) Existing loans to be repaid from the State budget and other loans guaranteed by 
the Government (in case of default of corporate customers) will be fully repaid from 
the State budget by 2018, while issuance of such new loans will be gradually 
reduced; and 

(iii) Further policy funding of socially beneficial projects from 2018 onwards will be 
primarily financed directly by the Government i.e. directly from the State budget 
rather than through the DBM. 

 
34. Remedial measures recommended to further strengthen DBM’s financial capacity include: 
 

(i) A reserve fund for the purpose of contingency loss coverage for guaranteed 
accounts;  

(ii) DBM to refrain from dealing with retail deposits; and 
(iii) Loan portfolio to shift toward economically and financially viable programs and 

projects that are fully recoverable.  
 

35. At the institutional level, improving the  financial and operating capability of  DBM will  
include (i) strengthening its standards and procedures for credit risk management, product 
development, and other aspects of prudential banking; (ii) approval and application of its credit, 
investment, risk management and asset and liability management policies; (iii) more independent 
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credit approval policies and mechanisms  with Parliament no longer having the power to decide  
on loans; (iv)  and improving its profitability by making  financially sound investments decisions.   
Capacity building should focus on the following concerns:   
 

(i) Setting up prudential ratios as well as oversight and regulation of asset 
classification and loss provisioning;   

(ii) Establishing an internal audit unit under the direct management of the Board of 
Directors;  

(iii) Training of staff to monitor and inspect DBM-financed program and project 
implementation;    

(iv) Staff training on overall asset management and investment portfolio management;  
(v) Electronic information and system management linking the various internal 

departments and external agencies; and  
(vi) Capacity development on green banking encompassing affordable and climate 

resilient housing and infrastructure.   
 
B. Financial Management Assessment—Project Level 
 
36. The DBM through its newly incorporated Asset and Management Company (DBM-AMC) 
is the proposed IA for Component B—Private Sector Investments in Low Carbon and Climate 
Resilient Ecodistricts. Under this component, DBM will establish and manage the Ecodistrict and 
Affordable Housing Fund (EDAF) pursuant to the approved policies and guidelines of the project. 
The EDAF was envisioned to achieve two major functions under the project. On the supply side, 
it will provide debt financing to qualified real estate private developers who will build green and 
resilient affordable and market housing within the project’s targeted eco-districts. On the demand 
side, the EDAF will provide low- and middle-income households with the financing they need  to 
be able to purchase green and affordable housing units  from the  project through appropriate 
long  term  debt instruments, credit enhancements, and whenever possible, social intermediation 
mechanisms.12 Towards its two-fold functions, the EDAF will relend the GCF loan proceeds and 
subsequent financing received to eligible commercial banks which will directly onlend to qualified 
developers and homeowners.  
 
37. The FMA conducted on DBM indicated substantial project-relevant risks. A key financial 
management risk pertains to the newly created status of its Asset and Management Company 
(AMC). As a newly established entity, AMC will not have the financial management capability to 
manage the EDAF. To mitigate this risk, DBM has provided assurance that it will assign existing 
staff from its departments to AMC, specifically staff who are qualified and experienced in the fields 
of real property development and housing mortgage finance. This staff support mechanism of 
DBM will be in place until AMC has gained sufficient capability to operate independently.  
 
38. The second financial management risk concerns the fact that while DBM funds most of its 
programs and projects from external and international sources, it does not have prior experience 
in the management of disbursements from ADB nor is it familiar with ADB’s Loan Disbursement 
Handbook (LDH). To address this risk, DBM has expressed commitment to ensuring that AMC 

                                                

12  Social intermediation is financial intermediation with a capacity-building component, comprising systems and 
structures in which one or more institutional players create a sustainable process that successfully links low income 
households to sources of capital and financial services, both credit and savings. 
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has the administration and accounting capability to manage the EDAF, and to undertaking the 
necessary staff training for AMC to fully understand and comply with ADB’s loan disbursement 
policies and procedures. A proposed technical assistance in green banking and financial 
management under the project will strongly complement the mitigating measures planned by 
DBM. Table 7 below summarizes the proposed financial management improvement plan. Table 
8 presents the assessment results of the financial management risks.  The FMAQ which served 
as a guide and a tool to the conduct of DMB’s FMA is presented in Table 9.   
 

Table 7: Financial Management Action Plan 

 Risk Description 
Risk 

Assessment Action Period 
Responsible 

Agency 

1 As a newly established entity, 
AMC’s financial management 
capability to manage the EDAF. 
May need training from project 
consultant and support from the 
DBM Finance , Accounting and 
Reporting Division. 

Substantial The Finance, Accounting and Reporting 
Division of DBM will assign staff who are 
qualified and experienced in the fields of 
real property development and housing 
mortgage finance. They will be tasked with 
handling the project accounting and 
reporting duties until the AMC is 
independently capable to facilitate loan 
processing and pre-qualification of 
commercial banks and their partner 
developers, and contractors.   
  
The DBM-AMC Project finance and 
accounting staff will be given initial and 
periodic  training  in ADB procedures, 
including the  guidelines for funds 
disbursement, management  and 
monitoring of lending activities under the 
EDAF loan withdrawal procedures. 

During 
implementation  

ADB/DBM/ 
AMC/PMO 

2 Possible delay in the release of 
funds with misinterpretations 
and inappropriate funds flow 
and financing arrangements. 

Substantial A manual containing procedural guidelines  
in project implementation for adoption of 
The Finance, Accounting and Reporting 
Division of DBM which will be tasked with 
handling the project accounting and 
reporting duties until the AMC is capable to 
facilitate loan processing and pre-
qualification of commercial banks and their 
partner developers, and contractors.  

During 
implementation 

ADB/DBM/ 
AMC/PMO 

3 Efficiency of clearly defined 
procedures for fund 
disbursement from the AMC-
managed EDAF to the 
participating banks funds. 

Moderate The DBM-AMC will coordinate regularly 
with ADB and will also work  with the PMO 
Consultants to ensure that Project 
guidelines are followed. Proper 
coordination with MUB and other relevant 
units within the AMC-PMO will be 
undertaken with capacity strengthening 
support from Consultants.  

During 
implementation 

ADB/DBM/ 
AMC/PMO 

4 Familiarity with the withdrawal 
of funds from ADB for the 
AMC-managed EDAF. 

Substantial All guidelines will be embodied in a Manual 
of Operations. Reporting requirements will 
conform to ADB requirements as well as 
the regulating agency of the AMC – the 
Financial Regulating Commission. 

During 
implementation 

 

5 Availability and source of 
targeted funds for blending with 
the AHURP funds 

Low The Government of Mongolia has currently 
programmed Green Funds to be managed 
by DBM-AMC. Furthermore, the AMC 
program for fund sourcing is considering 
bond issuance and will ensure available 
funds for blending with the EDAF funds. 
  

Before 
implementation 

DBM/AMC 
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 Risk Description 
Risk 

Assessment Action Period 
Responsible 

Agency 

6 Adequacy of staff and 
sufficiency of their knowledge 
and understanding of Project’s 
disbursement policies and 
procedures 

Moderate It is expected that the newly assigned staff 
in the DBM-AMC AHURP Financing 
Window will gain from the guidance and 
further work with the Consultants to the 
implementation of AHURP. They will be 
provided training on project disbursement 
policies and procedures to facilitate 
withdrawal applications, subloan 
disbursements to qualified commercial 
banks catering to both developers and 
retail buyers.  It is also expected that 
additional staff may be hired as need 
arises for continued efficient client-
servicing and project monitoring. 
In general, an accounting unit will be 
established in the AMC and it will be 
tasked with all the responsibilities of 
financial management for the AHURP 
funds. 

Before 
implementation 

DBM/AMC 

7 Adherence to accounting 
standards and regulations and 
timeliness of reporting – as 
required by the MOF and 
compliant to the IFRS and IAS. 

Low Project consultants will assist in the 
development of new report forms in 
accordance with the ADB required 
reporting system. 
At the AMC-PMO level, the PMO 
Consultants will support needs with the 
development of a web-based electronic 
accounting system compatible with the 
bank’s automated system and incorporate 
all the recording, reportorial, withdrawal, 
and disbursement requirements of  the 
Government, ADB, AMC and Bank of 
Mongolia, and other donors, if any. 
Training by the PMO Consultants of  the 
bank staff  and AMC staff on the electronic 
accounting system will be part of the 
system turn over process.  

During 
Implementation 

ADB/DBM/ 
AMC/MOF 

8 Establishment of an agreement 
between the AMC and 
commercial banks with partner 
developers regarding the 
application of a redemption 
value formula for housing units 
to be covered by retail 
mortgage and applied as 
repayment to the developer’s 
developmental loan. 

Moderate The definition of a redemption value 
formula for the adoption of retail mortgage 
take-outs as loan repayment of the 
developers’ developmental loan is 
expected.  This will also provide the basic 
guidelines for adoption and accounting 
treatment of loan repayment and 
monitoring. 

During 
Implementation 

DBM/AMC/ 
Commercial  
banks/ 
developers 

9 Significant Interplay of physical 
with the financial objectives in 
timely disbursements of loans 
to the commercial banks to fund 
developers’ loans and retail 
homebuyers’ loans. 

Moderate  During 
Implementation 

DBM/AMC/ 
commercial  
banks/ 
developers 

10 Limited coverage of internal 
audit department. 

Moderate The internal audit department of the bank 
which currently handles all internal audit 
requirements of all departments will be 
included in the orientation and training of 
all project-related activities, policies, 
guidelines, procedures, and agreements.  

During 
Implementation 

DBM/AMC 
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 Risk Description 
Risk 

Assessment Action Period 
Responsible 

Agency 

11 Delayed audit process and 
submission of audited financial 
statements in accordance with 
the loan agreements. 

Low External auditor is appointed by the 
National Audit Office.   With the new MUB 
administration, the audited statements for 
2014 to 2016 had to be reviewed, delaying 
the submission of financial statements to 
ADB.  MUB’s E-Balance System, is 
expected to produce improved financial 
reports which will facilitate the more timely 
conduct and submission of annual audited 
reports.   

During 
Implementation 

DBM/AMC/ 
ADB/MOF 

12 Audited financial reports are not 
prepared  on  time  and do not 
comply with government  
requirements and international  
public accounting  standards 

Low The AMC-PMO will generate all reportorial 
requirements with its Consultants using an 
electronic accounting system compatible 
with the Bank’s e-system and will 
coordinate with the AMC for the necessary 
approvals as well as submission to the 
GOM and ADB,  and other donors as 
stipulated in the loan agreements. 

During 
Implementation 

ADB/DBM/ 
AMC/MOF 

13 Management of information 
systems of the DBM-AMC do 
not include the required reports 
for the participating banks. 

Low Supplementary electronic system will be 
developed by the AMC-PMO Consultants 
to efficiently produce accurate and timely 
reports.  The project electronic accounting 
system will have appropriate safeguards 
and security measures, enabling 
confidentiality and integrity of data in the 
system. 

During 
Implementation 

ADB/DBM/ 
AMC/MOF 

 
Table 8: Risk Assessment Matrix 

Risk type 
Risk 

Assessment Risk Description Remarks/ Mitigation Measures 

1. Implementing Entity 
DBM-AMC H As a newly established 

entity, AMC’s financial 
management capability to 
manage the EDAF may 
timely development of 
manual of operations to 
cover the detailed funds 
matched with orientation 
or training on funds flow 
arrangements. 

The Finance, Accounting and Reporting Division of DBM will 
assign staff who are qualified and experienced in the fields 
of real property development and housing mortgage 
finance. They will be tasked with handling the project 
accounting and reporting duties until the AMC is 
independently capable to facilitate loan processing and pre-
qualification of commercial banks and their partner 
developers, and contractors.   
  
The DBM-AMC Project finance and accounting staff will be 
given initial and periodic  training  in ADB procedures, 
including the  guidelines for funds disbursement, 
management  and monitoring of lending activities under the 
EDAF loan withdrawal procedures. 
 

 H Possible delay in the 
release of funds with 
misinterpretations and 
inappropriate funds flow 
and financing 
arrangements. 

A manual containing procedural guidelines  in project 
implementation for adoption of The Finance, Accounting 
and Reporting Division of DBM which will be tasked with 
handling the project accounting and reporting duties until 
the AMC is capable to facilitate loan processing and pre-
qualification of commercial banks and their partner 
developers, and contractors.    
 

2. Funds Flow Arrangements 
 M Efficiency of clearly 

defined procedures for 
fund disbursement from 
the AMC-managed EDAF 

The AMC and participating banks will coordinate regularly 
with ADB and will also work with the PMO Consultants to 
ensure that Project guidelines are followed. Proper 
coordination with MUB and other relevant units within the 
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Risk type 
Risk 

Assessment Risk Description Remarks/ Mitigation Measures 

to the participating banks 
funds. 

AMC-PMO will be undertaken with capacity strengthening 
support from Consultants.   
 

 H Familiarity with the 
withdrawal of funds from 
ADB  for the AMC-
managed EDAF. 

All guidelines will be embodied in a Manual of Operations. 
Reporting requirements will conform to ADB requirements 
as well as the regulating agency of the AMC – the Financial 
Regulating Commission. 

    
 M Availability and source of 

targeted funds for 
blending with the AHURP 
funds 

The Government of Mongolia has currently programmed 
Green Funds to be managed by DBM-AMC.  Furthermore, 
the AMC program for fund sourcing is considering bond 
issuance and will ensure available funds for blending with 
the EDAF funds.  

3. Staffing    
 M Adequacy of staff and 

sufficiency of their 
knowledge and 
understanding of Project’s 
disbursement policies and 
procedures 

It is expected that the newly assigned staff in the AMC 
AHURP Financing Window will gain from the guidance and 
further work with the Consultants to the implementation of 
AHURP.  They will be provided training on project 
disbursement policies and procedures to facilitate 
withdrawal applications, subloan disbursements to qualified 
commercial banks catering to both developers and retail 
buyers.  It is also expected that additional staff may be hired 
as need arises for continued efficient client-servicing and 
project monitoring. 
In general, an accounting unit will be established in the 
AMC and it will be tasked with all the responsibilities of 
financial management for the AHURP funds.   

4. Accounting Policies and Procedures 
 L Adherence to accounting 

standards and regulations 
and timeliness of 
reporting – as required by 
the MOF and compliant to 
the IFRS and IAS. 

Project consultants will assist in the development of new 
report forms in accordance with the ADB required reporting 
system. 
 
At the AMC-PMO level, the PMO Consultants will support 
needs with the development of a web-based electronic 
accounting system compatible with the bank’s automated 
system and incorporate all the recording, reportorial, 
withdrawal, and disbursement requirements of  the 
Government, ADB, AMC and Bank of Mongolia, and other 
donors, if any. Training by the PMO Consultants of  the 
bank staff  and AMC staff on the electronic accounting 
system will be part of the system turn over process.  

 M Establishment of an 
agreement with the AMC 
and developers regarding 
the application of a 
redemption value formula 
for housing units to be 
covered by retail 
mortgage and applied as 
repayment to the 
developer’s 
developmental loan. 

The definition of a redemption value formula for the 
adoption of retail mortgage take-outs as loan repayment of 
the developers’ developmental loan is expected.  This will 
also provide the basic guidelines for adoption and 
accounting treatment of loan repayment and monitoring. 

5. Budgeting System 
 M Significant Interplay of 

physical with the financial 
objectives in timely 
disbursements of 

Experience in ability to handle parallel monitoring of 
physical and financial targets in project financing will 
facilitate budget preparation.  The graduation of retail 
mortgage take-outs to repayment of developmental loan/s  
will be useful in forecast of withdrawal applications and 
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Risk type 
Risk 

Assessment Risk Description Remarks/ Mitigation Measures 

developers’ loans and 
retail homebuyers’ loans. 

improved budget projections with the implementation of 
such arrangement. 
 
The PMO accountant will prepare consolidated annual 
project budget for approval of MUB. This will cover the 
preparation of implementation targets. – procurement of 
goods and services with pertinent timeline to determine  
budgetary requirements. For the budgetary process to be 
more effective, the coordination between the engineering 
and other units in the PMO and the accounting unit should 
be strengthened and well-coordinated. 

6. Internal Audit 
 M Limited coverage of 

internal audit department. 
The internal audit department of the bank which currently 
handles all internal audit requirements of all departments 
will be included in the orientation and training of all project-
related activities, policies, guidelines, procedures, and 
agreements.  

7. External Audit 
 L Delayed audit process 

and submission of audited 
financial statements in 
accordance  with the loan 
agreements. 

External auditor is appointed by the National Audit Office.   
With the new MUB administration, the audited statements 
for 2014 to 2016 had  to be reviewed, delaying the 
submission of financial statements to ADB.  MUB’s E-
Balance system, is expected to produce improved financial 
reports which will facilitate the more timely conduct and 
submission of annual audited reports.   

8. Reporting and Monitoring 
 L Audited financial reports 

are not prepared  on  time  
and do not comply with 
government  
requirements and 
international  public 
accounting  standards 

The AMC-PMO will generate all reportorial requirements 
with its Consultants using an electronic accounting system 
compatible with the Bank’s e-system and will coordinate 
with the AMC for the necessary approvals as well  as  
submission to the GoM and ADB,   and other donors as 
stipulated in the loan agreements. 

9. Information Systems 
 L Management of 

information systems of the 
bank do not include the 
required reports for the 
participating banks. 

Supplementary electronic system will be developed by the 
AMC-PMO Consultants to efficiently produce accurate and 
timely reports.  The project electronic accounting system will 
have appropriate safeguards and security measures, 
enabling confidentiality and integrity of data in the system. 

 
Table 9: Financial Management Assessment Questionnaire (MUB-AMC) 

Topic Response 

1. Executing / Implementing Agency   

1.1  What is the entity’s legal status / 
registration?  

Development Bank of Mongolia is a for-profit, legal and 
government entity, specifically directed towards operating 
to provide financing of large-scale projects and programs 
for Mongolia’s development. The Bank was registered as 
an LLC with the Legal Entity Registration Office of the 
General Authority for State Registration. The Bank is 
regulated by the Law on Development Bank of Mongolia, 
which was revised in April 1st2017 improving governance, 
regulation and operational standards. 

1.2 How much equity (shareholding) is owned 
by the Government? 

The capital of Development Bank is at least 
1,000,000,000,000 MNT, divided into 10,000,000 shares of 
common stock with a nominal value of 100,000 MNT per 
piece. The Development Bank of Mongolia is fully owned 
by the Government. 
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Topic Response 

1.3 Obtain the list of beneficial owners of 
major blocks of shares (non-governmental portion), 
if any.13  

N/A 

1.4  Has the entity implemented an externally-
financed project in the past? If yes, please provide 
details.  

Yes, most of DBM’s funding for projects are all sourced 
from external sources since DBM is not a commercial bank 
and raises its funding through debt or direct capital 
injections from the Government of Mongolia. The bank 
issued its first international sovereign guaranteed USD580 
million bond in March 2012, successfully issued JPY30 
billion Samurai bond guaranteed by JBIC in January 2014, 
took on the USD300 million syndicate loan (Credit Suisse, 
China Exim, SMBC) in September 2014. The bank 
provided financing for major development projects such as 
the USD200 million sovereign guaranteed loan to Erdenes 
TT JSC- SOE in charge of the development of Tavantolgoi 
coking coal basin, USD50 million “New Yarmag Housing 
Project” and USD65 million “Moncement” cement 
production plant project.  

1.5  Briefly describe the statutory reporting 
requirements for the entity. 

Financial balance report, budget report, remaining balance 
report to the central bank, and relevant tax reports.  

1.6         Describe the regulatory or supervisory 
agency of the entity. 

The bank conducts its business under the direct 
supervision of the Cabinet, which is the highest institution 
of Government administration in Mongolia, and is 
regulated, principally, by the Law on Development Bank of 
Mongolia. The Development Bank will be primarily 
regulated by the Central Bank of Mongolia with General 
Department of Taxation, National Audit Authority and 
Government of Mongolia conducting external examinations 
on the operations of DBM in accordance with the Law on 
DBM. 
 

1.7  What is the governing body for the 
project? Is the governing body for the project 
independent?  

The project’s Eco District Development Fund or EDAF will 
be managed by the “DBM Asset Management Company” 
(AMC), which is a wholly owned subsidiary of DBM. The 
AMC’s balance sheet, governance and finances will be 
separate of DBM and will be regulated by the Finance 
Regulatory Commission of Mongolia (FRC).  

1.8  Obtain current organizational structure 
and describe key management personnel. Is the 
organizational structure and governance 
appropriate for the needs of the project?  

The link to the website below provides the organizational 
structure of the DBM. http://www.dbm.mn/about/structure  
 
The Executive Management of Development Bank of 
Mongolia has been managing the daily operations of the 
bank in compliance with Article of Association and 
Employment Agreements established with the Board of 
Directors. The management team is also accountable for 
functions including but not limited to approving internal 
procedures, taking concrete measures to comply with 
prudential ratios, making decisions regarding credit and 
other financial operations, and defining human resource 
policies. Besides decisions related to day-to-day activities, 
business decisions are made by committees comprising of 
executive team members.  

 
B.Batbayar 
Chief Executive Officer 
Ch.Enkhbat 

                                                

 

http://www.dbm.mn/about/structure


24 

Topic Response 

First Deputy Chief Executive Officer 
Ya.Sod-Erdene 
Deputy CEO and Head of Supervision and 
Administration Department 
B.Choijiljalbuu 
Deputy CEO and Head of Asset, Liability and 
Treasury Management Department 
Ch.Munkhbayar 
Deputy CEO and Head of Project Financing 
and Credit Department 
G.Dulguun 
Deputy CEO and Head of Risk Evaluation and 
Management Department 

 

1.9   Does the entity have a Code of Ethics in 
place? 

Yes. 

1.10       Describe (if any) any historical issues 
report of ethics violations involving the entity and 
management. How were they addressed? 

None. 

2. Funds Flow Arrangements   

2.1  Describe the (proposed) project funds flow 
arrangements in detail, including a funds flow 
diagram and explanation of the flow of funds from 
ADB, government and other financiers, to the 
government, EA, IA, suppliers, contractors, ultimate 
beneficiaries, etc. as applicable.  

Upon approval, the concessional loans and funds from 
ADB and  Green Climate Fund will be channeled  to the 
EDAF, with  an initial drawdown to be deposited at an 
advance account established and managed by the “DBM 
Asset Management Company” (AMC) which will be a 
wholly owned subsidiary of the DBM.    
 
 
 
 

2.2  Are the (proposed) arrangements to 
transfer the proceeds of the loan (from the 
government / Finance Ministry) to the entity and to 
the end-recipients satisfactory?  

Yes, the (proposed) arrangements to transfer the proceeds 
of the loan to the entity and to the end- recipients are 
satisfactory. 

2.3         Are the disbursement methods 
appropriate? 

To be determined.  

2.4  What have been the major problems in 
the past involving the receipt, accounting and/or 
administration of funds by the entity?  
 

None. 

2.5  In which bank will the Imprest Account (if 
applicable) be established?  

The DBM receives all external funding through its account 
at the Central Bank of Mongolia. DBM can open its  
accounts and disbursements through any of the local 
commercial banks.  

2.6  Is the bank in which the imprest account is 
established capable of − 

• Executing foreign and local currency 
transactions? 

• Issuing and administering letters of credit 
(LC)? 

• Handling a large volume of transaction? 

• Issuing detailed monthly bank statements 
promptly? 

 

Yes. 

2.7        Is the ceiling for disbursements from the 
imprest account and SOE appropriate/required? 

Yes, it is appropriate.  

2.8  Does the (proposed) IA/project 
implementing unit (PIU) have experience in the 
management of disbursements from ADB?  

No, however DBM has experience working with ADB. 

2.9   Does the PIU (Project Implementation 
Unit) have adequate administrative and accounting 
capacity to manage the imprest fund and statement 
of expenditure (SOE) procedures in accordance 

There are no concerns or uncertainty regarding the DBM’s 
administrative and accounting capability. However, DBM is 
not familiar with ADB’s LDH, but is more than capable of 
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Topic Response 

with ADB’s Loan Disbursement Handbook (LDH)? 
Identify any concern or uncertainty about the PIU’s 
administrative and accounting capability which 
would support the establishment of a ceiling on the 
use of the SOE procedure. 

familiarizing its staff on necessary guidelines and 
procedures of the LDH.    

2.10  Is the entity exposed to foreign exchange 
risk? If yes, describe the entity’s policy and 
arrangements for managing foreign exchange risk. 

No.  DBM through its subsidiary AMC will only manage the 
EDAF which will be operated in MNT.  

2.11 How are the counterpart funds accessed?  
 

The counterpart funds will be accessed by the EDAF 
borrowers at the subproject level.   

2.12 How are payments made from the 
counterpart funds?  
 

 

2.13 If project funds will flow to communities or 
NGOs, does the PIU have the necessary reporting 
and monitoring arrangements and features built 
into its systems to track the use of project proceeds 
by such entities?  
 

To be determined.   

2.14 Are the beneficiaries required to 
contribute to project costs? If beneficiaries have an 
option to contribute in kind (in the form of labor or 
material), are proper guidelines and arrangements 
formulated to record and value the labor or material 
contributions at appraisal and during 
implementation?  
 

Yes, since participating banks will be in charge of making 
the final disbursements to project developers and 
household owners applying for mortgages, the banks will 
require contributions from beneficiaries in accordance with 
its operating procedures and guidelines. The contributions 
will take the form of down payments for mortgages and 
investments for the project costs by project developers.    

 
3. Staffing  

 

3.1  What is the current and/or proposed 
organizational structure of the accounting 
department? Attach an organization chart.  
 

The Finance, Accounting and Reporting Division of DBM 
consists of the following: 

• Head of Department 

• Senior specialist in charge of Accounting 

• Senior specialist in charge of Reporting 

• Accountant in charge of payments and transactions of 
loans and clients 

• Human resources cost accountant 

• Specialist in charge of reporting 

• Operational cost accountant 
 

3.2 Will existing staff be assigned to the 
project, or will new staff be recruited? 

Yes, existing staff of DBM will be assigned to the project to 
support and fulfill all operational duties necessities until 
AMC gains sufficient capability to operate independently. 
The new staff will be recruited depending on demand and 
necessity. 

3.3  Describe the existing or proposed project 
accounting staff, including job title, responsibilities, 
educational background and professional 
experience. Attach job descriptions and CVs of key 
existing accounting staff.  

The Finance, Accounting and Reporting Division of DBM 
will be tasked with handling the project accounting and 
reporting duties until the AMC is capable.  

3.4  Is the project finance and accounting 
function staffed adequately?  

Yes. 

3.5  Are the project finance and accounting 
staff adequately qualified and experienced?  

Yes. 

3.6  Are the project finance and accounting 
staff trained in ADB procedures, including the 
disbursement guidelines (i.e., LDH)?  

No, the project finance and accounting staff will be trained 
in ADB procedures, including the disbursement guidelines 
as required. 
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3.7  What is the duration of the contract with 
the project finance and accounting staff?  

Duration of employment is not stated in the contract. 

3.8  Identify any key positions of project 
finance and accounting staff not contracted or filled 
yet, and the estimated date of appointment. 

There are currently no key positions that are vacant 
regarding project finance and the accounting department is 
fully staffed at DBM. However, the AMC is currently not 
staffed yet. 

3.9         For new staff, describe the proposed 
project finance and accounting staff, including job 
title, responsibilities, educational background and 
professional experience. Attach job descriptions. 
 

New accounting staff info will be provided once hiring 
decisions have been finalized.  

3.10  Does the project have written position 
descriptions that clearly define duties, 
responsibilities, lines of supervision, and limits of 
authority for all of the officers, managers, and staff?  

Yes. 

3.11  What is the turnover rate for finance and 
accounting personnel (including terminations, 
resignations, transfers, etc.)?  

The turnover rate for finance and accounting personnel is 
relatively low with high employee retention rates.  

3.12  What is training policy for the finance and 
accounting staff?  

Finance and accounting staff are required to have relevant 
degrees in their field of work. Furthermore, the staffs are 
continuously trained in relevant training programs in 
relation to updates to IFRS and national accounting 
standards. 

3.13 Describe the list of training programs 
attended by finance and accounting staff in the last 
3 years. 
 

IFRS by PwC audit company. 
Business policy and strategy management by Prof. S. 
Enkhsaikhan 
Performance assessment methodology by National Human 
resources research association  
Investment funds by Academy of Banks and Finance 
Professional Internal auditor licensing program by 
Institution of Mongolian Auditors 
Project management standards by Project management 
and development association. 

 
4. Accounting Policies and Procedures  

 

4.1  Does the entity have an accounting 
system that allows for the proper recording of 
project financial transactions, including the 
allocation of expenditures in accordance with the 
respective components, disbursement categories, 
and sources of funds (in particular, the legal 
agreements with ADB)? Will the project use the 
entity accounting system? If not, what accounting 
system will be used for the project? 

Yes, the entity and the project will use the national 
accounting system approved by the Minister of Finance 
and adhere to IFRS standards.  

4.2  Are controls in place concerning the 
preparation and approval of transactions, ensuring 
that all transactions are correctly made and 
adequately explained?  

Yes, the company will have several stages of approval that 
will ensure transactions are correctly made and accurately 
reported. 

4.3  Is the chart of accounts adequate to 
properly account for and report on project activities 
and disbursement categories? Obtain a copy of the 
chart of accounts. 

Yes, the company maintains a chart of accounts.  

4.4  Are cost allocations to the various funding 
sources made accurately and in accordance with 
established agreements?  

Yes, the cost allocations are calculated accurately in 
accordance with established agreements.  

4.5  Are the General Ledger and subsidiary 
ledgers reconciled monthly? Are actions taken to 
resolve reconciliation differences? 

Yes, the general and subsidiary ledgers are reconciled 
monthly. Semi-annual audits are made to determine the 
accuracy of reporting.  

4.6     Describe the EA’s policy for retention of 
accounting records including supporting documents 
(e.g, ADB’s policy requires that all documents 

Yes, the company retains all accounting and supporting 
documents in a well-defined system that provides easy 
access to authorized personnel. 
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should be retained for at least 1 year after ADB 
receives the audited project financial statements for 
the final accounting period of implementation, or 2 
years after the loan closing date, whichever is 
later). Are all accounting and supporting 
documents retained in a defined system that allows 
authorized users easy access?  

4.7        Describe any previous audit findings that 
have not been addressed. 

None. 

Segregation of Duties   

4.9  Are the functions of ordering, receiving, 
accounting for, and paying for goods and services 
appropriately segregated?  
 

Yes. 

Budgeting System   

4.10  Do budgets include physical and financial 
targets?  

Yes. 

4.11  Are budgets prepared for all significant 
activities in sufficient detail to allow meaningful 
monitoring of subsequent performance?  
 

Yes. 

4.12  Are actual expenditures compared to the 
budget with reasonable frequency? Are 
explanations required for significant variations 
against the budget?  

Yes, actual expenditures are compared to the budget on a 
monthly basis and reports are prepared for the Head of the 
department and quarterly and semiannual reports of actual 
performances are prepared for the executive management.  

4.13  Are approvals for variations from the 
budget required (i) in advance, or (ii) after the fact? 
  

Approvals for variations are required to be submitted in 
advance. 

4.14 Is there a ceiling, up to which variations 
from the budget may be incurred without obtaining 
prior approval? 
 

No. 

4.15 Who is responsible for preparation, 
approval and oversight/monitoring of budgets?  
 

The Finance, Accounting and Reporting Division is 
responsible for preparing the annual Operational 
expenditure and Capital Expenditure budgets. The budget 
draft is then transferred to the Asset, Liability and Treasury 
Management Department to check whether it is compatible 
with the income projections made on the business plan, if it 
is deemed necessary amendments will be made. The final 
drafts of the business plan, operational expenditure and 
capital expenditure budgets will be submitted to the 
Executive management, after approval it will be submitted 
to the BOD to be ratified. The Supervision and Monitoring 
division along with the internal audit committee is 
responsible with monitoring the performance of the budget 
and preparing relevant reports for the executive 
management and BOD.  

4.16 Describe the budget process. Are 
procedures in place to plan project activities, collect 
information from the units in charge of the different 
components, and prepare the budgets?  

 Yes, the Finance, Accounting and Reporting Division have 
necessary procedures in place to plan and prepare the 
budgets of all units within the company.  

4.17  Are the project plans and budgets of 
project activities realistic, based on valid 
assumptions, and developed by knowledgeable 
individuals?  
  
              Is there evidence of significant mid-year 
revisions, inadequate fund releases against 

The project plans and budgets are developed by 
experienced professionals. 
 
No, the EA is fully capable of absorbing and spending 
released funds. If it is deemed necessary a budget 
amendment will be made once a year, a report on the 
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allocations, or inability of the EA to absorb/spend 
released funds? 
 
 Is there evidence that government 
counterpart funding is not made available 
adequately or on a timely basis in prior projects? 
 
 What is the extent of over- or under-
budgeting of major heads over the last 3 years? Is 
there a consistent trend either way? 
 

performance of the amendment will also be prepared for 
the BOD.  
 
No, the government has always been on schedule in 
regard to project funding. 
 
There have been no significant cases of over- or under- 
budgeting in the past 3 years. 
 
 

Payments   

4.18 Do invoice-processing procedures require: 
(i) Copies of purchase orders and receiving reports 
to be obtained directly from issuing departments? 
(ii) Comparison of invoice quantities, prices and 
terms, with those indicated on the purchase order 
and with records of goods actually received? (iii) 
Comparison of invoice quantities with those 
indicated on the receiving reports? (iv) Checking 
the accuracy of calculations? (v) Checking 
authenticity of invoices and supporting documents?  
 

The invoice processing procedures satisfy all the required 
steps.  

4.19  Are all invoices stamped PAID, dated, 
reviewed and approved, recorded/entered into the 
system correctly, and clearly marked for account 
code assignment?  
 

All invoices are stamped PAID, dated, reviewed and 
approved, recorded/entered into the system correctly, and 
clearly marked for account code assignment 

4.20 Do controls exist for the preparation of the 
payroll? Are changes 
(additions/deductions/modifications) to the payroll 
properly authorized?  
 

Yes, the Finance, Accounting and reporting division 
prepare the payroll and make all necessary changes 
according to relevant authorizations.  

Policies And Procedures   

4.21  What is the basis of accounting (e.g., 
cash, accrual) followed (i) by the entity? (ii) By the 
project? 

Accrual based for the entity and the project.  

4.22  What accounting standards are followed 
(International Financial Reporting Standards, 
International Public Sector Accounting Standards – 
cash or accrual, or National Accounting Standards 
(specify) or other?  

The entity and the project both follow accrual based 
National accounting standards set by the Minister of 
Finance and will also adhere to IFRS.  

4.23  Does the project have adequate policies 
and procedures manual(s) to guide activities and 
ensure staff accountability?  

Yes, the project has adequate policies and procedures 
manual(s) to guide activities and ensure staff 
accountability, specifically the project administration 
manual (PAM). 

4.24 Is the accounting policy and procedure 
manual updated regularly and for the project 
activities?  

Yes, it is updated in accordance with international changes 
to accounting standards and depending on necessity of the 
entity.  

4.25 Do procedures exist to ensure that only 
authorized persons can alter or establish a new 
accounting policy or procedure to be used by the 
entity?  

Yes, relevant changes will be made depending on the 
regulatory and supervisory requirements of the Ministry of 
Finance, IFRS, BoM, General department of Taxation.  

4.26  Are there written policies and procedures 
covering all routine financial management and 
related administrative activities?  

Yes, there are written policies and procedures covering all 
routine financial management and related administrative 
activities 

4.27 Do policies and procedures clearly define 
conflict of interest and related party transactions 
(real and apparent) and provide safeguards to 
protect the organization from them?  

Yes, there are adequate policies and procedures in place 
to clearly define conflict of interest and related party 
transactions.  
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4.28  Are manuals distributed to appropriate 
personnel?  

Yes. 

4.29        Describe how compliance with policies 
and procedures are verified and monitored. 

Compliance with policies and procedures are verified by 
internal audits on a continuous and by external audits on a 
semiannual basis.   

Cash and Bank   

4.30  Indicate names and positions of 
authorized signatories for bank accounts. Include 
those persons who have custody over bank 
passwords, USB keys, or equivalent for online 
transactions. 

B.Batbayar – CEO 
Ya.Sod-Erdene- Deputy CEO and Head of Supervision and 
Administration Department 

4.31 Does the organization maintain an 
adequate and up-to-date cashbook recording 
receipts and payments?  

Yes, the organization maintains an adequate and up-to-
date cashbook recording receipts and payments. 

4.32  Describe the collection process and cash 
handling procedures. Do controls exist for the 
collection, timely deposit and recording of receipts 
at each collection location?  

Yes, Finance, Accounting and Reporting Division are in 
charge of all transactions and related reporting. The 
collection and deposit of payments are completed through 
the custodian bank.  

4.33 Are bank accounts reconciled on a 
monthly basis? Or more often? 
 
Is cash on hand physically verified, and reconciled 
with the cash books? With what frequency is this 
done? 

Bank accounts are reconciled daily. Cash on hand are 
verified and reconciled with cash books on a daily and 
monthly basis. 

4.34       Are all reconciling items approved and 
recorded? 

Yes. 

4.35 Are all unusual items on the bank 
reconciliation reviewed and approved by a 
responsible official?  

Yes, all unusual items on the bank reconciliation are 
reviewed and approved by a responsible official 

4.36       Are there any persistent/non-moving 
reconciling items? 

No. 

4.37  Are there appropriate controls in safekeeping 
of unused cheques, USB keys and passwords, 
official receipts and invoices? 

Yes, there are appropriate controls in safekeeping of 
unused cheques, USB keys and passwords, official 
receipts and invoices 

4.38  Are any large cash balances maintained 
at the head office or field offices? If so, for what 
purpose? 

No. 

4.39 For online transactions, how many 
persons possess USB keys (or equivalent), and 
passwords?  Describe the security rules on 
password and access controls. 

B.Batbayar –CEO 
Ya.Sod-Erdene- Deputy CEO and Head of Supervision and 
Administration Department. Password and access rights 
are granted only to relevant officials. 

Safeguard over Assets   

4.40 What policies and procedures are in place 
to adequately safeguard or protect assets from 
fraud, waste and abuse?  

The ethics committee and strict constant reporting 
standards will ensure the protection and appropriate 
allocation of assets. 

4.41 Does the entity maintain a Fixed Assets 
Register? Is the register updated monthly?  Does 
the register record ownership of assets, any assets 
under lien or encumbered, or have been pledged? 

Yes, the entity maintains a Fixed Assets Register which is 
updated whenever there is a change or adjustment in Fixed 
Assets.  

4.42  Are subsidiary records of fixed assets, 
inventories and stocks kept up to date and 
reconciled with control accounts?  

Yes, records of fixed assets, inventories and stocks are 
kept up to date and reconciled semiannually. 

4.43 Are there periodic physical inventories of 
fixed assets, inventories and stocks? Are fixed 
assets, inventories and stocks appropriately 
labeled? 

Yes, inventories of fixed assets and stocks are conducted. 

4.44 Are the physical inventory of fixed assets 
and stocks reconciled with the respective fixed 

Yes. 
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assets and stock registers, and discrepancies 
analyzed and resolved? 

4.45 Describe the policies and procedures in 
disposal of assets. Is the disposal of each asset 
appropriately approved and recorded? Are steps 
immediately taken to locate lost, or repair broken 
assets? 

Disposal of each asset is appropriately approved, recorded 
and written off.  

4.46  Are assets sufficiently covered by 
insurance policies?  
 

Yes. 

4.47       Describe the policies and procedures in 
identifying and maintaining fully depreciated assets 
from active assets. 
 

Fully depreciated assets are written down appropriately in 
accordance with accounting standards. 

Other Offices and Implementing Entities   

4.48  Describe any other regional offices or 
executing entities participating in implementation.  

There are no other regional offices or executing entities 
participating in implementation. However, DBM and AMC 
will receive support MOF and other government ministries.  

4.49 Describe the staff, their roles and 
responsibilities in performing accounting and 
financial management functions of such offices as 
they relate to the project. 

N/A  

4.50  Has the project established segregation of 
duties, controls and procedures for flow of funds 
and financial information, accountability, and 
reporting and audits in relation to the other offices 
or entities?  

Yes,  they will be established in accordance with the loan 
agreements and MOF/BOM regulations as well as the 
PAM. 

4.51  Does information among the different 
offices/ implementing agencies flow in an accurate 
and timely fashion? In particular, do the offices 
other than the head office use the same accounting 
and reporting system?  

Yes, all departments use the same reporting and 
accounting system.  

4.52  Are periodic reconciliations performed 
among the different offices/implementing 
agencies?  Describe the project reporting and 
auditing arrangements between these offices and 
the main executing/implementing agencies. 

Yes, the projects are reported and audited according to the 
internal company policies. 

4.53   If any sub-accounts (under the Imprest 
Account) will be maintained, describe the results of 
the assessment of the financial management 
capacity of the administrator of such sub-accounts.  

The administrator of such sub-accounts will be thoroughly 
vetted to ensure capability.  

Contract Management and Accounting  

4.54 Does the agency maintain contract-wise 
accounting records to indicate gross value of 
contract, and any amendments, variations and 
escalations, payments made and undisbursed 
balances?  Are the records consistent with physical 
outputs/deliverables of the contract? 

Yes, the agency maintains contract-wise accounting 
records to indicate gross value of contract, and any 
amendments, variations and escalations, payments made 
and undisbursed balances. Yes, the records are consistent 
with physical outputs/deliverables of the contract 

4.55 If contract records are maintained, does 
the agency reconcile them regularly with the 
contractor?  

Yes. 

Other   

4.56  Describe project arrangements for 
reporting fraud, corruption, waste and misuse of 
project resources.  Has the project advised 
employees, beneficiaries and other recipients to 
whom to report if they suspect fraud, waste or 
misuse of project resources or property?  

The entity will report to the Independent Agency Against 
Corruption if there are incidents of fraud, corruption, waste 
and misuse of project resources.  
All employees are advised in advance on how to handle 
any incident of waste or misuse of project resources or 
property. 

5. Internal Audit   
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5.1  Is there an internal audit (IA) department 
in the entity?  

Yes, the Internal Audit Unit oversees internal audits.   

5.2  What are the qualifications and 
experience of the IA staff?  

They are certified internal auditors with at least 3 years’ 
experience. 

5.3  To whom does the head of the internal 
audit report?  

The internal audit unit shall make audit within their full 
power and submit these reports to the Board of Directors. 

5.4  Will the internal audit department include 
the project in its annual work program?  

Yes, the internal audit unit includes the project in its annual 
work program. The CEO shall appoint and dismiss the 
inspector who shall monitor and inspect operation of the 
implementers of the project and programs that were 
financed by DBM.   

5.5  Are actions taken on the internal audit 
findings?  

Reports of violations detected during the examination are 
sent to the respective state inspection authorities for 
resolution. 

5.6  What is the scope of the internal audit 
program? How was it developed? 

IA unit of DBM shall have function to audit the 
implementation of the bank’s policy, plan, budget and other 
resolutions and internal monitoring operations and provide 
recommendations, in accordance with Law on DBM.  

5.7  Is the IA department independent?   Yes. 

5.8 Do they perform pre-audit of transactions? No, they only handle post-audit of transactions. 

5.9  Who approves the internal audit program? Board of directors shall approve the operational guideline 
and program of the Internal audit program. 

5.10  What standards guide the internal audit 
program?  

– IPPF (International Professional Practices Framework - 
International Standards for Professional Practice of Internal 
Auditing) 

5.11  How are audit deficiencies tracked? The audit findings, particularly deficiencies, are discussed 
with the concerned unit and corrective measures are 
applied. 

5.12 How long have the internal audit staff 
members been with the organization? 

6 years. 

5.13  Does any of the internal audit staff have 
an IT background? 

Yes. 

5.14 How frequently does the internal auditor 
meet with the audit committee without the presence 
of management? 

Quarterly. 
 

5.15 Has the internal auditor identified / 
reported any issue with reference to availability and 
completeness of records? 

No. 

5.16 Does the internal auditor have sufficient 
knowledge and understanding of ADB’s guidelines 
and procedures, including the disbursement 
guidelines and procedures (i.e., LDH)? 

No. The assigned internal auditor will need to undergo 
project orientation, a briefing on the PAM, and training on 
ADB’s guidelines and procedures for loan-funded projects, 
particularly on disbursements. 

6. External Audit – entity level  

6.1  Is the entity financial statement audited 
regularly by an independent auditor? Who is the 
auditor?  
 

 Yes, the financial statements are audited by an 
independent auditor on a semiannual basis. Independent 
Auditor’s Report and financial statements are sent to 
Government of Mongolia and Bank of Mongolia.  
Deloitte Onch Audit LLC  

6.2  Are there any delays in audit of the entity? 
When are the audit reports issued?  
 

No delays. The audit reports are conducted semi-annually, 
and consolidated audit report is issued semiannually. 

6.3  Is the audit of the entity conducted in 
accordance with the International Standards on 
Auditing, or the International Standards for 
Supreme Audit Institutions, or national auditing 
standards?  
 

The audit of the entity is conducted in accordance with the 
International Standards on Auditing. 
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6.4  Were there any major accountability 
issues noted in the audit report for the past three 
years?   

There were no major accountability issues noted in the 
audit report for the past 3 years.  

6.5  Does the external auditor meet with the 
audit committee without the presence of 
management?  

Yes, they do. 

6.6  Has the entity engaged the external audit 
firm for any non-audit engagements (e.g., 
consulting)? If yes, what is the total value of non-
audit engagements, relative to the value of audit 
services? 

No 

6.7  Has the external auditor expressed any 
issues on the availability of complete records and 
supporting documents? 

No 

6.8 Does the external auditor have sufficient 
knowledge and understanding of ADB’s guidelines 
and procedures, including the disbursement 
guidelines and procedures (i.e., LDH)? 

N/A. 

6.9         Are there any material issues noted during 
the review of the audited entity financial statements 
that were not reported in the external audit report? 

No  

External Audit – project level  

6.10 Will the entity auditor audit the project 
accounts or will another auditor be appointed to 
audit the project financial statements? 

DBM will bring in external auditors in accordance with 
regulations and requirements.  

6.11  Are there any recommendations made by 
the auditors in prior project audit reports or 
management letters that have not yet been 
implemented? 

No. 

6.12  Is the project subject to any kind of audit 
from an independent governmental entity (e.g. the 
supreme audit institution) in addition to the external 
audit? 

Yes, if it is found necessary the government maintains the 
rights to have the National Audit Office conduct an external 
audit on any entity. 

6.13  Has the project prepared acceptable 
terms of reference for an annual project audit? 
Have these been agreed and discussed with the 
EA and the auditor? 

No, however the entity will establish such terms of 
reference as per requirements. International audit 
standards will be followed.   

6.14       Has the project auditor identified any 
issues with the availability and completeness of 
records and supporting documents? 

N/A 

6.15       Does the external auditor have sufficient 
knowledge and understanding of ADB’s guidelines 
and procedures, including the disbursement 
guidelines and procedures (i.e., LDH)? 

No. The terms of reference to be prepared for the external 
auditor of the project will require sufficient knowledge and 
understanding of ADB’s procedures.     

6.16  Are there any recommendations made by 
the auditors in prior audit reports or management 
letters that have not yet been implemented?  

No. 

 [For second or subsequent projects] 
6.17   Were past audit reports complete, and did 
they fully address the obligations under the loan 
agreements? Were there any material issues noted 
during the review of the audited project financial 
statements and related audit report that have 
remained unaddressed? 

N/A 

 

7. Reporting and Monitoring   

7.1  Are financial statements and reports 
prepared for the entity?  

Yes, Financial statements and reports are prepared in 
accordance with National Standards and International 
Financing Reporting Standards semiannually. Also, 
monthly reports for BOM and quarterly reports for the 
General Department of Taxation are prepared.   
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7.2  Are financial statements and reports 
prepared for the implementing unit(s)?  

Yes. 

7.3  What is the frequency of preparation of 
financial statements and reports? Are the reports 
prepared in a timely fashion so as to be useful to 
management for decision making?  

Financial statements are prepared on a daily, monthly, 
quarterly, semiannual and annual basis. The Semiannual 
report is audited. Tax reports are prepared on a quarterly 
basis.   

7.4  Does the entity reporting system need to 
be adapted for project reporting?  

Yes, the entity reporting system needs to be adapted for 
project reporting.  

7.5  Has the project established financial 
management reporting responsibilities that specify 
the types of reports to be prepared, the report 
content, and purpose of the reports?  

Yes.   

7.6 Are financial management reports used by 
management?  

Yes. 

7.7 Do the financial reports compare actual 
expenditures with budgeted and programmed 
allocations?  

Yes, actual expenditures are compared to the budget 
monthly and reports are prepared for the Head of the 
department and quarterly and semiannual reports of actual 
performances are prepared for the executive management. 

7.8 How are financial reports prepared? Are 
financial reports prepared directly by the automated 
accounting system or are they prepared by 
spreadsheets or some other means?  

Financial reports are prepared directly by the automated 
program and finished using an Excel-based program 
(Grapebank).   

7.9  Does the financial system have the 
capacity to link the financial information with the 
project's physical progress? If separate systems 
are used to gather and compile physical data, what 
controls are in place to reduce the risk that the 
physical data may not synchronize with the 
financial data? 

Yes, the financial system has the capacity to link the 
financial information with the project’s physical progress. 
DBM is planning to use a new system called NES. Further 
details will be provided when available.   

7.10 Does the entity have experience in 
implementing projects of any other donors, co-
financiers, or development partners? 

Yes, DBM has extensive experience in implementing 
projects with co-financiers and development partners. 

8. Information Systems   

8.1  Is the financial accounting and reporting 
system computerized?  

Yes. 

8.2 If computerized, is the software off-the-
shelf, or customized?  

Off-the shelf and customized (Grapebank). 

8.3 Is the computerized software standalone, 
or integrated and used by all departments in the 
headquarters and field units using modules?  

It can be used by all departments in the headquarters and 
field units using modules with relative limits. 
 
 
 

8.4 How are the project financial data 
integrated with the entity financial data? Is it done 
through a module in the enterprise financial system 
with automatic data transfer, or does it entail 
manual entry? 

It will be integrated in the enterprise financial system with 
automatic data transfer. 

8.5 Is the computerized software used for 
directly generating periodic financial statements, or 
does it require manual intervention and use of 
Excel or similar spreadsheet software? 

DBM uses both, combining software and manual 
intervention with use of Excel to complete periodic financial 
statements.  

8.6  Can the system automatically produce the 
necessary project financial reports?  

If it’s required, DBM will purchase off the shelf and produce 
project financial reports.  
 

8.7  Is the staff adequately trained to maintain 
the computerized system?  

Yes, the staff is trained to maintain the computerized 
system. 
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8.8  Do the management, organization and 
processes and systems safeguard the 
confidentiality, integrity and availability of the data?  

Yes, the management, organization and processes and 
systems safeguard the confidentiality, integrity and 
availability of the data. 
 

8.9    Are there back-up procedures in place? Yes, DBM has the backup procedure 
 

8.10 Describe the backup procedures – online 
storage, offsite storage, offshore storage, fire, 
earthquake and calamity protection for backups. 

Online and offsite storage protection for backups. 
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FINANCIAL MANAGEMENT ASESSMENT (XACBANK) 
 
A. Background 
 
39. The XacBank is a leading private commercial financial institution with a social mandate to 
spur countrywide development. It is a wholly-owned subsidiary of TenGer Financial Group, a 
holding company with a portfolio of other businesses in leasing, insurance, investment banking, 
and microfinance. TenGer Financial Group has international financial institutions, local and 
foreign reputable companies, investment funds, non-government organizations and individuals as 
its shareholders and is currently the only company in the banking and financial sector of Mongolia 

with such a diverse shareholding structure.14  The bank is the executing agency for the KFW-
funded microfinance project.  In the project, KFW is an equity investor in XacBank on behalf of 
the German Government  in the amount of EUR 1.8 million through a subordinate loan with a 
conversion option, a supplementary refinancing line of EUR 0.9 million, and a staff support 
measure for improving risk management amounting to almost EUR 0.3 million (accompanying 

measure).15  
 
40. XacBank was named the “Leader 2015” under the ToC – Mongolian Sustainable Finance 
Initiative, a joint program launched by 14 commercial banks and supported by the Mongolian 
Government, Central Bank of Mongolia, IFC, FMO, Mongolian Bankers Association, Mongolian 
Economic Forum and Banking and Finance Academy. It offers loans to farmers’ cooperatives 
and/or associations to facilitate production, marketing of crops, and acquisition of essential 
commodities. It has also been lending to industrial, home-building or home-financing projects and 

other productive enterprises.16 In 2016, the Bank earned the title of “Best Bank of Mongolia” by 
the Banker Magazine and obtained a syndicated senior loan facility of $108.5 million to finance 

SME subloans with greater focus on women-led businesses.17 Today, the XacBank with its 86 
branches nationwide and its well-established data center serves approximately 707, 000 

individual and corporate clients,18 and is one of the largest formal credit institution serving in the 
rural areas.  Its credit delivery system is able to penetrate a substantial percentage of the country’s 
total number of regions.  
 
B. Retail Banking 

 
41. Retail banking has been the focus of the XacBank for major part of its operations.  Their 
services in this area include: 
 

(i) A long-term savings program: a prime movement towards encouraging clients to 
save and manage their funds during such economic crisis within which the country 
is currently experiencing.   

(ii) Small business loans; easily accessible for local business entrepreneurs such as 
those involved in leather craft, cashmere products, and even those engaged in 
research and development works in product development.  Medical doctors and 

                                                

14  XacBank Annual Report, Shareholding Structure, 2014.  
15  KFW Ex Post Evaluation Report,2011. 
16  XacBank Annual Reports, 2012-2016. 
17  XacBank Annual Report, 2016. 
18  XacBank Annual Report, 2016. 
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hospital staff have banded together to explore provision of laboratory and other 
medical services. 

(iii) International credit cards program: established to provide services in the local and 
international market and its connectivity with branded credit cards like Visa, 
Mastercard, American Express, and JCB.  

(iv) Digital banking: adopted to facilitate online banking services. 
(v) Financing window for mortgage loans:  designed to speed up home ownership at 

the government-led low-cost mortgage program (8% +1% per annum) has been in 
operation.  As of December 2015, the XacBank reflected in its annual report as 
having disbursed home mortgage loans to 2,596 households reaching a total 
amount of MNT132.1 billion.    

 
42. XacBank sold a total pool of mortgages worth MNT117.1 billion to the Mongolia Mortgage 
Corporation (MIK) to ensure liquidity and rollover of funds for housing mortgages. 

 
C. Corporate Banking 
 

(i) The Institutional Banking Sector attends to the corporate clients of the Bank.  The 
bank has assisted housing developers in their developmental funding needs. 
Microinsurance program has also been promoted to suit the requirements of 
employees of corporate clients.  The products include credit insurance, life and 
non-life coverages. 

(ii) Trade financing with longer term funds and low-cost interest is continuously being 
sourced to support the needs of clients engaged in the trade industry. 

 
D. Other Financing Programs and Services 
 
43. The XacBank leads in operating the following programs and services in line with green 
development, clean air and renewable energy:   
 

• Eco Banking. XacBank is the sole provider of credit facility aimed to finance green 
and environmentally sustainable infrastructure development and other socio-
economic development projects. 
It has funded the loan of a leading dairy products company with objectives of reduction 
of energy consumption, greater efficiency in production of products minimizing wastes 
and losses, and product diversification.  
In 2016, XacBank became the first privately owned bank in Mongolia to obtain 
accreditation with access to the Green Climate Fund (GCF). Thus, the lending 
operations of the bank related to climate resiliency and green building is expected to 
expand.   

• Renewable Energy Facility. With funds being sourced from the Clean Air Fund, 
Millennium Challenge Account, and the World Bank, XacBank has assisted clients 
who are engaged in renewable energy projects:  stoves, solar energized panels for 
hot water, and others. XacBank obtained accreditation from the Global Climate 
Partnership Fund and has obtained technical and financial support for an automobile 
production loan program of newer technology adopting hybrid cars. 
The bank boasts of having participated in the sale of 1.2 million carbon credits in the 
international market as a by-product of its eco-banking operations. 
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E. Financial Highlights and Performance Indicators of XacBank (2011-2016) 
 
44. Total assets showed a decline of 7%  in 2014-2015 due to the climb in past due loans 
during this period and the resulting decrease in loan availment, specifically in housing mortgages, 
construction of new apartment buildings, and expansion of commercial production.  With the 
current economic difficulties, many businesses have been put on hold.  The government low-cost 
funds for housing have also halted its releases.  Growth in assets was steep at 68% in the banner 
year of 2013 when the mining production was at a rise. However, in 2016, total assets recovered 
by 16% over 2015 level.  Public deposits increased by 12% in 2015 in comparison to 2014 level 
and grew by 11% in 2016 as bank clients experienced slowdown in business profits and burden 
of increasing interest rates due to foreign exchange fluctuation. Upsurge in loans level in 2013 of 
65% from previous year, or MNT 1,042.0 billion saw a decline of 10% in 2015 from 2014 level.  In 
2016, a minimal 1% growth rate was recorded. This may be traced to the lower rates of investment 
yields and depletion of reserve funds due to climb in non-performing loans which reached 7.9% 
in 2016. 
 
45. There was an increase in funds from multilateral and bilateral agencies which were utilized 
for either direct lending to target beneficiaries and/or on-lending through other private agencies 
for microfinance and capacity building lending programs. 
 
46. An upward change in the level of capital funds was at a modest average rate of 10.0% for 
the six-year period, keeping the Bank in position to ward off effects and outcome of foreign 
exchange fluctuation on foreign currency loans. Table 10 below summarizes financial 
performance indicators of the Bank for the period 2011-2016 based on their published Annual 
Reports. 

 
Table 10: Summary of Financial Highlights and Ratios 

 
47. Net profit dipped in 2014 by 52% compared to previous year with the decrease in loans 
as demand for funds was low.  Interest rates were affected by the inflation rate and the foreign 
exchange fluctuation for foreign currency fund sources of the bank.   
 
48. Net Income recovered at MNT 22.5 billion in 2015 from a low of MNT 11.6 billion in the 
previous year and but decreased slightly to MNT 21.5 billion in 2016.  Income growth posted an 
annual average of 25% for the entire six years.   

Item 

Year Growth Trend   

2011 2012 2013 2014 2015 2016 
2011-
2012 

2012-
2013 

2013-
2014 

2014-
2015 

2015-
2016 

Average 
Growth 

Rate 

Balance Sheet and Profit Indicators 

Total assets 817.6 1,077.7 1,811.5 2,072.8 1,936.1 2,257.3 32% 68% 14% -7% 17% 25% 
Loans 537.0 633.0 1,042.0 1,352.0 1,222.0 1,230.7 18% 65% 30% -10% 1% 21% 
Public Deposits 359.0 514.0 635.0 788.0 880.0 978.3 43% 24% 24% 12% 11% 23% 
Total Equity 119.6 97.8 122.2 133.8 156.3 179.0 -18% 25% 10% 17% 15% 10%              
Net profit (after tax) 12.2 15.3 24.4 11.6 22.5 21.5 26% 60% -52% 94% -4% 25%              
Key Indicators of Financial Performance (%) 

Risk Cover 88.1% 105.7% 123.5% 95.2% 92.1% 89.6% 20% 17% -23% -3% -3% 2% 
ROE  21.3% 16.9% 22.4% 9.0% 15.6% 13.5% -21% 33% -60% 73% -13% 2% 
ROAA  1.5% 1.6% 1.7% 0.6% 1.1% 1.0% 8% 5% -65% 88% -9% 6% 

Liquidity Ratio 42.1% 42.3% 43.8% 37.2% 38.7% 42.5% 0% 4% -15% 4% 10% 1% 

Capital Adequacy 
Ratio 19.4% 19.5% 18.2% 17.0% 20.6% 19.2% 1% -7% -7% 21% -7% 0% 

Source:  Annual Reports of XacBank, 2011-2016. 
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F. Financial Ratios (2015–2016)  
  
49. The leverage ratio (debt/capital funds of XacBank reached an average level of 2.5:1 for 
the period 2011-2016. This figure is well within the maximum acceptable ratio of 8:1. Capital 
adequacy was measured using the capital to risk assets. A 19.2:1 ratio was recorded for 2016 
and this meets the required minimum level of 14:1. 
 
50. Profitability of the bank’s operations was reflected in its return on average assets which 
recorded an average of 6.0 % for the period 2011-2016. Although there was a decreasing trend 
on the bank’s liquidity position, that is, a high of 43.8:1 in 2013 and moving down to 37.2:1 in 
2014, it is still within the standard minimum requirement of greater than 25:1. Capital adequacy 
ratio revolved within the range of 17.2 % to 20.6%, but it did not go lower than the required 
minimum level of 14%. 
 
51. Table 11 below reflect the highlights of the bank’s 2017 performance. The audited financial 
statements of 2017 indicated 16% growth in total loans and 35% rise in total assets for the period 
2016-2017. However, deposits declined from $466.3 to $441.27 million. Total liabilities climbed by 
37% in 2017 over the 2016 level. Total equity grew by 22% as a result of movements in the banking 
sector to improve financial condition of commercial banks. 
 

Table 11:  XacBank Financial Highlights 

Auditor: Deloitte 
HISTORICAL – FINANCIAL STATEMENTS 

Audited Audited Audited 

In $million 2017 2016 2015 

Total Loans – Net      712.82       613.70       621.18  

Total Other Earning Assets      330.19       354.90       217.05  
Other Assets        72.40       117.83       103.90  

TOTAL ASSETS    1,613.54    1,197.115       1,026.81  
Deposits and ST Funding      441.27       466.30       395.75  

Total Other Liabilities      587.03       554.97       308.13  
TOTAL LIABILITIES      1,507.81  1,102.17  943.90  

TOTAL EQUITY        105.73         94.95        82.90  
Tangible Common Equity        65.29         69.83         66.55  

Net Operating and Other Income 46.19  58.56         53.43  
Expenses and Tax       (35.79)       (47.50)       (41.72) 

POST TAX PROFIT          10.40         11.06         11.71  

 
52. The Bank of Mongolia is tasked to ensure that no violations of restrictions set forth in article 
17 of the Banking Law are committed by banks. The results of XacBank’s performance assessment 

conducted by the Bank Supervision Department of the Bank of Mongolia (as of September 30, 2017)19 
and the bank’s report as of December 2017 are presented in the table below.   
 

 
 
 
 
 
 
 
 
 

                                                

19  XacBank - Annex to the Letter A 6/1062 of the  Bank of Mongolia,  dated 17 October 2017  
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Table 12:  XacBank Prudential Ratios 

M2 
Prudential ratio criteria 

indicators Limits 

Reported by 
Bank 
As of 

September 
2017 

Revised and 
calculated by 
Supervisor Difference 

Satisfactory 
or Not 

Reported by 
Bank 

As of 30 
December 

2017 Subject 
to BOM Audit 

1. Capital adequacy 
Capital/Risk-weighted assets 
ratio  
Tier 1 Capital/risk-weighted 
assets ratio  

 
 

>14% 
>9% 

18.0% 
11.9% 

18.0% 
11.9% 

- 
- 

Yes 
Yes 

 
 

17.1% 
11.3% 

2. Loan concentration risk 
figures 

      

A Aggregate exposure of 
loan, guarantee, and letter 
of credit to a single 
borrower and their related 
parties shall not exceed 
20% of capital 

 
 
 
 

≤20% of 
capital 

9.0% 9.0% - Yes  

B Loan, guarantee, letter of 
credit to shareholders, 
bank officers, and 
employees and their 
related persons: 
- The aggregate exposure 
shall not exceed 20% of 
capital  
- Single borrower exposure 
shall not exceed 5% of 
capital 

 
 
 
 
 

≤20% of 
capital 

 
≤5% of 
capital 

2.8% 
 

5.2% 
 

- 
 
- 

Yes 
 

Yes 
 

3. Risk protection fund for 
non-payment of loans 
/billion MNT/ 

 94.5 94.5 -   

4. Prudential ratios for foreign 
assets and liabilities 
 For an individual currency + 
or – 15% of total capital  
For all currencies (+ or – 
40%) of total capital 

 
 
 

< ± 15% 
 

< ± 40% 

5.1% 
 

5.8% 

5.1% 
 

5.8% 

- 
 
- 

Yes 
 

Yes 

 
 
 

-0.9% 
 

-1.5% 
5. Fixed assets ratio Fixed 

assets ratio shall not exceed 
8% of the net assets. 

 
 

≤8% of net 
assets 

3.9% 3.9% - Yes  

6. Liquidity ratio >20% 46.6% 46.6% - Yes 43.9% 

 
53. XacBank based on information made available during the due diligence process is in 
compliance with all norms of capital adequacy, asset quality, management, earnings, liquidity 
position and finally sensitivity to risks. 
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Table 13:  System and Group Average 

 Indicators Total Group Ii Xacbank 

Asset Quality 
1. Non-performing loans to Total assets ratio 3.5% 3.2% 4.5% 
2. Changes in the percentage of non-performing loans to total assets 

(growth/decrease from the beginning of the year) 
0.07% -0.40% -1.8% 

3 Nonprofit generating asset to total assets ratio 33.4% 23.4% 23.0% 
4 Credit concentration ratio (Bank’s large loan balances to equity ratio) 204.3% 189.1% 152.4% 
 Capital adequacy 
5 Risk Weighted Capital Ratio 17.5% 17.9% 18.0% 
6. Capital Adequacy Tier 1 Ratio 13.4% 12.3% 11.9% 
7. Total leverage ratio 10.4% 10.7% 10.0% 
Liquidity  
8. Return on Asset 1.0% 1.1% 0.1% 
9. Return on Equity 9.6% 12.6% 11.6% 
10.  Net interest margin 2.3% 2.4% 2.1% 
11. Interest insensitive liabilities 31.5% 19.2% 12.0% 
Payment Capability 
12 Balance of short-term assets and short-term liabilities to short-term 

liabilities ratio 
28.6 7.8 92.6 

Note:  
Group I: Golomt Bank, Trade and Development Bank, Khan bank. 
Group II: Bank of Ulaanbaatar city, XacBank, State Bank 
Category III: Other banks 

 
54. The Bank of Mongolia (BOM) report focused on prudential ratios highlighting capital 
adequacy, single borrower’s limit, DOSRI, liquidity, asset quality, risk cover in terms of reserves 
provision for loans, and payment capability.  The ratios calculated by XacBank reconciled with 
the figures of the BoM report and reflected overall satisfactory performance and compliance with 
the regulations of the BoM.  The stable condition of XacBank is evident in the BOM examination.  
 
G. Financial Management Assessment 
 
55. XacBank responded to ADB’s financial management assessment questionnaire (FMAQ) 
with specific questions related to the following key functions of the bank’s working processes 
covering: 
 

• Legal Status 

• Project and Funds Flow Arrangements 

• Staffing 

• Accounting Policies and Procedures 

• General Policies and Procedures 

• Loan Disbursement and Repayments 

• Safeguard over Assets 

• Other Offices and Implementing Entities 

• Internal Audit 

• External Audit 

• Reporting and Monitoring 

• Information Systems 
 
56. The results of the risk rating assessment conducted in relation to the role of XacBank in 
the project are presented below. 
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Table 14:  Risk Assessment Matrix 

Risk type 
Risk 

Assessment 
Risk Description Remarks/ Mitigation Measures 

1. Implementing Entity 

 Implementing Entity–
XacBank 

L Inadequate financial 
management guidelines on 
given workflow among the 
involved departments 
(developmental and retail 
lending) may be a concern in 
processing subloans for 
developers and conversion 
into retail or homebuyers’ 
loans. 

XacBank continues to rank high in the 
evaluation of its CAMELS rating by the 
Central Bank of Mongolia. The bank 
boasts of having approved access to 
GCF funding window for its lending for 
green development.  Financial 
management policies and procedures 
for availment of EDAF will be 
strengthened internally by 
management 

  L Timely development of 
manual of operations to cover 
the detailed funds matched 
with orientation or training on 
funds flow arrangements. 

A manual containing procedural 
guidelines in project implementation 
for adoption of concerned departments 
needs to be established to facilitate 
loan processing and pre-qualification 
of developers, contractors and 
individual homebuyers.    

  L Possible delay in the release 
of funds with 
misinterpretations and 
inappropriate funds flow and 
financing arrangements. 

The finance, accounting and lending 
departments of the XacBank will 
receive periodic training in funds 
management and monitoring of 
lending activities under the EDAF loan 
withdrawal procedures. 

2. Funds Flow Arrangements 

 Implementing Entity–
XacBank 

L Efficiency of clearly defined 
procedures for fund 
disbursement from the AMC-
managed EDAF to the 
participating banks funds. 

The AMC-DBM and participating 
banks will coordinate regularly with 
ADB and will also work with the PMO 
Consultants to ensure that Project 
guidelines are followed. Proper 
coordination with MUB and other 
relevant units within the AMC-DBM will 
be undertaken with capacity 
strengthening support from project 
consultants.   

  M Land valuation policy under 
the land-swapping scheme of 
the Project has to be 
established, specifically on 
the acceptability of the 
properties as collateral for the 
developmental loans. 

The guidelines on acceptability of land 
swapping arrangements and valuation 
of such properties for collateral 
purposes have to be defined clearly by 
the project and XacBank to facilitate 
evaluation of developer and retail 
buyers’ applications for loans.  

  L Familiarity with the 
withdrawal of funds from the 
AMC-managed EDAF. 

In general, the bank is experienced in 
financial management of projects 
funded by donors such as the ADB 
and other international donors. 
Training will include the availment 
procedures against the EDAF and also 
report preparation requirements for 
monitoring purposes. 

  M Availability and source of 
targeted funds for blending 
with the AHURP funds 

XacBank has to clearly define its 
program for fund sourcing to ensure 
funds for blending with the EDAF 
funds will be readily available. 
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Risk type 
Risk 

Assessment 
Risk Description Remarks/ Mitigation Measures 

 

3. Staffing 

 Implementing Entity–
XacBank 

L Adequacy of staff and 
sufficiency of their knowledge 
and understanding of 
Project’s disbursement 
policies and procedures. 

It is expected that the newly assigned 
staff of XacBank to the project will be 
supported by project consultants. They 
will be provided training on project 
disbursement policies and procedures 
to facilitate withdrawal applications, 
subloan disbursements to both 
developers and retail buyers.  It is also 
expected that additional staff may be 
hired as need arises for continued 
efficient client-servicing. In general, an 
accounting unit will be established in 
the bank and it will be tasked with all 
the responsibilities of financial 
management for the EDAF financing.  

4. Accounting Policies and Procedures 

 Implementing Entity–
XacBank 

L Adherence to accounting 
standards and regulations 
and timeliness of reporting – 
as required by the MOF and 
compliant to the IFRS and 
IAS.  

Project consultants will assist in the 
development of new report forms in 
accordance with the ADB required 
reporting system. At the AMC-DBM 
PIU level, consultants will support the 
development of a web-based 
electronic accounting system 
compatible with the bank’s automated 
system and incorporate all the 
recording, reportorial, withdrawal, and 
disbursement requirements of the 
Government, ADB, AMC and Bank of 
Mongolia, and other donors, if any.   

  M Establishment of an 
agreement with the AMC-
DBM and developers 
regarding the application of a 
redemption value formula for 
housing units to be covered 
by retail mortgage and 
applied as repayment to the 
developer’s developmental 
loan. 

The AMC-DBM with support from 
project consultants will define the 
redemption value formula for the 
adoption of retail mortgage take-outs 
as loan repayments for the 
developers’ development loan.    

5. Budgeting System 

 Implementing Entity–
XacBank 

L Significant Interplay of 
physical with the financial 
objectives in timely 
disbursements of developers’ 
loans and retail homebuyers’ 
loans. 

The graduation of retail mortgage 
take-outs to repayment of the 
development loan/s will be a key 
forecast item in the withdrawal 
applications and improved budget 
projections with the implementation of 
such arrangement. 
 
 
 
 

6. Internal Audit 

 Implementing Entity–
XacBank 

L Potential for limited coverage 
of internal audit department. 

The internal audit department of the 
bank which currently handles all 
internal audit requirements of all 
departments will be included in the 
orientation and training of all project-
related activities, policies, guidelines, 
procedures, and agreements.  
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Risk type 
Risk 

Assessment 
Risk Description Remarks/ Mitigation Measures 

7. External Audit 

 Implementing Entity–
XacBank 

L Potential for delayed audit 
process and submission of 
audited financial statements 
in accordance with the loan 
agreements. 

The XacBank is expected to comply 
with this requirement promptly.  

8. Reporting and Monitoring 

 Implementing Entity–
XacBank 

L Potential for audited financial 
reports are not prepared  on  
time  and do not comply with 
government  international  
accounting  standards 

The XacBank is expected to promptly 
submit audited financial reports that 
are consistent with international 
standards.  

9. Information Systems 

 Implementing 
Entity–XacBank 

L Risk that the management of 
information systems of the 
bank do not include the 
required reports for the 
participating banks. 

Supplementary electronic system will 
be developed by the AMC-DBM with 
support from consultants to efficiently 
produce accurate and timely project 
reports.  XacBank will work with AMC-
DBM to ensure that the project 
management reporting system 
incorporates the reports of the 
participating banks.   

 
H. Proposed Financial Management Improvements 
 
57. Table 15 below summarizes the proposed financial management improvement plan for 
XacBank.  

Table 15:  Financial Management Improvement Plan 

 Risk Description Risk Action Period 
Responsible 

Agency 

1  Implementing Entity. 
Inadequacy of financial 
management guidelines on 
given workflow among the 
involved departments 
(developmental and retail 
lending) in processing 
subloans for developers and 
conversion into retail or 
homebuyers’ loans. 
 

 
 
Moderate 
 
 
 
 
 
 
 
 
 
 
 
 

Financial management 
policies and procedures for 
availment of EDAF will be 
strengthened internally by 
management.  AMC-DBM 
and consultants will 
prepare the EDAF lending 
policies and guidelines for 
the approval of the Project 
Steering Committee.  

During 
implementation 

MOF 
AMC-DBM 
XacBank 

Monitor compliance with 
appropriate financial 
management policies and 
procedures  

During 
implementation 

Internal Audit and 
Compliance units 
within the 
XacBank and a 
sub-unit within 
the AMC-DBM 

 
2 

Funds Flow. Deficiencies 
and misinterpretation of 
ADB guidelines in 
disbursement and 
withdrawal of program funds 
by XacBank  

Low XacBank to liaise regularly 
with AMC-DBM and project 
consultants to ensure that 
EDAF and ADB guidelines 
are followed. 

During 
implementation 

The bank’s 
Accounting staff 
AMC-DBM 
Project 
Consultants 
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 Risk Description Risk Action Period 
Responsible 

Agency 

3 Staffing. Adequacy of staff 
at the Project Finance and 
Accounting Department and 
lack of training on EDAF 
financing procedures 

Low AMC-DBM to work with 
XacBank in providing 
training on EDAF’s 
disbursement processes; 
XacBank to assign 
adequate number of 
qualified staff to implement 
its subproject(s) 

First quarter of 
implementation 

AMC-DBM 
XacBank 
Project 
Consultants 

4 Accounting. Adherence to 
accounting policies and 
procedures. 

Low AMC-DBM to develop and 
make operational a project 
financial reporting system 
in a manner consistent with 
the accounting system 
prescribed by the Bank of 
Mongolia as well as ADB’s 
policies and procedures for 
loan disbursements and 
financial reporting.   

During 
implementation 

ADB/MOF,  
MUB 
AMC-DBM 
Project 
Consultants 

5 External audit. Timely audit 
process and availability of 
audited financial statements. 

Low Prepare annual project 
accounts and ensure 
accurate record-keeping 
and reconciliations 

During 
implementation 

XacBank 
AMC-DBM 
Project 
Consultants 

Hire an external auditor to 
audit project financial 
statements. 

During 
implementation 

XacBank 
 

6 Reporting and monitoring. 
Audited financial reports are 
produced based on project 
disbursement records and in 
accordance with GOM and 
donor requirements. 

Moderate Prepare project financial 
reports through an 
automated accounting 
system with support of 
project consultants 
 

During 
implementation 
 

XacBank 
AMC-DBM 
Project 
Consultants  
 

 
 
 

  

 

  

 
 
 


