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INTRODUCTION

This institutional appraisal was conducted in June 1999 by Heather Clark, Director of the
MicroStart Programme and Principal Technical Advisor of UNDP’s Special Unit for
Microfinance, and Maria Paula CarvaJaI Programme Officer for Asia and Latin America. The
purpose of the appraisal was to review the operations of MicroStart Mongolia approximately a
year after inception in order to establish an objective written record of performance as the
organization makes the transition to a formally licensed microfinance institution from an NGO
structure, The review focused on analyzing performance and areas that would promote or hinder
charting a smooth course for the future. The appraisal was carried out using the CGAP Appraisal
format that is becoming the standard in the field. Additional components were added to this
review that focus on legal, regulatory, ownership and governance issues, as well as programme
support issues that are germane to UNDP supported efforts and the MicroStart model. For a
comparative analysis of performance of X.A.C with other institutions, the reader can refer to data
presented in the MicroBanking Builetin.

The intended audience for this document is primarily the people involved in the XAC operations
including the staff, Board of Directors and UNDP Mengolia who started and supported this
initiative. The appraisal will also be presented to potential investors. The document is important
to SUM’s learning agenda, particularly, how to best support start-ups. As the report is intended
for slightly different audiences, there is information that will extraneous to one audience and
essential to the other.
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. EXECUTIVE SUMMARY

A. Key Data
Table # 1: Summary of Key Data
ACTUAL PROJECTED
ITEM Jan-99 May-99 Dec-99 Dec-00
l. Number of currently active loan clients 398 1,146 1,550 3,600
2. Total outstanding loan balance (US$) 41,710 134,571 294,638 724,985
3. Average Joan balance per client 105 117 190 201
4, Number of voluntary savings clients - - - -
5. (Total balance of voiuntary savings - - - -
accounts (US$)
6. Loan loss rate 0.0% 0.6% 3.3% 5.5%
7. Delinguency rate (portfolio at risk basis > 0.0% 0.2% 7.4% 12.7%
1 day late)
8. Administrative efficiency 127.4% 65.3% 48.8% 47.1%
9 Portfolio vield 57.6% 72.1% 85.3% 72.2%k
10 |Qperational self-sufficiency 28.5% 48.9% 74.0% 127.0%
I Return on average assets -29.5% -18.1%
12 | Adjusted return on average assets -42.9% -30.1%
13 Year-end free market exchange rate 910.00 1,000.00 1,000.00 1,000.00
14 | Per capita gross domestic product (US$) 433 433 433 433
B. Summary of Major Conclusions and Recommendations

1. Background:

On June 26, 1997 the MicroStart Project Document was signed by the Government of Mongolia making
Mongolia the second country to begin operations as part of the UNDP Global MicroStart Pilot Programme. At
the beginning of 1998, ACVDI/VOCA was selected as the [nternational Technical Service Provider (TSP). By
August 1998, ACDI/VOCA had fielded an international technical advisor for a period of 18 months to guide the
programme’s activities.

Two local NGOs were initially seiected to participate in the MicroStart Programme, Mongolian Women’s
Federation (MWF) and the Liberal Women's Brain Pool (LEOS). X.A.C. {which in Mongolian means “Golden
und for Development™) was created as a local organization which would serve as the central credit office for
‘c NGO lending activities. Under MicroStart Mongolia, X.A.C. and the NGO programmes consolidated into
one operation which now has 5 branches, two in the capital, Ulaanbaatar and three more in rural areas. On
September 28, 1998 the first loans were disbursed. In May 1999, the institution applied for a license to operate
as a formai financial institution.

2. General Assessment

The MicroStart programme is attempting to create a new structure and a new way to do business in Mongolia.
There is a clear demand for microfinance services in Mongolia and X.A.C is currently the only institutional
approach serving this market. The operation is young, but in its initial stages it has developed a client
responsive, transparent and relatively efficient operation while maintaining high portfolio quality and targeting
profitability.

Local Financial Sector

X.A.C. has the potential to become something significant in the local financial sector. Not only is X.A.C. an
important source of credit for a population who does not have access, but it is a new type of institution within
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the Jormal financial sector that is an innovative business operation with a social objective. It is further
distinguished from other formal financial institutions in the country because it maintains high portfolio quality,
transparent operations and embodies a staffing structure that is based on merit. performance and a high set of
standards.

Staff Capacity

[n a short period of time, through the ITSP representative Robert Cater and core staff, X.A.C. has assembled a
team that is dedicated, qualified and capable. Staff is responsive to clients and a market driven approach is
evident in all X.A.C. operations. It is striking how staff assembles information and analyzes experience,
applying lessons to improve operations. The organization is a dynamic learning organization with demonstrated
problent solving skills. These are particularly important skills for any organization and they will serve X.A.C.
well as it matures and confronts the challenges of growth, such as competition in the marketplace, developing
more complex systems, and expanding and diversifying products and services.

Market and Poverty

* Market Penetration: X.A.C. estimates a potential market for microfinance services in Mongolia of
approximately 77,000. Using this rough calculation, X.A C. is serving about 1% of the potential market.

* Market Strategy: In the Mongolian context with small populations grouped in areas with great distdnces
among them, X.A.C. needs to develop a vertical market penetration. This means that in order to be
sustainable. X.A.C will have to target more than one segment of the population in which it works, rather
than a mono-product horizontal market penetration practiced by MFIs in other parts of the world with large
population concentrations.

Product

X.A.C. began offering both group and individual loans, but is in the process of phasing our the group loans. It
will introduce a new loan product in July of 1999 and will begin developing consumer and cooperative loan
products during the third quarter of 1999. X.A.C. appears to proceed carefully piloting activities before making
them fuily operational. The review team encourages X.A.C. to take this same approach to product
diversification, paying particular attention to additional administrative costs required to manage four loan
products effectively.

Methodology

X.A.C.’s methodology seems to be uppropriate for the couniry and context in which it works. Potential clients
undergo an application process that includes visits to their homes and businesses and attendance at compulsory
training. This ensures the appropriate background check that has enabled the institution to maintain excellent
levels of repayment. The complete process takes an average of 14 days to compiete for first cycle loans.

The review notes two aspects of the methodology that X A.C. should re-examine. First, the time it takes for a
client to access repeat loans appears excessive. The process could be expedited to increase client satisfaction and
improve portfolio turn. Secondly, compulsory training includes business planning. Although the topic appears
to be of interest to many clients, it is a complex one, which makes it difficult to offer it in one session.
Therefore, X.A.C. should consider offering this more specialized training outside the compulsory credit training
to improve quality, depth and client satisfaction. The review team encourages X.A.C. to further explore its pilot
efforts in arranging for business development services to be provided independently by local entrepreneurs.

Delinquency
X.A.C. has maintained on time repayment rates well above 95% in most branches. Portfolio at risk greater than

one day late measured on an outstanding balance basis is 2% of the outstanding portfolic on May 31, 1999. To
date, X.A.C. has written off $495 as bad debt, which translates to a loan loss rate as of May 31, 1999 of .6%.
The consolidated non-performing loan portfolio of the commercial banking sector in Mongolia was 38% at the
end of April 1999 (Source: Central Bank of Mongolia).
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Financial Viability

X.A.C. has made siznificant strides in improving financial performance during the past five months. This
growth has enabled 1t t0 move from 30% Operational Self-Sufficiency to 53% in the five month period from
January to May 1999. These figures do not include the cost of ACDI/VOCA technical assistance, which
gradually phases out over the next two years. The growth rate is impressive.

X.A.C. plans to expand operations by adding four additional branches (2 in August 1999 and 2 in April 2000)
and develop new lending products. This will mean higher costs and lower rates of productivity during the short
term, before the investment in expanded capacity and diversified products pays off. After 9 months of
operation, four out of five branches are covering all cash operational expenses. Income and expenses for May
1999 were approximately $900 from break-even for the entire operation, including Central Office expenses.
Since September 1998, the operation has accrued an operations deficit of $37,387, which is covered by grant
funding and owner equity. The deficit is likely to be recovered from operations by the end of the year, assuming
X.A.C. maintains current growth rates. However, plans do call for expansion. Additional financing, preferably
through a mix of grants, equity contributions and soft loans, will be required.

.. Challenges and Recommendations:
The major challenges for X.A.C are the naturai challenges faced by an institution as it transforms from an NGO
structure into a formal financial institution; namely issues of governance and ownership.

Ownership and Governance

X.A.C. Board members are institutional seats rather than individuals. Board members have been representing
their respective NGOs, and have built an expectation of NGO affiliated branch performance and remittance of
dividends rather than the performance of the entire operation and the amount of re-investment that will be
required for the health and sustained growth of the company. [n addition. a poor precedent was set during the
pilot phase when all interest earnings were returned to the “NGO owned branches”. This action allowed the
board to expect dividends at a stage when none were due, heightened the prospect that dividends would be that
large that quickly, and re-inforced the mentality that each NGO owned a branch, while no one owned the
company.

The Board needs to develop a vision for the health of the company as a whole rather than focusing on the

performance of individual branches. A focus on the earnings of the individual branches at the expense of the

company as a whole. or viewing the company as a “cash cow™ to finance NGO efforts will inevitable weaken
‘1: company, it's potential eamings over the long-term and its contribution to Mongolia’s financial sector.

Board Training and Board Committees

Over the next few months X.A.C. will have to dedicate time and energy to Board orientation and training. The
Board recognizes that their responsibilities in running a finance company are new to them. This report stresses
the importance that is placed on the Board's own suggestion that a great deal of attention be paid to Board
training. Board training needs to focus on;

. Clarifying Board vision for the company

. Understanding the financial aspects of the company and clarifying financial expectations

» Obtaining an understanding of the fiscal prudence and responsibilities required for the effective
functioning of a private sector entity.

. Defining roles and responsibilities of the Board and management, including developing a clear division
between the two roles and functions and establishing structural autonomy. '

. Gaining a commitment of loyalty to the company and the commitment of Board members to subordinate

their institutional interests to the interest of the financial and institutional health of the company.



. Estabhishing a partinership and common vision between Board and stall,

A search of a socially responsible private investor

The search for a socially responsible private investor or investors group should begin in earnest. A local
investor group or an international equity fund set up specifically for this purpose should be considered to
provide a balance for the company as well as a healthy array of investors that spread the risk. Emphasis must be
on recruiting investors with strategic long-term objectives. A board committee with management input should
be organized to expand private, socially responsible ownership.

Politics. Politics

X.A.C. should develop a “code of conduct” at the institutional level for staff, loan approval committees and
board members during the 1999/2000 campaigning and election period. It is essential that the organization
remain above politics. The penalty for political activity that compromises the neutrality of the institution should
be severe.

Operational Policy

X.A.C. has developed a thorough set of systems, standard procedures and operational and administrative
policies. The systems, reporting and type of information generated is excellent and used by management to
make decisions. The review comments on the following areas:

. Cash controi needs to be improved. Cash counts are performed once a week, but should be performed
daily.
. Security needs to be improved. Larger more secure safes should be installed, branches should keep

excess cash in safety deposits where possible, or safes should be set permanently into the floors.
Additional efforts should be made to keep cash secure and out of sight of branch visitors.

. Clear policies need to be developed on: loan write-offs, re-scheduling, collateral seizure, and certain
aspects of collateral, such as limits on collateral, particularly for ist time loans, and appropriate
valuation of collateral.

. The value of co-signer guarantees and prohibitions on credit officer guarantees are elements of
operational policy that need to be reviewed.
. X.A.C. information collection allows the organization to review trends and identify problems, such as

the source of delinquency by loan type, branch or credit officer. Information on income, yield gaps and
trends in portfolio size and income and branch costs will enable X.A.C. to monitor branch performance
and identify where problems may exist by comparing monthly branch reports with previous trends in
performance and inter-branch performance.

4, Lessons for the MicroStart Programme

MicroStart Model
As a learning programme, MicroStart endeavors to keep abreast of experiences in the field and revise policies
and procedures as appropriate.

ITSP

Robert Cater has been able to deliver what many MicroStart programmes long for. He is aware that X.A.C. is
building a lasting institution, and has given attention to staff development at all levels of the organization. Itis
important for MicroStart to note that resident advisors are essential in countries where microfinance js young
and institutions are new,

MicroStart Advisorv Committee :
The MAC has completed its purpose as stated in the original mission of the MAC, which is to ensure the
viability of the institution beyond the duration of the programme. it is simply ahead of schedule. The last act of
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IR INSTITUTIONAL FACTORS

C. Legal Structure

MicroStart Mongolia (MSM) - X.A.C. currently operates under the legal avspices of the NGO Sant Maral. In
May, 1999, X.A.C., the Golden Fund for Development, applied for a license to become a Non-Bank Financial
Institution (NBFI) under new legislation pending in Parliament. X.A.C will register as a non-bank shareholders
finance company, in accordance with the Partnership and Company Law and the Banking Law of Mongolia. An
agreement was signed on May 18, 1999 by the Liberal Women’s Brain Pool (LEOS) and the Mongolian
Women’s Federation (MWF) to establish a private finance com pany. LEOS and MWF are the two NGOs which
have received Micro Capital Grants as part of the MicroStart Programme. By-laws for the finance company
have been approved by both founding members. Once licensed and registered the new company will be able to
provide credit anywhere in the country. The NBFI regulation allows savings mobilization and other financial
transactions but these are limited through institutional definition and licensing procedures — only for savings and
loan cooperatives.

D. History

1. Start-up

The MicroStart initiative launched by UNDP is an international pilot programme intended to contribute to
poverty alleviation efforts through the development of the microfinance sector. A project document was signed
on June 26 1997 between the UNDP Country Office in Mongolia and the Ministry of Health and Social Welfare
(MHSW) which approved the MicroStart project to provide technical and financial support to start-up local
microfinance operations.

MicroStart Mongolia (MSM) became operational in July, 1998 with the arrival of the ACDI/VOCA technical
advisor, Robert Cater. Sant Maral, a locaily registered NGO, provided the legal umbrella for the operation. In
August 1998, three local institutions received microcapital grants, Sant Maral, LEOS and MWF. Sant Maral
acted as the MicroStart X.A.C. legal umbrella and provided central office and staff support, but did not establish
branches. There are currently five branches: Sainshand and Ayrag opened under MWF auspices in September
1998 and October 1998, respectively, Henti and Ulaanbaatar (Chingeltei) opened under LEOS auspices in
October 1998 and November 1998 respectively and the latest branch, Ulaanbaatar (Bayanzurh) opened directly
by X.A.C. in February, 1999.

To date, UNDP Mongolia is the only donor providing funds for the technical support and operating expenses of
X.A.C. The Soros Foundation has provided funding for three MSM staff to participate in international training
activities during 1999. A new budget has been presented to UNDP and the Ministry of Health and Social
Welfare as of May 1™ 1999. Given the consolidation of the different branches under X.A.C,, the budget is for
US$134,481 for a 4-month period that will be disbursed directly to X.A.C.. The grant amounts and approval
dates for the participating NGOs are presented below.




the MAC should be the approval of MicroStart-X.A.C. as a financial institution. MAC members agreed that the
MAC should hold its final meeting when the company is licensed by the Central Bank, and the X.A.C. Board of
Directors (currently an Ad Hoc Board) is installed.

» There should be an official transfer of responsibility to the X.A.C. Board of Directors and minutes that
record the dissolution of the MAC and the creation of an alternative oversight function.

* A new body wiil be created that will be responsible for the oversight of project activities, such as funding
authorizations, disbursements and monitoring, The body will include one representative and/or designate
from the MHSW and the UNDP.

* Inits donor oversight role, UNDP will appoint a staff member or an outside representative designate as an
“Advisor” to the Board until the end of the agreement or until such time that the deferred liabilities are
transferred as equity to the institution. This position will have a voice but no vote. The purpose of this
position is to ensure the X.A.C. board is aware of UNDP procedures, guidelines, and conditionalities. It is
the opinion of this review that the appointee advisor be fully knowledgeable of the administrative
procedures and contractual obligations of the agreement in addition to understanding the delicate balance
between influence and control.

MicroStart restrictions A
q‘ a context with limited monetary and personne! resources, an approach of working with 5 - 7 organizations
ith a maximum of $150,000 per organization may entail a delusion of resources that can limit the growth of the
organizations. In the context of Mongolia, the grant ceiling of $150,000 to one institution is a factor limiting the
options for growth. Under these arrangements X.A.C. is forced to consider partners and paths that are not
optimal, such as continuing to seek additional NGO investors when a larger grant to X.A.C. to cover operational
expenses and portfoiio growth would be more appropriate and institutionally more desirable, MicroStart
Mongolia is an example of what could be accomplished if resources were concentrated and expansion achieved
within the same institution.

S. Future Funding

Proposal to the Government of Finland

X.A.C. 15 at a critical stage in its development 23 it transitions to a non-bank financial institution. Additional

funding of $650,000 is required for portfolio growth, international technical assistance for an additional 18

months, and institutional development.

» Efforts will be directed to expanding new branches, and piloting new products to reach a more diverse
market. USS 330,000 is sought to expand operations.

. A continuation of the current technical assistance contract for an 18 moath period and short-term specialized
international technical assistance will be sought to assist staff to develop savings products, and staff equity
options plans. USS 180,000 is sought for resident technical assistance (US$150,000} and short-term
specialized technical assistance (US$30,000).

* QOver the next 18 months, board training will be intensified, a staff development program with the local
university will be launched, an integrated computerized MIS will be instailed that links branches to the
center, and additional work will be required on the legal and regulatory framework. These institutionat
development efforts are estimated at USS$ 100,000.

* Funding in the amount of US$40,000 is included to cover monitoring, evaluation and UNDP overhead.




Table # 2: Total Amount of Funds provided to N.A.C.

# Qrganization Approved Date  |Received Funding in US {Funding in Tug | Exchange
Name Date Rate
I X.A.C.-Santmaral | 8/17/98 8/27/98 485,660.00
1/20/09 2/8/99 43,763.28 40,262,219.00 [920.00
Total 8642328 [40,262,219.00
2 MWF 8/17/98 9/8/98 18,016.00
8/17/98 10/29/98 18,016.60
1/20/99 218/99 35,433.81 32,599,104.060 |920.00
Total 71,465.81 32,599,104.00
3 LEOS 8/17/98 9/24/98 25,867.50
8/17/98 12/16/98 25,867.50
1/20/99 2/8/99 48,025.02 44,183,018.00 (920.00
Total 99,760.02 44,183,018.00
. Total Amount 133,427.00
Received in USD
Total Amount 127,222.11 117,044,341.00 {920.00
Received in Local
Currency
Total Amount in 260,649.11
UsSD
4, X.AC. Pending 134,481
Total funding 395,130.11 979.00
inciuding pending
approval (US$)

2. Transition to a Finance Company

In April 1999, MicroStart Mongolia - X.A.C. began a concerted effort to consolidate the NGO projects financed
under MicroStart Mongolia to operate more efficiently and build a base for the future. !fthe X.A.C. application
for an NBFI license is successful, it will become the first finance company licensed under this new regulation.
.The Standing Committee on Economic Policy has already approved the statute. The Central Bank is supportive
of this new legal and regulatory regime, and is currently working on a framework that will support the growth of
NBFI's, and strictly monitor their performance. The Centrai Bank is also supportive of the X.A.C. license.

Due to its short history and rapid development, X.A.C. is in the process of transition from an NGO to a finance
company and also from a “project and its NGO sub-projects” to a formal financial institution. It is relatively
uncommon for these two major transitions to be taking place simultaneously.

One of the key issues in this review is this transition. X.A.C. recognizes the attention that must be devoted to
these transitional processes. The two-year business plan designates as the main priority “the consolidation of
our transition from that of being three separate projects to becoming a fully functional Private Finance
Company.” Areas that have been highlighted as priorities are the organizational structure, ownership and
governance. These are discussed in the next section.



3. X.A.C Performance
In nine mounths since start-up, X.A.C. has shown steady financial performance and market reSpoNsiveiless.

Table # 3: Summary of Key Data for the Nine-Month Period {September 1998 — May 1999}

December 31, 1998 May 31, 1999

Number of active clients 398 1,146
Total Outstanding Loan Balance (US$) 41,710 134,571
Average Loan Balance per client 105 117
Loan Loss Rate 0 .6%
Delinquency Rate (portfolio @ risk > 30 days 0 2%
Administrative efficiency 127% 65%
Portfolio Yield 57.6% 72.1%
Operational self-sufficiency 28.5% 48.9%
% female clients 82% 7%
Per capita cash GDP 433 433

The main characteristics of X.A.C. institutional performance to date are: attention to standardized systems, high

quality of staff recruited and detailed attention to training, building a system of checks and balances within the

operations of the organization, and transparent systems that are intrinsic to the operation. A few indicators of

this transparency are:

Installment repayment reports are posted on branch walls,

The names of clients for whom loans are approved are posted in the branch,

Branches are run as profit centers,

Branches receive monthly overall performance records of every other branch and the consolidated report for

the organization,

*  Staff is tested for internal job vacancies, and is required to submit an application from for new positions that
are developed as the organization grows.
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E. Ownership/Board of Directors

During its transition, X.A.C. is governed by an Ad Hoc Board of Directors who will assume fuli ownership and
governance responsibilities once the finance company is licensed and registered. The Ad Hoc Board is made up
of five members, two members from each of the founding NGOs (MWF and LEOS) and one from the National
Association of Mongolian Agricultural Cooperatives.

The Board is meeting at the request of the staff during this transition, which means approximately every two
weeks but often times even more frequently. The Office Manager of X.A.C. keeps formal minutes of these
meetings. it is still unclear how succession and new membership of the Board will be handled in practice,
although the by-laws provide for an open membership policy and a term limit for Board of Directors.

The relationship between Board and management is cordial and has been forged over the past eight months
during the piiot phase. Branch staff, affiliated with the NGO owners and, in several instances, hired by them,
has developed a sense of loyalty to X.A.C.. The X.A.C. Executive Director is new, but thoroughly familiar with
the operation of the organization having served previously as the Finance Manager of the same organization.

The main challenges of X.A.C. during this transition period are related to ownership, corporate structure and
governance. [n this transition, period the main challenge for all parties involved will be to sort out the lessons




trom the short history of MicroStart/X. A C.ous a project and build a structure that will be responsive to the
important role that it can play in the Mongolian financial sector as a socially responsible financial company.

The ownership, governance and transitional issues are complex. This review discusses the major elements as
follows: transition from a group of projects to an institution, UNDP and government supervision, company
ownership, board structure and governance issues.

1. Transition from a group of projects to an institution

Because it is in a transitional peried there are quite naturally elements of a project operation that underlie some

of the institutional choices and operations. Several elements of the project approach that cause degrees of

complexity, particularly in the ownership, management and supervision are as follows:

. MicroStart microcapital grants of up to $150,000. Because of this limitation, X.A.C. is seeking other
NGOs that will receive a grant from the UNDP MS Programme to invest in the institution as an equity
share. Under previous project operations, each institution developed an expectation that it will take
responsibility for newly opened branches and earn a percentage of the revenues of those branches. This
issue is explored in more detail below in section 3.

. There are positive aspects to the project and NGO sub-project approach that have been working so far.
For example, there is a strong sense of local and NGO ownership and involvement in the operation of
. the branches. Because of Jocal NGO member’s position in the community local government and

authorities have been supportive of the effort and their cooperation is essential for legal permits and
assistance with defaulting or delinquent borrowers.

. One rationale for continuing to expand the current structure of NGO owaership through microcapital
grants {s (o maintain a strong social mission though active NGO participation. In addition, experience in
Mongolia recently with bank failures due 1o excessive politically and personaily motivated large loans
that have defaulted argues for maintaining a separation from both local government and local financial
institutions.

. Another rationale for continuing the NGO responsibility/ownership of the branch is to seek a balance in
the ownership of the institution and a balance on the board of directors. As explained by the Chair of the
X.A.C. Board a plurality of NGO owners is thought to contribute to a balance, while too many NGO
owners would contribute to a weakness of the ownership structure.

. In addition, staff and board members assert that it will be difficult to find socially motivated private
individuals, investor groups or institutions who would invest in the company. Because of the small size
of the investment that would be required, international equity funds, such as those available through
FMO. KFW, IFC, may not be interested. Preliminary discussions held with potential social investors
indicate that diversified sources of equity investment may be available in the short-term. However,
further research is required to investigate atl avenues of equity, as the organization is likely to require

. them in the long run and the type of owners sought will likely influence the character of the
organization.

r UNDP and government supervision

As part of the MicroStart Programme, UNDP and the government executing agency organized an Advisory
Committee that has the general oversight of the MSM project. The purpose and role of the MAC include:
review and approval of workplans, approval of the participation of MFs as recipient organizations, monitoring
of achievements, ensuring that annual audits are conducted, ensuring the institutionalization of the programme
within three years, and, advocating before the Government of Mongolia for a supervisory and regulatory
environment that encourages and promotes microfinance activities throughout the country.

Composition

The MAC is made up of 7 members from the government, private sector and NGO community, and is co-
chaired by the Minister of Health and Social Welfare and the Resident Representative of UNDP. There is a
healthy mix of members on the MAC that represent different sectors of Mongolia society, including the Central
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Bank, the Ministey of Finance. Purtiament. the NGO community and (he private sector, For a list of the MAC
members refer 1o annex 1.

The Role of MAC: Past and Future

The MAC played a crucial role in the establishment of MS-X.A.C. and in creating the framework and the space
for its financial services to develop. The MAC has performed its job well by enabling a new institutional form
to develop in Mongolia. As X.A.C. finalizes its transformation from a project to a finance company, with it’s
own Board of Directors decision-making body, and comes under the direct supervision of the Central Bank,
many roles for the MAC are assumed by other entities. In addition several MAC members noted that:

. The MAC is too big to supervise one organization and not big enough for a larger policy role;

. The supervisory function of the MAC has become increasingly technical which requires
increasing time and expertise on the part of members for substantial participation;

. The finance company will require more specialized support in the financial and legal areas and
will need to raise private capital; and, '

. The operation of a finance company requires quick decision making in the early stages of start-

up and current stage of consolidation, requiring a rapid response time that the MAC, due to
members’ schedules, cannot often provide.

There are important functions that will not be assumed by other entities, such as oversight of the UNDP/MHSW
project agreement. The key functions are;

» Donor Oversight on the general use of funds

¢ Authorization and Disbursements of MSM Funds

* Monitoring impact of MSM Funds

*  MicroStart Mongolia Pubiic Relations

Approval and oversight of new activities under MicroStart Mongolia, but independent from X.A.C.

As the Deputy Governor of the Central Bank noted, the final goa! of the MAC should be the approval of X.A.C
as a financial institution. This is in keeping with the original purpose of the MAC with respect to the
institutionalization of the project within a three year time frame. In this case, achievement of targets are simply
ahead of schedule,

In addition, there is a role which is not currently filled to work within the broader policy environment and donor
networking. Members of the MAC can play a valuable role in the sector by establishing a working group on
rural and microfinance as part of the Resolution of the Speaker of Parliament, March 5. 1999, No. 26 on banking
sector reform.

MAC Meeting
During this review, the MAC structure and role was analyzed with UNDP, individual members and, during the

MAC meeting, with 3 of the 7 members present. Two other members of the MAC were canvassed for their
opinions on the future of the MAC before the meeting.

MAC members agreed that the MAC should hold its final meeting when the company is licensed and the X.A.C.
Board of Directors, which is now an Ad Hoc Board, is instalied. There should be an official transfer of
responsibility to the X.A.C. Board of Directors and minutes that record the dissolution of the MAC and the
creation of an alternative oversight function.

In consultation with the UNDP Country Office, MAC members, the technical service provider, X.A.C. staff and
the Ministry in charge of national execution the future project structure was re-designed as follgws:
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