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1. Project Overview

1.1 Country
Mongolia

1.2 Title of the Project
Project for Capacity Building of Capital Market in Mongolia

1.3 Duration of the Project
Total: 2 years and 9 months (November 2014 — July 2017)
» First year: November 2014 — August 2015
» Second year: September 2015 — August 2016
» Third year: September 2016 — July 2017

1.4 Background

The Mongolian economy enjoyed double digit growth during 2011 to 2013 owing to the
capital flows into the development projects particularly in the mining sector, as well as the hike
of international prices of coal and copper. Given such situation, the Mongolian government
strived for macroeconomic stability through fiscal discipline under the Fiscal Stability Law
(2013), and worked on reducing the fiscal deficit and government debts with the help from
international donors. Financing of debts are diversifying since, for instance, the Development
Bank of Mongolia (DBM) financed through USD denominated bonds in November 2012, and
the Mongolian government financed through issuing Samurai bonds in the following year.

One of the major concerns on Mongolian economy is its heavy dependence on mining
sector and its surrounding industry, which calls for more diversified industrial structure through
vitalizing small and medium scale businesses. Majority of their financing, however, has been
through the banking sector, but the stagnant interest rate at high range resulted in unfavorable
financing channel in the recent years. Capital market on the other hand has not provided enough
financing opportunities despite its twenty-six years history since its establishment.

There are several reasons that the direct finance has not been utilized much as expected in
Mongolia. First, while former state-owned enterprises (SOEs) that are listed in the process of
shifting to the market economy account for more than 90% of the listed companies have not
gained credibility due to insufficient information disclosures, blue chip companies are not listed,
the stock trading is very limited. In addition, there is no institutional investors in the market and
investor base is still narrow, foreign investors are not attracted to the listed companies with

financials that do not meet the international standard and corporate governance practiced
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insufficient. In order to guide the economy to a stable growth path, provided that the financial
system is stable, it will be essential to improve the capital market which could facilitate the
companies’ financing needs with wider range of financing options and could accommodate
foreign investors.

On the other hand, the level of regulation and supervision is still insufficient. Financial
Regulatory Commission (FRC), a government agency supervising the non-bank sector including
capital markets (i.e. security brokers, insurance companies and non-bank lending entities), is
still a young organization established in 2006. It still needs significant human capital and
organizational developments and institutional design. Especially under a new amended
Securities Law enacted in January 2014, FRC is eager to prepare regulatory rules and
strengthening the implementation framework. Bringing back the market confidence by
enhancing the FRC’s regulatory capacity as well as vitalizing the capital market through
increasing numbers of IPOs and realizing dual-listing is expected.

Amid these challenges, Mongolian government requested the Japanese government a
support towards developing the capital market. Given the request, JICA conducted a preparatory
data collection survey project in May 2014. Based on the result of the survey, both countries
signed the Record of Discussions (R/D) on 13 June 2014 to start the Project for Capacity
Building of Capital Market in Mongolia (the Project).

1.5 Overall goal and project purpose (from Record of Discussions (R/D))

Based on the above mentioned R/D, the overall goal of the Project is to “improve the
environment of the Mongolian capital market for vitalization of IPOs and realization of
dual-listings through enhancement of the market credibility.”

The purpose of the Project is that the counterparts in Mongolia such as the Financial
Regulatory Commission (FRC), Mongolian Stock Exchange (MSE), and other self-regulated
organization could enhance their market credibility through developing capacity for regulation

and monitoring as well as improving understandings of the market participants.

1.6 Implementing agencies
» Counterpart (C/P): Financial Regulatory Commission (FRC)
» Relevant organizations: Mongolian Stock Exchange (MSE), Mongolian Association of

Securities Dealers (MASD)



2. Project Outcome

2.1 Results of the Project
The activities and results of each output of the Project starting November 2014 are

summarized as follows.

2.1.1 Policy Committee

Policy Committee is an advisory, deliberative, or administrative body of people formally
constituted and meeting regularly in order to support policy realization. For FRC, it is a tool to
draw up needs, complaints and supports on certain issues, thus enhance policy effectiveness and
transparency. The important precondition is that FRC should ensure of its legitimate
institutionalization, relevant structuring of organization, etc. so that the participating academics,
company and industry people can expect credentials, some rewards, alongside with information
and network.

Considering of Japan’s Financial Services Agency (FSA) experience to effectively run its
‘Financial System Council’, Project took an approach to explain about the Council while
supporting its localized application to FRC. It is noteworthy that the Council has solid
institutionalization as it is founded based on FSA Establishment Act and as it is hosted on a
request from the Prime Minister, the Minister of Finance, etc. Moreover, the Council has
relevant operation in terms of agenda & scheduling alongside with member appointment, etc.

In April 2015, Project submitted ‘Report on the Current Status of Mongolian Capital
Market’, proposing empowerment of Policy Committee, which was already established in
September 2014 as a single committee, through upgrading measures such as legitimate
institutionalization and preparation of rules, agenda, scheduling and particularly member
appointment utilizing market practitioners and foreign experts. Furthermore, FSA Financial
System Council has subcommittee system for more detailed agendas including some of the
recent issues such as Fin-tech and Stewardship-Code; however Project recommended that the
FRC should consider these issues in a later time, judging from limited professional resources in
Mongolia as of today.

In response to the information from Project, perhaps in consideration of subcommittee
system, in April and May 2015, FRC introduced some individual Policy Committees for the
capital market, insurance, microfinance, etc. by issuing the FRC Chairman Order instead of
amending the FRC law. Individual Policy Committees, with own rules, agenda, scheduling
stipulated, somehow worked on deliberations on draft bills and draft amended bills, before
passing them onto relevant institutions. FRC served as chair and secretariats for the single

Policy Committee founded in September 2014 as well as individual Policy Committees started
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in April and May 2015, while Project attended the capital market committee as an observer from
time to time. However, since April 2016 Policy Committee has been suspended, while
fundamental issues remain unaddressed, such as insufficient authority, influence, budget due to
absence of legitimate institutionalization.

Amid these challenges, FRC is internally discussing to resume the Policy Committee,
absorbing subcommittee system to form a single committee. Project believes such movement is
beneficial for FRC while continuously emphasizing that some of the recommendations
prescribed in the Concept Paper that Project submitted in January 2017, particularly member
appointment utilizing more market practitioners, and foreign experts would make the committee

more effective and productive.

2.1.2 Risk-based Supervision

As an aftermath of 2007-08 global financial crisis (or else known as the Lehman shock),
risk-based supervision against securities companies have become a common practice globally.
Instead of supervising all targets equally with the same measurement, risk-based supervision is a
method that focuses more on those companies who have greater influences in the stability of
financial system. In short, securities companies with bigger proprietary trading and/or
conducting various sophisticated derivative trading tend to be on the target list. Hence,
regulators will spend larger efforts and times to supervise bigger securities companies than
relatively smaller or medium scaled companies.

In Mongolia, while the central bank (BOM) already introduced risk-based method in
supervising banks, FRC also decided to introduce a risk-based supervision to supervise the
non-banking industry. Project firstly promoted the understanding towards basic framework of
risk-based supervision. In April 2015, two-day training courses were provided onsite inviting
instructors (including actual inspectors) from Financial Services Agency (FSA) of Japan.
Another series of trainings were done in Tokyo in October 2015 inviting 14 members from the
FRC and intensive sessions on specific supervisory and inspection methods were taught by the
FSA. Later, an inspection manual was modified incorporating risk-based methods in the FRC
especially by those who joined the trainings and the actual operations started since 2017.

Project also emphasized the fact that the inspection operations practiced in Japan cannot be
straightly applied to Mongolia since there is a great difference amongst the size of the securities
companies and their nature of businesses between both countries. For instance, while securities
companies in Mongolia are much smaller in terms of size with mostly only brokerage
businesses and do not hold much proprietary trade, the FSA’s method of capital adequacy ratio
which includes the risks arising from proprietary trade may not be adequate. During the

additional trainings in the study trip to Tokyo with 14 members in May 2017, FSA provided
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another series of lectures on what the FRC should focus on when conducting a risk-based

supervision against securities companies.

2.1.3 Self-Regulatory Organization (SRO)

In 2015, FRC approved both Mongolian Stock Exchange (MSE) and Mongolian
Association of Securities Dealers (MASD) to be the first self-regulatory organization (SRO) in
Mongolia. Nearly two years have passed since then, however both MSE and MASD are still
paving their ways to become a responsible SRO in the Mongolian capital market.

During the Project, based on the individual supporting requests from FRC, MSE, and
MASD, Project shared knowledge on basic prerequisites and benefits of becoming an SRO
through series of lectures and discussions to improve their understandings, and provided
recommendations to issues with high priority. As part of the support to MSE, consultants
prepared a concept paper in December 2016 which provides several suggestions on what needs
to be considered for MSE to become an exchange type SRO. Amongst the two main different
operations for an exchange type SRO which is listing and trading, consultants proposed a
modification of the current listing rules with specific delisting criteria. In addition towards the
support to MASD, consultants promoted the understandings of the significance of code of
conducts and compliances to be shared amongst all members of the associations (mainly
securities companies), and later consultants provided a support in drafting a textbook as part of
the enhancement of the securities professional licensing scheme (further details are referred in
2.1.5).

On the other hand, FRC staffs also need further understandings towards how to instruct the
SROs at the same time corporate with the SROs to enhance the regulatory framework of the
capital market, to transfer to a self-regulated body effectively and efficiently. In order to
materialize the SRO exercises amongst them, Project proposed a tri-party (FRC, MSE, and
MASD) meeting and conducted in total of three times during the Project. Simultaneously,
consultants proposed that some of the FRC duties could be handed over to the SROs. For
instance, (1) currently both FRC and MSE review the application from the potential listed
companies but this is somewhat redundant operations, so ideally, similar to what is practiced in
other countries, MSE will be in charge of all the reviewing processes and FRC will just approve
MSE’s decision after checking whether the application documents are filed properly, (2)
regarding the securities professional licensing scheme, currently FRC manage nearly everything
from licensing to conducting exams except for the preparation course before the exam in charge
by the MASD, but this securities professional licensing scheme could be conducted thoroughly
by the MASD including the licensing operations and FRC will monitor whether the operations
by the MASD are conducted properly without any fraudulent activities.
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Simultaneously, Project proposed to continuously hold such tri-party meetings not only
benefiting concerned parties to discuss further which other market regulations and supervisory
duties could be shared or handed over to SROs, but also could benefit other market participants
for them to productively design a roadmap on developing Mongolian capital market and
necessary schemes that are associated with changes in the legal framework, regulations as well

as launching of new financial instruments and services.

2.1.4 Initial Public Offering (IPO) / Dual-listing

On IPO and dual-listing, three seminars were held in Ulaanbaatar as mentioned in the next
section, with a view to sharing knowledge, motivation and ownership among market
participants, regulators and potential issuers, besides the pilot IPO and dual-listing projects, for
which total eight applications were received from four SOEs and four private sector companies.

Although four SOEs (two power plant companies and two mining companies) were put on
the bidding process and their underwriters were mandated, the whole process has been
suspended since early 2016 due to some reasons inside the Mongolian government as well as
the worsening market conditions.

Out of four private sector pilot candidates (food processing company, building material
manufacturer, pharmaceutical manufacturer/distributor and financial group company), two
companies (food processing and finance) aiming at dual-listing, ended up in suspending the plan,
due to the strict listing rules for the targeted boards (TSE Section II and Mothers) and
lower-than-expected liquidity for the alternative market (Tokyo Pro Market). Of other two
companies aiming at domestic IPO, building material manufacturer postponed the IPO plan
itself due again to the market condition, which left the pharmaceutical manufacturer/distributor
company as the last pilot candidate. This company was actually the only one benefitting from
this pilot exercise throughout the project period.

JICA Project provided a wide-ranging consultation to this company, including strategic
planning for the capital policy, group restructuring, corporate valuation, domestic marketing,
approach to foreign investors, etc. Also the consultation covered the coordination with the
regulator on modifying the existing procedures (e.g. restriction on pre-IPO marketing window),
reflecting the request from the pilot company, with a view to encouraging the integrated effort
by public and private sectors. While the preparation was complete by 90%, it turned out at the
last minute that the existing loan form EBRD had to be cleared before going public, and the
current phase of the project is being finished with this issue as the final bottleneck for IPO.

After all, no company out of eight candidates has realized IPO or dual-listing, while two

companies outside this exercise have gone public through MSE during the project period. In
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other words, they can be regarded as ‘indirect’ beneficiaries of JICA’s assistance for the whole

market to facilitate the conducive environment for IPO and dual-listing.

2.1.5 Improving financial literacy

In Mongolia, the financial knowledge amongst the general public is yet under development.
Given the current situation, since January 2016, the Mongolian government launched a national
framework “National Strategy on Financial Knowledge of the Public” initiated by the central
bank (BOM), Mongolian Bankers Association (MBA), and FRC in order to improve the
financial literacy of the public targeting all generation. With the support from the World Bank,
the working framework as well as specific educational program is determined and one of the
early achievements are comic books targeting the young generation at schools, and construction
of an informative website for improving the financial literacy. More educational programs as
well as learning materials targeting adults are expected to be prepared under this national
program. Project has been providing advices on the actual contents for the website such as the
market information and basic knowledge on the capital markets that the FRC is in charge.

Securities companies’ role is very important to improve financial literacy in the capital
market fields. Therefore, Project supported the “Investor Week” event initiated by the MASD in
October 2016, which was one of the first industry-led national level events in Mongolia in
building investor confidence and widening the investor base, by sharing the Japanese
experiences. We believe that the event had a positive impact on drawing attention to the public
through media as many important VIPs from various industries including the prime minister of
Mongolia attended the event. While Project recommended continuing such exercises, MASD is
planning to host similar event every year in the coming future.

Meanwhile, improving financial literacy amongst the professionals working for the financial
institutions is also a concern in Mongolia. Licensed professionals usually have responsibilities
in providing investor education as their daily duties while engaging with their customers in
other countries, however due to limited numbers of professionals in the industry with limited
financial instruments, securities companies do not have capacity to afford such programs,
investor education even by the licensed securities professionals is yet insufficient in Mongolia.
Moreover, after careful assessment, the quality and the relevance of the exam as well as the
preparation course for the securities professional licensing had rooms for improvements and the
textbook never existed in the first place, hence Project decided to assist drafting of the textbook
as part of the exercises. In accordance with a strong request from MASD and Dr. Davaasuren,
the chairperson of FRC, the textbook not only benefits the market participants but also be
utilized in the academic world such as universities and graduate schools since such reference

materials regarding capital markets is said to be scarce in local language.

7



Based on the other countries experiences and business practices, the textbook contains the
basic knowledge on securities market from legal and regulatory perspective as well as the actual
securities businesses that would be beneficial to those who will be practicing as a professional
as well as those who are trying to better understand about the securities market in Mongolia.
Since the textbook provides knowledge reflecting the current situation of the securities market
in Mongolia, continuation of updating and modification of the textbook is expected by the
Mongolian counterparts in the future in line with the changes in the legal, regulatory framework
and business practices so that it could be utilized over many years to come not only amongst the

market participants but also amongst the general public.

2.2 Project outcome

Outcome of the Project can be referred either in the form of reports or in the form of
monitoring sheet and project design matrix (PDM). Main reports are “Inception Report” which
we drafted in the initial stage of the Project, and “Report on current status of Mongolian capital
market” provides actual findings and issues by each focal output. In addition, we prepared two
conceptual papers on policy meetings and on SROs as an outcome for first and third output
respectively. Furthermore, the capital market textbook in the Mongolian language of two
hundred eighty pages prepared as part of an exercise under the fifth output was the largest
outcome we drafted during the Project. Detailed plans for each of the five outputs are compiled
in the monitoring sheet and PDM (see Annex 2 for more details).

During the project, we conducted a study trip to Japan in total of three times targeting
financial regulators and market participants. Every time we set a focal issue and prepared
carefully designed curriculum and scheduled visits to relevant organizations as well as lectures
by various experts in Japan accordingly.

In addition, we provided three IPO / dual-listing seminars, three trainings onsite in
Mongolia targeting state-owned enterprises (SOEs), regulators, and securities companies.
Moreover, we provided various presentations as well as lectures on issues that the counterparts’
requested during the Project expecting such knowledge sharing and experiences could benefit

and improve understandings of the subjects amongst the participants.

Event Counts Focal issues Participants
Training in 3 times BFirst (Oct.2015): Regulating securities WFirst: 14
Japan companies B Second: 10

B Second (Apr.2016): self-regulation and B Third: 14




listing rules and requirements

B Third (May2017): securities business and

regulations
PO/ 3 times EFirst (Jun.2015): IPO, privatization 80~120 per
dual-listing B Second (Mar.2016): dual-listing, IPO in each seminars
seminar offshore markets

B Third (May2017): Innovative financing

Investor Once How to activate equity trading: Lessons from around 150
Week Japanese experience (Oct.2016)

Training in 3 times MFirst (Mar.2015):targeting SOEs 30~60 per
Mongolia M Second (Apr.2015): targeting regulators each trainings

B Third (May2016): targeting securities

companies
Lectures and | Multiple | Finance, accountings, [PO, crowd funding, 15~50 per
other events | times policy committee, listing rules and each lectures
requirements, SRO, investor education, and events

financial literacy, etc.

Including those lecture materials and presentation materials prepared and delivered during
the above events are very useful for Mongolian beneficiaries and are expected to be utilized in
various occasions in the future even after the Project (list of all products and materials can be

referred in Annex 1).

2.3 History of PDM modification

The project design matrix (PDM) has been modified and improved during the Project
based on series of consultation and discussion with the Mongolian counterparts (updated PDM
can be referred in Annex 2). The final version of the PDM is much different from the initial
version when the Project started with detailed indices and reinforced in a more realistic way. In
order to design the PDM in line with the capital market development perspective, we included
more numeric figures such as total assets in the capital market out of the total assets in the
financial sector, total market capitalization and total trading values at MSE, IPO and dual-listing
application numbers. In addition, we also set some numerical targets to be improved based on
the ranking and indices from the “Global Competitive Report” issued by the World Economic

Forum.



2.4 Others
2.4.1 Joint Coordination Committee (JCC)

During the course of the Project, there were total of seven meetings of the Joint
Coordination Committee (JCC). The agenda and the summary of the meetings were posted up
on the counterparts’ website together with photos. In addition, the participants from both
Mongolian and Japanese sides were interviews by the local media after the third and fifth

meetings to be broadcasted and reported.

Meetings Date Participants Venue

First 2 April 2015 B Mongolian delegates: 11 FRC
B Japanese delegates: 11

Second 25 Nov. 2015 B Mongolian delegates: 11 FRC
W Japanese delegates: 8

Third 15 Mar. 2016 B Mongolian delegates: 11 FRC
W Japanese delegates: 10

Fourth 21 Jun. 2016 B Mongolian delegates: 11 FRC
W Japanese delegates: 10

Fifth 25 Oct. 2016 B Mongolian delegates: 12 FRC
B Japanese delegates: 9

Sixth 14 Apr. 2017 B Mongolian delegates: 13 FRC

B Japanese delegates: 11
Seventh* 23 Jun. 2017 B Mongolian delegates: 10 FRC

Japanese delegates: 10

(*) The seventh meeting was conducted as a “Technical Meeting”

2.4.2 Public relation activities

In order to share various information as well as to utilize as a communication tool among
the stakeholders, JICA Project has opened and operated the Facebook group dedicated for this
Project, which has been attended by the government officials, market participants,
actual/potential issuers in the capital market, investors, etc. (As of 25 July 2017, 678 members
are registered.)

This group page has been utilized for a variety of purposes such as posting announcements
of the relevant events, ex-post reports of such events, feedbacks from the participants of these
events, links from the relevant organizations (e.g. FRC, MSE, MASD, etc.) and other useful

market information, and functioned as an information hub for the Project. This kind of tool is
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expected to be further utilized in the next phase of this Project, while it shall ultimately be

handed over to the local stakeholders as a neutral communication platform.

Figure: Facebook group page of the Project

In addition, we were interviewed by multiple media companies when we hosted the IPO /
dual-listing seminars for total three times. Through these media broadcast, websites, newspapers,
we were able to announce our activities and share some of the highlights of the Project

achievements to the local public.
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3. Evaluation summary

3.1 Results of review based on DAC evaluation criteria

The Joint Terminal Evaluation Team conducted a comprehensive review on the Project
achievements in April 2017. According to the evaluation report, the evaluation towards the
overall goal was “mostly achieved” acknowledging that the project purpose is met by the
“credibility of capital market is enhanced through improvement of supervision and regulation
capacity of target groups and improvement of the understanding by participants of capital

market in Mongolia”. Further details on the evaluation results based on the five criteria are as

follows.

Criteria Evaluation results

Relevance High The Project’s direction meets the policies of Mongolian
government, needs from the financial regulatory agencies,
and Japanese technical support policy.

Effectiveness Relatively | The actual IPO / dual-listing did not realize during the

High Project however the paths and preparation towards the
goal are met.

Efficiency High Appropriate inputs and activities in terms of quality,
quantity, and timing were made leading towards successful
achievements of the outputs.

Impact Relatively | The knowledge and experience gained through the Project

High contribute to gain credibility of the Mongolian capital
market.

Sustainability Moderate Higher expectation in both organizational and financial
aspects.

Policy Relatively | Policy supports remains an important factor towards the

aspects High enhancement of the capital market.

Organizational | Moderate Some issues are recommended to be overcome by

aspects counterpart’s efforts in the future through enhancement of
the organization. Especially at times when the executives
and persons in charge are replaced, quick but careful
handing over to the next successors is continuously
needed.

Technical Moderate Capacity of the counterparts of the Project was enhanced

12



aspects through a series of trainings, workshops and study tour
during the Project. Continuation of knowledge sharing and

internal training are expected amongst the counterparts.

Financial Moderate Under current economic condition and government deficit,
aspects the FRC’s budget may remain at a lower level. While
allocating budget to new type of activities seems difficult,

budget allocated for sustaining the Project’s achievements

could also be unknown.

(source) “The Joint Terminal Evaluation Report”, JICA Evaluation team, April 2017

In addition, the assessment results for each five outputs were “achieved” for two outputs
and “mostly achieved” for three outputs. The summary description of the evaluations as well as

the assessment result for each output is as follows.

No. | Outputs / Evaluation summary Assessment result

1. Policy committee Achieved

=Policy Committee is established for revitalization of the capital market, insurance,

and microfinance. Currently, the revitalization is in progress.

2. Risk-based supervision Achieved

=FRC started supervision on securities companies applying risk-based supervision

approach.

3. SRO concept Mostly achieved

=Concept paper of SRO is developed.
4. IPO / Dual-listing Mostly achieved

=Provided advisory to potential companies with high possibility for IPO who are

ready to be listed whenever the timing is appropriate.

5. Financial literacy Mostly achieved

=Financial literacy of the general public is improved.

(source) “The Joint Terminal Evaluation Report”, JICA Evaluation team, April 2017

3.2 Key factors affecting implementation and outcomes
In accordance with the above mentioned review from the “The Joint Terminal Evaluation
Report”, there were mainly four key factors that had positive effects on the implementation of

the Project goals and outcomes: (1) a strong will to study capital market related subjects
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amongst the counterparts, (2) a favorable relationship between the capital market experts and
the counterparts, (3) practical trainings in both Japan and Mongolia, (4) high priority in
improving credibility of the Mongolian capital market.

As can be seen, a close relationship between the experts and the counterparts in sharing the
common goals of enhancing the Mongolian capital market turned out to be effective in bringing
about successfully conducting various activities during the Project. In addition, various attempts
when providing series of lectures, seminars and trainings in both Mongolia and Japan such as
(1) improve counterparts’ understandings of the capital market by carefully explaining the basic
concepts and sharing knowledge, (2) relate other countries’ experiences and lessons to
Mongolian context while providing recommendations and advisories, (3) introduce appropriate
experts with different background and expertise depending on the subjects counterparts’
requested, have not only led to institutional enhancement of the Mongolian side but also
provided capacity development amongst the individuals contributing further to achieve the

Project goals.

3.3 Evaluation on the results of the Project Risk Management
There were several risks we expected to encounter while conducting the Project as follows.

Apparently, most of these risks were external risks in which we had no control. However, we
have constructed an appropriate risk management framework and took careful actions during the
course of the Project.

» Possible change in the political regime as well as organizational and management change

in counterparts.
»  Vulnerability in internal information sharing mechanism within the counterparts.

»  Weak communication and working capabilities amongst the counterparts.

3.4 Lessons learnt

As seen above, while there had been positive factors in achieving Project outcomes, there
were also several challenges encountered during the projects. These lessons may be typical
Mongolian issues that could be shared in other similar Projects conducted in Mongolia.

First, the counterparts of the Project in charge frequently changed especially at the time
when the chairperson of the FRC changed. While we understood fully that such changes may
arise naturally in Mongolia, it did have some effects in conducting the Project time to time since
there needed few months for the successors to catch up and understand about the Project. The

lesson here is to encourage a fixed person(s) in charge of the project at all times or else, provide
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some period to have the successor work with the predecessor together to inherit whatever he /
she should know about the Project to minimize misunderstandings and prevent any
misinformation due to the replacement. In relevance to this, we ended up explaining the same
requests and recommendations due to lack of information sharing amongst the counterparts. As
a lesson, we expect a stronger information sharing scheme within the counterparts.

Secondly, our reports, lecture materials, presentation and other materials that seem valuable
sources were not much shared amongst the counterparts. Therefore, we highly recommend
counterparts to keep these materials not only by themselves individually but rather as an
institution. For instance, printed materials could be filed in a binder, and digital files could be
saved in a common server / computer so that anyone could access them at any time whenever
needed.

If these lessons are implemented and challenges are improved, we believe that the outcome

of the Project could be much productive and effective after all.
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4. Overall goal achievement

4.1 Prospects to achieve overall goal

The overall goal of the Project is to “improve the environment of the Mongolian capital
market for vitalization of IPOs and realization of dual-listings through enhancement of the
market credibility.” Throughout the Project, we acknowledge a growing sense of awareness
amongst the market participants that the listing environment is improving and the market is
becoming favorable for potential companies to be listed in the future. Given the changing
atmosphere, most likely IPOs will be realized including those we have been providing
advisories as soon as the economy recovers and the preparation is ready. On the other hand, for
those companies who have high potential to list dually, they may realize both listing at MSE as
well as at offshore market if they could practice international financial accounting standards
having one of the big 4 global accounting firms to be the auditor, and comply with corporate
governance and disclosure of information at the international level. The credibility and vitality
of the Mongolian capital market is expected to improve once the IPOs and dual-listings are
realized.

Hence, even though there are prerequisites such as “depending on the economic conditions”
and “willingness of companies to be dually listed”, the overall goal is most likely be achieved in

three years down the line from the project conclusion.

4.2 Plan of operation and implementation structure of the Mongolian side to achieve
overall goal

In order to achieve the overall goal, we shall recommend the Mongolian counterparts to
prepare a concrete action plan as well as an enforced implementation team.

v" IPO: The Mongolian government should actively promote the IPO of the state-owned

enterprises (SOEs).
v Deal-listings: For those SOEs that may be attractive to foreign investors should apply
and practice an international financial accounting standard with top priority and possibly

have one of the big 4 global accounting firms to be the audit company.

4.3 Recommendations for the Mongolian side
On top of what we recommended above in achieving the overall goals, we shall

recommend the following particularly focusing on the five targeted outputs.
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)
2)

3)

4)

)

FRC’s policy committee to be held in a frequent manner.

Tri-party (FRC, MSE, MASD) meetings to be held in a frequent manner to discuss
about the SRO matters and how to corporate amongst each other to further develop the
capital market. If in case policy committee recommended in 1) cannot be realized, this
Tri-party meeting could be utilized as an alternative.

A new securities professional licensing scheme utilizing the newly published textbook
as well as the enforcement of the administrative framework and human resource
development including the training of trainers.

An enhanced framework to realize adequate and faster decision making procedure at
the time of receiving IPO applications as well as relevant activities to realize
dual-listings of the SOEs.

Implementation of more efficient operations based on the modified manual on

risk-based supervision.
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5. References

ANNEX 1: List of Products (Reports, lectures, and presentation materials)

[ Reports]

Sr. [No. Date Title Document In charge
1| 1]2014/11/28(1nception report Word consultants
2| 2]|2015/2/24 [Work plan Word consultants
3| 3| 2015/4/4 [Report on the curent status of Mongolian capital market |Word consultants
4] 4| 2015/7/30 [Monitoring sheet (ver.1) Word/Excel |consultants
5] 5[ 2016/2/25 [Monitoring sheet (ver.2) Word/Excel |consultants
6| 6] 2016/8/20 [Monitoring sheet (ver.3) Word/Excel [consultants
7| 7]2016/10/25[Work plan (third year) Word consultants
8| 8[2016/12/15 [Concept paper on Self Regulatory Organization (SRO) |Presentation |consultants
9] 9 2017/1/30 [Concept paper on Policy Committee Word consultants

10{10] 2017/1/31 |Monitoring sheet (ver.4) Word/Excel |consultants
11]11] 2017/4/14 [Monitoring sheet (ver.5) Word/Excel [consultants
12| 12| 2018/1/5 |Securities professional textbook (Mongolian version) Word consultants
13| 13| 2018/1/5 |Monitoring sheet (ver.6) Word/Excel [consultants
14(14] 2018/1/5 |Project completion report Word consultants

[ Training in UB (SOEs): 31 March 2015]

Sr. INo. Date Title Document In charge
15 1 Project Overview Presentation |consultants
16] 2 2015/3/31 gﬁ;.sﬁl?,:g approach for initial public offering (IPO) & Presentation | consultants

[ Training in UB (Regulatory authority): 27 April - 1 May 2015]

Sr. INo. Date Title Document In charge
Organizational structure of Financial Services Agency
171 1 (FSA) and framework of regulation and supervision for |Presentation [FSA
2015/4/27 |securities sector in Japan
18] 2 Supervision of securities firms in Japan Presentation [FSA
19] 3 Off-site monitoring Presentation |FSA
20| 4 2015/4/28 An overview of securities inspection Presentation [FSA/SESC
211 5 Risk evaluation and key indicators in inspection process |Presentation |FSA
22 6 The role of securities firms and the implications Presentation [consultants
23| 7| 2015/4/29 |Investor's roles Presentation |consultants
24| 8 Stock markets in Asia Presentation |consultants
25( 9 Corporate finance basics Presentation [consultants
26[10]| 2015/4/30 |Financial analysis basics Presentation [consultants
27( 11 Financials for securities companies Presentation [consultants
28| 12| 2015/5/1 |Case study - BDSec's annual financial summary Presentation |consultants

[ Training in UB (Securities companies): 20&23 May 2016 ]

Sr. [No. Date Title Document In charge
2ol 1 Intlfoduction to_ the projec_t for capacity building of Presentation | consultants
capital market in Mongolia
30| 2| 2016/5/20 [1PO & Dual-listing (1): Scheduling Presentation |consultants
31] 3 1PO & Dual-listing (2): Documentation Presentation [consultants
32| 4 1PO & Dual-listing (3): Capital policy Presentation |consultants
33 5 Business promotion - How to approach potential clients [Presentation |consultants
34| 6 2016/5/23 |Invstor education Presentation |consultants
35 7 Business ethics for securities companies Presentation [consultants




[IPO&DL Seminar No.1 (23 June 2015)]

Sr. INo. Date Title Document In charge
36l 1 Project f_or capacity building of capital market in Presentation | consultants
Mongolia
37 2 Costs and benéfits of initial public offering (I1PO) Presentation |consultants
38| 3 Dual listing: Benefits and introduction of asian major Presentation | Daiwa CM HK
stock exchanges
39| 4 2015/6/23 |Privatizating state-ov_vned corporations (SOCs) - Lessons Presentation |consultants
from Japanese experiences
40| 5 Mongolian Stock Exchange (MSE) listing requirements |Presentation | MSE
41 6 Opportunities for Mongolian companies to 1PO in Japan|Presentation [JPX
2| 7 Partnerl_ng with pr_lvate_se(_:tor and- regulatory effects on Presentation | ADB
Mongolian assets listed in international stock exchanges
[IPO&DL Seminar No.2 (18 March 2016)]
Sr. INo. Date Title Document In charge
43| 1 UpdaFes on Mongollan (_:apltal markets and the JICA Presentation | consultants
technical assistance project
Innovative thinking in Investor Relations and - Mr. Tatsuya
44| 2 P
2016/3/18 [Corporate Governance resentation Imade
Optimizing capital markets through innvoations -
oS . . Prof. Seiji
45( 3 Lessons from the past & on-going initiatives in foreign |Presentation Adachi
markets
[ IPO&DL Seminar No.3 (12 May 2017)]
Sr. [No. Date Title Document In charge
46| 1 Progress of JICA's Technical Assistance Project Presentation [consultants
Redesigning Mongolian capital market: Rationale and .
47( 2 2 Presen n nsultan
2017/5/12 |technical issues esentation |consultants
28| 3 Qpportumtles for Mongolian companies to raise capital Presentation | JPX
in Japan
[ Investor Week Seminar (27 October 2016)]
Sr. INo. Date Title Document In charge
48| 1|2016/10/27 How _to activate equity trading - Lessons from Japanese Presentation Prof. S_eljl
experiences Adachi
[ Training in Tokyo No.1 (October 2015)]
Sr. INo. Date Title Document In charge
47| 1 Overiview of J_apan Exchange_G roup (JPX) and recent Presentation | JPX
developemnts in Japanese capital market
48[ 2 2015/10/1 L!stlng examination : _ _ Presentation |JPX
Listed company regulation & supervision - Maintaining .
49( 3 . . . . Presentation |JPX
& enhancing the quality of financial products
50| 4 Corporate governance and disclosure Presentation |JPX
A brief explanation of market surveillance at Japan .
511 5 2015/10/2 |Exchange Regulation Presentation | JPX
52 6 I nspection on trading participants Presentation |JPX
53| 7 Self re'gu_latory function of Japan Securities Dealers Presentation | JSDA
2015/10/5 Association (JSDA)
54| 8 JSDA rules for initial public offerings (1POs) Presentation [JSDA
55| 9 The role of an underwriter in an PO Presentation |consultants
56|10 2015/10/6 I nvestor relations Presentation [Daiwa Securities
57|11 Listing standards and underwriters Presentation |consultants
Audit and internal control report system under the .
58 12 2015/10/7 |Financial Instruments and Exchange Act Presentation |FSA
59(13 Supervision of large securities firms in Japan Presentation |FSA
60|14 An overview of the §e(‘jurltles and Exchange Presentation | FSA/SESC
2015/10/8 Surveillance Commission (SESC)
61|15 The inspection policy and inspection program Presentation |FSA/SESC
62| 16 Financial analysis Presentation |FSA/SESC




[ Training in Tokyo No.2 (April 2016)]

Sr. [No. Date Title Document In charge
63| 1 Listing requirements in Asia Presentation |consultants
2016/4/11 - - -
64 Stock exchange in Asia Presentation [consultants
65! 3 Japan Exchang.e.Group and recent developemnts in Presentation |JPX
2016/4/12 Japanese securities markets
66[ 4 I nternational cooperation of Japan Exchange Group Presentation [JPX
67 5 Disclosure and corporate governance Presentation [JPX
68l & Listed company regulatl.on & s-uperv.lsmn - Maintaining Presentation |JPX
and enhancing the quality of financial products
69| 7 I nspection on trading participants Presentation [JPX
70l 8 2016/4/13 |A brief explanatlon_ of market surveillance at Japan Presentation |JPX
Exchange Regulation
711 9 Listed companyies' disclosure for investors Presentation [consultants
72|10 Accounting scandals and false reports Presentation |consultants
Self regulatory function of Japan Securities Dealers .
73[ 11 e Presentation [JSDA
Association (JSDA)
Outline of qualification examinations, etc., implemented .
74112 2016/4/14 |by JSDA Presentation [JSDA
75013 _Case stu_dles: Discoveries by recent member firm Presentation | JSDA
inspecdtions
76[14 Disciplinary actions of JSSDA Presentation | JSDA
771 15 Super_ws_lon of authorized financial instruments firms Presentation |ESA
association
78| 16| 2016/4/15 |Supervision systems of financial instruments markets Presentation [FSA
79[ 17 Cooperation with self regulatory organizations (SROs) |Presentation |FSA/SESC
80|18 Capital market development in Myanmar Presentation |consultants

[ Training in Tokyo No.3 (May 2017)]

Sr. [No. Date Title Document In charge
8l 1 Eligibiity for dual listing Presentation |consultants
82 What we need for bond market Presentation |Daiwa Securities
83| 3| 2017/5/18 :;érgﬂ;ctlon to Japan Commodity Clearing House Presentation |JCCH
aal| 4 Ic;nrgﬁguctlon to Tokyo Commodity Exchange (TOCOM) Presentation | TOCOM
85 5 Overview of Japan Exchange Group Presentation [JPX
86| 6 Listed company regulat|'0n & s_uper\{|5|on - Maintaining Presentation |JPX
and enhancing the quality of financial products

g7| 7 2017/5/19 |Overview of Tokyot Stock Exchange (TSE) equity Presentation | JPX
market

gl 8 Overview of Japan Securities Clearing Corporation Presentation |Jscc
(Jsco)

89 9 2017/5/22 Self regulatory rules of JSDA Presentat!on JSDA

90|10 JSDA rules for I1POs Presentation [JSDA
o1l 11 ?utllne of the regulations on securities companies in Presentation | FSA/SESC

2017/5/23 Aasr,)ua;mar of Japanese government bond (JGB) debt Ministry of
92|12 y P gov ( ) Presentation [ > ry
management Finance




[ Other lecture materials and presentations]

Sr. [No. Date Title Document In charge
93[ 1] 2015/3/25 |Introduction of the Project for capacity development Presentation [consultants
94| 2| 2015/4/30 |Lecture on Finance 101 Presentation |consultants
95| 3| 2015/5/19 Lgctu reon Self Regulatory O_rgfamization (SRO) at Presentation |consultants

Financial Regulatory Commission (FRC)
Lecture on Self Regulatory Organization (SRO) at .
96| 4| 2015/5/21 Mongolian Stock Exchange (MSE) Presentation |consultants
97| 5| 2015/6/9 |Lecture on improving financial literacy Presentation |consultants
98[ 6] 2015/6/30 |Listing rules Presentation [consultants
99( 7| 2015/9/8 |Introduction of the Project for capacity development Presentation [consultants
100| 8|2015/11/23 |Requirements for listing and disclosure Presentation |consultants
101| 9| 2016/1/15 Financial Market - N?W _investment_environmer_]t: Presentation |consultants
Challenges for potential issuers and intermediaries

102] 10| 2016/5/31 [ldentifying Appropriate Group Structure (for MONOS) |Presentation |consultants

103] 11| 2016/6/2 |Japanese experience on financial literacy Presentation [consultants

104 | 12| 2016/6/28 |Lecture on investor education Presentation [consultants

105( 13| 2016/7/7 [Introduction to listing management Presentation |consultants

106] 14| 2016/9/21 [Lecture for FRC Management Team (1) Presentation [consultants

107] 15| 2016/11/1 |Policy Committtee Presentation [consultants

108] 16| 2016/11/9 [Lecture for FRC Management Team (2) Presentation [consultants

109| 17]2016/11/14 |Lecture for FRC Management Team (3) Presentation |consultants

110l 18| 2017/2/1 Securities professional textbook and exam (1) - Presentation | consultants

Assessment and proposal

111] 19{ 2017/2/20 |Privatization and I1PO (1) Presentation [consultants
112]|20| 2017/2/23 |Privatization and PO (2) Presentation |consultants
113[ 21| 2017/4/17 |Lecture on crowd funding Presentation [consultants

114! 22| 2017/4/19 Securities professional textbook and exam (2) - Draft Presentation | consultants

proposal and current progress
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Project Purpose

The credibility of capital market is 1  The capacity of target groups in 1 Means of verification will be 1 Stability of the macro economy and|1  Not evaluated yet 1 i) Planning a survey to staff being
enhanced through improvement of supervising and regulating is decided after the review of capital politics is maintained, sustaining involved in the project at least for
supervision and regulation capacity of strengthened market attractiveness of the Mongolian one year by Jull7,
target groups and improvement of the i) Survey by Facebook, capital market for the private sector ii) Encouraging FRC staff to pass
understanding by participants of capital ii) Securities representative license the securities representaitve license
market in Mongolia exam, exam
iii) No of seminar/workshop
participants
iv) Developments in the guidelines
2 Increase in positive response on the |2 Questionnaire survey at 2 Mongolian Government develops |2  Number of respondents is not 2 Conducted a survey twice by
credibility of capital market from symposium series and implements a series of policies sufficient, but it appears so far so Facebook for Sep16-Junl7
symposium participants to 50% of for capital market development good
total
3 0.37 pointincrease in "regulation |3  Global Competitiveness Report 3 Achieve 3.31 points 3 Improved by 0.15 pts since 2014-15 (3 2014-15 2.72 pts
of security exchanges" value by the (The Global Competitiveness Index, 2015-16 2.87 pts
latest World Economic Forum'’s 8th pillar: Financial Market 2016-17 2.94 pts
“Global Competitiveness Report” Development)
Outputs
1 Policy Committee is established for |1-1 Concept paper for establishing 1-1 Concept paper 1-1 Policies that pertain regulation and |1-1 Based on the recommendation 1-1 Policy Committee is under
revitalization of the capital market, policy committee is prepared supervision of capital market do not provided in the past, a concept reorganization as of Janl7.
insurance, and microfinance radically change paper was delivered to FRC in Nov
2016.
1-2 Committee meeting minutes that |1-2 Committee meeting minutes 1-2  The capital market related laws and|1-2 Meeting minutes were written in 1-2 Expecting meeting minutes to be
include advisory input by the regulations are in place the past. prepared again by FRC when Policy
Project (and its experts) are Committee resumes
compiled
2 FRC's capacity for regulation and |2-1 Recommendation paper that directs|2-1 Recommendation paper 2-1 Transfers of C/P and training 2-1 i) Afive-day training course in UB |2-1 14 FRC staff participated in the
supervision of capital market (risk- FRC's risk-based supervision is participants do not occur for supervision in Aprl5, training course in Japan, received a
based approach) is enhanced prepared i) a seven-day training course in lecture material from FSA for risk-
Japan for risk-based supervision of based supervision
Candidate areas for support: securities companies in Octl5,
iii) a training course in Japan for
i) Brokers and dealers; SRO in Aprl6
ii) Other participants on the capital 2-2 Post-training record of all the 2-2 Pre-post record (narrative and/or  |2-2 Training activities in Mongolia's 2-2 FRC developed the guidelines for 2-2 Areport to be prepared, with
iii) market; training programs indicate C/P numerical ranking, etc.) on each capital market progress in a stable risk-based supervision of securities comments by FSA

MSE and MSCH&CD

increased understanding on how to
handle administration of the target
topics

training program

manner

companies in Decl6




3 Concept paper of SRO is developed |3-1 Working team is established, and its|3-1 Record of discussion 3-1 None 3-1 The tri-party meeting by FRC, MSE |3-1 None
decision regarding MSE's transition and MASD started in Dec15, the
is determined second meeting in Jul16
3-2 Post-training record of all the 3-2 Pre-post record (narrative and/or |3-2 None 3-2 i) A five-day training course for 3-2 Areport to be prepared, based on
training programs indicate C/P numerical ranking, etc.) on each SRO in Japan, evaluation sheets at the trainig
increased understanding on how to training program ii) a follow-up small workshop at course
handle administration of the target MSE, Jullé
topics
3-3 Concept paper that discusses 3-3 Concept paper 3-3 MSCH&CD (now MSC, MCSD) will | 3-3 After several presentations for MSE |3-3 The concept paper was referred
potentials for transition of MSE not become an SRO and MASD since May15, a concept when MSE made a draft SRO
(MSCH&CD, MASD) into SRO is paper was finalized and submitted concept paper for itself in Jan17
prepared to FRC in Decl16
4 |PO and dual listing by high 4-1 Advisory records on developing new |4-1 Memos recording advisory input 4-1 None 4-1 i) Workshop for MASD in May16, |4-1 Intensively with MONOS, slightly
potential Mongolian companies are regulation of 1PO and dual listing made by the Project ii) providing frequent advisory with with SUU, Standard Capital and
conducted are compiled MONOS as the pilot PO project Megawood
4-2 Post-training record of all the 4-2 Pre-post record (narrative and/or |4-2 None 4-2 Number of respondents is not 4-2 An evaluation sheet was distributed
training programs indicate numerical ranking, etc.) on each sufficient, but it appears so far so
participants increased training program good
understanding PO an financial
sector due diligence
4-3 Symposium series (3 times) are 4-3 Symposium proceedings 4-3 None 4-3 i) Workshop for SOCs Mar15, 4-3 #3 IPO/DL seminar was held in
organized ii) #1 IPO/DL seminar Jun15, May17
iii) #2 IPO/DL seminar Marl6
4-4 Participants are drawn from 4-4 Symposium participants list 4-4 None 4-4 Keeping seminar/workshop 4-4 None
securities-related supplier, issuers attendees lists
and investors
4-5 In the survey results of each 4-5 Questionnaire survey at 4-5 None 4-5 Number of respondents is not 4-5 An evaluation sheet was distributed
symposium, a response, “the symposium series sufficient, but it appears so far so at a seminar
relevance of the topics met the good
expectation as well as needs of the
capital market," is obtained on
average from 50% of the
participants
4-6 1PO and dual listing are conducted: |4-6 JCC at the end of the project 4-6 None 4-6 Three new listings by Jan18, 4-6 1) MIK Holding (1PO), Dec 2015
IPO for 2 private companies; dual although all of them were not 2) Mongol Post (new listing), Jan
listing for 1 private company supported by the project 2016
3) Itools (1PO), Sep 2017
5 Financial literacy of general public |5-1 Open Awareness Seminar Program |5-1 Seminar program 5-1 Investor Week to be organized by |5-1 Investor Week, including a one-day |5-1 Organized by MASD, cooperated
is improved contents and schedule are MASD forum, held in Oct16 with the Team
developed
5-2 Seminars are conducted as planned |5-2 Seminar proceedings 5-2 None 5-2 Speech at Development of Financial |5-2 None
under 5.1 Market National Forum, Jan 2016
5-3 Japanese experiences on public 5-3 Memos summarizing Japanese 5-3 5-3 An ex-JPX expert made a 5-3
awareness raising initiatives are cases presentation at the I nvestor Week's
studied forum in Oct16
5-4 Financial literacy program(s) is/are |5-4 Program guide and/or materials 5-4 Collaborate in launching a 5-4 i) Lecture at FRC in May15, 5-4 The textbook for the capital

prepared based on study conducted
under 5-3

(depending on the product type)

FRC/BOM website for financial
literacy

ii) workshop for MASD in May16,
iii) lecture at Banking & Finance

Academy in Junl16

markets was written and 500
copies were distributed.




ANNEX 3: Monitoring sheet (copy)

TO CR of JICA MONGOLIA OFFICE

PROJECT MONITORING SHEET

Project Title: Project for Capacity Building of Capital Market in Mongolia

Version of the Sheet: Ver.4 (Term: September 2016 — July 2017)

Name: Rvota Sugishita

Title: Project Manager
Submission Date: 5 Jan 2018

I. Summary

1

Progress

1-1 Progress of Inputs
During the first half of the third project year (September 2016 to January 2017), the

Project successfully conducted.

1-2 Progress of Activities

1)

2)

3)

Policy Committee. Under the new management team led by Dr Davaasuren, FRC
has been working on the new Policy Committee, which is expected to be operational
soon. Project advised how the committee should be held by a lecture on 1 November

2016, based mainly on Japan’s experiences.

Risk-based supervision. FRC updated its guidelines for on-site and off-site
supervision of securities companies, based on a risk-based concept on 28 December
2016. Project believes that the new guidelines will work well and continues advising

implementation.

IPO/dual-listing. Project continued supporting a candidate of the pilot IPO. The
IPO deal, however, was postponed by several months as a result of discussions
between the company and its underwriter. Project thinks that the decision was
realistic, given the current economic conditions. In addition, Project was requested
by SPC to provide supports for privatization. Project agreed for the purpose of
increasing number of IPO, and plans to provide a lecture to SPC officials on 16
February 2017.




4)

S)

SRO. Project submitted a concept paper on the SRO to FRC on 15 December 2016.
The concept paper was shared with MSE, and MSE drafted its SRO concept paper
in January 2017. Project continues supporting MSE for its SRO activities, aiming at
revising its listing requirements as well as making rules of listing management
(including delisting). For MASD, Project continued discussion on improving the
current securities representative license scheme, together with a new official
textbook. In December 2016, Project did assessment on the contents of the exam.

The 280-page textbook for the capital markets was launched in December 2017.

Investor education. Project cooperated with MASD to hold a forum on 26 October
2016 during its first Investor Week.

1-3 Achievement of Output

1)

2)

3)

4)

5)

Policy Committee. A concept paper was delivered by Project to FRC on 1
November 2016. Project was requested to change the format and put as many
references as possible so that FRC officials can refer anytime. Modification of the

concept paper is underway.

Risk-based supervision. Project provided a series of lectures to FRC officials for
their better understanding of capital markets about the capital market roadmap and
basics for financial analysis, on 9 November 2016 and 18 January 2017,

respectively.

IPO/dual-listing. Project provided consulting for the targeted IPO candidate at least
once a month since the third project year started, except for December 2016. The
menu of the consulting includes Japan’s IPO cases and advantage of syndicated

underwriting.

SRO. Project submitted the SRO concept paper to FRC. The capital market
textbook was handed to FRC by JICA on 19 December 2017.

Investor education. Prof Adachi, an ex-JPX expert, was invited as a guest speaker
to the forum during the Investor Week in October 2016, introducing Japan’s

experiences in enhancing retail investors’ awareness.

1-4 Achievement of the Project Purpose

No major updates.




1-5 Changes of Risks and Actions for Mitigation
Not applicable.

1-6 Progress of Actions undertaken by JICA

In line with Team’s expectations.

1-7 Progress of Actions undertaken by Gov. of Mongolia

In line with Team’s expectations.

1-8 Progress of Environmental and Social Considerations (if applicable)

Not applicable.

1-9 Progress of Considerations on Gender/Peace Building/Poverty Reduction (if
applicable)
Not applicable.

1-10 Other remarkable/considerable issues related/affect to the project (such as
other JICA's projects, activities of counterparts, other donors, private sectors,
NGOs etc.)

Not applicable.

2 Delay of Work Schedule and/or Problems (if any)
2-1 Detail
The pilot IPO had been expected to be made in March 2017, but the targeted company

and its underwriter decided to postpone for several months.

2-2 Cause

It maker economically sense to postpone the IPO, given the current economic
conditions. If the underwriter manages to list its shares, the IPO price may be much
below targeted company’s expectation. If the underwriter sets the IPO price as the
company hopes, the share prices may be in the doldrums for many years immediately
after the IPO, which gives adverse impact to the investors. The right timing should be

considered for any IPO case.

2-3 Action to be taken
Nothing but wait for the better timing.




2-4 Roles of Responsible Persons/Organization (JICA, Gov. of Mongolia)
Not applicable.

3 Modification of the Project Implementation Plan
3-1 PO
Not applicable.

3-2 Other modifications on detailed implementation plan

Not applicable.

4 Preparation of Gov. of Mongolia toward after completion of the
Project
Not applicable.

I1. Project Monitoring Sheet I & 11 as Attached




Project Monitoring Sheet Il (R

Project Title: Project for Capa

Building of Ca Market in Mongo

Version 5
Dated 5 January 2018

Monitoring

Inputs Remarks Issue Solution
Expert

Ryota Sugishita Nothing. Not applicable.

Takayuki Urade Nothing. Not applicable.

Ozaki/Shinji Ohno/M: hi Tatewaki

Ohno replaced Ozaki in Aug15,

Tatewaki replaced Ohno in Jun16

Hiroyuki Kaneko/Daisuke Tashiro

Policy Committee's activities have been halted

The new Policy Committee is expected to become
operational soon.

MSE and MASD are still not confident in themselved as
|an SRO.

Encouraged MSE and MASD to have close
communication.

Akifumi Nakanishi

was modified due to Team's

Nothing.

Not applicable.

Masateru Igata

riority of tasks.
Stayed in UB for Jul/Aug16 for

Training in Japan

preparation of Investor Week

Nothing.

Not applicable.

Training course on risk-based supervision/SRO

Training course in Tokyo was held for 1-

9 Oct 2015, 11-15 Apr 2016 and 17-24

In-country/Third country Training

May 2017.

FRC staff do not want to join a training course with MSE
and MASD.

Provide a separate course only partially.

|Training course on risk-based supervision/SRO/IPO

Training course in UB was being

rescheduled.

Japanese experts cannot be dispatched often.

Looking for available experts.

Activities

[Sub-Activities

Responsible Organization

Japan FRC

Achievements

Issue & Countermeasures

Output 1: Policy Committee

1.1 Report on the current status of capital market in Mongolia

The report submitted in Mar15 appears to be of help to
FRC's long-term strategy plan, which is being prepared.

Not applicable.

1.2 Concept paper on Policy Committee

Policy Committee was already formed when

the project started

Policy Committee had been established before the Team
started technical cooperation.

A report on Policy Committee was included in the
Current Status report, Mar15.

Output 2: Capacity building for FRC staff

2.1 Training course in UB for risk-based supervision

Held in Apr15.

The second, third course have not been held so far. The
Consultant Team has provided more lecturers instead.

2.2 Training course in Tokyo for risk-based supervision

Held in Oct15. Knowledge shared appears to be
reflected in FRC's regulations and guidelines.

Unfortunately, one of the 14 attendees already left FRC.

Output 3: SRO

3.1 Report on the demarcation of FRC and SROs

till in discussion

Not prepared as a report, but the Team has provided a
concept material of the demarcation with FRC.

FRC already decided to transfer its listing approval
function to MSE. Further knowledge sharing with MSE
and MASD is necessary.

3.2 Training course in UB/Tokyo for SRO

A five-day training course in Tokyo was

held for 11-15 Apr.

Held in Apr16. The Team believes that MSE realized the
fact that its listing requirements need to be modified.

The Team continues providing follow-up support to MSE
under the new management.

Output 4: IPO and dual-listing

4.1 Report on the IPO/Dual-listing

ombined with the Output1

Not separately prepared, but included in the Report of the|
Current Status.

Not applicable.

4.2 Seminar on IPO/Dual-listing

Thirs IPO seminar to be held in Mar17.

Held in Jun15 and Mar16.

Not applicable.

o

utput 5: Investor education

5.1 Seminar for investor education

To be if it is necessary

MASD hosted Investor Week in Oct16.

5.2 Capital market textbook

Published in Dec17.




. [Pian [ | =
Duration / Phasing [Actual] HE
. Plan Remarks Issue Solution
Monitoring Plan ol oW
Monitorin .
on 9 3 Plan Nothing. Not applicable.
Joint Coordinating Committee Actual -
detailed pl f ti Plan Nothing. Not applicable.
Set-up the detailed plan of operation Actual
Plan The last PDM was approved at the JCC Nothing. Not applicable.
Submission of Monitoring Sheet Actual meeting in Oct16.
Plan
Monitoring Mission from Japan “Actual
Plan
Joint Monitoring Actual|
Plan |
Post Monitoring Actual
Reports/Documents ‘
Ld Plan | Nothing. Not applicable.
Project Completion Report Tl
Public .
y Plan | Nothing. Not applicable.
JICA website Actual
Ple%I The Team opened an account at Nothing. Not applicable.
Team Facebook account Actual Facebook.
The Team delivered a speech at several )
‘ Bian inars incl. Invest Mongolia and Nothing. Not applicable.
Speech ata seminar Actual Development of Fin Mkt National Forum
Blan Nothing. Not applicable.
Media interviews in UB Actual
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RECORD OF DISCUSSIONS

PROJECT FOR CAPACITY BUILDING OF CAPITAL MARKET

MONGOLIA

AGREED UPON BETWEEN

FINANCIAL REGULATORY COMMISSION OF MCNGOLIA

AND

JAPAN INTERNATIONAL COOPERATION AGENCY

iAo A

Mr. Toshinobu KATO

Chief Representative

JICA Mongolia Office

Japan International Cooperation Agency
Japan

Ulaanbaatar—dhe 13. 2014

Mr. Dashdondov BAYARSAIKHAN,
Chairman,

Financial Regulatory Commission of
Mongolia

7.

Ms. Adgi/ARIUNAA

Acting Director General

Department of Economic Cooperation,
Loan and Aid Policy

Ministry of Economic Development
Mongelia




Based on the minutes of meetings on the Detailed Planning Survey on the
“Project for Capacity Building of Capital Market in Mongolia” (hereinafter referred
to as "the Project’) signed on May 23, 2014 between the Financial Regulatory
Commission of Mongolia (hereinafter referred to as “FRC”) and the Japan
international Cooperation Agency (hereinafter referred to as “JICA”), JICA held a
series of discussions with FRC and relevant organizations to develop a detailed
plan of the Project.

Both parties agreed the details of the Project and the main points discussed as
described in the Appendix 1 and the Appendix 2 respectively.

Both parties also agreed that FRC, the counterpart to JICA, will be responsible
for the implementation of the Project in cooperation with JICA, coordinate with
other relevant organizations and ensure that the self-reliant operation of the
Project is sustained during and after the impiementation period in order to
contribute toward social and economic development of Mongolia.

The Project will be implemented within the framework of the Agreement on
Technical Cooperation signed on December 5, 2003 (hereinafter referred to as
‘the Agreement”) the Note Verbales exchanged on June 4, 2014 between the
Government of Japan (hereinafter referred to as “GOJ”) and the Government of
Mongolia (hereinafter referred to as “GOM”).

The effectiveness of the record of discussions is subject to the exchange of the
Note Verbales.

Appendix 1: Project Description
Appendix 2: Main Points Discussed
Appendix 3: Minutes of Meetings on the Detailed Planning Survey



Appendix 1
PROJECT DESCRIPTION

Both parties confirmed that there is no change in the Project Description agreed
on in the minutes of meetings on the concerning Preparatory Survey on the
Project signed on 23th, May (Appendix 3), except for the few wording on the
Project Purpose.

. BACKGROUND

Growth of Mongolian economy has been accelerating in recent years (17.5% in
2011 and 12.3% in 2012) on the back of capital flows into the development
project in the mining sector, as well as the international market conditions for
coal and copper. At the same time, the Government of Mongolia (“GOM”) is
striving for macroeconomic stability through fiscal discipline under the Fiscal
Stability Law (2013), which requires fiscal deficit and official government debt to
remain less than 2% negative and 40% of GDP, respectively. They are also
trying, with a view to meeting the growing demand for infrastructure, to diversify
their financing toward government bonds in addition to the traditional donor
financing, of which the first lot was issued in November 2012.

One of the major concerns on Mongolian economy is its heavy dependence on
abundant mineral resources, which calls for more diversified industrial structure
through vitalizing small and medium scale businesses. Since majority of their
financing, however, has been through the banking sector, and the capital
markets have not provided enough financing opportunities to these businesses.
In Mongolia, more than 90% of the listed companies had been reorganized from
state owned enterprises (“SOES”) listed in the process of shifting to the
market-oriented economy, but the market liquidity is still very low, due to the lack
of financial disclosure, issues on corporate governance and compliances, and
insufficient investor base. The capital market itself is still at an early stage of
development, where it needs appropriate regulation and supervision, which
needs to be addressed as the financing needs through IPO grow in line with the
economic expansion. To guide the economy along a stable growth path, it will be
substantially important to provide wider range of financing options through
facilitating the financial and capitai markets which shall be open not only to the
domestic but also to the foreign investors.

Financial Regulatory Commission (“FRC”), a government entity established in
2006 and a counterpart organization of the Project, supervises the non-bank
sector including capital markets (i.e. security brokers, insurance companies and
non-bank iending entities such as microfinance institutions (“MFls™)), and is still a
young organization. It is in tremendous need for human capital/organizational
developments and institutional design. FRC is in need for preparing regulatory
rules and strengthening the implementation framework, for which the request for
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support has been made to JICA.
To address those challenges relating to Mongolian capital market, FRC and JICA

agreed to start the Technical Cooperation Project.

Il. QUTLINE OF THE PROJECT
Details of the Project are described in the Logical Framework (Project Design
Matrix: PDM} (Annex |) and the tentative Plan of Operation (Annex II}).

1. Title of the Project
Project for Capacity Building of Capital Market in Mongolia

2. Qverall Goal
The listing environment of Mongolian capital market for vitalization of initial

public offering (IPO) & dual listing is improved through enhancement of its
credibility.

3. Project Purpose
The credibility of capital market is enhanced through improvement of supervision

and regulation capacity of target groups and improvement of the understandings
by participants of capital market in Mongolia.

4, Outputs
(1) Policy Committee is established for vitalization of the capital market,

insurance industry, and microfinance.

(2) FRC's capacity for regulation and supervision of capital market (risk based
approach) is enhanced.

(3) Concept Paper of SRO is developed.

(4) IPO and Dual Listing by high potential Mongolian companies are
conducted.

(5) Financial Literacy of general public is improved.

5. Activities
The details are provided in Annex | (Tentative Project Design Matrix: PDM),

Annex Il (Tentative Plan of Operations (PO)).

6. Input
(1) Input by JICA
(a) Dispatch of Experts
[Long-term and/or Short-term Experts from Japan/third countries]
- Chief Adviser
- Direct Finance {Regulation and Supervision)
- Direct Finance (Securities Market)
- Training Coordination
- Coordinator
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[Local Experts]
- If necessary.

(b) Training

- Local Trainings/workshops

- Trainings in Japan

- Trainings in third countries (If necessary)

(c} Machinery and Equipment
- Listed in the Annex V

(2) Input by FRC
(a) Human Resources
- Project Director: Chairman of FRC
- Deputy Project Director: Managing Director General of FRC
- Project Manager: Head of the Capital Market Intermediaries Division
- Counterparts from: Securities Market's Department.
(b) Office space and other facilities necessary for the implementation of the
Project
(c) Local cost for Project operation (such as office utilities, communication
cost, per-diem for Mongolian side personnel)
(d) Other (as required)

FRC will take necessary measures to provide at its own expense:

(a) Services of FRC’s counterpart personnel and administrative personnel
as referred to in 1l-7;

(b) Suitable office space with necessary equipment;

(c) Information as well as support in obtaining medical service;

(d) Credentials or identification cards;

(e) Available data (inciuding maps and photographs) and information related
to the Project;

(f Running expenses necessary for the implementation of the Project; and

(9) Necessary facilities to the JICA experts for the remittance as well as
utilization of the funds introduced into Mongolia from Japan in
connection with the implementation of the Project

7. implementation Structure
The Project organization chart is given in the Annex IV. The roles and
assignments of relevant organizations are as follows:

(1) FRC
(a) Project Director:
Chairman of FRC will be responsible for overall administration and
impiementation of the Project.
(b) Deputy Project Director:
Managing Director General of FRC will be responsible for overall
administration and implementation of the Project as an assistant to Project
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Director.

{¢c) Project Manager:

Head of the Capital Market Intermediaries Division will be responsible for
the managerial and technical matters of the Project.
(d) Other counterpart officials:

They shall be nominated and informed to JICA side before the Project

starts.

(2) Others
(a) Representative from the Economic Cooperation, Loan and Aid Policy
Department of MED
(b) Representative from Mongolian Stock Exchange

(3) JICA Experts _
The JICA experts will give necessary technical guidance, advice and
recommendations to FRC on any matters pertaining to the implementation
of the Project.

(4) Joint Coordinating Committee

Joint Coordinating Committee (hereinafter referred to as “JCC”) will be
established in order to facilitate inter-organizational coordination. JCC will
be held at least twice a year and whenever deems it necessary. JCC will
approve an annual work plen, review overall progress, conduct evaluation
of the Project, and exchange opiniocns on major issues that arise during the
implementation of the Project. A list of proposed members of JCC is
shown in the Annex IV.

8. Project Site(s) and Beneficiaries
(1) Project Site:
Ulaanbaatar, Mongolia

(2) Beneficiaries
Financial Regulatory Commission of Mongolia (FRC), Mongolia Stock
Exchange (MSE), and capital market participants

9. Duration
Three (3) years from July 2014 tc June 2017

10. Environmental and Social Considerations

FRC agreed to abide by ‘JICA Guidelines for Environmental and Social
Considerations’ in order to ensure that appropriate considerations will be made
for the environmental and social impacts of the Project.

. UNDERTAKINGS OF FRC
1.FRC will take necessary measures to:

(1) ensure that the technologies and knowledge acquired by the Mongolia
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nationals as a result of Japanese technical cooperation contributes to the
economic and social development of Mongolia, and that the knowledge
and experience acquired by the personnel of Mongolia from technical
training as well as the equipment provided by JICA will be utilized
effectively in the implementation of the Project; and

(2) grant privileges, exemptions and benefits to the JICA experts referred to in
11-6 (1) above and their families, which are no less favorable than those
granted to experts and members of the missions and their families of third
countries or international organizations performing similar missions in
Mongolia.

2.FRC will take necessary measures to;

(1) provide security-related information as well as measures to ensure the
safety of the JICA experts;

(2) permit the JICA experts to enter, leave and sojourn in Mongolia for the
duration of their assignments therein and exempt them from foreign
registration requirements and consular fees;

(3) exempt the JICA experts from taxes and any other charges on the
equipment, machinery and other material necessary for the
implementation of the Project;

(4) exempt the JICA experts from income tax and charges of any kind
imposed on or in connection with any emoluments or allowances paid to
them and/or remitted to them from abroad for their services in connection
with the implementation of the Project; and

(5) meet taxes and any other charges on the equipment, machinery and other
material, referred to in lI-6 above, necessary for the implementation of the
Project.

3.FRC will bear claims, if any arises, against the JICA experts resuiting from,
occurring in the course of, or otherwise connected with, the discharge of their
duties in the implementation cf the Project, except when such claims arise
from gross negligence or willful misconduct on the part of the JICA experts.

IV. MONITORING AND EVALUATION

JICA and the FRC will jointly and regularly monitor the progress of the Project
through the Monitoring Sheets based on the Project Design Matrix (PDM) and
Plan of Operation (PO). The Monitoring Sheets shall be reviewed every six (6)

months.
Also, Project Completion Report shall be drawn up one (1) month before the

termination of the Project.

JICA will conduct the following evaluations and surveys to mainly verify
sustainability and impact of the Project and draw lessons. The FRC is required to

provide necessary support for them.

1. Ex-post evaluation three (3) years after the project compietion, in principle
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2. Follow-up surveys on necessity basis

V. PROMOTION OF PUBLIC SUPPORT
For the purpose of promoting support for the Project, FRC will take appropriate
measures to make the Project widely known to the people of Mongolia.

VI. MUTUAL CONSULTATION
JICA and FRC will consuit each other whenever any major issues arise in the

course of Project implementation.

VIl. AMIENDMENTS

The record of discussions may be amended by the minutes of meetings between
JICA and FRC.

The minutes of meetings will be signed by authorized persons of each side who
may be different from the signers of the record of discussions.

Annex

[.  Tentative Project Design Matrix (PDM)

Il. Tentative Explanatory Note of the Project M&E Framework
llt. Tentative Plan of Operations (PO)

IV. Tentative Implementation Structure of the Project

V. List of Required Equipment
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Project Design Matrix (tentative)

Project Title: Project for Capacity Building of Capital Market in Mongolia

Imp_'lamenting Agency: Financial Regulatory Commission of Mongolia (FRC)

Target Group: Financiai Regulatory Commission of Mongolia {FRC}, Mon olia Stock Exchange (MSE

Period of Project: July, 2014 - June, 2017
Project Site: Ulaanbaatar, Mongolia_  Model Site: TBD (if any)

Version Q

PDM Draft (E)
Annex |

Dated: June 13, 2014

Narrative Summary

Objectively Verifiable Indicators

Means of Verification

Important Assumption

Achievement

~ Remarks

Qverall Goal

The listing environment of Mongolian
capital market for vitalization of initial
public offering (IPO) & dual listing is
improved through enhancement of its
credibility.

1. @point increase in (the total market
capitalization)(GDP) ratio from €.(*)

2. @point increase in (the total assets
in the capital market sector)/(the total
assets in the financial sector) ratio from
@.()

3. Trading value of the capital market
increases from & to @.(%)

4. Applications for IPO and Dual
Listing increase from @ to ©.(*)

(*) These references depends on
macroeconomic situations. Overall
goal should be judged taking account
of macroeconomic situations.

5. {Reference)@point increase in
"availability of financial services" value
by the latest World Economic Forum's
"Global Competitiveness Report"

6. (Reference)@point increase in
“affordability of financial services"
value by the latest World Economic
Forum's "Global Competitiveness
Report"

7. (Reference}® point increase in
"financing through local equity market”
value by the latest World Economic
Forum's "Global Competitiveness
Report"

1. MSE for total market
capitalization and National
Statistical Office of Mongolia for
GDP

2. FRC for the total assets in the
capital market sector and the total
assets in the financial sector

3. MSE for frading value of the
capital market

4. FRC and MSE for applications

5. Global Competitiveness Report
(The Global Competitiveness Index,
8th pillar: Financial Market
Development)

6. Global Competitiveness Report
{The Global Competitiveness Index,
8th pillar: Financial Market
Development)

7. Global Competitiveness Report
{The Global Competitiveness Index,
8th pillar: Financial Market
Development)

1. 10% as of
2013
(provided by
FRC)

2. About 4%
(2012)

3. 145 MINT
billion {2012}
{*securitiss
only)

4. To be
|specified

5. 3.6 (2013-
14 value)
(Report p
281)

6. 3.6 (20131
14 value)

7.24 (2013-
14 value)
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PDM Draft (E)

Project Purpose

The credibility of capital market is
enhanced through improvement of

'supervision and regulation capacity of

target aroups and improvement of the
understandings by participants of capital
market in Mongolia.

1. The capacity of the target groups in
supervising and regulating is
strengthened, (**}

{**} Detail indicators will be decided
after the review of capital market
{activity 1-1)

2. @% increase in positive response
on the credibility of capital market from
symposium participants.

3. @point increase in "regulation of
security exchanges" value by the latest
World Economic Forum's "Global
Competitiveness Report"

1. Means of verification will be
decided after the review of capital
market {(activity 1-1)

2. Questionnaire survey at
SYmposium series

3. Global Competitiveness Report
(The Global Competitiveness Index,
§th pillar: Financial Market
Development)

1. Stability of the macro ecanomy
and politics is maintained,
sustaining attractiveness of the
Mongolian capital market for the
private sector.

2. Mongolian Government
develops and implements a series
of policies for capital market
development,

Outputs

1. Policy Committee is established for
vitalization of the capital market,
insurance industry, and microfinance.

2. FRC's capacity for regulation and
supervision of capital market (risk based
approach) is enhanced.

Candidate areas for support:

(i) Brokers and dealers,

(iiy Other participants on the capital
market,

(iii) MSE and MSCH&CD

3. Concept Paper of SRO is developed.

(*)Concept Paper of SRO shows that
what type of supervision and monitaring
authority will be transferred to MSE
{MSCH&CD, MASD) from FRC

1-1. Concept paper for establishing
policy committee is prepared.

1-2. Committee meeting minutes that
include advisory input by the Project
(and its experts) are compiled.

2-1. Recommendation paper that
directs FRC's risk based supervision is
prepared.

2-2. Post-training record of all the
training programs indicate C/P
increased understanding on how to
handle administration of the target
topics.

its decision regarding MSE's transition
is determined.

3-2. Post-training record of all the
training programs indicate participants
increased understanding on how to
handle administration of the target
topics.

3-3. Concept Paper that discusses
potential for transition of MSE
{MSCH&CD, MASD) into SRO is

prepared.

1-1. Concept paper

1-2. Committee meeting minutes

2-2, Pre-post record {narrative
and/or numerical ranking, etc.) on
each training program

3-1. Record of discussion

3-2. Pre-post record (narrative
and/or numerical ranking, etc.) on
each training program

3-3. Concept Paper

1. Policies that pertain to
regulation and supervision of
capital market do not radically
change.

" |2. The capital market related laws

and reguiations are in place.

3. Transfers of C/P and training
participants do not occur
frequently.

4. Trading activities in Mongolia's
capital market progress in a stable
manner.

2 27
(value) in
2013-2014
Report
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4.1PO and Dual Listing by high potential
Mongolian companies are conducted.

5. Financial Literacy of general public is |
improved.

new regulation of IPO and dual listing
are compiled.

4-2, Post-training record of all the
training programs indicate participants
increased understanding IPO and
financial sector due diligence.

4-3. Symposium series (@ times) are
organized.

4-4. Participants are drawn from
securitiesrelated suppliers, issuers,
and investors.

4-5. In the survey results of each
sympaosium, a response, "the
relevance of the topics met the
expectation as well as needs of the
capital market” is obtained on average
from ©% of the participants.
4-6. IPO and Dual Listing are
conducted.

IPO : 2 private companies

Dual Listing : 1 private company

5-1. Open Awareness Seminar
Program centents and schedule are
developed.

5-2, Seminars are conducted as
planned under 5-1.

5-3. Japanese experiences on public
awareness raising initiatives are
studied.

5-4, Financial literacy program(s) isfare
prepared based on study conducted
under 5-3.

4-1. Advisory records on developing |

4-1. Memos recording advisory
input made by the Project

4-2. Pre-post record (narrative
and/or numerical ranking, etc.) on
each training program

4-3. Symposium proceedings
4-4. Symposium participants list

4-5. Questionnaire survey at
symposium series

4-6. JCC at the end of the project

5-1. Seminar ij?bg}_a_ni

5-2. Seminar proceedings

5-3. Memos summarizing Japanese
cases

5-4. Program guide and/or
materials (depending on the

product type)

PDM Draft (E)
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Activities Inputs Pre-Conditions
The Japanese Side The Mongolia Side
1-1. In view of preparation of support 1. Japanese Experts 1. Human Resources The FRC secures counterpart
policy, review the current state of (1) Chief Adviser (1) Project Director budget and staffing required for

Mongolia's capital markets (laws
regarding securities, invesiment, ABS,
and investment funds respectively).
1-2. Organize meetings with capital
market participants {securities-related
suppliers, issuers, investors) to
exchange views on Mongolia's capital

market reculation and supervision.
1-3. Develop concept paper for

establishing policy committee.
1-4. [by FRC] Establish policy committee
based on the concept paper.

1-5. Advise and support the activity of
the policy committee by introducing
Japanese experience

2-1. Review existing guidelines on risk
based supervision, and develop
recommendation paper for amending
them to fit the Mongolian situation(s)

2-2. Develop capacity development
training programs {to be conducted in
Mongolia and Japan) on areas of
particular needs within risk based
regulatory and supervisory field.

2-3. Conduct in-country training (i.e. in
Mongolia) as per developed under 2-2,
for FRC staff and related participants.

2.4, Conduct on the job training in Japan
as per developed under 2-2, for FRC
staff and related participants.

3-1. Convene a working team {consisting
of members from FRC, MSE, and other)
for transition to SRO and discuss
whether the transition is appropriate or
not.

3-2. In consultation with the working
team, the project review regulation and
supervision demarcation in Mongolia.

(2) Direct Finance (Regulation and
Supervision)

(3) Direct Finance (Securities Market)
(4) Training Coordination

{5) Coordinator

2. Local Experts (as required)
3. Equipment (as required)
4. Training

In-Country Training

Training in Japan
Third-Country Training (as required)

{2) Project Manager
(3) Counterpart Personnel (C/P)

2. Office space and other facilities
necessary for the implementation of
the Project

3. Local cost for Project operation
{such as office utilities,
communication cost, per-diem for
Mongolian side personnel)

4. Other (as required)

the project.

PDM Draft (E)
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3-3. Develop training programs for
capacity development (to be conducted
in Mongolia and Japan).

Theme: "Regulation and supetrvision
demarcation between FSA and SROs in
Japanese capital market"

3-4. Conduct training (in Mongolia,
and/or Japan) as has been determined
under 3-3 for FRC, MSE, MSCH&CD
and MASD staff as well as for related
participants.

3-5. Prepare a recommendation Concept
Paper of SRO.

4-1, Review existing guidelines on IPO,
and advise on customizing them to fit the
Mongolian situation

4-2. Assist to review new regulation of
IPO and dual listing

4-3. Develop Promotion Seminar
Program of IPO and dual listing to
Mongolian potential issuers

4-4, Conduct seminar series on a regular
basis as per Promotion Seminar
Program developed under 4-3,

4-5. Develop training programs related
IPO and dual listing for FRC and MSE
staff {to be conducted in Mongolia or in
Japan)

4-6. Conduct training {in Mongolia,
and/or Japan} as has been determined
after 4-5 for FRC and MSE staff as well
as for related nartirinants

5-1. Develop open Awareness Raising

Seminar Program on financial literacy to
general public

5-2. Conduct seminar series on a regular
basis as per Awareness Raising
Program developed under 5-1.

5-3. Introduce Awareness raising
activities in Japan to FRC

5-4. FRC (and cthers jointly) plan(s) and
conduct(s) some activities based on the
introduction 5-3.

f',,

<Issues and ¢countermeasures>

PDM Draft (E)



Explanatory Note of the Project M&E Framework (tentative)

Version 0 Annex i

Dated: June 13, 20114

Narrative Summary

Objectively Verifiable Indicator

Baseline when the Project starts

Current Situation
(at the time of monitoring)

Overall
Goal

The listing environment of
Mongolian capital market for
vitalization of initial public
offering (IPO) & dual listing is
improved through
enhancement of its credibility.

1. (the total market capitalization){GDP)
ratio

10% as of 2013 (provided by FRC)

Target level to be achieved

1. @point increase in (the total market
capitalization)/(GDP) ratio

2. (the total assets in the capital market
sector)/(the total assets in the financial
sector) ratio

About 4% (2012)

2. Gpoint increase in (the total assets in
the capital market sector)/({the total assets
in the financial sector) ratio from @.(*)

3. Trading value of the capital market

145 MNT billion (2012) (*securities only)

3. @point increase in trading value of the
capital market from ©.(*)

4. Applications for IPC and Dual Listing

To be specified

4. ®pointincrease in applications for IPQ
and Dual Listing from &.(*)

(*) These references depends on
magcroeconomic situations. Overall goal
should be judged taking account of
macroecohomic situations.

5. "Availability of financial services" value
by the latest World Economic Forum's
"Global Competitiveness Report"

3.6 (2013-14 value) [Global
Competitiveness Report (The Global
Competitiveness Index, 8th pillar: Financial
Market Development) Report p 281]

5. @point increase in "availability of
financial services" value by the latest
World Economic Forum's "Global
Competitiveness Report”

6. "Affordability of financial services" value
by the latest World Economic Forum's
"Global Competitiveness Report"

3.6 (2013-14 value) [Global
Competitiveness Report (The Global
Competitiveness Index, 8th pillar: Financial
Market Development) Report p 281]

6. @point increase in "affordability of
financial services” value by the latest
World Economic Forum's "Global
Competitiveness Report”

7. "Financing through local equity market"
value by the latest World Economic
Forum's "Global Competitiveness Repert"

2.4 (2013-14 value) [Global
Competitiveness Report (The Giobal
Competitiveness index, 8th pillar: Financial
Market Development) Report p 281)

7. @ point increase in "financing tarough
local equity market” value by the latest
World Economic Forum's "Global
Competitiveness Report”

The credibility of capital
market is enhanced through
improvement of supervision
and regulation capacity of
target groups and

1. The capacity of the target groups in
supervising and regulating

To be specified after the review of capital
market (activity 1-1)

1. The capacity of the target groups in
supervising and regulating is
strengthened. (**)

(**} Detail indicators will be decided after

1/3

the review of capital markat (acivity 1-1) |
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Narrative Summary

Objectively Verifiable Indicator

Baseline when the Project starts

Current Situation
{at the time of monitoring)

Target level to be achieved

Project
Purpose

improvement of the
understandings by
participants of capital market
in Mongolia.

2. Response on the reliability of capital
market from symposium participants.

No previous record exists, unless past
events covered the same theme and
collected feedback.

2. ©% increase in positive response on
the reliability of capital market from
symposium participants over the course of
the Project.

3. "Regulation of security exchanges"
value by the latest World Economic
Forum's "Global Competitiveness Report”

2.7 (value}in 2013-2014 Report [Global
Competitiveness Report (The Global
Competitiveness Index, 8th pillar: Financial
Market Development) Report p 281]

3. Gpaintincrease in "regulation of
security exchanges" value by the latest
World Economic Forum's "Global
Competitiveness Report”

Output 1

Policy Committee is
established for vitalization of
the capital market, insurance
industry, and microfinance.

1-1. Concept paper for establishing policy
committee is prepared.

Candidate list of the committee members
sketched. However, a grand picture of
what the Committee should be/does is not
in place.

1-1. Concept paper prepared.

1-2. Committee meeting minutes that
include advisery input by the Project are
compiled.

No such recerd exists, as Committee has
been dormant, neither Japanese input is
yet provided.

1-2. Policy Committee is functicning.

Cutput 2

FRC's capacity for regulaiion
and supervision of capital
market (risk based approach)
is enhanced.

2-1. Develep training programs for
capacity development (to be conducted in

Mongolia, Japan, or in the third countries).

FRC is not confident on how to
mainstream transferring to risk based
supervision.

2-1. FRC understands what needs to be
changed for mainstreaming risk based
supervision.

2-2. Post-training record of all the training
programs indicate C/P increased
understanding on how to handle
administration of the target topics.

To be specified in accordance with the
target training areas identified.

2-2. Post-training record of all the training
programs indicate C/P increased
understanding on how to handle
administration of the target topics.

Output 3

Concept Paper of SRO is
developed.

3-1. Working Team is established, and its
decision regarding MSE's transition is

Platform for guiding MSE to become SRO
is not available.

3-1. Platform for guiding MSE to become
SRO is installed.

3-2. Post-training record of all the training
programs

Te be specified in accordance with the
target training areas identified.

3-2. Post-training record of all the training
programs indicate C/P increased
understanding on how to handle
administration of the target topics.

3-3. Concept Paper that discusses
potential for transition of MSE
(MSCH&CD, MASD) into SRO is

No clear milestones for MSE to become
SRO is available.

3-3. Clear milestones for MSE to become
SRO are laid out.

i
4-1. Advisory records on developing new

regulation of IPO and dual listing are
compiled.

No sufficient record that discusses past
achievement by FRC in cultivating IPO
and dual listing market is available.

4-1. Advisory records on developing new
regulation of IPO and duai listing are
available.
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Narrative Summary

Objectively Verifiable Indicator

Baseline when the Project starts

Current Situation
{at the time of monitoring)

Target level to be achieved

IPO and Dual Listing by high
potential Mongoelian
companies are conducted.

Output 4

4-2. Post-training record of all the training
programs indicate participants increased
understanding IPO and financial sector
due diligence.

To be specified in accordance with the
target topics identified.

4-2. Post-training record of all the training
programs indicate the participants
increased understanding on the target
topics.

4-3. Symposium series are organized on a
regular basis (at least twice per year)

Symposium on IPC and dual listing are not
yet organized

4-3. Symposium series are organized no
less than every half year.

4-4. Participants are drawn from securities-
related suppliers, issuers, and investors.

Symposium {incl. Open Day) are
organized but lack effective targeting

4-4. Participants are drawn from securities-|
related suppliers, issuers, and investors.

4-5. In the survey results of each
sympaosium, a response, "the relevance of
the topics met the expectation as well as
needs of the capital market" is obtained on
average from @% of the participants.

Such record does not exist, as targeted
symposium on IPO and dual listing are not
yet organized.

4-5, In the survey results of each
sSymposium, a response, "the relevance of
the topics met the expectation as well as
needs of the capital market" is obtained on
average from @% of the participants.

4-6. The number of IPO and Dual Listing

IPO is conducted, but Dual Listing is not,
IPO: (2012: 1, 2013: 0, 2014{early): 1)
Dual Listing : 0

4-6. IPO and Dual Listing are conducted.
IPO : 2 private companies
Dual Listing : 1 private company

Financial Literacy of general

Output § public is improved.

5-1. Open Awareness Seminar Program
n } I

5-2. Seminars are conducted as planned
under 5-1.

Public targeted events on IPO and Dual
Listing have not been planned

5-1. Event schedule is prepared.

Seminars with the planned themes are
newly introduced to Mongolian audiences,

5-2. Mongelian public is exposed to |PO
and Dual Listing as Key Capital Market
features.

5-3. Japanese experiences on public
awareness raising initiatives are studied.

Exposure to Japanese public awareness
initiatives on IPO and Duat Listing have
hot been introduced to parties concerned.

5-3. Japanese IPO and Dual Listing
experiences most relevant for Mongolia
are collected.

§-4. Financial advocacy program(s) isfare
prepared based on study conducted under
5-3.

Such public awareness programs on IPO
and Dual Listing have not been presented
in Mongolia.

5-4. Public are introduced to IPO and Dual
Listing as their potential choice for
investment.
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PH Form 2 PO (B)

Tentative Plan of Operation Version PDM 0 Annex Il
Dated: June 13, 2014
Project Title: Project for Capacity Building of Capital Market in Mongolia Monitoring
——— e
Inputs Year 2014 2015 2016 2017 Remarks lssue Solut
em L olution
INI|H|N|I|D|Oj|V|I|R|m|(Ww|I1|0D|m|w
Expert
Chief Adviser :;f:a" ‘
. . . . Plan |
Direct Finance (Regulation and Supervision}) A ctual[
Direct Finance (Securities Market) :::all : -
Training Coordination :::all ;
Coordinator L=
Equipment
Provide equipment :::al i .
Training In Japan | il E
Implemeniation of risk based Flan
supervision({tentative) Actual| i
In-country/Third country Trainlng
Implementation of risk based isi P'“"I
mplementation of risk based supervision Actul
iai s Plan |
Stock Market supervision and monitoring (Actuall
IPO and financial sector due diligence (for Plan |
supervisor) Actuall
Activities Year 2014 2015 2016 2017 Responsible Organlzation . Issue &
e Achievements
|Sub-ActIVItles I I I | i} | W | i | ]lII N]I I I | I | Wit | I | I | F| Japan Mongolia Countermeasures
Output 1: Policy Committee is established for vitalization of the capital market, Ingurance industry, and microfinance.
1-1. In view of preparation of support policy,
review the current state of Mongolia's capital Plan Gonsultant.
markets (laws regarding securities, frp. onsFuS An s,
investment, ABS, and investment funds Actual (1
respectively). HE
1-2. Organize meetings with capital market B i
participants {securities-related suppliers, an
J issuers, investors) to exchange views on g . (Consultants) FRC
Mongolia's capital market regulation and Actuall
supervision. (1)L
1-3. Develop concept paper far establishing Plan - ' Consultants,
policy committee. Actual] i 1 s FSA




PM Form 2 PO (E)

1-4. [by FRC] Establish policy committee Plan | !
based on the concept paper. _ Actuall| FRC
1-5. Advise and support the activity of the Plan TED
policy committee by introducing Japanese S N R B = Consultants,
experience Actuall HIIHI 1 Fsa
Output 2: FRC’s capacity for regulation and supervision of capital market (risk based approach) is enhanced.
2-1. Review existing guidelines on risk based Plan .
supervision, and develop recommendation i FSA,
paper for amending them to fit the Mongolian Actuail ' | Gonsultants
situation(s) |
2-2. Develop capacity development training |
programs (to be conducted in Mangolia, Flan | : :
Japan, and/or the third countries) on areas of . FSA,
particular needs within risk based regulatory Actual AR R i Consuttante
and supervisory field. 1
2-3. Conduct in-country training (i.e. in Plan : ! FSA
Mongolia) as per developed under 2-2, for Actual T T Consuitants
FRC staff and related participants. i ERA RN RN i
2-4. Conduct on the job training in Japan as Plan
per developed under 2-2, for FRC staff and ; - o st:' =
related participants. Actuall | i : i
Output 3: Concept Paper of SRO is developed.
3-1. Convene a working team (consisting of Ban : i
mernbers from FRC, MSE, and other) for i © l ) ERG
transition to SRO and discuss whether the i HSHICRES
f—— ; Actual |
transition is appropriate or not. []]
3-2. In consultation with the working team, the Plan
project review regulation and supervision _ JPX, FSA,
demarcation in Mongolia. Actuall i ¢ Consultants
3-3. Develop training programs for capacity
development {to be conducted in Mongolia, Pian
Japan, or in the third countries). ; JPX, FSA,
Theme: "Regulation and supervision Consultants
demarcation between FSA and SROs in Actual
Japanese capital market® ' _:_
3-4. Conduct training (in Mongolia, Japan, or in vl
the third countries) as has been determined Plan ar
under 3-3 for FRC, MSE, MSCH&CD and et i
% MASD staff as well as for related participants. Actuall
L] i H
3-5. Prepare a recommendation Concept Plan | ! JPX, FSA,
% Paper of SRO. Actual] | i i HEEH 1Bk Consultants
Output 4: IPO and Dual Listing by high potential Mongolian companies
4-1. Review existing guidelines on IPO, and Plan | : i i JPX,
advise on customizing them to fit the . Consultants,
\ Mongolian situation Actual| | FSA
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4-2. Assist to develop new regulation of IPO Plan | : ; JPY,
and dual listing actual] ¥ , Gonls:t;lslt:nts,
4-3. Develop Promotion Seminar Program of Plan I JPX
IPO and dual listing to Mongolian potential : c ftunt
— Actual i onsultants
4-4. Conduct seminar series on a regular basis Plan | i ; “BD
as per Awareness Raising Program developed E! : — e JPIX' ¢
under 4-3. Actual i , x E onsultants
4-5. Develop training programs related IPO Plan | | | ! il
and dual listing for FRC and MSE staff (to be : ‘JF’I"-
conducted in Mongolia or in Japan) Actual i Consultants
4-6. Conduct training {in Mongolia, Japan, or in - ;
the third countries) as has been determined an L : JPX,
after 4-5 for FRC and MSE staff as well as for T Consultants
related participants. Actual i
Output 5: Financial Literacy of general public is improved.
5-1. Develop open Awareness Raising Plan
Seminar Program on financial literacy to - Consultants
general public Actual Pl
5-2. Conduct seminar series on a regular basis Plan )i H 1BD
as per Awareness Raising Program developed i ——r : JPX, FSA,
under 5-1. Actual | Consultants
5-3. Introduce Awareness raising activities in Plan JPX, FSA,
Japan to FRC Actual Consultants
5-4. FRC (and others jointly) plan(s) and Plan {
conduct(s) some activities based on the RN SESES N Consultants
introduction. Actuall 1HIHIHIH
= . Plar T
Duration / Phasing Ac::all
. Year 1st Year 2nd Year 3rd Year 4th Year .
Monitoring Plar I |v| oo v| Tl w1l e Remarks Issue Solution
Monitoring i i 1K
Joint Coordination Committee :z:tﬂ:al : :
Set-up the Detailed Plan of Operation o
Submission of Monitoring Sheet ;:ta:al
Monitoring Mission from Japan :c:'ta:al
Joint Monitoring :::ta:al
Post Monitoring : ::::al'l
Reports/Documents
|Project Compietion Report :;::a"
[Pubiic Relations ] :
I i ]

\



§n Project Implementation Structure

Mongolian Side JICA Side Annex IV
Joint Coordinating Committee (JCC)
Project Director: Chairman of FRC \
Deputy Project Director: Managing Director General of FRC ial D |
Project Manager: Head of the Capital Market Intermediaries Division Indu_Str|a| : evelopment and
Members: Public Policy Department,
Representatives from the following division of FRC: H
- Capital Market Policy Planning Division Japan Int.ematlonal
- Capital Market Intermediaries Division Cooperation Agency
- Securities Issuers Division
- Capital Market New Financial Products and Services Division JICA Mongolia
Representative from the Economic Cooperation, Loan and Aid Policy Office
Department of MED
Representative from Mongolian Stock Exchange
Secretariat: Foreign Relations and

Cooperation Division, Administration
Department

e Project Team ™~

gy | S—

Counterparts from : Securities Market's Department D to-d
Project Manager: Head of the Capital Market ay-10-aay

Intermediaries Division consultation JICA Experts

Team members: _ (1) Chief Advisor
Foreign Relations and Cooperation Division

Capital Market intermediaries Division (2) Other exPerts
Capital Market Policy Planning Division




Annex V

LIST OF REQUIRED EQUIPMENT (requested by FRC)

Ne Name of Number Minimum of Accessories Explanation
equipment Specification
1 Server 2 Processor/CPU- o Microsoft Need to operate
computer Intel Xeon, office 2010 | policy committee
2.4GHz pro
Memory/RAM- o Antivirus
1658
HDD: 4TB
2 Laptop 1 Operating o Microsoft Need {0 read
computer system: office 2010 | lecture for
Windows 8 pro organizing training
Processor: Core o Antivirus
i7,2.5GHz or
more
RAM/Memory:
6GB
HDD: 500GB or
more
3 | Voice recorder 1 MP3 o Headphone | Need for project
2GB team conferences
Recoding time:
240 time
4 Projecior 1 Resolution: Need to read
WXGA (1280 x lecture for
800) organizing training
Image contrast
ratio: 2000:1
5 Color printer 1 Paper size: A3, Need to read
A4 lecture for
organizing training
6 Portable 1 Connector: USB Need to read
external hard 20, USB3.0 lecture, keep
drive 1TB/1000GB project documents
for organizing
training
7 Chalkboard 1 Size: 24H x 36W o Marker Need to read
' lecture for
organizing training |

FINANCIAL REGULATORY COMMISSION




Appendix 2

MAIN POINTS DISCUSSED

1. Establishment of Policy Committee and a working team for SROs
(Self-Regulatory Organizations)

- JICA project will support FRC to establish Policy Committee through iectures
on Japanese experiences and development of a concept paper. FRC will
establish the Committee and coordinate with stakeholders on Committee
member formation.

- FRC will establish the Working Team and coordinate with stakeholders on
Working Team member formation.

2. Regulations and guidelines *
- JICA project will assist to review regulations and guidelines. FRC (and/or other

SROs) will prepare draft regulations and guidelines, and JICA project wili provide
comments on these documents. The specific scope of support for regulations
and guidelines will be determined after the project starts.

3. Mongolian Stock Exchange (MSE)

- FRC will coordinate with MSE so that MSE representative(s) will be included
in the JCC, since MSE will be deeply involved in the JICA project, especially in
Output 3, Output 4, and Ouiput 5.
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MINUTES OF MEETINGS BETWEEN
JAPAN INTERNATIONAL COOPERATION AGENCY
FINANCIAL REGULATORYACNODMMISSION OF MONGOLIA
THE JAPANESE TECSII:ICAL COOPERATION
PROJECT FOR CAPACITY BUILDINIZBO(F;F CAPITAL MARKET IN MONGOLIA

The Detailed Planning Survey Team (hereinafter referred to as “the Team”) of the
“Project for Capacity Building of Capital Market in Mongolia” {(hereinafter referred
to as “the Project”) organized by the Japan International Cooperation Agency
(hereinafter referred to as “JICA”") and headed by Mr. Yoshio WADA, visited
Mongolia from May 7 to May 24, 2014,

The Team had a series of meetings with the Securities Department (hereinafter
referred to as “Securities Dept.”) of the Financial Regulatory Commission of
Mongolia (hereinafter referred to as “FRC”) and authorities concerned of the
Government of Mongolia for the purpose of working out the details of the Project
including the desirable measures to be taken by both sides for the successful
implementation of the Project.

As a result of the discussions, both sides reached a common understanding for
matters refarred to in the documents attached hereto.

Ulaanbaatar, 23th 2014
[ Y {l\j\ @ﬁﬁgv\ -
Mr. Yoshio WADA Mr. Dashdondov BAYARSAIKHAN,
Executive Advisor to the Director Chairman
General Financial Regulatory Commission of
industrial Development and Public Mongolia

Policy Department,
Japan International Cooperation

Agency
9 I~———7

Ms. Ac@é ARIUNAA
Acting Director General

Department of Economic
Cooperation, Loan and Aid Policy,
Ministry of Economic Development
Mongolia
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L BACKGROUND OF THE PROJECT

Growth of Mongolian economy has been accelerating in recent years (17.5% in
2011 and 12.3% in 2012) on the back of capital flows into the development
project in the mining sector, as well as the international market conditions for
coal and copper. At the same time, the Government of Mongolia (“GOM") is
striving for macroeconomic stability through fiscal discipline under the Fiscal
Stability Law (2013), which requires fiscal deficit and official government debt to
stay less than 2% and 40% of GDP, respectively. They are also trying, with a
view to meeting the growing demand for infrastructure, to diversify their financing
toward government bonds in addition to the traditional donor financing, the first
lot of which was issued in November 2012.

One of the major concerns on Mongolian economy is its heavy dependence on
abundant mineral resources, which calls for more diversified industrial structure
through vitalizing small and medium scale businesses. Majority of their financing,
however, has been through the banking sector, and the capital markets have not
provided enough financing opportunities to these businesses. In Mongolia, more
than 90% of the listed companies are the former state owned enterprises
(“SOEs’) listed in the process of shifting to the market economy, but the market
liquidity is still very low, due to the lack of enough disclosure, problems of
corporate governance and compliances, insufficient investor base. The capital
market itself is still immature, with insufficient level of regulation and supervision,
which needs to be addressed as the financing needs through IPO grow in line
with the econcmic expansion. To guide the economy to a stable growth path, it
will be substantially important to provide wider range of financing options
through facilitating the financial and capital markets which are open not only to
the domestic but also to the foreign investors.

Financial Regulatory Commission (“FRC"), a government entity and a
counterpart organization of this project, supervising the non-bank sector
including capital markets (i.e. security brokers, insurance companies and
non-bank lending entities such as microfinance institutions (“MFIs")), is still a
young organization established in 2006. It is in tremendous need for human
capital/organizational developments and institutional design. Especially they are
desperate for preparing the regulatory rules and strengthening the

7
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implementation framework, for which the request for a support has been made to
JICA.

To address those challenges relating to Mongolian capital market, FRC and JICA
agreed to the start of the Technical Cooperation Project, following the approval
of the Government of Japan.

. THE PROJECT FRAMEWORK

Both sides discussed and adopted the summary of the Project as follows:

1. Project Title
Project for Capacity Building of Capital Market in Mongolia

2. Project Duration
Three (3) years from July 2014 to June 2017

3. Overall Goal
The listing environment of Mongolian capital market (for initial public offering
(IPO) & dual listing) is improved due to its strengthened credibility.

4. Project Purpose
The capacity of the target groups in supervising and regulating capital market in

Mongolia is strengthened.
5. Outputs
(1) Policy Committee for revitalization of the capital market, insurances, and

microfinance is established.

(2) FRC’s administrative capacity in regulating and supervising capital market
(risk based approach) is enhanced.

(3) Concept Paper of SRO is developed.

(4) PO and Dual Listing by high potential Mongolian companies are conducted.

i
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(5) Financial Literacy of general public is improved.
6. The Project Activities, Process and Implementation Structure

The details are provided in Annex | (Project Concept), Annex [l (Tentative Project
Design Matrix: PDM), Annex IV (Tentative Plan of Operations {(PQ)), and Annex
V (Tentative Implementation Structure of the Project).

Key principles of the Project activities are: (i) JICA and its experts shall pursue to
foster a sense of ownership in FRC's Securities Dept. and other relevant
organizations on the Mongolian side, and not substitute the responsibility to be
fulfilled by them; and (ii} The development process should belong to them.

7. Monitoring and evaluation (M&E) of the Project

The Team evaluated the Project based on the five evaluation criteria; (1)
Relevance, (2) Effectiveness, (3) Efficiency, (4) Impact and (5) Sustainability. As
a result of the survey and a series of discussions with the Mongolian side, the
Team concluded that Project is appropriate to be implemented.

In addition, the Explanatory Note of the Project M&E Framework is agreed as
Annex lll. This note should be modified as appropriate to ensure its workability
during the Project period.

Iil. COORDINATION STRUSTURE OF THE PROJECT

1. Joint Coordinating Committee (JCC)

To ensure smooth coliaboration among relevant organizations of the Mongolian
side and the JICA experts, to monitor the progresses, achievements, bottlenecks
and lessons learnt of the Project, and to take next actions, JCC meeting shall be
heid timely. JCC shall be composed of representatives of the Mongolian
concerned parties, JICA experts, JICA Mongolia Office and other relevant

organizations.

.



V. LOGISTICAL ARRANGEMENTS

1. Work space for JICA expert(s)
Securities Dept. agreed to provide the JICA experts with an adequate office
space with enough furnishing, telephone lines and access to Internet that would

be necessary in order to carry out the Project.

2. Counterpart budget
According to the government's procedures, Securities Dept. will ensure sufficient

allocation of counterpart budget required for the implementation of the Project
activities. Remuneration and travel allowances (e.g. per-diem, accommodation
and transport in site visits) are not provided to the counterpart personnel by JICA
since it is not appropriate to subsidize such expenses to counterpart personnel
from the viewpoint of sustainability of the outputs and outcomes from the Project.

V. COORDINATION WITH CTHER DONORS AND DEVELOPMENT
FINANCIAL INSTITUTIONS

The Project will be implemented paying due attention to coordination with other
donors. Securities Dept. shall take the lead donor coordination ameng the active
donors in the financial sector. To this end, Securities Dept. shall share necessary
information, practices and experiences relating to donor activities sufficiently
among the relevant donors active in this area timely. if necessary, Securities
Dept. shall organize meetings for that purposes. Those concerned parties can
be invited to JCC meeting as observers.

V¥l. SIGNING OF THE RECORD OF DISCUSSIONS AND THE MINUTES
OF MEETING

Both sides prepared the draft R/D as attached in Annex VII. The R/D would be
signed between JICA and the authorities concerned of Mongolia as soon as

possible.

)
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Annex |

Project Concept

May 7 — May 24, 2014
JICA Team

Financial/Capital Markets (CM)
overview (1)

* The needs for a diversified financial sector

— The financial sector in Mongolia is basically
dominated by the banking sector

— The nonbank financial sector constitutes only 4
percent of the total assets in the financial sector

— Mongolia needs to develop non-mineral, domestic-
demand-oriented industries to diversify the industrial
structure.

— However, fund sources are insufficient in terms of
long-term/large-scale financing, and there is a need
for a diversified financial sector.
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Financial/Capital Markets (CM)
overview (2)

* Undeveloped capital market

— The capital market is undeveloped, and the bond markets
remain quite small, too.

— Instruments available for long-term investment remain
limited.

— The growth of both the retail and institutional investor bases
(e.g. pension funds) stay lagged.

* So many challenges for the capital market development
— Effective and efficient Regulations and Supervision
— Solid and reliable Capital Market Infrastructure
— Active and well functioning Securities Industry
— More aggressive private Issuers
— Broad (both retail and institutional) and active Investors

A road map for the CM development
oo __n_—_—e—— \ Long term (2020-)

l { Project Period Sustainable market
- .
;.,:_i@ Medium term (2017-19) €xpansion
' Refining detailed ]
structure A

Expanding market for
sustainable growth
track

Short term (2014-16
Establishing market
credibility

- Facilitating sustainable
market environment

— Providing reliable exit
Establishing credibilit for investments, for
to maximize the 1| further stimulating the
market potential inflows

Ensuring market
infrastructure robust
enough to host inward ’

\ investments
L | B | I —— | | ’

=> FRC should take initiative for the development step by step

*)FRC: Fi ial.Regulatory C issi
Jﬁ' { )% egulatory Commission P a,,l/




How to establish market credibility

investors

|' Regulation

F RC {* Supervision

I‘ Inspection

Securities
industry

-' Regulation
MS E " Supervision
}' Inspection

=> FRC and MSE are main authorities to establish the

credibility. Capacity building of these is pressing.
{*JMSE: Mongolian Stock Exchange

Many issues on both authorities

issues for FRC

e Strengthening policy making function in FRC

* Implementation of new regulation & supervision under
the New Securities Market Law(SML)

* Heavily concentrated administration regulation &
superwsuon in FRC

Issues for MSE

° Transformmg to Self-Regulatory Organization (SRO)
e Advocate for IPO and Dual Listing under the New SML
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Main challenges addressed by

the JICA Project

1. Establishment of Policy Committee for FRC
revitalization of the capital market
2. Development of Risk Based Supervision FRC

3. Development of SRO Concept Paper (and support

FRC, MSE (MSCH&CD,

SRO’s function) MASD, etc.)

4. IPO and Dual Listing of Mongolian potential FRC and MSE
companies

5. Financial Literacy Enhancement Program for FRC and MSE

general public

Experts (preliminary)

Exchan g {3 (% IRIIF AT

Short-term Experts -

Lectures in Mongolia

from FSA & iPX - Consultation
Chief advisor - Team building
- Communication with relevant
agencies
Direct finance - Selecting topics of training
- Consultation
Training - Qrganize training
Project Coordinator |- Coordination of the project

S



Training for authorities

[Lecture based trainings]
2 Implementation of risk based 1-2 Mongolia | FRC FSA
supervision(*) weeks
3 Regulation and supervision 1-2 Mongolia | FRC, MSE, | FSA,
demarcation between FSA and weeks MSCH&CD, | and/or iPX
SRQOs in Japanese capital market MASD,
4 TBD (select theme after the 1-2 Mongolia | FRC and JPX
promotion seminar on next slide) | weeks MSE
[On the Job trainings]
- Implementation of risk based 1-2 Japan FRC {(a few | FSA
supervision (etc.) month staff)

(*) includes the theme “Policy Committee -how to make effective and solid policy for
revitalization of the capital market-"

Seminar for market participants

T NS T
;.““‘\_:"_—f“.i- : s A = ! ' ; S A
3 Supervision and monitoring of | Half or | Mongolia | Securities MSE, FRC,
Mongolian capital market by 1 day companies, | Japanese
SROs issuers, etc. | Consultant
team
4 Promotion of IPO and dual Half or | Mangolia | High MSE, FRC,
listing to Mongolian high 1 day Potential JPX,
potential issuers issuers, Japanese
underwrite | Consultant
rs, etc. team

b

~

&
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Establishment of Policy Committee (1)

* Current situation

— A more solid policy framework for revitalization of
the capital market is necessary.

— Policy coordination function of securities,
insurance and microfinance in FRC is important,
too.

— Mechanism of policy committee exists just for
form, but doesn’t function well.

— Strong policy making system in FRC is needed.

I > > > .

Establishment of Policy Committee (2)

* Rough idea of Policy Committee in FRC

— Expected Function
* Policy coordination of securities, insurance and microfinance in FRC
* Preparation of policy papers about revitalization of the capital market
* Strengthening data analysis of the financial sector

— Expected Members

* TBD (e.g. FRC, MSE, BOM, academia, other representative market
participants)

* Needs for JICA support

— Learning how to make effective and solid policy for revitalization
of the capital market

— Learning from Japanese experiences to develop policy
* How FSA makes policies for capital market (Financial System Council)

) outoet | S SRD D N
s Lz
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Establishment of Policy Committee (3)

* JICA project
— Support and advise identification of the solution
to develop good market policy

~ Develop concept paper for establishing policy
committee

— Assist the activity of the policy committee by
introducing Japanese experience

XS > > > -

Development of Risk Based
Supervision (1)

* Current situation: Ordinary supervision

— Check all contents without prioritization

— Taking time of busy FRC staff (Inefficient)

— Significant mistake might happen (Ineffective)
* Future: Risk Based Supervision {(RBS)

— Check contents with prioritization

— Timesaving for FRC (Efficient)

— Significant mistake might decrease (Effective)

— Including market surveillance function

iy > > > Z é
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Development of Risk Based

Supervision (2)

1. Brokers and dealers

2. Other capital market participants (*)
- Investment funds
- Custodian banks
- Credit-rating companies

| (*) does not exist yet.

3. MSE and MSCH&CD(**)
(**) After privatization

> S S

D

Development of Risk Based

Supervision (3)

Jiuatian - ang neens

Guideline - The WB consultant have been making guidelines WB
- These should be customized to fit the Mongolian (JicA)
situation
Capacity Building |- Doesn’t know well implementation of RBS, how to | JICA
use the guideline
- Needs for training core staff, who disseminate the
method to FRC
- Needs for introduction of the RBS method by
Financial Services Agency {FSA), Japan
IT System - FRCrollect Excel data for supervision from brokers, | [Advice] JICA
{Database) dealers, listing companies, etc.
- Time consuming to reorganize and combine these | [Development]
Excel data to a database manually. Out of the
- Needs for integrated database connecting these project
market participants = 16




Development of Risk Based
Supervision (4)

* Other issues in FRC the JICA project can assist
— Development of regulations and guidelines for the new Securities Market
Law and Investment Fund Law
— Enhancement of FRC’s capacity of enforcement of laws and regulations
— Provision of new products and services for securities market
— Development of banks' implementation regime of custodian business and
its supervision approach

— Introduction of ADR

— Providing securities business association with self-regulatory functions

— Appropriate implementation of information disclosure by listed companies
— Financial education and enlightenment activities for the nation

— Improvement of securities firms' customer service such as procedure for
opening accounts

ST ... D S M Y

Development of Risk Based
Supervision (5)

* JICA Project

— Advice on guidelines

* Make advice for customizing guidelines about risk based
supervision to fit the Mongolian situation

— Training and consultation
* Topics
— Implementation of RBS
— Japanese method of RBS
— Consultation and advice for customizing the guidelines to fit Mongolian
capital market
— Other topics (to be determined based on FRC’s needs)
* Place and term
— TBD (Mongolia, 1 - 2 weeks)
* Experts
— FSA staff

R 0> D S M
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Development of SRO Concept Paper
(1)

* Current situation

— FRC and MSE conduct supervision on market
participants, but the demarcation is unclear

— New Securities Market Law allows transformation
of MSE to SRO

ot spmion i omsaion | 1o o
(i) Listing examination procedure X X
(ii) Listed companies supervision X

(iif} Examination & inspection (securities companies) X X
(iv) Market surveiliance X X

i Oupuss B

AT

Development of SRO Concept Paper
(2)

* FRC may transfer its authority to MSE in future.

Conduct in-country
training on
IapaniEse SROs

Develop Concept
Paper of SRO

FRC make a ragilation of SRO
___FRE transfer its authority 1o MSE as o SRO{Y)

eagloy raguleticns)
and sutdelices 5=
SHOH nuckseary

Supervise and
monitor market a5
25RO

Train staff
(inspectors)




Development of SRO Concept Paper
(3)

Working Team Working team discusses “Concept Paper” for transforming MSE
(MSCH&CD, MASD) to SRO. It consists of staff of FRC, MSE,
(MSCH&CD, MASD) etc.

Concept Paper of Concept Paper of SRO shows what type of supervision and

SRO monitoring authority will be transferred to MSE {(MSCH&CD,
MASD) from FRC

Regulations and Based on the Concept Paper and the authority transferred,

Guidelines (i) FRC will make regulation of MSE as a SRO.

(i1) MSE will make regulations and guidelines as a SRO.
{*)FRC might check these regulations and Guidelines.

i MDA S

Development of SRO Concept Paper
(4)

* JICA Project
— Prepare recommendation paper for the Concept Paper of SRO
— Assist to review new regulations and guidelines

— Training and consultation

* Theme: Regulation and supervision demarcation between FSA and SROs in
Japanese capital market

* Targets: FRC, MSE, MSCH&CD, MASD, etc.
* Lecturer: FSA and/or JPX
* Place and term: TBD {(Mongolia, 1 - 2 weeks)
— Seminar for market participants
* Theme: Supervision and monitoring of Mongolian capital market by SROs
* Targets: Securities companies, issuers, etc.
* Place: Ulaanbaatar, Mongclia
* Term: 1 day (or half day)
* Organizer: FRC, MSE, JICA consultant team

2 y =7 >22
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IPO and Dual Listing of Mongolian
potential companies (1)

* Current Situation

— IPO : 17 companies from 2007 to May, 2014
(2012: 1, 2013: 0, 2014: 1)
— Dual listing: not yet
(allowed by New Securities Market Law)
* Future Situation (goal at the end of the project)
— IPO : 2 private companies
— Dual Listing : 1 private company

IPO and Dual Listing of Mongolian
potential companies (2)

* Potential Companies for IPO and dual listing
— PO
* Private companies (150 blue chip companies?)
— Dual Listing

* Mongolia companies listed on foreign stock exchanges
* “A board” companies listed on MSE

' 324 ()
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IPO and Dual Listing of Mongolian
potential companies (3)

* Merits for the capital market (CM) in Mongolia

Dual
~ Listing

p i i Owpurd -

IPO and Dual Listing of Mongolian
potential companies (4)

* How to create the environment for IPO and dual
listing?

Project Scope Out of the Scope

Pramotion septinar for market o breaks for W0 20d Dus!
participanis ulsting

(for authorities)

Opening custodian anks
Other topics THD

{ex. 1PO and finaricial sector Sirengifiening corporate

due diligance) BOVBTTIEACE

(/[Ll’\/



IPO and Dual Listing of Mongolian

potential companies (5)

* JICA Project
— Review the existing regulation of IPO
— Assist to develop new regulation of IPO and dual listing

— Training and consultation
* Theme: TBD (selecting theme, after the promotion seminar)
* Targets: FRC and MSE staff
* Lecturer: FSA staff, JPX staff
* Place and term: TBD(Mongolia and/or Japan, 1 or 2 weeks??)
— Promotion seminar for market participants
* Theme: Promotion of iPO and dual listing
* Targets: Potential issuers, underwriters, etc.
Place: Ulaanbaatar, Mongolia
Term: 1 day (or half day)
* Organizer: FRC, MSE, JPX, JICA consultant team

2 D > ) Biiipita)y Sa

Financial Literacy Enhancement
Program (1)

* Current situation

— Most of Mongolian people have stock accounts
because of coupon distribution after privatization of
state owned enterprises

— However, most of them do not know how to manage
stocks. These stocks were sold in lower price to
educated investors or sleeping in accounts.

— These situation has not drastically changed.

— Awareness raising for them contributes to activation
of retail investors’ deal and protection of their assets.

T S S T . 3
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Financial Literacy Enhancement
Program (2)

Targets: General citizens

Place: {ex.) Hotels,
Sukhebaatar Square, or
other seminar rooms

Term: Half or 1 day

Organizer: FRC, MSE, JICA
consultant team

vof .ﬂ‘hareneas ralsing actmﬂm in Japar

e P it Db

Targets: FRC etc,

Lecturer: Jegpanese
consultant team (and JPX if
possible)

Topics: Awareness raising
activities in Japan

(ex. Well-organized web
pages, online simulation
game, oper. seminars, other
financial education program,
etc.)

"Assnst activities

- FRC (and others Jorntly)
plan(s) and conduct(s) some
activities based on the
introduction.

-JICA Project supports this
activities as advisors(*)

(*) JICA project doesn’t incur
cost in development of IT
contents, systems etc.

) Oliipuit 1

L Oltput )

<END>




B
B

Project Title: Project for Capaci

Building of Capital Ma

Implementing Agency: Financial Regulatory Commission of Mongolia (FRC)

Project Design Matrix (tentative)

in Mongolla

Target Group: Financial Regulatory Commission of Mongolia {FRC}, Mongolia Stock Exchange {MSE)
Perlod of Project: July, 2014 - June, 2017

Project Site: Ulaanbaatar, Mongolia

Model Site: TBD (if any)

Annex Il
Version 0

Dated 2014, 05, 23

<

Narrative Summary Objectively Veriflable Indicators Means of Veriflcation Important Assumption Achlevement _Remarks
Overall Goal
The listing environment of Mongolian 1. @point increase in (the total market [1. MSE for tota) marked 1. 10% as of
capital market (for iitial public offering capitalization)/(GDP) ratio capitalization and National 2013
(PO} & dual listing) is improved due to Statistical Office of Mongolia for (provided by
its strengthened credibility. GDP FRC)
2. (Reference)®point increase in 2. Global Competitiveness Report 2. 3.6 (2013-
“"availability of financial services” value {The Global Competitiveness 14 value)
by the latest World Economic Forum's |Index, 8th pillar: Financial Market (Report p
"Global Competitiveness Report” Cevelopment) 281)
3. (Reference)@point increase in 3. Global Competitiveness Report 3. 3.6 (2013
"affordability of financial services” (The Global Competitiveness 14 value)
value by the latest World Economic Index, 8th pillar: Financial Market
Forum's "Global Competitiveness Developmeant)
Report"
4. (Reference)® point increase in 4. Global Competitiveness Report 4.2.4 (2013-
"financing through local equity market” |(The Global Competitiveness 14 value)
value by the latest World Economic  |Index, 8th pillar: Financial Market
Forum's "Global Competitiveness Development)
Report"
Project Purpose
The capacity of the target groups in 1. @% increase in positive response  |1. Questionnaire survey at 1. Stability of the macro economy
supervising and regulating capital on the credibility of capital market from sympaosium series and politics is maintained,
market in Mongolia is strengthened. symposium participants. sustaining attractiveness of the
2. ®point increase in “regulation of  |2. Global Compefitiveness Report [Mongolian capital market for the
security exchanges” value by the latest|(The Global Competiiveness private sector. 2 27
\ World Econemic Forum's "Global Index, 8th pillar: Financial Market 2. Mongolian Govermnment (vazlu el) in
Competitiveness Report" Development) develops and implements a seriesL 2013-2014
\ of policies for capital market Report
\ development.
Outputs
1. Policy Committee for revitalization of |1-1. Concept paper for establishing 1-1. Concept paper 1. Policies that pertain to
the capital market, insurance, and policy committee is prepared. regulation and supervision of
microfinance is established. 1-2. Committee meeting minutes that |1-2. Committee meeting minutes  |capital market do not radicalty
include advisory input by the Project change.
{and its experts) are compiled.

POM Draft 9(E)
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2. FRC's administrative capacity in
regulating and supervising capital
market {risk based approach) is
enhanced.

Candidate areas for support:

(i) Brokers and dealers,

{ii) Other participants on the capital
market,

{ii) MSE and MSCH&CD

2-1. Recommendation paper that
directs FRC's risk based supervision is
prepared.

2-2. Post-fraining record of all the
tralning programs indicate C/P
increased understanding on how to
handle administration of the target
topics.

2-1. Recommendation paper

2.2, Pre-post record (narmrative
and/or numerical ranking, etc.) on
each training program

3. Concept Paper of SRO is developed.

(*)Concept Paper of SRO shows that
what type of supervision and monitoring
authority will be transferred to MSE
(MSCH&CD, MASD) from FRC

4. 1P and Dual Listing by high potential
Mongofian companies are conducted.

3-1. Working team is established, and
its decision regarding MSE's transition
is determined.

3-2, Postraining record of all the
training programs Indicate participants
increased understanding on how to
handle administration of the target
toplcs.

3-3. Concept Paper that discusses
potential for transition of MSE
(MSCHECD, MASD) into SRO Is
prepared.

3-1. Record of discussion

3-2. Pre-post record (namative
andfor numerical ranking, etc.} on
each fraining program

3-3. Concept Paper

4-1. Advisory records on deveioping
new regulation of IPO and dual listing
are compiled.

4-2, Post-training record of all the
training programs indicate parlicipants
increased understanding IPO and
financlal sector due diligence.

4-3. Symposium series (@ times) are
organized.

4-4. Participants are drawn from
securities-related suppliers, issuers,
and investors.

4-5. In the survey results of each
symposium, a response, "the
relevance of the topics met the
expectation as well as needs of the
capital market” is obtained on average
from @% of the participants.

4-6. IPO and Dual Listing are
conducted.
IPQ : 2 private companies

V)

Dual Listing : 1 private company

4-1. Memos recording advisory
input made by the Project

4-2. Pre-post record (namative
and/or nurmerical ranking, etc.) on
each training program

4-3. Symposium proceedings

4-4. Symposiumn participants list

4-5. Questionnaire survey at
symposium series

4-6. JCC at the end of the project

2. The capital market related laws
and regulations are in place.

3. Transfers of G/P and training
participants do not occur
frequently.

4. Trading activities in Mongolia's
capital market progress in a
stable manner.

PDM Draft 9(E)
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[5. Financial Literacy of general public is
improved.

5-1. Open Awareness Seminar
Program contents and schedule are
developed.

5-2, Seminars are conducted as
planned under 5-1.

5-3. Japanese experiences on public
awareness raising initiatives are
studied.

4-2. Post-training record of all the
training programs indicate participants
increased understanding IPO and
financial sector due diligence.

5-4. Financlal literacy program(s)
is/are prepared based on study
conducted under 5-3.

5-1. Seminar Program

5-2. Seminar proceedings

5-3. Memos summarizing
Japanese cases

5-4. Program guide andfor
materials {depending on the
product type)

~
a0
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Activitios Inputs Pro-Conditions
The Japanese Side The Mongolia Side ]
1-1. In view of preparation of support 1. Japanese Experts 1. Human Resources The FRC secures counterpart
policy, review the current state of (1) Chief Adviser (1) Project Director budget and staffing required for

Mongolia's capital markets (laws
regarding securities, investment, ABS,
and investment funds respectively).

1-2. Organize meetings with capital
market participants (securities-related
suppliers, issuers, investors) to
exchange views on Mengolia's capital
market regulation and supervision.
1-3. Develop concept paper for
establishing policy committee.

1-4. [by FRC] Establish policy commitiee
based on the concept paper.

1-5. Advise and support the activity of
the policy committee by introducing
Japanese experience

2-1. Review existing guidefines on rigk
based supervision, and develop
recommendation paper for amending
them io fit the Mongolian situation(s)

2-2. Develop capacity development
training pregrams (to be conducted in
Mongolia, Japan, and/or the third
countries) on areas of particular needs
within risk based regulatory and
supervisory field.

2-3. Gondugct in-country training (i.e. in
Mongolia) as per developed under 2-2,
for FRC staff and related participants.

- Conduct on the job training in
Japan as per developed under 2-2, for
FRE staff and related participants.

3-1."Convene a working team
(consisting of members from FRC, MSE,
and ather) for transition to SRO and
discuss whether the transition is

appropriate or not.

(2) Direct Finance (Regulation and
Supervision)

(3) Direct Finance (Securities Market)
(4) Training Coordination

(5) Coordinator

2, Local Experts (as required)

3. Equipment (as required)

{2) Project Manager
(3) Counterpart Personnel (C/P)

2, Office space and other facilities
necessary for the implementation
of the Project

3. Local cost for Project operation
(such as office utilities,
communication cost, per-diem for
Mangolian side personnel)

4. Other (as required)

the project.

PDM Draft 9(E)
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3-2. In consultation with the working
team, the project review regulation and
supervision demarcation in Mongolia.

3-3. Develop training programs for
capacity development {to be conducted
in Mongolia, Japan, or in the third
countries).

Theme: "Regulation and supervision
demarcation between FSA and SROs in
Japanese capital market"

3-4. Conduct training {in Mongolia,
Japan, or in the third countries) as has
been determined under 3-3 for FRC,
MSE, MSCH&CD and MASD staff as
well as for related participants.

3-5. Prepare a recommendation
Concept Paper of SRO.

4-1. Review existing guidelines on (PO,
and advise on customizing them to fit
the Mongolian situation

4-2. Assist to review new regulation of
IPO and dual listing

4-3. Develop Promotion Seminar
Program of IPO and dual listing to
Mongolian potential issuers

4-4. Conduct seminar series on a
regular basis as per Awareness Raising
Program developed under 4-3,

4-5, Develop training programs related
IPO and dual listing for FRC and MSE

staff (to be conducted in Mongolia or in
Japan)

-6. Conduct training (in Mongolia,
an, or in the third countries) as has
determined after 4-5 for FRC and

MSE\ staff as well as for related
partitipants.
5-1. Develop open Awareness Raising
Seminar Program on financial literacy to
general public

5-2. Conduct seminar series on a
regular basis as per Awareness Raising
Program developed under 5-1.

5-3. Infroduce Awareness raising
activities in Japan to FRC
5-4. FRC {and others jointly) plan(s) and

conduct(s) some activities based on the
introduction.

¥

<lssues and countermeasures>
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Explanatory Note of the Project M&E Framework (tentative)

Annex iil

Narrative Summary

Objectively Verifiable Indicator

Baseline when the Project starts

Current Situation
(at the time of monitoring)

Target level to be achieved

Overall
Goal

1. (the total market capitalization)/(GDP) ratio

16% as of 2013 (provided by FRC)

1. Gpoint increase in {the total market
capitalization){GDP}) ratio

The listing environment
of Mongolian capital
market (for initial public
offering{IPO) & dual

2. "Availability of financial services" valug by the
latest World Economic Forum's "Global
Competitiveness Report"

3.6 (2013-14 value) [Global Competitiveness Report
(The Global Competitiveness Index, 8th pillar:
Financial Market Development) Report p 281]

2. ©@point increase in "availability of financial
services" value by the latest World Economic Forum's
"Global Competitiveness Report”

listing) is improved due
to its strengthened
credibitity.

3. "Affordability of financial services" value by the
latest World Economic Forumn's "Global
Competitiveness Report"

3.6 (2013-14 value) [Global Competitiveness Report
{The Global Competitiveness Index, 8th pillar:
Financial Market Development) Report p 281]

3. @point increase in "affordability of financial
services" value by the latest World Economic Forum's
"Global Competitiveness Report”

4. “Financing through local equity market” value by
the latest World Economic Forum's "Global
Competitiveness Report"

2.4 (2013-14 value) [Global Competitiveness Report
(The Global Competitiveness Index, &th pillar:
Financial Market Development) Report p 281]

4. @ point increase in "financing through local equity
market" value by the latest World Economic Forum's
"Global Competitiveness Report”

Project
Purpose

The capacity of the
target groups in

1. Response on the reliability of capital market from
symposium participants.

No previous record exists, unless past events covered
the same theme and collected feedback.

1. ®% increase in positive response on the reliability
of capital market from symposium participants over
the course of the Project.

supervising and
regulating capital market

2. "Regulation of security exchanges"” value by the
latest World Economic Forum's "Global
Competitiveness Report”

2.7 (value) in 2013-2014 Report [Global
Competitiveness Report (The Global Competitiveness

in Mongolia is
strengthened.

3. The number of IPO and Dual Listing

Index. 8th pillar: Financial Market Development)

2. ®point increase in "regulation of security
exchanges" value by the latest Word Economic
Forum's "Global Competitiveress Report"

3. IPO is cenducted, but Dual Listing is not.
IPO : (2012: 1, 2013: 0, 2014(early): 1)
Duai Listing : 0

3. IPO and Dual Listing are conducted.
IPQ : 2 private companies
Dual Listing : 1 private company

Output 1

Policy Commitiee for
revitalization of the
capital market,

1-1. Concept paper for establishing policy
committee is prepared.

Candidate list of the committee members sketched.
However, a grand picture of what the Commitiee
sh e/d is not in '

insurances, and
microfinance is
established.

1-2. Committee meeting minutes that include
advisory input by the Project are compiled.

1-1. Concepl paper prepared.

No such record exists, as Commitiee has been
dormant, neither Japanese input is yet provided.

1-2. Policy Committee is functioning.

FRC's adminishrative
capacity in regulating

2-1. Develop training programs for capacity
development (o be conducted in Mongoiia, Japan,
or in the third countries).

FRC is not confident on how to mainstream
transferring to risk based supervision.

2-1. FRC understands what needs to be changed for |
mainstreaming risk based supervision.

and supervising capital
market (risk based
approach) is enhanced.

2-2. Post-raining record of all the fraining programs
indicate C/P increased understanding on how to
handle administration of the target topics.

To be specified in accordance with the target training
areas identified.

2-2. PostHraining record of all the training programs
indicate C/P increased understanding on how to
handle administration of the target topics.

Output 3

3-1. Working Team is established, and its decision
regarding MSE's transition is determined.

Platform for guiding MSE to become SRO is not
available.

3-1. Platform for guiding MSE to become SRO is
installed.

Concept paper of SRQ
is developed.

3-2. Post-raining record of all the training programs

To be specified in accordance with the target training
areas identified.

3-2. Post-training record of all the fraining programs
indicate C/P increased understanding on how to
handle administration of the target topics.

3-3. Concept Paper that discusses potential for
transition of MSE (MSCH&CD, MASD) into SRO is
prepared.

No clear milestones for MSE to become SRO is
available.

3-3. Clear milestones for MSE to become SRC are
laid out.

4-1. Advisory records on developing new regulation
of IPO and dual listing are compiled.

No sufficient record that discusses past achievement
by FRC in cultivating IPO and dual listing market is
available.

4-1. Advisory records on developing new regulation of
IPO and dual listing are available.
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Narrative Summary

Objectively Verifiable Indicator

Baseline when the Project starts

Current Situation
{at the time of monitoring)

Target level to be achieved

Output 4

IPC and Dual Listing by
high patential Mongolian
companies are
conducted.

4-2. Post-training record of all the traming programs
indicate parficipants increased understanding IPO
and financial sector due diligence.

To be specified in accordance with the target topics
idendgfied.

4-2. Post-fraining record of all the training programs
indicate the participants increased understanding on
the target topics.

4-5. Sympesium series are organized on a regular
basis {at least twice per year)

Symposium on IPQ and dual listing are not yet
organized

4.3, Symposium series are organized no less than
avery half year.

4-4, Participants are drawn from securities-related
suppliers, issuers, and investors.

Symposium (incl. Open Day) are organized but lack
effective targeting

4-4. Participants are drawn from securities-related
suppliers, issuers, and investors,

4-5. In the survey results of each symposium, a
response, "the relevance of the topics met the
expectation as well as needs of the capital market”

Such record does not exist, as targeted Symposium on
IPC and dual listing are not yet organized.

4-5. In the survey results of each symposium, a
response, "the relevance of the topics met the
expectation as well as needs of the capital market” is

4-6. The number of IPO and Dual Listing

IPO is conducted, but Dual Listing is not
IPGC @ (2012: 1, 2013: 0, 2014(early); 1)
Dual Listing : 0

4-6. IPO and Dual Listing are conducted.
IPQ : 2 private companies
Dual Listing : 1 private company
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PM Form 2 PO ()

Tentative Plan of Operation Version PDM 0 Annex IV
Dated 2014, 05, 23
Project Title: Project for Capacity Buliding of Capital Market In Mongolia Monitoring
Year 2014 2015 2016 217
Inputs Remarks Issue Solution
P IlIl]INII[]]INI]ImNIlIlIIN rk u ¢
Expert
- , Plan
Chief Adviser Aciaal
Direct Finance (Regulation and Supervision) AT;"LI
. . - Plan |
Direct Finance (Securities Market) Actuai]
- - Plan
Training Coordination r Actuai
Plan
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based on the concept paper. Actual j

1»?. Advise a_nd s:p;_mrt the .activily of the Plan TBD ! FSA

ICYy com | ™ =T )

ngtgiememlttee y infroducing Japanese i ! ! s : .‘ { : . I = : : Gonsultants
Output 2: FRC's administrative capacity in regulating and supervising capltal market (risk based approach) is enhanced.
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as per Awareness Railsing Program developed ~t it
under 5-1. Actual ! i Consultants
5-3. Introduce Awareness raising activities in Plan JPX,
Japanto FRC Actual ‘ Consultants
5-4. FRC (and others jointly) plan(s) and Plan
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Project Implementation Structure
JICA Side Annex V

Mongolian Side

Joint Coordinating Committee (JCC)

Project Director: Chairman of FRC
Deputy Project Director: Managing Director General of FRC

Project Manager: Head of the Capital Market Intermediaries Division
Members:

Representatives from the following division of FRC:
- Capital Market Policy Planning Division

\

Industrial Development and
Public Policy Department,
Japan International

Team members:
Foreign Relations and Cooperation Division
Capital Market Intermediaries Division

Capital Market Policy Planning Division

- Capital Market Intermediaries Division Cooperation Agency
- Securities Issuers Division
- Capital Market New Financial Products and Services Division JICA Mongolia
Representative from the Economic Cooperation, Loan and Aid Policy Office
Department of MED
Representative from Mongolian Stock Exchange

Secretariat: Foreign Relations and

Cooperation Division, Administration

Department

e Project Team
1I-

Counterparts from : Securities Market's Dept. D to-d
Project Manager: Head of the Capital Market ay-to- ay
Intermediaries Division consultation JICA Experts

(1) Chief Advisor
(2) Other experts

J




Annex VI

LIST OF REQUIRED EQUIPMENT (requested by FRC)

Ne Name of Number Minimum of Accessories Explanation
equipment Specification
1 Server 2 Processor/CPU- o Microsoft Need to operate
computer Intel Xeon, office 2010 | policy committee
2.4GHz pro
Memory/RAM- o Antivirus
16GB
HDD: 4TB
2 Laptop 1 Operating o Microsoft Need to read
computer system: office 2010 | lecture for
Windows 8 pro organizing training
Processor: Core o Antivirus
i7, 2.5GHz or
more
RAM/Memory:
6GB
HDD: 500GB or
more
3 | Voice recorder 1 MF3 o Headphone | Need for project
2GB team conferences
Recoding time:
240 time
4 Projector 1 Resolution: Need to read
WXGA (1280 x lecture for
800) organizing training
Image contrast
ratio: 2000:1
5 | Color printer 1 Paper size: A3, Need to read
A4 lecture for
organizing training
6 Portabie 1 Connector: USB Need to read
external hard 2.0.USB 3.0 lecture, keep
drive 1TB/M000GB project documents
for organizing
training
7 Chalkboard 1 Size: 24H x 36W o Marker Need to read
lecture for

organizing training

Y

FINANCIAL REGULATORY COMMISSION

n v



LI

Annex VII

RECORD OF DISCUSSIONS
ON
PROJECT FOR CAPACITY BUILDING OF CAPITAL MARKET
IN

MONGOLIA

AGREED UPON BETWEEN
FINANCIAL REGULATORY COMMISSION OF MONGOCLIA
AND

JAPAN INTERNATIONAL COOPERATION AGENCY

Ulaanbaatar, [date]

Mr. Toshinobu KATO Mr. Dashdondov BAYARSAIKHAN,
Chief Representative Chairman,

JICA Mongoiia Office Financial Regulatory Commission of
Japan International Cooperation Agency Mongolia

Japan

Ms. Adiya ARIUNAA

Acting Director General

Department of Economic Cooperation,
Loan and Aid Policy

Ministry of Economic Development
Mongolia
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8.4

Based on the minutes of meetings on the Detailed Planning Survey on the
“Project for Capacity Building of Capital Market in Mongolia” (hereinafter referred
to as “the Project”) signed on 23, May between Financial Regulatory
Commission of Mongolia (hereinafter referred to as “FRC”) and the Japan
International Cooperation Agency (hereinafter referred to as “JICA”), JICAheld a
series of discussions with FRC and relevant organizations io develop a detailed
plan of the Project.

Both parties agreed the details of the Project and the main points discussed as
described in the Appendix 1 and the Appendix 2 respectively.

Both parties also agreed that FRC, the counterpart to JICA, will be responsible
for the implementation of the Project in cooperation with JICA, coordinate with
other relevant organizations and ensure that the self-reliant operation of the
Project is sustained during and after the implementation period in order to
contribute toward social and economic development of Mongolia.

The Project will be implemented within the framework of the Agreement on
Technical Cooperation signed on December 5, 2003 (hereinafter referred to as
“the Agreement”) the Note Verbales to be exchanged between the Government
of Japan (hereinafter referred to as “GOJ") and the Government of Mongolia
(hereinafter referred to as “GOM”),

The effectiveness of the record of discussions is subject to the exchange of the
MNote Verbales.

Appendix 1: Project Description
Appendix 2: Minutes of Meetings on the Detailed Planning Survey
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Appendix 1
PROJECT DESCRIPTION

Both parties confirmed that there is no change in the Project Description agreed
on in the minutes of meetings on the concerning Preparatory Survey on the
Project signed on 23th, May (Appendix 3).

i. BACKGROUND

Growth of Mongolian economy has been accelerating in recent years {(17.5% in
2011 and 12.3% in 2012) on the back of capital flows into the development
project in the mining sector, as well as the international market conditions for
coal and copper. At the same time, the Government of Mongolia (“GOM”) is
striving for macroeconomic stability through fiscal discipline under the Fiscal
Stability Law (2013), which requires fiscal deficit and official government debt to
stay less than 2% and 40% of GDP, respectively, They are also trying, with a
view to meeting the growing demand for infrastructure, to diversify their financing
toward government bonds in addition to the traditional donor financing, the first
lot of which was issued in November 2012.

One of the major concerns on Mongolian economy is its heavy dependence on
abundant mineral resources, which calls for more diversified industrial structure
through vitalizing small and medium scale businesses. Majority of their financing,
however, has been through the banking sector, and the capital markets have not
provided enough financing opportunities to these businesses. In Mongolia, more
than 90% of the listed companies are the former state cwnad enterprises
("SOEs"} listed in the process of shifting to the market economy, but the market
liquidity is still very low, due to the iack of enough disclosure, probiems of
corporate governance and compliances, insufficient investor base. The capital
market itself is still immature, with insufficient level of regulation and supervision,
which needs to be addressed as the financing needs through IPO grow in line
with the economic expansion. To guide the economy to a stable growth path, it
will be substantially important to provide wider range of financing options through
facilitating the financial and capital markets which are open not only to the
domestic but also to the foreign investors.

Financial Regulatory Commission (‘FRC”), a government entity and a
counterpart organizatiorn of this project, supervising the non-bank sector
Including capital markets (i.e. security brokers, insurance companies and
non-bank lending entities such as microfinance institutions (“MFis™)), is still a
young organization established in 2006. It is in tremendous need for human
capital/organizational developments and institutional design. Especially they are
desperate for preparing the reguiatory rules and strengthening the
implementation framework, for which the request for a support has been made to

JICA.
o

1



Yy

To address those challenges relating to Mongolian capital market, FRC and JICA
agreed to the start of the Technical Cooperation Project.

li. QUTLINE OF THE PRQJECT
Details of the Project are described in the Logical Framework (Project Design
Matrix: PDM) (Annex l) and the tentative Plan of Operation (Annex IV).

1. Title of the Project
Project for Capacity Building of Capital Market in Mongolia

2. Overall Goal
The listing environment of Mongolian capital market (for initial public offering

(IPO) & dual listing) is improved due tc its strengthened credibility.

3. Project Purpose
The capacity of the target groups in supervising and regulating capital market in

Mongolia is strengthened.

4. Outputs
(1) Policy Committee for revitalization of the capital market, insurance, and

microfinance is established.

(2) FRC’s administrative capacity in regulating and supervising capital market
(risk based approach) is enhanced.

(3) Concept Paper of SRO is developed.

(4) 1PO and Dual Listing by high potential Mongolian companies are
conducted.

(5) Financial Literacy of general public is improved.

5. Activities
The details are provided in Annex | (Project Concept), Annex !l (Tentative Project

Design Matrix: PDM), Annex IV (Tentative Plan of Operations (PO)).

6. input
(1) Input by JICA
The JICA experts will give necessary technical guidance, advice and
recommendations to FRC and other relevant organizations on any matters

pertaining to the implementation of the Project.

(a) Dispatch of Experts

[Long-term and/or Short-term Experts from Japan/third countries)
- Chief Adviser

- Direct Finance (Regulation and Supervision)

- Direct Finance (Securities Market)

- Training Coordination



- Coordinator

[Local Experts]
- If necessary.

(b) Training

- Local Trainings/workshops
- Trainings in Japan

- Trainings in third countries

(c) Machinery and Equipment
- Listed on the Annex VI

(2) Input by FRC
(a) Human Resources
Project Director: Chairman of FRC
-  Deputy Project Director: Managing Director General of FRC
- Project Manager: Head of the Capital Market Intermediaries Division
- Counterparts from: Securities Market's Dept.
(b) Office space and other facilities necessary for the implementation of the
Project
(c) Local cost for Project operation (such as office utifities, communication
cost, per-diem for Mongolian side personnel)
(d) Other (as required)

7. FRC will take necessary measures to provide at its own expense:

(a) Services of FRC’s counterpart personnel and administrative personnel
as referred to in [1-7;

(b) Suitable office space with necessary equipment:

(c) Information as weli as support in obtaining medical service;

(d) Credentials or identification cards;

(e) Available data (including maps and photographs) and information related
to the Project;

() Running expenses necessary for the implementation of the Project; and

(9) Necessary facilities to the JICA experts for the remittance as well as
utilization of the funds introduced into Mongolia from Japan in
connection with the implementation of the Project

8. Implementation Structure
The Project organization chart is given in the Annex V. The roles and
assignments of relevant organizations are as follows:

(1) FRC
(a) Project Director:
Chairman of FRC will be responsible for overall administration and
implementation of the Project.
(b) Deputy Project Director:
Managing Director General of FRC will be responsible for overall
administration and implementation of the Project as an assistant to Project

&




Director.
{c) Project Manager:

Head of the Capital Market Intermediaries Division will be responsible for
the managerial and technical matters of the Project.
(d) Other counterpart officials:

They shail be nominated and informed to JICA side before the Project

starts.

(2) MED
(@) Representative from the Economic Cooperation, Loan and Aid Policy
Department of MED

(3) JICA Experts
The JICA experts will give necessary technical guidance, advice and

recommendations to FRC on any matters pertaining to the implementation
of the Project.

(4) Joint Coordinating Committee

Joint Coordinating Committee (hereinafter referred to as “JCC”) will be
established in order to facilitate inter-organizational coordination. JCC wil
be held at least twice a year and whenever deems it necessary. JCC will
approve an annual work plan, review overall progress, conduct evaluation
of the Project, and exchange opinions on major issues that arise during the
implementation of the Project. A list of proposed members of JCC is
shown in the Annex V.

9. Project Site(s) and Beneficiaries
(1) Project Site:
Ulaanbaatar, Mongolia

(2) Beneficiaries
Financial Regulatory Commission of Mongolia (FRC), Mongolia Stock

Exchange (MSE), and capital market participants

10. Duration
Three (3) years from July 2014 to June 2017

11. Environmental and Social Considerations
(1) FRC agreed to abide by ‘JICA Guidelines for Environmental and Social
Considerations’ in order to ensure that appropriate considerations wiil be
made for the environmental and social impacts of the Project.

lll. UNDERTAKINGS OF FRC
1.FRC will take necessary measures to:

(1) ensure that the technologies and knowledge acquired by the Mongolia
nationals as a result of Japanese technical cooperation contributes to the
economic and social development of Mongolia, and that the knowledge

4
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and experience acguired by the personnel of Mongoclia from technical
training as well as the equipment provided by JICA will be utilized
effectively in the implementation of the Project; and

(2) grant privileges, exemptions and benefits to the JICA experts referred to in
li-6 (1) above and their families, which are no less favorable than those
granted to experts and members of the missions and their families of third
countries or internationai organizations performing similar missions in
Mongolia.

2.FRC will take necessary measures to:

(1) provide security-related information as well as measures to ensure the
safety of the JICA experts:

(2) permit the JICA experts to enter, leave and sojourn in Mongolia for the
duration of their assignments therein and exempt them from foreign
registration requirements and consular fees;

(3) exempt the JICA experts from taxes and any other charges on the
equipment, machinery and other material necessary for the
implementation of the Project:

(4) exempt the JICA experts from income tax and charges of any kind
imposed on or in connection with any emoluments or allowances paid to
them and/or remitted to them from abroad for their services in connection
with the implementation of the Project; and

(5) meet taxes and any other charges on the equipment, machinery and other
material, referred to in li-7 above, necessary for the implementation of the
Project.

3.FRC will bear claims, if any arises, against the JICA experts resulting from,
occurring in the course of, or otherwise connected with, the discharge of their
duties in the implementation of the Project, except when such claims arise
from gross negligence or willful misconduct on the part of the JICA experts.

IV. MONITORING AND EVALUATION

JICA and the FRC will jointly and regularly monitor the progress of the Project
through the Monitoring Sheets based on the Project Design Matrix (PDM) and
Plan of Operaticn (PO). The Monitoring Sheets shall be reviewed every six (6)

months.
Also, Project Completion Report shall be drawn up one (1) month before the

termination of the Project.

JICA will conduct the following evaluations and surveys to mainly verify
sustainability and impact of the Proiect and draw lessons. The FRC is required to

provide necessary support for them.

1. Ex-post evaluation three (3) years after the project completion, in principle
2. Follow-up surveys on necessity basis



V. PROMOTION OF PUBLIC SUPPORT
For the purpose of promoting support for the Project, FRC will take appropriate
measures to make the Project widely known to the people of Mongolia.

V]. MUTUAL CONSULTATION
JICA and FRC will consult each other whenever any major issues arise in the

course of Project implementation.

Vil. AMENDMENTS

The record of discussions may be amended by the minutes of meetings between
JICA and FRC.

The minutes of meetings will be signed by authorized persons of each side who
may be different from the signers of the record of discussions,

Annex

|. Project Concept

Il. Tentative Project Design Matrix (PDM)

lll. Tentative Explanatory Note of the Project M&E Framework
IV. Tentative Plan of Operations (PO)

V. Tentative Implementation Structure of the Project

VI. List of Required Equipment
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Appendix 2
MAIN POINTS DISCUSSED

1. Establishment of Policy Committee and a working team for SROs

- JICA project will support FRC to establish Policy Committee through lectures
on Japanese experiences and development of a concept paper. FRC will
establish the Committee and coordinate with stakehoiders on Committee
member formation.

- FRC will establish the Working Team and coordinate with stakeholders on
Working Team member formation.

2. Regulations and guidelines

- JICA project will assist to review regulations and guidelines. FRC (and/or other
SROs) will prepare draft regulations and guidelines, and JICA project will provide
comments on these documents. The specific scope of support for regulations
and guidelines will be determined after the project starts

3. Mongolian Stock Exchange (MSE)

- FRC wili coordinate with MSE so that MSE representative(s) will be included
in the JCC, since MSE will be deeply involved in the JICA project, especially in
Output 3, Output 4, and Output 5.
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MINUTES OF JOINT COORDINATING COMMITTEE
ON
THE PROJECT FOR CAPACITY BUILDING OF
CAPITAL MARKET IN MONGOLIA
AGREED UPON BETWEEN |
FINANCIAL REGULATORY COMMISSION OF MONGOLIA
AND
JAPAN INTERNATIONAL COOPERATION AGENCY

Ulaanbaatar, 284 April, 2015

W/ | (//J,/lr\n ) m/{’\

Ms. Zagdkh arantuya MTr. Yoshio Wada
Chair . Executive Advisor to the Director General,
Chief Representative, JICA Mongolia Office Industrial Development and Public Policy
Financial Regulatory Commission ‘ Department .
Mongolia Japan International Cooperation Agency
Japan
AL

Mr. Batsengee Dorjsembed

Director General, Development Financing
And Debt Management Department
Ministry of Finance

Mongolia




This is to record the results of the first JCC meeting held on 2 April 2015.

The proceedings went on chaired by Ms Zagdkhuu Narantﬁya as according to the agenda
(Appendix 1).

Key discussion points were as follows:
1. Change of JCC members. Some members from FRC are newly appointed due to
reorganization of its structure. In addition, MED was replaced by MOF.

2. Approval of the Work Plan. The Work Plan for the Project was shared and approved.
Members agreed on a plan to hold the first training course in Ulaanbaatar in April. The
course will focus on risk-based supervision for capital market intermediaries. FSA will
dispatch its experts for the course.

3. Submission of the Draft Report on the Current Status of Mongolian Capital
Market. JICA Consultants prepared a draft report on the Mongolian capital market for
FRC to better identify the needs for technical cooperation by JICA. JCC members
received a copy of the report. The JICA Consultants will finalize it based on the comments
by JCC members.

Attached documents:

Appendix1:  Agenda

Appendix 2: Change of JCC members

Appendix 3a:  Work Plan — English

Appendix 3b:  Work Plan - Mongolian

Appendix 4: Tentative plan for training course on risk-based supervision
Appendix 5: Report on the Current Status of Mohgolian Capital Market
Appendix 6:  List of Attendees




Appendix 1

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
2 April 2015, FRC, Ulaanbaatar

Agenda

Opening Remarks
11:30 - 11:35  Ms Zagdkhuu Narantuya, Chair, Financial Regulatory Commission
11:35-11:40 Mr Yoshio Wada, Executive Advisor to the Director General,
Industrial Development and Public Policy Department, JICA

Discussion
11:40 - 12:55 Agenda 1: “Change of JCC members”
by JICA Consultant Team

Agenda 2: “Approval of the Work Plan and tentative plan
for training course on risk-based supervision”
by JICA Consultant Team

Agenda 3: “Submission of the Report on the Current Status of
Mongolian Capital Market”
by JICA Consultant Team

Agenda 4: “Reporting on capacity building program at AFPAC, FSA”
by FRC

Closing Remarks
12:55-13:00 Ms Zagdkhuu Narantuya, Chair, Financial Regulatory Commission



Appendix 2

New:

0ld:

Change of Joint Coordinating Committee Members

Government of Mongolia

1) Chair, FRC, as Project Director

2) Managing Director General, FRC, as Deputy Project Director

3) Head of Capital Market Development Department, FRC, as Project Manager

4) Head of Capital Market Development Division, FRC

5) Head of Risk Management and Policy Regulation Department, FRC

6) Head of Securities Department, FRC

7) Head of Securities Supervision Division, FRC

8) Officer of Foreign Relations and Cooperation Division, Administration Department,

FRC, as Secretariat
9) Representative from Mongolian Stock Exchange

10) Representative from Ministry of Finance

Government of Japan
1) Industrial Development and Public Policy Department, JICA

2) JICA Mongolia Office

Government of Mongolia:
1) Chair, FRC, as Project Director
2) Managing Director General, FRC, as Deputy Project Director
3) Head of the Capital Market Intermediaries Division, FRC, as Project Manager
4) Representative from Capital Market Policy Plannihg Division, FRC
5) Representative from Capital Market Intermediaries Division, FRC
6) Representative from Securities Issuers Division, FRC ;
7) Representative from Capital Market New Financial Products and Services Division, FRC
8) Representative from Economic Cooperation, Loan and Aid Policy Department, MED
9) Representative from Mongolian Stock Exchange
10) Foreign Relations and Cooperation Division, Administration Department, FRC,
as Secretariat

Government of Japan
1) Industrial Development and Public Policy Department, JICA

2) JICA Mongolia Office




Appendix 3a

Project for Capacity Building of
Capital Market in Mongolia:
Work Plan

April 2015

Daiwa Institute of Research
Japan Economic Research Institute






Contents

y O 010 07 13 Tt 0 (o) 1 VRN PR 1
I VYA F= 1 0 X ¢ Lo TSRt 1
3. ACHON PIAN...cuiiiiiniieiieiieiieiieiiteiteiiecsestostesssssssscssssssssscssssssssssassssssase 5
4. CONSUITANT LEAIM. . cueureieeieieieeieirceceirecececececeececsesececsscscsesssassscsssnses 7
5e PDIMiiiiiiiiiiieientecencencecesceccstescecescescssescessescssessssessescssessesessessssessssenses 8
6. Schedule........ccuieiiniiniiieiiniiiiiiiieiieiiiieiieiiensisscesssssessecsssssssssssnes 10
7. Allocation Of CONSUITANTES....cccceieiiieieieiceiecececececececeerecececececececacecnes 11
8. Granting equUIPMENt.....cccccceiieiieiiniiceiieniessesscescessessessessssssssssssscsnse 13
O TR0 1 1 1<) TN 13



1. Introduction

Project for Capacity Building of Capital Market in Mongolia (Project) has been planned
between Financial Regulatory Commission (FRC) and Japan International Cooperation
Agency (JICA) in the past years, and officially started in July 2014, after conducting a
research study on the Mongolian capital markets in 2013-14. The project is designed in
three periods, November 2014-July 2015, August 2015-July 2016 and August 2016-June
2017.

The Project is expected to contribute to development of Mongolia’s capital markets. Despite
the fact that Mongolian Stock Exchange (MSE) has 25 years of history, the market is still
underdeveloped. MSE’s market capitalization was MNT 1.4 trillion (tn) at the end of
December 2014, which is equivalent to only 7% of Mongolia’s GDP. Trading activities is
very thin, with MNT 24 billion (bn) for 2014, down 75% from MNT 98bn for 2013.

Quite a few reasons have been pointed out why MSE is inactive. MSE lacks blue chips.
Floating rates for most of MSE stocks are too low at a single digit. Financial reports do not
contain sufficient information. Disclosure is not favorable for investors. General public is
not familiar with the stock market.

The Mongolian government strives to vitalize the capital markets. The capital market is a
significant platform for economic development, providing corporates with an alternative
source of financing and giving opportunity for nationals to become wealthy. In addition, the
government wishes to utilize MSE for privatization of state-owned enterprises to finance its
budget deficit.

FRC and JICA have shared a view that active primary market at MSE will be one of the keys
to success in developing Mongolia’s capital markets and that improving market confidence
by capacity building of FRC and relevant stakeholders will be necessary to accomplish this
goal. The Project started from November 2014 by JICA Consultant team, supported by
Financial Services Agency (FSA), Japan Exchange Group (JPX) and JICA, with Mongolian
counterpart of FRC and MSE. The project will end in July 2017.

Description of the Project is summarized as below.

2, What to do

Overall goal of the Project is to develop active primary market at MSE by increasing IPO for
unlisted Mongolian companies with sound fundamentals, as well as promoting dual-listing
for those listed in overseas stock exchanges, as a result of improving market confidence.
There are five expected outcomes from the Project, namely, 1) effective Policy Committee
for vitalization of the capital markets, 2) improving FRC’s capacity for regulation and
supervision of capital markets, 3) writing a concept paper of SRO, 4) increasing IPO and
promoting dual-listing, as well as 5) enhancing financial literacy of general public.



2.1. Effective Policy Committee for vitalization of the capital markets

Policy Committee was established under FRC and by January 2015 a meeting that consists
of 13 committee members has been held four times, including its kickoff meeting in
September 2014. In the case of Japan, Policy Committee is held quite often under FSA, and
Policy Committee plays an important role in FSA’s policy making. The JICA Consultant
team (the team) is planning to support FRC’s Policy Committee mainly by writing a report
as well as a concept paper.

2.1.1. Report on the Current Status of Mongolia’s Capital Markets

The team will write a report on the current status of capital markets in Mongolia,
incorporating our key findings during our past visits to Ulaanbaatar in December 2014 and
January 2015, and submit the report to the Mongolian government in 1Q15. This report is
supposed to be a reference report for making training programs.

2.1.2. Concept paper on Policy Committee

The team will write a concept paper on Policy Committee, in collaboration with FRC, and
plan to submit to the Mongolian government by July 2015. The concept paper will be based
on Japan’s experiences, including how standing members are appointed, what has been
discussed, frequency of meetings and the process of policy implementation by committee’s
recommendations. The team believes that the concept paper will be helpful for sharing
knowledge with FRC how to leverage the committee or practical policy implementation. The
team will ask an advice from FSA’s policy committee if necessary. After submitting the
concept paper, the team will further collaborate with FRC in effective management of the
committee.

2.2, Improving FRC’s capacity for regulation and supervision of capital
markets

The team understands that re-organization of FRC is on-going as of 27 February 2015. The
team presumes that there is no substantial change in the organization structure. There are
roughly 40 staff in Securities Department, and Capital Market Intermediaries Division
under the Department has 7 staff, compared to 62 securities brokers/dealers. Given that
supervision by FRC to securities companies is mostly for it if securities companies comply
with relevant laws, rules and regulations, plan to provide capacity building for financial
monitoring of securities companies, based on risk-based supervision.

In addition, FRC needs technical cooperation in the following items:

a) Rules and guidelines under Securities Market Law and Investment Fund Law
b) Law enforcement

¢) New financial products

d) Supervision of custodian banks

e) Implementing alternative dispute resolution

f) Improving disclosure for listed companies

g) Better quality of client services by securities companies

The team will also consider supports for the above-mentioned requests. Priorities need to
be discussed further with FRC.

2.2.1. Designing a training program for risk-based supervision

The team will develop a training program first for FRC’s Capital Market Intermediaries
Division about risk-based supervision. The training program for the project period is
expected to be for five days in Ulaanbaatar, with lectures by FSA’s experts and the team, for
FRC staff to learn about a risk-based approach. The team expects for the program to cover
also basic financial analysis of securities companies, how to retrieve financial and operation
data regularly from securities companies. Training programs on the above-mentioned
seven issues will be also considered, after discussing with FRC.



2.3. Writing a concept paper on self-regulatory organization

Stock exchanges, as well as securities industry associations in the international markets
play a role as a self-regulatory organization, or SRO, in recent years. MSE is also supposed
to act as an SRO, according to Securities Market Law. The team, together with Mongolian
stakeholders including MSE and Mongolian Association of Securities Dealers, will provide a
concept paper on SRO to support MSE and MASD for implementing an effective and
efficient self-regulatory framework.

2.3.1. Setting up a working group

The team recommends forming a working group to discuss how to enhance self-regulating
capacity for MSE and MASD. The team expects members of the working group to consist of
MSE, MASD, FRC, Ministry of Finance, and MSCH&CD. Establishment of the SRO working
group will be discussed during our next visit to Ulaanbaatar in March 2015.

2.3.2. Designing a training program for SRO

The team will develop a training program for SRO activities for MSE, MASD and FRC. The
training program is expected to be designed for each stakeholder. The program for MSE is
likely to focus on regulation of listing and trading. The team assumes that the program for
MASD will mainly cover regulations on securities representatives. The team also expects to
hold a training course both in Ulaanbaatar and Tokyo. Although schedule for the training
program will be determined sometime later, the team presumes that a training course will
be tentatively scheduled in 2Q-3Q15 (Tokyo), 4Q15 (UB) and 1Q17 (Tokyo).

2.3.3. Writing a concept paper on SRO

The team, MSE and MASD will write a concept paper on SRO, with help from JPX experts,
after discussing the best-fit self-regulatory framework for Mongolia. The team with MASE
and MASD plan to submit the concept paper to the Mongolian government by July 2016.
JPX established an independent SRO called JPX Regulation in 2007 (originally called TSE
Regulation), and the team believes that its process of forming JPX Regulation will be
helpful for MSE’s activities as an SRO.

2.3.4. Holding a seminar on SRO

The team also plans to co-host a seminar on SRO with MSE and MASD in Ulaanbaatar,
tentatively in 2Q17, inviting securities companies and listed companies. Targeted attendees
are securities companies, listed companies, FRC, MOF and MSCH&CD.

2.4. Increasing IPO and promoting dual-listing of Mongolian companies

The team will provide technical cooperation with MSE, FRC, underwriters and other
relevant stakeholders for better market conditions to increase IPO and promote dual-listing
at MSE.

2.4.1. List-up potential MSE-listing companies

The team, in collaboration with the counterpart institutions and other stakeholders, will
identify IPO candidates and overseas-listed companies with Mongolian assets, as well as
their needs for listing at MSE or other exchanges.

2.4.2. Designing a training program for MSE and FRC staff

The team will hold a training program on knowledge sharing of 1PO/dual-listing for MSE
and FRC. The team expects a training course in Ulaanbaatar and/or Tokyo. Schedule of the
training courses will be determined by discussions with our counterpart.

2.4.3 Holding a seminar on IPO/dual-listing
The team plans to co-host a seminar with MSE on promoting IPO and dual-listing in
Ulaanbaatar once a year. Targeted attendees are underwriters, securities brokers and



potential listing companies. Schedule of the seminar will be determined by discussion with
our counterpart. The team currently assumes that a seminar on IPO/dual-listing will be
held in 2Q15, 2Q16 and 2Q17.

2.4.4. Additional assistance

The team shall also assist underwriters and other relevant stakeholders on a non-sensitive
basis, by sharing knowledge and information about potential listing companies and
investors.

2.5. Enhancing financial literacy for general public

The team believes that investor education will be also an important issue for an active stock
market. The team plans to communicate with relevant organizations, including MSE, FRC,
Universities and industry associations in preparation for our potential activities in
enhancing financial literacy of general public. The team will start investor education
activities only when further discussions are made between FRC and JICA.

Expected outputs Main tasks Major stakeholders
v Reviewing the current status of Mongolia’s capital
1) Effective Policy Committee for |markets Consultants FRC
vitalization of the capital markets » ) . FSA
v Writing a concept paper on the Policy Committee
2) Improving FRC’s capacity for t/Writi.ng proposals qnlcapa.city byilding for FRC’s
0 A regulation and supervision with a risk-based approach  |Consultants
regulation and supervision of FSA FRC
capital markets v Conducting training programs
MSE
v Writing a concept paper for MSE to become an SRO Consultant MASD
3) Development of SRO concept J;;SU ants I'\:/IT)?:
paper FSA MSCH&CD
v Conducting training programs Securities companies
Listed companies
. . v Writing a report for reviewing the current status of, and MSE
4) Increasing IPOs and promoting |rglevant regulations for IPOs and dual-listing Consultants FRC
ual-listing of Mongolian Securities companies
dual-listing of Mongoli JPX
i Potential listi i
COMDaCS v Holding seminars for IPO and dual-listing In?/ezTc;ras 'sting companies
. . . . Securities companies
5) Enhancing financial literacy for u/Pr_o moting an awareness raising program |ncluq|r_19 Consultants Investors
eneral public seminars for individual investors and other PR activities |JPX MSE
g P (if necessary) FSA FRC

Main tasks and expected outputs for the five issues described above may be changed, if FRC
and JICA reach an agreement. Additional requests by FRC may not be restated in the Work
Plan, if they are regarded as part of the above-mentioned five issues.

3. Action plan

The JICA Consultant team plans to visit Ulaanbaatar four to six times a year to provide
technical cooperation in the Project. Although our schedule will be subject to change,
depending on our counterpart’s availability, our rough schedule is as indicated below.



For 4Q14 and 1Q15, basically the team interviews our counterpart and other stakeholders to
specify priorities in issues relating to the five expected outcomes. Based on the report on the
Current Status of Mongolia’s Capital Markets, the team will design training programs
accordingly.

3.1. Training courses

The team is planning a training course for regulation and supervision once a year in
Ulaanbaatar, but those for SRO and IPO/dual-listing will be opened in Ulaanbaatar and/or
Tokyo, in our current assumption. A course in Ulaanbaatar is for one week, the one in
Tokyo is for two weeks. The final training course, which the team expects to hold in 1Q17 in
Tokyo, covers two topics (SRO and 1PO/dual-listing) in two weeks. Lecturers will be experts
from FSA, JPX and the team.

3.2. Seminars

The team also plans to hold a seminar in Ulaanbaatar several times on SRO and
IPO/dual-listing, in addition promotion of financial literacy if necessary. Seminars are
designed for a half-day or one day. Main speakers will be FSA, JPX, the team as well as
other relevant stakeholders from Mongolia.

3.3. Reports, concept papers and other outputs
The team is supposed to submit reports, concept papers and other outputs by the end of the
project year.

In July 2015, the team will submit the following outputs:

1) Work Plan

2) Report on the Current Status of Mongolia’s Capital Markets
3) Report on Role of FRC and SRO

4) Report on IPO and dual-listing

5) Concept paper for Policy Committee

6) Training program for regulation and supervision

7) Monitoring Sheet

8) Issues to be tackled

In July 2016, the team will submit the following outputs:
1) Work Plan

2) Concept paper for SRO

3) Training program for IPO and dual-listing

4) Monitoring Sheet

5) Issues to be tackled



In July 2017, the team will submit the following outputs:
1) Work Plan

2) Monitoring Sheet

3) Final report

4) Issues to be tackled

3.4. Joint Coordinating Committee

In addition, the team will hold a joint coordinating committee (JCC) semi-annually. Our
first JCC is expected to be held for the week of 30 March 2015 in Ulaanbaatar. According to
the Record of Discussions, official JCC members from the Mongolian government are as
follows:

1) Chairperson of FRC, as Project Director

2) Managing Director General of FRC, as Deputy Project Director,

3) Head of Capital Market Intermediaries Division, as Project Manager

4) Head of Capital Market Policy Planning Division

5) Head of Securities Issuers Division

6) Head of Capital Market New Financial Products and Services Division

7) Representative from MED (note: to be replaced by Representative from MOF)

8) Representative from MSE

9) Foreign Relations and Cooperation Division, Administration Department, as Secretary

From the Japanese government, Representative from JICA’s Industrial Development and
Public Department, as well as JICA Mongolia Office will attend the JCC.

4. Consultant team
Consultants are all well experienced in capital markets in Asia.

4.1. Ryota Sugishita, Project Manager, capacity building for FRC

Mr Ryota Sugishita, Chief Consultant, Daiwa Institute of Research, is a capital market
consultant, with experienced as an equity analyst based in Singapore, Taipei and Shanghai
for 15 years, and 5 years in Tokyo. In recent years, he provides technical cooperation to
Central Bank of Myanmar for bond market development. He is also a member in the
Yangon Stock Exchange project since 2011, involved in planning, negotiation as well as
capacity building.

4.2. Takayuki Urade, IPO and dual-listing

Mr Takayuki Urade, Chief Consultant, Japan Economic Research Institute, conducted a
number of research on capital markets, financial sector and macro economy in Asia. He was
involved in research on Mongolian capital market, including JICA’s research study for
Mongolian capital market in 2013-14. He has also experienced as an investment banker to
support IPOs by Japanese companies, including a POWL (public offering without listing) in
the US.



4.3. Mitsutaka Ozaki, Policy Committee

Mr Mitsutaka Ozaki, Director, Japan Economic Research Institute is an experienced
financial sector consultant with a development finance background. Major projects in his
recent years include JICA’s research study for the Mongolian capital market (2013-14),
needs study for capacity building at the Development Bank of Mongolia (2012) and staff
training at the State Bank of Vietnam (2011-12).

4.4. Hiroyuki Kaneko, SRO

Mr Hiroyuki Kaneko, Managing Director, Daiwa Institute of Research, is experienced both
in brokerage and investment banking, mostly in Asia and the Middle East for 25 years. Out
of his 25-year experiences in Asia and the Middle East, he serviced as top management in
the Philippines, Australia and Taiwan for 14 years in total.

4.5. Akifumi Nakanishi, Investor Education

Mr Akifumi Nakanishi, Daiwa Institute of Research, is a well-experienced consultant in
capital markets in Asia, including his international experiences at the Worldbank Group for
seven years. He has been assigned as a consultant for the bond market development project
for Myanmar since 2011. Other recent projects include research on the Indonesian banking
sector by Japan Bank for International Cooperation (JBIC), and JICA’s study for
state-owned enterprises in Myanmar.

4.6. Masateru Igata, Seminar and coordination

Mr Masateru lgata, is well-known in the Mongolian capital markets, as Founder and CEO,
Frontier LLC. He has a background as a capital market specialist, with experienced in the
Japanese stock market since 1980’s. He is also well-known as a seminar planner, with
ability to gather hundreds of attendees.

4.7. Khishigjargal Jambal

Ms Khishigjargal Jambal is a Mongolian consultant and has experiences working in the
area of financial market development at EPRC project of USAID, and in credit and
corporate finance area at Development Bank of Mongolia. She holds Finance MBA degree
from KAIST Business School (South Korea), and MBA degree from Saunders College of
Business, RIT (NY, USA).

4.8. Chinzorig Chuluun

Mr Chinzorig Chuluun is a Mongolian consultant, has experiences working as the Chairman
of the Board of Mongol Post JSC, as head of the Controlling Committee of Shivee-Ovoo JSC,
and also working as a head of department at SPC. He also worked on the restructuring of
the MSE as authorized representative of the state. He supports Japanese Consultants in
arranging meetings with Mongolian government officials. He holds a master degree from
University of Osaka and National University of Mongolia and he is a doctorate of Kobe
University.

5. PDM

The Project Design Matrix (PDM) was also shared by JICA and FRC when the Record of
Discussions was signed in Jun 2014. Indicators that the team is going to monitor in the
Project are not specified yet.

The team would like to discuss with FRC on the PDM and decide indicators at the next JCC.
Indicators will be picked up based on the overall goal, project goal and expected outcomes.
The overall goal of the project is to increase IPO and promote dual-listing. The project goal
is to improve market confidence by capacity building of FRC, MSE and others in regulation
and supervision. Expected outcomes are 1) enhancing effective Policy Committee for
vitalization of the capital markets, 2) improving FRC’s capacity for regulation and
supervision of capital markets, 3) writing a concept paper of SRO, 4) increasing IPO and



promoting dual-listing, as well as 5) enhancing financial literacy of general public.
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6. Schedule

Period 2014 2015 2016 2017
Tasks 10[11(12]1]|2|3|4]|5|6|7|8|9|10{11|12|1]|2]|3|4|5]|6|7[8|9]|10[11[12]1|2][3]|4]|5]|686
Project outlines A A A
Action plans A A A
Monitoring Sheet A A A A A
Progress check list A A A
Final report
(Output 1) Supporting policy committee
1-1. Review FRC's regulatory frameworks, regulation and supervision - -
1-2. Conduct series of communicae events amongst market participants =K F - -
1-3. Draft concept papers on policy committee h - |-
1-4. Assist managing policy committee based on Japanese experiences | = . | . | | | |
(Output 2) FRC monitoring and control enforcement
2-1. Assist updating regulatory framework if necessary - - F
2-2. Design capacity building programs on risk-based supervision h i ™ N = - F | - - [
2-3. Conduct trainings to relevant staffs incl. FRC based on 2-2 ] ﬁ | |
(Output 3) Drafting concept paper for SROs
3-1. Consider formulating working committee for establishing SRO - -
3-2. Review regulatory functions and mandates within working committee - -
3-3. Design capacity building training programs for establishing SROs - - - - - -
3-4. Conduct training programs designed on 3-3 (conduct seminar on final year) O = O m
3-5. Propose concept paper on establishing SRO | d
(Output 4) IPO and dual listings measures
4-1. Review current IPO provisions and draft ammmendment proposal - -
4-2. Assist in formulating new regulations on IPO and dual listings - -
4-3. Design promotional event for IPO and dual listings targeting potential issuers -
4-4. Conducting series of seminars and socializations on 4-3 | - u
4-5. Design training programs for FRC, MSE staffs (in Mongolia / Japan) | ] ] - -
4-6. Conduct training programs on 4-5 O | O
(Output 5) Investor education
5-1. Designing public awarenes and financial literacy schemes for citizens - | -
5-2. Conduct socialization and events designated at 5-1 | - |
5-3. Introducing investor education activities in Japan to FRC LI
5-4. (Stakeholders incl. FRC) Incorporating and applying feedbacks from 5-3 ] - - m |
Other activities
Meeting with JICA O O O
Preliminary meeting with FRC staffs (in Tokyo) :
Participate in JCC meetings - ] - - -

C— WorkinJapan ~ A——A Reportings ~ --------e- Other tasks I \\ork in Mongolia
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FY Mar15 FY Mar16 Man-months
Tasks Consultant Company alslel7lsloltol1tlizl1l2l3lalslelzlsloliol11]12]1]2]3 FY Mar15 FY Mar16 Total
MN | P | MN | JP | MN | JP
Regulation/supervision | Ryota Sugishita | Daiwa Institute of Research S _1_ A IR AL 1 167 3.33 5.00
IPO/dual listing | Takayuki Urade | Japan Economic Research nsttte h | ™ | == | ﬂ ﬂl 1.33 / 3.00 / 4.34 /
e R AR IR IREL AEEE L AN AN A !
;% Investor education | Akifumi Nakanishi | Daiwa Institute of Research _ -| ™ ™ q m 050 / 283 / 333 /
Seminar program | Masateru Igata Frontier LLC h | -| | 0.50 / 0.67 / 1.17 /
Total] 6.07 14.77 2084 |/
Regulation/supervision | Ryota Sugishita |Daiwa Insitute of Research ] O O O 0.25 0.75 1.00
IPO/dual listing | Takayuki Urade | Japen Economic Research nstitte 0 O O 0 / 025 / 0.75 / 1.00
gL, Policy committee | Mitsutaka Ozaki | Japan Economic Research Institute O O 0 O / 0.25 / 0.75 / 1.00
§ SRO Hiroyuki Kaneko | Daiwa Institute of Research ] —] 0 O / 0.75 / 1.25 / 2.00
Investor education | Akifumi Nakanishi | Daiwa Institute of Research O O O . / 0.25 / 1.25 / 1.50
Seminar program | Masateru Igata Frontier LLC / 0.00 / 0.00 / 0.00
Totall/ 1.75 475 6.50
Products A [Inception Report A |Report on the current status of Mongolia's capital markets
| Concept paper for Policy Comittee}
A |Work Flan A |Training program for regulation and supervision|
A |Report on role of FRC and SRO
 |Training program for SRO
A |Report on PO and dual-listing|
£ |Seminar for promoting IPO and duak-listing|
A |Seminar for investor education
£ |Monitoring Sheet
A |Issues to be tackied
A |Inception report
A |Work Plan
| AMonitoring Sheej
Total 7.82 19.52 27.34

=. Allocation of Consultants

I in Mongolia
1 inJapan
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FY Mar17 FYMar18 Man-months
Tasks Consultant Company alslel7lsloltolttlizl112l3lalslel7lsloliolt1l12l 1213 FYMar17 FYMar18 Total
MN JP MN JP MN | JP
Regulation/supervision | Ryota Sugishita | Daiwa Institute of Research i - ) || [ | 2.00 1.00 3.00
IPO/dual listing | Takayuki Urade | Japan Economic Research nsiiute _ [ h i q 3.00 / 0.67 / 3.67 /
c§) Policy committee | Mitsutaka Ozaki | e Econonic Research nsiuee | i i | h d 2.80 / 140 / 4.20 /
% SRO Hiroyuki Kaneko | Daiwa Institute of Research h [ h [ ] i d 2.50 / 0.50 / 3.00 /
& | Investor education | Akifumi Nakanishi | Daiwa Insitute of Research u - h d 1.50 / 1.00 / 2.50 /
Seminar program | Masateru Igata Frontier LLC - | | i -| 1.00 / 0.50 / 1.50 /
Total| 12.80 5.07 17.87 |/
Regulation/supervision | Ryota Sugishita |Daiwa Institute of Research 0 0.50 0.00 0.50
IPO/dual listing | Takayuki Urade | Japan Economic Research siivte O / 0.50 / 0.00 / 0.50
| Policy committee | Mitsutaka Ozaki | en Economc Researcnisivte 0 / 0.50 / 0.00 / 0.50
§ SRO Hiroyuki Kaneko | Daiwa Institute of Research 0 / 0.55 / 0.00 / 0.55
> [ investor education | Akifumi Nakanishi | Daiva Insitue of Research 0 O / 0.75 / 0.00 / 0.75
Seminar program | Masateru Igata Frontier LLC / 0.00 / 0.00 / 0.00
Total/ 2.80 0.00 2.80
Products 4 |Concept paper for SROI |
A | Training program for IPO and dual-lsting
A |Monitoring Sheet
1 |Issues to be tackied
£ |Inception report
A |Work Plan
A |Monitoring Sheet A |Final report|
| Monitoring Sheet
1 [Issues to be tackied
Total 15.60 5.07 20.67

I  in Mongolia
1 inJapan




8. Granting equipment
JICA and FRC agreed on Record of Discussions, signed on 13 June 2014, for granting the
equipment to FRC as listed below:

Equipment Volume

Server computer

Laptop computer

Voice recorder

Projector

Color printer

Portable external hard drive
Chalkboard

N o g, ON -
AlalalalalalN

The team will procure the equipment in Ulaanbaatar. Asking quotation, equipment move-in
and final checking will be also supported by the team. The team will discuss with FRC and
JICA on models, prices and timing of purchase. Specification of equipment is as written on
the Record of Discussions.

9. Others

The team is considering PR activities for the Project. The team will discuss with FRC and
JICA how the team should inform general public, corporates, professionals and the
government in Mongolia about the Project.
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1. TannanyyJsra

MoHron VYichlH XOpeHTHMMH 3aX 393JIMHH YaJaBXUUT XODKYYJdX Yr TOCIMWT ©HIepCeH KUIYYAd
Canxyyruitn 3oxuiyynax xopoo (C3X) OonoH SmoHBI ONOH YACHIH XaMTHIH a)XHJUIaraaHel Oairyysiara
(JICA) X00pOHJ TOXUPONIIOH, XIPITKYYI3x33p TeneBnex, 2013-2014 oxyyman MOHTONBIH 3aX 3337UMH
cyayiraar XMuUCHUNA YHICOH A33p, anbaH &coop 2014 oHbl 7 myraap capa SXJIYYJIAC3H Omidd. Yr Tecen Hb
2014/11cap-2015/7cap, 2016/8cap-2016/7cap, 2016/8cap-2017/6¢cap racan 3 yeac Oypasx OomHo.

DOHIXYY Teces Hb MOHTOI YJCBIH XOPOHIHIH 33X 392JIMITH XOIKYYJI9X39p aXKHIUIaX, XyBb HOMPID opyylaxaap
TesieBNIOX OaitHa. MouronbiH XepenruitH bupx (MXB) Gaiiryynarnaan 25 sxun 6omk Oaiiraa xsmuid 9 3ax
393J1 Hb CallH X KWK Yafaaryi xae3sp Oaitna. MXb-uitn 3ax 333muiiH yHA:1r33 2014 oHbI 12 gyraap capbiH
S1CHiAH Oaitnnaap 1.4 TpuinoH Terper Oaiican 6a 33 Hb Monron YiaceiH JIHB-uit nenrex 7% -Tail TOHIDK
Oaifraa oM. AprikaaHsl Yl axuniaraa Mamr 6ara 6ereen 2014 onn 24 1apoym Terper Oyioy 2013 onbr 98
T9pOyM Terpereec 75% OyypcaH y3yY/IITTaH rapcan OaiiHa. .

MXbB-uitH uaeBXryid Oalfana X5m X9IPH MANTraaHbIT OHIUIOH TAMIAIIACOH OomHO.YYHA: MXb-a caitn
TOPIMAH 4YaHapTail YHAT Ilaac, XyBbllaa xoBop OaitHa. MXDB-m OypTranTdii MX3HX KOMITAHUHH HUHTHIAH
93OMIIUTMHH XyBb Hb X3T 0ara, H3T OpOHTOH TooHA OaifHa. CaHXYYTHiH Tailnan Oaranraaraii 6yc 6a xepeHre
OpYYJIar4JIblH XyBbJ MJI TON Oaiijlan Hb XaHTaNTTail caifH Oumr OaiftHa. OJIOH HUHT epOHXUII06 XOPOHTHIH
3ax 393JIMIH Tanaap OWITONTTYH X1 6omoxoop OaiiHa.

Monron VicelH 3acruiiH rasap Hb XOPOHTHHH 3aX 393JMHT 3PUMUMKYYIIIXI3p YapMaH aXwUiax OaifHa.
XOpeHTHiH 3ax 333371 Hb JJMWH 3aCTUHH XOIKWIJI Mall 4yXal YYpartdd canbap Oereeji KOMIaHUyJand
CaHXYYXHWITHIH OycaJl 95X YYCBIpHMT OYpAYYJDK €rex, UPraguir XepeHreT3i 000X OOIOMIMKUUT OJNTOIOT.
Yyuaac ragna, 3acruitH razap MXb-33p mamxyymK TOPHUHH OMYHAT KOMITAHUYIABIT XYBBUMIDK, TOCBUWH
ANJIATITBIT CAHXYYKYYII3X XYCONTIMH Oaiiraa O0IHO.

C3X 6omon KAMKA up MXB-niin aHXJary 3ax 333JIMHH UIPBXUTHN Oaiifian Hb MOHTON YICHIH XOPOHTHITH
3aX 393J1 XOI’KHUX aMKHJITBIH TYJIXYYPYYIOUHH HOT Oaiix OomHO Ik y3dk Oaiiraa Oereen C3X-HbI 00IOH
X0I0O0TIOX OPOINIIOrd TATYyyAbIH YaIBap YaJaBXUWUT MISMUIYY/DK 33X 333J UTTX UTTAIHUAT HAMATAYYISX Hb
YT 30PHITHIT OMENYYIIXII HIH YyXal IaapaiaraTaid oM.

Tecen ub 2014 oner 11 xyrasp capy C3X 6onon MXB, Snonst Canxyyruitn Yiinauwiroouuit Arenmiar (FSA),
Anon Xepenruitn bupx [pynn (JPX), JKAUKA Gonon 3eBnexyyauiiH XaMThIH aKWliaraaraap 5x3JIC3H 0a

2017 onwl 7 gyraap capn ayycax oM.

TecnuifH TaHWIYYITBIH XypaaHTyi Taiinbap:

2. Xuiirmax ARayya



Tecnuiln epeHxuil 30puiAro Hp Oupxkuj Oyprraryll MoHTonblH cailH yin axusiaraarail KOMIIAHUYIBIT
HUMT3 HIIATTAH XyBbllaa caHaJl OOArOX SIBMUIBIT Hb HAMAIAYYISX, MOH 3aX 393/MIH OOTOMKHUA HTI3X
UTTONUUT Hb J3MUTYYIACHUM yp AYHX Oupxuj OYpTranTdii KOMIOAHWYIBIT TafaafblH OUPXKYYIdO IaBXap
OyprranTait 6onrox 3amaap MXDB 193p UIPBXUTAIN aHXIArd 3ax 333JUUT OWil OONTOK XOrKYYJIdX3 OPLIHUHO.
VYr Tecneec TaBaH ToJl Yp AYH TapHa T'®K XYIIrA»k Oaiiraa 6a TOArSpHNAT AypbaBall, 1) XepeHTHIH 3ax
393JIMHT C3PraI3X3I YUIIIIC3H Yp Hernee Oyxuil bommorsin 3eBnen, 2) XepeHTHItH 3aX 333JIMHUT 30XHIyylaxX,
xsiHaxa[ uurmacsH C3X-Hbl yagaBXuilr masuutyyimsx, 3) Oepuiiree 3oxunyynax baiiryymnara (©3b)-bH
Tanaap O0mWIOrbIH OapuMt Omuur 0omadx, 4) [PO Oytoy HMHTOIN aHX yrmaa XyBbIlaa caHa OOJNTOX 3aMaap
HO2JITTAM KOMIaHM OOJIOX, MeH TrajaafblH OWpXKHI JaBXap OypIriATsii 000X SIBIUIBIT HAMAIAYYIISH
UI3BXIKYYJIPX, MOH 5) HUUT aph UPraguiiH CaHXYYTHIH Tajgaapx OMJITONT, M3ISTUNT HAIMAITAYYIIX 33par
60mHO.

2.1. XepeHruiiH 3ax 333/ IMAT 3PUUMIKYY/I3X3 YMIVIICIH YP AYHTIH Boasiorein 3esnen

Bonorsin 3esnen He C3X-HbI Xapbsany Oairyynaracan 6a 2015 onsr 1 xyra3p capsiH 15-Hbl Oaliyaap HUAT
13 runryyHssc OYypACSH yym3anTyya Hb aHx 9 ayrasp capbiH 14-H7 OONCOH YYCraH Oaiiryynax yym3aiaThir
OpoNilyyliaaJ, HUHT J6pBOH ynaa 30XHOH OairyynarmcaH Oaitra. Smonm meH Anoner CaHXyyrwiiH
Yiumunnrasuuit Arentiar (FSA)-piH xapestang Oaiimar bommorsiH 3eBnen Hb OJOH yaaa Yyn3alT XHHIAT
6ereen FSA-biH Gomioro GomoBcpyymax Yiil akularaadj dyxan yyparrdi opommmor. JKAWKX-ruiin
3eBIOXYYII3Cc OypacoH Oar Hb (Tecnmitn Oar) C3X-Hbl BomnoreiH 3eBnenj epeHxMiilee TalinaH OOJIOH
OOITOTBIH 6apUMT OMUHT OONIOBCPYYIDK 6I'6X 3aMaap IIMKIIAT Y3YYJIDX39p TeleBlex OaiHa.

2.1.1. Monroabin XepeHnruiin 3ax 333/1uiiH OHeeruiid 0ainabH Tanaapx Tainan

Tecnuiin Oar Hb eHrepceH 12 ayraap capeiH 14-H GomoH 1 myrasp capbiH 15-Ha YnaanOaaTapr XWiicoH
QXIIBIH alTWwiagyyAblHXaa yedp OIDK MOJICOH IO TON 3YHJICHHAT OoponiyyraH MOHTONBIH XOPOHTHHH 3ax
399JIMH 6HeeTuiH OaiiibiH Tamaap Tainan Oumdmxk, 2015 oHbl sxHUH ynmupana MoHroneiH 3acruita [azapr
epreH Oapux OONHO. YT TalJlaH Hb CYpraJIThIH XOTOI0OPYYAHMUT OAJITIIX3 TOJ JIaBjiax Marepruai 000X oM.

2.1.2. BonyorsiH 36BJI6JIbIH TajJaapX 00AJ0TbIH 6APUMT OMYHUT

Tecnuiin 6ar Hb BomtoreH 3epnenuitn Tanaap C3X-Tol XaMTpaH OOMIOTEIH OapuMT OWYHT 033X Gereen
TYYHHUIHT3 MonrombiH 3acruiin ['azapr 2015 onbl 7 gyraap cap raxan epreH Oapuxaap TeieBinex OaiiHa. YT
OOIUTOTBIH OapUMT OWYWT Hb YHICOHIID SMOHBI Typluiara a33p TyIryypiax 0ereeja opoH TOOHBI THINYYA Hb
X3PX9H TOMUJIOTAIOT, SIMap acyymIyya X IIIIRIAMK Oalican, X3p OJIO0H yiaa yymn3alT XUHAAT Tyxail O00IoH yr
36BJIOJIOOC TapCaH CaHall 30BIOMXKYYAUUT XOPIMKYYIIX YHI sBIl 33pruir Tycrax OomHo. TecnuitH Gar Hb
9HAXYY 36BIONHHH Yp 6TreeXHHT XdIpXd3H XYPTIX Oyroy OOIIOTHIT XIPIrKYYJIdX IpPaKTHK apra OapruiblH
tanmaap C3X-Tol MAUIdT TypluIara XyBaaiaxall yr OO/JIOTBIH OapuMT OWYHT Hb WXI3XOH ad TycTai OaiiHa
IArT UTraK Oalina. [llaapamararaii 6onm TeciwitH 6ar Hb SAnoHbl FSA-bpH bomyiorsin 3eBieseec 3eBieree
aBax OONHO. Yr OapuMT OWYTHIT XYJIUITSH 6ICHHUIN Japaa TyC 30BIONIUHT XIPXdH Yp AYHTIUIIIp YAUPIaH,
AXIILTYylax Tanaap napaa napaaruidd maraag #b C3X-Toil XaMTpaH aXKuJUIaHa.

2.2. XepoHruiin 3ax 333/1Miir XAHAH 30XHUYYJIaX 00JT0H XAHAJT TaBuxaJ YuridcdH C3X-Hbl yagaBxuiir
JIIULTYYJIIX

2015 onsl 2 gyraap capsiH 27-Hbl Oaiimmaap C3X-HBI TOTOOA ©OPWIONTYYA SBarAcaH X3B3Ip OalfHaA Tk
ornrox OaiiHa. TeciuiiH 6ar Hb OAlTyy/UTarelH OYTIUIH XyBb TOMOOXOH ©OPWIOJNT rapaxryi 0aix rak y33x
Oaiiraa. YHOT maacHsl ['a3apr Oarmaaraap 40 axwnran, XepeHruitH 3ax 33muitH Oponmorynuita [azapr 7
QXuITaH, 62 OpoKep/TUIICPUH KOMITAHUHT XapuylaH aXHJUTaK OaifHa. YHAT [aacHbl KOMIAHWYIA] TaBHX
C3X-Hbl XHANT WAATaNT Hb TONAYY TOAr33P KOMIIAHUYA Hb XONOOIAOX XyYJb, )KYPMBIT MOPIASK aKUIUIAXK
Oaiiraa 3CHXdN YHADIIIAT TYI TOCIMWH Oar Hb 3PCIOdIN CYYPHICAaH XSHAITAA TYITYYpJaH YHIT I[aacHBI
KOMITAHUYIBIH CAHXYYTHHH XSHAITHIHH YHIITAINOP YaJaBXUHT O3XKYYIDX aXKITYYI XHIX9p TOIOBIOX OaifHa.

Men TyyHwI3H, C3X-H7 fapaax 3yiiic 133p TEXHUKUITH Tyclajiaa X3partai OaiiHa:

a) YLI33-miin Tyxaii Xyyinb 6omoH XepeHre OpyylanTelH TyXai XyyIuiH XYPIIH TapcaH KypaM, 3aaBpyya
0) XyyIuifH X9pIrKIITHAT XaHTax

B) CaHXYYTHIAH IIHHY OYTI3TIPXYYHYYA



r) Kacromuan GaHKWH] TaBUX XSHAJIT

1) Mapraan Taciax Oycaj apra 3aMyyIbIl XOparKyYiIdxX

e) bupxug OyprranTaii KOMIIAHUYABIH HIATTIH U Tox GalluIbIr caibkpyyraax

¢) YHST HaacHbl KOMITAHUY/BIH XapHIIardaa y3yynk Oy YHITUMIrsHUHN YaHaphIr caibkpyynax

Tecnuitn Oar Hb MOH P3P AYPhIATJCAH XYCHIITYYAMHH XYBBI JIMXKIAL Y3YYJIX Tajaap aBd XdIDJIIDHD.
Taaraspr erex ad XonOOorIbH Aapaaiblr Hb C3X-TOM Haaluia JaXuH XX XOPATTIH.

2.2.1. Dpeadia cyypuiicaH XsaHAJITAA 30PUYJICAH CYPrajiThiH X0TOJ100p 00J10BCpyyJIax

Tecnuiin 6ar Hp C3X-Hbl 3aX 393JMIH OPONIIOTY/IBIH Ta3pblH QXXWITHYYAA 30PHYIDK 3PCARIA CYypHIICaH
XSHAITUIH Tallaap CypraiuThlH XeTen0ep OomoBcpyynHa. TecnmuitH Xyramaanz XWHATIPX CypraiT Hb
VYnaanGaatapr TaBaH efep Oaiix 6a Smonbl FSA-BIH M3praKXmiITHH, 360BI6XYYHA Hb C3X-HbI aXXWITHYYyIaxa
3pCIN CYypHJICAH XaHJUIAThIH Tajaap 3aax OomHo. TecnuitH 6ar Hb YT CypraaThlH XeTeja0epT MeH YHAIT
[[AaCHBI KOMITAHUMH CaHXYYTHMH IMIMHKWITIAT X3PX3H XUHX, YHAT [IaACHBI KOMIIAHUYAACc CAaHXYYTUIH 00oH
YHIT aXuJutaraaHbl TajgaapX M3II3J31 ererIYYIUHT X3pXsH TOrTMON Oaiiimaap TaTaxk aBd OOJOX Tayaap
Tycrak opyylnax 0oinHO. MeH TYYHWISH JI93p IypbJACaH JOI00H acyymibir C3X-TOM XIJANIICOHUN YHICOH
JIP3p aBY Y39X OOITHO.

2.3. Oepuiiree 3oxunyyJax oaiiryyuiara (O3b)-bin Tasaap 00470rbIH 6apUMT OMYHUT 033X

CYYTUIH KUIYYA3I XOpOHTHITH OMpk OOTOH OJIOH YIICBIH 3aX 333J1 JI9X YHOT 1aaCHBI MIPIIMKIUHH X0I000/]
Hb eepuiiree 3oxuilyynax Oairyymiara (O3B)-biH yypar ponuir xspamkyymadr Oomx OaitHa. YII33-bH
Tyxail Xyynbz 3aacHaap MXb Hb MeH yyHT?# aaun ©3b Gaiix xaparTai Oaifraa. TecnuiiH 6ar Hb MOHTONBIH
TallbIH opoirord taiayya 6omox MXbB O6oinoH MoHronbiH YHIT 1aacHbl Apwipkaa DpXidrdauitH Xoin6oo
(MYIIADX)-Taii xXamMTpaH THATI3PUUT Yp AYHTIH Oereejl yp ammrraii eepuiiree 30XHUIlyylnax Y
QXKHIIaraaHbl XypaIsT Ouid OONTOXK XIPIKYYIIXII Hb IIMKIAT O0onoxyiny O3b-bH 00mWIOTEIH 0apuMT OUYHT
OPIIK OrHe.

2.3.1. ASKJIBIH X3C3T Oaiiryyaax

Tecnuiin 6ar Hb MXbB-b1H yamaBxuir ©O3b ra13T YYIHAIC X3PXIH 6PreKyyidX Tanaap XIAIIRX aXIbH X3CT
Oalryymaxel caHall Oonrox OaiiHa. Yr axubH X3cart MXb, C3X, YHAT maacHbl apwipkaa 3pXJI3TdIUiH
x01m000 (YIIADX), Canruita Slam 6omon YLITTTXT oponiiox Hb 3yHT3H TOK Y33k OaitHa. ©O3b-bIH aIiIbIH
XICTHIH Tajlaap YinaanOaatapT 3 Jyraap capl XMMX JapaardiH aladialibIHXaa yedp XAIIIIPHD THK TOCTHIH
0ar TooLoOoK OaliHa.

2.3.2. O3b-bIH TaJ1aap XHIIX CyprajThiH X0Te1066p 0010BCpyyIax

Tecnuitn 6ar Hb O3B-bpH yitn axwimaraansl Tamaap MXb, C3X, MYLIADX-HI Tyc OYpT Hb 30pHYIDK
CYprajiThiH XeTen0ep OomorcpyyiHa. MXb-1 3opHyiicad Cyprajit Hb YHAT IIaachil OYPTIYK aBax OOJOH YHAT
[aacHBl apujDKaar X3pATKYYJdXdA dunmdcdH OaitHa. MYLIADX-Ha 30puylicaH CypraiaThlH XeTejdep Hb
UXOHXID YHOIT ITaaCHBI YT aKHDIaraa dpXJRTYIUiH Talaapxb Xyylb KypaMI WYY aHxaapcaH Oaifx 0omHO
'K Y39k OaitHa. Tecnuifn Oar Hb YiraanOaatap 000H TOKHOI XOEYITaH]T Hb YT CYPraJIThIT SBYYIHA TMK V33K
OaitHa. CypranT XX Iar Xyraraar x3JIHdAT33p Japaa Hb TOIOPXOW O0Nrox OOJOBY yphIUMIICAH Oaiimmaap
2015 onbl 2-3-p ynmupain Tokuon, 2015 ol 4-p ynupann YimaanOaarapt, meH 2017 onsl 1-p ymupana Tokuon
XUIHD TYK Y32k OaifHa.

2.3.3. O3b-biH TaJ1aap GOAJIOTbIH 6APUMT OMYHUT 0IIX
Tecnuitan 6ar, MXb 6onon MYIIADX up Anonsl Xepeuruitn bupxx [pynm (JPX)-uiiH MIpraKunTHYYIUIHH
Tycnamkraiiraap ©3b-p1H Tanaap 6omtorsiH 6apuMt Onaur 631meHY. MXbB 6omon MY LIADX-Toit xamTapcan
Oar up O3b-bH Tamaapxp OOmIOrEIH O0apuMT Oudr’d 2016 oHbl 7-p cap rax3x MonroneiH 3acruita ['azapr
erte. JPX wp 2007 omx JPX Regulation (amx TSE Regulation ra»k OaiicaH) racon Omed maacan O3B
Oaiiryyncan Oereen yr JPX Regulation-sir Oafiryymax mporecc Hp O3B rmsr yyamssc MXbB-piH yitn
QXHJULIaraaH/I TyCTai OaifHa I3IdrT UTrMK OalHa.

2.3.4. O3b-bIH Ta1aap ceMUHAP 30XMOH OaiiryyJjiHa
Tecnuita 6ar uHe MeH 2017 onbl 2-p ymupang MXb 6onor MYIIADX-Toit xamTpan ©3b-bIH Tamaap ceMuHap
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30XHOH Oaiiryynax 6a YHIT LaaCHbl KOMIaHUY/ OOMOH OHPXKUA OYPTrIATIH KOMIAHHYIBIT YPBXK OPOJILYYIaH
VraanGaartaprT XHHX29p TeNeBIex OaiiHa. YpekK OponLyylax KOMIAHHUYA Hb YHOT LAaCHBI KOMIIAHHYI,
oupxuz 6yprranTaii komnanuya, C3X, Canruit Slam, 6omon YLITTTXT 6Gaiix 60iHO.

2.4. MoHroJsbiH komnanuyasir IPO xuiix Oyroy HUiTI1 aHX y1aa XyBbliaa caHaJl 60JIT0X, MOH rajiaa/iblH
OMpskuA faBxap OypTrajariii KoMnanu 60J10X SIBAJBIT Hb HAIMAITIYYJIIX

Tecmuiin 6ar Hb [PO-T HAMArOYYRX, MXbB OonoH ragaansiH OMpKuJ naBxap OYypIrATii OONOX SBIJIBIT
HAMOIAYYISX TaaTal Op4HBIT Ouil OONroXoj UMINIICOH TEXHUKUMH XaMThlH axwiaraaraap MXb, C3X,
aHzeppaiiTepyya 60moH Oycan XoI00rI0X OpoNLord TATYyAbIT XaHTaX aXXUIJIaHa.

2.4.1. MXB-a 6ypTraaTaii 600X 0010MKUT KOMIAHUYABIH 2KATCAAJITHIT Faprax

Tecnuitn 6ar Hb XaMTpaH aXwaard OGairyymaryyn 6omoH Oycan oponmord tamyyaraid xamrpad [PO xwuiix
OOJIOMXKHUT KOMITAHWYN OOJNOH TajaalblH OUpPXKHI OYpTraNTdd MOHTONA XOPOHTOTIN KOMITAHWUYIBIT OJIK
Tortoox 0a MmeH MXB-1 acBant eep Oycan Oupskuz OypTraATAIH OOMOX XIPATLRD MIAAPIUIATBHIHX Hb Tajiaap
TOZOPXOHIIHO.

2.4.2. MXB 607100 C3X-HbI 2XKUJITHYYIA/I 30PUYJICAH CYPraJIThIH X0TOJ106p 00710BCpyy/IHA

Tecnuitn 6ar Hb MXbB 6onon C3X-ua 3opuymk [PO GonoH ramaansiH OMpXKUA AaBxap OypTranTai 600X
Tajaap M3AJIAT XyBaalllaxaJ] YUIIACOH CYpralThlH XOTen0ep XdparkyynHd. TecnwitH Oar Hb YinaanOGaarap
601oH TOKHMOMI BHY TaJNBIH CYpPrajThIl sByylnaxaap TejeBiex OaiiHa. Cyprant 000X Iar xyraraar XamTpard
Oaifryymararail XaIaJICOHUN YHICOH 193p TOOOPXOH OOJITOHO.

2.4.3 TPO 6os10H ragaagbIH OMPKUI JaBXap OYPTraaTiii 60J10X Tajgaap ceMMHAP 30XHOH Oalryynax
Tecnuiin 6ar Hb [PO GonoH ramaaapiH OUPKUI AaBXap OYPTrAITIH OONOX ABIJIBIT HIDBXHIIKYYIIIXA]] YUTIIICOH
cemuHapeir MXDB-13i XaMTpaH YimaaHOaaTapT KWJIJ HIT ylaa 30XHOH Oairyynaxaap TeJieBlex OaiiHa.
30pHITOT OPONIOTYH]T Hb aHASPPAUTEPUiH KOMIIaHUY, YHAT IaacHbl Opokepyya O0moH OyprranTiii 60mox
OOJIOMXKTOH, OOIOX00p COHHPXOK Oyl KommaHWyy Oaiix OomHo. CypranT 0onox mar xyramaar XxamTpard
Oaifryyiiarataif  XaJdJIICO3HUN YHACOH J33p Tomopxoi Oonrono. TecnuitH Oar Hb 0J0OTOOp 3JHAXYY
cemuHapbir 2015 onbl 2-p ynupain, 2016 onsr 2-p ynupan, 2017 oHbI 2-p ylIHpaa TYC TYC XIPIMKYYIIHD TIK
Y39k OaiiHa.

2.4.4. H3maar Tycjaannaa, J3MKIIr

TecnuiiH Oar Hb aHACPPAUTHHTHIH KOMITAHUYI OOJOH XOJIOOrIOX Oycal OpoJIord Tamyydall caHal 0omomn
CONMJIIIOX, XyBaallllaXk OOJOX MOIPAIUIMHUT XapWillaH CONHIIIOX 3amaap J3MIKIAT Y3YYI3XI3D TeJeBIeK
OaiiHa.

2.5. Apraj, 010H HUATUHH CAHXYYTHMHH TajJaapX MYUTHEAT A3 IIYYIIX

TecnuiiH 6ar Hb XOPOHTHIH 33X 333JIUHH HIPBXUTIH OalX SBIAII XOPOHTE OPYYIardIblH MAJIAT OOIOBCPOI
qyXall acyynai Ooiaor THIATT UTTHART. TecnuitH Oar Hb ap UPrdA OJIOH HUMTHITH CaHXYYTHITH OOIOBCPOIIBIT
JBIUTYYIIRX YHTIINIINIP XOPITKYYIDK 00JI0X OOTOMKHT aXITyyabIr 6omok 6oimoBepyymaxmgaa MXb, C3X, 1x
CYPryyauyn O0IOH MIPIIMKIIMAH XOI000T 33 P3T X000 I0X OalTyy/uIaryyaraid caHai COMMIIIIOX00pP TOJIOBIOK
OaifHa. XepeHre OpyyJaardaslH OOJOBCPONBIT IPAILIYYIPX3A YHTIACOH aXIyymblr 3eBxeH C3X O6omoH
KAMKA-ruiin XOOPOH]T TOJOPXOW XIS XUUTIACIHUH Japaa JI SXJIYYIdX OOIHO.

XyJ13ra9:k Oyl yp AyH YHICIH amiayyq YHc3H oposiory Tamayyn
1) Xepeuruiin ~ 3ax  390qmir [v'  MOHIOJBIH XOPOHTHIH 3aX 3991miiH | 3eBiexyya C3X
HIPBXIDKYYIOX3 YHITACOH YP OHOOTI'HIH Oaii1IbIH Tamaapx | Smonst Canxyyruin
nyHTa# Bomstorsin 3eBnen cynairaa YHIUnuarssHui - AreHTiar

v BomnorblH  3eBnenmiiH  Tanaapxp | Oyioy Smomsr FSA
00/UTOTbIH OapUMT OMYHT OMYHX




2) XepeHruifH 3ax 339UiT XsIHAH Opcnang  CyypuwicaH — XSHAIThIH | 3eBI6XYY.I C3X
30XHIlyylax OOJOH  XSHANT xanpnaraap C3X-Hbl 3oxunyynax | Snonst FSA
TaBuxaj uunpcdH  C3X-HbI OONOH XsAHAH IIaurax YaJaBXUir
YaJJaBXUUT A33MUTYYIdX OOXOKYYJIDX3Il  YHMIIDCOH  CaHal
60s10BCpyYyIIax
CypraiTbia XOTeI0epyYAuir
X3PIrKYYIdX
3) Oepuiiree 30XHUIyyJIax MXB-bir O3B 6osroxox 4HMMIACOH | 36BIOXYYA MXb
Gaiiryysara (©3B)-biH Taaap 6GOIIOrbIH 6APUMT OUYUT OHYKX Snonst FSA MYLADX
OomorsiH  GapuMT  OWuMr SnoHsl Xepenruitn | C3X
[Selibite) bupxuita Ipynn - JPX Canruiin flam
CypranTbia XOTeI0epyYyauir YUTTTXT
X3PIMKYYIIX YUK-yyn
bupxun OypTranTait
KOMITAaHU YT
4) MoHroiblH koMnanuyasir PO IPO Gosmon naBxap OypTranTdit | 3eBIexyyn MXb
XMIX, MOH TafaaiblH OUPIKHUJ X0n000TOi Xyynmb kypam GomoH | Smomsr JPX C3X
naBxap OYpTraaTdsii  KOMIaHH OHOOrHiiH Oal/UIbIH Tajlaap TaiiaH YUK-yyn
60110X SIBJUIBIT Hb Ouanx Bupxun OypTranTait
H3MOTYYIIDX IPO OonoH pgaBxap OypTranmiin 6omox Xy AT
TaJlaap CEeMHHap 30XHOH Oalryymnax KOMIAHUY]
XepeHre opyyJiariu
5) Apn upran, OJOH HUHTHIHH XepeHre opyynarunan 30puyicaH | 3eBIeXyyl YLK-yyn
CaHXYYTHiH Tajgaapx MOIIUIMHT  TYyr?3X, HOMIIAYYmx | SAmonsl FSA XepeHre opyyariui
M3JUISTHHAT J1331LTYYIIIX XeTen0epyyauir — MIPBXMKYYIIX, | Snonst JPX MXb

maapjyularataii - 6on  Oycax  OJIOH C3X
HUHTHIH yiin akuaraar
HIMOIIIYYII3X

Tecnuiin xymsra»k Oyit taBaH yp ayH Hb JKAUKA Gomorn CaHXyYrHiH 30XHILyyJIaX XOPOOHBI XOOPOHJI
XK TOXUPOIIICOH TOXHUOIION 06pUIernexX 00IoMKTON oM. X3p3B C3X-00c HIMK HPYYJICOH XYCIIIT
Hb I33p OyphICAaH TaBaH acCyyMUIBIH ajlb HAT XOCOIT Xamaapd OaiiBasl yr HIMAITHUT AJKIIBIH TOJIOBIOTOOH]

JAXWH OPOIIyyJIaxryi Oaix OOIHO.

3. Y1 axxmiiiaraaHsl TeJI0BJ16I00

KAUKA-ruiin 3eBinexyyauiiH O0ar Hb TOCIHMIH Jaryy TeXHUKAWH Tyclaiaa y3yyindxasp Yiaanbaarap XOTom
KW 4-6 yhaaa aiumnaxap TesieBiex OaiiHa. MoHTON TajblH OOJIOMXK OONONIIOOHOOC XaMaapd yr

TOJIOBIIOTOO ©OPUWIOTIOK 000X U, YPhIUWIICAH Oaiiiaap 100pX XyBaapuir O0IOBCpyyIcaH OOIHO.

2014 ousr 4-p ymupan 6omoH 2015 onsl 1-p ynmupann TecnauiiH 6ar Hb YT TOCIHIH XaMTpardua OonoH Oycan
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OpOJILIOTY00C 193p AYPhACAH 5 30pHITTON XOIO0OTOH HAH TYPYYH[ aBu y33X ECTOM acyymJayyabll acyyx
ToApyyaHa. MoHronelH XepeHruitH 3ax 333nuitH OHeeruitn bailnneia Tyxail Taitnana yHasciadH, Tecnuitn
0ar Hb CyprajiThlH XeTej0epee 00N0OBCcpyylaxaap TejleBlIex OaiiHa.

3.1. Cypraaryyn

TecnauiiH Oar Hb 30XUIYYIAIT/XSHAITBIH TyXall CyprajrThil KW HII ynaa YiaanOaarap XOTOX 30XHOH
Oaiiryymax ereez, IPO/SRO 6onoH maBxap OYpTraIMifH Tyxail CypraiaTyyablr YinaanOaatap 6onoH Tokuo
XOTyyAaJ XUHX33p spuinax OaiHa. YmaanGaarap xoron 6omox cyprait 1 momoo xonor, Tokuo xotox 6omox
cyprant 2 Jo5ioo XoHor sBarmaHa. Xuudmuidr Smonel FSA, JPX-uitH OGonon 3eBnexyya’dc OyprciH
M3PIIKUITHYY/ 3aaH SIBYyJIax OOIHO.

3.2. Cemunapyyn

IPO/SRO 6onon naBxap OYpTTANUiH Tagaap X34 X3I9H CEMUHAP, MOH Iaapiaratail TaK y3BJI CaHXYYTUIH
OOJIOBCPOIIBIT HAMATIYYJIIX3/I YMTUIICOH CEMUHAPHIT MOH YilaaHOaarap XOTOJ XMHX?3p TelleBjlex OaifHa.
CemmHap Hb xarac enep 3cBa1 1 OyTPH emep sBargax 0a yr cemuHapeir Smonsr FSA, JPX-miin
MOIPIrOKUITHYY OONOH 36BIOXYYA MOH XOI0OTIOX XYMYYC YAUPAAH SBYYJIHA

3.3. Taiisan, 60A10rbIH 6apUMT OMYHUT 00JI0H Oycal yp AYHIYYA

TecnuiiH 6ar Hb TOCIHIAH KW OYPHIAH 313CT TaiiaH, O00UIOrbIH OapuMT OMUYuUT 0OJOH Oycaj yp IYHT raprax
€CTO.

2015 oHbl 7 myraap capbiH Oaiijaap napaax 3yWICHHT XHIK TYHIIITIAXI3P TOIOBIIOXK OaiiHa.

MOHTONBIH XOPOHTUIH 3aX 333JIMIHH OHOOTHIH OaiiIIbIH Tyxail TalnaH

C3X 6omnon Oepuiiree 3oxuiyynax bairyynarsia 3px YypruiH Tyxai Taiinan
[InH9p YHAT 1aac raprax O00IOH JaBxap OypTTaITIH 000X TyXai Tainan
Bomnoreia 3eBnenmiiH Tanaapxu OOMIOrBIH OapUMT OWUHT

30XUIYYIaIT, XSHAIT [IAJTAITHH TaJdaap XUUTAIX CypraiThiH X0Tenoep
[Manrax xyymac

[wniinsx EcToit acyymmyyn

Nk wbd=

2016 oHbI 7 gyraap capblH Oaitaap napaax 3YHICHHT XK TYHIDTIOH).

1. Oepuiiree 3oxuityynax bairyynareid Tanaapx OOMJIOTBIH OAPUMT OHYUT

2. 1lImH?3p YHAT maac raprax O0JOH AaBXap OYpTIITIH OOJIOX Tajlaap XHHUTICIH CYyprajiT
3. IManrax xyynmac

4. uiigex EcToit acyymmyyn

2017 oHbl 7 gyraap capblH Oaiiimaap napaax 3yHICHHT XK TYHIDTIOH).
1. Dicuiid Taiinad

2. lanrax xyymac

3.  Iwuitgax €croit acyymnyyn

Manrax xyynceir 2016, 2017061 1 gyraop cap raxam 62mH Oonrox éctoifl. Men Oxmammita Tarmanr 2015,
2016 ousl 8 myraap cap raxan 3eBIOXYYI OOIOBCPYYDK, 02mH Oonrox, AsxieiH Temesnereer 2015, 2016
oHbI 10 myraap cap raxsx 0379H OONTOX SBYYITHA.

3.4. Xamrbia 3oxuuyy.aax 3eB.16J1

Tyyruwmu Tecnwmitn O6ar Hp XamTeiH 3oxuiyyiaax 3esnen (X33)-midr xarac KM TyTaM 30XHOH OalTyynHa.
Tecnuitn Oar Hp aHXHBI XaMTHH 30XHIlyylnax 3eBielee YmaanOaarap XOTON TypaBayraap capbslH 30-HEI
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J0JI00 XOHOIT 30XHOH Oairyynax TeneBTdH OaiiHa. XomanmyynruitH TaiimaHraap TOXHPONLICOHBI
Jaryy,XaMmTbelH 30XHUIyylax 3eBIeiHiH ambaH €cHbl MIIYYA33p MoHron YicelH 3acruiiH raspaac aapaax
Xymyyc 6aiix 6omHo0. YYHA:

Tecnuiin 3axupnaap C3X-Hbl Aapra,

Tecnuitn 137 3axupnaap C3X-uel Epenxuii 3axupan

Tecnuitn Menexepa3p XepeHTuiH 3aX 33311 3yy4JIardblH X3JITCUNH Aapra,

XOpeHTHITH 3aX 333JIMIH ONIJIOr0 TOJIOBIOITHIH X3ITCUIH fapra

YHIT naac rapraryiuiiH X31TCUMH 1apra

XepeHTHiTH 3aX 333JMIH CAHXYYTUIH MIMHA OYTI3II3XYYH, YHIUMITHUN X3ITCHIH Tapra
Onwmiin 3acruiin XerxiuiiH SlamMubl Teneenerd ( CaHTuiiH SlaMHBI TeJ1ee16r4eep CONMUTIO0X)
MXBb-uiiH Teneenerud

Hapwuitn 6uurniin gapraap Yaupiarsid rasap, ['agaan xapuniaa, XaMThIH QXXKAIJIaraansl X3IT3C

XA N B W=

4. 3eBJ16X O0ar
ToMuUIOIACOH 30BIOXYYA Hb A3UIH XOPOHIUIH 3aX 393111 OJIOH »KMJI aKUJUIACaH apBUH TyplLLUIararai.

3eBi6XYY] YHac3H YYpar, YHLIIYYA

Puora Cyrummura HaiiBarmitn Cynanraassl Tecnuitn menexep, C3X-Hbl YalTaBXUHUT OIXKYYJIIX
Huctutyt yiln axusnaraa

Taxkaroyxu Ypans Snons! DanitH 3acTHitH IPO 6osoH naBxap OYpTraIUiiH 4TI

Cynanraans! MHCTHTYT

Munyraka O3aku SImoHbB! DAUH 3aCTHITH Bomtoreia 3eBm101
Cynanraans! MHCTHTYT

Xuporoyku Kaneko HaiiBarmitn CymanraaHsl Oepuitree 3oxuiyynax baiiryymiara
HuctutyT

Axudpymu Hakanumm HaiiBarmitn Cynanraassl C3X-HbI YyaJaBXUNAT OIXKYYIIIX, XOPOHTO
WnctutyT Opyynar4siH 6010BCpon

Macaraspy Urara ®pontnep XXK CeMuHap TOJIOBIONT

JloToonbIH 36BI6XYYA K. Xummrxapra, MoHron 1aXb 30XHIYYIaITHH aXITyya O0I0H OpUyyira
Y.Yunzopur 33par Oyca IMKIAT

4.1.Péora Cyrummura, Tocauniin Mene:xxep, CaHXYYTIHiiH 30XHIyyJI1aX XOPOOHBI YAIABXUIT caiiskpyyJaax

Péora Cyrummra vp JlaiiBa Cynanraansl MactutyTeiH Epenxuit 3eBnex 0ereej, YHIT MaacHBI IIMHKIDUIIP
Cunranyp, TaiiBans, [llanxaiiny 15xwn, Tokwmom 5 >kun axwmmnacan Typuoiarataid. CyyiawiH KPITYYI9I
MpbsamapeiH ToB OaHKHH]I YHOT I[aacHBI 3aX 333THHAT XOTXKYYJIdX Tanaap TEXHHKHHH Tycialaa y3yyJDK
Oaiiraa. Cyrummra #Hb 2011 OHOOC XOHII SIHTOH XOPOHTHIH OWPKHIH TOCON] OpOIIOXK, TOIOBJIONT,
XA OOJTOH YaIaBXUUT 03XKYYIIOX TaJl 193D aKUJUIaxK Oairaa.

4.2.. Takaoyku Ypama, IPO Goaon Jasxap 0yprraa

Taxaroyku Ypans Hp Slnon DawitH 3acruitn Cynanraansl MHCTUTYTUHH epeHXU 3eBiex Oereen A3uitH
XOPOHTHIH 3aX 393JI, CAHXYYTHHH cadap MOH MAaKpo dIWHH 3aCTHIH Tallaap X3 XOIPH Cydairaar XHicOH.
Topasp 2013-14 onn KAWMKA-ruita MoHIron yIChIH XOPOHIMIH 3aX 399/IHilH CyJanraaHj OpOJIICOH.
Takatoyku Ypamd b AHY-1 POWL xuiix (Oupxug OypTTaATYWra’p HHWTIM XyBbIaa caHall 0oirox) 33par
3aMaap SINOHBI KOMITAHUYABIT XOPOHT® OOCTOXOI Hb IIMKIDK aXKWDIaIar Typluiaratail XopeHre opyylalTeIH
OaHKUP IOM.



4.3. Munyraka O3aku, boayiorsia Xopoo

Munyraka O3aku Hb SnoH Oauitn 3acrmiin Cynmanraanel MHCTUTYTUHH 3axupan Oereej TypliaraTai
CaHXYYTHMH canlapblH 3eBiIex Oo0maHO. Trpasp cCyyauiH KuIyyasa KAMKA-ruita  Mowuron YIACBIH
XOPOHTHIH 3axX 3930uiH Tyxail cymanraa (2013-14), Monron VYiacelH XerxiuilH BaHKHBI uagaBXUIT
69xkyYymax cynanraa (2012), Beernam ynceiH Tepuiin bBaHkHBI @XXUNTHYYABIH cyprait cynairaa (2011-2012)
33p3r TOMOOXOH CyAaJiraa TecIYYyId/ OPONLIOH aXXuilacaH OaifHa.

4.4 Xuporoku Kansko , Oepuiiree 3oxuuyyaax Baiiryyninara

Xwupotoku Kansko up [laiiBa Cynanraanst MHCTUTYTHITH TYHIPTIAX 3axupan 6ereen Asu, Oiipxu JlopHomon
OpOKep, XOPOHTe OpYYIANThIH UMD 25 KUJI axwulacaH Typuulararaii O6ereenl yyHuil 14 >xuin Hb
@umunnuH, ABcTpanu, TaliBaHb yacyyaan yaupaax andaH Tylaall Xalrk OaiicaH.

4.5. Axupymu Hakanuiu, XepeHre opyyaaryiauiin 60J10BcpoJ

Axupymn Haxanmmm e AsmitHn XepenrmitH 3ax 39amx moapramcsH [aiiBa Cymanraansl MHCTUTYTHIH
Typuuiarartai 3eBnex 6ereen, Jpnxuitn OaHKHHT 7 KT axxuiuiacal Typuniarataid. Tapasp 2011 oHooc X0
MBsIHMapeIH YHAT IAacHBI 3aX 32MHT XOIKYYJIdX TOCIHHH 36BI6Xeep TOMUJIOIIOH aXWuiax Oaiiraa.
CYYAL OpONICOH TOCAYYAdIC AYypbIBan SIMOHBI ONOH YICHIH XaMThIH axxuiurtaraanbl OaHkHbl (JBIC)
Wnjonesniin GaHkHBI canbap nax cynanraa, JKAUKA-ruitn MbsSHMAphIH TOPUITH OMUHT XK aXyiH HITKUHH
cygairaa 33par OOJHO.

4.6. Macarapy Urara, cemuHap, 30XMoH 0aiiryyJaar

Macatapy Urara up Frontier XXK-b1 yycran Oaiiryynary, 3axupan 0ereen MOHTON YJICHIH XOPOHTHHH 3aX
393J1/1 X3393HUM XYMYYCT Tanuracan 13pasp 1980aax onooc xoiimn SnoHBI XOPOHTHITH 3aX 333JUUT Cynaik
axmiutacaH XepeHTUIH 3ax 33IMHH MIPrMKWITIH oM. SmoH 00imoH MOHTONA TOM X3MIXKIOHUK CeMUHap
YYJI3aITHIT 30XHOH 0alTyysDK sByy/Araapaa anjgaprai.

4.7. Kambaabin Xummrkapraja Hb MOHTOJ TallbIH CyypHH 36Bi6eX 0erees eMHe Hb AHY-b1H OioH YiICHIH
XerxnuitH ArenmiaruitH OauiiH 3acruiiH BoanorsiH Tecens caHxXyy, XOpeHTHHH 3aX 333JIHMHH XOTKIHIH
N3P, MoHron VYicklH XD KIWHH OaHKWHI 333], CAHXYYXWITHHH YHIIDINIp axXWwiiax Oaiican
typumiarataii. Tapasp canxyyruith macrep (BHCY-pin KAIST) OonoH Ou3HECHiH YyIUpAJIarblH Macrep
(AHY-wiH RIT, Saunders) 33parTaii.

4.8. Yynyynsl UnH30pur Hb MOH MOHTOI TajblH CyypHH 36Blex Oereen emHe Hb Monron Ilyyman XK
TVY3-umiin napra, [llusss Ooo XK-uitn XI113-uitH napra, TOX—Hbl XanTCcHiH napraap axuuiax Oalican, MeH
MonronsiH XepeHruitH bupx XK-WHH MUHAWISH eepwieH OaWTyylax HTTAMKIAIIACIH TeJeelieriyeep
axmutacaH Oalican Typuniaratail. AAmoHsl 3eBinex 6ar 00oH MOHTONBIH TOPHHH anbaH XaardiblH YyJI3alT,
XA PUUT 30XHOH Oalryyinax askJIbIl TYHIPTrK Oafiraa. Tapasp Ocaka MyXbIH HX cypryynb, MYUC —
niiH maructap 6eree Kobe Mx CypryyinuifH TOKTOpaHT FOM.

5. PDM - Tecauiin 3arsapbin MaTpun

Tecmuiin 3arsapsin Matpur (T3M) —uiir JKAMKA Gonon C3X Hb 2014 oHbI 6 xyraap capi Xamo/iyyaruin
Taittan rapelH yCIT 3ypax yesp TaHHWIIYYJCaH. TOCIHIH XYpIsHA OaruifH XsSHAJIT TaBUX Y3YYIATYYIHIT
XapaaxaH TOJAOPXOHIIOOryH Oaiiraa.

Tecnuita 6ar Hp C3X-Toit T3M-uitH Tamaap XdIIIIK, JapaarditH yaaaruiiH XaMThIH 30XHUIYYyTax 36BIe
(X33)-uiiH yyn3aJIThIH ye3p IYTHAIX Y3YYIITYYAMNT IHUHABIPIIX XYCANTIN OaiiHa. JIyrHaX y3YYIRITYYIUiT
SpOHXHU 30PWIITO, TOCIUIH 30pWIT OONOH XYJIIrA»K Oyl yp AYHI YHIICIOH COHToX OomHO. TecnmitH
epouxuil 30pwiaro He [IPO GonmoH maBxap OYpITRIHAT HAIMATAYYIX3A opuimHo. TecmuitH 3opunt Hb C3X,
MXBb 6onoH Oycan XOIMOOTAOX TaIyyAbIH 30XHIIYYITaAT OONOH XSHAITHIH Tall 33D YaJaBXUUT Hb O3XKYYIRX
3aMaap 3axX 39901 13X HTIIT YHAOMIUIAHT HAMAOTAYYISX sBHan foM. Xymoaraak Oyil yp IOyHTYyZ Hb 1)
XOPOHTHIH 33X 393JIMUT CHPrIIXI YUIIIICOH YP Hestee Oyxuilt bomnoren 3eBmnen, 2) XepeHTHIH 3aX 333THIT
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30XMIYYAaX, XgHaxag dunicsH C3X-Hbl uafaBXUiir g3 1unyyisx, 3) Oepuiiree 3oxuiyynax baiiryymnara
(©3B)-p1H Tamaap 6omtorsiH 6apuMmt Omumr 631m19x, 4) IPO GonoH rajgaanbiH OMpXHI AaBXap OypTIanTit

005I0X SABIVIBIT HAMOAIIYYJISH HA3BXIKYYIX, MeH 5) Mpran, oloH HUMTHIH caHXYYTHitH OOIOBCPOJBIT
HAMOAIIYYIIX 39p3T OONHO.
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6. AxJIbIH XyBaapb

Xyrauaa
3opunt

2014

2015

2016

2017

10| 11

12

Tecen Ternesneree

Yin axunnaraaHol Tenesreree

XaHanTblH Xyyaac

Yn sBUbIr XHax Xyyaac

>

SucuiiH TannaH

(3opunT 1)BoAnorbiH XOpoor A3MXMX

1-1. C3X-Hbl 30XMLYyYyNanTblH XYP33, AYP3M, XYPMbIT XsIHaH X3M3MLyyax

-

1-2. 3ax 32317 OPONLIOrYAbLIH Xapuruaar camkpyynaxbiH Tyna uyspan 6yxui yynaanTbiHr Jkvo Mbaviri e

1-3. BOANOrbIH XOPOOHbI Tyxai Y335 TOCIWIAH TaHUNLYYnrbir 6oNoBCpyynax

\

\ -

1-4. AnoHbl TypLUnara A33p YHAICNSH 60AMOrbIH XOPOOoT yaAVpAaxas MK Y3yYrax

(3opunT 2)C3X-Hbl XAHANT WanranT 60M0H AYP3M XypaMm CaxvH XapanKyyax

2-1. Waapanaratar rax y3san C3X-Hbl 30XULyynanTbiH XYP3ar LMHAYNIXK 3acBapraxas e

F

2-2. 3pcaana cyypurcaH XsiHarmnT LanranTbiH TyXak YafaBxu Xenkyyriox xeTenoepuiir 6onamepymex

2-3.2-2 T yHpacnaH C3X 6onoH xamaapanTait anbaH xaaryabir 637Trax cyprant 30xuoH 6anryynax

F

(BopunT 3) Bepuiiree 3oxuLyynax 6anryynnaryyablH Tyxa TECAMAH TaHUNLYYrbIr 6onoBcpyynax I

|

3-1. Bepwifiree 3oxuuyynax 6anryynnareir 6anryynaxag Y1rnaracaH axsiblH KOMUCCHIT TOMEMOX Tanaap SBrnenagex

3-2.AXTbIH KOMUCCbIH YN aXunnaraaHbl Yur yypar, 6YpaH apXuiir XsHaH 3oxuu.yynax‘ I I I I q I h

3-3.6epwiiree 3oxuuyynax 6anryynnareir 6ainryyrnaxag YMrnaracaH YagaBxv Xenkyynax cyprantbiH xeTen6epuiir GEEBCpyynax

3-4. 3-3T 3aacHbl Aaryy cyprantbir 30XuoH 6anryynax( CyynuiiH Xxung ceMmuHap 30X1oH Gaiiryynax)

o]

3-5.6epwiiree 3oxuuyynax 6airyynnareir 6anryynax Tyxav TOCIMIAH TaHUNLYYITbIT TaHUMLYyynax

=

Ls

(3opunT 4)YHAT LaackIr LUIMHIAP raprax 60MoH AaBxap GypTryynax apra XaMxasHyya | |

4-1.lUnHa3p YHAT Llaac rapax Tyxait eHeeruiiH XyynuiiH 3aanTbir xsiHax 6a HOMANT eepurenm@pyynax TyxWcaHan 6oroBcpyynax

4-2 nHaap YHAT Laac raprax 60MoH Aaexap BypTryynax Tyxain 3aantyyasir LUMH33p 6onoBcpyynaxan ﬂaxl h I I I

4-3.50NOMXUT YHAT Li@ac raprarymg umrmacaH PO GoroH Aasxap GypTranmitH Tanaap cypTanyrax apra xamxaa, il axunnaraar 605oBcpyynax

4-4. 4 3bH Tanaap uyspan 6yxuin cemuHap 600H ONOH HUATUIH apra XaMX33r 30X1OH Gairyynax

4-5. C3X, MXB-witH anbaH xaaryaag 30puvyrok cypranTbiH xetenbepunr 6onoscpyynax(MoHron/AnoH)

=

-

s

4-6. 4.5-n YHABCN3H CypranTbir 30XvoH Gaiiryynax

(3opunT 5) XepeHre opyynariuitH Maanar, 6onoscpon

5-1. iprag 0NnoH HAATWIAH CaHXYYMUiAH M3ANar 60M0H 60NOBCPOIbIH TYBLUMHT A33LLINYY I3 XEM YMrnaracaH xeTerEpMM cxemuiir 6onoscpyynax

5-2. 5-1 o TynryypnacaH HUArMUIH yiin axunnaraa, apra Xamxaar 30X1oH Gaiiryynax l I

5-3. ANoHbI XepeHre opyynaryapiH 6onoBcpon onrox yin axwnnaraar C3X-Ha TaHnLyynax

I

5-4. 5-35.3aac rapcaH caHan XyCanTuir HIBTPYYITK, Xapankyynax(C3X 6onoH 6ycan oponuory Tanyya)

Bycap yvn axunnaraa

YKAMKA-Tait xuiix yynsantyyn

O

C3X-Hbl anbaH xaar4yuaTan xuiix 6antran yynsant (Tokvon)

| I —

JCC-Ta1 yynsanTtyyaan oponuox

q

-

-

1 dAnoup xuitx

A——ATaiinan

Bycan tackHyyn

I \\oHrong, Xuiix

7. 3eBJOXYYAUIH XyBaapuiaaiaT

11



FY Mar15 FY Mar16 Man-months
Yypar 3eBrex Komnanm FY Mar15 FY Mar16 Huir
9 10(11]12 2|13(4|5|6[7|8[9[10|11(12]1]|2|3
MN JP MN JP MN JP
Bypon, xypou, ssvanr sommppranr | PE0OTA CyruLLMTA | Aaiiea Cy aanraans Metuty T F - . || || F | Il 1.67 3.33 5.00
s ersans aprnsemean o | TAKAKOKN Y@ | o snvi sacnscymanroas enmye _ ™ | _ d d{ 1.33 / 3.00 / 4.34 /
= | BoAnorbiH xopoo | MuyTaka O3aKm | omssamm caerssss ey h _ | | | _ L I{ 1.00 / 2.80 / 3.80 /
Z_C% Sopuiiras soxuyynax Gaiiryynnara | XMPOKOKN KaHIKO | Aaitea Cy anraambi MkcTuty T _ i h h | ﬁ 4 1.07 / 214 / 3.20 /
g Xeporocpyynanas vaanor, onoscpon | AKADYMI Hakauwm | Aaiiea Cy ganraarbi Mkcury T _ -l | I- q J 0.50 / 2.83 / 3.33 /
CemuHap xetenbep | Macatspy Urata Frontier LLC h | -l | | 0.50 / 0.67 / 1.17 /
Hwirr| 6.07 14.77 2084 |/
Rvpam,sopam, sawan sowugmanr | PEOTA CyruLuTa | Aaiiea Cy panraansi wcraty T 0 ] ] O 0.25 0.75 1.00
[AASS————— I F-1'¢-11e]'(7 ] o Vi - l BE LR N O O ] O / 0.25 / 0.75 / 1.00
BoanorbiH xopoo | MuLlyTaka O3aKu | - o sam sacnis Cynanrams wermyr O O 0 0 / 0.25 / 0.75 / 1.00
? Gopuiro sownynax Gairymnara | XAPOIOKM KaHAKO | Aaiisa Cy panraake: MncTaty T ] ] ] O / 0.75 / 1.25 / 2.00
* Xopentscppynarasin e, 6nscron | AKMcDyMu Hakakmwm | Aaiiea Cy aanraansl UeTuty T O O ] O / 0.25 / 1.25 / 1.50
Cemntap xetenGep | Macaropy Urara|  Frontier LLC / 000 |/ 000 |/ 0.00
HwiT, 1.75 4.75 6.50
Taina, XSTSJ'IBGPVVIJ A |9xnenmitH Tannau A |MOHronbIH X8PeHTMItH 3aX 339M1IH OHeernitH GaianbIH Tanaapx Taiinal
A\ |BoanorsiH XOpOOHbI TECINIAH TaHUNLyynra
A\ |AxneiH Tenes nieree A\ |9pX 3Y1H TOITOMLOOHSI 6HESMMIH BailfirbiH Tanaapx TaitfiaH
A [3oxuuyynant, XaHanT wanranTbiH Tyxaii CyprantbiH xef enéep
A |C3X BonoH Sepuiiree 3oxuuyynax GaiiryynarelH 3px YYpruii Tyxaif TannaH
A\ |Gepuitree 3oxuLlyynax GanryynannarelH cyprantbiH xgrentep
A |WnHa3p YHAT Laac raprax 6onoH fasxap 6ypTryynay Tyxaii TanjaH
A |WnHa3p YHAT Laac raprax 6onoH gasxap GypTryynanTuir cypTanunan Aapxux cemmuHal
/\ | XepeHre opyynaryasir cyprax cemuHap
A\ |MOHUT OpUHIMitH Xyyaac
A |Wniipax écTon acyyanyya
A [9xnanmitn Tainan
A [AXnbIH Tenes neree
MOHUT OpUHIWIAH Nyyaac
Huitr || 7.82 19.52 27.34

I \VioHrong,
1 HAnoHg
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FYMar17 FYMar18 Man-months
Yypar 3eBriex KomnaHu alslel7lsloltolitlizl11213lalslel7ls!lolt0l1142] 1 3 FYMar17 FYMar18 Hwir
MN JP MN JP MN | JP
Rvpow wpaw, v somuyrarr | PEOTA CyriumTa | Aaiiea Cy samraans: rcrury T (I - - | - | 2.00 1.00 3.00
on | Taka0RM Ypaga | s cpmmencnr m = - - 300 | [Jlosr | [l3er | |
oz BOAOrbIH X0poo | MuLiyTaka O3aKy | mwsassmswnsn crses e | i * | h d 2.80 / 140 / 420 /
5 Goprires somyynax airymrara | XMPOIOKN KaHaKO | Aaitea Cy aanraansl Muctury T h [ h || ﬂ d 2.50 / 0.50 / 3.00 /
| o mmorv ws soncon | AvchyM Hakarvuuwt | Aaiea Cy pammaase eyt u - h d 1.50 / 1.00 / 2.50 /
CemuHap xetenbep | MacaTapy Wrata Frontier LLC [ | | i -| 1.00 / 0.50 / 1.50 /
Huirr| 12.80 507 17.87 |/
Dvpom,wypam, v somnanr | PEOTA CyriLLnTa | Aaiiea Cy aanraans Veaty T O 0.50 0.00 0.50
wnspvamsscrpammosm: | TAKAIOKN YPaAA | morsuinasasn caaraam ooy O / 0.50 / 0.00 / 0.50
BoanorbiH X0poo | MutLlyTaka O3aKiA | o sus sscwen cyzanreses ey 0 / 0.50 / 0.00 / 0.50
8:0 Gopuires oy sairymara | XMPOIOKM KaHaKo | Aaiisa Cy nanraaksi vcrary T O / 0.55 / 0.00 / 0.55
S [ Axuymut Hakanium | Aaiea Cy pantaats kcrary 0 O / 0.75 / 0.00 / 0.75
CemuHap xetenbep | Macatapy Wrata Frontier LLC / 0.00 / 0.00 / 0.00
Huiar 2.80 0.00 2.80
TaiinaH, xetenbepyya, /1| GopHiiree soxuyynax Gaiiryymars TecTAH TaHARLYyITa
£\ |Wntaap yHaT Uaac raprax GonoH Aas xap GYPTIYYNaX Tyxait cyprant
/\ | MoHUT OpuHTHiAH Xyyaac
£\ |Wwigax &ctoit acyyanyya
A ;nwﬁu TaiinaH
A\ |AXnbIH Tenes neree
A\ | MoHUTOpuHTHiAH Xyyaac A\ |QucuitH Taitnan
/\ |MOHUTOpUHTWIH Xyyaac
A (Wnianax écToi acyyanyya
Hurl 15.60 5.07 20.67

I \loHrory
C— 17 Anowp
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8. ToHOTr TOX0OPOMKHUIIH XaHTAMHK

2014 ompl 6-p capeiH 13-Ha rapeiH year sypcan JKAMKA Gomon Camxyyruitn 3oxuiyynax XopooHSI
XOIMAMLYYIrp AapaaX XYCHIITIH[ IypbJICaH TOHOI TexeepeMkyyauir C3X-Hp OyHanIryirasp erexeep
TOXUPOJILICOH OOIHO.

ToHor Texeepemx Too wmpxar
CepBep KoMbMOTEP 2
3e6eBpuUiiH KOMbMOTEP

Hyy xypaaryyp

[NpoxekTop

©HreT nNpuHTEp

3eeBpuiiH ragaaz xapg apavis

N o gk ODN -
Alalalalala

Cambap

3eBII6XYY/ YT TOHOT TOXOOPOMKUUT MOHTOI00C XynajaaaH aBd XaHraH HUMIIYYJI9X33p TeJIeBleceH. YHUIH
TOOI[00, TOHOT TOXOOPOMKHIH YrCpaiT CYypUIIyYyIajT, MIAITalT XYJI33H aBalThIT 360BIOXYYA TYHIITIDHD.
TecnuifH Oar Hb TOHOT TOXEOPOMXKHIH Tepes 3areap, YHI, Xdaumin xymangax aBaxeir C3X OonoH
KAVKA-Tali30BIMIICORNIT YHIACOH 99D MMHIHY. ABY OrexX TOHOT TOXOOPOMKHIH Y3YYIdITYYd Hb
Xammyynruite Taiinann Tycraracanaap 6aix 00IHO.

9. bycan

TecnuifH Oar Hb TOCIMWT CypTTWIAH TaHHUYJaX YYIHIIC XOIOOTJOX apra XdMXK3d, YHI axuiiaraar
XIPIDKYYIIXIIP XK OaiiHa. DHA Tajaap OJOH HHUWT, OPONIIOrd KOMITAHUYZ, MAPIYKIITHYYZ OONOH
3acruiid ['a3apt XapX3H MIIITIK, MIIIAIUIX EcToi Tanaap C3X GonoH KANKA-Taii s[prIIax OOITHO.
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Appendix 4

Date:

Venue:

Lecturers:

Topics:

Note:

Tentative plan for training course on
risk-based supervision

27 April — 1 May 2015 (tentative)
Financial Regulatory Commission, Ulaanbaatar

Expert(s) from Financial Services Agency
JICA Consultant Team

1) Basic framework of risk-based supervision

2) Data/materials collection from capital market intermediaries

3) Introduction to financial data analysis of capital market intermediaries
4) Dialogue: FRC’s current supervision on capital market intermediaries

Detailed program schedule will be determined later.



Appendix 5

Draft

Report on the Current Status of
Mongolian Capital Market

April 2015

JICA Consultant Team
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I. Overview of the Mongolian Capital Market

MSE faced another tough year in 2014. Trading value declined to MNT 24bn, down 75%
from MNT 98bn for 2013. Market capitalization fell to MNT 1.4tn (US$764m), which is
equivalent to 7% of Mongolia’s GDP at the end of Decl4. 7% to GDP is the second lowest in
North and Southeast Asia, after Cambodia. By counter, APU is the largest in market
capitalization at MNT 279bn (US$150m), followed by Tavantolgoi’s MNT 232bn.

Figure 1-1 Trading value at MSE
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MSE’s slow trading activities are attributed to structural issues as well as economic
downturn. MSE is lack of blue chips. Floating rates for most of MSE stocks are too low at a
single digit. Financial reports are sometimes not reliable. Disclosure is not favorable for
investors for many cases. General public is not familiar with the stock market. In addition,
Mongolia’s economy has been hit by weak natural resource prices. Interest rates were
raised to fight import inflation.



Figure 1-2 MSE’s Market capitalization
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Table 1-1 Top10 companies by market capitalization, end-Dec14

MNT bn
Market cap 2014
1 APU 279
2 Tavantolgoi 232
3 Berkh Uul 68
4  Shivee Ovoo 67
5 Sharyn Gol 62
6 Baganuur 61
7  Gobi 58
8 UBBuk 48
9 Suu 41
10 Mongol Securities 40

Source: MSE

(1) Listed companies
No of listed companies at MSE further decreased by 24 to 237 in 2014. The JICA Consultant
team (the team) believes that delisting companies that do not meet listing requirements is a
right action for MSE. Given that there have been only 18 IPO in the past, number of listed
companies can potentially drop to less than 100, in our view.



Figure 1-3 No of IPO
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Quite a few listed companies do not comply with corporate responsibility. Some of them
even do not submit financial reports, according to a survey by FRC. There are some that do
not hold an annual shareholders’ meeting. Financial numbers are sometimes not reliable,
according to accountants. There are only 10 or less listed companies that are audited by the
big four international accounting firms. No of listed companies paying dividends are
ranging from 15 to 40, depending on a year. The team believes that these facts definitely
dampen market confidence, especially from overseas investors.

Table 1-2 No of listed companies with corporate responsibility, 2013

# out of listed

companies

Paid dividends 30
Submitted financial reports 204
Renewed company charter 161
Appointed independent directors 122
Held annual sharehoders' meetings 150

Source: FRC

In fact, many of major Mongolian corporate group of companies are unlisted. There are
roughly 50 overseas-listed companies with Mongolian assets, mainly in Toronto, Australia
and Hong Kong. The team also believes that promoting IPO for unlisted Mongolian
companies with sound fundamentals and making dual-listing for Mongolian-related
companies at TSX/TSV, ASX, HKEX, LSE etc. will be necessary for more active market.
Privatization including ETT can be also a driver for MSE, in our view.

(2) Securities companies

The team thinks that securities industry needs further development. It is quite obvious that
there are too many small-sized securities companies. According to FRC, there are some that
even do not own office space. No of licensees for brokers and dealers declined to 62 from 83
in the past one year, which the team believes is a right action. The team also expects a
further decline in no of securities companies after Jull5, when minimum paid-up capital
requirements for licenses will be raised.



Table 1-3 No of licensees

Broker, . Investment

dealer Underwriter advisory|

Dec-13 83 25 16
Jan-14 79 25 16
Feb-14 79 25 16
Mar-14 79 25 16
Apr-14 79 25 16
May-14 79 25 16
Jun-14 79 25 16
Jul-14 71 25 16
Aug-14 71 25 16
Sep-14 71 25 16
Oct-14 65 25 16
Nov-14 65 25 16
Dec-14 62 25 16

Source: MSE

BDSec is the largest securities company in Mongolia, with a brokerage market share of 32%
for 2014. The company is also known as a major underwriter in Mongolia, which has a track
record of 11 IPO out of 18.

Table 1-4 Brokerage share by securities companies, 2014

2014
1 BDSEC 32%
2 TDB CAPITAL 20%
3 TULGAT CHANDMANI BAYAN 8%
4 TENGER CAPITAL 7%
5 GOLOMT SECURITIES 6%
6 DELGERKHANGAI SECURITIES 4%
7 STANDARD INVESTMENT 3%
8 MONSEC 3%
9 GENDEX 3%
10 ASIAPACIFIC SECURITIES 2%
Top10 total 89%

Source: MSE

Nevertheless BDSec is considered to be a small-sized securities company with employees of
50. Operating revenues for 2012 and 2013 were MNT 5.9bn and MNT 2.6bn, which are
translated into US$4.4m and US$1.7m, respectively.

Table 1-5 Summary of BDSec’s financial data



MNT m

2012 2013
Cash and equivalents 661 858
Short-term investments 3,801 3,684
Total assets 9,750 9,750
Liabilities 281 832
Shareholders' equity 9,469 8,918
Operating income 5,952 2,636
Gross profit 4,859 1,986
Income before tax 1,666 323
Net income 1,491 288
Source: BDSec
Table 1-6 List of IPO
MNT m
Ticker Listed company Lijs;i:g amolzlg Underwriter
MSH Hotel Mongolia JSC 25-May-05 800 |BDSec
JTB Genco Tour Bureau JSC 17-Jan-06 8,259 |BDSec
520 Zoos Bank JSC 2006 2,023 |Ace and T Capital (Worldkey)
BDS BDSec JSC 22-Jun-06 750 (BDSec
MIB Moninjbar JSC 2007 1,000 (BDSec
HBO HBOIl JSC 2-May-07 400 |BDSec
OLL Olloo JSC 12-Sep-07 582 [n.a.
MDR Mongolian Development Resources 1 Dec-07 13,200 |BDSec
HRM Hermes Centre JSC 16-May-08 2,356 (Bats Invest
529 Anod Bank JSC 2008 20,171 |without underwriter
RMC Remicon JSC 19-May-08 5,049 (Gauli (DCF)
NKT Nako Fuel JSC 24-Jun-08 900 (BDSec
HGN Khuh Gan JSC 30-Jul-08 3,195 |BDSec
533 Mon Fresh JSC 2008 -IMICC (cancelled)
SIL Silicat JSC 1-Aug-11 3,650 |BDSec
SHG Sharyn Gol JSC 2011 18,300 |BDSec
ETR E-Trans logistics JSC 9-Apr-12 924 (BDSec
MRX Merex JSC 14-Jan-14 2,600 |Standard Investment

Note: Zoos Bank and Anod Bank were delisted

Source: BDSEc, MSEC etc.

The team thinks that industry consolidation is necessary for Mongolia’s securities industry.
Current average size of securities companies is too small for operation, including investor
education. Potential leaders in the industry are those under banking groups, in our opinion.
Figure 7 shows that securities companies under banking groups ranked #2, #4 and #5 in
the brokerage market share. The team also observes that there are attempts by bank-related



securities companies for expansion.

Table 1-7 Mongolia’s big four banks and securities business

Khan Bank Golomt Bank Trade Development Bank Xac Bank
Total assets, 2013 MNT 4.8tn MNT 3.7tn MNT 5.1tn MNT 1.8tn
Securities subsidiary Golomt Securities TDB Capital Tenger Capital
(subsidiary) (subsidiary) (sister company)
N Underwriting Brokerage (Golomt Sec) Underwriting Underwriting
Securities license Khan Bank TDB Cavital T Canital
(Khan Bank) Underwriting (Golomt Bank) ( apital) (Tenger Capital)

Source: Khan Bank, Golomt Bank, Trade Development Bank, Xac Bank

Bank-related securities companies are also major players in the retail government bond
market. Tenger Capital gains 68% of share in accumulated amount for the period of 23
Dec-24Feb. TDB Capital and Golomt Securities are ranked #3 and #4, respectively.

Table 1-8 Trading value of retail government bonds, 23 Dec 14-24 Mar 15

Sales M/S
Tenger Capital 75,937 64%
TDB Capital 17,735 15%
Ard Capital 10,004 8%
Golomt Securities 7,820 7%
BDSec 4,106 3%

Source: MSE

(3) Investors

Activities by Mongolian investors were slower for 2014. Although there are around 780,000
accounts at MSCH&CD, most of them are account holders that are allocated ETT shares, in
our understanding. There are roughly 20,000 retail investors, but only 10,000 active
investors, according to Mongolian Association of Securities Dealers.

There are almost no domestic institutional investors in Mongolia. Potential domestic
institutional investors are insurance companies, but insurance companies do not have any
exposure to shares so far. US-based Firebird is known as one of major overseas institutional
investors in Mongolia, but overseas investors activities are also limited, due mainly to the
current inactive market.

(4) MSE

Since Junl4, MOF becomes controls MSE as its sole shareholder, replacing SPC. MOF and
MSE appear to have discussions closely for revitalization of MSE. For 2014, the team
forecasts that MSE incurred loss for the third consecutive year, as a result of weak market
sentiment.

MSE has taken a couple of new measures in the past year, in an effort to reform the market.
First, MSE categorized all listed stocks in three groups. Companies under Classification 1
will be regarded as globally-comparable quality stocks. Those under Classification 2 are
mid-sized stocks, while stocks under Classification 3 are small cap counters and companies
that do not meet requirements. There is none for Classification 1, 89 for Classification 2 and
148 for Classification 3.

Second, retail government bonds are now sold and traded at MSE. Government bonds

which are auctioned in a preceding week, are sold at MSE for retail investors since Novl4.
Secondary trading of retail government bonds started in Janl5. Currently there are three
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maturities of 12, 28 and 52 weeks for retail government bonds, and they attract retail
investors with a high-yield of 14-16%, which is sometimes slightly higher than bank deposit
rates. In fact, amount of retail government bond sales exceeds that of shares in the past four

months.

Figure 1-4 Trading value of shares and retail government bonds
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MSE is considering commodity futures and currency futures as new products. MSE
apparently thinks that Commodity futures have potential, given relatively active Mongolia
Agriculture Commodity Exchange. For currency futures, the team has impression that MSE
studies Kazakhstan Stock Exchange’s experiences. KASE’s trading value for 1Q14 reached
US$65bn, 74% out of which was derived by currency futures, according to KASE.

Table 1-9 Mongolian Agriculture Commodity Exchange

Description
Established 2013
Trading value, 1H14 MNT 450bn

Products

Cashmere (90% of total), wool, oilseeds

Responsible agencies

Ministry of Industry and Agriculture, FRC

Source: various

Table 1-10 Breakdown of trading value at Kazakhstan Stock Exchange, 1Q14

Currency 74%
Shares 0%
Corporate bonds 0%
Government securities 2%
Repo (corporate securities) 1%
Repo (government securities) 24%
Total 100%

Source: Kazakhstan Stock Exchange



I1. Five expected outcomes and JICA Consultant team’s cooperation

1. Effective Policy Committee for vitalization of the capital markets

(1) Review on the current situation in Mongolia

FRC has established the Non-standing Policy Committee in September 2014 by the order of
the Chairman of FRC as shown in the below. Main role of the Non-standing Policy
Committee is to have deliberation on important issues on the capital market development,
policy, regulations and other related matters, and to issue recommendation on such issues.

There are thirteen members in the Committee. According to what we heard in January 2015,
Vice Chairman of the FRC took a role as the Head of the Committee. Senior Supervisor of
the Securities Market Department and the head of Capital Market Policy Planning Division,
was the secretary of the Committee. The members were assigned by FRC Chairman’s order
as shown below.

Order of the FRC Chairman.
About establishing the Policy Committee:

According to the items 3.2, 4.2 of the Charter of FRC, approved by the Parliament
Resolution #45 of 20086, it is ORDERED that:

1. In order to discuss the issues on capital market development, policy, regulations and
other related matters, to elaborate recommendation and comments on necessary issues,
establish the non-standing Policy Committee for Capital markets with below persons:

Head of the Policy Committee: Daajamba B. FRC Commissioner and Vice Director
Members of the Policy Committee:

Jambaajamts T. Acting head of the Securities department of FRC

Ganbat D. Head of the Supervision Department, Bank of Mongolia
Nyamaa B. Head of the Capital markets and insurance policy department, MoF
Angar D. Acting CEO of MSE

Gandulam T. CEO of MSCH &CD

Ulziibayar B. Board member of MASD

Burenjargal Ts. CEO of MASD

LkhagvadorjB. Board Chairman of BDSec

Altantsetseg B.  Economics teacher of Economics School, National University of

Mongolia

Ganzorig A. Economics teacher of Economics School, National University of
Mongolia

Unenbat J. CEO of Corporate Governance Development Center

Ganzorig U. President of the Capital Markets Association

Secretary: Tumenbayar Sh., Senior Supervisor, CM Policy and Planning Division, Securities
Department of FRC

2. Assign the Head of the Policy Committee /Daajamba B./ to take necessary measure for
establishing and enacting the committee.

3. Assign the Head of the Policy Committee /Daajamba B./ to provide guidance and
supervision on the committee activities and report and present the necessary issues to
FRC Meeting.

By Chairman of FRC Mr. Bayarsaikhan D.




Although the team does not have the latest member list of Policy Committee, the new
responsible department for the committee is Market Development Department.

By January 2015, four meetings have been held since the establishment of the Committee.
The first meeting was to make an introduction of members and role of the Committee to all
members. The other three meetings were held on ad-hoc basis, depending on the current
and urgent issues which FRC thought should be discussed among the major stakeholders
and the academic experts. The topics of discussion and recommendation in the Committee
are: split of function of CSD, tax policy to promote the capital market, privatization of state
owned companies listed in MSE, private pension funds, etc. (see Appendix 1)

According to a member of the Committee, a couple days before the meeting being held,
related documents for discussion are sent to each member by FRC. Summary of the
meetings is disclosed on the FRC website in Mongolian but not in English?.

Although FRC submitted recommendations of the Committee to the Parliament and the
Government, it seems that these recommendations are not considered very seriously by
them, and none of these recommendations has come into effect up to now. This is because
the Policy Committee is regarded as non-standing and is not officially institutionalized yet,
and also, perhaps more importantly, thorough discussion with a wide range of viewpoints
has not been made within a very short time-frame of the past meetings.

Hence, it will be very important for FRC to formalize the Policy Committee as an influential
advisory institution in the capital market and to improve operation of the Committee in
more effective manner.

(2) Possible solutions

Taking into account the fact that the capital market in Mongolia is at a very early stage of
development and a wide variety of issues needs to be discussed and resolved by only a
limited number of people who have sufficient knowledge and experience on the capital
market, the team has to say it would be difficult for FRC to emulate the structure and
operations of the Financial System Council in Japan (described in Appendix 2) entirely.
However, in order for FRC to strengthen the authority of the Policy Committee and to
improve the Committee’s operation, the team believes the following measures should be
considered to be taken in the near future.

a) To institutionalize the Policy Committee as a formal and independent
advisory body for the FRC

Firstly, it is important to institutionalize the Policy Committee as a standing body, and
some type of rules or regulations on roles & functions of the Committee should be issued
when necessary. As illustrated in the case of Financial System Council in Japan, such rules
or regulations should stipulates major tasks, organization, appointment of members, etc. of
the Committee.

Also, such Committee should be regarded as an independent body which would make
recommendation to the government from the perspective of the third party. In this regard,
it would be desirable that the head of the Policy Committee be a person with an
independent standpoint.

1 Bank of Mongolia (BOM) has Monetary Policy Committee consisted of 14 members
including 7 BOM management people, 3 academic experts and 1 MOF official and 3
from the financial industry associations. Monetary Policy Committee was held four
times in 2014, and “statement” or decision in the Committee is disclosed on BOM’s
website both in Mongolia and in English.

10



b) To set up an appropriate meeting schedule which enables the members to
analyze a specific issue and deliberate it thoroughly

As indicated in the current operations of the Financial System Council, its Sectional
Committees and several Working Groups in Japan, the team supposes that members of the
Policy Committee need to have more time and wider-ranging viewpoints to make thorough
discussion and deliver an opinion which is effective and constructive for the development of
the capital market in Mongolia. In other words, the Policy Committee needs to have
sufficient consensus building process, especially for important issues which are very new to
the Mongolian capital market or which could have large influence on the current and future
market players. For a certain type of issue, it would be more effective to invite industry
professionals who make presentation or explanation on the current situation of the issue, in
order for the members to have better understanding on the issue. Each issue should be
discussed in the Committee at least [three] times within a certain time frame before
submitting a recommendation or a report to the Chairmen of FRC.

c) To enlarge the members of the Policy Committee

It would be difficult for each member of the Committee to have thorough understanding
and give an independent opinion of all the issues discussed in the Committee. At the same
time, considering a limited number of professional people and academic experts of the
capital market in Mongolia at this stage, it would not be realistic to have Sub Committee or
Working Group for each of a specific issue.

Hence, the team believe that it would be important to enlarge the members of the
Committee so that at least some member(s) could have profound knowledge and actual
business experience (either in Mongolia or abroad) on an issue. Inviting more professionals
from the private sector including large companies listed at MSE or at overseas stock
exchange, institutional investors, banks, law firms, etc. could be an option. Also, including
expatriates or foreign professionals working in Ulaanbaatar could be considered to learn
from experiences abroad.

d) To disclose minutes of the Policy Committee both in Mongolian and in
English

It will get more and more important for FRC as a regulator to earn stronger trust from the
financial industry and the public. In order to achieve that, FRC needs to be more
transparent when making an important decision which affects the current and future
businesses of players in the capital market. Sharing information on the current progress of
a specific issue could also be helpful to enhance knowledge level of professionals in the
capital market.

In this regard, the team believes that it would be important to disclose information of the
Policy Committee as much as possible, including minutes and relevant documents of
meetings, both in Mongolian and in English.

(3) Probable technical cooperation activities under JICA program

In this JICA project, a FSA person, who is in charge of the Financial System Council in
Japan, will be able to provide helpful information to FRC on its experiences and efforts in
operating the Council since 1998.

In addition, depending on a specific topic discussed in the Policy Committee, FSA, an
industry professional or an academic expert will be sent from Japan as an outside lecturer
(or as a non-standing member) of the Committee.

The JICA consulting team will help FRC to institutionalize the Policy Committee as an
independent advisory body, give advice on appropriate and effective operation of the Policy
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Committee and suggest possible outside lecturer from Japan.

Based on discussions with FRC, MSE and the market participants, possible issues to be
discussed further in the Policy Committee are:

» Taxation related to the securities market

» Introduction of derivative products in MSE

Enhancing research and planning capability at Market Development Department is an
additional request that FRC expects support from the team. The team will discuss with
JICA on this matter.
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Appendix 1: Recommendations by the Policy Committee in the past meetings

Recommendation #1

In regard to the Government Resolution # 292, dated on September 18, 2014,
about the measures to be taken for the “MSCH & CD” LLC., the Policy Committee
recommends following:

1. Separating some of the functions of the “MSCH & CD”, and transferring them
to the new entity will bring significant changes in the securities clearing,
settlement and deposit in the country, and the impact on the overall market
infrastructure may be significant. Therefore, in order to avoid any systemic
risk, any distortion or confusion in the market, and any damage to clients and
investors, it is recommended that there should be a Working Group
established and shall be composed of the representatives from the professional
institutions and all other market participants, and the implementation of the
resolution shall be conducted based on the comments and conclusions of that
Working Group, and if deemed necessary, the implementation shall be done
by stages/phases.

2. The “MSCH & CD” is a special object that contains secret and confidential
information of the State as well as individuals and thus it is under the
protection of State security guards. It is recommended that the Government
shall resolve the due care issues to make sure there is no leakage of any
confidential information to any third party during the process of transferring
some of its functions to the new entity.

3. Although it is appropriate to separate the securities settlement function as an
independent entity as stated in the item 4 of the abovementioned resolution, it
is not appropriate to have it under 100% control of a securities trading
organization. Instead, the Government and Ministry of Finance should own its
shares, and coordinate and direct those three companies of securities trading,
central depositary of securities and securities settlements. Because, the
securities settlement entity will not only conduct MSE trading settlements, but
also the settlements for other trades that are conducted on the Commodity
exchange and OTC market. Therefore it is inappropriate to have the MSE own
all of its shares.

4. To ensure that there is no increase in the fees charged from market
participants, investors and clients due to shifting the securities settlement
function to a separate entity.

5. Keeping its main activities (settlement, title registration, safekeeping of
securities) that require a lot of work to transfer at the current company, and
separate other activities by shifting them to the new entity is the key leverage
for maintaining the normal flow of the company and also avoid any potential
systemic risk. In other words, the current company shall continue to
undertake the safekeeping of securities, registration of titles to the securities,
and the securities settlement function shall be transferred to the new entity.
This will be the optimal solution for the time being, and if necessary, the
relevant decisions should be altered accordingly.

Recommendation #2

In order to stimulate the capital market development, the Government should
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implement a policy on increasing the demand and supply in the capital market
products, and in this regard, the Policy Committee is recommending the
followings to the Parliament and the Government:

One: Promoting supply and demand in the market through tax/fiscal
policy
It is recommended to offer tax credits or discounts for IPO companies.

1.1. _For the Issuing company:

1.1.1. To offer a corporate income tax discount or scaled tax rate for an IPO
company depending on its trading volume during the first 3 years since
IPO. Example: for a company that raised 10 billion by issuing securities
(either IPO or bond), a 5% corporate income tax can be levied during the
first 3 years, and if the raised fund exceeds 10 billion, then the tax is
waived during the first 3 years. Or, for new securities offering, a discount
tax rate for the first 3 years, and furthermore, the current 10% and 25%
rates can be lowered to 5% and 10%.

1.1.2. For businesses that are based on public interests (i.e. banks, mining
companies, telecommunication companies), if they become a listed
company, a tax waive can be applied for certain period of time.

1.1.3.  The current 10% tax on capital gain is discouraging the investors’ interest
in this type of financial products. Thus, the tax on capital gain shall be
waived until January 15t of 2021, or for capital gains earned over up to 2
years of holding period, the tax rate should be 5%, and for capital gains
earned over 2 and more years of holding period, the tax should be waived,
or the rate should be lowered depending on the length of holding period.

1.1.4. For companies, the tax on dividend income earned by investing in a public
company shares should be waived until January 15t 2021.

1.2. For Individual Investors:

1.2.1. The capital gain tax for individual investors shall be waived until January
15t of 2021, or for capital gains earned over up to 2 years of holding period,
the tax rate should be 5%, and for capital gains earned over 2 and more
years of holding period, the tax should be waived, or the rate should be
lowered depending on the length of holding period.

1.2.2. For individual investors, the tax on dividend income earned by investing in
a public company shares should be waived until January 1t 2021.

Two: Trading of the shares of State Owned Companies that are listed
on MSE

According to an official survey, there are 1,965,759,932 shares of 21 companies
that are 100% State owned; and 72,552,967 shares of 16 companies that have state
ownership to some degree. However, there is no market capitalization calculated
for the 100% state owned companies. The State ownership portion in those
partially state-owned companies constitutes 31% of the total market capitalization
of the securities market. This is something we need to pay attention to.

Although abovementioned companies are listed on the MSE, their shares are not
traded. The actions to start trading these shares need to be taken. By trading the
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shares owned by the State, the total trading volume of the market, investment
activities and the number of investors in the market will increase, and it will
enable an environment for determining more accurate market value of the
securities, and thus furthermore lead to better corporate governance practices,
and evolvement of large national companies.

Three: Use of the securities market infrastructure and ensuring
higher valuation of the shares when conducting the privatization
activities of the State owned companies

The development of the securities market is related to the privatization program of
the country. Conducting the privatization of the state owned companies through
MSE, using its infrastructure and systems will enable significant fund raising by
attracting many investors. Moreover, it will help stimulating the market activities
and thus contribute to the economy.

It is not sufficient to privatize only 4 companies out of the 22 state-owned
companies included in the privatization list submitted by the Government to the
Parliament. It is recommended to increase the number of state-owned companies
to be privatized.

It is resolved to trade the Government bonds via MSE, and offering the shares of
the state-owned companies in the same manner will help boosting the investor
confidence.

Four: About Private Pension Fund activities

It is an international common practice to put the idle funds of pension funds into
the securities market. We need to do the same, by moving some of the idle fund of
the pension fund that are invested as deposits at commercial banks and earning
less return. We need to do this urgently. For this, it is recommended to modify the
investment policy of the fund, stating specifically that the fund should invest only
in the shares of those companies that have stable operations and are in compliance
with the international standards of corporate governance. Pension funds are
usually the biggest investors and also they monitor the company operations well.
With the presence of this type of large investors, confidence of the minority
shareholders can be increased and thus stimulate the market activities and
improve the liquidity of the shares.

On the other side, the need to adopt a law on private pension fund arises along
with the capital market development. Establishing the ground for private pension
funds will enable the evolvement of large, sophisticated investors. Promoting the
presence of large professional / sophisticated investors in the market will bring in
a lot of progress in the development of the market.

Five: Ensuring the sustainability of the macro-economy

It is considered that macro-economic situation is the key indicator of the state of a
country’s financial sector. Mongolian economy is facing a slowdown during last
year, double digit inflation, MNT depreciation and these factors are increasing the
investment risks.

The development and stability of the securities market help addressing the
financial matters of the businesses in real sector and also attract foreign investors.
These will, in turn, contribute to the sustainability and the long-term growth of the
economy.

The Policy Committee hopes that the Government will take actions according to
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these recommendations.

Appendix 2: Financial System Council under FSA in Japan

Overview of Financial System Council

Financial System Council was established in 1998 based on Financial Services Agency
Establishment Act.

According to Article 7 of the Act, main role and functions of Financial System Council is (1)
to have deliberation on important issues related to financial system improvement, etc.
based on a request from the Prime Minister, the Commissioner of FSA or the Minister of
Finance, (2) to deliver an opinion on the above issues to the Prime Minister, the
Commissioner of FSA or the Minister of Finance, and (3) to have deliberation on important
issues related to Compulsory Automobile Liability Insurance System with request from the
Prime Minister or the Commissioner of FSA. In addition, the Council’s role is to deliver an
opinion on interest rate adjustment to the Prime Minister, the Commissioner of FSA, the
Minister of Finance or Policy Board of the Bank of Japan, and to have deliberation on issues
related to Certified Public Accountant System with request from Prime Minister or the
Commissioner of FSA.

Members of the Financial System Council are appointed by the Prime Minister with
approval from the both houses of the Diet, and the members should exercise their
authorities independently from major stakeholders, and each member must not be a board
member of any political organizations. Term of the members is three years.

Deliberation process should be disclosed annually.

The following is an organization chart of Financial System Council, and there are four
sectional committees, each focusing on different and specific issues.

Source: FSA’s website

Financial System Council Order

Under Article 7 of the Financial Services Agency Establishment Act, there is Financial
System Council Order which stipulates organization, appointment of members, etc. of the
Financial System Council.

According to the Order, the Financial System Council should be organized with less than
thirty members, and an ad hoc member or an expert member could be included in the
Council when needed.

Chairman of the Council should be chosen by the members of the Council. Term of
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members is two years. Also, Chairman of the Sectional Committee on Financial System and
on Interest Rate Adjustment should be chosen by the members of the Sectional Committee.
Working Group could be organized under the Council or the Sectional Committee.
Members of the Working Group should be chosen by the Chairman of the Council or the
Sectional Committee.

The Financial System Council cannot hold a meeting and make a decision without majority
of the members.

In order to carry out its task, the Council is able to request cooperation to the top of related
governmental organization for submitting documents, providing a relevant explanation,
etc.

Current operation of the Financial System Council

Currently, there are seventeen members in the Financial System Council. Professor
Naoyuki Yoshino of Keio University Economics Department is the Chairman of the Council.
Ten members including Professor Yoshino are academic experts, two from consulting
companies (Boston Consulting Group and Nomura Research Institute), two from private
companies (Mitsui Sumitomo Insurance and Mitsubishi Corp), one lawyer, one from
Japanese Trade Union Confederation, and one from voluntary consumer organization.

The Financial System Council and the Sectional Committee of Financial System are held
twice or three times a year. Recently, the Council and the Sectional Committee have been
held concurrently. As of January 2015, there has been thirty-three meetings for the
Financial System Council and twenty-one meetings for the Sectional Committee of
Financial System. Minutes and discussion materials of meeting are disclosed on FSA’s
website.

There are several Working Groups under the Financial System Council or Sectional
Committees, including Working Group on Investment Management, Working Group on
Sophistication of Payment and Settlement Operations, Working Group on the Mid- and
Long-Term Roadmap of the Financial Industry in Japan, Working Group on the Provision
of Risk Money to Emerging and Growing Companies, Working Group on the Provision of
Insurance Products/Services, etc. Generally, such working groups are held more frequently
compared to the Financial System Council. For example, Working Group on Investment
Management which started October 2014 has been held five times in three months. Also, in
case of the Working Group on the Provision of Risk Money to Emerging and Growing
Companies, before finalizing the draft report, eleven meetings were held within six months.
Similar with the Financial System Council, minutes and discussion materials of every
meeting are disclosed.

The chart below is a summary of operations of the recent Working Groups.

Name of the Term / # # of examples of outside lecturers
Working Group of members /
(WG) meetings Head  of
the Group
WG: Investment Oct2014 - 17/ Nomura Institute of Capital Markets
Management / Mr. Kanda, Research, SESC, National Consumer
6 prof.,, Univ. Affairs Center, Nippon Technology
of Tokyo, Venture Partners, The Japan
Graduate Academic Society for Ventures and

school of law Entrepreneurs, Japan Federation of
and politics  Bar Associations, Japan Venture
Capital Assoc., etc.
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WG: Sophistication

of Payment and
Settlement
Operations
WG: Mid- and

Long-Term
Roadmap of the
Financial Industry
in Japan

WG: Regulation on
Insider Trading

WG: Regulation on
Investment Trust
and Investment
Corporation

Oct 2014-
/10

Jun 2011
- May
2012/

14

Jul 2011-
Dec 201 /
5

Mar
2012-Dec
2012/

13

23/

Mr.
Iwahara,
prof.,
Waseda
Univ. Law
School

21/

Mr.
Yoshino,
prof.,, Keio
Univ.
Economics
Dept.

16/

Mr. Kanda,
prof., Univ.
of  Tokyo,
Graduate
school of law
and politics
18/

Mr. Kanda,
prof., Univ.
of  Tokyo,
Graduate
school of law
and politics

18

NTT Data Group, Japan Bankers
Assoc., The Japan Research
Institute, Fujitsu, Bank of Japan
(BoJ), Deloitte Tomatsu Consulting,
JCCI, National Consumer Affairs
Center, The Center for Financial
Industry Information Systems, etc.
Bank of Tokyo-Mitsubishi UFJ,
Tokio Marine Holdings, Daiwa
Securities, Japan Center for Intl
Finance, @ Sumitomo  Chemical,
Mitsubishi Corp., HSBC, JPMorgan,
Goldman Sachs, Citigroup, BoJ,
Dogan Advisors, The Kagoshima
Bank, Sumitomo Mitsui Asset
Management, Japan Assoc. for
Financial Planners, MorningStar,
Carlyle Japan, A.T.Kearney, Nomura
Research Institute, etc.
Tokyo Stock Exchange,

Tokio Marine Holdings,
Holdings, Keidanren, etc.

JX

NRI, Nomura Institute of Capital
Markets Research, Deutsche Bank
Group, Assoc. for Real Estate
Securitization, SMBC Nikko, etc.



2. Improving FRC’s capacity for regulation and supervision of capital markets

(1) Review on the current situation in Mongolia

Regulation and supervision for market intermediaries, including securities brokers/dealers,
underwriters, investment funds etc., used to be covered by FRC’s Capital Market
Intermediaries Division under Securities Department, but now its responsible department
is newly-established Supervision Department. Capital market intermediaries are to be
supervised by Securities Supervision Division (SSD) under Supervision Department.

SSD conducts on-site monitoring for major intermediaries, from time to time. It appears
that frequency of on-site monitoring is not fixed, typically once in a couple of years. Main
purpose of on-site monitoring is to inspect capital market intermediaries if they comply
with laws, rules and regulations.

Financial data is not scrutinized by its off-site monitoring. SSD does not have access to
capital market intermediaries’ financial data, except for semi-annual/annual financial
reports submitted by intermediaries. Resolution N0.457, issued in November 2013, defines
data that securities companies need to submit on a monthly basis, but it is mostly trading
data and does not key financial numbers.

Moreover, no of staff in SSD is only 9, compared to 62 brokers/dealers, 25 underwriters
and 16 investment advisory companies. In addition, SSD is also responsible for supervision
of around 300 listed companies, in addition to intermediaries including securities
companies, custodian banks, commodity brokers, MSE and MSCH&CD.

(2) Possible solutions

For better results by its limited staff count at SSD, FRC plans to change its supervision to
risk-based supervision from compliance-based. Risk-based supervision is increasingly
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common for financial regulators globally, and the team thinks that FRC’s attempt to
implement risk-based supervision is a positive move. By risk-based supervision, regulators
are supposed to supervise high risk-profiled targets (securities companies, for instance)
more than those who are low risk-profiled. Although FRC received some support from
World Bank for risk-based supervision in the past, that was more or less theoretical inputs,
and the team observes that SSD needs further support for what to do in implementing
risk-based supervision.

(3) Probable technical cooperation activities under JICA program

The team suggests that a training course will be necessary for FRC to understand basics for
risk-based supervision. The team believes that it will be a simple formula for the time-being,
given that Mongolian securities companies’ operations are mostly brokerage of shares and
sales of government bonds, while underwriting and dealing activities are limited.

The team proposes that the first training course on this matter should include the basic
framework of risk-based supervision, what kind of data and materials FRC needs to collect
from securities companies, and basic financial data analysis. Eventually manuals on
risk-based supervision will be necessary. The team understands that a manual for on-site
supervision is being developed by Risk Management and Policy Regulation Department.

The team believes that FSA will dispatch its experts for a training course on risk-based
supervision to share knowledge and their experiences with FRC. The first training course in
Mongolia is tentatively scheduled for 27 April to 1 May 2015. The team proposes that the
course will consist of three topics: a) basic framework of risk-based supervision and FSA’s
experiences; 2) data/materials collection from capital market intermediaries; and 3)
introduction to financial data analysis of capital market intermediaries.

In addition, technical cooperation by the team, FSA and other Japanese experts is expected
in the area of the following issues:

a) Rules and guidelines under Securities Market Law and Investment Fund Law
b) Law enforcement

¢) New financial products

d) Supervision of custodian banks

e) Implementing alternative dispute resolution

f) Improving disclosure for listed companies

g) Better quality of client services by securities companies
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Appendix: Guidelines for on-site inspection/supervision of securities firms
(brokerage and dealer firms)

1.
1.1

1.2.

1.3.

1.4.

2.1

2.1.1.
2.1.2.
2.1.3.

2.14.

General

The purpose of the supervision is to ensure the compliance of the regulated entities
to the Securities market law and other related laws and regulations, and to assess
and correct any incompliance if any.

Inspection has to be conducted by the inspectors in accordance with this guideline.
Inspection team:

Head of the team:

Members of the team:

The time period covered by the inspection:
The dates/period of the inspection to be conducted:

The head of the team will be in charge of organizing the team (working group),
ensuring the coverage of all the aspects stated in the guideline, conducting the
inspection well, and timely reporting the results to FRC.

The management of the regulated entity will let the inspection team to conduct the
inspection, and provide the necessary information in a timely and complete manner.

Preparation of the inspection

Prior to the inspection, the person in charge of the company shall provide following
documents to the inspection team:

Company charter and operation’s manual

Findings on off-site supervision on the company

Any petition, complaints received from clients about the damages they incurred due
to the wrongdoings of the company and/or its employees.

Previous feedbacks and responses given from FRC to the company’s financial
statements and filings.

The scope of the inspection activity

Regarding the enforced rules and regulations

Check whether the company charter is registered at the state registration and any
amendments are approved by the relevant authority, and the version that is kept at
the company is the same as the one kept at FRC (shall have no discrepancy between
those copies).

. Check whether the internal rule and code of the company that are required by FRC

are in compliance with the relevant laws and regulations, and are followed/ enforced
accordingly in its operations.

. Check whether the internal audit function of the company is efficient and in

accordance with the relevant regulations.

Check whether the company paid the required fees

Check whether the company adopted a rule on Anti-money-laundering, and is
complying with the rule in its operations.

. Check whether the company is reporting to the Financial Information office in

accordance with the FRC regulation on “Client identification Process and reporting
of suspicious transactions” which was approved by the FRC resolution # 253, dated
on November 23, 2009, and amended by the FRC resolution # 272 of 2010.

If the inspection was being conducted due to any issue reporting to FRC, the scope of
the inspection should be determined, and the inspection shall be conducted
accordingly.
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3.1.8. The inspection team shall advise and inform the company management about any
updates or amendments on relevant laws, regulations and also new rules and
regulations.

3.2.  Regarding the main activities / operations

3.2.1. Check whether the company is in compliance with the documentation requirements
of all the processes that range from receiving client orders to recording and
accounting of the securities transactions, set by FRC, and properly kept and secured
the risk of loss and damage to those documents/files.

3.2.2. Check whether the activities such as receiving orders, conducting and canceling of
orders are in compliance with the relevant laws and regulations, and there is a daily
internal control function on monitoring the orders received/given during the trading
process, the price of the securities etc.

3.2.3. Check whether the company provided information about its employees and related
parties to the database of the FRC, and whether the company conducts any control
and monitoring on the use of inside information, and prevents any exploitation of
such information.

3.2.4. Check whether the company ensures the safety and confidentiality of information.

3.2.5. Check whether the company is submitting the required information to the FRC’s
information database, and keeping the required forms and records.

3.2.6. Check whether the company is providing the clients with necessary information,
whether the company is doing any activities to help the clients have better
understanding of the market.

3.2.7. Check whether the company is providing any services for organizing the shareholder
meeting, dividend distribution, share repurchases,/if so, the content of that service
agreement is in compliance with the relevant laws and regulations/

3.2.8. Check whether the company is addressing the complaints from the clients

3.2.9. Check how the company is keeping the record of “power of attorney”, and check
whether the time period and the scope of all the “power of attorney” are still valid.

3.2.10.Check whether the company is providing the information stated in the Article 57 of
the Securities Law to FRC and the clients.

3.2.11. In terms of publicly disclosed information, check whether the company is in
compliance with the FRC regulation on “Marketing activities of a regulated entity”,
approved by the FRC resolution # 370 of 2013.

3.2.12.In terms of archiving of accounting and bookkeeping records, check whether the
company is in compliance with the clause 52.2 of the Securities Law.

3.2.13.Check whether the company has a contract with an audit firm that is registered at
FRC according to the clause 53.1 of Securities Law, and whether the audit firm is in
compliance with the clause 53.2 of the Securities Law.

3.2.14.Check whether the information disclosed to public is proper, accurate, and the
resource and distribution channels are in compliance with the RC regulation.

3.2.15.Inform and warn the company about the amendment in the Criminal Law about
imposing criminal sanction on actions such as trading on the insider information,
market manipulation, initiating transactions with no change of owners, providing
fake information, starting from February 09, 2014.

3.3. Regarding Financing, Equipment and HR matters

3.3.1. Check whether the company is in compliance with the prudential ratio criteria

3.3.2. Check whether the loss reserve/provision is sufficient to the level set by FRC, and
whether the company rule on compensating any damage to the clients from the loss
reserve is effectively enforced.

3.3.3. Check whether the management, internal audit personnel, and employees of the
company are licensed by FRC and obtained the professional indemnity insurances.

3.3.4. Check whether the workplace, equipment, software meet the standard/requirement
set by the regulation on “Licensing of regulated entity”, approved by FRC resolution
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3.3.5.

3.3.6.

3.3.7.

4.2.

4.3.

#506 of 2013, and the regulation on “Operations of a regulated entity”, approved by
the FRC resolution #7 of 2014.

Check whether the documentation of accounting and bookkeeping activities are in
compliance with the relevant laws, regulations, and IFRS standards.

Check whether the company regularly submitted its financial statements in a timely
manner in accordance with the regulation approved by FRC resolution #454 of 2013.
If the regulated entity is undertaking other types of regulated activities, check
whether the other activities meet the requirements set by the Securities law, and FRC
regulations.

Reporting the result of the inspection

The report of the inspection shall be finalized within 10 working days since the end
of the inspection and be presented to the Head of the Securities Department.
Recommendations on correcting any incompliance revealed during the inspection
shall be given to the company with a specified timeframe to correct. This
recommendation shall be attached to the inspection report. The head of the
inspection team will report the fulfillment of the recommended actions given with
the specified timeframe to the Head of the Securities Department in a consolidated
manner.

The reports of inspections made in 2014 shall be presented to FRC.

SECURITIES DEPARTMENT
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3. Writing a concept paper on self-regulatory organization

(1) Review on the current situation in Mongolia
Under the Securities Market Law, MSE is designated as one of the SRO; however, the actual
transformation process of MSE as an organization into SRO has not yet started.

There are differences in how the stock exchanges act as a self-regulatory body depending on
the country, but generally can be classified into two groups: 1) regulation on listing, and 2)
regulation on trading.

The first classification involves activities related to listing probation and activities related to
examine the adequacy of those companies listed. The activities related to listing probation
for instance in JPX is rather a ceremonial event where final screenings take place
including official meeting with management of soon-to-be-listed companies since most of
the necessary check-ups regarding listing requirements are conducted by underwriters. It
will also be ideal for MSE to act such way given its capacity; however, the current
surrounding situations such as the limited capacities on the securities houses and limited
staff count in MSE are the bottlenecks. On the other hand, the activities concerning
verification of the adequacy of those already listed companies should be conducted
effectively by the MSE with reasonable responsibility, it can be achieved via modifying
and/or implementing its mandates stipulated on the relevant law.

Activities regarding regulation on trading include monitoring activities towards member
securities companies’ financial soundness and whether they are complying with laws, rules
and regulations, as well as checking investors’ wrong-doings. It is advisable to demarcate
the actual details during the monitoring process of securities companies with those of FRC.
Monitoring of investors has been enhanced via the MIT surveillance system which was
implemented in 2012.

In addition to MSE, Mongolian Association of Securities Dealers (MASD) is expected to
play a major role in regulating the market as an SRO. The team understands that MASD is
preparing rules and regulations as an SRO. Given that MASD is an association of securities
companies, the team expects for MASD to self-regulate member companies’ behavior,
especially that of sales representatives. Sharing ethics with securities sales representatives
is important to improve investors’ confidence.

(2) Possible solution

The team thinks that the first step should be building consensus for SRO among Mongolia’s
stakeholders. Setting up a working group is a good idea to discuss roles of each regulatory
organization — FRC, MSE and MASD. FRC is a regulator, MSE and MASD are SROs. A
concept paper on SRO will be prepared and shared by stakeholders, when the working
group reaches consensus.

(3) Probable technical cooperation activities under JICA program
After assisting the working group for SRO and writing the concept paper, the team plans to
hold a training course in Mongolia as well as in Japan for relevant stakeholders. Main
beneficiaries will be MSE, MASD and FRC, but the team believes that other stakeholders
including listed companies also need to learn about the new regulatory framework for the
capital market. The team also plans to host a seminar on SRO.

The team expects supports by experts from Japan Exchange Group (JPX) and Japan
Securities Dealers’ Association (JASD). JPX separated its SRO function to another
organization called Japan Exchange Regulation (JPX-Regulation) in 2008 (then called
Tokyo Stock Exchange Regulation) and the team believe that it will be helpful for MSE to
learn from JPX-Regulation how the company managed to enhance its SRO function. The
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team also thikss that JASD will be able to provide plenty of useful knowledge and
experiences as an SRO, which continues to enhance its function in light of variable
securities market.
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4. Increasing IPO and promoting dual-listing of Mongolian companies

(1) Review on the current situation in Mongolia

Equity financing activities through MSE have been stagnant in recent years and there seems
to be almost no immediate deals in the pipeline, even after the introduction of the new
Securities Market Law in January 2014. This is due not only to the macroeconomic
momentum affecting the investor sentiment, but also to several fundamental issues
inherent in the current capital markets in Mongolia. In this section, observations by JICA
Consultant team (hereafter ‘the team’) on the current situation of equity financing in the
Mongolian are introduced from five perspectives --- security issuers (listed companies and
potential issuers), investors (institutional and retail), intermediaries (brokerage firms and
underwriters), stock exchange (MSE) and the regulator (FRC).

a) Listed companies

As of the end of 2014, there are 237 listed companies at MSE, 150 less than the end of 2006
(Figure 2-1). The decrease is due largely to the recent effort by FRC and MSE to delist the
companies which failed to fulfill the legal requirements to stay listed. In 2013 and 2014, 68
and 25 companies were delisted, respectively. (See also Table 2-1 and 2-2 for the complete
list of the companies listed at, and delisted from, MSE. Definitions of three classifications in
Table 2-1 are detailed in (d) MSE, later in this section.)

Figure 2-1 Number of companies listed at MSE

387 383 376
358

336 330 328 323

237

2006 2007 2008 2009 2010 2011 2012 2013 2014
Source: MSE
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Table 2-1 Listed companies by classification (as of February 20, 2015)

I Classification 79 HHN Kharkhorin 68 JGV  Juulchin Gobi
80 HSR Khasu Mandal 69 BLG Zavkhan Bayalag
(None) 81 HSX Khishig Uul 70 ZVH Zavkhan teever
11 Classification 82 AHH Khorin Khoyordugaar Baaz 71 ORG Zavkhan teekh
83 HGN  Khukh gan 72 ZSB  Zoos bank
1 AAR Autozam 84 TSA Tsagaantolgoi 73 ZOO  Zoos goyol
2 AOI  Autoimpex 85 SHG Sharyn Gol 74 INT Ingettolgoi
3 ATI  Agrotechimpex 8 SHV  Shivee Ovoo 75 IHN  Ikh nuur
4 ADL Aduunchuluun 87 ETR E Trans logistics 76 IHU  Ikh uusgel
5 APP  Asia Pacific Properties 88 IND  Erdenet-Zandan 77 MNG Mandalgobi impex
6 APU APU 89 SVR Erdenet Suvarga 78 MMH Machine mechanism
7 EER Arig gal 79 MNB Mon Nab
8 ATR Atar-Urguu 111 Classification 80 MDZ Mongol diesel
9 BAN  Baganuur 81 MSR  Mongol Shir
10 BNG Bayangol Hotel 1 AZZ AZZAN 82 MEG Mongol EEG
11 BTG Bayanteeg 2 ERD Ajlyn Khuvtsas 83 MTZ Mongolian railway
12 BDS BD Sec 3 ALD Azyk 84 HAM Mongoliin khugjil undesnii negdel
13 HHC Bishrelt Industrial 4 ALM Almaas 85 HBJ Mongolyn hurungiin birj
14 BHL Buunii hudaldaa 5 ALA Altai 8 MSV  Monsav
15 BHG Bukhug 6 AZH Altain zam 87 AZA Munkh Jim
16 GTJ  Guril tejeel Bulgan 7 ANO  Anod bank 88 NDS Nalaikhyn dulaany stants
17 BEU Berkh Uul 8 ABH Ar Bayankhangai 89 NIE Noyot Khairkhan
18 SUL  Gazar Suljmel 9 ART  Ar tarkhi 90 TGS Nomin Khishig
19 GHC  Gan khiits 10 ARJ  Arvijkh 91 ORI  Orgil Gobi-Altai
20 HZB Gan Kherlen 11 ALI  Ariljaa Impex 92 UAA Uv-Usjuulagch
21 HRM Hermes centre 12 CND ASBI 93 ULZ Ulzi-Dundgobi
22 GOV  Gobi 13 NOG Achit alkaby 94 ONH Undurkhaan
23 GTIL Gutal 14 ARG Aerogeodezi 95 OEE Urgun Khereglee
24 DZG Darkhan Hotel 15 BzZO Baganuur, zuun umnut busiin 96 GTU Sav shim
25 NEH Darkhan Nekhii tsakhilgaan tugeekh suliee 97 ARH Selenge Ar D°huvch
26 DHU Darkhan Khuns 16 BRC Barilga Corporation 98 DLH Selenge Dulaankhaan
27 DRN Dornod 17 BNB Bayalag Nalaikh 99 SEM  Selenge Impex
28 DES Dornod Khudaldaa 18 BLS Bayalag Shar.Gol 100 SES  Selenge sureg
29 SOI  Eurofeu Asia 19 BAJ Bayalag Sumber 101  TVL Tavilga
30 JTB  Genco tour bureau 20 VIK Bayan Aldar 102 TAL Talyn Gal
31 IBA  Ikh Barilga 21 BBD Bayanbogd 103 UST TuvUs
32 MIE Materialimpex 22 BTL Bayantalbai 104 TLP  Tulpar
33 MMX Makhimpex 23 BAL Bayantolgoi 105 ACL Teever-Achlal
34 MRX Merex JSC 24 BTR Bayantooroi 106 HUN  Uvs Khuns
35 BDL Mogoin gol 25 BHR Binse 107 UDS Ulaanbaatar dulaany suljee
36 ASA  Mon-Asar 26 BSKY Bluesky Securities 108 UTS Ulaanbaatar tsakhilgaan tugeekh
37 MBG Mon It Buligar 27 BOR Bornuur suliee
38 MOG Mongeo 28 BRO Boroogiin Uildver 109 UNS Ulaansan
39 ERS Mongol Alt 29 BUN Bulgan Undarga 110 LJA  Uliastai tegsh
40 KEK Mongol Keramik 30 CCA Buudain Tsatsal 111 UND Undarga Umnugobi
41 DLG Mongol makh expo 31 BYN Buyan 112 UBA  Uran Barilga
42 MNH Mongol nekhmel 32 BUT Buteel 113 CMD  Usjuulakh
43 UYN Mongol savkhi 33 BLC Buteelch Uils 114 SOH Uujim Khangai
44 MSC Mongol Securities 34 BRM Beren mining 115 HBZ KHAABZ
45 MVO Mongol shevro 35 GTR Ganteerem 116 HGL Khangal
46 MSH Mongol shiltgeen 36 DLA Gantumurt 117 AVH Kharshiin Gegee
47 MDR Mongolia development resources 37 HML Global mongolia holdings 118 CHE Khorgo Khairkhan
48 GGE Mongolyn Gegee 38 JGL  Goviin Undur 119 SDT Khot development
49 MCH Telecom Mongolia 39 GFG Gobi Financial Group 120 ADU Khuvsgul altan duulga
50 MIB Moninjbar 40 GNR Gonir 121 HUV  Khuvsgul Geology
51 MNS Monnoos 41 GUR Guril 122 HUZ Khuvsgul usan zam
52 MUDX MUDIX 42 DBL Davaanbulag 123 HVL Khuvsgul
53 NKT Naco tulsh 43 DZS Dalanzadgad DTsS 124 HHS  Khuvsgul khuns
54 NUR Niislel Urguu 44 DAR Darkhan guril tejeel 125 HUT Khuduugiin Teever
55 NXE Nekheesgui Edlel 45 HSH Darkhan makh-expo 126 HBT Khungun beton
56 OLL Oloo 46 DSS Darkhan Selengiin tsakhilgaan 127 HSG Khusug Trade
57 ORD Orkhondalai tugeekh suliee 128 HTS Khutuliin cement shokhoi
58 RMC Remicon 47 DTU Darkhan Metallurgical Plant 129 DAO Khurtai
59 SIL  Silicate 48 DUS Darkhan us suvag 130  HAH Khuns-Arkhangai
60 SSG  Sonsgolon Barmat 49 DAH Darkhan Khuvun 131 HRD Khurd
61 SOR Sor 50 DDS Darkhany dulaany suljee 132 HRL Kherlen Khivs
62 SUU Suu 51 DAS Darkhan dulaany tsakhilgaan stants 133 HLG Khyalganat
63 TAV Tav 52 DZU DZUZG 134  HIL Tsuutaj
64 TTL Tavantolgoi 53 BAZ Digital catalist 135 CDU Chandmani dundgobi
65 TCK Talkh-Chikher 54 DAZ Dornod autozam 136 CAD  Chandmani uul
66 TAH Takhi Ko 55 DIM Dornod Impex 137 SIM  Shim
67 TEX Technicimport 56 DOT Dornod Teever 138 AMT  Shimtleg
68 TMZ Tumriin Zavod 57 DHS Dornod Khuns 139 NRS  Shinest
69 TUS  Tushig Uul 58 DRU Durvun-Uul 140  SCL  Shinechlel Invest
70 TEE Teever Darkhan 59 DSH Dulaan sharyn gol 141 JRG Evlel
71 BUK UB-BUK 60 DKS Dulaany tsakhilgaan stants II 142 EAZ Erdenet Autozam
72 CHR Uvs Chatsargana 61 DGS Dulaany tsakhilgaan stants 111 143  EUD Erdenet us, dulaan tugeekh suljee
73 UBH Ulaanbaatar khivs 62 DSD Dulaany tsakhilgaan stants IV 144 TAS  Erdenet Khuns
74 UID Ulsyn ikh delguur 63 DMA Devshil Mandal 145 EDS  Erdenetiin dulaany tsakhilgaan stants
75 HBO HBOIl 64 SUN Euroasia Capital Holding JSC 146 BOE Erchim Bayan-Ulgii
76 HMK Khanyn Material 65 JLT Jargalant uils 147 ECV  Ereentsav
77 TVT Khar tarvagatai 66 JST  Jinst 148 ESG Esgii Gutal
78 HAG Khargia 67 JIV  Jinst-Uvs

Source: MSE
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Table 2- 2 Companies delisted from MSE
[ N | Symbol| ___Company name | Date delisted |

I I - N N T

Ulaanbaatar Hotel
CSU TSaSTU
MEL Monel
RIN  RIN
BNT Tuul bayan
DLM Modlog
CHI  Chimbai
OTL  Orkhon bulag
OZM  Uguumur uul
HAL Tegsh
ALT  Altan Taria
DRI  Darkhan Impex
MTS Khorol-Erdene
DNU Dornod noos
IBU  Torgon ur
ULH Ulaan khotgor
TEV  Teever tuv
ARI  Ariljaa
DRZ Dar Zam
IJNN  Jinchin
ULB Ulbaa
AHM Altai khanyn material
OZH Mandal Orgil
SUO  Sumber-Ulzii
GOS  Gobi sumber
HIE  Khereglee-impex
UGT Ugtaal tuv
AGA Agro-Amgalan
CHA Chandgan
THA  Takhilgat
SNO  Shine Urguu
NLO Nalaikh Ugruu
ARZ  Ardyn Zorig
BNM Bayanmod-Uul
BNH Bayankhan
ZES  Bat Khiits
BND Bayandukhum
JMT  Jimst
CGC Tsagaanchuluut
BRD  Gobi shand
BBG Del Bayanbulag
TSN  Tsagaannuur
AYG Altan Useg
HTO Khuns Tuv
HRA Altanduulga
SGT  Selenge Guril Tejeel
UDR Undram
ZNR  Zuunkharaa-Urguu
NSD Noyon Shand
BBH Bayanbadrakh
ORH Orkhon
ZAL  Zaluchuud

Source: MSE
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According to the 2013 Annual
end-2013), 23 companies are state-owned, 30 are parastatal, 193 are private companies
with over 75% ownership concentration and 77 are with less than 75% concentration. This
high concentration of ownership of listed companies implies very thin trading activities?.
Coupled with the recent economic downturn in Mongolia, share trading value at MSE has
been declining dramatically for the past two years, as mentioned in “l. Overview of the

Mongolia’s Capital Markets”
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ETL
M
MAN
Z0S
ozZT
BNR
SAI
UVN
ASG
JRT
BBS
MER
HBB
HDS
BUR
OBL
CNR
AHD
ADC
HII
TBE
TRN
MED
DDL
ATA
NUL
GGL
UAR
ASH
SHS
MSD
HCH
OJN
ERZ
DHM
ITL
TLG
MEI
HRH
DHO
BGL
MEZ
JOL
CNT
OHR
MNM
BRL
HST
ARX

Report of FRC, among 323 listed companies (as

Khangal

Khujirt Urguu
Shar Khooloi
Erdenetolgoi tuv
Urgun Jim
Mandal

Zoos trade
Shakhait khairkhan
Bayankhongor
Sainshand

Uvs

Asgat

Jargalant Tuv
Bayanbulag
Merei
Buyantbulag
Selenge Khurd

Ij Buren

Ikh daats

Teever tsagaannuur
Autoteever-27
Autodaats
Khiits-Uvs
Jonshit teever
Turuun

Mongol Ed Impex
Khalkh buudai
Atar tuv
Khangain Tsaram
Gun Galuut
Us-Arkhangai
Asralt khairkhan
Shines

Mongol Shudenz
Javkhlant kharaa
Orkhon jims nogoo
Erdene zam
Deed Buyan
Bayan-Itgelt
Tulga

Mongol Em Impex
Khurkh gol
Delgerekh khuns
Baiguulamj
Monenzim

Jol

Chandmani tal
Ord kharsh
Mongol Nom
Khash urguu
Khailaast

Ardiin erkh
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2013/8/23
2013/8/23
2013/8/23
2013/8/23
2013/8/23
2013/8/23
2013/8/23
2013/8/19
2013/8/19
2013/7/25
2013/7/25
2013/7/25
2013/7/25
2013/7/25
2013/6/21
2013/5/6
2013/4/22
2012/12/27
2012/12/14
2012/7/17
2012/4/9
2011/11/30
2011/11/9
2011/6/16
2011/5/12
2011/5/5
2010/9/23
2010/9/21

105
106
107
108
109
110
111
112
113
114
115
116
117
118
119
120
121
122
123
124
125
126
127
128
129
130
131
132
133
134
135
136
137
138
139
140
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142
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148
149
150
151
152
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ERH
NIC
ATK
AVT
SBB
HOR
OGU
NHT
MNF
BJT
CCL
UubVv
AYN
EHB
SHO
MZR
KER
BUL
DTT
SBU
DEE
DLB
BUS
SVN
ZMS
ORL
SNH
NDR
ARL
EHT
TGD
uuG
SSR
URC
MGG
URT
ATG
BNZ
HHB
SIT
GNL
DER
ACH
ATE
BLA
ENT
MSL
DBZ
LZB
TNV
HZH

Ilch- Arkhangal 2010/7/9
Erdenet khivs 2010/6/24
NIC 2010/5/27
Avto kombinat 2010/5/19
Khorinnaimdugaar Baaz 2010/4/22
Spirt Bal Buram 2010/4/16
Khash Ord 2010/4/16
Uguuj-Sumber 2010/4/8
Khotgor 2010/3/5
Monfresh Juice 2010/3/4
Buyant 2010/2/26
Tsatsral Mon 2010/2/24
Undur Dov 2010/2/23
Ayanchin 2010/2/23
EKHBUT 2010/2/23
Shoroon ord 2010/2/23
Manzushir 2010/2/23
Ceramzit 2010/2/23
Bayan-Uul 2010/2/23
Mon khulug 2009/12/18
Bilgekh bayanburd 2009/11/12
Deej 2009/11/12
Delgertrade 2009/11/12
Baruun-Urt Us 2009/11/12
Savan trade 2009/9/4
ZGMS 2009/9/2
Tuv orgil 2009/7/1
Shankh 2009/6/8
Naid 2009/6/8
Darkhan khudaldaa 2009/6/8
Ed khereglegchdiin tuv 2009/6/8
Zurkh uul 2009/6/8
Jirmen suljee 2009/6/8
Munkhsansar 2009/6/8
Mon Urgats 2009/6/8
Magsarjav 2009/6/8
Ikh Urguu 2009/3/10
Altan joloo-gobi 2009/1/24
Urgats uguuj 2008/12/26
Dorniin bers 2008/12/12
Dornod SiTo 2008/10/29
Gan negdel 2008/10/14
Darkhan urguu 2008/9/4
Atar chandgan 2008/8/26
Achaa teever 2008/8/26
Monmoid 2008/7/4
Emnelgiin Technique 2008/6/6
Suliee 2008/4/24
Damijlaga baaz 2008/3/31
Janna D Ark 2008/2/26
Tenkhleg-Us 2008/2/22
Khazna 2008/1/3
of the

According to the market participants interviewed by the team, there are many listed

2 According to the 2013 Annual Report, 99% of trading amount and 98% of traded volume were of 30 stocks that
were most actively traded. This indicates almost 300 listed companies were poorly traded or were not traded at all in

2013.
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companies which have not been traded at all. However, due to the lack of explicit delisting
rules and weak enforcement at FRC and MSE, many of these companies are still on the
board. FRC, MSE and the market participants share the view that such companies should
be delisted as soon as possible for MSE to gain confidence both from domestic and
international investors.

Due to this inactive market with low liquidity and very thin investor base, it is generally
regarded by Mongolian companies, including those already listed, that economic and social
benefits of being listed at MSE are quite limited.

Under such circumstances, the level of the corporate governance and information
disclosure of the listed companies have been at a low level, despite the efforts by FRC and
the development partners (DPs). According to the “Corporate Governance Scorecard 2011”
provided by IFC in 2013, even for the 20 largest listed companies surveyed in this report,
the overall mean score was 27.5%32, implying ‘poor application of good corporate
governance practices.” Based on the evaluation of the report, among the five major areas of
company corporate governance --- 1) shareholders’ rights, 2) equitable treatment of
shareholders, 3) stakeholders’ roles in corporate governance, 4) disclosure and
transparency and 5) the responsibilities of the board --- 3), 4) and 5) should be given much
more attention by the companies.

FRC, as the government agency in charge of regulations related to corporate governance,
will need to make additional efforts to improve corporate governance and information
disclosure of the listed companies.

Table 2-3 is the list of companies included in MSE Top 20 Index (as in October 2013) and
their market capitalization up to date. Out of the 20 companies, 6 are mining-related,
mainly in the coal mining, followed by 3 in the food and hospitality sectors, respectively.
Market capitalization of the mining sector has decreased substantially due to the turbulent
economic conditions, although some signs of recovery can be observed on the back of the
expectation on another move going forward. Performance of other sectors varies to a great
extent.

? Based on similar studies by IFC for other Asian countries, the overall mean scores are: Vietnam 43.9% (2009),
Hong Kong 72% (2008), Thailand 50% (2001) and 77% (2011), Philippines 53% (2004) and 72% (2008).
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Table 2-3 Market capitalization of the companies included in MSE Top 20

Index
Industry
1 APU APU food 222.9 282.5 267.7 27% -5%
2 BAN Baganuur coal mining 398.6 83.9 48.2 -719% -43%
3 BNG Bayangol Hotel hospitality industry 16.1 20.3 23.5 26% 16%
4 BDS BDSec broker, dealer, underwrier, 4.0 33.0 34.0 -25% 3%
investment consulting
5 GOV __ Gobi textile 41.0 37.4 56.9 -9% 52%
6 JTB  Genco tour bureau hospitality industry 9.4 8.5 8.8 -10% 4%
7 BDL Mogoin gol coal mining 34.8 9.4 7.2 -713% -23%
8 MSH Mongol shiltgeen hospitality industry n.a. 8.5 7.0 n.a. -18%
9 MDR Mongolia development resources  real estate 23.4 8.1 6.5 -65% -19%
10 MCH Telecom Mongolia telecommunication 75.8 34.1 31.0 -55% -9%
11 RMC Remicon construction materal 15.1 13.8 7.2 9% -48%
manufacturing
12 SIL _ Silicate chalk refining n.a. 9.2 10.4 n.a. 14%
13 SUU  Suu food n.a. 27.5 31.2 n.a. 14%
14 TTL Tavantolgoi coal mining and trade 416.1 168.5 202.8 -59% 20%
15 TCK Talkh-Chikher food n.a. 12.9 20.0 n.a. 55%
16 ULN Ulaanbaatar Hotel real estate 15.4 26.8  (Delisted) 74% n.a.
17 _UID _ Ulsyn ikh delguur 12.7 15.5 19.4 22% 25%
18 HGN Khukh gan iron concentrate 19.3 13.0 12.0 -33% -8%
19 SHG _ Sharyn Gol coal mining 123.0 76.7 57.3 -38% -25%
20 SHV _ Shivee Ovoo coal mining 322.1 73.8 83.2 -17% 13%
Source: MSE

Turning to the IPO/SPO markets, the track records in recent years are quite limited, with
only two IPOs and six SPOs in the past 6 years (Table 2-4). Among these, three are
mining-related, two from construction materials and three from others (finance, logistics
and petro importing). Sector-wise, in the team’s observation, financing needs tend to be
skewed to those with revenue potential outside the country, due partly to the limited size of
the domestic demand. Among the domestic demand-oriented sectors, construction has
greater presence than others, possibly reflecting the heating real estate market.

Table 2-4 Past public offerings at MSE
IPOs since 2005

Name of JSCs Listed date

Symbol

Industry Amount (MNT)

1 MRX  "Merex" JSC construction maetrial 2014/1/14 2,600,000,000
2 ETR  "E-Trans logistics" JSC cargo reloading senice 2012/4/9 924,000,000
3 HGN  "Khuh gan" JSC mining 2008/7/30 3,195,456,280
4 NKT  "Nako Fuel" JSC semi-coke processing 2008/6/24 -
5 RMC  "Remicon" JSC cement & concrete product manufacturing 2008/5/19 5,048,820,200
6 HRM  "Hermes Centre" JSC owner of shopping center 2008/5/16 2,356,290,000
7 OLL  "Olloo" JSC leading portal website 2007/9/12 582,029,900
8 HBO "Hai Bi Oil" JSC importing petroleum & oil 2007/5/2 400,000,000
9 BDS "BDSec" JSC securities 2006/6/22 750,000,000
10 JTB  "Jenco Tour Bureau" JSC  tourism 2006/1/17 8,259,239,676
11 MSH  "Mongol Shiltgeen" JSC hotel, restaurant 2005/5/25 800,000,000
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SPOs since 2007

Ne Symbol Name of JSCs Industry Listed date  Amount (MNT)
1 BDS "BDSec" JSC securities - -
2 SHG  "Sharyn gol" JSC coal mining 2011/10/13 18,301,439,069
3 SIL  "Silikat" JSC manufacturing lime & concrete blocks 2011/5/6 3,650,017,500
4 SHG  "Sharyn gol" JSC coal mining 2011/1/13 -
5 HBO "Hai Bi Qil" JSC importing petroleum & oil 2010/8/25 728,474,814
6 NKT  "Nako Fuel" JSC semi-coke processing 2010/8/25 270,264,655
7 BDS "BDSec" JSC securities 2008/6/12 2,625,346,500
8 HBO  "Hai Bi Qil" JSC importing petroleum & oil 2007/11/29 -
9 MIB  "Moninjbar" JSC construction 2007/1/16 1,000,000,000
Source: MSE

Based on our discussions with the industry experts, potential issuers on the MSE will be
state-owned companies (hereafter ‘SOCs’, including those in the mining sector, MIAT,
Mongolian Railways, power plants, etc.), medium-sized growing companies in such sectors
as the agriculture, tourism, construction and real estate, and financial institutions.

As for SOCs, the government of Mongolia (hereafter ‘GOM’, including SPC and other
relevant line ministries) has its basic policy that percentage of the future government
ownership shall be determined by industry and plans to sell the remaining shares to the
market going forward. GOM maintains and updates the list of companies to be privatized
for the coming years, which is approved by the Parliament. Once the latest list becomes
available, the team shall review and examine it for possible incorporation into this TA.

Another catalyst for further activating the capital market will be IPO of the major private
corporate groups such as MCS Holding LLC (having consumer goods, real estate, telecom
and energy businesses under the group. Its coal mining subsidiary was listed on HKEX.)
and Tavan Bogd Group (having Khan Bank, hotel, travel agency, Gobi Corporations listed
on MSE, etc.). While these conglomerates face hurdles on financing from the domestic
banks regulated by the Bank of Mongolia, they generally have negative views on utilizing
the domestic capital market as an alternative due to the lack of market liquidity, and tend to
finance more efficiently from international organizations such as EBRD or through capital
markets abroad. It is also pointed out that these corporate groups tend to be owned and
managed by the founders who typically hesitate to sell their shares to the third parties.

As for the listing abroad, there are - more than 40 companies listed on the foreign stock
exchanges (Table 2-5). Under the new Securities Market Law, as well as the requirement of
the Minerals Law on the strategic deposits as introduced later in this section, listing of these
companies at MSE could possibly be further promoted.
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Table 2-5 Overseas-listed companies with assets/businesses in Mongolia

Company Ticker Market Prices|Market cap Sector Main business
31-Dec-14 Us$m

Aspire Mining AKM ASX AUD 0.033 19 [Metals & Mining Coking coal

Blina Minerals BDI ASX AUD 0.001 1 [Metals & Mining Copper

Carajas Copper cJC ASX AUD 0.001 1 [Metals & Mining Copper, Gold

Cougar Energy CGM ASX AUD 0.002 1 [Metals & Mining Coal

Draig Resources DRG ASX AUD 0.013 1 |Metals & Mining Coal

Eumeralla Resources EUM ASX AUD 0.055 2 [Metals & Mining Tungsten

FeOre FEO ASX AUD 0.026 2 [Metals & Mining Iron ore

General Mining Corp GMM ASX AUD 0.005 1 |Metals & Mining Metals

Guildford Coal GUF ASX AUD 0.036 27 |Energy Coal

Haranga Resource HAR ASX AUD 0.014 3 [Metals & Mining Iron ore

Modun Resources MOU ASX AUD 0.003 176 |Energy Thermal coal

Mongolian Resources - suspended MUB ASX AUD 0.023 108 [Metals & Mining Gold

Newera Resources NRU ASX AUD 0.002 81 |Energy Coal

Tian Poh Resources TPO ASX AUD 0.200 198 [Metals & Mining Coal, Copper

Viking Mines VKA ASX AUD 0.020 166 |Metals & Mining Coal, Zinc

Wolf Petroleum WOF ASX AUD 0.045 446 |Energy Oil

Xanadu Mines XAM ASX AUD 0.100 1,203 [Metals & Mining Copper, Gold
31-Dec-14 us$m

Asia Coal 835 HKEx HKD 0.14 163 [Metals & Mining Coal

China Daye Non-Ferrous Metals Mining 661 HKEx HKD 0.14 315 [Metals & Mining Molybdenum

CNNC International 2302 HKEX HKD 2.85 180 [Metals & Mining Uranium

Mongolia Energy Corp 276 HKEXx HKD 0.41 88 [Metals & Mining Coal

Mongolian Mining Corp 975 HKEx HKD 0.36 424 (Metals & Mining Coking coal

North Asia Resources 61 HKEx HKD 0.15 117 [Metals & Mining Gold

Peacemap Holding 402 HKEx HKD 0.34 295 |Metals & Mining Coal

SouthGobi Resources 1878 HKEx HKD 3.87 109 [Metals & Mining Coal

Winsway Coking Coal 1733 HKEx HKD 0.26 124 |Metals & Mining Coking coal
31-Dec-14 us$m

Central Asia Metals CAML AM £1.83 319 [Metals & Mining Molybdenum, Gold

Origo Partners OPP AM £0.06 34 |Private equity Coking coal, Mo, Cu

Petro Matad MATD AM £0.02 9 |[Energy Oil
31-Dec-14 us$m

Altan Rio Minerals AMO TSXV CAD 0.020 2 [Metals & Mining Copper, Gold

Centerra Gold CG TSXV CAD 6.040 1,235 [Metals & Mining Gold

Denison Mines Corp DML TSX CAD 1.130 494 |Metals & Mining Uranium

East Asia Minerals Corp EAS TSXV CAD 0.010 1 [Metals & Mining Gold

Entrée Gold ETG TSX CAD 0.205 26 |Metals & Mining Copper, Gold

Erdene Resource Development Corp ERD TSX CAD 0.105 8 [Metals & Mining Gold, Mo, Cu

Lundin Gold LUG TSX CAD 4.300 376 |Metals & Mining Copper etc.

Minecorp Energy GMz TSXV CAD 0.025 2 [Metals & Mining Coal

Kincora Copper KCC TSXV CAD 0.025 7 |Metals & Mining Copper

Khan Resources KRI CSX CAD 0.485 29 [Metals & Mining Uranium

Lucky Strike Resources LKY TSXV CAD 0.015 1 [Metals & Mining Uranium

MNP Petroleum MNP TSX CAD 0.095 14 |Energy Oil

Mongolia Growth Group YAK TSXV CAD 0.740 22 |Property

Prophecy Development Corp PCY TSX CAD 0.050 13 |Metals & Mining Coal

Turquoise Hill Resources TRQ TSX CAD 3.590 6,247 |Metals & Mining Copper, Gold
31-Dec-14 US$m

Banpu BANPU SET THB 24.90 1,941 |Metals & Mining Coal

Source: JICA Consultant team
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In order to check information disclosure of the companies listed at MSE, the team have
picked up 5 companies among those in the Top 20 Index and looked into their websites to
find English annual reports (Table 2-6). For these companies, no English annual reports
were found. Given the importance for the Mongolian capital market to broaden
international investor base in the future, it should be noted that without prompt and proper
information disclosure by listed companies, international players would hesitate to invest in
the Mongolian capital markets. Hence, more proactive attitude toward information
disclosure by the MSE listed companies should be regarded as the urgent issue.

Table 2-6 Availability of English disclosures for the companies in Top 20 Index

website in Availability of financial
English reports in English
Company A O X
Company B O X
Company C x X
Company D x X
Company E O X

b) Investors
Institutional investors: Table 2-7 summarizes an overview of the institutional investors,
both of foreign and domestic, trading at MSE.

Table 2-7 Overview of foreign and domestic investors, end-September 2013

Number of accounts Trading volume
(2013)
entity citizen entity Citizen
Local investors| 2,388 (0.3%) 769,037  (99.5%) 32% 17%
Foreign 155 (0.0%) 1,706 (0.2%) 44% 7%
investors

Source: “Overview of MSCH&CD operations” (October 9, 2013)

Domestic entities include commercial banks and companies under major conglomerates.
Commercial banks invest mainly in bond products especially the government bonds, and
tend to hold them to maturity rather than trading them actively. Commercial banks’
investments in stocks are limited due to the regulation on banks’ shareholding in the
Banking Law. The insurance industry is still at the infant stage and the companies are still
small in size as shown in Table 2-8. The insurance companies are not regarded as the
institutional investors, since their experience and expertise in fund management are very
limited and they put most of their fund in bank deposits under FRC’s regulations on fund
operations. There is a hope for the future development of the industry with an enactment of
the Private Pension Law and the Sovereign Wealth Fund (SWF) for managing the national
revenue from the mining sector, although it should take some time for them to gain enough
presence as institutional investors in the Mongolian capital markets.
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Table 2-8 Total assets of insurance companies

(MNT million)
insurance companies 2010; % 2012 %
1]|Mongol daatgal 16,058; 28% 1 21,2747  20%
2[Bodi daatgal 5,072 9% 2 10,937 10%
3|Tenger daatgal 4,310 8%| 4 7,412 7%
4|Practical daatgal 4,184 7%| 3 7,728 7%

Mandal 5 7,271 7%

5|Mig daatgal 4,104 7% 6 6,655 6%
6|Nomin daatgal 3,029 5%| 9 5,993 6%
7|Ard daatgal 2,983 5% 8 6,345 6%
8|Soyombo daatgal 2,438 4% 7 6,366 6%
9[National life daatgal 2,143 4%| 10 4,683 4%
10|Ganzam daatgal 2,032 4%| 15 3,144 3%
11|Monre daatgal 1,695 3%| 11 3,600 3%
12[Mongoltrust holding daatgal 1,678 3%
13[Ulaanbaatar city daatgal 1,656 3%| 13 3,263 3%
14|Munkh daatgal 1,527 3%| 14 3,166 3%
15|Jonon daatgal 1,409 2%| 18 1,646 2%
16/Grand daatgal 1,402 2%

Ger daatgal 16 2,584 2%
17|Monnis daatgal 1,046 2%| 12 3,283 3%
18|Khan daatgal 17 2,255 2%

Total 56,764; 100% 107,605; 100%

Source: 2010, 2012 Annual Report of FRC

As for foreign entities, investment funds focusing on the frontier markets are major players
in the Mongolian market. According to an industry expert, just one U.S. investment fund is
considered to have occupied most of the trading value by foreign institutional investors,
implying that there are not many active foreign investors in the market. As shown in Figure
2-2, foreign investors’ presence in terms of trading volume has been fluctuating
dramatically. Small capital markets with dominant share of foreign investors tend to be
more volatile due to possible speculative activities by such foreign investors. Hence, the
regulatory authority of the capital market will need to monitor carefully the investment
activities by foreign investors. Also custodian services, currently prepared by some of the
commercial banks, are expected to prompt the benefit of foreign investors, which eventually
contribute to expanding the investor base.

Figure 2-2 Percentage of foreign vs domestic investors in terms of trading
volume
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Source: “Overview of MSCH&CD operations” (October 9, 2013)

Retail investors: As shown in Figure 2-3, the number of accounts held by Mongolian
citizens reaches almost 770 thousand, meaning that 27.5% of the total population or every
household has an investment account. However, most of these accounts are likely to be
inactive, as they were opened when vouchers were distributed in early 1990s and in 2011.
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Currently commercial banks in Mongolia offer a deposit interest rate at around 15% p.a.,
which tends to drive local citizens to leave their money in the deposit as the safest and the
most accessible investment. Due also to the perception of the general public that stocks are
illiquid and risky, participation of local citizens in the capital markets is very limited in
Mongolia except for a few wealthy individuals.

Given all these, as well as the small population in Mongolia, the upside for the retail
investor base shall be rather limited for the time being. However, there should be some
rooms for increase in individual investors, if there are more opportunities for financial
educations and if new financial products such as investment trust fund are marketed
effectively through distribution channel of commercial banks, considering high percentage
of adults holding investment accounts as mentioned above. This can also be supported by
an introduction of preferential tax treatment for securities investment by individuals.

Figure 2-3 Percentage of adults (age 15+) with an account at a formal financial
institution
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¢) Securities intermediaries

The history of securities companies in Mongolia goes back to 1991, when 29 state-owned
brokers were established in each 21 provinces and Ulaanbaatar City to distribute stocks of
SOCs to the people. They were privatized later, and many others were established when
stocks of Erdenes Tavan Tolgoi LLC (ETT) were distributed to the public.

As of the end-2013, there are 26 security companies with the underwriting license and 91
with the brokerage license. The number of brokerage firms increased by 40 in 2011, when
shares of Erdenes Tavan Tolgoi LLC (ETT) were distributed to the general public in
Mongolia. However, according to the interviews with the market participants, there are only
a few security firms which have actual underwriting capability?, and there are many
small-sized brokers which have been dormant. In its 2013 Annual Report, FRC analyzes

4 A market participant commented that only BD Sec and couple of others have underwriting capacity.
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that a lack of skilled human resources and financial constraints of security intermediaries
were part of the reasons behind the decline in the market capitalization.

Table 2-9 Number of capital market licensees

Year Underwriting Investment Professional
> Advisory Intermediaries

2006 2 0 25
2007 8 8 36
2008 17 4 46
2009 15 5 48
2010 16 8 52
2011 22 16 92
2012 25 18 97
2013 26 18 91

Source: FRC

In order to ensure the soundness and stability of the security industry, FRC planned to raise
the minimum capital requirement, starting from July 1, 2014. When a company cannot
clear the requirement in three-month grace period, FRC will cancel the license of such
company. However, facing strong objections from the security companies and the industry
association (MASD), FRC decided to postpone the enforcement to July 2015. The actual
enforcement of the new rule is likely to throw many security companies out of business.

FRC also examines possibility of introducing ‘capital adequacy ratio’ as an important
indicator to measure financial soundness of securities companies. It will be necessary for
the Mongolian securities industry to introduce and utilize financial soundness indicators
effectively, and hence, to realize sustainable development of the industry. However, after
introducing financial soundness measures, there will be restructuring and consolidation of
the industry, including withdrawals of small brokers that cannot meet the minimum
requirements. Such process will be inevitable for the entire industry to become sounder and
more competitive with players above a certain level of business base and financial stability.
Therefore, it will be very important for FRC to foresee the future image of the securities
industry, and to respond to the industry restructuring in a careful manner to avoid the
turmoil.

Table 2-10 Minimum capital requirements for security-related business
licenses

Current minimum
capital based on the

Revised

present Security Minimum capital

Market Law (article 27
& 28)

Brokers - MNT 200 million
Dealers MNT 50 million MNT 300 million
Brokers & Dealers MNT 500 million
Underwriters MNT 200 million MNT 1,000 million
Brokers, Dealers & MNT 1,500 million
Underwriters

Source: FRC

Figure 2-4 illustrates major financial indicators of the total MSE member companies. With
increase in the number of securities companies when stocks of ETT were distributed, total
assets, owner’s equity, and total revenue of the securities industry increased substantially in
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2011. However, total revenue has been stagnant and the net profit has been sluggish since
then. 35 companies out of 76 in total in 2011, and 60 out of 80 in 2012 reported net loss.
More than half of securities companies continued making loss for 2013 and 2014.

Figure 2-4 Major financial indicators of MSE member companies
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Ability to plan and develop financial products will be a very important factor for the future
growth of the industry. With the implementation of Investment Fund Law in 2014, new
financial products such as investment fund and mortgage-backed securities (MBS) can be
designed and marketed, which can contribute to broadening the investor base in Mongolia.
To take advantage of this opportunity, securities companies need to build up their expertise
to deal with such new products.

Also strengthening marketing/distribution network will be critical. Currently a limited
number of active companies are dependent on the relationship with particular foreign
investors or wealthy local individuals, and there are only a few securities companies that
have broad marketing/distribution networks for the mass market. It will be important to
expand the network with clients including potential investors, in order for new products to
penetrate in the market.

d) MSE

Listing rules: In line with the enforcement of the new Securities Market Law by FRC,
MSE has revised its listing rule in October 2014 to make the stock exchange comply with
the international standards, to gain confidence from the investors, to improve credibility of
listed companies and to increase IPOs by SMEs and growing companies in Mongolia.
Comparing the criteria of Classification 1 with that of the former listing rule, minimum
percentage of floating shares has decreased from 30% to 25%, minimum operating years
increased from 1 to 3 years, and numerical criteria for revenue and profit has been
introduced as well as qualitative requirements for the management. According to MSE,
there is currently no listed company that meets all requirements for Classification 1.
Classification 2 has looser criteria than the former rule, in the sense that its minimum
floating shares percentage is 15%, minimum market capitalization is MNT 1 billion (instead
of MNT 10 billion in the former rule) and there is no requirements for the profit size.
According to the MSE website, 89 listed companies out of 237 fall into this category.
Classification 3 is designed for professional investors and more IPO activities by SMEs, but
there is no IPO up to now. Also, MSE intends to delist a part of the 148 companies falling
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into this category step by step.

Table 2-11 Listing rules for MSE
Classification 1

| No Criteria for the Issuer
1 | Operating years At least 3 years
2 | Accounting Standard | IFRS, GAAP, last 3 years
3 | Profit Revenue - above MNT 10 billion
Net Profit - above MNT 1 billion
4 | Requirements for - All debt and other liabilities must be disclosed in the
Board, Management, | prospectus. Must NOT have significant past-due loans
and controlling - There should be no changes in 2/31 of the
shareholders management team within the last 2 years. There should be no

significant changes in the composition of the controlling
shareholders within the last 1 year.

- Top management must possess relevant experiences
to the business
Corporate Must be compliant with the local (FRC CG Codex) or
Governance international codes
Market intermediary | Must have an underwriter or have an agreement signed with
an underwriter
0 Criteria for the Security
Market capitalization | Above 10 billion MNT
Floating % At least 25% of the total shares
MSE listed period / | At least 2 years
trading history
Classification 2

@OO\I% o ol

Criteria for the Issuer

i
()

1 | Operating years At least 2 years
2 | Accounting Standard | IFRS, GAAP, last 2 years
3 | Working Capital Must have sufficient working capital for at least 12 months of
operation
4 | Requirements for - All debt and other liabilities must be disclosed in the
Management prospectus. Must NOT have significant past-due loans

- Top management must possess relevant experiences
to the business
Corporate Should be compliant with the local (FRC CG Codex) or
Governance international codes
Market intermediary | Must have an underwriter or have an agreement signed with
an underwriter

5
6

| No Criteria for the Security
;

Market capitalization | Above MNT 1 billion
Floating % At least 15% of the total shares
Classification 3

| No Criteria for the Issuer
1 | Requirements for - All debt and other liabilities must be disclosed in the
Management prospectus. Must NOT have significant past-due loans
- Top management must possess relevant experiences
to the business
2 | Corporate Should be compliant with the local (FRC CG Codex) or
Governance international codes

3 | Market intermediary | Must have an underwriter or have an agreement signed with
an underwriter
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| No Criteria for the Security

4 | Market capitalization | MSE will decide based on its other requirements

5 | Investor base Professional investors, and other sophisticated and informed
investors, who understand the risks of this type of securities

Table 2-12 Listing examination criteria

Requirement criteria General Specific *

Shareholder equity more than MNT 10M more than MNT 10M
2 Non-current asset size in | more than 10% more than 20%
the price of a security to
be listed
3 | Number of more than 50 more than 50
shareholders**
4 | Percentage of common more than 30% more than 10%
stock that are publicly
offered**
5 | Years of running a more than 1 year more than 3 years
business operation**
6 | Profit size** Shall generate a profit. If No requirement
incurred a loss, the loss size
shall be no more the 30% of
an equity capital

7 | Others 1. Company shall adopt and comply with its
governance rules and regulations under internationally
standardized practice and guidance.

2. Financial reports, securities transaction, price,
trading data, influential information and operational
information of the company and management shall be
distributed transparently to the public and MSE as soon
as possible.

3. Companies must have a specialist who is
responsible for securities trading.

4, Announce and arrange the shareholders’
meeting to the public within the term stated in the Law.
These include meeting notes and resolution to be
provided to MSE within the time frame.

Note:

* Companies that have a significant role to the sector with infrastructural and strategic
importance for the economy shall be reviewed under specific listing criteria.

** Requirement criteria 5 and 6 are not applicable to companies founded under project
implementation, requirement criteria 3, 4 and 6 are not applicable to companies being
privatized by the state.

Source: MSE website

According to the market participants, examination process for IPOs conducted both by
MSE and FRC is quite time-consuming (usually taking 9 to 11 months)®, and getting loans
from commercial banks is much easier for most companies. After the introduction of the
new listing rule which is more friendly and realistic to IPO candidates, it is now very
important for MSE to implement the rule in more efficient and effective manner.

5 Article 7 of the MSE’s new listing rule stipulates that “after receiving all the necessary documents and application
from the securities issuer, MSE shall conduct inspection and revision of submitted documents within 20 working days.”
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Corporate governance: MSE introduced a new function in charge of corporate
governance of listed companies in September 2014. MSE is now conducting a survey on
corporate governance and information disclosure of MSE Top 20 companies, in which MSE
prepares “self-assessment check list” of 90 questions related to the management, board of
directors, information disclosure, accounting standards of these companies. According to
the interview with the staff in charge at MSE, the result of survey will be announced in the
near future.

Business planning: Market Development Department of MSE has prepared the business
plan of 2015, and the plan is now under discussion with the government. In this plan, the
target number of IPOs in 2015 is set at five, although there is no concrete potential deal as
of today.

e) FRC

Securities Regulation Department is in charge of examining listing companies and
monitoring the listed companies in MSE. Some of the functions that FRC used to have in
checking IPO applicant have been transferred to MSE as well as the third parties including
auditing firm, law firm and evaluators, with the enforcement of new Securities Market Law
and MSE’s new listing rule. However, FRC still has authority to approve registration of
prospectus of each IPO candidate in MSE. In other words, IPO candidates need to apply to
both FRC and MSE for IPO examination process, and there seems to be some overlapping
work® between FRC and MSE in their examination process, which could lead to complaint
about time consuming procedure by underwriters and listing companies. Also, in
monitoring work of MSE listed companies, there could be some overlap between FRC and
MSE’.

According to the Division manager, under the current limitation of the number of staff
(nine in total), it is not possible for FRC to monitor all of the 237 listed companies. FRC
cooperates with auditing firms to conduct on-site inspection for the listed companies, but
FRC would need to prepare some type of inspection manual to receive appropriate results
from the work of auditing firms.

Also, the National Council on Corporate Governance which was established under FRC as
the institution implementing corporate governance policy has been working with MSE and
MSE Top 20 companies to improve understanding and practices on better corporate
governance and information disclosure.

As commented earlier, IPO examination process partly covered by FRC is time-consuming,
and such situation should be resolved as early as possible.

f) Relevant laws and regulations

Securities Market Law: The Securities Market Law was initially enacted in 2002, which
was amended to a large extent in May 2013 and took effect on January 1, 2014, with the
main purpose of providing an effective regulatory environment for further developing the
securities market. Table 2-13 and 2-14 summarize the basic structure and the changes from
the previous version, for which the parts closely related to IPO and dual-listing are marked.

¢ According to former Securities Issuer Division of FRC, in IPO examination process, FRC mainly focuses on
accuracy of content in prospectus including information on management, financial conditions, business plan,
methodology of public offering, etc., while MSE need to check criteria set in each Category.

7 According to former Securities Issuer Division of FRC, monitoring work of MSE listed companies has been mainly
conducted by FRC up until now due to capacity limitation of MSE.
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Table 2-13 Structure of the Amended Securities Market Law

Chapter 1: General provisions

Article 1. Purpose of the Law
Article 2. Legislation relating to the
securities market

Article 3. Scope of application of the Law
Article 4. Definitions of terms used in this
Law

Chapter 2: Issue and trading of securities

Article 5. Securities

Article 6. Issue of securities

Article 7. Securities issuers

Article 8. Procedures for issuing securities
by way of public offer

Article 9. Registration of securities and
approval of public offer

Article 10. Securities prospectus

Article 11. Public offer of securities

Article 12. Selling securities on the primary
securities market and related reporting
Article 13. Depositary receipt

Article 14. Mongolian depositary receipts
Article 15. Global depositary receipts
Article 16. Company debt instruments
Article 17. Issue of securities in a foreign
jurisdiction by a company listed on the stock
exchange

Article 18. Issuing of securities in Mongolia
by a legal entity registered in a foreign
jurisdiction

Article 19. Issuing derivative financial
instruments

Article 20. General obligations of the issuer
Article 21. Demand of information relating
to securities issuers and submission of
claims

Chapter 3: Purchasing all or a controlling block of the shares of a company

Article 22. Making of an offer to purchase the shares of a company
Article 23. Procedures for the purchase the shares of a company

Chapter 4: Regulated activities

Sub-chapter 1: General regulations
Article 24. Regulated activities

Article 25. Principles to be observed when
undertaking regulated activities

Article 26. Regulations for regulated
activities

Sub-chapter 2: Issuing and registering
licenses to legal entities to undertake
regulated activities

Article 27. Applications for licenses

Article 28. Granting a license

Article 29. Suspension of a license

Article 30. Revocation of a license

Article 31. Consequences of suspension or
revocation of a license

Article 32. Measures to be taken and
implemented by the FRC in connection with
suspending, restoring, and revoking a
license

Article 33. Regulated activities to be
undertaken on the basis of registration
Article 34. Right to make a complaint

Sub-chapter 3: Professional
certification
Article 35. Professional certification

Sub-chapter 4: Types of regulated
activities

Article 36. Securities broker activities
Article 37. Securities dealing activities
Article 38. Investment fund activities
Article 39. Securities investment advisory
activities

Article 40. Security nominee activities
Article 41. Underwriting activities

Article 42. Securities ownership rights
registration activities

Article 43. Securities clearing activities
Article 44. Securities trade settlement
activities

Article 45. Securities central depository
activities

Article 46. Custodial services

Article 47. Securities trading activities
Article 48. Participating in trading on the
stock exchange

Article 49. Conditions and requirements for
stock exchange activities

Article 50. Credit rating activities

Article 51. Concurrently conducting
regulated activities

Sub-chapter 5: Accounting and
auditing
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Article 52. Keeping accounting registers
Article 53. Auditing
Article 54. Audit inspection

Chapter 5: Securities market information

Article 55. Primary securities market
information

Article 56. Secondary securities market
information

Article 57. Information regarding regulated
entities

Article 58. Investor information

Article 59. FRC information

Article 60. Receiving of information by the
FRC

Chapter 6: Securities market regulation

Sub-chapter 1: State regulation of
securities market

Article 61. The central state administrative
body in charge of finance and budget
matters

Article 62. Organization in charge of
implementing state regulation in the
securities market

Article 63. Authority of the FRC

Article 64. Cooperation with competent
regulatory bodies of foreign jurisdictions
and international organizations

Article 65. Issuing recommendations
Article 66. Issuing instructions

Article 67. The register of regulated entities
Article 68. Determining suitable persons

Sub-chapter 2: Self-regulatory
organizations of the securities market
Article 69. Self-regulatory organizations
Article 70. Authority of a self-regulatory
organization

Article 71. Registration of a self-regulatory
organization

Article 72. The charter and by-laws of a
self-regulatory organization

Article 73. Management and organizational
structure of self-regulatory organizations
Article 74. Relations between the FRC and
self-regulatory organizations

Article 75. Supervising the operations of
self-regulatory organizations

Chapter 7: Prohibited activities in the securities market

Sub-chapter 1: Activities prohibited to
a holder of inside information

Article 76. Inside information

Article 77. Holders of inside information
Article 78. Prohibition on participation in
trading activities using inside information
Article 79. Disclosing inside information to
the public

Sub-chapter 2: Market abuse
Article 80. Prohibition on market abuse
Article 81. Obligation to compensate damage

Chapter 8: Supervision and inspection of the securities market

Article 82. Demand of information
Article 83. Regular supervision

Article 84. Inspection of the activities of
regulated entities

Article 85. Authority of the State Inspector
of the FRC

Article 86. Prohibition on obstruction of
inspections

Article 87. Emergency situations

Chapter 9: Miscellaneous

Article 88. The Dispute Resolution Board
Article 89. Sanctions for violations
Article 90. Entry into Force
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Table 2-14 Changes in the Securities Market Law and their purposes®
| Change Purpose

1. Implementation of segregation
between legitimate ownership and
beneficial ownership
In Mongolian law, a legitimate owner used to
mean a beneficial owner and the concept of
titular ownership did not exist. The
amendment introduced the difference
between legitimate and beneficial ownerships.

To make it possible for local banks to
operate custody businesses so that
depository and relevant process are
conducted in Mongolia, while the
beneficial ownership remains with foreign
investors.

If there are no reliable local banks which
can operate custody business, foreign
institutional investors may not investin
the market.

To enable local banks to operate custody
business and to accelerate investment in
Mongolia from foreign institutional
investors.

2, Dual listing and depositary
receipts (DRs)
Old law mentioned the possibility of dual
listing, but there were no detailed rules. The
amended law explicitly stipulates that dual
listing of both Mongolia and foreign listed
companies are allowed. Also the definition of
eligible securities for trading has been
expanded to cover DRs.

Currently, Mongolian securities market is
not deep enough to fulfil the financing
needs of companies. As a realistic solution,
raising a certain part of the funds in
foreign markets, besides domestic
financing, can be considered. The
amendment clarifies the availability of
dual listing. It also aims at encouraging the
usage of domestic capital market.
Introduction of DR aims at 1) facilitating
dual listing of Mongolian companies by
listing their securities in foreign markets,
and 2) making it easier for foreign blue
chips to be listed at MSE. 2) is especially
designed to enhance the status of the
Mongolian market with more foreign
company listings.

3. Strengthening information
disclosure
Requirements of 1) issuance disclosure and 2)
periodic disclosure will need to be enhanced.
For 1), details of financial statements,
stakeholders list, financing/ investment plans,
and risk management plans should be
provided in a prospectus. Disclosed
Information must be audited by a certified
public accountant and verified by a legal
professional.
While the old law used to require listed
companies to disclose all the information
required in the relevant laws, the amended
law clearly defines a limited scope of
disclosure and obliges them to disclose facts
such as the certain forms of reorganization,
significant changes in shareholder

Under the old law, many listed companies
failed to disclose important information
such as annual reports and financial
statements. The amendment aims at
improving the reliability of the market by
enhancing the transparency of the market
through enforcing the disclosure of the
listed companies.

¥ Study team used Hogan Lovells "Mongolia Adopts An Amended Securities Market Law, July 2013" as reference to

make this table.
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composition and other information that may
affect its stock price within one business day
from the occurrence. Immediate disclosure is
also required for certain situations.

In addition, MSE must post information on its
website which its listed companies need to
disclose.

4. Preventing unfair trading
The amended law includes more detailed
provisions prohibiting insider trading &
market abuse.

It aims at aligning with the global standard
on prevention of unfair trading to ensure
fairness/ transparency and enhance the
market reliability.

5. Enhancing supervision by FRC
The amended law defines greater number of
securities market operations than the old one,
enabling FRC to supervise a broader range of
securities businesses. In addition, asset
valuation companies, audit firms and law
firms need to be registered with FRC to
provide their services for the listed companies.
Relevant regulations are being prepared by
FRC.

FRC is going to ensure fairness &
transparency in the securities market and
protect investors by imposing stricter
responsibilities & obligations on market
participants.

6. Introduction of SRO
Stock exchanges, securities depository
organizations and regulatory business
organizations can be registered as SRO under
the amended law. SROs will be responsible for
a certain level of oversight of its market
participants.

Introduction of SRO is intended to
implement a framework for self-regulation
among its members.

7. Implementation of a Dispute
Resolution Board
The amended law mentions that a Dispute
Resolution Board will be established within
FRC to deal with disputes among relevant
regulators, listed companies, and investors.

Instead of taking judicial action, a Dispute
Resolution Board can provide services for
faster, less expensive, undisclosed and
more satisfactory dispute resolution.

In connection with the enforcement of the amended Securities Market Law, 34 regulations
(shown in Table 2-15 below) have already been issued.
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Table 2-15 New regulations under the amended Securities Market law

Record of publicly offered securities in Mongolia, IPO & trading

Opening securities trading account, disposition & transaction of the securities & cash assets
from the account

Custodian licensing and operations

Regulated activities in securities market

Granting, extending, suspending, reinstating & revoking license, and actions that will be
taken in case of revocation/suspension of the license;

Regulated entities’/market intermediaries/operation

Accounting operation

Determination of the cap for the service charge & fee charged by regulated entities

Submitting information to FRC and informing to the public & its surveillance

10. Advertisement of regulated entities & securities issuers

. Receiving and completing the client’s order

. Nominating the authorized person at regulated entities and determining fit & proper person

. Collection, maintenance and transfer of archive documents of regulated persons

. Instructions on submitting information & reports to FRC

. Setting the fee for regulated operations payable by regulated persons

. Brokerage service of the securities on foreign capital market

. Record and trading of Depositary Receipts

. Inside information of listed company

. Delivering information from listed company to shareholders

. Buying all shares or a controlling block of share of a listed company

.SROs

. Adjustment in emergency circumstance of regulated legal body in security market

. Preventing market manipulation

. Issuing financial derivatives

. Code of corporate governance

. Registering a legal body conducting legal advisory service for securities market participants

. Registering a legal body conducting auditing service for securities market participants

. Registering a legal body conducting asset valuation service for securities market participants

. Trustee management operation of securities

. Conducting qualification examination of securities market and granting suspending and
revoking the qualification license of individuals

. Investments funds

. Investment Management Company

. Defining the financial strength ratings operation

34, Council settling dispute

Source: FRC

Investment Law: Given the recent decline in FDIs, the Investment Law was enacted in
November 2013 in place of the Foreign Investment Law and relevant regulations, with a
view to securing stable investments in strategically important sectors, both from foreign
and domestic investors. Under this law, domestic and foreign investors are treated in the
same way, and the provisions regarding the investment in sectors of strategic importance
were removed, although they are still subject to the approvals under other sector-specific
laws and regulations, where state involvement are required for business approval in some
cases.

Investment Fund Law: The Investment Fund Law, which came into effect on January 1,
2014, is the first comprehensive law for investment funds and provides the enabling
framework. It aims to pool small-lot funds to nurture new institutional investors and invite
wealthy individuals to invest in domestic securities through Private Funds. It also aims to
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attract investment from abroad by providing more convenient investment schemes.

It details the types, establishment, operation, management, accounting records and
liguidation of investment funds, as well as the investment management companies and
custodian banks, with FRC as the main regulator. The law defines two types of investment
funds; mutual funds (open-ended or closed-ended) and private funds, which can be
established by investment management companies for a period of up to 10 years.
Investment incomes are exempt from Mongolian corporate income tax, but no other tax
benefits are provided.

According to FRC, the following sub rules have been established or revised in connection
with the enforcement of the law.

Establishing investment fund

Investment fund operation and supervision

Member record-keeping of investment fund law

Calling investment fund member meeting

Investment fund accounting, requirement for financial report, investment fund activities
and its valuation

Investment fund information and advertisement

Liquidating investment fund

Asset/investment management operation

Custodian operation

. Set of detailed regulations on investment fund operation

. Investment fund registered in foreign countries

. Merger and consolidation of investment fund

13. Defining fit and proper candidates

Source: FRC

Minerals Law: The Minerals Law, aiming at regulating mineral exploration/extraction
within the jurisdiction of Mongolia, has a provision related to the securities market
activities. For example, Article 5.6 stipulates that a legal person holding a mining license for
a mineral deposit of strategic importance shall float no less than 10% of its shares at MSE.
While this is based on the idea that even 10% of such promising businesses should have
substantial positive impact on domestic capital market, there is no penalty for incompliance
with this rule at this point.

(2) Possible solutions
Provided the development stage of Mongolian capital markets as detailed above, potential
demands and the strategy of assistance for IPO/dual listing can be summarized as follows.

The basic idea is how to present the potential sectors/companies to the investors (especially
foreign investors for the time being) in this difficult time of macroeconomic instability. In
order to do that efficiently and effectively, the main focus should be marketing the
Mongolian capital markets as a transparent one in line with the global standard, which can
provide full investment opportunities attractive enough for global investors interested in
high growth emerging markets. This is a reasonable and rational approach, particularly as a
short-term strategy, as it takes much longer time to broaden the domestic investor base.
(See the target image for the short-term in Figure 2-5, which was prepared by the JICA
Study Team for the ‘Data Collecting Survey for Development of Financial and Capital
Market, and Capacity Building of its Regulation and Supervision in Mongolia’, as a basis of
this TA)

More specifically, the key for the success is to ‘remove uncertainty’ for the investors as
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much as possible. In this regard, introduction of the new laws, such as Securities Market
Law and Investment Fund Law, had quite positive impact on the investor sentiment, which
was, unfortunately, more than offset by the recent macroeconomic downturn. Going
forward, it is critical to keep pushing the implementation of these laws and the relevant
regulations, introducing the new products, and providing reliable market infrastructure
which contribute to reducing the transaction costs.

At the same time, it is necessary to address the longer-term objectives and to start working
on their basis, although immediate result cannot be expected. These challenges include
retail investor education, fostering institutional investors through training investment
professionals and investment deregulation (although they are not included in the target
outputs of this TA), and expanding the variety of the capital market products, etc.

These issues and challenges are summarized in Figure2-6, which shows that IPO/dual
listing component of this TA (target outcome #4) is a complex outcome of the measures for
other targets (#1, 2 3 and 5). In the rest of this section, relevant measures are listed for the
same categories as the previous section --- issuers, investors, intermediaries, stock
exchange and the regulator.
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Figure 2-5 Roadmap for capital market development in Mongolia

Source: JICA Study Team for the ‘Data Collecting Survey for Development of Financial
and Capital Market, and Capacity Building of its Regulation and Supervision in Mongolia”
(2013-14)
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Figure 2-6 Summary of the issues on IPO and dual listing

Source: JICA Expert Team

a) Issuers

As discussed earlier, in order for MSE to receive more confidence of the market participants,
the most imperative issue is to clean up some of the existing listed companies by delisting
those not traded at all. In doing so, it is necessary for FRC and MSE to make rule of
delisting rule explicit® and to enforce it properly.

In addition, the listed companies will need to make more effort to improve its corporate
governance and information disclosure. As for this issue, appropriate cooperation with
other DPs and local institutions should be carefully considered to avoiding overlaps, since
DPs including the World Bank and IFC have conducted projects on this issue before, and
there are local institutions specialized in corporate governance including the National
Council on Corporate Governance and Corporate Governance Development Center.

More importantly, it would be helpful to have symbolic IPO deal(s) in drawing attention of
the stakeholders and driving relevant resources toward the success of the actual deal(s). In
general, potential demand can be classified into the following three groups.

> Needs for privatizing state owned companies (SOCs) — Currently the State
Property Committee (SPC) is in the process of preparing the list of around 20 candidates
for privatization and restructuring for 2015-16. Specifically, additional floating of the
power plant companies and coal mining companies such as Baganuur and Shivee Ovoo
(both under Erdenes MGL), IPO of MSE, Agricultural Commodity Exchange and other
mining-related companies, are being considered. For the IPO candidates, feasibility
studies and pre-privatization restructuring are the main emphasis, whereas the
possibility of re-listing has been sought for some of the companies delisted so far.

? In the MSE’s new listing rule, there is an article (Article 23) stipulating conditions and procedures on suspension of
trading activity and delisting of securities.
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» Financing needs by medium-sized non-mining private sector companies — On
the domestic-demand oriented side, some of the prospective sectors include
infrastructure- related, agro/food processing, telecommunication and import
substitution sectors such as construction materials.

» Financing needs by major banks — Due to the lack of successful cases in the past,
most of the commercial banks are cautious about IPO, and are likely to seek bond
financing outside Mongolia. But greater usage of domestic capital markets is expected in
the longer-term, as the market impact cannot be ignored once they decide to go for IPO.

b) Investors

Foreign tnvestors: Investor demography in Mongolia, with relatively large share of the
limited number of foreign institutions/individuals as well as the thin domestic investor base,
is less likely to go through immediate change in the near future. Especially considering the
growing attention of Western institutional investors on Mongolia as one of the strategic
emerging markets, this trend is likely to be strengthened, especially once the current
macroeconomic uncertainty is removed.

Domestic investors: While the pace of the growth is likely to be slow, gradual changes
are necessary. For the retail investors, as one of the focuses of this TA, fund flows into the
markets are currently limited, given the high deposit interest rates and the lack of
knowledge/ confidence in capital markets. It will become necessary, in the long run, to
expand the needs for more active capital markets through guiding the investors from
‘savings’ to ‘investments’ with a view to diversifying their assets. Measures such as tax
incentives (e.g. those focusing on IPO deals) shall be considered based on other countries
practices, including those in Japan.

¢) Securities intermediaries

Most of securities companies in Mongolia do not have actual experience and sufficient
expertise to achieve successful IPO transactions. Even the most experienced underwriter in
Mongolia, BD Sec, commented during the interviews by the team that they need to have
better understanding on the international standards of IPO prospectus. In order to increase
the number of IPO deals in MSE, capacity building of securities companies is one of the
indispensable component to be included in this TA. In addition to building up overall
financial strength of the securities companies, capacity development in underwriting
businesses will be needed, not only as an additional source for the securities companies, but
also for the sustainable growth of the overall capital markets in Mongolia.

d) MSE

It will be important for MSE to enforce the new listing rule effectively and properly. In
addition, MSE will need to strengthen its capacity of analyzing the current and future
prospect of business, corporate governance and financial conditions, and of examining the
related documents from IPO applicants effectively and efficiently.

e) FRC

As discussed earlier, there are some overlaps between FRC and MSE in supervising newly
listing and the already listed companies. FRC will need to streamline its roles and functions
of monitoring the listed companies and examining IPO applicants, in coordination with
MSE.

(3) Probable technical cooperation activities under JICA program

a) Listed companies

New Chair of FRC commented in the meeting with JICA Expert Team on January 15, 2015
that the target output #4 (increasing IPOs and promoting dual listing of Mongolian
companies) is the top priority which FRC expects from this TA project. Even one successful
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and symbolic IPO deal could vitalize the current stagnant market through further attracting
the investors and candidate issuers at MSE.

In order to accelerate this positive cycle, JICA Consultant team is planning to work closely
with FRC, MSE, SPC, MOF, relevant line ministries and underwriters to identify the
candidates for IPO at MSE, as well as for dual listing at other exchanges. Especially, the
team shall take advantage of the close communications with these stakeholders in;

1. Matching the financing needs with intermediaries, and

2. ldentifying the constraints/obstacles in the process of preparing for IPO/dual listing,

with a view to feeding them back into the process of revising the existing systems,

on a real time basis. While the direct support for specific issuers and securities companies is
beyond the scope of this TA, it is critically important to have a close look at the problems
and issues faced by individual players to improve the quality of the feedbacks to FRC, MSE
and other stakeholders.

As for the currently listed companies at MSE, improvement in corporate governance and
information disclosure is considered as one of the most urgent issues to restore investors’
confidence. JPX will be able to provide information and training programs on their
practices or experiences in the field of corporate governance and information disclosure.

b) Investors
See “5. Enhancing financial literacy for general public”

¢) Securities intermediaries
In order to strengthen capacity and expertise in underwriting, the team, with the support of
Japanese major securities companies including Daiwa Securities, will be able to provide
information and training programs on the roles and functions of underwriters in the
process of IPO and dual listing. The delivery shall take the form of seminars involving both
potential issuers and intermediaries, and the possible topics include:

® Benefit of IPO/dual listing (by),

® Global trend of IPO/dual listing ( - do - ),

® Underwriter’s roles in IPO/dual listing (- do -),

® Relevant laws/regulations/institutional framework in Japan (by FSA)

® Listing rules and examinations (by JPX), and

® Preparation and procedure for IPO/dual listing (by securities companies and

MSE),

with an emphasis on the implications on the capital market in Mongolia.

d) MSE

In this TA project, JPX will play the most important role in strengthening the capacity of
MSE in its examination of IPO candidates and monitoring of the listed companies. MSE will
also need more marketing activities to broaden international investor base including those
from Japan. The team and JPX will work together to hold seminars for MSE, covering these
issues.

e) FRC

With a view to ensuring the sustainable securities industry which can accommodate future
IPO/dual listing deals, FRC will need to focus on designing the securities industry,
including optimal size, number of players, etc., in addition to developing the framework of
risk-based supervision discussed in the previous chapter. Specifically, it will become
necessary to prepare future consolidation scenario of the industry after enforcing new
minimum capital requirements. FSA and the team shall provide information on policy
experiences in Japan and implications for Mongolia regarding the industry consolidation.
Also for stimulating the appetite for IPO shares, tax measures can be examined and
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adjusted, with the inputs from FSA based on the experiences/practices in Japan and other
countries.
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5. Enhancing financial literacy for general public

(1) Review on the current situation in Mongolia
In Mongolia, there is neither specific education nor training focused on improving financial
literacy including the investor education open for the public in general.

At middle school and high school age, there are no curriculum that aims on money
education and courses that teach financial terms, while only occasion that is related
securities industry is the study tour to the MSE during the excursions to UB. Even at the
higher education for instance, there is no finance textbook written in Mongolian language
used amongst the faculties of Economics Department at the National University of
Mongolia a prestigious university in Mongolia. Given the situation, some of the professors
prepare translated version of the English textbooks obtained from abroad as handout
materials.

Figure 2-7 Translated textbook (left) and original English textbook (right)

Source: JICA Consultant team

Similarly, the investor education channels available to the retail investors are also scarce.
FRC provides very brief explanation of knowledge and concepts regarding the capital
markets in Mongolia on their website. At MSE, some basic knowledge on securities and
investment are shown on their website and in addition, short basic training courses on
securities trading are offered to the general public. Few securities companies provide
capital markets related half-day seminars in several occasions and one of them also provide
some knowledge and awareness via its publications. Moreover, currently there exist no
platform of financial knowledge and jargons available to the public to fully understand and
meet their interests towards capital markets and securities trading.

Figure 2-8 Publication by one of the securities company
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Source: JICA Consultant team

Likewise, structured educational and training programs for the financial professionals are
also limited in Mongolia. MSE provides series of training courses for the prospective
professionals and examination for dealers and brokers. Mongolian Association of Securities
Dealers (MASD) also provides internal training to those 45 (out of 71 securities
dealers/brokerage licensed firms) member companies however, the trainings are conducted
on an ad-hoc basis due to limited trainers and 26 non-members to the association do not
usually participate. In addition, the Financial Markets Association (FMA) offers training
courses to the professionals but the contents and frequencies are both insufficient due to
limited capacity.

Given the current situation, the World Bank has been supporting the Mongolian
government as well as the financial regulators including BoM and FRC to draft “National
Strategy for Financial Literacy” in order to improve awareness and financial literacy of the
general public. This strategy is aiming to be implemented by the end of 2015 and the actual
financial education and training programs will start from the following year. In addition,
ADB has been supporting relevant institutions to create a series of TV drama aiming to
educate the general public and started broadcasting since December 2014. However, these
programs provided by the international donors have more focuses on financial inclusion
rather than the

Luxembourg Agency for Development Cooperation (Lux Dev) has been providing technical
cooperation programs targeting more specifically FRC and financial institutions since 2012.
As one of their key outputs, Lux-Dev supported the FRC to publicize three booklets on
capital markets, insurance business, and microfinance all with financial terms and
glossaries in local language. These booklets however are limited only amongst the relevant
counterparties such as the financial authorities and financial institutions such as banks,
insurance companies and NGOs. The training programs are also not specifically focused on
the actual operations regarding capital markets and securities trading but rather more
emphasis on institutional capacity buildings aspects.

Figure 2-9 Publication by Luxembourg Development
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Source: JICA Consultant team

(2) Possible solutions

Based on the current situation and the necessities for the capacity buildings to improve
financial literacy and awareness amongst the relevant parties such as the regulators and
financial institutions as well as the public, the consultants propose several technical
cooperation activities as follows:

» Provide series of seminars / lectures: target audiences and the contents shall be
determined at the necessary basis with prioritizations along with the level of
difficulties.

» Assist in structuring the national framework regarding the financial literacy: this
includes who takes the initiative and what sort of knowledge and information to be
disseminated to the public from which platform.

»  Support in drafting “media mix strategy” to promote financial literacy: primary focus
on the delivery channels via social network services (SNS), TV shows, radio program,
newspapers, magazines, websites, educational institutions, etc.

(3) Probable technical cooperation activities under JICA program
Further details of the activities are subject to consultation with the FRC as well as JICA.
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Appendix 6

List of Attendees

Financial Regulatory Commission

1) Narantuya. Z, Chair, as Project Director

2) Enkhbayar. T, Managing Director General, as Deputy Project Director

3) Batpurev. A, Director for Market Development Department, as Project Manager
4) Avir. A, Head of Market Development Division

5) Oyuntsatsral. B, Director for Risk Management and Policy Regulation Department
6) Gandulam. T, Director for Securities Regulation Department

7) Dolgorsuren, Head of Securities Supervision Division

8) Bathmunkh, Head of Foreign Relations and Cooperation Division, as Secretary

Mongolian Stock Exchange
1) Angar. D, Acting CEO

Ministry of Finance
1) Nyamaa. B, Director, Financial Policy Department

2) Amarbat. Yo, Senior Officer, Debt Management Division,
Development Financing and Debt Management Department

Government of Japan

1) Yoshio Wada, Executive Advisor to the Director General,
Industrial Development and Public Policy Department, JICA
2) Mutsumi Sato, Chief Representative, JICA Mongolia Office

3) Saikhantuya.A, Representative, JICA Mongolia Office

4) Tuvshin-Od. Kh, Program Officer, JICA Mongolia Office

5) Motonobu Matsuo, Director, Planning Division, FSA

6) Kosei Ishiwata, Section Chief, Office of International Affairs, FSA

JICA Consultants

1) Ryota Sugishita, Project Manager, Daiwa Institute of Research

2) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute
3) Hiroyuki Kaneko, SRO, Daiwa Institute of Research

4) Chinzorig Chulun, Mongolian consultant

5) Khishigjargal Jambal, Mongolian consultant
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This is to record the results of the second JCC meeting held on 20 November 2015.

The proceedings went on chaired by Mrs. Zagdkhuu Narantuya as according to the agenda
(Appendix 1).

Key discussion points were as follows:

1. Report on the activities for the first project year (Novig-Augi5s). The Consultant
Team reported on technical cooperation activities for the first project year, including an IPO
seminar for state-owned companies, a training course in UB, an IPO/dual-listing seminar
as well as a several small-group presentations.

N

Team proposed plans for the second project year, with main activities including two
training courses in J apah (one of them completed in Octi5), a training course in UB, the
second IPO/dual-listing seminar as well as an event for investor education. The JCC
members approved the plan.

3. Submission of the List of IPO candidates. JICA Consultants prepared a list of
companies for potential initial public offerings. Members shared the list confidentiality. The
list will be shared once it is updated.

4. Approval of the project design matrix indicator. JICA Consultants proposed an
indicator, which will be included in the project design matrix (project framework), to
manage progress of the project. JCC members approved the indicator.

Attached documents:

Appendix 1:  Agenda

Appendix 2: List of attendees

Appendix 3 :  Report on the activities for the first project year

Appendix 4: Plans for the second project year
Appendix 5:  List of IPO candidates
Appendix 6:  Proposal for a project design matrix indicator
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar

Agenda

Opening Remarks
10:30 - 10:35 Ms Zagdkhuu Narantuya, Chair, Financial Regulatory Commission
10:35 -10:40 Mr Yoshio Wada, Executive Advisor to the Director General,
Industrial Development and Public Policy Department, JICA

Discussion
10:40 - 11:55 Agenda 1: “Introduction of JCC members”
by JICA Consultant Team

Agenda 2: “Report on the activities for Novi4-Augl5”
by JICA Consultant Team

Agenda 3: “Plans for Augl5-Augl6”
by JICA Consultant Team

Agenda 4: “Sharing a list of IPO candidates”
by JICA Consultant Team

Agenda 5: “Approval on the PDM (project design matrix) indicator”
by JICA Consultant Team

Closing Remarks
11:55-12:00 Ms Zagdkhuu Narantuya, Chair, Financial Regulatory Commission
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar
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Financial Regulatory Commission

1) Narantuya.Z, Chair, as Project Director

2) Batselenge.B, Managing Director General, as Deputy Project Director

3) Batpurev.A, Director for Market Development Department, as Project Manager

4) Avir. A, Head of Market Development Division, Market Development Department
5) Oyuntsatsral.B, Director General, Supervision Department

6) Tulgaa.S, Deputy Director, Securities Regulation Department

7) Dolgorsuren, Head, Securities Supervision Division, Supervision Department

8) Ider.T, Senior specialist, International Affairs Division, as Secretary

Mongolian Stock Exchange
1) M.Bolor, Acting CEO

Ministry of Finance

1) Nyamaa.B, Director General, Financial Policy Department

2)Gantulga.B, Director General, Development Financing and Debt Management
Department

Japan International Cooperation Agency

1) Yoshio Wada, Executive Advisor to the Director General,

Industrial Development and Public Policy Department, JICA
2) Ryosuke Watanabe, Industrial Development and Public Policy Department, JICA

JICA Mongolia Office

1) Mutsumi Sato, Chief Representative
2) Saikhantuya.A, Representative

3) Tuvshin-Od. Kh, Program Officer

JICA Consultants

1) Ryota Sugishita, Project Manager, Daiwa Institute of Research

2) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute
3) ChinzorigChuluun, Mongolian consultant
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar

Report on the activities for the first project year
(Novig-Augis)

Based on the Record of Discussions signed between the two countries in Jun 2014, the
Consultant Team was appointed by JICA in November 2014. The Consultant Team
visited UB six times for the first project year: Decl4, Janl15, Marl5, Aprl5, May15 and
Junl5. After several discussions between the Mongolian counterpart and the
Consultant Team to identify what exactly the Mongolian counterpart needs, the
Consultant Team wrote a basic report on the current status on the Mongolian capital

market and provided technical cooperation as follows:

Half-day seminar for state-owned companies on IPO - In March 2015, a
half-day small seminar for an IPO was held at Corporate Hotel with attendees from

more than ten state-owned companies.

One-week training course on supervision of securities companies — In April
2015, a one-week training course was held in UB for FRC’s officials at Mongolian
Japan Center with lecturers by Japan’s Financial Services Agency (FSA) on off-site
and on-site monitoring of securities companies, and the Consultant Team on
knowledge sharing for the capital market. Five officials including two lecturers from
FSA stayed in UB for 27-28 April.

One-day seminar on IPO/dual-listing — On 23 June 2015, a one-day seminar for
IPO/dual-listing was held at Mongolian National Chamber of Commerce and Industry
with lecturers by FRC, MSE, JPX, the Consultant Team, Daiwa Securities Capital
Markets Hong Kong and ADB. Roughly 150 people from financial institutions, private
and state-owned companies, government organizations and media attended the

seminar.

Presentations on demand - In addition, the Consultant Team provided several



Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee

20 November 2015, FRC, Ulaanbaatar

presentations for small groups at FRC, MSE as well as MASD for supervision of

securities companies, self-regulatory organization and investor education.

2014 2015
11 12 1 3 4 5 6 7 8
Start Kickoff JCC End
Policy
Committee Study Study Study
Supervision Study LTJrgmmg COUrse N presentation
Tasks SRO Study Presentation
Study
::;3:1“3'- Study Seminar for Study IPO/dual-listing seminar
9 SOCs
Investo_r Study Presentation
education
Output Work plan Status Report on the Cap Mkt Monitoring Sheet
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar

Plans for the second project year
(Augi15-Augi16)

The second project year started on 24 August 2015. A training course in Tokyo was
already held in October 2015, and another is planned by August 2016. A training
course in UB is also planned. In addition, the second seminar for IPO/dual-listing will
be held during the project year. An event (for instance, a seminar) for investor

education will be also included in the project.

A training course in Tokyo — In October 2015, a seven-day training course was
held for fourteen FRC officials in Tokyo by FSA, JPX, Japan Securities Dealers
Association, Japan Investor Protection Fund, the Consultant Team as well as Daiwa

Securities. The course focuses on supervision of securities companies.

A training course in UB - The Consultant Team proposes a training course in UB in
the first quarter of 2016. The course aims to share knowledge with the Mongolian

counterpart mainly for self-regulatory organization.

Another training course in Japan — The Consultant Team proposes the second
training course in Japan in the second quarter of 2016. Lecturers for the course are

expected to be mainly on self-regulatory organization.

The second IPO/dual-listing seminar — The second IPO/dual-listing seminar
will be held in the first quarter of 2016.

An event for investor education — The Consultant Team also plans an event for
investor education. The details will be determined later.

The Consultant Team also plans lecturers/presentations for small groups at FRC, MSE

and MASD upon requests.



Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar

Plans for the second project year (Augl5-Augl6)

2015 2016
8 9 10 | 11 | 12 1 2 3 4 5 6 7 8
Start JCC JCC End
Policy
Committee
s Training course in
Supervision . .
Japan Training course in
o ) Japan
T SRO Training course in UB
Promoting IPO .
IPO/dual- Short-list for IPO activities with IPO/dual-listing
listing " . seminar
securities companies
Investor Event for general
education public
Output Work plan Monitoring sheet

Note: Schedule is subject to change, depending on discussion between Mongolian
stakeholders and consultants.




Appendix 5
Candidates for Pilot IPO / Dual-Listing (DL) Projects

soc/ Application (Jul 2015)
. Candidate Issuer Auditor Appraiser \[e] 5}

As of Nov 20, 2015

SOC Mongol Post Postal Service  IPO i Preparation is almost done.
SOC Power Plant 2 Power DL Long-term  HK, LD, TK --- To be selected by Nov 25, 2015 --- On Privatization List. Consulting needs to be submitted.
SOC Power Plant 3 Power DL Long-term  HK, LD, TK --- To be selected by Nov 25, 2015 ------- On Privatization List. Consulting needs to be submitted.
SOC Power Plant 4 Power DL Long-term  HK, LD, TK --- To be selected by Nov 25, 2015 ------- On Privatization List. Consulting needs to be submitted.
SOC Darkhan Power Plant Power DL Long-term  HK,LD, TK = ------mm--mmmm- To be selected by Nov 25, 2015 ------------—-- On Privatization List. Consulting needs to be submitted.
SOC Erdenet Power Plant Power IPO Long-term  HK, LD, TK = -------m--mmmm- To be selected by Nov 25, 2015 --------------- On Privatization List. Consulting needs to be submitted.
SOC Shive Ovoo Mining IPO n.a. n.a. n.a. n.a. On Privatization List, but not in the 1st batch.
SOC Baganuur Mining = - Not submitted n.a. n.a. n.a. n.a. On Privatization List, but not in the 1st batch. Requested separately.
SOC Erdenes MGL Mining = - Not submitted ---------- n.a. n.a. n.a. n.a. Not feasible at this point.
SOC State Bank Finance @~ --——----- Not submitted ---------- n.a. n.a. n.a. n.a. Asked by SPC not to pitch w/o consulting with its Chair.
SOC MIAT Transport ~  -=-mm-mee- Not submitted ---------- n.a. n.a. n.a. n.a. Asked by SPC not to pitch w/o consulting with its Chair.
Private ******** Conglomerate DL 3-5yr HK, LD, TK [ - 2. n.a. n.a. Turning to LD AIM for greater liquidity.
Private ******** n.a. IPO/DL Next yr To be selected n.a. n.a. n.a.
Private ******** Telecom  -—--m-—ee- Not submitted ---------- n.a. n.a. n.a. n.a. Interviewed on Nov 3 & 5. Not interested at this morment.
Private ******** Finance @~ -—-—---- Not submitted ---------- n.a. n.a. n.a. n.a.
Private [ Manufacturing ~ —------—-- Not submitted ---------- FRRrx n.a. n.a. n.a. Top share door manufacturer & expanding the business portfolio.
Private ******** Conglomerate =~ ---------- Not submitted ---------- n.a. n.a. n.a. n.a.
na. n.a. n.a. IPO/DL Next to 3-5yr i n.a. n.a. n.a. Consulting needs to be submitted.
na. n.a. na. == Not submitted FHEIIRRK n.a. n.a. n.a. To be interviewed on consulting needs.

- - n.a. n.a. Interested in Power Plant 3 & 4.

n.a. n.a. na. e Not submitted

: Not eligible for a pilot project at this point
: 1st group for privatization.
I : Consulting Needs submitted.
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
20 November 2015, FRC, Ulaanbaatar

Proposal for a project design matrix indicator

Given that the overall goal of the project is to increase the number of IPOs and to
promote dual-listing, JICA Consultant Team proposes an indicator for the project

design matrix as follows:
- Number of companies preparing for an initial public offering (IPO)

The indicator can describe progress of the project. The Consultant Team believes that
“number of IPOs achieved” is not applicable as an indicator, given that timing of an IPO
can be highly influenced by the stock market conditions. In other words, an IPO can be
postponed if the market sentiment is weak and demand for the stock is below
expectation.

“Number of companies preparing for an IPO” can be also divided into two stages:

1) Companies with an agreement with an underwriter for an IPO
2) Companies that are ready for an IPO

The project design matrix is a framework for project management, describing overall
goal, expected outcome, indicators etc.
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This is to record the results of the second JCC meeting held on 15 March 2016.

The proceedings went on chaired by Mr. Erdenebileg Batbold as according to the agenda
(Appendix 1). '

Key discussion points were as follows:

1. Report on the activities for Novi5-Feb16. The Consultant Team reported on technical
cooperation activities for Novi5-Feb16. For the past four months, the Consultant Team
interviewed companies for initial public offering (IPO) candidates.

2. Approval of the plan for Mar-Augi16. The Consultant Team proposed plans for
Mar-Augi6. The second IPO/dual-listing seminar will be held on 18 Mar, with two guest
speakers from Japan. The second training course in Japan will be held for 11-15 April with
4 FRC officials, 3 MSE staff and 3 MASD members on self—regulatibn. The JCC members

approved the plan.

3. Submission of the List of IPO candidates. The Consultant Team updated the list of
companies for IPO candidates. Members shared the list with confidentiality.

4. Approval of the project design matrix indicator. The Consultant Team proposed
key indicators for the project design matrix (project framework) to monitor progress of the
project. JCC members approved the indicators.

Attached documents:

Appendix1: Agenda

Appendix 2: List of attendees

Appendix3 :  Report on the activities for Novis-Feb16
Appendix 4: Plans for Mar-Augi6

Appendix 5:  List of IPO candidates

Appendix 6:  Proposal for project design matrix indicators
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
15 March 2016, FRC, Ulaanbaatar

Agenda

Opening Remarks
10:00 - 10:05 Mr Batbold Erdenebileg, Acting Chair and Commissioner
Financial Regulatory Commission
10:05 - 10:10  Mr Jiro Tsunoda, Senior Advisor
Industrial Development and Public Policy Department, JICA

Discussion
10:10 - 11:25 Agenda 1: “Introduction of JCC members”
by JICA Consultant Team

Agenda 2: “Report on the activities for Novl5 - Marl6”
by JICA Consultant Team

Agenda 3: “Plans for Mar - Augl6”
by JICA Consultant Team

Agenda 4: “Sharing a list of IPO candidates”
by JICA Consultant Team

Agenda 5: “Approval on the PDM (project design matrix) indicator”
by JICA Consultant Team

Closing Remarks
11:25-11:30  Mr Batbold Erdenebileg, Acting Chair and Commissioner,

Financial Regulatory Commission
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List of Attendees

Financial Regulatory Commission

1) Batbold. E, Acting Chair and Commissioner, as Project Director

2) Natsagdorj. T, Managing Director General, as Deputy Project Director

3) Oyuntsatsral.B, Director General, Supervision Department

4) Altan-Od. P, Director of Administration Department

5) Avir. A, Head of Market Development Division, Market Development Department
6) Tulgaa.S, Deputy Director, Securities Regulation Department

7) Dolgorsuren. B, Head, Securities Supervision Division, Supervision Department
8) Ider. T, Senior specialist, International Affairs Division, as Secretary

Mongolian Stock Exchange
1) Bolor M, Acting CEO

Ministry of Finance
1) Nyamaa.B, Director General, Financial Policy Department

2) Gantulga.B, Director General,
Development Financing and Debt Management Department

Japan International Cooperation Agency

1) Jiro Tsunoda, Senior Advisor,

Industrial Development and Public Policy Department, JICA
2) Ryosuke Watanabe, Industrial Development and Public Policy Department, JICA

JICA Mongolia Office

1) Mutsumi Sato, Chief Representative
2) Saikhantuya. A, Representative

3) Buyanjargal. T, Representative

JICA Consultants

1) Ryota Sugishita, Project Manager, Daiwa Institute of Research

2) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute
3) Shinji Ohno, Policy Committee, Japan Economic Research Institute

4) Akifumi Nakanishi, Investor Education, Daiwa Institute of Research

5) Chinzorig. C, Mongolian consultant
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Report on the activities for Novis - Feb16

Since the last JCC meeting in Novl5, the Consultant Team worked mainly on
IPO/dual-listing and SRO.

1. IPO/dual-listing

The Consultant Team short-listed potential IPO candidates. Although some of targeted
companies did not express interest in IPO, others were newly recommended by
underwriters. The Team interviewed with four private sector companies by Febl6, of
which one would like to dual-list in Tokyo.

2. SRO

The Consultant Team started to contact MASD again for supporting in its newly
building self-regulations. In Nov15, the Consultant Team organized a meeting on SRO
for FRC, MSE and MASD. The Team advised on demarcation of regulators, including
that for listing approval. The Team also made presentation for FRC about listing
requirements.

3. Public relations

As a part of public relations activities, the Consultant Team opened a Facebook account
JICA Capacity Building for Mongolian Capital Market in November 2015. As of 15
March, 252 members can benefit from the account by sharing information on Team’s
activities. The Consultant Team also briefly pointed out the current issues for the
capital markets in Mongolia and explained about the JICA program at Invest Mongolia,
Decl5 as well as Development of Financial Market National Forum, Janlé.
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Plans for Mar - Aug16
From Marl6 to Augl6, the Consultant Team plans:

1. SRO
The second training course in Japan will be held for 11-15 Apr, with 10 participants. The
course focuses on self-regulation of capital markets. The tentative program is as

follows:
Lecturer
Date Time Subject Venue
Name Designation Tel
Arrival in Tokyo
10-Apr
9:00 11:30 |Orientation JICA, DIR/JERI TIC
11-Apr 13:30 15:00 iomparatlw analysis on stock exchanges in Vuki Yamada |DIR/JERI Akifumi DalwaGfoe;:untles
> Akifumi Nakanishi | o 055 orth
15:20 16:50 [SROs in ASIA ' IDIRIJERI 080-9809-3269| ~ran °«yo o
Nakanishi Tower 25F
9:30 9:50 [Introduction to Tokyo Stock Exchange - DVD Yumi Honda {JPX
9:50 10:20 |[Site tour to TSE Arrows Ms Noguchi  {JPX
10:20 10:30 |Greetings by Director Mr Isaka JPX
Shohei
12-Apr 10:30 11:30 |Japanese economy and capital markets Yumi Honda {JPX Yamagata JPX
050-3377-7583|
13:00 14:30 [Listing examination JPX
15:00 16:30 [Monitoring listied companies JPX
16:30 18:00 |Disclosure and governance for listed companies JPX
9:00 10:30 |[Monitoring daily trades JPX Shohei
Yamagata JPX
10:30 12:00 |Disciplinary action on trading participants JPX 050-3377-7583]
13-Apr : o
14:00 15:20 [Accounting scandals in Japan B DIR/JERI Ryota Daiwa Securities
Sugishita Sugishita Group
15:40 17:00 [Training for sales representatives R DIR/JERI 080-9800-3255|  GranTokyo North
Sugishita Tower 25F
9:00 10:20 |Ovenview of JSDA L SERED R
Association
10:40 12:00 Rules for client management, sales Japan Securities Dealers N
) ) representatives Association Japan Securities
14-Aor 13:00 14:20 Qualification and registration for sales Japan Securities Dealers Ryuichi Shiina| Dealers Association
p | | representatives Association 03-3667-8537 | 1-5-8, Kayaba-cho,
14:40 16:00 |Case study Japan .Se_cuntles Dealers Nihombashi, Chuo-ku
Association
16:20 17:30 |Dispute resolution ey .Se_cunnes DEElER
Association
10:00 12:00 [Wrap up Ryota DIR/JERI 080-9809-3255| Daiwa Securities G
Sugishita
13:00 14:10 |FSA and JSDA Mr Yokoo FSA, Securities Business Div
15-Apr 14:25 15:45 [FSA and JPXRegulation Mr Murakami {FSA, Financial Markets Div Shungo
Koreeda FSA
16:00 17:00 |Collaboration in market monitoring Mr Murakami {SESC 03-3506-6177
17:00 17:20 |Certificates by JICA JICA
Departure from Tokyo
16-Apr
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2. IPO/dual-listing
The Consultant Team continues to support Mongolian companies to be ready for an
IPO/dual-listing, mainly for the companies in our list.

3. Investor education
The Consultant Team plans an event for investor education. Details will be discussed

further.



Appendix 5
Candidates for Pilot IPO / Dual-Listing (DL) Projects As of Mar 15, 2016

Application (Nov 2015)

. Candidate Issuer Sector

SOC/

Underwriter Auditor Appraiser

SOC Power Plant 4 Power 1Q2016 Golomt Bank n.a. n.a. n.a. On Privatization List. Consulting needs to be submitted.

SOC (Power Plant 3, 4) Power IPO 1Q206 TDB Capital E&Y Mongolia Mongol Omgoologch BDO Audit Submitted by underwriter
Private *****x** Conglomerate DL 3-5yr HK, LD, TK  xxxxxsex n.a. n.a. n.a. Turning to LD AIM for greater liquidity.
Private ******** Manufacturing IPO 2017 R n.a. n.a. n.a. Top share door manufacturer & expanding the business portfolio.
Privatg ******** Conglomerate IPO n.a. ool n.a. n.a. n.a.

: 1st group for privatization.
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Proposal for a project design matrix indicator

The Consultant Team proposes additional project design matrix (PDM) indicators to
monitor the progress of the project. The PDM is a framework for project management,
describing overall goal, expected outcome, indicators etc.

1. PDM indicators

1) Overall goal - Number of companies preparing for an IPO/dual-listing (continued)

2) Number of rules, regulations, guidelines, notifications and other relevant documents
that are made or modified by FRC, MSE and MASD with help of the Team and other
Japanese experts (added)

2. Results for Novi5-Feb16

1) Overall goal

- Number of companies preparing for an IPO/dual-listing for No15-Feb16 was six (four
private sector companies and two state-owned companies).

- In addition, there were two new listings at MSE: MIK Holding made an IPO in Decl5;
Mongol Shuudan listed without offering in Janl6. Furthermore, iTools is expected to
make an IPO at MSE soon.

2) Number of rules, regulations, guidelines, notifications etc. that are made or modified
by FRC, MSE and MASD with help of the Team and other Japanese experts
- FRC decided to its transfer listing approval function to MSE.
- FRC’s off-site monitoring guideline for securities companies were modified after the
training course in Japan in Oct15.

- FRC also made a notification for securities companies in monthly data submission.
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This is to record the results of the second JCC meeting held on 21 June 2016.

The proceedings went on chaired by Mr. Bum-Erdene Khariyu as according to the agenda
(Appendix 1).

Key discussion points were as follows:

1. Report on the activities for Mar-Jul16. The Consultant Team reported on technical
cooperation activities for Mar-Juli6. On 18 March, the team and FRC hosted an
IPO/dual-listing seminar, with two invited Japanese experts, at Tuushin Hotel. In April,
the team organized a five-day training course in Japan for 11 members from FRC, MOF,
MSE and MASD. The team and MASD also held half-day workshops, including a lecture
by MSE, mainly for securities companies on 20 and 23 May. In addition, the team
provided consulting services for the IPO candidate companies.

2. Plans for Augi6-Jul17. The Consultant Team proposed plans for the final project year
(Aug16-Jul17). A major event for investor education is to cooperate with MASD in holding
Investor Week early Sep16. The team also plans to organize a training course both in
Mongolia and Japan, to host an IPO seminar and to provide lectures as requested. One of
the pilot IPO projects is also expected to materialize in Oct-Dec16. The JCC members
approved the plan.

3. Discussion on Phase 2. FRC proposed extending the project. The application form for
the Phase 2 with modified tasks was submitted to MOF on 16 Jun, and the form will be
submitted to JICA later. JCC members acknowledged FRC has submitted the application
for the Phase 2.

4. Discussion on the project design matrix indicators. Initial discussion was held.
JCC members decided to continue discussions for finalizing the PDM indicators by the end
of Aug16.,

Attached documents:

Appendix1:  Agenda

Appendix 2: List of attendees

Appendix 3: Report on the activities for Mar-Jul16

Appendix 4: Plans for Aug16-Jul1y

Appendix 5:  Items included in the Application Form for J apan’s Technical Cooperation
(dated June 17, 2016) ,

Appendix 6:  Candidates for pilot IPO / dual-listing (DL) projects
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Appendix 4: Work Plan for September 2016-July 2017

Appendix 5: PDM indicators - Summary

Appendix 6: PDM indicators - Monitoring Sheet

Appendix7:  Candidates for pilot IPO / dual-listing projects
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Agenda

Opening Remarks
10:00 - 10:05 Mr Bum-Erdene Khariyu, Commissioner and Vice Chairman
Financial Regulatory Commission
10:05 - 10:10  Mr Jiro Tsunoda, Senior Advisor
Industrial Development and Public Policy Department, JICA

Discussion
10:10 - 11:25 Agenda 1: “Report on the activities for Mar - Jull6”
by JICA Consultant Team

Agenda 2: “Plans for Augl6 - Jull7”
by JICA Consultant Team

Agenda 3: “Discussion on Phase 2”
by FRC

Agenda 4: “Discussion on the PDM (project design matrix)
indicators”
by JICA Consultant Team

Closing Remarks
11:25 - 11:30  Mr Bum-Erdene Khariyu, Commissioner and Vice Chairman

Financial Regulatory Commission
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List of Attendees

Financial Regulatory Commission

1) Mr Bum-Erdene. K, Commissioner and Vice Chairman

2) Natsagdorj. T, Managing Director General, as Deputy Project Director

3) Oyuntsatsral.B, Director General, Supervision Department

4) Altan-Od. P, Director of Administration Department

5) Avir. A, Head of Market Development Division, Market Development Department
6) Tulgaa.S, Deputy Director, Securities Regulation Department

7) Dolgorsuren. B, Head, Securities Supervision Division, Supervision Department
8) Ider. T, Senior specialist, International Affairs Division, as Secretary

Mongolian Stock Exchange
1) Bolor M, Acting CEO

Ministry of Finance
1) Nyamaa.B, Director General, Financial Policy Department

2) Gantulga.B, Director General,
Development Financing and Debt Management Department

Japan International Cooperation Agency

1) Jiro Tsunoda, Senior Advisor,

Industrial Development and Public Policy Department, JICA
2) Ryosuke Watanabe, Industrial Development and Public Policy Department, JICA

JICA Mongolia Office

1) Mutsumi Sato, Chief Representative
2) Saikhantuya. A, Representative

3) Buyanjargal. T, Representative

JICA Consultants

1) Ryota Sugishita, Project Manager, Daiwa Institute of Research

2) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute
3) Hiroyuki Kaneko, SRO, Daiwa Institute of Research

4) Akifumi Nakanishi, Investor Education, Daiwa Institute of Research

5) Chinzorig. C, Mongolian consultant
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Report on the activities for Mar - Jul16

Since the last JCC meeting in Marl6, the Consultant Team worked mainly on
IPO/dual-listing and SRO.

1. IPO/dual-listing

The Consultant Team held the second IPO/dual-listing seminar on 18 Mar 2016 at
Tuusin Hotel. Two guest speakers from Japan, Prof Seiji Adachi, ex-JPX specialist, and
Mr Tatsuya Imade, an expert for investor relations, made an impressive presentations
for better understanding of capital market development and Japan’s experiences. The
Team thinks that the seminar was a remarkable event, as MONOS announced its IPO
plan during the seminar.

Separately, the Team provided and will continue providing consulting services for the
IPO candidate companies.

2. SRO

For 11-14 April, the Team organized a five-day training course in Japan for 11 members
from FRC, MOF, MSE as well as MASD. JPX, Japan Securities Dealers Association
(JSDA), FSA and the Team provided lectures on self-regulation.

The Team also had discussions with MSE and MASD for developing their
self-regulatory functions. It plans to make an action plan for MSE in listing and
supervision of brokers, going into Jull6.

3. Knowledge sharing for IPO, SRO and investor education

The team and MASD held half-day workshops mainly for securities companies on 20
and 23 May. On 20 May, the Team provided presentation on capital policy and
scheduling, in addition MSE gave a lecture on listing guidelines at MSE. On 23 May, the
Team spoke on securities companies’ daily retail operation, investor education by
securities representatives as well as ethics.
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Plans for Augi16 - Jul17y

The Consultant Team proposes plans for the final project year of Augl6 to Jull7 as
follows:

1. Policy Committee

The Team expects Policy Committee to resume. The Team also thinks that it is a good
idea to hold a compulsory tri-party meeting among FRC, MSE and MASD every month.
It can be under Policy Committee, or outside of Policy Committee.

2. FRC capacity building
The Team will support FRC’s capacity building upon requests.

3. SRO

Self-regulation at a stock exchange is divided into two categories: listing and trading.
The Team proposes to upgrade MSE’s self-regulation regarding listing, including listing
requirements, further adjustment of listed companies’ classification as well listing
companies’ duties for disclosure. For MASD, the Team plans to cooperate in revising its
curriculum for securities representative license and in drafting an official textbook for
the exam.

4. TPO/dual-listing

The Team continues to support the four pilot IPO/dual-listing candidates. One of the
four companies hopes for listing at MSE in 4Q16. The Team also expects the
privatization plan of Thermal Power Plant #3 and #4 to resume.

5. Investor education

The Team plans to cooperate with MASD to hold Investor Week early September 2016.
It is expected to be an annual event, going forward, to enhance general public’s interest
in the capital market. Contents of Investor Week will be discussed in Jul-Augl6. The
Team also consults the website design for investor education, which are being
developed by FRC and BOM.
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Items included in the Application Form for Japan’s
Technical Cooperation (dated June 17, 2016)

Output 1: TIPO and dual-listing (continued)

Mongolian listed, state-owned and TOP private companies will be issued IPOs and
dual-listed foreign stock exchanges. Managements and senior officials will be trained on the
IPO and dual-listing seminars. Financing through IPO to be increased both for state-owned
and private sector companies. Also, dual-listing to be increased for the companies wishing

to finance both in Mongolian and overseas exchanges.

Output 2: Self Regulatory Organization (SRO) (continued)
FRC staff will be trained on SRO regulatory framework, and the staff members at MSE,
MASD and other SROs (if identified as appropriate) will be guided and trained on SRO

activities.

Output 3: Investor education (continued)

Investors, both retail and institutional (e.g. insurance companies, investment funds), will be

educated on opportunities to invest in capital market.

Output 4: Custodian business

The custodian service by the licensed banks will be developed to be in line with the

international practices.

Output 5: Market surveillance

Improving FRC’s capacity to monitor market activities to ensure healthy, transparent and

fair operation of the capital market.

Output 6: Firewall regulations

Establishing, operating and getting across to the market participants the firewall

regulations between banking and securities businesses, in line with the global practices.

Output 7: New capital market products (e.g. corporate bond products)

Relevant regulatory framework (at FRC), product development capability (at securities
companies) will be put in place for providing wider scope of financing/investment

opportunities to the market participants.

Output 8: Capital market development strategy




Appendix 6

Candidates for Pilot IPO / Dual-Listing (DL) Projects As of Jun 21, 2016

soc/ Consulting Needs (Nov 2015)

. Candidate Issuer Sector Underwriter Auditor Law Firm Appraiser

SOC Power Plant 3 Power IPO n.a. TDB Capital n.a. n.a. n.a. On Privatization List.

SOC Power Plant 4 Power IPO n.a. TDB Capital E&Y Mongolia Mongol Omgoologch BDO Audit On Privatization List.
Private ***xxx* Conglomerate DL 3-5yr HK, LD, TK  **¥x* n.a. n.a. n.a. Turning to LD AIM for greater liquidity.
Private *xxxx*** Manufacturing IPO 2017 il n.a. n.a. n.a. Top share door manufacturer & expanding the business portfolio.
Privatg *xxxxx* Conglomerate IPO n.a. ettt n.a. n.a. n.a.

: 1st group for privatization.
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This is to record the results of the JCC meeting held on 25 October 2016.

The proceedings went on chaired by Dr. Davaasuren Sodnomdarjaa as
according to the agenda (Appendix 1).

Key discussion points were as follows:

1. Work Plan for September 2016 - July 2017.

The Consultant Team proposed plans for September 2016 — July 2017, with
Work Plan for the period. The JCC members approved the plan for September
2016 — July 2017.

2. Approval of the project design matrix indicators.

As per recorded at the last JCC meeting held on 21 June 2016, FRC and JICA
has held several discussion sessions for the amendments to PDM indicators.
The JCC members approved the amendments of PDM indicators as proposed.
Dr Davaasuren commented that the PDM indicators would need to be
redesigned if Phase 2 of the project was adopted.

3. Discussions on the project outputs
Dr Davaasuren and other JCC members of Mongolia requested the Consultant
Team on the outputs as follows:

1) Concept paper on the Policy Committee. Since the Policy Committee has not
been held for a while and FRC is planning to resume in the near future, a
concept paper on the Policy Committee will be helpful. The Consultant Team
agreed on providing it, based on the Current Status Report submitted to FRC
in April 2015.

2) Support for the risk-based supervision for securities companies. Since the
320-page supervision manual by the World Bank is difficult to use,
customizing the manual will be helpful for FRC’s supervisors. The Consultant
Team agreed to check the amendments to the guidelines prepared by FRC
staff after the Japan training course in October 2015 for further discussion.

3) Advices on FRC’s web-site design as well as the booklet for financial literacy.
The Consultant Team agreed on providing the relevant advices.

4. Information sharing for consultancy to IPO candidates.
Dr Davaasuren requested to share the information on IPO candidates. The
Consultant Team confirmed to report to Dr Davaasuren on a regular basis.

5. MSE’s requested for further support.

MSE’s Mr Myagmarsuren Javzansuren requested the Consultant Team for
further support in its marketing and dual-listing. The Consultant Team replied
that marketing was not included in its tasks and that dual-listing had not been
realized to date, due to such factors as worsening investor perceptions on
Mongolian economy and the lack of local securities companies’ commitment.
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Agenda

Opening Remarks
11:00 - 11:05  Dr Davaasuren Sodnomdarjaa, Chair
Financial Regulatory Commission
11:05-11:10  Mr Mutsumi Sato, Chief Representative
JICA Mongolia

Discussion
11:10 - 12:25 Agenda 1: “Introducing new JCC members”
by JICA Consultant Team

Agenda 2: “Plans for September 2016 — July 2017
by JICA Consultant Team

Agenda 3: “Approval of the PDM (project design matrix) indicators”
by JICA Consultant Team

Closing Remarks
12:25-12:30 Dr Davaasuren Sodnomdarjaa, Chair

Financial Regulatory Commission
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6) Tumenbayar Sh., Senior specialist for Registration and Licensing, Securities Department
7) Erdemzaya J., Senior specialist for Policy and Planning, Securities Department
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Ministry of Finance
1) Nyamaa.B, Director General, Financial Policy Department
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3) Javkhlan. U, Program Officer
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.
jICA Japan International Cooperation Agency

Work Plan for Sep16-Jul17

25 October 2016

JICA Consultant Team

Tasks

1. Effective Policy Committee for
vitalization of the capital markets

Resume the committees

2. Improving FRC’s capacity for
regulation and supervision of
capital markets

Checking risk-based supervision procedure
Others (depending on a request)

3. Writing a concept paper on self-
regulatory organization and a
textbook

SRO concept paper, Dec16

Lectures (listing requirements, delisting
requirements etc)

Publishing a textbook for a securities license

4. Increasing IPO and promoting
dual-listing of Mongolian
companies

IPO seminar, Mar17
Pilot IPO, Jan-Mar17

5. Enhancing financial literacy for
general

Investor Week, 24-300ct16
Financial literacy web-site




Schedule

2016

10

1"

12

2017

Training
course
in Japan

Training
course
in UB

SRO
Concept
Paper

Textbook

IPO
Seminar

Pilot IPO

Investor
Week
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October 2016

Daiwa Institute of Research
Japan Economic Research Institute
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1. Introduction

Project for Capacity Building of Capital Market in Mongolia (Project) has been planned
between Financial Regulatory Commission (FRC) and Japan International Cooperation
Agency (JICA) in the past years, and officially started in July 2014, after conducting a
research study on the Mongolian capital markets in 2013-14. The project is designed in
three periods, November 2014-July 2015, August 2015-July 2016 and September 2016-July
2017.

The Project is expected to contribute to development of Mongolia’s capital markets. Despite
the fact that Mongolian Stock Exchange (MSE) has 25 years of history, the market is still
underdeveloped. MSE’s market capitalization was MNT 1.3 trillion (tn) at the end of
December 2015, down 60% from its peak in 2011. The market cap to GDP ratio also
dropped to 5.4% in 2015, which is the thrid lowest in Northeast-Southeast Asia. Trading
activities is very thin, with MNT 30 billion (bn) for 2015, demonstrating velocity, or
turnover ratio, of only 2%.

Quite a few reasons have been pointed out why MSE is inactive. MSE lacks blue chips.
Floating rates for most of MSE stocks are too low at a single digit. Financial reports do not
contain sufficient information. Disclosure is not favorable for investors. General public is
not familiar with the stock market.

The Mongolian government believes that it needs to vitalize the capital markets. The capital
market is a significant platform for economic development, providing corporates with an
alternative source of financing and giving opportunity for nationals to become wealthy. In
addition, the government wishes to utilize MSE for privatization of state-owned enterprises
to finance its budget deficit.

FRC and JICA have shared a view that active primary market at MSE will be one of the keys
to success in developing Mongolia’s capital markets and that improving market confidence
by capacity building of FRC and relevant stakeholders will be necessary to accomplish this
goal. The Project started from November 2014 by the JICA Consultant Team, supported by
Financial Services Agency (FSA), Japan Exchange Group (JPX) and JICA, with Mongolian
counterpart of FRC and MSE. The project will end in July 2017.

Description of the Project is summarized as below.

2, What to do

Overall goal of the Project is to develop active primary market at MSE by increasing IPO for
unlisted Mongolian companies with sound fundamentals, as well as promoting dual-listing
for those listed in overseas stock exchanges, as a result of improving market confidence.
There are five expected outcomes from the Project, namely, 1) effective Policy Committee
for vitalization of the capital markets, 2) improving FRC’s capacity for regulation and



supervision of capital markets, 3) writing a concept paper of SRO, 4) increasing IPO and
promoting dual-listing, as well as 5) enhancing financial literacy of general public.

2.1. Effective Policy Committee for vitalization of the capital markets

Policy Committee was established under FRC in 2014. The Consultant Team advised FRC to
set up several independent committees that focus on a certain segment. FRC started five
independent committees in 2016, but they are currently suspended due primarily to the
change in the management team at FRC. The Consultant Team will support FRC to resume
the operation of the committees.

2.2, Improving FRC’s capacity for regulation and supervision of capital
markets

14 FRC officials were dispatched to the training course in Japan in October 2015 to learn
risk-based supervision for securities companies. FRC has already implemented the
risk-based approach, to some extent, in supervising securities companies. The Consultant
Team will further support in strengthening capacity in risk-based supervision.

Previously FRC also hoped technical cooperation in the following items:

a) Rules and guidelines under Securities Market Law and Investment Fund Law
b) Law enforcement

c¢) New financial products

d) Supervision of custodian banks

e) Implementing alternative dispute resolution

f) Improving disclosure for listed companies

g) Better quality of client services by securities companies

During the third project year, the Consultant Team will provide support for FRC whenever
necessary.

2.3. Writing a concept paper on self-regulatory organization and a textbook
Although MSE and MASD were approved as an SRO by FRC in 2015, self-regulating
activities by MSE and MASD are still under development. The Consultant Team will
continue providing lectures to MSE and MASD so that the two SROs can increase
contribution in regulating the market. The Consultant Team plans to issue a concept paper
for the self-regulation, based on the materials that were already provided. For MASD, the
Consultant Team focuses on making a textbook for the securities license. Currently MASD
organizes around 40 subjects for people who want to gain a license, but there is no official
textbook at the moment. Some subjects may be removed or modified in the textbook.

2.4. Increasing IPO and promoting dual-listing of Mongolian companies

The Consultant Team has provided consultancy to four private sector companies that hope
to list their shares at MSE or dual-list at overseas exchanges. One of them is expected to
make an IPO as early as in 1Q2017, which is regarded as the pilot IPO by the JICA project,
in collaboration with the underwriting companies. The other three companies are not ready
for an IPO or dual-listing, however the Consultant Team can provide consultancy to a
state-owned company that plans listing, if the government needs to take a step ahead in
privatization. In addition, the Consultant Team plans to host the third IPO seminar in UB
in March 2017.

2.5. Enhancing financial literacy for general public

The Consultant Team is in cooperation with MASD to hold Investor Week for the week of
24 October 2016, the first major event for enhancing financial literacy by MASD. The
Consultant Team plans to take a part of presentation and panel discussion. Separately the
Consultant Team will collaborate with FRC in developing its web-site for financial literacy
that is being jointly designed with Bank of Mongolia.



3. Schedule
The third project year started on 12 September 2016 and lasts to the end of July 2017.

2016 2017
9 10 11 12 1 2 3 4 5 6 7

Training
course 4
in Japan

Training
course (4
in UB

SRO
Concept v
Paper

Textbook 4

IPO
Seminar

AN

Pilot IPO v

Investor
Week v

Note: Schedule is subject to change, depending on discussions with the relevant
stakeholders.

4. Consultant team
Consultants are all well experienced in capital markets in Asia.

4.1. Ryota Sugishita, Project Manager, capacity building for FRC

Mr Ryota Sugishita, Chief Consultant, Daiwa Institute of Research, is a capital market
consultant, with experienced as an equity analyst based in Singapore, Taipei and Shanghai
for 15 years, and 5 years in Tokyo. In recent years, he provides technical cooperation to
Central Bank of Myanmar for bond market development. He is also a member in the
Yangon Stock Exchange project since 2011, involved in planning, negotiation as well as
capacity building.

4.2. Takayuki Urade, IPO and dual-listing

Mr Takayuki Urade, Chief Consultant, Japan Economic Research Institute, conducted a
number of research on capital markets, financial sector and macro economy in Asia. He was
involved in research on Mongolian capital market, including JICA’s research study for
Mongolian capital market in 2013-14. He has also experienced as an investment banker to
support IPOs by Japanese companies, including a POWL (public offering without listing) in
the US.

4.3. Masayoshi Tatewaki, Policy Committee

Mr Masayoshi Tatewaki, Director, Japan Economic Research Institute joined the
Consultant Team in June 2016. He is specialized in development finance, and was
experienced in study for the financial sector in Asia as well as capacity building projects for
local development banks. He was dispatched as an expert by JICA to Vietnam Development
Bank.

4.4. Daisuke Tashiro, SRO
Mr Daisuke Tashiro, Daiwa Institute of Research, joined the Consultant Team in October
2016. He is experienced as a sales staff at a securities company for several years before




joining Daiwa. After he conducted research and consulting projects in the financial sector,
he was assigned as a member of the Yangon Stock Exchange project in 2012, and stayed in
Yangon until March 2016. He was involved in stipulating the Securities and Exchange Law
and the listing requirements of Yangon Stock Exchange.

4.5. Akifumi Nakanishi, Investor Education

Mr Akifumi Nakanishi, Daiwa Institute of Research, is a well-experienced consultant in
capital markets in Asia, including his international experiences at the Worldbank Group for
seven years. He has been assigned as a consultant for the bond market development project
for Myanmar since 2011. Other recent projects include research on the Indonesian banking
sector by Japan Bank for International Cooperation (JBIC), and JICA’s study for
state-owned enterprises in Myanmar.

4.6. Masateru Igata, Seminar and coordination

Mr Masateru lgata, is well-known in the Mongolian capital markets, as Founder and CEO,
Frontier LLC. He has a background as a capital market specialist, with experienced in the
Japanese stock market since 1980’s. He is also well-known as a seminar planner, with
ability to gather hundreds of attendees.

4.7. Khishigjargal Jambal

Ms Khishigjargal Jambal is a Mongolian consultant and has experiences working in the
area of financial market development at EPRC project of USAID, and in credit and
corporate finance area at Development Bank of Mongolia. She holds Finance MBA degree
from KAIST Business School (South Korea), and MBA degree from Saunders College of
Business, RIT (NY, USA).

4.8. Chinzorig Chuluun

Mr Chinzorig Chuluun is a Mongolian consultant, has experiences working as the Chairman
of the Board of Mongol Post JSC, as head of the Controlling Committee of Shivee-Ovoo JSC,
and also working as a head of department at SPC. He also worked on the restructuring of
the MSE as authorized representative of the state. He supports Japanese Consultants in
arranging meetings with Mongolian government officials. He holds a master degree from
University of Osaka and National University of Mongolia and he is a doctorate of Kobe
University.



5. Granting equipment
JICA and FRC agreed on Record of Discussions, signed on 13 June 2014, for granting the
equipment to FRC as listed below:

Equipment Volume

Server computer

Laptop computer

Voice recorder

Projector

Color printer

Portable external hard drive
Chalkboard

N o g, ON -
AlalalalalalN

The Consultant Team will procure the equipment in Ulaanbaatar, once asking quotation.
Equipment move-in and final checking will be also supported by the team. The team will
discuss with FRC and JICA on models, prices and timing of purchase. Specification of
equipment is as written on the Record of Discussions.
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PDM Indicators
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JICA Consultant Team

Introduction

v Progress of a JICA project is monitored by setting policy design
matrix indicators, or PDM indicators.

v' The PDM indicators are typically numbers that can prove if there
is any positive impact from the project.

v' The PDM indicators are set for 1) overall goal, and 2) project
purpose.




Overall goal (1)

v Overall goal is a goal that can be achieved three years after the

project is completed.

v" The listing environment of Mongolian capital market for

vitalization of initial public offering (IPO) & dual listing) is
improved through enhancement of its credibility.

No | Objective verifiable indicators | Remarks
1 |MNT2.2tn for the total Marketcap GDP MC/GDP
market capitalization from MNT MNT
MNTL1.5tn
2014 1.4tn 22.2tn  6.5%
2015 1.3tn 23.2tn  5.4%
2017E 1.5tn 254tn  5.9%
2020E 2.2tn  37.5tn 5.9%

Note: Its historical high was MTN2.2tn in

2011. GDP forecast by IMF.

Overall goal (2)

No

Objective verifiable indicators

Remarks

2 | o0.1percentage point Total assets
increase in (the total assets in Securities Fin Sector Share
the capital market MNT MNT
sector)/(thetotal assetsin | -----mmmmmmmmmmm oo
the financial sector) ratio 2015 68bn 21.6tn  0.3%
from 0.3% 2017E 70bn 225tn 0.3%

2020E 100bn n.a. 0.4%
3 | Trading value of the capital Trading value Velocity

market increases from
MNT60bn to MNT150bn

MNT  (Trading value/Market cap)
2014  24bn 1.5%
2015 30bn 2.0%
2017E 60bn 4.0%
2020E 150bn 7.0%

Note: Its historical high was MNT145bn in
2012




Overall goal (3)

No | Objective verifiable indicators | Remarks
4 | Applications for IPO and dual | 2013  none
listing increased to three 2014 onelPO
per year from one to two 2015 onelPO
2017E one to two IPOs
2020E three IPOs
5 | (Ref.) 0.35 pointincrease in Mongolia 6 countries  Asia
“financial services meeting avg avg
business needs” value by the | ----------=m-mmmmmmm e
latest World Economic 2016-17 3.21 pts — 3.56 pts 4.18 pts

Forum’s “Global
Competitiveness Report”

Note1: The Global Competitiveness Report is issued every year in September. Around 130 countries are ranked by various indicators.

Note2: 6 countries are: Mongolia, Bhutan, Kazakhstan, Kyrgyz, Nepal and Tajikistan — inland Asian countries. Uzbekistan is not included

in the Global Competitiveness Report.

Overall goal (4)

No | Objective verifiable indicators | Remarks

6 | (Ref.) 0.71 pointincrease in Mongolia 6 countries  Asia
“affordability of financial avg avg
services” value by the latest | ---=-======m=mmmmmm e
World Economic Forum’s 2014-15 3.51 pts 3.93pts 4.44 pts
“Global Competitiveness 2015-16 3.51pts 3.93pts 4.44pts

Report”

2016-17 3.13 pts — 3.84 pts 4.51 pts

(Ref.) 0.26 point increase in
“financing through local
equity market” value by the
latest World Economic
Forum’s “Global
Competitiveness Report”

Mongolia 6 countries Asia

avg avg
2014-15 2.48 pts 3.08pts 3.88 pts
2015-16 2.77 pts 3.27pts  3.97 pts

2016-17 3.07 pts —> 3.33 pts 4.18 pts




Project purpose (1)

v Project purpose is a purpose that the project is grounded on.

v The credibility of capital market is enhanced through
improvement of supervision and regulation capacity of target
groups and improvement of the understanding by participants of

capital market in Mongolia.

No

Objective verifiable indicators

Remarks

1

The capacity of target groups
in supervising and regulating
is strengthened

) Planning a survey to staff being involved
in the project at least for one year by the
completion of the project

ii) No of seminar/workshop participants

iii) Development of guidelines and actual

procedure for the risk-based supervision

Project purpose (2)

No | Objective verifiable indicators | Remarks

2 | Increase in positive response |Planning a survey twice by Facebook for
on the credibility of capital Sepl6-Jull?
market from symposium
participants to 50% of total

3 |0.37pointincrease in Mongolia 6 countries  Asia

"regulation of security
exchanges" value by the latest
World Economic Forum’s
“Global Competitiveness
Report”

avg avg
2014-15 2.72 pts 3.31pts  4.13 pts
2015-16 2.87 pts
2016-17 2.94 pts




Outputs

v We need to set a numerical target for three of our outputs in “IPO
and dual listing by high potential Mongolian companies are
conducted”:

1) No of symposiums (seminars) to be held;

2) Percentage of participants satisfied with the symposiums.

No | Objective verifiable indicators | Remarks
4-3 | Symposium (seminar) series |i) Workshop for SOCs Mar15
are organized (3 times) ii) #1I1PO/DL seminar Junl5
iii) #2 IPO/DL seminar Marl16
iv) #3 IPO/DL seminar Marl7 (e)
4-5 | In the survey results of each | Number of respondents in the past seminars

symposium, a response, "the
relevance of the topics met
the expectation as well as
needs of the capital market,"
is obtained on average from
(50%) of the participants

is not sufficient, but it appears so far so good




Project Monitoring Sheet I (Revision of Project Design Matrix) Appendix 6
Project Title: Capacity Building of Capital Market in Mongolia Version 8
Implementing Agency: Daiwa Institute of Research Ltd., Japan Economic Research Institute Dated 21 Oct 2016
Target Group: Financial Regulatory Commission, Mongolian Stock Exchange etc.
Period of Project: Nov2014-Jul2017
Project Site: Ulaanbaatar, Mongolia Model Site:
Narrative Summary Objective Verifiable Indicators Means of Verification Important Assumption Achievement Remarks
a)Market cap b)GDP a)/b)
Overall Goal MNT tn MNT tn
The listing environment of 1 MNTz2.2tn for the total market |1  MSE for total market i) Market capitalization of MSE's market cap continued 1 2014 1.4tn 22.2tn  6.5%
Mongolian capital market for capitalization from MNT1.5tn capitalization and National equities only (excl. that for gov fallilng from its peak in 2011, due 2015 1.3tn 23.2tn  5.4%
vitalization of initial public offering Statistical Office of Mongolia for bonds), largely to the economic 2017E 1.5tn 25.4tn  5.9%
(IPO) & dual listing) is improved GDP ii) the market cap target of downturn, market cap/GDP ratio 2020E 2.2tn 37.5tn  5.9%
through enhancement of its MNT2.2tn will be a record high, also fell to 5.4% in 2015
credibility i) market cap will be largely Note: Its historical high was
impacted by the status of macro MTNz2.2tn in 2011
economy
2 o.1percentage pointincrease |2 FRC for the total assets in the Aggregate securities companies’ 2 Securities Fin Sector Share
in (the total assets in the capital capital market sector and the total assets do not include banks' MNT MNT
market sector)/(the total assets total assets in the financial sector investment banking assets 2015 68bn 21.6tn 0.3%
in the financial sector) ratio from 2017E 70bn  22.5tn 0.3%
0.3% 2020E 100bn n.a. 0.4%
3 Trading value of the capital 3 MSE for trading value of the i) Trading value for equities only, High interest rates and the 3 2014 MNT24bn (1.5% velocity)
market increases from MNT60bn capital market ii) The trading value of current economic downcycle 2015 MNT30bn (2% velocity)
to MNT150bn MNT150bn will be a record high, have dampened trading activities 2017E MNT60bn (4% velocity)
iii) The velocity (annual trading at MSE 2020E MNT150bn (7% velocity)
value/market cap) of 7% is also
its historical high, Note: Its historical high was
iv) Trading activities can be MNT145bn in 2012
largely impacted by the status of
macro economy
4 Applications for IPO and dual 4 FRC and MSE for applications i) Combined number of IPO and There has been one new listing in (4 2013 none
listing increased to three per dual listing applications, Jan 2016, expecting another in 2014 one IPO
year from one to two ii) new listings without public 1Q17 2015 one IPO
offering also to be included 2017E one to two IPOs
2020E three IPOs
5 (Ref) 0.35 point increase in 5 Global Competitiveness Report Achieve 3.56 pts n.a. 5 Changed from “availability of
“financial services meeting (The Global Competitiveness financial services”, as it was
business needs” value by the Index, 8th pillar: Financial discontinued.
latest World Economic Forum’s Market Development)
“Global Competitiveness Report” 2016-17 3.21 pts for Mongolia
6 (Ref.) 0.71 pointincrease in 6 Global Competitiveness Report Achieve 3.84 pts Deteriorated by 0.38 pts 6 Mongolia
“affordability of financial (The Global Competitiveness 2014-15 3.51 pts
services” value by the latest Index, 8th pillar: Financial 2015-16 3.51 pts
World Economic Forum’s Market Development) 2016-17 3.13 pts
“Global Competitiveness Report”
7 (Ref.) 0.26 pointincrease in 7  Global Competitiveness Report Achieve 3.33 pts Improved 0.59 pts since 2014-15 |7 Mongolia

“financing through local equity
market” value by the latest World
Economic Forum’s “Global
Competitiveness Report”

(The Global Competitiveness
Index, 8th pillar: Financial
Market Development)

2014-15 2.48 pts
2015-16 2.77 pts
2016-17 3.07 pts




Narrative Summary

Objective Verifiable Indicators

Means of Verification

Important Assumption

Achievement

Remarks

Project Purpose

The credibility of capital market is
enhanced through improvement of
supervision and regulation capacity
of target groups and improvement of
the understanding by participants of
capital market in Mongolia

1 The capacity of target groups in
supervising and regulating is
strengthened

1 Means of verification will be
decided after the review of capital
market
i) Survey by Facebook,

ii) No of seminar/workshop
participants
iii) Developments in the

1 Stability of the macro economy
and politics is maintained,
sustaining attractiveness of the
Mongolian capital market for the
private sector

1 Not evaluated yet

1 i) Planning a survey to staff being
involved in the project at least for
one year by the completion of the
project,

ii) Listing up seminar/workshop
participants,
iii) Checking development of

guidelines, guidelines and actual procedure
iv) Procedure for the risk-based for the risk-based supervision
supervision

2 Increase in positive response on
the credibility of capital market
from symposium participants to
50% of total

2 Questionnaire survey at
symposium series

2 Mongolian Government develops
and implements a series of
policies for capital market
development

N

Not evaluated yet

2 Planning a survey twice by
Facebook for Sep16-Jull7

3 0.37pointincrease in
"regulation of security
exchanges" value by the latest
World Economic Forum’s
“Global Competitiveness Report”

3 Global Competitiveness Report
(The Global Competitiveness
Index, 8th pillar: Financial
Market Development)

3 Achieve 3.31 points

3 Improved 0.22 pts since 2014-15

3 Mongolia
2014-15 2.72 pts
2015-16 2.87 pts
2016-17 2.94 pts

Outputs
1 Policy Committee is established |1-1 Concept paper for establishing 1-1 Concept paper 1-1 Policies that pertain regulation  |1-1 Recommendation provided in the|1-1 Policy Committee had been
for revitalization of the capital policy committee is prepared and supervision of capital market report "The Current Status of established when the project
market, insurance, and do not radically change Capital Markets in Mongolia, started. Five independent
microfinance Marl15" committees were established by
Consultants' advice.
1-2 Committee meeting minutes that |1-2 Committee meeting minutes 1-2 The capital market related laws |1-2 Should be kept at FRC, and to be |1-2 Expecting meeting minutes to be
include advisory input by the and regulations are in place confirmed by the Consultant prepared by FRC when Policy
Project (and its experts) are Team Committee resumes
compiled
2 FRC's capacity for regulation and |2-1 Recommendation paper that 2-1 Recommendation paper 2-1 Transfers of C/P and training 2-1 i) A five-day training course in 2-1 14 FRC staff participated in the

supervision of capital market
(risk-based approach) is
enhanced

Candidate areas for support:
i)
i)
iiii)

Other participants on the capital
market;
MSE and MSCH&CD

directs FRC's risk-based
supervision is prepared

participants do not occur

UB for supervision in Aprl5,

ii) a seven-day training course in
Japan for risk-based supervision
of securities companies in Octl5,
iii) a training course in Japan for
SRO in Aprl6

training course in Japan,
received a lecture material from
FSA for risk-based supervision

2-2 Post-training record of all the
training programs indicate C/P
increased understanding on how
to handle administration of the
target topics

2-2 Pre-post record (narrative and/or
numerical ranking, etc.) on each
training program

Training activities in Mongolia's
capital market progress in a
stable manner

2-2 FRC developed the guidelines for
risk-based supervision of
securities companies

2-2 Areport to be prepared, with
comments by FSA

3 Concept paper of SRO is
developed

3-1 Working team is established, and |3-1 Record of discussion 3-1 None 3-1 The tri-party meeting by FRC, 3-1 None
its decision regarding MSE's MSE and MASD started in Decl15,
transition is determined the second meeting in Jull6
3-2 Post-training record of all the 3-2 Pre-post record (narrative and/or|3-2 None 3-2 i) Afive-day training course for |3-2 A report to be prepared, based on

training programs indicate C/P
increased understanding on how
to handle administration of the
target topics

numerical ranking, etc.) on each
training program

SRO in Japan,
ii) a follow-up small workshop at
MSE, Jull6

evaluation sheets at the trainig
course




Narrative Summary

Objective Verifiable Indicators

Means of Verification

Important Assumption

Achievement

Remarks

3-3 Concept paper that discusses
potentials for transition of MSE
(MSCH&CD, MASD) into SRO is
prepared

3-3 Concept paper

3-3 MSCH&CD (now MSC, MCSD)
will not become an SRO

3-3 i) Presentation for MSE and
MASD in May15,
ii) MASD and MSE were
approved as an SRO by FRC in
Jul15 and Oct15, respectively

3-3 Provided a presentation in Jun15

4 |PO and dual listing by high 4-1 Advisory records on developing |4-1 Memos recording advisory input |4-1 None 4-1 i) Workshop for MASD in May16, |4-1 1) MONOS
potential Mongolian companies new regulation of IPO and dual made by the Project ii) providing advisory with four 2) Standard Capital
are conducted listing are compiled companies whenever necessary 3) Suu
4) Megawood
4-2 Post-training record of all the 4-2 Pre-post record (narrative and/or |4-2 None 4-2 On-going 4-2 A survey sheet to be distributed
training programs indicate numerical ranking, etc.) on each
participants increased training program
understanding IPO an financial
sector due diligence
4-3 Symposium series (3 times) are |4-3 Symposium proceedings 4-3 None 4-3 i) Workshop for SOCs Mar15, 4-3 None
organized ii) #1 IPO/DL seminar Jun15,
iii) #2 IPO/DL seminar Marl6
4-4 Participants are drawn from 4-4 Symposium participants list 4-4 None 4-4 Keeping seminar/workshop 4-4 None
securities-related supplier, attendees lists
issuers and investors
4-5 In the survey results of each 4-5 Questionnaire survey at 4-5 None 4-5 Number of respondents is not 4-5 A survey sheet to be distributed
symposium, a response, “the symposium series sufficient, but it appears so far so at a seminar
relevance of the topics met the good
expectation as well as needs of
the capital market," is obtained
on average from 50% of the
participants
4-6 IPO and dual listing are 4-6 JCC at the end of the project 4-6 None 4-6 Two new listings so far, although |4-6 1) MIK Holding (IPO), Dec 2015
conducted: IPO for 2 private both of them were not supported 2) Mongol Post (new listing), Jan
companies; dual listing for 1 by the project 2016
private company
5 Financial literacy of general 5-1 Open Awareness Seminar 5-1 Seminar program 5-1 Investor Week to be organized by |5-1 Not yet 5-1 Mongolia's first Investor Week to
public is improved Program contents and schedule MASD be held in Oct 2016
are developed
5-2 Seminars are conducted as 5-2 Seminar proceedings 5-2 None 5-2 Speech at Development of 5-2 None
planned under 5.1 Financial Market National
5-3 Japanese experiences on public |5-3 Memos summarizing Japanese |5-3 Prof. Adachi, ex-JPX expert,to  |5-3 Not yet 5-3 An ex-JPX expert as a guest

awareness raising initiatives are
studied

cases

be present at Investor Week

speaker at Investor Week




Narrative Summary

Objective Verifiable Indicators

Means of Verification

Important Assumption

Achievement

Remarks

5-4 Financial literacy program(s)
is/are prepared based on study
conducted under 5-3

5-4 Program guide and/or materials
(depending on the product type)

5-4 Collaborate in launching a
FRC/BOM website for financial
literacy

5-4 i) Lecture at FRC in May15,
ii) workshop for MASD in May16,
iii) lecture at Banking & Finance
Academy in Junl6

5-4 None

Activities Inputs Pre-Conditions
The Japanese Side The Mongolian Side
1) Training course in Tokyo for risk- 1) Lectures _by FSA, JPX JSDA, 1) 14 FRC officials were dls_patched
. o JIPF, Daiwa Securities Group to Japan for seven working days
based supervision of securities . .
: and the Team were provided for in Oct15.
companies
seven days.
2) Short-list of potential IPO 2) The IPO candidate list was 2) FRC introduced some candidates,
candidates prepared by the Team after out of which one was interviewed
interviews with FRC, by the Team.
underwriters and companies.
<lIssues and countermesures>
3) Presentation on listing 3) The Team provided presentation |3) Listing requirement revision at
requirements for FRC on listing requirements MSE is underway.
in Asia for the purpose of
improving MSE's current listing
criteria.
4) The Team also briefly pointed out|4) Sugishita made a speech about  [4) FRC's ex-Chair, Ms Narantuya,

the current issues for the capital
markets in Mongolia and
explained about the JICA
program at Invest Mongolia ,
Sep15 as well as Development of
Financial Market National
Forum, Janl6.

Team's activities and also joined
a panel discussion for technical
assistance from Japan at Invest
Mongolia . Urade spoke at
Development of Financial
Market National Forum on JICA
project.

also joined the panel discussion
at Invest Mongolia as well as
Development of Financial Market
National Forum.




Appendix 7

Candidates for Pilot IPO / Dual-Listing (DL) Projects As of October 25, 2016

Consulting Needs (Nov 2015)

. Candidate Issuer Sector Underwriter

SOC/

Auditor Law Firm Appraiser

SOC Power Plant 3 Power IPO n.a. TDB Capital n.a. n.a. n.a. On Privatization List. The process is currently suspended.

SOC Power Plant 4 Power IPO n.a. TDB Capital E&Y Mongolia Mongol Omgoologch  BDO Audit ~ On Privatization List. The process is currently suspended.
Private ***xxxx Conglomerate DL 3-5yr HK, LD, TK ¥ n.a. n.a. n.a. Turning to LD AIM for greater liquidity.
Private ******* Manufacturing IPO 2017 i n.a. n.a. n.a. Top share door manufacturer & expanding the business portfolio.
PrIVate *hkkkkkkk Conglomerate IPO 1Q201 7 *kkkkkkk *kkkkkkk Kkkkkkkk *kkkkkkk

: 1st group for privatization.



MINUTES OF JOINT COORDINATING COMMITTEE
ON
THE PROJECT FOR CAPACITY BUILDING OF
CAPITAL MARKET IN MONGOLIA
AGREED UPON BETWEEN
FINANCIAL REGULATORY COMMISSION OF MONGOLIA
AND |

JAPAN INTERNATIONAL COOPERATION AGENCY
Ulaanbaatar, 14 April 2017

Siwary | — G BT

Dr Davaasuren Sodﬁon(darjaa Mr. Hiroyuki Kawanishi
Chairman Senior Deputy Director General,
Financial Regulatory Commission Group Director for Governance,
Industrial Development and Public Policy
Mongolia Department, JICA
[

Mr. Dorjsembed Batsengee

Director, Department of Development Financing
Ministry of Finance

Mongolia



This is to record the results of the JCC meeting held on 14 April 2017.

The proceedings went on chaired by Dr. Davaasuren Sodnomdarjaa as
according to the agenda (Appendix 1).

Key discussion points were as follows:

1. Reéult of the Terminal Evaluation.
Mr. Kenji Otsuka, JICA consultant, presented the pre-final result of the joint
terminal evaluation based on the interviews and discussions conducted from

April 3 through 13, 2017.

2. Plans for the rest of the current phase.
Mr. Ryota Sugishita, team leader of the JICA consultant team for this technical
assistance project, introduced the plan for April through July, 2017.

3. Discussions on the plans for Phase 2.
FRC and JICA discussed on the upcoming Project (Phase 2) FY2017.

Attached documents:

Appendix 1: Agenda

Appendix 2: List of Attendees

Appendix 3: The summary of the Joint Terminal Evaluation Report on the Project
for Capacity Building of Capital Market in Mongolia

Appendix 4: Schedule for the Rest of the Current Phase



Main Points Discussed

1. Terminal Evaluation

a)

b)

Recommendations have been approved by JCC members. Mongolia side
assured that cased on the agreed recommendations, responsible persons

will be allocated.

Recommendations for actions to be taken after the Project will also be
followed up in the next project which is approved by the Japanese
Government.

2. Upcoming Project (Phase 2)

a)

b)

FRC and JICA had a discussion on the scope of technical cooperation
project (TC) for Capacity Building Capital Market in Mongolia Phase 2..
FRC shared a view on the Project Phase2. FRC expects the Project
Phase2 to enhance institutional capacity of FRC in operational and
practical aspects as a regulator to financial service institutions other than
the banking industry in Mongolia whereas the Phase1 contributed in
broadening knowledge base and strengthening basic supervisory
capacity of FRC.

FRC shared a preliminary idea of outputs and the scope of works for the
Project Phase2 verbally, of which components are dissimilar and more
evolved from the application form for TC submitted last year. Hence FRC
confirmed to revise the application and submit it to JICA soon.

JICA appreciated for FRC’s explanation for the Project Phase2, however,
also noted that those are preliminary preference by FRC and a further
consultation for elaborating the outputs and performance indicators
(concrete scope of work for each output) is required. Therefore, JICA
proposed to conduct a fact finding mission starting from 24 May 2017 for
a week, which will followed by the detailed planning design mission in
June 2017 for finalizing Project Design Matrix (PDM), and Plan of
Operation(PO). FRC agreed to accept these two missions with
pre-consultation on the detailed schedule.

end



Appendix 1

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
14 April 2017, FRC, Ulaanbaatar

Agenda

Opening Remarks

11:00 - 11:05  Dr Davaasuren Sodnomdarjaa, Chairman
Financial Regulatory Commission

11:05-11:10  Mr. Hiroyuki Kawanishi, Senior Deputy Director General,
Group Director for Govarnance,
Industrial Development and Public Policy Department JICA

Discussion

11:10 - 12:25 Agenda 1: “Result of the Joint Terminal Evaluation”
by Mr Kenji Otsuka, JICA consultant

Agenda 2: “Plans for the rest of the current phase”
by JICA Consultant Team

Agenda 3: “Discussion on the plans for Phase 2"

Closing Remarks

12:25-12:30 Dr Davaasuren Sodnomdarjaa, Chairman
Financial Regulatory Commission

Mr. Mutsumi Sato, Chief Representative, JICA Mongolia



Appendix 2

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
14 April 2017, FRC, Ulaanbaatar

List of Attendees

Financial Regulatory Commission

1) Dr Davaasuren S., Chairman

2) Bayarsaikhan D., Vice Chairman

3) Jambaajamts T., Chief of Secretariat

4) Tserenbadral T., Director, Securities Market Department

5) Enkhbaatar V., Director, Foreign Relations and Cooperation Department
6) Tserentogtokh Ts., Senior Referent, Securities Market Department

7) Erdemzaya J., Senior Referent, Securities Market Department

8) Munkhtuvshin G., Officer, Securities Market Department

9) Ariunaa E., Officer, Foreign Relations and Cooperation Department

Mongolian Stock Exchange

1) Altai Kh., CEO
2) Munkhbayasgalan A., Chief Regulatory Officer
3) Mungunzul B. Specialist, Policy, Planning Department

Ministry of Finance

1) Munkhtuya L.,Officer, Development Financing Department

Japan International Cooperation Agency

1) Hiroyuki Kawanishi, Executive Advisor to the Director General,

Industrial Development and Public Policy Department
2) Jiro Tsunoda, Senior Advisor, Industrial Development and Public Policy Department
3) Ryosuke Watanabe, Industrial Development and Public Policy Department

JICA Mongolia Office

1) Mutsumi Sato, Chief Representative
2) Saikhantuya. A, Representative
3) Javkhlan. U, Program Officer

JICA Consultants

1) Keniji Otsuka, Terminal Evaluation Consultant, Financial Artisan

2) Ryota Sugishita, Project Manager, Daiwa Institute of Research

3) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute
4) Akifumi Nakanishi, Financial Literacy, Daiwa Institute of Research

5) Chinzorig. C, Mongolian Consultant



Appendix 3

Summary of the Terminal Evaluation Results

The Project for Capacity Building of Capital 'Market in Mongolia

1. Outline of the Project

Country: Mongolia Project title: The Project for Capacity Building of Capital Market
in Mongolia

[ssue/Sector: Fiscal Policy/Finance Cooperation scheme: Technical Cooperation

Department in charge: Total cost (as of March 2017): Approx. 146,750,000 yen

Industrial Development and Public Partner Country’s Implementing Organization:

Policy Department Financial Regulatory Commission of Mongolia (FRC), Mongolia

Period of Cooperation: Stock Exchange (MSE), and Mongolian Association of Securities
Dealers (MASD)

(R/D) July 1, 2014 — June 30, 2017 Related Cooperation:
- N/A

1-1 Background of the Project

Growth of Mongolian economy has been accelerating in recent years on the back of capital flows into the
development project in the mining sector, as well as the international market conditions for coal and copper.
At the same time, GOM is striving for macroeconomic stability through fiscal discipline under the Fiscal
Stability Law (2013). They are also trying, with a view to meeting the growing demand for infrastructure, to
diversify their financing toward government bonds in addition to the traditional donor financing, the first lot

of which was issued in November 2012.

One of the major concerns on Mongolian economy is its heavy dependence on abundant mineral resources,
which calls for more diversified industrial structure through vitalizing small and medium scale businesses.
Majority of their financing, however, has been through the banking sector, and the capital markets have not
provided enough financing opportunities to these businesses. In Mongolia, more than 90% of the listed
companies are the former SOEs listed in the process of shifting to the market economy, but the market
liquidity is still very low, due to lack of enough disclosure, problems of corporate governance and
compliances, insufficient investor base. The capital market itself is still immature, with insufficient level of
regulation and supervision, which needs to be addressed as the financing needs through 1PO grow in line with
the economic expansion. To guide the economy to a stable growth path, it will be substantially important to
provide wider range of financing options through facilitating the financial and capital markets which are open

but not only to the domestic but also to the foreign investors.

FRC is still a young organization established in 2006. It is in tremendous need for human
capital/organizational developments and institutional design. Especially they are desperate for preparing the
regulatory rules and strengthening the implementation framework, for which the request for a support has
been made to JICA. To address those challenges relating to Mongolian capital market, FRC and JICA apreed
to the start of the Technical Cooperation Project, following the approval of GOJ.

1-2  Project Overview




(1) Overall Goal
The listing environment of Mongolian capital market for vitalization of initial public offering (IPO) & dual

listing is improved through enliancement of its credibility.

(2) Project Purpose
The credibility of capital market is enhanced through improvement of supervision and regulation capacity
of target groups and improvement of the understanding by participants of capital market in Mongolia.

(3) Outputs
1) Policy Committee is established for revitalization of the capital market, insurance, and microfinance.

2) FRC's capacity for regulation and supervision of capital market (risk-based approach) is enhanced.
Candidate areas for support: 1) Brokers and dealers;.2) Other participants on the capital market; 3) MSE
and MSCH&CD

3) Concept paper of SRO is developed.

4) IPO and dual listing by high potential Mongolian companies are conducted.

5) Financial literacy of general public is improved.

(4) Inputs (as of the Terminal Evaluation)
Japanese side:
- JICA Experts: 9 long-term
- Project Operation Cost: Total 146 million Japanese yen
Mongolian side:
- Main Target Group: 23 officials
- Others: Office space with desks, chairs and electricity

2. Qutline of the Terminal Evaluation Team

EvaluationTeam

Name Job Title Occupation
Hiroyuki Kawanishi | Team Leader | Senior Deputy Director General Group
Director for Governance

Industrial Development and Public Policy

Department
JICA
Jiro Tsunoda Capital Senior Advisor, Public Governance and
Market Financial Management Team

Industrial Development and Public Policy

Department
JICA
Ryosuke Watanabe Evaluation Assistant  Deputy Duector, Publxc
Planning 1 Governance and Financial Management
Team:

Industrial Development and Public Policy




Department
JICA

Mr. Kenji Otsuka

Consultant

Principal Consultant
Financial Artisan Co., Ltd.

Period of

Evaluation

April 2 to 15.2017

Type of Study: Terminal Evaluation
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3. Summary of Terminal Evaluation Results

3-1 Progress of the Project
(1) Achievement of Qutputs
1) Output 1
Quitput 1: Policy Committee is established for revitalization of the capital market, insurance, and

microfinance.

Output 1 was achieved. As for Indicator 1-1. an advisory on effective implementation of policy

committee was made in the document presented by the consultants in April 2015. Also an additional
concept paper was prepared in December 2016. Regarding Indicator 1-2. a series of policy committee
was held and the minutes of committee meeting s were compiled reflecting the advisory input by the
project or its consuitants including: development of rules which the committee is based on, incorporation
of sub-committee style, planning agenda and schedule, and inviting financial market practitioners or

professionals from overseas.

2) Output 2
Quiput 2: FRC's capacity for regulation and supervision of capital market (risk-based approach) is

enhanced.
Output 2 was achieved. The recommendation paper that directs FRC’s risk-based supervision was

prepared and used in trainings or study tours. With regard to the degree of C/P’s understanding on how to
implement and administrate risk-based supervision, some post-training records prove high degree of
satisfaction/understanding. Also, the result of a course of the Joint Terminal Evaluation substantially

demonstrates the magnitude of realizing practical knowledge.

3) Output 3

Quiput 3: Concept paper of SRO is developed.

Output 3 was mostly achieved. The consultants submitted to FRC a concept paper of SRO in December
2016. Inversely, MSE submitted their own concept paper in January 2017 seemingly taking into some
consideration what the consultants suggested in the paper. Obtaining the paper MSE submitted, the

consultants advised MSE to reflect the suggestion more substantially.

4) QOutput 4
Quiput 4. IPQ and dual listing by high potential Mongolian companies are conducted.

Based on the evaluation results, Qutput 4 was mostly achieved.

Two Mongolian major enterprises conducted IPO during the Project period. Contrary to these
accomplishments, there were no dual listing cases and are not expected to be by the end of the Project.
Aside from lack of dual listing, the understanding of participants in Mongolian capital market on PO

and financial due diligence was surely enhanced by the trainings or symposiums conducted by the

experts.

4) Output 5
Quiput 3: Financial literacy of general public is improved. _
Output 5 was mostly achieved, based on the high degree of achievement of its Objectively Verifiable




Indicators and positive feedback/results observed in various methods including document review,
questionnaire survey, interviews. and discussions with counterpart personnel, Japanese experts and

relevant stakeholders.

(2) Prospect for achieving Project Purpose
Project Purpose: The credibility of capital market is enhanced through improvement of supervision and

regulation capacity of target groups and improvement of the understanding by participants of capital

market in Mongolia.

The Project Purpose was mostly achieved.

The high degree of achievement of Output 1 to 5 is able to endorse positive overall assessment of the
Project Purpose. As for Output 1, Policy Committee was established reflecting the experts’ advisory.
Regarding Output 2, FRC's capacity for regulation and supervision of capital market (risk-based
approach) was enhanced by a series of seminars, workshops and study tours. Output 3 was mostly
achieved by the preparation and deliberation of the draft of concept paper on SRO. Output 4 was mostly
achieved except that no IPO/dual listing encouraged by the Project was conducted. As to Output 5,
Mongolian financial authorities like MASD, FRC and MSE learned basics, practical tips and overseas

cases and took varied initiatives such as internal lectures, open events or PR on the website to promote

financial literacy of general public.

(3) Prospect for achieving Overall Goal
Overall Goal: The listing environment of Mongolian capital market for vitalization of initial public

offering (IPQ) & dual listing is improved through enhancement of its credibility,
The Overall Goal as well as its Objectively Verifiable Indicators is expected to be achieved in three to

five years after the Project completion, on the assumption that Mongolian economy is going to recover in
2016. The experts/consultants involved in the Project largely have apparent expectation to achieve the
Overall Goal which can be implicitly endorsed by several positive impacts observed in survey conducted
in the Project.

It is importantly assumed that the policy on SOE privatization in Mongolia will not change and related
challenges in Mongolian capital market like lack of enough disclosure, problems of corporate

governance and compliances or insufficient investor base, not exhaustively. are promoted to achieve the

Overall Goal.

3-2 Summary of Evaluation Results

(1) Relevance
- The relevance of the Project is assessed as “High™ for the following points. To guide the

economy to a stable growth path, it will be substantially important to provide wider range of
financing options through facilitating the financial and capital markets which are open but not
only to the domestic but also to the foreign investors. To address challenges relating to
Mongolian capital market, FRC and JICA agreed to the start of the Technical Cooperation
Project, follbwing the approval of GOJ. Furthermore, The Country Assistance Program for
Mongolia prepared in November 2014 prioritizes an’area of institution building and human

resource development necessary for promoting a market economy, which covers the assistant




field of “development of trade and investment environment™ including the enhancement of
SROs to improve the supervision on capital market. Also. the promoting financial literacy
contributes to improve the competitiveness of financial authorities, security brokers, listed
companies and investors in Mongolia. In this way, the project components are along with the

policy of the GOJ.

" (2) Effectiveness

The effectiveness of the Project is assessed as “Relatively High™ for the following points. The
Project Purpose is expected to be achieved by the completion of the Project. The improvements of
the capacity of target groups due to the initiatives taken in the Project contribute directly to the

Project Purpose. Therefore, it was appropriate that these Outputs were set for achieving the Project

Purpose.

(3) Efficiency

The efficiency of the Project is assessed as “High™ for the following points. Inputs and Activities
in the Project have been being planned and implemented sufficiently to achieve the Outputs.
Followings were efficient or effective to achieve the Outputs. Long-term Experts having organized
responsibilities based on each background contributed to the achievement of each Output. Also,
series of training sessions, workshops/seminars, and study-tours in Japan were held. Each
training was programmed to be fitted with the needs to enhance the capacity of the participants
from FRC, MSE and MASD.

(4) Impact

The impact of the Project is assessed as “Relatively High.” In terms of policy environment
concerning SOEs, Mongolia's 2030 Sustainable Development Vision approved by Mongolian
Parliament in February 2016 in essence highlights the importance of enhance of credibility of
Mongolian capital market. Therefore, policy support for enhancement of credibility of Mongolian
capital market would likely continue after the completion of the Project and accordingly lead to
the more possibility to achieve Overall Goal. The continuous internal activities to strengthen
institutional/staff capacity of FRC, MSE and MASD as well as initiatives to educate general
public conducted during the Project will contribute to achieve the Overall Goal by ameliorating

the credibility of Mongolian capital market.

(5) Sustainability

The sustainability of the Project is assessed as “Moderate” for the following points. The policy
and technical environment is likely to be favourable and positive for authorities relating capital
market. On the other hand. the organizational and financial aspects have some issues to be
overcome. Frequent transfers in target group might prevent the Project from proceed in an
appropriate manner. Unclearness in financial support caused by Mongolian economy stagnation

and fiscal deficit in Mongolian government might hamper the long-lasting positive effect of the

Project.
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3-3 Factors that Promoted the Realization of Effects

(1) Factors Concerning to Planning
- Enhancement of credibility of Mongolian capital market has been a priority issue for the FRC and

GOM.

(2) Factors Concerning to Implementation Process
- Positive attitudes the Mongolian staff of counterparts originally has contributed to the enhancement in
operational skills regarding capital market.
- Not only lecture-style but also onsite-style sessions the consultants provided allowed the Mongolian
counterparts to learn and obtain practical know-how on IPO/dual listing or risk-based supervision
) through many opportunities such as study tours in Japan and in-country training courses.
- Good relationship was maintained between high-skilled, experienced experts and counterparts.

3-4 Factors that Impeded the Realization of Effects

(1) Factors Concerning to Planning
- Frequent transfer of executives of C/Ps caused unexpected catch-up cost and inconsistency in ways to
proceed actions required to enhance the capacity of C/Ps.
- Repeated organizational changes of C/Ps often replaced key persons of the Project with others, which
can hamper the development of skiil and effective utilization of knowhow.
- The relationship between C/Ps as well as other relevant supervisory bodies is recommended to

become closer by communicating each other more frequently to accelerate teamwork for

enhancement of credibility of Mongolian capital market.

3-5 Conclusion
Each output is expected to be achieved by the completion of the Project. Also, the Project Purpose is
-expected to be mostly achieved by the completion of the Project. Therefore, the team concluded that the

Project would be terminated by June 2017 as scheduled.

3-6 Recommendations

(1) Measures to be taken by the termination of the Project
Measures for achievement of Qutput ]
- Review and clarification of agenda of policy committee
Entity/Person in charge: FRC
- Restructure policy committee in style from thematically separated to single
Entity/Person in charge: FRC ’
After completion of these two arrangements, resume the committee.
Measures for achievement of Output 2
- Conduct pilot inspection and find issues according to the onsite/offsite guidelines

Entity/Person in charge: FRC
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Measures for achievement of Output 3
- Finalize the concept paper reflecting the experts’ review
Entity/Person in charge: MSE
- Provide advisory on the followings
»  Development of IPO rules of listing requirements, delisting and treatment of delisted stock
» - Promoting proper disclosure
»  Development of textbook for securities representative license exam
Entity/Person in charge: the experts
Measures for achievement of Output 4
- Conduct the third symposium on [PO/dual listing
Entity/Person in charge: the experts
- Provide advisory on SOE privatization
Entity/Person in charge: the experts

(2) Measures to be taken after the termination of the Project
Measures for policy committee

- Continuous and stable run
Entity/Person in charge: FRC

- Legislation
Entity/Person in charge of follow-up: FRC

Measures for risk-based supervision ,

- Develop procedures for implementation of the onsite/offsite guidelines
Entity/Person in charge: FRC

Measures for SRO

- Develop/revise IPO rules of listing requirements, delisting and treatment of delisted stock
within this year
Entity/Person in charge: MSE

- Develop rules on activity based on the concept
Entity/Person in charge: MSE

Measures for IPOQ/dual listing

- Increase the number of IPO/dual listing
Entity/Person in charge of follow-up: MSE

Measures for financial literacy

- Continuous and stable run of Investor Week
Entity/Person in charge: MASD

- Continuous-activities according to National Strategy on Financial Knowledge of the Public

Entity/Person in charge: all C/Ps

3-7 Lessons Learned
As stated in *3-2 Effectiveness™, organizational characteristics of the government including frequent transfer

or repeated organizational changes turned out fo cause unexpected catch-up cost and inconsistency in ways
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to proceed actions required to enhance the capacity of C/Ps. and to hamper the development of skill and
effective utilization of knowhow. In engaging in any projects, it is important to make sure or understand the
degree of such characteristics observed in the objective country in order to avoiding unforeseen burden of

arrangement.




Appendix 4

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
14 April 2017, FRC, Ulaanbaatar

Schedule for the Rest of the Current Phase

17 Apr Lecture on crowd funding @ FRC 14:00

18-20 Apr Consultancy for Company M, date and time t.b.c.
12 May [PO/Dual-listing Seminar #3 (@ Tuushin Hotel
17-24 May Japan training course

14 Jun-5 Jul (tentative)  Wrap-up in UB

July Final report



Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
14 April 2017, FRC, Ulaanbaatar

IPO & Dual-Listing Seminar (3)

Agenda (tentative)

8:30- 9:00 Registration

9:00- 9:05 Welcome remarks (Mr. Jambaajamts Tundev, Managing Director General, FRC)

9:05-9:10 Opening remarks (Mr. Mutsumi Sato, Chief Representative, JICA Mongolia Office)

9:10- 9:35 Progress of JICA’s Technical Assistance (Mr. Ryota Sugishita, Project Leader, JICA Team)

9:35-9:45 Progress of MSE’s transformation into an SRO and what have been achieved through
cooperation with JICA (representative, MSE)

9:45-9:55 Progress of MASD’s transformation into an SRO and what have been achieved through
cooperation with JICA (representative, MASD)

9:55-10:25 Redesigning Mongolian capital market: Rationale and technical issues (JICA team)

10:25-10:45 Q&A

10:45-11:00 Coffee break

11:00-11:40 Opportunities for Mongolian Companies to Raise Capital in Japan (Mr. Hidetoshi Nagata, JPX)

11:40-12:00 Q&A

12:00-13:30 Lunch

13:30-14:10 IPO & dual-listings utilizing overseas exchanges: Potentials and challenges for Mongolian
issuers (JICA team)

14:10-14:30 Q&A

14:30-15:15 Panel Discussion: Key issues & prospects of IPO & dual-listing by Mongolian companies

Moderator: t.b.d

Panelists: Mr. Tserenbadral Tudev, Director, Securities Department, FRC
Mr. Altai Khangai, CEO, MSE

Mr. Kazuhiko Yoshimatsu, Head of Global Strategy, JPX

Mr. Takayuki Urade, Head of IPO & DL, JICA Team



Project for Capacity Building of Capital Market in Mongolia

Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Joint Coordinating Committee
14 April 2017, FRC, Ulaanbaatar

Training Course in Japan (3)

Schedule (tentative)

17 May

18 May am

19 May am

22 May am

23 May am

pm

Ulaanbaatar to Tokyo

Dual-listing, government bond secondary market, Daiwa Securities
Government bond primary market, Bank of Japan (t.b.c.)

Commodity trading and settlement, Tokyo Commodity Exchange (t.b.c.)
Dual-listing, listing management, Tokyo Stock Exchange

Securities clearing, Japan Securities Clearing Corp

Self-regulatory activities, Japan Securities Dealers Association
Regulatory framework, Financial Services Agency (t.b.c.)

Wrap-up

24 May Tokyo to Ulaanbaatar



MINUTES OF TECHNICAL MEETING
| FOR
THE PROJECT FOR CAPACITY BUILDING OF
CAPITAL MARKET IN MONGOLIA
AGREED UPON BETWEEN
FINANCIAL REGULATORY COMMISSION OF MONGOLIA
AND

JAPAN INTERNATIONAL COOPERATION AGENCY

Ulaanbaatar, 23 June 2017

,&&W AR

Dr. Davaasuren Sodnom arjaa Mr. Hiroyuki Kawanishi

Chairman Executive Advisor to the Director General
The Financial Regulatory Commission Industrial Development and Public Policy
Mongolia Department

JICA



Acknowledged by

Mr. Dorjsembed Batsengee
Director, Department of Development Financing
Ministry of Finance

Mongolia



This is to record the results of the technical meeting held on 23 June 2017.

The proceedings went on chaired by Mr. Lkhagvasuren Bataa, Director of Securities
Market Department of the FRC as according to the agenda (Appendix 1).

Key discussion points were as follows:

Remaining tasks identified by the Joint Terminal Evaluation which was presented during
the JCC meeting held on 14 April 2017 and the schedule for the rest of the current phase.
Mr. Ryota Sugishita reconfirmed the remaining tasks identified during the Joint Terminal
Evaluation conducted in April 2017, and introduced the progress to date, including the
preparation of the proposal on revised listing standard at Mongolian Stock Exchange
(MSE), as well as of the securities professional textbook.

Regarding the securities professional textbook, FRC and JICA agreed that the final product
is submitted to JICA by July 31, 2017. Submission shall be done by JICA Consultant Team
after the drafts are collected from the contributors including MSE and Mongolian
Association of Securities Dealers (MASD), and the FRC shall be responsible for the final
review.

In addition, implications on the next phase were shared and discussed with the attendees.

Due to its nature as a technical meeting focusing on specific technical issues, the session
was not attended, but has been acknowledged, by the Ministry of Finance.

Attached documents:

Appendix 1: Agenda
Appendix 2: List of Attendees
Appendix 3: Remaining Tasks for Phase 1, scheduled for the rest of the current phase
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Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Technical Meeting
23 June 2017, FRC, Ulaanbaatar

Agenda

Opening Remarks

15:00-15:05  Mr Lkhagvasuren Bataa, Director of Securities Market Department at the
Financial Regulatory Commission

15:05-15:10 Mr Hiroyuki Kawanishi, Executive Advisor to the Director General
Industrial Development and Public Policy Department, JICA

Diseussion

15:10 - 15:55  Agendal:“Remaining tasks identified during the Joint Terminal Evaluation
as well as the schedule for the rest of the current phase”
by JICA Consultant Team

Closing Remarks

15:55 - 16:00 Mr Hiroyuki Kawanishi, Executive Advisor to the Director General
Industrial Development and Public Policy Department, JICA



Appendix 2

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Technical Meeting
23June 2017, FRC, Ulaanbaatar

List of Attendees

Financial Regulatory Commaission

1)’ Enkhbaatar V., Director, Foreign Relations and Cooperation Department

2) Lkhagvasuren B., Director, Securities Market Department

3) Tserenbadral T., Deputy Director, Securities Market Department

4) Erdemzaya J., Senior Referent, Securities Market Department

5) Bilguun Kh., Senior Officer, Securities Market Department

6) Munkhtuvshin G., Officer, Securities Market Department

7) Gerelmaa Z., Senior Officer, Foreign Relations and Cooperation Department
8) Ariunaa E., Officer, Foreign Relations and Cooperation Department

Mongolian Stock Exchange
1) Munkhbayasgalan A., Chief Regulatory Officer
2) Mungunzul B., Specialist, Policy, Planning Department

Japan International Cooperation Agency

1) Hiroyuki Kawanishi, Executive Advisor to the Director General,

Industrial Development and Public Policy Department
2) Jiro Tsunoda, Senior Advisor, Industrial Development and Public Policy Department
3) Ryosuke Watanabe, Industrial Development and Public Policy Department

JICA Mongolia Office
1) Saikhantuya A., Representative
2) Javkhlan U., Program Officer

JICA Consultants

1)} Ryota Sugishita, Project Manager, Daiwa Institute of Research

2) Takayuki Urade, IPO/Dual-listing, Japan Economic Research Institute

3) Akifumi Nakanishi, Financial Literacy, Daiwa Institute of Research

4) Daisuke Tashiro, Self-Regulatory Organizations, Daiwa Institute of Research
5) Chinzorig Ch., Mongolian Consultant



Abpendix 3

Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

Technical Meeting
23 June 2017, FRC, Ulaanbaatar

Remaining Tasks for Phase 1: Progress to Date

Task

Policy Committee

Risk-based Supervision
and Others

SRO

[PO and Dual-Listing

Investor Education

Achievements

-

1) To be confirmed for the operation of risk-based supervision
2) Lecture on investor protection fund, 13 Apr
3) Lecture on crowd funding, 17 Apr

Discussion with MSE on listing and de-listing requirements
(Please see page 2)

1) Consultancy for MONOS, 28 Mar-20 Apr
2) IPO/Dual-listing Seminar #3, 12 May (Please see page 3)
3) Japan training course #3, 17-24 May (Please see page 4)

Textbook (in progress) (Please see page 5)



Project for Capacity Building of Capital Market in Mongolia
Financial Regulatory Commission of Mongolia - Japan International Cooperation Agency

- Technical Meeting
23 June 2017, FRC, Ulaanbaatar

Proposals for listing and delisting requirements

1) Overview

v Webelieve that MSE’s current classifications of three groups are OK.

v Classification 1 (C1) is for blue chips (bigger companies with sound fundamentals), C2 for small-and
medium-sized companies, and C3 for others.

v Werecommend that newly listing companies should meet requirements for C1 or C2. C3 should be set
only for existing listed companies. Given that C3 is not for newly listing companies, those in the C3 may
be recognized as companies that can be delisted sometime in the future.

v Only profitable companies can be newly listed, except for mining sector companies,

2) Classification 1

v" Inour view, Classification 1 (C1), however, should be modified as MSE's mainboard where only blue chips
can be traded. Minimum profit requirement of MNT 500m is too low. We think that the previous profit
requirement of MNT 1bn is more appropriate.

v Eventually IFRS or IFRS-equivalent accounting as well as auditing by one of the Big Four should be
included as a requirement for C1.

v Minimum number of shareholders of 100 should be included as a requirement.

3) Classification 2

v We think that profit requirement is better than working capital. For instance, minimum profit
requirement of MNT 100m rather than sufficient working capital for 12 months.

v Minimum number of shareholders of 50 should be included as a requirement.

4) Delisting requirements
v Wethink that delisting requirements sliould be set. For instance, MSE can delist: ,
(a) ifalisted company delays in submission of its periodical financial reports by one month or longer;
(b} if any false statements that can mislead investors are found in a periodical financial report;
(¢) if floating rates of a listed company are below 10% for a certain period of time (e.g. two years);
(d) ifalisted company is found to be insolvent;
(e) ifthereis no trading of a listed company for one year or more;
(f) if alisted company fails to pay its annual listing fee for one year or more;
(g) if MSE thinks that a listed company may give significant negative impact to the whole market.

Agenda for IPO/Dual-listing Seminar #3

9.00 - 9:05 Welcome remarks (Dr Davaasuren, Financial Regulatory Commission)
9:05 - 9:10 Opening remarks (Mutsumi Sato, Chief Representative, JICA Mongolia)
9:10-9:25 Progress of JICA’s Technical Assistance (Ryota Sugishita, Project Leader, JICA
Team)
9:25 - 9:55 Redesigning Mongolian capital market: Rationale and technical issues
(Takayuki Urade, JICA team)
9:55-10:05 Q&A
2
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10:05- 10:45

Opportunities for Mongolian Companies to Raise Capital in Japan (Hidetoshi
Nagata, GM, Hcad of Global Listings, Tokyo Stock Exchange)

10:45 - 10:55

Q&A

10:55 - 11:10

Coffec break

11:10-11:50

IPO & dual-listings utilizing overseas exchanges: Potentials and challenges
for Mongolian issuers (Ryota Sugishita, JICA team)

11:50 - 12:00

Q&A

12:00 - 12:40

Panel Discussion: Key issues and prospects of IPO and dual-listing by
Mongolian companies

Moderator: Bold-Erdene, Mongolian Mining Magazine

Panclists:

Tserenbadral Tudev, Director, Securitics Department, FRC

Altai Khangai, CEO, Mongolian Stock Exchange

Kazuhiko Yoshimatsu, Head of Global Strategy, JPX

Ryota Sugishita, Project Leader, JICA Team

S.Bayanmunkh, Monos group

Achit-Erdene Daramzabar, Executive Director, MICC

12:40 - 12:50

Q&A

12:50- 13:00

Closing remarks (Ryota Sugishita, Projcct Leader, JICA Tcam)
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Schedule for Japan Training Course #3

Date Time Schédﬁle ' f.;cturer Title -
. . " Executive Managing
1) Eligibility for dual-listing: . .
9:00 - 10:15 | Securities companies' gum::) f)lrector, exéHei‘.j of
erspective tsuka nvestment Banking,
P Daiwa Securities
Managing Director,
. . 2) Japanesc government bond | Kenichi Global Market
'Il‘i May 10:30 - 12:00 market Tazawa Planning Dept, Daiwa
. Securities
Mitsuhiro Executive Officer,
14:00 - 16:00 | 3) TOCOM's overview 0 Tokyo Commeodity
nosato
Exchange
18:00 - 20:00 | Dinner with DIR
“a. . . Shohei Manager, Global
9:30 - 10:00 | 4) JPX site tour Yamagata Strategy
Ce 10:00 -  11:30 5) Overview of Japan 5::;: 11:::1(:)5 General Manager,
19 May ' : Exchange Group " Global Strategy, JPX
Fri - -
13:00 - 15:00 6} Listed company regulation
and supervision
. . 7) Overview of TSE equity Hidectoshi Hcad of Global
15:00 - 17:00
' ) market Nagala Listings, JPX
Chief Manager,
9:00 - 11:30 |8)JSCC's overview Kazunari | Strategic Planning
Tomita Div, Japan Securities
Clearing Corporation
Senior General
. } . 9) JSDA's regulatory Satoru Manager, Self-
ZMZOI\rfIay 14:00 15:55 framework Yamamoto | Regulatory Planning
Div, JSDA
. Assistant Manager,
1605 -  17:00 lgm“f&;‘i‘: regulations for ﬁfs‘? & | Equity Market Div,
P g JSDA
18:00 - 20:00 | Dinner with JICA JICA Tokyo
| Deputy Director,
10:00 - 12:00 11) FSA's ffalncwork forrules | Kaoru . | Coordination
and regulations Murakami Division. SESC
%ieM Y 13:30 - 14:30 12) Japanese government bond | Atsushi Deputy Director,
) i market (2) Jinno Ministry of Finance
14:45 - 16:30 | Wrap-up DIR/JERI/IICA
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Progress for Textbook

Party in
Table of Contents charge/responsible | | D721t Progress (JICA)
MSE |MASD |JICA | |19-May][5-Jun[19-Jun

[Part]l Knowledge on Capital Markets|
1| Basic Knowledge on Securities Markets v
2| Securities Market Law and Relevant Acts
3{FRC Law and Regulations
4
5

MSE Rules and Regulations v
MASD Rules and Code of Conducts v
[Part2 Securities and Investment Businesses)
Equity Businesses

2| Bond businesses

3 | Investment funds and investment businesses
41 Sales operations
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