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1. ASSURANCE REPORT

Responsible party: Qishloq Qurilish Bank
Period: 4 March to 19 June 2019

Project: Market Transformation for Sustainable Rural Housing in Uzbekistan

Mr Murod Rasulov
Project Manager - Market Transformation for Sustainable Rural Housing in Uzbekistan
UNDP Uzbekistan

Dear Mr Rasulov,

In accordance with our contract' referenced USB10-PO_0614_18, dated 5 October 2018, with the
UNDP Country Office in Uzbekistan (“UNDP Uzbekistan”), and the terms of reference set out in the
Performance-Based Payment Agreement (“PBPA”) signed between UNDP, Qishlog Qurilish Bank
(“QQB”, the “responsible party” or “RP”) and BDO LLP (the “independent assessor”), we present our
assurance report in respect of the Information from the permanent database on borrowers and
contracted agreements under the Rural Housing Programme attached at Annex 4.

Objective

Our engagement was to review the Information from the permanent database on borrowers and
contracted agreements under the Rural Housing Programme, as reported by the RP, and attached at
Annex 4, and to determine whether, in all material respects, the information reported presents fairly
the mortgages agreed under the programme as at 19 June 2019.

Criteria and responsibilities

The criteria against which the Information from the permanent database on borrowers and
contracted agreements under the Rural Housing Programme have been assessed are set out in full in
section 2 of Annex A of the PBPA. These criteria include issuing green mortgages to eligible borrowers,
and reporting this in the form set out in Annex 4 of this report.

The respective responsibilities of the RP and the independent assessor (BDO LLP) are set out in section
3 of the PBPA. Section 3.2 of the PBPA establishes that, for the purposes of this assessment, the
independent assessor will, in expressing an conclusion as to whether, in all material respects, the
information presents fairly the mortgages agreed under the programme, consider “reasonable
assurance” to represent 95 % confidence, with materiality assessed as 2 % of the total incremental
green mortgage amount, as reported by the RP. The work performed as part of this review, and to
gather the evidence necessary to support the conclusion, is summarised in section 3.3 of the PBPA.

Scope of work

Our engagement was undertaken in accordance with:

e the terms of reference, set out in Annex A of the PBPA;

e International Standards on Assurance Engagements 3000 - Assurance Engagements Other than
Audits or Reviews of Historical Financial Information as promulgated by the International
Federation of Accountants (‘IFAC’); and

e the Code of Ethics for Professional Accountants as issued by the IFAC.

1 The original contract was between Moore Stephens LLP and UNDP Uzbekistan. Moore Stephens LLP merged with BDO LLP
on 4 February 2019, as a result of which the above-mentioned contract was novated to BDO LLP.
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Unqualified conclusion

In our opinion, the Information from the permanent database on borrowers and contracted
agreements under the Rural Housing Programme, as reported by the RP, and attached at Annex 4,
presents fairly, in all material respects, the mortgages agreed under the programme as at 19 June
2019.

Emphasis of matter

Without qualifying our conclusion, we draw your attention to our factual findings as set out in Section
3 of this report, which set out important matters pertinent to our review. We do not consider these
findings, individually or in aggregate, to be material in the context of our review.

Distribution and use of this report

This assurance report is made solely to UNDP Uzbekistan to assist them in determining whether to
make the performance-based payment foreseen in the PBPA with the RP. The responsibility for any
decisions taken as a result of this assurance report rests with UNDP Uzbekistan.

Yours sincerely,

AN NN\

Mark Henderson
Partner

BDO LLP

150 Aldersgate Street
London

EC1A 4AB

24 June 2019
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2. SUMMARY INFORMATION ON MORTGAGES AGREED

‘ Period subject to review

4 March to 19 June 2019 |

Number of mortgages agreed

530

Total value of mortgages agreed

UZS 105,473,927,078

Total incremental value of green features

UZS 5,534,001,512

Number of women borrowers

298

mortgages

Women borrowers as a percentage of the total number of

56 %

Output: Approximately 800 households accessed the dedicated financial products on low-

carbon housing that designed and operated by Responsible Party. The proportion of

participation by women as green mortgage borrowers should be equal to or greater than 30%

verify the required
quality of the
results

approximately 800 green
mortgage agreements
have been signed with
borrowers. The
agreements are accurate,
reflect the terms of the
green mortgage scheme,
and are supported by the
appropriate supporting
documents.

Milestone Result / Target | IA Validated Data / method of % of Milestone /
Result / Performance Progress by 19 validation used Target /
Threshold Agreed by 30 June 2019 Performance
June 2019 Threshold
Achieved
Quantifiable As at 30 June 2019, 530 mortgage Substantive sample | 66 %
measures used to | approximately 800 agreements. testing of mortgage
verify the delivery | households accessed the | The proportion agreements and
of the output by the | dedicated financial of participation | other supporting
Responsible Party products on low-carbon by women as documents based
housing. green mortgage | on the Report of
The proportion of borrowers mortgages agreed
participation by women equaled 56%. as reported by
as green mortgage Qishlok Qurilish
borrowers should be Bank at the end of
equal to or greater than the reporting
30%, which represents a period.
minimum of 240
households.
Measures used to | As at 30 June 2019, 530 mortgage Substantive sample | 66 %

agreements

testing of mortgage
agreements and
other supporting
documents based
on the Report of
mortgages agreed
as reported by
Qishlok Qurilish
Bank at the end of
the reporting
period. Telephone
calls and site visits
where appropriate.

Environmental and
social management
measures
implemented
monitored

and

As at 30 June 2019, as
part of the issuance of
green mortgage
agreements, the social
and environmental
criteria set out at Annex
K of the PBPA (“Social
and environmental risk
screening checklist”)
have been met.

No issues noted

Review of Annex K No issues noted
checklist and
reporting by
exception on any
anomalies

identified.
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3. FINDINGS AND RECOMMENDATIONS

We set out below the details of our factual findings:

Factual finding 1

Title: | Mortgage agreement delivery below target
Severity rating: | High

Description

Annex A-3 to the Performance Based Payment Agreement establishes that, by 30 June 2019, the main
deliverable is that “approximately 800 households accessed the dedicated financial products on low-
carbon housing designed and operated by financial institutions”. Annex A-3 also states that “if all
milestone / target results are not achieved, a reduced payment will be given. The payment will be
reduced by an average percentage by which indicators have underperformed relative to their
milestone / targets.”

Annex F to the Performance Based Payment Agreement states that the minimum target for the
programme is “530 households (2,650 people)”.

However, we found that, as at 19 June 2019, only 530 mortgage agreements had been signed, which,
although meeting the minimum target, represents a shortfall of 270 mortgage agreements, when
compared to the main target.

Recommendation

The responsible party should take all necessary actions to ensure that the target of 800 mortgage
agreements is achieved by 31 August 2019, as agreed between UNDP and the responsible party in
June 2019.

In accordance with Annex A-3 to the Performance Based Payment Agreement, UNDP should limit the
planned disbursement of funds to Qishlog Qurilish Bank to the total “Amount for incremental cost to
finance green features” as reported by the Responsible Party in Annex 4.

Responsible party comments

No comments provided.

UNDP comments

No comments provided.
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Finding 2

Title: | Borrowers unaware of UNDP/GEF funding
Severity rating: | Medium

Description

Annex A to the Performance Based Payment Agreement states that “the Independent Assessor will
also conduct additional procedures to address any risks that may emerge. Such additional procedures
shall include... telephone calls to borrowers, among others.”

During telephone calls to borrowers, we found a number of borrowers who were either unaware that
their property was due to be fitted with green features (solar panels), and/or that these features
were to be funded by UNDP/GEF.

We note that all mortgage agreements reviewed did include an explicit reference to these features,
and that all had been signed by the borrower. However, failure to ensure the borrower understands
the implications of these features, represents a missed opportunity, both for the visibility of
UNDP/GEF, and in terms of encouraging other people to engage with the programme.

Recommendation

The responsible party should ensure that borrowers are aware that their property will include green
features funded by UNDP/GEF, at no additional cost to the borrower, and explain the benefits of
these features. This may be achieved through further training of bank branch staff and by the
provision of an information leaflet to relevant borrowers.

Responsible party comments

No comments provided.

UNDP comments

UNDP Project will join efforts with QQB to raise awareness among rural population on benefits of
green features. At the same time, the project shall conduct capacity building activities for regional

staff of the bank in each region. The trainings will explicitly focus on ensuring regional loan officers
are capable of explaining about green mortgage and its benefits to borrowers/homebuyers.
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4. REPORT OF MORTGAGES AGREED AS PROVIDED BY THE
RESPONSIBLE PARTY
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