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I. PROJECT DESCRIPTION 
 
A. Project Background 
 
1. In February 2001, the Asian Development Bank (ADB) approved a technical assistance 
(TA) grant1 of $600,000 to the Government of Kazakhstan for the preparation of the Urban 
Small Business Development Project with the objectives of reviewing the development status of 
the small and medium-sized enterprise (SME) sector in Kazakhstan, and identifying and 
evaluating suitable financial institutions that could act as intermediaries in the delivery of finance 
to SMEs.  
 
2. The TA resulted in the formulation of an assistance program for the financing of SMEs, 
originally planned to be integrated in the Urban Small Business Development Project. However, 
this project was not implemented due to the breakdown of negotiations with the Government of 
Kazakhstan over its provision of a sovereign guarantee. Subsequently, the Urban Small 
Business Development Project was replaced by the proposed Assistance to Private Banks in 
Kazakhstan.2 
 
3. As part of this initiative, ADB approved a $50 million, 5-year term loan facility to JSC 
Alliance Bank (ALB) with the goal of providing financing access to SMEs in Kazakhstan. 
 
                                                           
1
 ADB. 2001. Technical Assistance to the Republic of Kazakhstan for Preparing the Urban Small Business 

Development Project. Manila. 
2
ADB. 2006. Report and Recommendation of the President for the Proposed Assistance to Private Banks in 
Kazakhstan. Manila. 
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B. Project Features 
 
4. The $50 million unsecured senior loan had an original maturity of 5 years with a grace 
period of 2 years. The loan was to be repaid semi-annually during the final 3 years in six equal 
installments of $8.35 million each plus interest calculated at a margin of 2.5% over the London 
Interbank Offered Rate (LIBOR) with built-in margin adjustments based on the credit rating of 
ALB. 
 
5. The main objective of the loan was to help ALB grow its SME loan portfolio. It was 
agreed by ALB and ADB in the facility agreement that proceeds from the loan would be 
disbursed to eligible SMEs that are incorporated and doing business in Kazakhstan.   
 
C. Progress Highlights 
 
6. On 23 June 2006, ADB disbursed the full $50-million loan to ALB. On 30 June and 31 
December 2008, ALB made the first two of the six scheduled principal repayments of $8.35 
million, totaling $16.70 million. 
 
7. When Kazakhstan was hit by the 2008 financial crisis, many financial institutions were 
severely affected including ALB. ALB declared a moratorium on payments to all its creditors. 
ALB defaulted on the remaining principal owed to ADB of $33.30 million. ALB then entered into 
debt restructuring negotiations with all its creditors. ADB actively participated in the negotiations 
and was a member of the creditors’ steering committee.  
 
8. On 28 April 2010, the restructuring process was completed. The Government of 
Kazakhstan became the largest ALB shareholder with 67% stake through its sovereign wealth 
fund Samruk-Kazyna. The remaining 33% ALB shares were distributed to other ALB creditors. 
 
9. In the restructuring, a total ALB debt of $4.5 billon (inclusive accrued interest) to various 
creditors including ADB was decreased to $1.08 billon. ADB wrote off $19.60 million of ALB’s 
outstanding debt ($34.00 million inclusive of accrued interest) and received in exchange a 
package then valued at $14.40 million.3 The package also included recovery notes that would 
allow ADB to participate in future recoveries of nonperforming loan portfolio of ALB. 

 
II. PROJECT EVALUATION 

 
A. Development Outcomes and Impacts 

 
1. Contribution to Private Sector Development 

 
10. The extended annual review report (XARR) rated the project’s contribution to private 
sector development satisfactory. The XARR stated that the project achieved its objectives of 
increasing SME access to financing, which in turn stimulated the growth of the SME sector in 
Kazakhstan, assisting ALB to build up its SME loan portfolio, and helping ALB improve its 
liquidity gap. The gross loans of ALB to SMEs expanded from T9 billion in 2005 to T96 billion in 
2010. The number of SME loans and the number of SME borrowers also grew during the 
period. The XARR also pointed out that the project was able to have an impact beyond its 

                                                           
3
 The package comprised cash: $4,218,086, discount notes: $7,358,423, recovery notes: $1,273,470, preferred 

shares: $1,016,373, and common shares: $564,138. 
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objectives by contributing to the bond market development of Kazakhstan and participating in 
ALB restructuring, which helped in stabilizing the Kazakhstan financial sector in the aftermath of 
the 2008 financial crisis.  
 
11. This validation concurs with the satisfactory rating for private sector development. Aside 
from the increase in the amount of loans to SMEs, the number of SME loans, and the number of 
SME borrowers, this validation observed that the share of SME loans in the total lending of ALB 
increased from 4.5% in 2005 to 17.7% in 2010. On the growth of the SME sector, the official 
National Accounts4  reported a decline in the share of SME contribution to gross domestic 
product from 37.2% in 2006 to 35.5% in 2011. The XARR discussion on the contribution to the 
bond market development in Kazakhstan is not relevant because the tenge-denominated bond 
issue by ADB (although facilitating this transaction) was not a project activity while the $100- 
million guarantee in connection with the diversified payment rights securitization by ALB is the 
subject of a separate evaluation. 
 

2. Business Success 
 
12. Business success was rated unsatisfactory by the XARR due to return on invested 
capital being forecast to be negative and below the weighted average cost of capital as ALB has 
had a negative net worth since the financial crisis. 
 
13. This validation concurs with the unsatisfactory rating for reasons given in the XARR.  
 

3. Contribution to Economic Development  
 
14. An unsatisfactory rating was given by the XARR for the project’s contribution to 
economic development. ALB had a negative net equity so economic return on invested capital 
would also be negative. 
 
15. This validation confirms the unsatisfactory rating for contribution to economic 
development for reasons given in the XARR.  
 

4. Environment, Social, Health, and Safety Performance 
 
16. The XARR rated environmental, social, health, and safety (ESHS) performance partly 
satisfactory. Shortcomings with regard to compliance with the terms of the facility agreement 
were provided as reasons, such as ALB failing to submit yearly ESHS evaluation reports, and 
ALB failing to maintain and implement a formal environmental management system. However, 
ALB confirmed the compliance of sub-borrowers with the applicable environmental laws of 
Kazakhstan. 
 
17. Although there were compliance shortcomings, this validation retains the rating of less 
than satisfactory for ESHS performance. The XARR was able to provide instances where ALB 
complied with key standards, more specifically the standards of Kazakhstan. An unsatisfactory 
rating is unwarranted because there is no evidence that the project had caused substantial 
damage to the environment that may be permanent, and/or exposed its workers to excessive 
health risk or worsened socioeconomic conditions. 
 

                                                           
4
 Republic of Kazakhstan. 2013. National Accounts of the Republic of Kazakhstan: 2007–2011 Statistical 

Compendium, Agency of Statistics. Astana. 
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5. Overall Development Impacts and Outcomes Rating 
 
18. The XARR rated the overall development impacts and outcomes of the project partly 
satisfactory. This validation concurs with this rating given the satisfactory rating for private 
sector development and the less than satisfactory or unsatisfactory ratings for the other 
subcriteria. 
 
B. ADB Investment Profitability 
 
19. The XARR rated the investment profitability of ADB unsatisfactory based on a negative 
financial internal rate of return of as of 31 August 2011. 
 
20. This validation concurs with the rating of unsatisfactory because ADB will definitely not 
fully recover the loan extended to ALB. 
 
C. ADB’s Operational Effectiveness (Work Quality) 
 

1. Screening, Appraisal, and Structuring 
 
21. The XARR rated screening, appraisal, and structuring partly satisfactory. Singling out the 
Kazakhstan financial sector for potential cooperation with the aim of fuelling the growth of the 
SME sector and to spread the risk and access higher yield, ADB employed a portfolio approach, 
selecting multiple banks in Kazakhstan for investment. ALB, in the mid- to lower-level of the top 
tier bank group, was one of the banks chosen. However, the risk appraisal and portfolio 
approach were not enough to prevent the losses of the 2008 financial crisis. 
 
22. ADB could have more stringently assessed the operations and practices of ALB.5 The 
weak internal credit management systems and governance issues of ALB were apparently not 
adequately considered during screening. 
 
23. The XARR did not discuss in detail how ALB was chosen over other banks, other than 
mentioning that ALB had a strategy of growing its SME portfolio. ADB could have also included 
a stipulation in the facility agreement that would limit over-lending to a single sector. This could 
have been an additional way to diversify and minimize risk on the ADB investment, potentially 
reducing the risks of overconcentration of lending in the speculative real estate and construction 
sectors. 
 
24. For the reasons cited above, this validation downgrades the rating for screening, 
appraisal, and structuring to unsatisfactory.6 
 

2. Monitoring and Supervision 
 
                                                           
5
 Governance and management issues were raised in the concept clearance paper comments matrix about the 

young management team of ALB, which had not experienced different economic cycles, and the low level of ALB 
reserves and provisioning for its loans given the extraordinary growth of its loan portfolio. The reply of the Private 
Sector Operations Department was that these issues would be examined during due diligence, but there is no clear 
indication in the XARR or other documents that these points were examined during due diligence or mitigated in 
loan terms. 

 
6
 PSOD disagrees with this rating arguing that: (i) the deal team and subsequently the Credit Committee correctly 

identified Alliance Bank’s actual risk; and (ii) commercial banks with vastly better resources than ADB came to the 
same conclusions as ADB. 
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25. The XARR rated the monitoring and supervision of ADB satisfactory. It cited the (i) 
desktop reviews of the credit through quarterly Private Sector Investment Management Notes, 
(ii) ALB submitting its audited financial statements until April 2009, (iii) ADB sending a team to 
participate in the ALB restructuring through being a member of the creditors’ steering 
committee, and (iv) closer monitoring of the account via quarterly reports to the Office of Risk 
Management (ORM) since restructuring, as reasons for the rating. 
 
26. This validation also rates the monitoring and supervision of ADB satisfactory. ADB had 
generally kept itself sufficiently informed to react in a timely manner to material changes in the 
performance of ALB. 
 

3. Role and Contribution 
 
27. The XARR gave ADB a satisfactory rating for role and contribution, citing only that its 
participation in the restructuring process of ALB contributed to the stability of Kazakhstan’s 
financial sector.   
 
28. This validation concurs with the satisfactory rating although it must be noted that ADB 
had no choice but to participate in the restructuring process given its large stake in ALB. There 
is no indication of any material shortfall to warrant a lower rating, because the role of ADB in the 
implementation of the project was operated in line with its strategy, policy, and standards for 
Kazakhstan. 
 

4. Overall Work Quality 
 
29. This validation revises the rating for ADB overall work quality to less than satisfactory 
from the XARR satisfactory rating due to the downgrades made on  (i) screening, appraisal, and 
structuring of the project and (ii) monitoring and supervision. 
 
D. ADB Additionality 
 
30. This validation agrees with the XARR rating of satisfactory for ADB additionality because 
after the execution of the term loan, ALB was able to raise additional financing, suggesting that 
the credit perception by the market of ALB was enhanced by its receipt of the loan from ADB. 
 
E. Overall Assessment 
 
31. This validation agrees with the XARR overall project rating of unsuccessful. Table 1 
summarizes the individual ratings. 
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Table 1: Overall Ratings 

 

Criteria XARR IED Review 
Reason for Disagreement  

and/or Comments 

Development 
Outcomes and Impacts 

   

1. Contribution to private 
sector development 

Satisfactory Satisfactory  

2. Business success Unsatisfactory Unsatisfactory  
3. Contribution to 

economic 
development 

Unsatisfactory 
 

Unsatisfactory  

4. ESHS performance Partly 
satisfactory 
 

Less than 
satisfactory 

 

Overall Development 
Outcomes and Impacts  

Partly 
satisfactory 

Less than 
satisfactory 

 

ADB Investment 
Profitability 

Unsatisfactory Unsatisfactory  

ADB Work Quality    
1. Screening, appraisal, 

and structuring 
Partly 
satisfactory 
 

Unsatisfactory There were shortcomings in assessing 
the operations and practices of ALB. 
Failure to define SMEs makes it difficult 
to determine if the funds were actually 
used for onlending to SMEs. Loan 
structure with bullet repayment failed to 
recognize risks mentioned in concept 
clearance paper comments. 

2. Monitoring and 
supervision 

Satisfactory 
 

Satisfactory  

3. ADB role and 
contribution 

Satisfactory 
 

Satisfactory  

Overall ADB Work 
Quality 
 

Satisfactory 
 

Less than 
satisfactory 

For a satisfactory rating in overall ADB 
work quality, each of the three 
subcategories must be rated at least 
satisfactory 

ADB Additionality Satisfactory Satisfactory  

Overall Assessment 
 

Unsuccessful Unsuccessful  

Quality of XARR 
 

 Satisfactory  

ADB = Asian Development Bank; ALB = JSC Alliance Bank; ESHS = environment, social, health, and safety; IED = 

Independent Evaluation Department; SMEs = small and medium-sized enterprises; XARR = extended annual review 

report. 
Note: From May 2012, IED views the XARR rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity.  
Source: ADB Independent Evaluation Department. 
 

 
III. ISSUES, LESSONS, AND RECOMMENDATIONS 

 
32. The XARR identified the following issues and lessons: (i) The risk management system 
of ALB could have been scrutinized more closely, (ii) Asset quality of ALB could have been 
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monitored more closely, and (iii) ADB had too much confidence in Kazakhstan’s regulatory 
capacity to supervise and monitor the banking sector. The XARR also concurred with most of 
the findings contained in the ORM memorandum covering lessons learned from the ADB 
experience with ALB and Bank TuranAlem. The memo identified 25 lessons that included (i) 
avoiding loan concentrations (sector and single obligor), (ii) sampling loans of the borrower 
during due diligence (to check for related party transactions), (iii) examining rapid loan growth 
(particularly if outside of the bank’s core competencies), and (iv) avoiding inexperienced 
management teams.  
 
33. This validation agrees with the issues and lessons identified in the XARR and the ORM 
memo but adds that the term “SME” should be defined in the report and recommendation of the 
President and facility agreement of future loans to ensure that proceeds are indeed for 
onlending to SMEs. It is unclear whether reported SME lending data are in line with the 
government’s definition of SMEs (i.e., enterprises having no more than 250 employees and 
average annual assets of no more than $3 million). 
 

IV. OTHER ASSESSMENTS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design 
 
34. The selection process of ADB for banks to receive sector-targeted loans could be more 
clearly described and transparent. When a loan is intended for onlending to SMEs in a given 
country, loan or facility agreements should specify what is an eligible SME (e.g., in terms of 
number of employees, annual sales, capital, ownership structure, and others).  
 
35. Reporting required of borrower institutions under the facility agreement could have 
focused more on measurement of intended development impacts (employment, access to 
credit, boost to rural economy, and others).ADB monitoring systems could focus more closely 
on tracking compliance with loan agreements and on monitoring of information in borrower 
reporting.  
 
B. Other Aspects 
 
36. None was identified. 
 
C. Data Sources for Validation 
 
37. In addition to the concept clearance paper, the RRP and XARR for ALB, this validation 
reviewed the following, among others: 
 

(i) ADB ORM Memorandum dated 29 February 2012 on the subject: KAZ: Alliance 
Bank Quarterly Report—Debt Securities & Equity Investments, received 19 
December 2011. 

(ii) ADB ORM Memorandum dated 29 February 2012 on the subject: KAZ: Alliance 
Bank JSC (Alliance) Quarterly Monitoring Report—Debt Securities & Equity 
Investments, received 19 December 2011. 

(iii) ADB ORM Memorandum dated 15 November 2010 on the subject: Quarterly 
Monitoring Report: Alliance Bank. 

(iv) ADB Private Sector Operations Department Memorandum dated 25 January 2006 
on the subject:  KAZ: Proposed Senior Loan to Bank TuranAlem KAZ: Proposed 
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Senior Loan and Equity Investment in Alliance Bank—Concept Clearance Paper 
for Approval, Matrix Comments.  

(v) JSC Alliance Bank Audited Financial Statements (2005-2009 and 2011). 
 

D. Comments on XARR Quality 
 
38. Overall, the XARR was fair and objective. However, the XARR could have contained 
more discussion and analysis of the due diligence process that ADB followed for this transaction 
in the possibility that incorporating lessons learned from the ADB processing of this transaction 
might reduce credit risks in future loans.  

 
39. This validation notes and appreciates that the XARR strictly adhered to the standards of 
the Project Administration Instructions 6.07bin its evaluation of the ALB loan’s contribution to 
economic development, without proffering extraneous hypothetical economic benefits, such as 
higher productivity or employment for SMEs. 
 

Table 2: Extended Annual Review Report Quality 
 

 Excellent Satisfactory 
Less than 

Satisfactory 
Unsatisfactory 

Quality and completeness of 
evidence and analysis to substantiate 
ratings 

 X   

Consistency with XARR Guidelines 
(Project Administration Instructions 
6.07b)  

 X   

Plausibility of assumptions underlying 
economic and financial analyses, 
including calculations of EIRRs, 
FIRRs, and assumptions on project 
sustainability 

 X   

Quality of lessons identified and 
recommendations 

 X   

Clarity and internal consistency of the 
XARR 

  X  

Overall Assessment  X   

EIRR = economic internal rate of return, FIRR = financial internal rate of return, XARR = extended annual review 
report. 
Source: ADB Independent Evaluation Department. 

 
E. Recommendations for Independent Evaluation Department Follow-Up  
 
40. No further recommendation is presented. 


