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Chair’s Summary of the Development Effectiveness Committee Meeting of 12 September 2012 
 
 
1. The DEC welcomed Alternate Executive Director Christina Wedekull as a new member of the DEC, 
replacing AED Jacob Rooimans.  

 
2011 Annual Portfolio Performance Report (APPR) 
 
2. The DEC discussed the APPR prepared by the Central Operations Support Office (COSO). Several 
DEC members were of the opinion that it contained a multitude of facts, but it did not contain enough 
commentary on the facts. For example, on country concentration, DEC Chair noted that the loan and grant 
portfolio was highly concentrated with 53 per cent of the value in the three largest country portfolios – India, 
People's Republic of China and Viet Nam –, but there was no indication in the report of the impact of this 
concentration. Likewise, the report shows that many projects in energy and water have implementation 
risks, without explaining how to address them. Also, the report quantified considerable cancellations, but did 
not offer further explanation.   
 
3. Some DEC members found it to be a very useful report, and considered it as one of the three key 
reports that are provided to DEC and to the Board, together with the Development Effectiveness Review 
(DEfR) and the Annual Evaluation Review, which complement each other and serve to provide a picture of 
the overall health of the organization. The APPR was seen by some as providing an opportunity for the 
Board to look beyond project approvals and focus on some implementation issues. Some DEC members 
considered that the APPR would be worthy of full Board consideration in the same manner as the other two 
reports mentioned. Other DEC members were of the opinion that the report in its current format (a collection 
of compiled data) would not be conducive to a meaningful Board discussion, and would need to be revised 
and presented in a more reader-friendly manner.    
 
4. DEC was pleased that the report now contained five-year data to allow a better assessment of 
trends. A DEC member mentioned that it would be useful to discuss the report earlier in the year, and that it 
would also be useful to get feedback from Management at a DEC meeting on how ADB is doing with regard 
to areas that are being put forward for improvement before the next report is presented.  
 
Link to development effectiveness 
 
5. It was noted that the link between the information in the APPR on project performance and its impact 
on operational performance could be linked to development effectiveness, impacts and outcomes, 
contained in the DEfR, and that it would be useful to include in the report an exploration of correlations 
between poor performance on process indicators and on development effectiveness indicators, since this 
would add value to the APPR as a management tool. 
 
Portfolio concentration  
 
6. DEC noted that ADB’s loan and grant portfolio, as well as ADB's nonsovereign operations portfolio, 
continued to be highly concentrated in some of the largest countries. DEC noted that it was important to 
carefully monitor and mitigate concentration risks, including correlation and contagion risks from other 
economies in the region. While it was important for ADB to focus on support to lower-income countries for 
having an Asia and Pacific free of poverty in the long term, in the context of portfolio concentration in some 
of the relatively larger developing member countries (DMC), there was also the difficult challenge of sound 
financial management. To some extent, sector concentration was unavoidable in sectors such as energy 
and transport where ADB had a comparative advantage. Furthermore, these were the sectors where the 
DMCs had their fundamental infrastructure needs. Some DEC members opined that, for better development 
effectiveness, Management should select the sectors by taking into account ADB’s experience and 
expertise.  
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7. With regards to the impact of portfolio concentration in the report, staff responded that concentration 
has been used mainly to illustrate its impact on overall ADB disbursement performance. 
 
Disbursements 
  
8. With regard to the sovereign portfolio, DEC noted the continued challenge to improve the 
disbursement rate. Given the ‘future steps’ delineated in the report to improve ADB's portfolio performance, 
DEC inquired how the disbursement rate was expected to improve next year and in the medium term.  
 
9. In nonsovereign projects, the disbursement rate decreased by 8 per cent while total commitment 
increased by 47 per cent. For sovereign loans, regional departments, COSO and Strategy and Policy 
Department (SPD) were to undertake several actions as steps forward to improve the disbursement rate. A 
DEC member inquired whether it was necessary for nonsovereign loans to follow the same actions as the 
sovereign loans. Private Sector Operations Department (PSOD) staff explained that the constraints were 
different for nonsovereign projects and that actions similar to those proposed for the sovereign portfolio 
could not be followed.  
 
10. Though usually younger projects have a lower disbursement rate than older projects, DEC noted 
greater improvement in implementation and disbursement performance for projects approved in 2008 than 
those approved in 2007; DEC considered that an explanation should have been included in the report.  
 
Contracts 
  
11. With respect to the fact reported in the APPR that 83 per cent of the loan-financed contracts are 
below US$1 million and 97 per cent below US$10 million, DEC considered that there was room for 
improving efficiency by shifting towards fewer large contracts and improving quality procurement plans. The 
latter is key to determining the contract award and disbursement projections. DEC noted that the report 
explains that poorly prepared contract award and disbursement projections not only impact portfolio 
performance but can also affect strategic decisions by Treasury Department and Office of Risk  
Management who use disbursement projections to determine ADB cash availability, sourcing of funds and 
the overall loan-loss reserves. The report provided initial data with implications for project duration decisions 
and these should be used in producing more accurate contract award and disbursement projections. DEC 
inquired how these would be improved. DEC also mentioned “an approval culture” in ADB which may relate 
to poorly prepared contract award and disbursement projections, and asked what ADB can do about 
correcting this.  
 
12. With regard to prior review versus post review for contract awards, DEC noted that executing 
agencies took more time to process construction contracts under post than prior review procedures, but the 
report did not offer any further conclusion about this finding. With regard to international competitive bidding 
(ICB), the report indicated that executing agencies took longer time for subsequent contracts than the first 
contract, while ADB took less, but no reasons were offered in the report. Staff explained that a detailed 
study on the findings of prior/post review and ICB/NCB contracts would be carried out to better understand 
the dynamics of contracting. 
 
Cancellations 
 
13. DEC noted that cancellations during implementation resulting in savings at closure and ensuing 
cancellations during implementation need to be more systematically recorded in both PPRs and PCRs, and 
asked whether any action on this has been decided by Management.  
 
Cofinancing 
 
14. A DEC member noted that there is no coverage of cofinancing in the report despite its importance.  
About one-third of ADB’s operational resources come from cofinanciers.  Staff indicated that cofinancing 
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was embedded in the portfolio covered by the report but there was no specific section, and this aspect could 
be reviewed for the next report.  
 
Nonsovereign portfolio 
 
15. DEC was pleased to note that, in terms of portfolio concentration on the nonsovereign side, 
approvals for group A ADF-only countries increased from US$8 million in 2010 up to US$350 million in 
2011, despite the country concentration in the outstanding portfolio. A DEC member indicated that ADB 
needed to put more of nonsovereign resources where they were needed most or where there was particular 
need in some of ADB’s group A borrowers. PSOD staff indicated that ADB continued to be committed to 
expanding operations in ADF countries, aiming to generate at least 40 per cent by number of transactions in 
group A and group B countries, while managing risk associated with investments in these countries 
prudently. Staff also noted the commitment to deliver 25 per cent by number of transactions per year in 
clean and renewable energy projects. Staff explained some of the challenges that are being encountered in 
the project finance market currently. These have an impact on ADB’s portfolio. The aftermath of a capital 
and liquidity crisis that has resulted in increased regulatory pressures on banks and on their own liquidity in 
many cases prevented them from taking exposures in the type of project financings that ADB is engaged 
with.  
  
16. With regard to guarantees, the report indicated that guarantee approvals decreased 24 per cent 
while total approvals increased by 15 per cent in 2011. A DEC member expressed disappointment since 
guarantees were a useful instrument considering limited ordinary capital resources which could leverage 
support by catalyzing private sector resources, and asked for the reason for the decrease. He urged 
Management to focus efforts on pursuing more guarantee-based projects. PSOD staff agreed on the 
importance of the guarantees portfolio, but explained that guarantee products were entirely demand driven 
and the current market for guarantees for the type of project financing in challenging markets and sectors 
was limited. Nevertheless, staff assured DEC that PSOD was continuing to push guarantee product as 
aggressively as possible. DEC Chair also asked how guaranteed returns were calculated. Staff provided 
further information on the average financing size per investee company, which the report indicated is US$97 
million, increasing from US$84 million in 2010.    
 
17. In terms of private equity valuations, there was discussion on when these are done: ADB conducts 
private equity valuation throughout the year on an ad-hoc basis when financial statements are provided by 
investee companies, while other peer multilateral development banks, such as European Bank for 
Reconstruction and Development, International Finance Corporation, and European Investment Bank, 
conduct systematically at least at financial year-end. DEC requested staff to provide a clarification on why 
ADB did not have the same practice as other comparator institutions, before the next DEC meeting.  
 
Key messages from the APPR  
 
18. COSO staff explained that the APPR is intended to provide a snapshot of ADB's portfolio contrasted 
with the year before and the last five years and to identify systemic issues and actions that ADB can take. 
Three main messages were highlighted:  
 

(i)  Disbursements need to be maintained - this needs to take into account some of the newer 
countries which have lower disbursement ratios and are likely to impact ADB’s overall disbursement 
ratio. The report also showed that there were some older projects that had challenging problems 
(procurement, safeguards, lagging counterpart funding, etc) and these needed to be addressed. The 
report did reflect some improvements compared to last year as regional departments had been 
taking action.  

 
(ii) Procurement plans need to be strengthened - staff explained some of the changes that were 

implemented in terms of how ADB packaged its loan documents by including the Project 
Administration Manual (PAM) which contained all the implementation arrangements, and contract 
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award and disbursement projections for the entire project duration. The focus must now be on 
ensuring that all contracts were listed and had a better estimation of the likely procurement flow, 
contract awards and then disbursement, as well as to try and reduce project time overruns. Staff 
informed that further study would go into contract processing dynamics.  

 
(iii) Monitoring system needs to be strengthened - staff noted that, while the new project 

performance review (PPR) tool eliminates certain subjectivity and introduces stricter criteria to 
monitor and keep projects on track, further enhancements, such as improving indicators as well as 
developing a system for technical assistance (TA), were required. DEC asked about TA 
implementation performance, and noted that DEC had requested the Independent Evaluation 
Department to conduct a special evaluation study on TAs.  

 
19. Staff also mentioned that PPR was a tool that was complemented with periodic portfolio reviews 
undertaken by regional departments to monitor each project in each sector in each country, involving the 
executing agencies and government counterparts.  
 
20. A DEC member expressed satisfaction with the PPR system which came on board in 2011, and 
supported recommendations for its improvement in the report, including strengthening mandatory actions in 
certain cases. DEC inquired whether Management was getting any signals from PPR ratings in agriculture 
that ADB was improving its capabilities in this sector.   
 
Future steps 
 
21. DEC generally supported the future steps section in the APPR which indicated actions to be taken in 
response to the findings, particularly with regard to actions for improving disbursement ratios on the 
sovereign portfolio.  This was especially so given the potential problems associated with shifting portfolio 
structure and the growth in lending to slow-disbursing countries, as well as support for the need to improve 
the quality of procurement plans. There was also support for future actions in terms of development of 
performance indicators for TA. 
 
22. DEC appreciated that it was a useful tool for Management but encouraged staff to consider adding a 
storyline to the facts. DEC opined that the DEfR was at a higher level than the APPR and that it was useful 
to keep these as two separate reports.   
 
Disclosure 
 
23. A DEC member requested additional information on the portions of the APPR that would need to be 
redacted prior to its public disclosure, in line with the Public Communications Policy.    
 
Summary of Discussion 
 
24. DEC welcomed the 2011 Annual Portfolio Performance Report. This was the second year that 
COSO has produced this report (before IED was producing the APPR). DEC considered the report rich in 
facts with detailed analysis of portfolio performance. DEC encouraged Management to enrich the report with 
commentary on the facts, including optimality of the portfolio composition, country concentration, sector 
concentration, etc, and to make it more reader friendly.  
 
25. Some DEC members were of the view that Management should issue this report earlier in the year. 
DEC noted that the PAM, PPR and PCR were very useful but have scope for improvement. DEC 
encouraged Management to closely review contract awards and disbursements, including delays, and 
improve the projections at design and implementation stage. DEC noted the need for looking at equity 
investment in a strategic and opportunistic way to promote growth of private sector in the region as well as 
to improve the profits of ADB’s net income.  


