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I. PROJECT DESCRIPTION 
 
A. Rationale 

 
1. According to the report and recommendation of the President (RRP),1 Bangladesh’s 
annual per capita electricity consumption of 70 kilowatt-hours in fiscal year (FY) 1998 was the 
third lowest among developing member countries of the Asian Development Bank (ADB). 
Despite intensive efforts to increase coverage, only about 18% of the population had access to 
electricity, resulting in a major constraint to economic growth. Dhaka, the economic center of 
Bangladesh, had a distribution network that desperately needed rehabilitation and upgrading. 
During FY1999, load shedding ranged from 16 to 774 megawatts on 335 days for a total 
duration of 1,690 hours. 
 

                                                 
1  ADB. 1999. Report and Recommendation of the President to the Board of Directors: Proposed Loans to 

Bangladesh for the Dhaka Power System Upgrade Project. Manila. 
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2. In 1994, the Government of Bangladesh adopted the paper, Power Sector Reforms in 
Bangladesh, which outlined a reform process to remove sector constraints by improving 
governance, introducing competition, and facilitating public–private partnerships. Reforms were 
to be introduced through targeted interventions in the power sector. ADB also developed a 
medium-term plan to improve Bangladesh’s power sector, which consisted of (i) changes in the 
business environment through corporatization, commercialization, and increasing private sector 
participation; (ii) institutional improvements through introduction of modern management 
practices; (iii) creation of new sector agencies to serve as role models for the sector; (iv) 
enlarging the scope of rural electric cooperatives; and (v) strengthening the long-term planning 
and regulatory processes in the sector. The Dhaka Power System Upgrade Project was 
expected to address items (i), (iii), and (iv) of this strategy. 
 
B. Expected Impact 
 
3. Outside of target indicators discussed in subsection C below, the RRP did not provide 
any specific targets or baselines for expected impacts. The project was designed to promote 
economic growth by increasing access to electricity supply in the Dhaka area and areas 
supplied by rural electric cooperatives. The project was expected to provide a reliable power 
supply, thereby improving chances for industrialization and providing employment opportunities. 
Reliable electric supply was also expected to enhance education and health opportunities and 
security. Although the project did not directly address poverty reduction because the primary 
beneficiaries were largely expected to be industrial, commercial, and domestic consumers in the 
Dhaka area, the project was expected to increase employment opportunities with trickle-down 
benefits for the poor. 
 
C. Objectives or Expected Outcomes 
 
4. The objectives of the project in the RRP were to (i) enable evacuation and economic 
utilization of power generated from build–own–operate and build–operate–transfer projects that 
were being contracted, (ii) reduce losses and improve reliability of the existing transmission and 
distribution system in the Dhaka area, and (iii) initiate preparatory work for a training and 
management development institute in the Rural Electrification Board (REB). Targets set out in 
the project framework in the RRP were (i) no load shedding by 2005, (ii) maximum disruption of 
supply of 72 hours per year for any consumer, (iii) applications for new electrical connections 
pending for not more than 2 months by 2005, (iv) the network able to handle a  
1,500-megawatt peak load, (v) system losses decreased to 15% of power import by 2005, (vi) a 
return on equity greater than 15%, (vii) a self-financing ratio greater than 40%, (viii)  
a collection–billing ratio of 97% by 2005, (ix) professionalization of management with Dhaka 
Electric Supply Company (DESCO) or a new entity handling at least 25% of Dhaka sales by 
2002, and (x) increased transparency in investment and operational decision making. Outside of 
target indicators discussed in this subsection, the RRP did not provide any additional target or 
baseline details for objectives or expected outcomes. 
 
D. Components and Outputs 
 
5. The project comprised three components. Part A, a 230/132-kilovolt (kV) transmission 
system around Dhaka, involved (i) constructing about 50 kilometers of 230-kV  
double-circuit transmission lines (Tongi–Aminbazar–Hasnabad); (ii) constructing about 10 
kilometers of 132-kV, double-circuit, overhead, and underground transmission lines; turning the 
existing Tongi–Hasnabad 132-kV transmission line into the Aminbazar and Kalayanpur 
substations; and connecting the Rampura 230-kV substation to the Gulshan and Moghbazar 
132-kV substations; (iii) extending the 230/132-kV substation at Tongi; (iv) extending the 
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230/132-kV substation at Hasnabad; (v) extending the 132-kV substation at Kalayanpur; and (vi) 
constructing a new 230/132-kV substation at Aminbazar. Part B, upgrading the distribution 
system in Dhaka, included (i) rehabilitating and expanding the rural distribution network in the 
Dhaka area, (ii) upgrading and expanding the distribution system in the Gulshan area, and (iii) 
upgrading and expanding the distribution system in the rest of Dhaka. Part C, preparatory work 
for a training and management development institute, was to provide consulting services to 
identify training needs, develop curriculum, identify training facilities and faculty, detail and 
prepare specifications for the facilities, and assist with bid evaluation and award and 
preconstruction activity. 
 
E. Provision of Inputs 
 
6. The total cost of the project was estimated at $300 million equivalent, including foreign 
exchange costs of $157 million (52.3%) and local currency costs of $143 million equivalent 
(47.7%). The cost estimates included provisions for physical and price contingencies, duties and 
taxes, currency movements and interest, and other charges during construction. ADB was to 
provide two loans, one for SDR54.319 million ($75 million equivalent) from its Special Funds 
resources and one for $82 million from its ordinary capital resources to finance 100% of the 
foreign exchange costs of the project. The local currency requirements of the project were to be 
met by the government through debt, grant, and equity contributions to the project executing 
agencies. The foreign exchange and interest rate variation risks were to be borne by the project 
executing agencies for parts A, B (ii), and B (iii), while the government was to assume these 
risks for parts B (i) and C.  
 
7. The Special Funds resources loan was to have a term of 32 years, including a grace 
period of 8 years and an interest charge of 1.0% per annum during the grace period and 1.5% 
per annum thereafter. The proceeds of the loans were to be relent to the Dhaka Electric Supply 
Authority (DESA) and REB for parts B (i), B (iii), and C of the project. Relending terms to DESA 
were to include a repayment period of 20 years, including a 4-year grace period, and an  
ADB-approved interest rate of 8% per annum. For REB, relending terms were to include a 
repayment period of 30 years, including a grace period of 8 years. Interest was to be charged at 
a rate of 1% per annum during the grace period and 3% per annum thereafter. The ordinary 
capital resources loan, to be utilized to finance parts A and B (ii) of the project, was to be 
provided to the government with a 20-year term, including a grace period of 5 years and at an 
interest rate to be determined in accordance with ADB's pool-based variable lending rate for 
such loans. The loan was to be relent to Power Grid Company of Bangladesh (PGCB) and 
DESCO with a repayment period of 20 years, including a 4-year grace period, and at the same 
interest rate plus a fee of 1%. The Financing Plan Table on page iv of the project completion 
report (PCR)2 contains errors and needs to be corrected. 
 
F. Implementation Arrangements  
 
8. Part A was to be executed by PGCB. Part B was to be executed by REB, DESCO, and 
DESA: (i) REB was to be the executing agency for the rehabilitation and expansion of the rural 
distribution network in the Dhaka area, (ii) DESCO was to be the executing agency for the 
upgrading and expansion of the distribution system in Gulshan, and (iii) DESA was to be the 
executing agency for the upgrading and expansion of the balance of the Dhaka distribution 
system. Part C was to be executed by REB. Implementation that had already commenced in 
September 1999 was to be completed in September 2003. Direct supervision of subproject 

                                                 
2  ADB. 2010. Completion Report: Dhaka Power System Upgrade Project in Bangladesh. Manila.  
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implementation and monitoring of subproject operation performance was to be the responsibility 
of the executing agencies and the government. 
 
9. Procurement of goods and services financed by ADB was to be carried out in 
accordance with ADB's Guidelines for Procurement. For such procurement, bid specifications 
were to be prepared in a manner to ensure maximum competition under international 
competitive bidding. To encourage local industry, executing agencies were permitted to accord 
local manufacturers, participating in the international bids, price preference of up to a maximum 
of 15%. Consultants for development of the REB training institute were to be recruited in 
accordance with ADB's Guidelines on the Use of Consultants. Since disbursements under the 
project were mainly for supply of goods and consulting services, ADB's commitment and direct 
payment procedures were to be used for disbursement purposes. 
 
10. The RRP identified two risks. Success of the project depended on (i) implementation of 
the Haripur and Meghnaghat (Phase 1) 3 projects, at least by FY2002; and (ii) maintenance of 
tariffs to ensure financial viability of DESA, DESCO, and PGCB. The project’s economic internal 
rate of return (EIRR) and financial internal rate of return (FIRR) were tested for these 
sensitivities and were found to be robust. To mitigate the first risk, the project was processed 
only after the contracts for the Haripur and Meghnaghat projects were signed. To minimize the 
second risk, covenants were proposed to ensure the financial viability of DESA, DESCO, and 
PGCB for the short term; the legal framework for the sector was changed; and an independent 
regulatory authority was established. ADB financed technical assistance to the new regulatory 
authority to further support its development. 
 
11. Thirty-five covenants were associated with the loans. Details of the covenanted 
conditions and their compliance status are in Appendix 5 of the PCR. 
 

II. EVALUATION OF PERFORMANCE AND RATINGS 
  
A. Relevance of Design and Formulation 
 
12. The PCR assessed the project to be highly relevant. This validation finds that at the time 
of project appraisal, the project was highly relevant. However, with the need for increased power 
generation supplies, improved public sector management, and governance,4 the original design, 
which focused primarily on transmission and distribution upgrades, would only be partly relevant 
for Bangladesh’s energy sector today. Given this, this validation provides an overall rating of 
relevant. 
  
B. Effectiveness in Achieving Project Outcomes  
 
13. The PCR rated the project effective in achieving outcomes. Out of 35 general covenants, 
33 were fully complied with, 1 was partially complied with, and 1 was complied with delay. Out 
of 31 project-specific covenants, 25 were fully complied with, 5 were partially complied with, and 
only one covenant was not complied with. The covenant not complied with was related to 
insuring project facilities. Neither the RRP nor the PCR provided pre-project baselines for 
system loss reduction, return on equity, or self-financing ratios. However, the PCR provided 
post-project target assessment details. The PCR stated that the transmission and distribution 
systems built under the project were capable of handling more than a 1,500-megawatt peak 

                                                 
3  ADB. 2000. Report and Recommendation of the President to the Board of Directors: Proposed Loans and Partial 

Risk Guarantee for the Meghnaghat Power Project in Bangladesh. Manila. 
4  ADB. 2009. Country Assistance Program Evaluation: Bangladesh. Manila. p. 3. 
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load. By 2009, system losses were less than 18% for DESCO and REB as covenanted, and 
slightly more than 18% for Dhaka Power Distribution Company (formerly DESA). The return on 
equity was greater than 15% for DESCO, while less than 15% for PGCB in 2009. Also that year, 
the self-financing ratio was greater than 40% for both DESCO and PGCB.  
 
14. In addition, the PCR stated that the project supported rapid industrial growth in the 
project areas. Industrial growth was centered on ready-made garments and the textile 
industries, which account for most industrial employment in the country. Construction of the 
project components involved hiring local skilled, semiskilled, and unskilled labor, which 
generated income and contributed to reducing poverty. This validation concurs that the main 
technical outcomes were achieved and that the project was effective. 
 
C. Efficiency of Resource Use in Achieving Outputs and Outcomes  
 
15. The PCR rated the project efficient in achieving outcomes and outputs, although it 
documented bid processes, designs, contract awards, procurement, and plant commissioning 
occurring on average 5 years later than planned. It attributed such delays to the lack of 
procurement capacity of the government and executing agencies. Original project design under 
the REB component moved from technical assistance to construction, creating a current 
continuing lag of more than 10 years for actual construction completion of the REB training 
facility. However, despite the significant scheduling delays by project close, most planned 
outcomes and outputs were achieved. The PCR also extended the project’s economic and 
financial projection period as a result of these delays.   
 
16. In evaluating the project’s efficiency, the PCR incorrectly assumed that evidence of 
success in achieving one of the project’s objectives—reduced losses and improved reliability of 
transmission and distribution systems—also demonstrated increased power supply access and 
flow, which results in significantly less load shedding. However, improved transmission and 
distribution systems with little to no improvement in power generation supplies would have 
minimal bearing on load shedding. Given the lack of evidence for sufficient or improved power 
supply over the project life, justification did not exist for assuming that the long-term marginal 
cost of power and subsequent independent power tariffs are at or less than pre-project levels. 
Further, the PCR’s EIRR calculation of 34.8% included stagnant power supply cost estimates 
without sufficient justification for doing so; thus, the EIRR was most likely overstated. Despite 
this, a revised EIRR would most likely still be greater than a 12.0% social cost of capital, 
because the PCR made clear that the Dhaka transmission and distribution systems have 
enabled reduced losses and improved reliability, and have been made sufficient and ready to 
handle increased power supply inputs when they are ready for offtake. Hence, this validation 
concurs with PCR’s efficient rating. 
 
D. Preliminary Assessment of Sustainability 
 
17. The PCR rated the project most likely to be sustainable but did not discuss its FIRR 
analysis under sustainability nor present an updated weighted average cost of capital analysis. 
The PCR demonstrated that PGCB and DESCO improved their ability to minimize the frequency 
of shutdowns of their transmission and distribution systems through enhanced operation and 
maintenance. Further, the PCR presented evidence that by FY2009, PGCB and DESCO were 
profitable organizations with sufficient resources to maintain their systems. Nevertheless, 
additional information was warranted regarding any structural changes resulting from the project 
and subsequent financial position of each utility over the project life. Also, without calculating an 
updated weighted average cost of capital, the PCR’s estimated FIRR of 6.6% had little 
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relevance in measuring sustainability. Given the lack of sufficient evidence to support the PCR’s 
sustainability rating, a rating of no higher than likely sustainable can be substantiated. 
 
E. Impact 
 
18. While the PCR did not provide an overall impact rating, it provided a brief general 
assessment of initial impacts resulting from the project that include increased access to energy 
supply in the Gulshan and Dhaka areas, which resulted in positive impacts with regard to 
industrial output, quality of life, and job increases in and around Dhaka. In addition to initial 
economic impact, the PCR asserted that the project did not cause any major environmental 
impacts nor were there negative social impacts associated with persons being displaced. With 
the PCR’s assertion of positive economic and social impacts, this validation rates the project’s 
impact as significant.  
 

III. OTHER PERFORMANCE ASSESSMENTS 
 
A. Performance of the Borrower and the Executing Agency 
  
19. The PCR stated that the performance of the borrower was satisfactory. The borrower 
made sure that sufficient counterpart funds were available in a timely manner. Land was 
acquired according to government procedures, and affected persons were adequately 
compensated. Further, asset transfers were satisfactorily completed.  
 
20. The executing agencies also performed satisfactorily, although they sometimes took too 
long to award and process contracts, and their bid evaluation capacity was weak, especially 
early in the project. REB performed less satisfactorily, because it failed to complete construction 
of its training institute, which will now have to be completed using its own resources. Each 
executing agency established its own project implementation office with adequate numbers of 
staff and implemented the project in accordance with the design, specifications, and 
construction methods envisaged at the outset and as agreed with ADB during implementation. 
This validation concurs with the PCR’s satisfactory rating. 
 
B. Performance of the Asian Development Bank  
 
21. The PCR rated ADB’s performance highly satisfactory. ADB cooperated well with the 
borrower and the executing agencies in formulating the project and processing the loans. ADB 
staff members were accessible for discussion and troubleshooting, and, when difficulties were 
incurred in bid evaluation, ADB organized procurement seminars to improve the capacities of 
the executing agencies. The Bangladesh Resident Mission took over project administration after 
loan effectiveness, resulting in good interaction between ADB and the executing agencies. 
During implementation, ADB staff members actively monitored project activities and advised the 
executing agencies on project implementation matters. ADB’s timely approval of contract 
awards and disbursements, close monitoring of progress of works, and timely intervention to 
resolve implementation issues contributed significantly to project completion. ADB fielded nine 
project review missions and monitored project implementation through meetings and field visits. 
It was flexible in changing the scope of the project and extending the loan closing dates. Thus, 
this validation concurs with the PCR’s rating. 
 
C. Others  
 
22. The PCR’s discussion of social and environmental safeguards was included in 
paragraph 18 above. The PCR included no other performance assessments. 
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IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 
 

A. Overall Assessment and Ratings 
 
23. The PCR rated the project successful. In this validation’s view, the project was relevant 
and confirms that the main project outcomes were achieved in terms of improved transmission 
and distribution systems; hence, the project was effective. It is clear that the Dhaka transmission 
and distribution systems attained improved technical losses and efficiency, have been made 
sufficient, and are ready to handle increased power supply inputs when they are ready for 
offtake. Therefore, the PCR rating of efficient is justified. Yet given the lack of sufficient 
evidence to support the PCR’s sustainability rating, this validation finds that a rating of no higher 
than likely sustainable can be substantiated. In conclusion, this validation concurs with the PCR 
overall project rating of successful. 
 

Overall Ratings 
 
Criteria PCR IED Review Reason for Disagreement/Comments 

Relevance: Highly 
relevant 

Relevant Today, with the need for increased power generation 
supplies, the original design, which focused primarily 
on transmission and distribution upgrades, would only 
be partly relevant.  

Effectiveness in Achieving 
Outcomes: 

Effective Effective 
 

Efficiency in Achieving 
Outcomes and Outputs: 

Efficient Efficient 
 

Preliminary Assessment of 
Sustainability: 

Most likely 
sustainable 

Likely 
sustainable 

There was insufficient discussion of utilities’ detailed 
finances over the project life. 

Borrower and Executing 
Agency: 

Satisfactory Satisfactory  

Performance of ADB: Highly 
satisfactory 

Highly 
satisfactory 

Impact: No rating Significant The PCR discussed initial positive impacts with regard 
to industrial output, quality of life, and job increases in 
and around Dhaka. 

Overall Assessment: Successful Successful  
Quality of PCR:  Partly 

satisfactory 
There were shortcomings in the EIRR calculation and 
no discussion of benefit monitoring and evaluation. 
Errors in reporting actual sources of financing were 
noted on page iv. 

ADB = Asian Development Bank, EIRR = economic internal rate of return, IED = Independent Evaluation 
Department, PCR = project completion report. 
 
B. Identification of Lessons 
 
24. The PCR identified two lessons. The executing agencies had insufficient capacity to 
carry out procurement, bid evaluation, and other processes, resulting in significant delays. Since 
this was not identified during project inception, ADB should pay more attention to capacity 
needs during this critical period. The change in project scope from providing consulting for the 
creation of an REB training academy to actual construction of the training academy contributed 
to loan extensions. This kind of major change in scope should be avoided. This validation 
concurs with these lessons. 
 
C. Recommendations for Follow-Ups 
 
25. The PCR recommended that the project be monitored to ensure that technical and 
financial indicators continue to perform well and that the REB training institute is completed as 
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agreed at loan closing. General recommendations dealt with closer collaboration between ADB 
and the borrower in approving the project and on procurement issues, emphasis on capacity 
building in energy projects, and the need for ADB to promote public–private partnerships in the 
energy sector. This validation concurs with these recommendations. 
 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 
 
A. Monitoring and Evaluation Design, Implementation, and Utilization 
 
26. The RRP required that benefit monitoring and evaluation of the project be implemented 
by DESA, DESCO, PGCB, and REB, which was then to be reviewed by ADB missions. The 
benefit monitoring and evaluation was to include verification of (i) the number of additional 
connections provided, (ii) consumer categories of the new connections, and (iii) service 
improvements for existing consumers in the Dhaka area. Institutional parameters such as 
accounts receivable, accounts payable, and system loss were also to be evaluated. This 
requirement was covenanted, and the PCR stated it was complied with. However, the PCR did 
not discuss the benefit monitoring and evaluation, which would have provided a clearer picture 
regarding project outcome sustainability. 
 
B. Comments on Project Completion Report Quality 
 
27. The PCR was generally well prepared; however, there were major shortcomings in its 
assumptions and approach regarding the calculation of the EIRR. Further, there was no 
discussion of the benefit monitoring and evaluation, and some reporting errors exist in the basic 
data table. Overall, the PCR is rated partly satisfactory. 
 
C. Data Sources for Validation  
 
28. Data sources included the RRP, PCR, government’s PCR, back-to-office reports of 
review missions, and other documents. 
 
D. Recommendation for Independent Evaluation Department Follow-Up  
 
29. The PCR recommended that a project performance evaluation report be prepared after 
2010. Although the project is rated successful, this validation concurs. Issues related to 
significant time delays still need to be explored to provide ADB with more information to avert or 
anticipate such delays in the future. Further, an investigation is needed to enable ADB to better 
understand whether transmission and distribution upgrades are sufficient to impact power 
supply load shedding or if other remedies are needed. Lastly, issues pertaining to institutional 
and corporate governance, anticorruption, as well as economic impacts still need to be 
addressed and better understood for future ADB activities in the country.



 

 

REGIONAL DEPARTMENT’S RESPONSE TO THE PROJECT COMPLETION REPORT 
VALIDATION REPORT 

 
 
On 12 December 2011, Director, Independent Evaluation Department, Division 1 (IED1), 
received the following comments from the Bangladesh Resident Mission (BRM), South Asia 
Department (SARD). 
 

BRM has provided comments on the draft report via email on 14 November 
2011. We have no further comments.  
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