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I. PROGRAM DESCRIPTION

A. Rationale

1. In 2007, Indonesia’s growth in gross domestic product (GDP) reached a 10-year high of
6.3%, which remained stable at 6.1% through the first half of 2008. Unemployment fell from
10.3% in 2006 to 8.3% in 2008, and poverty had reduced to pre-Asian 1997 financial crisis levels.
Private sector financial investments increased, and foreign investment nearly doubled from
$5.9 billion in 2006 to $10.4 billion in 2007. The Government of Indonesia had taken steps toward
balancing its budget, reducing its deficit to 0.1% of GDP in 2008. However, in late-2008 the global
financial crisis was beginning to hurt exports and investments. To mitigate the expected impact
of slower global economic growth, the government sought to increase export diversity and support
domestic demand and productivity. A key area for reform was infrastructure investment, which
suffered from numerous bottlenecks.

2. The key constraints to infrastructure development were identified. The government’s
resources alone were insufficient to finance the infrastructure needed to support economic
growth. Total infrastructure investment was 3.0%–3.5% of GDP for the years 2002–2006, with
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estimated requirements of 7%–8% GDP over 2005–2009, equivalent to $65 billion. Private sector 
sponsors could bring both the additional needed capital and operations efficiency to deliver new 
infrastructure. However, the dominance of state-owned enterprises (SOEs) and limited 
government experience with competitively tendered projects were significant constraints to new 
investment. A lack of non-recourse, long-term financing also limited the capacity of new entrants 
from the private sector. Both banks and the local-currency bond market were unable to fund the 
10- to 20-year tenors frequently needed in infrastructure finance. The equity market was relatively 
small and concentrated on the largest companies in consumption, resources, or banks. The most 
natural domestic suppliers of long-term financing, pension funds, and life insurers, were also a 
small and fragmented sector. In 2005, the government began a concerted reform effort to increase 
private sector participation in infrastructure, especially through public–private partnerships 
(PPPs), with assistance from ADB and other development agencies. By 2008, reforms to support 
the enabling environment for PPPs were progressing, with general frameworks, institutional 
structures, and sector regulations implemented or being drafted. 
 
3. To increase private investment into infrastructure projects, the Indonesian Infrastructure 
Financing Facility (IIFF) was conceived in 2007 as a nonbank financial institution to develop and 
finance commercially viable infrastructure projects in Indonesia, especially 
PPPs. IIFF’s development was built on experience drawn from India’s Infrastructure Development 
Financing Company and Infrastructure Leasing and Financial Services. In 2009, the Board of 
Directors of the Asian Development Bank (ADB) approved a 25-year loan of up to $100 million 
and an equity investment of up to $40 million in rupiah (Rp) equivalent to contribute to 
IIFF’s capitalization.1 The company, PT Indonesia Infrastructure Finance (IIF),2 was established 
in 2010. The project completion report (PCR) for the loan was prepared in 2017 and is the subject 
of this validation.3 The equity investment is the subject of a separate review and its results are not 
included in this validation.  

B. Expected Impacts, Outcomes, and Outputs  

4. The IIF’s expected impact at project appraisal was to support Indonesia’s economic 
growth and poverty reduction through improved and equitable access to infrastructure. The target 
indicator was for infrastructure investments to grow to 7%–8% of GDP by 2012–2013.  
 
5. The expected outcome was to have an efficient allocation of financial resources to 
economically viable infrastructure projects with an outcome target indicator. To achieve this 
outcome, IIF facilitates the development of a new generation of infrastructure projects by 
increasing the flow of private investment into infrastructure projects, and that it facilitates 
investments of about $5 billion in new infrastructure within the first 5 years of its operation. 
 
6. There were seven expected outputs: (i) IIF operates as a financially viable infrastructure 
finance institution with a target $1 billion capital structure and 40 projects identified and processed 
by 2013; (ii) improved long-term debt markets, with IIF targeted to provide 11% of the sector’s 
long-term debt need by 2013; (iii) increased equity investments in infrastructure projects, with 
IIF targeted to contribute 8% of the sector’s equity requirement by 2013; (iv) growth of viable 
financial institutions and financial markets development through increased financial institution 

                                                
1 ADB. 2009. Report and Recommendation of the President to the Board of Directors: Proposed Loan and Equity 

Investment to the Republic of Indonesia for Indonesian Infrastructure Financing Facility Company Project. Manila. 
2 The Indonesia Infrastructure Financing Facility name was used during processing as the company had not yet been 

established. The established entity is PT Indonesia Infrastructure Finance (IIF), thus, all subsequent references in 
this report are made to IIF. 

3 ADB. 2017. Completion Report: Indonesian Infrastructure Financing Facility Company Project. Manila. 
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long-term funding to infrastructure projects; (v) positive externalities of the subprojects in the 
targeted sectors, targeting 6%–8% increase in the supply of electricity generated, traffic and cargo 
volume, and water facilitated by IIF by 2013; (vi) development of PPP projects facilitated, with a 
target of at least 15% of new PPP projects developed through IIF project advisory services; and 
(vii) institutional capacity to implement environment, health and safety, and social safeguards. 

C. Provision of Inputs  

7. At appraisal, the target date for loan effectiveness was 20 April 2010. The initial equity 
investment was made in April 2010 and IIF’s business license was issued on 6 August 2010, while 
the loan became effective on 25 April 2011. The delay was due to the late start of IIF operations 
being Indonesia’s first infrastructure finance company. The loan closing date was extended from 
31 December 2013 to 31 December 2014. 
 
8. IIF targeted $200 million of paid-in equity in its capital structure on its fifth year of 
operations. As of December 2016, the equity of IIF totalled Rp2 trillion ($197 million), provided by 
PT Sarana Multi Infrastruktur (SMI, 30%); ADB (19.9%); International Finance Corporation (IFC, 
19.9%); Deutsche Investitions- und Entwicklungsgesellschalft mbH (DEG) (15.12%); and 
Sumitomo Mitsui Banking Corporation (14.9%).  

 
9. IIF targeted $800 million of debt in its capital structure on its fifth year of operations. As of 
March 2017, loans were committed to IIF totalling $1.05 billion: ADB, $100 million (through SMI, 
which on-lent the funds to IIF as subordinated debt); World Bank, $300 million (through two loans, 
the first for $100 million, the second a subordinated loan for $200 million rupiah equivalent); IFC, 
$400 million (through two A/B loans, the first for $250 million, the second for $150 million); and 
PT Bank Mandiri, Rp1 trillion (approximately $98 million). In July 2016, IIF issued its first bond of 
Rp1.5 trillion (approximately $145 million). In December 2016, all loans were disbursed, including 
the World Bank’s $99.88 million first loan and the Bank Mandiri loan. The second IFC loan and 
the second World Bank loan have not yet been disbursed. ADB’s loan disbursal totalled 
$98.482 million as of December 2014; the remaining $0.518 million of the $100 million approved 
was cancelled with the loan closing date.  

 
10. ADB’s loan was drawn in eight disbursements from 13 December 2012 until 25 November 
2014. The disbursements provided IIF’s financing commitments to eight subprojects in the power 
generation, gas, telecommunications, and air transport sectors. At the time of the PCR, all 
subproject loans were fully disbursed; one power project received both a senior loan and equity. 
Three projects were financed on a project finance basis. Projects financed on a corporate finance 
basis were for the purpose of financing revenue-generating infrastructure assets.  
 
11. IIF is category FI/C for its environmental, resettlement, and indigenous peoples, but it 
finances projects that are categories A and B. IIF has an environmental and social unit for 
assessing projects before investing and for monitoring those into which it has invested using 
IFF’s social and environmental management system that follows the IFC’s Performance 
Standards 2012. 
 
D. Implementation Arrangements  

12. At appraisal, the Ministry of Finance’s Directorate General of State Assets Management 
was to be the executing agency and SMI was to be the implementing agency. IIF’s Board of 
Directors was to be responsible for IIF’s day-to-day management, with oversight by the Board of 
Commissioners (BOC). ADB planned to have two seats on the IIF BOC. The implementation was 
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as planned at appraisal. 4  IIF offers both finance and advisory services, and an additional 
implementation arrangement is the establishment of separately operating units for these two 
functions in order to appropriately manage potential conflicts of interest between these roles. 
 
13. ADB’s loan agreement with the Indonesian government had 15 covenants, and 
ADB’s project agreement with SMI also had 15 covenants. All 15 loan agreement covenants were 
complied with. Of the 15 project agreement covenants, 13 were complied with. The remaining two 
covenants were partly complied with. The requirement to submit annual reports on IIF and 
management of the loan, as well as to prepare a summary report on IIF’s performance under the 
project agreements and the loan was partly complied with. IIF submitted annual entity-level 
reports, as well as a completion report on IIF’s accomplishments as of April 2017; while, specific 
reporting on the ADB loan was not provided because it was not understood by IIF. The 
requirement that IIF submits audited project financial statements for IIF and SMI was also partly 
complied with. Audited financial statement were provided for IIF and SMI, but the reports for the 
financed projects were provided only on the agreed upon procedures, for 2013 and 2014, based 
on IIF’s auditor’s advice.  

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

14. The PCR rated the project highly relevant. IIF’s design and formulation enabled the 
company to provide private, long-term infrastructure financing relevant to the needs of the 
Indonesian economy. The government and SOEs do not have the balance-sheet capacity to 
finance the volume of infrastructure needed to sustain real GDP growth of 6% or more a year, 
and IIF is uniquely positioned to help address the long-term financing gap that other finance 
sources are not able to fill. This project’s aim to build a sustained pipeline of PPP projects has 
begun to grow with improved enabling environment for PPPs beginning in 2015. The design and 
framework for this project was well suited to building the PPP pipeline, while the flexibility 
designed into the loan allowed IIF to finance non-PPP private sector and SOE infrastructure 
projects during its start-up phase. The use of the FI loan modality was appropriate for IIF given 
its purpose as a nonbank financial institution focused on infrastructure. The provision of 
ADB’s loan through SMI with SMI on-lending the loan as subordinated debt for IIF was appropriate 
to enhance ’s ability to raise senior debt in the market for its total capital targets. The 25-year 
tenor was appropriate to allow IIF to provide the required long-term infrastructure financing to 
projects. The project was aligned with ADB’s country partnership strategy as an integral part of 
ADB’s comprehensive support to PPPs in Indonesia under the Infrastructure Reform Sector 
Development Program (IRSDP), which supported legal and institutional reforms and preparation 
of PPP projects. The inclusion of advisory services in IIF’s business, alongside project finance, 
has contributed to IIF’s value addition in the infrastructure sector, although the specific focus on 
advisory services for PPPs was delayed due to broader sector readiness issues. 
 
15. In addition to the points made in the PCR, this validation recognizes that the IIF was the 
first private infrastructure finance company in Indonesia, and the establishment of a new nonbank 
financial institution was an ambitious and innovative project design enabling support for a broad 
range of needed infrastructure projects and IIF’s operating structure has allowed it to grow with 
market demand. This validation also rates the IIF project highly relevant. 

                                                
4  The BOC includes one representative to represent the ADB’s equity investment in IIF. The allocation of seats is 

based on the actual relative shareholdings and, therefore, one seat only is allocated to ADB. ADB’s equity investment 
is administered separately to the ADB loan and is the subject of a separate evaluation. 
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B. Effectiveness in Achieving Project Outcomes and Outputs 

16. The PCR rated the project effective. Enacting regulations and establishing several new 
institutions at the same time inevitably created delays internally and external to IIF. Within IIF, 
longer-than-expected time was required to complete its organization, staffing, operations, funding 
frameworks, and social and environmental safeguards management systems, with lending 
operations commencing in 2012 rather than 2010 as planned at appraisal. The resources applied 
to these tasks created a flexible, committed arrangement that grew rapidly, with lending 
commitments growing by more than 110% annually during 2012–2016. IIF had the flexibility to 
adjust to delays in the ramp-up of an infrastructure project development facility, the government’s 
first stage of PPP preparation, and commenced private financing of infrastructure projects in 2012. 
Infrastructure to which IIF committed financing is estimated at $13.2 billion (a multiplier effect of 
17 times), exceeding the 5-year outcome target of $5 billion in facilitated infrastructure by 160%. 
 
17. In addition to the points made by the PCR effectiveness rating discussion, the 
PCR’s design and monitoring framework details that the IIF financing of the $13.2 billion of 
infrastructure was provided through financing for 23 projects as of 31 December 2016; 
IIF’s financing commitments for those projects was $785 million. Through its advisory services, 
IIF supported the development of 13 projects and led two loan syndications. The two outcomes 
were achieved. This validation also rates the project effective. 

 
18. The project had seven outputs. First, the project targeted $1 billion of capital at the end of 
5 years of operations. Actual balance sheet capital was Rp10.8 trillion (approximately 
$870 million) on 31 December 2016; IIF also had $350 million of undrawn loans available to it at 
the time of the PCR. External delays in project preparation for PPP financing meant IIF had to 
concentrate on non-PPP infrastructure financing and the output target of 40 infrastructure projects 
identified and processed over the first 5 years of operations was not met; 23 projects were 
financed, and the continued demand for infrastructure projects and growth in infrastructure 
development suggest the projects are likely to exceed the original 40-project target in the near 
term. Second, IIF targeted its contribution to be 11% of the sector’s debt after the first 5 years of 
operations. The commitment of $785 million represented 8.6% of total debt finance commitment 
for private sector participation infrastructure projects. Third, IIF targeted its contribution to be 
8% of the sector’s equity after the first 5 years of operations. IIF made only one equity investment 
of $12.5 million, against the 2012–2016 estimated equity need of $4 billion. The PCR attributed 
this to (i) delayed start-up of PPP operations and (ii) IIF management’s decision to defer equity 
investments (high risk by nature) until its internal systems can ensure adequate management of 
equity investment exposure. Fourth, the target to increase domestic and international financial 
institution participation in long-term infrastructure funding was achieved; all IIF-financed 
subprojects have attracted other local lenders as cofinanciers. In addition, IIF’s establishment 
triggered the emergence of SMI as the government’s lead infrastructure financing vehicle 
(beginning in February 2015) to lend to infrastructure SOEs and advise government agencies on 
the preparation and transaction of PPP projects (a separate client group from IIF’s private sector 
targets).  
 
19. The fifth target, increase power generation, traffic volumes, goods handling volumes, and 
quality of water supply by 6%–8%, was achieved. IIF financed projects in electricity; oil and gas; 
telecommunications; and transport (airports, seaport, toll roads) sectors. The PCR recognized the 
difficulty in quantifying IIF’s contribution to this target, while stating that it may be accurate to 
assume that the IIF’s financed projects have contributed to improvements in all targeted areas. 
Sixth, the target that at least 15%–20% of new PPP projects are developed through IIF advisory 
services over the first 5 years of operations was substantially achieved, with the PPP advisory 



 6 

work beginning to accelerate in 2015. With the delay in the PPP program, IIF focused on advisory 
services to private sector sponsors under other modalities and had provided services for 
13 projects (including 7 ongoing) by 31 December 2016. The seventh output target, projects and 
subprojects meet required environmental and social safeguards, was achieved. All IIF-financed 
projects were appraised and monitored using IIF’s social and environmental management system 
(SEMS) following IFC Performance Standards (updated in December 2014 to follow 
IFC Performance Standards 2012). SEMS is implemented by the social and environmental 
management unit reporting to the chief risk officer following Indonesian laws, IFC standards, and 
World Bank safeguards policies. Of the 8 projects financed with ADB funds, three were 
categorized as category A and five as category B, with corrective action plan measures 
documented and taken as required. The reporting concerns raised by the PCR appear to be a 
technical matter related to ADB’s report formats rather than a concern with the 
IIF’s implementation and monitoring of safeguards matters.  

 
20. In addition to the substantial satisfaction of all, but the equity investment target, this 
validation also notes that IIF employs 77 people as of 31 December 2016. These are skilled jobs, 
and the PCR states that IIF expects to recruit an additional 28 employees in the next 2 years. 

C. Efficiency of Resource Use  

21. The PCR rated the project efficient. IIF drew down 99.5% of the ADB loan by year-end 
2014 and used the loan to finance eight of the 23 projects selected for investment by year-end 
2016. IIF’s balance sheet grew from Rp1.97 trillion in 2012 to Rp10.8 trillion in 2016, a compound 
annual growth rate of 37%. As of 31 December 2016, IIF’s portfolio had no nonperforming loans. 
Revenues increased from Rp65.8 billion in 2012 to Rp543 billion in 2016. Interest income from 
lending as a share of total interest income increased from 55% in 2015 to 65% in 2016 (prior year 
interest income was from IIF’s treasury operations). Income from advisory services grew from 
Rp0.4 billion in 2015 to Rp7.4 billion in 2016. Total net income rose from Rp14 billion in 2012 to 
Rp102 billion in 2016. As of 30 September 2016, IIF’s capital adequacy ratio was 41.2%, above 
the 12.0% IIF lenders’ covenant. The subordinated debt-to-equity ratio was 1.1x in December 
2016, below the 2.5x covenant. Total expenses to total assets has decreased from 2.5% in 
2012 to 1.5% in 2016. Return on equity rose from 1.3% in 2012 to 4.8% in 2016, while the return 
on assets has increased from 0.9% in 2012 to 1.4% in 2016. IIF is a cost efficient, profitable, 
financially viable infrastructure finance company. 
 
22. In addition to using the entire ADB allocation of loans, IIF was able to deploy $430 million 
in loan funds from other investors and the $197 million in equity to generate investment in 
23 projects with a cost of $13.2 billion, or 17 times capital. It raised a further Rp1.5 trillion (about 
$108 million) in domestic bonds with an average life of 5 years. But because of organizational 
delays during the start-up period, the majority of IIF’s project lending did not occur until 2015–
2016. Consequently, return on assets did not break clearly above 1% until late 2014. This 
validation also rates the project efficient in using resources in the 5-year loan availability period. 
 
23. IIF did not provide detailed reporting on the performance of the subprojects, and no 
economic internal return ratio (EIRR) was calculated in the PCR, nor was an EIRR target set at 
appraisal. It is not possible to determine from the information available what the EIRR was for the 
project. The ability to make a profit in the first year of operation reflects a good financial use of 
shareholder funds. The low return on equity reflects the early stage of IIF’s business development. 
This validation takes into consideration the trends shown by the ratio analysis, the project pipeline, 
and the improving enabling environment for PPPs in Indonesia, all of which indicate that IIF has 
established itself as a viable entity with strong prospects in its targeted sector.   
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D. Preliminary Assessment of Sustainability  
 
24. The PCR rated the project likely sustainable. Its current leadership and technical capacity 
was evaluated as capable and the rise in its profitability has been strong. Its national long-term 
credit rating is AAA, a professional assessment of both its balance sheet and its profitability. 
IIF has a proven capacity to raise funding to meet its growing portfolio needs and manage asset–
liability exposure. IIF plans to do an initial public offering in 2020 to strengthen its capital base 
and allow it to raise debt in the market. IIF’s financial and management strength, combined with 
the growing infrastructure market in Indonesia support IIF’s sustainability. 
 
25. The Fitch credit rating is an important threshold to have crossed, as is the jump in 
PPP advisory income in 2016. The transition in both institutional capacity and financial 
performance from 2014 to 2016 was significant. The available information, provided to support 
the efficiency rating, also indicates that IIF has established itself as a viable, sustainable entity 
with strong targets in its targeted sector. This validation also rates the project likely sustainable. 

III. OTHER PERFORMANCE ASSESSMENTS 

A. Preliminary Assessment of Development Impact 

26. The PCR assessed the development impact satisfactory. The PCR used the appraisal 
impact indicator of infrastructure investment during 2012–2013 to be 7%–8% of GDP, and 
provided the infrastructure investment levels for 2010–2012. These averaged 2.6% of GDP. The 
needed catalyst of increased government infrastructure spending began in 2015. Therefore, 
IIF’s impact was lower than expected during the ADB project’s life, but the project is expected to 
contribute to the targeted impact in the medium term. 
 
27. This validation rates the development impact satisfactory, prospectively. There were no 
data available on the ratio of infrastructure investment to GDP for the more recent period, 2014–
2016. The catalytic effect of forming SMI and IIF was evident in the rapid rise in the value of 
infrastructure they processed and in new private sector participants entering the market. Within 
the target period, it is possible only to gauge the impact on institutional development rather than 
on development in the wider sense, because of both project start-up delays and the time lag 
between the point of infrastructure investment and completion of the infrastructure projects to 
produce the social impact (generally 5 years or more). 
 
28. Indonesia’s overall growth was weaker during the project period, falling steadily from 
6.2% in 2011 to 4.8% in 2015, although poverty reduction showed some progress. The 
percentage of the population below the national poverty line fell from 13.3% in 2010 to 10.9% in 
2015.5  

B. Performance of the Borrower and Executing Agency 

29. The PCR did not assess the borrower or its executing agency, in accordance with the 
PCR template for a development finance institution loan.  
 
30. The borrower established SMI quickly and funded it both to provide IIF equity early in a 
show of leadership and to start its own PPP financing. It was delayed in building the infrastructure 
project development facility’s capacity within the National Development Planning Agency (Badan 

                                                
5 ADB. Statistical Database: Key Indicators for Asia and the Pacific (accessed September 2016).   
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Perancanaan Pembangunan Nasional or BAPPENAS), but it gradually did so and transferred 
BAPPENAS to SMI to make SMI a focal point for infrastructure projects sponsored by the public 
sector. In particular, building a project preparation capacity for potential private sector investment 
can improve the quality of projects that come to market. Creating a larger institution in parallel to 
IIF (as well as before IIF in the project pipeline for public-sponsored projects) was a pragmatic 
approach to moving from the status quo to better quality projects with room for private sector 
participation and better tendering. This approach supports IIF’s growth as well as the broader 
growth of infrastructure development. The compliance with ADB loan covenants also contributes 
to the conclusion that the project’s government counterparts were satisfactorily supportive to the 
project. This validation considers the information in the PCR and in the back-to-office reports, and 
rates borrower and executing agency performance satisfactory. 

C. Performance of the Asian Development Bank and Cofinanciers 

31. The PCR rated ADB’s performance less than satisfactory. ADB jointly with other 
development financing institutions played a critical role in the underlying analytical work, 
conceptualization, and design of IIF. ADB maintained ongoing dialogue with SMI and IIF, enabling 
timely action on issues that impeded the ADB loan utilization. Coordination between loan 
administration and equity investment monitoring, handled by ADB’s Southeast Asia Department 
and Private Sector Operations Department was facilitated by the location of both project focal 
points in the Indonesia Resident Mission. However, ongoing IIF performance was monitored only 
against the loan agreement and not the project agreement, which led to the partial compliance 
with the reporting covenants.  
 
32. The establishment of IIF was an innovative and ambitious project. Delays at start-up were 
overcome within the project period to create a financially viable entity which fills a gap in the 
market’s ability to offer long-term infrastructure. The PCR’s observations on the lack of monitoring 
of the project agreement are accepted as an important matter because the detailed information 
on projects in which IIF invested ADB’s funds was not provided. The PCR did not make clear if 
the oversight was due to confusion among the staff in the Indonesia Resident Mission or due to 
some other factors, which would be useful to understand for future projects, as well as for ongoing 
monitoring of IIF. This validation accepts the PCR’s rating of ADB performance and also rates it 
less than satisfactory, but at the high end. 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS 

A. Overall Assessment and Ratings 

33. The PCR assessed the project to be successful. After 2 years of organizational start-up in 
SMI and IIF, IIF began investing in 2012 and had utilized all of ADB’s loan within 2 years. 
IIF began investing in PPP projects in 2015 once the enabling environment was able to support 
PPPs. These start-up delays meant that the project is about 3 years behind the initial schedule in 
achieving the PPP and number of project targets set at appraisal. By the time of the PCR, 
significant institution building had been achieved, and IIF had established itself as a viable 
nonbank financial institution focused on the infrastructure sector. This validation also rates the 
project satisfactory. 
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Overall Ratings  

Validation Criteria PCR IED Review Reason for Disagreement 
and/or Comments 

Relevance Highly 
relevant 

Highly relevant  

Effectiveness  Effective Effective  

Efficiency  Efficient Efficient   

Sustainability 
Likely 
sustainable 

Likely 
sustainable 

 

Overall Assessment Successful Successful  

Preliminary 
Assessment of Impact 

Satisfactory Satisfactory 
 

Borrower and 
Executing Agency 

NA Satisfactory 
 

Performance of ADB 
Less than 
satisfactory 

Less than 
satisfactory 

 

Quality of PCR  Satisfactory  
ADB = Asian Development Bank, IED = Independent Evaluation Department, NA = not available, PCR = project 
completion report. 

B. Lessons 

34. The PCR identified three project design lessons. First, there is the need for better 
coordination among stakeholders. Improved coordination between ADB’s Southeast Asia 
Department and the Private Sector Operations Department through joint missions would have 
helped address some of IIF’s performance issues. Closer coordination with the World Bank would 
have improved IIF’s understanding of ADB and World Bank requirements. Closer coordination 
with government would have raised awareness of policy and regulatory issues affecting IIF and 
may have led to more projects for IIF to finance or advise. Second, close project administration 
and technical assistance was needed. The specifics of the ADB loan requirement should have 
had closer involvement of ADB staff with the required infrastructure finance and safeguards 
expertise. Capacity building technical assistance would have helped IIF and SMI in the early 
stages of their operations. Third, subproject eligibility criteria were not defined, and IIF utilized the 
ADB loan proceeds for commercially viable projects that met the regulatory requirements on 
infrastructure financing. Allowing for flexibility was prudent given IIF’s start-up operations. In the 
future it may be useful to better define the eligibility criteria to focus on long-term debt for project 
finance for projects of a stated minimum size and the exclusion of projects with adverse 
environmental or social impacts. The PCR does also state that IIF’s projects have a clear 
developmental nature, but IIF should also assess subproject economic and financial internal rates 
of return with minimum targets in-line with ADB’s requirements.  
 
35. This validation concurs with the PCR’s lessons while noting that the PCR does not provide 
specific examples of the issues it raises. The PCR clearly documents the delay in the 
establishment of the PPP environment, but does not provide examples of issues related to 
safeguards or other policy matters that affected the implementation, apart from the detail of 
reporting to ADB on matters specifically related to IIF’s reporting on projects in which IIF invested 
ADB’s funds. The PCR’s design and monitoring framework reports that all projects complied with 
the SEMS, which would appear to include projects to which ADB’s funds were provided. The 
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PCR also states that IIF prepares annual safeguards reports,6 and that IIF took steps to ensure 
that all safeguards requirements were met even if IIF’s safeguards requirements were greater 
than those required by other financiers and where IIF’s investment was relatively small.7 The 
PCR records the safeguards categories for all of the projects financed with ADB funds. 8 
Corrective action plans appear to have been established, and there were no major issues with 
social and environment safeguards under the ADB loan-financed subprojects.9 It is therefore not 
clear from the PCR as to what part of the IIF’s safeguards awareness was needed to be raised 
apart from the specific detail of the format of reporting ADB required for projects financed with its 
funds. This validation supports increased focused on safeguards throughout the finance sector, 
and to the extent additional capacity building technical assistance can be designed to provide 
additional information, particularly for a new market entrant, the lesson provided in the PCR is 
supported. 
 
36. This validation also offers an additional project design lesson, specifically that multiple 
developmental financial institutions can work effectively together to create new institutions. All of 
the agencies involved provided equity and/or debt financing in sufficient amounts to meet the 
capitalization target and on a coordinated basis to allow IIF to formulate and staff its operations 
with its own independent management. This project appears to be an important benchmark for 
cooperative ventures both within ADB (sovereign and nonsovereign operations) and among 
institutions.  

C. Recommendations for Follow-Up  

37. The PCR provided six recommendations. The first recommendation is that future project 
monitoring should continue to ensure possible policy, advisory, or financial support from ADB if 
required. Close project monitoring of IIF-financed projects for compliance with safeguards 
requirements needs to be established. At the time of the PCR, ADB was expecting to provide a 
new loan to IIF and a specific review was planned to focus on this matter using IIF’s risk 
management and annual safeguards reports. The second recommendation is for future 
operations to specify a project audit agreement acceptable to ADB that can be implemented in 
Indonesia’s finance sector, as well as to specify more detailed project-eligibility criteria. 
 
38. The third recommendation is for IIF to build its balance sheet to be able to access long-
term local- and foreign-currency funding, and to build its capacity to offer new products, such as 
take-out financing or stand-by facilities, as well as to manage increased mezzanine and equity 
finance investments. Capacity building is also recommended for IIF’s monitoring of safeguards 
requirements. The fourth recommendation is that a project performance evaluation report be done 
in 2021, following ADB’s planned second loan approval for IIF expected to be achieved in 2018–
2020. 
 
39. As general recommendations, the PCR recommended, first, that ADB’s financial 
intermediation loan could be used to establish financing facilities to lend or invest in infrastructure 
projects delivered by SOEs or the private sector; and second, that more intensive project 
administration could help to foster a coordinated mechanism among all stakeholders to discuss 
project issues. 
 

                                                
6  Footnote 3, para. 56. 
7  Footnote 3, para. 17. 
8  Footnote 3, para. 18. 
9  Footnote 3, para. 20. 
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40. This validation concurs with these recommendations, understanding the access to long-
term funding refers to commercial funding, rather than development financial institutions’ funding; 
and that follow-up regarding the safeguards issues appears to be specific to ADB’s reporting 
requirements based on the PCR’s statements about IIF’s safeguards implementation and as 
noted in this validation’s lessons discussion. 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Reporting 

41. Both the PCR and this validation have noted above the need for improved reporting from 
IIF, but ADB should apply more proactive monitoring of the project, given the project’s importance 
in the country partnership strategy.  

B. Comments on Program Completion Report Quality 

42. This PCR provided sufficient detail to support the ratings. The PCR would have benefited 
from clear confirmation about ADB’s role on the BOC as referred in the appraisal, while noting 
that the role on the BOC is specific to the ADB equity investment and not part of the separately 
administered ADB loan. More specific detail about the lessons and recommendations the 
PCR made regarding IIF’s safeguards monitoring would be helpful to avoid raising concerns about 
the IIF’s implementation of safeguards requirements.  

C. Data Sources for Validation 

43. This validation reviewed the appraisal document; the PCR; and back-to-office reports for 
February 2008, May 2008, October 2010, August 2011, July 2012, and January 2017. Pre-
appraisal memorandum of understanding and several internal planning documents used in 
advance of the project’s appraisal and authorization were also reviewed. 

D. Recommendation for Independent Evaluation Department Follow-Up 

44. No immediate follow-up for IED; however, the PCR’s proposal of a project performance 
evaluation report on the tenth anniversary of project commencement is well advised.  
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