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As the development community works to achieve the

Millennium Development Goals (MDGs) by 2015 (see page 49),

it focuses on performance, development effectiveness, and the

need for management strategies to improve products, services,

results, and impact—that is, managing for development results

(MfDR). This is crucial in Asia and the Pacific where more than

half the world's poor reside and where the effects of the

devastating tsunami in December are only beginning to be felt

and addressed. In 2004, the Asian Development Bank (ADB)

therefore dedicated itself to improving the management of its

resources and the impact of its operations.

In November of 1999, ADB adopted a poverty reduction

strategy (PRS) that comprised three pillars—pro-poor,

sustainable economic growth; inclusive social development; and

good governance. A review of the PRS that began at the end

of 2003 concluded that the pillars are still relevant but

recommended that country support be more closely aligned

with national poverty reduction strategies, that monitoring

poverty should be more comprehensive, and that monitoring

performance should shift to MfDR in developing member

countries (DMCs) and should be closely linked to the MDGs.

As a result, all new country strategies and programs (CSPs) will

have a results framework that includes monitoring and that

links the constraints to poverty reduction identified in country

poverty assessments with the proposed program, desired

outcomes, and expected outputs with indicators for each

relevant pillar, sector, and thematic priority. To complement the

results framework, links between project outputs and sector

outcomes will be emphasized in sector road maps. The CSP for

Nepal prepared in 2004 was the first to follow the new format.

Recommended management reforms include (i) establishing an

MfDR unit; (ii) developing strategic and operational processes/

procedures for MfDR; (iii) mainstreaming MfDR throughout

ADB; (iv) improving human resource management systems and

processes and implementing the new human resource (HR)

strategy; (v) aligning operational policies, strategies, and

approaches with the PRS review and the Long-Term Strategic

Framework 2001–2015 (LTSF); and (vi) making capacity

development a thematic priority. In line with the overall MfDR

framework, a comprehensive, results-oriented monitoring and

evaluation system will be established at the project, sector and

thematic, country, and institutional levels.

To support adding capacity development as a thematic priority,

the knowledge management framework adopted in June aims

to put ADB's considerable knowledge into a readily usable

form that is easily accessible to anyone who can log onto its

website. An extensive capital investment in information systems

and technology (information systems and technology strategy

for 2004–2009) will facilitate implementation.

To remain relevant in a region that is rapidly changing and to

achieve greater development impact, ADB adopted a reform

agenda on 14 June 2004 guided by the LTSF and the PRS

review. In fact, the internal changes and realignment outlined

in the review are the core of the agenda. It is subtitled,

“Development Effectiveness: Achieving Results Together." The

agenda specifies 19 interrelated initiatives that will enhance

ADB's capability to manage its resources and activities to

ensure its products and services contribute to desired

development outcomes (see box on page 4).

Progress in 2004 was encouraging. Three initiatives were

completed: strengthening performance-based allocations,

establishing a results management unit, and conducting the

independent assessment of the 2002 reorganization of ADB.

Twelve of the remaining 16 will be completed in 2005, and the

rest will be implemented over the next 3 years pending the

allocation of appropriate financial resources and staff. In

addition, the new HR strategy was approved; its

implementation is crucial to the success of the reform agenda.

NEW AND REVISED POLICIES
AND PROCEDURES
To meet the needs of ADB’s development partners, the Board of

Directors approved several policy, financial, and administrative

papers in 2004 and reviewed a number of others.

In June, ADB approved a comprehensive disaster and emergency

assistance policy that will provide rehabilitation and

reconstruction assistance as well as assist DMCs with prevention

of, preparation for, and mitigation of the impact of future

disasters. It was developed after extensive consultations with

specialized agencies, civil society, nongovernment organizations,

and DMC governments. The integrated policy framework

(i) focuses on protective strategies; (ii) adopts a systematic

approach to disaster management including natural and man-

made disasters and the aftermath of conflicts; (iii) mainstreams

disaster risk management as an integral part of development;

(iv) strengthens partnerships among development and specialized

organizations to improve the effectiveness of emergency aid as

no single agency can provide all the resources needed to cope
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PROFILE

The Asian Development Bank was established in 1966 through

a multilateral agreement ratified by 31 members. ADB’s

current membership totals 63 of which 45 are in Asia and the

Pacific. ADB has its headquarters in the Philippines and offices

worldwide including resident missions in Afghanistan,

Azerbaijan, Bangladesh, Cambodia, People’s Republic of China,

India, Indonesia, Kazakhstan, Kyrgyz Republic, Lao People’s

Democratic Republic, Mongolia, Nepal, Pakistan, Papua New

Guinea, Sri Lanka, Tajikistan, Thailand, Uzbekistan, and Viet

Nam. ADB also maintains a country office in the Philippines; a

regional mission for the South Pacific in Vanuatu; and a special

office in Timor-Leste. It has representative offices for Europe in

Frankfurt, Germany; for Japan in Tokyo; and for North America

in Washington, DC, United States. There is a subregional office

for the Pacific in Suva, Fiji Islands and a liaison and coordination

office for the Pacific in Sydney, Australia.

ADB’s vision is an Asia and Pacific free of poverty with better

living conditions and quality of life for all its inhabitants. The

strategic agenda focuses on pro-poor, sustainable economic

growth; inclusive social development; and governance for

effective policies and institutions with thematic priorities of

capacity development, environmental sustainability, gender and

development, private sector development, and regional

cooperation and integration  (for more on ADB, see

www.adb.org).

with disasters; (v) uses resources more efficiently and effectively

to better support pre- and postdisaster activities; (vi) improves

organizational arrangements within ADB for planning,

implementing, and communicating effectively on disaster and

emergency assistance; and (vii) highlights that rehabilitation

involves more than replacing and upgrading infrastructure. The

policy further states that efforts will be made to decrease the

time required to approve rehabilitation projects so assistance will

be timely and effective. In line with the policy, immediately

following the tsunami disaster on 26 December, ADB created an

interdepartmental task force to coordinate rapid assistance.

Also in June, ADB approved Toward E-Development in Asia

and the Pacific: A Strategic Approach for Information and

Communication Technology (ISTS II) to provide information

systems that support ADB's core business activities, deliver the

knowledge management framework, institutionalize the part-

nership between ADB operations and information technology

(IT), and develop IT services that are secure and reliable. ISTS II

was formulated with guidance from the IT Steering Committee

chaired by the ADB Vice-President for finance and

administration. The committee monitored the development of

the strategy and determined priorities and sought input from

various stakeholders, including the Board of Directors.

To realize the recommendations made in the PRS review and to

effectively implement the reform agenda and the knowledge

management framework, in September ADB approved the HR

strategy. The goals are (i) to improve working and hiring

conditions and opportunities for career development for staff

at headquarters and in resident missions; (ii) to establish an

effective system to manage and reward performance; (iii) to

strengthen leadership and accountability; and (iv) to improve

channels of communication.

The Board of Directors endorsed in November Responding to

the Priorities of the Poor 2005–2009: A Pacific Strategy for the

Asian Development Bank. The strategy is unique at ADB in

that it covers all operations of the Pacific department. The

strategy adopted the two principal priorities of the poor as

identified in participatory assessments of hardship and poverty:

opportunities for cash incomes and improved access to basic

social services. Strategic objectives and key result areas are

consistent with ADB's PRS and its commitment to the MDGs.

The focus is on improving the environment for the private

sector, reducing costs and inefficiencies in the economy,

providing basic social services, and achieving good governance.

ADB also reviewed its 1994 policy on confidentiality and

disclosure of information and its 1994 information policy and

strategy and prepared a new policy on public communications

in 2004. Under the new policy, which will be reviewed by the

Board of Directors in 2005, ADB will make more information

about its operations publicly available. In addition to updating

practices of disclosing and sharing information so that they

will be better suited to global communications, the policy

reinforces ADB's standing as an accountable, transparent

public institution that actively seeks to share its considerable

knowledge. ADB's stakeholders from the public, private, and

nonprofit sectors as well as its Board of Directors,

Management, and staff actively participated in writing the

policy through extensive consultations throughout the year.

Staff discussed the policy with the public in Bangalore; Beijing;

Bishkek; Dhaka; Hanoi; Jakarta; London; New Delhi; Ottawa;

Suva; Sydney; Tokyo; and Washington, DC in addition to

meeting with advocacy nongovernment organizations on several

occasions at ADB headquarters.
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The Board of Directors reviewed an information paper on the

implementation of the 2001 water policy which showed

encouraging progress in improving water services, conservation,

participation, and governance. Modest progress was made in

introducing integrated water resource management and in

improving regional cooperation, and limited progress was made

in promoting a national focus on water sector reforms.

Exemplary or good practice in implementing the water policy

was shown in 54% of water loans but in only 20% of technical

assistance projects. A comprehensive review of policy

implementation will be conducted in 2005.

Internal Initiatives
ADB's focus on results and greater emphasis on impact and

outcomes were evident in several of its internal initiatives.

A change in the reporting structure for the Operations

Evaluation Department (OED) to allow for greater

independence of the evaluation function took effect in 2004

when OED began reporting directly to the Board of Directors

through the Development Effectiveness Committee (see

www.adb.org/OED/).

The accountability mechanism adopted at the end of 2003

became operational in 2004. The aim is to improve

development effectiveness, project quality, and transparency in

operations. Its two functions—consultation and compliance

review—provide for problem solving and for reporting alleged

violations of ADB policies and procedures, respectively.

The knowledge management framework adopted in June lays

out five specific outputs for the next 4 years.

• The organizational culture of ADB will be more supportive

of knowledge sharing. Staff will be empowered and

encouraged to fully participate in implementing the

framework.

• Knowledge products and services will be managed more

effectively.

• Business processes and information technology will be

updated. A special committee will work to improve access to

information repositories, storage processes, and systems to

make data searches less cumbersome. Another initiative is

mapping expertise within ADB through a skill and

knowledge database of staff and expanded consultant

profiles. Tapping the knowledge of experienced colleagues

will promote efficiency and add value to ADB operations.

• ADB staff will share knowledge through well-functioning

“communities of practice.”

• Knowledge sharing with external stakeholders and other

parties will be expanded.

A new sector and thematic classification system took effect on

1 July. Classifying loans, projects, and technical assistance by

sector and theme is important for tracking allocations of

resources and the purpose and impact of operations. The

classification ADB used before July 2004 was established in

1984 and was out of date. In June an interdepartmental

working group updated the list to reflect the PRS and the

LTSF. More than 2,000 loans and 5,300 technical assistance

THE REFORM AGENDA
Together, the following 19 initiatives will

enhance ADB's capability to manage its

resources and activities to ensure its

products and services contribute to

desired outcomes. Three were completed

in 2004, 12 will be achieved in 2005, and

4 will be implemented over the next

3 years. The Reform Coordination

Committee established on 23 July 2004

coordinates implementation, monitors

progress, and communicates with staff

and stakeholders.

• Review the implementation of the

private sector development strategy.

• Review the implementation of

governance and anticorruption

policies.

• Prepare a strategic approach for

regional cooperation.

• Strengthen the performance-based

allocation policy.

• Review the graduation policy.

• Review the medium-term strategy for

2001–2005.

• Review and recommend ways to

improve modalities and approaches to

meet the needs of countries borrowing

from ordinary capital resources.

• Review and recommend ways to

improve support for capacity

development.

• Establish a results management unit.

• Design and implement an action plan

for managing for development results.

• Implement the action plan for project

performance management systems.

• Get an independent assessment of the

2002 reorganization.

• Increase the efficiency and

innovativeness of products.

• Harmonize and align practices and

procedures with developing member

countries in agreed areas.

• Implement measures to alleviate

bunching at the end of the year.

• Implement the action plan for the

knowledge management framework.

• Prepare and implement a unified

public communications policy.

• Implement the latest information

systems and technology strategy.

• Formulate and implement a new

human resource strategy.
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activities approved since 1966 were then reclassified. The

revised definitions of themes and sectors are broadly consistent

with those used by the United Nations and the World Bank

and enable comparison of resource allocation patterns.

The Business Continuity Management Steering Committee in

conjunction with the Office of Administrative Services set up an

in-country facility to minimize disruption to business operations

and to reduce its impact. Continuity plans covering all

operations will be developed and tested in 2005. The plans will

guide operations from the initial declaration of a disaster or

crisis through recovery and restoration of processes and

systems. Establishing an offshore recovery facility will be

evaluated.

DEVELOPMENT PARTNERSHIPS
ADB continued to provide support for global partnerships to

(i) enhance joint efforts with agencies such as the United

Nations, other international finance institutions, and bilateral

donors; (ii) contribute to global forums; and (iii) take part in

combined efforts to develop indicators and other monitoring

and evaluation instruments.

For more effective operations, ADB continued to delegate

responsibility to the field with the opening of new resident

missions in Baku, Azerbaijan and Bangkok, Thailand; a

subregional office in Suva, Fiji Islands; and the establishment

of a liaison and coordination office for the Pacific in Sydney,

Australia.

During the Asian Development Fund (ADF) IX negotiations in

2003–2004, ADB outlined a systematic approach to implemen-

ting MfDR at the country and institutional levels and as part

of a global partnership. This will mean greater selectivity, a

stronger orientation toward results, better alignment with DMC

priorities and systems, and greater cooperation with other

agencies. Donors endorsed an ADF IX program of $7 billion for

1 January 2005–31 December 2008 plus additional amounts

for financing foregone interest on grants. This is significantly

higher than the $5.65 billion agreed during ADF VIII.

A cooperation fund in support of MfDR was established in July

2004 with an initial grant from Canada complemented by a

contribution from the Netherlands. The fund totals about

$1.7 million and will be used to pilot small-scale DMC

initiatives that promote results-based approaches and

techniques in public sector management.

Indicative of its active engagement in regional and international

issues was ADB's support for and participation in the following.

• ADB cosponsored two MfDR regional workshops: one in

Bangkok with Japan and a second in Bishkek with the

European Bank for Reconstruction and Development and the

United Kingdom's Department for International

Development.

• ADB chaired the Multilateral Development Bank Working

Group on Managing for Development Results and cochaired

the Organisation for Economic Co-operation and

Development's—Development Assistance Committee Joint

Venture on Managing for Development Results.

• ADB hosted a high-level meeting on health and environment

with the World Health Organization and the United Nations

Environment Programme with participation of key

institutions from the 10 members of the Association of

Southeast Asian Nations (ASEAN), People's Republic of China

(PRC), Japan, Republic of Korea, and Mongolia.

• ADB established the Japan Fund for Public Policy Training

(JFPPT) in March 2004 as a trust fund to enhance capacity

building for public policy management in DMCs. The JFPPT

program will focus on regional economies in transition. The

aim is to arrange partnerships with local academic entities

and to acquire assistance from world-class public policy

institutions to jointly develop and conduct high quality

training programs, primarily in local languages. The training

program curricula should cover a wide range of public policy

issues for government officials, including analytical skills in

planning and implementing public economic policy. The

Asian Development Bank Institute (ADB Institute) was

designated to administer the JFPPT program. Viet Nam was

selected for pilot activities. On 30 March 2004, Japan made

an initial contribution to the trust fund in the amount of

905 million yen ($8.58 million). In 2004, the JFPPT unit

conducted two demonstration courses, entered into

agreements with local institutions in Viet Nam, and began

establishing a training facility in Hanoi.

• ADB established a trust fund to strengthen assistance to its

DMCs in fighting money laundering and the financing of

terrorism. The Cooperation Fund for Regional Trade and

Financial Security Initiative was set up through initial

contributions by the governments of Australia, Japan, and

United States. The fund will support technical assistance to

enhance port security (including airports, cargo ports, and

containers) and to combat money laundering and financing

of terrorism in developing countries.

• ADB joined the ASEAN+3 finance ministers and the ASEAN

Deputy Secretary General in launching AsianBondsOnline, a
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one-stop clearinghouse of information on the rapidly

growing sovereign and corporate bond markets in the region.

Supported by ADB and financed by the Government of

Japan, AsianBondsOnline is part of the ASEAN+3 Asian

Bond Markets Initiative, a cooperative effort to help develop

mature bond markets in the region.

• ADB joined the United Nations Programme on HIV/AIDS

(UNAIDS) in adopting a comprehensive response to HIV/AIDS

in a report entitled “Asia-Pacific's Opportunity: Investing to

Avert an HIV/AIDS Crisis.” The report suggests that if

prompt action is not taken, by the end of the decade

10 million more people could be infected with HIV, and the

economic costs of the virus could have risen to $17.5 billion

annually. The result would be millions more people thrown

into poverty. ADB has already earmarked $140 million from

its ADF as grant money for combating HIV.

• ADB and the United Nations Economic and Social

Commission for Asia and the Pacific (UNESCAP) signed a

revised memorandum of understanding in May that follows

up on commitments they made at the Monterrey conference

and Johannesburg summit to achieve the MDGs. The new,

results-oriented agreement emphasizes regional cooperation,

capacity development, protecting the environment, and

poverty reduction.

• In response to the rapidly increasing number of road

accidents, ASEAN and ADB initiated a regional road safety

program with input and participation from a wide range of

public and private sector stakeholders. The 10 members each

prepared 5-year national road safety action plans and will

implement them cooperatively. They also prepared a regional

road safety strategy and action plan to monitor

implementation of the national plans, to develop capacity,

and to provide training.

GOVERNING STRUCTURE
ADB's highest policy-making body is its Board of Governors

which comprises one representative from each ADB member. The

Governors meet annually and elect the 12 members of the Board

of Directors who serve 2-year terms. Each Director appoints an

Alternate. The President is elected by the Board of Governors for

a 5-year term and serves as Chairperson of the Board of

Directors. The President manages ADB assisted by four Vice-

Presidents and a Managing Director General. (For a current list

of Governors and Directors, see appendixes 2 and 3.)

In August, ADB President Tadao Chino tendered his resignation.

During his 6 years as President, Mr. Chino initiated and

oversaw the adoption and implementation of policies and

initiatives that will guide ADB's operations for many years to

come. In 1999, ADB adopted poverty reduction as its

overarching goal. Based on this strategy, negotiations to

replenish the Asian Development Fund (ADF VIII) were

successfully completed in 2000. That same year, ADB adopted a

private sector development strategy aimed at fueling economic

growth and creating more jobs. In 2001, ADB achieved another

historic milestone with the adoption of its long-term strategic

framework to guide directions and operations and to help its

DMCs and the region achieve the MDGs by 2015. The

reorganization of ADB in 2002, together with its resident

mission policy, provided an effective institutional response to

these objectives bringing ADB closer to its DMCs. The

Top (left to right): President Haruhiko Kuroda, Vice-President Joseph
Eichenberger, Vice-President Liqun Jin, Vice-President Geert van der Linden;
Bottom (left to right): Vice-President Khempheng Pholsena, Managing
Director General Young Hoi-Lee, The Secretary Jeremy Hovland
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successful completion of ADF IX negotiations in 2004 led to

ADB's reform agenda which provides another framework for

enhancing development effectiveness.

In November 2004, the Board of Governors unanimously

elected Haruhiko Kuroda as ADB President to take office in

February 2005. He was Special Advisor to the Cabinet of the

Japanese Prime Minister and Japan's former Vice Minister of

Finance for International Affairs.

The Board of Directors met formally on 43 occasions and held

30 informal meetings in 2004 including briefings, discussion

seminars, and presentations. In their informal meetings, the

Directors examined a range of issues, including regional

cooperation, private sector development, gender action

programs, and knowledge management.

Board Committees
For membership of the Board of Directors standing committees

and working committee, see Appendix 4.

Audit Committee

The committee identified and reviewed a range of issues within

its mandate representing a broad cross section of ADB

operations and activities. These included ADB Institute and

private sector operations focusing on internal controls,

financial reporting, and internal and external audits. The

decline in ordinary capital resources (OCR) net income due to

loan prepayments was a concern.

The audit recommendation implementation report and the

report of the independent auditors enabled the committee to

monitor the effectiveness and efficiency of controls, including

backup procedures, as part of the business continuity plan.

Among other controls reviewed were measures taken to ensure

accountability, cost-effectiveness, and authorization for mission

travel. The committee also continued to monitor the

implementation of Financial Accounting Standards (FAS) 133

and parallel reporting for derivative instruments in cooperation

with multilateral development banks (MDBs) and independent

auditors. Of particular significance was the need to assign fair

values and to report embedded derivatives separately in

compliance with FAS 133 and generally accepted accounting

principles in the United States.

The committee oversaw the selection of outside auditors for

2005–2008 which entailed evaluating financial and technical

proposals. PriceWaterhouseCoopers was reappointed.

The offices of the Auditor General, the Secretary, and the

General Counsel and the committee reviewed the Audit

Committee's terms of reference. In line with the priorities in

other MDBs and with the reform agenda, the committee

supported institution-wide coordination of risk management by

establishing a focal point in a neutral department reporting to

Management to be implemented early in 2005.

The committee also reviewed and endorsed the 2004 work

program of the Office of the Auditor General (OAG), the audit

recommendation implementation report, and the annual report

of the Anticorruption Unit1 of OAG with particular focus on staff

accused of fraud and sanctions against firms and individuals.

Budget Review Committee

Prior to 2004, the committee met once a year to review the

annual budget proposal and once or twice a year to review

special topics such as capital expenditure programs. To involve

the committee more extensively in the budget, it met quarterly,

attended a series of meetings in November reviewing the

proposed budget, and met on an ad hoc basis to review and

discuss issues with significant cost and budget implications.

Another new procedure was the committee's review of the draft

budget in November. Previously, members received the budget

after it had been finalized. This change required early

completion of the work program and budget framework and of

budget preparation.

As the new accountability mechanism and OED now closely

support functions of the Board of Directors, the committee

decided that their expenses should be presented as sub-

categories of the budget for the Board of Directors rather than

as operational expenses. The committee also agreed that

expenses in the three subcategories would not be fungible: any

cost overruns can be met only from general contingencies.

Three special meetings were held to discuss the proposed

information systems and technology strategy and capital

expenditure requirements for 2004–2009. The deliberations

facilitated the Board of Directors’ approval of the strategy and

investment proposal. In September, the committee reviewed the

2004 midyear budget review and recommended adopting a

phased approach in implementing some form of activity-based

costing. The committee also recommended approval of

proposed 2005 budgets for internal administrative expenses and

capital expenditures. The committee was updated on OCR and

was informed that changes in loan terms and charges made to

improve the competitiveness and marketability of ADB's
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SELECTED POLICY, FINANCIAL,
AND ADMINISTRATIVE PAPERS
CONSIDERED BY THE BOARD IN 2004

Review of the Asian Development Bank’s Income Planning

Framework 19 February

Cooperation with Japan—Japan Fund for Public Policy Training

11 March

Review of the Asian Development Bank’s Income Outlook and

Allocation of 2003 Net Income 12 April

Establishment of a Cooperation Fund in Support of Managing for

Development Results 23 April

Special Capital Budget Proposal—Rehabilitation of ADB’s

Headquarters Building and Enhancement of Security

7 May

Disaster and Emergency Assistance Policy 1 June

Global Environment Facility—ADB’s Direct Access to GEF

Resources Arrangements for Transfer of GEF Resources

to ADB 24 June

Information Systems and Technology Strategy and Capital

Expenditure Requirements: 2004–2009 28 June

Cooperation Fund for Regional Trade and Financial Security

Initiative 30 June

Review of the Asian Development Bank’s Poverty Reduction

Strategy 2 July

Eighth Replenishment of the Asian Development Fund and Third

Regularized Replenishment of the Technical Assistance

Special Fund 22 July

Cooperation with Italy—Technical Assistance Grant Fund

7 September

Inspection Function: Arrangements Regarding Members of the

Roster of Experts 16 September

Human Resource Strategy 27 September

Work Program and Budget Framework (2005–2007)

8 October

Anticorruption Policy—Proposed Clarifications and Related

Changes to Consulting and Procurement Guidelines

11 November

Review of the Asian Development Bank’s Policy on the

Performance-Based Allocation of Asian Development Fund

Resources 10 December

Country Classification of Timor-Leste 13 December

Borrowing Program for 2005 16 December

Budget of the Asian Development Bank for 2005

17 December

ADB Institute—Three-Year Rolling Work Program 2005–2007

and Budget for 2005 17 December

Delegation of Approval Authority to Director General,

Operations Evaluation Department for Certain Technical

Related Recommendations 17 December

products and prepayments affecting income levels in the short

term had all been factored into income projections.

The committee reviewed the ADB Institute's work program and

the proposed budget of $14.4 million and met with the dean

and the chief economist and representatives from the Regional

Economic Monitoring Unit. The increase in resources allocated

to capacity building and training was noted, and the need for

further coordination among ADB's three research arms was

stressed. The committee recommended approval of the ADB

Institute's proposed 2005 budget.

Inspection Committee

An inspection of the Chashma Right Bank Irrigation Project

(Stage III) in Pakistan, previously authorized by the Board of

Directors, commenced in December 2003 when a panel of four

was drawn from the roster of experts. The panel submitted a

draft report in April 2004 that was forwarded to Management,

the relevant ADB Director, and the requesters for comment.

Management contested a number of the panel’s findings.  The

panel’s final report was submitted to the inspection committee

in June 2004. It held that ADB had breached a number of

operational policies and procedures in the planning/

implementation of the project and made recommendations,

including one to bring the project back into compliance. The

committee consulted Management and the relevant Director

and prepared a report for the Board that outlined the process

that had been followed, reported the views various parties had

expressed to it about the panel’s recommendations, and

forwarded the panel’s report to the Board with a

recommendation2 for approval. The committee further

recommended that the Compliance Review Panel should

monitor the implementation of the Board’s decision under the

new Accountability Mechanism. The Board accepted this

recommendation in August 2004. The inspection committee

then ceased to operate.

Compliance Review Committee

The Board of Directors approved the new accountability

mechanism in May 2003; it replaced the previous inspection

function. The former inspection committee was restructured as

the Board Compliance Review Committee (BCRC) when the

mechanism took effect in December 2003 though the

inspection committee continued to meet in 2004 to resolve an

inspection that began in 2003. BCRC clears the Compliance

Review Panel's proposed terms of reference and time frame for

conducting compliance reviews and reviews the panel's draft

reports on implementing remedial actions approved by the
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Board before they are finalized by the Panel. The Office of

the Compliance Review Panel acts as the secretariat to

BCRC. BCRC met twice in 2004, once in March to review

and approve operating procedures, and once in July to

approve the report on its first 6 months of operation (to

become its annual report).

Development Effectiveness Committee

To enhance its independence and effectiveness, in 2004 OED

began reporting directly to the Board of Directors through the

Development Effectiveness Committee (DEC). OED now is fully

responsible for the content and recommendations in its reports.

Management's role changed from approving to responding to

recommendations made in evaluations, and the Board of

Directors, through DEC, is directly responsible for the quality

and independence of evaluations and for monitoring

Management action on recommendations.

In its new role, DEC supervised the selection of a director

general for OED and with the President nominated a candidate

for Board approval. For the first time, the committee reviewed

OED's work program in a 3-year time frame (2005–2007). DEC

submitted OED's 2005 budget for Board approval and

encouraged OED to gradually increase and broaden its studies.

DEC discussed more country and sector OED evaluations (see

box at right) in 2004 than in previous years, commended the

increase in content in OED's two annual reports, and identified

lessons for sustaining successful performance and for improving

development effectiveness. The annual report to the Board of

Directors included assessments of actions taken on committee

recommendations for 2002–2003, the annual report on loan

and technical assistance for 2003, and the annual review of

evaluation activities in 2003. Evaluations of ADB operations in

2004 were judged to be both satisfactory and efficient.

The positive 5-year trend in the performance of public sector

loans continued with the proportion of projects at risk in

2002–2003 significantly lower than that in 1999–2001 though

there was also room for improvement. The committee recom-

mended (i) pilot-testing annual reporting of an aggregate,

results-based measure of the portfolio's performance;

(ii) gaining a better understanding of reduced net resource

transfers; (iii) setting mandatory project readiness criteria to

reduce delays; (iv) specifying measures of effectiveness in

private sector operations; (v) accelerating delegation to resident

missions; (vi) allowing more flexibility in budget and staff

reallocation to increase supervision of projects at risk; and

REPORTS REVIEWED BY THE DEVELOPMENT
EFFECTIVENESS COMMITTEE IN 2004

Project/Program Performance Audit Reports

Livestock Development Project (Pakistan)

Nam Leuk Hydropower Project (Lao People’s Democratic

Republic)

Road Improvement Project (Viet Nam)

Technical Assistance Performance Audit Report

Reform of Pension and Provident Funds in Selected Developing

Member Countries

Thematic Evaluation Studies

Country Assistance Program Evaluation for Cambodia

Country Assistance Program Evaluation for Nepal

Country Assistance Program Evaluation for Papua New Guinea

Sector Assistance Program Evaluation: ADB Assistance to the

Bangladesh Power Sector

Special Evaluation Study of Capacity Development Assistance of

ADB to the Lao People’s Democratic Republic

Special Evaluation Study of Project Cost Estimates

Special Evaluation Study of Project Performance Management in

ADB and Its Projects in Developing Member Countries

Special Evaluation Study of Small-Scale Freshwater Rural

Aquaculture Development for Poverty Reduction

(vii) making project implementation schedules more realistic.

The committee once again recommended that Management

specify a concrete action plan for improving oversight of the

technical assistance portfolio, including adopting a more

strategic, results-based approach to resource allocation, and

placed high priority on recommendations made in OED's

annual review to make technical assistance evaluations more

discriminating and results-based so that lessons can be applied

more effectively. Lessons from countries and sectors should be

incorporated into new CSPs and sector strategies, and lessons

from policy evaluations should be considered in policy reviews.

In the future, annual reviews of evaluations should have a

thematic focus.

Working Group on the Annual Report for 2004

The Board Working Group worked closely with Management

and staff and set the general direction for the 2004 annual

report. This year's report demonstrates how ADB is optimizing

its resources and improving its institutional effectiveness

through the reform agenda, how it is applying its policies, how

it is assisting its DMCs to achieve the MDGs, and how it is

moving the poverty reduction agenda forward.
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37TH ANNUAL MEETING

At the 37th annual meeting on Jeju Island, Republic of Korea

from 15 to 17 May 2004, ADB’s Board of Governors welcomed

the establishment of a results-based management unit,

stressed the need to focus on implementing the action plan for

managing for development results, and requested that results-

based country strategies be aligned with national poverty

reduction strategies. In addition the Governors did the

following:

• pointed to the region’s extensive physical and social

infrastructure needs for sustainable economic growth and

encouraged ADB to work closely with governments and the

private sector to meet these needs;

• stressed that ADB’s private sector operations need to be

closely aligned with country strategies and programs and

requested ADB to support small and medium-sized

enterprises and address critical financial issues such as

money laundering and remittances;

• requested ADB to provide continued support for regional

cooperation in trade and investment and for improving

financial intermediation while appreciating ADB's current

efforts to issue local currency bonds and its use of partial

credit guarantees;

• emphasized the key role of education in mobilizing the

productive potential of the poor, noted the importance of

narrowing the digital divide to reduce income inequality, and

requested more support to develop the knowledge-based

economy;

• welcomed ADB’s initiatives to improve its development

effectiveness;

• expressed satisfaction with the ADF IX replenishment and

requested ADB to pursue efficient and effective use of these

resources as well as other prudent efforts to mobilize

internal resources into the ADF.

The annual meeting was attended by around 2,500 participants,

including representatives from multilateral and bilateral

institutions, members of the global financial community, and civil

society. The 38th annual meeting will be held in Istanbul, Turkey.

FINANCING OPERATIONS

Funding
The main instruments for providing help to ADB's DMCs are

policy dialogue, loans, technical assistance, grants, guarantees,

and equity investments (see pages 11–15). ADB offers a range of

modalities and terms for loans aimed at improving performance.

About 76.5% of cumulative lending comes from OCR from

three distinct sources: private placements and capital markets

in the form of borrowing, paid-in capital provided by

shareholders, and accumulated retained income (reserves) that

provides a buffer for risks.

Loans are also provided from Special Funds. The ADF offers

loans on concessional terms to members with low per capita

gross national product and weak debt-repayment capacity. It is

the only MDB concessional fund dedicated exclusively to

economic and social development in the region. The ADF is

financed by periodic, voluntary contributions from donors. A

major constraint in 2003 was the level of available resources for

concessional lending and technical assistance, a situation that

might potentially jeopardize ADB's ability to deliver its program.

Donor members met on four occasions from October 2003 to

May 2004 to replenish the fund and endorsed an ADF IX

program of $7 billion for 1 January 2005–31 December 2008

plus additional amounts for financing foregone interest on

grants. This is significantly higher than the $5.7 billion agreed

during ADF VIII. Donors pledged new, shared contributions of

$3.2 billion plus additional, voluntary contributions; $3.7 billion

will be provided from internal resources. ADF IX grants will

assist countries making the transition from conflict to peace and

stability, will help combat HIV/AIDS and other infectious

diseases, and will support priority technical assistance. ADF IX

includes a first-ever contribution from the PRC and renewed

support from Malaysia.

Other Special Funds are the Technical Assistance Special Fund,

the Japan Special Fund, and the ADB Institute Special Fund.

ADB also manages and administers additional funds: the Japan

Scholarship Program, the Japan Fund for Poverty Reduction,

and the Japan Fund for Information and Communication

Technology. It also channels grants provided by bilateral donors

to support technical assistance and soft components of loans.

In recent years, thematic trust funds focusing on gender and

development, governance, poverty reduction, water, energy, and

the environment were established to support technical

assistance operations and selected components of loan projects.

Technical assistance funded through grants or loans helps

maximize ADB's development impact. Most technical assistance

grants are used for preparing projects and supporting advisory

activities in areas such as law and policy reform, strengthening

fiscal policies and procedures, good governance, capacity

building, and natural resource management.
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lower than 2003 lending because of decreased lending to

Bangladesh, PRC, India, and Pakistan. The average loan size

in 2004 was $66.0 million, compared with $72.0 million in

2003. Twenty DMCs and one regional project received loans.

A total of $3.6 billion was disbursed. Of this, $2.4 billion

(68%) were for public sector project loans. The rest was for

public sector program and sector loans, and private sector

loans.

Of the total lending, loans with government guarantees were

over $4.9 billion for 58 projects comprising $3.7 billion for

27 loans from OCR and $1.2 billion for 47 loans from the

concessional ADF. Fourteen were policy-based programs

amounting to $1.1 billion representing 23% of total public

sector lending. Of program lending, $815.0 million for 7 loans

or 73% of the total came from OCR and $306.4 million for

9 loans or 27% from the ADF. Policy-based programs support

DMC efforts to improve policy, institutional, and investment

environments and to help meet short-term adjustment costs.

Lending to the private sector without government guarantee

using OCR amounted to $346.9 million.

The largest DMC borrowers in 2004 were the PRC and India

receiving $1.3 billion or 24% each of the total. Other top

borrowers were Pakistan ($709 million or 13%) and the

Philippines ($446 million or 8%). The transport and

communications sector received the largest share of lending

at $2,030.9 million (38%) followed by energy $761.8 million

(14%), and law, economic management, and public policy

$584.4 million (11%) (see tables 1—5 in the Statistical

Annex).

ADB has a triple-A credit rating3 and actively mobilizes

financial resources through its cofinancing operations,

tapping official, commercial, and export credit sources.

Assistance to its DMCs creates an enabling environment for

private sector development. ADB also directly finances

private sector projects to assist commercial investors and

lenders. (For more on ADB financial management, see

www.adb.org/About/fnncemgt.asp.)

Financial Resources
Authorized capital stock amounted to $54.2 billion, and

subscribed capital stood at $54.2 billion. ADB raised long-term

funds totaling about $1.6 billion, of which $1.0 billion were

raised through a global public offering. Gross income

amounted to $1.4 billion, $1.0 billion of which were generated

from the loan portfolio, $297.3 million from the investment

portfolio, and $39.4 million from other sources of which

$29.7 million came from equity investment operations

($10.5 million from dividends and $30.4 million from gains

realized on the sale of equity investments offset by

$11.2 million in other income that included ADB’s share of

losses in net income of the Asian Finance and Investment

Corporation Ltd.). ADB's Special Funds are the ADF with 2004

committed resources amounting to $1.1 billion, the Technical

Assistance Special Fund of $56.4 million, the Japan Special

Fund totaling $28.6 million, and the ADB Institute Special

Fund of $13.1 million.

Loans
Total lending approved in 2004 for public and private sectors

amounted to $5.3 billion for 80 loans to 64 projects. This was

$ Million %
2003a 2004 Change

Lending 6,084.8 5,293.4 (13.0)
Public 5,917.8 4,946.5 (16.4)

OCR 4,538.7 3,704.5 (18.4)
ADF 1,379.2 1,242.0 (9.9)

Private 167.0 346.9 107.7
Equity

Investments 35.7 185.0 418.2
Technical

Assistance 175.2 196.6 12.2

TOTALbbbbb 6,295.7 5,675.0 (9.9)

( ) Negative.
a Adjusted to reflect terminated loan and changes in loan and

technical assistance.
b Total may not add due to rounding.

ADB OPERATIONS



12 ASIAN DEVELOPMENT BANK ANNUAL REPORT 2004

Technical Assistance
A total of 323 technical assistance grants amounting to

about $196.6 million was approved in 2004. Of those, $46.2

million were for project preparation; $108.1 million were for

advisory purposes; and $42.3 million were for regional

activities such as conferences, research, studies, and training.

Of the total amount for technical assistance, $79.9 million

were from the Technical Assistance Special Fund,

$39.5 million were from the Japan Special Fund, and the

remaining $77.2 million came from other multilateral and

bilateral sources. The largest recipient of country-specific

technical assistance (excluding regional technical assistance)

was Pakistan at $28.9 million (15%), followed by Indonesia,

PRC, and Afghanistan.

Excluding regional technical assistance, the sector distribution

was as follows: law, economic management, and public policy

$28.6 million (19%); multisector $27.4 million (18%);

agriculture and natural resources $27.2 million (18%);

transport and communications $15.9 million (10%); energy

$15.1 million (10%); finance $10.3 million (7%); water supply,

sanitation, and waste management $9.1 million (6%);

education $8.3 million (5%); industry and trade $7.7 million

(5%); and health, nutrition, and social protection $4.7 million

(3%) (see Table 23 in the Statistical Annex).

Grants
Grants amounting to $191.0 million were mobilized in 2004 of

which $99.4 million were ADB-administered for 26 projects
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and $91.6 million were parallel cofinancing from multilateral

and bilateral institutions for 7 projects. Grant funds

administered by ADB consisted of $30.0 million from the

United Kingdom, $29.9 million financed by the Japan Fund for

Poverty Reduction, $18.0 million from Canada, $7.7 million

from the Global Environment Facility, $6.4 million from the

Japan Fund for Information and Communication Technology,

$5.6 million from Sweden, and $1.9 million from the

Netherlands (see tables 6, 32–34 in the Statistical Annex).

Equity Investments
ADB approved a total of $185 million in 12 equity investments

for regional investment funds and financial institutions (see

tables 9–12 in the Statistical Annex).

Cofinancing and Guarantee Operations
ADB’s active coordination with its development and financing

partners and continuing proactive approach to cofinancing

assisted its DMCs in obtaining additional financial resources

from bilateral and multilateral funding agencies, as well as

from commercial sources. Maximizing the development impact

of its assistance programs by identifying cofinancing

opportunities that directly complement ADB projects has been

the cornerstone of ADB’s cofinancing and guarantee

operations. In achieving this objective, ADB continued to

involve its DMCs in identifying the best financing solutions for

public and private sector projects and programs, specifically the

use of its credit enchancement products (see www.adb. org/

cofinancing/).
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As part of its efforts to diversify cofinancing sources and to

foster financial partnerships, ADB participated in several

international forums such as the Coordination Group of

Arab, Islamic, and Organization of Petroleum Exporting

Countries’ (OPEC) Development Institutions; the Round Table

on Trust Funds and Cofinancing of the Inter-American

Development Bank; and the Berne Union General Meeting.

New product initiatives included the Trade Facilitation

Program, in which ADB entered into risk-sharing agreements

with commercial banks to help promote international trade

in the region. The program involved 51 leading international

and regional cofinancing banks that were designated as

“founding partners.”

Cofinancing and guarantee operations in 2004 amounted to

about $2.4 billion. This represented approximately 46% of

ADB's total lending of $5.3 billion. Thirty-three loan projects

in 14 DMCs received cofinancing. The PRC received the largest

amount ($1.0 billion), primarily from its domestic financial

institutions, followed by India at $811.0 million, and Viet Nam

at $298.0 million (see Table 6 in the Statistical Annex).

Since 1970, cofinancing and guarantee operations have

mobilized a cumulative total of $43.0 billion providing

additional resources for 669 ADB-assisted loan projects and

programs. The cumulative total comprises $23.4 billion from

official sources and $19.6 billion from commercial sources. The

energy sector accounted for $18.2 billion or 42% followed by

transport and communications ($10.3 billion or 24%), industry

and trade ($3.7 billion or 9%), multisector ($3.2 billion or 4%),

and other sectors ($7.7 billion or 21%).

Commercial Cofinancing and Guarantee Operations. These

totaled $1.7 billion for 10 projects including $945.0 million for

ADB loans with government guarantee and $783.0 million for

private sector projects. Guarantee operations amounted to

$75.3 million consisting of a partial credit guarantee of

$65.3 million in support of the Petronet LNG Ltd. project in

India and a political risk guarantee of $10.0 million for the

Afghanistan Investment Guarantee Facility project. Additional

commercial cofinancing was raised in the form of parallel

loans of financial lenders ($46.1 million) and domestic

financial institutions in the PRC ($945.4 million) and India

($661.2 million).

Official Cofinancing. Cofinancing mobilized from ADB's

bilateral development partners and multilateral financial

institutions totaled $713.4 million for 25 projects comprising

$147.1 million in grant funds and $566.3 million in loans. Of

the grant funds, ADB will administer untied grants totaling

$55.5 million contributed by the United Kingdom ($30.0

million), Canada ($18.0 million), Sweden ($5.6 million), and the

Netherlands ($1.9 million). In addition, parallel grant funds of

$91.6 million were provided by the United Kingdom

($36.0 million), the European Commission ($18.0 million),

Denmark ($10.0 million), the Netherlands ($10.0 million), and

others ($17.6 million).

Cofinancing in the form of loans (joint and parallel) was

provided by the World Bank ($225.6 million), France

($123.5 million), Japan ($123.0 million), the OPEC Fund for

International Development ($36.0 million), Republic of Korea

($23.9 million), Germany ($17.0 million), Norway ($10.0 million),

Investments Held

No. of
Companies  $ Milliona %

Infrastructure 22 746.9 51.1

Funds and Capital Markets 39 324.6 22.2
Financial Sector 26 257.5 17.6

Others 10 133.9 9.2

TOTAL 97 1,462.83 100

Note: At exchange rates as of 31 December 2004.
a Refers to total exposure (drawn and undrawn commitments on equity investments, loans, and

guarantees).

2003 2004

OCR

Loan Disbursements 2,688 2,508
Principal Repaymentsa (7,137) (3,953)
Payments of Interest/Charges (1,488) (1,095)
Net Equity Investment (25) (20)

Net (5,962) (2,560)

ADF

Loan Disbursements 1,128 1,055
Principal Repayments (312) (390)
Payments of Interest/Charges (175) (196)

Net 641 469

TOTAL (5,321) (2,091)

( ) Represents resource inflow from developing member countries.
a Includes prepayments of $2,790.5 million ($5,883.8 million in 2003).

RESOURCE TRANSFERS TO DEVELOPING MEMBER COUNTRIES
($ million)

PRIVATE SECTOR PORTFOLIO DISTRIBUTION, 2004
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and the Nordic Development Fund ($7.3 million) (see Table 6 in

the Statistical Annex).

Resource Transfers
The net transfer of resources to ADB from its DMCs decreased

to $2.1 billion in 2004, compared with $5.3 billion in 2003.

There was a net inflow of $2.6 billion ($6.0 billion in 2003) to

ADB from OCR borrowers/investors, mainly from prepayments

of $2.8 billion in 2004 ($5.9 billion in 2003) of OCR pool-

based loans. However, net transfers from ADB to ADF

borrowers decreased from $640.8 million in 2003 to $468.5

million in 2004 (see tables 26 and 27 in the Statistical Annex).

Loan disbursements in 2004 totaled $3.6 billion comprising

92.9% of the target for the year. Of the total, OCR

disbursements were $2.5 billion or 70% and ADF disbursements

were $1.1 billion or 30% (see tables 7, 8, and 14 in the

Statistical Annex).

Loan service payments reached $5.6 billion in 2004, compared

with $9.1 billion in 2003. The decrease was mainly because of

lower prepayments ($2.8 billion in 2004). In 2004, the four

largest net resource transfers from ADB were to Viet Nam,

Sri Lanka, Cambodia, and Uzbekistan (see tables 26 and 27 in

the Statistical Annex).

Private Sector Operations
ADB ended 2004 with a total of about $807.2 million in

approved assistance in the private sector. This represents a 49%

increase over 2003 assistance of $542.7 million. The approved

interventions comprise 12 equity investments of $185.0 million,

loans of $346.9 million for six projects, a partial credit

guarantee of $65.3 million, a political risk guarantee of

$10.0 million, and a cross-currency swap with the Philippines

of up to $200.0 million (see tables 9–12 in the Statistical

Annex). ADB's proposed loan and equity investment will

mobilize funding from other sources leveraging ADB's own

funds by 5.08 times.

Since ADB's first private sector investment in 1983, it has

approved 175 projects with a cumulative amount of $4.3 billion

inclusive of equity, loans, guarantees, complementary financing

schemes, and a cross-currency swap with a DMC. ADB's

cumulative equity and loan approvals of $2.8 billion have

catalyzed a total of $23.4 billion in funding for private sector

projects leveraging ADB's investments by a ratio of 7.3 times.

Cumulative disbursements for equity investments and loans

amounted to $1.8 billion.

As of 31 December 2004, the overall private sector exposure

amounted to $1.5 billion and consisted of $485.3 million in

equity investment, loans of $654.7 million, and guarantees of

$322.9 million. The bulk of ADB's private sector exposure is

infrastructure projects with a total of $746.9 million in

exposure, followed by investment funds and financial

institutions at $582.1 million, with the balance accounted for

by other sectors at $133.9 million.

The outstanding private sector exposures are interventions

largely to India (16.7%), Sri Lanka (14.3%), Bangladesh

(13.4%), PRC (10.6%), and Thailand (10.4%). Regional projects

account for roughly 13.2% of total exposure.

During the year, ADB actively sought the full and partial

divestments of equity shareholdings in 21 project companies,

freeing up $18.2 million of capital for new investments. Loan

repayments, including prepayments, amounted to $82.2 million

at the end of the year. Total disbursements during the year

amounted to $151.1 million.

As a matter of good risk management, ADB sets aside a general

provision of 8% of the total outstanding healthy portfolio,

excluding projects with specific provisions and investments that

are marked-to-market. The general provision as of 31 December

2004 was approximately $44.5 million with the total specific

provision at $89.8 million. The loss reserve ratio as a percentage

of total outstanding portfolio was at 16.7%.

ADB recorded revenues of $67.7 million during the year from

its private sector operations. Approximately $31.3 million were

realized capital gains, including recoveries from a total of

21 projects sold/redeemed fully or partially. Cash dividends

received from various projects amounted to $10.5 million.

Interest income was recorded at $23.2 million in 2004. Fees

and other income from loans were at $2.7 million at the end

of 2004.

ENDNOTES
1 Renamed Integrity Division effective December 2004.
2 One member of the committee submitted a minority view that the Board should “consider” rather than “approve” the recommendations.
3 Triple-A credit rating is the highest rating given by credit rating agencies such as Moody’s Investors Service and Standard and Poor’s and is assigned to entities that

offer exceptional financial security and have the smallest degree of risk.
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