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EXECUTIVE SUMMARY 
 
1. The Asian Development Bank (ADB) adopted its supplementary financing policy in 1973 
to meet cost overruns and close financing gaps in projects. The policy was revised in 1983, 
1988, and 2005. These revisions were designed to make supplementary financing more 
accessible for projects that remain technically feasible, economically viable, and financially 
sound, and that are government priorities.  
 
2. The 2005 revision introduced three major changes. First, it reduced the excessive 
number of restrictions on accessing supplementary financing. Second, it expanded the scope of 
supplementary financing. For the first time, the policy permitted supplementary financing to 
expand operations that were performing well. Third, it simplified business processes. These 
changes aimed to increase the relevance of supplementary financing, extend support to 
operations that were performing well, cut processing time to about three months, and reduce 
cost underruns and loan cancellations (some of which had been due to difficulties in accessing 
supplementary financing). The 2005 revision led to an increase in the use of supplementary 
financing. Easier access to supplementary financing may have contributed to fewer loan 
cancellations observed during 2005-2010.  
 
3. The reform process remains incomplete, however. First, all supplementary financing 
loans from 2005 to 2009 were for projects that had incurred cost overruns. No project used 
supplementary financing to expand operations that were performing well. Second, the 
processing time for supplementary financing is similar to or exceeds that of new loans. There is 
great potential for using supplementary financing to support projects that are performing well and to 
reduce transaction costs. At the World Bank, for example, additional financing has become a 
major development financing instrument. In 2009, additional financing accounted for about one 
third of the number of total World Bank investment loans, and about 70% of these were to 
expand successful operations.    
 
4. This policy review seeks to build on the reforms initiated in 2005, and to strengthen the 
role of supplementary financing as an efficient instrument for enhancing development 
effectiveness. It proposes that "supplementary financing" be renamed "additional financing." 
The recommendations fall into four broad categories.    
 
5. Supporting projects that are performing well. Additional financing will support 
projects that are performing well.  

 
(i) It will enable ADB to strengthen these projects by scaling them up and 

changing their scope.  
(ii) A simple business processes will be applied to additional financing for projects 

that are performing well.  
(iii) The restrictions on the amount, duration, and number of provisions will not 

apply to additional financing for projects that are performing well.  
 
6. The performance of a project will be measured by (i) the delivery of expected outputs;  
(ii) satisfactory implementation progress; (iii) satisfactory compliance with safeguard policy 
requirements; (iv) successful management of risks; and (v) a rating of highly satisfactory or 
satisfactory in the project performance ratings (PPR). 
 
7. Meeting cost overruns and financing gaps. ADB’s supplementary financing policies 
since 1973 have contained procedures for providing additional financing for projects facing cost 
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overruns and financing gaps. This need continues to exist and the proposed additional financing 
policy will retain these procedures. However, the new policy will differentiate between cost 
overruns due to exogenous reasons and those due to design and implementation problems; and 
between projects that are performing well and those that are not.  
 

(i) A simple business processes will be applied to projects that face cost 
overruns but are performing well.   

(ii) For a project that faces cost overruns and is not performing well, additional 
financing will only be considered on a case-by-case basis when an operations 
department decides that the benefits of providing additional financing to 
complete or restructure the project outweigh those of cancelling or scaling 
down the project; and that the risks hindering project performance have been 
addressed. A strict review and quality assurance process will apply.   

(iii) Additional financing for all projects with cost overruns and financing gaps 
should be completed within three years of the current loan closing date.  

 
8. Linking with related policies and procedures. The additional financing policy will be 
linked to policies on emergency assistance, cofinancing, and changes of scope.  
 

(i) Additional financing may be provided to ongoing non-emergency projects in 
the wake of an emergency. The operations department will propose for Board 
consideration either that only the additional financing will service as 
emergency assistance, or that part or all of an ongoing project will also be 
converted into an emergency assistance. The link between an ongoing project 
and emergency assistance will increase the options available to ADB so it can 
respond quickly and effectively to an emergency.  

(ii) ADB administered cofinancing can be used as a source of additional financing. 
In line with the current practice, simple procedures and approval by the Board 
on a no objection basis may be used. Administration of cofinancing up to an 
amount equal to 15% of the original loan amount may be approved by 
Management. 

(iii) Changes in scope that do not result in additional financing will follow the 
relevant project administration instructions.  

 
9. Using independent financial terms and conditions. To enable developing member 
countries to benefit from the full grace period, they can choose whether or not to synchronize 
the repayment schedules of additional financing loans with those of the original loans. 
 
10. These measures will enable ADB to reduce the processing time and the incremental 
costs of repetitive processes for projects that are performing well, improve services to 
developing member countries, harmonize ADB's financing policy with those of its development 
partners, and contribute to ADB's shift towards programmatic and results-focused operations. 
 
 



 

I. INTRODUCTION 
 
1. A report by a working group on loan delivery,1 approved by the President in November 
2009, identified a need to review the Asian Development Bank (ADB) policy on supplementary 
financing to reduce transaction costs and improve development results. This coincided with the 
recommendation in the 2005 supplementary financing policy to carry out a review after five 
years of policy approval.2   
 
2. This paper draws on the experiences of ADB and its development partners and seeks to 
improve the role of supplementary financing in supporting projects that are performing well, 
reducing transaction costs, and enhancing development effectiveness. It describes the evolving 
policy framework and experience of supplementary financing, discusses the current ADB policy, 
and provides recommendations.3 
 

II. EVOLVING POLICY FRAMEWORK  
 
A. Experience from 1973 to 2005 
 
3. Adoption of the policy in 1973. ADB adopted its supplementary financing policy in 
1973 4  to finance cost overruns due to currency realignment or inflation. Provision of 
supplementary loans would be considered on a case-by-case basis (i) if the project remained 
technically feasible, economically viable, and financially sound, and was still accorded high 
priority by the government; (ii) if the borrower did not have its own resources to finance the cost 
overrun and could not obtain financing from other sources on reasonable terms; and (iii) if the 
possibility of reducing the project scope or changing the design standards was either 
undesirable or not feasible. The policy made it clear that the financing would cover only factors 
beyond the control of the developing member country (DMC). Furthermore, the financing would 
cover only the foreign exchange component of projects. From 1973 to 1983, ADB provided 27 
supplementary financing projects amounting to $264.65 million to 12 DMCs. The Fifth Review of 
Post Evaluation Reports6 assessed 19 projects and found that 16 of these had experienced 
substantial cost overruns, averaging 66% over the appraisal estimates. However, only two of 
these projects received supplementary loans. The report pointed out that ADB's restrictive 
approach may have imposed an additional burden on DMCs and exacerbated delays and cost 
overruns.  

                                                
1   ADB. 2009. Better and Faster Loan Delivery: Report of the Loan Delivery Working Group. Manila. 
2
  ADB. 2005. A Review of the Policy on Supplementary Financing: Addressing Challenges and Broader Needs. 

Manila. para. 91.  
3
  The focal group members and alternative members nominated by departments for this policy review included C. 

Buentjen, Principal Country Specialist, Philippine Country Office; H. Carlsson, Lead Professional (Project 
Performance Management), South Asia Department; O. Domagas, Financial Control Specialist, Controller’s 
Department; M. Elerud, Principal Operations Coordination Specialist, Private Sector Operations Department 
(PSOD); Y. M. Elhan-Kayalar, Senior Economist (Public Financial Management), Central and West Asia 
Department (CWRD); R. Hiraoka, Senior Portfolio Management Specialist, SERD; R. Loi, Lead Financing 
Partnerships Specialist, Office of Cofinancing Operations (OCO); M. Manabat, Senior Investment Officer, PSOD; 
H. Masood, Head, Project Administration Unit, Pacific Department; P. Robertson, Principal Project Management 
Specialist (Project Performance), Central Operations Services Office; A. Sumbal, Economist (Public Finance), 
CWRD; S. Tumiwa, Principal Planning and Coordination Specialist, Regional and Sustainable Development 
Department; M. Zeki Kiy, Senior Financing Partnerships Specialist, (OCO). C.N. Chong was also a focal person 
while he was in COSO. 

4  ADB. 1973. Cost Overruns of Bank-Financed Projects and Supplementary Loans. Manila.  
5
  This paper uses nominal values of loan amounts.  

6
  ADB. 1982. Fifth Review of Post Evaluation Reports. Manila.  
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4. Review in 1983. This review7 opened up supplementary financing to local currency 
components of projects. The policy was restrictive and intended to impose discipline to contain 
cost overruns. It was successful in this. The number of supplementary loans declined sharply, 
with only four supplementary financing projects being processed from 1984 to 1987.   
 
5. Review in 1988. This review 8  introduced some flexibility in response to DMCs' 
complaints that the rules governing supplementary financing were too restrictive. The policy 
noted that the search for alternative financing should not cause further implementation delays 
and exacerbate cost overruns. The revision confirmed the purpose of supplementary financing 
as a corrective and limited measure for dealing with cost overruns.     
 
6. Review in 2005. This review was underpinned by ADB's strategic shift toward 
programmatic, flexible, and results-oriented approaches to operations. It introduced three 
significant changes. First, it reduced the excessive number of restrictions. It made the 
requirement of reducing project scope or changing design standards in the face of cost overruns 
an option rather than a requirement. It also eliminated the mandatory requirement of making 
every effort to search for alternative financing before requesting ADB supplementary financing. 
Second, it expanded the scope of supplementary financing. For the first time, the policy 
permitted such financing to be used to fund changes in scope and to expand operations that 
were performing well. Third, it simplified business processes, allowing loan negotiations through 
electronic communications, retaining summary procedure for Board approval, and simplifying 
documentation. Due diligence requirements were clarified. For example, only financial due 
diligence would be required for a project encountering a shortage of financing because of 
changes in contributions from the financing parties, while much broader due diligence would be 
required for a project whose scale or scope was to be expanded.   
 
7. These changes aimed to increase the relevance of supplementary financing, expand its 
role beyond just meeting cost overruns, and reduce processing time to about 3 months 
(compared with about 15 months for new loans). Another objective was to reduce cost 
underruns and loan cancellations, which had become prevalent since the mid-1980s, coinciding 
with the decline in the use of supplementary financing. Partly because of difficulties in accessing 
supplementary financing, staff tended to estimate costs too cautiously, which contributed to the 
number of cost underruns. Between 1988 and 2004, 78.4% of closed loans involved cost 
underruns, and cancellations averaged 17.7% of the total principal loan amount. 
 
B. Experience Since 2005 

 
1. Relevance  

 
8. The relevance of supplementary financing has increased. From 2005 to 2009, ADB 
approved 15 supplementary finance loans. The average number of loans per year increased to 
3.0, compared with 0.6 from 1988 to 2004 (Table 1). The amount from 2005 to 2009 was $610.7 
million, an average of $122.1 million per year, more than 10 times the average of $8.3 million 
per year from 1988 to 2004. Some relatively large loans were processed. For example, the $100 
million India National Highway Corridor project approved on 30 June 20099 was the largest 
supplementary loan to date.    

                                                
7
  ADB. 1983. Review of Bank Policy on Supplementary Financing of Cost Overruns of Bank-Financed Projects. 

Manila.  
8
  ADB. 1988. Review of Bank Policy on Supplementary Financing of Cost Overruns of Bank-Financed Projects. 

Manila. 
9
  ADB. 2009. Proposed Supplementary Loan National Highway Corridor (Sector) I Project (India). Manila. 
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9. From 2005 to 2009, supplementary financing loans were concentrated in infrastructure, 
especially transport and communications, and water supply, sanitation, and waste management. 
Ordinary capital resources (OCR) provided 73% of the total supplementary financing loan 
amount, and 53% of the supplementary loan number. Group B10 countries have been the major 
recipients (83% of the total amount and 73% of the number of loans). Appendix 1 provides 
details on supplementary financing loans from 2005 to 2009.  
 

Table 1. Supplementary Financing Number and Amount  
Year Total 

No. of 
SF 
Loans 

Total No. 
of SF 
Projects 

Total 
Amount 
of SF  
($ million) 

Annual 
Average 
No. of SF 
Loans 

Annual 
Average 
SF 
Amount 
($ million) 

SF as % of 
Total Loan 
Number

b
 

SF as % of 
Total Loan 
Amount

c
 

1973–
1982

a
 

 
27 

 
26 

 
264.5 

 
2.7 

 
26.4 

 
5.4 

 
2.5 

1983–1987 5 5 79.4 1.0 15.9 1.9 0.8 
1988–2004 10 10 140.4 0.6 8.3 0.7 0.2 
2005–2009 15 13 610.7 3.0 122.1 3.2 1.3 
1973–2009 57 54 1094.9 1.5 29.6 2.2 0.7 
a
 The periods correspond to the policy review intervals. 

b 
The numerator is the number of SF loans, and the 

denominator is the number of all loans approved by ADB. 
c 

The numerator is the amount of SF loans, and the 
denominator is the total amount of all loans approved by ADB.  
No. = number, SF = supplementary financing.  
Source: Loan and grant financial information system, Asian Development Bank. 

 
2. Operational Features  

 
10. Reasons for supplementary financing. Although the 2005 policy allowed for the use of 
supplementary financing to expand projects that were performing well, no projects used 
supplementary financing for this purpose from 2005 to 2009. Cost overruns remained the major 
reason for supplementary financing, accounting for nearly 90% of the reasons (Table 2).  
 

Table 2: Reasons for Using Supplementary Financing (% of total) 
 Cost Overrun  

Change 
in 
Scope 
and/or  
Design 

 
Expanding 
Operations 
That Are 
Performing 
Well 

Year Price 
Increase 
or 
Inflation 

Currency 
Movement 

Increase 
in Taxes 
and/or 
Duties 

Delays in 
Implementation 

Under-
estimate 
of Cost 

1973–1982 45.5 29.5 0.0 15.9 9.1 0.0 0.0 

1983-1987 16.7 25.0 0.0 16.7 25.0 16.7 0.0 

1988-2004 16.7 22.2 0.0 11.1 5.6 44.4 0.0 

2005–2009 29.7 18.9 5.4 16.2 18.9 10.8 0.0 

1973–2009 32.4 24.3 1.8 15.3 13.5 12.6 0.0 

Source: Reports and recommendations of the President. Note: The numerator is the number of a specific reason for 
using supplementary financing, and the denominator is the total number of all the reasons.  

 
11. The reasons for the supplementary financing within the cost overrun category included 
price increases, currency realignment, delays in project implementation, and underestimation of 

                                                
10

  Group A countries are eligible to receive only Asian Development Fund (ADF) financing; group B countries are 
eligible to receive both OCR and ADF financing; and group C countries are eligible to receive only OCR  financing.  
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costs. Delays in implementation and underestimation of costs accounted for over a third of cost 
overruns from 2005 to 2009. Changes in project scope and/or design were responsible for 
10.8% of cost overruns. In most cases, a combination of two or more factors contributed to cost 
overruns. The distribution of the reasons in the period 2005–2009 was similar to that in earlier 
periods. However, cost overruns due to delays in implementation and underestimation of costs 
increased by about 18.4 percentage points from 1988–2004 to 2005–2009.    
 
12. Cost overruns and cost underruns. Cost overruns have been significant. 11  The 
average supplementary loan size in 2005–2009 was $44.6 million, over four times the  
$11.5 million average in 1973–2004. Supplementary loans as a share of the original loans 
remained substantial at 45.2% in 2005–2009, although still lower than the 51.9% in 1973–2004. 
This was because the size of ADB’s original loans increased more rapidly than the size of 
supplementary loans. Before 2005, some supplementary loans exceeded the original loan sizes, 
but the maximum share was capped at 100% under the 2005 policy.  
 
13. One objective of the 2005 policy was to reduce the excessive number of restrictions on 
supplementary financing and thereby reduce overly conservative cost estimations in the original 
loan proposals, leading to loan cancellations. Cost underruns have decreased. The number of 
projects involving cost underruns declined from an annual average of 78.4% in 1988–2004 to 
68.6% in 2005–2009, and the amount of loan cancellations was reduced from 17.7% of the total 
principal amount of closed loans to 13.4% over the same period (Table 3). This suggests that 
the 2005 policy may have been effective in supporting more realistic cost estimations.12 Cost 
underruns and loan cancellations create opportunity costs and unnecessary commitment 
charges for DMCs, and waste ADB's scarce staff and financial resources in processing and 
implementation. The reduction in cancellations is therefore a positive development.  
 

Table 3: Cost Underruns and Loan Cancellations 
(% of total) 

Period*  Projects with  
Cost Underruns 

 

Cancellations in Closed Loans 

 No. 
 

As % of Total Closed 
Loans 

Annual Average Amount 
($million) 

As % of Total 
Principal Loan 
Amount 

1973–1982 138 58.2 24.7 9.8 

1983–1987 179 83.6 252.1 20.6 

1988–2004 863 78.4 717.3 17.7 

2005–2009 258 68.6 805.0 13.4 

1973–2009 1,438 74.6 472.3 16.4 

*The periods correspond to the policy review intervals. 
Source: Loan and grant financial information system, Asian Development Bank 

  

 
14. Processing time. The processing time for supplementary financing ranges from 9 to 24 
months (the average time for new loans is about 15 months). Despite some simplifications, the 
processing steps of supplementary financing loans remain largely the same as those for new 
loans. Supplementary financing loans are scrutinized more carefully than new loans because of 
the negative perceptions about cost overruns (see Section III). The process for a supplementary 
loan is similar to that for new loans and may be more time-intensive.      

                                                
11

 The average amount of supplementary financing is used as a proxy for cost overruns. The source of the 
information is the loan and grant financial information system, Asian Development Bank. 

12
  Ascertaining the factors behind the decrease in cost underruns requires a detailed study.    
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15. Performance of supplementary loans. All the supplementary loans approved after 
2005 are still active and no project completion reports 13  (PCRs) or project performance 
evaluation reports (PPERs) have been prepared. For the 34 supplementary projects closed and 
rated since 1973, 76.4% were rated successful or highly successful; 17.6% partly successful; 
and only 2 projects (5.9%) were rated unsuccessful. These ratings are on a par with, if not 
better than, the vast majority of projects without supplementary financing, 69.2% of which were 
rated successful or highly successful, 22.3% partly successful, and 8.6% unsuccessful (Table 4). 
Using supplementary financing has not led to worse results.    
 

Table 4: Ratings in Project Completion Reports and Project Performance Evaluation 
Reports, Original and Supplementary Projects, 1973–2009 

Ratings Projects with SF Loans 
  

Projects without SF Loans 
 

 No. % of Total No.  No. 
 

% of Total No. 

Highly successful 1 2.9 24 8.2 

Successful 25 73.5 178 61.0 

Partly successful 6 17.6 65 22.3 

Unsuccessful 2 5.9 25 8.6 

Total 34 100.0 292 100.0 

No =  number, SF = supplementary financing. 
Source: Loan and grant financial information system, Asian Development Bank.  

 
3. Summary of ADB and World Bank Experience Since 2005  

 
16. Since 2005, supplementary financing has become more relevant for projects facing cost 
overruns. Easier access to supplementary financing may have contributed to more realistic cost 
estimates and a reduction in cost underruns. Loan cancellations have been reduced since 2005. 
However, the results-focused reforms initiated in 2005 need to be continued. Supplementary 
financing accounted for 1.3% of total lending from 2005 to 2009 in size and 3.2% in number of 
loans. No supplementary financing was used to scale up projects that were performing well 
between 2005 and 2009. The processing time for supplementary financing is similar to or 
exceeds that for new loans. Thus the two key objectives of the 2005 review, enabling 
supplementary financing to scale up operations that were performing well and reducing 
transaction costs, remain to be fulfilled.   
 
17. The experience of the World Bank demonstrates the potential of supplementary 
financing to enhance development effectiveness (Appendix 2). Before 2005, the World Bank's 
supplemental financing policy was similar to that of ADB, and the World Bank had very few 
supplemental loans. In 2005, the World Bank replaced “supplemental financing” with “additional 
financing,”14 and broadened its scope from financing cost overruns to expanding successful 
projects and changing scope. Additional financing has evolved into a major development 
financing instrument for the World Bank. In 2006–2008, additional financing funded $4.6 billion 
of investment lending through 144 operations in both infrastructure and social sectors, 
accounting for 24% of the number of loans and 11% of the lending volume.15 The number of 
additional financing projects doubled from 144 by 2008 to about 290 by 2009, partly in 

                                                
13

  Only one PCR is required for the original project and any supplementary financing.   
14

  World Bank. 2005. Additional Financing: Responding to New Needs. Washington DC. 
15

   World Bank. 2009. Additional Financing: Responding to New Needs - Progress Report. Washington DC. 
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response to the financial crisis. Additional financing accounted for 35% of the number of 
investment projects and 14% of the volume in 2009. Scaling up successful operations 
accounted for nearly 70% of total additional financing. Operations were processed on average in 
4 months, at a fraction of the cost of new projects. Significant time and cost savings have been 
achieved by having fewer mandated procedures and reviews, simpler documentation requirements, 
and, most importantly, the use of assessments and preparatory work done for the original operation. 
About 95% of additional financing projects were rated satisfactory or better. The World Bank’s 
experience shows that there is substantial potential for using supplementary financing to expand 
successful operations efficiently without compromising project quality.   
 

III. ISSUES 
 
18. This section analyzes issues that may have constrained supplementary financing in 
scaling up projects that were performing well and reducing transaction costs.  
 
A. Policy Focus 
 
19. Until 2005, ADB's policy discouraged the use of supplementary financing. The 
underlying thinking was that ADB should not provide easy access to supplementary financing 
and reduce the incentives for careful project formulation and expeditious implementation. From 
this premise, it followed that ADB should be restrictive in providing supplementary funding. This 
objective was achieved and there was little supplementary financing from 1983 to 2005. 
 
20. The 2005 policy revision emphasized reducing the number of excessive restrictions on 
providing financing to projects incurring cost overruns, but not enough emphasis was placed on 
expanding projects that were performing well. Interviews with team leaders indicated that there 
is little awareness that supplementary financing can be used to expand projects that are 
performing well. Consultations with DMCs confirmed that the full scope of supplementary 
financing was not well understood. Supplementary financing is still perceived to be for bridging 
cost overruns. The insufficient policy emphasis on expanding projects that were performing well 
contributed to the lack of awareness by both staff and DMCs, which in turn contributed to the 
absence of using supplementary financing for this purpose. Clear policy messages, coupled 
with effective dissemination, within and beyond ADB, must be an integral part of policy and 
business process changes. The supplementary appendix summarizes the key points and 
questions from external and internal consultations on the 2005 supplementary financing policy.  
 
B. Uniform Approach for Projects That Are Performing Well and Facing Cost 

Overruns  
 
21. The current policy uses the same approach for supplementary financing to expand 
operations that are performing well and supplementary financing to address cost overruns. This 
lack of distinction has led to a perception that supplementary financing is only for projects with 
design and implementation problems. This negative perception was noted by a special 
evaluation study,16 which found that two-thirds of staff felt that there was a stigma in seeking 
supplementary loans because of cost overruns. Interviews with staff indicate that this negative 
perception continues to this day.  
 
22. All supplementary financing loans since 2005 have supported cost overruns. A  
significant proportion of such projects suffered from an original underestimation of costs and 

                                                
16

  ADB. 2004. Special Evaluation Study on Project Cost Estimates. Manila. 
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implementation delays, which reinforced this negative perception.. Data from 2005 to 2009 
reveal that, although the need for supplementary financing is often caused by external factors 
such as large exchange rate movements and inflation, 35.1% of projects incurred cost overruns 
at least partly because of implementation delays and underestimations of costs. Exchange rate 
and price movements intertwine with design and implementation problems. Because processing 
supplementary financing is often a discouraging experience, the special evaluation study found 
that staff have tended to estimate costs cautiously in the original project proposals, which has 
contributed to the cost underruns since the mid-1980s, coinciding with the decline in 
supplementary financing. Cost underruns undermine the economy and efficiency in utilizing 
DMC and ADB resources. The 2005 policy reduced excessive restrictions on supplementary 
financing to support realistic cost estimates.  
 
23. Negative perceptions may have contributed to a more prolonged review process within 
ADB. Furthermore, the processing steps for supplementary financing projects remain largely the 
same as for new loans. These two aspects hindered the attempt in the 2005 policy to increase 
efficiency. Reorienting supplementary financing so it is seen as primarily for projects that are 
performing well is the key to improving perceptions and to making business processes more 
efficient. PCRs and PPERs show that the quality of projects with supplementary financing has 
not been inferior to those without such financing, with 76.4% of such projects rated successful 
or highly successful. This demonstrates that the quality of most projects remains sound, even if 
some experience design and implementation problems at some stages.  
 
24. While negative perceptions of projects that are performing poorly are justified and can 
actually strengthen the discipline for project design and implementation, this will not benefit the 
expansion of operations that are performing well. The objective of providing additional finance to 
expand projects that are performing well is very different from that of providing supplementary 
finance to salvage projects that are subject to cost overruns and design and implementation 
problems. There is a need to distinguish clearly between these two aspects to establish the 
foundation for the introduction of a simple process for operations that are performing well.    
 
C. Process and Documentation  
 
25. The 2005 policy simplified the business process for supplementary financing. For 
example, due diligence is to be focused on relevant aspects, and no safeguard analysis and 
measures are required for projects with cost overruns but without any changes in scope or scale. 
Summary procedure for Board approval may apply and electronic communications can be used 
for loan negotiations. However, even with these simplifications, the processing steps and 
documentation for supplementary financing and new loans remain largely the same, so time 
savings have been limited. Furthermore, supplementary financing is often subject to a stringent 
review process because of the negative perceptions of such financing. There is reluctance at 
every level to process supplementary financing projects. These perception and performance 
issues mean that, while the 2005 revision anticipated that it would take 3 months to process a 
supplementary loan, the actual time ranges from 9 to 24 months. Processing costs are similar to 
those for new loans, compared with 25%–50% of the cost of new loans anticipated by the policy.  
 
26. There is scope to simplify further the processes and documentation for supplementary 
financing for projects that are performing well. As part of broader reforms, ADB has introduced 
streamlined business processes for loan delivery. Business processes for supplementary 
financing need to reflect the drive for efficiency under these reforms. Business process reform 
will not be successful unless supplementary financing is altered from being a corrective tool for 
cost overruns to an active instrument for expanding projects that were performing well.    
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D. Operational Restrictions  
 
27. The 2005 policy contains three operational restrictions: 
 

(i) no more than two provisions of supplementary financial assistance may be 
provided,  

(ii) the aggregate amount of the supplementary financial assistance should not 
exceed the amount of the original financing approved by ADB,17 and 

(iii) the proposed activities should be completed within three years of the current loan 
closing date.  

 
28. These restrictions were introduced to balance the potential excessive demand for 
supplementary financing. However, these are incompatible with the other objective of the 2005 
policy, namely using supplementary financing to expand projects that are performing well. No 
new projects are subject to similar restrictions, even thought they may be more risky than 
projects with established performance track records. Having three restrictions is an 
overregulation for the expansion of projects that are performing well. For example, limiting the 
time frame for project completion can simultaneously limit the loan size. Furthermore, no 
projects required supplementary financing more than once between 1973 and 2004, even 
though the three restrictions were not in place. As each supplementary loan involves careful due 
diligence and reviews, the restrictions would be redundant, at least in the cases where the 
projects are performing well.   
 
E. Synchronization of Repayment Schedules  

29. The repayment schedules of the supplementary and original loans are generally 
synchronized,18 which reduces the supplementary financing loan grace period for DMCs. As 
supplementary loans are considered new loans whose financial terms are independent from the 
original loans, it is more appropriate to let DMCs have the choice of whether to synchronize the 
supplementary financing repayment schedule with the original loan.   
 
F. Linking with Related Policies and Procedures  

30. Connection between emergency and supplementary financing loans. There is a 
disconnection between the instruments in the emergency and supplementary financing policies, 
restricting the tools available during emergencies. For example, additional financing for 
emergency assistance cannot be provided to an ongoing non-emergency project in an 
emergency area, therefore new projects have to be processed. As it generally takes at least a 
year for a new project to take off, this limits the rapid provision of emergency assistance. 
Establishing a link between emergency and ongoing loans will provide much needed flexibility to 
enable ADB to respond quickly and effectively. At the World Bank, additional financing is the 
most commonly used instrument for emergency support.   

                                                
17

 For private sector operations, supplementary financing assistance should not lead to the prescribed investment and 
exposure limits being exceeded. 

18
 The 1983 and 1988 policies specified how the terms of supplementary loans are determined. Generally, interest 
and other charges are the same as those for a new loan at the time of approval of the supplementary loan, and 
repayments of the supplementary loan are synchronized with those of the original loan to the extent possible. The 
2005 policy stated that these terms may continue to apply. Although the use of the word “may” in the 2005 policy 
indicates a more flexible approach, the general policy direction is still that the repayment schedule should be 
synchronized.  
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31. Cofinancing as supplementary financing. Currently, only ADB financing can be used 
as the financing source for supplementary financing. This creates two problems. First, it limits 
the financial resources for supplementary financing. Second, when cofinancing is available for 
an ongoing project, no clear processing steps have been defined. Project teams search for 
appropriate procedures in each case, leading to a loss of time and inconsistency of 
documentation and procedures.  
 
32. Consistency between additional financing and changes in scope. The demarcation 
between supplementary financing and changes of scope has been vague. Practice has been 
inconsistent and there have been instances where changes in project scope that result in 
additional funding have followed the rules on changes in project scope and implementation 
under the prevailing Project Administration Manual (PAI), rather than the supplementary 
financing policy.  
 
G. Summary  

 
33. The 2005 policy simplified the requirements for accessing supplementary financing and 
expanded its scope. However, a combination of an emphasis on cost overruns, operational 
restrictions, and lack of awareness has constrained the use of supplementary financing as a tool 
for scaling up projects that were performing well. Supplementary financing is exclusively used 
for cost overruns. Further policy changes are needed to transform supplementary financing into 
a responsive and effective tool for enhancing development results.    
 

IV. FROM SUPPLEMENTARY FINANCING TO ADDITIONAL FINANCING 
 
34. This review builds on reforms initiated in 2005 by reorienting supplementary financing 
into an efficient instrument for scaling up projects that are performing well. The objectives of the 
review are to enlarge the range of ADB's financing instruments, improve its services to DMCs, 
enable it to increase the speed of processing, reduce the incremental costs of repetitive 
processes, expand development results from ongoing projects that are performing well, 
harmonize ADB's financing policy with those of its development partners, and contribute to 
ADB’s move toward programmatic and results-focused operations. It is proposed that 
“supplementary financing” be renamed "additional financing."  
 
35. Additional financing will retain important aspects of the supplementary financing policy 
as it: 
 

(i) will only support projects that remain technically feasible, economically viable, and 
financially sound and that are accorded high priority by the government;  

(ii) can be used to finance cost overruns, change of project scope, scaling up of 
operations that were performing well,19 or a combination of these;  

(iii) will have financial terms that are determined independently of the terms of the 
original financing; 

(iv) may be provided either in the form of new financial assistance or by reallocating 
unutilized loan proceeds from ongoing loans to the same borrower; 

(v) may apply to both sovereign and nonsovereign transactions; and 
(vi) will determine the due diligence requirements according to the nature of a project.  

                                                
19

 This can include replicating projects outside their original areas.  
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(vii) Upon completion of the project, a single PCR will be prepared, covering the original 
and additional financing of the project. 

 
36. The policy review will also introduce changes to clarify the policy, streamline processes, 
and reduce operations restrictions. It will distinguish between additional financing for scaling up 
operations that are performing well and financing to meet cost overruns.  
 
37. In line with the 2005 supplementary financing policy, additional financing can be applied 
to all forms of public and private sector investment operations; for example, stand-alone 
investment projects, project components of sector lending, investment components of sector 
development programs, disaster and emergency assistance, technical assistance loans, ADF 
grants, equity investments, guarantees, and MFFs.20    
 
38. Appendix 3 compares the proposed additional financing policy with the 2005 
supplementary financing policy and the World Bank’s additional financing policy.  
 
A. Scaling up and Modifying  Projects That Are Performing Well 
 

1. Rationale 
 

39. This paper proposes to reorient the focus of additional financing toward scaling up and 
deepening operations that are performing well. If ADB is unable to scale up these projects 
simply and quickly, it will miss opportunities to expand development outcomes. Additional 
financing will be a part of ADB's programmatic lending instruments, along with program clusters, 
sector lending, sector development programs, multitranche financing facilities (MFFs), and the 
refinancing facility (Appendix 4).   
 

2. Policy Focus 
 

40. Additional financing will support scaling up of operations that are performing well; for 
example, if a project can easily be extended to cover additional geographic areas or beneficiary 
groups, or if the demand and absorptive capacity of existing beneficiaries prove greater than 
anticipated. It can also be used to support changes in project scope, or modifications, of 
projects that are performing well; 21  for example, to accommodate changed project 
implementation conditions or to reflect experience gained and lessons learned. Such an 
expansion or change of scope should be consistent with the government’s priorities, the 
development objectives22 of the project, and the country partnership strategy (CPS).    

                                                
20

 The 2008 policy on the multitranche financing facility states that: "Any portion of the facility amount may be applied 
to provide supplementary financing of purely price or financing arrangement changes in prior ADB interventions in 
the same sector. The likely requirement for such supplementary financing should be included in the assessments 
leading to the preparation of the MFF road map with respect to the quality of existing and future assets. This is the 
most limited type of supplementary financing provided by ADB and its inclusion within the MFF modality would be 
consistent with, and, indeed leverage off the programmatic orientation of the MFF. Of course, in addition to MFF 
processing requirements, the appraisal procedures for this type of supplementary financing set forth in ADB's 
Policy on Supplementary Financing must also be satisfied" (ADB. 2008. Mainstreaming the Multitranche Financing 
Facility. Manila. p. 18, para. 78). The current proposal is consistent with this thrust. The need for additional 

financing will only arise when the funding requirements from ADB exceed the original allocation to the overall 
facility. Board approval will be required for additional financing beyond the overall allocation of an MFF.  

21
 There may be cases where additional financing is required to change the scope of a project that is not performing 
well, i.e., to restructure a project. A strict business process will be followed.   

22
 This includes either the original objectives or revised objectives as part of operation restructuring to align with the 
current country partnership strategy. 
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41. The following measures will be used to determine whether a project is performing well:  
(i) the delivery of expected outputs; (ii) satisfactory implementation progress; (iii) satisfactory 
compliance with safeguard policy requirements; (iv) successful management of risks; and (v) a 
rating of highly satisfactory or satisfactory in the project performance ratings (PPR).23  The 
performance of a project will be evaluated by the operations department, and reviewed through 
cross-departmental and sector peer reviews. While it is understood that projects may 
experience problems, these should have been addressed and the project should have been 
performing well for a reasonable period of time before the approval of additional financing. 
Focusing on projects that are performing well will address the perception problems surrounding 
supplementary financing. 
 

3. Operational Restrictions  
 
42. The three restrictions in the current policy (para. 27) will not be applied to additional 
financing that expands the scale and changes the scope of projects that are performing well.24  

 
4.  Business Processes 

 
43. A project with a good track record has fewer risks than a new project and this justifies 
the use of more streamlined processes and a reduction in documentation. A simpler and 
speedier approach is consistent with good quality as it will free up more time and resources for 
due diligence and implementation. More streamlined business processes will apply to additional 
financing for projects that are performing well.  
 
44. The scope of due diligence will depend on the nature of the project. Consistent with the 
2005 policy, when additional financing is required to fund an expansion in scale or changes in 
scope, due diligence will involve technical, economic, financial, safeguard, capacity, social and 
poverty aspects for the added and/or changed components. To maximize efficiency, the due 
diligence should make use of the work done under the existing loans by retaining, revising, and 
updating the assessments, frameworks, plans, and implementation structure and capacity as 
appropriate. Developing new assessments, frameworks, plans, implementation structure and 
capacity, and other related work may be necessary in some cases. Safeguard due diligence 
requirements for project expansion and changes of scope should comply with the Safeguard 
Policy Statement (2009).  
 
45. ADB should give priority to additional financing projects whose feasibility and detailed 
engineering designs are ready and meet other project readiness criteria. Additional financing 
should be used as an opportunity to enhance development results. It should also encourage 
innovations through its ability to change project scope and pilot innovative operations. In the 
project classification of additional financing projects, sectors, thematic areas, and safeguards 
should generally be the same as those in the original loans, grants, or cofinancing. However, 
additional financing can refine these and differences may be introduced.  
 

                                                
23

 The PPR system is currently being revised and improved. The policy and Operations Manual section on the 
definition of projects that are performing well and other related aspects of additional financing will be adjusted to 
ensure consistency with the revised PPR system in the future. This may include the case where the ratings in the 
PPR itself will be sufficient to serve as the criteria for judging the performance of projects. The relevant Operations 
Manual sections may be updated to reflect this change in due course without necessarily changing the policy.  

24
 Appropriate restriction can be considered for additional financing for projects with cost overruns and financing 
gaps. 
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B. Meeting Cost Overruns and Financing Gaps 
 

1. Reasons for Cost Overruns and Financing Gaps 
 
46. Since 1973, ADB’s supplementary financing policies have covered the provision of 
additional financing for projects facing cost overruns and financing gaps. The need to provide 
additional financing for such projects continues to exist. If additional financing is delayed or not 
provided, this can lead to large sunk costs and a waste of DMC and ADB resources, and may 
hamper the achievements of development results. The additional financing policy will cover the 
provision of additional financing to projects encountering or are expected to face cost overruns 
and financing gaps. 
 
47. When a project’s scope and size remain unchanged, cost overruns can be caused by:  
 

(i) price increases of specific inputs or overall inflation;  
(ii) currency movements;  
(iii) increases in taxes and/or duties;  
(iv) underestimation of cost; and  
(v) delays and other implementation problems.  

 
48. The first three of these reasons are beyond the control of the project and are thus 
exogenous factors. For example, significant commodity price increases and domestic currency 
appreciation can plunge a project that is performing well into cost overruns. Although there are 
funds allocated for contingencies, they are about 10%–15% of the project costs, which may not 
be sufficient.  
 
49. Cost overruns can also be caused by an underestimation of costs or implementation 
problems. Such factors need to be minimized as they often lead to poor project performance. 
Underperforming projects that require additional financing are generally a subset of projects 
encountering cost overruns. When a project is not performing well, ADB and the DMC evaluate 
various options. These include scaling down, cancelling, or restructuring the project. Additional 
financing can be considered where the benefits of restructuring and/or completing the projects 
outweigh those offered by other options. 
 
50. Financing gaps can be caused by changes in the financing contributions from the 
original financing parties; for example, governments, sponsors, and cofinanciers. 
 

2. Business Processes  
 
51. Cost overruns. Regardless of the reasons for cost overruns or financing gaps, 
additional financing can be provided only to projects that, despite cost overruns and financing 
gaps, remain technically feasible, economically viable,25 and financially sound; are accorded 
high priority by the government; and are consistent with the project’s development objectives 
and the current CPS. The processes described below apply to projects that are facing cost 
overruns and financing gaps, or are expected to face cost overruns and financing gaps. Three 
cases are described below to explain the approaches for projects involving cost overruns. 
 

                                                
25

 The techniques of financial and economic analysis are contained in: ADB. 2003. Key Areas of Economic Analysis 
of Projects. Manila; and ADB. 1997. Guidelines for the Economic Analysis of Projects. Manila.  
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52. A project with cost overruns is performing well and the cost overruns are caused by 
exogenous factors. When applying for additional financing, the project needs to demonstrate 
that: 

 
(i) it is performing well based on the criteria described in para. 41;  
(ii) the reasons for cost overruns are exogenous and beyond the control of the 

project; and  
(iii) these factors were difficult to predict during project preparation.  

 
53. Additional financing can be provided using simple business processes for projects that 
are performing well when it has been demonstrated that these conditions have been met. 

 
54. A project with cost overruns is performing well, but the cost overruns are caused by 
design and implementation problems or by a mix of factors. The project needs to demonstrate 
that it is performing well based on the criteria described in para. 41. The design and 
implementation problems should have been overcome, and the risks threatening project 
performance should have been minimized. Additional financing can be provided using the 
simple business processes for operations that are performing well. 
 
55. A project is not performing well, regardless of the reasons for cost overruns. A project 
that is not performing well is encountering problems in one or more of these aspects: (i) 
expected outputs are not being delivered; (ii) implementation progress is unsatisfactory; (iii) 
compliance with safeguard policy requirements is unsatisfactory; (iv) management of risks 
unsuccessful; and (v) the PPR rated the project partly satisfactory or unsatisfactory.  
 
56. If the DMC and operations department decided to request additional financing to 
restructure and/or complete a project that is not performing well, the project needs to 
demonstrate that:  
 

(i) the benefits of providing additional financing to complete and/or restructure a 
project outweigh those from partial or full cancellation;26 and  

(ii) the causes that undermine the project performance have been fully addressed 
and the risk of committing more money to a failing project has been minimized. 

 
57. A strict review and quality assurance process will be applied to decide whether ADB will 
provide additional financing to a project that is not performing well. 
 
58. Financing gaps. For additional financing to meet financing gaps, a simple process will 
be applied to a project that is performing well and a strict process will be used for a project that 
is not performing well. 
 

3.  Due Diligence  
 
59. Consistent with the 2005 policy, due diligence requirements will distinguish between 
financing gaps, cost overruns, and project restructuring.  
 

                                                
26 Original investment could become a deadweight loss for lumpy projects if these remain uncompleted. Examples of 

incomplete lump investment include a missing roof of a school building, an incomplete bridge on a highway, and 
the last few miles of a transmission or distribution network. 
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(i) Financing gaps. When additional financing is provided only to financing gaps, 
only a financial analysis is needed to confirm the project's financial sustainability in 
light of the changed terms and conditions of financing.  

(ii) Cost overruns within the existing scale and scope. When additional financing 
is provided to bridge cost overruns, financial and economic analyses are required 
to confirm the project’s economic viability and financial sustainability. The causes 
of cost overruns should be analyzed and explained. 

(iii) Cost overruns and financing gaps with restructuring. Due diligence will involve 
technical, economic, financial, safeguard, capacity, social and poverty aspects for 
the restructured components. The due diligence should make use of the work 
done under the existing loans by retaining, revising, and updating the assessments, 
frameworks, plans, and implementation structure and capacity as appropriate. 
Developing new assessments, frameworks, plans, implementation structure and 
capacity, and other related work may be necessary in some cases. Safeguard due 
diligence requirements for project expansion and changes of scope should comply 
with the Safeguard Policy Statement (2009). 

 
4.  Operational Restriction 

 
60. Projects facing cost overruns and financing gaps that are provided with additional 
financing should be completed within three years of the current closing date of the original 
operation.    
 
C. Linking with Related Policies and Procedures 
 

1. Links with Emergency Assistance  
 
61. Consistent with the 2005 policy, additional financing to an ongoing emergency 
assistance will constitute a part of the overall emergency assistance and will follow the 
emergency assistance policy and procedures. Additional financing may also be provided to 
ongoing non-emergency projects in the wake of an emergency. In this case, the operations 
department will propose for Board consideration either that only the additional financing will 
constitute the emergency assistance, or that part or all of the ongoing project will be converted 
into emergency assistance.    
 
62. The link between an ongoing project and emergency assistance built through additional 
financing will increase the options available to respond to an emergency situation and support 
reconstruction. In this case, the due diligence will be focused on the suitability of using the 
ongoing project as an anchor for the emergency assistance, and the capacity of the project to 
deliver the emergency assistance. The RRP sent for Board approval will contain the financing 
terms and conditions for the additional financing and the part (or all) of the project that is to be 
converted into emergency assistance.  
 

2. Additional Financing with ADB Administered Cofinancing  
 
63. ADB administered cofinancing can be used as a source of additional financing. Thus 
additional financing may be financed by ADB OCR, Asian Development Fund (ADF) loans or 
grants, other grants, and/or cofinancing.  
 
64. Additional financing using ADB administered cofinancing needs to be efficiently 
processed. Such additional financing generally occurs in two situations. First, the cofinancing 
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was intended for the original project, but could not be included because the cofinancier was not 
able to confirm the financing when the project was approved by the Board. In this situation, the 
project team extends the scope of the original project to incorporate the additional financing 
after the Board’s approval of the original project. This generally occurs within a few months of 
the ADB loan approval. Second, a cofinancier provides funds to an ongoing project. Additional 
financing funded by cofinancing in these cases is generally caused by a mismatch of processing 
schedules between the cofinancier and ADB. In line with the current practice, simple procedures 
and documentation (through the Board approving the financing on a no objection basis) may be 
used for additional financing that uses cofinancing. As the cofinancing may be provided to a 
project which is still new, the requirement for a project to have a good track record may not 
apply. Cofinancing up to an amount equal to 15% of the original loan amount may be approved 
by Management. 
 

3. Consistency between Additional Financing and Changes in Scope  
 
65. The additional financing policy and procedures will apply only if more funding will be 
provided to a project. If there is no additional funding, the change will be regarded as a change 
in scope according to the prevailing PAIs.  
 
D. Clarifying Financing Terms and Repayment Schedule 
 
66. The terms and conditions of additional financing will be independent of those of the original 
loan(s). The repayment schedules of the additional financing loan(s) and the original loan(s) do not 
have to be synchronized. The borrower will have the option of deciding whether to synchronize the 
repayment schedules.   
 
E. Business Processes and Reporting  
 
67. Detailed business processes will be provided in the relevant Operations Manual:  section 
H5 on additional financing and section D10 on nonsovereign operations. 
 
68. A progress report on the implementation of the additional financing policy will be prepared 
three years after the policy becomes effective.   
 
F. Compliance with ADB Policies  
 
69. Projects receiving additional financing should conform to ADB policies on disclosure, 
anticorruption, cost sharing and expenditure eligibility, retroactive financing, safeguards, use of 
surplus loan proceeds, procurement, consulting services, and disbursement; existing business 
processes; and other relevant policies and procedures.  
 
G. Benefits and Risks 
 
 1. Benefits  
 
70. This review forms part of ADB's reforms for better and faster loan delivery. The 
proposals will reduce transaction costs and save time for both ADB and DMCs by building on 
projects that are performing well and taking advantage of existing designs, implementation 
capacity, due diligence, and simplified processes. It is expected that, from the second year 
when the policy becomes effective and has been explained to staff and DMCs, additional 
financing for expanding projects that are performing well can be processed in about 5 months 
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and that about 15 such projects may be processed each year. 27 Project quality will benefit from 
the extra time for implementation resulting from time savings in processing. Results-focused 
and sequential assistance will support ADB's programmatic operations, enable ADB to deepen 
its engagement with its DMCs, and benefit DMCs and ADB through economies of scale.  
 
71. Additional financing will strengthen the capacity of ADB and DMCs to design innovative 
projects. It will allow projects to start small and grow as capacity is developed and track 
records are established. The proposed changes will support realistic cost estimations and help 
address cost underruns and overruns. Additional financing will enable lessons to be learned 
from the original loans, thereby making the project design and implementation process 
dynamic and productive.  
 
 2. Risks  
 
72. Managing demand. Consultations with operations departments and DMCs have 
revealed strong interest in taking advantage of the simplicity, flexibility, and quality focus of 
additional financing. The low demand since 2005 has been partly due to a lack of awareness, 
which will be mitigated by changing the name of the instrument, developing a clear Operations 
Manual section, and intensive information dissemination. Analysis of the 2010–2012 pipelines 
shows that ADB has about 50 projects that will be proposed as subsequent phases of existing 
projects.28 These are potential candidates for additional financing loans. 
 
73. There is a risk that additional financing may lead to a reduction in the number of new 
projects. The balance between new and additional loans will need to be evaluated by DMCs and 
ADB on a case-by-case basis, focusing on maximizing development results. Resource 
allocations to projects take place at the CPS and COBP levels. Additional financing projects will 
be designed within the resource envelopes determined by the CPS and COBP, and will not alter 
allocations to countries. 
 
74. Quality assurance. Under the additional financing policy there will be separate 
decision-making processes for projects that are performing well and those that are performing 
poorly. The policy emphasizes that additional financing is mainly for projects that are performing 
well. A strict process is proposed for projects whose performance is not fully satisfactory.  
 
75. The risk of projects that are performing well at the time the additional financing is 
approved later turning out to be unsatisfactory is considered to be slight. Of the 34 post-
evaluated projects that received supplementary loans, only 6 (17.6%) were rated partly 
successful and 2 (5.9%) unsuccessful. This share is expected to reduce as additional financing 
is increasingly concentrated on operations that were performing well.   
 
H. Implementation Costs and Resource Needs 
 

76. Implementation of the additional financing policy will save processing time and costs. 
However, to make the policy effective, resources need to be allocated to disseminate the policy 
changes widely. ADB has carried out consultations during the preparation stage for the policy 
and will disseminate the policy after it has been approved, within ADB and beyond. Consultation 
and dissemination costs should not be significant.    

                                                
27

 New loans take about 15 months to process, ADB's supplementary financing loans take 9-24 months, while the 
World Bank's additional financing loans take about 4 months. 

28
 The pipeline projects are subject to changes.  
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77. Additional financing focuses on utilizing existing resources more efficiently, not on 
expanding the resource envelope. The resources available for additional financing loans will be 
determined by ADB's overall resource envelope and by CPSs. The availability of ADF loans and 
grants for additional financing will be guided by performance-based allocations and contained 
within the overall ADF allocation for a country.  
 
I. Effective Date and Transitional Period 
 
78. Upon the approval by the Board of Directors, Additional Financing: Enhancing 
Development Effectiveness will supersede the Review of the Policy on Supplementary 
Financing: Addressing Challenges and Broader Needs (2005). The additional financing policy 
shall become effective 2 months after the date of approval by the Board of Directors. Projects 
that have already completed the Management Review Meeting or Staff Review Meeting at the 
time of the effective date will be subject to the application of ADB’s Review of the Policy on 
Supplementary Financing: Addressing Challenges and Broader Needs (2005).   
 

V. RECOMMENDATION 
 
79. The President recommends that the Board approve the additional financing policy as 
described in paragraphs 40–66 of this paper.   
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SUPPLEMENTARY FINANCING LOANS, 2005–2009 
 
A. Countries 

 
1. From 2005 to 2009, 9 developing member countries (DMCs) received 15 supplementary 
financing loans. Two were group A countries, six were group B countries, and one was a group 
C country.1 All these loans are still active (Table A1.1).   
 

Table A1.1:  List of Supplementary Financing Loans, 2005–2009 
No. Loan 

No. 
Original 

Loan 
No. 

Country Project Title Approval 
Date 

Closing 
Date 

Approved 
Amount 

(A) 

Original 
Loan 

Amount 
(B) 

Ratio 
(%) 

(A/B) 

Fund 
Source 

Target 
Sector 

1 2242 1709 PNG Road 
Maintenance 
and 
Upgrading  

29 Jun 
06 

30 Jun 
10 

35.0  63.0  55.6  OCR TC 

2 2243 1709 PNG Road 
Maintenance 
and 
Upgrading  

29 Jun 
06 

30 Jun 
10 

18.0  - - ADF TC 

3 2275 1993 SRI Secondary 
Towns and 
Rural 
Community-
Based Water 
Supply and 
Sanitation 

29 Jun 
06 

30 Jun 
10 

13.5  - - OCR WS 

4 2276 1993 SRI Secondary 
Towns and 
Rural 
Community-
Based Water 
Supply and 
Sanitation  

29 Jun 
06 

30 Jun 
10 

46.5  60.3  77.1  ADF WS 

5 2293 1813 IND Kolkata 
Environmental 
Improvement  

14 Dec 
06 

31 Dec 
10 

80.0  250.0  32.0  OCR WS 

6 2413 1711 SRI Southern 
Transport 
Development  

6 Mar 08 30 Dec 
10 

90.0  90.0  100.0  OCR TC 

7 2440 2026 SAM Sanitation and 
Drainage 

12 Sep 
08 

31 Dec 
10 

2.8  8.0  34.8  ADF WS 

8 2456 2046 IND Urban Water 
Supply and 
Environmental 
Improvement 
in Madhya 
Pradesh  

13 Oct 08 30 Sep 
11 

71.0  181.0  39.2  OCR WS 

9 2467 2351 ARM Rural Road 
Sector  

7 Nov 08 30 Jun 
11 

17.3  30.6  56.6  ADF TC 

10 2495 2273 VIE Emergency 
Rehabilitation 
of Calamity 
Damage  

8 Dec 08 31 Dec 
11 

25.5  51.0  50.0  ADF AN 

                                                
1
 Group A countries are eligible to receive only Asian Development Fund (ADF) financing; group B countries are 

eligible to receive both ordinary capital resources (OCR) and ADF financing; and group C countries are eligible to 
receive only OCR financing. 
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No. Loan 
No. 

Original 
Loan 
No. 

Country Project Title Approval 
Date 

Closing 
Date 

Approved 
Amount 

(A) 

Original 
Loan 

Amount 
(B) 

Ratio 
(%) 

(A/B) 

Fund 
Source 

Target 
Sector 

11 2514 1530 FIJ Third Road 
Upgrading 
(Sector)  

23 Mar 
09 

30 Jun 
12 

36.1  40.0  90.3  OCR TC 

12 2527 2029 IND National 
Highway 
Corridor 
(Sector) I -  

30 Jun 
09 

31 Dec 
11 

100.0  400.0  25.0  OCR TC 

13 2593 2375 BAN Padma 
Multipurpose 
Bridge Design  

02 Dec 
09 

21 Aug 
11 

10.0  17.6  56.8  ADF TC 

14 2602 2288 CAM Greater 
Mekong 
Subregion: 
Rehabilitation 
of the Railway 
in Cambodia  

15 Dec 
09 

30 Sep 
13 

42.0  42.0  100.0 ADF TC 

15 2603 2055 FIJ Suva-Nausori 
Water Supply 
and 
Sewerage 
Development  

15 Dec 
09 

31 Dec 
12 

23.0  47.0  48.9  OCR WS 

ADF = Asian Development Fund, AN = agriculture and natural resources, ARM = Armenia, BAN = Bangladesh, CAM = 
Cambodia, ED = Education, EN = energy, FIJ = Fiji Islands, IN = industry and trade, IND = Indonesia, MS = multisector, NR = 
no rating, OCR = ordinary capital resources, PNG = Papua New Guinea, SAM = Samoa, SRI = Sri Lanka, TC = transportation 
and communication, VIE = Vietnam, WS = water supply sanitation, and waste management. 
Source: Loan and Grant Financial Information System, Asian Development Bank. 

 
2. Group B countries accounted for 73.3% of the number of loans, and 83.0% of the 
amount. In recent years, there has been a significant decline in the shares of supplementary 
financing for group A countries, and a corresponding increase in group B countries. India and 
Sri Lanka have each had three supplementary loans since 2005, and have been the biggest 
recipients of supplementary financing in recent years.  
 

Table A1.2: Country Distribution of Supplementary Financing Loans 
 1973–2004 2005–2009 

Countries No. Amount 
($ million) 

Share 
of Total 

SF 
Loan 

No. (%) 

Share of 
Total SF 

Loan 
Amount 

(%) 

No. Amount 
($ million) 

Share 
of Total 

SF 
Loan 

No. (%) 

Share of 
Total SF 

Loan 
Amount 

(%) 

Group A         

Afghanistan 1 10.8 2.4 2.2 - - - - 

Cambodia 1 6.3 2.4 1.3 1 42.0 6.7 6.9 

Lao PDR 3 8.2 7.1 1.7 - - - - 

Myanmar 2 14.1 4.8 2.9 - - - - 

Nepal 9 49.7 21.4 10.3 - - - - 

Samoa 3 4.0 7.1 0.8 1 2.8 6.7 0.5 

Tuvalu 1 2.0 2.4 0.4 - - - - 

Vanuatu 1 3.4 2.4 0.7 - - - - 

Subtotal 21 98.3 50.0 20.3 2 44.8 13.3 7.3 
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 1973–2004 2005–2009 

Countries No. Amount 
($ million) 

Share 
of Total 

SF 
Loan 

No. (%) 

Share of 
Total SF 

Loan 
Amount 

(%) 

No. Amount 
($ million) 

Share 
of Total 

SF 
Loan 

No. (%) 

Share of 
Total SF 

Loan 
Amount 

(%) 

 
Group B 

        

Armenia - - - - 1 17.3  6.7  2.8  

Bangladesh 4 64.0  9.5  13.2  1 10.0  6.7  1.6  

India - - - - 3 251.0  20.0  41.1  

Pakistan 5 99.5  11.9  20.6  - - - - 

Papua New 
Guinea 

 
- 

 
- 

 
- 

 
- 

 
2 

 
53.0  

 
13.3  

 
8.7  

Sri Lanka 4 15.5  9.5  3.2  3 150.0  20.0  24.6  

Viet Nam - - - - 1 25.5  6.7  4.2  

Subtotal 13 179.0  31.0  37.0  11 506.8  73.3  83.0  

 
Group C 

        

Fiji Islands - - - - 2 59.1  13.3  9.7  

Indonesia 2 31.0  4.8  6.4  - - - - 

Malaysia 1 6.8  2.4  1.4  - - - - 

Philippines 3 74.1  7.1  15.3  - - - - 

Thailand 2 95.0  4.8  19.6  - - - - 

Subtotal 8 206.9  19.0  42.7  2 59.1  13.3  9.7  

 
Total 

 
42 

 
484.2  

 
100.0  

 
100.0  

 
15 

 
610.7  

 
100.0  

 
100.0  

SF = supplementary financing 
Source: Loan and Grant Financial Information System, Asian Development Bank. 

 
B. Sources of Financing 
 
3. Ordinary capital resources (OCR) have been the main source for supplementary loans. 
From 1973 to 2004, $208.0 million was approved for 30 ADF supplementary loans, compared 
with $276.2 million for 12 OCR supplementary loans. From 2005 to 2009, $162.1 million was 
approved for 7 ADF supplementary loans, compared with $448.6 million for 8 OCR 
supplementary loans. The OCR amount has always exceeded the ADF amount, and the gap 
has widened in recent years. From 1973 to 2004, the annual average for supplementary loans 
financed by ADF was $6.5 million, compared with $8.6 million financed by OCR. From 2005 to 
2009, the annual average ADF amount was $32.4 million, compared with $89.7 million financed 
by OCR (Figure A1.1). This pattern suggests that supplementary financing does not fully 
correlate to country project implementation capacity. It is possible for any DMC to require 
supplementary financing.    
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Figure A1.1: Funding Sources for Supplementary Financing  
($ million) 
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ADF = Asian Development Fund, OCR = ordinary capital resources 

Source: Loan and Grant Financial Information System, Asian Development Bank. 
 
C. Sector 
 
4. Supplementary financing has been focused on infrastructure. Energy, transport and 
communications, and agriculture and natural resources accounted for 73.8% of the number and 
58.6% of the size of loans from 1973 to 2004. From 2005 to 2009, supplementary loans were 
concentrated on transport and communication, and water supply and sanitation (Table A1.3).     
 

Table A1.3: Sector Distribution of Supplementary Financing Loans 
 1973–2004 2005–2009 

Sector No. Share 
of total 
no. (%) 

Amount 
($ million) 

Share of 
total 

amount 
(%) 

No. Share 
of total 
no. (%) 

Amount 
($ million) 

Share of 
total 

amount 
(%) 

Agriculture and 
natural resources  

 
7 

 
16.7  

 
61.2  

 
12.6  

 
1 

 
6.7  

 
25.5  

 
4.2  

Energy  16 38.1  163.9  33.9      
Industry and trade  6 14.3  88.0  18.2      
Multisector  1 2.4  10.0  2.1      
Transportation and 
communication  

 
8 

 
19.0  

 
58.8  

 
12.1  

 
8 

 
53.3  

 
348.4  

 
57.1  

Water supply 
sanitation, and 
waste 
management  

 
 
 
4 

 
 
 

9.5  

 
 
 

102.2  

 
 
 

21.1  

 
 
 
6 

 
 
 

40.0  

 
 
 

236.8  

 
 
 

38.8  
Total  42 100.0  484.2  100.0 15 100.0 610.7  100.0 

Numbers may not sum precisely because of rounding.  
Source: Loan and Grant Financial Information System, Asian Development Bank. 
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WORLD BANK EXPERIENCE OF ADDITIONAL FINANCING 
 

1. On 19 May 2005, the World Bank approved a new policy on additional financing for 
investment lending, replacing the supplemental financing policy. The additional financing policy 
broadens the scope of supplemental financing. In addition to meeting a financing gap or cost 
overrun, under the new policy the World Bank can finance (i) the scaling-up of successful 
operations, and (ii) modified project activities to address changing circumstances during 
implementation.   
 
2. The uptake for additional financing has been significant. From 2005 to 2008, it financed  
$4.6 billion of investment lending through 144 operations, accounting for 24% of the number of 
loans and 11% by lending volume. Additional financing was used in most social and infrastructure 
sectors across all regions. Scaling up successful operations was the main use of additional 
financing (68%). About 25% dealt with cost overruns and/or financing shortfalls. The remainder 
(6%) supported the restructuring of operations. International development assistance (IDA) was the 
main financing source, accounting for 66.4% of total volume in 2008, but the share of the 
International Bank for Reconstruction and Development (IBRD) has been increasing. Between 
2005 and 2008, while the total lending volume for IDA and IBRD grew at an annual average rate of 
5.8%, additional financing grew by 492.3% annually.    
 
3. Additional financing has generated savings in time and cost, is generally of high quality, and 
is appreciated by clients. On average, additional financing operations were processed in about 
one-quarter of the time (4.1 months) and for about 15% ($51,000) of the average preparation cost 
of traditional operations. Savings were made because there were fewer mandated procedures and 
reviews, simpler documentation requirements, and assessments and preparatory work done for the 
original operation were used. The additional financing loans performed well: 95% of projects were 
rated satisfactory or better. Additional financing has provided opportunities to improve design and 
implementation, for example, procurement arrangements, monitoring and evaluation systems, and 
financial management systems were revisited and improved as a part of additional financing 
preparation. Concerns that, because of the streamlined requirements, additional financing would 
be used too widely have not materialized.1  
 
4. The World Bank considers the additional financing policy to be one of its most successful 
reforms. The additional financing progress report in 2009 concluded that additional financing had 
met or exceeded expectations.2 It had demonstrated the importance of flexibility and provided an 
opportunity for the World Bank to think about where bureaucratic processes could be shortened or 
eliminated. Countries, the Board, management, and staff are all satisfied with additional financing, 
which has been used because of its speed, simplicity, and flexibility. The World Bank’s experience 
demonstrates that: 
 

(i) fast-tracking the processing of low-risk operations is feasible,   
(ii) streamlining can be consistent with good quality,   
(iii) making a difference to clients and front-line staff generates support, and  
(iv) linking a reform to the demands of clients and the external environment contributes 

to its success (additional financing was introduced at a time when many countries 
and staff were exploring options to scale up successful operations).  

                                                
1
  World Bank. 2005. Additional Financing: Responding to New Needs (p.5, para. 12). Washington, DC.  

2
  World Bank. 2009. Additional Financing: Responding to New Needs, Progress Report, Washington, DC.  



Appendix 3 23 

COMPARISON BETWEEN ADB AND WORLD BANK POLICIES 
 

Item ADB Current Policy 
on Supplementary 

Financing 
 

ADB Proposed Policy on 
Additional Financing 

World Bank Policy on 
Additional Financing 

Basis Not specified. Operations that are performing 
well and projects with cost 
overruns. 
 

Successful operations. 

Basic conditions Projects that: 
(i) remain technically 
feasible, economically 
viable, and financially 
sound; and 
(ii) are accorded high 
priority by the 
government. 

Projects that:  
(i) remain technically feasible, 
economically viable, and 
financially sound; and  
(ii) are consistent with the 
country partnership strategy and 
government priorities. 
 
There are no operational 
restrictions on expanding 
projects that were performing 
well, but projects using 
additional financing to fund cost 
overruns should be completed 
within 3 years of the current 
loan closing date. 
  

Projects that:  
(i) are consistent with 
development objectives of 
the project (original or 
revised);  
(ii) are consistent with 
country assistance strategy 
and country partnership 
strategy; 
(iii) are completed within 3 
years of the current loan 
closing date. 

Reasons (i) Bridge cost 
overrun and/or 
financing gap, 
(ii) change scope, 
(iii) expand 
operations that are  
performing well.  
 

(i) Bridge cost overrun and/or 
financing gap, 
(ii) change scope, 
(iii) expand operations that are 
performing well. 
 

(i) Bridge cost overrun 
and/or financing gap, 

(ii) change scope and/or 
restructure projects, 

(iii) expand successful 
operations. 

Processes Same as new loans, 
use of Board 
summary procedure 
is expected. 

Simple processes for projects 
that are performing well. 
 
A project that is not performing 
well will undergo a strict review 
process.  

Significantly simplified 
compared those for new 
loans: 
(i) no mandatory meetings 
required before the loan 
goes to the Board, 
(ii) no sector peer review 
required. 
(iii) streamlined Board 
approval process. 
 

Documentation An RRP outline was 
included in the 
operations manual 
(OM H5). 
 

A concise RRP.   A concise project 
document of about 8 
pages.   

Terms and 
conditions 

New loans repayment 
schedules 
synchronized with 
those of original loan.  

New loans’ repayment 
schedules not necessarily 
synchronized with those of 
original loan. 

New loans’ repayment 
schedules not necessarily 
synchronized with those of 
original loan. 
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Item ADB Current Policy 
on Supplementary 

Financing 
 

ADB Proposed Policy on 
Additional Financing 

World Bank Policy on 
Additional Financing 

Source of 
funding 

New loans or loan 
saving. 
 

New loans or loan saving. New loans or loan saving. 

Links with 
emergency 
loans 

No clear linkage. Ongoing projects may be used 
to provide emergency 
assistance through additional 
financing. 

Promote seamless 
transition between 
emergency and additional 
financing loans. Additional 
financing is the major 
instrument for delivering 
emergency assistance. 
 

OM = Operations Manual, RRP = Report and recommendation of the President. 
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ADB'S PROGRAM-BASED LENDING INSTRUMENTS 

 
1. Program cluster. This is a program loan supporting policy reforms.  
 
2. Sector lending. This form of lending is for projects financing a part of an investment in a 
sector or subsector planned as a whole by a developing member country. Sector lending is 
particularly appropriate when a large number of subprojects in a sector or subsector are to be 
financed. The borrower or the executing agency is primarily responsible for identifying, 
prioritizing, formulating, appraising, approving, and implementing subprojects. ADB generally 
has little involvement in processing subprojects, except in the initial phase if deemed necessary. 
Thus sector lending is for a group of subprojects whose implementation is not necessarily 
related to the success of each other. The links between the subprojects are "horizontal" (sector) 
rather than "vertical" (time) in nature.  
 
3. Sector development program. This is a combination of an investment component and 
a policy-based component. Such programs are especially relevant when policy reform results in 
substantial economic, financial, or social costs. The project aspect is similar to that of sector 
lending.  
 
4. Multitranche financing instrument (MFF). An MFF is a large amount of long-term 
financing divided into several loans to allow a long-term investment program to be financed 
without creating a large entry in the balance sheet of a DMC and triggering commitment fees on 
amounts used. This instrument involves (i) discrete, sequential components of large stand-alone 
projects, (ii) parts of sector investment programs with a longer time frame than the normal 
project loan period of 3–5 years, (iii) financial intermediary credit lines, and  
(iv) guarantees. It is akin to a standby letter of credit, or a purpose-specific credit line. MFFs are 
based on existing sector plans or frameworks, not on the performance of previous projects. The 
overall size of an MFF is decided at the outset, whereas the size of additional financing reflects 
the implementation program and is at the discretion of ADB and a government at the time. An 
MFF is available only for OCR lending, while additional financing can be financed by OCR and  
ADF loans and grants. An MFF involves a one-time Board approval and subsequent 
Management approval for each tranche. All additional financing is approved by the Board. MFFs 
and additional financing are complementary. 
 
5. Refinancing facility. This facility is to enable the restructuring of financing plans during 
the commercial phase of a project when implementation of the original project ends and the 
operational phase starts. It supports technically, economically, and socially viable projects 
whose financing plans’ repayment and risk profiles have become inappropriate as conditions 
have changed. It is not for cost overruns or the expansion of projects that were performing well. 
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