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NONSOVEREIGN PORTFOLIO ASSESSMENT 

 

 

A. Introduction 

1. The 2015 Country Assistance Program Evaluation (CAPE) Guidelines
1
 state that sector-level 

assessments should preferably evaluate both public and private sector operations together. However, 

Independent Evaluation may evaluate private sector operations separately, particularly if the size of the 

Asian Development Bank (ADB) private sector operations in a particular country is substantial. In the 

case of India, nonsovereign operations (NSO) approvals accounted for about 21% of total ADB support 

during the CAPE period (2007–2015) so a separate assessment was deemed appropriate. 

 

2. This assessment of nonsovereign operations in India is based on (i) a review of ADB project 

documents, ADB country strategies and programs, project company reports, government reports, and 

other relevant documents; (ii) meetings with ADB project officers; (iii) meetings with project company 

representatives; and (iv) a project site visit. A project performance evaluation report that is being 

prepared on a solar power project also informed the assessment. An independent evaluation mission 

was undertaken by the evaluation team from 22 February to 4 March 2016. The team held discussions 

with representatives from 15 companies covering 20 investments in 14 projects at their corporate 

offices in the states of Maharashtra, Haryana, and Delhi. The team also conducted a project site visit to 

a solar power project in Kamalpur Village, Surendranagar District, Gujarat. The selection of the states 

visited was based mainly on the status of project implementation—priority was given to those states 

that had the most completed or substantially disbursed projects (50%–100% of approved amount). 

Meetings with project officers, including those responsible for projects not covered during the mission, 

were held on 15 March–20 April 2016 at ADB headquarters.  

 

B. Sector Context 

3. Private sector assessment in country partnership strategies. The private sector assessment (PAS) 

for the 2013–2017 country partnership strategy (CPS) stated that India’s private sector has been the 

major engine of growth and employment generation during the 1990s and 2000s.
2
 Its contribution to 

gross domestic product (GDP) growth increased from about 66% in the 1980s and 1990s to more than 

80% in the 2000s. Its share in overall employment has been consistently more than 90% since the 

1980s. It has also been the main driver of investment in India and contributes more than 75% of 

domestic capital formation. However, the PAS also noted that, despite the surge in private sector 

activity, investment and industrial output continue to be lower than in comparable Asian countries. 

 

4. The PAS identified several structural bottlenecks that have constrained private sector operations 

and impaired the investment climate, including (i) a lack of high-quality infrastructure; (ii) burdensome 

regulations governing the entry, operations and exit of firms; and (iii) limited access to finance from 

banks and other financial institutions, especially by small farmers and micro, small and medium-sized 

enterprises (SMEs). The CPS, 2009–2012
3
 also identified: (i) the time needed to set up a business,  

(ii) inflexibility of labor laws, (iii) the inefficiency of the legal system, (iv) poor infrastructure, and  

(v) complicated tax laws. 

 

                                                
1
  ADB. 2015. Guidelines for the Preparation of Country Assistance Program Evaluations and Country Partnership Strategy Final 

Review Validations. Manila. 

2
  ADB. 2014. Country Partnership Strategy: India, 2013–2017. Manila. 

3  ADB. 2009. Country Partnership Strategy: India, 2009–2012. Manila. 
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5. Government strategy. The government’s strategy to promote private sector investment in 

infrastructure under its Eleventh and Twelfth Five Year Plans (FYP)
4
 was (i) to establish a robust 

institutional structure for appraising and approving private–public partnership (PPP) projects, (ii) to 

develop standardized documents such as model concession agreements across infrastructure sectors, 

and (iii) to increase the availability of finance by creating dedicated institutions and providing viability 

gap funding. For the finance sector, the government strategy was to improve the access to credit of 

firms and farmers through the use of a banking correspondents’ model (taking advantage of existing 

mobile and information technology), complemented by additional bank branches and post offices to 

improve access to banking and insurance services. 

 

6. Background on selected sectors. At the start of the CAPE period, India was experiencing chronic 

electricity shortages, with peak demand exceeding supply by 13.6%. On 31 March 2007, the energy 

deficit was 9.8%
5
 and the total installed power generation capacity in India was 132.3 gigawatts (GW), 

of which only 17.1 GW (13%) was privately-owned. Conventional energy sources (including large 

hydropower) accounted for 122.0 GW (92%) of total installed power generation capacity while 

renewable energy sources totaled only 10.3 GW (8%).  

 

7. The government introduced two important initiatives to promote greater private sector 

participation in power generation. In 2005, the Ministry of Power launched an initiative to facilitate the 

development of “ultra mega power projects” (UMPPs), the main objective of which was to substantially 

reduce power shortages. Each UMPP would have a capacity of about 4,000 megawatts (MW) and 

would be developed under tariff-based competitive bidding using super critical technology on a build, 

own and operate basis.
6
 On 11 January 2010, the Prime Minister launched the Jawaharlal Nehru 

National Solar Mission (JNNSM). The JNNSM set the ambitious target of deploying 20,000 MW of grid 

connected solar power by 2022 and is aimed at reducing the cost of solar power generation in India 

through (i) long-term policy; (ii) large-scale deployment goals; (iii) aggressive R&D; and (iv) domestic 

production of critical raw materials, components and products. It was expected that solar power would 

achieve grid tariff parity by 2022.
7
  

 

8. In the finance sector, public sector banks dominated the banking system, with 73% of total 

advances and 74% of total deposits as of 31 March 2007. Priority sector lending (PSL) is an important 

role given by the Reserve Bank of India to banks operating in India. Basically, the PSL requires that a 

specified portion of the banks’ net bank credit be allocated to specific sectors such as agriculture and 

allied activities, micro and small enterprises, housing for poor people, education for students and other 

low-income groups and weaker sections. The overall target for PSL has remained unchanged since 

1985 at (i) 40% of adjusted net bank credit or credit equivalent amount of off-balance sheet exposure 

(whichever is higher) for domestic banks and for foreign banks with 20 or more branches; and (ii) 32% 

of adjusted net bank credit or credit equivalent amount of off-balance sheet exposure (whichever is 

higher) for foreign banks with less than 20 branches for FY2015 (but gradually phased to 40% by the 

end of FY2019).
8
 However, subtargets for certain sectors have been added or changed and new 

categories of priority sectors have been added. For instance, the renewable energy sector was added to 

priority sector lending in 2015.  

 

9. The urban housing shortage was estimated at 24.71 million housing units in 2007. In a more 

recent study (2013), the urban housing shortage was estimated to be 18.78 million housing units, 96% 

                                                
4 The fiscal year (FY) of the Government of India begins on 1 April. FY before a calendar year denotes the year in which the fiscal 

year begins, e.g., FY2012 begins on 1 April 2012 and ends on 31 March 2013. The Eleventh Five Year Plan (FYP) covers the 

period from FY2007 to FY2011. The Twelfth Five Year Plan covers the period from FY2012 to FY2016.  
5
  Ministry of Power. 2007. Monthly Review of Power Sector. New Delhi. April. 

6
  Government of India, Ministry of Power. http://powermin.nic.in/sites/default/files/uploads/ultra_mega_power_project.pdf 

7
  Government of India, Ministry of New and Renewable Energy. http://www.mnre.gov.in/solar-mission/jnnsm/introduction-2/ 

8  Reserve Bank of India. Master Circular on Targets and Classification for Priority Sector Lending.   

 https://rbi.org.in/Scripts/BS_ViewMasCirculardetails.aspx?id=9857#C7 
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of which was estimated to be in households from economically weaker sections and lower-income 

groups.
9
  

 

C. ADB’s Sector Strategies and Portfolio 

10. Sector strategies. According to the CPS, 2009–2012, ADB’s private sector operations would 

support the infrastructure and finance sectors by undertaking projects for physical infrastructure (e.g., 

power, oil and gas, transport, telecommunications, rural and agribusiness infrastructure, water, urban 

services, health care, education, information technology) and economic infrastructure (investment 

funds, capital market institutions, banks, housing finance, insurance companies, trade finance, 

municipal finance, SMEs financing, and structured products).  

 

11. In the energy sector, the CPS remarked that ADB recognizes the importance of fossil-fuel-based 

power generation to help bridge the large supply deficit through economies of scale. Its private sector 

operations would therefore continue to support high-efficiency, fossil-fuel-based power projects. 

However, the bulk of new private sector transactions undertaken in support of the government’s 

Eleventh FYP goals would be for clean energy development, including run-of-the-river hydropower, 

wind power, waste to energy, solar, and other forms of renewable energy to diversify India’s sources of 

power. 

 

12. The CPS, 2013–2017 stated that the concentration of ADB's private sector operations in the 

financial and infrastructure sectors was expected to continue. Specifically, ADB was looking to support 

selective infrastructure transactions, particularly in renewable energy, urban transport, water, waste 

management, roads, ports, agriculture, housing, and education. In the financial sector, ADB was to 

explore support to banks and nonbanking financial institutions for microfinance, renewable energy, 

priority sector lending such as lending to small and medium-sized enterprises, education, and 

agriculture, and to assist them in meeting capital needs under the Basel III requirements. The CPS 

added that ADB would also selectively diversify into other areas to meet national and private sector 

development needs.  

 

13. Portfolio. From 2007 to 2015, ADB approved 40 nonsovereign operations projects in India 

totaling $4.7 billion and accounting for 30% of total nonsovereign operations approvals during the 

period. The breakdown of approvals by sector is (i) 19 energy projects totaling $2.6 billion, (ii) 11 

finance projects totaling $1.4 billion, (iii) four transport and ICT projects totaling $540 million, (iv) two 

water supply and urban infrastructure services projects totaling $70 million, (v) two agriculture and 

natural resources projects totaling $48 million, (vi) one health and social protection project for  

$39 million, and (vii) one education project for $2 million. A complete list of the approved 

nonsovereign operations projects by sector appears in Linked Document 1 (ADB India Portfolio, 2007–

2015).  

 

14. As shown in Figure 1, the 19 energy projects accounted for 55% of total nonsovereign 

operations approval amounts in India during 2007–2015. Thirteen of these were projects that 

supported renewable energy, mainly solar and wind, and they accounted for $960 million or 37% of 

total energy sector approval amounts. The four electricity transmission and distribution projects totaled 

$1.05 billion and accounted for 40% of total energy sector approvals. The remaining two projects 

totaling $600 million were conventional energy projects—one supporting a 4,000 MW UMPP using 

clean coal technology and the other supporting the expansion of a liquefied natural gas terminal. The 

11 finance sector projects accounted for 30% of total approvals and consisted of 3 finance sector 

development projects ($550 million), three SME finance projects ($425 million), three housing finance 

                                                
9
  Under the Rajiv Rinn Yojana loan scheme, the “economically weaker section” is defined as households having an average 

annual income up to ₹100,000 while “low-income group” is defined as households having an average annual income of 

₹100,001–₹200,000.  
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projects (294 million), one money and capital markets project ($128 million), and one private equity 

fund ($20 million). The four transport and ICT projects comprised a metro-rail project ($250 million), a 

telecommunications infrastructure expansion project ($150 million), a toll road project ($100 million), 

and a port operations expansion project ($40 million). The other six projects were: (i) a loan to a 

company that will construct 10 new hospitals ($38.64 million); (ii) a slum rehabilitation project ($35 

million); (iii) an affordable housing project ($35 million); (iv) investment in an agribusiness private 

equity fund ($30 million); (v) a horticulture cold chain project ($18.4 million); and (vi) investment in a 

company operating pre-primary education learning centers ($2 million). 

 

 

 

15. The breakdown by product is as follows: (i) loans—28 projects totaling $3.87 billion; (ii) equity 

investments—10 projects totaling $329 million; and (iii) guarantees—three projects totaling  

$528 million.
10

 Technical assistance grants incorporated in three finance sector projects totaling $3.55 

million have also been approved. 

 

16. Of the 40 projects approved during the CAPE period, 13 were fully cancelled while another 

eight projects had partial cancellations. Total cancellations (full and partial) amounted to $1.89 billion 

or 40% of the gross approved amount. This cancellation rate is higher than the ADB-wide nonsovereign 

operations cancellation rate (excluding India) of 20% during the same period. The time from project 

approval to cancellation ranged from 1 year to 4.5 years and averaged 2 years. If the period 2007–2012 

is used to allow sufficient time for projects to either proceed or be cancelled, the cancellation rate for 

nonsovereign operations projects in India is 58%, compared with the ADB-wide nonsovereign 

operations cancellation rate (excluding India) of 32%.  

 

17. The sectors with the biggest full cancellations were energy ($761 million), transport ($350 

million), and finance ($325 million). As shown in Figure 2, the share of energy projects on a net 

approvals basis (gross approval amount less full cancellations) increased to 61% (from 55% based on 

                                                
10

  One project had both an equity investment and a loan. 

Agriculture, Natural 

Resources, and 

Rural Development,  

48 (1%)

Energy,  2,612 

(55%)

Finance,  1,418 

(30%)

Information and 

Communication 

Technology,  150 

(3%)

Education,  2 (0%)

Health and Social 

Protection,  39 (1%)

Transport,  390 

(8%)

Water and Other 

Urban 

Infrastructure 

Services,  70 (2%)

Figure 1: Nonsovereign Operations Approvals by Sector, 2007-2015 

($ million)

Source: Asian Development Bank Loan, Technical Assistance, Private Sector Approvals database.
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gross approvals) while the share of finance sector projects increased to 36% (from 30%). The share of 

transport projects went down to 1% (from 8%). The other sectors each had a share of 1% or less of the 

total net approved amount of $3.2 billion. 

 

 

 

18. Only two of the 13 fully cancelled projects were cancelled after loan agreement signing, the 

reason being that the companies did not need ADB funding anymore—one company was able to get 

concessional loans from other development institutions while the other was able to generate strong 

cash flows from its operations and deferred some of its capital expenditures. For projects that were 

cancelled before loan or guarantee agreement signing, the main reason was that the companies were 

not able or not willing to comply with ADB conditions and requirements. For instance, one company 

did not want to prepare a fresh market assessment as required by ADB, while another did not agree 

with ADB’s insistence that the sponsor put in more equity investment in the company. In two cases, the 

project companies’ financial conditions had deteriorated after approval and they were unable to 

comply with minimum financial requirements. Pricing was an issue in five projects as ADB and the 

project companies could not come to an agreement. In some cases, this was due to interest rates going 

down so the project companies did not agree to use original interest rates approved for the loan.  

 

19. For five of the eight projects with partial cancellations, the reason was lower than expected 

project costs and therefore lower funding requirements. All of these were energy projects and the 

cancellation rate ranged from 4% to 42%. In another energy project, the company requested a 

cancellation of $99 million of the original $450 million approved amount because it did not want 

further exposure to foreign exchange risks. Another project was a private equity fund that had a target 

fund size of $200 million. Since the fund was able to raise only $50 million in commitments, ADB had 

to cut back its commitment in the fund from $20 million to $10 million. Finally, ADB had to cancel 

99.6% of a planned $40 million equity investment in a joint venture company to develop renewable 

energy projects as the shareholders agreed to a voluntary liquidation as a result of serious delays in 

preparing a business plan. 

Agriculture, Natural 

Resources, and 

Rural Development,  

30 (1%)

Energy,  1,851 

(61%)

Finance,  1,093 

(36%)

Education,  2 (0%)

Transport,  40 (1%)

Water and Other 

Urban 

Infrastructure 

Services,  35 (1%)

Figure 2: Nonsovereign Operations Net Approvals by Sector, 2007-

2015 ($ million)

Note: Net approvals excludes fully cancelled projects.

Source: Asian Development Bank Loan, TA, Private Sector Approvals database.
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20. Of the 27 projects that were not cancelled (i) four have been completed and have extended 

annual review reports (XARRs), (ii) 10 have been fully disbursed, (iii) eight are still disbursing, and  

(iv) five have had no disbursements yet.
11

 For this assessment, the study team focused on the 22 

projects in the first three categories (Table 1). The evaluation relied mainly on the XARRs, validation 

reports and project performance evaluation reports for the assessment and rating of the four 

completed projects. Real-time assessment was used to evaluate the other 18 projects included in the 

evaluation. In addition, the evaluation looked into the reasons for the 13 project cancellations. Since 

the three TA projects are not stand-alone projects, they are discussed as part of the projects. 

 

Table 1: Projects Included in Nonsovereign Sector Assessment 

Project Name Sector Product 

Approved 

Amount 

($ million) 

Date 

Approved 

Completed 
    

Tata Power Wind Power Financing Facility Energy Loan 79.27  17 Apr 07 

Gujarat Paguthan Wind Energy Financing Facility Energy Loan 105.00  17 Apr 08 

Dahanu Solar Power Project Energy Loan 48.00  2 Nov 11 

145 MW Grid Connected Solar Project Energy Loan 100.00  18 Sep 12 

Fully Disbursed 
    

Mundra Ultra Mega Power Project Energy Loan 450.00  17 Apr 08 

Public–Private Partnership for Renewable Energy 

Development 

Energy Equity 40.00  28 May 09 

Export-Import Bank of India  Finance Loan 100.00 30 Sep 09 

Rajasthan Concentrating Solar Power Project Energy Loan 103.00 28 Mar 12 

Simpa Networks Off-Grid Pay-As-You-Go Solar 

Power 

Energy Equity 2.00 15 Jan 13 

Hydro and Wind Power Development Project Energy Equity 30.00 12 Apr 13 

Renew Power Investment Project Energy Equity 50.00 16 May 14 

Low-Cost Affordable Housing Finance Finance Loan 125.00 18 Nov 14 

Strengthening Rural Financial Inclusion and 

Farmer Access to Markets Project (ABL) 

Finance Loan 200.00 18 Nov 14 

Strengthening Rural Financial Inclusion and 

Farmer Access to Markets Project (YBL) 

Finance Loan 200.00 18 Nov 14 

Disbursing 
    

India Mortgage Guarantee Company Finance Equity 18.58  22 Aug 08 

VenturEast Life Fund III Finance Equity 20.00 20 May 11 

National Grid Improvement Project Energy Loan 250.00 30 Sep 11 

Credit Enhancement of Project Bonds Finance Guarantee 128.00 20 Sep 12 

Solar and Wind Power Development Project Energy Equity 50.00 12 Dec 13 

Rural Education Project Education Equity 2.00 4 Nov 14 

ACME-EDF Solar Power Project Energy Loan 100.00 16 Oct 14 

Ocean Sparkle Limited Transport Loan 40.00 24 Oct 14 

MW = megawatt. 

Source: Asian Development Bank approvals database. 

 

D. Evaluation of ADB Assistance  

21. The guidelines in preparing project performance evaluation reports on NSO were used in 

assessing ADB’s nonsovereign operations in India.
12

 This involves assessing and rating NSO projects on 

the basis of (i) development results; (ii) ADB additionality; (iii) ADB investment profitability; and (iv) ADB 

work quality. 

                                                
11

  This includes one project that has an equity investment disbursement but no loan disbursement. The average time since 

approval of these projects up to 30 June 2016 is 11 months. 

12
 ADB. 2014. Guidelines for the Preparation of Project Performance Evaluation Reports on Nonsovereign Operations. Manila. 
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1.  Development Results  

 

22. Development results is the main criterion used in evaluating nonsovereign operations. Projects 

are evaluated according to their: (i) contributions to private sector development and other ADB 

strategic development objectives; (ii) economic performance; (iii) environment, social, health, and 

safety performance; and (iv) business success. 

 

23. Contribution to private sector development and other ADB strategic objectives. For this 

subcomponent, the evaluation team examined the projects’ contributions to: (i) improvements in the 

project companies, such as improved skills, standards and governance, business operations, and 

innovation; (ii) private sector development effects beyond the company, such as private sector 

expansion, competition, demonstration effects, catalytic elements; and (iii) other ADB development 

objectives such as inclusion, job creation, environmental sustainability, and regional integration.  

 

24. Improved standards. In terms of contributions to improved standards in the project companies, 

12 of the 22 assessed projects contributed significantly to improving the project companies’ 

environment, social, health and safety (ESHS) standards. Most of these companies were first-time ADB 

borrowers or equity investments so they benefited from ADB safeguard standards and policies. 

Specifically, the companies were required to establish and maintain an environmental and social 

management system to screen, assess, and address environmental and social impacts and risks. In the 

other 10 projects, no significant improvements in the companies’ ESHS standards were observed 

because (i) they were classified as category C projects so they were not expected to have adverse 

economic or social impacts; (ii) the companies were repeat ADB borrowers so they already have good 

ESHS policies and standards in place; or (iii) the companies were liquidated or impaired so no 

assessments can be made.  

  

25. Improvements in corporate governance standards were also observed in four equity 

investments where ADB had board representation. The improvements included negotiating minority 

shareholder protection rights and the use of independent directors, and combating corruption. For the 

five other projects where ADB had equity investments, there was no information on whether or not 

ADB helped improve corporate governance in the project companies. 

 

26. Innovation. Another area where ADB projects made significant contributions was in innovation. 

Several ADB-supported projects promoted innovation and pioneered the use of technologies or 

financial products in India. These include (i) construction of the first UMPP in India; (ii) construction of 

the largest concentrating solar power plant in the world using the linear fresnel reflector system;  

(iii) construction of the largest utility-scale solar thin-film photovoltaic plant in India; (iv) the use of 

gearless wind turbine generators; (v) development of new turbines that are better suited to wind 

conditions in India; (vi) introduction of an innovative prepaid payment platform using mobile 

technology for solar home systems; (vii) introduction of mortgage guarantee; (viii) introduction of 

credit enhancement of project bonds; (ix) application of technology to facilitate pre-primary student 

learning; and (x) the use of tablets to improve the interface between bank rural lending teams and 

their clients (small farmers and women self-help groups).   

 

27. Improved skills and business operations. Technical assistance (TA) grants to three financial 

institutions aimed to improve their skills and business operations. Two of these TA projects were for the 

two commercial banks participating in the Strengthening Rural Financial Inclusion and Farmer Access 

to Markets Project. Specifically, the TA projects were designed to help strengthen the systems and 

controls of the two banks in their efforts to expand their outreach to women self-help groups (SHGs) 

and small farmers. Another TA was to help Exim Bank in drafting and implementing a strategy for 

positioning the bank over the next 5 years. However, one of these TA projects is still being negotiated 

and has not been implemented to date. The energy projects did not include TA projects but the 
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improved skills were the result of the technology transfer from the wind and solar contractors and 

operators.  

 

28. Promoted competition. ADB supported eight different power generation companies—a mix of 

old (Tata Power Corporation, Gujarat Paguthan Energy Corporation) and relatively new players 

(Reliance Power Ltd., Welspun Renewables Energy Ltd., ReNew Power Ventures Private Ltd., Hindustan 

Cleanenergy Ltd., ACME Solar Energy Private Ltd., and Simpa Networks)—and this promoted 

competition particularly in the renewable energy area. In the finance sector, ADB likewise supported 

three private commercial banks to promote rural financial inclusion. 

 

29. Catalytic elements. ADB participation in 12 of the 22 assessed projects helped mobilize or 

induce more local or foreign market financing or foreign direct investment in the project companies. In 

at least six of these projects, ADB played an active role in obtaining cofinancing or additional funding 

for the projects or the companies. The cofinanciers included the Export-Import Bank of the United 

States (US EXIM), the Export-Import Bank of Korea (KEXIM), the International Finance Corporation (IFC), 

the Overseas Private Investment Corporation (OPIC), GDF Suez (now Engie), and Deutsche Investitions- 

und Entwicklungsgesellschaft (DEG). 

 

30. Based on interviews with representatives of renewable energy companies, local commercial 

banks and local financial institutions—such as the India Infrastructure Finance Co. Ltd (IIFCL), the Power 

Finance Company (PFC), and the Rural Electrification Company (REC)—were initially reluctant to lend to 

renewable energy projects. But the positive demonstration of the viability of these projects, including 

the ADB-supported ones, meant that these financial institutions are now comfortable lending to these 

types of projects. 

 

31. Affected laws and regulations. While the policy, legal and regulatory framework was in place 

for the energy and financial sector projects, there were cases where ADB investments affected certain 

regulations and practices. The Rural Education Project encountered several problems with the 

regulatory framework which would have made privately-run pre-primary education nonviable. ADB 

took an active role in improving the regulatory framework by ensuring that regulators understood the 

activities of the project and the benefits to the education sector. As part of supporting the introduction 

of a new mortgage product, ADB held several discussions with authorities on the regulatory framework 

for mortgage guarantees. The Credit Enhancement of Project Bonds Project resulted in revisions in 

insurance regulations to enable investments in project bonds. 

 

32. Contribution to energy sector outcomes. ADB investments in wind and solar energy projects 

contributed to the growth in installed capacity of renewable energy (Figure 3). The total additional 

installed capacity from wind sources in India during FY2006–FY2015 was 21.56 GW, of which 1.13 GW 

(5.2%) was from ADB-supported wind projects. ADB-supported solar projects also had a big impact as 

they added 548 MW or 8.1% of total additional installed capacity of 6,761 MW from solar sources 

during the same period. The lone conventional energy project that ADB supported also had an impact, 

as the 4,000 MW UMPP accounted for 3.4% of the 115,800 MW additional installed capacity from coal 

plants during FY2006–FY2015.  
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33. Contribution to private sector expansion. ADB investments in energy projects also contributed 

to greater private sector participation in power generation capacity. As shown in Figure 4, private 

ownership of total installed power capacity in India increased from 13% as of 31 March 2007 to 41% 

by 31 March 2016.  

 

 

 

34. Interviews with industry participants acknowledged that ADB support to renewables helped 

engender a supply response to government policies and programs. ADB investments early in the CPS 

FY2006 FY2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015

Solar Power 0 0 0 8 25 906 745 945 1,112 3,019

Bio Power/WTE 237 278 349 453 473 488 472 423 414 413

Wind Power 1,784 1,663 1,485 1,687 2,227 3,197 1,699 2,085 2,308 3,423

Small Hydro Power 152 205 249 306 308 352 237 171 252 218
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Figure 3: Annual Renewable Energy Installed Capacity Added, 

FY2006 to FY2015 (MW)

Source: Central Electricity Authority Monthly Reports; Ministry of Statistics and Programme Implementation Electricity 

Statistics; Ministry of Power Annual Reports. 

MW = megawatts; WTE = waste-to-energy.
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period helped mobilize financial resources for the projects and sent signals to the industry of ADB’s 

belief in the viability of wind and solar energy. Successful completion and operations of ADB projects 

provided positive demonstration effects to both private investors as well as financial institutions. 

Subsequent ADB investments in renewables contributed to greater competition in the renewable 

energy segment.  

 

35. Job creation. Ten ADB-supported infrastructure projects directly contributed to job creation. An 

estimated 10,000 jobs were created during construction and 2,500 jobs for operations and 

maintenance. In addition to the jobs created during construction and subsequent operations of the 

projects, the ADB investments helped support the growth of ancillary industries such as suppliers of 

equipment. At a higher level, the additional power capacity provided greater access to the industrial 

and agricultural sectors which are major consumers of energy, thus indirectly contributing to job 

creation in these sectors. In the finance sector, one of the projects was supposed to generate 50,000 

trade-induced jobs but this was overly ambitious and the project company did not have the capacity to 

monitor such a performance indicator. 

 

36. Promoted inclusion. To promote inclusion in lending, ADB supported scalable organization 

models and systems through the Strengthening Rural Inclusion and Farmer Access to Markets Project. 

Yes Bank had a dedicated unit targeting SMEs and women self-help groups. Axis Bank has been 

improving credit and monitoring skills of its agriculture team, and is investing in information 

technology to enable it to respond quickly to loan applications and to monitor loan performance more 

effectively. In addition to loans, ADB provided these banks with technical assistance for institution 

building. Other projects promoting inclusion were (i) a loan to a housing finance company focusing on 

low-cost affordable housing; (ii) an investment in a company selling solar home systems in one of the 

least electrified states in India.  

 

37. Environmental sustainability. Collectively, the ADB-supported renewable energy projects 

resulted in the avoidance of 2.25 million tons of carbon dioxide (CO2) emissions per annum while the 

UMPP using cleaner coal technology will result in additional avoidance of 4.00 million tons of CO2 

emissions. The adoption of higher voltage levels in Power Grid’s transmission system will also result in 

lower losses in the system.  

 

38. This evaluation rates contribution to private sector development and other ADB strategic 

objectives satisfactory. Of 22 assessed projects, three were rated excellent, 15 were rated satisfactory, 

two were rated less than satisfactory, one was rated unsatisfactory, and one was not rated.  

 

39. Economic performance. This indicator measures the incremental effect on all key economic 

stakeholders on a “with project” and “without project” basis. The contribution of a project involving a 

capital investment to economic development is measured primarily by the economic internal rate of 

return (EIRR). The economic return on invested capital (EROIC) is used as a proxy for nonfinancial 

market corporate loans and equity funding that is not targeted at specific capital investment projects 

and expansion projects where the incremental costs and benefits clearly cannot be separately 

quantified. For financial market projects, a qualitative stakeholder analysis was carried out, identifying 

each stakeholder group affected by the project, the positive and negative impacts on them, and 

making a broad judgment on the magnitude and direction (positive or negative) of the impact on each. 

 

40. There were only four completed projects, all of which were renewable energy projects. The 

EIRRs of the completed projects and subprojects (two projects had more than one power plant) ranged 

from 10.9% to 18.5% and all were above the 10.0% threshold for a satisfactory rating. For ongoing 

infrastructure projects, the evaluation assessed whether there were changes in the assumptions used in 

calculating the estimated EIRRs at appraisal that could result in EIRRs of below 10.0%. Due to much 

lower than expected revenues, two renewable energy projects were rated less than satisfactory for 
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economic performance. The PPP for the Renewable Energy Development Project, on the other hand, 

was rated unsatisfactory as it failed to operate. 

 

41. All other projects were rated satisfactory for economic performance. There are some projects 

whose contribution to economic development could potentially merit an excellent rating upon project 

completion. The Rural Education Project continues to expand its portfolio of learning centers—a future 

evaluation of the economic benefits from the expansion will provide a better measure of the project’s 

contribution. The increased use and mainstreaming of the product introduced by the India Mortgage 

Guarantee Company could also have significant economic benefits by supporting an expansion of low-

cost housing. The Credit Enhancement of Project Bonds could result in wider use of long-term bonds, 

which would tap the large pool of insurance and pension funds. 

 

42. This evaluation rates the economic performance of ADB nonsovereign portfolio satisfactory. Of 

22 projects, 19 were rated satisfactory, two were rated less than satisfactory, and one was rated 

unsatisfactory.  

 

43. Environment, social, health, and safety performance. This subcomponent examines a project’s 

impact on the physical environment, social development, and workers’ safety and health in the area of 

its influence and reviews the project’s compliance with pertinent ADB safeguard requirements 

prevailing at the time of approval.  

 

44. All assessed projects except two were rated satisfactory for compliance with ADB’s 

environment and social safeguard policies. The Mundra Ultra Mega Power Project was rated less than 

satisfactory because of complaints about its effects on water and air quality, in response to which a 

remedial action plan has been put in place. The public–private partnership for Renewable Energy 

Development Project was not rated because the joint venture company failed to operate so no 

assessment could be made as to its ESHS performance.  

 

45. This evaluation rates the environment, social, health and safety performance of the portfolio 

satisfactory. Of 22 projects, 20 were rated satisfactory, one was rated less than satisfactory, and one 

was not rated.  

 

46. Business success. For the four completed infrastructure projects, financial performance was 

assessed by revisiting the approval assumptions and recalculating the project-specific real financial 

internal rate of return (FIRR) relative to the weighted average cost of capital (WACC). Three of the 

completed renewable energy projects were rated satisfactory while one was rated excellent. However, 

two of the projects that were rated satisfactory were independently evaluated prior to the release of 

the new guidelines on evaluating the project performance of nonsovereign operations. Had the new 

guidelines been applied, the business success of these two projects would have been rated excellent. 

 

47. For ongoing nonfinancial market projects (infrastructure and education), an assessment was 

made as to whether possible changes in the assumptions used in the financial analysis would be likely 

to result in a FIRR below the WACC. Of the 11 projects in this category, six were rated satisfactory, as 

there were no major changes in the assumptions used to calculate their FIRRs. Three were rated less 

than satisfactory because their revenues and net incomes were lower than expected and this would be 

likely to result in their FIRRs being lower than their respective WACCs. Two equity investments were 

rated unsatisfactory. One was an investment in a joint venture company that is under voluntary 

liquidation by the shareholders and the other is an investment in a renewable energy company that is 

experiencing a severe liquidity crunch. 

 

48. For ongoing financial sector projects without clearly identifiable subprojects, an assessment 

was made of the extent to which the project had reached target market segments where applicable, 

and of the intermediary’s overall profitability, soundness, and viability, including an assessment of its 
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capital, asset quality, management, earnings, and liquidity. Of the six projects in this category, five 

were rated satisfactory, as the financial intermediaries were found to be financially sound. However, 

one project was rated unsatisfactory because the project company was not able to meet the business 

volumes required for financial viability. The annual monitoring report for this project anticipated 

continued losses for the company for the next 3 years. 

 

49. The remaining project that was assessed was a private equity fund. It was rated less than 

satisfactory because its gross internal rate of return (IRR) as of year-end 2015 was 2.7%, well below the 

target IRR of 15%. 

 

50. This evaluation rates the business success of the portfolio satisfactory. Of 22 projects, one was 

rated excellent, 14 were rated satisfactory, four were rated less than satisfactory, and three were rated 

unsatisfactory.  

 

51. Overall development results rating. This evaluation rates the overall development results of the 

nonsovereign operations projects satisfactory based on satisfactory ratings for all subcriteria.  

 

2.  ADB Investment Profitability 

 

52. ADB investment profitability was evaluated by comparing the net profit contribution of the 

project with the minimum targeted risk-adjusted returns on capital employed. For equity investments, 

this meant comparing the actual or expected FIRR of the projects against minimum return requirements 

defined at approval. For loans, an assessment was made as to whether (i) market pricing was achieved, 

(ii) the ADB pricing model was cleared, and (iii) the loan was paid or is likely to be paid as scheduled. 

 

53. Of the eight projects where ADB had equity investments, six were rated less than satisfactory or 

unsatisfactory. One of these was in a joint venture company that was supposed to develop, construct, 

and operate a portfolio of 500 MW of renewable energy projects. ADB had invested $146,156 in the 

company but the shareholders subsequently agreed to voluntary liquidation when one of the main 

investors withdrew from the project and the remaining shareholders could not agree on the detailed 

business plan. Another equity investment that was rated unsatisfactory was in an existing renewable 

energy company that apparently had several financial and operational problems, including failed 

hydropower projects, substantial funding shortfalls, poor project management, and weak operating 

cash generation. The account was transferred to the Office of Risk Management for workout and as of 

31 March 2016, ADB had recognized an other-than-temporary impairment of $4.5 million or 15% of 

the original investment. 

 

54. The four other equity investments that were negatively rated were investments in: (i) a 

company that markets off-grid solar home systems ($2.0 million); (ii) a company that offers affordable 

supplementary education for children in rural India ($1.67 million); (iii) a mortgage guarantee company 

($4.5 million); and (iv) a private equity fund investing in the life sciences sector ($8.0 million). The 

common factor with these companies is that they have been experiencing financial losses over an 

extended period. Although ADB has not recognized impairments in these investments, ADB’s interim 

internal rates of return on these are negative. The two other equity investments are in renewable 

energy companies totaling $89.4 million. They are currently valued at cost and were rated satisfactory. 

 

55. Eleven of the 13 projects that ADB provided loans to—six in energy companies ($685 million), 

four in financial institutions ($622 million), and one in a port services company ($15 million)—were 

rated satisfactory. The Private Sector Operations Department (PSOD) uses a pricing model that takes 

into account ADB’s funding cost and the risks associated with the project and the company. The pricing 

is further validated by the Office of Risk Management (ORM). These loans are expected to be paid as 

scheduled. Meanwhile, a $351 million loan (disbursed amount) to a renewable energy company was 

rated less than satisfactory given the project’s losses and inability to meet the required debt service 
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coverage ratio. ORM recently gave this project a very high credit risk, i.e., there is only a remote 

likelihood that the borrower will be able to repay the facility in accordance with the contract. A loan to 

another renewable energy project ($42 million disbursed) was also rated less than satisfactory due to 

the heavy administrative burden of dealing with numerous covenant breaches and requests for waivers 

and consent. The only guarantee project was rated satisfactory as market pricing was achieved and 

guarantee fees are being received as scheduled. 

 

56. This evaluation rates ADB’s investment profitability satisfactory. The vast majority of ADB loans 

are performing well and are expected to be paid on schedule. On the other hand, the expected returns 

on most equity investments, which accounted for 10% of the approved amount of the assessed 

projects, may not be achieved.  

 

3.  ADB Additionality 

 

57. The evaluation of ADB’s additionality considered the value ADB brought to the project and was 

based on a counterfactual assessment of how the projects would have proceeded without ADB support. 

It considered financial additionality (providing funding or catalyzing other funding) and nonfinancial 

additionality (improving the project’s risk profile, design, functioning, and development impact). 

 

58. For the majority of the projects, ADB provided financial additionality by making available loans 

with terms not otherwise easily available to the project—such as tenors of 12 years to 19 years and 

grace periods of up to 4 years—and inducing other lenders and equity investors to participate in the 

project. These elements are particularly important for infrastructure projects because of their long 

gestation periods and large capital requirements. For finance sector projects, ADB finance helped 

financial institutions to meet their priority sector lending quotas. However, there were two projects 

where ADB financial additionality did not have a strong impact. In one renewable energy project, ADB 

was in the last round of financing and two other development financial institutions were already 

providing support to the company so ADB was just filling in a financing gap. In the other project, the 

financial institution did not need ADB financing as it could have received funds from cheaper sources. 

 

59. In terms of nonfinancial additionality, ADB’s main contribution in most projects was to help the 

project companies establish ESHS standards, policies and procedures. There was an opportunity for 

ADB to help improve the business skills and operations of three companies through technical assistance 

but these were not implemented smoothly. 

 

60. This evaluation rated ADB additionality satisfactory. There were only a couple of assessed 

projects where ADB value addition was not evident. 

 

4.  ADB Work Quality 

 

61. ADB work quality was assessed by evaluating ADB’s performance in (i) screening, appraisal, and 

structuring; and (ii) monitoring and supervision.  

 

62. Screening, appraisal, and structuring performance. With respect to ADB’s front-end work, the 

evaluation team reviewed (i) the relevance of the project with regard to ADB’s corporate, country, and 

sector strategies; (ii) the assessment of project fundamentals such as sponsor quality, management, 

country conditions, market dynamics, and project configuration and cost; (iii) the appraisal of the 

financing plan and assumptions used in financial projections; (iv) the identification of project and 

political risks and steps taken to mitigate them; (v) the assessment of ESHS risks and steps taken to 

mitigate them; (vi) the selection, structuring, and pricing of appropriate investment instruments;  

(vii) the incorporation of suitable exit mechanisms for ADB’s investment; and (viii) the client’s 

satisfaction with ADB services.  

 



14 Supplementary Linked Document 13  
 

63. All 22 assessed projects were found to be relevant and consistent with ADB corporate, country, 

and sector strategies. Specifically, the projects supported investments in priority areas identified in the 

CPS, 2009–2012 and CPS, 2013–2017: (i) power capacity expansion with emphasis on renewable 

energy; (ii) power transmission and distribution; (iii) ports; (iv) rural financial inclusion; (v) SME lending;  

(vi) housing; and (viii) education.  

 

64. Fifteen of the 22 assessed projects were rated satisfactory for this subcomponent. The 

assessment of project fundamentals and identification of project and political risks were robust. The 

selection, structuring, and pricing of the investment instruments used for these projects were also 

found to be appropriate. Five projects included a section in the RRP on lessons learned from previous 

operations. With a couple of exceptions, ADB also performed well in the assessment of ESHS risks and 

suggesting steps to mitigate them. Clients who were interviewed expressed general satisfaction with 

ADB front-end work. 

 

65. However, ADB had structuring and appraisal shortcomings in seven projects resulting in less 

than satisfactory ratings in six projects and an unsatisfactory rating in one project. The project that was 

rated unsatisfactory had areas that did not comply with ADB operational policies and procedures, 

which resulted in harm. One main area of concern was the failure by ADB to conduct adequate and 

comprehensive consultations with some members of the community early in the project design phase. 

Front-end work deficiencies in other projects included (i) failure to properly assess wind energy 

resources for a wind power project due to lack of data on the appropriate mast height; (ii) overly 

optimistic assumptions with respect to financial and economic projections; (iii) failure to adequately 

assess the ability of project sponsors and cofinanciers to mobilize financing; (iv) failure to properly 

assess demand for certain financial products such as market-based SME loans in lagging states, 

mortgage guarantee, and credit enhancement for project bonds; (v) relying too much on information 

provided by project sponsors; and (vi) weak design of TA projects due to poor interaction with project 

companies.  

 

66. Aside from the assessed projects, the evaluation team also examined ADB’s deficiencies in 

preparing the 13 projects that were fully cancelled and the eight projects that had partial cancellations. 

In at least six of the 13 cancelled projects, ADB was not able to adequately assess the capability and 

willingness of the project sponsors to comply with ADB safeguard, financial, and reportorial 

requirements.  

 

67. This evaluation rates screening, appraisal, and structuring less than satisfactory. Although all 

the assessed projects were relevant and consistent with ADB strategies, seven had front-end work 

deficiencies. In addition, about half of the 13 fully cancelled projects were due to weaknesses in this 

area. 

 

68. Monitoring and supervision. For monitoring and supervision, the evaluation team looked at  

(i) the quality and completeness of the supervision reports; (ii) the monitoring of compliance with 

investment covenants; (iii) the monitoring of ESHS performance; (iv) the adequacy of ADB’s response to 

emerging problems or opportunities; (v) the client’s satisfaction ADB services; and (vi) the contribution 

by an ADB representative on the client company’s board where applicable. 

 

69. ADB annual monitoring reports, which are prepared by the project teams, were generally 

complete and of good quality. Overall, ADB performance in monitoring compliance with investment 

covenants has been adequate. The Office of Risk Management (ORM), in its annual monitoring reports 

credit notes, has requested the project teams on at least two occasions to follow up project companies’ 

submission of audited financial statements and compliance certificates with covenant computations. 

ADB was generally responsive to client requests for waivers and consent. However, IED field visits found 

delays in implementation of technical assistance which accompanied three projects.  
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70. There were three projects that were rated less than satisfactory for monitoring and supervision 

while the rest were rated satisfactory. In one project, a Compliance Review Panel noted shortcomings 

of ADB in monitoring and supervision of an energy project. For instance, it noted that ADB failed to 

check whether dilution of wastewater takes place at the plant before it is released to the receiving 

body of water. In another energy project, ADB noticed belatedly that the company was not performing 

well. This late realization was because ADB relied too much on the company’s representations. 

 

71. ADB monitoring and supervision was rated satisfactory as ADB generally kept itself sufficiently 

informed of project progress and was able to react in an appropriate manner to major changes in the 

performance of the project or the company. 

 

72. ADB work quality rating. This evaluation rates ADB work quality less than satisfactory. Although 

ADB’s monitoring and supervision was adequate, its front-end work was below par in several assessed 

and cancelled projects. 

 

5.  Overall Assessment 

 

73. This evaluation rates the overall nonsovereign operations portfolio successful based on 

satisfactory ratings for development results, ADB investment profitability, and ADB additionality, and 

less than satisfactory rating for ADB work quality (Table 2).  

 

Table 2: Nonsovereign Operations Overall Performance Rating 

Rating Criteria Rating 

Development Results Satisfactory 

ADB Investment Profitability Satisfactory 

ADB Additionality Satisfactory 

ADB Work Quality Less than satisfactory 

Overall rating Successful 

Source: Asian Development Bank Independent Evaluation Department. 

 

E. Thematic Assessments 

1.  Inclusion and Lagging States 

 

74. The financial sector portfolio had inclusion as one of its main priorities (the other was clean 

energy and the environment). ADB loans and technical assistance to two banks supported the 

strengthening of organizational units and systems targeting women’s self-help groups and farmers. 

Several financial sector projects focused on low-cost affordable housing finance and SMEs in lagging 

regions. In addition to financial sector projects, ADB invested in a company that establishes learning 

centers to increase access to pre-primary education in rural areas. In the energy sector, ADB invested in 

several solar projects in Rajasthan, the per capita GDP of which is below average for Indian states. 

 

2.  Environmentally Sustainable Growth 

 

75. Most energy sector projects were in the wind and solar segments in support of the government 

objective of at least maintaining the share of renewables in total power generation installed capacity. 

Renewable energy projects and the cleaner coal technology to be used in the UMPP supported by ADB 

would avoid an estimated 6.25 million tons of CO2 emissions annually. Among the financial sector 

projects, the Credit Enhancement of Project Bonds Project complemented the energy portfolio, with 

two of the renewables projects issuing bonds under the facility. In addition, the VentureEast Life Fund 

III was established to invest in technologies, companies, and projects that address climate change 

mitigation and adaptation and environmental protection. 
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3.  Regional Cooperation  

 

76. There were two projects that had regional cooperation as a theme. The Ocean Sparkle 

Expansion Project was expected to improve the connectivity and synergies with other ports in the 

region such as those in Sri Lanka. The SME Trade Finance Development Facility, on the other hand, was 

expected to contribute to regional cooperation and integration by facilitating trade through export-

oriented SMEs.  

 

4.  Knowledge Solutions and Innovation 

 

77. Several ADB investments supported major innovations in the financial and energy sectors. ADB 

helped establish the India Mortgage Guarantee Company to develop and introduce a new instrument 

in housing finance that would provide guarantees to lenders against partial loss from borrower default, 

although it is too early to tell whether the company will be able to achieve its business goals. The 

Credit Enhancement of Project Bonds Project developed a product to help infrastructure projects access 

the large pool of insurance and pension funds which could be sources of long-term funding—the initial 

bonds have just been listed with a pipeline of potential bond issues. Two large energy projects—

Mundra Ultra Mega Power Project and Rajasthan Concentrating Solar Power Project—introduced new 

technologies that would increase thermal efficiency and reduce emissions in coal-fired plants (Mundra 

Ultra Mega Power Projects) and introduce utility-scale solar power (Rajasthan Concentrating Solar 

Power Project). Both energy projects are operational, with additional CSP projects subsequently 

implemented. 

 

78. ADB investments supported several projects that included replicable institutional arrangements 

and systems. Two banks had dedicated units focusing on lending to target segments that included 

women self-help groups and farmers; the banks are in discussion with ADB on technical assistance for 

IT systems to improve response times. ADB participates in an equity fund which is a pioneer in investing 

in technologies focusing on clean energy. It also invested in a company utilizing a potentially 

sustainable business model for delivering pre-primary education, including the introduction of new 

practices in training teachers and in the application of technology to facilitate student learning.  

 

5.  Financial Modality  

 

79. Although ADB has several products at its disposal for nonsovereign operations, direct loans 

accounted for $3.87 billion or a hefty 83% of the total nonsovereign operations approval amount in 

India—significantly more than the approved amounts for guarantees (11%) and equity investments 

(6%). There were 10 approved equity investments or 25% of the total number of approved 

nonsovereign operations projects. However, the average approval amount for equity investments was 

only $29 million as against $140 million for loans. Three guarantees totaling $528 million were 

approved but $400 million of this amount was cancelled while the lone guarantee project that came to 

fruition is underutilized. On a net approval amount basis, loans accounted for 86%, equity investments 

10% and guarantees 4%. There were also two projects that had B-loan approval amounts totaling $365 

million but these were both cancelled.  

 

6.  Gender 

 

80. Three nonsovereign operations projects had effective gender mainstreaming, two had some 

gender benefits, while the rest had no gender elements. The Rural Education Project will provide 

training and employment for 2,615 women in rural Karnataka and Tamil Nadu and deliver gender-

sensitive learning. The Strengthening Rural Financial Inclusion Project includes a comprehensive 

approach to supporting a bank to reach an additional 2.5 million rural, low-income women. This 

project includes women’s awareness of financial planning, savings, and borrowing for their farm and 
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household needs as reflected in the gender action plan. The Low Cost Affordable Housing Finance 

Project has allocated at least 50% of new low-cost affordable housing loans to homes for which titles 

are held by women or jointly by women and their husbands.  

 

81. One of the projects with gender benefits was the National Grid Improvement Project. Key 

gender-related design features included (i) gender-inclusive consultative processes, (ii) additional 

assistance for affected households headed by women in a resettlement framework, (iii) equal 

opportunities for women to access employment and equal pay under civil works contracts, and  

(iv) ensuring the incorporation of women's needs and concerns in all aspects related to project design 

and development (e.g., sanitation). Another project with some gender benefits was the Solar and Wind 

Development Project. The project company committed to increase the proportion of female staff from 

10% in FY2012 to 15% by FY2017. The environmental and social management system of the company 

also included arrangements to ensure meaningful consultation with women during the conduct of 

environmental and social assessments.  

 

7.  Private Sector Roles and Synergy Between Sovereign and Nonsovereign Operations  

 

82. Both the government energy program and the ADB energy sector strategy emphasize the 

importance of private sector participation. The implementation of the government energy program 

requires a large amount of resources that go beyond the capacity of the public sector. The 

nonsovereign operations energy projects, mainly in the renewables segment, are being implemented in 

the context of a legal and regulatory framework that was developed over the past few years to support 

private sector participation in the sector. In the course of implementing projects, there are emerging 

issues and lessons—e.g., use of an auction mechanism in awarding projects, viability gap funding, tariff 

design—that could lead to further strengthening of the institutional framework for the sector. Creating 

a timely feedback mechanism from PSOD to the regions would strengthen dialogue on policy and 

regulatory issues. 

 

83. In the financial sector, ADB employs a targeted approach to supporting private sector 

development, e.g., SMEs in lagging states, farmers, rural businesses, women, and low-cost affordable 

housing finance. In addition, ADB supports the emergence of new instruments (e.g., credit-enhanced 

project bonds for energy projects and guarantees in housing finance) and investment vehicles (e.g., 

equity funds targeting new technologies in clean energy) to increase the availability of long-term 

finance. In the case of banks, the institutional framework is basically in place. In the case of new 

instruments, there may be a need to make changes in the legal and regulatory regime, such as 

investment regulations for contractual savings institutions. Coordination between the sovereign and 

nonsovereign parts of ADB will be critical to the success of the introduction of new financial 

instruments. 

 

F. Conclusion: Key Findings, Lessons and Suggestions   

1.  Key Findings 

 

84. The nonsovereign operations portfolio was concentrated in the energy and finance sectors. The 

portfolio focused on priority areas that were consistent with government and ADB strategies, notably 

those in the CPS, 2009–2012: support to renewables in the energy sector and emphasis on inclusion in 

the financial sector. Support for the energy and finance sectors accounted for 85% of gross approvals 

and 97% of net approvals (gross approvals less full cancellations). ADB investments in a cluster of wind 

and solar projects—as opposed to one-time or opportunistic support—provided a strong signal of 

ADB’s sustained commitment to renewables, and hence to environmentally sustainable growth, but 

not necessarily to inclusive economic growth. The finance sector projects, on the other hand, were 

inclusive in that they focused on lagging states, small farmers, low-cost affordable housing, and 

women’s access to financial services.  
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85. However, the development impact of support to renewables in the energy sector was 

characterized by diminishing returns—the demonstration effects were not as significant in the latter 

part of the CPS period. At the same time, the CPS, 2013–2017 began to emphasize job creation and 

support to manufacturing and services. PSOD and the South Asia Department (SARD) could have 

diversified the nonsovereign portfolio and focused more on job creation—including gender 

mainstreaming—in the lagging regions. 

 

86. Technical assistance was not implemented smoothly. The use of technical assistance helped 

some financial institutions implement innovative practices aimed at financial inclusion. However, the 

accompanying technical assistance to support the inclusion objectives of two financial institutions were 

delayed because of extended negotiations on TA coverage and utilization.   

 

87. The cancellation rate for nonsovereign operations projects in India was very high. The 

cancellation rate (amount cancelled/amount approved) for nonsovereign operations projects in India 

that were approved during 2007–2015 was 40% compared with the ADB-wide nonsovereign 

operations cancellation rate (excluding India) of 20%. If the period 2007–2012 is used, the cancellation 

rate goes up to 58%, compared with the ADB-wide rate (excluding India) of 32%. In 11 of the 13 

projects that were fully cancelled, the cancellations occurred prior to loan or guarantee agreement 

signing. Five projects were cancelled because ADB and the borrower could not agree on loan pricing. In 

other instances, the project companies were unable or unwilling to comply with ADB conditions such 

as establishing an environmental and social management system, conducting a fresh market 

assessment, injecting additional equity by the sponsor, and meeting certain minimum financial ratios. 

 

88. Despite the successful overall rating, there are weaknesses in two main areas. While the 

nonsovereign operations portfolio performance was rated successful, there were weaknesses in: (i) ADB 

investment profitability; and (ii) screening, appraisal, and structuring performance. In the case of 

investment profitability, there were two main contributory factors: (i) some projects were recognized 

up front to be risky (and these have had low financial returns to date) but were undertaken because of 

their innovative features and potential high development impact; (ii) the high cancellation rate 

increased transaction costs. In the case of screening, appraisal, and structuring, as noted in paras 65 

and 66, the evaluation found several weaknesses at entry in projects that were implemented and 

attributed several of project cancellations to poor assessment of sponsor capabilities and willingness to 

comply with ADB requirements.  

 

2.  Lessons 

 

89. Appropriate policy and regulatory frameworks are important but must be jumpstarted. The 

establishment of appropriate policy, legal and regulatory framework for the renewables sector and the 

support from government programs (such as the Jawarharlal Nehru National Solar Mission) reduce 

project risks.  However, attracting a supply response requires jumpstarting the programs and 

establishing the credibility of the institutional arrangements. ADB nonsovereign operations in early 

renewable projects helped mobilize resources and contributed to the credibility of the institutional 

arrangements and government programs. 

 

90. Innovative projects have high potential development impact but are risky. Supporting 

innovative projects and first mover investments have high potential development impact, but are also 

characterized by high risks. ADB’s investments in projects that aimed at introducing new financial 

products (in infrastructure and housing finance), supporting new technologies (concentrating solar 

power), and entering untested markets (rural pre-primary education) encountered issues which had to 

be addressed. While PSOD and SARD will have to balance risks and rewards as well as to identify 

mitigation measures, the incentive framework should not deter risk-taking and should recognize that 

some projects may not achieve targeted financial returns. 
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3.  Suggestions  

 

91. ADB could diversify its portfolio by focusing on inclusion and job creation. PSOD and SARD 

could diversify the private sector operations portfolio by focusing on inclusion and job creation 

(beyond the indirect effects of the current infrastructure and financial sector operations). There may be 

opportunities for supporting agribusiness and general manufacturing in lagging regions. With India 

lagging in gender-related development indexes, PSOD and SARD could scale up ADB’s work with 

commercial banks on innovative approaches to improving access to finance for women entrepreneurs. 

In the social sector, there may be opportunities for ADB to support the tertiary education and skills 

development components of the Twelfth FYP through nonsovereign operations. 

 

92. ADB could contribute to the emphasis in the CPS, 2013–2017 on promoting cross-learning and 

sharing of best practices between PSOD and SARD. This would include disseminating innovative 

practices in the area of inclusion (covering women entrepreneurs and agribusiness) in several projects 

in India. This would require developing ADB’s advisory services product line and strengthening 

partnerships, e.g., bankers and other business associations. One possibility would be to consider an 

inclusion-focused capacity building program for financial institutions to be managed by ADB in a 

similar way to the previous initiatives. 

 

93. ADB should institute measures to address the high cancellation rate for India’s nonsovereign 

operations projects.  These could include strong quality-at-entry reviews.  Reducing the cancellation 

rate should be part of the work program for PSOD in the next CPS period. Assessment of project 

sponsors’ capability and willingness to comply with ADB requirements needs to improve. At the outset 

of a possible project, discussions with potential clients should focus on ensuring an understanding by 

clients of ADB requirements and that these would result in additional transaction costs. ADB could 

identify potential deal breakers, including indicative pricing, and seek agreement on these issues early 

in the project preparation cycle. 

 

94. Technical assistance design and implementation need to be more flexible. Technical assistance 

supporting inclusion (expansion of SME lending to lagging regions, new approaches to lending to 

women and agriculture) may require more flexible design and implementation arrangements. Flexibility 

and timeliness are critical to supporting innovations or expansion of markets.   

 


