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COMPARISON OF FINANCING MODALITIES 
 

A. Rationale for Use of Multitranche Financing Facility  
 
1. The Government of Andhra Pradesh (GoAP) has requested a multitranche financing 
facility (MFF) to help finance the infrastructure investments under the Visakhapatnam–Chennai 
Industrial Corridor Development Program (VCICDP). The GoAP has prepared a comprehensive 
industrial sector road map, strategic context, policy framework and investment plan to enhance 
industrial growth and create high-quality jobs.1  With support from the Asian Development Bank 
(ADB), the GoAP has also prepared a conceptual development plan and a regional perspective 
plan for the Visakhapatnam–Chennai Industrial Corridor (VCIC), which include an infrastructure 
strategy to drive economic growth and the identification of nodes2 for industrial development, 
high-potential industrial sectors, and a set of priority projects.3 The conceptual development 
plan indicates that the VCIC, with its long coastline and strategically located ports, provides 
multiple international gateways to connect India with vibrant global production networks and to 
facilitate regional integration. The regional perspective plan has identified the VCIC’s high 
potential for generating additional employment and industrial output, which can be achieved 
from 2015 to 2045.4 ADB is continuing its support to the GoAP for policy reforms, improving 
ease of doing business, master planning of the identified industrial nodes, and adopting good 
practices for management of economic corridors. The VCICDP, which combines an MFF and a 
policy-based lending (PBL), will build on the existing concentration of industries and increase 
the density and flow of economic activities along the VCIC in a business-induced scenario 
against a business-as-usual scenario. 
  
2.  The MFF is an appropriate modality because (i) the GoAP has a policy framework and a 
sector road map for infrastructure investments and reforms; (ii) the investments are significant 
but sequenced, allowing the GoAP to use a phased approach with a well-defined financial 
envelope; (iii) it allows ADB to have long-term engagement and continuous policy dialogue; and 
(iv) it enhances project readiness, reduces transaction costs, and supports capacity building 
(see Table at the end for more details). Specifically, the MFF is suitable for the following 
reasons: 
 

(i) Sector roadmap, long-term support and engagement: Long-term support to 
the state is required for continuously refining and implementing VCIC’s industrial 
sector roadmap through conceptual development plan, regional perspective plan, 
and master plan of the industrial nodes. This will define ADB’s long-term strategic 

                                                
1  The industrial sector road map, strategic context, policy framework, and investment plan are discussed in Facility 

Administration Manual (accessible from the list of linked documents in Appendix 2 of the RRP). 
2  A node refers to a geographical area along the industrial corridor with high growth potential and encompassing a 

production enclave, an urban center, and a port along with a logistics and distribution network. Four nodes have 
been identified in the VCIC: Visakhapatnam, Kakinada, Amaravati region, and Yerpedu–Srikalahasti. An industrial 
cluster refers to an identified geographical area of industrial units within a node. For example, Visakhapatnam node 
comprises four industrial clusters: Pydibhimavaram, Atchutapuram, Nakkapalle, and Bheemunipatnam. 

3  The conceptual development plan is available on the GoAP website.  https://www.apindustries.gov.in/APIndus/ 
Data/Vizag-Chennai Industrial Corridor_Full Report.pdf. Visakhapatnam–Chennai Industrial Corridor: Summary of 
Conceptual Development Plan (accessible from the list of linked documents in Appendix 2 of the RRP).  

4  Visakhapatnam–Chennai Industrial Corridor: Summary of Regional Perspective Plan (accessible from the list of 
linked documents in Appendix 2 of the RRP). By 2045, industrial output in the VCIC is expected to rise to about 
$295 billion in the business-induced scenario and about $117 billion in the business-as-usual scenario from about 
$16 billion in 2015. The business-induced scenario envisages an investment of $31 billion by 2045 and $7 billion 
by 2020. 

http://www.adb.org/Documents/RRPs/?id=48434-002-3
https://www.apindustries.gov.in/APIndus/%20Data/Vizag-Chennai%20Industrial%20Corridor_Full%20Report.pdf
https://www.apindustries.gov.in/APIndus/%20Data/Vizag-Chennai%20Industrial%20Corridor_Full%20Report.pdf
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engagement with the state. The MFF helps in continuously reviewing the road 
map and long term plans in the state and the sector. 

(ii) Strategic context: India has adopted an industrial corridor approach to stimulate 
manufacturing and an Act East policy to integrate the Indian economy with Asia’s 
dynamic global production networks.5 The industrial corridor approach involves 
the creation of an efficient multimodal transport network supported by quality 
infrastructure and logistics within a defined geography, and a policy framework 
that facilitates business operations for integration with global production networks. 
Industrial corridors are central to India’s Make in India initiative, which encourages 
investments in the manufacturing sector to stimulate growth and create high-
quality jobs. The VCIC, which covers more than 800 km of coastline in Andhra 
Pradesh, is proposed to be developed as the first phase of the East Coast 
Economic Corridor.6 To develop an infrastructure strategy, the GoAP has also 
prepared a conceptual development plan and a regional perspective plan for the 
VCIC (footnotes 3 and 4).   

(iii) Policy framework: India’s National Manufacturing Policy (2011) calls for 
increasing the manufacturing sector’s contribution to at least 25% of GDP and 
enhancing job creation in manufacturing to create 100 million additional jobs by 
2022.7 The Andhra Pradesh Industrial Development Policy (2015) aims to 
establish state-of-the art infrastructure, promote manufacturing, enhance 
inclusivity, foster innovation, and create employment opportunities across 
sectors.8 The MFF provides a platform for continuous policy dialogue to address 
multiple objectives and long-term reforms. 

(iv) Investment program: The regional perspective plan has identified the VCIC’s 
high potential for generating additional employment and industrial output, which 
can be achieved from 2015 to 2045. By 2045, industrial output in the VCIC is 
expected to rise to about $295 billion in the business-induced scenario and about 
$117 billion in the business-as-usual scenario from about $16 billion in 2015. The 
business-induced scenario envisages an investment of $31 billion by 2045 and 
$7 billion by 2020 (footnote 4). ADB is continuing its support to the GoAP for 
policy reforms, improving ease of doing business, master planning of the identified 
industrial nodes, and adopting good practices for management of economic 
corridors. 

(v) Financing plan: The VCICDP, which combines an MFF ($500 million), a Grant 
($5 million) and a PBL ($125 million), will build on the existing concentration of 
industries and increase the density and flow of economic activities along the VCIC 
in a business-induced scenario against a business-as-usual scenario. The 
detailed financing plan is available in the RRP. 

(vi) Undertakings: The Government of India and GoAP have assured ADB that 
implementation of the VCICDP shall conform to all applicable ADB policies 
including those concerning anticorruption measures, safeguards, gender, 
procurement, consulting services, and disbursement as described in  Facility 
Administration Manual (FAM) and loan documents. The Government of India and 

                                                
5  Details on the industrial corridor approach are available at http://www.makeinindia.com/live-projects-industrial-

corridor. The government launched five industrial corridors in its FY2015 budget. Under the Act East policy, India 
plans to have greater strategic role for broader economic and diplomatic engagement across Asia and the Pacific. 

6 ADB. 2016. Scaling New Heights: Vizag-Chennai Industrial Corridor, India’s First Coastal Corridor. Manila. 
http://www.adb.org/publications/scaling-new-heights-vizag-chennai-industrial-corridor  

7  Government of India, Ministry of Commerce and Industry. 2011. National Manufacturing Policy, 2011. Delhi. 
8  Government of Andhra Pradesh, Department of Industry and Commerce. 2015. Andhra Pradesh Industrial 

Development Policy, 2015-2020. Hyderabad. 

http://www.makeinindia.com/live-projects-industrial-corridor
http://www.makeinindia.com/live-projects-industrial-corridor
http://www.adb.org/publications/scaling-new-heights-vizag-chennai-industrial-corridor
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GoAP have given ADB certain undertakings for the MFF, which are set forth in the 
framework financing agreement. 

(vii) Project readiness: The MFF ensures high readiness in terms of preparation of 
detailed project reports (DPRs), bidding documents, policy reforms and advance 
actions for procurement and implementation, especially for the subsequent 
tranches. This is critical in multi-sector projects wherein close coordination of the 
project components with other investments and development efforts is required. 

(viii) Capacity development of executing and implementing agencies: The MFF 
supports a phased approach that would enable building capacities for managing 
integrated infrastructure and area development activities, and in institutionalizing 
key lessons/ management arrangements. For VCIC, operationally flexible 
implementation support and capacity building through the MFF is important to 
enable long-term corridor management, investor promotion, and demand-
responsive economic policy and infrastructure investment regime. 

(ix) Resources and costs: The MFF reduces transaction costs as phasing will enable 
proper planning, implementation and scheduling of investments in tranches. The 
tranches are based on readiness, and progress on contract awards, 
disbursements and absorption capacities. 

 
3.  Justification of MFF amount. The government is following a 3-phase strategy: (i) 
immediate investments to debottleneck the infrastructure constraints; (ii) medium term 
investments for brownfield development (improving existing industrial nodes and clusters), and 
(iii) long-term investments for greenfield development (new industrial nodes or cities or industrial 
townships). More than $31 billion investments are required in VCIC in the next 30 years out of 
which about $7.0 billion are immediately required in the next 5 years (footnote 4). The 
Government is mobilizing resources from several sources-state government, national 
government, development partners, private sector, public private partnerships, etc., and has 
made plans accordingly. The proposed MFF of $500 million will provide support to address 
immediate requirements. 
 
4.  Sequencing of investments. Project 1, which is representative of subprojects to be 
financed under the MFF,9 will primarily focus on two of the four VCIC nodes.10 The industrial 
area investments reflect the need for high-quality internal infrastructure within the industrial 
clusters.  The Urban Climate Change Resilience Trust Fund grant, which is part of Project 1, will 
finance innovative approaches to climate change resilient urban infrastructure in Visakhapatnam 
under output 2.11 A tentative list of Project 2 subprojects, which are similar to those in Project 1, 
has been included in the FAM.12 Project 2 will be processed upon achieving substantive 
progress under Project 1, satisfactory compliance with the conditions and undertakings under 
the MFF, and adequate readiness for implementation. More details of criteria for Project 2 
processing and subprojects selection are in the FAM. 
 
5. Selection of subprojects, processing of project 2 and readiness for 
implementation. In selecting subprojects and initiating processing of Project 2, the GoAP will 
check and ensure the following: 

                                                
9  Project 1 corresponds to tranche 1 of the MFF and Project 2 corresponds to tranche 2 of the MFF.  
10  Priority nodes in Project 1 are Visakhapatnam, a major industrial hub and a port, and Yerpedu–Srikalahasti, an 

important node with linkages with the Chennai–Bangalore Industrial Corridor and with ports in Krishnapatnam and 
Chennai. Both nodes are on the arterial spine of the corridor, a national highway, and are also on a rail corridor. 

11  Grant under the Urban Climate Change Resilience Trust Fund: Strengthening Urban Climate Change Resilience of 
Visakhapatnam (accessible from the list of linked documents in Appendix 2 of the RRP). 

12   Facility Administration Manual (accessible from the list of linked documents in Appendix 2 of the RRP). 
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(i) Institutional capacities, human resources, and program management 

strengthened adequately for smooth and effective implementation of Project 1 
and Project 2 as detailed out in Output 3 of the Report and Recommendation of 
the President. Necessary capacity building activities will have been carried out for 
the project management unit (PMU) and project implementing unit (PIU) staff to 
ensure effective implementation of the VCICDP. 

(ii) Implementation arrangements will have been put in place including among 
others, adequate strengthening of PMU and PIUs, establishment of necessary 
systems, processes and documents for effective implementation of the VCICDP, 
especially for procurement, financial management, safeguards, and social and 
gender. 

(iii) All subprojects should demonstrate the required effective economic internal rate 
of return and should demonstrate cost-effectiveness in comparison with 
alternatives. 

(iv) The implementing agencies shall make available hindrance free land for 
implementing the works. All subprojects will have prepared resettlement plans, if 
required, in accordance with the resettlement framework. All subprojects will 
meet environmental subproject selection criteria and will have prepared initial 
environmental examinations, including environmental monitoring plans, in 
accordance with the environmental assessment and review frameworks. All 
subprojects will have prepared indigenous peoples development plans, if 
required, in accordance with the indigenous people’s development framework. 

(v) All subprojects will have carried out due diligence and prepared detailed project 
reports, including detailed engineering designs, procurement documents, 
including bidding documents, in accordance with the requirements of ADB and 
Department of Economic Affairs (DEA). Preparation of procurement plan, 
recruitment of consultants and procurement of civil works and goods will have 
been carried out as per the DEA and ADB requirements. 

 
B.  Rationale of Policy-based Lending  
 
6.  The PBL will complement the MFF through comprehensive state-wide reforms and 
institutional development to help the VCIC realize its full potential for growth and 
competitiveness. The PBL is justified based on (i) the financial support required to prepare, 
implement, and monitor the proposed policy actions; (ii) assessment of the GoAP’s overall 
financial resources; (iii) development financing needs in the industrial sector; (iv) the GoAP’s 
absorptive capacity; and (v) the requirement for capacity building of institutions in the industrial 
sector. The VCICDP is in line with ADB’s country partnership strategy for India.13  
 
7.  Critical and substantive reforms, and ADB’s value addition. The PBL is proposed 
because the Government of India and the GoAP are strongly committed to undertaking critical 
and substantive reforms in the industrial sector and have strong ownership. Through Make in 
India and emphasis on manufacturing, the Government of India and the GoAP have already 
shown their initiative and ownership in taking up transformational policy, regulatory and 
governance reforms. There is a conducive environment for reforms in the sector at the national 
and the state level. ADB’s engagement with the state and national governments since 2014 has 
prepared a solid foundation for significant reforms in the sector having state-wide and sector-
wide impacts on the economy. The targeted reforms will have enhanced sector efficiency for 
                                                
13  ADB. 2013. Country Partnership Strategy: India, 2013–2017. Manila.  
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higher returns on (infrastructure) investments under the MFF. This has been reflected in the 
PBL policy matrix. 
 
8. Combination of MFF and PBL. One of the important lessons from the evaluation of the 
country partnership strategy, 2009–2012 is that investments have to be coupled with 
sustainable and vibrant institutions and effective governance systems to sustain and maximize 
their impacts. Accordingly, the VCICDP combines long-term sector roadmap, infrastructure 
investments, and policy reforms in the industrial sector to give impetus to economic growth and 
employment generation. While the existing policy framework, which focuses on the main 
challenges and the operating conditions, is sufficient for the investments under the MFF to 
ensure efficiency, cost recovery, sustainability and competition in the relevant sectors 
(industries, energy, transport, and urban), the GoAP has targeted transformational policy, 
regulatory, and institutional reforms, which require an additional support, which is beyond the 
reasonable scope of MFF and can be met through a parallel PBL.   The combination of the MFF 
and the PBL in one project will leverage synergistic efforts of the investments and reforms. The 
policy matrix under the proposed PBL includes substantive, ambitious, and highly critical 
reforms, which are in accordance with the national and state priorities, and will ensure deeper 
reforms beyond those envisaged under MFF to provide enabling policy framework for VCIC to 
become globally competitive and deepen linkages with global value chains. The Government 
also prefers an integrated project. 
  
C. Amount of Policy-based Lending  
 
9. The PBL will provide budget support to the GoAP to finance the policy reforms as 
outlined in the Government of India’s development policy letter and policy matrix (Appendixes 3 
and 4 of the RRP). The government has requested a loan of $125 million, which will be relent to 
the GoAP under the same terms as the original loan, from ADB’s ordinary capital resources 
(OCR) to help finance the reforms program. The policy-based loan of $125 million will provide 
financial support to GoAP for development financing needs as the state envisages an 
investment of $31 billion by 2045 and $7 billion by 2020 (footnote 4).  In addition, the PBL will 
also support the GoAP to address costs of reforms over and above those envisaged under MFF 
that include (i) a state industrial corridor management authority or equivalent notified and 
operationalized (approximately $40 million); (ii) node-specific special purpose vehicles notified 
and established (approximately $20 million); (iii) project development mechanism established to 
enhance readiness for development and implementation of infrastructure projects 
(approximately $20 million); (iv) a dedicated investor promotion agency notified and operational, 
and a second global investment promotion event held in the state (approximately $20 million); 
(v) a reform plan approved for District Industries Centers and at least two model centers 
established (approximately $10 million); and (vi) a roadmap or a policy document approved for 
skill development and targeted number of  workers, entrepreneurs and students trained for skill 
development (approximately $15 million). 
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COMPARISON OF FINANCING MODALITIES 
INDIA: VISAKHAPATNAM–CHENNAI INDUSTRIAL CORRIDOR DEVELOPMENT PROGRAM 

Issues  
Comparison 

Remarks MFF Project Loan 
1. A multi sector investment 

program and related policy 
improvements funded by a 
$500 million MFF, $5.0 million 
grant, and a $125 million 
program loan to enhance 
manufacturing growth through 
easing infrastructure 
bottlenecks, improving 
business climate and access 
to markets, and boosting 
productivity through 
urbanization. Promote 
inclusive growth by expanding 
economic opportunities and 
linking urban centers and 
industrial clusters. 

Aligned to long-term economic 
objectives of Andhra Pradesh in 
enhancing manufacturing-led 
growth with infrastructure 
development and enabling policy 
reforms. Facilitates preparation 
and implementation of long-term 
roadmaps for the industrial and 
associated infrastructure sectors 
(power, transport, urban, logistics, 
etc.) and supports coordinated 
investments in a phased manner.  

Focus primarily on short-term 
infrastructure needs and not so 
much on policy reforms. Less 
suitable for multi-sector, mutli-
agency investments for enhancing 
economic growth and employment 
generation in a sustained manner. 
 
Risks of delays and impact on 
sector objectives high. 

MFF: 
• supports well prepared 

projects on a priority 
basis; 

• enables adequate 
preparation time for 
complex activities in 
subsequent tranches; 

• incorporates lessons from 
implementation of first 
tranche investment;  

• enables improvising policy 
measures based on need/ 
demand; and  

• addresses O&M issues 
during the program 
implementation period. 

2. Policy dialogue and 
coordination. 

MFF provides a platform for 
continuous policy dialogue to 
address multiple objectives and 
long-term reforms. 

 A standalone project requires 
upfront full commitment and   
definition of all details; difficult to 
conduct policy dialogue on major 
reforms during implementation. 

MFF: 
• facilitates policy dialogue 

for building investment 
climate and investor 
promotion;  

• supports economic 
corridor management by 
establishing institutions for 
corridor development in 
line with national priorities; 

• helps development of 
model industrial node and 
cluster by creating a shelf 
of projects; 

• supports skill 
development in 
consultation with industry; 
and 
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Issues  
Comparison 

Remarks MFF Project Loan 
• provides impetus to long-

term land management for 
infrastructure, industrial 
development and corridor 
management. 

3. Long-term support and 
engagement 

Helps in continuously reviewing 
the road map and long term 
engagement in the state and the 
sector 

Support short term policy 
interventions.  

Long-term support to the state is 
provided for preparing VCIC’s 
conceptual development plan, 
regional perspective plan, and 
master plan of the four nodes in 
the VCIC. This will define ADB’s 
long-term strategic engagement 
with the state. 

4. Project readiness Ensures high readiness in terms of 
preparation of DPRs, bidding 
documents, policy reforms and 
advance actions for procurement 
and implementation, especially for 
the subsequent tranches. 

Limited operational flexibility Critical in multi-sector projects 
wherein close coordination of the 
project components with other 
investments and development 
efforts is required.  

5. Capacity development of 
executing and implementing 
agencies  

A phased approach would enable 
building capacities for managing 
integrated infrastructure and area 
development activities, and in 
institutionalizing key lessons/ 
management arrangements.  

Supports capacity development 
but limits to short term objectives. 

Operationally flexible 
implementation support through 
technical assistance grants to 
enable long-term corridor 
management, investor promotion, 
and demand-responsive economic 
policy and infrastructure 
investment regime. 

6. Resources and costs Reduces transaction costs as 
phasing will enable proper 
planning, implementation and 
scheduling of investments in 
tranches. 

Implementation delays would 
enhance commitment charges. 

Tranching based on readiness, 
and progress on contract awards, 
disbursements and absorption 
capacities.  

ADB = Asian Development Bank, DPRs = detailed project reports, MFF = multitranche financing facility, O&M = operation and maintenance, VCIC = 
Visakhapatnam-Chennai Industrial Corridor. 


