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2008 Sustainability Review Operations
Why
this Sustainability
Review?

During recent years, the African Development
Bank’s private sector operations (PSO) have

experienced an unprecedented growth resulting
in a substantial portfolio of projects across a wide
range of sectors. This first Sustainability Review
is an effort to inform the development community
and the interested general public about PSO
objectives and achievements.

The Sustainability Review explains how PSO, as
an integral element of the Bank’s development
instruments and programs, is pursued within the
institution. The Review demonstrates how close
cooperation and coordination between all
concerned departments and units builds synergy
and contributes to the effective and efficient
delivery of PSO products for the benefit of the
Bank’s regional member countries (RMCs).

The Review clarifies how sustainable
development is a core precept of both PSO and
Bank strategy, and how concern for its
achievement is integrated into the Bank’s working
procedures.While lasting development outcomes

fromPSO projects are best assessed some years
after project completion, the inclusion in the
Review of several recent case studies serves to
illustrate howPSOmethodology is currently being
put into practice in an effective way.

Being entrusted with the responsibility of investing
public resources for development brings with it
a need to regularly report on our performance in
order to maintain our “license to grow.” As this
report is the first Sustainability Review of PSO,
stakeholders and interested parties are
encouraged to provide feedback to help improve
this reporting over time. As an initial step, the
Bank is requesting that readers of this report
kindly send in their comments and observations
on the document to this email address: private-
sector@afdb.org.

“This Review clarifies how sustainable
development is a core precept of both PSO
and Bank strategy and how its achievement is
fully integrated into the Bank’s working
procedures.”
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AfDB African Development Bank
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2008 Sustainability Review Operations
Message
from the President

We believe that, as Africa’s leading development
finance institution, we have to promote best
banking and industry practices and reward
sustainable behavior, in order to build more
sustainable business practices in the African
economies. Given its unique position, the AfDB
Group has, over time, amassed a pool of
knowledge and expertise in Africa’s development
issues. The combination of our private and public
financing, as well as our Triple A credit rating,
help us to contribute to economic development
– even in these difficult times — while adhering
to the highest standards of environmental
stewardship, responsible social progress, and
sustainable development outcomes.

Given the critical importance of private sector
growth in the development process, I very much
support the initiative to publish this first PSO
Sustainability Review for consultation with our
stakeholders. Transparency and dialogue are key
ingredients for sustainable development. A
business function that is growing as rapidly as
PSO needs to explain carefully how it manages
its growth while safeguarding sustainability
standards. Not everybodymay appreciate upfront
that managing these dimensions simultaneously
is feasible. I believe this report gives valuable
proof that it is not only possible, but that it is
being done. I trust that after reading this review,
you will agree with me that private sector finance
is crucial for Africa.

Donald Kaberuka
President of the African

Development Bank

“Transparency and dialogue are key ingredients
for sustainable development. A business
function that is growing as rapidly as PSO needs
to explain carefully how it manages its growth
while safeguarding sustainability standards.”

Dear Stakeholder,

Currently the world
is facing the

toughest economic
challenge in decades.
Before the crisis,
Africa’s real GDP was
set to grow on average
at 6.5%. This has now
been revised down-
ward to around 2.8%
for 2009. Looking ahead, we are faced with
gloomy prospects, and the reversal of the hard-
won gains achieved over the past ten years are
real. For low-income countries in particular, it is
yet another event deepening the successive
crises our economies were facing already, in
particular the food crisis, the impact of climate
change, and volatility in energy markets. Amidst
these challenges the AfDB Group will continue
to play its role in spurring finance and investments
in African nations and enterprises, so that African
economic growth can rebound.

Private sector finance is crucial for realizing our
objectives. Over the past two years, the Private
Sector Operations (PSO) of the AfDB has
witnessed tremendous growth, almost doubling
in activities each year. In total, 32 private sector
projects were successfully presented to the Board
for approval in 2008, compared to 17 in 2007.
Our targets for 2009 as indicated in this Review
remain robust against the changing scenario of
the world financial markets.

We are witnessing a huge increase in demand
for our financing as commercial capital shrinks.
But while the additionality of AfDB is increasing,
so too is the risk profile of our portfolio. In this
environment, we continue to exercise maximum
prudence, caution and sound banking principles.
There are challenges and resource limitations,
but we are called upon to provide counter-cyclical
mitigation and we are prepared to do so.
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This Sustainability Review shows how PSO,
as an integral element of the Bank’s

development instruments and programs, is
pursued within the institution. The Review
explains how close cooperation and
coordination with all concerned departments
and units builds synergy and contributes to the
effective and efficient delivery of PSO products
to maximize the development impact of the
Bank’s interventions.

AfDB PSO defines sustainability as the practice
of balancing commercial viability with the social,
environmental and developmental impacts of
doing business. Its achievements toward
sustainability are guided by a body of AfDB
policies, international standards such as the UN
Millennium Development Goals (MDGs),
Multilateral Environmental Agreements for
example on climate change and biodiversity, and
a range of partnerships with stakeholders,
including bilateral and multilateral development
finance institutions (DFIs).

Chapter One of this Review highlights economic
developments in Africa and the necessity for
private sector finance. It describes the AfDB’s
view on private sector development and the
environmental and social context of PSO. Private
sector finance of AfDB has grown significantly
over the last three years: from USD 426 million
in 2006 to USD 1,546 million in 2008.1 The AfDB
aims to further increase its PSO, which will be
combined with a simultaneous strengthening of
its credit review process and ramping up of
processing capacity.

”The AfDB aims to further increase its PSO,
which will be combined with a simultaneous
strengthening of its credit review process and
ramping up of processing capacity.”

Private Sector 11

2008 Sustainability Review Operations
Executive
Summary

Chapter Two describes which private sector
projects are eligible for AfDB financing and how
this finance is being delivered. The four key
eligibility conditions that projects have to meet
are explained in detail. In this first Sustainability
Review, the roles and responsibilities of various
AfDB departments in the credit process are
described in order to provide the reader with a
complete picture of the “private sector eco-
system.” The environmental, social and de-
velopment safeguards, analyses, and processes
are also highlighted.

Chapter Three presents the structure of the
portfolio of active projects and the approved
projects in 2008. First, the size of the active
portfolio in terms of approved finance and the
money outstanding is shown, after which the
portfolio is broken down by countries, sectors,
and financial instruments. In addition, an analysis
of the changing profile of the portfolio is presented
in terms of commercial viability, environmental
and social risk, expected development outcomes,
and additionality. This is followed by a short
description of the Bank’s private sector grants
for technical assistance and capacity building,
which is another key product of PSO. At the end
of the chapter, some dilemmas experienced in
PSO are presented, including an example of a
major public private partnership (PPP) project
and the issues that such projects may encounter.

Finally, Chapter Four signals the continuing priority
that the AfDB attaches to private sector finance
in the wider context of its Medium Term Strategy
2008-2012. The specific objectives and targets
for PSO in 2009 and beyond are introduced.

In the following table, some of the key
performance indicators (KPIs) that guide PSO
activities have been presented for the year 2008.

1 Including a USD 100 million B-loan syndication. The exchange rates prevailing at December 31, 2008 were used to convert

all amounts to USD.
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2008 Sustainability Review Operations
Key Performance
Indicators:
Private Sector
Operations, 2008

1 This excludes USD 1,611 million of lines of credit and equity investments in African public sector
DFIs that have been transferred to the PSO portfolio.

2 Rather than “on target,” this is 40% above target.
3 For the 10 projects that were approved and disbursed in 2008.

Key Performance Indicator Active
portfolio
(year

end 2008)

Of which:
2008

approvals

2008 business
plan target
achieved

Portfolio composition

Number of projects 79 32 √
Total approved finance (USD million) 4,0181 1,5462 √
Private sector finance / total AfDB approved
finance (%)

USD 1,546 29% √

Finance in low-income RMCs (%) 34% 38% √
Credit finance / total (%) 84% 82% √
Equity finance / total (%) 12% 15% √
Local currency finance / total (%) 8% 6% x
Financial risk

Weighted-average risk rating 3.5 4.1 x
Non-performing assets <4% na √
Operational effectiveness and efficiency

Average time between approval and first
disbursement (days)

324 1613 √
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THIS CHAPTER HIGHLIGHTS ECONOMIC
DEVELOPMENTS IN AFRICA
AND THE NECESSITY FOR PRIVATE SECTOR
FINANCE. IT DESCRIBES THE AfDB’S VIEW
ON PRIVATE SECTOR DEVELOPMENT
AND THE ENVIRONMENTAL AND SOCIAL
CONTEXT OF PSO.

Growing demand for private sector financing

Successful emerging markets feature the
private sector as the engine of growth. The

private sector contributes to inclusive growth and
poverty reduction in many ways: by creating jobs,
generating tax revenues, and providing the goods
and services that the poor need. It therefore is
encouraging that the private sector in Africa is
expanding. In just two decades, Africa's GDP
has roughly doubled from USD 130 billion in the
1980s to around USD 300 billion today and the
share of the private sector has also grown.

The private sector in Africa still faces several
constraints, however, particularly the insufficient
and deficient infrastructure and the limited
access to finance. The latter is illustrated by the
rather small fraction of private sector debt to
GDP, which in most sub-Saharan African
countries is less than 20%, and in many cases
less than 10%. In South Africa, the most
developed market in Africa, this ratio is about
140%, on a par with developed countries. In
addition to the increasing role of the private
sector in the economy, demand for private
sector finance has been amplified by the growth
of African economies over the last five years.

The Bank’s broad approach to private sector
development

The AfDB’smandate is to assist African countries,
individually and collectively, in their efforts to
achieve sustainable economic development and
social progress. The AfDB Group provides
alternative methods of financing to meet the
varying needs of its RMCs:

1. The African Development Bank provides:
a. public financingwithagovernmentguarantee

(sovereign loans) in creditworthy countries;
b. private sector finance without a govern-

ment guarantee (non-sovereign) in prin-
ciple in all African countries.

2. The African Development Fund provides
concessional financing in low-income
countries (LICs);

3. The Nigeria Trust Fund provides concessional
financing to low-income RMCs.

Because of its pivotal role in sustainable growth
and poverty alleviation, the AfDB has identified
private sector development as an institution-wide
priority in its central goals of poverty alleviation
and sustainable growth. The organization chart
(Figure 1) shows the departments that are most
closely involved in PSO, which are located
throughout the entire organization.

“Because of its pivotal role in sustainable growth
and poverty alleviation, the AfDB has identified
private sector development as an institution-
wide priority in its central goals of poverty
alleviation and sustainable growth.”

15CHAPTER ONE
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Figure 1: Organizational chart of the African Development Bank
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The Bank’s five strategic priorities for private
sector development are: (i) improving the
investment climate, (ii) supporting private
enterprises, (iii) strengthening financial systems,
(iv) building competitive infrastructure, and (v)
promoting regional integration and trade.

Given its 45 years of experience on the
continent, its public–private organizational
structure, its pan-African multilateral governance
structure, and its AAA credit rating, the AfDB is

uniquely positioned to harness its corporate
competency for private sector development in
Africa. The development of the private sector
depends on the context in which it operates
and calls for attention to several important areas
apart from financial investments. As summarized
in the “the private sector development tripod”
diagram (Figure 2), the Bank’s PSO is built
around three key pillars: (i) diagnostics and
strategy; (ii) enabling programs, and (iii) catalytic
transactions.

16

Figure 2: The private sector development tripod

The PSO process is founded on a solid
understanding of development priorities, potential
issues in the enabling environment, and the
strengths and constraints of each local market.
This critical initial diagnostic function is the
responsibility of the Chief Economist’s Office in
conjunction with the Bank’s country and regional
integration teams, which develop operational
strategies for each country. Furthermore, the
preparation of these strategies also takes account
of research undertaken by other institutions such
as the World Bank Group, the African Economic
Research Consortium (AERC), and the United
Nations Economic Conference for Africa
(UNECA).

Based on this understanding, the public sector
business units develop enabling programs to

address the weaknesses and constraints in the
enabling environment. These may include the
provision of public goods in “hard infrastructure”
such as power, water, transportation, and
telecommunications as well as “soft
infrastructure,” such as regulatory and legal
frameworks, which are essential for economic
growth and private sector development. These
interventions are generally undertaken with
government agencies and involve close
coordination with development partners such
international financial institutions and bilateral
development agencies.

The Bank’s Private Sector Department (OPSM)
subsequently takes the lead with catalytic
transactions by supporting PSO through a variety
of instruments without a sovereign guarantee,



including loans, lines of credit (LOCs), guarantees,
equity and quasi-equity investments, and
technical assistance. These interventions are
undertaken in conjunction with private
corporations, financial institutions, or state-owned
enterprises and in partnership with other
development-oriented organizations. The idea is
that the Bank’s participation will attract other
investors by creating a strong demonstration
effect.

The Bank is at its most efficient and effective
when all three pillars of the private sector
development tripod function in close coordination
through continuous communication and
synchronization of activities. Lessons learned
through the implementation of enabling
environment programs and PSO should feed
back into diagnostic and strategy development
work through an iterative process.

In addition to its role as financier, the AfDB plays
two other important roles in private sector
development. Given its extensive knowledge of
the RMCs, it acts as an advisor through
publications, training courses, workshops and
conferences, advisory services, and direct contact
with project sponsors. And its governance
structure allows it to be a partner to a range of
stakeholders: African entrepreneurs, foreign
investors, RMCs, local communities, and
international development institutions.

In all three roles, sustainable development is
important. Sustainable development is a broad
concept encompassing economic, environ-
mental, and social challenges. PSO has translated
this concept into a practical definition that helps
focus our efforts: Sustainability is the practice of
balancing commercial viability with the social,
environmental, and developmental impacts of
doing business.

”Sustainability is the practice of balancing
commercial viability with the social,
environmental, and development impacts of
doing business.”

Supporting the Millennium
Development Goals

The eight United Nations Millennium
Development Goals (MDGs) – which
range from halving extreme poverty

to halting the spread of HIV/AIDS and
ensuring universal primary education,
all by the target date of 2015 – form
a blueprint agreed to by all the world’s
countries and leading development
institutions. They have galvanized
unprecedented efforts to meet the
needs of the world’s poorest
populations. The overarchingmission
of the African Development Bank is
to help RMCs to achieve sustainable
economic growth, reduce poverty, and
improve living standards of their
people. Through its operations, the
Bank aims to contribute to equitable
human and social development and
environmental stewardship on the
continent and to assist its RMCs to
attain the MDGs.

Building partnerships

To maximize the impact of its interventions, the
AfDB partners with multilateral and bilateral DFIs
such as the International Finance Corporation
(IFC), the European Investment Bank (EIB), FMO
of The Netherlands, DEG and KFW of Germany,
AFD Proparco of France, as well as JBIC and
JICA of Japan. Moreover the AfDB works with
commercial banks, which mostly adhere to the
internationally agreed Equator Principles for
project finance. Through the combination of
resources and know-how and by building on
applicable international standards, such as the
Extractive Industries Transparency Initiative (EITI),
both efficiency and effectiveness of processing
projects and promoting sustainable development
are optimized.

Private finance, public interest

The AfDB takes advantage of its unique
positioning at the interface between the public
and private sectors – the Bank’s so-called “sweet
spot” – to maximize the development impact of
its PSO. This is where the Bank has a clear
competitive advantage over other banks and
where its effectiveness is greatest. The Bank is
careful not to undertake activities that could be
realized commercially without its participation.
The Bank prefers to allocate its resources to
activities where other financiers would be reluctant
to invest, or where it can add greater development
value. Both this “additionality” and focus on
development outcomes guide the selection of

17
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the Bank’s financing operations. For example,
themobile telecommunications business in Africa
is nowadays so well developed that commercial
banks are more than willing to invest in it, so the
involvement of AfDB’s PSO would add little to
such projects. On the other hand, a project aimed
purely at the reduction of HIV/AIDS would be
better financed through the AfDB’s public sector

operations or private charities, since the PSO
specialist knowledge and experience would be
of little use in this area. A project on private sector
provisioning of healthcare, however, is an area
that offers good strategic fit, and so lies in the
Bank’s “sweet spot.“ An example of this is the
Equity Vehicle for Health in Africa (EVHA) project,
which is presented as a case study below.

18

Figure 3: The ”sweet spot” of AfDB’s private sector finance

CASE STUDY: Equity Vehicle
for Health in Africa (EVHA)
In 2008, the AfDB’s PSO invested
USD 20million in the first pan-African,
equity-focused financing vehicle for
small and medium-sized healthcare
enterprises. The International Finance
Corporation and the German
development bank DEG were co-
investors. The USD 100million vehicle
aims to innovatively demonstrate that
risk capital can yield attractive returns
in an underserved sector in Africa.
EVHA will also coach local financial
institutions to increase their
knowledge of the sector and improve
its access to equity and debt.

Individual EVHA investments are
expected to range between USD
500,000 and USD 5 million across a
range of health-related areas:

• Health service providers, like
clinics, private hospitals (existing
and greenfield), diagnostic centers
and laboratories;

• Risk pooling and healthcare
financing institutions, such as
HMO and health insurance
companies;

• Distribution and retail companies
such as eye clinics,
pharmaceutical chains etc.; and
for-profit healthcare education.

This investment builds on the AfDB’s
financial strength, long-term vision
and complementarity with the public
sector operations and its excellent
working relations with other
participating institutions such as the
IFC, DEG, and the Bill and Melinda
Gates Foundation.



Environmental and social context for PSO

As a development bank, the AfDB aims for
development and inclusive economic growth.
The resulting increased economic activities
generate both social and environmental benefits
and costs. Environmental and social costs may
constitute very potent threats to the economic
system, health and wellbeing of communities.
Economic development policies should, therefore,
integrate social and environmental concerns and
propose ways to address these. These include
deforestation, biodiversity loss, soil erosion,
climate change, social inequality, involuntary
resettlement, and human and labor rights. One
of AfDB’s core responsibilities and competencies
is assessing these risks, mitigating them, and
ensuring that project sponsors and other
commercial and development partners also
adhere to international best practices relating to
environmental sustainability and social protection.

“Environmental and social costs may constitute
very potent threats to the economic system,
health andwellbeing of communities. Economic
development policies should, therefore,
integrate social and environmental concerns
and propose ways to address these.”

The Bank’s support
to clean energy and climate change
risk mitigation

The Bank is engaged in various
initiatives to confront the challenges
of climate change and access to
energy, both with respect to its own
position (e.g. risk management) and
in promoting climate-risk mitigation
and adaptation for Africa. The Bank’s
approach is based on the recognition
that it does not have the capacity to
adequately cover all aspects of the
climate change agenda. It will,
therefore, be extremely selective in its
interventions. The Bank will also
enhance RMC capacity to access
globally available resources for climate
change related priorities at the
national level.

In March 2008 the Board of Directors
endorsed the AfDB Group’s Clean
Energy Investment Framework (CEIF).

This framework sets a comprehensive
agenda for mainstreaming clean
energy options, promoting investment
in energy access and cleaner
energies, and strengthening energy
efficiency in all major sectors of the
economy. The Bank has also finalized
its Climate Risk Management and
Adaptation (CRMA) Strategy. The
objectives of this strategy are: (i) to
assist RMCs in their efforts to
strengthen climate risk management
and promote adaptation and (ii) to
ensure the development effectiveness
of the Bank’s investments in RMCs in
the face of themounting climate risks.

Training and capacity building in this
area is a priority for the Bank.
Increasing awareness and the
expansion of competencies are crucial
to effectively confront the climate
challenge. InMay 2008 a seminar was
conducted by the Joint Africa Institute,
which is hosted by the AfDB, under
the theme “Economics of Climate
Change.” In the course of the year,
training sessions were also conducted
for Bank staff on the subjects of
renewable energy options and also on
climate-risk management.

Starting in 2009, the Bank is
introducing a new initiative to
encourage RMCs to develop Clean
Development Mechanism (CDM)
projects by providing technical
assistance and training. It will also
screen projects to identify ways to
“climate-proof” projects where
necessary. The coordination of these
activities will be guided by the Bank’s
Gender, Climate Change and
Sustainable Development Unit
(OSUS).

Rapid growth of the private sector portfolio

It was in 1991 that the AfDB started to extend
private sector finance without sovereign
guarantees from host countries. Although the
Bank gained valuable experience in the early
years, the dramatic increase in PSO only occurred

19
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in 2006, as is illustrated in Figure 4. In 2008, the
Bank approved 32 new private sector projects
for a total of USD 1,546 million2, representing
29% of the 2008 approvals of the Bank Group.

This represents a growth rate of 15% over 2007,
when 17 projects were approved for an amount
of USD 1,338 million, and a quadrupling of the
investment volume in 2006.

20

2 Including a USD 100 million B-loan syndication.

Figure 4: Rapid growth of the AfDB’s private sector finance

As can be seen in Figure 4, the rapid growth of
private sector finance by the AfDB in recent years
has not come at the expense of public sector
finance. This reflects the Bank’s holistic approach
to private sector development, where enabling
programs (carried out with public sector finance)
comprise an important prerequisite to private
sector development. Figure 4 demonstrates the
added value of AfDB’s decision to establish
private sector development as an institution-wide
priority.

The AfDB aims to further increase its PSO, in
view of Africa’s strong economic growth over the
past decade and the significant recent increase
in business opportunities. The heightened visibility
of the AfDB in private sector finance across the
continent is ever more relevant, as the economic
downturn has led to the withdrawal of many
international commercial banks from the region.
It has been estimated that the number of financing
requests has increased tenfold over the past two
years. However, DFIs can only provide a fraction
of the financial shortfall, and some tough choices

lie ahead about which projects to finance. In
essence, the Bank will play a counter-cyclical role
in the current economic climate, but will avoid
overextending itself by strengthening its project
selectivity.

“The AfDB aims to further increase its private
sector finance operations, which is realistic in
view of the increase in business opportunities.”

Impact of the global financial crisis
on PSO

The expected effect of the current
credit crisis is a general contraction
of private sector activity. No sector
will be spared and the weak may not
survive. However, AfDB and other
DFIs have witnessed a surge in
demand for financing to fill the void
created by the departure of
commercial banks. There has also



been a surge in demand for funding
from even the strongest African banks.
Projects in the real economy are being
squeezed for lack of funding,
particularly large projects such as
infrastructure.

Although the AfDB currently finds itself
in a robust financial position, it will
continue to adhere to prudent banking
standards and avoid the temptation
to go beyond itsmeans. The Bank has
responded to the situation by
establishing clear limits on howmuch
additional credit it will provide, based
on its risk capital base and how
quickly this credit can be provided, in
order to safeguard its financial
strength and top credit ratings. The
Bank has also prepared for dealing
with distressed clients and other
casualties that will be an inevitable
consequence of the economic
downturn.

The increased demand for finance and
the difficult markets will put pressure
on the processing capacities of the
organization.We intend to be as ready
as possible to respond to the current
challenges.

Strengthening the credit review process

To make up for the absence of sovereign
guarantees in private sector finance, risk
assessment and monitoring of private sector
credit risk are essential. As illustrated in the extract
fromMoody’s below, credit rating agencies allude
to the potential increase of credit risk in the
portfolio due to the growth of private sector
finance. The Bank believes that it is well prepared
to face this challenge because of its extensive
experience in Africa, a further strengthening of
its credit review process, and its ongoing efforts
to ramp up its processing capacity.

“Going forward, the decision by the AfDB to
increase its focus on private sector lending is
likely to be amajor determinant of the composition
and credit quality of its asset portfolio. [..] The
Bank expects that increased exposure to private
sector counterparties would contribute to

improving the geographical diversification of its
loan book (as private loans are not restricted to
the 15 countries eligible for sovereign loans) but
it can also result in an increase in credit risk. [..]
The risk profile of the AfDB’s non-sovereign loan
and equity portfolio has in fact deteriorated in
2007, with the percentage of assets classified
by the AfDB as ‘very low risk’ or ‘low risk’ (roughly
equivalent to ratings above Ba3 on Moody’s
global scale) falling from 31% in 2006 to 18%.
This reflects both repayment of loans at the higher
end of the credit risk spectrum and, consistent
with the Bank’s strategy to focus on projects with
high development impact, the addition to the
portfolio of new assets carrying higher levels of
risk. It is important however to note that Moody’s
does not consider an increase in the level of risk
borne by the Bank as a rating concern per se.
This assessment holds to the extent that (i) the
AfDB continues to assess and select projects
carefully on the basis of their credit risk and (ii)
the current level of the Bank’s capitalization and
its member support leave room for additional
risk-taking.” (Moody’s, September 2008. Risk
rating AAA/Stable)

Growth constraints

It is expected however that the rapid growth of
PSO could result in some strains on the AfDB
organization, both in terms of financial and
processing capacity. When private sector finance
continues to increase at the present rate, risk
capital requirements can become a constraining
factor in the medium term. A more immediate
constraint is the processing capacity. Not only
are the assessments of private sector finance
more in-depth in nature because of the lack of
sovereign guarantees, but the number of
approved projects also has increased significantly
from 17 in 2007 to 32 in 2008; this is expected
to increase to 42 in 2009.

While 21 people were recruited for the OPSM
Department in 2008 (an expansion of 50%), the
legal and risk analysis departments also have to
expand significantly to match the demand.

CASE STUDY: The Lekki–Epe Toll
Road in Nigeria

One of AfDB’s key strategic objectives
is infrastructure finance, because the
development of infrastructure is
crucial for strengthening economies

21
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and human capital and for improving
the investment climate generally.

This project offered a solution to a
bottleneck in urban development in
the largest city in Africa: Lagos,
Nigeria. Setting up the first
transportation public-private
partnership in the region proved to be
a vital step in realizing an
infrastructural breakthrough.

At a conference the CEO/Managing
Director of the concession company
commented: "Closing the huge gap
that exists in the provision of essential
basic infrastructure in Africa requires
access to long-term finance on
affordable terms. Raising such
finance, however, has proven quite a
challenge over the years. It is
important, nevertheless, that we don't
give up hope, lest we allow poverty
to be institutionalized here.”

AfDB’s role in this project was
multifaceted. We are the anchor
financier of this innovative structure
which includes the first “synthetic
currency loan.” From the estimated
total project cost of USD 382 million,
the AfDB financed USD 85 million.
Owing to the Bank’s involvement, a
longer grace period and a loan
maturity of 15 years could be offered.
The Bank’s participation also offered
comfort to other major cofinanciers

and therefore served a demonstration
effect.

As part of its due diligence, the Bank
developed a detailed in-house
financial model to quantify the
economic benefits to the various
stakeholders. The model results
showed that the main beneficiaries of
the project are the Nigerian road users
whowill enjoy a net consumer surplus
of NGN 41.7 billion (USD 220 million)
in present value terms. Furthermore
the toll road project will considerably
alleviate the highly congested traffic
situation in the city especially during
rush hours. On completion, the toll
road is expected to reduce travel
times while improving road safety and
security, lower vehicle operating costs
for road users, create jobs, and
provide much needed and well-
maintained transportation infra-
structure whichwill lead to an increase
in business activities along the
corridor.

The Bank also played a key role in
ensuring international best practice
environmental and social impact
assessment and ensuring adequate
mitigationmeasures to be put in place
during construction and operation
phases. A summary of the en-
vironmental and social impact
assessment (ESIA) can be found on
the AfDB website.
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Private Sector

THIS CHAPTER DESCRIBES WHICH PRIVATE
SECTOR PROJECTS ARE ELIGIBLE
FOR BANK FINANCING AND HOW THIS IS
BEING DELIVERED. THE FOUR CONDITIONS
THAT PROJECTS HAVE TO MEET TO OBTAIN
FUNDING ARE EXPLAINED IN DETAIL.
FURTHERMORE, THE ROLES AND
RESPONSIBILITIES OF VARIOUS AfDB
DEPARTMENTS IN THE PSO “ECOSYSTEM”
ARE EXPLAINED, AS ARE THE
ENVIRONMENTAL, SOCIAL AND
DEVELOPMENT SAFEGUARDS, ANALYSES
AND PROCESSES CURRENTLY IN PLACE.

Which projects are eligible for financing?

Like all financial institutions, the Bank’s core
business is to evaluate potential operations

with different “risk and reward” tradeoffs.
However, as a DFI, its tolerance of risk and its
definition of reward differ markedly from
commercial banks. Rather than maximizing
financial returns, the AfDB aims at maximizing

development outcomes. Obviously these
development outcomesmust be achieved within
the constraints of prudent risk-taking. Given this
context, any potential project must meet the
following four conditions:

1. A project must be aligned with the country’s
development strategy and the Bank’s specific
strategies and policies;

2. A project must be commercially viable in terms
of financial strength, risk and creditworthiness;

3. A project is expected to generate
development outcomes in terms of economic
and social benefits and to avoid, minimize
and mitigate negative environmental and
social risks and impacts;

4. The Bank’s intervention must add to the
commercial viability or development outcome
of the project. We call this the “additionality”
of our intervention.

The last three conditions are illustrated in Figure
5, the Bank’s risk and reward framework.
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The Bank optimizes its overall impact by seeking
projects that combine high expected
development outcome (DO) with good
commercial viability (CV). As a DFI, the Bank
generally has a higher risk tolerance than
commercial banks, but it does not intentionally
take additional risk (in the form of lower CV) unless
it is compensated with higher DO. One might
assume that an ideal project has a high DO and
CV ratings. However, since projects with a high
CV rating have a good chance of being financed
commercially from other sources, the AfDB’s
involvement in such cases would add little. The
Bank considers the “additionality” and/or
complementarity (AC) of its contribution very
important. Typically it can add value to a project
by increasing the DO and/or CV rating. In this
way, the following formula can be seen to apply:

AC = incremental CV + incremental DO

Determination of the commercial viability

Determining the CV rating involves quantitative
and qualitative assessments of a project’s financial
strength, its exposure to various forms of financial,
legal and political risks, and the effectiveness of
the measures proposed to mitigate these risks.
The risk assessment of a project is determined
by the Bank’s financial management department
(FFMA), following well-defined steps involving
industry analysis, evaluation of the project’s
competitive position, management track record
and relevant expertise in the specific industry and
the quality of supplied information. In addition to
these qualitative factors, the following quantitative
factors are also examined comprehensively: the
project’s cash flow capacity, the ability to service
the debt, the capacity to generate income, and
the strength of the balance sheet. The Bank’s
staff is trained extensively on financial and
economic analysis in project finance.

The assessments of financial strength and risk
are synthesized into a composite risk rating,
ranging from 1 (lowest risk, highest CV) to 10
(highest risk, lowest CV). Projects that do not
meet the minimum threshold, usually 6, are not
considered for further processing.

Independent determination of the expected
development outcome and additionality

Responsibility for the evaluation of DO and AC
lies with the Development Research Department

(EDRE). Since October 2008, the ADOA
(Additionality and Development Outcome
Assessment) methodology has been used.

ADOA categories

The assessment of DO involves both quantitative
and qualitative assessments of a project’s
economic benefits across seven categories:

• Economic performance (e.g. employment,
return to capital);

• Government (e.g. tax revenue, fairness of the
deal to the country);

• Environmental effects;
• Gender and social effects (e.g. public health,
education, crosscutting effects on gender,
community development);

• Private sector development (e.g. improved
competition, SME linkages, demonstration
effects);

• Infrastructure (e.g. access to energy, water and
sanitation, transportation, telecommunication,
housing);

• Macroeconomic resilience (e.g. sectoral
diversification, regional integration, effect on
the balance of payments)

The DO analysis also attempts to assess the risk
of expected benefits not materializing, as well as
the likely effectiveness of measures to mitigate
unwanted consequences such as environmental
degradation. The DO assessment is synthesized
into a composite rating where 1 is the highest
and 5 is the lowest.

The AC score is based on a qualitative
assessment of the contribution of DFIs to the
commercial viability and development outcomes
of a project. For example, the Bank’s participation
in a deal may reduce a project’s political and/or
financial risk, consequently attracting additional
private investors and commercial financiers by
improving the project’s commercial viability.
Similarly, the Bank or other DFIs may improve or
enhance project DO through mechanisms such
as enhanced environmental or governance
standards, guidance on structuring to ensure that
costs and benefits are shared appropriately
among stakeholders etc. Ultimately AC is the
measure of the change in DO and/or CV
attributed to Bank and/or other DFIs’ involvement,
which ranges from 1 (strongly positive) to 4 (none).
Only projects with fully satisfactory credit and
ADOA ratings are approved by the Board. An
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example of a project with high DO and AC scores
is the case of Olea Morocco.

CASE STUDY: Assessing
development outcomes
and additionality for Olea Morocco

Olea Morocco is an agro-industrial
project for the production of olive oil.
In 2008 the Board approved a loan to
the project of EUR 34 million. The
ADOA analysis demonstrated that the
project has strong positive
development outcomes and the
AfDB’s additionality is positive as well.

The strong development outcomes
are driven by employment generation,
tax revenue, and foreign currency
inflows. In addition, the project will
demonstrate that a new cultivation
method can be applied on a
commercial scale to Moroccan soil
and climate. Furthermore, the project
will increase the quality of Moroccan
olive oil exports. The adoption of best
available technology will minimize
pollution while carbon sequestration

will result in positive environmental
outcomes.

There is substantial Bank additionality
in the form of improved project quality.
Of particular interest is the fact that
Bank’s Technical Assistance Funds
(FINESSEProgram) enable the project
to qualify for the Clean Development
Mechanism and to generate tradable
carbon credits.

Who delivers private sector finance?

Delivering private sector finance involves a great
number of departments and people throughout
the Bank, each with their own role. All these roles
and their interrelations constitute the AfDB PSO
“ecosystem” (see Figure 6). Different actors and
functions come into play at the various stages of
a project’s life cycle: project appraisal, quality-
at-entry, project implementation, and project
evaluation, as detailed below.

“Delivering private sector finance involves a
great number of departments and people
throughout the whole Bank, eachwith their own
role. All these roles and their interrelations
constitute the AfDB private sector ’ecosystem’.”
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Project Appraisal

For the execution of a private sector project and
transaction, the formal “ecosystem” is translated
into a dedicated structure in which the Project
Appraisal Team (PAT) plays a central role. The
PAT coordinates all activities to deliver the
decision support documents. A Task Manager
from OPSM leads the team. Representatives
from a number of departments are involved to
ensure that the project complies with applicable
policies and that it meets the required standards
for alignment with AfDB strategy, commercial
viability, development outcome, and additionality.
An investment analyst, an environmental and
social development specialist, and a portfolio
officer also form part of the PAT to ensure
financial, environmental and social soundness
of the project. In order to assure that projects
are aligned with country and regional priorities,
each project is twice reviewed by the Country
(or Regional) Team.

Depending on the nature of the project, other
departments or experts can be added as
members. PAT members interact with their
respective departments, when needed.

The PAT works in accordance with the policies
and procedures that have been prepared by
many different departments and approved by
the Board of Directors. Examples of these are
the strategic and general policies (set by
ORPC), standards and policies regarding credit
risk (set by FFMA), development outcomes (set
by EDRE), environmental, social and
sustainability policies (developed by OSUS and
ORQR), and quality control standards
(developed by ORQR).

Environmental and Social (E&S) policies
and safeguards

A body of environmental and social policies
guides the Bank’s work. Most of these policies
are publicly available on the AfDB website and
include involuntary resettlement, population,
poverty, gender and overall environmental policy.
Moreover the Bank assesses the pros and cons
of every new opportunity carefully. For example
in a recent working document, biofuel
development was discussed and several
recommendations presented. Another example
focuses on the mining and utilization of coal in
power generation.

The E&S specialist prepares a project brief that
contains the key environmental and social issues
as well as the proposed environmental and social
category, which is independently validated by the
Quality and Results Department (ORQR.3). The
four E&S categories that are being used are
explained in the box below. In many cases, the
Bank works alongside other DFIs on a project.
The E&S aspects of a project are therefore
analyzed jointly or in coordination with other
institutions. In addition to the Bank’s own
procedures and safeguards, this provides further
assurance that a project’s environmental and
social risks will be properly mitigated during its
lifetime.

Environmental
& Social categorization of projects

Category 1 projects have an adverse
and or irreversible effect and require
a full Environmental and Social Impact
Assessment (ESIA), including the
preparation of an ESIA Report and
Environmental and Social
Management Plan (ESMP). These
projects may be improved by carrying
out complementary studies that are
not specifically required under the
ESAP, such as detailed gender
analyses or institutional analyses. The
need for such complementary studies
is determined on a project-by-project
basis during the preparation phase.
Examples of category 1 projects are:
large-scale power generation, mining,
large-scale infrastructure (ports,
roads), “greenfield” manufacturing
plants, and large-scale agriculture.

Category 2 projects are likely to have
detrimental and site-specific
environmental and/or social impacts
that are less adverse than those of
Category 1, as their scale of
intervention is less significant. By
definition, Category 2 includes
projects that can be improved by the
application of mitigation and/or
enhancement measures or the
incorporation of internationally
recognized design criteria and
standards. This category of project
requires the preparation of an ESMP.
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SomeCategory 2 projectsmay require
detailed studies on certain
environmental or social dimensions in
order to prepare a comprehensive
ESMP. Examples of category 2
projects are: small-scale power
projects, expansion of existing
manufacturing plants or agricultural
plantations (less than 2,000 hectares),
and hotel construction.

Category 3 projects involve minimal
physical intervention on the
environment and induce no adverse
environmental or social risk and
impact. Therefore, these projects
normally do not require any further
environmental or social assessment
action.

Category 4 applies to the investment
of the Bank’s funds through Financial
Intermediaries (FIs). As subprojects
financed through FIs may result in
adverse environmental or social
impacts, the FIs are required to
establish and implement an
environmental and social policy to
ensure that projects are properly
screened and managed in the same
way as projects directly financed by
the Bank.

Full financial and economic models are being
developed by the Private Sector Department,
which are used for sensitivity and stress testing.
The Task Manager leads the analysis and
document preparation and seeks the guidance
of PAT members, technical specialists, and peer
reviewers.

“Full financial and economic models are being
developed by the Private Sector Department,
which are used for sensitivity and stress
testing.”

Quality-at-entry

The Bank’s new Quality Assurance and Results
Department (ORQR) coordinates reforms
throughout the organization to ensure the
quality-at-entry of projects and to strengthen
the focus on development results. Among its
functions, ORQR reviews public sector projects
to judge their readiness for Board approval and

implementation. It is also aiming to review private
sector projects in a similar way, starting in 2009.

Each project concept goes before an Operations
Committee (OpsCom) for final review, and also
has to be cleared prior to OpsCom by the
relevant Country Team. A Project Appraisal
Report is then submitted to the Board of
Directors, which takes the final decision on
whether to approve or reject the project for
financing. The processing time of a project from
inception to Board approval varies significantly,
depending on the nature of the project and its
enabling environment. Processing times can
range from 2-3 months to more than a year.
Apart from the time needed for thorough
analysis, protracted delays may be caused if
prospective clients need to meet improved
project standards in order to qualify for Bank
financing.

Project implementation

After a project has been approved by the Board,
all formal documents need to be finalized before
the contracts can be signed and funds
disbursed. After the first disbursement, the
Portfolio Management Team of OPSMmonitors
progress on all aspects of the project, including
environmental and social issues. Individual
Project Status Reports (PSRs) provide a solid
understanding of a project’s performance in
three critical areas: (i) implementation progress,
(ii) commercial viability, and (iii) development
outcomes. Because of the rapid growth of the
private sector portfolio, this function is
increasingly important. Portfolio management
is divided into three teams for (a) routine
operations (for the sectors Infrastructure,
Finance, and Industry & services), (b) special
operations, that can respond quickly in case
projects do not perform as planned, and (c)
transactions administration. In order to closely
monitor the implementation of the Environmental
and Social Management Plan (ESMP) and
Resettlement Action Plan (if needed), an E&S
development specialist has been added to
OPSM staff complement. The Bank’s Field
Offices also play a crucial role in monitoring and
managing private sector projects and the Bank
is integrating private sector specialist staff in
them to assist. The Bank also aims to help its
clients in the implementation phase, for example
by dedicated training, as illustrated in the case
study below.
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CASE STUDY: Environmental
management training for financial
intermediaries

The role of the financial sector in
making economies more sustainable
is crucial. For that reason AfDB helps
its financial institution clients to build
their capacity. One example is a three-
day training course on "Environmental
Management Training for Financial
Intermediaries" which was organized
in January 2008 in collaboration with
Zenith Bank in Nigeria for the benefit
of Nigerian financial intermediaries
and commercial banks.

The overall objective of the course
was to ensure proper assessment and
implementation of Environmental and
Social Management Systems (ESMS),
to demonstrate the value of
mainstreaming best environment and
social principles into business
practices to reduce risks and add
value, as well as to improve the
understanding of these vital concepts
and issues.

AfDB Private Sector Director, Tim
Turner, underscored the importance
of the training course, noting that "the
AfDB looks forward to seeing all the
banks becoming ‘Green Banks’ by
assuming leadership through the
adoption and implementation of
sound environmental and social
banking principles."

Similar training courses are in high
demand throughout the African
continent. In order to build upon the
success of this first course, the Bank
intends to organize a series of similar
courses to be delivered to financial
intermediaries and microfinance
institutions on a rotating and regional
basis in the near future.

Project evaluation

As soon as a project has been fully operational
for 18 months, its outcomes are evaluated from
three perspectives:

1. Development Outcome: the four main
indicators are (i) business success, (ii)
economic sustainability, (iii) environmental
and social effect, and (iv) private sector
development. The rating of the overall
Development Outcome synthesizes all the
four evaluation indicators;

2. Investment Performance: a project’s financial
performance from the Bank’s perspective;

3. Operational Effectiveness: the three indicators
are (i) the quality of the Bank’s work in the
preparation phase (screening, appraisal and
structuring), (ii) the quality of the Bank’s
monitoring and supervision work and (ii) the
additionality and complementarity of the
Bank’s role.

The results of the evaluation, the lessons learnt,
and the recommendations are then used to feed
into and improve policies, procedures and project
design for the future.

CASE STUDY: Evaluation of an agro-
industry project

The industrial sector in the country of
this client accounted for only 14% of
GDP at the time of the submission of
the project. The agro-industry to which
the client belonged represented a
small fraction of this. The project
concerned the financing of a
cottonseed edible oil and cake
production plant. The objectives of
the project were to exploit cotton, the
main export commodity of the
country, by processing the seeds to
meet the demand for edible oils and
contribute to the economic
development of the country. The
economic benefits included: the
generation of export revenues; the
creation of 270 jobs, including 185
permanent positions; the transfer of
technology; and contribution to the
country’s human resources
development.

The purpose of the Extended
Supervision Report, which was
produced in 2008, was to assess the
performance of the project and its
development outcomes on the
ground. After an initial delay because
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of a problem with the equipment, the
plant functioned well fromMay 2000.
However, because of high prices of
cottonseed on the European market,
the factory was not able to supply
sufficient raw material to produce at
the projected annual full capacity. A
lesson learnt for the Bank is that
projects of this kind must become
involved in the production of the raw
material. The country’s cotton sector
functions inefficiently, which causes
a range of problems that have
persisted until today. There is a need
for the government to revisit the
private sector enabling policy in order
to foster private investment in the
country.

In addition, the evaluation of this
project has shown that the Bankmust
pay greater attention to the
environmental and social impacts. The
lesson learnt is that an ESMP should
have been prepared that would define
a comprehensive and integrated
approach, thereby avoiding
independent, uncoordinated and
ineffective actions. More attention
should also be paid to product safety
assessments, quality control and
traceability.

The project company has adopted
various remedial measures to address
the difficulties it has encountered
since its establishment. Strategies
mapped out for its survival include
diversification of production, ISO
9001-2000 certification for
international quality standards, and
initiatives in professional groupings
aimed at exerting pressure on the

authorities and the cotton sector
stakeholders. Moreover training of
workers is taken seriously, guided by
a three-year training plan. The current
number of employees slightly exceeds
the initial estimation. In addition the
project contributes to the
development of the community by
funding, for example, schools and
wells.

The review concluded that this project
rated “satisfactory” on the dimensions
of overall project implementation and
overall investment profitability. The
overall operational effectiveness rating
was “partially satisfactory.”

The Bank’s independent Operations Evaluation
Department (OPEV) supports the Private Sector
Department (OPSM) with the evaluation
methodology to be used. In addition, OPEV
independently evaluates some projects in a more
analytical manner, with specific attention to
sustainability and impact. These evaluations
take place within two to three years of a project’s
completion and result in a Project Performance
Evaluation Report (PPER). The aim is that 20%
of the completed projects should be evaluated
independently. In selecting projects for this type
of evaluation, priority is given to those likely to
provide significant lessons of experience (e.g.
those with problematic issues, large and
complex projects, or innovative projects).
Operations evaluation has made the AfDB a
leader in the mainstreaming of Africa’s
development experience in all sectors of the
development process, both for project and
policy-based operations. OPEV documents are
available to the public on the AfDB’s website
after they have been distributed to the Board
of Directors.
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THIS CHAPTER DESCRIBES
THE PORTFOLIO OF ACTIVE PRIVATE
SECTOR PROJECTS AND THE PROJECTS
APPROVED IN 2008. FIRST,
THE SIZE OF THE ACTIVE PORTFOLIO
IN TERMS OF APPROVED FINANCE
AND THE MONEY OUTSTANDING
IS SHOWN, AFTER WHICH THE PORTFOLIO
IS BROKEN DOWN IN TERMS
OF COUNTRIES, SECTORS, FINANCIAL
INSTRUMENTS, COMMERCIAL
VIABILITY, ENVIRONMENTAL
AND SOCIAL RISKS, EXPECTED
DEVELOPMENT OUTCOME
AND ADDITIONALITY. SUBSEQUENTLY,
THE BANK’S PRIVATE SECTOR GRANTS
FOR TECHNICAL ASSISTANCE
AND CAPACITY BUILDING
ARE HIGHLIGHTED. FINALLY,
SOME OF THE DILEMMAS
AND TRADE-OFFS THAT THE BANK FACED
IN 2008 ARE PRESENTED.

Size of the active portfolio

With a variety of instruments, the AfDB
finances private sector projects in all African

regions and in principle in all countries. The three
largest target sectors are:

• Infrastructure (e.g. power, transportation,
telecoms, water);

• Industries and services (e.g. mining, cement,
agribusiness, hotels);

• Financial intermediation (e.g. banks,
microfinance institutions, insurance, leasing).

Excluding USD 1,611million of lines of credit and
equity investments in African public sector DFIs
that have been transferred to the PSO portfolio,
at the end of 2008, there were 79 active projects
in the private sector finance portfolio with total
approved finance of USD 4,018 million. As
illustrated in Figure 7, the outstanding amount is
much lower at USD 1,654 million.
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Figure 7: Overview of active projects in the AfDB private sector portfolio (USD million)

The reason for this is threefold: (i) not all
approved projects have been signed into
contracts yet; (ii) not all funds have been
disbursed , and (iii) part of the disbursed funds
have been repaid. Of the 32 approvals in 2008
with a total volume of USD 1,546 million,
contracts were signed for only USD 732 million

in the same year due to ongoing negotiations.
In 2008, the average credit approval time (i.e.
the time from exploratory review until project
approval) was 240 days. On average, it takes
149 days before a contract is signed after
approval. The larger and more complex a
project, the more conditions need to be satisfied
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before funds can be disbursed. Moreover it
takes on average 175 days before funds are
disbursed after the contract has been signed.
This brings the total time between approval and
disbursement to 324 days, which is within the
Bank’s target of 1 year. For the ten projects that
were approved and disbursed in 2008, the
average time from inception to disbursement
was 161 days, which is a significant
improvement.

Country breakdown of the active portfolio

As shown in the country breakdown (Figure 8),
26 RMCs benefited directly from AfDB private
sector finance. This amounts to 49% of the
RMCs. However, through regional projects more
countries benefited indirectly. South Africa
features dominantly because of its large financial
sector, which is a key sector for AfDB private
sector finance.
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Figure 8: Country breakdown of approved amounts in active portfolio

CASE STUDY: SASOL, Mozambique
– balancing the interests of a country
and a company

The Bank is providing financing to
SASOL, an integrated energy and
chemicals company predominantly
based in South Africa. This is in
compliance with an agreement signed
with the Government of Mozambique
(GOM) for the production and supply
of natural gas from the Temane and
Pande fields in northeastern
Mozambique, delivered through a 865
km pipeline primarily to the Republic
of South Africa (RSA). This is a large
hydrocarbon project which puts
Mozambique firmly back on the map
as a gas producer.

The project operates in an area of
Mozambique with a very low
development base. SASOL has
engaged in an aggressive social
development program to provide
support to primary and secondary
schools, implement HIV/AIDS
initiatives, and other non-
infrastructure projects. The
company is also making significant
investments in a skills development
program, including providing
funding for the development of a
regional vocational training school.
The project has faced some
significant challenges such as
finding a balance between what is
good for SASOL and what is good
for Mozambique.



To ensure sustainability, SASOL has
sought to engage effectively with
stakeholders from two perspectives:
from the commercial side to develop
and maintain partnerships with
government and business and
investment community, while from the
local community side, they engage
again with government but with a
focus on social (rather than financial)
returns. This also includes managing
environmental concerns such as
mitigating the effects of the Central
Processing Facility and gas pipeline
and minimizing exploration impacts
on nearby sensitive areas such as the
Bazaruto Archipelago as SASOL
seeks to expand its gas production.
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In 2008, 32 private sector projects were
approved with a total value of USD 1,546
million. The projects were situated in 14
individual countries, representing 26% of

RMCs. However, it should be borne in mind
that more countries benefited indirectly,
because of the large share of multinational
projects. (See Figure 9)

Figure 9: Country breakdown of approved amounts in 2008
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Figure 10 shows that in the private sector portfolio
before 2008 (i.e. excluding 2008 approvals), the
share of low-income countries (LICs) and regional
projects combined was smaller than the share
of the middle-income countries (MICs). In the
2008 approvals, the weight of LICs is almost on

par with MICs, while together LICs and regional
projects represented 60% of the total. This is
indeed targeted and reflects the Bank’s private
sector strategy and business plan objectives,
and the priorities of the Bank’s Medium-Term
Strategy 2008-2012.

Figure 10: Breakdown of approved amounts by country income

Sectoral breakdown of the active portfolio

The portfolio is well distributed over the three
focal sectors, with Finance as the largest
sector, followed by Infrastructure, then Industry
& Services (consisting of mining,
manufacturing, agribusiness, and tourism), as
shown in Figure 11. Although there appears

to have been a move away from infrastructure
projects, in fact some lines of credit given to
financial institutions are for on-lending to
infrastructure projects. Moreover, some
distortion is also caused by the approval of a
few exceptionally large projects. In reality, the
sector breakdown of approvals did not change
significantly in 2008.

Figure 11: Breakdown of approved amounts by sector



“The portfolio is well distributed over the three
focal sectors, with Finance as the largest sector,
followed by Infrastructure, then Industry &
Services.”

In the face of the credit crisis, the Bank’s
continued focus on finance, infrastructure and
essential industries is very important. High-quality
basic infrastructure (power, transportation and
ICT) and industries like cement and fertilizers are
important enablers for development. Funding for
these sectors is a priority for most RMCs, yet
supply of capital in the current environment has
been diminished. The Bank will continue to play
an active and counter-cyclical role in these areas,
and to use its significant comparative advantage
to analyze these often complex projects and
mitigate the risks involved. The case study below
evaluates a small hydropower project in one
RMC, in which the Bank was a financier.

CASE STUDY: Sahanivotry Small
Hydropower Project in Madagascar

Power is a key driver of economic
growth. The Sahanivotry power
project, which started in 2005,
involved the construction of a 15MW
run-of-river hydroelectric power
station, to provide a reliable source of
energy to an agro-industrial region in
Madagascar.

Our client was provided with a senior
loan representing 43% of the total
project cost, to be repaid over ten
years, with a grace period of two
years. The project is expected to have
a significant impact on the country’s
development and will generate power
at a cost that is 50% cheaper than
electricity generated from comparable
fuel-fired plants. Furthermore, it is
expected that the supplemental
activities implemented (e.g.
development of roads, plantations,
social infrastructure, etc.) will help
stimulate the economy of the project
area.

Commercial operation of the
hydropower station started in October
2008 and is delivering according to
expectations by helping alleviate

power constraints previously faced by
the region. But there is one
shortcoming for the moment - no
electricity produced by the
hydropower station is available to the
surrounding local villages. However,
there are plans underway by the
sponsor to install a smaller
hydropower turbine immediately
downstream of the hydropower
station to provide sufficient energy for
the local population.

Many smaller financial institutions are currently
also experiencing difficulty in accessingmedium-
to long-term finance. Because top-tier financial
institutions are typically well-managed to
withstand the downturn, they are a preferred way
for the Bank to inject credit into local markets
and to micro enterprises, as illustrated in our next
case study.
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CASE STUDY: Providing
microfinance in post-conflict
Liberia

Although Liberia’s political and
macroeconomic situation has
stabilized, the financial system has
suffered greatly as a result of years of
conflict. The country’s financial
institutions, most of which are banks,
remain small and extremely fragile due
to severe undercapitalization and the
very poor quality of their loan
portfolios. Prior to the civil war, there
were 14 banks in the country whereas
today there are only five, two of which
received their licenses in 2005.

The AfDB has taken an equity share
of USD 1.5 million in Access Bank
Liberia (ABL). ABL is a greenfield
microfinance bank which provides
financial services to the low-income
population of Liberia. Within 5 years,
ABL’s network is projected to expand
to 12 branches; with a workforce of
about 400 people, an active client
base of around 27,000, and total
assets of USD 38 million. ABL will
mobilize resources in US Dollars and
local currency through deposit
accounts and other savings products.

Within 5 years, ABL expects to have
attracted around 81,000 depositors
and mobilized resources of almost
USD 23 million, with an average
deposit amount of USD 300 to USD
1,000 per saver.

The Bank’s participation is a critical
element in ABL’s business plan. From
all accounts, the project was unlikely
to have gone ahead without Bank
support. The Bank will also have an
influential role to play as a member of
the board, while its participation
provides other investors, current and
future, with a degree of comfort on
the political risks in a fragile state.

Breakdown of the active portfolio by financial
instruments

As shown in Figure 12, in the pre-2008 portfolio
almost 84% of all private sector finance was in
the form of loans and lines of credit (which go to
financial institutions). Equity represented 10%
and the remaining 4% consisted of subordinated
loans and guarantees. The shift towards the
finance sector in the form of LOCs is clear, while
equity has expanded at the cost of the
subordinated debt.
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Financing in local currency

Given the volatility of many African currencies,
exchange rate risks can be considerable for many
projects. For that reason, the AfDB has set a
target to provide 20% of its finance in local
currencies. As shown in Figure 13, this target
was not met in 2008. One reason for this is that
the African Currency Exchange Fund (TCX) could

not be fully operationalized within the planned
timeframe. This fund, in which the AfDB has a
USD 25 million equity stake, will issue derivative
products through which local financing can be
much more easily realized.

”Given the volatility of many African currencies,
exchange rate risks can be considerable for
many projects.”
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Figure 13: Breakdown of approved amounts by currency

Commercial viability
of the portfolio

In the previous chapter the risk rating
methodology of the Bank was explained. The
riskier a project is, the higher is its composite risk
rating (on a scale of 1-10) and the lower the

commercial viability. Figure 14 presents a
breakdown of approved amounts in the portfolio
at end-2007 compared to the breakdown of
approvals at year-end 2008. The striking
difference over the 12-month period is the
increase in projects with a risk rating of 6 at the
expense of less risky projects.

Figure 14: Breakdown of approved amounts by commercial viability



Private Sector

The weighted average risk rating (WARR) for the
portfolio at the end of 2007 was 3.1 compared
with 4.1 for the 2008 approvals. The main driver
of this relatively high risk rating is one very large
project in a low-income country. The WARR for
the entire portfolio at year-end 2008 was 3.5.

The increase in risk rating is in line with the Bank’s
strategy to sharpen its focus on high development
outcome and additionality projects. As was
explained before, projects with low risk can
typically be financed on a commercial basis
thereby reducing AfDB’s additionality. The slight
increase in equity participations has also
increased the risk profile.

Partly in response to the higher risk profile of the
portfolio, the Bank has reorganized and
strengthened its portfolio management. The role
of the field offices in monitoring projects has
become more pronounced as well. These
changes enable the Bank to promptly address

any changes in project-related risks. In addition
to the regular reviews of the portfolio, the Bank’s
private sector and financial management
departments are currently reviewing all projects
to identify those that are most vulnerable to the
effects of the global crisis. Although it is inevitable
that the global crisis will affect the Bank’s private
sector portfolio, in 2008 this was not yet the case.
Non-performing loans were less than 4% of the
portfolio, which is well within the target.

Environmental and social risk of the portfolio

As was also explained in the previous chapter,
the AfDB rates and monitors the Environmental
& Social (E&S) risk of projects. In line with the
Bank’s objective to increase development
outcome, the percentage of Category 1 projects
has increased (see Figure 15), accompanied with
comprehensive enhancement/mitigation
measures, including resettlement action plans
when applicable.
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Figure 15: Breakdown of approved amounts by E&S risk

Of the 32 projects approved in 2008, six have
high E&S risk (Category 1), three are in Category
2, and 23 are projects in the financial sector
(Category 4).

”The increase in risk rating is in line with the
Bank’s strategy to sharpen its focus on high
development outcome and additionality
projects.”

CASE STUDY: Environmental and
social impacts and riskmitigation for
a mining project in Ethiopia

Derba Midroc Cement plc (DMC) is
proposing to establish a greenfield
cement plant with a capacity of 7,500
tonnes per day in Ethiopia. The AfDB
leads other DFIs in assessing the



environmental and social impacts, the
most important of which are:

• Air emissions from theplant are highly
controlled and will be below the
norms specified by the International
Finance Corporation to ensure a
continuedgoodair quality in the area.

• The proposed plant and mines will
not affect the hydrology of the region.
Neither the drainage pattern nor the
quality of the water will be affected
by themining operations. The plant’s
water usewill amount to less than5%
of the water available for extraction.

• The flora and fauna existing in the
area are of common species.
Mitigation measures including a
rehabilitation and management
program and a green belt/
forestation plan will reduce the
overall ecological impacts and in the
long-term improve the forest cover
to the benefit of the fauna diversity.

• The plant andmining operations will
result in permanent changes in the
land use of the area and agricultural
and grazing land will be converted
to industrial and mining. However,
the soil quality of the area will remain
unchanged.

• Employment resulting fromplant and
mining operations and associated
services and improved infrastructure
and facilities in the area will be the
main socioeconomic benefits for the
affected community. The acquisition
of land in the plant and mining area
and the access roads and the
resettlement of people living in these
areas constitute the major negative
impacts of the project. The
implementation of the resettlement
action plan mitigates these impacts
in terms of compensation and
improvement of livelihood of the
affected families, at a cost of over
USD 250,000.

On balance, the importance of the
project for regional economic
development and the mitigation
measures taken more than outweigh
the negative impacts. The project was
approved in 2008.

By assigning an E&S specialist to the Portfolio
Management Team within OPSM, the Bank has
taken an important step to continuously monitor
and manage E&S risks. Also, by improving the
“quality at entry” of projects through
improvements in the project preparation appraisal
process, the Bank is improving its control of E&S
risks in the portfolio.

CASE STUDY: Projects denied
funding for Environmental and Social
reasons

Accurate identificationof E&S risks and
proper mitigation measures are
important steps in the Bank’s project
appraisal process. This requires the
active support of project sponsors to
supply the information needed and to
cooperate in adopting and
implementingE&Sactionplans. In some
cases, however, projects are not ready
tobe subjected toourE&Sassessment
or sponsors are unwilling to commit
themselves to the necessarymitigation
measures. In suchcases,weare forced
to stop the appraisal process and the
project will be denied finance. In other
cases, project sponsors commit
themselves to adequate mitigation
measures and finance is approved.
However, we will not disburse the
money until we have adequate proof
that mitigation measures have begun
to be implemented.

For example, a large-scale agricultural
project applied for finance in 2008. As
the project preparation process
proceeded, it became apparent that
the project would affect approximately
10,000 people, which wasmanymore
than indicated by the project
sponsors. When we tried to resolve
this with the project sponsors, they
were unwilling to cooperate in finding
mitigation measures and so we
discontinued our involvement in the
project, despite political pressures
being exerted to shortcut the E&S
procedures.

To cite another example, in a large
infrastructure project, it appeared that
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after approval in 2007 there were E&S
issues that were not being addressed
and which prevented timely first
disbursement of funding. For this and
some other reasons, no money had
been disbursed as at year-end 2008.

Ex-Ante Additionality and Assessment (ADOA)

As described in Chapter Two, the Bank’s newly
developed methodology to rank expected
Development Outcome and Additionality was
piloted only in October 2008 and so no relevant
portfolio-wide overviews have yet been
generated. However, some first indications about
how the methodology functions can be given.
Until the end of February 2009, a total of 10
projects have been ranked with respect to
Development Outcome and Additionality.

For these 10 projects, the weighted average DO
rating is 2.4 (on a scale of 1 (strongly positive) to
5 (negative). This score of 2.4 lies in between
“marginally positive” and “positive”. The weighted
average AC rating is 1.9 (on a scale of 1 (strongly
positive) to 4 (none)), indicating a positive
additionality. Although these are still early days,
these scores are better than the target values set
for 2009, for which both the weighted average
DO and AC values are targeted to be better than
2.5. The box below presents an indicative
scenario of the expected development outcomes
from PSO in 2008.

Expected development outcomes
from PSO in 2008

In 2008, the Board of Directors
approved 32 private sector
investments in the form of senior
loans, guarantees, equity, or lines of
credit. These approvals amount to
around USD 1.55 billion in total. The
operations range in size fromUSD 1.1
million to USD 220 million, across a
raft of sectors from supporting
microfinance to smallholders, hotel
construction, olive oil production,
health facilities, power generation, and
toll roads to a multi-billion dollar
investment in bauxite mining. The
projects are located in 14 countries,
and some multinational investment

funds will launch operations in other
countries too. In several operations
the Bank was not the sole financier,
so the expected results are
attributable to the total investment
and not solely to the Bank’s own role.
However, there are several ‘multiplier’
or additionality effects in that some
investments would not have occurred
without the Bank’s participation.

What development results can be
expected from the USD 1.55 billion
worth of investments? To cite just
some development outcomes, four
microfinance operations are expected
to generate nearly 100,000
microfinance account clients across
4 countries. From an infrastructure
perspective, approximately 700
megawatts of power will be generated
(including rural electrification), 50 km
of toll roads will be built in a dense
urban area, and 250 hotel rooms built.
Additional permanent employment will
be generated for up to 75,000 persons
spread across 21 countries, and
temporary construction jobs for nearly
23,000 persons in 7 countries. Around
2,100 small and medium enterprises
will be created or expanded and an
extra total of USD 3 billion in tax
revenues over varying periods of up
to 10-15 year time periods will be
generated in at least 10 countries.
Some USD 6.7 billion of new sales
(value of goods produced) should be
generated in at least six countries,
while a further USD 6.7 billion of
investment resources are expected to
be mobilized. For operations which
presented a return on equity, the value
ranges from 10 to 31%.

These ‘output’ and ‘outcome’ level
results were estimated mostly before
the financial crisis came into full force
in October 2008. Some of them may
be revised downward over the course
of the next year or two. However, the
forecast is positive in confirming that
these investments will contribute
significantly to Africa’s economic
growth and development for decades
to come. In future reports, the Bank
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will be in a better position to
extensively report on Development
Outcome and Additionality.

Grants for technical assistance and capacity
building

Fund for African Private Sector Assistance (FAPA).
FAPA provides grant funding for technical
assistance and capacity building for the Bank’s
public and private sector clients. The Board
approved the FAPA in early 2006. Japan has
committed and disbursed USD 20 million to
launch FAPA, initially as a bilateral fund, and has
indicated interest in continued support to FAPA
as a multi-donor fund, including a likely
replenishment in the first quarter of 2009. At the
2008 AfDB annual meetings, in recognition of
FAPA’s strategic added value, the AfDB Board of
Governors allocated USD 7.5 million from the net
income of the Bank to support this instrument.

In 2008, 19 grants were approved totaling USD
15.3 million, almost 57% of FAPA’s total
resources. 55% of the approved grant amount
went to projects in 10 countries, while the
remaining 45% went to regional projects. The
FAPA facilities offer strategic added value for our
project partners, as illustrated in the case study
below. Most of the FAPA grants (85%) were
approved in 2008.

“The FAPA facilities offer strategic added value
for our project partners.”

CASE STUDY: Capacity building
in PTA Bank

A good example of the strategic
added value that is generated through
FAPA’s interventions is support to the
Eastern and Southern African Trade
and Development Bank (PTA Bank).
In conjunction with a line of credit of
USD 50 million that was approved in
March 2008 (and partly disbursed in
November), FAPA approved a grant
of USD 1 million. The grant will help
the PTA Bank implement a new risk
management system, and further
enhance its capacity to process and
manage loans. The combination of the
LOC and the FAPA grant will enable
PTA Bank to sustain growth and
momentum, thereby shoring up the
institution’s financial robustness.

The Eastern and Southern African
Trade and Development Bank (PTA
Bank) was established on 6November
1985 following the provisions of the
Treaty of 1981 establishing the
Preferential Trade Area (PTA), which
has since been transformed into the
Common Market for Eastern and
Southern African States (COMESA),
as a financial arm of the integration
arrangement. The countries listed
below and the African Development
Bank constitute the shareholders of
PTA Bank.
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Some dilemmas faced in 2008 and how they
were resolved

As explained in Chapter One, Bank PSO aims to
position itself at the interface between the public
and private sectors, i.e. the “sweet spot”. In this
way it seeks to leverage its comparative
advantage andmaximize the development impact
of its interventions. Consequently, public-private
partnership (PPP) projects form an increasingly
important role in the Bank’s PSO. Typically, by
their nature and large sizes, including multiple
stakeholders, PPP projects are prone to difficult
challenges associated for example with
environmental and social issues. The case study
of the Bujagali Hydropower Project is presented
below as one such example.

CASE STUDY: The Bujagali
Hydropower Project (HPP)
in Uganda

This is a prime example of a public-
private partnership (PPP) project
where both the private and public
sector operations of the Bank are
jointly funding components of an
important infrastructure project.
Private sector financing is being
provided to help build a 250-
megawatt power-generating facility
on the Victoria Nile River near the town
of Jinja, Uganda. An associated power
transmission system, the Bujagali
Interconnection Project, is being
funded by the public sector and is a
separate project that will distribute the
hydro electricity to the Ugandan
power grid.

The hydropower project is expected
to produce substantial benefits for
Uganda and for citizens living in the
area of the facility. Uganda has a
severe shortage of electricity, and the
country has an acute need for new
power sources. Many electricity
consumers regularly experience
rotating blackouts of up to 12-24
hours daily. This lack of power is
negatively affecting the Ugandan
economy and its citizens because, in
many areas, electricity is being
produced by expensive and polluting
stand-by power generators. To ensure
benefits to the local communities
affected by the project’s construction,
the project sponsors are also working
closely with government and village
leaders to improve the well-being of
local residents while preserving their
way of life and local cultures. In
addition, they regularly consult with
the Kingdoms of Buganda and
Busoga to ensure cultural and spiritual
concerns are respected.
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Despite the obvious benefits that will
accrue to the citizens, the business
community and Government of
Uganda, this project is not without
controversy. The project is the first
within the Bank to have received a
complaint filed by local non-
governmental organizations (NGOs)
claiming that many of the Bank’s own
internal policies and procedures were
not properly respected during project
appraisal, disagreeing with the
positive economic benefits that will
be generated by the project and
claiming irreversible environmental,
social and cultural impacts. The Bank
takes these types of complaints
seriously and conducted its first
“inspection panel” investigation,
which found some areas of non-
compliance and is now taking
remedial action.

E&S categorization and harmonization with
other DFIs

Different development finance institutions (DFIs)
have different procedures to identify andmitigate
E&S risks. The Bank was presented with an
opportunity to finance an agricultural project but
ranked the E&S risk higher than another DFI and
therefore demanded stricter mitigationmeasures.
As a result, the project sponsor decided to
withdraw the request for AfDB support. Having
learned about our findings, another DFI and a
commercial bank also decided not to finance the
project. The Paris Declaration, endorsed in 2005,
reflects a common international intention to
significantly increase the impact of development
aid. Signatories commit themselves to
harmonizing their procedures. One implication
of this is that DFIs like the AfDB are seeking to
harmonize their E&S procedures. In private sector
finance the most widely adopted standards are
the Equator Principles and the IFC Performance
Standards. An internal study has recently been
launched to compare these standards to the
Bank’s own processes in order to develop an
informed position on whether to sign up to them.
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IN THIS FINAL CHAPTER THE CONTINUING
PRIORITY THAT THE AfDB ATTACHES
TO PRIVATE SECTOR FINANCE IS
DESCRIBED IN THE WIDER CONTEXT OF ITS
MEDIUM-TERM STRATEGY. THE SPECIFIC
OBJECTIVES AND TARGETS FOR PRIVATE
SECTOR OPERATIONS IN 2009 AND
BEYOND ARE INTRODUCED.

Over the past several years, the Bank has
been guided by its Strategic Plan 2003-

2007. Although the Bank performed well over
this period, it has concluded that a number of
important lessons can be learnt to ramp up its
effectiveness for the future. In particular, the Bank
needed a greater focus on results; more selectivity

in areas of engagement; more rigor in project
development and implementation; continued
improvement in business processes and
efficiency; intensified country dialogue; and
more systematic matching of resources with
priorities.

In December 2008 the Board approved the Bank
GroupMedium Term Strategy (MTS) 2008-2012.
This has resulted in an overarching vision for the
organization: by 2012, the Bank Group will be
recognized globally, and by its shareholders in
particular, as a preferred partner in Africa,
providing high-impact, well-focused development
assistance and solutions. Figure 16 summarizes
the major focal areas of the MTS.
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Figure 16: Focal areas of the Bank’s Medium-Term Strategy 2008-2012

”By 2012, the Bank Group will be recognized
globally, and by its shareholders in particular,
as a preferred partner in Africa, providing high-
impact, well-focused development assistance
and solutions.”

Enhanced sector focus for PSO

Private sector transactions will be further scaled
up in the context of agreed country strategies.
The Bank will effectively seek to utilize its
integrated structure by having sovereign, sub-
sovereign and non-sovereign instruments at its
disposal to promote private sector-led growth.
Within PSO, the focus will sharpen on basic
infrastructure, essential industries, and finance.
These sectors remain crucial for development
but commercial financing for projects, particularly
large-scale projects that carry greater risks, have
greatly diminished in the current credit crisis, so
the Bank has an important counter-cyclical role
to play here.

Target setting

Going forward, PSO has set a number of targets
in the areas of (i) portfolio composition, (ii) financial
risk and (iii) operational effectiveness and
efficiency. The prevailing three-year business plan
approved in early 2008 envisages about 40 new
project approvals in 2009 for an approximate
volume of USD 1.5 billion. Relative to the 2008
approvals, no significant change in the distribution
among low- and middle-income countries,
sectors and financial instruments is foreseen.
Although not achieved in 2008, the target for
local-currency finance remains at 20%.

However, following the onset of the financial crisis
during the latter part of 2008, the Bank has been
called upon by African leaders to do everything
within its power to help mitigate the adverse
consequences of the crisis to its RMCs, which
is likely to cause a temporary short-term increase
also in PSO business volume.
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Consequently, the Bank has prepared a
comprehensive three-point action plan as its initial
response to the crisis consisting of:

1. The establishment of an Emergency Liquidity
Facility (ELF) of USD 1.5 billion, to address
urgent and unexpected critical funding needs
of middle-income RMCs, both for public and
private sector needs, including fiscal stimulus;

2. The development of a Framework for
Accelerated Resource Transfers to our ADF-
eligible RMCs, calling for rapid deployment of
existing resources to address the impact of
the financial crisis. This may entail portfolio
restructuring and reprogramming towards
maximizing its alleviating impact; and

3. The launch of a Trade Finance Initiative (TFI)
consisting of (i) short-term measures by
allowing the Bank’s existing client financial
institutions to redirect unused proportions of
existing SME loans specifically for trade
finance, and (ii) by allocating USD 1.0 billion
for new trade finance measures. USD 500
million has been authorized for new specific
trade finance LOCs to African financial
institutions.

The action plan is intended to bemobilized rapidly
as a focusedmitigation effort in collaboration with
other DFIs. A substantial proportion of the finance
is expected to be allocated in 2009, with some
areas (especially the TFI) becoming a responsibility
of OPSM.

With the Additionality and Development Outcome
Assessment (ADOA) now fully operational, the
Bank can start to better manage for results and
to set targets for AC and DO ratings. In 2009,
the target for weighted average development
outcome (WADO) has been set at 2.5 or better,
where 1 is the best and 5 is the worst. Individual
projects with a WADO that is weaker than 3
(marginally positive) will be avoided. Likewise,
PSO will try to have a weighted average
additionality & complementary (WAAC) of 2.5
along the same scale and individual projects with
a WAAC weaker than 3 will be avoided.

Financial risk

Pursuing projects with high development
outcomes tends to go hand in hand with higher
financial risks. In 2009, the Bank targets aWAAR
between 3 and 4, compared with 4.1 for the 2008
approvals. Given the fast growth of PSO, it is

essential to keep within this range in order to not
overextend the Bank’s current risk capital. The
share of non-performing assets is targeted not
to exceed 5% of the total outstanding portfolio.

Operational effectiveness and efficiency

An internal review has shown that improvements
can be realized in the project preparation
process. The main lesson was that the
ownership of the Project Appraisal Team can
be improved. In the PAT, people from different
departments throughout the Bank work
together. Since these departments have different
roles and objectives, this has meant that at times
PATs have not been as effective and efficient as
they could have been. Transforming the PAT
into an effective and coordinated processing unit
means spelling out the responsibilities of all
players at the start of a project, improving
leadership qualities, improving communication
between departments and between PAT
members, creating controls to ensure an effective
arbitration process for support departments, and
strengthening support department resources.
The new processes will be tested critically against
two primary objectives:

• Increased effectiveness to ensure “strong
project quality at entry” times and faster
processing of projects from exploratory review
to approval;

• A 10% overall efficiency increase as measured
in the number of projects per investment officer.

Because of the recent rapid growth of the PSO
portfolio and the current economic conditions,
portfolio vigilance is crucial. In April 2009, OPSM
compiled its first Consolidated Project Status
Report in which an assessment is made of each
project in the portfolio against three critical
quality dimensions: (i) implementation progress;
(ii) commercial viability; and (iii) development
outcomes. It is envisaged that such reports will
be prepared semi-annually. In 2009, the Bank
aims for a 100% supervision ratio (i.e. at least
one field supervision for each project under
implementation). Similarly, the Bank will catch
up the backlog of Extended Supervision
Reports, ensuring that all projects due are
covered.

“Because of the recent rapid growth of the PSO
portfolio and the current economic conditions,
portfolio vigilance is crucial.”
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Human resources

Availability of human resources is a factor critical
to success. Despite drastic improvements over
the last two years, PSO is still facing constraints
in the processing capacity. As indicated in
Chapter One, this is partly caused by the steep
growth in the number of (approved) projects.
Moreover the assessments of private sector
finance are more extensive in nature because of
the lack of sovereign guarantees. Although in the
private sector department, 21 people were
recruited in 2008 (an expansion of 50%), the legal
and risk analysis departments also have to
expand significantly.

Supporting climate change risk mitigation:
the Clean Development Mechanism

In the coming years, the Bank’s activities in the
area of climate change will increase further.
Starting in 2009, the Bank will support RMCs to
develop Clean Development Mechanism (CDM)
projects by providing technical assistance and
training. The Bank has also started to screen all
projects approved since 2007 in order to identify
the available opportunities for climate resilience
in the project design. Specific activities will be
proposed to climate proof projects where
necessary. The complex coordination of all these
initiatives is guided by the Bank’s Gender, Climate
Change and Sustainable Development Unit
(OSUS).

Scaling up partnerships

All financial institutions that have not withdrawn
from the market are facing substantial increases
in funding requests. The Bank will therefore
intensify collaboration with other DFIs, including

subregional ones. Apart from increasing the
efficiency of processing new projects and portfolio
management, this approach will typically reduce
a project’s risk because of the combined intensive
review processes.

The African Financing Partnership

There is an evident need for
partnerships, particularly amongDFIs,
as a vital component to enhance the
effectiveness and efficiency of large
and complex financings in Africa. To
address this need, the African
Financing Partnership (AFP) was
formally launched in September 2008,
following a year-long multi-
stakeholder dialogue. The AFP is an
organized collaboration and
cofinancing platform amongDFIs with
strong Africa experience that
optimizes their consolidated market
knowledge and project financing
skills, including financial,
environmental and social
perspectives. Apart from productive
DFI cofinancing, AFP aims at instilling
confidence in private financial
institutions to “crowd in” private
capital flows alongside AFP. To ensure
effective coordination and information
sharing among participating DFIs, an
AFP secretariat has been established
at the AfDB.

It is anticipated that the partnership
would finance in the region of 10-20
large projects in Africa, amounting to
around USD 6.49 billion per annum.
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This first sustainability review of the PSO of the
African Development Bank aims to give

insights in the way the organization is dealing
with sustainable development as part of its core
processes. The review explains how PSO is
pursued within the Bank and how continuous
cooperation and coordination among all
concerned units and departments helps the
effective delivery of PSO products to the market.
Moreover, it clarifies how sustainability is central
to what the Bank stands for and how it is
integrated in the preparation, implementation,
and evaluation of projects.

Scope

This review focuses on the PSO of the African
Development Bank. It is therefore not a
sustainability review of the entire Bank Group. It
informs the reader about the objectives,
processes and procedures of PSO within the
overall goals of the African Development Bank.

The review includes quantitative and qualitative
information relating to the calendar year (January
to December) 2008.

Selection of topics

As this is the first Sustainability Review, it was
considered important to inform stakeholders and
readers of the key PSO objectives and working
procedures. The numerous real case studies cited
are intended to illustrate and concretize many of
the theoretical arguments and methodologies
described in the Review.

The review covers topics based upon an internal
dialogue with representatives of many
departments and units within the Bank. Moreover,
the report highlights issues that are generally

typical in development finance and for PSO in
particular.

The Global Reporting Initiative guidelines have
been considered for this first sustainability
reporting process. However, they have not been
taken as a central starting point for it.

Reporting process and accuracy

Although confident about the overall reliability of
the data reported, it should be acknowledged
that some information, in particular future
projections, is subject to a degree of uncertainty.

The report is based on information and data
provided by senior managers of concerned units
and departments. This first Sustainability Review
has not been verified by an independent outside
auditor.

Forward looking statements

This report contains forward-looking statements.
All statements other than statements of historical
fact are, or should be deemed to be, forward-
looking statements. There are a number of factors
that may result in the change of the forward-
looking statements contained in this report.

Information about projects

Information provided concerning specific projects
is that available in the public domain.

Further information about AfDB

For further information on AfDB’s PSO and the
operations of the AfDB Group at large, please
refer to the AfDB Annual Report and the website:
www.afdb.org.

51

2008 Sustainability Review Operations
REPORTING
PRINCIPLES



Private Sector 52

Operations

CONTACT INFORMATION

AFRICAN DEVELOPMENT BANK
15 Avenue du Ghana
P.O. Box 323-1002
Tunis-Belvédère, Tunisia
Tel.: (+216) 71 333 511 / 7110 3450
Fax: (+216) 71 351 933

Contact person for this sustainability report
is Tim Turner, Director, Private Sector
and Microfinance Department (OPSM)
Email: T.TURNER@AFDB.ORG

ACKNOWLEDGMENTS

Consultancy
Triple Value Strategy Consulting,
The Hague, The Netherlands

Design
Yattien-Amiguet L.

Photography
Kurt Lonsway

Printing
Finzi Usines Graphiques



www.afdb.org




