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The EBRD Summary of Project Evaluation Findings
and Ratings 2H 2014 includes:
 Results from Evaluation validations of Banking project
self-assessments (OPAVs) in 2H 2014
 The differences between Evaluation department ratings
and operation staff ratings of projects
 A review of selected operational findings, topics
include: state-owned infrastructure projects, policy
dimensions, renewable energy and project preparation
issues.
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Abbreviations
EvD

Evaluation department

OPA

Operation Performance Assessment

OPAV

Operation Performance Assessment Validation

SME

Small to medium size enterprise

TC

Technical cooperation

Definitions
Operation Performance Assessment (OPA) - Banking Teams are required to produce self-evaluations of the
performance of all projects known as Operation Performance Assessments (OPAs). These are done on the basis of
a template produced by the independent Evaluation Department (EvD), and submitted to Banking Management
and EvD. While all OPAs are subject to some level of review by EvD, they are Management-owned documents.
Operation Performance Assessment Validation (OPAV) OPAVs are ex post project-level performance
evaluations prepared independently by EvD. OPAVs present EvD findings and ratings drawn from a range of mainly
desk-based analysis and sources, particularly the OPAs. Validations are done on a random, annually determined
sample of “evaluation ready” operations, and provide the project-level performance ratings which EvD then
aggregates to produce a snapshot of overall institutional performance. EvD invites Management review and
comments on all OPAVs and integrates comments where appropriate. No EvD endorsement of OPAs is either sought
or provided; nor is any Management endorsement or agreement on OPAVs either sought or provided. OPAVs are
solely an independent EvD product.
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Overview
Between July and December 2014 EvD completed
and circulated to Board and Management 33
Operation Performance Assessment Validations
(OPAVs) covering a wide range of projects approved
between 2003 and 2012. This document provides
Board and Management with brief summaries of
these completed OPAVs, highlighting in particular any
main design or performance features identified in the
ex post evaluation process.
The projects independently evaluated and
summarised here sought to address fundamental
transition challenges across the EBRD’s countries of
operations. This group of OPAVs reviewed
performance and insights from Operational
Performance Assessments (OPAs) on a broadly
representative sample of operations, including:
sovereign and commercial loans, subordinated bonds
and equity operations, across most sectors, and
including 12 different specific countries of operation.
Transition impact goals addressed by the three
regional equity projects included: local market
development through demonstration effect of a fund;
efforts to expand outside the country of operations as
a home base of one fund; and exploring venture
capital, a less traditional area of operation for the
EBRD.
The Power and Energy projects identified positive
demonstration effects for renewable energy and
improving the regulatory environment for renewables,
the latter with policy dialogue.
Projects working with state sector counterparts
employed TC to help achieve transition impact such
as through commercialisation or private sector
participation and municipal finance for infrastructure.
Evaluations show that TC components are often very
challenging for implementation and often less well
explained in terms of design and delivery
mechanism, timing, expected contribution and
performance.
The group included 6 operations (three equity, one
equity/loan, two loan) verified as unsuccessful, with
16 successful and one rated highly successful (an
equity). Unsuccessful-rated projects tended to reflect
financial crisis pressures, higher risk equity
investments or delayed or marginal transition impact
at the time of verification. The OPAV for the highly
successful operation mentions that the investment’s
performance benefited from EBRD backed regulatory
reforms undertaken in parallel.

6 EBRD Evaluation department

The summaries are arranged by sector to make it
perhaps easier for the reader to build a picture of
EBRD activities, performance and insights in the
sector. The first section gives an overview on OPA
quality in this sample, including a review of the trend
in rating differences. The second seeks to capture
selected operational insights, grouping these for the
first time in themes where appropriate. Caution
should be exercised in drawing larger conclusions
due to the limited sample size presented here.

OPA quality and
ratings
differentials
EvD reports more specifically on OPA quality and
ratings in the Annual Evaluation Review, and will do
so again in the forthcoming edition. As a preview to
the AER therefore, some common observations
repeated below have been extracted from 2H 2014
OPAVs on OPA quality, and reflect a positive trend in
quality.


“The OPA is of very good quality concisely
summarising technical issues about the FRN but
could have improved with more substantiation of
realised transition impact”



“The quality of the OPA is good. The team
responded helpfully to a long list of questions
from EvD that helped to prepare the OPAV,
especially the information about the MosPrime
challenge and changes to the bank’s portfolio
profile.”



“Generally
good
quality
OPA,
however
‘Additionality’ section lacked some critical selfassessment, while the ‘Bank Handling’ section
omitted references to deficiencies in appraisal.
No references to the recently completed
evaluation of a similar project was made, which
highlighted several issues applicable to this
operation as well.”



“Good quality, despite unclear operational
objectives at approval. The ‘Bank Handling’
section could have included more retrospective
analysis.”

In addition to positive developments in quality, the
ratings differential between EvD and Banking is also
narrowing. Overall, nine of the thirty three operations’

overall ratings were downgraded, one of which by two
grades; in four cases the downgrade was to
unsuccessful. Behind this, a look at individual rating
differentials between OPAVs released in 2014 and
those released in 2013 shows fewer downgrades by

EvD in the main areas of ‘Bank Handling’,
‘Achievement of Objectives’, ‘Additionality’ and
‘Overall Transition Impact.’

Figure 1:“Disconnect Ratio” between EvD and OPA ratings by category (for 2014 and 2013 OPAVs)

OPA delivery performance has also improved. Within
this sample, those in the 2014 Work Programme
were either on time or submitted within four weeks,
with only two exceptions; this is a welcome
improvement on performance in 2013 and no doubt
reflects closer Management focus.
However some ongoing qualitative challenges for the
OPA persist, such as in clear expression or
presentation of project design and logic of
intervention; several are mentioned here. First, and
importantly, in several projects, the description of
objectives is incomplete with emphasis limited to
physical outputs while activities such as in policy
reform, business restructuring, that are also central
to success in achieving intended transition impact
are much less adequately treated. Second, it is often
hard to determine who the ultimate project
beneficiaries are expected to be. Third, transition
impact is still sometimes described more as an
operational output than an impact in the reports.
Finally, in some instances, the time at which
transition impact is expected is not clear.

Select operational
findings
The OPAVs delivered in 2H 2014 not surprisingly
identify many issues and themes that arise on a
consistent basis. They include: the clarity and
monitorability of transition objectives; adequacy of
the evidence adduced to reinforce team self-ratings;
connections between TC and associated operations
and the adequacy of its treatment; and, extent of
transition effects (positive and negative) not
anticipated at the time of project design and
approval. The sections below seek to draw out some
findings relevant to some of the OPAV themes
identified for discussion in forthcoming Audit
Committee sessions.
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State-owned infrastructure
projects
Eight projects assessed within the 2H 2014 grouping
dealt with state owned infrastructure, all with some
element of enhanced private sector participation or
commercialisation as a goal. Two road projects
specifically
sought
to
introduce
increased
commercialisation of the roads sector, and as part of
this included the introduction of performance based
maintenance contracts as a goal. Three projects were
supported by extensive TC; many OPAs mention the
use of covenants and conditions precedent (both
specific to the project or from previous projects in the
sector) designed to help leverage sector reform, and
in addition, most included active policy dialogue in
their design logic.
All projects were rated successful or partly
successful. The reports suggest that the skills
transfer elements of the TC were particularly
successful and that concerted efforts at sustained
policy dialogue are critical to achieve reform in this
sector. Some highlight the difficulties in using
covenants alone to push for sector-level goals in the
absence of TC linked TC to sector reforms. Well
monitored TC can also help track possible changing
prioritisation on the part of the state authorities.
Selected extracts from OPAV summaries follow:


“There is value in including policy dialogue at
different levels as a formal part of such projects,
both to mitigate political tensions in the
implementation of multiparty projects and to
push forward decentralisation objectives”;
“Policy dialogue is needed to develop a
privatisation plan – close cooperation with local
authorities is important”



A recurring theme was securing covenant
compliance from municipal clients



“Introduction
of
performance-based
maintenance contracts is very complex and
challenging in all environments, therefore
adequate TC support should be provided up front
to help assess readiness and guide approach.”



The instruments and policies used by the
Government in its determination to make the
most of the available EU funding need not
necessarily be fully compatible with transition to
private sector oriented market economy as
understood by the Bank.

Issues related to state-owned infrastructure also
surfaced in the Bank’s activities in the railway sector.
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Here an OPAV suggested EBRD should assess the
actual state of private sector liberalisation and
participation in the sector, starting with clearer
definition of what is meant by 'private sector' in the
reform programme and its relevance to liberalisation
and transition of the sector, such as whether train
operations will be fully privatised, or only the
ownership of railcars, leaving the state sector with
the ownership and control of locomotives that pull
trains, which has proven to be another constraint on
transition in the sector.

Selected policy dimensions
Six projects were assessed with particular policy
challenges. None were rated unsuccessful, and
indeed one was rated highly successful, which was
also particularly clear on its alignment with the
related goals in the country strategy. Two insights
raised are particularly interesting to note in regards
to the mechanism used and extent of ambition for
sector reforms:


Under one project, the Bank co-financed a TC
which reviewed the poultry and meat sector. It
revealed import tariffs and governmental
subsidies for local companies were relatively
high, while meat production efficiency remained
well below other countries. This project did not
attempt to follow up on the TC findings, but was
nevertheless successful relative to its objectives.



A project benefitted from EBRD-backed tariff
reforms that made investment in the sector
sustainable.

Generally little consideration was given to relevant
trade policy matters. Project documents are thus not
as clear about the appropriateness of the support
and do not indicate what steps (maybe through policy
dialogue) are being taken to improve competition.

Renewable energy
Four renewable energy projects in the sample involve
wind investments in EU countries with major
sponsors or with co-financing.
Some concerns were raised over the extent of
financial additionality, where burgeoning investor
interest was already apparent at the time of these
projects’ signing. Importantly, in parallel with the
physical investment, all operations actively sought to
address regulatory concerns and secure a favourable
investment climate for wind energy, though evidence
provided was often times unclear as to the extent of

the project’s direct inputs and contribution; a related
issue was the need to appraise and mitigate any
regulatory risk. Specifically, two projects mention that
given the regulatory environment which ultimately
contributed to the exit of the sponsor and the EBRD,
the stability and sustainability of legislation upon
which the commercial success of the investee
company depends should be critically assessed
before the Bank invests.
A first direct equity investment in a wind farm, to take
it to pre-construction phase did not progress due in
part to the financial crisis and local regulatory issue
delays. A wind farm investment similarly did not
progress as planned, as this was undertaken with the
same sponsor who pulled out following the financial
crisis. Of these four projects therefore, three were
rated successful or partly successful and one was
rated as unsuccessful.

OPAV reflections on project
preparation
This section summarises some findings from the 2H
2014 OPAV sample on project preparation, which can
affect the potential impact of the project.
In designing a project to fully achieve its transition
impact, the OPA/OPAVs emphasised that it is

important to consider how to incentivise or enforce
benchmarks less obviously linked to short term
financial benefit for the client.
Due diligence considerations identified included: (i)
do not rely on M&A when evaluating growth options
for retail expansion projects; (ii) sensitivity to
commodity prices needs to be adequately assessed;
(iii) regulatory uncertainty merits caution with base
case scenarios; (iv) agribusiness projects should pay
particular importance to clients’ working capital
needs.
Several OPAVs emphasized the importance of
sustained policy dialogue to attain transition impact
goals, and others stressed that in doing so, policy
dialogue must be designed to be effective at the right
level. Excessive optimism about the amount of time
required to achieve policy reform is a consistent
issue. Less often acknowledged is the need for
continued political-level support for reform and the
importance of a supporter for the cause in the
partner agency. There are clearly time and cost
implications here for both policy dialogue and
technical cooperation inputs. Finally, maintenance of
a working relationship with an agency through a
sequence of projects is likely to be a productive
strategy, an approach that is reported in some
OPAVs.
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Agribusiness
Glass manufacturing
Private; Loans

Description
The project consisted of two operations with a world leading glass manufacturer, who has expanded its glass
container manufacturing plants in countries of operations for several years. The aim was to upgrade a brownfield
plant in two countries. The investment in one was cancelled due to adverse market conditions. The other
investment to construct a second furnace and improve existing facilities was expected to increase annual
production capacity. Here, transition was expected to derive from demonstration of a pilot glass recycling initiative
in the region via the technical cooperation, a corporate environmental and social management system, market
expansion through engagement with new raw material suppliers, and higher standards of corporate governance
and business conduct. The associated TC was formulated to develop a glass collection and recycling scheme, as
part of a previously unimplemented project with the Sponsor Group.

Key findings


An aggressive expansion strategy proved highly vulnerable to market and regulatory risk. The project plant fell
into a financial trouble in 2010 and required additional financing in local currency (approved under crisis
response) to complete upgrade and run the plant.



The new furnace has been operational for a couple of years, three years behind schedule due to adverse
market conditions and financial difficulties. Almost all transition benchmarks were delayed and postponed,
standing unachieved. Additionally, the result of the TC’s study was unfavourable for the glass recycling in that
region and thus a pilot glass recycling project is now highly unlikely.



Notable finding includes that the borrower’s financial weakness could affect adversely the realisation of
transition impact. Being aware of the borrower’s financial struggle, the Bank provided an additional financing
under the Sponsor’s guarantee in expectation of the high transition impact of the project. However, the
financial guarantee could not remedy the borrower's financial weakness. As the borrower was still making a
loss, transition agendas were lowly prioritised compared to the immediate business needs.

Performance ratings
Overall EvD- Unsuccessful ▼

OPA- Successful

Reason for rating disconnect
The overall rating disconnect is principally due
to downgrades in project impact and
sustainability; EvD observed limited TC
outcome which had provided much potential
transition impact and expectation since
2008, breached ESHS covenants and worse
plant financials than before the project.

OPA quality observation
The OPA was of adequate quality. More reflective and analytical views could have enhanced the overall quality.
Please note that this OPA was under the WP2013.
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Rendering Plant
Private; Loan

Description
The project consisted of a loan to contribute to the construction and operation of a rendering plant in a country of
operations. The plant would be located in one of the main areas of livestock breeding and meat processing with
practically no existing disposal facilities at some very large meat processors. The project expected to achieve
transition impact in the form of demonstration effect of investment in a quasi-new sector, set standards in waste
management and environmental practices, and market expansion through backward linkages and transfer of skills.

Key findings


Implementation of the project to date has been positive with transition impact on track, but is still in an early
stage; the plant was completed and started operations with production and sales in line with projections,
though operational costs were higher than anticipated in the ramp up stage.



The OPA highlights the use of project replication for transition impact in such a sector; In order to bring visibility
to the market and awareness/responsibility on environment issues in a country of operations. The report
cautions that several replications of projects might be required (5-10 extra plants). The Bank has to be
prepared to replicate deals even with the same client for multiplying transition impact in case there is an
interest from the market.



The OPA also offers insight into the importance of taking local legal specifics into account while structuring the
transactions, as for example, here, thin capitalisation rules in the country mean that the company, with its
foreign parent, cannot deduct interest on the Bank’s loan from the profit subject to income tax, and suggests
that the Bank should take such legislation into account and engage in discussions on exclusion of EBRD loans
from such practices, given its mandate.



The OPAV suggests taking a more proactive approach on policy dialogue with local or national authorities to
contribute to the alignment of regulatory changes in the desired direction. Though the possibility was noted at
Board, no action had been taken by the time of the OPAV.

Performance ratings
Overall EvD - Successful OPA - Successful

Reason for rating disconnect
No overall disconnect. Individual disconnects
are due to timing.

OPA quality observation
The OPA is of good quality.
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Supermarket company
Private; Loan

Description
The project consisted of a local currency loan to a chain of high-end supermarkets in order to finance expansion in
the countries of operations, and in particular, the construction of a new ready-meal factory and logistics centre.
Transition objectives included demonstration of new products (ready-meals, own-label, on-line trading), and market
expansion through procurement of local products as well as expansion outside of the capital city.

Key findings
-

The company has performed well but failed to expand into a neighbouring country and has limited expansion
outside the city region, reducing expected impact from regional expansion.
The report reflects findings concerning risk mitigation and project design and monitoring indicators;
o Term plans for cross-border expansion may be derailed by unstable economic and political conditions.
Financing could be tranched or uncommitted to minimise the risk of changing or cancelling the use of
proceeds.
o Projects involving expansion outside the major economic centres could consider a phased approach to
regional expansion, allowing expansion to take place gradually.
o Finally, in this case, the debt service coverage ratio became difficult to calculate as the company
expanded rapidly and refinanced short-term debt annually. In such cases, the report suggests that
Debt/EBITDA or EBITDA/Interest Expenses might be more appropriate ratios.

Performance ratings
Overall EvD- Partly successful OPA- Partly successful

Reason for rating disconnect
There was no overall rating disconnect. The
project’s ‘Achievement of Objectives’ was
downgraded because EvD assessed the risk
to full achievement higher than the OPA did,
in particular regarding regional expansion
goals.

OPA quality observation
The OPA was of good quality despite unclear operational objectives at approval. The ‘Bank Handling’ section could
have included more retrospective analysis.
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Poultry producer
Private, Loan

Description
The project consisted of a corporate senior loan to a large poultry producer in eastern Europe. The first tranche of
the loan was a three-year revolving facility financing the company’s working capital needs while the second tranche
was to finance energy efficiency investments. Originally, transition impact was expected from significant
restructuring and energy efficiency improvements. As part of the operation change the transition impact
benchmarks were changed to reflect the addition of the biogas plant. Separately, a co-financed meat sector study
would examine governmental support, regulation and market protection issues in two countries.

Key findings
-

-

-

-

The biogas boiler became operational with transition impacts partly achieved. Notably the biomass boiler
provides an above-benchmark 5 MWh of heat and energy. It is amongst the largest poultry manure-fuelled
biogas plant in Europe and certainly the project’s most remarkable achievement in terms of demonstrating
innovative technology. Conversely, EvD does not see any “restructuring” taking place.
The report notes that the energy components of Bank projects are relatively more often subject to change,
cancellation and so forth than standard capex components. The Bank should be more aware about the
complex and innovative nature of such components and ensure that the client fully understands and “buys
into” them, before presenting them as an integral part of a project submitted for Board approval.
The report also suggested that due diligence of agribusiness projects should pay particular attention to
providing a proper assessment of working capital needs, taking into account clients’ growth prospects and the
fluctuation of commodity prices.
The meat sector study revealed that import tariffs and governmental subsidies for local companies were
relatively high, while meat production efficiency remained well below other countries. This project did not
attempt to follow up on the TC findings. The Bank could be more ambitious in addressing sub-sector policy
issues.

Performance ratings
Overall

EvD- Successful

OPA- Successful

Reason for rating disconnect
There was no overall rating disconnect. EvD
downgraded ‘Additionality’ as it considered that
financial additionally was not verified. EVD
upgraded
‘Environmental
and
Social
performances’ and ‘Environmental Impact’ of
the project to Excellent and Outstanding
respectively, due to the impact of the first
successful biogas boiler financed under this
project in the country.

OPA quality observation
Generally good quality OPA, however the ‘Additionality’ section lacked some critical self-assessment, while the
‘Bank Handling’ section omitted references to deficiencies in appraisal. No references to the recently completed
evaluation of a similar project was made, which highlighted several issues applicable to this operation as well.
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Equity funds
Equity fund 1
Private sector

Description
The project consisted of an investment in an equity growth fund. The Fund was managed by a joint venture between
a local and a foreign sovereign wealth fund. The Fund was set up to invest in expansion / development capital and
buy-out transactions in the country of operations. The Fund was expected to focus on adding value through
influencing investee companies’ strategies and operations.

Key findings


Following an encouraging start of the Fund, the entire portfolio and the management team were severely
affected by the onset of the financial crisis. The Fund decided to cancel the follow-on fund given the adverse
market conditions and negative developments in the team.



The Fund will likely achieve a significantly negative IRR and is not expected to return capital to investors.
Overall, it is difficult to assess what the performance of the Fund would have been in less extreme
circumstances than those brought about by the global financial crisis, but in all likelihood it would have fallen
within the margins of the originally planned financial scenarios.



Insights can be drawn related to reliance on sponsors and portfolio construction; (i) While each project is
unique, the role of sponsor in a captive fund needs to be scrutinised in detail, especially in respect of reliance
on senior professionals not fully dedicated to the project; (ii) While it is difficult to predict the cycles, funds
which invest at moderate pace may have better chances not to be over-exposed to a sudden change. Investors
should voice their concerns to the fund manager early if there are indications that composition of portfolio is
not in line with expectations or not balanced.

Performance ratings
Overall EvD– Unsuccessful

OPA– Unsuccessful

Reason for rating disconnect
No overall rating disconnect. Ratings for
‘Project Financial Performance’ and ‘Bank
Investment Performance’ were slightly
downgraded given most of the Bank’s
investment has been lost.

OPA quality observation
The OPA contains a good overall
description of the project, and provides
enough detail on the investment to enable
understanding of the key developments.
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Equity fund 2
Equity Funds; Private

Description
The project consisted of an anchor investment in a regional private equity fund in one of the countries of operations
in central Europe. The project aimed to help portfolio firms grow, generate return, and develop the domestic
investor base through policy dialogue led by the fund manager.

Key findings
-

-

-

The committed funds stimulated a full realisation of the objective to raise further capital for the fund. It
deployed around 90% of the fund's capital to investments within the investment period. The fund fully utilized
the 40% cap on investments in central & eastern European countries outside of the home country.
Development of the private equity industry requires that fund managers be profitable and adequately
capitalized to be able to make private equity investments via a cohesive team, deliver returns to their private
equity fund investors and, as a consequence, to continue their investment activities beyond lives of particular
private equity funds, which requires repetitive follow-on fundraising. As an anchor investor in the private equity
sector, the EBRD should receive transparent information about the private equity fund manager's financials to
be able to appraise his financial sustainability and the investment performance of the fund.
The fund manager needs to demonstrate adequate financial capacity. It could maintain its financial capacity at
adequate levels under terms set out in EBRD investment agreements. Transparent financial statements would
allow an assessment of the fund manager’s present sustainability and its capacity to endure fund raising
delays.

Performance ratings
EvD- Successful▼

OPA- Highly Successful

Reason for rating discrepancy
The overall rating was driven down by
marginal changes to individual ratings such
as operational and investment performance,
due to uncertainty as to final achievement.

OPA quality observation
Good OPA edited cooperatively by the team
in great detail. Future OPAs could assess
financial sustainability of the fund manager.
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Information & communication
technology
Technology equity fund
Private; Equity

Description
The project consisted of an equity investment in an equity fund in order to mobilise private sector funds for equity
and equity-related investments through expansion stage technology firms. Its main objective was to invest in small
and medium firms, later stage private equity funds, in four areas of the software and IT services industry.

Key findings


This was a high risk project with mixed results, but overall, the project provided some important venture capital
experience to the Bank.



To manage default risk of limited partners at fund inception the general partner could set up an escrow
account to ensure that all the money from limited partners is collected and only released from the escrow
account to the fund after all have met their drawdown commitment.



The general partner expected to reduce portfolio risk by allocating part of the investments to more mature,
expansion stage firms. The allocation did not work out as hoped, because two of the four expansion
investments had to be written-off and the OPA offered a useful lesson here: It is important to carefully stress
test the market and financial projections of expansion firms, also to ensure that additional financing is
available to sustain the expansion.

Performance ratings
Overall EvD-Partly Successful OPA-Partly Successful

Reason for rating disconnect
No overall rating disconnect. Additionality
was upgraded. ‘Achievement of Objectives’
was
downgraded
due
to
limited
information ‘Transition Impact’ was
somewhat downgraded due to fund and
manager performance, and some shortfalls
to the transition impact monitoring system
benchmarks.

OPA quality observation
The OPA quality is good. It gave less insight into the governance and skill improvements expected in the portfolio
firms.
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Manufacturing and services
Children’s goods
Private; Loan

Description
The project consisted of a mezzanine loan to a leading distributor of own branded children’s goods, to enable a
balance sheet restructuring of the Group through the refinancing of short-term loans. Transition impact was based
on the client's corporate restructuring, which was expected to serve as an example of corporate restructuring in the
SME sector in the country of operations.

Key findings
-

-

The corporate restructuring occurred prior to project signing and the balance sheet restructuring was executed
shortly after disbursement.
However, the client also embarked on an unsuccessful strategy of expanding clothes sales and subsequently
fell into financial distress and defaulted on its debt.
The project was transferred to corporate recovery and a restructuring of the Bank loan was required which was
then approved.
One key finding of the OPA concerns corporate due diligence which is recommended to include analysis of the
level of automation of the company’s business processes, and the client’s willingness to maintain IT
infrastructure of the required level.
The report also suggests that where the project transition impact is dependent on corporate restructuring,
Board representation and or nominee directors on behalf of the Bank should be attached to the investment in
order to help mitigate any risk of decisions being made which jeopardise the project transition goals

Performance ratings
Overall EvD- Unsuccessful▼

OPA- Partly Successful

Reason for rating disconnect
The ‘Overall’ rating was slightly lowered due
to marginal disconnects. For example,
‘Company Financial Performance’ is rated
Unsatisfactory on the grounds that actual
results have broadly fell below projections by
more than 25 per cent, and despite the
achievement of almost all transition impact
benchmarks,
transition
impact
was
downgraded by EvD due to the poor
commercial performance.

OPA quality observation
The quality of the OPA was generally good including a detailed account of the process which led to the project's
transfer to the Corporate Recovery Unit.
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Retail pharmaceutical company
Private; Loan and Equity

Description
The Bank approved an equity investment to contribute to the client’s planned expansion of retail pharmaceutical
operations and a debt facility to support financial strengthening, to be used for refinancing short term debt.
Transition impact was expected to come primarily from wider private ownership in the regions, changes which
would set industry standards in energy efficiency and corporate governance, and from increased skills transfer
which was seen as a critical bottleneck to successful expansion.

Key findings
-

-

The project partially met its expansion targets and though current performance is below expectations, the loan
proceeds were used to improve the financial health of the client. Only marginal transition impact goals were
realised at the time of validation. Due to financial underperformance, the client has decided to pursue legal
deconsolidation which would enable them to participate in a beneficial imputed tax regime used by many of its
competitors. After due diligence, the EBRD has requested that the Company find a buyer for the EBRD’s stake.
Key Insights included that: (i) In equity investments and especially restructuring cases Banking teams should
conduct a careful evaluation of the management team, paying particular attention to the Chief Financial
Officer; (ii) When evaluating growth options, the team should not rely on mergers and acquisitions; (iii) Where
the EBRD invests equity in low EBITDA clients for restructuring projects, seeking call options for
underperformance events can be valuable additional security measures.

Performance ratings
Overall EvD- Unsuccessful ▼

OPA- Partly Successful

Reason for rating disconnect
The OPA rates the project as partly
successful, citing good ‘Transition
Impact’ and ‘Environmental and
Social Performance’; it also concludes
that a large but unprofitable network
was transformed into a smaller, but
viable chain. EvD agrees that
prospects may be somewhat positive;
however available evidence indicates
marginal performance. There were
also some weaknesses in ‘Bank Handling’. EvD’s ‘Overall Performance’ rating is therefore unsuccessful.

OPA quality observation
The report was a fair attempt at a joint OPA and there was good cooperation during review. The OPA contained little
assessment of how the project helped the client move towards achieving its strategy.
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Paper and packaging company
Private, Loan

Description
The project consisted of a local currency loan to a subsidiary of a leading international paper and packaging group.
The loan would finance improvements to quality and efficiency of logging operations, and energy efficiency.
Transition objectives included the extension of sustainable forestry management techniques to suppliers and
subcontractors and setting standards of business conduct in energy efficiency. The project also intended to support
policy dialogue. As part of the energy efficiency objective, an energy efficiency audit was expected with TC. The
parallel loan from another IFI would support expanded production of pulp and paper. The project followed a recently
completed investment and modernisation programme.

Key findings
-

-

-

The project was successful though the client chose to fund its own energy efficiency audit
The validation noted that the objectives at approval lacked coherence and there were limitations in the
information available from the client to substantiate achievements. The report suggests that specification of
objectives ex ante need to consider monitoring.
The OPA found that strong corporate sponsors tend to resist disclosure requirements and financial covenants.
The Bank should balance the benefits of working with a strong sponsor against the limitation this may impose
in terms of adapting to the Bank's requirements.
A client may focus on achieving transition benchmarks which it sees contributing directly to its own operational
performance. The EBRD must consider how to incentivise or enforce benchmarks less obviously linked to shortterm financial benefit.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
There was no overall rating disconnect.
Deficiencies in client reporting preclude a
rating of Good ‘Achievement of Objectives’.
Evidence is lacking for concrete
achievements on key transition objectives,
though potential remains. ‘Financial
Performance’ was upgraded to excellent
as actual results exceed appraisal
projections by more than 10 per cent and
prospects are positive.

OPA quality observation
The quality was good, given weaknesses in project specification at approval and monitoring.
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Wood production
Private; Loan

Description
The project consisted of a loan to finance the installation of a particleboard plant. The transition objectives were
to: (a) spur competition by backing the entry of a global leader and achieving 25 per cent market share from local
production; (b) set high business and environmental standards and (c) spur market expansion via backward and
forward linkages. The Board paper referred to the EBRD’s dialogue with government that inferred support for the
company’s forestry management dialogue with the authorities that control much of the forests, identified as a
political risk in the Board paper. Forestry sector-related transition impacts were also expected to be delivered
through the Environmental Action Plan (EAP), via the company’s purchasing behaviour, and via the additionality
attributed to the EBRD's involvement in the transaction.

Key findings


The first particle board production line reached capacity per annum as planned. The second particleboard
production line was dropped and a possible MDF line was also abandoned, due both to the changes in
business strategy triggered by the crisis and the poor investment climate in the country.



The report suggests that projects that require policy dialogue by the client to achieve sector reform through
supply chains may need to be supported by a concerted policy dialogue by the Bank. Ex ante Transition Impact
ratings need to correctly state the high risks of achieving reform of supply sectors via a private sector project in
unreformed, state-dominated sectors.

Performance ratings
Overall EvD- Partly successful OPA-Partly successful

Reason for rating disconnect
No overall rating disconnect. ‘Transition Impact’ was
downgraded for lack of delivery of forestry sector impacts
and Environmental and Social Performance based on the
quality of the sponsor and investment in new equipment

OPA quality observation
The OPA was too critical of the client's behaviour in the
crisis context. It could have offered more insight about the unfair business practices of competitors and the EBRD's
response.
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Wood product manufacturer 1
Private; Loan and Equity

Description
The project consisted of a loan and equity share in a company wholly owned by a leading manufacturer of wooden
multi-layer floorboards in another country of operations, to establish a new floorboard facility with increased
production capacity. Of note, the project was followed by two additional facilities to finance the establishment of a
wood processing plant and associated increased working capital needs. The project expected to promote transition
through market expansion from a cross-border investment promoting trade and establishing backward linkages;
strengthening of competition in the project sector by bringing high quality products in regional markets; transfer of
skills and know-how through the capex and training programmes and the introduction of new business standards,
including ISO certification and application of wood-supply and high quality control systems.

Key findings
-

There was good performance operationally, with satisfactory transition impact. Implementation of the project
was achieved on time and budget and the production capacity has been achieved, but the financial
performance was affected by market constraints which ultimately led to the financial restructuring of the
project and the Bank’s investment performance turned negative due to increased risk rating.

-

Establishment of sustainable wood procurement by suppliers was anticipated as one main source of transition
impact but the government who owns the state forestries has not been interested. It is important to identify
upfront the willingness of external key parties to participate and consider engaging in policy dialogue with
public administrations to support the necessary legal or regulatory changes to address them.

-

The OPA process also pointed out that complex structures may require numerous amendments and waivers.
Finally, the OPA highlighted that as in this case, in cross-border transactions a transfer of Sponsor’s
management and technical staff is crucial for a success of the project.

Performance ratings
Overall EvD- Partly Successful OPA- Partly Successful

Reason for rating disconnect
No overall disconnect. Investment
performance was downgraded due to the
new estimated parameters, especially
taking into account the after risk adjusted
negative levels

OPA quality observation
The initial OPA was poor and the
Evaluation Manager granted more time to
redraft. The final OPA was of
good/satisfactory level.
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Wood product manufacturer 2
Private, Loan

Description
The project consisted of a loan to a large wood processing and furniture group in a country of operations. It targeted
modernisation investments, including energy efficiency and environmental improvement components, and
refinancing of short-term debt from local banks. Transition was expected from improved corporate governance, the
demonstration effect of increased productivity and better environmental management and the liberalisation of the
regulatory framework to allow foreign players to enter the local forestry market.

Key findings
-

The bulk of the planned investment plan was realised, though evidence of particular investments is vague. The
shortfall was due to the suspension of the Bank’s investments after a tragic industrial accident. Additionally,
the Bank disbursed funding to refinance the Company’s short-term debt. Less than half of the transition impact
benchmarks were achieved; many were put on hold or revoked following the accident and subsequent takeover, and are unlikely to be resumed.



Health and safety practices and standards in some of the Bank’s countries of operations are often low and this
can present a very high risk to the borrower and the project.



The borrower’s private shareholders’ considered that the Bank’s participation would offer “protection from
arbitrary and discriminatory decisions of the government”. However, following the industrial accident the
government took over the management of the borrower and started proceedings to expropriate the main
private shareholder. The report suggests that it might be learned that the Bank's participation does not
guarantee protection against government actions.



The project had 17 transition benchmarks (some with up to 10 sub-benchmarks). This made it difficult to
monitor transition progress. Moreover, some of the benchmarks were impossible to verify.

Performance ratings
Overall EvD- Partly Successful ▼OPA- Successful

Reason for rating disconnect
The overall rating was lowered chiefly due to
downgrades in transition impact ratings;
many benchmarks was not possible to verify
and there was negative broader impact due
to government's take-over of the company's
management.

OPA quality observation
The OPA presented good information on the achievement of physical objectives and financial performance but less
evidence on transition benchmarks and overly positive perception of the project (given a tragic accident and
expropriation of the private owners).

22 EBRD Evaluation department

Property and tourism
SPV for logistics
Private; Loan and Equity

Description
The project consisted of a loan and equity investment to a special purpose vehicle company, for the construction
and operation of a logistics centre to be leased to a major automotive company's suppliers. An additional amount
was approved for further equity investments in successive phases. The project expected to achieve transition
impact by contributing to the expansion of a modern logistics space and thus increased competition, expanding the
market in the automotive parts supplier's sector, transferring skills and improving business standards.

Key findings
-

-

Implementation of the project suffered some delays which is not uncommon in this type of project. The total
constructed area was below that initially planned due to the changing needs of the tenants which led to total
construction costs below budget but this was compensated with higher specifications leading to higher rental
rates. As a result financial performance and specifically rental revenues have been close to the initially
projected levels. Some transition impact has occurred, with some evidence of new developments and the
establishment of some additional international players, though the expected presence of local suppliers lags.
One finding to note is that there is potential for transition impact beyond those driven by specific project action.
Here, by financing the construction of industrial space the project achieved transition impact beyond the
project through the tenants' standards, training actions and interaction (market expansion) with the car
assembler.

Performance ratings
Overall EvD - Successful OPA - Successful

Reason for rating disconnect
There was no overall rating disconnect.
‘Transition
Impact’
is
marginally
downgraded due to mild achievements in
increased competition and transfer of skills.
The Bank's ‘Investment Performance’ is
similarly downgraded.

OPA quality observation
The quality was good. There were some
initial deficiencies in financial performance
explanations
which
were
promptly
addressed by the Operation Leader.
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Property equity fund
Private; Equity

Description
The project consisted of an investment in an property equity fund to make equity and quasi-equity investments in
the real estate sector in south east Europe. It aimed to build a balanced portfolio through both acquisitions and
developments in both capitals and regional cities. Transition potential took the form of demonstration effect of a
fund focused on the region of operations, competitive pressure on the local property sectors, supporting the
development of secondary markets, attracting new international financial investors and market expansion through
linkages to the construction and property sectors.

Key findings


The fund was oversubscribed and made a good start before the financial crisis but made no new investments
after it hit. It achieved reasonable geographic and sectoral distribution but no investments outside capital cities
and only three development projects have been completed.



Financial performance has been inadequate so far but the fund is holding the properties, some of which are
revenue-generating, and a successful outcome will depend on property market developments in the next few
years.



The evaluation found some early evidence of demonstration effect, later blocked by the financial crisis. The
fund attracted investment from many small investors, some from outside the region, as well as institutional
investors. It has applied high standards of corporate governance. The impact on competition and market
expansion has been limited by the economic situation.

Performance ratings
Overall EvD- Partly successful OPA- Partly successful

Reason for rating disconnect
There was no major disconnect. EvD
downgraded ‘Transition Impact’ to
Satisfactory because the project had
achieved less than was targeted at
appraisal.

OPA quality observation
The report was good and the transition impact section assessed broader impact beyond transition impact
monitoring system.
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Municipal & environmental
infrastructure
Water and sewerage
Public; Loan

Description
The project consisted of a sovereign loan to a water and sewerage utility, to provide waste water collection and
treatment services for communities around a lake. The investment programme consisted of a construction of
wastewater treatment plants and a rehabilitation of the wastewater networks. The project was accompanied by
three technical cooperation intiatives – a feasibility study, an engineering, design and contracts supervision, and by
consultancy providing advisory services to the state water committee. Transition was expected from increased
commercialisation, private sector participation, skills transfer via technical cooperation consultancy services
ensuring implementation of the investment programme in accordance with international best practices and
demonstration effects, through the first operational waste water treatment facility in the country.

Key findings


The physical objectives were achieved with significant delays. In addition, two of the waste water treatment
plants constructed were only mechanical treatment plants, though planned as extended aeration.



Transition impact from increased commercialisation and private sector participation was rather minimal.
However, good transition impact was realised though skills transfer and demonstration effect – aspects of
transition impact not monitored.



Key covenants were not realistically set, and were later waived.



The project shows the importance of policy dialogue sustained over longer periods, including coordination with
other IFIs who are active in the sector.

Performance ratings
Overall EvD– Partly Successful▼ OPA– Successful

Reason for rating disconnect
The overall rating ended up at partly successful due to
individual rating reductions; chiefly in ‘Achievement of
Objectives’ which was reduced to satisfactory due
mainly to the difference in technical specifications.

OPA quality observation
The OPA presented a good description of the project
and overall quality was good. Justifications for ratings
were generally reasonably well discussed.
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Local municipalities fund
Public; Loan

Description
The project consisted of a syndicated loan to a fund which provides loans to municipalities to support the
absorption of EU post-accession grants. Transition was expected from market expansion by extending long-term
financing to those municipalities with access to short-term financing alone and transfer of skills at the level of the
clients. In addition, the project would provide indirect training through preparation of the project including best
practice energy efficiency audits.

Key findings
-

-

-

The operational objectives were mostly achieved. The nature of the loans was different than that expected
(mostly short-term bridge funds v long-term investment co-financing). While this resulted in the provision of
more loans than planned, it also entailed the underachievement in the introduction of new types of loans, and
affected transition impact.
The project presents some tension between the benefits of economic development and pure transition impact
focus. The instruments and policies used by the government in its determination to make the most of the
available EU funding need not necessarily be fully compatible with transition to private sector oriented market
economy as understood by the Bank.
The project has delivered achievements in expanding the financing market for weaker municipalities and
transfer of skills in financial capacity. Nevertheless, the achievements were to some extent undermined by
Government policies affecting the nature of the fund’s portfolio and likely resulting in some market distortions,
and by insufficient scope for selectiveness in clients and projects.

Performance ratings
Overall EvD– Successful OPA– Successful

Reason for rating disconnect
No overall rating disconnect and
marginal changes to individual
ratings;
notably,
EvD
slightly
decreased the rating of the
‘Transition Impact’ achievement due
mainly to the mixed results.

OPA quality observation
The OPA presented a well-balanced
discussion, including all relevant
viewpoints - the internal project
criticism from OCE is well discussed.
Ratings are mostly well justified.
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Municipal Transport
Public; Loan

Description
The project consisted of a sovereign loan to a municipality and transport ministry. This was the first time EBRD had
engaged in municipal lending in the country of operations, and financed the rehabilitation and upgrading of a
section of road and interchange. Technical cooperation assisted the city to address significant deficiencies in the
provision of urban transport services and infrastructure through a sustainable transport strategy and a
creditworthiness enhancement programme, in the context of anticipated municipal borrowing. Transition was
expected from longer term demonstration effects and new/strengthened institutions laws and policies affecting
sector development and decentralization capacity.

Key findings


Operational objectives were achieved. EvD also considered that the project, and especially through its technical
cooperation, has positively and significantly contributed to all aspects of the expected transition impact,
notably in terms of the city’s financial management capacity and readiness to lead any future sub-sovereign
municipal financing investment projects as well as the advancement of a sustainable transport strategy for the
city.



Policy dialogue at different levels as a formal part of such projects can mitigate political tensions in the
implementation of multiparty projects and help push forward decentralisation objectives.



The OPA reported that it is difficult for teams to put pressure on sovereign loan clients when covenant
compliance becomes an issue. However, the Bank does have the ability to suspend disbursements though is a
more formal and deliberate process than with non sovereign clients. This would seem to indicate that there is a
need for greater clarity among operational teams on what options are available to them.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall disconnect. There was a small
downgrade of ‘Environment and Social
Performance’ rating because of insufficient
evidence regarding the extent to which client
implemented the ESAP.

OPA quality observation
The OPA was well written and contained a good transition impact discussion. More information would be welcomed
on Bank Handling and the contribution of policy dialogue and TC.
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Transport
Road project
Public; Loan

Description
The project consisted of a sovereign loan (of which 40 per cent was in local currency) to enable the construction of
a by-pass, rehabilitation of bridges and roads that had been damaged by severe floods. There were also sector
reform transition objectives for road sector financing, construction management and the introduction of
performance-based operation and maintenance contracts.

Key findings


The three operational objectives were only partly achieved due to either considerable delay, or significantly
reduced scope in the case of bridges rehabilitation.



While transition impact was rated only satisfactory, EvD recognises that the project transition impacts targeted
at approval were relatively ambitious, incorporating comprehensive sector reform objectives with numerous
benchmarks.



The suitability of the Bank’s systems and resources with respect to disaster reconstruction assistance was
tested during project implementation.



Only 3 out of 9 transition impact benchmarks that were covenanted were fulfilled during the course of project
implementation. To maintain the effectiveness of transition impact related project covenants, where they are to
be employed, it is important that those benchmarks are screened further for credibility and enforceability.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall rating disconnect. EvD rates Bank’s
‘Investment Performance’ as Satisfactory on the
grounds that it does not substantively exceed
expected performance.

OPA quality observation
The quality of the final OPA was very high the
project comprised several elements linking
numerous operational and transition impact objectives and documenting and reporting the project’s progress to
date and providing a retrospective assessment on its entirety was a sizeable exercise.
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A transport leasing company
Private; Loan

Description
The project consisted of an A/B Loan to a leasing company (the Borrower), to finance the acquisition of a large
number of railcars for lease to clients in the country of operations. The project was part of ongoing EBRD support to
the railway industry reforms aimed at improvement of commercial orientation of the railways. Transition impact was
expected mainly from more private sector participation in the supply side of the leasing industry, and more private
sector provision of rail services, particularly support for expansion of independent railway operators and finally,
expansion of the operating leasing market.

Key findings
-

Though with delays and price escalation, the project met its operational objectives. A sharp increase in railcar
prices limited acquisition initially; increasing the loan by 40% increased the number purchased.

-

Key insights include specific recommendations for further rail projects:
i)

rail car projects should factor in the price volatility of railcars when structuring security for asset-based
loans, testing sensitivities and identifying breakeven points;

ii)

railway sector Board reports should assess the actual state of private sector liberalisation and participation
in the sector, starting with clearer definition of what is meant by 'private sector' in the reform programme
and its relevance to liberalisation and transition of the sector, such as whether train operations will be fully
privatised, or only the ownership of railcars, leaving the state sector with the ownership and control of
locomotives that pull trains, which has proven to be another constraint on transition in the sector.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall rating disconnect. ‘Bank Handling’ was
downgraded due to amongst other reasons, lack of
price risk mitigation, unclear baseline data, unclear
reporting and monitoring of the number of cars
acquired; unidentified hard barriers to importing
railcars; and unclear meaning of 'private sector' in the
reform programme and the degree of private sector
participation in the industry over time.

OPA quality observation
The OPA has some deficiencies; it does not analyse the causes of railcar price volatility, or the role of a protected
domestic market in the supply-side constraints. The OPA was originally under WP2013.
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Motorway
Private; Loan

Description
This project supported rehabilitation of a section of a two-lane motorway and the construction of a bridge across
the river. As one of multiple similar projects, this project attempted to move the country’s road sector towards
increased commercialisation, and included covenanted reforms to help transform the Road Directorate to a public
enterprise, formulate a public private partnership strategy and introduced performance based maintenance
contracts. The project was supported by TC to expand project implementation support under the first project and
provide technical support to develop a public private partnership strategy.

Key findings
-

The project largely achieved its physical objectives. The most notable achievement in terms of transition impact
was the transformation of the entity into a public enterprise, together with a new organisational structure,
which the former project had envisaged but failed to complete. Under this project and the next, the project
completed the planned public private partnership strategy, prepared new public private partnership laws in
accordance with the EU standards, and enhanced the capacity of the government’s public private partnership
office. However, goals concerning greater competition in the road maintenance sector were less successful.

-

Insights included:
i)

When procuring contracts under design and build arrangements it is essential for clients to follow twostage tendering procedures;

ii)

Adequate TC support should be provided up front to help assess readiness and guide approach or
performance based contracts;

iii) Skilful use of covenants and conditions precedent in a series of related operations with the same client
can reinforce transition impact priorities.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall rating disconnect.

OPA quality observation
There was good cooperation and redrafting in the final OPA. The main deficiency that remains is the lack of
perspective of this project within the wider intervention context. Additionally, the OPA could have further explored
transition impact beyond that envisaged at approval and captured by the transition impact monitoring system
benchmarks.
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Railway group
Public; Loan

Description
The validation report covers two projects with a railway group which shared due diligence and key elements such as
the purpose, expected transition impact and additionality. The two projects consisted of investment in a bond and
a loan to the freight wagon leasing subsidiary to procure freight wagons under the long-term fleet renewal
programme and support “a state owned enterprise operating competitively and moving to participation in the
market-oriented economy.”

Key findings
-

The operational objective was achieved; with target number of wagons procured. Transition impact
monitoring system benchmarks have shown a mixed result. EvD recognises there has been some progress
shown in sector reform. Also, over time, the EBRD has apparently contributed to higher institutional
standards for the group. However, the majority of sector and institutional reforms have still not taken
place.

-

The report stresses that policy dialogue must be directed to the right level. The sector reform technical
cooperation initiative produced a privatisation plan out of the discussions with the group, but neither the
borrower not the group had authority to approve the plan. A privatisation plan will not be very useful unless
developed in cooperation with relevant competent government authority.

-

The way to attach conditionality to an independent treasury operation was argued in the report. Using the
covenants in the agreement of the Treasury operation was effective for the procurement, but did not work
on the transition related actions - a treasury transaction should be used for banking operations in the most
disciplined manner.

Performance ratings
Overall OPA- both Successful EvD- Partly successful (Loan) ▼; Successful (Eurobond)
Restructuring Loan

Eurobond

Reason for rating disconnect
EvD placed greater emphasis on realised rather than potential transition impact.

OPA quality observation
The quality of the OPA was good supported by relevant data and meaningful lessons.
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Natural resources
Mining company
Private; Equity

Description
The project consisted of an equity investment invested in two tranches for the subscription of up to 12 per cent in
the capital and voting rights of a gold mining company. The objective was to support the company’s capex
programme relating to the modernisation, expansion and further development of its gold mining operations. The
Bank’s investment was intended to contribute to improvements in the company’s corporate governance standards,
including adherence to “publish what you pay” principles (PWYP) and environmental and health and safety
standards (EH&S) and to help the company gain access to international capital markets.

Key findings
-

-

Operational achievements were partial due to lower than expected increase in gold production, the unchanged
company's world ranking in terms of gold production and the delay in the completion of the investment
programme. The OPA reports that the uncommitted Tranche 2 has not yet been invested due to adverse market
conditions (significant gold price volatility), a delay in the company’s IPO plans and the completion of a
medium-term debt financing made available by a private bank to the company.
The OPA recommends that sensitivity to commodity prices should be thoroughly assessed as part of financial
projections for similar future operations, such as ending of the quantitative easing by the United States.

Performance ratings
Overall EvD- Partly successful OPA-Partly successful

Reason for rating disconnect
No overall rating disconnect. Of the individual
ratings, notably Realised Transition Impact
was downgraded slightly to satisfactory since
EvD considered that 8 of the 13 transition
impact benchmarks are not indicators of
"support of private sector development and
increased consolidation and competition in
the project sector", rather, they are a
restatement of the operational objectives of
the project.

OPA quality observation
EvD noted that the OPA exercise was significantly delayed due to the multiplicity of operation leaders involved in the
project during the years. Despite the delay, the project’s current team made substantial efforts to deliver the OPA to
a good standard.
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Oil company
Private; Equity

Description
The project consisted of an equity investment in an oil company. It planned to cooperate with major oil companies
to increase production from mature and underdeveloped hydrocarbon reservoirs in central Europe. The project was
intended to transfer skills and demonstrate advanced recovery technologies, while setting high standards of
corporate governance.

Key findings


The project was not a success. The report assessed that the project was heavily reliant on one client. Tensions
developed between over differences in technical approach and the allocation of sub-projects. The company did
not manage to expand its pipeline to include other clients or countries. Only pilot production was achieved. One
investor informed the company and the EBRD that it would not support further operations. Following OpsCom
approval, the EBRD followed suit.



The report considered that it is vital that higher-risk projects are identified as such in approval documentation
to allow informed decisions by Board and senior management.



Additionally, the report considers that a pre-existing close relationship between the EBRD and the sponsor or a
key client can sometimes confuse the Bank's handling of an individual project. Finally, the EBRD's volumedriven model cannot easily be adapted to equity investments in small start-ups, requiring a level of
engagement beyond that normally required for a simple loan facility.

Performance ratings
Overall EvD- Unsuccessful

OPA- Unsuccessful

Reason for rating disconnect
No overall rating disconnect. Additionality
and bank handling were reduced.
Additionality was downgraded mainly
because funding was clearly available from
commercial financiers for a project without
EBRD involvement, and the need for the
company to achieve the increased scale
and the likelihood of achieving geographic
expansion, made possible by EBRD funds,
are not fully proven. Bank Handling was
reduced because the OPA ascribes project
failure to events beyond the EBRD's
control. EvD downgrades to Marginal on
the basis of inadequate appraisal and risk mitigation and slow-reacting monitoring.

OPA quality observation
OPA quality was inadequate. The description of events is good but the OPA misses an opportunity for learning from
handling errors.
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Power & energy
Wind project 1
Private; Equity

Description
The project comprised an equity investment in a company set up specifically to develop a windfarm. This was the
EBRD’s first direct equity investment in a wind farm and aimed to support the windfarm to pre-construction phase.
This project was also designed for potentially longer term engagement, to contribute to an increase in installed wind
farm generation capacity and achievement of renewable energy generation targets. In addition, the Bank aimed to
promote best practices in environmental permitting and facilitate dialogue with the regulator and the authorities to
secure a favourable regulatory framework.

Key findings
-

-

A combination of years of delay (key personnel changes, delays on clearance by the local municipality/Ministry
of Defence, land dispute), adverse regulatory developments affecting viability and the financial crisis which
propelled the sponsor to divest its assets, led to the EBRD’s exit.
The project achieved little in terms of its main objective, but the Bank contributed to setting industry
environmental and social policy standards, and the client relationship facilitated two follow-on projects.
One insight is that future development-phase projects can mitigate implementation risk by conducting deeper
due diligence on precise milestones required for development completion. Separately, given the regulatory
environment which ultimately contributed to the exit of the sponsor and the EBRD, the stability and
sustainability of legislation upon which the commercial success of the investee company depends, should be
critically assessed before the Bank invests.

Performance ratings
Overall EvD- Unsuccessful ▼ OPA- Partly Successful

Reason for rating disconnect
Overall, given the exit and failure to develop a windfarm,
other positive contributions were not considered enough
to merit a rating other than Unsuccessful.

OPA quality observation
Overall the OPA provided a sound assessment of the project. Having said this, it would have been beneficial for the
OPA to comment on any follow up work the EBRD is doing in regulatory reform in the sector, and on the state of
affairs of EBRD wind sector investments in general.
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Wind project 2
Private; Loan

Description
This project consisted of a facility supporting construction, commissioning and operation of a wind farm and wind
facility, with both projects sharing transition impact objectives and environmental reporting. In addition to the EBRD
investment programme and ongoing policy dialogue with the government on the supporting regulatory framework, a
TC project was approved to carry out a Strategic Environmental Review of wind power developments in the country
of operations and produce a best practice guide for wind farm development.

Key findings
-

The project performed well against operational and transition impact objectives and made positive
contributions to environmental and social change. Additionally, despite adverse changes to the regulatory
framework, the team’s efforts have helped to mitigate negative financial impact on the project to date.

-

Both insights were first raised in the self-assessment report and are repeated and relevant here:
i)

Regulatory uncertainty merits caution with base case scenarios: The Bank performed multiple
significant stress tests and finally structured the deal using a conservative base scenario for the price
of Green Certificates, reflecting regulatory uncertainty. Banking carried out adequate due diligence and
made conservative, but realistic, assumptions, which helped mitigate regulatory risk stemming from
2013 changes in the regulatory framework;

ii)

Although construction has been completed, continued monitoring for transition impact would yield
wider value for the Bank.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall or substantial disconnect.

OPA quality observation
The OPA was well developed, benefitting also from
productive collaboration between banking and
both the Office of the Chief Economist and the
Environmental and Sustainability Department.
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Wind project 3
Private sector; Loan

Description
The project consisted of a local currency loan to a company for the development, construction, commissioning and
operation of a wind farm. Transition impact was expected from:
i)
ii)
iii)
iv)

demonstration effect of replicable behaviour and activities,
setting standards for business and framework for markets by engaging in active policy dialogue in the
context of the government-announced changes to the support system for renewable energy,
to develop a market-friendly regulatory framework, and
limiting any negative impact of the then upcoming bill on existing investments.

Key findings


Despite the project’s lower than expected performance in electricity generation, the operational objective has
been achieved and the project has contributed to an emission efficient replacement of outdated power
capacity, albeit with slightly lower CO2 savings than expected.



Based on the available evidence, the rationale for and results of demonstration effects are uncertain – despite
the regulatory uncertainty the wind energy sector in the country has been growing healthily in the past years,
not showing signs of a slow-down that would necessarily warrant the need for demonstration projects.



The project also provided a platform for policy dialogue with the government in the context of changing market
regulations, and possibly contributed to the government’s consideration of no retroactive changes.

Performance ratings
Overall EvD–Successful OPA– Successful

Reason for rating disconnect
There is no overall rating disconnect. EvD decreased
the transition impact rating to satisfactory due mainly
to the insufficient justification for demonstration
effects as a priority need in Poland, and claimed
impact.

OPA quality observation
The OPA provides a good overview of the key aspects of the project’s design and implementation, and sound
discussion of its achievements.
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Wind project 4
Private, Equity

Description
The project consisted of an investment in a renewable energy subsidiary. The Bank’s investment reduced
outstanding shareholder loans to the Sponsor, however the Sponsor was to reinvest the equivalent of proceeds in
capex projects, including completing existing and constructing new wind farms.

Key findings
-

While the project had many positive aspects, particularly in terms of policy dialogue in respect of the new
renewable energy law locally, it achieved very little in terms of the main objectives set at approval. As a result of
the Sponsor’s decision to exit the project shortly after the Bank’s investment, the company didn’t really have
time to realise the project’s potential.

-

The OPAV suggests that the Bank should test (to the extent possible) the majority shareholder’s commitment to
a project/investee company by proposing a minimum lock-up period for all shareholders, ensuring the
achievement of at least a part of the project’s key transition impact objectives.

-

The stability and sustainability of legislation upon which the commercial success of the investee company
depends, should be critically assessed before the Bank invests. Any risks or uncertainty in this respect should
be reflected in the entry price.

-

The Bank needs to negotiate appropriate provisions at the time of equity investment, which align interests of
the majority shareholder(s) with its own. In particular, the Bank needs to ensure that it has “tag-along” rights,
which protect its interests in the event that the majority shareholder exits the investee company earlier than
initially planned.

Performance ratings
EvD – Partly Successful OPA – Successful

Reason for rating disconnect
EVD downgraded 5 out of 8 categories as EvD
considered that the OPA clearly overrated
them.

OPA quality observation
This was an exhaustive OPA, however one
which lacked critical reflection in many
categories,
resulting
in
overrating.
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A power company
Private; Equity

Description
The project consisted of an equity investment in the power sector in a country of operations. Through this minority
investment to support the rehabilitation of the company’s generation and distribution assets, the Bank sought to
play a key role in supporting one of the few private investors in the country's electricity sector and to fund
significant improvements to its power infrastructure.

Key findings
-

The project largely achieved its operational objectives to reduce CO2 emissions, and reduce electricity losses,
and partly achieved its objective to improve the utilisation factor and net operating cogeneration efficiency, due
to market demand and operational constraints. The project also largely achieved its transition and
environmental objectives in a challenging country and macro-economic context. The project supported a
private sector party on a sound investment project that achieved impact at the company and sector levels,
especially by testing and taking advantage of the reformed tariff regime.

-

The project benefitted from EBRD-backed tariff reforms that made investment in the sector sustainable, even if
the reforms still fall short of reaching the cost reflective tariffs sought by the country strategy. The project
investment helped strengthen the firm’s capital base, giving it the capacity to borrow even more than planned
to make further investments at moderate cost to its financial flexibility and risk profile. The physical
achievements reduced energy consumption and pollution, even though the firm’s coal-fired plants will not meet
EU standards until far into the future.

Performance ratings
Overall EvD-Highly Successful OPA-Highly Successful

Reason for rating disconnect
No
overall
disconnect.
Project
effectiveness was slightly downgraded
because two of the four objectives were
partly achieved, one due to market
rather than technical conditions, while
two were fully achieved.

OPA quality observation
The quality of the OPA is excellent and provides clear evidence for its ratings and conclusions. It is clearly written,
well-evidenced, and persuasive. It could have provided more data on the emissions reductions and the actual
utilisation level achieved.
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Financial institutions
A local bank – SME lending
Private; Equity

Description
The project consisted of a two-stage equity investment in a private, mid-size bank lending to MSME clients. The
EBRD purchased shares of a total of 11 per cent. The objective was to help it grow in preparation for a strategic
sale. Key transition impacts were to support the bank's growth, improve corporate governance through changes to
the bank's board, and restructure via IPO or sale. The EBRD has participated in several previous projects with the
client including SME loans and a regional trade finance programme.

Key findings


The client has not yet achieved a number of objectives set forth at the project outset but has managed to grow
during what is purported to be an extremely challenging period for business, and it is possible that it could
achieve its benchmarks within the five-year prescribed period.



The company acts responsibly by strengthening its lending business and adjusting operations to improve crisis
resiliency, even if this delays achievement of transition impact objectives - a successful exit.



When the project started in 2011 the challenges were well-known and justified the EBRD's additionality, but in
this context, the expectations for project performance could have been more cautiously presented.

Performance ratings
Overall EvD - Successful OPA - Successful

Reason for rating disconnect
No
significant
disconnect.
Investment
performance is slightly downgraded from
satisfactory to marginal because the projected
return on investment is projected to be somewhat
lower than expected and the market conditions
are not expected to improve in the near future

OPA quality observation
Excellent/Good financials/investment
performance was included; good analysis of
objectives.
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A local bank - SME lending
Private; Loan

Description
The project consisted of a local currency loan to a bank, a subsidiary of a larger group. The floating-rate, local
currency loan, priced off the EBRD-sponsored Mosprime index, was intended to fund an increase in the share of the
bank’s loans to MSMEs not only in the capital city of the country of operations but more importantly in the regions
outside of the capital.

Key findings
-

-

-

Two factors inhibited realizing the core objective: first, Mosprime rose more than the bank expected, causing it
to slow down and then stop drawing down the EBRD loan, and second, the bank changed its strategy to focus
more on higher yielding retail banking, especially for consumer car loans, shifting its focus away from SME
lending which was subject to strong competition and continued concerns over asset quality.
The OPAV draws attention to some ambivalence of objectives for the project. The Bank first engaged with the
bank because of its promised SME focus. The EBRD sought to keep it on track with the SME loan project itself,
but later provided a syndicated loan in FX that did not contain SME outreach objectives, and which
consequently received a satisfactory ex-ante transition impact rating, and did not reinforce the core purpose of
the SME local currency loan.
Interesting lessons include that Bankers should (i) apply more adroit target setting in case the partner bank
should adjust its strategic business mix and (ii) maintain a flexible approach to pricing in a changing market
place, but impose close control and monitoring action in relation to sub-loan reporting.

Performance ratings
Overall EvD-Partly Successful OPA-Partly Successful

Reason for rating disconnect
Transition impact was downgraded
because of the lack of achievement of
the SME objective and the delivery
setbacks linked to the bank’s response
to the volatility of Mosprime and
changes to its portfolio profile.

OPA quality observation
The quality of the final OPA was good.
The team responded helpfully to a long list of questions from EvD that helped to prepare the OPAV, especially the
information about the MosPrime challenge and changes to portfolio profile.
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A local bank – SME lending
Private; bond

Description
The project consisted of an investment in bonds issued by a local bank. The purpose of the Bank's investment was
to inject capital and be an anchor investor in the challenging time in the market. The objective of the project was to
grow the local bank’s MSME portfolio. Transition was expected to derive from market expansion and business
conduct effects.

Key findings


The operational objectives have been achieved. Though the MSME lending growth indicator was not set with
regard to the EBRD financing, but to the whole MSME portfolio, including loans from the local bank's own
funding and thus the achievement cannot be fully ascribed to the EBRD, the Operation Team feels strongly
about the correlation between the EBRD’s investment and a leap of the MSME portfolio significantly exceeding
the appraisal forecast. There was also improvement in capital adequacy as envisaged.



Market expansion transition benchmarks have been met. MSME lending grew more than expected and the
large part (70 per cent) were conducted outside the main cities.



The client was presented as a MSME-oriented bank at appraisal. However, EvD rather considered that the
client's then focus was commercial property lending like its parent bank. Nevertheless the project contributed
to turning the local bank to a real MSME bank.



The OPA stated that this bond issuance was comprehensively supported by the Bank, which substantiated
additionality and resulted in transition impact on the local financial market for higher business standards.

Performance ratings
Overall EvD- Successful OPA- Successful

Reason for rating disconnect
No overall rating disconnect. Of all
individual ratings, notably investment
performance was downgraded, based on
updated assumptions.

OPA quality observation
The OPA is of very good quality concisely
summarising technical issues about the
FRN but could have improved with more
substantiation of realised transition
impact.
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Leasing company
Private; Loan

Description
This project consisted of a loan in two tranches to a leasing company to finance the expansion of its vehicle leasing
activities. The project expected to achieve transition impact in the form of market expansion by supporting the
continued development of the local leasing sector.

Key findings


The operational and market expansion transition objectives of the project were met or exceeded; of note, the
proportion of local currency denominated leases and weight of its SME leasing portfolio increased. (The
number of new SME doubled the set target). This happened thanks to market growth and above market
average company performance.



When working with new clients the reporting implications should be made clear to the company upfront and
administrative burden minimized. The project structure included a large number of financial covenants which
proved burdensome.



Upfront investments in identifying the right counterparty, market needs and constraints, though cumbersome
at times, can be key elements for projects successes. The operation team went to great lengths at project
inception to identify a reliable partner with good prospects for expansion in the country. The efforts paid off.

Performance ratings
Overall EvD - Successful OPA – Successful

Reason for rating disconnect
No significant disconnect. ‘Additionality’ is downgraded
as the cancelation of a substantial part of the second
tranche at the company's request erodes the
additionality evidence. ‘Financial Performance’ is
downgraded due to the slight deterioration of the
portfolio quality. ‘Bank Handling’ is downgraded to
reflect more adequately the good performance of all
handling phases.

OPA quality observation
The quality was very good. Most sections completed with detailed quantitative information, deep analysis especially
of financial performance and sound judgement and substantiation of ratings. Only the learning section might have
deserved deeper consideration.
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Table of 33 OPAVs released in 2H 2014
Product

Portfolio

Sector

OPA Overall Rating

EvD Overall Rating

Loan

Private

Agribusiness

Successful

Unsuccessful ▼

Loan

Private

Agribusiness

Successful

Successful

Loan

Private

Agribusiness

Partly Successful

Partly Successful

Loan

Private

Agribusiness

Successful

Successful

Equity

Private

Equity Funds

Unsuccessful

Unsuccessful

Equity

Private

Equity Funds

Highly Successful

Successful ▼

Equity

Private

FI

Successful

Successful

Loan

Private

FI

Successful

Successful

Loan

Private

FI

Partly Successful

Partly Successful

Subordinated bonds

Private

FI

Successful

Successful

Equity

Private

ICT

Partly Successful

Partly Successful

Mezzanine loan

Private

M&S

Partly Successful

Unsuccessful ▼

Loan/ Equity

Private

M&S

Partly Successful

Unsuccessful ▼

Loan

Private

M&S

Successful

Successful

Loan

Private

M&S

Partly Successful

Partly Successful

Loan/ Equity

Private

M&S

Partly Successful

Partly Successful

Loan

Private

M&S

Successful

Partly Successful ▼

Loan

Public

MEI

Successful

Partly Successful ▼

Loan

Public

MEI

Successful

Successful

Loan

Public

MEI

Successful

Successful

Equity

Private

Natural Resources

Partly Successful

Partly Successful

Equity

Private

Natural Resources

Unsuccessful

Unsuccessful

Equity

Private

Power & Energy

Partly Successful

Unsuccessful ▼

Loan

Private

Power & Energy

Successful

Successful

Loan

Private

Power & Energy

Successful

Successful

Equity

Private

Power & Energy

Successful

Partly Successful ▼

Equity

Private

Power & Energy

Highly Successful

Highly Successful

Loan/ Equity

Private

Property & Tourism

Successful

Successful

Equity

Private

Property & Tourism

Partly Successful

Partly Successful
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Loan

Private

Transport

Successful

Successful

Loan

Public

Transport

Successful

Successful

Loan

Private

Transport

Successful

Successful

Loan

Public

Transport

Successful

Partly Successful ▼

Loan

Public

Transport

Successful

Successful
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