APPENDIX B: PROJECT EVALUATION METHODOLOGY—
INVESTMENT OPERATIONS

IEG’s project evaluation ratings are based on the
Expanded Project Supervision Report (XPSR) sys-
tem. Introduced in IFC in 1996, the XPSR process
first involves a self-evaluation of the project by
an IFC investment department, using corporate
guidelines. The ratings assigned by investment de-
partments are then independently verified (or
re-rated) by IEG in terms of bottom-line outcome
ratings and their respective subcomponents.

The development outcome rating is a bottom-
line assessment, not an arithmetic average, of
the project’s results across four development di-
mensions, relative to what would have occurred
without the project. It measures a project’s bus-
iness success, economic sustainability, environ-
ment and social effects, and private sector devel-
opment impacts.

* Project business success: In financial mar-
ket (FM) operations, project business perfor-
mance measures the project’s long-term impact
on the financial intermediary’s profitability and
viability, using such indicators as capital ade-
quacy, asset quality, management quality, earn-
ings performance, and liquidity structure and
balance sheet. In non-financial market (non-FM)
operations, project business performance mea-
sures the project’s actual and projected finan-
cial impact on the company’s financiers, that
is, lenders and equity investors. The principal
indicator of a project’s business performance
is its real, after-tax, financial rate of return.

* Economic sustainability: In non-FM oper-
ations, this indicator evaluates the project’s
effects on the local economy, and on the
associated benefits and costs that are mea-
sured by economic rates of return. In addition
to the project’s effects, subprojects’ effects are

included in the FM operations’ economic sus-
tainability analysis.

* Fnvironmental and social effects: IFC’s
Policy and Performance Standards on Social &
Environmental Sustainability (2006) consider
social and environmental sustainability to be an
important component of development out-
come quality in the IFC-financed projects. The
XPSR’s assessment of environmental and so-
cial effects should cover: (i) the project’s en-
vironmental performance in meeting IFC’s
requirements; and (ii) the project’s actual en-
vironmental impacts (through sub-projects in
the case of FM operations), including pollution
loads, conservation of biodiversity and natural
resources. More broadly, it should also cover
social, cultural, and community health aspects,
as well as labor and working conditions and
workers’ health and safety.

* Private sector development impacts (be-
yond the project): IFC’s Purpose, specified in
Article I, is “encouraging the growth of pro-
ductive private enterprises,” and to that end,
IFC shall “seek to stimulate, and to help create
conditions conducive to the flow of private
capital, domestic and foreign, into productive
investment.” This indicator addresses to what
extent the company has developed into a cor-
porate role model—positive or negative—and
whether the project has contributed to IFC’s
purpose by spreading the benefits of growth of
productive private enterprise beyond the proj-
ect company.

IFC’s investment outcome rating is an assess-
ment of the gross profit contribution quality of an
IFC loan and/or equity investment, that is, with-
out taking into account transaction costs or the
cost of IFC equity capital.
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* Gross contribution-loan: The primary in-
dicator for this rating is whether the borrower
is current on its payments to IFC (interest,
fees, etc.). It is also important to assess the
likely future debt-servicing capacity of the client.

* Gross contribution-equity: The nominal,
equity, internal rate of return (also called return
on equity or ROE). The rating criteria for eg-
uity investments are based on a comparison of
the nominal, equity, internal rate of return with
the actual (or notional) fixed-rate, loan inter-
est rate (FR) that was (or would have been) ap-
proved for the same.

The assessment of IFC work quality involves a
judgment about the overall quality of IFC’s due
diligence and value added at each stage of the
operation. It measures the IFC’s performance in
screening, appraisal, structuring, supervision and
administration, as well as its role and contribution.

* Screening, appraisal, and structuring:
This measures the extent to which IFC profes-
sionally executed its front-end work toward a sus-
tainable corporate performance standard. IFC’s
operating policies and procedures, as well as its
credit notes provide guidance on what IFC con-
siders an appropriate professional standard.

* Supervision and administration: Super-
vision, for this purpose, starts after commitment

of IFC’s funding. This helps measure to what
extent IFC has professionally executed its
supervision. IFC’s Operational Procedures pro-
vide guidance on what IFC considers an ap-
propriate professional standard.

¢ IFC’s role & contribution: This is measured
by how well IFC fulfilled its role in terms of three
basic operating principles: (i) Additionality/
Special Contribution Principle—“IFC should
participate in an investment only when it can
make a special contribution not offered or
brought to the deal by other investors”; (ii) Busi-
ness Principle—"IFC will function like a business
in partnership with the private sector and take
the same commercial risks”; and (iii) Catalytic
Principle—"IFC will seek above all to be a cata-
lyst in facilitating private investors and markets
in making good investments.”

For each of the above principles, a four-point rat-
ing scale is used (excellent, satisfactory, partly un-
satisfactory, and unsatisfactory), except for the
synthesis development outcome rating, which in-
volves a six-point scale (highly successful, suc-
cessful, mostly successful, mostly unsuccessful,
unsuccessful, and highly unsuccessful). In IEG’s bi-
nary analysis, “high” refers to satisfactory or bet-
ter on the four-point scale, and mostly successful
or better on the six-point scale. Specific rating cri-
teria for each indicator are set out in table B.1.
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APPENDIX H: PROJECT EVALUATION METHODOLOGY—ADVISORY SERVICES

The development performance indicators and rating criteria applied by IEG in reviewing Advisory
Services Project Completion Reports (PCR) are set out in table H.1 below.
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