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EXECUTIVE SUMMARY

hen the Asian Development Bank’s (ADB or the Bank) adopted its 2009 Energy Policy (or the

Policy), it received varied reception among civil society organizations. On the one hand, the
Bank was credited for its clean energy agenda and for heeding the strong call for a stricter prohibi-
tion on financing for coal mining projects.! On the other hand, some organizations denounced the
Bank’s double-talk—recognizing the threat of climate change while making exceptions for certain
coal power plants for being “energy efficient” solutions to energy access and security concerns.?

A decade since the adoption of the 2009 Energy Policy, the ADB has taken much pride in con-
sistently meeting and even going beyond its clean energy investments target. It has also often
mentioned that it has invested in few coal projects in the past and only when economically viable in
addressing chronic power blackouts that disproportionately affect the poorest people.

However, in determining whether the Bank has truly translated its clean energy agenda into actual
commitments, meeting clean energy investment targets should not be the only measure. Review-
ing the Bank’s energy lending portfolio reveals three things: (1) the Bank still has a carbon-intensive
energy lending portfolio; (2) the Policy is severely outdated in the context of the global energy trans-
formation and the climate emergency; and (3) the Bank has to decarbonize now in order to become
the much-needed financial leader of the energy transformation in Developing Asia.

Under its 2009 Energy Policy, ADB has been financing high-carbon development projects and
strategies. The Energy Sector is its top investment sector in terms of committed resources (approx-
imately USD 68,114 million), and third in terms of number of funded projects (600 projects). Out
of all the energy generation projects, only 19% are fossil fuel projects. However, when measured
in terms of installed capacity, fossil fuels actually comprise 50% of total installed capacity of all
ADB-funded energy generation projects in the past decade.®

Commitments by sectors (in million USD) (2009-2018)
5,818 - 2%

34,353 - 15%

68,114 - 29%
2,392-1%
8,615 - 4%
22,303 -9%
10,506 - 4%
13,098 - 5%
53,982 - 23% 17,778 - 7%
@ Energy @ Education
Agriculture, Natural Resources, and Rural Development Water and Other Urban Infrastructure and Services
Transport and Information and Communication Technology Public Sector Management
Multisector Health
Finance Industry and Trade
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Funded projects by sector (2009-2018)
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Energy projects by source (2009-2018)
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Energy projects by total installed capacity (2009-2018)

2,357 = 8% v B A 3-10%

1,574 - 6%

11,265 - 40%
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1,920 - 7%

439 - 2%
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ADB’s carbon-intensive energy portfolio is rooted on the fact that its “clean” energy agenda is a
grave misnomer. Although climate change is considered as a key issue in the Policy, the Bank itself
admits that not all of its clean energy investments are considered climate investments. Without a
strict criteria for “clean” energy and a firm exclusion for financing of coal projects, the 2009 Energy
Policy has enabled the Bank to make dirty commitments, providing crutch for the next generation
of advanced coal plants.

Among the many justifications for carbon-intensive projects under the Policy are:

©@ Energy efficiency, which includes improvements in fossil fuel-based power plants such as Cir-
culating Fluidized Bed (CFB), flue gas desulfurization (FGD), Integrated Gasification Combined
Cycle (IGCC), High-Efficiency, Low-Emission (HELE) or Supercritical and Ultra-supercritical
Technology, Coal-to-Liquid (CTL), and Combined Heat and Power (CHP).*

© The need for reliable and affordable energy, which is supposedly supplied by coal power
plants at least cost for baseload demand.®

© Commercialization of the coal sector to ensure that coal plants have enough supply of coal
for captive use.®

©@ Funding marginal and already proven oil fields should the fields turn out to be commercial
eventually.”

© Maximizing access to energy for all as an all-encompassing justification for financing fossil
fuels.®
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Despite its carbon-intensive energy lending portfolio, ADB has endeavored to position itself as
a climate leader among international financial institutions (IFIs) by making pronouncements and
commitments on climate financing. Some of its notable climate pronouncements are:

® 2011 — Joint MDB Approach for Climate Mitigation and Adaptation Finance Reporting, which
still included energy-efficiency improvements and retrofitting of fossil fuel power plants as cli-
mate mitigation activities;

®@ June-July 2015 — MDB and IDFC Common Principles for Climate Change Mitigation and Adap-
tation Finance Tracking, which retained a lenient list of mitigation activities;

® November 2015 — Framework for a Harmonized Approach to GHG accounting, where ADB set
bottom range shadow carbon prices compared to other MDBs;

© December 2015 — Climate Action in Financial Institutions Initiative, which aimed to mainstream
climate action among MDBs instead of mere investment targets;

© September 2016 — Asian Development Outlook 2016 Update, where immediately after its re-
markable climate initiative launch, ADB derogated from the 1.5°C goal;

® March 2017 — Integrating a shadow carbon pricing through its updated Guidelines for the Eco-
nomic Analysis of Projects;

@ July 2017 — Climate Change Operational Framework 2017-2030, which fails to integrate an
urgent review of the 2009 Energy Policy;

@ July 2018 — ADB Strategy 2030, which lacks any strategy on terminating active fossil fuel in-
vestments and cancelling proposed fossil fuel investments; and

© December 2018 — MDB’s Alignment Approach to the Paris Agreement, which includes a com-
mitment to align internal policies to the Paris Agreement.

Time and again, ADB would emphasize that even though it does not exclude financing for all coal
projects in its Energy Policy, it has been years since it last funded a coal power plant. However,
in last year’s Asian Clean Energy Forum, then-ADB President Takehiko Nakao expressed doubts
on whether the Bank will “totally dismiss the possibility of coal projects because in some countries
there’s no access to other options”.® This confirmed well-justified concerns that without a clear
policy on paper that excludes financing for coal power projects, the Bank will always be open to
funding coal projects.

Today’s energy landscape, the ongoing climate emergency forewarned by the IPCC, deteriorating
air quality, progressive new energy policies from other financial institutions, and new viable renew-
able energy alternatives warrant the urgent updating of the Bank’s energy policy.

Since 2009, there has been drastic coal expansion in Developing Asia. Meanwhile, the rest of the
world has experienced a wave of retirement of existing coal projects and cancellation of proposed
and pipeline coal projects.™

Moreover, coal power is increasingly a high-cost option due to: rising operating costs, rising
fuel costs, and stranded assets. On the contrary, renewable power technologies are increasingly
becoming cost-competitive after years of steady cost decline. Majority of utility-scale renewable
power generation technologies experienced a remarkable decline in global LCOE, except for geo-
thermal and hydro technologies.™
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Newly Operating and Retired Coal Plants in Developing Asia, 2009-2018

Source: CoalSwarm Global Coal Plant Tracker, January 2019

Newly Operating and Retired Coal Plants in the Rest of the World, 2009-2018 and undated

Source: CoalSwarm Global Coal Plant Tracker, January 2019

The IPCC also forewarns us of the 10-year climate race—to keep global warming at not more than
1.5°C by the end of the century and to avoid adverse climate impacts, we only have less than

10 years to slash global net anthropogenic CO2 emissions by about 45% from 2010 levels, and 30
years to reach net zero CO, emissions.

EIB’s new ambitious energy lending policy proves that phasing out fossil fuels and other carbon-in-
tensive projects is not only imperative but possible today. As other financial institutions continue to
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exit coal and wean off false solutions, ADB should make the critical decision regarding its role in this
global energy transformation—whether it will leave the door open for financing for coal and other
fossil fuel projects or it will finally phase out financing for coal and other fossil fuels. If it chooses
the latter, then it will play the catalytic role of leading the financing for Developing Asia’s energy
transformation.™

ADB’S CATALYTIC ROLE IN ASIA’S ENERGY TRANSFORMATION

The ADB should consider the following in its new energy policy.

© Adopt a Paris-aligned policy, instead of merely setting a clean energy or climate agenda.

© A Paris-aligned policy should pursue and promote a 1.5°C Pathway—reaching a global CO,
emissions decline of 45% from 2010 levels by 2030, and a net-zero CO2 emissions by mid-cen-
tury —without false solutions.

© Country partnership strategies (CPS) should also be updated to ensure alignment with the
Paris Agreement, and projects should be screened in accordance with CPS and national de-
carbonization pathways.

@ Identify NDC-related opportunities for private actors.

®© Use and report more systematically on the impacts of its climate finance.

© Declare a full commitment to divest from all coal mining and power projects and other coal
infrastructures—including but not limited to (i) coal mined for captive use of a power plant, (ii)
projects considered energy efficient, adopting a carbon capture storage, other mitigating mea-
sures, and (iii) projects using co/tri-generation technology.

® Systematically account for GHG emissions on a project-level towards screening other car-
bon-intensive projects through a stringent emission performance standard for all power gener-
ation and CHP projects.

® Emission performance standards should be applied to all power projects, including renewable
energy projects.

© Impose a shadow carbon price of at least USD 80/tCO, by 2020 and USD 100/tCO,, by 2030,
coupled with a faster and higher rate of increase.

© Set out strict exclusion criteria for fossil gas projects if determined to be a necessary and eco-
nomically viable bridge fuel for a DMC’s low-carbon transition.

@ For existing coal projects and other carbon-intensive projects, a clear commitment must be
made towards a rapid phase-out starting with the adoption of an ambitious transition plan.

®@ ADB should provide DMCs’ technical assistance to help DMC'’s strengthen institutional capac-
ities to formulate just transition policies and strategies, especially in the face of a pandemic.
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® Community microgrids should be prioritized since they maximize energy access and are in-
creasingly cost-competitive and bankable.

®© As the costs of solar and wind technologies have decreased exponentially and have become
competitive with fossil fuel technologies, ADB should be looking into community microgrids as
attractive investments that are aligned with meeting DMCs’ commitments to the Paris Agree-
ment.

®© Support funding for innovative renewable energy technologies.

® Prioritize upgrading of existing grids into smart grids with increased capacity, in order to maxi-
mize the integration of more variable renewable energy.

® Support other energy infrastructures such as gas and district heating and cooling networks for
low-carbon gases.
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INTRODUCTION

ver the past year, this paper has been cited in several engagements

with the ADB with the overall objective of providing concrete recom-
mendations towards the decarbonization of the Bank’s energy lending port-
folio. The initial findings were first presented in ADB’s 52" Annual Meeting
in Fiji during the Civil Society Panel Discussion entitled “Impact of ADB’s
Energy Policy and the Paris Agreement on Climate Change”.

In separate closed door meetings with ADB Chief of Energy Sector Group
Dr. Yongping Zhai and ADB Independent Evaluation Department (IED) Di-
rector General Marvin Taylor-Dormond, members of the NGO Forum on
the ADB (Forum) and the Center for Energy, Ecology, and Development
(CEED) had more candid discussions on the initial findings of the paper,
including the long-standing policy changes that civil society has lobbied for
in the past decade and their feasibility today. Most recently, the Forum and
CEED echoed key points and recommendations of the paper during the
Civil Society-ADB Dialogue in the Asian Clean Energy Forum 2020 with
Dr. Zhai.

A week before the ADB’s 53 Annual Meeting (Second Stage), we are de-
lighted to finally share the full paper published by the Forum. Commis-
sioned by the Forum, this paper reviews how the 2009 Energy Policy has
justified the Bank’s carbon-intensive energy lending portfolio for the past
decade, despite later climate or clean energy pronouncements made by
the Bank. Under the Policy, the Bank was able to fund renewable energy
projects without displacing funding for coal and other fossil fuels. And this
is the true legacy of the ADB—contributing to opening the gateway for new
coal technologies in the region. Today, Asia is in fact being cited as a prime
example to advance “clean coal” technologies in other countries like the
U.S. and Australia.

Alongside the IED’s Sector-wide Evaluation of the ADB Energy Policy and
Program, 2009-2019 and in time for the ADB’s review of its 2009 Energy
Policy, we hope this paper provides the Bank a comprehensive picture of
the role that it has played in the region’s energy sector. Similar to the IED’s
Evaluation Paper, this paper likewise presents an evaluation of the same
Policy and energy lending portfolio for the past decade, however this time
from the critical perspective of civil society.

We commend the IED for recommending a formal withdrawal of financing
on all new added capacity of coal-fired power and heat generation plants
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while helping DMCs to phase-out coal-based energy together with several
other strong recommendations against fossil fuels. However, we notice
its silence on the urgent need to align with the 1.5°C Paris temperature
goal and establish just transition programs for affected workers. The risk
of facing poverty traps are real issues for workers, especially amidst the
pandemic, and should not be overlooked.

We emphasize these recommendations alongside several others on pro-
moting community microgrids, innovations, and enabling infrastructures
for renewable energy. We hope this paper urges the Bank to, firstly, take
accountability for its contributions to coal and fossil fuel expansion in the
region in the past decade; and secondly, to take a decisive turnaround this
decade. The Bank can play a catalytic role in Developing Asia’s energy
transformation by closing its doors to coal and other fossil fuels once and
for all in this critical decade of the climate race.

We hope to continue engaging the Bank towards the finalization of a
1.5°C-aligned Energy Policy that meets the converging interests of ener-
gy security, affordability, poverty alleviation, local air quality improvement,
and the climate race set before us.

Gerard Arances
Executive Director
Center for Energy, Ecology, and Development

Rayyan Hassan
Executive Director
NGO Forum on ADB
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METHODOLOGY, SCOPE, AND
LIMITATIONS

his paper comes at an opportune time —just weeks after the IED pub-

lished its Sector-wide Evaluation of the ADB Energy Policy and Pro-
gram, 2009-2019 and a week before the ADB’s 53 Annual Meeting (Sec-
ond Stage). This paper aligns its evaluation of the Policy in light of the five
important factors enumerated in IED’s Evaluation Approach Paper, to pro-
vide a critical perspective from civil society: (1) the ongoing global energy
transformation, (2) rising climate change concerns, and (3) deteriorating air
quality. Moreover, two additional factors will be considered: (4) the extent
other multilateral development banks (MDBs) support coal for power gen-
eration or other applications, and (5) the varying energy choices among
different DMCs—small island developing states, fragile states, land-lock
states, and resource-rich countries.™

The 2009 Energy Policy and its implementation is first reviewed through its
energy lending portfolio in the past decade, to assess how its new clean en-
ergy agenda has translated into commitments. For sector-wide trends and
key insights, data from ADB’s energy project profiles and annual reports
from 2009-2018 were used.

A separate dataset of the Bank’s energy lending portfolio starting from the
adoption of the Policy on June 2009 until December 2018 was created.
For Sovereign Projects, data was culled from ADB’s Data on Sovereign
Projects 2005 onwards as of 18 January 2019 available in ADB’s Data Li-
brary's. This dataset was cross-referenced with the data available in ADB’s
Projects & Tenders tab in its website,.'® Non-sovereign projects were also
included from data available in ADB’s Projects & Tenders tab. Searches
in the ADB’s Projects & Tenders tab were filtered to the energy sector and
the years 2009-2018. In some instances, specific energy projects did not
appear when searches were filtered in this manner. These energy projects
were deliberately searched in the tab and added to the dataset in those
cases.

In recognition of the fact that fossil fuel power plant projects more often
have larger capacities than renewable energy power plant projects, and
that greenhouse gas and other harmful emissions are not measured in
terms of number of projects but in terms of the energy source and the ca-
pacity of the project, a separate dataset was also created for energy gener-
ation projects. A project is considered as an energy generation project if it
installs new or additional power generation capacity and mentions the spe-
cific capacity in the project data sheet or project documents available. This
is regardless of whether the project is categorized under the subsectors
conventional, renewable energy, and large hydropower energy generation.

Using these datasets, an assessment of ADB’s Energy Lending Portfolio
was conducted in terms of committed resources (in Millions USD), number
of projects funded, energy sources utilized (fossil fuels or renewable ener-
gy), and capacity (in MW).
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The paper proceeds to review the 2009 Energy Policy and succeeding key
pronouncements and commitments on energy and climate to surface en-
abling provisions or loopholes that allowed for a carbon-intensive energy
lending portfolio. The case for the imperative to decarbonize the ADB is
discussed based on the five important factors mentioned in the IED ap-
proach paper.

The paper ends by providing concrete recommendations towards decar-
bonizing the energy lending portfolio of the ADB, with specific emphasis on
Paris alignment with a 1.5°C goal, rapid and just transition, and enabling
infrastructures for new renewables technologies and for distributed, renew-
able energy systems.

Although the paper looks into the Bank’s pronouncements, commitments,
and framework on climate finance, the evaluation of the lending portfolio
and the recommendations are limited to the energy sector. Further, the rec-
ommendations are intentionally limited to the decarbonization of the Bank’s
energy lending portfolio, although it is recognized that there are other im-
portant considerations, as well.

In order to establish that distributed, renewable energy systems are now
bankable, the paper concludes by providing the case for distributed, re-
newable energy systems in the Philippines by aggregating the total power
demand for unelectrified households and various available methods to pro-
vide financing to these projects.

Throughout the paper, various case studies are also cited to provide con-
crete examples of ADB-funded energy projects under the 2009 Energy
Policy.
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1 | ADB’S CARBON-INTENSIVE ENERGY PORTFOLIO

On June 2009, ADB adopted a new ener-
gy policy, which received varied reception
among civil society organizations. On the one
hand, the Bank was credited for its clean energy
agenda anchored on the recognition of climate
change as a real and increasing threat."”

The Bank was also lauded for heeding the
strong call for a stricter prohibition on financing
for coal projects after receiving heavy criticism
from the NGO Forum on the ADB. Initially, the
draft policy had a glaring loophole that would es-
sentially allow the Bank to finance a wide range
of coal extraction projects. The Bank later ad-
opted a stringent policy that prohibits financing
for all coal extraction projects except for captive
use by thermal power plants.

On the other hand, some organizations de-
nounced the Bank’s double-talk—recognizing
the threat of climate change while making ex-
ceptions for certain coal power plants for being
“energy efficient” solutions to energy access
and security concerns.

A decade since the adoption of the 2009 Energy
Policy, the ADB has taken much pride in consis-
tently meeting and even going beyond its clean
energy investments target;'® and in investing
in few coal projects in the past and only when
economically viable in addressing chronic pow-
er blackouts that disproportionately affects the
poorest people.™

However, in determining whether the Bank has
truly translated its clean energy agenda into ac-
tual commitments, meeting clean energy invest-
ment targets should not be the only measure.
There should be a comprehensive review of the
entire energy lending portfolio vis-a-vis clean
energy projects, in terms of number of projects,
committed resources, and for electricity genera-
tion projects, in terms of total capacity.

A survey of ADB’s energy portfolio from 20092
until 20182' reveals that specific to electricity
generation, ADB’s total “clean” energy invest-
ments?? still almost equals its fossil fuels invest-
ments in terms of committed resources® and
total capacity®*.
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The Bank’s investments are categorized into ten sectors, one of which is the Energy Sector. From
2009 to 2017, data shows that ADB has invested consistently and primarily in the Energy Sector,
both in terms of committed resources and number of projects.

Except for the years 2009, 2010, and 2012, ADB has committed the most resources in the Energy
Sector every year, in the past nine years, compared to any sector (Figure 1).

Figure 1
COMMITTED RESOURCES BY SECTOR TREND (IN MILLIONS USD), 2009-2018%

Source: ADB’s Annual Reports.

When totalled, the Energy Sector still comes as a top investment sector with the largest committed
resources for the past decade, amounting to USD 68,114 Million (Figure 2). This amounts to 29%
of all committed resources in the past nine years. This is followed by the Transport and Information
and Communication Technology Sector