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Executive Summary 

 

Starting from 2003, the SHS program of IDCOL has so far ensured supply of solar electricity to 

about 20 million people i.e. 12% of the country‘s total population. By June 2018, about 4.13 million 

SHSs have been installed under the program in remote areas, which is a considerable success 

in terms of providing access to electricity to a vast majority of the off-grid population in 

Bangladesh. The program sees ups and down, having reached its peak in 2013 when average 

installation of SHS was about 71,033 per month. Afterward, the installation rate started declining. 

During the last one year or so, the sales of SHS came down to about 891per month. This has 

posed a serious threat to achieving IDCOL‘s target of 6 million SHS installation. The factors such 

as sales of SHS at a lower price in the unregulated open market, a significant expansion of grid 

connection by Rural Electrification Board (REB), and the free distribution of SHS under KABITA 

and TR (two social safety net programs) programs as well as an absence of new demand are 

thought to be responsible for the current dwindling situation of the SHS market. IDCOL is also 

facing two other important challenges. First, a substantial number of SHS customers who have 

connected to the grid have returned their SHS systems because of massive expansion of grid 

electricity. Second, customers who are currently using SHS did not return the system and stopped 

paying their due installments. Over-all the SHS program of the IDCOL is in jeopardy to the brink 

of abandonment. IDCOL wishes to assess if and how this situation may be improved for the future 

viability of the program. Against this background, the present study mainly attempts to assess the 

current market situation of the SHS program along with the impact of SHS on household welfare 

and based on the findings it aims to recommend some necessary measures that might improve 

the current default situation as well as help IDCOL to lay out a viable exit strategy. 
 

The key objective of the present study is to assess the current SHS market situation and 

recommend an action plan for IDCOL so that they can make a strategy for soft exit from the 

program. More specifically, we assess the whole situation from several perspectives: (i) 

households‘ perspectives on the extent of current default situation, reasons for being defaulter 

and possibility of repayment; (ii) POs perspectives on default situation, current market of SHS, 

financial and administrative management etc.; (iii) Legal perspectives of Participatory Agreements 

and other contracts of IDCOL with POs; (iv) Financial auditing of the main POs as well as IDCOL 

to assess their financial situation in the face of dwindling SHS market; and (v) instructional 

perspective of the SHS program.  
 



To fulfill the study objectives, the study adopts and employs a number of approaches and 

methodologies. They are a large household survey, a survey of the POs, a survey of field offices 

of the POs, a market survey, audits of books of accounts of POs, and review of legal aspects. 

The study also uses secondary level information as well information obtained from consulting with 

IDCOL and the various POs. The household survey includes current default user, current non-

default users, households with SHS bought from non-IDCOL suppliers, and households that are 

potential SHS users (current non-users). The total number of households that have been 

surveyed was 703 IDCOL SHS adopter (403 defaulters and 300 non-defaulters), 299 non-IDCOL 

SHS adopter and 301 non-user households (control households). The PO survey includes a 

survey of 47 Pos. 

 

Several descriptive, statistical, and econometric methods have been used to process various sets 

of data and to examine the study objectives with special focus on understanding the determinants 

of being defaulter, future market demand, probability of risk of being a defaulter, etc. The methods 

include a simple t-statistics and propensity score matching (PSM) analyses with SHS user and 

non-user in the same village and non-user in control villages to understand the impact of the SHS 

on household welfare, and Cox‘s Proportional Hazard regression model to identify the 

determinants of default as well as to predict the probability of being defaulters, including many 

others. 
 
Based on various analyses the findings of the study are summarized as follows: 
 

An Overview of Solar Homes System Program in Bangladesh: With an estimated 6-10 million 

potential solar homes customer, a government organization IDCOL has been able to install about 

4.13 million SHSs giving access of solar electricity to about 20 million people, a 12% of total 

population. The number of SHS units installed in 2005 was 0.1 million units, which had increased 

to a total of 4.13 million SHS units in June 2018. The highest number (853,037 units) of SHS units 

was installed in 2013, after which the number of units installed started declining at an annual rate 

of 48.5% to 339 units as of June 2018. The highest number of customers are concentrated (about 

5%) in Sunamganj and Patuakhali followed by Comilla, Barisal and Chandpur. The lowest 

concentration is seen in Khulna and Madaripur. Among all of the partner organizations, Grameen 

Shakti (38.8%) and Rural Services Foundation (RSF) (14.5%) captured a major portion of SHS 

customers. Others capture about 25% customers. 
 

Socio-Economic Characteristics of households: The average monthly household income for 

defaulter households is about 13,797 taka with an average per capita income of 3053.6 taka while 

the average monthly household income for non-defaulter households is about 13,451 taka with 

an average per capita income of 3187.9 taka. On average, IDCOL non-defaulters have slightly 

higher annual per capita food expenditure than defaulters (19959.19 taka vs. 19533.03 taka) and 

a relatively higher per capita share of food expenditure (55% vs. 53%) as well. Energy consumed 

by an IDCOL SHS user household is relatively less than a defaulter household (363.97 taka vs. 

407.14 taka), however, the energy consumption per household excluding solar is somewhat 

higher for IDCOL non-defaulters (105.12 taka vs. 66 taka). On the whole, the defaulters are better-

off in terms income and landholding than the current users and there is no reason to be defaulter 

on the ground of financial constraints. Their default culture may be explained by non-pecuniary 

reasons. On the other hand, non-users of SHS are relatively poorer than users indicating that 



they could not yet buy SHS due to their poorer conditions. Currently non-users are likely to buy 

SHS if prices come down to their affordable level. Considering that IDCOL introduced smaller 

Pico PV systems for non-users, but the response isn’t satisfactory. 
 

Impact of SHS on household welfare: Under the SHS program of IDCOL, about 4.13 million 

households (about 20 million off-grid rural people) are getting access to solar electricity that is 

being used as their main source of lighting. Our study finds that SHS improves household welfare 

in a variety of ways. The immediate impact of SHS is the substitution of kerosene lamps used for 

lighting. It saves about 2.50 liters kerosene in a month for a household worth Tk. 170. The whole 

program thus saves kerosene consumption worth Tk. 8775 million per year. The reduction in 

kerosene consumption contributes to a reduction in indoor air pollution and creates external 

positive benefit on the health of household members. Children‘s study time and their completed 

years of education increases with SHS adoption, mainly for boys. The impacts on income and 

expenditure are found to be positive. Overall, the impact of SHS electricity on household welfare 

has been found positive. 
 

Default situation and SHS market demand: Majority of the defaulters and non-defaulters use a 

smaller 20 Wp system. Defaulters and non-defaulters owe on average, about 24890 taka and 

21,503 taka respectively. The average default amount for each customer is estimated to Tk. 

9077.4. Defaulters have yet to pay 36.5% of the due amount while non-defaulters have to pay 

46.2% of the due amount. Survey results show that about 65% among the defaulters are willing 

to pay the due installments while among the non-defaulters, 86% are willing to pay the due 

amount. The total number of default customers is slightly over 12 lakh, the total default amount is 

then estimated at about Tk. 1068 crore. Considering that 65% of the default customers are willing 

to pay and given the intense effort of the POs, the recoverable amount is then estimated to be 

Tk. 694 crore. Thus, the remaining unrecoverable amount (bad loans) is estimated to be Tk. 374 

crore. It also appears that there is likelihood that about 14% of the current users might become 

defaulter. However, in reality both the proportion of willing customers and amount of recoverable 

money would likely to be much lower. 
 
The main reason reported for being a defaulter was financial constraints, followed by POs poor 

after-sales service, higher price compared to open market SHS and natural disasters. Financial 

constraints were also cited by 77% of both defaulting and non-defaulting customers as the main 

reason for delay in installment payments. However, socio-economic analysis suggests that 

defaulters are better-off than non-defaulter current users, which negates the defaulters‘ claim of 

―financial constraints‖ as the main reason for not paying the due amount. 
 

On the other hand, according to POs local representatives, the most important reasons (21%) for 

not repaying the due installment is that the customers thought that the current price of the SHS 

they bought from IDCOL is now much lower in the open market and they already had paid the 

open-market equivalent amount to the PO. Regarding the low sales of IDCOL SHS, the most 

common reasons cited by PO representatives include lower price in the open markets, free 

distribution of SHS under KABITA/TR and REB expansion. The results from the Cox Proportional 

Hazard Model show that the highest possible risk factor is the high price of the SHS which 

increases the risk of becoming a defaulter household by 82%. 
 



Referring to current prices of different Wp SHS of both IDCOL and open market, non-users were 

asked which one they would like to buy. About 67% of the non-user respondents are willing to 

buy non-IDCOL panels due to lower price. The significant differences in price making the IDCOL 

POs less competitive and therefore they are losing the market share even though their quality of 

the product is good. This means the majority of the people do not pay attention much to the 

quality. The very low price is a key decision factor in their purchasing decision. 
 
In recent times, the price of the SHS in open market has declined by 20 percent and the profit 

margin has gone down from 12% to 2% over the last one year. Very recently (in the first half of 

2018) the sales of SHS at Nawbabpur SHS market have come down sharply and daily sales are 

now less than 10 systems in the market. One possible reason as cited by market insiders could 

be widespread free distribution of SHS under KABITA/TR and/or low quality of private SHS. 
 

Since FY 2015-2016, the government started to distribute SHS under KABITA/TR (social safety 

net programs of the government). In FY 2016-17, the government distributed about 3,29,000 SHS 

with an average 27,000 SHS per month. Since SHS under Kabita has been distributing to different 

institutions including Mosque, Madrasa and schools along with individuals even who have grid 

electricity connections, such a big amount of SHS distribution may not reflect true demand for 

SHS among off-grid households. 

SHS Business and the POs: More than half of the POs perceived that distribution of SHS 

through KABITA/TR erodes their market potential for future expansion or recovery of due and 

overdue credits from the existing customers. Similar number of POs thinks that low price of SHS 

in the market not certified by the technical committee of IDCOL, and hence not sold by the POs 

are responsible for delay in or downright default of payment of installment. About 45 percent of 

the POs claim that grid connectivity is ruining their prospects of expansion and is responsible for 

their current financial malaise. The main types of default customers are found to be 

politically/socially influential households, customers with low income group, customers in natural-

disaster areas and customers with grid connections in their households. Thus, the market for the 

SHS products is rather pessimistic as it is evident from dwindling sales across different Wps of 

SHSs. The only solace in the pessimistic prospects of SHS markets is perhaps sales of SHS 

through KABITA/TR, two safety net programs of the government. 
 

The dwindling market of the SHS and the alleged availability of low quality‘ SHS products, that 

are not certified by the IDCOL technical committee, shrinkage of market due to inroads by grid 

electricity, resulted in piling up of default due and overdue payments by customers to the POs, 

but it does not result in accumulation of loans from IDCOL. 
 

As the POs have endured with the reduction in the market size, they need to innovate alternative 

SHS related business such as mini-grid or solar irrigation, approach IDCOL to support them 

through contracts that clearly delineate the stakes of both the parties, POs themselves and IDCOL 

itself. The POs also need to assess if retrenchment is the right strategy in the face of dwindling 

market and accumulations of due and overdue payments by customers. Moreover, it needs to be 

explored the paradox of increasing trends in POs‘ expenditures in the face of tapering investment 

in SHS related activities, closure of branches and retrenchment of workers 
 

Financial Auditing of Selected POs: A brief financial auditing has been done for the two biggest 

POs namely the GS and RSF that covers about 50% of IDCOL‘s total SHS businesses and two 



other small and medium POs namely TMSS and HAMKO. The report has been prepared based 

on the information provided by the POs. Our analysis suggests that POs financial health has 

deteriorated with the emergence of the new situation in the SHS program. A large amount of 

money from SHS sales remains due to the customers as they are now unwilling to pay back in 

the changing context. With declining sales, POs have retrenched a substantial number of field 

staff which has weakened their efforts for collection of dues. However, the findings from the 

auditing of GS and RSF‘s books of accounts reveal that gross profit of both POs have declined 

during 2014-2017 at a faster rate than that of the operating profit. This implies that both POs 

enjoys the economies of scale in selling new SHS. As a result, the ratio of the gross profit to 

revenue has increased during the same period. However, the GS has negative net profit in 2017 

and RSF has almost zero net profit. This is because both POs are spending a large amount of 

money for operating expenses (selling and market) as well as paying a large amount for salary 

purpose even though their sale has turns out to be almost zero and the number of employees has 

declined significantly. It is therefore needed to be investigated further as to whether GS and RSF 

makes an overestimation of salary and allowance expenditure or this is for any other valid reasons 

that may explain their current bleak situation. 
 

In the context of a dwindling SHS market, a large number of POs have failed to repay their loan 

to IDCOL. However, some POs seem to be reluctant to collect their dues from customers and 

repay the IDCOL‘s loan due to weaker financial contracts between POs and IDCOL. As a result, 

as of now the IDCOL‘s total due stood at about Tk. 2000 crore, which is about three times the 

amount of IDCOL‘s paid up capital. By the end of December 2018, the whole default amount is 

likely to be classified as bad loan for which IDCOL has to arrange full provisions as per the rules 

of Bangladesh Bank. In such a situation, it will be almost impossible for IDCOL to run their regular 

businesses. Therefore, we recommend that IDCOL may pursue multi-dimensional approaches to 

overcome the current situation, which may include reduction of interest rates, withholding 

provisions with the permission of Bangladesh Bank and arbitration with POs before pursuing any 

litigation. 
 

Legal Aspects of Default under the SHS Program: The study finds that the mechanism by which 

loans have been disbursed for the implementation of the SHS program includes a number of 

parties linked through chains of Agreements. Therefore, if the SHS program needs to be closed 

down it has to be done by weighing different variables and factors. Under the mechanism it is of 

paramount importance that IDCOL receives its loan repayments from the POs for saving itself 

from being a defaulter under the Agreements IDCOL has with the Government. IDCOL 

theoretically has the option to claim its loan disbursements from its POs in case they are in default 

but the practical result of actually attaining the due amounts from the POs can be extremely time 

consuming. 
 
Concluding remarks: 
 

The current dwindling state of IDCOL‘s SHS market is the culmination of several factors. Broadly, 

we have identified the following factors that are responsible for the sorry-state of the IDCOL‘s 

SHS market. 
 

1. Lack of policy coordination among the stakeholders, such as REB, Power Division, 
Ministry of Social Welfare etc. 

 
2. IDCOL‘s financial approach lacking full-proof financial governance; 



 
3.   Motive of some POs’ evading repayment of loans in the context of weak financial 

governance; 
 

4. Absence of an national oversight policy body of renewable energy programs; and 
 

5. IDCOL‘s failure to commercialization of the program. 
 

The development of the SHS market has had a rather distorted development from the beginning. 

The prospects of a stable market development were hindered by fierce private sector competition 

and uncoordinated government actions. Given the above context, it is now a priority to recover 

the default amount and find a soft-landing strategy of the SHS program. There are some possible 

alternative options that may be applied to recover IDCOL‘s due amount from the POs. A 

combination of all or some of them may work to overcome the current scenario with the POs. 
 

 
 
A.  Strategies for releasing burden: 
 

 With the current interest payment structure and default situation with POs, IDCOL has so 

far made a provision of Tk 135 crore against its classified loans. If the current trend 

continues, the due amount worth Tk. 1600 crore by December 2018, will be classified as 

bad loans against which the whole amount has to be provisioned by IDCOL. With a paid 

up capital worth Tk. 500 crore, it will be almost impossible for IDCOL to make such a huge 

provision. If it happens, IDCOL‘s other programs will be adversely affected.  
Therefore, it is recommended that IDCOL present this issue to their Board of Directors 

and convince Bangladesh Bank to consider their case and suspend the provisioning 

method (for about next three years) on special considerations. This will allow IDCOL to 

recover its default amount from POs by then without hampering its ongoing renewable 

energy projects. 
 

 Given the current dwindling market situation, IDCOL may place a request to the 

government to readjust its interest rate on IDCOL‘s loan, from the current 3% to a rate of  
0.5%. This will then allow IDCOL to revise its interest rate on its refinanced amount to the 

POs at 1-1.5 percent. In that case, the overall default amount is expected to be reduced 

substantially to a level affordable to the POs. This strategy, to some extent, may help to 

alleviate the burden of debt on the POs. 

 

More importantly, as the current dwindling market situation of SHS has arisen due to 

actions and inactions of the parties involved, such as the government, IDCOL itself and 

POs, we feel that the burden should also be shared among the three parties. As we 

already showed in our analysis that about Tk. 374 crore will be unrecoverable if we believe 

the defaulters word of mouth, otherwise total unrecoverable about would be near to Tk. 

1000 crore. Since POs are not willing to intensify their efforts to recover this amount for 

the reasons mentioned before, this amount will be unbearable to IDCOL. We may 

therefore come up with a suggestion that if the government writes off Tk. 800 crore 

equivalent to 50% of its total due to POs (which is now about Tk. 1600 crore taka after 

adjusting DSRA Tk. 400 crore), the rest part should be repaid by IDCOL by recovering 

from POs and/or from its profit margin gained from other programs. Considering the huge 



benefits of solar electricity incurred to about 12% of the total population through this SHS 

program, we strongly recommend that the government may consider writing off the 

proposed amount Tk. 800 crore, which is 20% of government’s total due to IDCOL. Such 

an action will facilitate smooth functioning of other programs of IDCOL. 

 
 

B.  Recovery strategies: 
 

 IDCOL has been able to recover some of its due amount, by deducting a certain portion 

of the profit margins of POs who have been involved in the distribution of SHS under 

government‘s KABITA/TR operation. Though 46 POs have been involved in the  
KABITA/TR operation, the largest PO, Grameen Shakti (GS), to whom the largest amount 

of loan is due, remains out of the purview of the KABITA/TR operation. This decision of 

the government squeezes IDCOL‘s opportunity to recover a certain due amount from the 

GS. It is, therefore, strongly recommended to involve GS in the distribution of SHS under 

KABITA/TR program, so that IDCOL can recover a certain portion of its dues from the GS. 
 

 It is also important for both IDCOL and POs to lay down a time-bound mutually agreed 

joint framework of repayment. In particular, if interest rates are readjusted, then the POs 

can be given three years (a mutually agreed duration may be decided by IDCOL and  POs) 

to repay their due amount to IDCOL. However, in case IDCOL fails to reach an MOU with 

the POs to recover its due amount, there will be no other way but to take legal actions 

against POs. 

 


