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he Asian Development Bank (ADB) is an
international development finance institution
whose vision is to make the Asian and Pacific
region free of poverty. ADB was established in
1966 through the “Agreement Establishing the
Asian Development Bank” (the Charter), ratified by
31 countries to promote the social and economic
development of the region. ADB has 59 members
(as of 31 December 2001), of which 43 are in the
region. ADB is rated triple-A by Moody’s and
Standard & Poors.

In pursuing its objectives, ADB provides
different forms of financial assistance to its
developing member countries (DMCs). The main
instruments are loans, technical assistance,
grants, guarantees, and equity investments, which
are met through various funding resources. Such
funding resources are ADB’s ordinary capital
resources (OCR)—which are the main topic of this
Management’s Discussion and Analysis—Special
Funds resources, and other funds. The Charter
requires that each funding resource be kept
separate from the other.

Ordinary capital resources
OCR come from three distinct sources: private
capital markets in the form of borrowings; paid-in
capital provided by government funds; and
accumulated retained income (reserves), which
provide a buffer for risk arising from operations.

Financial policies

The most important financial risk facing ADB as a
multilateral development bank (MDB) is country
credit risk. ADB has devised two policy instru-
ments that provide the operational framework for
addressing this risk: the income and reserves
policy and the liquidity policy. The income and
reserves policy addresses the potential losses
caused by a major default by borrowers, while the
liquidity policy addresses the potential disruption
of access to capital markets, by the same default.

The review of the income and reserves
policy, undertaken by the Board of Directors in
1997, identified ADB’s decisive income indica-
tors—the interest coverage ratio (ICR) and the
reserve:loan ratio (RLR). The ICR is the ratio of
net income to financial expenses plus a factor of
one. It measures the extent to which net income
can fall without jeopardizing ADB’s ability to
service its financial expenses from current

The Management’s Discussion and Analysis con-
tains forward-looking statements that may be
identified by such terms as “believes,” “expects,”
“intends,” or words of similar meaning. Such
statements involve several assumptions and
estimates based on current expectations, which are
subject to risks and uncertainties beyond ADB’s
control. Consequently, actual future results could
differ materially from those currently anticipated.
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income. The review concluded that the minimum policy
level for the ICR should be about 1.31. The RLR is the
ratio of total reserves to the sum of outstanding loans,
equity investments, and guarantees. The RLR measures
the adequacy of ADB’s earning base relative to its loan
assets. The policy maintains an RLR of about 25%.

In light of deteriorating creditworthiness of most
ADB borrowers resulting from the 1997 Asian financial
crisis, ADB reviewed its OCR loan charges in 1999. A
change in the structure of ADB’s OCR loan charges was
recommended and approved by the Board, and became
effective on 1 January 2000. ADB’s lending spread for all
outstanding pool-based loans was raised from 40 to
60 basis points. A front-end fee of 1% was introduced
for new loans, and a commitment fee of 0.75% was
adopted for new program loans.

To ensure the adequacy of its risk-bearing capacity,
ADB reviews its income outlook annually. Based on the
review, Management recommends to the Board the
portion of the previous year’s actual net income for
allocation to reserves, to ensure that the level of reserves
is commensurate with the policy level. An increase in
loan charges is recommended if net income is deemed
inadequate, and a reduction in loan charges is
recommended if net income is deemed excessive.

ADB’s existing liquidity policy requires that at the
end of the year, the liquidity level should not be less
than 40% of the undisbursed balance of loans to ensure
that operations will not suffer from any disruption in
ADB's access to capital markets due to loss of investor
confidence. Such disruption could arise as a result of
protracted arrears by one or more major borrowers. The
existing policy is based on a balance sheet concept, not
a cash flow concept. Accordingly, the policy is being
reviewed with a view to shifting the target level of
liquidity to a more dynamic one.

On 1 July 2001, ADB introduced London interbank
offered rate (LIBOR)-based loan (LBL) products to meet
the needs of its public and private sector borrowers in
managing interest rate and exchange rate risks. The new
loans provide borrowers with
• a choice of currency and interest rate basis;
• options to link the repayment schedules to actual

disbursements for financial intermediary borrowers;
• ability to change the original loan terms (currency

and interest rate basis) at any time during the life
of the loans; and

• options to purchase a cap or collar on a floating
lending rate at any time during the life of the loans.
With the introduction of the LBL, the pool-based

multicurrency loans and market-based loans were no
longer offered. ADB will cease offering the pool-based

single-currency loan in United States (US) dollars by
1 July 2002.

Basis of financial reporting

Statutory reporting: ADB prepares its financial
statements in accordance with generally accepted
accounting principles applied in the US. Effective
1 January 2001, ADB adopted Financial Accounting
Standard (FAS) No. 133, “Accounting for Derivative
Instruments and Hedging Activities,” along with its
related amendments under FAS No. 138. These two
standards are collectively termed “FAS 133.”

 As defined and required by FAS 133, ADB has
marked all derivative instruments to fair value and
reported in the balance sheet with changes in the fair
value recognized in current net income.

Under FAS 133, two options exist in accounting for
derivative instruments: hedge or non-hedge accounting.
In hedge accounting, changes in the fair value of certain
hedge instruments have to be reflected in current income,
while others have to be reflected in other comprehensive
income. In non-hedge accounting, all changes in the fair
value of hedge instruments need to be recognized as
current income. A preliminary assessment using FAS
133 hedge criteria indicates that most of ADB’s
derivative transactions are highly effective in hedging
underlying transactions and are appropriate for its
operations in achieving lower funding costs. At the
same time, however, ADB has also found that applying
FAS 133 hedge criteria is not entirely reflective of risk
management strategies within ADB. Compliance with the
hedge criteria would impose undue constraints on ADB’s
future borrowing, loan, and hedge programs, and likely
detract from its focus of minimizing the cost of
borrowings. Therefore, ADB believes it is more important
to continue pursuing the objective of minimizing the
cost of borrowings rather than follow the accounting
definition of a qualifying hedge. The application of FAS
133 qualifying hedge criteria would not make fully
evident economic risks inherent in ADB’s financial
assets and liabilities. Accordingly, ADB chooses to adopt
the non-hedge accounting and recognizes changes in fair
value of derivative instruments in the period as part of
the net income.

Supplemental reporting: ADB manages its balance
sheet by selectively using derivatives to minimize the
interest rate and currency risks associated with its
financial assets and liabilities. It uses derivative
instruments to enhance asset/liability management of
individual positions and portfolios, and to reduce
borrowing costs. As certain financial instruments
(including all derivatives and certain investments) are
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recognized at their fair value, while some others are still at
cost (loans and borrowings), FAS 133 does not fully reflect
the overall economic value of ADB’s financial instruments.

ADB also prepares two supplemental financial
statements in the Management’s Discussion and Analysis:
current value basis and pre-FAS 133 basis for manage-
ment information. ADB believes that the financial

statements under current value basis present the
economic value of all its financial instruments. On the
other hand, pre-FAS 133 basis presents financial
information that is comparable to that in prior years.

Discussion and analysis of current value: The
Condensed Current Value Balance Sheet at right presents
ADB’s estimates of the economic value of its financial

Selected Financial Data
As of or for the year ended 31 December 2001
(amounts in $ million)

Statutory Reported Basisa

2001 2000 1999 1998 1997

Income and Expenses
  From Loans 1,813.7 1,861.3 1,674.6 1,440.9 1,127.9
  From Investments 403.4 399.9 344.0 382.9 311.7
  From Other Sources 21.6 39.7 9.2 8.7 10.1
Total Income 2,238.7 2,300.9 2,027.8 1,832.5 1,449.7

Interest and Other Financial Expenses 1,434.1 1,576.7 1,447.2 1,206.5 853.2
Administrative Expensesb 59.0 92.6 105.9 121.7 95.7
Technical Assistance to Member
   Countries 20.0 –  – – –
Provision for Losses 9.8 5.9 24.8 37.4 32.9
Total Expenses 1,522.9 1,675.2 1,577.9 1,365.6 981.8

Operating Income before FAS 133 715.8 625.7 449.9 466.9 467.9
FAS 133 Adjustments 147.5 – – – –
Net Income 863.3 625.7 449.9 466.9 467.9
Average Earning Assets 36,272 36,693 34,788 28,558 23,226
Annual Return on Average Earning Assets 2.28% 1.71% 1.29% 1.63% 2.01%
Return on Loans 6.42% 6.59% 6.41% 6.78% 6.89%
Return on Investments 5.91% 5.09% 3.96% 5.27% 5.24%
Cost of Borrowings 5.54% 5.90% 5.66% 5.70% 6.10%
Reserve-to-Loan Ratio 28.47% 27.26% 25.97% 27.70% 33.62%
Liquidity Ratio 46.95% 52.10% 59.05% 55.43% 41.90%
Interest Coverage Ratio 1.58c 1.40 1.31 1.39 1.55

Pre-FASa 133 Basis Current Value Basis
2001 2001

Net Income 716 473
Average Earning Assets 36,271 38,431
Annual Return on Average Earning Assets 1.97% 1.23%
Return on Loans 6.42% 3.11%
Return on Investments 5.91% 2.66%
Cost of Borrowings 5.63% 3.02%
Reserve-to-Loan Ratio 28.09% 26.66%
Interest Coverage Ratio 1.50 1.33d

– nil
a FAS 133 was implemented in 2001. Accordingly, statutory reported basis is the same as pre-FAS 133 basis prior to 2001.
b Net of administration charge allocated to the Asian Development Fund. For 2000 and 2001, administrative expenses were net of front-end fees earned as well.
c Excludes the one-time cumulative effect of recording the adoption of FAS 133 on 1 January 2001.
d Excludes the cumulative effect of the adoption of current value basis accounting.
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Condensed Current Value Balance Sheet at 31 December 2001 and 2000
($ thousand)

31 December 2001 31 December 2000

Reversal of Current Current
FAS 133 FAS 133 Pre-FAS 133 Value Value Pro Forma

Reported Basis Effectsa Basis Adjustments Basis Current Value

Due from Bank 68,823 – 68,823 – 68,823 62,546
Investments and Accrued Income 8,330,341 – 8,330,341 – 8,330,341 7,620,321
Loans Outstanding and Accrued
   Interest 29,053,143 (1,212) 29,051,931 1,645,219 30,697,150 29,924,355
Equity Investment 208,018 – 208,018 – 208,018 203,497
Receivable from Members 348,500 – 348,500 (147,957) 200,543 218,210
Receivable from Swaps 6,379,403 (330,164) 6,049,239 330,164 6,379,403 6,263,545
Other Assets 478,096 – 478,096 – 478,096 1,069,706b

TOTAL 44,866,324 (331,376) 44,534,948 1,827,426 46,362,374 45,362,180

Borrowings and Accrued
    Interest 25,252,189 (26,261) 25,225,928 1,508,822 26,734,750 26,811,266
Payable for Swaps 6,784,076 (194,674) 6,589,402 194,674 6,784,076 6,989,667
Other Liabilities 1,955,836 – 1,955,836 – 1,955,836 643,871b

Total Liabilities 33,992,101 (220,935) 33,771,166 1,703,496 35,474,662 34,444,804

Paid-In Capital 2,989,775 – 2,989,775 – 2,989,775 3,049,828
Net Notional Maintenance of Value (462,456) – (462,456) – (462,456) –b

Ordinary Reserve 7,812,436 – 7,812,436 (222,905) 7,589,531 7,166,484
Special Reserve 182,903 – 182,903 – 182,903 181,608
Surplus 116,645 – 116,645 – 116,645 116,645
Net Income after Appropriation 861,965 (147,501) 714,464 (243,150) 471,314 402,811
Accumulated Other Comprehensive
   Income (627,045) 37,060 (589,985) 589,985 – –

Total Equity 10,874,223 (110,441) 10,763,782 123,930 10,887,712 10,917,376

TOTAL 44,866,324 (331,376) 44,534,948 1,827,426 46,362,374 45,362,180

– Nil
( ) Negative.

a Translated using exchange rates at transaction date.
b See the reclassification section in Note B to OCR Financial Statements.

assets and liabilities, taking into consideration the
changes in interest rates, exchange rates, and credit
risks. Current value reflects the exit price for financial
instruments with liquid markets and accordingly is
similar in most respects to fair value. For financial
instruments with no market, current value reflects the
expected cash flow streams discounted with the
appropriate interest and exchange rates.

Loan portfolio: The majority of ADB loans are
made to or guaranteed by ADB members. ADB does not
sell its loans, believing that there is no comparable
market for them. The current value of loans incorporates
Management’s best estimate of the probable expected

cash flow, including interest, to ADB. Estimated cash
flows from principal repayments, interest, and other
loan charges are discounted by the applicable market
yield curves for ADB’s funding cost, plus ADB’s
lending spread.

The current value also includes ADB’s appropriate
credit risk assessment. To recognize the risk inherent in
these and other potential overdue payments, ADB has
adjusted the value of the loans through its loan loss
provisioning. ADB has never suffered a loss on its public
sector loans, with the exception of opportunity losses
resulting from the difference between the discounted
present value of expected payments for interest and
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Condensed Current Value Income Statement for the Years Ended 31 December 2001 and 2000
($ thousand)

31 December 2001 31 December 2000
Year-to-Date Adjustments to Year-to-Date Year-to-Date

Reported Basis Current Value Current Value Basis Reported Basis

Income
From Loans 1,813,640 – 1,813,640 1,861,334
From Investments 403,436 – 403,436 399,862
From Other Sources 21,634 – 21,634 39,734

Total Income 2,238,710 – 2,238,710 2,300,930
Expenses

Interest and Other Financial Expenses 1,434,112 – 1,434,112 1,576,745
Administrative Expenses 59,039 – 59,039 92,559
Technical Assistance to Member Countries 19,962 – 19,962 –
Provision for Losses 9,838 (9,838) – 5,910

Total Expenses 1,522,951 (9,838) 1,513,113 1,675,214
Operating Income

Before FAS 133 Adjustment 715,759 9,838 725,597 625,716
FAS 133 Adjustment 147,501 (147,501) – –
Current Value Adjustments – (243,150) (243,150) –
Provision for Losses – (9,838) (9,838) –
Net Income 863,260 (390,651) 472,609 625,716
Appropriation of Guarantee Fees

to Special Reserve (1,295) – (1,295) –

Net Income After Appropriation 861,965 (390,651) 471,314 625,716

charges, according to the loan’s contractual terms, and
actual timing of cash flows.

The positive adjustment of $1.6 billion (5.7%) to
ADB’s loan balance—from the FAS 133-reported basis of
$29.1 billion to the current value basis of $30.7 billion—
reflects that the loans in the portfolio, on average, carry
a higher interest rate than the discount rate at which
ADB would currently originate similar loans.

Investments: Under both the reported and current
value bases, the investments held in ADB are carried
and reported at fair value. Fair value is based on market
quotations. In the case of instruments for which market
quotations are not readily available, the current value is
calculated using market-based methodologies.

Equity investments: Equity investments with readily
determinable fair values (i.e., market value) are reported
at fair value. Unlisted equity investments without
market value are reported at cost less allowance for
losses, which represent a fair approximation of the
current value.

Receivables from members: Receivables from
members consist of unrestricted, may be restricted,
and restricted promissory notes. The current value of

receivables from members is based on the cash flow
of the projected encashment of the promissory notes,
discounted using appropriate interest and exchange rates.

Borrowings after swaps: The current value of
these liabilities includes the value of the debt securities
and the financial derivative instruments associated with
the borrowings portfolio. The current value is calculated
using market-based methodologies.

The increase of $1.5 billion—equivalent to 5.8% in
the value of the borrowings portfolio after swaps from
the FAS 133-reported basis of $25.6 billion to the current
value basis of $27.1 billion—represents the fact that the
average cost of the borrowings portfolio is higher than
the rate at which ADB could currently obtain funding.
For borrowings for 1991–2001, see chart on page 120.

Operating activities

In pursuing its objectives, ADB provides financial
assistance to its DMCs through loans, technical assistance,
guarantees, and equity investments to help meet their
development needs.

Loans: Until 30 June 2001, ADB’s three lending
windows for loans from OCR were the pool-based
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LIBOR-Based Loan Products
date. The lending rate is the cost base rate plus a spread
(the fixed spread) that is fixed in the loan agreement.
The cost base is reset every 6 months, on either the 1st

or 15th day of the month of a loan’s reset dates. The
fixed spread for public sector borrowers is equal to ADB’s
basic lending spread prevailing at the time of loan signing
(currently 60 basis points), regardless of the loan currency.
The spread for private sector borrowers reflects the credit
risk of the specific project and borrower.

Borrowers may direct ADB to automatically
implement a series of interest rate fixings either by period
or by amount.

Other loan charges: The current commitment
charge of 0.75% and front-end fee of 1% applied to pool-
based loans also apply to public sector LBL products.
Other loan charges for private sector loans remain
unchanged.

Rebates and surcharges: Since the principle of
automatic cost pass-through pricing is maintained for
the LBLs, any actual sub-LIBOR funding cost margin will
be returned to public sector borrowers through a rebate.
For this purpose ADB will calculate twice a year (on
1 January and 1 July) its actual average funding cost
margin. A surcharge could arise if ADB’s funding cost is
above the 6-month LIBOR, which is unlikely unless ADB
experiences serious credit deterioration. Rebates or sur-
charges could also arise due to changes in ADB’s basic
lending spread because of changes in the credit quality
of its entire loan portfolio.

Pricing of conversions: For all conversions and
interest rate caps and collars, ADB will pass on to
borrowers the rates or cost of the corresponding hedge
prevailing at the time of executing the conversion. In
addition, a transaction fee applies ranging from 0.0625%
to 0.125% of the principal amount involved. These fees
may change during the life of the loan. By 1 July 2002,
ADB will offer one set of loan products—LBL. Thereafter,
borrowers can focus on three key terms that are central
to external debt management strategy: currency, interest
rate basis, and amortization.

LBLs allow borrowers to tailor cash flows of their loans
to suit their project or overall debt management needs.
Therefore, borrowers should become familiar with the
features of the LBL products as early as possible in the project
cycle. Borrowers must consider the available options for the
loan terms during project preparation and analyze the
advantages and risks well before project appraisal.

On 1 July 2001, ADB introduced the London interbank
offered rate (LIBOR)-based loan (LBL) products, carrying
a floating lending rate that consists of 6-month LIBOR
and a spread fixed over the life of the loan. The LBL is
a timely response to borrowers’ demand for new ADB
financial loan products that can meet borrowers’ needs
to tailor the currency of the loan and the interest rate
basis to suit project needs and/or external debt risk
management strategies.

The LBL has market-based features, including a fixed
spread and pricing relative to standard market references
that provide a transparent basis for borrowers to compare
the terms of ADB loan products with those of other
lenders and to be amenable to ADB’s efficient interme-
diation on the finest possible terms. With the new LBL
facility, a high degree of flexibility is given to borrowers
in terms of choice of currency and interest rate basis;
options to link repayment schedules to actual disburse-
ments for financial intermediary borrowers; the ability
to change the original loan terms (currency and interest
rate basis) at any time during the life of the loans; and
options to purchase a cap or collar on a floating lending
rate at any time during the life of the loans.

The LBL terms are available for all new loans with
invitation to negotiate issued on or after 1 July 2001.
LBLs are also extended to borrowers that wish to convert
undisbursed amounts of presently effective pool-based
single-currency United States (US) dollar loans, if the
undisbursed balance constitutes at least 40% of the
original loan amount as of 30 June 2001. To become a
full-fledged LIBOR-based lender, however, ADB will retire
all its existing loan products. Since 1 July 2001, the existing
pool-based multicurrency and market-based lending
facilities have no longer been offered; while on 1 July
2002, pool-based single-currency US dollar loans will be
retired. Thus, effective 1 July 2002, ADB’s loan product
menu will consist only of LBLs.

Loan currency: Borrowers may choose to denomi-
nate their LBLs in Euros, Japanese yen, or US dollars. The
currency selected by the borrower will be the loan
currency, i.e., the currency to be disbursed by ADB and
to be paid by the borrower for its debt service payments.

Interest rate basis: LBLs can be made on a floating-
rate basis or on a fixed-rate basis, but initially all LBLs
will have a floating lending rate. In a floating-rate loan,
the lending rate is reset every 6 months on each interest
payment date, referred to also as the lending rate reset
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multicurrency loan (PMCL) window, the pool-based
single-currency loan (PSCL) window in US dollars, and
the market-based loan (MBL) window. With the
introduction of the LBL products on 1 July 2001, the
PMCL and MBL were no longer offered; while on 1 July
2002, the PSCL in US dollars will be retired. The LBL
facility is a timely response to borrower demand for new
ADB financial loan products that suit project needs and
external debt risk management strategies. LBL products
give borrowers a high degree of flexibility and at the same
time provide low intermediation risk to ADB.

OCR loan approvals, disbursements, repayments,
and prepayments: In 2001, 30 OCR loans totaling
$4.0 billion were approved, compared with 391 OCR
loans totaling $4.1 billion approved in 2000. Of the
2001 amount, 91.2% of the loans went to India,
People’s Republic of China, Pakistan, Indonesia, and
Bangladesh. Disbursements in 2001 totaled $2.8 billion,
a decrease of 1.2% from $2.9 billion in 2000. Principal
repayments for the year were $1.2 billion, of which
$52.5 million represented prepayments on loans. In
2001, three loans were fully prepaid and one loan was
partially prepaid. On 31 December 2001, cumulative
loans outstanding after allowance for losses amounted
to $28.7 billion.

Status of loans: Three public sector OCR loans
(two to Myanmar and one to Nauru) and 12 private
sector loans were in nonaccrual status at the end of
2001. The total outstanding balances of these public and
private sector loans were $3.1 million and $75.4 million,
respectively. The combined total of $78.5 million
comprised 0.3% of the total OCR loans outstanding.

Lending rates: The lending rates for the PMCL and
PSCL US dollar loan windows are determined on the
basis of the previous semester’s average cost of
borrowings plus a lending spread (60
basis points since 1 January 2000).
The MBL window provides single-
currency loans in US dollars,
Japanese yen, or Swiss francs to
private sector borrowers and
government-guaranteed financial
intermediaries at current terms. The
interest rates on loans from the MBL
window are on either fixed- or
floating-rate terms.

ADB’s pool-based variable
lending rates for the first half of
2001 were 5.50% per annum for
multicurrency loans and 6.70% per
annum for US dollar loans. For the
second half of 2001, the lending rate

for multicurrency loans decreased to 5.21% per annum,
while the rate for US dollar loans remained at 6.70%
per annum.

The lending rates for MBLs are determined on the
basis of the 6-month LIBOR on 1 January and 1 July plus
a lending spread. The lending spread for MBL loans to
financial intermediaries in the public sector is the same
as that applicable for OCR pool-based public sector
loans. For private enterprises, the lending spread is
determined on a case-to-case basis to cover ADB’s risk
exposure to particular borrowers and projects. See
Lending Rates table at right.

Four LBLs became effective in December 2001,
three in US dollars and one in Japanese yen. The lending
rates are determined on the basis of the 6-month LIBOR
by reference to each loan disbursement date, plus a
lending spread. The lending spread for public sector
loans is 60 basis points, while the spread for private
sector loans varies. The daily 6-month LIBOR for US
dollars and Japanese yen are shown in the chart below.

Technical assistance: ADB considers technical
assistance programs as an important part of ADB’s
overall operations in helping DMCs meet their
development objectives. From 1967 to 1992, technical
assistance expenses were charged to OCR as well as to
other technical assistance funding resources—Technical
Assistance Special Fund, Japan Special Fund, and other
trust/grant funds. In 2001, ADB’s Board of Directors
approved the financing of high priority technical
assistance programs out of OCR current income within a
rolling 4-year financing framework. The amount of
financing required varies between years and will be
subject to the approval of the Board of Directors.

Guarantees: ADB provides guarantees as credit
enhancements for eligible projects to cover risks that

Daily 6-Month LIBOR ,a December 2001b

(percent)

a London interbank offered rate.
b Applicable LIBOR will be determined by reference to each loan disbursement date and interest

payment date. Future rates may fluctuate depending on the market situation.
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the private sector cannot easily absorb or manage on its
own. Reducing these risks can make a significant
difference in mobilizing debt funding for projects. ADB
has used its guarantee instruments successfully for
infrastructure projects, financial institutions, capital
markets, and trade finance. The guarantee instruments
are recognized as off-balance sheet financial instruments
in ADB’s annual financial statements.

ADB offers two guarantee products—political risk
guarantees and partial credit guarantees—both designed
to mitigate risk exposure of commercial lenders and
capital market investors. These guarantees are not
issued on a stand-alone basis but are provided for
projects where ADB has direct participation. ADB can
cooperate with other multilateral, official, and private
sector entities in providing
its guarantee products.

Political risk guarantees: ADB’s political risk
guarantee (PRG) program is designed to facilitate
cofinancing by providing lenders/capital market
investors of an ADB-assisted project with cover
against specifically defined political risks. Coverage is
available against any combination of the risks in the
nature of expropriation, currency inconvertibility or
nontransferability, political violence, and breach of
contract, and is available for loans and other debt
instruments, but not equity instruments. Equity instru-
ments are ineligible for PRG coverage. Tenors are based
on the underlying project merits. All or part of outstanding
debt service obligations to a lender may be covered. The
cover may be for principal and/or interest payment
obligations. For private sector projects, ADB can issue a
PRG without a counterguarantee from the host
government. However, PRG exposure to a private sector
project without a counterguarantee from the host
government is subject to a maximum of $150 million or
50% of the project cost, whichever is lower. Fees,
payable in advance, are market-based and comprise a
guarantee fee, a front-end fee, and a standby fee. ADB’s
PRG is callable when a guaranteed event has occurred and
resulted in debt service default to the guaranteed lender.

In 2001, ADB concluded three PRG transactions,
two of which were in the private sector—one each in
Bangladesh ($70 million) and Sri Lanka ($31 million) to
support power projects. In these, ADB’s PRG covered
breach of contract to commercial cofinanciers. These
transactions were backed by the respective host country’s
counterguarantee. The third transaction was in the
public sector to promote and gain access to trade
finance by small- and medium-sized enterprises (SMEs)
in Pakistan ($150 million). ADB’s PRG now allows
eligible banks to confirm offshore letters of credit issued
by select local banks from Pakistan.

Partial credit guarantees: The partial credit
guarantee (PCG) provides comprehensive cover
(commercial and political risks) for a specific portion of
the debt provided by cofinanciers. PCG cover is
particularly useful for projects in DMCs with restricted
access to financial markets, but which ADB considers
creditworthy and financially sound. Since the 1997 Asian
financial crisis, borrowers, project sponsors, cofinanciers,
and host governments have aimed to hedge currency
mismatch risks by using the revenue currency as the
borrowing currency. ADB’s PCGs can cover local
currency debt, including domestic bond issues or long-
term loans from local financial institutions. For private
sector transactions not supported by a counterguarantee
from the host government, the exposure limit is
$75 million or 25% of the project cost, whichever is less.
Guarantee fees for private sector transactions are
determined by the market. Guarantee fees for transac-
tions backed by a host government guarantee comprise
a standard counterguarantee fee of 40 basis points
(0.4%) per annum on the present value of the outstanding
guarantee obligation plus a front-end fee to cover ADB’s
processing costs. Fees can be charged either to the
borrower or lender. One PCG project in the public sector
was approved in 2001 to support the SME Sector
Development Program in Sri Lanka.

ADB is committed to further develop the regional
bond markets by using its guarantee products. ADB's
guarantee instruments are reliable in catalyzing capital
flows to its DMCs by providing necessary credit
enhancements. ADB’s total exposure toward loan
guarantees is disclosed in Note E to the OCR Financial
Statements.

Private sector equity investments and loans: The
Charter allows ADB to use the OCR to make total equity
investments in private enterprises up to 10% of its
unimpaired paid-in capital with reserves and surplus,
exclusive of special reserve. As of 31 December 2001,
there were 61 companies in which ADB held equity
only, 23 in which it provided loans only, and

Lending Ratesa

(% per annum)

2001 2000

 1 January 5.50 5.72 Multicurrency
6.70 6.46 US Dollar

 1 July 5.21 5.68 Multicurrency
6.70 6.53 US Dollar

a Lending rates are set on 1 January and 1 July every year and are valid for
6-month periods.
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21 companies where it provided both equity and loans.
The total equity portfolio for both outstanding and
undisbursed approved facilities amounted to $449.2 mil-
lion, including $0.5 million relating to the Japan Special
Fund at year-end 2001. This represents about 3.5% as
against the 10% ceiling defined by the Charter.

At the end of 2001, the overall private sector
portfolio (equity investments and loans) was about
$1.2 billion, which is within the operational limit of
$1.5 billion set by the Board of Directors. As an interim
arrangement, pending the implementation of a more
objective capital allocation methodology, approvals of
private sector operations in excess of $1.5 billion are
allowed beginning in September 2001. It is also ADB’s
policy to limit a single project exposure (aggregate
equity investment and loan) to the lesser of $75 million
or 25% of total project cost. In 2001, ADB approved
equity investments amounting to $30.4 million in three
projects. These were $0.4 million in NDB Housing Bank
Limited in Sri Lanka; $25 million in the Lombard Thailand
Intermediate Fund, LLC; and $5 million in the Mekong
Enterprise Fund, a regional project.

Equity

Total shareholders’ equity, after reclassifying the
notional maintenance value of $0.4 million as of
31 December 2000, grew from $10.4 billion as of
31 December 2000 to $10.9 billion as of 31 December
2001. This was primarily due to 2001 net income after
appropriation of guarantee fee to special reserve of
$862.0 million, offset by unfavorable translation
adjustments of $289.5 million, and unfavorable
movement in the exchange rates and notional
maintenance value of $174.7 million.

In addition to subscribed and paid-in capital, capital
backing in the form of callable capital can be called
only if required to meet ADB’s obligations incurred on
borrowings or guarantees under the OCR. As of 31
December 2001, the callable shares subscribed
amounted to $40.6 billion.

Borrowings

In May 2001, the Board of Directors approved a
borrowing program of $3.4 billion equivalent for
28 May 2001 to 30 April 2002. As in previous years,
implementing the borrowing program for 2001/2002
focused on the core objective of ensuring the
availability of long-term funds at the lowest cost
possible for ADB’s lending operations. Accordingly, in
2001, ADB employed a selective bond issuance
funding strategy, concentrating mainly on private
placement transactions that offer cost-efficient

funding. Under this strategy, in July 2001 ADB
established a $20 billion Global Debt Issuance Facility
(GDIF) designed to increase its responsiveness to
opportunities in the private placement market.

The newly established GDIF allowed ADB to issue
bonds at short notice and in a currency, size, and
structure that matched investors’ needs. As a result, in
2001 ADB completed a total of 15 structured private
placement transactions under the GDIF, raising about
$700 million in long-term funds. Interest rate and
currency swaps allowed ADB to transform these
structured borrowings into plain “vanilla” liabilities on a
fully hedged basis. Aside from the private placement
transactions, ADB also raised about $500 million
through two public offerings in July 2001, bringing total
2001 medium- and long-term borrowings to about
$1.2 billion. First, ADB issued a 10-year A$500 million
bond in Australia’s domestic debt market; with a
10-year maturity, the issue became the longest maturity
deal launched by a supranational entity in that market.
Second, ADB reopened its existing 6.75%, $1.0 billion
global bond due 2007 in the amount of $250 million,
increasing the outstanding principal to $1.2 billion.

The average life of long-term borrowings undertak-
en in 2001 was about 6.2 years, compared with 5.6
years in 2000. As part of its market diversification
strategy, ADB borrowed in three currencies, with
Australian dollars accounting for about 41%, US dollars
38%, and Japanese yen 21%. After swaps, almost all the
2001 borrowings were converted into US dollar floating-
rate liabilities. Aside from the medium- and long-term
borrowings, ADB also raised short-term funds totaling
$1.2 billion through Euro-commercial paper (ECP)
issuance. As of the end of 2001, only $400 million of
ECPs were outstanding. These ECPs will be refinanced
by long-term borrowings in 2002.

The remainder of the borrowing program for 2001/
2002, amounting to $2.2 billion, will be implemented

Borrowings, 1991–2001
($ million)
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during January–April 2002. Aside from the private
placement strategy, ADB, in 2002, will focus on
maintaining its strong presence in key currency bond
markets through regular benchmark global bond issuance.

Liquidity portfolio management

The liquidity portfolio helps ensure the uninterrupted
availability of funds to meet loan disbursements, debt
servicing, and other cash requirements. It also contributes
to ADB’s earning base.

The Investment Authority, which is approved by the
Board of Directors, governs liquid asset investments. Its
primary objective is to ensure the security and liquidity
of funds invested, as ADB seeks to maximize returns on
its liquidity portfolio investment.

ADB’s investments are made in the same currencies
as received. In compliance with its Charter, ADB does
not convert currencies for investment. At present, liquid
investments are held in 18 currencies.

ADB’s liquid assets are held in obligations of
governments and other official entities, time deposits,
and other unconditional obligations of banks and
financial institutions, and, to a limited extent, in
corporate bonds, mortgage-backed securities, and asset-
backed securities of high credit quality.

The liquid assets are held in three subportfolios—
core portfolio, operational cash portfolio, and cash
cushion portfolio—all of which have different risk
profiles and performance benchmarks. The average size of

the liquidity portfolios during 2000 and 2001 is presented in
the table above.

The core portfolio is funded by equity and invested
to ensure that the primary objective of a liquidity buffer
is met. Cash inflows and outflows are minimized to
achieve the core portfolio’s objective of maximizing the
total return relative to a defined risk tolerance level. The
portfolio performance is measured against external
benchmarks with an average duration of about 2 years.

The operational cash portfolio is designed to meet net
cash requirements over a 1-month period. It is funded by
equity and invested in short-term, highly liquid money
market instruments. The portfolio performance is
measured against short-term external benchmarks.

The cash cushion portfolio holds the proceeds of
ADB’s borrowing transactions pending disbursements.
The portfolio is invested in short-term instruments and
its performance is measured against short-term external
benchmarks.

Risk management: Implementing the new
investment strategy substantially changed the treasury
risk management requirements of ADB’s investment
portfolio, requiring new monitoring measures and
reporting systems. In 2001, ADB selected and began
installing an advanced treasury risk management
system, the software components of which will enable
the Risk Management Division to enhance the current
level of risk identification, measurement, and analysis.
New tools will be introduced to measure market and
credit risks, including various value-at-risk methodolo-
gies, stress-tests, and risk-adjusted performance and

Average Size of Liquidity Portfolio
(percent per annum)

2001 2000

Core Portfolio 5,202.00 5,027.00

Operational Cash Portfolio 381.00 967.00

Cash Cushion Portfolio 1,101.00 1,461.00

TOTAL 6,684.00 7,455.00

Borrowings
(amounts in $ million)

2001 2000

Medium and Long Term
Total Principal Amount 1,207.1 1,692.6
Average Maturitya (years) 6.2 5.6
Number of Transactions

Public Offerings 2 3
Private Placements 15 1

Number of Currencies
Public Offerings 2 1
Private Placements 3 1

Short Termb

Total Principal Amountc 1,249.7 250.0
Number of Transactions 9 2
Number of Currencies 2 1

a On a first call basis.
b All Euro-commercial papers.
c At year-end, the outstanding principal amount was $400 million in 2001

and nil in 2000.

Return on Liquidity Portfolio

Annualized Financial Return (%)

2001 2000

Core Portfolio 7.25 7.00

Operational Cash Portfolio 3.59 0.97

Cash Cushion Portfolio 2.29 1.22

TOTAL 6.11 6.09
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attribution measures. The risk management system will
generate greater operational efficiency by introducing
“straight-through-processing,” linking the Treasurer’s
Department’s front, middle, and back offices. Software
implementation will be completed in late 2002.

In ADB’s private sector operations, the Risk
Management Unit has two main functions: special assets
management to give special attention to the most
vulnerable private sector projects; and credit review
to evaluate and give an independent credit judgment,
separate from the dealing officer’s judgment on
each project.

ADB is currently reviewing its ADB-wide risk
management.

Summary of financial performance and
allocation of net income

Income and expenses: Gross income decreased by
2.7%, from $2.3 billion in 2000 to $2.2 billion in 2001
because of a decrease in loan and other income. Of the
total gross income, $1.8 billion was generated by the
loan portfolio, $403.4 million by the investment portfolio,
and $21.6 million from other sources (see Selected
Financial Data on page 114).

Total operating expenses were $1.5 billion, down
by $152.3 million, or 9.1% from the previous year of
$1.7 billion. The reduction in expenses was because of a
$142.6 million decrease in interest and financial
expenses, a $33.5 million decrease in administrative
expenses,2 a $3.9 million increase in the provision for
losses, and technical assistance financing for 2001 of
$19.9 million. The provision for losses was higher for
2001 ($9.8 million), compared with 2000 ($5.9 million)
primarily because of exceptional loss provisions
established during 2001 as a result of operational
difficulties in some investee companies and private
sector borrowers. The reduction in administrative
expenses resulted primarily from the offset of front-end
fees of $34.8 million earned in 2001. Total operating
expenses accounted for 68.0% of the gross income,
compared with 72.8% in 2000.

For the year ending 31 December 2001, the
reported net income was $863.3 million, compared with
$625.7 million in 2000. The increase of $237.6 million
(representing 38.0% increase) in net income is predomi-
nantly attributable to the following.
• Income of $147.5 million related to FAS 133

adjustments reflected the initial adoption of this
standard on 1 January 2001 and the year-to-date
marked to fair value of ADB’s derivative
instruments. The FAS 133 adjustment is limited to

the change in value of derivative instruments as
opposed to all financial instruments.

• The remaining increase in income of $90.1 million
related primarily to a reduction in interest and
financial expenses, as well as administrative
expenses.
FAS 133 adjustments: Of the FAS 133 adjustment

of $147.5 million, $34.7 million reflected the initial
transition entry on adoption of FAS 133 and $153.5 mil-
lion represented the change in the values of the
derivatives during the period. These amounts have been
offset by amortization of the FAS 133 transition
adjustments during 2001 of $40.7 million. The $153.5 mil-
lion gain on derivatives arose predominantly because of
several US dollar interest rate swaps with fixed interest
receivable and floating interest payable. The significant
fall in US dollar interest rates during 2001 meant that
these derivatives gained significant value.

The adjustment to current value removes the
impact related to the adoption of FAS 133, as these
effects are already accounted for in the current value
adjustment.

Current value income: For 2001, net income was
$472.6 million under the current value basis, compared
with the pre-FAS 133 income of $715.8 million. The
decrease under the current value method was attributed
to the unfavorable currency translation adjustment for
the period, which outweighed the gain on investment
holding and the gain resulting from the downward
movement of interest rates.

Allocation of net income: During the year, in
accordance with the income and reserves policy
approved in 1997, ADB reviewed its income outlook and
allocation of 2000 net income. Based on the review, the
Board of Governors approved that the entire amount of
$625.7 million of the 2000 net income be allocated to
reserves. The Board of Directors approved that in 2001,
ADB be allowed to convert an equivalent amount of
$600 million of nondollar operating currencies into US
dollars; and that there should be no generalized change
in OCR loan charges.

Special Funds

ADB is authorized by its Charter to establish and
administer Special Funds. Special Funds being
administered as of 31 December 2001 were the Asian
Development Fund (ADF); the Technical Assistance
Special Fund (TASF); the Japan Special Fund (JSF),
including the Asian Currency Crisis Support Facility
(ACCSF); and the ADB Institute Special Fund.
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Asian Development Fund

The ADF is the concessional lending window of ADB
that provides loans to its DMCs with low per capita
gross national product and limited debt repayment
capacity. The governments of 27 donor members
(regional and nonregional) have contributed to the ADF,
which is the only multilateral source of concessional
assistance dedicated exclusively to the needs of Asia
and the Pacific. The ADF supports activities that
promote poverty reduction and improve quality of life
of ADB’s poorer DMCs. The ADF is, therefore, an
important instrument of multilateral cooperation for
achieving poverty reduction through equitable and
sustainable development in the poorest countries of Asia
and the Pacific.

ADF VIII: On completing their negotiations in
Okinawa, Japan, on 7 September 2000, donors
recommended a level of ADF operations for 2001–2004
of $5.65 billion. Of this, $2.79 billion will come from
new donor contributions, and an additional $0.12 billion
will be generated from the acceleration of encashments
in accordance with the schedule agreed by the donors.
The $2.74 billion balance will be met from the commit-
ment authority derived from repayments of earlier loans.
In December 2000, the Board of Governors adopted
Resolution No. 276, which set out the replenishment
terms and conditions. ADF VIII became effective on

14 June 2001 when the total amount of Instruments of
Contribution deposited with ADB for unqualified
contributions reached an amount equivalent to
SDR1,028,652,262 ($1,405,068,014 at the Resolution
exchange rates), thereby exceeding the trigger amount
for effectiveness, equal to 50% of all pledged
contributions (including the contribution of Hong
Kong, China, which was not reflected in the Resolution
table of contributions, and New Zealand’s increased
contribution).

By the end of 2001, ADF VIII Instruments of
Contribution had been received from 16 donors, for a
total of $1,845,752,514.3 Fourteen of those donors—
Australia; Austria; France; Hong Kong, China; Japan;
Republic of Korea; The Netherlands; New Zealand;
Norway; Singapore; Sweden; Switzerland; Turkey; and
United Kingdom—deposited untied Instruments of
Contribution. Canada and Taipei,China deposited
Instruments of Contribution containing a qualification,
as permitted by the Resolution, that all installment
payments except the first were subject to budgetary
appropriations. For details of amounts released for
operational commitment in 2001, see the column labeled
“Addition” in Table 31 in the Statistical Annex.

ADF VII: The sixth ADF replenishment (ADF VII)
was intended to cover 1997–2000. At the end of the
period, a few installment payments were still outstanding.
Italy and Australia paid their fourth installments, totaling
$48.70 million, in February 2001 and May 2001,
respectively. In March 2001, the US released $71.84 mil-
lion as partial payment of its third installment. These
resources became part of the ADF VIII commitment
authority in 2001. Since the US paid only part of its third
installment and none of its fourth installment, four
donors—Austria, France, Germany, and Malaysia—
exercised their pro rata rights and did not release their
fourth installments for operational commitment. The
total amount withheld was $58.71 million.

ADF loan approvals, disbursements, and
repayments: In 2001, 46 ADF loans totaling $1.4 billion
were approved, compared with 49 ADF loans totaling
$1.6 billion approved in 2000. Of the 2001 amount,
about 56% went to Pakistan, Viet Nam, and Bangladesh,
in order of magnitude. Disbursements during 2001
totaled $1,024.3 million, a decrease of 9.8% from
$1,135.0 million in 2000. At the end of the year,
cumulative disbursements from ADF resources were
$17.6 billion. Loan repayments during the year
amounted to $219.3 million, and cumulative repayments
were $1.6 billion. As of 31 December 2001, ADF loans
outstanding amounted to $14.8 billion. The table at left
indicates the availability and use of ADF resources in 2001.

ADF Commitment Authority
($ million, year-end)

2000 a 2001a

ADF VIII Contributions – 417.3
ADF VII Contributions 1,978.2 120.6
ADF VI Contributions 417.0 –
Expanded Advance Commitment
   Authority 2,231.4 800.0
Total ADF Resources 4,626.6 1,337.9 b

Less:
   Loans Committed 4,471.0 712.9 c

   Carryover of Conditional
      Loans Committed 0.0 584.8 d

   Provision for Disbursement Risk 155.7 35.0

TOTAL 0.0 5.3

a Total does not add due to rounding.
b Excludes pre-ADF VIII amounts for determining the ADF commitment authority

under the new financial planning framework for managing ADF resources,
as approved by the Board on 15 April 1997.

c Excludes loans that were conditionally approved in November and December
2001.

d Loans that were conditionally approved the previous year and were funded
in January 2001.
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JSF: Reducing Poverty in East Timor,
Educating Children in Viet Nam

The Japan Special Fund (JSF) continued to support ADB's efforts to reduce
poverty.

In East Timor, ADB’s first technical assistance—funded through the
JSF—will enhance the country's capacity to make more informed decisions
about its post-independence needs. A Memorandum of Understanding
between the East Timor Transitional Administration, ADB, World Bank
and the United Nations Development Programme for the design and
implementation of a joint poverty assessment was a first step in
developing a collaborative poverty reduction strategy for East Timor.
The poverty assessment included surveys at the household, village, and
community levels.

In Viet Nam, rural students, including ethnic minorities in remote areas,
will have better access to quality secondary education because of a $600,000
technical assistance grant provided by ADB using JSF monies. Vietnamese
Government officials, a representative of the Government of Japan, and
ADB staff signed a technical assistance agreement in September in Hanoi,
which cleared the way for preparing papers on key education issues,
including a detailed proposal for the Upper Secondary Education
Development Loan Project. At the signing ceremony, officials stressed the
importance of investing in education as a way to empower the poor and
reduce poverty, noting that education empowers the poor to boost their
incomes and leave the pain of poverty behind.

Status of loans: Four public
sector loans to Afghanistan, 28 public
sector loans to Myanmar, and
1 private sector loan were in
nonaccrual status at the end of 2001.
Total outstanding ADF loans to
Afghanistan amounted to $27.7 mil-
lion, to Myanmar $414.4 million, and
to the private sector $5.2 million,
together comprising about 3.0% of the
total ADF loans outstanding.

Portfolio position: The ADF
investment portfolio amounted to
$2.6 billion at the end of 2001,
compared with $2.3 billion at the end
of 2000. About 15% of the portfolio
was invested in bank deposits, and
85% in floating and fixed income
securities. The financial rate of return
on ADF investments rose to 5.4% in
2001 from 5.2% in 2000.

The portfolio was denominated
in 14 currencies, with yen and US
dollars accounting for about 30% of
portfolio holdings.

Technical Assistance Special
Fund

Review of activities: In April 2001, the Board of
Directors approved the reintroduction of the use of
ordinary capital resources (OCR) current income for
financing part of technical assistance operations. Thus,
no reallocation was made from the OCR surplus account
to the TASF. During the year, Pakistan made its 24th

direct voluntary contribution to the TASF and India
made its 17th, amounting to about $70,000 and $47,000,
respectively. These were made on a wholly untied basis.

At the end of 2001, total TASF resources amounted
to $911.0 million (see table). Of this, $829.7 million had
been committed, leaving an uncommitted balance of
$81.3 million. For details, see Table 32 in the Statistical Annex.

Operations and resource position: Technical
assistance committed (approved and effective) decreased
from $80.5 million in 2000 to $34.7 million in 2001, with
74 technical assistance projects effective during the year.
In 2001, $5.5 million ($13.4 million in 2000), representing
completed and canceled technical assistance projects, was
written back as a reduction in technical assistance for the
period and the corresponding undisbursed commitment
was eliminated. Revenue from investment increased from
$9.7 million in 2000 to $10.9 million in 2001, due to
favorable fair value changes. As a result of decreased

contribution, the uncommitted balance available for future
commitments decreased from $115.5 million in 2000 to
$81.3 million in 2001. In terms of technical assistance
approved during the year, the TASF contributed 40.8% of
funding for total technical assistance. For details, see Table
24 in the Statistical Annex.

At the end of 2001, TASF investments stood at
$185 million, down by $54 million from 2000. Other

Technical Assistance Special Fund
Cumulative Resources
($ million)

2000 2001

Regularized Replenishment
Contributions 238.0 238.0

Allocations from OCR Net Income 501.0 501.0

Direct Voluntary Contributions 87.3 87.4

Income from Investment and
Other Sources 76.7 88.1

Transfers from the TASF to the ADF (3.5) (3.5)

TOTAL 899.5 911.0

( ) Negative.
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assets—comprising dues from banks, advances to
consultants, and others—totaled $9.5 million. Accounts
payable to the OCR and others amounted to $177,000.

Japan Special Fund

Review of activities: The technical assistance grants
funded by the JSF continued to support ADB operations
aimed at reducing poverty. In March 2001, the
Government of Japan contributed 3.7 billion yen
($30.9 million equivalent) as a regular contribution to
the JSF. As of 31 December 2001, Japan's cumulative
contribution to the JSF, since its inception in 1988,
totaled 94.3 billion yen (about $813.5 million equivalent),
comprising regular contributions of 76.3 billion yen and
supplementary contributions of 18.0 billion yen. In 2001,
ADB approved 96 technical assistance grants for JSF
funding totaling $53.8 million. The uncommitted balance
as of 31 December 2001 was $39.3 million. For details,
see Tables 24 and 33 in the Statistical Annex.

Sectoral activities: In 2001, the JSF financed 37%
of the total amount of technical assistance approved by
ADB, including 72% of the total amount of project
preparatory technical assistance approved during the
year. The breakdown of JSF approvals by sector is shown
in the table below.

Asian Currency Crisis Support Facility

Review of activities: The ACCSF was established in
March 1999 for a 3-year period as an independent
component of the JSF. The ACCSF is administered by ADB
and funded entirely by the Government of Japan as part of
its financial assistance under the New Miyazawa Initiative
to countries in the region most affected by the Asian
financial crisis: Indonesia, Republic of Korea, Malaysia,
Philippines, and Thailand. The ACCSF modalities comprise

interest payment assistance (IPA), technical assistance
grants, and guarantees. The ACCSF assistance must be
approved within the 3-year period after the ACCSF was
established (i.e., not beyond 23 March 2002).

At the end of 2001, Japan’s cumulative contributions
for the IPA and technical assistance components of the
ACCSF amounted to 27.5 billion yen ($241.0 million
equivalent). In 2001, ADB approved 16 technical
assistance grants for ACCSF funding amounting to
$16.1 million (see tables below). The uncommitted
balance of ACCSF funds for IPA and technical assistance
was $89.1 million as of 31 December 2001. For details,
see Tables 24 and 34 in the Statistical Annex.

ACCSF financing is targeted at activities that
support policy dialogue, human resource development,
institutional strengthening, and other relevant efforts
focusing on bank and corporate debt restructuring;
create or develop sound financial monitoring, supervi-
sion, and regulation; enhance public sector and
corporate governance; develop social safety nets; and
protect the environment.

The Government of Japan also deposited a
promissory note for 360.0 billion yen ($2.7 billion
equivalent) in the ACCSF custodian account, which may
be encashed to meet a call on any guarantees issued
under the ACCSF. Although opportunities for using
ACCSF guarantees in relation to ADB operations in the

Asian Currency Crisis Support Facility
Technical Assistance by Country, 2001

$ Million %

Indonesia 8.9 55.3

Philippines 3.8 23.6

Thailand 1.6 9.9

Regional 1.8 11.2

TOTAL 16.1 100.0
Japan Special Fund
Technical Assistancea by Sector, 2001

$ Million %

Agriculture and Natural Resources 15.2 28.3

Social Infrastructure 11.4 21.2

Others 11.2 20.7

Transport and Communications 7.0 13.0

Multisector 3.1 5.9

Energy 3.0 5.6

Industry and Nonfuel Minerals 1.9 3.4

Finance 1.0 1.9

TOTAL 53.8 100.0

a Includes regional technical assistance.

Asian Currency Crisis Support Facility
Technical Assistance by Sector, 2001

$ Million %

Finance 6.3 39.1

Social Infrastructure 4.0 24.9

Others 3.8 23.6

Energy 1.0 6.2

Multisector 1.0 6.2

TOTAL 16.1 100.0
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DMCs eligible for ACCSF financing were identified in
2001, no ACCSF guarantee operations were concluded
during the year.

Sectoral activities: In 2001, the ACCSF financed
11% of all technical assistance approved by ADB.

ADB Institute Special Fund

The costs for operating the ADB Institute are met from
the ADB Institute Special Fund (ADBISF), which is
administered by ADB in accordance with the Statute of
ADB Institute. Japan made its fifth and sixth contributions
in the aggregate amount of 2.2 billion yen (equivalent to
$18.5 million) in March and August 2001. For details, see
ADBISF-3 in Financial Statements.

As of 31 December 2001, cumulative commitments
amounted to 7.5 billion yen (equivalent to about
$61.5 million) excluding translation adjustments. Of total
contributions received, $52.8 million had been used as
of 31 December 2001, mainly for research and capacity-
building activities, including organizing symposiums,
forums, and training; preparing research reports,
publications, and web sites; and associated administra-
tive expenses.

As of 31 December 2001, the balance of net current
assets available for future projects and programs of ADB
Institute was about $8.7 million.

Other funds managed by ADB

In addition to the OCR and Special Fund resources, ADB
also manages and administers the funds for the Japan
Scholarship Program (JSP), Japan Fund for Poverty
Reduction (JFPR), Japan Fund for Information and
Communication Technology (JFICT), and channel financing
of grants provided by bilateral donors to support technical
assistance and soft components of loans. However, these
funds do not become part of ADB’s own resources.

Japan Scholarship Program

The JSP was established in 1988 to provide an opportunity
for well-qualified citizens of DMCs to undertake
postgraduate studies in economics, management,
science and technology, and other development-related
fields at selected educational institutions in Asia and the
Pacific. The JSP is funded by the Government of Japan
and administered by ADB. Currently, 18 institutions in
10 countries participate in the JSP.

Between 1988 and 2001, the Government of Japan
contributed more than $46.1 million to the JSP. A total
of 1,334 scholarships were awarded to recipients from
34 member countries. Of these, 99 have already
completed their courses. Women received 389 scholar-

ships. The number of new scholarships awarded
annually has grown from 49 in 1988 to 170 in 2001.

Channel financing arrangements

Official grant cofinancing plays a vital role in ADB
operations, particularly in view of the continuing
constraints on TASF and ADF resources. These grant
funds support ADB’s technical assistance program and
finance soft components of its loan projects.

A majority of such grants are provided by bilateral
donors under channel financing arrangements (CFAs).
ADB acts as administrator of the funds and applies its
own guidelines and procedures in recruiting consultants,
procurement, disbursement, and project supervision.

Under a CFA, the donor enters into a comprehensive
agreement with ADB whereby the donor provides an
untied grant fund to be administered by ADB (but the
fund does not become part of ADB's own resources); the
donor indicates its preferred sectors and recipient
countries in the use of the fund; ADB regularly provides
the donor with a list and description of proposed
technical assistance projects that satisfy the donor’s
preferences; and the donor and ADB agree on the
specific activities to be financed under the fund. Funds
provided under a CFA are transferred to an interest-
bearing account and may also be invested by ADB
pending disbursement. A donor is provided with regular
financial statements and progress reports on the use of
the fund. ADB is responsible for project preparation,
processing, and administration. CFAs may be replen-
ished with additional funds at the donor's discretion.

The primary advantage of CFAs is that funding for
several individual technical assistance projects may be
provided under a single agreement. Accordingly, they
minimize the need for detailed negotiations on a case-
by-case basis and foster administrative efficiency. The first
CFA was negotiated in 1980. Since then, ADB has entered
into CFAs with 14 bilateral donors: Australia, Belgium,
Canada, Denmark, Finland, France, Italy, The Netherlands,
New Zealand, Norway, Spain, Sweden, Switzerland, and
the United Kingdom. To date, 151 technical assistance
grants have been financed under CFAs with a cumulative
amount of about $73.7 million.

In addition to the traditional type of CFA (which
may be used for several sectors), the processing of
thematic CFAs with bilateral agencies rose sharply in
2001 in such areas as renewable energy, climate
change, poverty reduction, governance, and water.
Several thematic CFAs are now being packaged as
umbrella facilities to allow more than one donor to
contribute. The traditional CFAs approved in 2001
include the Canadian Cooperation Fund on Climate
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Change, the United Kingdom Cooperation Fund for
Technical Assistance (Poverty-Focused) in India, and the
Danish Cooperation Fund on Renewable Energy and
Energy Efficiency in Rural Areas. Thematic CFAs
approved in 2001 include the Cooperation Fund for
the Formulation and Implementation of National
Poverty Reduction Strategies (first contribution by
The Netherlands), the Cooperation Fund on Water Sector
(first contribution by The Netherlands), and the Gover-
nance Cooperation Fund (first contribution by Canada). The
total amount made available over a period of several
years through these CFAs is $47.4 million equivalent.

Japan Fund for Poverty
Reduction

In support of the Poverty Reduction
Strategy, the Government of Japan
established in May 2000 the JFPR with
an initial grant contribution of
10 billion yen (about $92.6 million). An
additional contribution from the
Government of Japan of 7.9 billion yen
(about $65 million) was announced in
early 2001. By 31 December 2001, ADB
had approved 13 JFPR projects
amounting to $31.5 million. In addition,
the Government of Japan has
preapproved 8 more projects totaling
$15.7 million. ADB-approved JFPR
projects include activities on nutrition
for poor children and mothers in
Central Asia, preventive measures
against HIV/AIDS in the Greater
Mekong Subregion, upgrading housing
facilities for two slum areas in the
Philippines, helping girl street children
at risk in Indonesia, participatory
watershed management for poverty
reduction along the Yellow River in
the People’s Republic of China,
livelihood improvement in connection
with a rural infrastructure loan in the
Philippines, income-generating
activities for the poor through small
irrigation and water impounding
systems in Bangladesh, addressing
poverty of landless and bonded
agricultural workers in Nepal, low-
cost sanitation in Papua New Guinea,
rural poverty reduction in Tajikistan,
and addressing poverty near the Aral
Sea in Uzbekistan through drinking

water and employment generation. For details, see Table 35
in the Statistical Annex.

Characteristics and eligibility: The JFPR provides a
unique opportunity to pilot-test new approaches that
directly target the poor and can later be scaled up for
use in mainstream ADB operations. The JFPR also
provides more opportunities to work directly with
nongovernment organizations (NGOs) and community-
based organizations in their efforts to reduce poverty.
The JFPR finances projects that directly target poverty
reduction and that have a strong relation and clear
conceptual link to the regular ADB-financed activities.

JSP: Helping Students Get a Quality Education

To Dinh Kho, a Vietnamese student at the Asian Institute of Technology,
credits the Japan Scholarship Program (JSP) for helping him get a good
education. He notes that because of the JSP he has been able “to acquire
more knowledge” that will benefit his country as well as his career. Because
of an increase in the budget, nearly 300 scholarship slots were available
in 2001, an increase of 20 over the number in 2000. The JSP continues to
attract many applicants and is considered by the designated institutions
as one of the most successful scholarship programs in Asia and the Pacific.

JFPR Projects Are Recognized for Their Innovation

Projects funded under the Japan Fund for Poverty Reduction (JFPR) have
been recognized by stakeholders in the following ways.
• During the signing ceremonies for the JFPR-funded On-Site Integrated

Urban Upgrading for Vulnerable Slum Communities in Payatas (Manila
dumpsite), Philippine President Gloria Macapagal-Arroyo and ADB
President Tadao Chino noted the importance of the JFPR in supporting
self-help activities.

• The Uzbekistan Government sought urgent assistance from the JFPR for
a project to reduce poverty in Khorezem in the Aral Sea basin after noting
the innovative JFPR project to create jobs and provide drinking water
in Karakalpakstan.

• A JFPR project on girl street children at risk of sexual abuse in Indonesia
received widespread international media attention.

• In the six countries that make up the Greater Mekong Subregion, the
JFPR-funded project Community Action for Prevention of HIV/AIDS
received strong support from governments, media, and the community,
particularly in Cambodia and Viet Nam.

• JFPR support for improving nutrition of poor children and mothers with
iodized salt and fortified wheat in Central Asia was welcomed by the
six participating countries, the private sector, and nongovernment or-
ganizations.

• Recognition of the JFPR as an innovative tool for fighting poverty in
Asia has spread through increased coverage by the international media
and has often been cited by ADB Directors.
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Notes

1 Excluding two terminated loans amounting to $180 million.
2 This is after allocating administrative charges to the ADF of $129.5 million and offsetting front-end fee income of $34.8 million.
3 Another donor, Germany, submitted its ADF VIII Instrument of Contribution in January 2002.
4 The requirement to link JFPR projects to existing or future ADB loans also results in a different timing for approving JFPR

projects through the Government of Japan and ADB.

It is also expected that JFPR projects will enhance the
quality and impact of ADB-financed projects that they
support. Priority is given to activities that have an
innovative and demonstrative character. Project proposals
must meet all of the following eligibility criteria. They
must directly target the poor; possess a clear conceptual
link to an ADB loan;4 show sustainable impact on
poverty reduction; promote maximum community and
NGO involvement, including the possibility of disbursing
to NGOs directly as implementing agencies; demonstrate
an innovative approach to poverty reduction that is
operationally relevant for future ADB loans; and veer
from being a substitute for traditional ADB loan and
technical assistance, or for typical government financing.

Impact: The JFPR has opened the door for
innovative poverty-targeted approaches that can be
mainstreamed into the broader pipeline of ADB loans.
Because of its flexibility in the use of funds but insistence
that most funding should directly impact on the poor,
the JFPR provides opportunities to work with civil society
and show that the poor are bankable for ADB loans.
The strength of the JFPR is its implementation and
partnership on the ground and its direct target at poverty
in connection with ADB loans. Through this approach,
the poor, the governments, and ADB staff can see the
impact of the JFPR grant and its relevance to future loan
investments, and gain practical experience that could
not be facilitated through technical assistance alone. As
a result, some DMC governments have considered in
loan preparations the innovative poverty-focused features
that have been piloted under the JFPR. For example, in
Bangladesh, a JFPR project provides input for designing
a new water resource development loan; and in
Uzbekistan, discussions on JFPR projects have initiated
demand for a new ADB loan on drought-prone areas in
the Aral Sea basin. Another impact of the JFPR is its
close cooperation with NGOs and other funding agencies
such as in Indonesia with various local NGOs from
Yogjakarta; in the Philippines with Mindanao Coalition
of Development NGOs, Philippine Business for Social
Progress, and the Vincentian Missionaries; in Tajikistan
with the Aga Khan Foundation; and in Uzbekistan with
the United Nations Development Programme. Also, JFPR
projects opened new areas for ADB cooperation such as
in slum development, housing-related poverty, social

protection for disabled poor people, rural infrastructure
for livelihood improvement of the poor and watershed-
related poverty, and cooperation with the private sector
to improve nutrition for poor mothers and children.

Japan Fund for Information and
Communication Technology

The JFICT was established in July 2001 for a 3-year
period to harness the potential of information and
communication technology (ICT) and bridge the growing
digital divide in Asia and the Pacific. ADB will administer
the JFICT, which is financed with a contribution of
1,273.3 million yen (approximately $10.7 million) from
the Japanese Government.

In line with ADB’s strategic approach for ICT, the
JFICT-funded projects will have a strong relation to, and
enhance the effectiveness and impact of, ADB’s Poverty
Reduction Strategy. The strategic approach recognizes
ADB’s limited financial and human resources and
consists of three strategic thrusts: creating an enabling
environment, building human resources, and developing
ICT applications and information content.

The JFICT will finance on a pilot basis ICT-related
activities, including the purchase of ICT equipment and
services, software development, provision of technical
assistance, development of equity/fund investment
approaches, and other means. The JFICT will basically
cover activities to create and improve DMC environ-
ments for ICT development, such as policy initiatives for
developing ICT infrastructure and human resource
capacities; and to help establish a center for learning,
information, communication, and knowledge for
Asia and the Pacific.

The JFICT is a grant-financed trust fund whose
main goal is to assist DMCs in bridging the digital
divide, thereby reducing poverty in Asia and the Pacific.
Specifically, the JFICT will support ICT-related activities
in DMCs that can add substantive value to promote and
impact ADB’s Poverty Reduction Strategy and other
development objectives; encourage private sector
participation in ICT development and enhance its
capabilities in the region; and improve regional and
international cooperation, partnerships, and networking
to enhance local efforts at development through
appropriate ICT applications.
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