MANAGEMENT’S DISCUSSION
AND ANALYSIS

FINANCIAL STATEMENTS



A ADB provides different forms of financial assistance to its
¢ developing member countries. The main instruments are loans,
technical assistance, grants, guarantees, and equity investments,
which are met through various funding resources.
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looking statements that may be identified by such terms as
“believes,” “expects,” “i

intends,” or words of similar meaning. .5.‘
Such statements involve several assumptions and estimates based

on current expectations, which are subject to risks and uncertain-

ties beyond ADB’s control. Consequently, actual future results

could differ materially from those currently anticipated.
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Overview

The 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 61 members (as of
31 December 2002), of which 44 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) and Special Funds resources to
fund operations solely under ADB’s administration; and
trust funds, which are externally funded and administered
by ADB on behalf of donors. The Charter requires that each
funding resource be kept separate from the other.

Ordinary capital resources

The OCR come from three distinct sources: private
placements and capital markets in the form of borrowings;
paid-in capital provided by shareholders; and accumulated
retained income (reserves), which provide a buffer for

risk arising from operations (see http.//www.adb.org/about/
fancemgt.asp).

Financial policies

ADB adheres to prudent and conservative financial policies.
The most important financial risk facing ADB as a
multilateral development bank (MDB) is country credit risk.
ADB's income and reserves policy, and its liquidity policy,
serve as the operational framework for addressing such
country credit risk.

The review of the income and reserves policy,
undertaken by the Board of Directors in 1997, identified
ADB'’s decisive income indicators—the interest coverage
ratio (ICR) and the reserve to 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 income. The review concluded that
the minimum level for the ICR should be 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 25%. At the end of 2002,
ADB's ICR was 1.65 and the RLR was 30.83.

Due to the need to increase ADB's risk-bearing
capacity resulting from the 1997 Asian financial crisis, ADB
reviewed its OCR loan charges in 1999. A change in the
structure of these charges was recommended and approved
by the Board of Directors, and became effective on
1 January 2000. ADB'’s lending spread for 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.

In 2002, the Board of Directors approved a new
liquidity policy, which is aimed at maintaining investor
confidence by ensuring that ADB has the capacity to meet
its cash requirements in the event of a major disruption in
its cash flows. The old policy maintained a prudential
minimum level of liquid assets at no less than 40% of year-
end undisbursed loan balance. The new policy has more
dynamic cash flow-driven liquidity requirements:

e the prudential minimum level of liquidity to be
held at all times during a calendar year is 40% of the next
3 years’ proxy net cash requirements, which is the sum of
net disbursement and debt redemption;

e the discretionary liquidity will have a ceiling of
50% of the size of prudential minimum liquidity and will be
funded by debt without prior authorization of the Board of
Directors; and

e the core liquidity portfolio, which will be broadly
equivalent to the prudential minimum liquidity, can be
funded by equity capital and debt.

The three major elements that determine the
effectiveness and efficiency of ADB’s financial intermedia-
tion consist of its stand-alone financial strength, appropri-
ateness of its financial loan products, and the strength of
shareholder support.

The annual review of ADB’s income outlook and
allocation of the previous year’s net income provides the
instrument for reviewing ADB’s medium-term prospects
and the adequacy of its equity capital, net income, and
reserves. These are measures of ADB's risk-bearing
capacity, which play an important role in ensuring ADB's
financial soundness. Based on the annual review, the
Board of Directors makes a recommendation to the Board
of Governors on the amount of ADB’s OCR net income
that should be allocated to the ordinary reserve and how
much to surplus.

In May 2000, ADB'’s Board of Governors adopted
Resolution No. 270, requesting that the Board of Directors
study ADB's future resource requirements to finance its
ordinary operations, and to report its findings and
recommendations to the Board of Governors. However,
ADB's financial framework had to be reviewed before the
Board of Directors could assess the implications of the OCR
lending operations projected in the 3-year rolling work
program on its resource requirements over the medium
term. Thus, there was a need to address issues related to
the statutory controls and policies related to lending and
borrowing limitations.

The Board of Directors considered in October 2002' a
working paper reviewing ADB’s lending and borrowing
limitations in light of different interpretations taken by
other MDBs on lending limitations, and in response to
questions of interpretation raised by several ADB Directors
about ADB's lending and borrowing limitation policies, as
provided for by ADB’s Charter. The review concluded that

! This set of policies was adopted by the Board in February 2003.

ANNUAL REPORT 2002 127

=
>
2
P
()
m
=
m
4
-
w
=
wn
N
c
w
=
©)
2
>
=2
|
>
=2
>
-
=<
=
w




Selected Financial Data
(as of 31 December, amounts in $ million)

Statutory Reported Basis®

2002 2001 2000 1999 1998
Income and Expenses

From Loans 1,710.0 1,813.7 1,861.3 1,674.6 1,440.9
From Investments 3304 4034 399.9 344.0 382.9
From Other Sources 19.7 21.6 39.7 9.2 8.7
Total Income 2,060.1 2,238.7 2,300.9 2,027.8 1,832.5
Interest and Other Financial Expenses 1,155.1 1,434.1 1,576.7 1,447.2 1,206.5
Administrative Expenses” 90.6 59.0 92.6 105.9 121.7
Technical Assistance to Members 56.0 20.0 - - -
Provision for Losses 4.5 9.8 510 24.8 37.4
Total Expenses 1,306.2 1,522.9 1,675.2 1,577.9 1,365.6
Operating Income Before FAS 133 753.9 715.8 625.7 449.9 466.9
FAS 133 Adjustments 224.8 147.5 - - -
Net Income 978.7 863.3 625.7 449.9 466.9
Average Earning Assets 38,244 36,272 36,693 34,788 28,558
Annual Return on Average Earning Assets 2.56% 2.28% 1.71% 1.29% 1.63%
Return on Loans 5.93% 6.42% 6.59% 6.41% 6.78%
Return on Investments 4.26% 5.91% 5.09% 3.96% 5.27%
Cost of Borrowings 4.10% 5.54% 5.90% 5.66% 5.70%
Reserve-to-Loan Ratio 32.04% 28.47% 27.26% 25.97% 27.70%
Interest Coverage Ratio 1.85 1.58° 1.40 1.31 1.39

Pre-FAS 133 Basis Current Value Basis

2002 2001 2002¢ 2001¢

Net Income 754 716 1,183 473

Average Earning Assets 38,244 36,271 40,680 38,431

Annual Return on Average Earning Assets 1.97% 1.97% 2.91% 1.23%

Return on Loans 5.93% 6.42% 10.53% 3.11%

Return on Investments 4.26% 5.91% 9.80% 2.66%

Cost of Borrowings 4.32% 5.63% 9.85% 3.02%

Reserve-to-Loan Ratio 30.83% 28.09% 28.99% 26.66%

Interest Coverage Ratio 1.65 1.50 2.02 1.33

Nil.

Net of administration charge allocated to the Asian Development Fund.

o o o @ |

Excludes the cumulative effect of the adoption of current value basis accounting.

the financial framework ADB would adopt in assessing its
future resource requirements would include

e a policy limiting ADB’s outstanding commitments,
i.e., the sum of outstanding disbursed loan and undisbursed
loan balance, equity investments, and guarantees? to no
more than the sum of the total callable capital, paid-in
capital, and reserves (including surplus but excluding
special reserve); and

e a policy limiting ADB’s gross outstanding
borrowings to no more than the sum of callable capital of
nonborrowing members, paid-in capital, and reserves
(including surplus and special reserves), subject to the
Charter limit of 100% of callable capital.

2 ADB's financial policies require that the political risk guarantees be charged
against ADB'’s lending limitation at the nominal value of the guaranteed
obligations and at the present value of partial credit guarantees.
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Financial Accounting Standards (FAS) 133 was implemented in 2001. Accordingly, statutory reported basis is the same as pre-FAS 133 basis prior to 2001.

Excludes the one-time cumulative effect of recording the adoption of FAS 133 on 1 January 2001.

Basis of financial reporting

Statutory reporting: ADB prepares its financial statements
in accordance with generally accepted accounting principles
applied in the United States (US). Effective 1 January 2001,
ADB adopted the Financial Accounting Standards (FAS) 133,
“Accounting for Derivative Instruments and Hedging
Activities,” along with its related amendments under FAS
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
as an adjustment to the carrying value of the hedge item. In
non-hedge accounting, all changes in the fair value of hedge
instruments need to be recognized as current income. A
preliminary assessment using the FAS 133 hedge accounting
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 the FAS 133 hedge criteria does not entirely reflect
ADB's risk management strategies. 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 the FAS 133 qualifying hedge
criteria would not make the economic risks inherent in
ADB'’s financial assets and liabilities fully evident.
Accordingly, ADB chooses to adopt 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 recognized at their fair value, while 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 this Management's Discussion and Analysis:
current value basis and pre-FAS 133 basis. ADB believes
that the financial statements under current value basis
present the economic value of all its financial instruments.
On the other hand, the pre-FAS 133 basis presents the
financial information that is comparable to that in prior
years for management information and decision making.

Discussion and analysis of current value

The Condensed Current Value Balance Sheets (see page 130)
present ADB's estimates of the economic value of its
financial assets and liabilities, taking into consideration
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.
The reversal of the FAS 133 effects removes the impact
related to the adoption of FAS 133, as these effects are
already accounted for in the current value adjustment. For
details, see the Condensed Current Value Income Statement
and a summary of the effects on net income of the current
value adjustments in the balance sheet on page 131.

Current value balance sheets

Loan portfolio: The majority of ADB's 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 Manage-
ment’s best estimate of the probable expected cash flows,
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 for private sector operations. For public sector
loans, ADB has never suffered a loss, except opportunity
losses resulting from the difference between the present
value of expected payments for interest and charges,
according to the loan’s contractual terms, and actual
timing of cash flows. Accordingly, no loan loss provision is
provided against public sector loans.

The positive adjustment of $2.4 billion, equivalent to
8.3% of ADB's loan balance—from the FAS 133 reported
basis of $29.5 billion to the current value basis of
$31.9 billion—indicates that the loans in the portfolio, on
average, carry a higher interest rate than ADB would be
able to originate such loans at current rates.

Investments and related swaps: Under both the
reported and current value basis, the investments held by
ADB are carried and reported at fair values. 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 valuation
models. During 2002, ADB entered into two asset swap
transactions as a result of the new liquidity policy.

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 and may be 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 of these liabilities is
calculated using market-based valuation models.

The increase in the valuation of these liabilities of
$2.4 billion—equivalent to 9.3% in the value of the
borrowings portfolio after swaps, from the FAS 133
reported basis of $26.0 billion to the current value basis of
$28.4 billion—represents the difference between the
average cost of ADB’s borrowing portfolio and its current
value based on relevant market yield curves.
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Current value income statements For the year 2002, current value net income was

$1.2 billion, compared with the pre-FAS 133 net income of
$753.9 million and the statutory reported net income of
$978.7 million (see table on page 131). The $429 million
increase from the pre-FAS 133 basis to current value basis
(i.e., current value adjustment) comprises net effect of
$130.9 million from the valuation of all outstanding
financial instruments; $89.7 million of unrealized
investment holding gains; and $208.4 million of
accumulated translation adjustments for the year ended

31 December 2002 (see table on page 131).

The total current value adjustment of $429.0 million for the
year ended 31 December 2002 (unfavorable adjustment of
$243.2 million in 2001) represents the change in the current
value of all ADB's financial instruments during the year.
The current value adjustment reflects changes in both interest
rates and currency exchange rates. For 2001, the current
value adjustment included a transition loss of $81.7 million,
which was the cumulative effect of the adoption of the
current value basis of accounting on 1 January 2001.

Condensed Current Value Balance Sheets at 31 December 2002 and 2001
($ thousand)

31 December 2002 31 December 2001

Reversal of Current Current
FAS 133 FAS 133 Pre-FAS 133 Value Value Current
Reported Basis Effects® Basis Adjustments Basis Value Basis
Due from Banks 473,360 - 473,360 - 473,360 68,823
Investments and Accrued Income® 9,102,853 - 9,102,853 - 9,102,853 8,330,341
Loans Outstanding and Accrued
Interest 29,485,151 (1,098) 29,484,053 2,438,050 31,922,103 30,697,150
Equity Investment 211,267 - 211,267 - 211,267 208,018
Receivable from Members 316,547 - 316,547 (135,055) 181,492 200,543
Receivable from Swaps
Investments 511,937 (8,005) 503,932 8,005 511,937 -
Borrowings 9,231,868 (641,150) 8,590,718 641,150 9,231,868 6,379,403
Other Assets 504,209 - 504,209 - 504,209 478,096
TOTAL 49,837,192 (650,253) 49,186,939 2,952,150 52,139,089 46,362,374
Borrowings and Accrued
Interest 26,236,013 (9,221) 26,226,792 2,418,385 28,645,177 26,734,750
Payable for Swaps
Investments 548,218 (17,167) 531,051 17,167 548,218 -
Borrowings 9,027,166 (261,793) 8,765,373 261,793 9,027,166 6,784,076
Accounts Payable and
Other Liabilities 1,673,632 - 1,673,632 - 1,673,632 1,955,836
Total Liabilities 37,485,029 (288,181) 37,196,848 2,697,345 39,894,193 35,474,662
Paid-In Capital 3,246,837 - 3,246,837 - 3,246,837 2,989,775
Net Notional Maintenance
of Value Receivable/Payable (488,456) - (488,456) - (488,456) (462,456)
Ordinary Reserve 8,470,092 - 8,470,092 (466,055) 8,004,037 7,589,531
Special Reserve 183,764 - 183,764 - 183,764 182,903
Surplus 116,645 - 116,645 - 116,645 116,645
Cumulative Revaluation
Adjustments Account 147,501 (147,501) - - - -
Net Income after Appropriation 977,815 (224,756) 753,059 429,010 1,182,069 471,314
Accumulated Other
Comprehensive Income (302,035) 10,185 (291,850) 291,850 - -
Total Equity 12,352,163 (362,072) 11,990,091 254,805 12,244,896 10,887,712
TOTAL 49,837,192 (650,253) 49,186,939 2,952,150 52,139,089 46,362,374
- Nil.
() Negative.

@ Translated using exchange rates at transaction date.
b Including securities transferred under securities lending arrangement of $1,129,208 in 2002 and $1,489,870 in 2001.
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Condensed Current Value Income Statements for the Years Ended 31 December 2002 and 2001

($ thousand) =
>
31 December 2002 31 December 2001 =2
Year-to-Date Adjustments to Year-to-Date Year-to-Date >
Reported Basis Current Value  Current Value Basis Current Value Basis rmn
Income E
From Loans 1,709,943 - 1,709,943 1,813,640 =
From Investments 330,448 = 330,448 403,436 =1
From Other Sources Net 19,723 - 19,723 21,634 wn
Total Income 2,060,114 - 2,060,114 2,238,710 E
Expenses g
Interest and Other Financial Expenses 1,155,167 - 1,155,167 1,434,112 c
Administrative Expenses 90,553 - 90,553 59,039 &
Technical Assistance to Member Countries 55,998 - 55,998 19,962 6
Provision for Losses 4,476 (4,476) - - =
Total Expenses 1,306,194 (4,476) 1,301,718 1,513,113 >
Operating Income =
Before FAS 133 Adjustment 753,920 4,476 758,396 725,597 O
FAS 133 Adjustment 224,756 (224,756) - - ;
Current Value Adjustments - 429,010 429,010 (243,150) b
Provision for Losses - (4,476) (4,476) (9,838) :
Net Income 978,676 204,254 1,182,930 472,609 w
Appropriation of Guarantee Fees w
to Special Reserve (861) - (861) (1,295)
Net Income After Appropriation 977,815 204,254 1,182,069 471,314
Summary of Current Value Adjustments
($ thousand)
Balance Sheet Effects Income Statement Effects
(as of 31 December 2002) (Year to Date)
Less Prior
Borrowings Other Year 31 December 31 December
Loans  Investments after Swaps Assets Effects 2002 2001
Total Current Value Adjustments
on Balance Sheet 2,438,050 (9,162) (2,039,028)  (135,055) (123,930) 130,875 40,189
Unrealized Gains on
Investments 89,702 23,969
Accumulated Translation
Adjustments 208,433 (307,308)
Total Current Value Adjustments 429,010 (243,150)

The net increase of $130.9 million in the current value
adjustments on the balance sheet during 2002 was a result
of an increase in the mark-to-current value on loans of
$792.8 million and on receivable from members of
$12.9 million, offset by an increase in the mark-to-current
value on borrowings of $665.7 million and an investment
swap payable of $9.1 million.

Unrealized investment holding gains, reflected as part
of “Accumulated Other Comprehensive Income” under the
reported basis, are presented as current value adjustments
for current value reporting. For 2002, the change in the
mark-to-market unrealized investment holding gains
amounted to $89.7 million.

The increase in the current value adjustment from
2001 to 2002, considering the $81.7 million loss in

transition adjustment, was due primarily to changes in
exchange rates. Translation adjustments, reflected as
part of “Accumulated Other Comprehensive Income”
under the reported basis, are presented as current value
adjustments. Specifically, a significant portion of ADB's
loans, investments, and borrowings was denominated in
Japanese yen. While the Japanese yen depreciated
sharply in 2001 and appreciated sharply in 2002 against
the US dollar, this exchange rate volatility resulted in a
significant positive change of translation adjustments of
$208.4 million.

Operating activities

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

Loans: Until 30 June 2001, ADB's three lending
windows for loans from OCR were the pool-based
multicurrency loan (PMCL) window, pool-based single-
currency loan (PSCL) window in US dollars, and market-
based loan (MBL) window. With the introduction of the
London interbank offered rate (LIBOR)-based loan (LBL)
products on 1 July 2001, the PMCL and MBL were no
longer offered; on 1 July 2002, the PSCL in US dollars was
retired. For ADB to evolve into a full-fledged LIBOR-based
lender, the Board of Directors also approved the retirement
of all existing loan products, and the program of offering
borrowers the option to transform the undisbursed
balances of their PSCLs in US dollars and MBLs into LBLs
provided that the undisbursed PSCL balance was not less
than 40% of the loan amount as of 30 June 2001. By
15 December 2002, total undisbursed balances of
$6.7 billion under 97 PSCLs to 11 borrowing countries were
transformed to LBL terms as scheduled. For details, see the
table below and http://www.adb.org/finance/. As of
31 December 2002, the transformation program had been
completed. The LBL is a timely response to borrower
demand for new ADB financial loan products that suit
project needs and external debt risk management strategies.
The LBL products give borrowers a high degree of flexibility
in managing interest rate and exchange rate risks and at the
same time provide low intermediation risk to ADB.

OCR loan approvals, disbursements, repayments,
and prepayments: In 2002, 36 OCR loans totaling
$4.0 billion were approved, compared with 30 OCR loans
totaling $4.0 billion approved in 2001. Of the total OCR
2002 amount, 87.9% of the loans went to India, People’s
Republic of China, Pakistan, and Indonesia (in order of
magnitude). Disbursements in 2002 totaled $3.1 billion, an
increase of 7.6% from $2.8 billion in 2001. Principal
repayments for the year were $3.3 billion, of which

LIBOR?-Based Loan Transformation

$2.0 billion represented prepayments on loans. In 2002,

18 loans were fully prepaid and 1 loan was partially prepaid.
On 31 December 2002, cumulative loans outstanding after
allowance for losses amounted to $29.1 billion.

Status of loans: Three public sector OCR loans (two to
Myanmar and one to Nauru), and 13 private sector loans
were in nonaccrual status at the end of 2002. The total
outstanding balances of these public and private sector loans
were $3.2 million ($3.1 million in 2001) and $83.9 million
($75.4 million in 2001), respectively. The increase in private
sector loans in nonaccrual status was mainly due to
defaulted loans. One loan came out of nonaccrual status
during 2002. The combined total of $87.1 million represented
0.3% of the total OCR loans outstanding.

Lending rates: The lending rates for the PMCL and
PSCL US dollar loan windows are based on the previous
semester’s average cost of borrowings. The interest from
the MBL window is on either fixed or floating rate terms.
The lending rates for MBLs are determined on the basis of
the 6-month LIBOR with reset dates of either 15 March and
15 September or 15 June and 15 December. ADB’s pool-
based variable lending rates for multicurrency loans and for
US dollar loans are shown on page 133. For the second half
of 2002, the lending rate for multicurrency loans decreased
to 3.91% per annum, and the rate for US dollar loans
decreased to 6.34% per annum.

In addition to lending rates, lending spread is charged
to all borrowers. As of 1 January 2000, this was between
40 and 60 basis points. For private enterprises, the lending
spread is determined on a case-by-case basis to cover
ADB'’s risk exposure to particular borrowers and projects.

Twenty-seven LBLs became effective in 2002, of which
23 are in US dollars and 4 in Japanese yen. In addition,
undisbursed balances of $6.7 billion under 97 PSCL US
dollar loans were transformed to LBL terms. The lending
rates are based on the 6-month LIBOR by reference to each
loan service payment date, plus a lending spread.

1% Batch
(31 July 2002)
No. of $
Loans Million
Bangladesh - -
China, People’s Republic of 13 1,316
Fiji Islands - -
India 11 1,989
Indonesia - -
Malaysia - -
Papua New Guinea - -
Philippines - -
Thailand - -
Uzbekistan - -
Viet Nam - -
TOTAL 24 3,305
- Nil.

@ London interbank offered rate.
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2" Batch 3 Batch Total
(31 October 2002) (15 December 2002) Transformation
No. of $ No. of $ No. of $
Loans Million Loans Million Loans Million
- - 2 97 2 97
- - 1 92 14 1,408
- - 1 26 1 26
- - - - 11 1,989
- - 30 1,658 30 1,658
- - 2 48 2 48
- - 5 102 5 102
- - 22 1,084 22 1,084
- - 3 51 3 51
- - 6 236 6 236
- - 1 20 1 20
- - 73 3,414 97 6,719



Lending Rates®?
(% per annum)

2002 2001

1 January 5.08 5.50 Multicurrency
6.69 6.70 US Dollar

1 July 3.91 5.21 Multicurrency
6.34 6.70 US Dollar

@ Lending rates are set on 1 January and 1 July every year and are valid for 6-month
periods.

For public sector LBLs, rebates and surcharges are
standard features, which can have two components:
adjustment of ADB’s basic lending spread; and adjustment
of the cost base. To maintain the principle of cost pass-
through pricing, ADB returns the actual sub-LIBOR funding
cost margin to its LBL public sector borrowers through
rebates. A surcharge could arise if ADB’s funding cost is
above 6-month LIBOR, which is remote unless ADB
experiences serious credit deterioration. Rebate/surcharge
rates are set on 1 January and 1 July every year and are
based on the actual average funding cost margin for the
preceding 6-month period. In 2002, ADB returned the actual
sub-LIBOR funding cost margin of $2.4 million to its LBL
public sector borrowers based on the rebate rates.

Technical assistance: ADB considers technical
assistance (see http://www.adb.org/TA/) programs as an
important part of ADB’s overall operations in helping DMCs
meet their development objectives. From 1967 to 1991,
technical assistance expenses were charged to the OCR
and to other technical assistance funding resources—
Technical Assistance Special Fund, Japan Special Fund, and
trust/grant funds. From 1992 to 2000, no technical
assistance expenses were charged to the OCR. In 2001, the
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 is subject to
the approval of the Board of Directors.

Guarantees: ADB provides guarantees as credit
enhancements for eligible projects to cover risks that 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'’s total exposure toward signed and
effective loan guarantees is disclosed in Note E of the OCR
Financial Statements.

ADB offers two guarantee products—political risk
guarantees (PRG) and partial credit guarantees (PCG)—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
in which ADB has direct participation. ADB can cooperate
with other multilateral, official, and private sector lenders
and insurers in providing its guarantee products.

Rebate Rates
(% per annum)

US Dollar Japanese Yen
1 January 2002 0.41 0.17
1 July 2002 0.36 0.16

Political risk guarantees: ADB’s 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 of expropria-
tion, currency inconvertibility or nontransferability, political
violence, and breach of contract, and is available for loans
and other forms of debt instruments. Equity instruments
are ineligible for PRG coverage. Tenors are based on the
merits of the underlying project. All or part of the
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 are
market-based and comprise guarantee fees, front-end fees,
and standby fees. ADB's PRG is callable when a guaranteed
event has occurred and such an event has resulted in debt
service default to the guaranteed lender.

In 2002, ADB approved four PRG transactions: One
supporting a $25 million commercial loan to develop a
power project in Viet Nam has become effective. This PRG
was provided under ADB’s Co-Guarantee Program whereby
ADB acted as the guarantor-of-record, and laid off all risks
associated with the PRG to a private sector political risk
insurer. The three remaining approved PRGs, with total
support of $235 million, were not effective as of
31 December 2002.

Partial credit guarantees: The PCG provides
comprehensive cover (of both commercial and political
risks) for a specific portion of the debt service profile
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 govern-
ment, the exposure limit stands at $75 million or 25% of
the project cost, whichever is less. Guarantee fees for
private sector transactions are market-based. Fees for
transactions backed by the host government guarantee
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comprise a standard guarantee 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 the lender. One PCG project ($500 million
equivalent in Japanese yen) in the public sector was
approved and effective in 2002 to support the Power Sector
Restructuring Project in the Philippines.

ADB is committed to further develop the capital
markets in the region by using its guarantee products
and complementary financing scheme (CFS). ADB's
guarantee instruments and CFS are reliable instruments in
catalyzing capital flows to its DMCs by providing necessary
credit enhancements.

Private sector equity investments and loans: ADB's
Charter allows ADB to use the OCR to make total equity
investments in private enterprises up to 10% of its
unimpaired paid-in capital, together with reserves and
surplus, exclusive of special reserve. As of 31 December
2002, there were 57 companies in which ADB held equity
only, 24 for loans only, and 17 companies in which it
provided both equity and loans. The total equity portfolio for
the OCR for both outstanding and undisbursed approved
facilities net of allowance for probable losses amounted to
$409.2 million at 31 December 2002. This represented about
33% of the ceiling defined by the Charter.

As of 31 December 2002, the overall private sector
portfolio (equity investments and loans) was about
$1.2 billion, which was 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 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 2002, ADB approved equity invest-
ments amounting to $35.5 million in four projects.

Equity

Total shareholders’ equity on reported basis grew from
$10.9 billion as of 31 December 2001 to $12.4 billion as of
31 December 2002. This was primarily due to the 2002 net
income of $978.7 million, favorable translation adjustments
of $200.7 million, net effect of change in special drawing
rights (SDR) value on capital and reserves of $189.7 million,
unrealized investment holding gains of $89.7 million, and
capital subscriptions received of $10.5 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 2002, the
callable capital subscribed amounted to $43.9 billion.

Borrowings

In 2002, ADB completed 80 borrowing transactions in US
dollars, Australian dollars, Japanese yen, euro, and Hong
Kong dollars, raising $5.9 billion in long-term funds (see
table on page 135). The average maturity of such long-term
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borrowings was 7.2 years, compared with 6.2 years in
2001. After swaps, $3.3 billion or 57% of 2002 borrowings
was in US dollars and the remaining $2.6 billion in
Japanese yen. ADB's swap guidelines require that the swap
counterparties have a credit rating of double A or higher.
ADB does not anticipate that any of its counterparties will
fail to perform their obligations under such agreements.

ADB's overriding borrowing objective has always been
to ensure that funds are available to meet its net cash
requirements at the lowest possible cost. Subject to this
objective, ADB seeks to diversify its funding sources across
markets, instruments, and maturities. One of ADB'’s core
funding strategies is to maintain a strong presence in key
currency bond markets through regular issuance of
benchmark global bonds. Consequently, ADB continues to
enhance the execution of its global bond issues, focusing
on offering investors fairly priced bonds through a price
discovery process, achieving a broad-based distribution
both geographically as well as by investor type, and
ensuring secondary market liquidity. Importantly, ADB also
issues bonds on an opportunistic basis to generate funds at
the lowest cost possible. In this regard, ADB can execute
opportunistic and private placement transactions on short
notice and in the size, structure, and maturity that meet
investors’ requirements. As part of its development
mandate, ADB continues to contribute to the development
of the regional bond markets through local currency bond
issuance. Finally, ADB makes use of the euro-commercial
paper (ECP) program to bridge-finance cash flow
deficiencies when market conditions are not favorable for
issuing long-term debt.

Of the total 2002 borrowings, $3 billion was raised
through three public offerings. In January 2002, ADB
launched a 5-year $2.0 billion benchmark global bond
issue, marking its return to the global US dollar market for
the first time since May 2000. In addition, ADB launched in
August and October 2002 two opportunistic US dollar bond
issues in the principal amount of $500 million each and
with maturities of 10 and 7 years, respectively.

To minimize costs, ADB further enhanced its private
placement funding strategy in 2002. As a result, private
placement borrowing volume increased significantly in
2002, providing ADB with $2.9 billion or almost 50% of the
year'’s total borrowing. Of the total 2002 private placement

Borrowings, 1993-2002
($ million)

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
) ® ° ° °
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Borrowings
(amounts in $ million)

2002 2001
Long Term
Total Principal Amount 59449 1,207.1
Average Maturity to First Call (years) 7.2 6.2
Average Final Maturity (years) 9.9 8.7
Number of Transactions
Public Offerings 3 2
Private Placements 77 15
Number of Currencies (before swaps)
Public Offerings 1 2
Private Placements
Short Term?
Total Principal Amount® 2,830.0  1,249.7
Number of Transactions 36 9
Number of Currencies 2 2

@ All euro-commercial paper.

b At year-end, the outstanding principal amount was $200 million in 2002, $400 million in 2001, nil in 2000, and $370

million in 1999.

borrowing, $0.6 billion was raised through 50 callable
foreign exchange-linked notes targeted at institutional
investors in Japan. These notes typically have principal
amounts in Japanese yen and coupon rates linked to
exchange rates between two currencies, such as the
Japanese yen and the US dollar. Aside from the issuance of
these structured notes, ADB also raised $1.7 billion through
eight bond issues placed with the Japanese retail market.
With issue size ranging from $40 million to $800 million,
such issues allow ADB to raise cost-efficient funds in
volume. Most of these borrowings have longer maturities,
which are attractive for smoothening ADB'’s redemption
profile. Finally, ADB executed 19 transactions totaling
$0.6 billion in the form of foreign exchange- and interest
rate-linked notes targeted at large institutional investors in
Asia. All private placement borrowings were swapped on a
fully hedged basis into “plain vanilla” floating liabilities in
Japanese yen and US dollars.

In addition to these long-term borrowings, ADB executed
a total of 36 ECP transactions in 2002, raising $2.8 billion in
short-term funds. All ECPs in 2002 were issued in US dollars
and subsequently swapped into Japanese yen. As of
31 December 2002, only $200 million ECPs were outstanding.

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. To meet this objective, ADB seeks to
maximize returns on its liquidity portfolio investments.

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
1,692.6  4,815.9 other official entities, time
56 4.5 deposits, and other unconditional
obligations of banks and financial

2000 1999

7.3 6.2 R o
institutions, and, to a limited
7 extent, in corporate bonds,
1 5 mortgage-backed securities, and

asset-backed securities of high
credit quality.
The liquid assets are held in
1 three subportfolios—core
portfolio, operational cash

250.0 1,885.0 portfolio, and cash cushion
2 50 portfolio—all of which have
1 1 different risk profiles and

performance benchmarks. The
year-end balance of the liquidity
portfolios in 2002 and 2001,
excluding securities transferred
under securities lending arrangement and pending sales
and purchases, is presented below.

The core portfolio is 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 core portfolio is funded
largely by equity. For this part, the performance is
measured against external benchmarks with an average
duration of about 2 years. The remaining part of the core
portfolio is funded by debt and is invested to maximize the
spread earned by ADB between borrowing cost and
investment income.

The operational cash portfolio is designed to meet net
cash requirements over a 1-month period. 1t is funded by

Year-End Balance of Liquidity Portfolio

($ million)
2002 2001
Core Portfolio 6,546.0 5,202.0
Operational Cash Portfolio 144.0 381.0
Cash Cushion Portfolio 1,081.0 1,101.0
TOTAL 7,771.0 6,684.0

Return on Liquidity Portfolio

Annualized Financial Return (%)

2002 2001
Core Portfolio 6.89 7.25
Operational Cash Portfolio 1.72 3.59
Cash Cushion Portfolio 1.04 2.29
RETURN ON TOTAL PORTFOLIO 5.36 6.11
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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; performance
is measured against short-term external benchmarks.

Risk management

ADB seeks to ensure that appropriate and robust tools for
risk management of treasury operations are in place. In
2002, ADB substantially completed the installation of an
advanced treasury risk management system. Prior to “live”
operation in 2003, the system will be tested and undergo a
period of parallel operation with other systems.

The treasury risk management system will link the
front, middle, and back office treasury functions into a
seamless, “straight-through-processing” environment. This
will enable more accurate, effective, and efficient risk
management of treasury operations. In addition, it will
permit the introduction of new tools for measuring and
monitoring market and credit risks, such as various value-
at-risk measures, and facilitate stress-testing and risk-
adjusted performance and attribution analysis.

In 2002, significant progress was also made in
strengthening other aspects of the risk management infra-
structure. Risk guidelines and procedures were consolidated
and updated. New methodologies for valuing highly
structured transactions were adopted. Investment bench-
marks were reviewed; and further improvements, designed
to increase operational efficiencies, were introduced. In
addition, risk-adjusted performance measurement was
strengthened, particularly in connection with the operation
of the externally managed OCR investment portfolio.

In country credit risk management, an internal
quantitative credit risk model was completed in October
2002. The model is intended to be the basis for ADB to
integrate a systematic approach to credit risk management
by having estimates of expected and unexpected loss
linked to the equity capital adequacy, loan loss allowance,
minimum net income requirement, and pricing of OCR
loans. The outputs given by the credit risk model will be
used as inputs for determining ADB’s minimum net income
requirements.

In ADB's private sector operations, the Risk Manage-
ment Unit has two main functions: special assets manage-
ment to give special attention to the more vulnerable private
sector projects; and credit review to evaluate and give an
independent credit assessment, separate from the operating
division's judgment on each project.

Summary of financial performance and
allocation of net income

Income and expenses: Gross income decreased by 8.0%
from $2.2 billion in 2001 to $2.1 billion in 2002 because of
a decrease in loan, investment, and other income. Of the
total gross income, $1.7 billion was generated by the loan
portfolio, $330.4 million by the investment portfolio, and
$19.7 million from other sources.
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Total operating expenses were $1.3 billion in 2002,
down by $216.8 million, or 14.2% from the previous year of
$1.5 billion. The reduction in expenses was because of a
$278.9 million decrease in interest and other financial
expenses and a $5.4 million decrease in provision, offset by
a $31.5 million increase in administrative expenses, and
increase in technical assistance financing of $36.0 million
for 2002. The decrease in interest and other financial
expenses was mainly due to lower interest rates for
variable rate borrowings. The increase in administrative
expenses resulted primarily from the deferral of direct loan
origination expenses of $34.8 million in 2001, compared
with $19.4 million in 2002 and increases in severance pay
and postretirement benefits that are accounted for
based on projected benefits. Total operating expenses
accounted for 63.4% of the gross income, compared with
68.0% in 2001.

For the year ended 31 December 2002, reported net
income was $978.7 million, compared with $863.3 million
of 2001. The increase of $115.4 million (representing a
13.4% increase) in net income is predominantly attributable
to the following.

e Increase in income of $77.3 million reflected the
year-to-date change in fair value of ADB’s derivative
instruments, net of amortization of transition adjustment
due to FAS 133. The FAS 133 adjustment is limited to the
change in value of derivative instruments as opposed to all
financial instruments.

e The remaining increase in income of $38.1 million
was primarily due to the reduction in interest and other
financial expenses outweighing the increase in administra-
tive expenses and technical assistance financing and the
decrease in loan and investment income for the year.

FAS 133 adjustments: The $224.8 million FAS 133
adjustment for the year ended 31 December 2002
represented a rise of $242.1 million in the values of the
derivatives net of the $17.3 million amortization of the FAS
133 transition adjustments during the year. The $242.1 mil-
lion gain on derivatives arose predominantly because ADB
has several US dollar interest rate swaps with fixed interest
receivable and floating interest payable. The net decrease
in US dollar interest rates in 2002 meant that these
derivatives gained in value.

Allocation of net income: In accordance with the
income and reserves policy approved in 1997, ADB
reviewed in 2002 its income outlook and allocation of 2001
net income. Based on the review, the Board of Governors
approved that, of the 2001 net income after appropriation
to special reserve of $862.0 million, $714.5 million be
allocated to ordinary reserve and $147.5 million to a
separate category of reserves, “Cumulative Revaluation
Adjustments Account.” This represents cumulative FAS 133
adjustments. For 2002, the Board of Directors approved
that there should be no change in OCR loan charges.

Staff retirement plan and postretirement medical
benefits: Retirement benefits are provided through a
contributory defined benefit plan (Pension Plan) where staff
employed by ADB are expected to contribute 9 1/3% of
their salary and are allowed to make additional voluntary



contributions. The Pension Plan is administered by ADB as
a separate fund, which is required to be kept separate from
ADB's resources.

In addition, the postretirement medical benefits plan
is provided to retirees who have elected to enroll in the
Postretirement Plan. ADB covers 75% of the medical
insurance premium.

For the two benefit plans, the recognition of ADB's
obligations is based on the projected benefits obligation, net
of the fair value of the projected plans assets under certain
actuarial assumptions. As of 31 December 2002, the Pension
Plan and the Postretirement Plan showed an unfunded status
of $185.5 million and $124.0 million, respectively. To the
extent allowed, certain costs, gains/losses, and obligations
are deferred and recognized in relevant accounting periods
as permitted by the accounting standards. Consequently, the
unfunded amounts are not recognized as liabilities but the
periodic retirement pension and postretirement costs based
on actuarial valuation have been recognized in the OCR
accounts. Recognition of future costs will depend on the
outcome of future events. In that respect, the fund status
and the periodic costs are reviewed annually with the assis-
tance of actuaries. Such a review may lead to a revision in
the funding rate to the Pension Plan and Postretirement Plan.

Special Funds

ADB is authorized by its Charter to establish and adminis-
ter Special Funds. Special Funds being administered as of
31 December 2002 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. Financial statements for each fund are
prepared in accordance with generally accepted accounting
principles, except for the ADF, which are special purpose
financial statements prepared in accordance with ADF
regulations (see htip://www.adb.org/finance/ADF/).

Asian Development Fund

The ADF is ADB's concessional lending window from which
loans are provided to DMCs with low per capita gross
national product and limited debt repayment capacity. The
governments of 28 donor members (regional and
nonregional) have contributed to the totality of 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 the quality of life of ADB's
poorer DMCs (see http://www.adb.org/finance/ADF).

ADF VIII: The current ADF replenishment (known as
ADF VIII), authorized in December 2000 by Resolution
No. 276 of the Board of Governors, is intended to finance
ADB'’s concessional lending operations for 2001-2004. The
total replenishment was $2.79 billion based on the
exchange rates specified in the Resolution. By the end of
2002, 23 donors had submitted their Instruments of
Contribution to ADF VIII for a total of $2.27 billion.
Twenty-one donors deposited unqualified Instruments of

Contribution. Canada and Taipei,China deposited Instru-
ments of Contribution containing a qualification, as
permitted by the Resolution, that all installment payments
except the first were subject to budgetary appropriations.
Two donors—Italy and the United States—had not
submitted their Instruments of Contribution by year-end.

By the end of the year, all donors that had submitted
their Instruments of Contribution had paid both their first
and second installments. For details of amounts released for
operational commitment in 2002, see the column labeled
“Addition” in Table 31 in the Slatistical Annex.

Shortly after it became a member of ADB in April 2002,
Portugal deposited Instruments of Contribution to both ADF
VII and ADF VIII for €34.2 million and €16.9 million,
respectively. The contribution to the ADF VII formed part of
the ADF resources that funded loan approvals in 2002.

In addition, Spain indicated that it would make an
additional contribution of $100 million (€113.4 million
equivalent) to the ADF VIII, emphasizing the humanitarian
obligation for all donors to respond to the needs of
Afghanistan and its neighboring countries. In August 2002,
the Board of Directors approved the acceptance of this
contribution subject to the terms and conditions set forth in
the Resolution. Spain provided its first installment in cash.

Of the 25 donors to the ADF VIII, 17 opted to follow
the accelerated encashment schedule specified in the
Resolution, which has an encashment profile of 7 years. Six
other donors—Austria, France, Germany, Switzerland,
Thailand, and United Kingdom—applied the regular
encashment profile, which extends over 10 years. Belgium
applied the International Development Association 12
5-year encashment profile, while Australia modified the
standard profile to accommodate its budgetary require-
ments, but its notes will be encashed within 7 years.

Asian Development Fund Commitment Authority
($ million, at year-end)

2002 2001
ADF VIII Contributions 1,072.9 417.3
ADF VII Contributions 310.0 120.6
ADF VI Contributions 0.0 -
Expanded Advance Commitment
Authority 1,600.0 800.0
Total ADF Resources? 2,983.0 1,337.9
Less:
Loans Committed 2,229.5° 712.9°
Carryover of Conditional
Loans Committed® 630.9 584.8
Provision for Disbursement Risk 89.9 35.0
TOTAL® 32.7 5.3

0.0 Less than 0.1 million.

- Nil.

@ Excludes pre-ADF VIIl amounts for determining the ADF commitment authority
under the new financial planning framework for managing ADF resources, as
approved by the Board of Directors on 15 April 1997.

Excludes loans that were conditionally approved in October-December 2002.
¢ Excludes loans that were conditionally approved in November-December 2001.
Loans that were conditionally approved in 2000 and were funded in
January 2001.

€ Total may not add due to rounding.
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ADF VII: In May 2002, the US deposited promissory
notes for a further $98.0 million of its ADF VII contribution,
consisting of $28.2 million for the balance of its third
installment, and $69.8 million as partial payment (69.8%) of
its fourth installment. Accordingly, four donors—Austria,
France, Germany, and Malaysia—which had previously
exercised their pro rata rights and not made their fourth
installments available for operational commitment, released
69.8% of such installments. The total amount released was
$48.4 million. These resources became part of the ADF VIII
commitment authority in 2002. As of 31 December 2002,
the US’ arrears under ADF VII were $30.2 million and the
amount withheld by other donors totaled $20.9 million.

ADF VI: The US cleared its ADF VI arrears by
depositing a promissory note in the amount of $17,050 in
May 2002.

ADF loan approvals, disbursements, and
repayments: In 2002, 53 ADF loans totaling $1.6 billion
were approved, compared with 46 ADF loans totaling
$1.4 billion approved in 2001. Of the 2002 amount, about
47.7% went to Pakistan, Bangladesh, and Viet Nam (in
order of magnitude). Disbursements during 2002 totaled
$1,135.5 million, an increase of 10.9% from $1,024.3 mil-
lion in 2001. At the end of the year, cumulative
disbursements from ADF resources were $18.7 billion.
Loan repayments during the year amounted to
$262.3 million, and cumulative repayments were
$1.9 billion. As of 31 December 2002, ADF loans
outstanding amounted to $17.2 billion.

Status of loans: At the end of 2002, 28 public sector
loans to Myanmar, and 14 public sector loans to Solomon
Islands were in nonaccrual status. Total outstanding ADF
loans to Myanmar amounted to $452.1 million, and to
Solomon Islands $46.0 million, together comprising about
2.9% of the total ADF loans outstanding.

Investment portfolio position: The ADF investment
portfolio amounted to $3.3 billion at 31 December 2002,
compared with $2.6 billion at 31 December 2001. About
22% of the portfolio was invested in bank deposits, and
78% in floating and fixed income securities. The financial
rate of return on ADF investments in 2002 was 4.7%,
compared with 5.4% in 2001.

The portfolio was denominated in 10 currencies. Euro,
pound sterling, Australian dollars, and Canadian dollars
accounted for 78% of the portfolio.

Technical Assistance Special Fund

Review of activities: During 2002, People’s Republic of
China (its 2"), Pakistan (its 25", and India (its 18") made
direct voluntary contributions to the TASF, amounting to
$1,000,000, $70,000, and $46,545, respectively. These were
made on a wholly untied basis.

At the end of 2002, total TASF resources amounted to
$919.6 million. Of this, $851.3 million had been committed,
leaving an uncommitted balance of $68.3 million. For
details, see Table 32 in the Statistical Annex.

Operations and resource position: Technical
assistance committed (approved and effective) decreased
from $34.7 million in 2001 to $27.9 million in 2002 with
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Technical Assistance Special Fund
Cumulative Resources

($ million)
2002 2001
Regularized Replenishment
Contributions 238.0 238.0
Allocations from OCR Net Income 501.0 501.0
Direct Voluntary Contributions 88.5 87.4
Income from Investment and
Other Sources 95.6 88.1
Transfers from the TASF to the ADF (3.5) (3.5
TOTAL 919.6 911.0
(') Negative.

58 technical assistance projects made effective during the
year. In 2002, $3.9 million ($5.5 million in 2001), represent-
ing completed and canceled technical assistance projects,
was written back as a reduction in technical assistance for
the year and the corresponding undisbursed commitment
was eliminated. Revenue from investments dropped from
$10.9 million in 2001 to $4.8 million in 2002, because of a
decrease in the size of the investment portfolio and general
lower yield prevailing globally. As a result, the uncommit-
ted balance available for future commitments decreased
from $81.3 million in 2001 to $68.3 million in 2002. The
TASF contributed 26% of funding for total technical
assistance approved in 2002.

At the end of the year, TASF investments stood at
$155 million, down 16% from 2001. Other assets—
comprising due from banks, advances to consultants, and
others—totaled $10.1 million. Accounts payable to the OCR
and others amounted to $130,000.

Japan Special Fund

Review of activities: The technical assistance grants
funded by the Japan Special Fund (JSF) continued to
support ADB operations aimed at reducing poverty. In
March 2002, Japan contributed 2.9 billion yen ($22.5 million
equivalent) as a regular contribution to the JSF. As of

31 December 2002, Japan's cumulative contribution to the
JSF, since its inception in 1988, amounted to 97.3 billion
yen (about $836.0 million equivalent), comprising regular
contributions of 79.2 billion yen and supplementary
contributions of 18.1 billion yen. In 2002, ADB approved
65 technical assistance grants for the JSF totaling

$36.4 million inclusive of those that were approved but not
yet effective (see table on page 139). The uncommitted
balance after taking into account approved technical
assistance grants not yet effective as of 31 December 2002
was $135.4 million. For details, see tables 33 and 34 in the
Statistical Annex.

Sectoral activities: In 2002, the JSF financed 20% of
the total amount of technical assistance approved by ADB,
including 54% 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
on page 139.



Japan Special Fund
Technical Assistance? by Sector, 2002

$ Million %
Agriculture and Natural Resources 8.3 22.8
Social Infrastructure 7.6 20.9
Transport and Communications 6.9 19.0
Others® 4.6 12.6
Energy 45 12.4
Multisector 2.1 5.8
Finance 1.8 4.9
Industry and Nonfuel Minerals 0.6 1.6
TOTAL 36.4 100.0

2 Includes regional technical assistance.

b Includes projects outside ADB’s economic sector classification system; these
projects pertain to, among others, central government administration, opera-
tion and regulation, customs operations, public sector reform programs, judi-
cial and legislative operations, public finance management, fiscal reforms,
environment projects, gender, governance, and tourism.

Asian Currency Crisis Support Facility

Review of activities: The Asian Currency Crisis Support
Facility (ACCSF) was established in March 1999 for a 3-year
period as an independent component of the JSF. The
ACCSF was terminated on 23 March 2002. Pending the
completion of related administrative matters, the remaining
funds will be retained in the ACCSF.

At the end of 2002, Japan’s cumulative contributions

Asian Currency Crisis Support Facility
Technical Assistance by Country, 2002

$ Million %
Indonesia 7.3 76.0
Philippines 2.3 24.0
TOTAL 9.6 100.0

Asian Currency Crisis Support Facility
Technical Assistance by Sector, 2002

$ Million %
Finance 4.0 41.7
Others? 1.9 19.8
Industry and Nonfuel Minerals 15 15.6
Social Infrastructure 1.3 1139
Agriculture and Natural Resources 0.9 9.4
TOTAL 9.6 100.0

»

Includes projects outside ADB’s economic sector classification system; these
projects pertain to, among others, central government administration, opera-
tion and regulation, customs operations, public sector reform programs, judi-
cial and legislative operations, public finance management, fiscal reforms,
environment projects, gender, governance, and tourism.

$90 million was transferred from the ACCSF to the Japan
Fund for Poverty Reduction (JEPR). ADB approved

10 technical assistance grants for ACCSF funding amount-
ing to $9.6 million inclusive of those that were approved

for interest payment assistance (IPA) and technical
assistance components of the ACCSF amounted to
27.5billion yen ($241.0 million equivalent). In 2002,
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The Japan Special Fund (JSF) is
assisting ADB’s developing member
countries in their fight against pov-
erty, and is helping ADB address its
poverty reduction objective.

With poverty continuing to be
the major obstacle to Bangladesh’s
economic growth, the need to pro-
vide facilities and services for the
poor remains significant. A JSF tech-
nical assistance grant of $500,000
is addressing this need by helping
rural women in Bangladesh increase
their household incomes through
livestock production, including
improving breed and animal health,
research, livestock and poultry
husbandry, fodder development,
livestock processing, and environ-
mental management. The agree-
ment was signed in September 2002
(see http://www.adb.org/Docu-
ments/TARS/BAN/R162_01.pdf).

Also in September, ADB
signed an agreement with the
Government of Nepal to provide
a $450,000 technical assistance
grant aimed at assessing the needs
of poor rural women and devel-
oping a feasible and comprehen-
sive package of interventions to
improve their socioeconomic sta-
tus (see http://www. adb.org/
Documents/Speeches/2002/
ms2002084.asp). The technical
assistance reaffirms ADB’s mission
to reduce poverty, and supports
the Government of Nepal’s efforts
to advance gender equality and
empower poor Nepalese women.

Technical assistance projects
were also provided through the
Asian Currency Crisis Support
Facility (ACCSF), which had been
established in 1999 as an inde-
pendent component of the JSF.

but not yet effective (see tables above). The uncommitted
balance of ACCSF funds for the IPA and technical
assistance after taking into account approved technical

Although the ACCSF has ended,
the impact of the projects funded
under this facility will be long
lasting.

The $1.5 million technical
assistance from ACCSF to Indonesia
for developing an anti-money laun-
dering regime is aimed at increasing
the soundness of Indonesia's finan-
cial system, boosting economic
development, and promoting good
governance (see http://www.adb.
org/Documents/ADBBO/AOTA/
35498012.ASP). In the Philippines,
the $1 million technical assistance
from ACCSF will draft a time-bound
plan for implementing an effective
anti-money laundering regime; and
provide support for facilitating
execution of that plan (see http://
www.adb.org/Documents/TARs/PHI/
tar_phi36003.pdf).
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assistance grants not yet effective was $23.7 million
as of 31 December 2002. For details, see Table 34 in the
Statistical Annex.

ACCSF financing was targeted at activities that supported
policy dialogue, human resource development, institutional
strengthening, and other relevant efforts focusing on bank
and corporate debt restructuring; created or developed sound
financial monitoring, supervision, and regulation; enhanced
public sector and corporate governance; developed social
safety nets; and protected the environment.

Sectoral activities: In 2002, the ACCSF financed 5%
of the total amount of technical assistance approved by
ADB (see http://www.adb.org/Documents/Reports/
Japan_Special_Fund/2001/jsf_accsf.pdy).

ADB Institute Special Fund

The costs for operating the ADB Institute are met from the
ADB Institute Special Fund, which is administered by ADB
in accordance with the Statute of ADB Institute. Japan
made its seventh contribution in the amount of 1.3 billion
yen (equivalent to $9.8 million) in May 2002.

As of 31 December 2002, cumulative commitments
amounted to 8.7 billion yen (equivalent to about $71.3 mil-
lion), excluding translation adjustments. Of the total
contributions received, $62.0 million had been used as of
31 December 2002, mainly for research and capacity-building
activities, including organizing symposiums, forums, and
training; preparing research reports, publications, and web
sites; and associated administrative expenses.

As of 31 December 2002, the balance of net current
assets excluding property, furniture, and equipment
available for future projects and programs of ADB Institute
was about $9.3 million. For more on the ADB Institute, see
htip://www.adbi.org/.

Trust funds managed by ADB

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

Japan Scholarship Program

The JSP was established in 1988 to provide an opportunity
for qualified citizens of DMCs to undertake postgraduate
studies in economics, management, science and technolo-
gy, and other development-related fields at selected
educational institutions in Asia and the Pacific. The JSP is
funded by Japan and administered by ADB. Currently,
18 institutions in 10 countries participate in the JSP.
Between 1988 and 2002, Japan contributed about
$53 million to the JSP. A total of 1,479 scholarships have
been awarded to recipients from 34 members. Of the total,
1,142 have already completed their courses. Women have
received 426 scholarships. The number of new scholarships
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They share a vision of an Asia and Pacific region
without poverty. They share the belief that
individuals can make a difference. They have some-
thing else in common as well. The Regional
Program Officer of Habitat for Humanity Interna-
tional (East/Southeast Asia Region) and the
National Project Coordinator, Technical Education
and Skills Development Authority (TESDA),
Philippines, were both recipients of the ADB-Japan
Scholarship Program (JSP).

During a 2002 gathering of scholars from the
Philippine-based Asian Institute of Management
(AIM) and the International Rice Research Institute,
the two alumni of AIM’s Masters in Development
Management Program attributed their personal
growth to education, and thanked the ADB-JSP for
making that education possible.

Both have applied their educations to work-
ing in fields where they can help others experience
the real possibility of change. Habitat for Human-
ity International—a nonstock, nonprofit organiza-
tion dedicated to eliminating poverty housing and
homelessness—helps people build homes. Based
on the premise that housing sets the stage for
making development possible, the program helps
home partners believe in themselves again. The
TESDA-United Nations Development Programme
Project empowers women by facilitating their access
to entrepreneurial support services. Providing
economic opportunities that help women improve
their incomes is critical for poverty reduction.
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awarded annually has grown from 49 in 1988 to 143 in
2002 (see htip://www.adb/org/Documents/Brochures/
Scholarship_Program/).

Channel financing arrangements

Official grant cofinancing plays a vital role in ADB
operations, particularly in view of the continuing con-
straints on TASF and ADF resources. These grant funds
support ADB’s technical assistance program and finance
mostly 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 consultant recruitment,
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 trans-
ferred to an interest-bearing account and may also be
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Immediate humanitarian and recon-
struction assistance is needed in
Afghanistan. Roads, shelter, and
employment for the refugees and
displaced persons, and support to
all regions of the country are
needed, as is a smooth transition
from humanitarian to recovery and
reconstruction assistance.

In 2002, ADB approved three
grant projects financed by the
Japan Fund for Poverty Reduction
(JFPR) as part of the assistance
pledged by the Japanese Govern-
ment in January 2002 at the
International Conference on Recon-
struction Assistance to Afghanistan.
For more on Afghanistan, see the
Special Theme chapter.

Road project: In addition to
helping meet the immediate need of
rehabilitating a busy transport route,
the $15 million grant will provide
jobs for 10,000 returning refugees

and internally displaced persons.
Over 200,000 refugees have returned
to Afghanistan from the southern
route. They need jobs. And, to avoid
further overcrowding of Kabul, the
refugees need to be temporarily
sheltered in the areas north and west
of Kandahar. The road project will
provide training in road construc-
tion, income-generating activities,
microcredit services, and nutrition
and childcare support. Basic health
education and services and medi-
cines will be provided by 400 com-
munity health workers.

Education project: The edu-
cation project will address
Afghanistan’s nonformal education
needs—to provide literacy and
vocational skills to street children,
former child combatants, and ex-
soldiers. It will stress community-
based, gender-sensitive education.
About 37,000 pupils will benefit

from the project, including over
7,000 girls who will receive edu-
cation stipends.

Health project: On 23
December 2002, ADB also ap-
proved JFPR assistance for
$3 million to improve the health
and nutrition sector, including
the reproductive health of the
rural poor in Afghanistan. The
project will explore ways for the
Ministry of Health to contract
nongovernment organizations to
help develop community-based
primary health care and thereby
reduce rural poverty. The project
aims to cut child mortality rates
by 30% over 3 years and reduce
common infectious diseases,
child malnutrition, and mater-
nal mortality rates. The project
will also generate jobs in the
construction and community
health subsectors.

invested by ADB pending disbursement. Donors are
provided with regular financial statements and progress
reports on the use of the funds. ADB is responsible for
project preparation, processing, and administration.
CFAs may be replenished 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 several bilateral donors: Australia, Belgium,
Canada, Denmark, Finland, France, Italy, the Netherlands,
New Zealand, Norway, Spain, Sweden, Switzerland, and
United Kingdom.

In addition to the traditional type of CFA (which may
be used for several sectors), the processing of thematic
CFAs with bilateral agencies has risen sharply in the last
couple of years 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.

In 2002, a new thematic poverty-focused multidonor
CFA was established with the first contribution made by
the United Kingdom for an amount equivalent to $60 mil-
lion. Norway made a contribution to the Governance
Cooperation Fund for $2 million; and Switzerland
replenished its contribution to its CFA with ADB for an

additional $600,000; and the Netherlands made an
additional contribution of $4 million to its existing
Cooperation Fund for the Water Sector.

Japan Fund for Poverty Reduction

The Japan Fund for Poverty Reduction (JFPR) was
established in May 2000. The JFPR is a trust fund to
support poverty reduction and social development activities
that can add substantive value to ADB-financed projects
(see Box above). Since 2000, Japan has contributed

$244 million in total and $81 million for 29 projects have
been approved for implementation (see http://www.adb.org/
JFPR/ and Table 35 in the Statistical Annex).

Japan Fund for Information and
Communication Technology

The Japan Fund for Information and Communication
Technology (JFICT) was established in July 2001. The JFICT
is a trust fund to assist DMCs in bridging the digital divide
to help reduce poverty. The JFICT had an initial contribu-
tion of 1.3 billion yen (approximately $10.7 million) for a
3-year period.

In 2002, two projects were approved: E-Health
Membership Insurance Cards in Viet Nam for $0.5 million,
and the Development of a Business Plan for a Center for
Learning, Information, Communication, and Knowledge for
Asia and the Pacific (CLICK) for $0.2 million (see http://
www.adb.org/Documents/others/CLICK/R21_03.pdf and Table
36 in the Statistical Annex).
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In our opinion, the accompanying balance sheets and the related statements of income and expenses,
cash flows, and changes in capital and reserves present fairly, in all material respects, in terms of
United States dollars, the financial position of the Asian Development Bank—Ordinary Capital Resources
at 31 December 2002 and 2001, and the results of its operations and its cash flows for the years then
ended, in conformity with accounting principles generally accepted in the United States of America.
These financial statements are the responsibility of the management of the Asian Development Bank;
our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with auditing standards generally accepted
in the United States of America which require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial state-
ments, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

Our audits were conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The accompanying summary statements of loans and of borrowings as at 31 December
2002 and 2001, and of statement of subscriptions to capital stock and voting power as at 31 December
2002 are presented for purposes of additional analyses and are not required parts of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the audits of
the basic financial statements and in our opinion, is fairly stated in all material respects in relation
to the basic financial statements taken as a whole.

Yarie b ruaiCoops 1

Detroit, Michigan
10 March 2003
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

BALANCE SHEET
31 December 2002 and 2001
Expressed in Thousands of United States Dollars (Note B)

ASSETS
2002 2001
DUE FROM BANKS (Notes B and C) $ 473,360 $ 68,823
INVESTMENTS (Notes B, C, D, and J)
Government and government-guaranteed obligations $2,997,595 $2,037,916
Time deposits 1,930,562 2,673,253
Other securities 2,971,376 2,063,876
Securities transferred under securities
lending arrangement 1,129,208 9,028,741 1,489,870 8,264,915
LOANS OUTSTANDING (OCR-5) (Notes A, B, and E)
(Including FAS 133 adjustment of $1,098 — 2002 and
$1,212 - 2001)
Members and guaranteed by members 28,817,999 28,334,516
Private sector 399,714 404,458
29,217,713 28,738,974
Less—allowance for loan losses 72,477 29,145,236 80,128 28,658,846
EQUITY INVESTMENTS (Notes A, B, and F) 211,267 208,018
ACCRUED INCOME
On investments 74,112 65,426
On loans 339,915 414,027 394,297 459,723
RECEIVABLE FROM MEMBERS (Note [)
Nonnegotiable, noninterest-bearing demand
obligations (Note C) 313,416 333,047
Amounts required to maintain value of currency
holdings 316 11,100
Subscription installments 2,815 316,547 4,353 348,500
RECEIVABLE FROM SWAPS (Notes B, D and H)
Investments (Including FAS 133 adjustment
of $8,005 - 2002) 511,937 -
Borrowings (Including FAS 133 adjustment
of $641,150 — 2002 and $330,164 - 2001) 9,231,868 9,743,805 6,379,403 6,379,403
OTHER ASSETS
Property, furniture, and equipment (Notes B and G) 164,956 155,262
Investment related receivables 160,003 159,500
Unamortized issuance costs of borrowings 58,979 52,343
Miscellaneous (Note L) 120,271 504,209 110,991 478,096
TOTAL $49,837,192 $44,866,324

The accompanying notes are an integral part of these financial statements (OCR-8).
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LIABILITIES, CAPITAL, AND RESERVES :
2002 2001 E
=
BORROWINGS (OCR-6) (Notes B and H) P
(Including FAS 133 adjustment of $9,221 - 2002
and $26,261 — 2001) $ 25,905,301 $24,880,784
ACCRUED INTEREST ON BORROWINGS 330,712 371,405
PAYABLE FOR SWAPS (Notes B, D and H)
Investments (including FAS 133 adjustment
of $17,167 — 2002) $ 548,218 $ =
Borrowings (Including FAS 133 adjustment
of $261,793 — 2002 and $194,674 - 2001) 9,027,166 9,575,384 6,784,076 6,784,076
ACCOUNTS PAYABLE AND OTHER LIABILITIES
Investment related payables 1,418,797 1,778,553
Undisbursed technical assistance commitments (Note K) 64,845 19,753
Advance payments on subscriptions (Note ) 33 4
Miscellaneous (Notes G and L) 189,957 1,673,632 157,526 1,955,836
CAPITAL AND RESERVES (OCR-4)
Capital stock (OCR-7) (Notes B and I)
Authorized (SDR34,909,940,000)
Subscribed (SDR34,870,170,000 — 2002 and
SDR34,746,270,000 - 2001) 47,234,435 43,628,112
Less—"callable” shares subscribed 43,912,259 40,559,590
“Paid-in” shares subscribed 3,322,176 3,068,522
Less—subscription installments not due 10,848 18,967
Subscription installments matured 3,311,328 3,049,555
Less—capital transferred to the
Asian Development Fund 64,491 59,780
3,246,837 2,989,775
Net notional amounts required to maintain value of
currency holdings (Notes B and 1) (488,456) (462,456)
Ordinary reserve (Note J) 8,470,092 7,812,436
Special reserve (Note J) 183,764 182,903
Surplus (Note J) 116,645 116,645
Cumulative Revaluation Adjustments Account (Note J) 147,501 -
Net income after appropriation (OCR-2) (Note J) 977,815 861,965
Accumulated other comprehensive income
(OCR-4) (Note J) (302,035) 12,352,163 (627,045) 10,874,223
TOTAL $49,837,192 $44,866,324
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

STATEMENT OF INCOME AND EXPENSES
For the Years Ended 31 December 2002 and 2001
Expressed in Thousands of United States Dollars (Note B)

2002 2001

INCOME (Note K)
From loans (Notes B and E)
Interest $1,595,479 $1,765,025
Commitment charge 50,297 47,050
Other 64,167 $1,709,943 1,565 $1,813,640

From investments (Notes B and D)
Interest 256,641 322,586
Net gain on sales 74,221 81,032
Net loss from futures (414) 330,448 (182) 403,436

From other sources—net (Notes E and P) 19,723 21,634
TOTAL INCOME $2,060,114 $2,238,710
EXPENSES (Note K)
Interest and other financial expenses (Note H) 1,155,167 1,434,112
Administrative expenses (Note M) 90,553 59,039
Technical assistance to member countries 55,998 19,962
Provision for losses (Notes B and E) 4,476 9,838
TOTAL EXPENSES 1,306,194 1,522,951

OPERATING INCOME BEFORE
FAS 133 ADJUSTMENT 753,920 715,759

FAS 133 ADJUSTMENT (Notes B and K) 224,756 112,845

INCOME BEFORE CUMULATIVE EFFECT OF
CHANGE IN ACCOUNTING PRINCIPLE 978,676 828,604

CUMULATIVE EFFECT OF CHANGE IN
ACCOUNTING PRINCIPLE (Note B) - 34,656

NET INCOME 978,676 863,260

APPROPRIATION OF GUARANTEE FEES
TO SPECIAL RESERVE (Note J) 861 1,295

NET INCOME AFTER APPROPRIATION
TO SPECIAL RESERVE $ 977,815 $ 861,965

The accompanying notes are an integral part of these financial statements (OCR-8).
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

OCR-3

STATEMENT OF CASH FLOWS

For the Years Ended 31 December 2002 and 2001

Expressed in Thousands of United States Dollars (Note B)

CASH FLOWS FROM OPERATING ACTIVITIES
Interest and other charges on loans received
Interest on investments received
Interest and other financial expenses paid
Administrative expenses paid
Technical assistance disbursed
Others—net

Net Cash Provided by Operating Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Sales of investment
Maturities of investment
Purchases of investment
Principal collected on loans
Loans disbursed
Property, furniture, and equipment acquired
Net sales (purchases) of equity investments

Net Cash Used in Investing Activities

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds of new borrowings
Bonds purchased for redemption and borrowings redeemed
Matured capital subscriptions collected®
Borrowing issuance expenses paid
Demand obligations of members encashed
Net currency swaps

Net Cash (Used in) Provided by Financing Activities
Effect of Exchange Rate Changes on Due from Banks
Net Increase in Due from Banks

Due from Banks at Beginning of Year

Due from Banks at End of Year

RECONCILIATION OF NET INCOME TO NET CASH PROVIDED

BY OPERATING ACTIVITIES:

Net Income (OCR-2)

Adjustments to reconcile net income to

net cash provided by operating activities:
FAS 133 Adjustment
Change in accrued income, including interest and
commitment charges added to loans

Depreciation and amortization
Change in accrued interest and other expenses
Net gain from sales of investments
Undisbursed technical assistance commitments
Change in administration charge receivable
Provision for losses charged
Cumulative effect of change in accounting principle
Others—net

Net Cash Provided by Operating Activities

$

2002

1,531,725
283,375
(1,141,698)
(58,110)
(12,694)
30,116

632,714

6,279,108
170,407,495
(177,340,600)
3,333,905
(2,812,703)

(18,724)
6,551

(144,968)

8,225,115
(8,211,815)

3,898
(19,168)

50,607

(171,778)
(123,141)

39,932
404,537

68,823

$

473,360

978,676

(224,756)

(186,904)
151,997
(88,105)
(73,807)

45,092
33,238
4,476

(7,193)

632,714

$

$

2001

1,559,651
366,408
(1,367,316)
(77,599)
(337)
19,550

500,357

6,627,494
199,790,074
(205,830,483)
1,195,800
(2,555,876)

(6,825)
(8,934)

(788,750)

2,458,205

(2,164,031)
15,740

(21,319)
53,492

(33,913)

308,174

(13,504)

6,277

62,546
68,823

863,260

(112,845)

(266,895)
138,548
(23,173)
(80,850)
19,753
1,771
9,838
(34,656)
(14,394)

500,357

1

The accompanying notes are an integral part of these financial statements (OCR-8).

In addition, nonnegotiable, noninterest-bearing demand promissory notes amounting to $17,022 ($29,952 — 2001) were received from members.
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ASIAN DEVELOPMENT BANK-ORDINARY CAPITAL RESOURCES

STATEMENT OF CHANGES IN CAPITAL AND RESERVES
For the Years Ended 31 December 2002 and 2001
Expressed in Thousands of United States Dollars (Notes B and I)

Cumulative Accumulated
Net Notional Revaluation ~ Net Income Other
Capital Maintenance  Ordinary Special Adjustments After Comprehensive
Stock of Value Reserve Reserve Surplus Account  Appropriations Income Total
Balance—
1 January 2001 $3,049,828 $ - $7,166,484 $181,608 $116,645 $ = $625,716  $(306,646) $10,833,635
Comprehensive income
for the year 2001
(Note J) 1,295 861,965 (320,399) 542,861
Change in SDR value
of paid-in shares
subscribed (110,960) (110,960)
Change in subscription
installments not due 48,656 48,656

Change in SDR value of

capital transferred to

Asian Development

Fund 2,251 2,251
Reclassification of

notional maintenance

of value (462,456) (462,456)
Allocation of 2000 net

income to ordinary

reserve (Note J) 625,716 (625,716) -
Credit to ordinary

reserve for change

in SDR value of

capital stock (Note J) 20,236 20,236

Balance—
31 December 2001 $2,989,775  $(462,456) $7,812,436 $182,903 $116,645 $ = $ 861,965 $(627,045) $10,874,223
(Forward)
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Net Notional
Maintenance
of Value

Capital
Stock

Ordinary
Reserve

Special
Reserve

Cumulative
Revaluation
Adjustments

Surplus Account

Net Income

After

Appropriations

Accumulated
Other

Comprehensive

Income Total

Balance—
31 December 2001
(Forward)

$2,989,775  $(462,456)

Comprehensive income
for the year 2002
(Note J)

Change in SDR value
of paid-in shares
subscribed

Change in subscription
installments not due

Additional paid-in
shares subscribed
during the year

Change in SDR value
of capital transferred
to Asian Development
Fund (4,711)

Change in notional
maintenance of value

Allocation of 2001 net
income to ordinary
reserve (Note J)

Allocation of 2001 net
income to cumulative
revaluation
adjustment account
(Note J)

Charge to ordinary reserve
for change in SDR value
of capital stock (Note J)

242,691

8,563

10,519

(26,000)

$7,812,436  $182,903

714,464

(56,808)

861

$116,645 $ =

147,501

$861,965

977,815

(714,464)

(147,501)

$(627,045) $10,874,223

325,010 1,303,686

242,691

8,563

10,519

(4,711)

(26,000)

(56,808)

Balance—

31 December 2002 $3,246,837  $(488,456)

$8,470,092 $183,764

$116,645  $147,501

$977,815

$(302,035) $12,352,163

Accumulated Other Comprehensive Income (Note J)
For the Years Ended 31 December 2002 and 2001
Expressed in Thousands of United States Dollar (Note B)

FAS 133 Accumulated Translation  Unrealized Investment Accumulated Other
Adjustment and Amortization Adjustments Holding Gains Comprehensive Income

2002 2001 2002 2001 2002 2001 2002 2001
Balance, 1 January $(54,898) § = $(665,472)  $(376,002) $ 93,325 $69,356 $ (627,045)  $ (306,646)
Transition adjustment - (116,313) - - - - - (116,313)
Amortization 34,567 61,415 - - - - 34,567 61,415

Other comprehensive income

for the year - - 200,741 (289,470) 89,702 23,969 290,443 (265,501)
Balance, 31 December $(20,331)  $ (54,898) $(464,731)  $(665,472)  $183,027 $93,325  $(302,035) $(627,045)

The accompanying notes are an integral part of these financial statements (OCR-8).
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

SUMMARY STATEMENT OF LOANS
31 December 2002 and 2001
Expressed in Thousands of United States Dollars (Note B)

Undisbursed Loans
Loans Balances of Not Yet Total Percent of
Borrower/Guarantor Outstanding® Effective Loans®  Effective Loans Total Loans
Bangladesh $ 62,002 $ 282,365 $ 30,200 $ 374,567 0.87
China, People’s Rep. of 6,152,455 2,234,928 1,176,460 9,563,843 22.26
Fiji Islands 50,747 42,158 - 92,905 0.22
India 4,326,459 2,645,623 1,013,600 7,985,682 18.58
Indonesia 7,799,928 2,037,063 386,000 10,222,991 23.79
Kazakhstan 277,492 79,831 - 357,323 0.83
Korea, Rep. of 3,921,433 - - 3,921,433 9.13
Malaysia 438,450 61,678 - 500,128 1.16
Marshall Islands 3,540 460 - 4,000 0.01
Myanmar 899 = = 899 na.s
Nauru 2,300 - - 2,300 0.01
Nepal 39,867 - - 39,867 0.09
Pakistan 2,352,958 876,306 622,738 3,852,002 8.96
Papua New Guinea 173,590 137,479 - 311,069 0.72
Philippines 2,551,482 1,125,399 85,000 3,761,881 8.75
Sri Lanka 86,881 119,291 16,026 222,198 0.52
Thailand 798,322 137,043 - 935,365 2.18
Uzbekistan 126,395 251,193 236,500 614,088 1.43
Viet Nam 64,759 89,046 40,000 193,805 0.45
29,229,959 10,119,863 3,606,524 42,956,346 99.96
Regional 4,444 11,556 - 16,000 0.04
TOTAL - 31 December 2002 29,234,403 10,131,419 3,606,524 42,972,346 100.00
Allowance for loan losses (72,477) (72,477)
Unamortized front-end fee (16,690) (16,690)
NET BALANCE - 31 December 2002 $ 29,145,236 $ 10,131,419 $3,606,524 $42,883,179

Made up of loans to:
Members and guaranteed by members $ 28,817,999 $ 9,916,449 $3,466,524 $ 42,200,972
Private sector (net of allowance for

loan losses) 327,237 214,970 140,000 682,207
Net balance — 31 December 2002 $ 29,145,236 $ 10,131,419 $3,606,524 $42,883,179
TOTAL - 31 December 2001 $ 28,738,974 $ 10,514,720 $3,281,315 $42,535,009

Allowance for loan losses (80,128) (80,128)
NET BALANCE - 31 December 2001 $ 28,658,846 $ 10,514,720 $3,281,315 $42,454,881

Made up of loans to:
Members and guaranteed by members $ 28,334,516 $ 10,268,101 $ 3,221,315 $ 41,823,932
Private sector (net of allowance for
loan losses) 324,330 246,619 60,000 630,949

Net balance - 31 December 2001 $ 28,658,846 $ 10,514,720 $3,281,315 $42,454,881

Amounts outstanding on loans made under the pool-based variable interest rate systems and market-based variable/floating interest rate loans totaled
$28,586,399 ($28,007,486 — 2001). The average yield on loans was 5.93% (6.42% - 2001).

Of the undisbursed balances, ADB has made irrevocable commitments to disburse various amounts totaling $85,311 ($97,520 - 2001).

3 Below 0.01%.

Includes approval of $70 million categorized under Regional.

The accompanying notes are an integral part of these financial statements (OCR-8).

150 ASIAN DEVELOPMENT BANK




OCR-5

-

=

b ]

=

o

>

-

(7, )

=

>

m

MATURITY OF EFFECTIVE LOANS =

m

=2

-

Twelve Months Five Years v

Ending Ending
31 December Amount 31 December Amount

2003 $ 1,527,981 2012 11,140,302
2004 3,506,713 2017 9,479,663
2005 3,316,284 2022 4,985,665
2006 1,844,570 2027 1,415,787
2007 2,016,410 2030 132,447

Total $39,365,822

SUMMARY OF CURRENCIES RECEIVABLE ON LOANS OUTSTANDING

Currency 2002 2001 Currency 2002 2001
Australian dollar $ 31 $ 71 New Zealand dollar 184 370
Euro 10,401 11,024 Swiss franc 75,031 77,262
Japanese yen 7,608,832 7,401,173 United States dollar 21,539,924 21,249,074

Total $ 29,234,403 $ 28,738,974
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

SUMMARY STATEMENT OF BORROWINGS
31 December 2002 and 2001
Expressed in Thousands of United States Dollars (Note B)

Borrowings Swap Arrang(—:ments2
Principal Outstanding? Payable (Receivable)®
2002 2001 2002 2001
Long-Term Borrowing:
Australian dollar $ 2,624,569 $ 1,265,406 $(2,413,935) $(1,290,423)
Canadian dollar 158,670 157,104 (170,238) (176,767)
Deutsche mark - - - (731,048)
Euro 1,150,843 677,970 (1,279,491) -
Hong Kong dollar 76,933 - (79,615) -
Japanese yen 4,171,908 4,663,401 3,222,992 1,656,207
(1,006,720) (393,505)
Korean won - 60,929 - (66,207)
Netherlands guilder - 280,799 - (307,358)
New Taiwan dollar 431,779 560,320 (464,610) (600,565)
Pound sterling 157,974 360,350 - (221,421)
Swiss franc 900,686 738,282 (456,328) (356,923)
United States dollar 16,450,968 15,648,410 5,597,078 4,751,057
(3,159,995) (1,834,626)

Subtotal 26,124,330 24,412,971
Short-Term Borrowing:
Japanese yen - - 207,096 376,812
United States dollar 200,000 400,000 (200,936) (400,560)

Subtotal 200,000 400,000
Principal amount outstanding 26,324,330 24,812,971
Unamortized discounts/premiums

and transition adjustments (419,029) 67,813
FAS 133 Adjustment to financial expenses

Total $25,905,301 $24,880,784

MATURITY STRUCTURE OF BORROWINGS OUTSTANDING®

Twelve Months Ending Five Years Ending
31 December Amount 31 December Amount

2003 $4,910,041 2012 5,734,753
2004 4,983,862 2017 857,017
2005 3,519,175 2022 84,437
2006 1,164,305 2027 160,439
2007 4,876,529 2032 33,772

Total $26,324,330

Includes zero coupon borrowings which have been recorded at their discounted values. The aggregate face amounts and discounted values of these
borrowings (in United States dollar equivalents) are:

Aggregate Face Amount Discounted Value

Currency 2002 2001 2002 2001
Swiss franc $352,559 $ 291,905 $180,174 $ 141,726
United States dollar 753,063 1,254,591 580,968 1,058,410

Include currency and interest rate swaps. At 31 December 2002, the remaining duration of swap agreements ranged from less than one year to 30 years.
Approximately 25.39% of the swap receivables and 23.89% of the payables are due from 31 December 2007 through 03 December 2032.
3 Adjusted by the cumulative effect of the adoption of FAS 133 effective 1 January 2001.
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2002 2001 2002 LLL

=
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$ 210,634 $ (25,017) (10.13)
(11,568) (19,663) 0.32

- (731,048)
(128,648) 677,970 (1.38)
(2,682) - (6.03)
6,388,180 5,926,103 3.03
- (5,278) 1.68
- (26,559)

(32,831) (40,245) (0.95)
157,974 138,929 11.57
444,358 381,359 6.05
18,888,051 18,564,841 4.84
4.50
207,096 376,812 (0.03)
(936) (560) 0.41
(0.03)
4.36
0.27
4.10

INTEREST RATE SWAP ARRANGEMENTS ©

Average Rate (%)

Receive Pay

Notional Amount Fixed Floating Maturing Through’
Receive Fixed Swaps:
Australian dollar® $ 151,982 .75 3.59 (0.32) 2005-2032
Euro® 84,435 4.40 3.62 2010
Japanese yen 84,434 5.50 (0.28) 2004
United States dollar 5,215,471 5.11 1.48 2003-2017
United States dollar'® 42,217 2.14 (0.312) 2016-2027
Receive Floating Swaps:
Japanese yen 430,616 2.23 4.13 (0.34) 2003-2032
United States dollar 80,917 2.01 6.60 1.17 2003-2014
Total $ 6,090,072

In calculating cost of borrowings, the cumulative effect of the adoption of FAS 133 is excluded. Also, calculation is based on borrowings, net of swap
exposure. Thus the weighted average cost may be negative if related swaps payable exposure is included in other currency calculation.

Bonds with put and call options were considered maturing on the first put or call date.

The interest rate swap information is based on interest rates at 31 December 2002. To the extent that interest rates change, variable interest rate information
will change.

Swaps with early termination date were considered maturing on the first termination date.

Consists of a currency coupon swap with interest receivable in Australian dollar and interest payable in Japanese yen.

Consists of a currency coupon swap with interest receivable in Euro and interest payable in Japanese yen.

10 Consists of a currency coupon swap with interest receivable in United States dollar and interest payable in Japanese yen.

7
8
9

The accompanying notes are an integral part of these financial statements (OCR-8).
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

STATEMENT OF SUBSCRIPTIONS TO CAPITAL STOCK AND VOTING POWER
31 December 2002
Expressed in Thousands of United States Dollars (Note B)

SUBSCRIBED CAPITAL VOTING POWER

Number Percent Par Value of Shares Number Percent

MEMBER of Shares of Total Total Callable Paid-in of Votes of Total

REGIONAL

Afghanistan 1,195 0.034 $ 16,187 $ 11,013 $ 5,174 15,486 0.355
Australia 204,740 5.871 2,773,367 2,579,147 194,220 219,031 5.025
Azerbaijan 15,736 0.451 213,157 198,162 14,995 30,027 0.689
Bangladesh 36,128 1.036 489,383 455,112 34,271 50,419 1.157
Bhutan 220 0.006 2,980 2,669 312 14,511 0.333
Cambodia 1,750 0.050 23,705 19,669 4,037 16,041 0.368
China, People’s Rep. of 228,000 6.539 3,088,442 2,872,102 216,340 242,291 5.559
Cook Islands 94 0.003 1,273 1,192 81 14,385 0.330
Fiji Islands 2,406 0.069 32,591 30,302 2,289 16,697 0.383
Hong Kong, China 19,270 0.553 261,028 242,741 18,287 33,561 0.770
India 224,010 6.424 3,034,395 2,821,902 212,493 238,301 5.467
Indonesia 192,700 5.526 2,610,276 2,427,489 182,787 206,991 4.749
Japan 552,210 15.836 7,480,126 6,956,283 523,843 566,501 12.997
Kazakhstan 28,536 0.818 386,543 359,465 27,078 42,827 0.983
Kiribati 142 0.004 1,924 1,788 135 14,433 0.331
Korea, Rep. of 178,246 5.112 2,414,485 2,245,420 169,065 192,537 4.417
Kyrgyz Republic 10,582 0.303 143,342 133,304 10,037 24,873 0.571
Lao PDR 492 0.014 6,665 5,947 718 14,783 0.339
Malaysia 96,350 2.763 1,305,138 1,213,731 91,407 110,641 2.538
Maldives 142 0.004 1,924 1,788 135 14,433 0.331
Marshall Islands 94 0.003 1,273 1,192 81 14,385 0.330
Micronesia, Fed. States of 142 0.004 1,924 1,788 135 14,433 0.331
Mongolia 532 0.015 7,206 6,705 501 14,823 0.340
Myanmar 19,270 0.553 261,028 242,741 18,287 33,561 0.770
Nauru 142 0.004 1,924 1,788 135 14,433 0.331
Nepal 5,202 0.149 70,465 65,521 4,944 19,493 0.447
New Zealand 54,340 1.558 736,079 684,537 51,542 68,631 1.575
Pakistan 77,080 2.210 1,044,110 970,990 73,120 91,371 2.096
Papua New Guinea 3,320 0.095 44,972 41,843 3,129 17,611 0.404
Philippines 84,304 2.418 1,141,965 1,062,004 79,961 98,595 2.262
Samoa 116 0.003 1,571 1,409 163 14,407 0.331
Singapore 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Solomon Islands 236 0.007 3,197 2,980 217 14,527 0.333
Sri Lanka 20,520 0.588 277,960 258,495 19,465 34,811 0.799
Taipei,China 38,540 1.105 522,055 485,509 36,547 52,831 1.212
Tajikistan 10,134 0.291 137,273 127,615 9,658 24,425 0.560
Thailand 48,174 1.382 652,555 606,852 45,704 62,465 1.433
Timor-Leste 350 0.010 4,741 4,402 339 14,641 0.336
Tonga 142 0.004 1,924 1,788 135 14,433 0.331
Turkmenistan 8,958 0.257 121,343 112,809 8,534 23,249 0.533
Tuvalu 50 0.001 677 623 54 14,341 0.329
Uzbekistan 23,834 0.684 322,851 300,243 22,608 38,125 0.875
Vanuatu 236 0.007 3,197 2,980 217 14,527 0.333
Viet Nam 12,076 0.346 163,579 144,818 18,761 26,367 0.605

Total Regional (Forward) 2,212,781 63.458  $29,973,889 $27,860,527 $2,113,362 2,841,585 65.192
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Number Percent Par Value of Shares Number  Percent E

MEMBER of Shares of Total Total Callable Paid-in of Votes of Total E

Total Regional (Forward) 2,212,781 63.458 $29,973,889 $27,860,527 $2,113,362 2,841,585 65.192 Sl

NONREGIONAL

Austria 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Belgium 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Canada 185,086 5.308 2,507,138 2,331,571 175,567 199,377 4.574
Denmark 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Finland 12,040 0.345 163,091 151,672 11,419 26,331 0.604
France 82,356 2.362 1,115,578 1,037,446 78,132 96,647 2.217
Germany 153,068 4.390 2,073,429 1,928,218 145,211 167,359 3.840
Italy 63,950 1.834 866,254 805,582 60,672 78,241 1.795
The Netherlands 36,294 1.041 491,631 457,211 34,420 50,585 1.161
Norway 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Portugal 12,040 0.345 163,091 151,618 11,473 26,331 0.604
Spain 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Sweden 12,040 0.345 163,091 151,672 11,419 26,331 0.604
Switzerland 20,650 0.592 279,721 260,120 19,601 34,941 0.802
Turkey 12,040 0.345 163,091 151,672 11,419 26,331 0.604
United Kingdom 72,262 2.072 978,847 910,305 68,542 86,553 1.986
United States 552,210 15.836 7,480,126 6,956,283 523,843 566,501 12.997
Total Nonregional 1,274,236 36.542 17,260,546 16,051,732 1,208,814 1,517,183 34.808
TOTAL 3,487,017 100.000 $47,234,435 $43,912,259 $3,322,176 4,358,768 100.000

Note: Figures may not add due to rounding.

The accompanying notes are an integral part of these financial statements (OCR-8).
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ASIAN DEVELOPMENT BANK—ORDINARY CAPITAL RESOURCES

NOTES TO FINANCIAL STATEMENTS
31 December 2002 and 2001

NOTE A—NATURE OF OPERATIONS AND
LIMITATIONS ON LOANS, GUARANTEES,
AND EQUITY INVESTMENTS

Nature of Operations

The Asian Development Bank (ADB), a multilateral develop-
ment finance institution, was established in 1966 with its
headquarters in Manila, Philippines. ADB and its operations
are governed by the Agreement Establishing the Asian
Development Bank (the Charter). Its purpose is to foster
economic development and co-operation in the Asian and
Pacific region and to contribute to the acceleration of the
process of economic development of the developing mem-
ber countries (DMCs) in the region, collectively and indi-
vidually. With the adoption of its poverty reduction strategy
at the end of 1999, ADB made reducing poverty in the region
its main goal. ADB provides financial and technical assis-
tance (TA) for projects and programs which will contribute
to achieving this purpose.

Mobilizing financial resources, including cofinancing, is
an integral part of ADB's operational activities. In addition,
ADB, alone or jointly, administers on behalf of donors, including
members, their agencies and other development institutions,
funds restricted for specific uses which include TA grants as
well as regional programs.

ADB'’s ordinary operations comprise loans, equity
investments, and guarantees. Commencing 2001, limited
technical assistance to member countries to support high
priority TA programs is included. ADB finances its ordinary
operations through borrowings, paid-in capital, and retained
earnings.

Limitations on Loans, Guarantees, and Equity Investments

Article 12, paragraph 1 of the Charter provides that the total
amount outstanding of loans, equity investments, and guar-
antees made by ADB shall not exceed the total of ADB's
unimpaired subscribed capital, reserves, and surplus, exclu-
sive of the special reserve. At 31 December 2002, the total of
such loans, equity investments, and guarantees aggregated
approximately 78.4% (83.9% - 2001) of the total subscribed
capital, reserves, and surplus as defined.

Article 12, paragraph 3 of the Charter provides that equity
investments shall not exceed 10% of the unimpaired paid-in
capital together with reserves and surplus, exclusive of the
special reserve. At 31 December 2002, such equity investments
represented approximately 3.3% (3.5% - 2001) of the paid-in
capital, reserves, and surplus, as defined.

NOTE B—SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES

Functional Currencies and Reporting Currency

The currencies of members are all functional currencies.
The reporting currency is the United States dollar, and the
financial statements are expressed in thousands of current
United States dollars.

Valuation of Capital Stock

The authorized capital stock of ADB is defined in Article 4,
paragraph 1 of the Charter “in terms of United States dollars
of the weight and fineness in effect on 31 January 1966” (the
1966 dollar) and the value of each share is defined as 10,000
1966 dollars. The capital stock had historically been trans-
lated into the current United States dollar (ADB’s unit of
account) on the basis of'its par value in terms of gold. From
1973 until 31 March 1978, the rate arrived at on this basis
was $1.20635 per 1966 dollar. Since 1 April 1978, at which
time the Second Amendment to the Articles of Agreement of
the International Monetary Fund (IMF) came into effect,
currencies no longer have par values in terms of gold. Pend-
ing ADB's selection of the appropriate successor to the 1966
dollar, the capital stock has been valued for purposes of
these financial statements in terms of the Special Drawing
Right (SDR) at the value in current United States dollars as
computed by the IMF, with each share valued at SDR10,000.
As of 31 December 2002, the value of the SDR in terms of
the current United States dollar was $1.35458 ($1.25562 —2001)
giving a value for each share of ADB's capital equivalent to
$13,545.80 ($12,556.20 - 2001). However, ADB could decide to
fix the value of each share at $12,063.50 based on the 31 March
1978 par value of the United States dollar in terms of gold.

Translation of Currencies

Assets and liabilities are translated from their functional
currencies to the reporting currency generally at the appli-
cable rates of exchange at the end of a reporting period.
Income and expense amounts are translated for each semi-
monthly period generally at the applicable rates of exchange
at the beginning of each period; such practice approximates
the application of average rates in effect during the period.
Translation adjustments other than those relating to
maintenance of SDR capital values (see Notes I and J), are
charged or credited to “Accumulated translation adjustments”
and reported in “CAPITAL AND RESERVES” as part of
“Accumulated other comprehensive income.”
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CONTINUED

Derivative Financial Instruments

In June 1998, the Financial Accounting Standards Board
(FASB) issued Statement of Financial Accounting Standards
(SFAS) No. 133, “Accounting for Derivative Instruments and
Hedging Activities.” SFAS No. 133 was further amended by
SFAS No. 137, “Accounting for Derivative Instruments and
Hedging Activities — Deferral of the Effective Date of FASB
Statement No. 133" and SFAS No. 138, “Accounting for Cer-
tain Derivative Instruments and Certain Hedging Activities,
an amendment of Statement 133.” The standards are herein
collectively referred to as FAS 133. FAS 133, is effective for
ADB on 1 January 2001. This statement establishes account-
ing and reporting standards requiring that every derivative
instrument be recorded in the Balance Sheet as either an
asset or liability measured at its fair value. Changes in the
fair value of derivatives are recorded in net income or other
comprehensive income, depending on whether a derivative
is designated as part of a hedge transaction and, if it is, the
type of hedge transaction.

ADB uses derivative instruments for asset/liability
management of individual positions and portfolios, as well as
for the reduction of transaction costs. In applying FAS 133 for
purposes of financial statement reporting, ADB has elected
not to define any qualifying hedging relationships. Rather, all
derivative instruments, as defined by FAS 133, have been
marked to fair value and all changes in the fair value have
been recognized in net income. ADB has elected not to define
any qualifying hedging relationships, not because economic
hedges do not exist, but rather because the application of FAS
133 hedging criteria does not make evident the impact of
economic risks inherent in ADB's financial assets and liabilities.

The cumulative effect of a change in accounting principle
includes the difference between the carrying value and the
fair value of the derivative instruments in the borrowings
portfolio on 31 December 2000 as well as loans that met
hedge criteria, offset by any gains or losses on those borrowings
and loans for which a fair value exposure was being hedged.
The net effect gave rise to a transition loss of $81,657,000 in
2001, out of which, a loss of $116,313,000 is reported in other
comprehensive income and a gain of $34,656,000 is reported
in net income. The allocation between net income and other
comprehensive income was based upon the hedging
relationships that existed before the initial application of this
statement.

Since ADB has not defined any qualifying hedging
relationships under this standard, the amount recorded in
other comprehensive income as part of the transition is being
reclassified into earnings in the same period or periods in
which the hedged forecasted transaction affects earnings.

Investments

All investment securities and negotiable certificate of
deposits held by ADB other than derivative instruments are
considered by Management to be “Available for Sale” and
are reported at estimated fair value, with unrealized gains
and losses excluded from net income and reported in “CAPI-
TAL AND RESERVES” as part of “Accumulated other com-
prehensive income.” All derivative instruments are marked
to market. Estimated fair value generally represents market
value. Time deposits are classified as “Held-to-Maturity” and
are reported at cost. Realized gains and losses are included
in income from investments and are measured by the differ-
ence between amortized cost and the net proceeds of sales.
With respect to futures, realized gain or loss is reported
based on daily settlement of the net cash margin.

Securities Transferred Under Securities
Lending Arrangement

ADB accounts for transfers of financial assets in accordance
with FAS 140, “Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities—a
replacement of FAS 125.” In general, transfers are accounted
for as sales under FAS 140 when ADB has relinquished
control over the transferred assets. Transfers that are not
accounted for as sales are accounted for as repurchase agree-
ments and collateralized financing arrangements.

Loans

ADB's loans are made to or guaranteed by members, with the
exception of loans to the private sector, and have maturities
ranging between 3 and 30 years. ADB requires its borrowers
to absorb exchange risks attributable to fluctuations in the
value of the currencies which it has disbursed. Loan interest
income and loan commitment fees are recognized on accrual
basis. With the introduction of Libor-based loans in 2001, in
line with ADB'’s principle of cost pass through pricing, any
variation in the actual cost of borrowings is passed to Libor-
based borrowers as surcharge or rebate.

It is the policy of ADB to place loans in nonaccrual status
for which principal, interest, or other charges are overdue by
six months. Interest and other charges on nonaccruing loans
are included in income only to the extent that payments have
been received by ADB. ADB follows a policy of not taking part
in debt rescheduling agreements with respect to public sector
loans. In the case of private sector loans, ADB may agree to
debt rescheduling only after alternative courses of action have
been exhausted.
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ADB determines that a loan is impaired and therefore
subject to provisioning when principal or interest is in arrears
for one year for public sector loans (unless there is clear and
convincing evidence warranting the deferment or acceleration
of such provisioning) and six months for private sector loans.
If the present value of expected future cash flows discounted
at the loan’s effective interest rate is less than the carrying
value of the loan, a valuation allowance is established with a
corresponding charge to provision for loan losses.

ADB's periodic evaluation of the adequacy of the allowance
for loan losses is based on its past loan loss experience,
known and inherent risks in existing loans, and adverse
situations that may affect a borrower’s ability to repay.

ADB levies front-end fees on all new loans. These fees are
deferred and amortized over the life of the loans after offsetting
deferred direct loan origination costs.

Equity Investments

Investments in equity securities without readily determin-
able fair values are reported at cost less probable losses
inherent in the portfolio but not specifically identifiable.

The reserve against losses for equity investments is
established quarterly based on Management's evaluation of
potential losses for such investments. Equity investments with
readily determinable fair values are reported at fair value,
with unrealized gains and losses excluded from net income
and reported in “CAPITAL AND RESERVES” as part of
“Accumulated other comprehensive income.” ADB applies the
equity method of accounting to one investment where it has
the ability to exercise significant influence.

Property, Furniture, and Equipment

Property, furniture, and equipment are stated at cost and,
except for land, depreciated over estimated useful lives on
a straight-line basis. Maintenance, repairs, and minor
betterments are charged to expense.

Accounting Estimates

The preparation of the financial statements in conformity
with generally accepted accounting principles requires Man-
agement to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of
contingent liabilities at the end of the year and the reported
amounts of revenues and expenses during the year. The
actual results could differ from those estimates.

Accounting and Reporting Developments

In November 2002, FASB issued FASB interpretation (FIN)
No. 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness
of Others” - an interpretation of FASB Statements No. 5, 57,
and 107 and rescission of FASB Interpretation No. 34. This
interpretation requires a guarantor to recognize, at the
inception of a guarantee, a liability for the fair value of all of
the obligations it has undertaken in issuing a guarantee,
including its ongoing obligation to stand ready to perform
over the term of the guarantee in the event that the specified
triggering events or conditions occur. This provision applies
to guarantees issued or modified after 31 December 2002.
FIN No. 45 also clarifies requirements about disclosures on
guarantees. Full disclosures on all outstanding financial
guarantees have been made in Notes E and N to the financial
statements.

In January 2003, FASB issued FIN No. 46, “Consolidation of
Variable Interest Entities — an Interpretation of Accounting
Research Bulletin No. 51, Consolidated Financial Statements.”
FIN No. 46 requires a variable interest entity be consolidated
and disclosed in the notes to the financial statements if ADB
is subject to a majority of the risk of loss from the variable
interest entity’s activities or entitled to receive a majority of
the entity’s residual returns or both. Variable interest entity in
ADB relates to an equity investment that is presently accounted
for under the equity method. This interpretation is effective
31 January 2003 for entities created after that date or in the
first fiscal year beginning after 15 June 2003 for the existing
entities. Adoption of this standard will not have a significant
impact on ADB's financial statements.

Statement of Cash Flows

For the purposes of the statement of cash flows, ADB consid-
ers that its cash and cash equivalents are limited to “DUE
FROM BANKS.”

Reclassification

Certain reclassifications of prior year's information have
been made to conform to the current year's presentation.

NOTE C—RESTRICTIONS ON USE OF CURRENCIES
AND DEMAND OBLIGATIONS OF
MEMBERS

In accordance with Article 24, paragraph 2(i) of the Charter,
the use by ADB or by any recipient from ADB of certain
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currencies may be restricted by members to payments for
goods or services produced and intended for use in their
territories. With respect to the currencies of 40 DMCs for
2002 (39 - 2001), cash in banks (due from banks) and
demand obligations totaling $51,660,000 ($51,919,000 - 2001)
and $229,518,000 ($217,926,000 - 2001), respectively, may
be, but are not currently so restricted.

In accordance with Article 24, paragraphs 2(i) and (ii) of
the Charter, one member (two - 2001) has restricted the use
by ADB or by any recipient from ADB of its currency to
payments for goods or services produced in its territory. As
such, cash in banks (due from banks) and investments totaling
$86,000 ($36,000 -2001) and $2,662,000 ($4,783,000 - 2001),
respectively, have been restricted. None of the demand
obligations held by ADB in 2002 was restricted ($2,778,000 -
2001).

NOTE D—INVESTMENTS AND SWAP TRANSACTIONS

The main investment management objective is to maintain
security and liquidity. Subject to these parameters, ADB
seeks the highest possible return on its investments. Invest-
ments are governed by the Investment Authority approved
by the Board of Directors in 1999. ADB is restricted by its
Investment Authority to invest in investment instruments
which are obligations of a limited class of issuers, primarily
government or government-guaranteed obligations and
corporate obligations.

ADB entered into two asset swap transactions as a new
investment vehicle with total notional amount of $40,053,000.

Included in other securities as of 31 December 2002 were
corporate bonds and other obligations of banks amounting to
$2,309,323,000 ($1,529,545,000 - 2001) and asset/mortgage-
backed securities of $662,054,000 ($534,331,000 — 2001).

Exposure to interest rate risk may be adjusted within
defined bands to reflect changing market circumstances. These
adjustments are made through the purchase and sale of
securities, financial futures and options. To increase returns,
ADB may invest in securities denominated in currencies other
than the originating functional currencies and then enter into
covered forward foreign exchange agreements in order to
maintain its original mix of functional currency holdings.
Accordingly, the financial futures, options, and covered forwards
are held for risk management rather than for trading purposes.

The currency compositions of the investment portfolio as
of 31 December 2002 and 2001 expressed in United States
dollars are as follows:

Currency 2002 2001
Australian dollar $ 371,126,000 $ 245,470,000
Canadian dollar 147,575,000 136,680,000
Euro 305,862,000 278,641,000
Japanese yen 1,563,582,000 1,078,786,000
Pound sterling 198,868,000 183,040,000
Swiss franc 400,449,000 321,441,000
United States dollar 5,758,717,000 5,785,007,000
Others 282,562,000 235,850,000

Total $9,028,741,000 $8,264,915,000

The estimated fair value and amortized cost of the
investments by contractual maturity at 31 December 2002 are
as follows:

Estimated Amortized
Fair Value Cost

Due in one year or less  $2,772,725,000

Due after one year
through five years

Due after five years
through ten years 1,483,877,000

Total $9,028,741,000

$2,770,965,000
4,772,139,000 4,637,959,000

1,441,126,000
$8,850,050,000

Time deposit at cost approximates its fair value.
Additional information relating to investments in government
and government-guaranteed obligations and other securities
is as follows:

2002 2001

As of 31 December
Amortized cost $6,919,488,000 $5,500,606,000
Estimated fair value 7,098,180,000 5,591,662,000
Gross unrealized gains 178,697,000 91,430,000
Gross unrealized losses 5,000 374,000
For the years ended

31 December
Change in net

unrealized gains 87,636,000 24,703,000
Proceeds from sales 6,279,108,000 6,627,494,000
Gross realized gains 81,017,000 86,397,000
Gross realized losses 6,796,000 5,547,000
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Asset/Mortgage-backed Securities: Asset/Mortgage-
backed securities are instruments whose cash flow is based
on the cash flows of a pool of underlying assets or mortgage
loans managed by a trust.

Futures: Futures are contracts for delayed delivery of
securities or money market instruments in which the seller
agrees to make delivery at a specified future date of a specified
instrument at a specified price or yield. Initial margin
requirements are met with cash or securities, and changes in
the market prices are settled daily. ADB generally closes out
open positions prior to maturity. Therefore, cash receipts or
payments are limited to the change in market value of the
futures. At 31 December 2002, the nominal amount of
outstanding purchase and sales contracts were $161,700,000
and $121,100,000, respectively ($294,500,000 and $187,300,000
-2001).

NOTE E—LOANS AND GUARANTEES
Loans

ADB does not currently sell its loans, nor does it believe
there is a comparable market for its loans. The estimated fair
value of all loans is based on the estimated cash flows from
principal repayments, interest and other charges discounted
at the applicable market yield curves for ADB's borrowing
cost plus lending spread. The estimated fair value of public
sector loans is not affected by credit risks based on ADB's
experience with its borrowers. Allowance for loan losses is
made against private sector loans.

The carrying amount and estimated fair value of loans
outstanding at 31 December 2002 and 2001 are as follows:

2002 2001
Carrying Estimated Carrying Estimated
Value Fair Value Value Fair Value
Fixed rate multicurrency loans $ 495,503,000 $ 635,883,000 $ 559,641,000 $ 708,134,000

Pool-based multicurrency loans
Pool-based single currency (US$) loans
LIBOR-based single currency loans
Fixed rate single currency loans

7,090,757,000
15,081,772,000
6,428,575,000
48,629,000

7,847,113,000
16,917,561,000
6,459,242,000
62,304,000

7,006,085,000
16,158,226,000
4,873,607,000
61,287,000

7,902,889,000
17,108,946,000
4,906,480,000
70,701,000

Total $29,145,236,000

$31,922,103,000 $28,658,846,000 $30,697,150,000

Prior to 1 July 1986, the lending rate of ADB was based on
a multicurrency fixed lending rate system under which loans
carried interest rates fixed at the time of loan approval for the
entire life of the loans. Effective 1 July 1986, ADB adopted a
multicurrency pool-based variable lending rate system. In
addition, in July 1992, ADB introduced a United States dollar
pool-based variable lending rate system, and in November
1994, a market-based variable lending rate system was made
available to financial intermediaries in the public sector and
to the private sector borrowers. For loans to the private sector
borrowers, approximately 72% (69% —2001) of the loans were
based on variable lending rates.

Since 1988, ADB has charged front-end fees for private
sector loans. Effective 1 January 2000, ADB levies front-end
fee of 1% for public sector loans for which the loan negotiations
are completed after that date. In addition, the lending spread
applied to all outstanding pool-based OCR public sector loans
and new public sector market-based loans has been increased
from 0.4% to 0.6%. Also effective the same date, a flat
commitment fee of 0.75% is charged for new program loans,

while the progressive commitment fee of 0.75% is maintained
for project loans.

The front-end fees earned for the year ended 31 December
2002 were $37,057,000 ($34,793,000 — 2001) for loans and
$6,092,000 (nil -2001) for guarantees. Administrative expenses
relating to direct loan origination of $19,440,000 for the year
ended 31 December 2002 ($34,793,000 — 2001) were deferred
and offset against front-end fees earned.

Commencing 1 July 2001, ADB offered LIBOR-based loans
(LBLs) in any of the following currencies—Euro, Japanese
yen, or United States dollar. The new LBL lending facility
offers borrowers the flexibility of (i) choice of currency and
interest rate basis; (ii) options to link repayment schedules
to actual disbursements for financial intermediary borrowers;
(iii) change the original loan terms (currency and interest
rate basis) at any time during the life of the loan; and (iv)
options to cap or collar the floating lending rate at any time
during the life of the loan. LBL terms are available for all new
loans for which the invitation to negotiate is issued on or
after 1 July 2001.
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When ADB introduced the LBL, it also offered its borrowers
the option to transform undisbursed balances of their eligible
pool-based single currency loans in United States dollar to
LBL terms. Ninety seven of such loans with a total undisbursed
balance of $6.8 billion were transformed to LBL terms as of
31 December 2002. ADB's loan product available to borrowers
is only LBL starting 1 July 2002.

In 2002, ADB received 19 full and partial prepayments
amounting to $1,977,139,000 ($52,497,000 - 2001) from four
borrowers and collected premiums of $62,521,000 ($2,841,000
- 2001) on the prepayments which have been included in
“Other income from loans.”

Undisbursed loan commitments and an analysis of loans
by borrowing member countries as of 31 December 2002 are
shown in OCR-5. The carrying amounts of loan outstanding by
loan products at 31 December 2002 and 2001 are as follows:

2002 2001

Public Sector
Fixed rate
multicurrency loans ~ $ 495,503,000 $ 559,641,000
Pool-based
multicurrency loans
Pool-based single
currency (US$) loans  15,083,794,000  16,158,226,000
Market-based loans —
floating rate
Market-based loans —
fixed rate
LIBOR-based loans

7,082,638,000 6,995,932,000

4,330,709,000 4,298,838,000

2,317,000 1,095,000
1,839,462,000 320,784,000

28,834,423,000  28,