
ASIAN DEVELOPMENT BANK

REVIEW OF ASIAN DEVELOPMENT BANK’S FINANCIAL LOAN PRODUCTS

June  2001



ABBREVIATIONS

ADB – Asian Development Bank
ALM – asset and liability management
DMC – developing member countries
ERPS – exchange rate pooling system
EURIBOR – euro interbank offered rate
FSL – fixed-spread LIBOR
IBRD – International Bank for Reconstruction and Development
LBL – LIBOR-based loan
LIBOR – London interbank offered rate
MBL – market-based loan
MDB – multilateral development bank
OCR – ordinary capital resources
PMCL – pool-based multicurrency loan
PSCL – pool-based single currency loan
SRF – specified rate fixing
TRMS – Treasury Risk Management Systems
US – United States

Note

In this report, $ refers to US dollar.



CONTENTS

I. INTRODUCTION   1

II. BORROWERS’ DEMAND FOR NEW LOAN PRODUCTS 1

III. PROPOSED NEW LIBOR-BASED LOAN PRODUCTS 3

A. Main Product Design Criteria 3
B. Choices Available for the Original LIBOR-based Loan Terms 4

1. Loan Currencies 4
2. Interest Rate Basis 4
3. Repayment Terms 7
4. Prepayment and Cancellation 9
5. Rebates and Surcharges 9
6. Other Loan Charges 10

C. Flexibility to Alter the Original Terms of LIBOR-based Loans 10
1. Changing the Currency Characteristic of the LIBOR-based Loans 11
2. Changing the Interest Rate Characteristic of the LBL 11
3. Pricing of Conversions 12

D. Enhancement of Existing LIBOR-based Loan Terms for Private Sector 
Borrowers 13

E. Proposed Timetable 14
F. Expected Future Directions 15

IV. WITHDRAWAL AND CONVERSION OF POOL-BASED LOANS 15

A. Withdrawal of Pool-Based Loan Products 15
B. Conversion of Pool-Based Loans 16

1. PMCL Loans 16
2. PSCLs in US Dollars 16

V. FUNDING AND RISK MANAGEMENT STRATEGY 19

VI. IMPLEMENTATION AND RESOURCE REQUIREMENTS 23

A. Outreach Program with Borrowers 23
B. Enhancing Product Delivery Capacity within ADB 24
C. New Loan Documentation and Systems Modification 24

1. Loan Documentation 24
2. Accounting System 25
3. Asset-Liability Management System 26

D. Due Diligence with Borrowers 26
E. Budgetary Implication 27

VII. CONCLUSION AND RECOMMENDATIONS 28

APPENDIXES 32



I. INTRODUCTION

1. On February 22, the Board of Directors of the Asian Development Bank (ADB)
discussed a working paper reviewing the ordinary capital resources (OCR) loan products.1

There was broad consensus among directors on the imperative for ADB to respond to the needs
of borrowers by offering a new menu of loan products that was suitable for their emerging
requirements. However, some directors expressed concern about the preparedness of both
ADB and the borrowers to handle the new loan products under consideration. Other comments
and questions pertained to some of the features of the new loan products and to the budgetary
and income impacts. To address the concerns expressed and the clarifications requested by
directors, the President circulated an issues paper in a questions and answers format on 25
April 2001. While the present paper will be built on the working paper (footnote 1) and the
issues paper, repetition will be minimized. Against the perspective of ADB’s evolving financial
intermediation role, the paper will focus on the critical factors associated with the design of new
loan products, the associated risk management requirements, and implementation. The purpose
of the paper is to receive Board approval for the recommendations related to the introduction of
new loan products.

2. The paper begins with a brief summary of the context for borrowers’ demand for new
loan products. Chapter III describes the technical features of the new loan products based on
the London interbank offered rate (LIBOR) and the proposed timetable for their introduction.
Chapter IV presents Management’s proposal to withdraw ADB’s existing pool-based loan
products from its product menu and to offer borrowers the flexibility to convert the undisbursed
loan balances of their pool-based single currency loans in United States (US) dollars to LIBOR-
based loans. In Chapter V, the implications of the new loan products on ADB’s financial risk
management strategy are analyzed. Chapter VI deals with the implementation procedures and
budgetary implications. Chapter VII provides the conclusions and recommendations for approval
by the Board of Directors.

II. BORROWERS’ DEMAND FOR NEW LOAN PRODUCTS

3. In the last quarter of 1999 and first quarter of 2000, ADB surveyed its major OCR
borrowers on practices, objectives, and concerns in debt management as well as their
preferences for loan products. The borrowers’ responses clearly reflected one important point—
the heightened awareness of ADB’s OCR borrowers regarding the importance of developing a
strategy for managing the financial costs and risks of their external debt. While they have
recognized the need to match the financial terms of a loan with the project risk profile, they have
also emphasized the need to go beyond individual project risk considerations and focus in
addition on the over-all debt portfolio requirements in an asset-liability management framework.
At least five factors or “triggers” influenced the current high level of borrowers’ awareness for
the need to have sound external debt management practices.

4. The first trigger was the lesson learned from the Asian financial crisis: that the central
issue in the crisis was imprudent financial management, which translated into national balance
sheet vulnerability. The core problem was the mismatch of maturities and of currency
denominations, issues that have long been central to asset-liability management in commercial

                                                
1 WP11-00: Review of Asian Development Bank’s Loan Products, 22 December.
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financial institutions. The Asian crisis had a clear impact on borrowers’ present perception
toward debt management—unhedged foreign currency debt can significantly expose borrowers
to exogenous shocks. Thus, the crisis has triggered increased interest in developing strategies
for risk management, which was reflected in the borrowers’ increasing use of strategic
benchmarks such as specific targets for currency mix, share of fixed-rate versus floating rate
debt, as well as some targets for amortization and maturity profiles for debt.

5. The second trigger was the awareness gained from the numerous global and regional
workshops sponsored by the International Monetary Fund (IMF) and International Bank for
Reconstruction and Development (IBRD) on sovereign debt management, led by some of the
world’s leading experts on external debt management. About 30 workshops have been
organized since 1996, with four held in Asia. The main objective of sovereign debt management
is to manage the risks inherent in the debt portfolio taking due account of the trade-offs between
cost and risk. The workshops address the structure and composition of the sovereign debt
portfolio, including the  desired mix in terms of currency, interest rate, and amortization profile.

6. The third trigger was the extensive outreach program delivered by IBRD to its clients
about its new loan products introduced in 1999 and related external debt management issues.
All ADB’s major borrowers and some of its small, active borrowers have already participated in
this outreach program. The fourth trigger was borrowers’ own initiative to seek technical advice
from commercial financial houses on external debt management issues. The fifth trigger was the
phenomenal growth of the over-the-counter derivatives market over the last decade. Derivatives
have now become the standard building block of risk management by corporates and
governments. This market is limited only to participants with a relatively high credit standing,
i.e., at least investment grade. Currently,  many borrowers do not have access to this market.

7. This was the context for borrowers’ demand for new loan products. The survey clearly
revealed that the borrowers as a group were not satisfied with ADB’s existing product menu for
new loans. ADB’s present loan menu consists of three loan products: (i) pool-based
multicurrency loans (PMCLs), which are predominantly in Japanese yen; (ii) pool-based single
currency loans (PSCL) in US dollars; and (iii) market-based loans (MBLs), which are essentially
LIBOR-based loans (LBLs) restricted to private sector borrowers and financial intermediary
public sector borrowers.

8. Borrowers have strongly requested that ADB offer new loan products that they can tailor
to meet individual project needs or can assist them in their evolving debt management
strategies. They want ADB to respond to what IBRD is doing as soon as possible. The
borrowers have requested the following improvements in ADB’s loan product menu:

(i) LIBOR-based floating rate and fixed-rate loans;
(ii) risk management products such as currency swaps, interest rate swaps, interest

rate caps and collars, and commodity swaps;
(iii) flexibility in the choice of grace period, final maturity, and amortization structure

of loans; and
(iv) facility to convert pool-based loans into LBLs.
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III. PROPOSED NEW LIBOR-BASED LOAN PRODUCTS

9. In light of the borrowers’ demand for new loan products and the need for ADB to be an
effective intermediary, Management judges that ADB must be able to meet the needs and
expectations of borrowers through a more relevant menu of ADB loan products. A new menu
should be formulated in the context of the present trend in external debt management
techniques and should deliver a quality of service compatible with the “best practices” in the
market.

10. The most efficient way for ADB to meet the needs of borrowers is to evolve into a
LIBOR-based lender because the derivatives market is essentially LIBOR-based. This chapter
will discuss the technical features of the proposed new LBL product. It is standard market
practice to use the term “LIBOR” for the purpose of pricing floating-rate loans. Thus, the use of
LIBOR throughout this paper is not confined to a specific currency, but rather is intended to
represent a common reference interest rate for pricing LBL loans.

11. This new product will be available to both public and private sector borrowers. It is
therefore proposed that the existing MBL window, which is a LIBOR-based window and
basically the window for private sector borrowers, be withdrawn from ADB’s menu of loan
products for new loans and replaced by the proposed LBL. The existing MBLs will however
continue to be governed by their loan agreements. In other words, the features of the proposed
LBL will not be applied retroactively to private sector and financial intermediary borrowers.
Within the LBL window, some of the terms and conditions applicable to private sector loans
could differ from those for the public sector loans. The differences will be noted wherever
necessary.

 A. Main Product Design Criteria

12. The new loan  product proposal should have market-based features in order to provide a
transparent basis for borrowers to compare the terms of ADB products with those of other
lenders and to be amendable to efficient intermediation by ADB on the finest possible terms.2 In
defining and structuring the range of LBL products, Management has been guided by two
principles: flexibility for the borrowers and low intermediation risk for ADB.

13. Flexibility for Borrowers . A high degree of flexibility should be given to borrowers from
the outset (i) in the choice of currency, interest rate basis, and amortization structure; and (ii) to
change the original terms any time  during the life of their loans. Such flexibility is desirable for
the borrowers in order to provide loan structures that can match as closely as possible the
needs and risk exposures of a project as well as their external debt portfolio. Such flexibility is
needed at the outset and at any time during the life of the loan.

14. Low Risk Intermediation by ADB . In developing  a menu of loan products, ADB has
always been guided by the principle of avoiding currency and interest rate risk exposures.3 The
financial risks and the costs associated with borrowers’ choices in the terms of an LBL should
not affect other borrowers’ or ADB’s income positions. Further, ADB’s traditional cost “pass-
through” pricing should be maintained so that ADB can earn its basic lending spread and
nothing more under all circumstances.

                                                
2 A comparison of ADB’s proposed LBL product with IBRD’s LIBOR-based products is presented in Appendix 1.
3 R215-97: Review of the Bank’s Income and Reserves Policy, 20 October.
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B. Choices Available for the Original LIBOR-based Loan Terms

15. When choosing the financial terms of a loan at the outset, it is prudent debt management
practice for the borrower to structure the loan profile to match the needs and risk exposures of
the project and the borrower’s overall external debt portfolio. Consideration of the following
terms, and the associated risks, is important: the currency of the loan, the interest rate basis,
the loan repayment terms, and other loan charges. This section discusses the choices that will
be made available to the borrower at the outset and the standard terms and conditions of LBL.
Appendix 2 summarizes these terms and conditions.

1. Loan Currencies

16. Under the proposed LBL window, the currency selected by the borrower will be the
currency of denomination of the loans (the loan currency). The loan currency is the currency to
be disbursed by ADB and to be paid by the borrower for its debt service payments.

17. The choice of loan currencies offered under the LBL products reflects the borrowers’
demand for such currencies and ADB’s ability to secure the required funding in those currencies
in volume and on a cost-efficient basis.  On this basis, and taking into account the currencies
preferred by borrowers as indicated in the survey, ADB will initially offer the LBL products in
three major loan currencies: the euro, US dollar, and yen.

18. The loan agreement and loan regulations will provide a currency substitution clause that
will allow ADB legally to substitute temporarily another currency for the loan currency selected
by the borrower in the unlikely event of an extraordinary situation under which ADB is unable to
provide the loan currency at any time for funding the loan. At the time the funding shortfall
arises, ADB will work out the principles and mechanics of the substitution and normalization
process, which will be designed to reflect the financial market conditions and the nature of the
funding problem then. Thus, the loan regulations would clearly state that the substitution
process will be done in accordance with the principles to be reasonably established by ADB.4

19. ADB will invoke this provision only in the event of an access constraint and after
exhausting all reasonable measures to optimize the availability of the scarce currency from all
available internal resources. To further protect against this risk, ADB will negotiate to obtain
“evergreen” (i.e., permanent) consents from members whose currencies are of major interest for
LBL lending. Such consents will enable ADB to borrow (and swap) the currencies in which it has
made loan commitments, so long as the loans are outstanding.

2. Interest Rate Basis

20. ADB will offer flexibility in the choice of interest rate. Loans can be made on a floating-
rate basis or on a fixed-rate basis. Because the rate fixing in fixed-rate loans is proposed to be
done either on specified regular time intervals or when disbursements reach a threshold
amount, fixed-rate loans will initially have a floating lending rate prior to rate fixing. Thus, the
LBL product has been designed essentially as a floating-rate loan with rate fixing treated as a
“conversion option.”

                                                
4 One possible approach to the substitution process is to use a pooling mechanism so as to distribute equitably the

effects of the shortage—as regards currency exposure and interest costs—across all borrowers with LBL loans
denominated in the scarce currency.
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a. Floating Rate Loan

21. In a floating-rate loan, the lending rate will change every six months on each interest
payment date, referred to also as the lending rate reset date. The lending rate will be equal to
the level of the cost base rate plus a spread, which will be fixed in the loan agreement (herewith
referred to as the fixed spread). The semiannual interest payment dates or lending rate reset
dates of LBLs would be standardized on the 1st or the 15th of any month, and six months
thereafter.

22. Cost Base Rate.  To promote the borrowers’ capacities to use hedging instruments to
manage their financial risks, the cost base rate will be LIBOR, which is the standard reference
interest rate used in the market for pricing floating rate loans.  In practice, the cost base rate for
US dollar and yen LBLs will be the six-month LIBOR for US dollar and yen, respectively, and the
six-month euro interbank offered rate (Euribor) for euro-denominated LBLs. LIBOR is also a
standard measure of ADB's funding costs in those currencies, hence facilitating the pricing of
LBL products on a cost pass-through basis.

23. Fixed Spread. If the primary objective of the LBL window is to offer increased flexibility
for borrowers to manage currency and interest rate risks over the life of the loans, then  fixed-
spread pricing is an essential feature as it will allow borrowers to structure their hedging
transactions in line with standard market practice.  For example, all currency and interest rate
swaps are virtually priced on a fixed-spread basis relative to LIBOR or other standard market
interest rate references. Fixed-spread pricing will facilitate any future expansion of ADB’s
financial products.

24. The spread to be fixed in the loan agreement for an LBL will depend on ADB’s official
lending spread prevailing at the time of loan signing. Under existing practice, after the end of
each fiscal year, ADB’s Board of Directors reviews its medium-term financial prospects and the
adequacy of its net income and reserves as measures of ADB’s risk-bearing capacity. On the
basis of this review, the Board determines, among other things, the adequacy of ADB’s loan
charges, i.e., the front-end fee, commitment charge, and lending spread.

25. Given ADB’s income planning framework, the basic lending spread is defined as the
interest rate margin that ADB must earn from “all” its loans, which, together with other loan
charges, will enable ADB to cover its operational costs and to meet its net income objectives.
This lending spread is used to determine the lending rate on pool-based loans, and has been
referred to as the variable lending spread. Under the proposed new LBL window, the “basic
lending spread” prevailing at the time of loan signing will be the spread to be fixed during the
entire life of the LBL.

26. Thus, the fixed spread to be applied on new LBLs for public sector borrowers will be 60
basis points, ADB's prevailing basic lending spread. This fixed spread will apply to all loans
regardless of the loan currency selected. The fixed spread for private sector loans will reflect the
credit risks of the specific project and borrower, and in the past has averaged about 250 basis
points.

b. Fixed-rate Loans with Specified Rate-Fixing (SRF) Schedule

27. Any time during the life of the loan, the borrower may direct ADB to implement a series
of interest rate fixings according to the borrower’s specified rate-fixing schedule. The fixing
schedule can either be by period, i.e., regular time intervals (e.g., semiannually, annually) or by
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amount, i.e., upon reaching certain levels of disbursements (e.g., every $3.0 million or $4.0
million; after disbursements exceed $5 million, $15 million, $30 million etc).

(i) SRF by Period. The borrower will specify to ADB the frequency of rate fixing
(e.g., semiannually, annually). The rate-fixing dates will have to coincide with
interest payment dates. If fixing is set at the end of each semestral interest
period, the interest rate on disbursements during an interest period will be fixed
with effect from the first day of the next interest period. If fixing is set at the end of
a multiple interest period (e.g., every 12 or 18 months), the interest rate on
disbursements during such multiple interest periods will be fixed with effect from
the first day of the interest period next following the end of such multiple interest
periods. From an accounting perspective, an LBL with SRF by period will be
divided in tranches of disbursed amounts, with each tranche having its applicable
fixed-rate.

(ii) SRF by Amount. The borrower will specify to ADB a “threshold” amount for
disbursed amounts subject to rate fixing. The interest rate on future
disbursements will be fixed when disbursements reach the specified threshold
volume. The interest rate will take effect from the interest payment date after the
date the threshold is reached. SRF by amount is subject to a maximum threshold
volume of $500 million and a minimum volume of the higher of $3.0 million or 10
percent of the loan amount. Exceptions might be considered on a case-by-case
basis.

28. The schedule of rate fixing chosen by the borrower does not have to be stated in the
loan agreement. The borrower may submit a request for SRF any time, even after the loan has
been finally negotiated and signed, and has become effective. Any request for SRF may be
withdrawn by the borrower any time.

29. Before the interest rate is fixed, the applicable interest rate of the disbursement tranche
(para. 27) will be based on six-month LIBOR tenor. All LBLs will initially have LIBOR rates.

30. The fixed interest rate on the disbursement tranche will have two components: a base
rate and the prevailing fixed spread of 60 basis points. The base rate will be market-determined
with value applied on the loan’s rate-fixing date. The base rate will be equivalent to the swap
rate of six-month LIBOR in the currency with value applied on the rate-fixing date that
corresponds to the maturities of the disbursed amount.5 This represents the cost of the market
transaction undertaken by ADB to fund the fixed-rate disbursement tranche.

31. In general, ADB will fund the “disbursed amount” by converting (through swaps) a
commensurate portion of its floating-rate liabilities into a fixed-rate liability that hedges the
repayment pattern of the loan, thereby locking in the lending spread over the life of the
disbursement tranche. The maturities of the disbursement tranche will depend on the available
maturities in the swap market and may be shorter than the maturities agreed in the loan
agreement. In such cases, the interest rate basis of a disbursed tranche will automatically revert
to the floating rate at the end of the life of the fixed-rate loan.

                                                
5 In the interest rate swap market, the market price equivalence between fixed-rates and six-month LIBOR for major

currencies is continuously established. This equivalence is also known as the “swap rate.”
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32. A borrower may also acquire fixed-rate loans through the embedded interest rate
conversion option. The option may be selected at any time during the life of a loan. Technically
speaking, and from ADB’s viewpoint, the rate-fixing procedures and interest rate conversions
are the same. Interest rate conversions are discussed in paras. 61-67.

3. Repayment Terms

33. The three key repayment parameters are the grace period, final maturity, and
amortization structure during the repayment period, i.e., maturity less grace period. For public
sector LBLs, the repayment terms will be the same as the standard terms currently available for
pool-based loans. Private sector LBLs will maintain flexible repayment schedules to suit each
project’s financing requirements, cash flow projections, and credit situation.

34. ADB will, however,  offer two types of repayment schedules for public sector borrowers:
(i) repayments fixed at loan signing, which will be standard for all loans; or (ii) repayments linked
to actual disbursement for financial intermediary borrowers.

a. Repayments Fixed at Loan Signing

35. Under existing practice, the semiannual repayment schedules in the loan agreement are
expressed in terms of principal amount due on each installment date, and these are fixed at the
time of loan signing. The semiannual schedule of repayment amounts is determined by
amortizing the principal amount committed (regardless of when the amount is expected to be
disbursed) on an annuity basis using a discount rate of 10 percent per annum.

36. An important technical change to the present system is necessary to allow effective
hedging by both ADB and borrowers. If borrowers are given flexibility to convert parts of a loan
into another currency or interest rate, the loan is effectively being divided into subloans. Before
a hedge can be executed in the market by ADB or by borrowers, the corresponding repayment
structure for each part of the loan being converted must be easily constructed, particularly while
the loan is still being disbursed.

37. To ensure that each part of the loan being converted has the same maturity profile, each
part of the loan will have to be applied pro-rata across the repayment schedule. This
proportionate allocation can be achieved under the present system if the loan will eventually
become fully disbursed before the start of the first principal payment, i.e., within the grace
period.

38. This will not be the case in practice because many disbursements occur after the grace
period. In such a case, the sum of the proportional share of each part of the loan disbursed
before the end of the grace period will be less than the initial schedule of repayment amounts,
as outstanding disbursed amounts at the end of the grace period will be less than the total
principal amount of the loan. As the schedule of principal payment amounts will not be adjusted
if the loan is not fully disbursed by the end of the grace period, this system would have the effect
of requiring that a significant portion of new disbursements (beyond the grace period) are repaid
immediately after they are disbursed. Thus, disbursements after the grace period would have a
disproportionate share of the scheduled repayment.

39. To mitigate this effect, the schedule of loan repayments in the loan agreement will no
longer be expressed in terms of principal amount. Instead, the billed principal amount will be
determined as a percentage of the loan amount outstanding. Thus, the repayment schedules in
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the loan agreement will be expressed in terms of percentage of the total principal amount
(installment share). The schedule of installment shares will, however, continue to be determined
on the present annuity basis using a 10 percent discount rate.

40. If the borrower has fully withdrawn the loan by the first installment date, the installment
shares will not be adjusted. Thus, the principal amount repayable on each installment date is
equal to the original installment share multiplied by the total principal amount. However, if the
loan has not been fully withdrawn as of the first installment date, the principal amount repayable
on each installment date will consist of (i) the repayments of all withdrawals as of the first
installment date or as of the end of the grace period, calculated by multiplying the original
installment shares and the amount of the cumulative withdrawals; and (ii) repayments of
disbursements made after the first installment date or after the end of the grace period,
calculated by multiplying the amount of withdrawal by a fraction, the numerator of which will be
the original installment share specified in the loan agreement for the relevant payment date and
the denominator of which will be the sum of all remaining original installment shares.

41. The proposed technical change essentially means that portions of a loan disbursed
before the end of the grace period will be amortized on a 10 percent per annum annuity basis
for the original repayment period. Each succeeding disbursement occurring beyond the grace
period will be amortized on a 10 percent annuity basis for the remaining repayment periods.

b. Repayment Linked to Actual Disbursement

42. In addition to the “repayment fixed at signing” option, financial intermediary borrowers
could have an alternative option whereby repayment installments are linked to actual
disbursements. This type of repayment structure is useful to financial intermediaries that want to
sublend on a match-funded basis.

43. Under this option, each disbursed amount during a semester will comprise a subloan
with its own specified amortization schedule. Thus, a whole loan would be a series of subloans,
each with its associated amortization schedule.

44. The grace period and repayment period for each semestral disbursed amount (i.e.,
subloan) will be the same and fixed at the time of loan signing. Unlike the present system,
where the grace period begins with the loan approval, the grace period for this type of
repayment will begin only as actual disbursements take place. When actual disbursements
begin, the repayment schedule will be established for that semestral disbursed amount and the
borrower will be informed of the schedule. Consequently, one departure from standard terms is
that the principal repayments begin and end at different points in the loan life.

45. A loan, however, will have a fixed final repayment date (i.e., a day, month, and year)
specified in the loan agreement. That date will reflect the final maturity applicable to
disbursements made during the last semester in which they are expected to occur as estimated
at the time of loan signing. If actual disbursements on a loan are delayed so that their final
repayment date (given the fixed repayment period) is extended beyond the fixed final loan
repayment date, then all repayments falling due beyond that date as a result of the application
of the fixed repayment period will automatically fall due on that date. This will provide an
incentive for borrowers to adhere to the disbursement schedule as much as possible.
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46. These repayment features will have the effect of lengthening the average loan life. Thus,
the fixed grace period and fixed repayment period, which are common for each subloan, and the
fixed final maturity for the loan will be structured so that the average loan life will be consistent
with the average life of such loan if repayments were linked to commitment. To achieve this, the
loan can only be amortized on an equal principal payment basis instead of the annuity type
applicable to other loans.

4. Prepayment and Cancellation

47. Borrowers may prepay in part or in full the disbursed and outstanding loan balance at
any time during the life of a loan, by notifying ADB in writing at least 45 days prior to the
prepayment. For floating-rate loans, if prepayments take place on a date other than the interest
payment dates of the loan, borrowers will be charged a prepayment premium consisting of
ADB’s redeployment cost on the prepaid loan amount, as reasonably determined by ADB. The
calculation of the redeployment cost will be based on the difference, if any, between the rate at
which the prepaid funds could be reinvested and ADB’s funding cost for the prepaid loan during
the period from the date of the prepayment to the next following interest payment date of the
loan. If ADB has to terminate the corresponding swap, the borrower will be charged the
unwinding cost that ADB has to pay for terminating the swap.

48. Borrowers may cancel all or part of the undisbursed loan balance at any time during the
life of the public sector loan without a fee, subject to the same notice period.

5. Rebates and Surcharges

49. Rebates and surcharges will be standard features for all public sector LBLs but not for
private sector LBLs. The main reasons for incorporating rebates and surcharges in the features
of LBLs for the public sector are the need for ADB to uphold the underlying principle behind the
present variable lending-spread practice and to pass on the benefit of ADB’s sub-LIBOR funding
to borrowers.

50. Thus, rebates and surcharges will have two components: (i) one that is due to the need
to adjust the fixed spread on account of changes in ADB’s basic lending spread; and (ii) one
that is due to adjustment of the cost base, i.e., six-month LIBOR, because ADB’s actual
borrowing cost could be lower or higher than the cost base.

51. ADB’s lending spread on its pool-based loans is not fixed in the loan contract. The
spread can be varied to meet evolving income objectives. Any change in the lending spread is
applied not only to new loans but also to the outstanding balances of all pool-based loans
regardless of when they were disbursed or approved. In other words, an increase or a decrease
in ADB’s net income requirements is equitably distributed to all borrowers, a policy that reflects
the cooperative nature of the institution. This also ensures small changes in the basic lending
spread.

52. A system of rebate and surcharge will retain the principle of equitable treatment of
borrowers in ADB’s net income planning; at the same time, fixing the spread at the time of loan
signing will enable the borrower to immediately access risk management instruments.

53. The new LBL product must have a market-cost base that allows efficient use of risk
management products; this is the reason for selecting six-month LIBOR as the LBL’s cost base.
However, ADB’s funding costs are generally lower than six-month LIBOR, a reflection of ADB’s
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strong credit standing. ADB’s funding cost relative to LIBOR is referred to as ADB’s funding cost
margin. With the fixed spread on LBL determined solely on the basis of ADB’s basic lending
spread, the question arises of how the principle of cost pass-through pricing can be reflected in
LBL pricing.

54. Since rebates and surcharges are needed to make ADB’s LBL product consistent with
ADB’s present income planning methodology, the fixed spread on an LBL should not be
determined on the basis of ADB’s projected funding cost margin vis-à-vis six-month LIBOR.
Instead, actual sub-LIBOR funding cost margin will be returned to the borrower through a
rebate, and actual over-LIBOR funding cost margin spread will be recouped from the borrower
through a surcharge. This will uphold the present principle of automatic cost pass-through
pricing.

55. The broad mechanics of determining rebates and surcharges will work as follows. To
maintain the equitable treatment of LBL borrowers, a funding pool will be earmarked for each of
the three LBL currencies. The average cost margin of the pool relative to LIBOR will be
calculated twice a year, i.e., 1 July and 1 January, and announced by ADB. Thus, the average
cost margin calculated as of 1 July each year will represent ADB’s actual average cost margin
that has prevailed during 1 January-30 June, which will be shared by all LBL borrowers
regardless of when their loans were approved or disbursed. Together with the average cost
margin, ADB will also announce the change in the basic lending spread. The average cost
margin and the change in the basic lending spread will be applied to the loan amount for the
relevant interest period, which is the same balance upon which the interest billing has been
actually calculated and received. Rebates will be credited only after borrowers have made
interest payments.

6. Other Loan Charges

56. The current commitment charge of 0.75 percent applied on progressive amounts of
undisbursed loan balances and front-end fee of 1 percent applied to pool-based loans will
continue to apply to public sector LBL products. Other loan charges for private sector loans will
also remain unchanged.

C. Flexibility to Alter the Original Terms of LIBOR-based Loans

57. In contracting an ADB loan, a borrower is assuming a liability that is expected to be part
of its balance sheet for a long time (up to 30 years). Even though the borrower has carefully
considered the loan’s financial terms prior to negotiation, its debt management needs and risks
may change over time. The borrower may thus wish to review its original selection of currency
choice and interest rate structure. If the borrower chooses to do so, it can use the conversion
provisions embedded in the LBL any time after loan effectiveness without entering into a swap
agreement with ADB or amending the loan agreement, subject however to the relevant
provisions of the new loan regulations and of the conversion guidelines.6

                                                
6 The conversion guidelines is a unilateral document that ADB can change any time to provide flexibility in executing

conversion requests. The guidelines set out the procedures for requesting, accepting, and effecting conversions as
specified in the loan agreement.
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1. Changing the Currency Characteristic of the LIBOR-based Loans

58. The borrowers may change the loan currency of all or part of the undisbursed and/or
disbursed loan amounts at any time during the life of the loan by requesting a currency
conversion. On conversion of outstanding loan, the interest rate applicable to the converted
outstanding loan can either be floating rate or fixed-rate applicable to the approved currency.
The terms of the currency conversion of outstanding loan will reflect the cost of ADB’s currency
hedge transaction. The interest rate applicable to the converted undisbursed balances
subsequently withdrawn and outstanding will be the floating rate applicable to the approved
currency, including the fixed spread stipulated in the loan agreement. The partial amount
converted will be applied pro rata across all maturities of the loan.

59. In many cases, the borrower may want a currency conversion of the outstanding amount
for the remaining full maturity of the amount of the loan to which the conversion will apply.
However, in some cases ADB may not be able to execute a corresponding market transaction
for the entire residual maturity of the loan. The nonavailability of longer dated currency swaps
combined with asset and liability management considerations may constrain ADB from meeting
such requests. In such cases, the currency conversion will become a partial maturity
conversion.

60. In a partial maturity conversion, the currency of denomination will revert to the original
loan currency (i.e., currency before a conversion) upon the expiry of the conversion period in
which the amount would have been denominated without the conversion. The interest rate will
also revert to the original interest rate applicable to the loan currency. The principal amount
remaining at the end of the conversion period expressed in the original loan currency will not be
known until the end of the conversion period, depending on the then prevailing exchange rate.
The borrower therefore must assume the exchange rate risk.

2. Changing the Interest Rate Characteristic of the LBL

61. Borrowers may also change the interest rate basis of an LBL at anytime during the life of
the loan by requesting an interest rate conversion to fix or unfix their interest rate, or by buying a
cap or a collar, subject to relevant swap market opportunities being available to ADB.

62. Rate Conversion for Floating-Rate Loans.  The borrower may request at anytime a
conversion of all or part of a floating-rate loan into a fixed-rate loan denominated in the same
currency or in another currency in which ADB lends. Upon conversion, the interest rate is the
cost base rate as defined in paragraph 30 plus the lending spread stipulated in the loan
agreement.

63. Borrowers may wish to prearrange a specified rate-fixing (SRF) schedule (para. 27).
Otherwise, borrowers will be responsible for deciding when to request ADB to fix the rate on
their loan. Borrowers may cancel such SRF schedules, but not once ADB has executed the
trade.

64. The maximum maturity of interest rate conversion from a floating to a fixed-rate will be
limited by what ADB can get from the market, currently at 10 years. Longer maturities may be
possible on a case-to-case basis, depending on market availability. If ADB is not able to execute
an interest rate hedge transaction in the market for the full remaining maturity of the loan or if, at
the borrower’s specific request, the interest rate conversion period will be shorter than the
remaining maturity of the loan, the interest rate payable on the amount of the loan to which the
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conversion applies will revert upon the expiry of the interest rate conversion period to the
interest rate that would have been applicable to that amount in the absence of the conversion.

65. Rate Conversion for Fixed-rate Loan.  The borrower may request any time for a
conversion of all or part of a fixed-rate loan into a floating-rate loan denominated in the same
currency or another currency in which ADB lends. Upon conversion, the interest rate is the six-
month LIBOR for the relevant currency plus a certain spread which will consist of the lending
spread stipulated in the loan agreement and unwinding costs of related hedge transactions, if
any. Consistent with standard practice in the swap market, the unwinding costs would be
determined on the basis of the difference between the original fixed-rate of the loan and the
fixed-rate prevailing in the market at the time of the conversion.

66. Interest Rate Cap and Interest Rate Collar.  If borrowers wish to mitigate their
exposure to interest rate volatility, but not eliminate it altogether, they can purchase an interest
cap or collar. As insurance against rising interest rates, a borrower may wish to establish an
upper limit (a cap) on its floating rate. A capped loan will keep the borrower’s interest cost on a
floating rate basis, while providing the insurance that the borrower’s base rate LIBOR will never
exceed the cap. This means that if the floating rate exceeds the interest rate cap on any LIBOR
reset date, the borrower will pay the interest rate at the cap. Such a cap has, like any insurance,
a price: the premium, which is payable in advance. The premium of the cap is expressed as a
percentage of the outstanding loan amount. Maturities of interest rate caps are generally limited
to 10 years.

67. An interest rate collar ensures that the borrower’s floating rate payments remain within a
certain band. This is usually used to reduce the premium payable on an interest rate cap. By
establishing an interest rate collar, the borrower, in addition to establishing a cap on its floating
rate (for which it pays a premium), also establishes a lower limit (a floor) on the same floating
rate for which it receives a premium. The premium the borrower pays is settled against the
premium it receives.

3. Pricing of Conversions

68. The three pricing components in a conversion transaction are: (i) market rate or cost
base rates, (ii) the lending spread stipulated in the loan agreement, and (iii) transaction fees.
The market rates are generally the same cost base rates used for the original term of the loan,
i.e., six-months LIBOR for rate conversion from fixed to floating plus other market costs such as
a premium or discount, depending on market conditions, and the swap rate equivalent for six-
month LIBOR for rate conversion floating to fixed.

69. The transaction fees, expressed as a percentage of the principal amount involved, will
reflect a reasonable amount of compensation to ADB for providing loan conversions without
discouraging prudent use thereof. These fees are generally lower than the fees being charged
by other multilateral development banks (MDBs). Rate fixings for up to the full amount and
maturity of the loan are free of charge. This formulation is used to convey Management’s
intention that borrowers have the opportunity to obtain a fixed-rate loan for the full original loan
amount and maturity without a transaction fee as if fixed-rate lending is a separate facility. Since
in prevailing swap market conditions ADB expects to be able to offer interest rate swaps of 10-
12 years or more for loan maturities up to 20 years, two or more interest rate swaps for each
disbursed loan amount may be needed for aggregate time periods up to the full maturity of the
loan. Table 1 summarizes the proposed transaction fees.
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Table 1:  Proposed Transaction Fees for Loan Conversions
(expressed as percentage of the principal amount involved)

Transaction Type Loan Conversion

Currency Conversion

• Of undisbursed loan amounts 1/16

• Of disbursed loan amount 1/8

Interest Rate Conversion

• Rate fixings for up to the full maturity of the loan for 
amounts up to the outstanding loan amount No charge

• Additional rate fixing/unfixing 1/16

Interest Rate Caps and Collars 1/16

D. Enhancement of Existing LIBOR-based Loan Terms for Private Sector Borrowers

70. The main features of the proposed LBL window, which will apply to private sector
borrowers, are a significant enhancement of the existing MBL features. These are discussed in
the following paragraphs.

71. Interest Payment Dates.  Under the existing MBL window, borrowers are only allowed to
choose 15 March and 15 September or 15 June and 15 December as lending rate reset dates.
Under the new LBL window, reset dates can be on the 1st or the 15th of each month and six
months thereafter.

72. Interest Rate Fixing.  The timing of the choice of interest rate basis (i.e., floating or
fixed) could be critical to some private sector borrowers. Under the MBL window, borrowers are
given up to the time of the first disbursement to decide whether a loan should carry a floating or
fixed-rate. When a borrower selects a fixed-rate, future rate fixing will be made from the point of
disbursements. Under the proposed LBL window, all loans will initially carry a floating rate but
borrowers are given the utmost flexibility to decide when to request ADB to fix the rate on the
loan. The rate-fixing schedule to be designed by the borrower can be done through a separate
request at any time. Such request may be withdrawn by the borrower at any time.

73. Interest Rate Conversion.  Under the existing MBL window, a borrower is given only
one  option to convert its floating rate loan into a fixed-rate loan or vice versa. The proposed
LBL window will allow private sector borrowers to change the interest rate basis of their loans
more than once, subject only to ADB’s ability to transact the corresponding interest rate swap in
the market. Further, private sector borrowers under the new LBL window can also request for an
interest rate cap or collar on their floating rates.

74. Currency Choice and Conversion.  As for MBLs, LBL loans can be denominated in one
of the three major loan currencies: the euro (instead of the Swiss franc in the case of MBL), US
dollar, and yen. Unlike the MBL window, private sector borrowers can change the loan currency
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of all or any portion of the loan to another currency more than once at any time during the life of
the loan.

75. Repayment Terms.  Under the proposed LBL window, the repayment terms for public
sector borrowers will continue to be designed as in the past, except for  financial intermediary
borrowers, which can request subloan tranching, i.e., repayments linked to actual
disbursements. New loans for  private sector borrowers will continue to be based upon project
needs for grace period and final maturity. Amortization structure may be annuity or mortgage
style, or tailored to meet project needs in a manner acceptable to ADB.

76. Credit Spread, Rebate, and Surcharge.  Within the proposed LBL window, the
essential loan pricing differences between private and public sector loans are the lending
spread and the provisions on rebates and surcharges. The lending spread to be fixed over the
cost base rate on all public sector borrowers is ADB’s prevailing basic lending spread, currently
60 basis points. However, since private sector loans do not carry government guarantees, the
lending spread on them will differ from that on public sector loans. The lending spread
applicable to private sector loans should reflect the credit risks of the specific borrower and
would continue to be set in accordance with policies applicable to private sector loans. Rebates
and surcharges will not be applicable to private sector borrowers.

77. Documentation.  Three documents will govern the LBL products for public sector
borrowers: (i) loan agreement, (ii) loan regulations applicable to LBL loans from OCR, and (iii)
conversion guidelines. Private sector borrowers will have greater flexibility on applying the
guidelines than will public sector borrowers, and may choose to have the standard
documentation for public sector borrowers or a self-contained loan contract that will incorporate
the relevant provisions of the three documents, or a combination, as appropriate.

E. Proposed Timetable

78. Management proposes that the new LBL product be made available for loans for which
an invitation to negotiate is issued on or after 1 July 2001.

79. In proposing this timetable, Management has taken into account the following factors.
First, borrowers have strongly requested for a timely introduction of the new products. They
clearly stated through the survey that they would like ADB to respond to what IBRD is doing as
soon as possible. In this light, introducing the new loan product on 1 July 2001 will enable many
borrowers to quickly have access to LBL products because a large number of loans are
considered for Board approval in the second half of the year.

80. Second, the implementation work associated with the introduction of the new loan
products is considered manageable because of the benefits accruing from IBRD’s extensive
work on their new loan products, which are similar to the proposed LBL. Both the work on loan
documentation and outreach program with borrowers will thus be considerably reduced.

81. Third, the proposed LBL can be considered as an expansion of ADB’s MBL window,
which is essentially a LIBOR-based window. Since the establishment of the MBL window in
1994, staff have gained valuable experience and expertise in LIBOR-based lending and the
associated risk management system. Nevertheless, as in the case of IBRD, ADB will need to
undertake a total redesign of its loan accounting and loan administration systems to address the
specifities of the LBL product.
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F. Expected Future Directions

82. The evolution of ADB into a full-fledged LIBOR-based lender will have to be done in
stages to allow for the installation of interim systems and orderly development of the new loan
accounting and treasury risk management systems. This also will give borrowers and ADB staff
time to become familiar with the new products.

83. Looking forward, Management expects that the future work program for the evolution of
ADB into a full-fledged LIBOR-based lender will include considering the

(i) prospect of providing borrowers greater flexibility in choosing loan repayment
terms, i.e., grace period, final maturity, and amortization structure;

(ii) prospect of offering free-standing hedging products, including commodity swaps;
(iii) prospect of expanding the currencies offered by ADB, including the feasibility of

lending to borrowers in their domestic currency through local currency swaps;
and

(iv) feasibility of reconfiguring outstanding balances of pool-based loans
(emphasizing that any costs of reconfiguration will have to be passed on to the
borrowers).

IV. WITHDRAWAL AND CONVERSION OF POOL-BASED LOANS

A. Withdrawal of Pool-Based Loan Products

84. The rationale for withdrawing pool-based loans stems from two sets of factors. First,
developing member countries (DMCs) are firm in their need for transparency in loan pricing,
which is linked to the availability of debt management instruments in the market. This is the
most compelling reason for introducing the LBL product. By definition, a pool-based loan
product menu cannot coexist with an LBL product if transparency of pricing and the associated
use of debt management market instruments are the reasons for introducing the latter.

85. Second, on the basis of ADB’s experience, pool-based lending can only be efficient in a
single-product environment where continuous demand for the product makes the lending rate
sensitive to changes in the market rates as sizeable annual borrowings are added to the pool of
outstanding borrowings. When the demand for such a product is stopped or is reduced
considerably, the lending rate can become significantly out of line with the market rate.
Borrowers could, therefore, become dissatisfied. If ADB were to continue to offer pool-based
loans simultaneously with LBLs, a product where strong demand is expected, the pool-based
loans will entail significant risks to the borrowers, which would be compounded because the
product is not hedgeable. Further, the prepayment risk would rise and this could cause
substantial losses to ADB as the proceeds of prepayment may be invested at significantly lower
rates than the original borrowing cost, for which ADB would continue to be liable.

86. There has been no demand for the pool-based multicurrency loan (PMCL) since the
pool-based single currency loan PSCL in US dollars was established in 1994. Borrowers have
indicated that they do not intend to use it anymore. Therefore, the PMCL should be withdrawn
from ADB’s new product menu by 1 July 2001. To provide a smooth transition, the PSCL in US
dollars be withdrawn from ADB’s new product menu by 1 July 2002.
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B. Conversion of Pool-Based Loans

1. PMCL Loans

87. At the end of March 2001, the outstanding and undisbursed loan balances of PMCLs
were about $7.9 billion and $0.115 billion, respectively. ADB is currently approaching each
borrower to cancel the remaining small undisbursed balances as soon as possible.

88. Many borrowers are dissatisfied with the terms and conditions of the PMCL window. The
disbursement and repayment currency are at the discretion of ADB, which creates uncertainty
and makes borrowers’ cash flow budgeting, forecasting, and evaluation in the local currency
difficult. The borrowers cited that, over the longer term, the consequences associated with not
being able to identify actual currency exposure and manage it has made the PMCL relatively
more expensive than other product. Most borrowers indicated their desire to convert a
significant portion of their PMCLs into PSCLs or LBLs.

89. In response to these concerns, Management proposes to convert the PMCLs into
PSCLs in yen, to help borrowers better predict the debt service payments on these loans. The
proposed conversions will constitute the first and necessary step before further improvements
may be considered in the future.

90. The PMCLs can be converted into PSCLs in yen. By recalling the remaining small
amounts in other currencies (i.e., Swiss francs and US dollars) in the currency pool for loan
repayments, which constitute only about 0.4 percent of the currency pool as of end of March
2001, the multicurrency pool can become effectively a single currency pool in yen. The
withdrawal of non-yen currencies in the pool can be effected by the end of 2001. Subsequently,
the yen in the pool will be allocated to each loan on a pro-rata basis. This will improve the
borrowers’ ability to predict their debt service for these loans as each individual multicurrency
borrower will now know exactly the amount of its yen obligations and the timing of repayments
of this currency. To achieve this, it is not necessary to remove these loans from the exchange
rate pooling system (ERPS). Nevertheless, since ERPS will become redundant, ADB intends to
remove all the loans from the ERPS, to eliminate the ERPS from its present accounting system
and thus simplify the current efforts in installing a new accounting system for all its loan
products. This will require amending the relevant loan agreements. The removal of these loans
from the ERPS through loan amendments will be implemented after the conversion of PSCLs in
US dollars is completed, i.e., by 31 December 2003.

91. The pool-based lending rate on these loans will continue to be determined on the basis
of the methodology in each loan agreement, i.e., by adding a spread above the average cost of
outstanding borrowings used to fund such loans. To maintain the transparency of the lending
rate, however, the currencies in the pool of borrowings that are no longer outstanding in the
currency loan pool due to withdrawals from it will be excluded from the lending rate calculation.

2. PSCLs in US Dollars

92. Many borrowers have indicated that if ADB introduces LBL products, they will convert
some of their current PSCLs in US dollars to LBLs. The conversion of disbursed amounts will
entail serious asset and liability management issues for ADB because these have already been
funded by ADB with noncallable, long-term fixed-rate borrowings. As the interest rate on these
borrowings is at historic cost and can differ significantly from the current market situation,
swapping these underlying borrowings will entail significant costs that will have to be passed on
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to the borrower. ADB will continue to assess the feasibility of reconfiguring its disbursed pool-
based loans in the future.

93. At this time, ADB will only consider converting the undisbursed balances of these loans
that are not prefunded by ADB. Conversions will not therefore involve restructuring existing
debt, but will involve amending existing loan agreements. Converted undisbursed loan balances
will be treated as new LBLs. Accordingly, it is proposed that ADB offer borrowers the
opportunity to convert undisbursed single currency pool balances (in US dollars) to LBL in any
of the three currencies—euro, US dollar, or yen. The principal terms and conditions of
undisbursed PSCL loan balances converted into LBLs are summarized in Appendix 3.

94. The exchange rate to be used and the amortization schedule to be adopted for the
converted amounts should be guided by the following:

(i) in determining the currency amount of the new LBL, the exchange rate prevailing
on the conversion date will be used;

(ii) undisbursed balances converted to LBL terms will have the same remaining
maturity as the original pool-based loan;

(iii) the amortization schedule for converted amounts will be based on a pro-rata
share of the amortization schedule of the original loan, the share being
determined by the ratio of the converted balances to the sum of converted and
unconverted balances (i.e., the original loan amount less cumulative
repayments); the converted amount will have a new amortization schedule
consistent with the technical improvements (paras 39-41) applicable for LBL; and

(iv) the amortization schedule for the unconverted amounts will also be equivalent to
the pro-rata share of such amounts, but will continue to be expressed in US
dollar amounts.

95. Of the 227 pool-based loans approved at the end of 2000 (pre-2001 PSCL in US
dollars), 197 are still disbursing and have undisbursed loan balances amounting to about $12.4
billion as of the end of 31 March 2001. Of this total, about 171 loans have total undisbursed
balances of at least 25 percent of their total loan amounts. About 170 more loans have
undisbursed loan balances of at least $10 million. The projected disbursements on these
undisbursed loan balances are estimated to be around $2.0 billion to $2.5 billion each year for
the next three years. These statistics indicate the potential number of conversions from PSCLs
in  US dollars into LBLs and the potential build-up of disbursements from these conversions
carrying LBL terms.

96. In determining the timetable for converting pre-2001 PSCLs in US dollars, it is important
to recognize that (i) borrowers have strongly requested for a conversion facility for their pool-
based loans, which at current market conditions will entail interest cost savings to them by about
200 basis points; and (ii) the implementation process could be long. ADB will first send
information to all concerned borrowers on the offer of conversion. The communication will
include a description of the offer, associated deadlines, implementation procedures, and the
amendments needed to the loan agreements of loans to be converted. Then the borrowers will
have to notify ADB of their intent to convert and subsequently complete conversion
authorization for ADB. Borrowers may respond to this offer at different times.
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97. Borrowers wishing to convert undibursed loan balances of their pre-2001 PSCLs in US
dollars will be offered the choice of conversion into LBLs after 2 January 2002 and could begin
to amend their loan agreements thereafter. The actual conversions could take place on specific
dates to simplify the loan accounting process. Because a satisfactory interim accounting system
is needed to handle such conversions, the first date on which actual conversions could take
place would be 31 July 2002. Additional conversions could take place on 31 October 2002 and
15 December 2002. The aim of offering borrowers a choice of conversion dates only in 2002
and completing the conversion in the same year is to avoid disbursement delays in 2001 and
2002.

98. ADB will offer to convert undisbursed loan balances as of 2 January 2002. The
conversion facility will only be offered to all PSCLs in US dollars approved at the end of 2000
with undisbursed loan balances not less than 40 percent of the loan amount as of 31 December
2001. The facility will also be extended to PSCLs in US dollars and MBLs approved in 2001, but
for which invitation to negotiate is issued after 1 July 2001.

99. The 40 percent figure was chosen on the basis of the following considerations. With
more than 50 percent of the project disbursements, any change in loan terms could delay
completion of the project. With only those projects eligible for conversion into LBL terms, where
60 percent have to be disbursed yet, the number of requests for conversion would be reduced,
thereby, expediting the processing. A reduction of loan conversion would enable ADB to use the
interim arrangement established for the LBL product. This category will capture about 150 loans
with $11.0 billion of existing undisbursed loan balances. Table 2 summarizes the proposed
timetable for this initiative.

Table 2: Proposed Timetable for Conversion of Pre-2001 PSCLs in  US Dollars

For Individual Loans or Portfolio of Loans Conversion to LBL Terms

1. Notification of offer of conversion by 2 January 2002

2. Borrower evaluation of offer beginning 2 January 2002

3. Borrower notifies ADB of intention to convert by 31 March 2002 by 30 June 2002 by 30 Sept 2002

4. ADB received completed conversion
authorization by 31 May 2002 by 31 Aug 2002 by 30 Nov 2002

5. Conversion implementation dates by 31 July 2002 by 31 Oct 2002 by 15 Dec 2002

6. Notification to borrower of completed
conversion as soon as possible after (5)

100. The new LBL product will be offered only to loans for which invitation to negotiate is
issued on or after 1 July 2001. ADB could not offer new borrowers LBL terms for loans whose
invitation to negotiate is issued before 1 July 2001. These loans therefore will have been
negotiated on pool-based terms for public sector loans and MBL terms for private sector and
financial intermediary public sector loans. Many of these pool-based borrowers have requested
the opportunity to convert their PSCLs into LBL terms at the earliest possible opportunity. To
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avoid disbursement delays on some of these loans, Management recommends that PSCLs in
US dollars and MBLs approved in 2001 and for which notice of negotiations will have been
issued prior to 1 July 2001 will be given immediate opportunity to convert their loans into LBL
terms.

101. To summarize, the PMCL will be withdrawn from ADB’s loan menu by 1 July 2001.
PMCL loans will be transformed “effectively” into PSCLs in yen by recalling non-Japanese yen
PSCLs in the pool for purposes of loan repayments. The PSCLs in US dollars will be retired by
1 July 2002. The conversion facility to be offered for PSCLs in US dollars is summarized in
Table 3.

Table 3:  Conversion of PSCLs in US Dollars to LBL Terms

Date Invitation to Negotiate Conversion
Date of Loan Approval was Issued Implementation Dates

1. Pre-2001 31 July , 31 October, and
15 December 2002

2. Approved in 2001 Before 1 July 2001 immediate conversion; anytime
during 1 July - 31 December 2001

3. Approved in 2001 After 1 July 2001 same as pre-2001

4. Approved in 2002 After 1 January 2002 conversion not allowed

V. FUNDING AND RISK MANAGEMENT STRATEGY

102. ADB has been offering LIBOR-based products to certain types of borrowers since 1994,
when the MBL window was established. The financial operation of LIBOR-based lending under
this window has been governed by a Board-approved risk management framework or strategy
known as the matched-funding policy. As the proposed new LBL product can be considered as
an expansion of the MBL window, the Board-approved matched-funding policy for risk
management will naturally apply to the proposed new LBL product window. The major
difference is that matched-funding for MBL is done at loan approval, while matched-funding for
the new product will be done at the time of disbursements.

103. Matched funding is essentially one type of asset and liability management strategy.
Under this strategy, ADB would fund LBLs with liabilities having broadly the same
characteristics in terms of interest rate (fixed or floating), currency, and maturity. This would
enable ADB to minimize the risk to income from mismatches in those three areas. In simple
terms, fixed-rate loans should be funded with fixed-rate borrowings with corresponding matching
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repayment schedules and maturities,7 and floating-rate loans with floating rate liabilities. Each
individual LBL transaction will therefore be hedged, thus controlling the very sources of risk.8

104. A discussion of the funding and risk management strategy will therefore help in the
understanding of how ADB will manage the financial risk in LBL lending.  As with ADB’s other
loan products, the funding strategy for LBL lending will be designed to secure the required
volume of borrowing in a timely fashion and at the most attractive available cost. Under such
strategy, funding for the LBL product will be raised through diversification across markets,
instruments, and maturities and by taking advantage of timing flexibility. In line with its
comparative advantage, ADB will fund LBL products mainly through fixed-rate borrowings in
various currency markets and simultaneously engage in a combination of interest rate and
currency swaps to convert, if necessary, such borrowings into a desired interest rate structure
and currency composition.

105. The objective of the risk management strategy is to manage the currency composition,
maturity profile, and interest rate characteristics of the portfolio of liabilities supporting the LBL
product within the prescribed principle of matched funding. To eliminate exchange risk in a
single currency lending, ADB will match the LBLs in any one currency with liabilities in the same
currency, as prescribed by the Charter.  In many cases, ADB has obtained blanket consents
from member countries to raise funds in their markets and denominate the borrowings in their
currency.9  With the introduction of the LBL product, ADB plans to obtain “evergreen” consents
to be able to borrow (and swap) in the currencies in which it has made loan commitments, so
long as the loans are outstanding (para. 19).

106. The interest rate risk on LBL products will be managed by using interest rate swaps to
closely align the interest rate characteristics of the loan portfolio with those of the underlying
liabilities.   Under this approach, all borrowings for funding the LBL products will initially be
swapped into floating-rate liabilities with the floating rate of interest payable by ADB under the
swaps based on six-month LIBOR.  Pending disbursements, the proceeds of the borrowings will
be invested in the liquid asset portfolio with the primary objective of managing the so-called
“warehousing” risk.  There are two potential sources of warehousing risk.  First, ADB will be
exposed to the risk of short-term interest rate movements (within six months) between the
LIBOR reset date of liabilities and the rate-fixing date for liquid assets.  Another potential source
relates to the risk that, prior to disbursements, the cost of liabilities may be higher than the
investment return, i.e., cost of carry on a floating-to-floating basis. The magnitude of the
warehousing risk will be almost eliminated by matching the maturity or repricing intervals of the
liquid assets and the underlying liabilities. To provide flexibility in the investment of an LBL liquid
asset portfolio, ADB may temporarily bridge finance disbursements of LBL loans by issuing
euro-commercial paper funding through the interbank market, and using equity funds.  Such
bridge-financing will allow ADB to avoid the costs of liquidating its LBL investments.  ADB will
replace the bridge-financing with long-term liabilities as proceeds from maturing LBL
investments are received.

                                                
7 In the case of floating-rate, maturity matching is not so important because funding in floating basis fundamentally

eliminates market risks (para. 107).
8 This is the traditional and safest way of managing financial risks. The alternative to this approach is to allow risk

exposure on a transaction basis and manage the risks on a portfolio basis with a robust asset-liability management
framework that would be able to measure, control, and manage risks using target benchmarks such as duration,
value-at-risk, simulations, and gaps.

9 The only exception is the United States which continues to provide ADB with borrowing consent on an annual
basis.
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107. ADB does not need to match the maturity of floating-rate loans and floating-rate
liabilities. In theory, a refunding risk would arise to the extent that the maturities of the floating-
rate loan portfolio were longer than those of the allocated floating-rate liabilities. Because
refunding will be done on the same interest rate basis, i.e., six-month LIBOR, there would be no
interest rate basis risk. The risk will be limited to an access risk or roll-over risk, and the
possibility that its funding spread relative to LIBOR on the refunding date would become less
attractive. As long as ADB maintains its high credit standing, refunding will not entail any risk to
ADB. Maturity mismatch for fixed-rate loans will however entail interest rate risks.

108. The remaining risk is the reset mismatch. The lending rate reset dates in LBLs differ
among themselves and may not coincide with the LIBOR reset dates of funding. By having
standard lending rate reset dates for loans that are dispersed evenly across the year, i.e., 1st

and 15th of each month and six months thereafter, ADB will have more flexibility to synchronize
the reset dates of its floating-rate liabilities to occur on the same lending rate reset dates of
loans, thus avoiding some reset risks. In addition, interest rate  movements between the reset
dates for liabilities and loans will tend to even out over time. However, complete matching of the
reset dates and amounts cannot be achieved because the timing of borrowing and lending
operations is influenced by dynamic factors such as market conditions. Thus, reset risks will
have to be monitored, controlled, and managed on a portfolio basis as under the present
practice for the MBL.10

109. When the interest rate on the disbursed amount will have to be fixed from time to time in
accordance with the borrowers’ request, ADB will convert the initial floating rate liabilities to
fixed-rate funding through interest-rate swaps.  The fixed interest rate of the LBLs will be mainly
based on the fixed-rate of interest payable by ADB under the interest-rate swaps.  This,
combined with the maturity matching of loans and swaps, allows ADB to completely eliminate
interest rate risk associated with  fixed-rate loans.  The maturity matching of loans and swaps
means that ADB will accept conversion into the fixed-rate only for loans with remaining
maturities that are available in the swap market.  In this way, fixed-rate loans are squarely
matched with corresponding fixed-rate obligations, i.e., perfectly market-covered.

110. In summary, the matched funding approach to risk management requires that each LBL
transaction be hedged. This will ensure that, at the aggregate level of the portfolio, the amount
of interest (exclusive of the prevailing lending spread of 60 basis points) billed to the borrowers
should suffice to recover the amount of interest paid out to service the liabilities allocated to fund
the LBL products. Notwithstanding the adoption of the matched-funding policy, the risk profile of
the LBL portfolio will be measured and managed through the use of various quantitative
techniques, including the MBL window’s Value-at-Risk approach. In addition, counterparty credit
risk associated with swap transactions would be mitigated by ADB’s practice of only entering
into long-term swaps with counterparties meeting conservative risk guidelines.

111. Another potential source of risk is lending at a fixed spread over a defined cost base
rate. This risk arises because of the possibility that the actual spread earned by ADB on LBL
assets could be eroded if its actual borrowing cost becomes higher than the cost base rate.

                                                
10 For the MBL window, the extent of ADB’s exposure to reset risk is measured by standard market techniques

including value-at-risk and volatility analysis. For example, based on the MBL portfolio size of $1.1 billion as of 31
December 2000, the value-at-risk was calculated at about $47,000 with reference to a 95 percent confidence level
over a 10-day period. In other words, ADB had a 5 percent chance of experiencing a loss of at least $47,000 over a
horizon of 10 days due to movements in interest rates.
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112. There are two ways in which this risk could affect ADB’s lending spread. First, there is
the risk that, due to changes in ADB’s funding cost margin relative to the cost base rate during
the period between loan commitment (i.e., when the spread is fixed) and disbursement, new
disbursements on loans already committed may have to be funded at a cost higher than the
cost base rate. This is generally referred to as the funding lag risk (i.e., time lag between loan
commitment and disbursements/borrowings). The longer is the funding lag the greater is the
risk. Second, if the maturity of ADB’s borrowing and lending differs and ADB has to refinance its
borrowings, it may not be able to do so at a cost equal to or lower than the cost base rate. The
greater is the maturity mismatch the bigger is the risk.

113. Based on these considerations,  ADB adopted a policy of matched-funding when the
fixed spread MBL window was introduced in 1994. Under such policy, ADB is required to fund
MBL loans near the time of approval to protect its lending spread in line with prevailing practices
then in other MDBs which are offering private sector loans. This approach resulted in
maintaining a level of liquid assets equivalent to 100 percent of the undisbursed balances of
MBL loans.

114. In practice, however, ADB’s sub-LIBOR funding cost reflects its “AAA” credit rating. The
risk that ADB’s future borrowing cost may become higher than the cost base rate could only be
triggered if its credit standing in the market deteriorates, which in turn can be triggered by loan
defaults by one or more of its borrowers. Thus, under normal financial conditions, it is not likely
that ADB’s funding cost would become higher than the cost base rate. On this basis, and taking
into account that the risk on fixed spread pricing would be mitigated by the system of rebate and
surcharge, Management judges that the present minimum liquidity policy for pool-based loans,
i.e., 40 percent of undisbursed loan balances can also be applied to LBL loans.

115. Although the system of rebate and surcharge would not apply to private sector loans,
Management judges that the fixed-spread pricing for LBL private sector loans would not entail
significant risks to ADB for the following three reasons. First, in the absence of a rebate
mechanism for LBL private sector loans, ADB would in effect be keeping its sub-LIBOR funding
cost margin in contrast to the rebate feature of LBL public sector loans. The additional income
from sub-LIBOR funding cost margin on LBL private sector loans may be considered as
additional reserves to act as buffer against the risk, albeit remote, that ADB’s funding cost may
become higher than the cost base rate. Second, because private sector loans are generally
disbursed faster than public sector loans and have shorter maturities than public sector loans,
the funding lag and refunding risks of private sector loans are considerably smaller than public
sector loans.

116. Third, this judgement was also based on the experience that ADB has gained on its
fixed-spread MBL window. When the MBL was introduced in 1994, ADB gave weight to the
generally accepted principles that the funding spread of any borrower could change over time
due to market factors such as changes in interest rate expectations and swap opportunities.
While these remain true, experience has shown that these factors would not be as critical as the
deterioration of ADB’s credit standing due to default by its borrower(s).

117. On the basis of the above three reasons, it is concluded that the risk on fixed-spread
pricing on new LBL private sector loans need not be managed by maintaining 100 percent
liquidity coverage. Thus, the present minimum liquidity policy of ADB can be applied on future
LBL loans for private sector borrowers, i.e., 40 percent of undisbursed loan balances. For the
same reasoning, it is Management’s judgement that undisbursed loan balances of existing MBL
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loans need not be fully covered by liquidity. It is therefore proposed that the present minimum
liquidity policy of 40 percent of undibursed loan balances be applied to outstanding MBL loans.

118. In accordance with the global swap authorization approved by the Board of Directors on
an annual basis, ADB has the authority to undertake currency and interest rate swaps and other
derivative transactions in connection with its borrowings. ADB has followed the practice of
obtaining the approval of the country in whose currency the proceeds of the borrowings will be
exchanged under the currency swap transaction, regardless of whether the country is an ADB
member.11  With the introduction of a common currency such as the euro, it is difficult for ADB to
continue this practice, in particular given that 4 of the 12 countries comprising the Economic and
Monetary Union are not ADB members.12 To provide flexibility in the execution of currency
swaps involving the euro, the current practice of obtaining the approval of nonmember countries
will be discontinued.13 ADB will continue to obtain all approval mandated by the Charter.

119. In connection with the risk management of the LBL product, particularly regarding
conversion options, ADB needs to be able to undertake swaps as and when currency and
interest rate conversions are requested by the borrowers.  Under current practice, swaps
relating to the risk management of the MBL window are authorized by the Board on an annual
basis.  Currently, this practice does not impede ADB’s risk management operations due to the
relatively small amount of MBL loans.  However, the practice will not be suitable for LBL risk
management because the amount of the LBLs will be sizable.  Thus, it is proposed that the
Board authorize ADB to undertake currency and interest rate swaps from time to time in
connection with the risk management of the LBLs.  The timing and amounts of individual swaps
will depend on the borrowers’ request for currency and interest rate swaps. In addition, ADB will
need to undertake hedging transactions involving forward rate agreements and interest rate
futures contracts to manage the reset risk.

VI. IMPLEMENTATION AND RESOURCE REQUIREMENTS

120. Ensuring effective implementation of the new product proposal will be an institutional
priority for ADB. The main implementation goals are

(i) promoting borrowers’ awareness of and capacity to make informed decisions
about the proposed loan product;

(ii) enhancing product delivery capacity within ADB; and
(iii) modifying loan accounting and financial systems and preparing new loan

documentation.

A. Outreach Program with Borrowers

121. ADB borrowers already possess a high level of understanding of the proposed LBL
products, given their familiarity with similar loan products offered by IBRD. All of ADB’s major
active borrowers and one small active borrower have participated in IBRD’s product information

                                                
11 Doc. R38-83: Currency Swaps for Possible Borrowings with Currency Hedged Transactions, 18 March, para. 21.
12 Regarding the other eight countries that are members of ADB, each has provided ADB with a blanket consent for

currency swaps involving euro.
13 This in consistent with the practice of the World Bank
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workshops as well as in global sovereign debt management workshops. Some ADB borrowers
have received several loans under IBRD’s new menu of loan products.

122. Nevertheless, ADB will have an outreach program to: (i) promote the borrowers’
awareness and knowledge about the products, and (ii) enhance the borrowers’ capacity to make
informed decisions. A product brochure and information materials will be disseminated in hard
copy and on ADB’s website. This will be followed by orientation sessions with ADB’s borrowers
in their countries on product information and when necessary additional workshops for more
advanced topics such as sovereign debt management issues.

123. Ultimately, the training sessions will be replaced by a distance learning and information
system using CD-ROMs that will include sophisticated working tools that borrowers could use to
support their analysis of the financial alternatives available under the LBL product. Work on this
project has been started.

B. Enhancing Product Delivery Capacity within ADB

124. The key objectives of ADB’s  program for enhancing product delivery capacity are to (i)
promote awareness and knowledge of the new loan products, (ii) promote awareness of
borrowers’ debt management concerns, and (iii) ensure that staff will not act as advisers to
borrowers (operational staff will not be trained as risk management experts).

125. To promote awareness and knowledge of the proposed LBL product, ADB will conduct
general training sessions among relevant operational staff. The first round, consisting of four
training sessions, has already been completed. More training sessions will be delivered focusing
on specialized staff consisting of mission leaders, financial analysts, and operations lawyers.
Ultimately, classroom-based training sessions will be replaced by the distance learning and
information system that is currently being developed.

126. A resource team has been created in the Treasurer’s Department. The team will be
responsible for preparing product information materials, developing and delivering staff training,
and providing operational support. The team’s role in providing support during loan negotiations
and appraisal missions is a temporary arrangement until operations staff (particularly the
specialized staff) are qualified to respond to borrowers’ questions.

C. New Loan Documentation and Systems Modification

1. Loan Documentation

127. Two documents usually define the financial terms and conditions of a public sector loan:
(i) the individual loan agreement, and (ii) loan regulations. Following the innovation initiated by
IBRD, a third document, the conversion guidelines, will be used. This document will set out the
procedures for requesting, accepting, and effecting conversion transactions. It will also contain
information on restrictions or limits on transactions and transaction fees and charges on
conversions. As many of the guidelines are market-based and operational in nature, they could
be changed over the life of a loan. Thus, the advantage of having a third and unilateral
document is to provide flexibility in executing transactions to fund conversion requests.

128. The conversion guidelines will be completed before 1 July 2001. The Board will be
considering the new loan regulations along with this paper.



25

2. Accounting System

129. The new LBL product will require a radical change in ADB’s loan accounting and loan
billing systems. The new system must be able to handle conversion transactions and associated
hedges and to monitor the status of a loan after several conversions have taken place over
time. Loan accounting should also provide pro-rata allocation of total loan repayments to each
portion of the loan being converted. Further, the necessary introduction of the rebate and
surcharge system will in effect involve recalculation of interest payments for a specific interest
period. Moreover, the new accounting system should reflect all possible future improvements in
the LBL product menu, such as the customized repayment structure and free-standing hedging
products.

130. In short, because the new LBL product will require a total revamp of the existing system,
the current system should not be modified to meet the LBL requirements. Instead, the existing
system will be replaced over time by a commercial lending software package or a custom-
developed new loan accounting system.

131. Based on MDBs’ experience, any system development, whether purchased from a
vendor or developed in-house, will necessarily take a long time to implement because many
MDB operations are unique. Any off-the-shelf software package will have to be significantly
modified to suit MDB requirements. Thus, the development of a new system for the LBL product
will have to be phased, and it would not be prudent to unduly hasten the process, which will
probably take 2-3 years.

132. In light of the complexity of the changes required in the loan accounting and billing
systems, it is proposed to adopt a two-track approach, and the tracks will converge at some
point in the future.

133. The first track will consist of rapidly installing a simple and flexible system that will not
necessarily be limited to the use of Excel spreadsheets. The system should be easily modifiable
by staff because the change process warrants an iterative approach to accommodate
development of system requirements over time. Given the magnitude of the requirements of
loan accounting and loan administration for the LBL product, even under track one the major
commitment will need to be made in terms of resources allocated. The second track will involve
developing new loan accounting and loan administration systems for the LBL product. The two-
track approach will enable ADB staff to develop clearly and precisely a statement of the overall
specifications of the new loan accounting system. This will improve the specification, design,
and implementation of a new loan accounting system under the second track.

134. For the second track, the two major options are (i) custom development of the new loan
accounting and loan administration systems, or (ii) installation of a commercial lending software
package. Among the MDBs surveyed for this purpose, IBRD has opted for a custom
development of its LBL accounting system. IBRD has not yet completed its new system
development. If ADB were to adopt this option, it would expand the loan accounting functions
covered by INTEGRA. The LBL product handling features are not included under present
scope. Inclusion of these new features will require a contract variation.

135. Under the second option, ADB must be ready to accept much of the process rules
imposed by a commercially available software package to minimize customization. Other MDBs
such as the European Bank for Reconstruction and Development (EBRD) are implementing
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commercial lending packages for their LBL products. If ADB adopts this option, the commercial
lending software package will be integrated with the software ADB is currently using, providing
interfaces with the current systems and INTEGRA. This approach should cover LBLs and all
existing loan products, excluding those that will be replaced by LBLs.

136. A comparative analysis of the options will be carried out to evaluate them from a
technical and financial standpoint. This analysis will provide the basis for deciding the
information technology (IT) solution that will be implemented.

137. The adoption of a two-track approach raises the question of whether the interim system
under the first track could handle the expected volume of transactions. On the basis of IBRD’s
experience, demand for interest rate transformations will be stronger than that for currency
transformations. As the interest rate flexibility relates to disbursed amounts (not undisbursed
balances) and the build-up of disbursements on most new loans will take time, the number of
requests to change the interest rate basis on new loans may be limited over the next 2-3 years.
Demand will likely increase if interest rates rise or become highly volatile. ADB, however, should
expect some borrowers to opt for specified rate fixing (SRF) whereby borrowers at the outset
will provide ADB a schedule of rate fixing for their loans. About 20 percent of IBRD’s new
borrowers opted for automatic rate fixing.

3. Asset-Liability Management System

138. The in-house developed risk management software for MBL is an Excel-based
application designed to accommodate the volumes and matched-funding policies governing the
MBL product. The LBL product will adopt a similar matched-funded approach as the MBL. In
addition, initial volumes under the LBL product are expected to be modest. Therefore, the
existing risk management software for MBL can initially be used for LBL. This notwithstanding,
Treasurer’s Department is exploring the extension of applications under the Treasury Risk
Management System (TRMS) to determine whether robust asset and liability management
(ALM) can be handled on a more permanent basis through the new system. This will include
determining the capacity of the TRMS to accommodate higher volumes of LBL transactions,
simulation analysis under a variety of exchange rate and interest rate scenarios, traditional gap
analysis, duration analysis, and other such standard features available in most ALM software
packages.

D. Due Diligence with Borrowers

139. Management does not propose to establish eligibility criteria to ensure that the selected
terms or requests for conversion by the borrowers are appropriate. Instead, a coordinated effort
will be undertaken by the Operations, Controller’s, and Treasurer’s Departments to ensure that
ADB performs due diligence on any conversion proposal.

140. Borrowers will be responsible for the choices they make using ADB’s loan and
conversion options. However, ADB has a responsibility to ensure the borrowers have an
opportunity to understand the terms of the alternatives. ADB will support borrowers by providing
extensive outreach and information programs (paras. 121-123). Staff from the Treasurer’s
Department will also be available to assist operational staff in discussing financial terms with
borrowers. Such assistance will help ensure that borrowers understand the financial terms
and/or risks of the products being offered and are in position to make well-informed choices.
Nevertheless, the relationship between ADB and its borrowers must be well defined and
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explained, so that borrowers understand that they are making their own independent
judgements on how best to use the new loan instruments.

141. While ADB may not be able to avoid all misunderstandings over its role, at least three
levels of protection will be designed to minimize this risk:

(i) The training for staff will emphasize the need to refrain from offering to borrowers
opinions or advice that might influence their decisions.

(ii) Borrowers will be informed, in seminars, in workshops, and at loan negotiations,
that they will be making their own independent decisions on the financial terms of
their loans and on subsequent decisions to change the interest rate or currency
basis. Borrowers will be required to provide a written statement of the rationale of
their choice of loan terms and decisions to change the currency or interest rate
basis under the terms of the new loan product.

(iii) ADB will include an appropriate disclaimer that will be recorded in the minutes of
loan negotiations to ensure that the borrower explicitly agrees that it is exercising
its own independent judgement in selecting the financial terms of its loans.

E. Budgetary Implication

142. Three key implementation activities will have budgetary implications: training, new
accounting and risk management systems, and additional staff.

143. Borrower and Staff Training . The major component of this activity is the preparation of
multimedia distance learning materials including CD-ROMs. The first stage in this development
will focus on promoting awareness of and familiarity with the features of the LBL product. This
will be covered by the 2001 budget for staff consultancy. The second stage will focus on more
advanced topics, such as sovereign debt management issues, and more sophisticated working
tools to support practical analysis of the financial alternatives available under the LBL product.
Budgetary implications of the second stage cannot yet be ascertained.

144. The first round of ADB’s outreach program with borrowers will entail travel expenses for
conducting product information sessions and training of ADB’s active borrowers. The second
round of training will be needed when ADB introduces additional products in the future or when
borrowers request for workshops in their countries on sovereign debt management issues. All
travel expenses will be absorbed by regular budgetary allocation for staff travel.

145. New Accounting and Risk Management Systems . The new LBL product will require a
radical change in the loan accounting system and loan administration (paras. 129 to 131).
Because of the complexity of the required changes, a two-track solution is recommended. For
the first track, staff are now preparing the system design using the Excel spreadsheet. For the
second track, staff are rigorously assessing whether to develop a custom-built system within
INTEGRA, or acquire commercially available software. Commercially available software
packages used by major banks and other MDBs are being evaluated against ADB’s LBL
product requirements. Based on a preliminary survey of costs of various software packages and
the development costs needed to modify them to suit ADB’s requirements, ADB might incur a
capital cost of about $10 million to $20 million to implement a new loan accounting system.
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146. Available risk management software for MBLs can initially be used for LBLs. This
notwithstanding, ADB is exploring the possibility of extending the applications of the new TRMS
to ALM for the LBL product on a permanent basis. However, this will also involve expenditure
for implementation services, additional licenses, hardware, and the building of interfaces, which
is estimated to cost less than $1.0 million.

147. Additional Staff.  The interim loan accounting and billing arrangements will be labor-
intensive. ADB will, however, employ fixed-term support staff until the medium-term solution is
in place.

148. The volume and number of disbursements for the LBL product will be the same as those
of the existing product. However, the use of the conversion options will increase the number of
transactions to be handled by the staff. Additional professional staff will be required in the Office
of the General Counsel, Controller’s and Treasurer’s Department to process and administer
loan conversion requests, execute swap transactions, and monitor the ALM.

149. Conversion requests will arise from both the new loan products and the PSCLs in US
dollars. As disbursements will build up slowly for most new loans, requests for conversions may
be limited over the next 2-3 years. Thus, in 2002, additional staff will be required mainly to
handle conversion requests from existing loans. Subsequently, additional staff will be required
to handle conversion requests from new loans.

150. The Office of the Information Systems and Technology will also require additional staff to
develop, implement, and support the IT solution. These staff will be primarily responsible for
implementing the solution and for building interfaces to integrate it with the current software,
bridging it with the old systems and INTEGRA. Additional legal resources will also be needed for
negotiation and documentation of a more complex and sophisticated loan product and for
documentation of swaps.

151. The number, timing, and sequencing of additional staff requirements associated with the
introduction of the LBL in the concerned departments and offices, will have to be determined
and incorporated in ADB’s annual budget over the next 2-3 years.

VII. CONCLUSION AND RECOMMENDATIONS

152. ADB was established to provide its DMCs with long-term capital for development; capital
of a kind that they may not otherwise have access to. Accordingly, ADB has been the main
official regional multilateral channel through which capital resources have been intermediated
between the developed countries and DMCs. The survey conducted by ADB among the DMCs
in late 1999 and early 2000, indicated that their needs and expectations of ADB as a financial
intermediary are evolving. The DMCs expect ADB to

(i) provide appropriate loan products suitable for development, taking into
consideration project-specific factors and debt management considerations;

(ii) enhance their institutions and capabilities for effective debt management and
choice of appropriate financial instruments; and
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(iii) improve their understanding of financial needs and provide them access to the
best-known practices and financial instruments that can be made available
through ADB.

153. These three expectations are inextricably linked and mutually supporting. All three are
directly or indirectly needed for ADB’s effective and efficient financial intermediation.

154. The DMCs revealed preference is for ADB to move away from providing pool-based
homogenous loan products to catering for a much more heterogeneous range of loan products.
These should be market-based with (i) built-in derivatives to cap or contain risk, (ii) flexibility to
switch currencies, and (iii) different prices and terms, all tailored to meet the needs of specific
borrowers for specific projects. The DMCs want transparency and automaticity in the cost base
of loan pricing.

155. In this paper, while ADB’s response has been tailored to address the needs and
expectations of the DMCs, the sequence and phasing of the new initiatives have factored in
institutional capabilities that will need to be created for the introduction of the LBL products. The
approach adopted has been to focus on how well ADB’s financial instruments meet DMC
requirements and help achieve institutional goals. In the design of its new loan products, ADB
has been guided by three factors. First, it is being responsive by setting goals that are
appropriate to DMCs’ loan product needs and institutional priorities. Second, increased
relevance is being achieved through devising the loan products and deploying them in a proper
sequence to achieve the goals. Finally, a high quality of financial services will be assured to
meet the standards of the best-known practices in relating financial instruments to debt
management considerations.

156. With the introduction of the LBL product, ADB is leveraging its financial strength,
knowledge of risk management, and knowledge of international capital markets and financial
products, to provide DMCs with a range of risk management financial products that are widely
available in the markets but not accessible to many DMCs. This evolution in ADB’s financial
intermediation role constitutes a watershed.

157. In this connection, two aspects are important. First, the cooperative nature of ADB will
be maintained and reflected in the pooling of certain risks and costs, as reflected in the system
of rebates and surcharges that is being proposed with the pricing of the LBL product. Second,
costs associated with addressing the needs of individual DMCs in terms of currency and interest
rate swaps and prepayments will be charged to individual DMCs without any pooling. In effect,
while the benefits of ADB’s financial strength will be equally available to all DMCs through a
homogenous cost base, lending spread and access to financial expertise, costs that are
transaction specific will be charged to the DMC concerned. The transparency and automaticity
of pricing and access to financial instruments will be ensured, as will equity, as one DMC will not
have to pay for the cost of financial services requested by another DMC.

158. The introduction of a core LBL product begins the next step in ADB’s evolution as a
financial intermediary. Additional initiatives will be needed to progressively align ADB’s loan
products with those available in the market. At each step for strengthening ADB’s financial
intermediation role, the guidance of the Board of Directors will be requested.



30

159. It is recommended that the Board approve:

(i) the creation of a new LIBOR-based lending facility, substantially on the basis of
the terms described in this paper (and particularly in Appendix 2 thereto), with
respect to loans to be made from ADB’s ordinary capital resources for which the
invitation to negotiate will be issued on or after 1 July 2001;

(ii) the draft Loan Regulations Applicable to LIBOR-based Loans from ADB’s
Ordinary Capital Resources presented to the Board;

(iii) the undertaking by ADB, from time to time, of direct borrowings of funds for
periods not exceeding one year in connection with bridge-financing transactions
contemplated by the new LIBOR-based lending facility described in this paper,
provided that (a) such direct borrowings shall be reported to the Board every
quarter, and (b) the sum of the total principal amount of such direct borrowings
and total principal amount of euro-commercial paper issues at any one time shall
not exceed $5,000,000,000;

(iv) the undertaking by ADB, from time to time, of any currency liability swap
transactions, interest rate swap transactions and related transactions in
connection with the lending operations and risk management transactions
contemplated by the new LIBOR-based lending facility described in this paper;

(v) the termination of the market-based lending facility with respect to loans for
which the invitation to negotiate will be issued on or after 1 July 2001;

(vi) the termination of the pool-based multicurrency lending facility with respect to
loans for which the invitation to negotiate will be issued on or after 1 July 2001;

(vii) the conversion of outstanding pool-based multicurrency loans into pool-based
single currency loans in Japanese yen, and the offer to amend the related loan
agreements to effect their removal from ADB’s exchange rate pool system by 31
December 2003;

(viii) the termination of the pool-based single currency lending facility in United States
dollars with respect to loans for which the invitation to negotiate will be issued on
or after 1 July 2002;

(ix) the offer to convert on or after 1 July 2001 undisbursed amounts of effective
pool-based single currency loans in United States dollars and market-based
loans (constituting at least 40 percent of the original loan amount), that were
approved by the Board in 2001 and for which the invitation to negotiate was
issued before 1 July 2001, to the new LIBOR-based lending facility, substantially
on the basis of the terms described in this paper (and particularly in Appendix 3
thereto);

(x) the offer to convert on or after 31 July 2002 undisbursed amounts of effective
pool-based single currency loans in United States dollars (constituting at least 40
percent of the original loan amount), that were approved by the Board in 2001
and for which the invitation to negotiate was issued on or after 1 July 2001, to the
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new LIBOR-based lending facility, substantially on the basis of the terms
described in this paper (and particularly in Appendix 3 thereto);

(xi) the offer to convert on or after 31 July 2002 undisbursed amounts of effective
pool-based single currency loans in United States dollars (constituting at least 40
percent of the original loan amount), that were approved by the Board prior to 1
January 2001, to the new LIBOR-based lending facility, substantially on the basis
of the terms described in this paper (and particularly in Appendix 3 thereto); and

(xii) the reduction of the minimum liquidity coverage of undisbursed amounts of
outstanding market-based loans from the present requirement of 100 percent to
40 percent.
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COMPARISON OF ADB’S PROPOSED LBL WITH IBRD’S LIBOR-BASED PRODUCTS

1. In early 1999, the International Bank for Reconstruction and Development (IBRD)
introduced a full-fledged LIBOR-based loan (LBL) window, which is referred to officially by IBRD
as the fixed spread loan (FSL) to distinguish it from earlier LBL products that carry a variable
spread. Because both IBRD’s FSL and the proposed LBL products of the Asian Development
Bank (ADB) are based on the standard market features of LBLs, they are essentially similar. At
present, however, the scopes of the loan menus of the two institutions differ somewhat, mainly
in the timing of implementation. The essential differences are in three areas: (i) options for
maturity and repayment terms, (ii) risk management product options, and (iii) method for
determining the fixed spread added to six-month LIBOR.

2. IBRD’s FSL offers a wide choice of repayment terms: (i) level principal payment, (ii)
annuity-type principal payment, (iii) single payment at maturity (bullet maturity), and (iv) custom-
tailored repayment terms. Under each option (except the bullet maturity), borrowers may choose
repayment schedules linked to (i) commitment, or (ii) disbursement or subloan tranching. In
addition, IBRD borrowers may request for nonstandard grace periods and final maturities.
Flexibility, however, is exercised within financial policy limits such as the limit on each country’s
overall average loan life target.

3. At this time, ADB will only offer annuity-type principal payment for all borrowers, with the
repayment schedule linked to commitment. The subloan tranching method of repayment will
only be offered to financial intermediary borrowers. More flexibility, however, will be given to
private sector borrowers. Management intends to offer a wider choice of repayment terms in the
near future, but first ADB needs to set policy limits on the maximum average loan life for each
country without deviating from the present average term structure of ADB loans.

4. For risk management products, the proposed embedded loan conversion options are
similar to the embedded options of IBRD’s FSL. IBRD is now offering freestanding hedging
products, and ADB will explore the prospects of offering similar products in the near future.

5. The third key difference is the method for determining the fixed spread. In the proposed
LBL products, the fixed spread will consist solely of ADB’s basic lending spread, currently 60
basis points and applicable to all the three major currencies. IBRD’s fixed spread for the three
major currencies offered are 55 basis points for the US dollar, 50 for the euro, and 40 for the
yen. IBRD’s fixed spreads for its FSL loans were determined by adding three components: (i)
the contractual lending spread, currently at 75 basis points, which is common to all currencies;
(ii) the projected sub-LIBOR funding cost margin, i.e., minus 30 basis points for the US dollar,
minus 35 for the euro, and minus 45 for the yen; and (iii) a market risk premium of 5 basis
points, which is also common to all currencies, to cover risks on fixed-spread lending.

6. Having included the sub-LIBOR funding spread in determining of the fixed spread, IBRD
runs the risk of income losses if there is a sustained deterioration in its actual funding spreads.
To protect IBRD against such risks, it will build additional reserves equivalent to 1.0 percent of
outstanding FSL loans. Corresponding to building such additional reserves, the fixed-spread
loan pricing will include a risk premium of 5 basis points.

Appendix 1, page 1
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7. For ADB’s proposed LBL products, projected sub-LIBOR funding cost margin1 and
market risk premium are not included in determining the level of the fixed spread. Rather, the
funding cost margin relative to the reference rate will be passed through to the borrowers by
rebates and surcharges.

_________________________
1 ADB’s sub-LIBOR funding cost margin in the major currencies are significantly narrower than those of IBRD

because of the difference in the market perception about the institutions’ general creditworthiness. This is generally
true for all regional multilateral development banks (MDBs). In addition, due to ADB’s lower size of annual
borrowings, the share of arbitrage-driven borrowings (where sub-LIBOR funding cost margin is generally wider) is
smaller for ADB than for IBRD. Thus, compared to IBRD, the current sub-LIBOR funding cost margin for ADB are 3
basis points for the euro,  8 for the US dollar, and 10 for the yen.

Appendix 1, page 2
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TERM SHEET FOR THE NEW LBL PRODUCT AND ITS EMBEDDED
CONVERSION OPTIONS

Features Loan Terms

Currencies Loans will be offered in the euro, US dollar, and yen.

Maturity Public Sector:  New loans will be made on existing standard terms for
grace period; final maturity; and amortization structure, i.e., annuity type.

Financial intermediary borrowers can opt for repayment schedules linked
to actual disbursements. Cumulative disbursement amounts during each
six-month period (disbursement tranches) will be repayable on a schedule
commencing from the beginning of the interest period following
disbursement.  The grace period, final maturity, and repayment pattern will
be the same for all disbursement tranches.

Private Sector: New loans will continue to be based upon project needs
for grace period and final maturity. Amortization structure may be annuity
or mortgage style, or tailored to meet project needs in a manner
acceptable to the Asian Development Bank (ADB).

Floating Lending Rate

a.  Cost Base Rate

b.  Fixed Spread

All LIBOR-based loans (LBL) will initially have a floating rate until
borrowers request for fixing; as floating-rate loans, the lending rate will
consist of a base rate plus a fixed spread.

The cost base rate is the 6-month London interbank offered rate (LIBOR)
for the US dollar and yen and  6-month euro interbank offered rate
(EURIBOR) for the euro.

Public Sector:  Set at the time of loan signing and fixed for the entire life
of the loan, the fixed spread is equivalent to ADB’s prevailing basic
lending spread, currently 0.60% per annum.

Private Sector:  Set approximately one month prior to loan signing, the
spread is fixed for the entire life of the loan; the spread will depend on the
assessment of the credit and project risks of the loan.

Appendix 2, page 1
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Features Loan Terms

Fixed Lending Rate with
Specified Rate Fixing
Schedule

a.  Cost Base Rate

b.  Schedule of fixing

At the time of fixing, the cost base will be ADB’s fixed-rate funding cost
for the relevant maturity payable by ADB under the related hedge swap
transactions.

At any time during the life of the loan, the borrower may direct ADB to
implement a series of interest rate fixing, either (i) fixing by period, i.e.,
regular time interval of semiannual or annual; or (ii) fixing by amount,
i.e., upon reaching certain levels of disbursements. Prior to fixing, the
lending rate will be floating.

Lending Rate Reset Dates For floating rate loans, the lending rates will be reset every six months
on the interest payment dates for the loan.

Interest payment dates will be on the 1st and 15th day of the month and
semiannually thereafter, as specified in the loan agreement.

Surcharges and Rebates Public Sector:  ADB may grant rebates or impose surcharges if there
are future changes in the basic lending spread and/or ADB’s cost margin
relative to the interest rate references.

Private Sector:  Not applicable.

Loan Conversion Options

a.  Currency Conversion

b. Interest Rate Conversion

Undisbursed Amounts:  The whole or part of the undisbursed balance
may be converted into the three offered currencies.

Disbursed Amounts:  The whole or part of the disbursed balance may be
converted into the three offered currencies for the whole or part of the
loan’s residual life.  Maximum maturity will depend on market conditions,
currently 10 years. Conversions will be executed at prevailing market
rates.

The floating lending rate on the whole or part of the disbursed balance
may be converted into a fixed-rate or vice versa for the whole or part of
the loan’s residual maturity. In the case of floating-to-fixed-rate
conversion, the maximum maturity will depend on market conditions,
currently 10 years, although longer maturities may be possible on a
case-to-case basis. Conversions will be executed at the prevailing
market rates. These options may be exercised by the borrower at any
time during the life of the loan.
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Features Loan Terms

c. Interest Rate Caps and
    Collars

d. Conversions Guidelines

A cap or collar on the floating lending rate may be purchased for up to the
entire disbursed amount, for the whole or part of the residual maturity.

Conversions will be executed in accordance with ADB procedures
prevailing at the time of conversion request explained in conversion
guidelines. The guidelines document will set out the procedures for
requesting, accepting, and effecting conversions; information on currency
limitations and restrictions on conversions; illustration of financial cost of
conversion; and transaction fees.

Commitment Fee Public Sector:  75 basis points on progressive amounts of undisbursed
loan balances.

Private Sector: 50-75 basis points on progressive amounts of
undisbursed loan balances.

Front-End Fee Public Sector:  1.0% on the loan amount (may be capitalized over the life
of the loan).

Private Sector: Typically 1.0%-1.5% on the loan amount, or less if
overall project return justifies it.

Transaction Fees for
Conversions and for Caps
and Collars

a.  Currency Conversions

b.  Interest Rate Conversions

c. Interest Rate Caps and
    Collars

Disbursed loan amounts: 0.125% of the transacted amount.

Undisbursed loan amounts: 0.0625% of the transacted amount.

No fee for the first series of interest rate conversions undertaken by
borrowers to convert the floating interest rate of the loan into a fixed-rate,
for up to the full amount and maturity of the loan. All subsequent interest
rate swaps undertaken to reverse the initial floating-to-fixed conversions
to a floating rate, and thereafter to convert the floating rate to a fixed-rate,
will be charged a fee of 0.0625% of the transacted amount.

0.0625% of the transacted amount.
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Features Loan Terms

Prepayments and
Cancellations

All or part of the disbursed and outstanding balance may be prepaid at
any time during the life of the loan.  Borrowers may cancel all or part of
the undisbursed balance at any time.

For floating-rate loans, borrowers may prepay any outstanding amounts
on the interest payment due date of the loan without a prepayment
premium. However, prepayments of floating-rate loans on dates other
than interest payment dates will be charged a prepayment premium
based on the difference, if any, between the rate at which the proceeds
from the prepayment could be reinvested and ADB’s funding cost for the
prepaid amount.  In the event of prepayment of fixed-rate loans or
floating-rate loans that involve conversions and the corresponding hedge
transactions have to be terminated, the borrowers will be charged the
unwinding costs of the hedge transaction, if any.

Currency Substitution Public Sector:  In the unlikely event of an access constraint in the loan
currency, ADB will retain the right to replace the currency of the loan by a
substitute currency until ADB’s access to the loan currency is restored.

Private Sector:  None.
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TERMS AND CONDITIONS OF PSCLs IN US DOLLARS
UNDISBURSED LOAN BALANCES CONVERTED TO LBL

Features Loan Terms

Eligibility Undisbursed amounts of all PSCLs in US dollars constituting at least 40
percent of the original loan that were approved up to 31 December 2001.

Currencies Same as for LIBOR-based loans (LBLs).

Maturity Repayment terms will be established on the basis of the original
amortization schedule for the loan being converted, on a pro-rata basis
and transformed into installment shares.

Floating Lending Rate

Cost Base Rate

Fixed Spread

Same as for LBLs.

Same as for LBLs.

Same as for LBLs.

Fixed Lending Rate with
Specified Rate Fixing
Schedule

a.  Cost Base Rate

b.  Schedule of fixing

Same as for LBLs.

Same as for LBLs.

Lending Rate Reset Dates Interest payment dates will be the same as the original loan.

Surcharges and Rebates Same as for LBLs.
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Features Loan Terms

Loan Conversion Options

a.  Currency Conversion Same as for LBLs.

b.  Interest Rate Conversion

c.  Conversion Guidelines

Same as for LBLs.

Same as for LBLs.

Commitment Fee Charged on the same basis as the original loan.

Front-End Fee Charged on the same basis as the original loan.

Conversion Option/
Transaction Fees:

a.  Currency Conversions

b.  Interest Rate Conversions

c.  Interest Rate Caps and
     Collars

Same as for LBLs.

Same as for LBLs.

Same as for LBLs.

Prepayments and
Cancellations

Same as for LBLs.

Currency Substitution Same as for LBLs.
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ARTICLE I

Purpose; Application to Loan Agreements and
Guarantee Agreements

Section 1.01.     Purpose.     The purpose of these Regulations is to set forth terms and
conditions generally applicable to certain loans made by ADB from its ordinary capital
resources.

Section 1.02.     Application of Regulations.     Any loan agreement with ADB and any
guarantee agreement with ADB relating to a loan made by ADB from its ordinary capital
resources may provide that the parties thereto accept the provisions of these Regulations. To
the extent so provided in any such agreement, these Regulations shall apply thereto and shall
govern the rights and obligations thereunder of the parties thereto with the same force and
effect as if they were fully set forth therein. No revocation or amendment of these Regulations
shall be effective in respect of any such agreement unless the parties thereto shall so agree in
writing.

Section 1.03.     Inconsistency with Loan Agreements and Guarantee Agreements.
If any provision of a loan agreement or guarantee agreement is inconsistent with a provision of
these Regulations, the provision of the loan agreement or guarantee agreement, as the case
may be, shall govern.

ARTICLE II

Definitions; Interpretation

Section 2.01.     Definitions.     Except where the context otherwise requires, the
following terms have the following meanings wherever used in these Regulations or in any loan
agreement or guarantee agreement to which these Regulations have been made applicable:

(1) "ADB" means Asian Development Bank;

(2) "Approved Currency" means, in respect of a Currency Conversion, any currency
approved by ADB;

(3) "assets" includes property, revenues and claims of any kind;
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(4) “Banking Day” means, in respect of any Loan Currency other than Euro, a
London Banking Day, and in respect of Euro, a Target Settlement Day;

(5) "Borrower" means the party to the Loan Agreement pursuant to which ADB has
agreed to make the Loan;

(6) "Conversion" means any of the following modifications of the terms of all or any
portion of the Loan that has been requested by the Borrower and accepted by ADB: (a) an
Interest Rate Conversion; (b) a Currency Conversion; or (c) the establishment of an Interest
Rate Cap or Interest Rate Collar on the Floating Rate; each as provided in the Loan Agreement;

(7) "Conversion Date" means, in respect of a Conversion, the Interest Payment Date
(or, in the case of a Currency Conversion of an unwithdrawn amount of the Loan, such other
date as ADB shall determine) on which the Conversion enters into effect, as further specified in
the Conversion Guidelines;

(8) "Conversion Guidelines" means, in respect of a Conversion, the "Guidelines for
Conversion of Loan Terms" or such other guidelines for Conversion as may be issued from time
to time by ADB and in effect at the time of said Conversion;

(9) "Conversion Period" means, in respect of a Conversion, the period from and
including the Conversion Date to and including the last day of the Interest Period in which said
Conversion terminates by its terms; provided, that solely for the purpose of enabling the final
payment of interest and principal under a Currency Conversion to be made in the Approved
Currency for said Conversion, such period shall end on the Interest Payment Date immediately
following the last day of said final applicable Interest Period;

(10) "convertible currency" means any currency so designated by ADB at any time;

(11) "Counterparty" means a party with which ADB enters into a derivatives
transaction in order to effect a Conversion;

(12) "currency" of a country or a territory means such currency as at the time referred
to is legal tender for the payment of public and private debts in that country or territory;

(13) "Currency Conversion" means a change of the Loan Currency of all or any
portion of the principal amount of the Loan, withdrawn or unwithdrawn, to an Approved
Currency;

(14) "Currency Hedge Transaction" means, in respect of a Currency Conversion, one
or more currency swap transactions entered into by ADB with a Counterparty as of the
Execution Date and in accordance with the Conversion Guidelines, in connection with such
Currency Conversion;

(15) "Dollar" or the sign "$" each means the lawful currency of the United States of
America;

(16) "Effective Date" means the date on which the Loan Agreement and the
Guarantee Agreement, if any, shall have come into force and effect pursuant to Section 10.03;
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(17) “Euro” or the sign “�” each means the lawful currency of the member states of
the European Union that adopt the single currency in accordance with the Treaty establishing
the European Community, as amended by the Treaty on European Union;

(18)  “Euribor” means, in respect of any Interest Period, the Euro interbank offered
rate for six month deposits in the Loan Currency, expressed as a percentage per annum, that
appears on the Relevant Telerate Page as of 11:00 a.m., Brussels time, on the Reference Rate
Reset Date for said Interest Period. If such rate does not appear on the Relevant Telerate Page,
ADB shall request the principal office of each of four major banks selected by ADB in the
relevant Financial Center for deposits in Euro to provide a quotation of the rate at which it offers
six-month deposits in said Loan Currency to leading banks in the Euro interbank market at
approximately 11:00 a.m. Brussels time on the Reference Rate Reset Date for said Interest
Period. If at least two such quotations are provided, the rate in respect of said Interest Period
shall be the arithmetic mean (as determined by ADB and rounded up, if necessary, to the
nearest 1/16th of one percent) of the quotations. If less than two of the banks so selected are
quoting such rates, Euribor in respect of said Interest Period shall be equal to Euribor in effect
for the Interest Period immediately preceding said Interest Period;

(19) "Execution Date" means, in respect of a Conversion, the date on which ADB
shall have undertaken all actions necessary to effect said Conversion, as reasonably
determined by ADB;

(20) "Financial Center" means:

(a) in respect of a currency other than Euro, the principal financial center for
the relevant currency; and

(b) in respect of Euro, the principal financial center of any of the member
states of the European Union that adopt Euro;

(21) “Fixed Rate” means:

(a) upon an Interest Rate Conversion from the Floating Rate, a fixed rate of
interest applicable to the amount of the Loan to which said Conversion applies,
equal to either: (i) the interest rate that reflects the fixed rate of interest payable
by ADB under the Interest Hedge Transaction relating to said Conversion
(adjusted in accordance with the Conversion Guidelines for the difference, if any,
between said Floating Rate and the variable rate of interest receivable by ADB
under said Interest Hedge Transaction); or (ii) if ADB so determines in
accordance with the Conversion Guidelines, the Screen Rate; and

(b) upon a Currency Conversion of an amount of the Loan that shall accrue
interest at a fixed rate during the Conversion Period, a fixed rate of interest
applicable to such amount equal to either: (i) the interest rate that reflects the
fixed rate of interest payable by ADB under the Currency Hedge Transaction
relating to said Currency Conversion; or (ii) if ADB so determines in accordance
with the Conversion Guidelines, the interest rate component of the Screen Rate;

(22) “Fixed Spread” means ADB’s spread (expressed as a percentage per annum)
included within the Floating Rate as in effect at 12:01 a.m. Manila time on the date of the Loan
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Agreement and communicated to the Borrower, which spread shall remain fixed for the term of
the Loan;

(23) "Floating Rate" means a variable rate of interest applicable to the principal
amount of the Loan withdrawn and outstanding equal to the sum of: (i) the Reference Rate in
respect of the initial Loan Currency; plus (ii) the Fixed Spread; provided that:

(a) upon an Interest Rate Conversion from the Fixed Rate, the variable rate
of interest applicable to the amount of the Loan to which said Conversion applies
shall be equal to either: (i) the sum of: (A) the Reference Rate  in respect of the
Loan Currency; plus (B) the spread to the Reference Rate, if any, payable by
ADB under the Interest Hedge Transaction relating to said Conversion (adjusted
in accordance with the Conversion Guidelines for the difference, if any, between
said Fixed Rate and the fixed rate of interest receivable by ADB under said
Interest Hedge Transaction); or (ii) if ADB so determines in accordance with the
Conversion Guidelines, the Screen Rate;

(b) upon a Currency Conversion to an Approved Currency of an unwithdrawn
amount of the Loan, and upon withdrawal of any of such amount, the variable
rate of interest applicable to such amount shall be equal to the sum of: (i) the
Reference Rate in respect of said Approved Currency; plus (ii) the Fixed Spread;
and

(c) upon a Currency Conversion to an Approved Currency of a withdrawn
amount of the Loan that shall accrue interest at a variable rate during the
Conversion Period, the variable rate of interest applicable to such amount shall
be equal to either: (i) the sum of (A) the Reference Rate in respect of said
Approved Currency; plus (B) the spread to the Reference Rate , if any, payable
by ADB under the Currency Hedge Transaction relating to said Currency
Conversion; or (ii) if ADB so determines in accordance with the Conversion
Guidelines, the interest rate component of the Screen Rate;

(24) "foreign currency" means any currency other than local currency;

(25) "foreign expenditure" means any expenditure other than local expenditure;

(26) “Funding Cost Margin” means, for any Semester, the average cost margin
relative to the relevant Reference Rate achieved by ADB from all borrowings that have been
allocated to fund loans in a Loan Currency (or Approved Currency).  The Funding Cost Margin
for each Loan Currency (or Approved Currency) will be announced by ADB after the end of
each Semester;

(27) “guarantee” includes, as the case requires, any counter-guarantee, indemnity or
any other arrangement which has the effect of a guarantee, counter-guarantee or indemnity,
given by a member in favor, or for the benefit of ADB;

(28) "Guarantee Agreement" means the particular guarantee agreement, if any, which
provides for the guarantee of the Loan and to which these Regulations shall have been made
applicable, as such agreement may be amended from time to time; and such term includes
these Regulations as thus made applicable, all agreements supplementary to the Guarantee
Agreement and all schedules to the Guarantee Agreement;
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(29) "Guarantor" means a party to the Guarantee Agreement, if any, which
guarantees to ADB the repayment of the Loan and payment of all outstanding amounts under
the Loan Agreement;

(30) "Interest Hedge Transaction" means, in respect of an Interest Rate Conversion,
one or more interest rate swap transactions entered into by ADB with a Counterparty as of the
Execution Date and in accordance with the Conversion Guidelines, in connection with said
Interest Rate Conversion;

(31) “Interest Payment Date” means each date specified in the Loan Agreement
occurring on or after the date of the Loan Agreement on which interest is payable.  Interest
Payment Dates shall be on the first or fifteenth of any month, and six months thereafter;

(32) "Interest Period" means the initial period from and including the date of the Loan
Agreement to but excluding the first Interest Payment Date occurring thereafter, and after such
initial period, each period from and including an Interest Payment Date to but excluding the next
following Interest Payment Date;

(33) "Interest Rate Cap" means, in respect of the Floating Rate, a ceiling that sets an
upper limit for said Floating Rate;

(34) "Interest Rate Collar" means in respect of the Floating Rate, a combination of a
ceiling and a floor that sets an upper and a lower limit for said Floating Rate;

(35) "Interest Rate Conversion" means a change of the interest rate basis applicable
to all or any portion of the principal amount of the Loan, from the Floating Rate to the Fixed
Rate or vice versa;

(36) "LIBOR" means, in respect of any Interest Period, the London interbank offered
rate for six-month deposits in the Loan Currency, expressed as a percentage per annum, that
appears on the Relevant Telerate Page as of 11:00 a.m., London time, on the Reference Rate
Reset Date for said Interest Period.  If such rate does not appear on the Relevant Telerate
Page, ADB shall request the principal London office of each of four major banks to provide a
quotation of the rate at which it offers six-month deposits in said Loan Currency to leading
banks in the London interbank market at approximately 11:00 a.m. London time on the
Reference Rate Reset Date for said Interest Period. If at least two such quotations are provided,
the rate in respect of said Interest Period shall be the arithmetic mean (as determined by ADB
and rounded up, if necessary, to the nearest 1/16th of one percent) of the quotations. If less than
two quotations are provided as requested, the rate in respect of said Interest Period shall be the
arithmetic mean (as determined by ADB and rounded up, if necessary, to the nearest 1/16th of
one percent) of the rates quoted by four major banks selected by ADB in the relevant Financial
Center, at approximately 11:00 a.m. in said Financial Center, on the Reference Rate Reset
Date for said Interest Period for loans in said Loan Currency to leading banks for a period of six
months. If less than two of the banks so selected are quoting such rates, LIBOR in respect of
said Interest Period shall be equal to LIBOR in effect for the Interest Period immediately
preceding said Interest Period;

(37) "lien" includes mortgages, pledges, charges, privileges and priorities of any kind;

(38) "Loan" means the loan provided for in the Loan Agreement;
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(39) "Loan Account" means the account opened or to be opened by ADB on its books
in the name of the Borrower to which the amount of the Loan has been or will be credited;

(40) "Loan Agreement" means the particular loan agreement to which these
Regulations shall have been made applicable, as such agreement may be amended from time
to time; and such term includes these Regulations as thus made applicable, all agreements
supplementary to the Loan Agreement and all schedules to the Loan Agreement;

(41) "Loan Closing Date" means that date specified by ADB that is not later than the
first Principal Payment Date shown in the amortization schedule to the Loan Agreement, or
such other date as may be agreed between ADB and the Borrower for such purpose;

(42) “Loan Currency” means the currency in which all or any portion of the principal
amount of the Loan is denominated from time to time, which term shall, in the case of a Loan
denominated in more than one currency, apply separately to each of such currencies;

(43) "local currency" means the currency of the member in whose territory the Project
is to be carried out;

(44) "local expenditure" means expenditure incurred, or to be incurred, in local
currency for goods produced in, and services supplied from, the territory of the member in
whose territory the Project is to be carried out, excluding expenditure incurred or to be incurred
on the import content of such goods and services;

(45) "London Banking Day" means any day on which commercial banks are open for
general business (including dealings in foreign exchange and foreign currency deposits) in
London;

(46) "member" means a member of ADB;

(47) "ordinary capital resources" has the same meaning as the expression "ordinary
capital resources" of ADB as defined in Article 7 of the Agreement Establishing the Asian
Development Bank;

(48) "Principal Payment Date" means each date specified in the Loan Agreement on
which all or any portion of the principal amount of the Loan is payable;

(49) "Project" means the project or program for which ADB has agreed to make the
Loan, as described in the Loan Agreement and as such description may be amended from time
to time by agreement between ADB and the Borrower;

(50) "Project Agreement" means the project agreement or agreements, if any,
between ADB and the Project Executing Agency, being the Project Agreement or Agreements
referred to in the Loan Agreement, as such agreement may be amended in accordance with its
terms from time to time; and such term includes all agreements supplementary to the Project
Agreement and all schedules to the Project Agreement;

(51) "Project Executing Agency" means any entity responsible for the carrying out of
the Project as specified in the Loan Agreement;
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(52) “Rebate” means, for any Loan Currency (or Approved Currency), the amount
payable by ADB to the Borrower calculated in accordance with Section 3.06;

(53) “Reference Rate” means, in respect of any Loan Currency other than Euro,
LIBOR, and in respect of Euro, Euribor;

(54) “Reference Rate Reset Date” means;

(a) in respect of any Loan Currency other than Euro, the day two London
Banking Days prior to the first day of the relevant Interest Period, or: (i) in the
case of the initial Interest Period, the day two London Banking Days prior to the
first or fifteenth day of the month in which the Loan Agreement is signed,
whichever day immediately precedes the date of the Loan Agreement; provided,
that if the date of the Loan Agreement falls on the first or fifteenth day of such
month, the Reference Rate Reset Date shall be the day two London Banking
Days prior to the date of the Loan Agreement; and (ii) if the Conversion Date of a
Currency Conversion of an unwithdrawn amount of the Loan to any Approved
Currency other than Euro falls on a day other than an Interest Payment Date, the
initial Reference Rate Reset Date in respect of said Approved Currency shall be
the date two London Banking Days prior to the first or fifteenth day of the month
in which said Conversion Date falls, whichever day immediately precedes said
Conversion Date; provided, that if said Conversion Date falls on the first or
fifteenth day of such month, the Reference Rate Reset Date in respect of said
Approved Currency shall be the day two London Banking Days prior to said
Conversion Date;

(b) in respect of Euro, the day two Target Settlement Days prior to the first
day of the relevant Interest Period, or: (i) in the case of the initial Interest Period,
the day two Target Settlement Days prior to the first or fifteenth day of the month
in which the Loan Agreement is signed, whichever day immediately precedes the
date of the Loan Agreement; provided, that if the date of the Loan Agreement
falls on the first or fifteenth day of such month, the Reference Rate Reset Date
shall be the day two Target Settlement Days prior to the date of the Loan
Agreement; and (ii) if the Conversion Date of a Currency Conversion of an
unwithdrawn amount of the Loan to Euro falls on a day other than an Interest
Payment Date, the initial Reference Rate  Reset Date in respect of said
Approved Currency shall be the day two Target Settlement Days prior to the first
or fifteenth day of the month in which said Conversion Date falls, whichever day
immediately precedes said Conversion Date; provided, that if said Conversion
Date falls on the first or fifteenth day of such month, the Reference Rate Reset
Date in respect of said Approved Currency shall be the day two Target
Settlement Days prior to said Conversion Date); and

(c) notwithstanding the foregoing sub-paragraphs (a) and (b), if in respect of
a Currency Conversion to an Approved Currency ADB shall determine that
market practice for the determination of the Reference Rate Reset Date shall be
on a date other than as set forth in said sub-paragraphs, the Reference Rate
Reset Date shall be such other date, as further specified in the Conversion
Guidelines;

(55) "Relevant Telerate Page" means:
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(a) with respect to LIBOR, the display page designated on the Dow Jones
Telerate Service as the page for the purpose of displaying LIBOR for deposits in
the Loan Currency (or such other page as may replace such page on such
service, or such other service as may be selected by ADB as the information
vendor, for the purpose of displaying rates or prices comparable to LIBOR); and

(b) with respect to Euribor, the display page designated on the Dow Jones
Telerate Service as the page for the purpose of displaying Euribor for deposits in
the Loan Currency (or such other page as may replace such page on such
service, or such other service as may be selected by ADB as the information
vendor, for the purpose of displaying rates or prices comparable to Euribor);

(56) "Screen Rate" means:

(a) in respect of an Interest Rate Conversion from the Floating Rate to the
Fixed Rate, the fixed rate of interest determined by ADB on the Execution Date
on the basis of said Floating Rate and market rates displayed by established
information vendors reflecting the Conversion Period, the currency amount and
the repayment provisions of the amount of the Loan to which said Conversion
applies;

(b) in respect of an Interest Rate Conversion from the Fixed Rate to the
Floating Rate, the variable rate of interest determined by ADB on the Execution
Date on the basis of said Fixed Rate and market rates displayed by established
information vendors reflecting the Conversion Period, the currency amount and
the repayment provisions of the amount of the Loan to which said Conversion
applies;

(c) in respect of a Currency Conversion of an unwithdrawn amount of the
Loan, the exchange rate between the Loan Currency immediately prior to said
Conversion and the Approved Currency, determined by ADB on the Execution
Date on the basis of market exchange rates displayed by established information
vendors;

(d) in respect of a Currency Conversion of a withdrawn amount of the Loan,
each of: (i) the exchange rate between the Loan Currency immediately prior to
said Conversion and the Approved Currency, determined by ADB on the
Execution Date on the basis of market exchange rates displayed by established
information vendors; and (ii) the fixed rate of interest or the variable rate of
interest (whichever applies to said Conversion), determined by ADB on the
Execution Date in accordance with the Conversion Guidelines on the basis of the
interest rate applicable to such amount immediately prior to said Conversion and
market rates displayed by established information vendors reflecting the
Conversion Period, the currency amount and the repayment provisions of the
amount of the Loan to which said Conversion applies; and

(e) in respect of the early termination of a Conversion, each of the rates
applied by ADB for the purpose of calculating the Unwinding Amount as of the
date of such early termination in accordance with the Conversion Guidelines on
the basis of market rates displayed by established information vendors reflecting
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the remaining Conversion Period, currency amount and repayment provisions of
the amount of the Loan to which said Conversion and such early termination
apply;

(57) “Semester” means each six-month period ending on 30 June and 31 December
of each calendar year;

(58) “Substitute Loan Currency” means the substitute loan currency specified in
Section 4.04;

(59) “Surcharge” means, for any Loan Currency (or Approved Currency), the amount
payable by the Borrower to ADB calculated in accordance with Section 3.07;

(60) "Target Settlement Day" means any day on which the Trans European
Automated Real-Time Gross Settlement Express Transfer system is open for the settlement of
Euro;

(61) "taxes" includes imposts, levies, fees and duties of any nature, whether in effect
at the date of the Loan Agreement or Guarantee Agreement, if any, or thereafter imposed;

(62) "Unwinding Amount" means, in respect of the early termination of a Conversion:
(i) an amount payable by the Borrower to ADB equal to the net aggregate amount payable by
ADB under transactions undertaken by ADB to terminate said Conversion, or if no such
transactions are undertaken, an amount determined by ADB on the basis of the Screen Rate, to
represent the equivalent of such net aggregate amount; or (ii) an amount payable by ADB to the
Borrower equal to the net aggregate amount receivable by ADB under transactions undertaken
by ADB to terminate said Conversion, or if no such transactions are undertaken, an amount
determined by ADB on the basis of the Screen Rate, to represent the equivalent of such net
aggregate amount; and

(63) “Yen” or “JPY” each means the lawful currency of Japan.

Section 2.02.     Interpretation.     Except where the context otherwise requires, (i) a
reference to the incurring of debt includes the assumption and guarantee of debt; (ii) references
in these Regulations to Articles or Sections are to Articles or Sections of these Regulations; (iii)
the headings of the Articles and Sections and the Table of Contents are inserted for
convenience of reference only and are not a part of these Regulations; (iv) singular may include
plural and vice versa; and (v) a reference to any gender includes any other gender.
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ARTICLE lIl

Loan Account; Interest and Other Charges;
Repayment; Place of Payment; Sale  of Loan

Section 3.01.     Loan Account.     The principal amount of the Loan shall be credited to
the Loan Account in the Loan Currency and may be withdrawn therefrom in accordance with the
provisions of the Loan Agreement and these Regulations. If at any time the Loan is
denominated in more than one currency, the Loan Account shall be divided into multiple sub-
accounts, one for each Loan Currency.

Section 3.02.     Interest.     (a) Interest shall be payable on the principal amount of
the Loan withdrawn from the Loan Account and outstanding from time to time. For each Interest
Period, interest shall be calculated at the Floating Rate, as such rate may be modified from time
to time in accordance with the provisions of Article V.  Interest shall accrue from the respective
dates on which amounts shall be withdrawn from the Loan Account.

(b) Whenever, in light of changes in market practice affecting the determination of
the Floating Rate applicable to all or any portion of the principal amount of the Loan, ADB
determines that it is in the interest of its borrowers as a whole and of ADB to apply a basis for
determining the Floating Rate other than as provided in the Loan Agreement and these
Regulations, ADB may modify the basis for determining such Floating Rate upon not less than
three months’ notice to the Borrower and the Guarantor of such new basis.  The new basis shall
become effective upon the expiry of the notice period unless the Borrower or the Guarantor
notifies ADB during such period of its objection thereto, in which case such modification shall
not apply to the Loan.

Section 3.03.     Commitment Charge; Front End Fee.     (a) The Borrower shall
pay a commitment charge on the unwithdrawn amount of the Loan at the rate and on the terms
specified in the Loan Agreement.

(b) The Borrower shall pay a front-end fee as specified in the Loan Agreement.

Section 3.04.     Computation of Interest and Other Charges.     Interest and other
charges shall be computed on the basis of a 360-day year of twelve 30-day months.

Section 3.05.     Repayment and Prepayment. (a) The principal amount of the
Loan withdrawn from the Loan Account shall be repayable in accordance with the provisions of
the Loan Agreement.

(b) After giving not less than forty-five days' written notice to ADB, the Borrower shall
have the right to repay in advance of maturity, as of a date acceptable to ADB (provided, that
the Borrower shall have paid all amounts due under the Loan Agreement as at such date,
including any prepayment premium calculated in accordance with paragraph (c) of this Section):
(i) all of the principal amount of the Loan then outstanding, or (ii) all of the principal amount of
any one or more maturities of the Loan.  Any partial prepayment shall be applied in the following
manner:  (A) if the Loan Agreement provides for the separate amortization of specified
Disbursed Amounts (as such term is defined in the Loan Agreement) of the principal of the
Loan, such prepayment shall be applied in the inverse order of said Disbursed Amounts, with
the Disbursed Amount which shall have been withdrawn last being repaid first and with the
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latest maturity of said Disbursed Amount being repaid first; and (B) in all other cases, such
prepayment shall be applied in the inverse order of maturity of the Loan, with the latest maturity
being repaid first.

(c) The prepayment premium payable under paragraph (b) of this Section on
prepayment of any amount of the Loan shall be an amount reasonably determined by ADB to
represent any cost to ADB of redeploying the amount to be prepaid from the date of prepayment
to the maturity date of such amount.

(d) If, in respect of any amount of the Loan to be prepaid, a Conversion has been
effected and the Conversion Period for said Conversion has not terminated at the time of
prepayment: (i) the Borrower shall pay a transaction fee in respect of the early termination of
said Conversion, in such amount or at such rate as announced by ADB from time to time and in
effect at the time of receipt by ADB of the Borrower's notice of prepayment; and (ii) the Borrower
or ADB, as the case may be, shall pay an Unwinding Amount, if any, in respect of the early
termination of said Conversion, in accordance with the Conversion Guidelines. Transaction fees
provided for under this paragraph and any Unwinding Amount payable by the Borrower
pursuant to this paragraph shall be paid not later than sixty days after the date of prepayment.

Section 3.06.     Rebate .

(a) Following any announcement by ADB that the Fixed Spread applicable to new
Loans shall be reduced, ADB shall pay a Rebate to any Borrower with a Loan outstanding on
which a higher Fixed Spread is applicable.  The amount of the Rebate shall be determined by
multiplying (i) the difference between the Fixed Spread applicable to the outstanding Loan and
the Fixed Spread that will be applied to new Loans (expressed as a percentage per annum), by
(ii) the principal amount of the outstanding Loan on which the Borrower has paid interest on the
Interest Payment Date in the Semester following the announcement of the lower Fixed Spread
that will be applied to new Loans (and on all subsequent Interest Payment Dates).  ADB shall
credit the amount of the Rebate to the Borrower after receipt by ADB of the said interest and
such Rebate shall be applied against the interest payable by the Borrower on the next
succeeding Interest Payment Date.

(b) Following any announcement by ADB that its Funding Cost Margin calculations
with respect to any Loan Currency (or Approved Currency) in any Semester resulted in ADB
achieving savings, ADB shall pay a Rebate to the Borrower.  The amount of the Rebate shall be
determined by multiplying the Funding Cost Margin (expressed as a percentage per annum) by
the principal amount of the Loan on which the Borrower has paid interest on the Interest
Payment Date in the Semester following the Semester for which the Funding Cost Margin was
calculated.  ADB shall credit the amount of the Rebate to the Borrower after receipt by ADB of
the said interest and such Rebate shall be applied against the interest payable by the Borrower
on the next succeeding Interest Payment Date.

Section 3.07. Surcharge.

(a) Following any announcement by ADB that the Fixed Spread applicable to new
Loans shall be increased, any Borrower with a Loan outstanding on which a lower Fixed Spread
is applicable shall pay ADB a Surcharge.  The amount of the Surcharge shall be determined by
multiplying (i) the difference between the Fixed Spread that will be applied to new Loans and
the Fixed Spread applicable to the outstanding Loan (expressed as a percentage per annum),
by (ii) the principal amount of the outstanding Loan on which interest is payable by the Borrower
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on the Interest Payment Date in the Semester following the announcement of the higher Fixed
Spread that will be applied to new Loans (and on all subsequent Interest Payment Dates).  ADB
shall charge the amount of the Surcharge to the Borrower and such Surcharge shall be added
to the interest payable by the Borrower on the next succeeding Interest Payment Date.

(b) Following any announcement by ADB that its Funding Cost Margin calculations
with respect to any Loan Currency (or Approved Currency) in any Semester resulted in ADB
incurring additional costs, the Borrower shall pay ADB a Surcharge.  The amount of the
Surcharge shall be determined by multiplying the Funding Cost Margin (expressed as a
percentage per annum) by the principal amount of the Loan on which interest is payable by the
Borrower on the Interest Payment Date in the Semester following the Semester for which the
Funding Cost Margin was calculated.  ADB shall charge the amount of the Surcharge to the
Borrower and such Surcharge shall be added to the interest payable by the Borrower on the
next succeeding Interest Payment Date.

Section 3.08.    Place of Payment.     The principal (including premium) of, and interest
and other charges on, the Loan shall be paid at such places as ADB shall reasonably request.

Section 3.09.     Sale of Loan.     ADB may sell to a third party any portions of the Loan
on such terms and conditions as ADB shall consider appropriate without, however, creating any
contractual relationship between the Borrower and the purchasing party and without affecting
the contractual relationship between ADB and the Borrower.

ARTICLE IV

Currency Provisions

Section 4.01.     Currency of Withdrawal.     Each withdrawal of an amount of the Loan
from the Loan Account shall be made in the Loan Currency to meet the cost of goods and
services to be financed out of the proceeds of the Loan.

Section 4.02.     Currency  of Payment.     All amounts payable by the Borrower under
the Loan Agreement shall be paid in the Loan Currency, as further specified in the Conversion
Guidelines.

Section 4.03.     Purchase of Currencies.     ADB shall, at the request of the Borrower
and on such terms and conditions as ADB shall determine, use its best efforts to purchase any
currency needed by the Borrower for repayment of principal and payment of premiums, interest
and other charges required under the Loan Agreement upon payment by the Borrower of
sufficient funds therefor in a currency or currencies to be specified by ADB from time to time. In
purchasing the currencies required, ADB shall be acting as agent of the Borrower and the
Borrower shall be deemed to have made any payment required under the Loan Agreement only
when and to the extent that ADB has received such payment in the currency or currencies
required.

Section 4.04.     Temporary Currency Substitution.     (a)     If ADB shall have
reasonably determined that an extraordinary situation shall have arisen under which ADB shall
be unable to provide the Loan Currency at any time for purposes of funding the Loan, ADB may
provide such substitute currency or currencies for said Loan Currency (the Substitute Loan
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Currency) as ADB shall select. During the period of such extraordinary situation, the repayment
of principal and payment of interest and other charges required under the Loan Agreement shall
be made in the Substitute Loan Currency, and other related financial terms shall be applied, in
accordance with principles reasonably determined by ADB. ADB shall promptly notify the
Borrower and the Guarantor of the occurrence of such extraordinary situation, the Substitute
Loan Currency and the financial terms of the Loan related thereto.

(b) Upon notification by ADB under paragraph (a) of this Section, the Borrower may
within thirty days thereafter notify ADB of its selection of another currency acceptable to ADB as
the Substitute Loan Currency. In such case, ADB shall notify the Borrower of the financial terms
of the Loan applicable to said Substitute Loan Currency, which shall be determined in
accordance with principles reasonably established by ADB.

(c) During the period of the extraordinary situation referred to in paragraph (a) of this
Section, notwithstanding the provisions of Section 3.05(c), no prepayment premium shall be
payable on prepayment of the Loan.

(d) Once ADB shall again become able to provide the Loan Currency, ADB shall, at
the Borrower's request, change the Substitute Loan Currency to the Loan Currency in
accordance with principles reasonably established by ADB.

Section 4.05.     Valuation of Currencies.     Whenever it shall be necessary for the
purposes of the Loan Agreement and the Guarantee Agreement to determine the value of one
currency in terms of another, such value shall be as reasonably determined by ADB.

Section 4.06.     Manner of Payment.     (a)     Any payment required under the Loan
Agreement and the Guarantee Agreement to be made to ADB in the currency of any country
shall be made in such manner, and in currency acquired in such manner, as shall be permitted
under the laws of such country for the purpose of making such payment and effecting the
deposit of such currency to the account of ADB with a depository of ADB in such country.

(b) When either the Borrower or the Guarantor is a member, such member shall
ensure that the principal (including premium) of, and interest and other charges on, the Loan
are paid without restrictions of any kind imposed by, or in the territory of, such member. When
neither the Borrower nor the Guarantor is a member, the Borrower shall obtain from the
member in whose territory the Project is to be carried out and furnish to ADB, prior to the
Effective Date, evidence, satisfactory to ADB, that the principal (including premium, if any) of,
and interest and other charges on, the Loan will be paid without restrictions of any kind imposed
by, or in the territory of, such member.

ARTICLE V

Conversion of Loan Terms

Section 5.01.     General Provisions.     (a)     If so provided in the Loan Agreement, the
Borrower may, at any time, request an Interest Rate Conversion or a Currency Conversion as
provided in the Loan Agreement in order to facilitate prudent debt management. Each request
shall be furnished by the Borrower to ADB in accordance with the Conversion Guidelines and,
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upon acceptance by ADB, the conversion so requested shall be considered a Conversion for
the purposes of these Regulations.

(b) Upon acceptance by ADB of a request for a Conversion, ADB shall take all
actions necessary to effect said Conversion in accordance with the Conversion Guidelines;
provided that the maturity of the Interest Rate Conversion may be limited by ADB's ability to
execute an interest rate hedge transaction in the market as provided in the Conversion
Guidelines. To the extent any modification of the provisions of the Loan Agreement providing for
withdrawal of the proceeds of the Loan is required to give effect to said Conversion, such
provisions shall be deemed to have been modified as of the Conversion Date. Promptly after
the Execution Date for each Conversion, ADB shall notify the Borrower and the Guarantor of the
financial terms of the Loan, including any revised amortization provisions and modified
provisions providing for withdrawal of the proceeds of the Loan.

(c) Except as otherwise provided in the Conversion Guidelines, the Borrower shall
pay a transaction fee in respect of each Conversion, in such amount or at such rate as
determined by ADB from time to time and in effect on the Execution Date. Transaction fees
provided for under this paragraph shall be payable not later than sixty days after the Execution
Date.

Section 5.02.     Interest Payable following Interest Rate Conversion or Currency
Conversion.     (a)     Interest Rate Conversion.     Upon an Interest Rate Conversion
applicable to all or any portion of the principal amount of the Loan, the Borrower shall, in respect
of each Interest Period during the Conversion Period, pay interest on such principal amount
withdrawn and outstanding from time to time at the Floating Rate or the Fixed Rate, whichever
applies to said Conversion.

(b) Currency Conversion of Unwithdrawn Amounts.     Upon a Currency
Conversion of all or any portion of the unwithdrawn principal amount of the Loan to an Approved
Currency, the Borrower shall, in respect of each Interest Period during the Conversion Period,
pay interest in said Approved Currency on such principal amount as subsequently withdrawn
and outstanding from time to time at the Floating Rate.

(c) Currency Conversion of Withdrawn Amounts. Upon a Currency Conversion
of all or any portion of the withdrawn principal amount of the Loan to an Approved Currency, the
Borrower shall, in respect of each Interest Period during the Conversion Period, pay interest in
said Approved Currency on such principal amount outstanding from time to time at the Floating
Rate or the Fixed Rate, whichever applies to said Conversion.

Section 5.03.     Principal Payable following Currency Conversion.     (a)    Currency
Conversion of Unwithdrawn Amounts. In the event of a Currency Conversion of an
unwithdrawn amount of the Loan to an Approved Currency, the principal amount of the Loan so
converted shall be determined by ADB by multiplying the amount to be so converted in its
currency of denomination immediately prior to said Conversion by the Screen Rate. The
Borrower shall repay such principal amount as subsequently withdrawn in said Approved
Currency in accordance with the provisions of the Loan Agreement.

(b) Currency Conversion of Withdrawn Amounts. In the event of a Currency
Conversion of a withdrawn amount of the Loan to an Approved Currency, the principal amount
of the Loan so converted shall be determined by ADB by multiplying the amount to be so
converted in its currency of denomination immediately prior to said Conversion by either: (i) the
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exchange rate that reflects the amounts of principal in the Approved Currency payable by ADB
under the Currency Hedge Transaction relating to said Conversion; or (ii) if ADB so determines
in accordance with the Conversion Guidelines, the exchange rate component of the Screen
Rate. The Borrower shall repay such principal amount in such Approved Currency in
accordance with the provisions of the Loan Agreement.

Section 5.04.    Termination of Conversion Period prior to Final Loan Maturity.     If
the Conversion Period of a Currency Conversion applicable to a portion of the Loan terminates
prior to the final maturity thereof, the principal amount of such portion of the Loan remaining
outstanding in the Loan Currency to which such amount shall revert upon such termination shall
be determined by ADB either: (i) by multiplying said amount in the Approved Currency of such
Conversion by the spot or forward exchange rate prevailing between such Approved Currency
and Loan Currency for settlement on the last day of such Conversion Period; or (ii) in such other
manner as specified in the Conversion Guidelines. The Borrower shall repay such principal
amount in such Loan Currency in accordance with the provisions of the Loan Agreement.
Following termination of a Currency Conversion in accordance with this Section 5.04, the
Borrower shall pay interest in respect of each Interest period in the Loan Currency in
accordance with the provisions of the Loan Agreement.

Section 5.05. Interest Rate Cap; Interest Rate Collar      (a)     Interest Rate Cap.
Upon the establishment of an Interest Rate Cap on the Floating Rate, the Borrower shall, for
each Interest Period during the Conversion Period, pay interest on the principal amount of the
Loan withdrawn and outstanding from time to time to which said Conversion applies at said
Floating Rate, unless on any Reference Rate Reset Date during said Conversion Period such
Floating Rate exceeds such Interest Rate Cap, in which case, for the Interest Period to which
said Reference Rate Reset Date relates, the Borrower shall pay interest on such principal
amount at a rate equal to such Interest Rate Cap.

(b) Interest Rate Collar.     Upon the establishment of an Interest Rate Collar on the
Floating Rate, the Borrower shall, for each Interest Period during the Conversion Period, pay
interest on the principal amount of the Loan withdrawn and outstanding from time to time to
which said Conversion applies at said Floating Rate, unless on any Reference Rate Reset Date
during said Conversion Period such Floating Rate: (i) exceeds the upper limit of such Interest
Rate Collar, in which case, for the Interest Period to which such Reference Rate  Reset Date
relates, the Borrower shall pay interest on such principal amount at a rate equal to such upper
limit; or (ii) falls below the lower limit of said Interest Rate Collar, in which case, for the Interest
Period to which such Reference Rate Reset Date relates, the Borrower shall pay interest on
such principal amount at a rate equal to such lower limit.

(c) Interest Rate Cap or Collar Premium. Upon the establishment of an
Interest Rate Cap or an Interest Rate Collar, the Borrower shall pay to ADB a premium on the
principal amount of the Loan withdrawn and outstanding from time to time to which said
Conversion applies, calculated: (i) on the basis of the premium, if any, payable by ADB in
respect of an interest rate cap or collar purchased by ADB from a Counterparty for the purpose
of establishing said Interest Rate Cap or Interest Rate Collar, or (ii) otherwise as specified in the
Conversion Guidelines. Such premium shall be payable by the Borrower not later than sixty
days after the Execution Date.

(d) Early Termination. Except as otherwise provided in the Conversion
Guidelines, upon the early termination of any Interest Rate Cap or Interest Rate Collar by the
Borrower: (i) the Borrower shall pay a transaction fee in respect of such early termination, in
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such amount or at such rate as determined by ADB from time to time and in effect at the time of
receipt by ADB of the Borrower's notice of early termination; and (ii) the Borrower or ADB, as
the case may be, shall pay an Unwinding Amount, if any, in respect of such early termination, in
accordance with the Conversion Guidelines. Transaction fees provided for under this paragraph
and any Unwinding Amount payable by the Borrower pursuant to this paragraph shall be paid
not later than sixty days after the effective date of such early termination.

ARTICLE VI

Withdrawal of Loan Proceeds

Section 6.01.     Withdrawal from the Loan Account.     (a)     Subject to any conditions
or restrictions specified in the Loan Agreement, the Borrower shall be entitled to withdraw from
the Loan Account such amounts as shall have been paid or, if ADB shall so agree, such
amounts as shall be required to meet payments to be made, for the reasonable cost of goods,
services and any other expenditures required for the Project and to be financed under the Loan
Agreement.

(b) Except as ADB and the Borrower shall otherwise agree, no withdrawals shall be
made on account of (i) payments made prior to the Effective Date or (ii) expenditures in the
territory of any country which is not a member or for goods produced in, or services supplied
from, such territory.

Section 6.02.     Commitment Letters by ADB.    Upon the Borrower's request, ADB
may issue commitment letters to pay amounts in respect of the cost of goods and services to be
financed under the Loan Agreement, notwithstanding any subsequent suspension or
cancellation.

Section 6.03.     Application for Withdrawal.    When the Borrower shall desire to
withdraw any amount from the Loan Account or to request ADB to issue commitment letters
pursuant to Section 6.02, the Borrower shall deliver to ADB an application in such form and
containing such statements, representations, warranties and agreements as ADB shall
reasonably request.  Except as ADB and the Borrower shall otherwise agree, applications for
withdrawal, with the necessary documentation as hereinafter in this Article provided, shall be
made promptly in relation to expenditures for the Project.

Section 6.04.     Evidence of Authority to Sign Applications .     The Borrower shall
furnish to ADB sufficient evidence of the authority of the person authorized to sign applications
for withdrawal and the authenticated specimen signature of such person.

Section 6.05.     Supporting Evidence .     The Borrower shall furnish to ADB such
documents and other evidence in support of the application for withdrawal as ADB shall
reasonably request, whether before or after ADB shall have permitted any withdrawal requested
in the application.

Section 6.06.     Sufficiency of Applications and Documents .    Each application for
withdrawal and the accompanying documents and all other evidence must be sufficient in form
and substance to satisfy ADB that the Borrower is entitled to withdraw from the Loan Account
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the amount applied for and that the amount to be withdrawn from the Loan Account is to be
used only for the purposes specified in the Loan Agreement.

Section 6.07.     Payment by ADB.     Payment by ADB of amounts which the Borrower
is entitled to withdraw from the Loan Account shall be made to or on the order of the Borrower.

ARTICLE VlI

Particular Covenants

Section 7.01.     Cooperation.     ADB, the Borrower and the Guarantor shall cooperate
fully to ensure that the purposes of the Loan will be accomplished.

Section 7.02.     Insurance.      (a) The Borrower shall take out and maintain with
responsible insurers, or make other arrangements satisfactory to ADB for, insurance against
such risks and in such amounts as shall be consistent with sound practice.

(b) Without limiting the generality of the foregoing, the Borrower undertakes to
insure, or cause to be insured, the goods to be imported for the Project and to be financed out
of the proceeds of the Loan against hazards incident to the acquisition, transportation and
delivery thereof to the place of use or installation, and for such insurance any indemnity shall be
payable in a currency freely usable to replace or repair such goods.

Section 7.03.     Records.      The Borrower shall maintain, or cause to be maintained,
records and accounts adequate to identify the goods and services and other items of
expenditure financed out of the proceeds of the Loan, to disclose the use thereof in the Project,
to record the progress of the Project (including the cost thereof) and to reflect, in accordance
with consistently maintained sound accounting principles, the operations and financial condition
of the Borrower.

Section 7.04.      Reports and Information.     (a)     The Borrower and the Guarantor
shall furnish or cause to be furnished to ADB all such reports and information as ADB shall
reasonably request concerning (i) the Loan, and the expenditure of the proceeds and
maintenance of the service thereof; (ii) the goods and services and other items of expenditure
financed out of the proceeds of the Loan; (iii) the Project and the Project Executing Agency; (iv)
the administration, operations and financial condition of the Borrower; and (v) any other matters
relating to the purposes of the Loan.

(b) The Borrower and the Guarantor shall promptly inform ADB of any condition
which interferes with, or threatens to interfere with, the progress of the Project, the performance
of their respective obligations under the Loan Agreement and the Guarantee Agreement, the
performance by the Project Executing Agency of its obligations under the Project Agreement,
the accomplishment of the purposes of the Loan, or the maintenance of the service thereof;
and, in respect of Loans to a Borrower which is not a member, the Borrower shall promptly
inform ADB in advance of any proposed changes in the ownership or control of the Borrower or
its assets, or any transaction or arrangement which will have or is likely to have such effect.

(c) Without limiting the generality of the foregoing, the Borrower shall furnish to ADB
periodic reports on the execution of the Project and on the operation and management of the
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Project facilities.  Such reports shall be submitted in such form and in such detail and within
such a period as ADB shall reasonably request, and shall indicate, among other things,
progress made and problems encountered during the period under review, steps taken or
proposed to be taken to remedy these problems, and proposed program of activities and
expected progress during the following period.

(d) Promptly after physical completion of the Project, but in any event not later than
three (3) months thereafter or such later date as may be agreed for this purpose between the
Borrower and ADB, the Borrower shall prepare and furnish to ADB a report, in such form and in
such detail as ADB shall reasonably request, on the execution and initial operation of the
Project, including its cost, the performance by the Borrower of its obligations under this Loan
Agreement and the accomplishment of the purposes of the Loan.

Section 7.05.     Exchange of Views.     ADB, the Borrower and the Guarantor shall
from time to time, at the request of any one of them, exchange views through their
representatives with regard to any matters relating to the Project, the Project Executing Agency
and the Loan, including any information provided to ADB pursuant to Section 7.04.

Section 7.06.     Visits and Data.      (a)      Where either the Borrower or the Guarantor
is a member, such member shall afford all reasonable opportunity for ADB's representatives to
visit any part of its territory for purposes related to the Loan.

(b) Where either the Borrower or the Guarantor is a member, such member shall
furnish to ADB all such information as ADB shall reasonably request with respect to the financial
and economic conditions in its territory, including its balance of payments and its external debt
as well as that of its political or administrative subdivisions and of any entity owned or controlled
by, or operating for the account or benefit of, such member or any such subdivision, and of any
institution performing the functions of a central bank or exchange stabilization fund, or similar
functions, for such member.

Section 7.07.     Negative Pledge.     (a) If the Borrower shall create or permit the
creation of any lien on any of its assets as security for any foreign currency debt, the Borrower
undertakes to expressly provide that such lien will ipso facto equally and ratably secure the
payment of the principal of, and interest and other charges on, the Loan.  If any statutory lien
shall be created on any assets of the Borrower (as hereinafter defined), as security for any
foreign currency debt, the Borrower shall grant to ADB an equivalent lien satisfactory to ADB.

(b) The provisions of paragraph (a) of this Section shall not apply to (i) any lien
created on property, at the time of purchase thereof, solely as security for payment of the
purchase price of such property; or (ii) any lien arising in the ordinary course of banking
transactions and securing a debt maturing not more than one year after its date.

(c) The term "assets of the Borrower" as used in paragraph (a) of this Section
includes assets of any political subdivision or any agency of the Borrower and assets of any
agency of such political subdivision, and assets of any entity owned or controlled by, or
operating for the account or benefit of, the Borrower or any such political subdivision or agency,
including any other institution performing the functions of a central bank for the Borrower.



19

ARTICLE VllI

Exemption from Taxation

Section 8.01.     Exemption from Taxation.     (a)     Where either the Borrower or the
Guarantor is a member, such member shall ensure that:

(i) the principal (including premium) of, and interest and other charges on,
the Loan are exempt from, and are paid without deduction for, any taxes levied
by, or in the territory of, such member; and

(ii) the Loan Agreement, the Guarantee Agreement and the Project
Agreement are exempt from any taxes levied by, or in the territory of, such
member on or in connection with the execution, delivery or registration thereof.

(b) Where neither the Borrower nor the Guarantor is a member, the Borrower shall
obtain from the member in whose territory the Project is to be carried out and furnish to ADB,
prior to the Effective Date, evidence, satisfactory to ADB that:

(i) the principal (including premium) of, and interest and other charges on,
the Loan will be exempt from, and be paid without deduction for, any taxes levied
by, or in the territory of, such member; and

(ii) the Loan Agreement, the Guarantee Agreement and the Project
Agreement will be exempt from any taxes levied by, or in the territory of, such
member on or in connection with the execution, delivery or registration thereof.

ARTICLE IX

Suspension; Cancellation; Acceleration of Maturity

Section 9.01.    Suspension by ADB.     If any of the following events shall have
occurred at any time after the date of the Loan Agreement and be continuing, ADB may by
notice to the Borrower and the Guarantor suspend in whole or in part the right of the Borrower
to make withdrawals from the Loan Account:

(a) The Borrower shall have failed to make payment (notwithstanding the fact that
such payment may have been made by the Guarantor or a third party) of
principal (including premium), interest or any other charge required (i) under the
Loan Agreement; (ii) under any other loan agreement or guarantee agreement
with ADB; or (iii) in consequence of any guarantee or other financial obligation of
any kind extended by ADB to any third party with the agreement of the Borrower.

(b) The Guarantor shall have failed to make payment of principal (including
premium), interest or any other charges required (i) under the Guarantee
Agreement; (ii) any other loan agreement or guarantee agreement with ADB; or
(iii) in consequence of any guarantee or other financial obligation of any kind
extended by ADB to any third party with the agreement of the Borrower.
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(c) The Borrower or the Guarantor shall have failed to perform any other of their
respective obligations under the Loan Agreement or the Guarantee Agreement.

(d) The Project Executing Agency shall have failed to perform any of its obligations
under the Project Agreement.

(e) ADB shall have suspended in whole or in part the right of the Borrower or the
Guarantor to make withdrawals under any other loan agreement with ADB
because of a failure by the Borrower or the Guarantor to perform any of its
obligations under such loan agreement or any related guarantee agreement with
ADB.

(f) A situation shall have arisen or developed which in the reasonable opinion of
ADB will or may make it improbable that the Project can be successfully carried
out or that the Borrower, the Guarantor or the Project Executing Agency will be
able to perform any of its obligations under the Loan Agreement, the Guarantee
Agreement or the Project Agreement.

(g) The member in whose territory the Project is to be carried out shall have been
suspended from membership in, or ceased to be a member of, ADB, or shall
have delivered a notice to withdraw from ADB.

(h) A representation made by the Borrower or the Guarantor in or pursuant to the
Loan Agreement or the Guarantee Agreement, or any statement furnished in
connection therewith and intended to be relied upon by ADB in making the Loan,
shall have been incorrect in any material respect, or, where the Borrower is not a
member, any material adverse change in the condition of the Borrower as so
represented by the Borrower shall have occurred in the reasonable opinion of
ADB.

(i) Where the Borrower is not a member, the Borrower shall have been unable to
pay its debts as they mature or any action or proceeding shall have been taken
by the Borrower or by others whereby any of the assets of the Borrower shall or
may be distributed among its creditors.

(j) Where the Borrower is not a member, the member in whose territory the Project
is to be carried out or any other authority having jurisdiction shall have taken any
action for the dissolution or disestablishment of the Borrower, the alienation or
transfer of any of its assets other than in the normal course of business, or for
the suspension of its operations.

(k) Any authority having jurisdiction shall have taken any action for the dissolution or
disestablishment of the Project Executing Agency, the alienation or transfer of
any of its assets other than in the normal course of business, or for the
suspension of its operations.

(I) Any other event specified in the Loan Agreement for the purposes of this Section
shall have occurred.
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The right of the Borrower to make withdrawals from the Loan Account shall continue to
be suspended in whole or in part, as the case may be, until the event which gave rise to such
suspension shall have, in the reasonable opinion of ADB, ceased to exist or until ADB shall
have notified the Borrower that the right to make withdrawals has been restored in whole or in
part, whichever is the earlier.

Section 9.02.     Cancellation by ADB.     If (i) the right of the Borrower to make
withdrawals from the Loan Account shall have been suspended with respect to any amount of
the Loan for a continuous period of 30 days; (ii) at any time ADB determines, after consultation
with the Borrower, that any amount of the Loan will not be required for the purposes of the
Project; (iii) by the date specified in the Loan Agreement as the Loan Closing Date, an amount
of the Loan shall remain unwithdrawn from the Loan Account; or (iv) at any time ADB
determines, with respect to any contract to be financed in full or in part out of the proceeds of
the Loan, that corrupt or fraudulent practices, as determined by ADB, were engaged in by
representatives of the Borrower, the Guarantor or any beneficiary of the Loan during the
procurement of goods or services, consultants’ selection or the execution of a contract, without
the Borrower or Guarantor having taken timely and appropriate action satisfactory to ADB to
remedy the situation; or (v) at any time ADB determines that the procurement of any goods or
services to be financed out of the proceeds of the Loan is inconsistent with the procedure set
out in the Loan Agreement, ADB may by notice to the Borrower and the Guarantor terminate the
right of the Borrower to make withdrawals with respect to such amount. Upon the giving of such
notice, such amount of the Loan shall be cancelled.

 Section 9.03.     Cancellation by the Borrower. After consultation with ADB and with
the concurrence of the Guarantor the Borrower may by notice to ADB cancel any amount of the
Loan which the Borrower shall not have withdrawn prior to the giving of such notice.

 Section 9.04.    Amounts Subject to Commitment Letters.     No suspension or
cancellation shall apply to amounts subject to any commitment letter issued by ADB pursuant to
Section 6.02, except as expressly provided in such commitment letter.

 Section 9.05.    Application of Cancellation.     Except as ADB and the Borrower shall
otherwise agree, any cancellation shall be applied pro rata to the remaining maturities of the
principal amount of the Loan which shall mature after the date of such cancellation and which
shall not have been sold or agreed to be sold by ADB.

Section 9.06.     Effectiveness of Provisions After Suspension or Cancellation.
Notwithstanding any suspension or cancellation, all the provisions of the Loan Agreement, the
Guarantee Agreement and the Project Agreement shall continue in full force and effect except
as specifically provided in this Article.

Section 9.07.    Acceleration of Maturity.     (a)     If any of the following events shall
have occurred and continued for the period, if any, specified below, then at any subsequent
time during the continuance thereof ADB may by notice to the Borrower and the Guarantor
declare the principal of the Loan then outstanding, together with all accrued interest and other
charges thereon, to be due and payable immediately, and upon any such declaration such
principal, interest and other charges shall become due and payable immediately:

(i) Any event specified in paragraph (a) or paragraph (b) of Section 9.01 shall have
occurred and continued for a period of 30 days.
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(ii) Any event specified in paragraph (c) or paragraph (d) of Section 9.01 shall have
occurred and continued for a period of 60 days after notice thereof shall have
been given by ADB to the Borrower and the Guarantor.

(iii) Any event specified in paragraph (h), paragraph (i), paragraph (j) or paragraph
(k) of Section 9.01 shall have occurred.

(iv) Any other event specified in the Loan Agreement for the purposes of this Section
shall have occurred and continued for the period, if any, specified in the Loan
Agreement.

(b) If any notice of acceleration is given pursuant to paragraph (a) of this Section
during the Conversion Period for any Conversion: (i) the Borrower shall pay a transaction fee in
respect of the early termination of said Conversion, in such amount or at such rate as
announced by ADB from time to time and in effect on the date of such notice; and (ii) the
Borrower or ADB, as the case may be, shall pay any Unwinding Amount owed by it in respect of
the early termination of said Conversion.

ARTICLE X

Effectiveness; Termination

Section 10.01.     Conditions Precedent to Effectiveness.     The Loan Agreement and
the Guarantee Agreement shall not become effective until evidence satisfactory to ADB shall
have been furnished to ADB that:

(a) the execution and delivery of the Loan Agreement on behalf of the Borrower
have been duly authorized or ratified by all necessary corporate and
governmental action;

(b) where there is a Guarantee Agreement, the execution and delivery of the
Guarantee Agreement on behalf of the Guarantor have been duly authorized or
ratified by all necessary corporate and governmental action;

(c) where there is a Project Agreement, the execution and delivery of the Project
Agreement on behalf of the Project Executing Agency shall have been duly
authorized or ratified by all necessary corporate, administrative and
governmental action;

(d) where the Borrower is not a member, the condition of the Borrower, as
represented to ADB at the date of the Loan Agreement, has undergone no
material adverse change between such date and the date agreed upon between
the Borrower and ADB for the purposes of this Section, provided that ADB shall
have requested such evidence;

(e) where neither the Borrower nor the Guarantor is a member, the requirements of
Section 4.06(b) and Section 8.01 (b) have been fulfilled; and
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(f) all other events specified in the Loan Agreement as additional conditions to its
effectiveness have occurred.

Section 10.02.     Legal Opinions.     As part of the evidence to be furnished pursuant to
Section 10.01, the Borrower shall furnish, or cause to be furnished, to ADB an opinion
satisfactory to ADB of counsel acceptable to ADB showing:

(a) on behalf of the Borrower, that the Loan Agreement has been duly authorized or
ratified by, and executed and delivered on behalf of, the Borrower and is legally
binding upon the Borrower in accordance with its terms;

(b) on behalf of the Guarantor that the Guarantee Agreement has been duly
authorized or ratified by, and executed and delivered on behalf of, the Guarantor
and is legally binding upon the Guarantor in accordance with its terms;

(c) on behalf of the Project Executing Agency where there is a Project Agreement,
that the Project Agreement has been duly authorized or ratified by, and executed
and delivered on behalf of, the Project Executing Agency and is legally binding
upon the Project Executing Agency in accordance with its terms; and

(d) such other matters as may be specified in the Loan Agreement.

Section 10.03.     Effective Date.     Except as ADB and the Borrower shall otherwise
agree, the Loan Agreement and the Guarantee Agreement shall come into force and effect on
the date upon which ADB dispatches to the Borrower and to the Guarantor notice of its
acceptance of the evidence required by Section 10.01.

Section 10.04.     Termination for Failure to Become Effective.     If the Loan
Agreement shall not have come into force and effect by the date specified in the Loan
Agreement for the purposes of this Section, the Loan Agreement and the Guarantee Agreement
and all obligations of the parties thereunder shall terminate, unless ADB, after consideration of
the reasons for the delay, shall establish a later date for the purposes of this Section. ADB shall
promptly notify the Borrower and the Guarantor of such later date.

Section 10.05.     Termination on Full Payment.     If and when the entire principal
amount of the Loan withdrawn from the Loan Account, the premium on the prepayment of the
Loan and all interest and other charges which shall have accrued on the Loan shall have been
paid, the Loan Agreement and the Guarantee Agreement and all obligations of the parties
thereunder shall forthwith terminate.
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ARTICLE XI

Enforceability; Failure to Exercise Rights;
Arbitration

Section 11.01.     Enforceability.     (a)     The rights and obligations of ADB and the
Borrower under the Loan Agreement and of ADB and the Guarantor under the Guarantee
Agreement shall be valid and enforceable in accordance with their terms and, where either the
Borrower or the Guarantor is a member, notwithstanding the law of any state, or political
subdivision thereof, to the contrary.

(b) Neither ADB nor the Borrower nor the Guarantor shall be entitled in any
proceeding under this Article to assert any claim that any provision of the Loan Agreement or
the Guarantee Agreement is invalid or unenforceable because of any provision of the
Agreement Establishing the Asian Development Bank or for any other reason.

Section 11.02.     Obligations of the Guarantor.     The obligations of the Guarantor
under the Guarantee Agreement shall not be discharged except by performance and then only
to the extent of such performance. Such obligations shall not be subject to any prior notice to,
demand upon or action against the Borrower or to any prior notice to or demand upon the
Guarantor with regard to any default by the Borrower, and shall not be impaired by any of the
following: any extension of time, forbearance or concession given to the Borrower; any
assertion of, or failure to assert, or delay in asserting, any right, power or remedy against the
Borrower or in respect of any security for the Loan; any modification or amplification of the
provisions of the Loan Agreement contemplated by the terms thereof; any failure of the
Borrower to comply with any requirement of any law, regulation or order of the member in
whose territory the Project is to be carried out or of any political subdivision or agency of such
member.

Section 11.03.     Failure to Exercise Rights.     No delay in exercising, or omission to
exercise, any right, power or remedy accruing to either party under the Loan Agreement or the
Guarantee Agreement upon any default shall impair any such right, power or remedy, or be
construed to be a waiver thereof or an acquiescence in such default; nor shall the action of such
party in respect of any default, or any acquiescence in any default, affect or impair any right,
power or remedy of such party in respect of any other or subsequent default.

Section 11.04.     Arbitration.     (a)     Any controversy between the parties to the Loan
Agreement or the parties to the Guarantee Agreement and any claim by any such party against
any other such party arising under the Loan Agreement or the Guarantee Agreement which
shall not be settled by agreement of the parties shall be submitted to arbitration by an Arbitral
Tribunal as hereinafter provided.

(b) The parties to such arbitration shall be ADB, on the one side, and the Borrower
and the Guarantor, on the other side.

(c) The Arbitral Tribunal shall consist of three arbitrators appointed as follows: one
arbitrator shall be appointed by ADB; a second arbitrator shall be appointed by the Borrower
and the Guarantor or, if they shall not agree, by the Guarantor; and the third arbitrator
(hereinafter sometimes called the Umpire) shall be appointed by agreement of the parties or, if
they shall not agree, by the President of the International Court of Justice or, failing appointment
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by him, by the Secretary-General of the United Nations. If either side shall fail to appoint an
arbitrator, such arbitrator shall be appointed by the Umpire. In case any arbitrator appointed in
accordance with this Section shall resign, die or become unable to act, a successor arbitrator
shall be appointed in the same manner as herein prescribed for the appointment of the original
arbitrator and such successor shall have all the powers and duties of such original arbitrator.

(d) An arbitration proceeding may be instituted under this Section upon notice by the
party instituting such proceeding to the other party or parties. Such notice shall contain a
statement setting forth the nature of the controversy or claim to be submitted to arbitration, the
nature of the relief sought and the name of the arbitrator appointed by the party instituting such
proceeding. Within 30 days after the giving of such notice, the other party or parties shall notify
the party instituting the proceeding of the name of the arbitrator appointed by such other party
or parties.

(e) If within 60 days after the giving of the notice instituting the arbitration proceeding
the parties shall not have agreed upon an Umpire, any party may request appointment of an
Umpire as provided in paragraph (c) of this Section.

(f) The Arbitral Tribunal shall convene at such time and place as shall be fixed by
the Umpire. Thereafter, the Arbitral Tribunal shall determine where and when it shall sit.

(g) The law to be applied by the Arbitral Tribunal shall be public international law, the
sources of which shall be taken for these purposes to include:

(i) any relevant treaty obligations that are binding reciprocally on the parties;

(ii) the provisions of any international conventions and treaties (whether or
not binding directly as such on the parties) generally recognized as
having codified or ripened into binding rules of customary law applicable
to states and international institutions, as appropriate;

(iii) other forms of international custom, including the practice of states and
international institutions of such generality, consistency and duration as to
create legal obligations; and

(iv) applicable general principles of law.

(h) Subject to the provisions of this Section and except as the parties shall otherwise
agree, the Arbitral Tribunal shall decide all questions relating to its competence and shall
determine its procedure. All decisions of the Arbitral Tribunal shall be by majority vote.

(i) The Arbitral Tribunal shall afford to all parties a fair hearing and shall render its
award in writing. Such award may be rendered by default. An award signed by a majority of the
Arbitral Tribunal shall constitute the award of such Tribunal. A signed counterpart of the award
shall be transmitted to each party. Any such award rendered in accordance with the provisions
of this Section shall be final and binding upon the parties to the Loan Agreement and the
Guarantee Agreement. Each party shall abide by and comply with any such award rendered by
the Arbitral Tribunal in accordance with the provisions of this Section.

(j) The parties shall fix the amount of the remuneration of the arbitrators and such
other persons as shall be required for the conduct of the arbitration proceedings. If the parties
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shall not agree on such amount before the Arbitral Tribunal shall convene, the Arbitral Tribunal
shall fix such amount as shall be reasonable under the circumstances. Each party shall defray
its own expenses in the arbitration proceedings. The costs of the Arbitral Tribunal shall be
divided between and borne equally by ADB on the one side, the Borrower and the Guarantor on
the other side. Any question concerning the division of the costs of the Arbitral Tribunal or the
procedure for payment of such costs shall be determined by the Arbitral Tribunal.

(k) The provisions for arbitration set forth in this Section shall be in lieu of any other
procedure for the settlement of controversies between the parties to the Loan Agreement and
the Guarantee Agreement and any claim by either party against the other such party arising
thereunder.

(I) If within 30 days after the counterparts of the arbitral award have been delivered
to the parties the award shall not be complied with, any party may enter judgment upon, or
institute a proceeding to enforce, the award in any court of competent jurisdiction against any
other party, and may enforce such judgment by execution or may pursue any other appropriate
remedy against such other party for the enforcement of the award and the provisions of the
Loan Agreement or the Guarantee Agreement. Notwithstanding the foregoing, this Section shall
not authorize any entry of judgment or enforcement of the award against any party that is a
member except as such procedure may be available otherwise than by reason of the provisions
of this Section.

(m) Service of any notice or process in connection with any proceeding under this
Section or (to the extent that such remedy shall be available) in connection with any proceeding
to enforce any award rendered pursuant to this Section may be made in the manner provided in
Section 12.01. The parties to the Loan Agreement and the Guarantee Agreement waive any
and all other requirements for the service of any such notice or process.

ARTICLE XlI

Miscellaneous Provisions

Section 12.01.     Notices and Requests.     Any notice or request required or permitted
to be given or made under the Loan Agreement or the Guarantee Agreement, and any other
agreement between any of the parties contemplated by the Loan Agreement or the Guarantee
Agreement, shall be in writing. Except as otherwise provided in Section 10.03, such notice or
request shall be deemed to have been given or made when it shall be delivered by hand or by
mail, telegram, cable, telex, facsimile or electronic mail to the party to which it is required or
permitted to be given or made at such party's address specified in the Loan Agreement or the
Guarantee Agreement or at such other address as such party shall have designated by notice
to the party giving such notice or making such request.

Section 12.02.     Authority to Take Action.     Any action required or permitted to be
taken, and any documents required or permitted to be executed, under the Loan Agreement or
the Guarantee Agreement on behalf of the Borrower or the Guarantor, as the case may be, may
be taken or executed by the representative of the Borrower or the Guarantor designated in the
Loan Agreement or the Guarantee Agreement for the purposes of this Section or any person
thereunto authorized in writing by such representative. Any modification of the provisions of the
Loan Agreement or the Guarantee Agreement may be agreed to on behalf of the Borrower or
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the Guarantor, as the case may be, by written instrument executed on behalf of the Borrower or
the Guarantor by the representative so designated or any person authorized in writing by such
representative; provided that, in the opinion of such representative or other person, such
modification is reasonable in the circumstances and will not substantially increase the
obligations of the Borrower under the Loan Agreement or of the Guarantor under the Guarantee
Agreement, as the case may be. ADB may accept the execution by such representative or other
person of any such instrument as conclusive evidence that in the opinion of such representative
or other person any modification of the provisions of the Loan Agreement or the Guarantee
Agreement effected by such instrument is reasonable in the circumstances and will not
substantially increase the obligations of the Borrower or of the Guarantor thereunder.

Section 12.03.     Evidence of Authority.     The Borrower and the Guarantor shall
furnish to ADB sufficient evidence of the authority of the person or persons who will, on behalf
of the Borrower or the Guarantor, respectively, take any action or execute any documents
required or permitted to be taken or executed by the Borrower under the Loan Agreement or by
the Guarantor under the Guarantee Agreement, and the authenticated specimen signature of
each such person.

Section 12.04.     Withholding of Payments to Members on Shares.     (a)     If the
member in whose territory the Project is to be carried out ceases to be a member of ADB, any
amount due to the member for its shares repurchased by ADB shall be withheld so long as the
member, its central bank or any of its agencies, instrumentalities or political subdivisions remain
liable to ADB, under the Loan Agreement or the Guarantee Agreement, or under any other loan
agreement or guarantee agreement with ADB, and such amount may, at the option of ADB, be
applied on any such liability as it matures.

(b) In the event of a distribution of the assets of ADB, the member in whose territory
the Project is to be carried out shall not be entitled to receive its share in such distribution until it
has settled all of its obligations to ADB including its obligations under the Loan Agreement or
the Guarantee Agreement, or under any other loan agreement or guarantee agreement with
ADB.

Section 12.05.     Execution in Counterparts.     The Loan Agreement and the
Guarantee Agreement may be executed in several counterparts, each of which shall be an
original.
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