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Asian Development Bank – Aaa stable
Update following rating affirmation, outlook unchanged

Summary
The Asian Development Bank's (ADB, Aaa stable) credit profile incorporates ample capital
adequacy and robust asset performance, supported by preferred creditor status. ADB has
very strong access to funding markets and sufficiently large liquidity buffers that assure the
prompt repayment of the bank’s growing financial obligations from the ongoing expansion
of its development activities, catalyzed recently by the coronavirus pandemic. The bank also
benefits from a large buffer of callable capital and a very strong willingness and ability of
global members to provide extraordinary support.

Exhibit 1

ADB’s credit profile is determined by three factors

Capital adequacy Liquidity and funding

a1 aa1

Qualitative adjustments

+1

Strength of member support

Very High

Preliminary intrinsic financial strength

aa2

Adjusted intrinsic financial strength

aa1

Scorecard-Indicated Outcome Range

Aaa-Aa2

Source: Moody's Investors Service

Credit strengths

» Large capital base relative to assets and strong access to funding markets

» Demonstrated preferred creditor status and robust asset performance

» Sound financial management

Credit challenges

» A concentrated loan portfolio, especially among top ten borrowers

» Larger exposures to riskier borrowers given enlarged mandate encompassing concessional
lending

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1297941
https://www.moodys.com/credit-ratings/Asian-Development-Bank-credit-rating-70100/summary
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Rating outlook

The stable outlook reflects our view that ADB's ample capital adequacy, strong liquidity and funding, and solid shareholder support will
continue to support its Aaa rating.

ADB's credit profile also benefits from comprehensive risk management policies and a generally stable operating environment among
its borrowing member countries. Relatively stable development asset credit quality over the last few years reflects a combination of
offsetting trends among a number of the bank's largest borrowers. While the coronavirus pandemic has precipitated a large global
economic shock, we expect Asia-Pacific to recover over the next few years, thanks to generally diversified sources of growth.

Factors that could lead to a downgrade

Downward pressure on ADB’s rating could occur in the event of a substantial deterioration in capital adequacy. This could result from a
rapid expansion in leverage combined with a decline in asset quality in the event of sovereign credit stress among its largest borrowing
countries. In view of ADB's intrinsic financial strength derived from its prudent risk management, a deterioration in governance that
leads to a decline in financial performance or threatens its access to funding markets would be credit negative.

Key indicators

Exhibit 2

Asian Development Bank 2015 2016 2017 2018 2019 2020

Total Assets (USD million) 117,697.0 125,854.0 182,381.0 191,860.0 221,866.0 271,741.0

Development-related Assets (DRA) / Usable Equity [1] 360.2 397.1 203.5 211.7 223.9 250.4

Non-Performing Assets / DRA 0.0 0.0 0.0 0.1 0.1 0.1

Return on Average Assets 0.5 0.0 0.5 0.4 0.8 0.6

Liquid Assets / ST Debt + CMLTD 169.9 144.4 196.8 286.4 201.5 181.0

Liquid Assets / Total Assets 20.6 21.3 20.8 19.2 18.5 18.0

Callable Capital / Gross Debt 211.5 182.0 163.8 155.3 132.9 112.1

[1] Usable equity is total shareholder's equity and excludes callable capital
Sources: Asian Development Bank and Moody's Investors Service

Detailed credit considerations

Our rating of ADB is concerned solely with its ordinary capital resources (OCR) because ADB's borrowings, together with equity, can
only be used to fund OCR lending and investment activities, and the bank's general operations. The borrowings are restricted from
financing activities related to ADB's Special Funds or trust funds under the bank's administration.

ADB's “a1” Capital adequacy score reflects its ample capital coverage to buffer potential shocks to its assets – as represented by its
modest leverage ratio, stable development asset credit quality (DACQ), and strong asset performance.

The bank's capital position was fortified by the 2017 merger of its OCR with the lending operations of the Asian Development Fund
(ADF), which nearly tripled ADB's usable equity and consequently lowered its leverage ratio. Subsequently, the bank's substantial policy
response led to a rise in leverage that is unlikely to reverse in the foreseeable future, contributing to an erosion in our assessment of
ADB’s capital position to “baa1” in 2020 from “a3” previously, as well as overall capital adequacy to “a1” from “aa3”, although the
latter remains stronger than similarly rated peers.

DACQ has been on par with the median for Aaa-rated MDBs on account of conservative underwriting practices. ADB's weighted
average borrower rating has remained stable with credit pressures on India (Baa3 negative) and Sri Lanka (Caa1 RUR-) offset to some
extent by positive credit momentum among three of the bank’s 10 largest borrowers, including Vietnam (Ba3 positive), Uzbekistan (B1
positive) and Azerbaijan (Ba2 positive). We project the ADB’s weighted average borrower rating of Ba3 to remain in line with or better

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
www.moodys.com for the most updated credit rating action information and rating history.
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than many of its large, Aaa-rated peers. However, as compared to other highly-rated MDBs, ADB has a disproportionately large, albeit
declining, exposure to its top ten borrowers.

Demonstrated preferred creditor status supports robust asset performance despite the ongoing increase in development activity and
shifts in the underlying creditworthiness of its borrowing members. We expect ADB’s strong risk management culture to maintain non-
performing loans at very low levels, even compared with other Aaa-rated MDBs. ADB has never experienced a loss of principal on its
regular sovereign loan operations, and has a long track record of sustaining operating income surpluses.

ADB's aa1 Liquidity and funding score incorporates its very strong and lengthy track record of access to market funding, as well as
sufficiently large amount of liquidity available for debt servicing and operational requirements.

The bank fulfills most of its borrowing needs through frequent bond issuance in the international capital markets in major trading
currencies. Moreover, the bank issues in other, less liquid currencies, as well as in green and thematic formats such gender bonds, to
help deepen and develop capital markets. ADB’s investor base is diversified by both geography and investor type, demonstrating global
support for its development mandate and the Basel Committee’s classification of ADB’s securities as a high quality liquid asset with
zero risk weight.

We expect ADB to adhere to its liquidity policy which calls for maintaining a prudential minimum amount of liquidity to cover its
net cash requirements over the subsequent 12-month period. Due to higher disbursements on the back of its COVID response, ADB
has seen an erosion in the availability of its liquid resources to 89.1% at the end of 2020 from 94.3% the previous year. However, we
expect the bank to strictly adhere to its liquidity policy of maintaining a prudential minimum amount of liquidity to meet net cash
requirements over 12 months, limiting a further decline in the bank’s liquidity buffers.

ADB’s liquidity profile also reflects conservative asset/liability management policies, aided by the use of derivatives to manage its
exposure to interest and currency risks, as well as its maturity profile. The bank does not enter into derivatives contracts for speculative
purposes.

We have applied an upward adjustment to ADB's intrinsic financial strength on account of its strong Quality of management,
consistent with assessments for other large, well-established MDBs, including the European Bank for Reconstruction and Development
(EBRD, Aaa stable), Inter-American Development Bank (IADB, Aaa stable) and the International Bank for Reconstruction and
Development (IBRD, Aaa stable).

The adjustment reflects ADB's comprehensive policy framework and strong risk management culture, including its adoption of global
best practices and adherence to its internal policy requirements. ADB's periodic review of its organizational effectiveness, culminating
most recently in the articulation of its new long-term strategy through 2030, demonstrates its adaptability to the changing regional
landscape and the consequent evolution of its members' financing needs.

Our assessment of ADB's aa1 intrinsic financial strength is complemented by “Very High” Strength of member support. At a3, the
ability of the bank’s membership to provide support—as proxied by the weighted average shareholder rating—has remained intact
through the pandemic shock and is unlikely to change, reflecting the stable outlooks on the ratings of its largest shareholders.

ADB also benefits from the presence of a substantial callable capital buffer and the high likelihood of non-contractual support from
members. In the face of the rapid rise in borrowings over the past year, the amount of callable capital relative to outstanding debt has
declined but remains consistent with the Aaa-rated median.

At the same time, ADB’s track record of general capital increases and periodic replenishment of its special funds - most recently for
the Asian Development Fund, which was approved in 2020 - imply a strong willingness of support. The bank's role in financing its
developing members' policy responses to the pandemic shock has also fortified the likelihood of support. In addition, its mission to
facilitate economic development in Asia Pacific continues to be an important part of shareholders' overarching foreign policy goals,
especially for its largest shareholders, Japan (A1 stable) and the US (Aaa stable).
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ESG considerations
How environmental, social and governance risks inform our credit analysis of the Asian Development Bank

We take account of the impact of environmental (E), social (S) and governance (G) factors when assessing supranational issuers’ credit
profile. In the case of ADB, the materiality of ESG to the credit profile is as follows:

Environmental risks are not significant for ADB's rating, despite the elevated exposure of its borrowing members to such risks. Its
operations are increasingly focused on environmental objectives, having set “climate change, disaster resilience and environmental
sustainability” as one of the seven operational priorities under Strategy 2030. ADB aims to achieve 75% of the number of its
committed operations to support climate change mitigation and adaptation by 2030, with its own resources for climate financing
reaching $80 billion cumulatively from 2019-30.

In 2019, ADB’s annual approvals for climate-related financing reached $6.4 billion, exceeding its goal to reach $6.0 billion in such
investments one year ahead of schedule. Subsequently, climate-related project approvals declined to $4.6 billion in 2020 amidst the
more immediate challenges presented by the coronavirus pandemic. Since 2015, ADB has issued around $10.0 billion in green bonds.

Social risks are not significant for ADB's rating. The bank’s interactions with employees and other stakeholders are unlikely to disrupt
its ability to conduct its operations. Moreover, reputational considerations and the bank’s obligations with regards to transparency,
integrity and accountability are embedded in its internal policies and procedures.

Governance considerations are material and are an important part of our credit analysis for MDBs. ADB's sound governance
framework is illustrated by its prudent risk management policies, which we believe limit the risks associated with the bank’s operations.

All of these considerations are further discussed in the “Detailed credit considerations” section above. Our approach to ESG is
explained in our cross-sector methodology General Principles for Assessing ESG Risks. Additional information about our rating
approach is provided in our Supranational Rating Methodology.

Recent developments

Ramp up in commitments and disbursements as ADB rolls out coronavirus response

ADB has formulated a substantial policy response to the global coronavirus shock, committing $16.1 billion in 2020 for its COVID-19
response, around half of a record total $31.6 billion commitments in loans, grants, equity investments, guarantees, and technical
assistance. Its total support was also boosted with record project co-financing of $16.4 billion, of which $10.8 billion was for pandemic
purposes.

Alongside its pandemic response, ADB concurrently pursued its goals of Strategy 2030. The bank provided $5.3 billion in climate
finance in 2020, in line with their commitment to providing $80 billion in cumulative climate financing by 2030, and its number of
private sector operations was at 21% of total operations, relative to their target of one third by 2024.

ADB’s loan portfolio saw a substantial 14% increase as the bank supported developing member countries’ coronavirus responses. This
compares with 8% and 5% loan growth in 2019 and 2018, respectively. As a result of the ramp up in lending, ADB’s leverage ratio
ticked up to 2.5x in 2020 from 2.3x in 2019, moving just outside of the “a” range for the sub-factor score, although, it remains below
the Aaa-rated median. While we expect demand for the bank’s financing to remain strong through the next two years given the Asia
Pacific region’s uneven recovery from the pandemic shock, capital adequacy will remain robust over the same period.

At the end of 2020, ADB’s lending headroom was $67.1 billion (2019: $76.1 billion), comprising 66% utilization of its lending authority
(2019: 60%), while ADB's capitalization ratio increased to 69.1% from 62.1% at the end of 2019. Despite net income declining to $1.3
billion in 2020 from $1.5 billion in 2019, approved net allocable income was $1.13 billion, a continued increase from the $1.07 billion,
$841 million and $690 million allocated in 2019, 2018 and 2017, respectively. $734 million was allocated to the ordinary reserve, which
we expect to continue to support strong capital adequacy as the balance sheet grows.

Asset performance has also remained very strong amid the deterioration in the operating environment, lengthening the bank’s track
record of maintaining nonperforming loans at very low levels and in part reflecting a strong risk management culture. Although the
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impact of the coronavirus pandemic on multilateral development banks' asset performance will only be evident over the coming
quarters, we do not expect ADB’s asset performance to deteriorate to an extent that constrains its financing operations. At the end of
2020, loans in non-accrual status amounted to $166 million, none of which were sovereign loans and well below the $933 set aside
by the bank as credit loss provisions for sovereign and non-sovereign lending. ADB ramped up its provisioning significantly in 2020 to
0.7% of its loan portfolio, as it adopted the current expected credit loss model for assessing provisions for credit losses on 1 January
2020, from 0.2% in 2019 and an average of 0.1% over the preceding five-year period.

Continued strong access to funding markets and adequate liquidity buffers

ADB’s very strong record of stable access to market funding and a well-diversified global investor base was evident even during the
height of the pandemic in 2020, where the bank raised $35.8 billion during the year to match its record high commitments. These
were mostly medium- and long-term borrowings and funding was raised via 146 transactions in 22 currencies with an average maturity
of about 4.3 years.

In April 2020, ADB priced its largest ever global benchmark bond – a $4.5 billion, five-year global benchmark – receiving strong investor
demand with more than 130 investors taking part in the issuance that priced just over 34 basis points over comparable US Treasuries.
ADB also continued to increase its local currency funding to match borrower’s needs and successfully raised borrowings in several new
currencies. In June 2020, ADB raised MNT21 billion ($7 million) in the first offshore Mongolian tugrik-linked nomad bonds. It also raised
borrowings in PKR, PLN and UAH for the first time. USD global benchmark bond and public bond issues constituted more than 80% of
ADB’s total medium- and long-term borrowings in 2020, on par with the distribution over the last three years.

ADB expects to raise between $34-36 billion in medium- and long-term borrowings in 2021, an increase that will support the
continued growth in demand for ADB's product as countries continue to rebuild as the pandemic stretches on. Year-to-date through
30 June 2021, these issuances were about $27.9 billion, with an additional $11.7 billion outstanding through its Euro-Commercial Paper
Program. ADB’s ample liquidity buffers and strong access to funding markets will support the prompt repayment of its growing financial
obligations resulting from the ongoing expansion of its development activities.

Due to higher disbursements on the back of its pandemic response, ADB has seen an erosion in the availability of its liquid resources.
Our key measure of ADB's liquidity, which measures discounted liquid assets against projected net cash outflows over the subsequent
18-month period, stood at 89.1% at the end of 2020, down from 94.3% in 2019, and weaker than other Aaa-rated MDBs. Nonetheless,
the ADB’s availability of liquidity resources remains well anchored within the “a” range and we expect the bank to adhere strictly to its
liquidity policy of maintaining a prudential minimum amount of liquidity to meet net cash requirements over 12 months, limiting a
further decline in its liquidity buffers.
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Rating methodology and scorecard factors

Exhibit 3

Initial score Adjusted score Assigned score

Factor 1: Capital adequacy (50%) a1 a1

Capital position (20%) baa1

Leverage ratio baa1

Trend 0

Impact of profit and loss on leverage 0

Development asset credit quality (10%) a

DACQ assessment a

Trend 0

Asset performance (20%) aaa

Non-performing assets aaa

Trend 0

Excessive development asset growth 0

Factor 2: Liquidity and funding (50%) aa1 aa1

Liquid resources (10%) a3

Availability of liquid resources a3

Trend in coverage outflow 0

Access to extraordinary liquidity 0

Quality of funding (40%) aaa

Preliminary intrinsic financial strength aa2

Other adjustments 1

Operating environment 0

Quality of management +1

Adjusted intrinsic financial strength aa1

Factor 3: Strength of member support (+3,+2,+1,0) Very High Very High

Ability to support - weighted average shareholder rating (50%) a3

Willingness to support (50%)

Contractual support (25%) aaa aaa

Strong enforcement mechanism 0

Payment enhancements 0

Non-contractual support (25%) Very High

Scorecard-Indicated Outcome Range Aaa-Aa2

Rating Assigned Aaa

Rating factor grid - Asian Development Bank

Note: Our ratings are forward-looking and reflect our expectations for future financial and operating performance. However, historical results are helpful in understanding patterns and trends of an issuer’s performance 

as well as for peer comparisons. Additional considerations that may not be captured when historical metrics are used in the scorecard may be reflected in differences between the adjusted and assigned factor scores.  

Furthermore, in our ratings we often incorporate directional views of risks and mitigants in a qualitative way. For more information please see our Multilateral Development Banks and Other Supranational Entities rating 

methodology.

Source: Moody's Investors Service
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