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1. The Board of Directors of the Asian Development Bank (ADB) approved the 
recommendation made in the Reference Rate Transition for the Asian Development Bank’s 
Financial Loan Product policy paper. 
 
2. Directors noted that because of the approaching cessation of the London interbank offered 
rate (LIBOR) benchmarks, ADB must select alternative reference rates for the financial loan 
product, modify some of its terms and conditions, and transition the existing loan and derivative 
portfolios into the post-LIBOR world. 
 
3. Directors supported (i) the proposed changes to ADB’s LIBOR-based loan product that 
will result in the introduction of the Flexible Loan Product and (ii) the proposed approach to the 
reference rate transition. Directors also welcomed the dialogue and outreach activities that ADB 
had undertaken with borrowers on the proposed changes and transition approach. They also 
welcomed the alignment among the multilateral development banks of approaches to the LIBOR 
transition. Directors noted that for sovereign loans, ADB will follow these four Board-approved 
principles: (i) market-based approach, (ii) cost pass-through principle, (iii) uniformity, and (iv) 
transparency. Directors welcomed the immediate transition of ADB’s borrowings to Secured 
Overnight Financing Rate (SOFR) after the Board’s approval of the policy paper. 
 
4. Many Directors made the following additional points: (i) Management to update the Board 
on the post-LIBOR financial products of other relevant international financial institutions once 
these have finalized their product offerings with a view to drawing useful lessons, if any; (ii) 
expressed concern as the market-determined adjustment spread is locked in at the 5-year median 
historical spread, and so ADB should work out a strategy to dampen the impact of the risk on their 
legacy loans were this adjustment spread turn out to be higher than warranted by market rates; 
(iii) as developing member countries are currently facing challenging times due to the coronavirus 
disease (COVID-19) pandemic, any modification in the sovereign loan pricing structure leading to 
increase in sovereign loan charges would not be appropriate; (iv) the quarterly treasury reports 
should provide the value of ADB's net spread income from sovereign loans to total sovereign 
loans outstanding; and (v) for ADB to organize training webinars for interested developing 
member countries (DMCs), as well as prepare comprehensive training and information materials 
including numerical examples.  
 
5. One Director cautioned against using historically low rates as a comparison and noted 
that the reference rate and the spread is set for the entire remaining life of the loan when spreads 
may also go higher, and it is therefore important to have an approach that is fair to all parties and 

balanced over the life of the remaining loans. The Director also agreed that at a transition like 

this, at least in terms of interest rates, when there are so many other moving parts, it would not 
be appropriate to try and do other changes at the same point in time. However, the Director noted 
that a distinction should be drawn between interest rates and upfront fees. 
 
6. On the additional points raised by Directors, the Treasurer responded that: (i) in designing 
ADB’s proposed Flexible Loan Product extensive consultations and cooperation with other 
relevant international financial institutions were undertaken to ensure that the product is indeed 
very closely aligned; (ii) while the actual market spreads of ADB’s future borrowings versus the 
new benchmarks are yet to be determined, it should be noted that SOFR is expected to be less 
volatile than LIBOR, thereby benefitting the borrowers; (iii) sovereign loan pricing exceeds the 
scope of this review of the reference rate transition but will be discussed as part of the regular 
year-end loan charge review; (iv) quarterly Treasury reports contain information on net spread 
income and total sovereign loans outstanding, and the same will be presented in appropriate 
format; and (v) training seminars will continue to be offered and comprehensive information on 
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the reference rate transition is provided on ADB’s LIBOR transition webpage and will be further 
enhanced including with numerical examples.  
 
 
 
 


