ADB Debt Management Products
This brochure presents the Asian Development Bank’s debt management products
and explains their main features and purposes. It also provides an overview of basic
terms and conditions to help borrowers in making informed decisions when using
these products.
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Introduction

Sovereign borrowers in developing member countries (DMCs) of the Asian
Development Bank (ADB) have gained more experience in managing debt
portfolios over the last decade.
However, improvements in public debt management capacity have
not always been matched by access to key risk management tools. For
example, access to risk management tools of many DMCs is limited to
short-dated swaps or swaps with strict collateral requirements. ADB’s
debt management products are available to address the problem of swap
market access and thereby facilitating best-practice debt management
efforts of DMCs.
This brochure presents the main features of ADB’s debt management
products as well as basic terms and conditions to help borrowers in making
informed decisions when using these products.
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As approved by the Board of Directors in
November 2006, the Asian Development Bank
(ADB) offers sovereign (including sovereignguaranteed) clients debt management products
for their third-party liabilities. Third-party
liabilities refer to loans that financial institutions
and agencies other than ADB provide to
sovereign clients, including loans from
commercial financial institutions, outstanding
bond issues, or bilateral loans.
Based on sound justification and an existing
debt management framework, sovereign clients
can use such debt management products to
optimize their debt management strategy.
ADB debt management products currently
available are the following:
yy Interest Rate Swaps
yy Cross Currency Swaps (CCSs)
yy Local Currency Swaps (transforming a
foreign currency liability into a local currency
liability, currently only available in selected
developing member countries [DMCs]).
Acting as a financial market intermediary, ADB
stands between market financial institutions

and the DMC client, having separate financial
contracts with both. The pricing achieved on
ADB’s market transaction would be passed
directly to the DMC client.
DMC clients benefit in many ways from
ADB’s role as market intermediary. Based on the
cost pass through principle, DMC clients may
achieve more favorable transaction pricing on
the swaps, as well as longer maturity terms as
such pricings and maturity terms would reflect
ADB’s superior credit rating. DMC clients also
benefit from ADB’s transaction execution
experience, knowledge of derivatives pricing
methods, and extensive network of major
financial institutions from which it can solicit
transaction bids.
Using ADB as an intermediary may also
save DMC clients valuable credit lines with
nonsovereign institutions. Unlike most
commercial counterparties, ADB does not
require a sovereign borrower to enter into
a collateral arrangement to avail of its debt
management products.
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Interest Rate Swaps
for Third-Party Liabilities
Clients may use ADB’s Interest Rate Swap
products to manage interest rate risks in their
third-party liabilities or to alter the interest rate
sensitivities of their external debt portfolios by
transforming the interest rate basis of one or
more existing third-party loans. Interest rate
swaps for third-party liabilities can be either
from floating interest rate to fixed interest rate,
or vice versa.
For example, DMCs may want to fix the
interest rate of the third-party loan so that the
loan will not be exposed to future interest rate
risks; in other cases, DMCs may achieve the
fix-floating rate borrowing mix target in their
overall external debt portfolios by adjusting
the fixed interest rate borrowings via interest
rate swaps.
Figure 1 provides an example of how a client
could transform an original United States
dollar (USD) floating rate-based liability to a

third party into a USD fixed-rate liability by
entering into the appropriate interest rate swap
with ADB. ADB would offset the interest rate
risk associated with the swap by entering into
a fully offsetting swap with a market
counterparty.

Cross Currency Swaps
for Third-Party Liabilities
CCSs can change currencies of specific debts,
adjusting the currency composition in a DMC
government’s debt portfolios to eliminate
currency mismatch or to achieve government’s
evolving currency composition targets.
For example, a DMC may be overexposed
to certain currencies as a result of having
borrowed significantly in that currency. By
using ADB’s third-party liability cross currency
swap, the DMC would be able to adjust the
target mix of currencies of its liability portfolio.
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Figure 1: Example of an Interest Rate Swap for Third-Party Liability
USD Fixed
Interest Rate

Client

6-month
USD LIBOR

USD Fixed
Interest Rate

Market
Counterparty

ADB
6-month
USD LIBOR

Original USD LIBOR
Liability to Third
Party
LIBOR = London Interbank Offered Rate, USD = United States dollar .								
Source: Asian Development Bank (Treasury Department).									
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Figure 2 provides an example of how a client
could transform an original Japanese yen (JPY)
liability to a third party into a USD-based
liability by entering into the appropriate Cross

Currency Swap with ADB. ADB would offset
the currency risk associated with the swap
by entering into a fully offsetting swap with a
market counterparty.

Figure 2: Example of a Cross Currency Swap for Third-Party Liability
USD LIBOR
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Original JPY LIBOR
Liability to Third
Party
JPY = Japanese yen, LIBOR = London Interbank Offered Rate, USD = United States dollar.						
Source: Asian Development Bank (Treasury Department).								
			

Figure 3: Example of a Local Currency Swap for Third-Party Liability
LC Fixed
Interest Rate
LC Fixed
Interest Rate

Client

USD LIBOR

Market
Counterparty

ADB
USD LIBOR

USD
LIBOR
Original USD LIBOR
Liability to Third
Party
LC = local currency, LIBOR = London Interbank Offered Rate, USD = United States dollar.						
Source: Asian Development Bank (Treasury Department).
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Local Currency Swaps
for Third-Party Liabilities
Clients may also transform a foreign currency
liability into a local currency liability which
is currently only available in selected DMCs.
The reverse transformation of a local currency
liability into a foreign currency liability is not
offered, since such transactions might run the
risk of exacerbating a client’s foreign currency
liability position.
Figure 3 provides an example of how a client
could transform an original foreign currency
liability to a third-party into a local currency
liability by entering into the appropriate swap
with ADB.

Legal Considerations

Refer to the procedure on usage of debt
management products (Box).
Before entering into any of the above
debt management product agreements,
ADB will work with the client to ensure
that the client’s sovereign asset-liability
strategy meets best-practice standards
and that debt management decisions
assisted by ADB are undertaken as part of
a comprehensive sovereign asset-liability
approach.

Pricing of Debt Management
Products for Third-Party Liabilities
Transaction fees apply to ADB debt management
products (Table).

Clients that wish to use ADB’s debt management
products for their third-party liabilities must
enter into a Debt Management Product
Agreement with ADB. This agreement provides
the contractual framework between the client
and ADB. Once this agreement is in place, each
debt management transaction executed by
the client and ADB would be documented by
a legal confirmation, which would form part of
the master agreement.

Table: Transaction Fees of ADB Debt
Management Products for Third-Party Liabilities
Transaction Type
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1 January 2014
onward

Interest Rate Swaps

0.05%

Cross Currency Swaps

0.125%

Local Currency Swaps

0.125%

Note: Transactions fees are expressed as percentage per annum of the principal
amount being hedged.					
Source: Asian Development Bank (Treasury Department).

Box: Procedure for Usage of Debt Management Products

1. Enter into a Debt Management Product Agreement with Asian Development Bank (ADB).
2. Provide ADB (and keep up-to-date) a list of signatures of officers authorized to enter into ADB Debt
Management Product transactions.
3. Submit, in original form, the Debt Management Product (DMP) Request Form. Request must include rationale
for use of ADB Debt Management Products, hedge terms being requested, and specific third-party loan(s)
to be hedged. Forms may be downloaded from www.adb.org/site/public-sector-financing/financial-products.
4. Upon receipt of the client’s request, ADB will start the review and approval process of such request. During
approval process, client may be contacted for more information or clarification. ADB reserves the right to
reject a request for a hedge transaction.
5. ADB will endeavor to execute hedges within 20 calendar days from the approval of the client’s request. Final
terms of hedge will be sent to the client promptly following execution. The client will be billed for annual
hedge transaction fee.
6. A legal confirmation containing the terms of the hedge will be submitted to the client for signature.
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How to proceed with debt management products for third-party liabilities:

Contact Information
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For more information on ADB’s Debt Management Products, please contact:
Treasury Department
Asian Development Bank
6 ADB Avenue, Mandaluyong City
1550 Metro Manila, Philippines
Tel +63 2 8632 4444
Fax +63 2 8636 2444
tdcs@adb.org
For more information on ADB’s projects and policies, visit www.adb.org.
Detailed information is available online at www.adb.org/site/public-sector-financing/financialproducts.
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