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1 As the ADB is now the confirming bank’s obligor, the credit risk could be represented separately as a red arrow 
pointing towards the ADB, to be consistent. However, as a AAA-rated multilateral development bank, the ADB’s 
probability of default is close to zero. Hence, this unlikely scenario is not considered in the various figures.  

 
2  It is understood that under the internal ratings-based approaches of Basel II and III, product-specific risk profiles 

are factored into the probability of default (PD) and exposure at default (EaD).  
 
3 The capital charges for market risk (Basel I amendment of 1996) and operational risk (Basel II) compute, in princi-

ple, also to the denominator; however, for commercial banks, their contribution tends to be marginal. 
 
4 The Basel II standardized approach for credit risk suggests risk weights for banks and enterprises depending on 

their corporate rating; however, most DMCs have adopted the simplified standardized approach, without ratings. 
 
5  Article 480 of Basel II. 
 
6  Federal Deposit Insurance Corporation (September 13, 2013). Regulatory Capital Rules, Federal Register p. p. 

55402 and 55422–55423. https://www.fdic.gov/regulations/laws/federal/2013/2013-09-10_final-rule-in-
terim.pdf; European Banking Authority (January 20, 2017). Single Rulebook Q&A, Question ID 2016_2593. 
https://eba.europa.eu/single-rule-book-qa/-/qna/view/publicId/2016_2593 

 
7  Article 485 of Basel II explicitly mentions ‘borrower or facility ratings’, and article 487 ‘borrower grades or LGD ratings’. 
 
8  Articles 190.c) and 198 of Basel II as well as Article 40 of Basel I. 
 
9 Basel I: Basel Committee for Banking Supervision (BCBS, July 1988, Updated to April 1998). International Conver-

gence of Capital Measurement and Capital Standards. https://www.bis.org/publ/bcbsc111.htm; Basel II: BCBS 
June 2006). International Convergence of Capital Measurement and Capital Standards: A Revised Framework — 
Comprehensive Version. https://www.bis.org/publ/bcbs128.htm; Basel III: BCBS (last updated in January 2019). 
International Regulatory Framework for Banks. https://www.bis.org/bcbs/basel3.htm. 

 
10  Given the lack of historical data, these are so-called implied PDs, i.e. they were inferred mainly from the credit 

spreads paid by MDBs pay on the capital market, compared to those of corporate debt issuers. Perraudin, Powell, 
and Yang (June 2016). Multilateral Development Bank Ratings and Preferred Creditor Status. IDB Working Paper 
Series no. IDB-WP-697, Tables 15 and 16. https://publications.iadb.org/en/publication/12481/multilateral-devel-
opment-bank-ratings-and-preferred-creditor-status 

 
11  The complete global SIB criteria are: (i) cross-jurisdictional activity, (ii) size, (iii) interconnectedness, (iv) substitut-

ability (i.e. role for financial system infrastructure), and (v) complexity. 
 
12 The LCR is the relationship between high quality liquid assets (HQLA) and net cash outflows over the next 30 days 

and should be at least 100%. FRPA loans will always benefit PFIs as long as they are not due within 30 days. The 
reason is that the additional cash from refinancing increases HQLA in the numerator, while the corresponding 
repayment obligation (a future cash outflow) in more than 30 days is not included in the denominator. Within the 
30-day period, the effect is positive only if the LCR was originally smaller than 100%, because the same FRP amount 
is added to both numerator and denominator, but impacts the relatively smaller numerator more. PFIs with a FRPA 
loan due in less than 30 days and an LCR above 100% could improve it further by settling the outstanding amount. 
BCBS (January 2013). Basel III: The Liquidity Coverage Ratio and liquidity risk monitoring tools, par. 138 and Annex 
4. http://www.bis.org/publ/bcbs238.htm 

 
13 The NSFR is the relationship between available stable funding (ASF) and required stable funding (RSF) and should 

be at least 100%. A FRPA loan adds to the PFIs’ ASF and frees up cash, e.g. to make more loans to DMC banks. For 
inter-bank loans with residual maturities of six to 12 months, both the RSF and ASF factors are 15%, and for more 
than a year, 100%. However, inter-bank loans up to six months have a 15% RSF factor in the denominator (i.e. on 
the asset side), but are not considered as ASF at all in the numerator (i.e. 0% factor on the liability side). Hence, a 
FRPA benefits the NSFR only if its original tenor is at least six months. BCBS (October 2014). Basel III: the net stable 
funding ratio. http://www.bis.org/bcbs/publ/d295.htm. 
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