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African Development Bank – Aaa Stable
Annual Update

Summary Rating Rationale

» The credit strengths of the African Development Bank (AfDB) include (1) Robust
capitalisation, (2) Very strong liquidity position, (3) Proven support from a large and
diversified group of shareholders, and (4) Preferred creditor status

» Credit challenges faced by the AfDB include (1) Medium asset quality in comparison
with Aaa-rated peers, (2) A challenging operating environment, both political and
economic, (3) Elevated, albeit gradually declining concentration risk in North Africa

Exhibit 1

African Development Bank's Aaa rating and stable outlook is determined by three factors

Source: Moody's Investors Service

This Credit Opinion provides a discussion of the credit rating(s) for PTA Bank and should be read
in conjunction with Moody's most recent Credit Analysis and rating information available on
Moody's website.

http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=PBC_1038781
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Key Indicators

Summary Rating Rationale (continued)
The Aaa rating we assign to the AfDB reflects the bank's (1) high capital adequacy; (2) prudent financial management and very high
liquidity coverage; and (3) very strong shareholder support. These strengths largely offset the AfDB's main credit-negative, which is the
medium average credit quality of AfDB's loan portfolio, owing to the bank's challenging operating environment across Africa.

The AfDB's capital adequacy is robust. As is the case for many MDBs, only a small percentage of the AfDB's subscribed capital is paid-in:
5.7% at end 2015 (of the 7.5% of paid-in subscribed capital, while 92.5% of total subscribed capital is callable). The paid-in part of the
capital - augmented by reserves and retained earnings built-up over time - constitutes a comfortable cushion for its lending activities.

The Bank's sound asset coverage ratio of 47% and the contained leverage ratio in line with other Aaa-rated peers mitigate the
deteriorating average credit quality of the AfDB's loan portfolio. In particular non-sovereign lending operations in addition to recent
credit policy changes which expand access to the AfDB's non-concessional lending window to a broader set of previously concessional-
only borrowers represent a potential challenge to the Bank's asset quality. The bank's deteriorating profitability profile also weighs on
the bank's capital adequacy.

The AfDB shares high concentration levels for top exposures with several other Aaa-rated multilateral development banks. Persistently
high, albeit gradually declining, concentration levels are partially responsible for the increasing gap between loan approvals and
disbursements in recent years at the AfDB. The MDB Exposure Exchange agreement with the Inter-American Development Bank
(IADB, Aaa stable) and the World Bank (IBRD, Aaa stable) contributes to mitigating concentration risk to the extent that credit risk is
effectively shared among participating MDBs and existing concentration limits are not exceeded on a gross basis.

The Bank's strong debt service coverage ratio in relation to peers in the Aaa cohort and its prudent liquidity policy requiring it to
meet its net cash-flow requirements over a period of one year without having recourse to the capital markets, underpin its 'very
high' liquidity assessment. This assessment is further supported by the Bank's reliable access to regional and global capital markets at
favorable terms.

In addition to the AfDB's own financial resources, the AfDB could draw on the callable capital support from its shareholder
governments (80 countries as of end-2015). This large group includes many highly rated non-regional countries, including the G7.
Despite the AfDB's below investment grade average shareholder rating, the AfDB's debt/discounted callable capital ratio is below the
median for Aaa-rated MDBs in our rated universe, underscoring the Bank's very high contractual shareholder support. In addition,
shareholders' very high propensity and priority of support in response to the AfDB's role as one of the main forces for development in
Africa contribute to the Bank's 'very high' strength of member support assessment.
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Rating Outlook
The stable outlook reflects our expectation that the AfDB's conservative risk management policies and practices will continue to limit
the potential for a severe deterioration in its financial metrics.

Factors that Could Lead to a Downgrade
The Aaa rating would face downward pressure if growing exposure to the private sector on the continent led to a substantial increase in
non-performing loans, which would be incompatible with the risk-bearing capacity allowed by the bank's capital base. Given the AfDB's
robust riskmanagement policies and very strong capitalisation following the tripling of its capital base we see this risk as remote.

Recent Developments
The eighth President of the Bank Group, Dr. Akinwumi Ayodeji Adesina, laid out a new strategic operational agenda for the Bank Group,
outlined in the “High 5s” as part of the bank's Ten Year Strategy 2013-2022. The High 5s aim to: Light up and Power Africa; Feed Africa;
Integrate Africa; Industrialize Africa; and Improve the Quality of Life for the People of Africa by 2025.

The AfDB's total portfolio grew by about 5% in 2015 with the share of non-sovereign operations representing 28% of the total
portfolio. The non-sovereign share is expected to remain in this range over the medium term. The non-sovereign non-performing loan
share increased to 6.2% of total non-sovereign exposures in 2015 from 4.7% in 2014, while the sovereign NPL share at 2.5% remains
near historical lows and relates to legacy exposures to Zimbabwe, Sudan and Somalia. Total NPLs as percentage of total outstanding
loans increased to 4.1% in 2015 from 3.1% in 2014.

The net loss of SDR30.84 million in 2015 is mainly attributable to the increase of “impairment on loan principal and charges
receivable” to SDR65.43 million in 2015 from SDR18.02 million in 2014. In addition, the typically volatile “unrealized losses on
borrowing and related derivatives” position has increased to SDR49.52 million in 2015 from SDR29.83 million.

In May 2015, the Board approved the Framework and Guidelines for the Private Sector Credit Enhancement Facility (PSF). This provides
an avenue for the African Development Fund (ADF, AfDB's concessional window) to invest in development results through the private
sector by leveraging the Bank’s Private Sector Operations (PSO) capability to support private sector projects in ADFeligible countries.
To establish the PSF, the ADF provided a seed contribution of SDR165 million under ADF-13. The PSF is financially autonomous with a
total separation of its resources from those of the African Development Bank (ADB) and the ADF. The Bank’s Aaa rating would provide
credit enhancement that leverages its capital resources approximately three times. Accordingly, the SDR165 million seed capital grant
to the Facility will guarantee up to SDR495 million of PSO in ADF-eligible countries.

The membership of Turkey, Luxembourg and South Sudan has become effective. Payment of the subscribed shares is expected over the
period 2015-2017.

In 2010, shareholders reaffirmed their commitment to the Bank by unanimously approving the Sixth General Capital Increase (GCI-
VI) which raised the Bank's authorized capital to about $100 billion, an increase of 200%, of which 6% in the form of paid-up capital
(to be paid in equal installments over 8 years) and 94% in the form of callable capital. The paid-up portion of the GCI-VI subscription
is payable in eight equal annual installments for non-regional members as well as for AfDB-eligible non-concessional borrowers (ADF-
only regional members which borrow on concessional terms pay in 12 equal installments). At end-2015, the AfDB's shareholder base
consists of 54 African countries (regional member countries) and 26 non-African countries (non-regional member countries).
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Rating Methodology and Scorecard Factors



MOODY'S INVESTORS SERVICE SOVEREIGN AND SUPRANATIONAL

5          26 August 2016 African Development Bank – Aaa Stable: Annual Update

Moody's Related Research

» Credit Opinion: African Development Bank, 28 August 2015

» Credit Analysis: African Development Bank, 17 August 2015

» Rating Methodology: Multilateral Development Banks and Other Supranational Entities, 16 December 2013

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of this
report and that more recent reports may be available. All research may not be available to all clients.

https://www.moodys.com/research/African-Development-Bank-Credit-Opinion--COP_14050
https://www.moodys.com/research/African-Development-Bank-Analysis--PBC_183668
https://www.moodys.com/research/Multilateral-Development-Banks-and-Other-Supranational-Entities--PBC_161372
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