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1. How do Disaster Resilient Loans (DRL) work? Overview and complementarity

with ADB’s Crisis Response Toolkit

2. Technical pricing analysis for pilot DMCs
3. Q&A




Disaster Risk Financing

* Disaster Risk Finance (DRF) refers to the set of
financial instruments, tools, and mechanisms that
governments, organizations, and individuals use to

prepare for, respond to, and recover from the HOW DOES PARAMETRIC INSURANCE WORK?
finanCial impaCtS Of disaSte rS' Based on an independent parameter, metric or index, parametric insurance provides a

payout immediately following a pre-defined event

* Designing DRF using a risk layering approach A i * ? a
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Risk retention: ex-ante annual contingency o L
budget lines, reserves, contingent financing;
and ex-post budget reallocations, borrowing,

ta X I n C re a Ses Claims payment is fixed and is triggered automatically once the agreed
threshold Is reached.
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Risk transfer: ex-ante insurance, reinsurance,
and insurance-linked securities

TRIGGERS

International assistance: ex-post grants,
loans  and technical assistance f rom development




Concept of Disaster Resilient Loans

SHOCK RESPONSIVE LOANS
The Disaster Resilient Loan has natural

i NATURAL
catastrophe insurance as part of the loan Y BR e e
structure ‘

It makes a number of instalments on behalf of the —
borrower, rather than defer borrowers’ repayment T INSURANCE

instalments following a disaster ,
 REDUCES |~ 9

RISK

INSTALLMENT
Aligned to Debt Deferral Clause goals:

reduce the risks of a payment default and/or a lengthy debt-restructuring process
preserve liquidity in support of disaster assistance

The DMC does not need to make these payments, reducing the risk of a default and avoiding further debit.
The DMC can instead redistribute resources in support of disaster assistance.



Pilot study for the Pacific

Challenge:

 Pacific SIDS face some of the world’s highest disaster
losses relative to GDP: high natural catastrophe risk,
small economies, worsening with climate risk

 Disasters force governments to divert scarce fiscal
resources, leading to debt distress or delayed recovery

Response:

« Strengthen ADB's Crisis Response Toolkit and
alignment with DDC program with the design and
testing of DRLs

« Demonstrating feasibility in the Pacific sets a precedent
that can be scaled and replicated in other climate-
vulnerable regions — for ADB and other MDBs




DRL Concept




Disaster Resilient Loans - To cover borrowers’ payment obligations in the
event of qualifying events breaching the pre-defined triggers.
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Outflow of funds after a triggering event

Insurance payout equal to
the waived instalments
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Yearly DRL renewals: Entire loan portfolio, multiple payouts possible

60

50

40

3

o

N
o

=
o

0

Occurrence of event

|| l

Yearl Year2 Year3 Year4 Year5 Year6 Year7 Year8 Year9 Year 10

H Instalments B DRL payment Premium

- Example of a single 10-year loan: Catastrophe event in
year 4 leads to a DRL payment, with the entire loan term

kept intact.

* Yearly renewal of insurance policy with yearly premium
being paid means that another payment is possible at
the next triggering event.

Loan 1

Loan 2

Loan 3

Loan4

Loan 5

Loan6

Loan 7

Year1of Year2of
the DRL  the DRL
policy policy

+ Cross-sectional view of the yearly
DRL policies across multiple loans




Disaster Risk Financing Layering: Complementing DDC with DRL

« DRL provide coverage for insurable perils
that cause significant but less frequent
shocks

* These events create significant fiscal risk to
DMCs

* By covering loan instalments in disaster
years, DRLs provide liquidity when it
matters most for disaster recovery

» This also ensures the stability of ADB'’s loan
portfolio performance as the loan terms
remain intact

A
< § Humanitarian Financing Risk Transfer Solutions
Pre- dh itari

3- 3 re arrar;fsistal;:';am arian Pre-arranges finance that
m . o .o qs . .
= 'bcn e e Ao A e provides liquidity immediately

= : . after a shock (DRL/ Cat bonds/
s I disaster relief) ..
o Parametric insurance)
— & DDC

Debt Deferral Clause (DDC)

~
>
c
o 2
S =
T o
ﬂd >
ey Budgetary Instruments
-Ep 3 Reserve funds designed for financing disaster related expenditure,
T 3 (General contingency budget/ National disaster reserves)

Insurability

v

10



DRL Pilot
Technical Pricing & Structure



Potential perils and DMCs for Pilot

* Pilot Selection Criteria: Pacific SIDS already
engaged with disaster risk financing, where DRLs
are an additional tool.

« Pilot countries with significant exposure to tropical
cyclone and earthquakes

* DRL coverage linked directly to ADB loan
repayment obligations (principal + interest) due
over the 12-month period.

« Repayment obligations are covered: if a qualifying
disaster occurs, the parametric insurance covers
instalment(s) due

Repayment Obligation (USD Million)

1.2

B Cook Islands
M Fiji

B Samoa

1.8 Solomon Islands
B Tonga

M Vanuatu

3.8

Source: ADB Treasury, DMC outstanding positions as of 30 October 2024
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Coverage for Tropical Cyclone (TC)

Mechanism

 Pays when on a Category 4 or 5 storm, within a Samoa insurance shapes shown as an example
specified distance of the DMCs |

IIIIII
--------

» Payouts are based on severity:

Saffir DRL Payout - -2
Simpson
Scale Inner shape | Outer shape
1-3 0 0
4 1 payment 0
5 2 payments 1 payment
Implication '

- - - inner circumference
- - - outer circumference

* If a major cyclone strikes, the country’s loan
repayments are automatically covered, depending
on the severity
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Historical “As-if” DRL payouts for Tropical Cyclone

Historical repayment obligations covered by DRL insurance

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
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Coverage for Earthquake

Mechanism
» Payouts designed only for when a strong earthquake affects people Shakemap for the 2024 Earthquake in Vanuatu

Macroseismic Intensity Map USGS

ShakeMap: 24 km WNW of Port-Vila, Vanuatu
Dec 16, 2024 18:47:25 UTC M7.3 S17.69 E168.08 Depth: 54 4km ID:us7000nzf3

« The stronger the shaking and the more people affected in each
country, the larger the payout

* This ensures that the DRL responds to the events that create the
biggest fiscal stress for governments

Affected population threshold
Cook Fiji Samoa Solomon Tonga Vanuatu
Islands Islands
Total
: 17,564 896,444 198,410 686,878 105,697 307,150
Population
Return
Period for 56 19 65 10 33 8
1 payment SHAKING |Not felt] Weak | Light | Moderate Strong | Very strong Severe Violent | Extreme
Return e e
Period for 84 100 102 101 117 99 L — o Pk suzsoz itos e
2 installments
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Historical “As-if” DRL payouts for Earthquake

Historical repayment obligation covered by EQ insurance

1939 1953 1965 2007

M Fiji mSolomon Islands ™ Vanuatu

2024
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Cost - Benefit Overview of DRL

Rep_aym_ent Earthquake Tropical Cyclone Total Premium
DMC Obligation ) i
: Premium Premium (Cost)
(Benefit)

Cook Islands 1.2 0.04 0.05 0.09
Fiji 1.9 0.12 0.31 0.43
Samoa 3 0.13 0.34 0.47
Solomon Islands 3.8 0.42 0.08 0.5
Tonga 1.8 0.07 0.20 0.27

Vanuatu 3.5 0.49 0.62

1.11
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Existing Example




Existing Examples — BOAD PACAN

Préts Adaptés aux catastrophes naturelles (PACAN) Pilot
Project in the WAEMU

PACAN Loan Portfolio: Existing sovereign loans for
financing adaptation to climate change

PACAN Waiver: In case of a triggering event (extreme
precipitation, drought, pandemic) up to two annual
instalments are waived by BOAD.

All BOAD
member

Natural / Health
Disaster

.i‘;.ﬁ a ]@[LL) % countries

(in red)

Insurance
payout

&

Parametric Insurance

-—— -

(drought, extreme
Premium precipitation, pandemic)
Subsidies

*

Reinsurance
4 ARC Limited

O

Emergency
response and
relief measures

MAURITANIA
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Update & Recommendations



Project Progress and Recommendations

Pilot DRLs with the selected Pacific DMCs

Stakeholder engagement on premium
funding and operational support

Further work on the design of DRL payout
rules on earthquake and tropical cyclone

Integration of DRLs with DDCs and Crisis
Response Toolkit
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Thank you
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