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Research Update:

Asian Infrastructure Investment Bank Assigned
'AAA/A-1+' Rating; Outlook Stable

Overview

e Asian Infrastructure Investnent Bank (AlIB) has been granted a very
strong capital endownent from 80 sovereigns globally, and stands to have
a significant inpact in supporting Asia's large infrastructure needs.

e Qur prospective view for the next few years factors in the AlIB
delivering on its mandate, significantly strengthening its operationa
capacity, and adhering to sound governance and ri sk nmanagenent
princi pl es.

e W are assigning our ' AAA A- 1+ |ong- and short-termissuer credit
ratings to AllB.

« The stable outlook reflects our view that AIIB will develop a track
record of delivering on its nmandate while building its operationa
capacity and benefiting fromstrong sharehol der support through preferred
creditor treatnent as well as nmaintaining an extrenely strong financial
profile.

Rating Action

On July 18, 2017, S&P d obal Ratings assigned its ' AAA/ A-1+ |ong- and
short-termissuer credit ratings to Asian Infrastructure |Investnment Bank
(AII'B). The outlook is stable.

Rationale

The ratings reflect our opinion that over the next three to five years AlIB
will establish a track record and significantly enhance its operational setup,
supporting our assessment of its very strong business profile and its
extrenmely strong financial profile. AIIB has a robust callable capital base.
However, we do not factor in any uplift into our issuer credit rating because
of extraordi nary sharehol der support as AlIB s stand-alone credit profile
(SACP) is already 'aaa'.

Founded in 2015, AlIBis a nultilateral lending institution (MIl) established
by international treaty. Its headquarters is in Beijing and China is the

| argest sharehol der with 27.5% of the votes. Its original 57 foundi ng nenbers
(now 80) include alnost all 'AAA' rated sovereigns globally (Canada has been
approved as a nenber but has not yet ratified the treaty). The nmenbers have
entrusted the institution with a very significant capital endowrent of $100
billion of which 20% represents paid-in resources to be funded in full over
the next five-to-seven years. This nmeans AlIIB will be, fromthe start, one of
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the largest M.s globally. W base our assessnent on our forward-I|ooking view
that AlIB will deploy a significant portion of its resources to establish a
track record and a strong footprint in Asia. Should it fail to do so we would
i kely reconsider our view of its business profile.

We believe its inportant role is underpinned by the high need for
infrastructure investnent in the region. A recent Asian Devel opnent Bank study

estimates this need at around $1.5 trillion on a yearly basis for the next 15
years. While the addition of AlIB, alongside other Mlls, will not cone close
to bridging the gap, we believe it will growrapidly and in the mediumterm
will beconme a significant financier of projects in Asiainline with its
mandate. It will focus on both sovereign and private lending as well as a
snal l er equity portfolio. To date it has approved 17 projects (nostly
sovereign and co-financed with other MlIs), conmtting $2.8 billion. Despite

Chi na being the |argest sharehol der, we expect exposure to China to be
m ni mal

Strong sharehol der support is a key rating factor underpi nning our assessnent
of AllB s business profile. The fact that 80 sovereigns, including 17 of the
G 20 countries, have cone together to endorse a newy established institution
with very significant resources is a strong signal of ongoing future support.
The U. S. and Japan are not nenbers. W believe this may reflect politica

di vergence with China, but we do not think this will inpair the bank's ability
to do business given Asia's very large infrastructure financi ng needs.

We assess AllIB' s risk managenment and governance polices as sound and sinilar
toits highly rated peers. W expect AlIB to abide by the sanme high standards
as leading peers in terns of governance, procurenment, and socia
responsibility, as required in the projects that AIB co-finances with the
Asi an Devel opnent Bank and World Bank Group Institutions. Over tine we expect
AllB to build expertise in the field as well as establish a strong risk
managenent framework including systens that will handle | oan-portfolio,
funding, and liquidity risks. That said, we note that the institution is new
and nmuch of its structure remains untested. There is significant work in
progress that could entail neaningful operational risks.

W note two aspects of AlIIB' s governance structure. One: it has a nonresident
board, unlike many other peers. W do not see this as undermning its
oversight or the decision naking is any neani ngful way. Two: it has a
sharehol der majority of regional nenmbers that we believe could lead to
potential conflict of interest. To mitigate such conflicts, AlIB has
established that a supermajority vote of the board of governors (at |east
two-thirds of the governors holding 75% of the total voting powers) is needed
to amend the institution's founding articles, including essential operating
princi ples on governance and risk appetite. Currently this means that both
Chi na but al so nonregi onal nenbers (taken together) have a veto to bl ock any
such deci sion. However, on a |lower |evel of decision naking, as with any
deci si on taken by the board of directors, the approval of loans is carried out
by sinple najority. That said, any |loan to be approved needs to conply with
all AlIB s operational and financial policies including addressing
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environnental and social inpacts as well as paying due attention to the
prospect of repayment and fair pricing of risks.

Gven AlIB s very short period of operations, it has not yet built a track
record of strong repaynment behavior and preferred creditor treatment from
borrowi ng countries. However, we believe that the institution's diversified
ownership and strong ties with China, the major econony in the region, wll
encour age adherence to this established principle. W therefore factor into
our rating that borrowi ng nenmbers will grant AlIB preferred creditor and
preferential treatnent. If we saw significant deviation fromthis, we would
likely reassess the rating.

Al I B's seni or managenent team has wi de experience in the multilateral realm
wi th significant hands-on involvenment in running the critical departnents of
devel opnent institutions. W believe managenent is strong, bal anced, and

sel ected according to nerit rather than political affiliation, and is capable
of delivering its mandate. Rapid growth will produce challenges while the
institution's operational structures are established, but we expect managenent
to continue its so-far prudent approach

AllB s financial strength is currently unparalleled in the M.l domain. It had
a risk-adjusted capital (RAC) ratio of 191% as of March 31, 2017, reflecting

the equity financing of its entire bal ance sheet. Wile we expect the RACto

drop during the ramp-up period, we believe it will stay extrenely strong for

the foreseeable future

Wth a sizable capital base, the need for funding is Iimted but we expect
All B to becone a regul ar benchmark issuer over the mediumtermas it builds
recognition in the market. We assess funding as neutral for the rating because
we weigh its strong and stable equity source against its untested access to

t he market.

Liquidity is very robust and currently placed with Chi nese banks as well as in
an externally managed | owrisk treasury fund. Wile we expect it to
deteriorate as the portfolio grows, we estimate that AIB currently, as well
as in the foreseeable future, could survive an extrenely stressed scenario

wi t hout narket access for 12 nonths and w thout w thdrawi ng any pri nci pal
resources from borrow ng nmenbers.

Al'l B enjoys a deep reserve of callable capital provided by 'AAA" rated
sharehol ders. Currently some $10 billion, or 1.5 tinmes its paid-in resources
as of year-end 2016, is provided by 'AAA rated sovereigns. This stock could
help AlIB in the unlikely case of need and woul d underpin an extremnmely strong
financial profile if its finances deteriorated on a stand-al one basis.

Outlook

The stable outlook reflects our view that over the next two years AIB wll
develop a track record of delivering on its mandate, cenenting its role as a
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major M.l in Asia. W expect the institution to nmake significant progress in
its loan commitnents and di sbursenents and depl oy part of the significant
capital with which it has been entrusted. We also expect AlIB to significantly
strengthen its operations, risk managenent, staff, and | T-systens to support
its growh trajectory. We assunme it will adhere strongly to what we consider
sound policies in governance and risk, as well as social and environnental

i mpacts. We expect shareholders to remain supportive and grant the institution
preferred creditor treatnment. AlIB capital, funding, and liquidity positions
are expected to deteriorate fromcurrently extrenmely robust levels but to
remain a significant relative strength conpared to peers, and to underpin its
financial profile.

Downside scenario

Wiile the financial profile is unlikely to put downward pressure on the
ratings, we could lower themif AIIB failed to deliver on any of the

af orenmenti oned key aspects of its business profile. We reiterate that our
rating on AlIB is predicated on a prospective view of its profile considering
it is just starting its operations. In the unlikely event of a significant
deterioration of the financial profile, the rating could be underpinned by the
strong buffer of highly rated call able capital
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Forei gn Currency AAA/ St abl e/ A- 1+

Additional Contact:
SovereignEurope; SovereignEurope@spglobal.com

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum. Alternatively, call one of the foll owing S& d obal
Ratings nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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