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Research Update:

Asian Infrastructure Investment Bank 'AAA/A-1+'
Ratings Affirmed On Criteria Revision; Outlook
Remains Stable

Overview

» Following a review of the Asian Infrastructure Investment Bank (AllB)
under our revised criteria for nultilateral lending institutions (MISs),
we are affirmng our ' AAA/A-1+' ratings on AlIB and renoving them from
under criteria observation

e In our view, AlIB continues naking progress on delivering on its nandate
by building up its operational capacity and increasing | oan conmitnments
to the region.

e The stand-al one credit profile for AlIBis 'aaa', reflecting our
assessnent of its "very strong” enterprise risk profile and "extrenely
strong" financial risk profile.

« The stable outlook reflects our expectation that, over the next 12-24
months, AlIB will continue achieving key targets as part of its start-up
phase and will adhere to sound governance and ri sk nmanagement principles
supported by an extrenely strong financial profile.

Rating Action

On Feb. 15, 2019, S&P d obal Ratings affirmed its ' AAAJ A-1+ | ong- and
short-termissuer credit ratings on Asian Infrastructure |nvestnment Bank
(Al B). The outl ook on AllIB remai ns stable.

At the sane tinme, we renoved the ratings from UCO where we placed them on
Dec. 14, 2018, after publishing our revised M.l criteria.

Rationale

The ratings on AlIB reflect our view of its very strong enterprise risk
profile and extrenely strong financial profile. While AIB benefits from
extraordi nary support in the formof callable capital, we do not incorporate
any uplift in the long-termissuer credit rating because AllB s stand-al one
credit profile is already 'aaa'. W outline these factors in our revised
criteria, "Multilateral Lending Institutions And O her Supranationa
Institutions Ratings Methodol ogy," published Dec. 14, 2018.

Al B s original 57 founding menbers have now grown to 93, with notable new
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nmenbers includi ng Canada, Spain, and Hong Kong, and including all 'AAA rated
sovereigns as well as 17 of the 20 G 20 nenbers--whi ch underpins our view of
its enterprise risk profile. Furthernore, AllIB has a sizable capital endowrent
(US$100 billion), of which 20%is paid-in capital, one of the highest of al
M.ls. Capital installnments have been paid on tinme, with US$12.8 billion

recei ved as of Septenber 2018 and 96% frontl oaded for 2020. In our view, this
reinforces AlIB s inportant role, enabling it to become one of the |argest
M.ls globally. As a relatively young institution founded in 2015 by
international treaty and headquartered in Beijing, a key aspect to AlIB's
policy inportance is our expectation that it will continue to nake

consi derabl e progress over the next three to five years in building a track
record to support its mandate.

We continue to see inmportant nilestones in new | oan comitnents, which we
bel i eve underpins its growi ng relevance for the region. It has approved a
total of US$6.4 billion in new projects as of Novenber 2018, up from $2.0
billion in March 2017. O these, 82%are in the sovereign sector across 13
menber countries. By 2020, AllB expects to have active projects in 24 nenber
countries. Recently, AlIB established a linmt that allows up to 15% of total
approved bank financing to nonregional investnments, which we view as positive
so long as it continues to support global trade and connectivity and econonic
integration with Asia.

O the 32 projects approved as of Novenber 2018, 21 are cofinanced w th other
M.I's such as the Wrld Bank G oup and the European |Investnment Bank, and we
positively view the increase in the overall share of stand-al one projects.
Wi le | everaging the expertise and capital of other MlIs to source deals
enables AIIB to spread risk as well as reduce pressure on internal country
limts, we believe that taking on a bigger share of stand-alone projects is
vital given its role as a key provider of infrastructure financing in the
regi on.

The expected size and scope of AIIB are designed to fill a very large
financing gap in infrastructure in the Asian region, currently estinated at
US$22.5 trillion over the next 15 years. As such, we do not see AllB conpeting

with other institutions, and we believe its role is critical given its niche
mandat e.

Wi le preferred creditor treatnment (PCT) is largely untested as a relatively
new i nstitution, our calculated arrears ratio is 0% because we assune that al
borrowi ng nenbers will grant AlIB PCT, supported by the strong and

i nternational backing of the institution.

The institution is predom nantly owned by regi onal nenber countries, which
could lead to potential conflicts of interest. Furthernore, AIIB s

shar ehol ders, on average, have sonmewhat |ower ranking in governance conpared
to other 'AAA rated peers. To mitigate such conflicts, AlIB has established
that a supermpjority vote of the board of governors (at |east two-thirds of
t he governors hol ding 75% of the total voting powers) is needed to anend the
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institution's founding articles, including essential operating principles on
governance and risk appetite. China is the largest, with 27% of current voting
share and has veto power, followed by India (8%, Russia (6%, and Germany
(499 . There are 12 directors, 11 of which are constituencies. Only India has
its own seat, and China and Hong Kong represent one constituency.

Al Il B has a nonresident board, unlike nany peers, but we do not believe this
constrains decision-naking or information flow to a neani ngful extent. In
fact, the board neets in person quarterly and holds virtual neetings as
needed. Notably, in April 2018, the board of directors approved an
accountability framework, which shifts nore responsibility to managenent. This
wi | | enabl e managenent to approve loans, in line with agreed policies and
strategi es, and the appropriate risk functions, in effect streamining

deci si on-maki ng and uphol ding its | ean nanagenent philosophy. Currently, |oan
granting is carried out by sinple majority by the board.

Al B s risk managenent and governance polices continue to evolve and, in our
view, will be inline with highly rated peers. AlIB has nmade significant
progress with the establishment of a robust risk nanagenent framework. It

est abl i shed core operating policies, including financial policies and risk
limts, by 2016. Since then, the asset liability managenent policy and
directives on market, liquidity, and counterparty risk were rolled out. AlIB
approved its risk appetite statenment in January 2018 and uses an econonic
capital nodel to nanage and neasure the allocation of risk over its business
activities.

The institution's senior managenent teamis diverse and has extensive
experience in the Ml sector. AlIB does not have nationality restrictions and
has commtted to maintain two-thirds of the workforce international, which, in
our view, contributes to AlIB s high standards. W expect AIIB to continue to
face some chall enges hiring and retaining personnel but believe it will manage
t hese bottl enecks appropriately. So far, we believe that growth in operations
has been supported by key operational structures and functions, and we expect
that AIIB will continue to be nanaged prudently.

AllB s financial strength remains unparalleled anmong M.ls. It had a

ri sk-adjusted capital (RAC) ratio after M. adjustments of 156% as of Dec. 31
2017, down from 175% under the former criteria because of changes in the way
we conpute the single-nane concentration, which was partially offset by our

i ncorporation of PCT. W expect the RAC ratio to continue declining during
this growt h phase, but we believe it will stay extrenely strong for the
foreseeable future

We expect AlIB to becone a regular benchmark issuer and have a gl obal investor
base. I n Decenmber 2018, AllIB launched its Euro Commercial Paper Program where
it can issue a maxi mum out st andi ng aggregate princi pal anpunt of $5 billion

We assess funding as neutral because the strong and stable equity source is a
positive factor but AlIB has yet to actively tap the market.

Gven the large liquidity reserves and emergent pipeline, our calculations of
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AllB s liquidity incorporating stressed nmarket conditions show that it could
survive an extrenely stressed scenario w thout market access for 12 nonths

wi t hout wi thdrawi ng principal resources from borrow ng nenbers should they be
brought forward in time. As the bank increases commitnments and taps the
market, we expect its liquidity ratios to deteriorate. Nonethel ess, we assune
that AIIB will nmaintain anple liquidity, mainly because of a conservative
policy that establishes a minimnumliquidity [evel of 40% of the next three
years' net cash fl ow requirenents.

Al'l B has a robust callable capital base, benefiting from$10 billion in
callable capital from'AAA rated shareholders. This would support AIB if
needed- -t hough that's unlikely--and woul d underpin an extremely strong
financial profile if it deteriorates on a stand-al one basis.

Outlook

The stable outlook reflects our expectation that, over the next two years,
AllBwill maintain a sinilar pace of developing a track record in delivering
on its mandate. W expect the institution to continue growi ng | oan conmtnents
and di sbursements. W al so expect AlIB to continue building up its operations,
ri sk managenment function, staff, and I T systenms to support growth. W expect a
strong adherence to what we consi der sound governance and risk policies, as
wel | as shareholders to remain supportive and grant the institution PCT. W
expect AlIB' s capital, funding, and liquidity positions to deteriorate from
currently extrenely robust levels but remain a significant relative strength
conpared with peers and underpin its financial profile.

We could lower the ratings if AlIB fails to deliver on any of the main itens
descri bed above. W reiterate that our rating on AlIB continues to rely
heavily on a prospective view of its profile considering this is only its
fourth year in operation. W consider any significant deterioration of its
financial risk profile to be unlikely, but if it does deteriorate, AlIB' s
highly rated call able capital, which is the strongest anpbng all MIs, would
act as a buffer.

Ratings Score Snapshot

I ssuer Credit Rating AAA/ St abl e/ A- 1+

SACP aaa

Enterprise Risk Profile Very Strong
Pol i cy Inportance Very strong

Covernance and nanagenent Adequate

Financial Risk Profile Extrenely Strong
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Capi tal Adequacy Extrenely Strong
Fundi ng and Liquidity Strong
Ext raordi nary Support 0
Cal | abl e capital 0
G oup Support 0
Hol i stic Approach 0

Related Criteria

e Criteria | Governments | General: Miultilateral Lending Institutions And
O her Supranational Institutions Ratings Methodol ogy, Dec. 14, 2018

e Criteria | Financial Institutions | General: Risk-Adjusted Capital
Framewor k Met hodol ogy, July 20, 2017

* CGeneral Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

» CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

* Criteria Guidance: Miltilateral Lending Institutions And O her
Supranational Institutions Ratings Mthodol ogy, Dec. 14, 2018

e Supranationals Special Edition, Cct. 11, 2018

Ratings List

Ratings Affirmed

Asi an Infrastructure |nvestnment Bank
| ssuer Credit Rating
Forei gn Currency AAA/ St abl e/ A- 1+
Conmrer ci al Paper A-1+

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of
RatingsDirect at ww. capitalig.com Al ratings affected by this rating action
can be found on S&P d obal Ratings' public website at

www. st andar dandpoors. com Use the Ratings search box located in the |eft

col um.
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