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FINANCIAL ANALYSIS 

1. This document provides background on the financial model of the ASEAN Infrastructure 
Fund (AIF). The document also provides key assumptions relating to capital, liquidity, and 
financial and risk management. 
 
2. Shareholding structure. The AIF will be established with a total equity contribution of 
$485.2 million. ASEAN members will contribute $335.2 million and have requested the Asian 
Development Bank (ADB) to provide the remainder. ADB will contribute $50 million annually to 
the AIF for 3 years, commencing from 2011. In addition, $162 million in hybrid capital will be 
obtained later, augmenting equity resources. The AIF plans to issue debt of up to 1.5 times its 
equity. Table 1 presents equity stakes in the AIF. 

 
Table 1: Equity Contributions for the AIF 

  ($ million) 

Item Tranche 1 Tranche 2 Tranche 3 Subtotal 

ASEAN 111.8 111.6 111.6 335.2 

Brunei 3.4 3.3 3.3 10.0 
Cambodia (unit)  0.1 
Indonesia 40.0 40.0 40.0 120.0 
Lao PDR (unit)  0.1 
Malaysia 50.0 50.0 50.0 150.0 
Philippines 5.0 5.0 5.0 15.0 
Singapore 5.0 5.0 5.0 15.0 
Thailand 5.0 5.0 5.0 15.0 
Viet Nam 3.4 3.3 3.3 10.0 
ADB 50.0 50.0 50.0 150.0 
Hybrid capital    162.0 
Total 161.8 161.6 161.6 647.2 

ADB = Asian Development Bank, ASEAN = Association of Southeast Asian 
Nations, PDR = people’s democratic republic.  

. 
3. The shareholding structure has been kept simple to allow the AIF to begin operating as 
early as possible and provide flexibility to expand in the future. It is assumed that shareholders 
prefer the AIF to maximize its sustainability, i.e., its ability to support its lending, borrowing, and 
equity capital requirements through its internally generated funds, including under conditions of 
stress. In this regard, it is proposed that the AIF profit be retained. It is also assumed that 
shareholders prefer that the AIF have a high, investment-grade rating from major international 
rating agencies so it can borrow at the lowest cost and utilize its financial resources optimally. 
Besides providing equity contributions, continued strong shareholders' support to the entity will 
help create franchise value and provide comfort to rating agencies and investors. One way to 
represent such support is to provide assurances that shareholders are willing to maintain their 
equity holdings over the long term and accept relatively low returns, at least in the initial years.  
 
4. Financing infrastructure projects. To meet the capital requirements of ASEAN 
countries and finance their priority infrastructure developments, the AIF aims to provide funds 
with long maturities of 15–20 years to its borrowers at competitive cost. Infrastructure projects 
are normally long term in nature, with long gestation periods. The borrowers are fully 
responsible for repaying principal and interest, irrespective of cash flows from the project. The 
AIF does not plan to fund its loans at the time of commitment because of the potential cost of 
carrying liquidity but instead will fund them close to the time of disbursements, which normally 
take place over a long period of time. Thus, at any given time, the AIF will have significant 
outstanding financial obligations to borrowers that must be met as and when required to 
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complete projects. It is therefore important for the AIF to ensure that it has the capacity to meet 
those obligations arising from past loan commitments under varying market conditions. The 
cost-pass-through pricing policy of ADB will be replicated so that the AIF will have flexibility in 
providing long-term loans at competitive cost. 
 
5. Rating the AIF. To be an effective financial intermediary, the AIF should ensure its 
ability to access capital markets at terms suitable for development. For this, the standalone 
financial strength of an entity is important. Such financial strength, which will be assessed by 
rating agencies, will be based on strong shareholders' support and prudent financial policies as 
measured by a wide range of criteria, including adequacy of capital (low leverage and 
incremental leveraging to be slow and prudent), credit quality of the loan portfolio, liquidity 
management, policies of non-accruals and sanctioning and operating experience. The AIF's 
financial policies, including asset and liability management, and policies to manage market risk, 
credit risk, and exposure management, will largely be based on ADB's experience of more than 
45 years. ADB's envisioned role, from project preparation to processing and administration, 
including cofinancing, should provide comfort regarding the entrenched project base, corporate 
governance, and the institutionalization of the new entity. Most importantly, with ADB being the 
cofinancier and lender of record, confidence in the AIF loans will derive from the cross-default 
clause for ADB loans. With these considerations and an initial targeted debt-equity leverage 
ratio of 1.5:1 until a good track record is established, the AIF can achieve a high, investment-
grade rating from major international rating agencies. 
 
6. Investors (debt holders under bond issuance). Beside a high, investment-grade 
rating, the AIF must ensure that its ability to access long-term debt from capital markets is 
maintained at all times. A strong, diversified investor base of both public institutions, including 
central banks, and private institutions in different countries, and dealer support in market 
making, should ensure continued market access. This will mean that the AIF-issued bonds 
should have sufficient depth and liquidity in the secondary market to attract central bank 
purchases without compromising their designation as reserve assets. The AIF should plan its 
annual borrowing program with such an objective. 
 
7. Key assumptions. The following are the key assumptions that underpin financial 
projections from 2012 to 2026: 
 

(i) Loan composition and loan commitment. Loans will be committed in US 
dollars and lent to ASEAN members with sovereign guarantees under certain 
agreed allocation guidelines and procedures. Annual lending will start at $300 
million in 2012, incrementally increasing by 10% every year so that annual 
lending is close to $440 million from 2016 with the additional capital agreed in the 
fourth quarter of 2016 and payments made by 2018. It is assumed that 
nonsovereign lending approval will be capped at 10% of total commitments 
beginning in the 6th year. No equity investments have been assumed.   

(ii) Loan disbursements. Loan disbursements are projected by using the historical 
disbursement patterns of infrastructure sectors (based on the demand pipeline) 
under streamlined procedures similar to those of ADB loans. Except for loans 
under the multitranche financing facility, 5% is assumed to be canceled over the 
life of the loan. This is deemed to be financially prudent based on historical 
levels. 

(iii) Borrowing cost. It is assumed that the fund’s medium- to long-term debt will be 
able to achieve a funding cost at the London interbank offered rate (LIBOR) plus 
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a spread of 100 basis points. Debt issued by the AIF will be reasonable in 
volume, marketability, and liquidity over time.  

(iv) Lending spread or loan pricing. Loan pricing will be determined mainly by the 
AIF’s cost of borrowing, which depends largely on its credit rating. Sovereign and 
sovereign-guaranteed loan charges are projected at a spread of 40 basis points 
over the actual or projected borrowing cost. This lending spread will follow ADB’s 
LIBOR-based lending spread. The borrowing cost, which will include the 
borrowing cost and hybrid equity cost (assumed at LIBOR plus 400 basis points) 
will be passed to borrowers based on the cost-pass-through principle adopted by 
ADB. The unblended lending spread over the 6-month LIBOR will thus work out 
to be 200 basis points. The lending spread on future nonsovereign loans is 
projected to be 250 basis points over the LIBOR, though in practice the spread 
will be based on credit risk and other commercial terms. 

(v) Liquidity. To ensure capacity to disburse funds for approved projects without 
interruption and to meet bond redemptions, the required liquidity is assumed to 
include 6 months of forthcoming net disbursements and redemptions. It is 
envisaged that the AIF may issue euro commercial paper to efficiently manage 
liquid assets, even in the initial years. It is also possible that the liquidity of the 
AIF balance sheet can be enhanced by taking up credit facilities. 

(vi) Investment return. Based on the current interest rate environment and given a 
short duration of liquid asset investment, it is projected that liquidity portfolios will 
earn a rate either up to LIBOR returns on long-term investments with more than 6 
month maturity or up to half of LIBOR returns on short-term investments of less 
than 6 months maturity, depending on the duration of portfolios.  

(vii) 6-month US dollar LIBOR rate. Based on the current interest rate environment, 
the US dollar LIBOR is projected to be at 0.75% in 2012, gradually increasing to 
1.9% in 2014, 2.9% in 2015, and 4% from 2018 onwards. The 6-month LIBOR is 
projected at an average of 3.43% from 2012 to 2026. 

(viii) Administrative expenses. Initial administrative expenses are assumed at 40 
basis points on total assets. The purpose is cost recovery. As such, this 
assumption is tentative and will be reviewed periodically. 

(ix) Income. It is assumed that shareholders prefer that the AIF maximize its 
sustainability, i.e., its ability to support its lending, borrowing, and equity capital 
requirements through its internally generated funds. In this regard it is proposed 
that it retain allocable net income. The AIF may pay a dividend in the form of 
stock, which can permit its financial institution shareholders to book a return on 
their investments in the AIF without reducing shareholders’ equity. The average 
return on equity is projected to follow the 6-month LIBOR rate assumptions, 
representing the 6-month LIBOR duration and the loan pricing mechanism 
discussed above. The average return on equity can be enhanced further by 
extending the duration of the assets funded by equity capital.  

(x) Rating. The AIF will apply for a rating before the bond issuance. There will be a 
provision for regular reviewing of operations to ensure a maximum credit rating. 

(xi) Tax. Taxes are assumed to be nil. The Government of Malaysia, where the AIF 
is to be registered, has agreed to consider providing the required tax exemptions.  

(xii) Expected losses on nonsovereign loans. These are assumed to be 2.5% of 
outstanding nonsovereign loan exposure. The expected loss is estimated based 
on the credit quality of the portfolio, probability of default, and loss given default. 
All nonsovereign loans will be subjected to the same due diligence as applied by 
ADB for similar loans. 



4  

(xiii) Share deduction and exit. Deduction in shares has not been assumed during 
2012–2026. 

 
After the AIF establishment, and especially during the regular and fundamental review process 
of the AIF, a series of implementation plans on important issues such as the investor base, 
issue size, instrument types, dilution, investor management and branding, investor 
documentations, credit lines, and legal delineation and disclaimers (particularly between the AIF 
and ADB), among others, will be required, including treasury management and resource 
implications. 
 
8. Key outputs. With projected lending approval of $300 million starting 2012 and lending 
approval growth of 10% until 2016, reaching annual lending approval of $440 million by 2016 
and thereafter, the outstanding loan balance will reach $2.1 billion by 2020 and $3.9 billion by 
2026. The undisbursed obligations of the AIF will be from $1.1 billion to $1.3 billion during 
2016–2026. The retained earnings operating under leveraging of 1.5:1 will increase of the value 
of equity. Assuming each share has a face value of $10,000, the book value of these equity 
shares is projected to become $16,642 by 2026 at a compounded annual growth rate of 3.7%. 
This increase in book value can be considered dividends issued in the form of stock. This can 
permit shareholders to book a return on their investment in the AIF without reducing their equity 
in it. 
 
9. The AIF will begin issuing long-term debt in 2016 with a moving 5-year average funding 
plan of about $275 million to be raised to an average of $450 to 500 million in 2021. The speed 
of leverage is gradual, with an incremental increase in the debt-to-equity ratio. Leverage will 
reach a maximum of 1.5:1 by 2019, or in about 8 years, requiring additional capital of around 
$485 million starting in 2018. However, the decision to increase capital should be made much 
earlier, in the fourth quarter 2016, for possible corrective action. This may need to be further 
explored if the leverage of 1.5:1 needs to be reduced to achieve a targeted high, investment-
grade rating.   
 
10. Without the capital increase and under the initial leverage constraint of 1.5:1, the AIF will 
need to dramatically decrease its annual lending starting in 2017. Such a decrease would affect 
the liquidity of debt issuance by the AIF, due to its smaller size. With 5 years of track record, 
even if the AIF achieves a higher debt-to-equity ratio than projected, for example 2:1, its lending 
will still need to significantly decrease to $300 million per year starting 2017. Alternatively, 
assuming no capital increase and operating under the leverage constraint of 1.5:1, the AIF 
could target annual average lending of $225 million–$250 million during 2012–2026. 
 
11. Assuming a capital increase starting in 2018, bond issues should achieve liquidity over a 
period of time after the capital increase and with growth in the AIF’s balance sheet.  
 
12. Given the level of the AIF’s capital infusion, ADB has recommended that the most 
suitable scenario would be for annual lending of $300 million starting from 2012, with an 
incremental increase of 10% every year so that annual lending is close to $440 million from 
2016 onwards, with the additional capital agreed in the fourth quarter of 2016 and payments 
made from 2018 in three equal tranches. This size will enable the AIF to start with little paid-in 
capital, meet reasonable lending demand at the front-end, and provide sufficiently large debt 
issuance to meet the liquidity need of the AIF-issued debt. In the worst case, if the decision on 
capital increase cannot be concluded earlier, by the fourth quarter of 2016, lending may need to 
be scaled back at least from 2017 onwards. 
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13. In brief, the AIF shareholders will need to examine the AIF's financial strength and 
replenishment in 2016 to manage its current obligations and plan further lending. A more 
detailed set of financial figures is in Table 2.  
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Table 2: Key Financial Figures, 2012–2026 

 
bps = basis points, LIBOR = London interbank offered rate. 

Source: Asian Development Bank estimates. 




