
Equity Investment and Administration of ASEAN Infrastructure Fund           

(RRP REG 45097) 

 
 
 

RISK ASSESSMENT AND RISK MANAGEMENT PLAN 

 
A. Importance of Risk Management to the ASEAN Infrastructure Fund 

 

1.  Risk management will be a critical function for the ASEAN Infrastructure Fund (AIF), as 
the risks associated with infrastructure funding are high. The AIF will need to maintain low-cost 
access to funds by achieving a high credit rating, which makes risk management of central 
importance.  
 
B. The ASEAN Infrastructure Fund’s Broad Approach to Risk Management 
 
2. The AIF will treat risk management as an essential element of its culture, and the 
function will thus be reflected in every key area of its operations: (i) financial operations, (ii) 
operational structure, and (iii) governance and other policy issues.  
 
3.  The table highlights key elements of risk management under each of the key areas. 
 

Risks and Mitigating Measures 

Risks Mitigating Measures 

I. Risks Related to the Capital Structure 

Equity: Delay in 
equity contributions 

The country commitment and payment schedule was confirmed by ASEAN 
members in July 2011. The AIF will not start operations unless and until at least 
80% of the first tranche paid-in capital has been invested. 

Debt: Difficulties in 
attaining a high, 
investment-grade 
credit rating  

A high, investment-grade rating is preferred to ensure that central banks can invest 
their foreign reserves. If the AIF does not attain such a rating, it will need to adjust 
its projected lending rate, lending volume, and return on equity. However, credit 
rating agencies and advisors have indicated that the following are key mitigating 
measures:   
(i) Shareholders support. The AIF is owned by ASEAN sovereign states 

and ADB and will lend to the same ASEAN sovereign states, minimizing 
the perception of possible default. The AIF board, representing ASEAN 
members and ADB, will provide additional assurance of strong ownership 
support. Malaysia will issue a special legal framework to exempt the AIF 
from taxes, foreign exchange controls, and other constraints to help to 
mitigate the country ceiling.  

(ii) Sovereign guaranteed loans and ADB’s role. ADB will provide a cross-
default arrangement through the complementary financing (A/B loan) 
structure. ADB will cofinance, process, and implement all AIF projects and 
administer the AIF in all relevant aspects, including financial management. 
A set of exposure limits by sector and country and per project is in place to 
ensure the effective diversification of the project portfolio.  

(iii) Regional history and dynamics. While individual sovereign ratings tend 
to be low, collectively the region has a good history of few defaults. 
ASEAN has been an established group for many years and interacts with 
partner countries outside ASEAN. Credit rating agencies have reorganized 
the operational nature of this region by introducing a rating scale for 
entities on a regional basis.  

(iv) Prudent financial policies. The AIF will develop a solid track record and 
maintain a conservative debt ratio of 1.5 and strong capital adequacy to 
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ensure sound financial management. For debt issuance in 2016, the AIF 
will review the financial framework, the AIF track record, shareholder 
support, the credit quality of portfolio and its concentration, financial 
management (leverage ratio, capital adequacy, and liquidity), and 
comparator institutions and alternatives, to enable a high rating.  

Hybrid capital: 
Challenges of 
attracting buyers  

The AIF plans to structure its hybrid capital within the approval norms of rating 
agencies and as per Basel 3 criteria requiring stringent loss-absorbing features. 
Based on the expected rating of the hybrid capital and the current market size, as 
well as initial discussions with regional institutional investors such as pension funds 
and sovereign wealth funds, identifying the potential market for hybrid capital is not 
deemed to be overly challenging.  

II. Risks Related to the AIF Operations 

Development 
objectives: the 
AIF’s lending 
amount is too small 
to meet its 
objectives 

Catalytic impact. The AIF is the largest ASEAN financing initiative in its history. Its 
catalytic impact is significant, with $2.7 billion in lending by 2018, compared with 
ADB equity of $150 million. When ADB cofinancing is added, lending reaches 
around $9 billion in the same period. Additional equity from other development 
partners to enlarge operational size is also possible. 

Other objectives. The AIF is designed to promote private sector development, 
catalyzing private investments by financing the public portion of public–private 
partnerships. Its return on investment will be above 4% by 2018, reflecting the 
AIF’s development orientation.  

Finally, much of the funding will come from the region’s foreign exchange reserves, 
which is a key policy objective indicated by ASEAN. In this regard, extensive 
consultations have been held with credit rating agencies, the International 
Monetary Fund, and central banks to ensure the soundness of the AIF design.  

Project 
identification and 
processing  

Formulating a robust project pipeline to be approved by the AIF board, and project 
processing to be approved by the ADB board, will be required to develop a strong 
track record for the AIF. ADB will utilize its country and regional programming, 
including updating through operational business plans, to identify the most suitable 
projects. In addition, ASEAN, through its Master Plan on ASEAN Connectivity and 
the subregional programs in the Brunei Darussalam–Indonesia–Malaysia–
Philippines East ASEAN Growth Area, Greater Mekong Subregion, and Indonesia-
Malaysia-Thailand Growth Triangle, has priority projects that can be financed by 
the AIF. As the AIF will require only 5–6 projects per year for financing, this is not 
considered to be a major risk.   

Nonsovereign 
projects: They are 
complex and high 
risk 

After 5 years of operations, the AIF will assess its ability to provide nonsovereign 
loans as projected, at a maximum of 10% of the AIF’s total lending, during the 
review process described above.  

ADB’s envisioned 
role as 
administrator 

ADB’s administrative costs are addressed through administrative fees on a cost-
recovery basis, starting with 40 basis points on assets and to be regularly 
reviewed. In addition, an interdepartmental working group is to be established to 
ensure the efficient administration of the AIF operations.  

III. Risks Related to Governance and Oversight 

Differences 
among the AIF 
owners  

Given ASEAN's legacy of partnership, there is comfort that differences can be 
resolved. It is envisioned that ADB, as both a shareholder and the administrator, 
will support consensus building.  

High political 
pressure for 

During preparation for the AIF establishment, ADB and ASEAN members made 
clear that recapitalization is not mandatory for any shareholders. The possibility of 



     3 

Risks Mitigating Measures 

recapitalization additional equity and shareholders further minimizes this risk.   

ADB = Asian Development Fund, ASEAN = Association of Southeast Asian Nations, AIF = ASEAN Infrastructure 
Fund. 
Source: ADB estimates.  

 
4. In addition to the above, and as delineated in Appendix 1, the AIF will need to continue 
to monitor the impact of various exogenous factors such as political disruption and global or 
regional economic downturns. In addition, ADB will need to establish an internal working group 
to effectively administer the AIF and develop a mechanism to ensure that interdepartmental 
coordination is efficiently managed.  
 
 
 




