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Research Update:

Credit Guarantee And Investment Facility
Long-Term Rating Lowered To 'AA'; Outlook
Stable

Overview

« W have reassessed CAF' s ability to execute its nmandate and revi sed our
projections on the fund's credit netrics.

e W are lowering our long-termforeign currency issuer credit rating on
CAF to 'AA from'AA+ . W are also affirmng our 'A- 1+ short-term
foreign currency issuer credit rating and the 'axAAA |ong-term ASEAN
regi onal scale credit rating on the trust fund of the AsDB.

« The stable outl ook reflects our viewthat the risks to the rating on CAF
are bal anced over the next 24 nonths.

Rating Action

On June 18, 2014, Standard & Poor's Ratings Services lowered its long-term
foreign currency issuer credit rating on the Credit Guarantee and | nvestnent
Facility (CAF) to'AA from'AA+ . The outlook is stable. At the sane tine,
we affirmed our 'A-1+ short-termforeign currency issuer credit rating and
the 'axAAA" | ong-term ASEAN regional scale credit rating on the trust fund of
t he Asian Devel opnent Bank (AsDB), a stakeholder in CG3F.

Rationale

We lowered the rating follow ng our reassessment of CAF' s capital adequacy
and mar ket position.

CAdF s nandate is to develop deep and liquid |ocal currency and regional bond
mar ket s by issuing guarantees. As of Decenber 2013, a little over three years
since the fund's inception, it had issued two guarantees: for Noble Goup Ltd.
(a 3.55% Thai baht 2.85 billion bond due 2016) and for PT BCA Finance (a 8.20%
I ndonesi an rupi ah 300 billion note due 2016). Although CAF has nore
transactions in the pipeline, we believe that the deepening of the Association
of Sout heast Asian Nations (ASEAN) bond markets by credit enhancement will be
nore limted than CAF originally envisioned. As a result, we believe CAF
will seek to expand its business by guaranteei ng weaker credits than we had
originally assuned and increasing exposure to stronger credits. These trends
will raise the fund's future enbedded credit and concentration risks.

We believe that CAF s creditworthiness benefits fromits relationship with
its sharehol ders and the mandate they have entrusted it with. CAF is a
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nono- | i ne bond insurer owned by the AsDB (18.6%, China (28.6%, Japan
(28.6%, Korea (14.3%, and the 10 ASEAN governnents (collectively 10%.
However, we note that the sharehol ders' commitment to CGF is limted to their
capital contribution, which is US$700 million in total.

We expect CAF' s strong liquidity and capitalization relative to the size of
its guaranteed assets to slowy decline over the next two years. As a start-up
operation, CAF is liquid and well capitalized as of Dec. 31, 2013, in our

opi ni on. The AsDB manages CG F' s capital, which is invested nostly in bonds of
highly rated governments or government-related entities. CGAF nanages
concentration risk through a set of prudential limts, which, however, |eave
room for single-nane concentration inherent to the start-up nature of the
portfolio. Unlike supranational institutions lending directly to governnments,
CA F may not benefit frompreferred creditor treatment. We expect potenti al
future | osses on the guaranteed bonds to be comrensurate with narket trends.

Outlook
The stable outlook reflects our viewthat the risks to the rating on CAF are
bal anced over the next 24 nonths. Any changes to the rating will Iikely be

determ ned by our projections on the fund's capital adequacy and the
ef fectiveness of its role in local currency regional capital markets.

Upward pressure on the rating could enmerge if CAF raises additional capital,
denonstrates an ability to enploy it efficiently, and contributes to a vibrant
| ocal currency regional capital market.

We could lower the rating if: (1) CAF struggles to execute its nandate at a
profit; or (2) CAF s financial netrics weaken nore than we expect, which
could be due to the fund accumul ati ng a guarantee portfolio with | ower
credits.
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Credit Guarantee and Investnent Facility
| ssuer Credit Rating
Forei gn Currency AA/ St abl e/ A- 1+ AA+/ St abl e/ A- 1+

Rati ngs Affirned

Credit Guarantee and |Investnment Facility
ASEAN Regi onal Scal e axAAA - -/ - -
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Conplete ratings information is available to subscribers of RatingsDi rect at
www. gl obal credi tportal.comand at ww. spcapitalig.com Al ratings affected by
this rating action can be found on Standard & Poor's public Wb site at

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

col umm.
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