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Research Update:

Credit Guarantee and Investment Facility
'AA/A-1+' Ratings Affirmed; Outlook Stable

Overview

e The ratings on CAdF reflect CAdF s nandate from ASEAN+3 countries to help
devel op | ocal bond markets, the entity's conservative guarantee and
i nvest nent strategies, and operational support fromthe AsDB. Bal ancing
these strengths is its short track record and sone concentration risk.

*« CAF has an extrenely strong financial profile and an adequat e busi ness
profile by our assessment, resulting in a 'aa' stand-alone credit profile.

« W are affirming our ' AA/ A-1+ foreign currency and ' axAAA ASEAN
regi onal scale ratings on C4AF.

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

Rating Action

On June 19, 2015, Standard & Poor's Ratings Services affirnmed its 'AA
long-termand ' A-1+ short-termissuer credit ratings on the Credit Guarantee
and I nvestnment Facility (CAF). The outlook is stable.

At the same time, we affirned our 'axAAA'" |ong-term ASEAN regi onal scale
credit rating on CAF.

Rationale

The ratings on the CAF reflect our assessnent of the facility's business
profile as adequate and its financial profile as extrenely strong, as our
criteria define these terns. In conbining these assessnents, we assess the
stand-al one credit profile as "aa'. The ratings do not benefit from
extraordi nary support as CG F does not have callable capital.

CAF is a supranational institution with a nandate to devel op deep and liquid
| ocal currency bond markets in the ASEAN region. It achieves this by providing
guarantees on | ocal currency denom nated bonds issued by conpanies in the

regi on. As of Decenber 2014, a little over four years since the facility's
inception, it had issued seven guarantees in the markets of Singapore,

Thai | and, | ndonesia, and Vi etnam

Qur assessment of CAF' s business profile as adequate rests on our view of its
rol e, mandate, governance, and the strength of its relationship with its
contributors. CAdF is established as a trust of the Asian Devel opnent Bank
(AsDB). W believe that CAF s creditworthiness benefits fromits relationship
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with its contributors and the nandate they have entrusted it with. The voting
rights are doninated by four contributors: China (28.6%, Japan (28.6%, Korea
(14.3%, and the AsDB (18.6% . The 10 ASEAN governments coll ectively have the
| ast 10% However, the contributors' conmitment to CGF is limted to their
capital contribution.

The facility has a relatively short track record of fulfilling its policy
mandate given it was only established in 2010. Although C@F has nore
transactions in the pipeline, we believe that the deepening of the ASEAN bond
markets by credit enhancenent, and therefore the role of the institution, wll
be nmore Iimted than originally envisioned. The relative small size of its
capital base (US$700 million) suggest that CAF s role is neant to be

catal ytic rather than deepening capital markets through vol une.

CA@ F s articles of agreenent delineate its governance standards. The
managenent team has the necessary expertise and experience to conduct its
business in order to achieve its mandate. Its guarantee operations are
control l ed by conservative risk paraneters. The managenent has al so chosen to
grow at a gradual pace, allowing its staffing capacity to catch up to the
scal e of operations. Treasury portfolio nanagenent is delegated to the AsDB,
which results in very conservative investnent policies.

W assess CAF's financial profile as extrenely strong. The facility's

ri sk-adjusted capital (RAC) ratio was 74% before adjustnents at year-end 2014.
After adjustnents specific to nultilateral institutions, CdF s RACratio
falls to 32% which is still extrenely strong. The main adjustnment is its

si ngl e-nane exposure to the portfolio of guarantees for regi onal corporates,

i nherent to its start-up nature. Although CdF s RACratio could fall over the
next two years as its guarantee portfolio expands, we expect that a potentia
capital increase could conpensate the deterioration, and support our
assessnent of an extrenely strong financial profile.

Unl i ke supranational institutions that nainly lend directly to governnents,
CAF may not benefit frompreferred creditor treatment, in our view.

Pri vat e-sector conpani es cannot expect nultilateral institutions to be a

| ender (or guarantor) of last resort. Hence, we envi sage potential future

| osses on the guaranteed bonds to comensurate with narket trends. The CAF
had run small yearly profits since inception and we expect it to maintain its
profitability.

Qur assessment of CAF s funding and liquidity also infornms our view of its
extrenmely strong financial profile. CAdF does not borrow. It obtains funding
for its activities solely through contributors' equities and retained
earnings. Qur liquidity ratios indicate that the CdF would be able to pay out
its guarantees for at |east a year under stressed market conditions, wthout
recourse to liquidity facilities fromcontributors or fromthe market. Its
liquid assets, nanaged by the AsDB, are invested nostly in bonds of highly
rated governments or government-related entities. They formthe bulk of its
bal ance- sheet assets as of year-end 2014.
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Outlook
The stable outlook reflects our viewthat the risks to the rating on CAdF are
bal anced over the next 24 nonths. Any changes to the rating will Iikely be

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

Downside scenario

W nay lower the rating if: (1) CAF struggles to execute its mandate at a
profit; or (2) its financial metrics weaken nore than we expect, which may
happen with the facility accumul ating a guarantee portfolio with | ower
credits, or without a comrensurate increase in capital.

Upside scenario

Upward pressure on the rating could enmerge when CAF has built a track record
and an ability to significantly contribute to a vibrant |ocal currency

regi onal capital market.

Related Criteria And Research

Related Criteria

e Miultilateral Lending Institutions And Ot her Supranational Institutions
Rati ngs Met hodol ogy, Nov. 26, 2012

e« Bank Capital Methodol ogy And Assunptions, Dec. 6, 2010

Related Research
* Asian Devel opnent Bank ' AAA/ A-1+' Ratings Affirmed, Qutlook Stable, June
3, 2014

Ratings List

Ratings Affirmed

Credit Guarantee and |Investnent Facility
| ssuer Credit Rating
Forei gn Currency AA/ St abl e/ A- 1+
ASEAN Regi onal Scal e axAAA/ - -/ --

Conplete ratings information is available to subscribers of RatingsDirect at
www. gl obal credi tportal.com and at ww. spcapitalig.com All 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
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