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Research Update:

New Development Bank Assigned 'AA+/A-1+'
Ratings; Outlook Stable

Overview

e Formed by the BRICS countries, New Devel opnent Bank (NDB) benefits froma
very robust capital endownent and is likely to play a significant role in
closing the large infrastructure gaps of its BRI CS nenbers.

* Although NDB has a short track record and its sharehol der structure
presents some agency risk, we expect the institution to focus on
strengthening its operational capacity and to observe robust governance
and ri sk nanagenent practices over the next few years.

e W are assigning our 'AA+ long-termand ' A- 1+ short-termissuer credit
rati ngs on NDB

e The stable outl ook reflects our expectation that NDB will nake continuous
strides to energe fromits start-up phase over the next 24 nonths
supported by its extrenely strong financial profile.

Rating Action

On Aug. 29, 2018, S&P d obal Ratings assigned its 'AA+ long-termand 'A- 1+
short-termissuer credit ratings on New Devel opment Bank (NDB). The outl ook on
the long-termrating is stable.

NDB is a multilateral lending institution (M) established by Brazil, Russia,
India, China, and South Africa (BRI CS)

Rationale

The ratings reflect our opinion that NDB will establish itself as a catal yst
in reducing the infrastructure deficits faced by its BRICS nmenbers. At the
sanme tinme, we expect the institution to instill sound governance and ri sk
managemnment principles across its operations. This expectation supports our
assessnment of the institution's strong business profile and extremely strong
financial profile. W do not factor any uplift into our issuer credit rating
on the institution fromextraordi nary sharehol der support, given that we rate
all of NDB' s nenbers |ower than the 'aa+' stand-alone credit profile (SACP)
assessnent on the bank.

NDB is a new MLl that was formed by BRICS countries with an international
treaty signed in 2014. Headquartered in Shanghai, China, NDB started its
operations in 2015. NDB's nandate is to nobilize resources for infrastructure
and sust ai nabl e devel opnent projects in BRICS and ot her energi ng econoni es and
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devel opi ng countries. The foundi ng nenmbers have backed the institution with a
consi derabl e subscri bed capital base of US$50 billion, of which US$10 billion
represents paid-in ampunts to be funded in full by January 2021. Each nenber
is contributing an equal share (20% of the capital. Qur assessnent

i ncorporates our forward-1ooking view that NDB will depl oy a significant
portion of its resources to establish a track record and a strong footprint in
BRI CS countries.

W believe that the pressing need for infrastructure investrment in BRI CS
countries underpins NDB's inportant role. NDB will support both public and
private projects through | oans, guarantees, equity participation, and other

financial instrunents. We note that sovereign |loans will remain the key
| endi ng i nstrunment throughout the next decade. As of March 2018, NDB had
approved nmore than US$3.5 billion of loans in its sectors of focus: energy

(40%, water/sanitation/irrigation (32%, transportation (15%, and socia
infrastructure (13% . NDB has charted an aggressive growh trajectory inits
strategy for 2017-2021, which would validate the institution's role and

i mportance if it succeeds in fulfilling its nandate.

NDB' s current geographical scope of operations is sonewhat |limted. Although
the bank's charter allows it to lend to all menbers of the United Nations
(UN), it intends to focus on operations in BRICS countries for at |east the
mediumterm Wile this exposes NDB to neani ngful concentration risks, al

BRI CS countries have higher sovereign ratings (average BBB-) than many of the
countries to which M.l peers are lending. W note that NDB's nenbership is
open to all UN nenbers and the institution finalized the ternms for acceptance
of new nenbers in 2017. An increase in shareholders would help NDB to fulfi
its mandate across a w der geographical scale and could support its key policy
role, as well as reduce credit risk concentration

Robust sharehol der support is a key rating factor underpinning our assessment
of NDB's business profile. The commtnent of the five founding nenber nations
to nmake an equally large paid-in contribution (US$2 billion each) strongly
signal s ongoing and likely future support. For all nmenber countries, except
China, the conmitnent represents the |largest invested anount and the bi ggest
stake in any multilateral institution. W note that by end-2017, NDB had
recei ved 38% of the paid-in capital. Al nenbers had been tinely in nmaking
schedul ed capital subscription payments and sone nmenber countries have made
significant payments ahead of schedule. NDB has received additional support
from China with the Government of China and Shanghai Muni ci pal Gover nnment
financing the constructi on of NDB' s headquarter building. In addition, China's
M nistry of Finance and the People's Bank of China (PBOC) facilitated NDB' s
first green bond issuance. The bank's no dividend policy al so denponstrates
shar ehol der support.

We assess NDB' s risk nanagenent policies as sound and simlar to its highly
rated peers'. The bank has established prudent risk nmanagenent policies,
especially in terns of liquidity and capital adequacy, and has set various
limts for single obligor, country, and sector concentration. NDB shall at al
times hold sufficient Iiquid assets to nmeet net realizable cash flow needs for
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at least 12 nonths without additional financing fromthe markets or nenbers.
In terms of capital managenent, the institution needs to maintain
equity-to-asset and equity-to-loan ratios of at |east 25% In addition, we
expect NDB to abide by the same high standard as | eading peers in terns of
gover nance, procurenment, and social responsibility. W note that the
institution is new and nuch of its structure renmains untested. But over tineg,
we expect NDB to build expertise and further strengthen its risk nanagenent
framewor k incl udi ng systens.

We bel i eve the managenent is bal anced and capabl e of delivering on its
mandat e. NDB's seni or managenent team has w de experience in nmultilatera
institutions with significant hands-on involvenment in running the critica
departments of devel opnent institutions. Rapid growh will produce chall enges
while the institution's operational structures are established, but we expect
t he managenent to continue its currently prudent approach

The sharehol der structure, wi th borrow ng-eligible nenbers holding all the
voting shares, could present a certain degree of agency risk, in our view
This potential conflict of interest constrains our assessment of NDB's
governance and nanagenent expertise. However, we note that no nenber holds
veto power. A special mgjority (four out of five nmenbers) is required for

m | est one deci sions, including earnings distributions and increases in capital
subscriptions. NDB has a nonresident board, unlike many other peers, but we do
not see this as undernmining its oversight or decision-making in a meaningful
way.

G ven NDB' s very short period of operations, it has not yet built a track
record of strong repaynment behavior and preferred creditor treatnment from
borrowi ng countries. However, we believe the founding menbers' I|arge upfront
capital contributions, coupled with their material shareholdings in the
institution, will encourage the institution to adhere to strong governance
principles. W therefore expect that borrow ng nenbers will grant NDB
preferred creditor and preferential treatnment. W would |ikely reassess the
rating if we see significant deviation fromthis.

NDB' s financial profile is extremely strong, reflecting its robust
capitalization and anple liquidity. NDB has a risk-adjusted capital (RAQ
rati o before M.l adjustnents of 146% and after adjustnents of 135% as of
end- 2017, using paraneters as of Aug. 9, 2018. The exceptionally high RAC
ratio reflects the equity financing of its balance sheet. While we expect the
RAC ratios to drop as NDB increases its |lending, we believe that they wll
stay above our 23%threshold for the extrenely strong assessment.

The criteria correction explained in "Criteria For Assessing Bank Capita
Corrected," published on July 11, 2017, on RatingsDirect, is not factored into
the RAC ratio after diversification. The inpact of the correction on the ratio
is not material to the rating.

We expect NDB to becone a regular benchmark issuer over the nediumtermas it
builds its standing in the narket. However, NDB' s need for funding is linmted
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for the tinme being, given its solid capital base. To date, NDB's issuance has
been limted to a green bond in China in 2016 for Chinese yuan (CNY) 3 billion
(US$449 mllion). W assess funding as neutral for the rating because we wei gh
NDB' s strong and stable equity financing against its untested access to

mar ket .

NDB's liquidity is very robust and currently placed as deposits with various
financial institutions in China, Hong Kong, and Singapore. Over tine, NDB
expects to build its treasury nanagenent operations. While we expect liquidity
to deteriorate as the portfolio grows, we estimate that NDB currently, as well
as in the foreseeable future, could survive an extrenely stressed scenario

wi t hout nmarket access for 12 nonths and w thout w thdrawi ng any principa
resources from borrow ng nenbers.

Outlook

The stable outlook reflects our expectations that, over the next two years,
NDB wi Il establish itself as a key player in the funding of infrastructure in
BRICS countries. Qur rating on NDB is based on a prospective view of its
profile, considering its short track record of operations.

We expect NDB to make mmterial and continuous progress in deploying its
significant resources toward its | oan conmtnents. Although NDB s sharehol der
structure could present agency risks, we believe the institution will manage
potential conflicts through governance best practices and prudent risk
managemnent .

Over the rating horizon, NDB' s capital adequacy nmetrics may fall as it ranps
up its operations. However, we expect the financial profile to remain at an
extrenmely strong | evel given the robust capital base.

Upside scenario

W would raise the rating if NDBis able to increase its public policy profile
and inportance. In this scenario, we envisage a substantial geographica
expansi on of NDB' s operations through an increase in the nunber of

sharehol ders with nore than token stakes. Likew se, such a devel opnent coul d
strengt hen our assessnment of the bank's governance and managenent experti se.

G ven the structure of NDB's current shareholding and its intention to
restrict operations to within menbers in its initial start-up phase, we view
the likelihood of this scenario occurring to be limted in the mediumterm

Downside scenario

We woul d lower the ratings on NDB if we believe its relationship with

shar ehol ders has deteriorated. This could take the form of menbers not naking
significant capital paynments on schedule, or any of the founding nenbers

wi t hdrawi ng their nenbership. Such a scenario will cast serious doubts on
NDB's ability to fulfil its nandate to deliver on infrastructure fundi ng anong
BRI CS and devel opi ng econoni es.
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In addition, any nmaterial deviation from NDB s business plan or fromthe
best -practice application of policies could have a negative rating inpact.
Furthernore, a failure to make a significant contribution to funding
infrastructure in the BRICS countries could result in downward rating
pressure.
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New Rati ngs

New Devel opnent Bank
| ssuer Credit Rating AA+/ St abl e/ A- 1+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further

i nformati on. Conplete ratings information is available to subscribers of

Rati ngsDirect at ww. capitaliqg.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.

S&P d obal Ratings Australia Pty Ltd holds Australian financial services
| i cense nunber 337565 under the Corporations Act 2001. S&P d obal Ratings'
credit ratings and related research are not intended for and nust not be
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distributed to any person in Australia other than a whol esale client (as
defined in Chapter 7 of the Corporations Act).
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