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For information

Finance Committee

Asian Infrastructure Investment Bank

This paper provides supplementary information in the light of the
enquiries made in the first letter of Hon Chu Hoi-dick (Annex) on 27 April
2017 regarding the funding approval vide FCR(2017-18)2 for subscription
of the capital of the Asian Infrastructure Investment Bank (AlIB).

(A) AlIB and the Belt and Road Initiative

2. President Jin Liqun of the AlIB has reiterated on many occasions
that the AlIB and the Belt and Road Initiative are two different projects.
As early as October 2015, President Jin stated that the AlIB “is not created
exclusively for One Belt, One Road”'. The AIIB will also support those
countries which are not part of the Belt and Road. In the “Summer Davos”
held in Tianjin in June 2016, he underscored the crucial distinction again.
The AIIB is currently in the process of taking in new members, there are
applicants which are not economies covered by the Belt and Road Initiative.
As regards the Silk Road Fund, it is a development and investment fund
initiated in China and is not related to the AlIB. Therefore the questions
pertaining to the Belt and Road Initiative and the Silk Road Fund® are not
considered relevant to the current funding application.

(B) Investment and Risk Management of the AlIB

3. For approving a project, the AlIB will undertake a due diligence
process considering in detail factors such as returns, feasibility, and risk
exposure before making a decision. The AIIB has also put in place a Risk
Management Framework®.

https://www.brookings.edu/wp-
content/uploads/2015/10/20151021_asia_infrastructure_bank_transcript.pdf
http://www silkroadfund.com.cn/enweb/23773/index.html
https://www.aiib.org/en/policies-strategies/_download/risk-management-
framework/AlIB-Risk-Management-Framework-final-14Nov-clean.pdf
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4, The AIIB operates in accordance with prudent principles.
According to the Articles of Agreement (AoA) for establishing the AlIB the
total amount of outstanding loans, equity investments, guarantees and other
types of financing provided by the AlIB in its ordinary operations shall not
be increased, if by such increase the total amount of its unimpaired
subscribed capital, reserves and retained earnings included in its ordinary
resources would be exceeded (Article 12(1)). According to Article 12(2) of
the AoA, the amount of the AIIB’s disbursed equity investments shall not at
any time exceed an amount corresponding to its total unimpaired paid-in
subscribed capital and general reserves.

5. Regarding questions (1) and (2) of section (B) of Hon Chu’s letter,
the AIIB has all along attached great importance to clean practice. It has a
mechanism for Report of Fraud and Corruption®. The AlIB has also put in
place a Policy on Prohibited Practices®. In March 2017, the AlIB
announced that it would adopt the list of sanctioned firms and individuals
under the Agreement for Mutual Enforcement of Debarment Decisions®.
This means that close to 1,000 entities that have been debarred by five other
leading multilateral development banks’ are also now debarred by the AlIB.
Moreover, its Compliance, Effectiveness and Integrity Unit reports directly
to the BoD. As the Unit’s Director General, Mr. Hamid Sharif, explains,
“AlIB’s institutional arrangements create increased accountability and
transparency because | report directly to our Board of Directors as the head
of the integrity unit. This creates an open channel that will improve the
bank’s ability to react and deal with any suspicions of corruption or
unethical behavior in our projects”.”

6. On 27 April 2017, the AlIB launched a stakeholder consultation
and invited the public to submit recommendations on the design of the
AlIB’s Complaints Handling Mechanism. The mechanism’s objective is to
proactively support project compliance and to rapidly solve the problems of
people adversely affected by AlIB’s projects”.

https://www.aiib.org/en/about-aiib/who-we-are/report-fraud-corruption/index.htmi
https://www.aiib.org/en/policies-strategies/_download/policy-on-prohibited-
practices/policy_on_prohibited_practices.pdf

®  https://www.aiib.org/en/news-events/news/2017/20170307_001.html

They are the African Development Bank Group, the Asian Development Bank, the
European Bank for Reconstruction and Development, the Inter-American Development
Bank Group, and the World Bank.

8 https://www.aiib.org/en/news-events/news/2017/20170307_001.html

% https://www.aiib.org/en/news-events/news/2017/20170427_001.html
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https://www.aiib.org/en/policies-strategies/_download/policy-on-prohibited-practices/policy_on_prohibited_practices.pdf
https://www.aiib.org/en/policies-strategies/_download/policy-on-prohibited-practices/policy_on_prohibited_practices.pdf

(C) Role of the Government in the Governance of the AlIB

7. The Board of Governors is the highest decision-making body of
the AlIB, as all powers of the AlIB are vested therewith. However, the
daily operations are undertaken by the management under the oversight and
direction of the Board of Directors (“BoD”) of the AlIB.

8. After Hong Kong has become a member, we will be entitled to
appoint a Governor and an Alternate Governor. We will take into account
relevant experience when making the appointments. For example, many
Governors of the AIIB are also Finance Ministers of the appointing
members.  For reference, the Financial Secretary is the Governor
representing Hong Kong at the Asian Development Bank. We have no plan
to pay any remuneration to the Governor or Alternate Governor
representing Hong Kong.

9. According to the AIIB’s Rules of Procedures of the BoD, the
Chairman (i.e. AIIB’s President) shall ordinarily ascertain and announce to
the meeting the sense of the meeting with regard to any matter and the
Board shall be deemed to have acted in accordance with the announcement
by the Chairman without the necessity of taking a formal vote. If a vote is
necessary, we will consider Hong Kong’s own position and interest
carefully before casting our vote.

10. We estimate that Hong Kong’s voting power is about 0.7%.

Financial Services and the Treasury Bureau
28 April 2017
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