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For information

Finance Committee
Asian Infrastructure Investment Bank

This paper provides supplementary information in the light of the
second letter sent by the 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) Risk and rate of return

2. The AIlIB commenced operation in 2016. It has not yet announced
the financial results of its first year’s operation.

3. According to Article 18 of the Articles of Agreement (AoA) of the
AlIB, its Board of Governors shall determine at least annually what part of
the net income of the Bank shall be allocated, after making provision for
reserves, to retained earnings or other purposes and what part, if any, shall
be distributed to the members. The distribution shall be made in proportion
to the number of shares held by each member. As the AlIB has only started
investment recently and infrastructure has a long implementation and
payback period, its operation is not expected to generate sizable profits in
the near term. The AIIB’s management has also indicated that to fulfil the
AlIB’s missions, the profits generated should be reinvested in other
infrastructure projects. Therefore, the direct return to our equity capital, if
any, is expected to be limited".

(B) Award of contracts to Hong Kong companies

4, The AIIB’s contracts are awarded through an open process. Given
the standard of Hong Kong’s professionals, they are well positioned to
compete for those contracts. Indeed, many Hong Kong companies have
taken part in overseas infrastructure projects.

5. The Government does not have any data on contracts awarded to
Hong Kong companies as these projects were not undertaken directly by the
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For reference, as it has been Asian Development Bank (ADB)’s decision so far to retain

its income to fund its operations in providing assistance to developing members, Hong

Kong has not received any dividend from its shareholdings in the ADB.
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AlIB but implementation agencies of partner organisations. After we have
become a member, we may request the AlIB to collate the relevant data.

6. In the case of the ADB, the total value of our paid-in capital
amounted to around US$40 million as at end-2015. Over the years, Hong
Kong has also contributed around US$115 million to ADB’s Asian
Development Fund for supporting poverty reduction in the region. As at
end-2015, Hong Kong firms have been awarded ADB-financed projects
such as procurement contracts and consultancy services worth US$961.97
million in total.

(© Benefits of joining the AlIB

7. The benefits of joining the AIIB do not derive from winning
project-related contracts only. Given the depth and breadth of Hong Kong’s
financial markets and availability of financial sector professionals, the
professional services and financial services sectors of Hong Kong (e.g.
project financing, bond issuance, investment management, financial
management and foreign exchange management) will stand to benefit from
the AIIB’s operations. As we have experts in project negotiation,
preparation of works and management contracts and international law as
well as professional arbitration services, Hong Kong can also take part in
the planning, implementation and operation of infrastructure projects.

(D) Consultation

8. We followed past practice and consulted the Legislative Council
Panel on Financial Affairs on 16 March 2017. Members were supportive
of the proposal of joining the AlIB as a new member, and our subscription
of AIIB’s shares.
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