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PART 1:
INTRODUCTION
BRIEF BACKGROUND ON ADB

Asian Development Bank (ADB)
• ADB is dedicated to reducing poverty in Asia and the Pacific through

inclusive economic growth, environmentally sustainable growth, and
regional integration.
• Established in 1966 and headquartered in Manila, Philippines.
• Owned by 67 members – 48 of which are from the Asia & Pacific
region.
• In 2014, ADB assistance totaled $22.9 billion, including cofinancing of
$9.2 billion.
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Types of Financing Support from ADB
• Public Sector (Sovereign) Financing: ADB offers the public sector
different financial products which includes loans, grants, guarantees,
and debt management products.
• Private Sector (Non-sovereign) Financing: ADB also provides direct
financial assistance to the private sector projects and enterprise
through loans, equity investments and guarantees.
• Technical Assistance: In addition, ADB provides technical assistance
on a selective basis for public and private sector operations.

PART 2:
INFRASTRUCTURE NEEDS AND
FUNDING IN ASIA
BASIC CONCEPTS

Infrastructure Investment Needs in Asia
• From 2010 to 2020, Asia’s overall national infrastructure investment

needs are estimated at $8 trillion, or approximately $800 billion per
year
India: $1.7 trillion from
2010–2020

Viet Nam: $167 billion
for 2011–2020

Malaysia: $20 billion
for its proposed PPP
projects for 2011–
2015
Indonesia: $211 billion
for 2011–2025

Infrastructure Investment Needs in Asia
• There is an increasing difficulty for governments (in Asia and the

Pacific) to balance investment needs with tightening budgets.

Source: ADB, Goldman Sachs Research, McKinsey Global Institute, WEF

• Government funding is limited (and at times constrained) and it will

require assistance and partnership from the private sector in order to
fund the much needed infrastructure required to pursue economic
growth.

Funding Sources for Infrastructure
• There is a need to diversify funding sources with emphasis on

enhancing access to long-term funding.
• There is also a need to identify and tap alternative funding sources.
Increasing pool
of funds

Capital Markets

Access to institutional
investors

Infrastructure Funds
Commercial Bank Funds
Project Revenue

International Long-term Fund Providers
Government Budget
Focus on underlying governance structures, risk vs. return, ability to pay

Infrastructure Financing At Various Stages
of Project Development
Construction Debt &
Equity

Refinancing or Take-out Loan/
Equity & Project Finance Debt
Refinancing Loan / Equity /
Securitization/ Project Bond

Note: For illustrative purpose only.

PART 3:
SECURITIZATION – ALTERNATIVE
FUNDING SOURCE

What is Securitization?
• Securitization is the transformation of illiquid assets into a “security” -

an instrument that is issued and traded in a capital market.


‘pooling’ various types of contractual debt; and



selling these cash flows to third party investors as securities

• Investors are repaid from the principal and interest cash flows

collected from the underlying debt
• Securities backed by mortgage receivables are called mortgaged-

backed securities (MBS), while those backed by other types of
receivables are asset-back securities (ABS).

How Does It Work?

Source: IMF

What are the benefits?
• For Originator /Issuer


Off balance sheet financing
 Helps in capital adequacy requirements
 Access to alternative investor base
 Better asset-liability match
• For Investors


Better security (isolation of financial risk from originator) – often
are also credit-enhanced
 Matched Investment /Risk-Return Requirements

PART 4:
MONETIZATION OF INFRASTRUCTURE LOANS
Extending the concept of securitization

The Case for Monetization of Infrastructure Assets
• Need for financing (primarily bank debt) to fund development of

‘greenfield’ infrastructure.
• Need to create liquidity for banks to support new infrastructure

development as capital is tied up to existing long-dated project
lending.
• Availability of operating & income generating infrastructure assets.
• Opportunity for institutional investors (e.g., insurance companies and

fund managers) to invest in other securities other than direct equity
investments when it comes to infrastructure projects.
• And in the long term, access for retail investors to invest in long-

dated, senior and secured debt securities when it comes to
infrastructure projects.

How Does the Scheme Work?
Project Finance

Securitization

Rationale for Monetization to Support
Infrastructure Financing
 ‘Monetizing’ receivables from infrastructure projects and selling -down

to institutional investors will:
 Provide banks and other financial institutions long-term funding

source to continue lending to the sector and fund new
infrastructure development
 permit the participation of a much larger number of investors
 provide benefits in terms of enhanced credit ratings and market

liquidity for infrastructure projects
 potentially lower the cost of funding infrastructure projects

Rationale for Banks
• Recapitalization purposes. Recycle capital rather than hold in long-

dated assets.
• Offload potential long-term risk exposure via the sell-down process.
• Although the receivables will be sold down at a discount, the discount

rate used may potentially represent a premium as construction and
ramp-up risks are taken away prior to monetization.
• In lieu of receiving on-going income from margin of debt repayment,

this can be compensated by on-going fees generated as trustee
manager for institutional investors and as a pass-through vehicle.

PART 5:
THE CASE IN INDIA
Piloting the Proposed Scheme in India (under TA-8876)

Background Information
• In June 2015, ADB commenced a technical study (under TA-8876)

aimed at enabling a viable structure and framework for the
monetization of loan assets in India.
• The Indian banking sector is under pressure with banks reaching their
exposure limits as far as infrastructure lending, weighed down by bad
loan and weak profitability (and this is more evident in the public
sector banks (PSBs)).
• This banking situation is also affecting the infrastructure sector.
Considering the government’s goal of spending U$1 trillion on road,
ports, power and other infrastructure (up to 2017), the sector requires
close to U$750 billion of debt.
• Taking these into consideration, the technical study will assess how
monetization of infrastructure assets will: (i) strengthen the capital
position of PSBs to fund new credit growth opportunities; and (ii)
improve flow to the infrastructure sector by monetizing infrastructure
assets.

Infrastructure Investment Demand in India

Infrastructure funding likely to remain dependent on banks
(esp. PSBs) largely in the next 5 years

Large Exposure of Indian Banks to Infrastructure
• SCBs total asset book as on Mar 2015– INR 60 trillion
• Infra Exposure of SCBs: 15% ( ~INR 8.9 trillion)
• PSBs exposure to infra even higher at 17.6% (~INR 8.3 trillion)
• Gross NPA in PSBs stand at an alarming rate of 5.1%
• PSBs estimated infrastructure NPA at a significantly higher levels

of nearly 10%
• 24% (INR 2.2 trillion) of infra advances are categorised as
stressed assets
Banks averse to further exposure to infrastructure sector leading to
drying up of new credit to the sector

Basel III mandates higher capital requirements

• Basel III norms likely to put additional strain on banking sector,

especially PSBs strapped for Tier-1 capital
• Likely capitalisation gap of INR 1.9 Trillion for PSBs over next five

years

Securitization of Infrastructure Assets to Meet
Capital Requirement
• Securitization offers capitalization benefits by allowing banks to shift
assets off-balance sheet; can be used by banks to meet capital
requirement
• Theoretically, total market for securitization (for PSBs alone) is to
cover the entire capitalization gap of INR 1.9 Trillion by FY2020

India’s Securitization Market
• The securitization market in India has been in existence since the
•

•

•
•

early 1990s.
The market is primarily dominated by ABSs. Banks and non-bank
financial institutions sell the retail assets on their books through
securitization.
The market has matured in the past decade following the
implementation of the Securitization and Reconstruction of Financial
Assets and Enforcement of Security Interest Act 2002
Development of the securitization market in India has been marked by
limited diversification of both investors and originators.
However, there had been no instances of securitization of
infrastructure asset loans.

Key Challenges - India Context
• Taxation – tax exemptions not afforded to securitization trusts.
• Stamp Duty – stamp duty is payable on transfer of asset rights.
• Capital Allocation – restrictions on capital benefits provided by

securitization transactions
• Investment Norms - public pension funds, life insurance companies
(EPF, LIC) etc.

Updates
• Technical study is still on-going
• There is some positive feedback from both potential issuers and

investors for the scheme.
• There will be need for government support to enable such a scheme.
• ADB will facilitate relevant upstream reforms to enable piloting the
scheme and provide transaction support.

