ank Finance Ratings
@ (BFRs)incorporatethe
un der ly ing credit risk of
the bor rower and the sup port pro
vided by the col lat eral and cove
nants pack age, which im prove the
re cov ery pros pects of spe cific fi
nanc ings. BFRs have gained mo-
mentuminternationally overthe
past dec ade as a re sult of the in-
creased em pha sis on credit risk
man age ment. The ex pandingrec
og ni tion of the need and ac cep-
tance for such rat ings is evi dent
by the fact that by 1999 bank fi
nanc ings worth more than US$1
tril lion were rated (mainly in U.S.
and Europe) and this vol ume con-
tin ues to grow. BFRs have also
gdained wide spreadac ceptancein
Asiafollowing the finan cial cri sis
faced by the re gion in the late 90's
and by 1999 syn di cated fi nanc
ings of ap proxi mately USS 70b
had been rated.

more im por tance is given to time-
liness of re pay ment of the fi nanc-
ing as the probability of default
di minishes; the lower the en tity
rating, more em pha sisis placed
onthe re cov ery pros pects of the
financing in the post- default sce-
nario.

Theinitial pro cess of as signing
a BFR is simi lar to that of an en tity
rating i.e. JCR-VIS's analysts ex
amine all qualitative and quantita
tive fac tors that im pact the credit
qual ity of the bor-
rower. Once the
entity rating has
been arrived at,
our ana lysts re-
view the spe cific
characteristics
and the struc ture
ofthefinancing
beingratedin orderto determine
the ex tent to which the lender is
advantaged ordis ad vantaged with

A BFR com bines JCR-VIS'
assess mentofanorganization's
abil ity to meet its un se cured
financialobligationswiththe
like lihood of ul timate re pay ment
ofthe particu larfinancingbeing
rated through the en force ment
of se curities and/or other
fi nancing cove nants by the
lender

A BFR combines JCR-VIS's as-
sess ment of an or ganization's abil-
ity to meetits un se curedfinan cial
obligations with thelikelihood of
ultimate re pay ment of the particu-
lar fi nanc ing be ing rated through
theenforcementofsecurities
and/or other cove nants by the
lender. The higher the en tity (i.e.
seniorun se cured debt) rating, the

re spect to the un se cured credi tors
of the bor rower in the case of de-
fault on that particularfinancing.

The fi nanc ing struc ture is ana-
lyzed to cover such fac tors as the
positioning of thefinancinginthe
capi tal struc ture (e.g. the higher
the po sitioning, the bet ter willbe
the chances of ultimaterecovery),
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the re pay ment sched ule of the fi-
nanc ing (e.g. shorter tenor and
fasteram ortization of the financ-
ing may miti gate the level of un -
certainty as sociated with the
future per form ance of the bor-
rower), quality and re aliz abil ity of
se curity against the financing and
any additional protection provided
to the lender by the financing
covenants.

As sess mentof quality of se cu-
ri ties in cludes, among other fac-
tors, their cur rent valua tion
(in cluding forced sales val ues),
na ture of charge, prob abil ity of ob-
so les cence, and the level of en-
forceability of the se curities as

Securedfinancings may incorporatedin
nor mally re ceive arating thatis | the le gal docu-

one to three notches higher than :
the en tity rat ing of the bor rower mentation. Both

possiblepost-
defaultscenarios,i.e.liquidation
andreorganizationareconsidered
forassessingthe ultimatere cov-
ery pros pects of the financing.

The as set valua tiontech nique
used will vary ac cord ing to the na-
ture of the busi ness of the bor row-
ing entity and of theun derly ing

se curities. Pres ence of other cove-
nants does not auto mati cally
translate into a higher rating. How-
ever, the cove nants can serve to
reinforcethe se curity pack age.

The above ex plained analy sis
de ter mines the de gree of varia tion
of the BFR from the en tity rat ing of
theborrower. Se curedfinancings
may nor mally re ceive arating that
is one to three notches higher than
the entity rating of the bor rower.
JCR-VIS adjusts its notch ing policy
as the rated en ti ties ap proachin-
vest ment grade re sult ing in smaller
varia tions from their en tity rat ings

for higher rated en ti ties. As the rat-
ings be come higherthereliance on

collateral JCR-VIS ad justs its notch i

-VIS ad justs its notch ing
becomes policy asthe rated entities
progres- ap proach investmentgrade
ivel resulting insmallervariations
Sively from their en tity rat ings for
lower. higher rated en fti ties. As the

Con- ratings be come higher the

. relianceoncollateralbe comes
versely, in progressivelylower
the lower

rating gradestheultimatere covery
pros pects and claim pri ority as-
sume greater im por tance.

Global studies have in dicated a
strong correlationbetween BFRs
and the amount of ul timate financ-
ing loss in de fault situa tions. BFRs
provideimportantinde pendentrisk
appraisals of specificfinancings,
easeinfinancing syndicationand
an ob jective ba sis for pric ing of
bank fi nanc ings linked to the risk
fac torin di cated by the rating. A fur
ther po ten tial bene fit is the pos si ble
creation of a sec on dary mar ket for
re-packagedratedfinancings (such
mar kets al ready exist in most de-
velopedeconomies) providing
lend ers with a fresh source of fund-
ing and in creas ing the flexi bil ity of
thelender's as set port folio.

JCR-VIS places the BFRs un der
sur veil lance fortheir out standing
tenor and will moni tor the fi nan cial
perform ance of the borrower,
status of se curity and en force ment
of cove nants of the financing be ing
rated and spe cific BFRs may be
main tained, up graded or down-
graded at any time dur ing their
tenor. For the pur pose of main tain-
ing uni form ity, JCR-VIS rates BFRs
on its long- term rat ing scale.
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Important Rating
Considerationsin BFRs

I. Management& Controls
— Quality & sta bil ity of top
managementtier
— Successionplanning
— Informationtechnology
— Internalcontrols

II. Resources/ Risks

— Vulnerability to changesin
regulatory & fis cal poli cies

- Industry dy namics & businessrisk
— Diversity in prod uct mix

III. AssetQuality
— As set mix: de ploy ment of as sets
— Growth in as sets
— Future BMR / capex re quire ments

IV. OperatingPerformance

— Sources of reve nues & sta bil ity and
quality of earnings

— Operationalefficiency
— Effectiveutilizationoffinancial
leverage
V. Liquidity
— Cash flows (level, growth,
seasonality/cyclicality)

— Debtcoverage
— Avalil abil ity of un- utilized credit lines
— Matching of funds
VI. ExternalSupport
— Thefinan cial strength and sup port
of the spon sors of the bor rower
— Third party guar an tees, if any
VII. Capi tal Struc ture of the
Borrower
— Existingcapitalstructure

— Pro posed capital struc ture with
inductionofnewfinancing

— Positionofthe prospectivefinancing

inthe pro posed capital struc ture
VIII.Financing Structure

— Repaymentschedule

— Natureofcollateral

— Determinationofassetvalue
se cured as col lat eral against the
prospectivefinancing

— Legaldocumentation

— Realizability of collateral

— Strength of fi nan cial & re stric tive
covenantsinprotectingthe
lender'sinterests
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