Credit rating is an important component of capital markets development. Through credit rating, improved disclosure and

Frequently-Asked
Questions (FAQs)
About Credit Rating

transparency are achieved, thereby making the financial markets more efficient.

The credit rating function in the Philippines started in 1985 when a company then known as Credit Information Bureau, Inc.
(CIBI) began rating commercial papers as a requirement for registration with the Securities and Exchange Commission (SEC).

Although credit rating has been on-going in the country for more than 33 years, continuous market education is still neces-

sary. For a better understanding of credit ratings and the credit rating process, here are the FAQs about Credit Rating:

- DEFINITION AND USE OF
: CREDIT RATINGS

= What is a credit rating?

EA credit rating is an opinion that provides a
= measure of credit quality. It is an unbiased,
= independent, third-party evaluation of an
= issue or issuer. It is a grading system which
Efocuses on a company's capability and
= wilingness to pay its obligations upon
= maturity.

= Can a credit rating guarantee that an
investor will not suffer losses?

= A credit rating is not a guarantee against
Efu’rure losses, nor it is a recommendation to
= buy or sell a specific security. It is a tool that
= can be used by investors, regulators, and the
= general public to augment their own assess-
E ment of a particular investment.

E What are the types of credit rating
= available?

—

here are issue credit ratings and issuer credit
atfings.

=

An issue credit rating assesses a company’s
capability fo pay a specific debt instrument
ccording fo the terms (e.g. amount,
aturity) of the issue.
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An issuer credit rating, also sometimes called
corporate credit ratings or company ratings
or counterparty credit ratings, is a measure of
a company's over-all creditworthiness.

What are credit ratings used for?

= A credit rating is typically used to obtain
:funding from the public. Raising funds from
E the capital markets provides a company with
= improved financial flexibility and can allow it
= fo negotiate for better terms and interest
= rates.

EA credit rating can also be used for
= marketing and benchmarking purposes as
= through the rating process, a company's
= sirengths, weaknesses, opportunities and
= threats will be highlighted.

On the part of regulators and investors, credit
ratings can assist in their own evaluation and
monitoring of specific companies and
instruments. Credit rating agencies typically
have access fo confidenfial information
which will not be readily available to other
market participants.

CREDIT RATING PROCESS
AND CRITERIA

How long does the credit rating process
take?

The credit rating process can take anywhere
from four to eight weeks from submission of
complete information for credit rating. The
actual timeframe depends on the type and
complexity of the issue and/or issuer.

What does the credit rating process
consider?

To arrive at the final credit rating, a credit
rating agency will  consider various
qualitative and quantitative factors. These
can be generally classified into Business Risk
and Financial Risk. Business Risk will cover
items like: Industry Characteristics and
Prospects, Market and Competitive Position,
Operating Efficiency, and Management
Quality and Shareholder Strength. Financial
Risk will consider the aspects of Profitability,
Cashflow and Liquidity, Capital Adequacy
and Financial Flexibility.

The general framework for credit analysis
applies across industries and  sectors
although specific rating criteria would be
considered on a per sector (e.g. corporates,
banks and financial institutions) basis.

How often is a credit rating reviewed?

The lead analyst for a particular account
reviews the specific issue or issuer on a
continuous, daily basis. The analyst s
expected to keep himself/herself informed
regarding developments relating to his or her
account.

On a formal basis, updated information is
requested quarterly while it is mandatory to

meet with a company’s management, for as §
long as there is an outstanding credit rating,
at least once a year.

How often and when can a rating be
changed?

A credit rating can be changed at any time =
depending on prevailing circumstance and/ §
or prospects. Any potential upgrade or g
downgrade, however, will necessitate a
meeting or discussing with the compony:
concerned to ensure the accuracy of foc’rsE
and rating considerations in arriving at the ®
revised credit rating.

How important are management meet-
Who are
participate?

ings? expected to

Management meetings are an important
component of the credit rating process.
These provide opportunities for the Ratfing =
Committee to obtain information on an}
account and to assess the quality of g
management.

On the part of the company being rated, the .
Chief Executive Officer and Chief Finance
Officer typically participate in the manage- 3
ment meetings for credit rafing. Other key »
officers overseeing the different functional
areas (e.g. marketfing, operations) may also
participate as the company sees fit.

If the company being rated does not
agree with the credit rating assigned,
what remedies exist?

Credit rating agencies have an appeadl z
process whereby the company being rated =
may appeal the credit rating provided that =
there is new information fo be considered.

CREDIT RATING FEES

Who pays for the credit rating fee?

The company applying for a credit rating
pays for the fee. The fee is paid upfront,
similar to the practice of rating agencies
worldwide.
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= Since the company applying for a credit

* rating pays for the fee, will this result
E in conflict of interest?

:CrediT rating agencies (both domestic and
= infernational) have similar practices  of
= generating rating fees from the companies
= that they rate. Payment of the fee, however,
2 should not influence or impact the final
Ecredif rating that is eventually assigned to
. the company.

1 A credit rating agency must be perceived as
= objective, independent and transparent,
. regardless of which entity pays for the credit
. rating fee.

PHILRATINGS AND ITS
CREDIT RATINGS

= Who is PhilRatings?

1 PhilRatings is the pioneer domestic credit
= rating agency in the Philippines. It started
= providing credit rating services in 1985. It is
= accredited by the SEC and recognized by
Ethe Bangko Sentral ng Pilipinas (BSP) as a
» domestic credit rating agency for bank
1 supervisory  purposes. It is 70%-owned by
= Go Kim Pah Foundation and 30%-owned by
= CIBI Foundation, Inc. It was initially part of a
Ecompony known as CIBI which was estab-
i lished by the SEC, Cenftral Bank of the
1 Philippines, and the Financial Executives
= Institute of the Philippines (FINEX) in 1982 to
= serve as @ third-party source of business and
E credit information.

= PhilRatfings is a founding member of the
= Association of Credit Rating Agencies in Asia
. (ACRAA) which has 30 credit rating agencies
E in Asia as members.

= What do PhilRatings’ credit ratings

= express?
n

= PhilRatings’ credit ratings express probability
= of default. As one goes down the PhilRatings’
= credit rating scale from highest to lowest
Eroﬁng, the probability of default increases
= and capability to pay maturing obligations
1 decreases.

= A default occurs when there is non-payment
E on interest, any amortization, or principal
= when due.

Why should a company get a credit
rating from PhilRatings?

PhilRatings has a 33-year track record in
domestic credit rating. It is knowledgeable
about local market conditions, has estab-
lished ties with market participants and
information sources, and conducts its credit
rating in a professional, courteous and
thorough manner. It has likewise
demonstrated its ability to safeguard the
confidentiality of information provided for
credit rating and to adequately manage
conflict-of-interest situations. All confidential
information received from a client is nof
shared with any other party and is just used
for internal credit rating purposes. Any Rating
Committee member who may also have a
“perceived” or "actual” conflict-of-interest,
whether for or against, a particular account,
does not participate in the credit rating
process or credit rating deliberations for the
said account.

How much does PhilRatings charge
for a credit rating?

PhilRatings’ fees depend on the amount of
fime and effort needed to complete a credit
rating. For issue credit rafings, the fee is fied
to the amount to be issued. For issuer credit
ratings, it is fied fo the asset size. PhilRatings’
fee structure is reviewed on a regular basis
and may be adjusted at any time.

How does a company go about getting
a credit rating from PhilRatings?

The company or its underwriter can get in
touch with PhilRatings at (02)812-3210 or at

812-3215. They may also send inquiries to
angel viloria@philratings.com.ph

Upon receipt of the inquiry and after initial
queries and discussions, PhilRatings  will
provide the prospective client with a credit
rating proposal and a list of initial information
requirements for credit rating. PhilRatings will
also meet with the prospect fo explain the
credit rating process. Once a decision has
been reached in terms of obtaining a credit
rafing, a Rating Agreement will need to be
signed by PhilRatings and the client fo
formalize the rating engagement.

How does PhilRatings publicize its
credit ratings?

PhilRatings publicizes its credit ratings via
reports submitted to the SEC, as well as the
preparation of press releases and rating write
-ups. These are provided to the general
public free of charge. Information is likewise
available at the company’s official welbsite:
www.philratings.com and via its social media
platforms on Facebook and on Twitter.

Does the company do unsolicited rat-
ings?

PhilRatings does not do unsolicited ratings. As =
a credit rating agency, PhilRatings believes »
that it is essential to get the full cooperation E
of the company and to be able to obtain §
complete information so that a fair and 3
appropriate rating for the issue or issuer can a
be assigned.

Does the company do private credit
ratings?

PhilRatings can do private credit ratings. Prior §
to acceptance by any company of their 3
final credit rating, all credit ratings are kept a
private. Even the fact that the company is m
undergoing the credit rating process isE
likewise kept confidential. Af the end of the §
credit rating process, the final credit rating 3
can still be kept confidential provided that a
the company being rated does not issue =
debt securities to the public.

Once issued, can credit ratings be
withdrawn?

Ratings can be withdrawn due to the
following reasons:

1. Rated debt security has been paid in
full upon maturity.

2. Company has decided not to renew its
credit rating agreement after the yearly
agreement lapses.

3. Company being rated does not  pro-
vide enough information which PhilRat-
ings can use as basis for regularly updat-
ing and monitoring the credit rating.

As much as possible, PhilRatings refrains from
withdrawing credit ratings due to lack of
information for surveillance purposes.




= How many credit ratings has
PhilRatings issued to date?

-
-
-
= As of the end of January 2019 and since
= 1985, PhilRatings has published 532 issue
= and issuer credit ratings for 135 companies,
= with fotal amount of rated debt at P1.37

= trillion.
-
-

E What types of issues and issuers has
= PhilRatings evaluated to date?

.
= PhilRatings has evaluated corporates in
= various sectors, banks and financial
E institutions, government institutions,
= insurance companies, as well as structured
= finance transactions. It has also rated local
= government units and insurance companies
= on a private, confidential basis for exclusive
E use by specific parties and entities.

= How many defaults have there been
: to date?

ETo date, PhilRatings has recorded five
= defaults out of 532 issues and issuers
= (representing less than1% or 0.94% of total
:number), with all defaults occurring after
E the Asian financial crisis in 1997. Of the total
= estimated issue amount, accounts which
= went info default corresponded fo debt
issues amounting to Pé.7 billion or less than
1% or 0.49% of total issue amount since
1985.

= Since 2003, however, PhilRatings has not
= recorded any case of default. The com-
= pany's annual default rate remained at 0%
= for the last 16 years.

MEMBERS OF THE RATING
COMMITTEE

= Mr. Renato H. Peronilla is Chairman of the
= Rating Committee. Mr. Peronilla was in the
= banking sector for 39 years, with a focus on

Credit, Corporate Banking, Branch Banking,
Information Technology, Business Systems,
among others. He spent 33 years at PCI
Bank where he rose to the position of being
the only second Executive Vice President
since the bank was organized in February
1960. After his stint with PCl Bank, Mr.
Peronilla was founding President of Dao
Heng Bank (Phils.) Inc. and also became
President/CEO of Trader’s Royal Bank. Mr.
Peronilla is a Certified Public Accountant
and is a Distinguished Alumnus Awardee
(2009) of the College of Business Administra-
fion, University of the Philippines (U.P.)
Diliman.

Ms. Angelica Victoria B. Viloria is Vice President
and Head of Credit Rating and is a member
of PhilRatings’ Rating Committee. Ms. Viloria
has more than 25 years of credit rating
experience, having started as a Senior
Analyst  handling manufacturing  and
property development accounts. Prior to
joining PhilRatings, she was an Assistant
Professor at the College of Business
Administration at U.P. Diliman, handling
Quantitative  Analysis,  Marketing and
Management Courses. She is a BS.
Economics (magna cum laude) and a
Master of Business Administration graduate,
also from U.P.

Other members of PhilRatings’
Committee are the following:

Rating

Ms. Lourdes B. Tabarina
Bertrand Gil C. Indiongco
Ann Louise E. Casabuena

Patrisha Mae P. Concepcion

Individual members of PhilRatings’ Rating
Committee  have been trained by
infernational rating agencies on various
credit rating topics and rating criteria.

For inquiries and questions regarding credit
ratings and PhilRatings’ services, please call
(632) 812-3210 or 812-3215.

www.philratings.com or emaiil
angel viloria@philratings.com.ph
for inquiries.

For subscription information, call PhilRatings at
(+632)812-3210 or (+632) 812-3215 or send an
email to publications@philratings.com.ph or visit
www.philratings.com
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THE CREDIT RATING PROCESS
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HOW DOES IT WORK?

The rating process begins when a prospective ratee, or its under-
writer, requests a company rating and/or rating on its proposed
debt issue.

A team of analysts is assigned to the particular rating task and
comes up with a list of information requirements for the ratee.
The team reviews financial and non-financial information received
from the ratee and from other sources. All privileged information
is kept strictly confidential by the analysts/Rating Committee.

The team of analysts meets with the ratee's senior management
to discuss business and competitive strategies, operating prac-
tices, financial position and other factors that could affect credit
quality.

After meeting with the ratee's management, members of the ana-
lytical team present their findings to the Rating Committee. All
relevant factors concerning the rating are explored in an open and
candid discussion that results in a rating decision.

Once the Rating Committee assigns a rating, the decision is
communicated to the ratee, together with the reasons for the

rating.

In the event that the ratee disagrees with the rating, it has the opportu-
nity to appeal the decision or the right to keep the rating confidential.
The ratee appealing a rating decision must provide new information
which is material to the appeal and which specifically addresses the con-
cerns expressed by the Rating Committee. There is no guarantee, how-
ever, that additional informat
rating decision.

Once the ratee accepts the rating, it is disseminated to the market and to
Phil Ratings subscriber base,
media.

= To ensure up-to-date assessments while the credit rating remains

outstanding, PhilRatings monitors the on-going performance of the rated
issue or issuer and the economic environment in which it operates.
PhilRatings expects the ratee to provide financial and other information
on a timely basis. The rating can change at any time if warranted.

But even where there is no obvious reason to change the rating,
PhilRatings conducts a formal annual review, which involves a meeting
with the ratee. These review meetings focus on developments over the
period since the last meeting, and on the outlook for the coming year.
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FINANCIAL STRENGTH LONG-TERM ISSUANCES ISSUER CREDIT RATINGS
CREDIT RATING SYMBOLS PRS Aaa Obligations rated ‘PRS Aaa’ are of the highest PRS Aaa(corp.): A company rated ‘PRS Aaa’ has a
AND DEFINITIONS FOR quality with minimal credit risk. The obligor's capacity to VERY STRONG capacity to meet its financial commitmer

meet its financial commitment on the obligation is exeteéivaedythat of other Philippine corporates. A ‘PRS Aaa’
INSURANCE COMPANIES strong. PRS Aaa is the highest rating assigrisdhéhighest Corporate Credit Rating assigned on the PF

. PhilRatings. scale.
PRS AaaThe insurance company has EXTREMELY

STRONG financial security characteristics. ThisPIsSthex Obligations rated ‘PRS Aa’ are of high quality PRS Aa(corp.): A company rated ‘PRS Aa’ differs from

highest financial strength rating on Philippine Rating Ser-subject to very low credit risk. The obligor's the highest rated corporates only to a small degree, ar
vices Corporation’s rating scale. capacity to meet its financial commitment on the didiga&iBTRONG capacity to meet its financial commitmer
relative to that of other Philippine corporates.

. is veg strong.
PRS AaThe insurance company has VERY STRON
financial security characteristics, differing only slightiySfroim With favorable investment attributes arféR&re)\(corp.): A company rated ‘PRS A’ has an ABOVE
those rated PRS Aaa. considered as uppeedium grade obligations. Alth@WgERAGE capacity to meet its financial commitment
. _obligations rated ‘PRS A’ are somewhat more susceptible relative to that of other Philippine corporates. The
PRS A The insurance company has STRONG flnar’(i}lglaci . p. " . PP P .
. o ; . to the adverse effects of changes in economic cooditipasy, however, is somewhat more susceptible t
security characteristics but is somewhat more Ilkﬁl}/ t% be, ) . } ) . : .
. . e 8 ligor's capacity to meet its financial commitments on adverse  changes in circumstances and economic
affected by adverse business conditions compgre o " ;
. . . € obligation is still strong. conditions than higheted corporates.
higherated insurance companies.
. . PRS BaaAn obligation rated ‘PRS Baa’ exhibits adequate PRS Bagcorp.): A company rated ‘PRS Baa’ has an
PRS BaaThe insurance company has GOOD flnanfla? 9 . a . dcorp.) . pany o . .
. o . . gro ection parameters. Adverse economic conditidwERAGE capacity to meet its financial commitment
security characteristics but is more likely to be affected by . . S
. . .. €hanging circumstances, however, are more likelydtatieadto that of other Philippine corporates. Advers
adverse business conditions compared tera[mgh?r . . ) . ) .
nsurance companies 0 a weakened capacity on the part of the obligoréoomeetic conditions or changing circumstances, howeve
P ' its financial commitment on the obligation. RR®®dase more likely to lead to a weakened capacity of the
An insurance company rated PRS Baa or lower isSuethgnay possess certain speculative characteristimsporation to meet its financial commitments.
vulnerable range and is regarded as having vukgﬁpbatg

C o S An obligation rated ‘PRS Ba’ is less vulnerableto  PRS Bdcorp.): A company rated ‘PRS Ba’ has a BELOW
characteristics that may outweigh its strengths.

nonpayment than other speculative issues. HOWBVERAGE capacity to meet its financial commitment
PRS Ba The insurance company has MARG®#J&E major ongoing uncertainties relating to buslates,to that of other Philippine corporates. The compa
financial security characteristics. Positive attributégasgist or economic conditions, which could ledddestlimgoing uncertainties or exposure to adverse bus
but adverse business conditions can lead to insuffigiest inadequate capacity to meet its financial ness, financial, or economic conditions, which could rest
ability to meet financial commitments. commitment on the obligation. in an inadequate capacity on the part of the corporation

. . . meet its financial commitments.
PRS B The insurance company has WEAK fir’di&iaP: An obligation rated ‘PRS B’ is more vulnerable to

security characteristics. Adverse business conditisngaymgnt than obligations rated ‘PRS Ba’, but the PRS B(corp.): A company rated ‘PRS B’ has a WEAK

most likely impair its ability to meet financial commiabliges. currently has the capacity to meet its fowpagiy to meet its financial commitments relative to that
) commitment on the obligation. Adverse economiotenéhilippine corporates. Adverse business, financial

ERS F:aa Th? |nsurance'09mpany has VERY Yl%ﬁé%ill likely impair the obligor's capacity to meet its economic conditions will likely impair the corporation’s

financial security characteristics. financial commitment on the obligation. The isspacity or willingness to meet its financial commitments.

i terized by high credit risk.
PRS Ca The insurance company has EXTREM&C y nig PRS Caa(corp): A company rated PRS Caa’ is

WEAK flnanC|§I sgcurlty charact.erlstlcs and is nOtFL'ﬁ‘%yé%a An obligation rated ‘PRS Caa’ is presently CURRENTLY VULNERABLE and is dependent upol
meet some of its financial commitments. vulnerable to nonpayment and is dependent upon fiawanathlle business and financial conditions to meet it
PRS C (corp.)The insurance company is in DEFAURYsEgSS, financial and economic conditions for thérzbigal commitments.
its fi i i to meet its financial commitments on the obligation. In the
its financial commitments. . " g . a(corp.) : A company rated ‘PRS Ca’ is

event of adverse economic conditions, the obligor IS no

likely to have the capacity to meet its financial comc_r:r%ﬁr?n%E{\ITLY HIGHLY VULNERABLE to defaulting on i

on the obligation. The issue is considered to be fb'}aﬂgbarl commitments.
standing and is subject to very high creditrisk.  PRS Q(corp.): A company rated ‘PRS C'is ‘IN DEFAULT

PRS Ca An obligation rated ‘PRS Ca’ is presently highly on its financial commitments.

vulnerable to nonpayment. Likely already in and very near
default with some prospect for partial recovery of principal
or interest.

PRS C An obligation is already in default with very little
prospect for any recovery of principal or interest. PRS C is
the lowest rating assigned by PhilRatings.

NOTE: PhilRatings can also include a plus (+) or a minus (-) sign to further qualify the above ratings.
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: CREDIT RATING OUTLOOK
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An Outlook is an indication as to the possible
direction of any rating change within a one-
year period and serves as a further refinement
of any credit rating assigned for the guidance of
investors, regulators, and the general public.

All long-term issue credit ratings will be assigned
an Outlook, whether such is an initial credit
rating or a monitoring credit rating. All issuer
and/or corporate credit ratings will also be as-
signed an Outlook, whether such is an initial
credit rating or a renewal credit rating.

Possible Outlooks that can be assigned are the
following:

a. POSITIVE: There is a potential for the present
credit rafing to be upgraded in the next 12
months.

b. NEGATIVE: There is a potential for the present
credit rating to be downgraded in the next 12
months.

c. STABLE: The rafing is likely to be maintained
or to remain unchanged in the next 12 months.

d. DEVELOPING: The future short-term direction
of any rating change cannot be determined as
yet given prevailing circumstances and the
fluidity of unfolding events

Outlooks that can be assigned will be
determined by factors deemed significant in
assessing the future direction of a possible rating
change. Such may include one or more of the
following: economic and industry develop-
ments, concerns, and performance; changes in
management and ownership; legal and regula-
tory concerns and issues; actual performance of
the company versus set targets; quality of the
company's plans and strategies, among others.

An issue that is initially assigned a credit rating of
PRS Aaa can only be assigned a Stable Outlook.
Should there be any development, however, in

the course of monitoring the PRS Aoo—ra’redi
issue that may significantly affect its credi’ri
standing, an Outlook of Negative can sfill be:
possibly assigned.

An issue that is assigned a credit rating of PRS C 2
at any time can no longer be assigned any:
Outlook.



