WASO
CORPORATE RATING METHODOLOGY

SCOPE AND OVERVIEW

These credit rating criteria present WCRCL’s (WASO Credit Rating Company BD
Limited) methodology for rating corporate entities and industrial companies. In the
criteria. WCRCL will analyze corporate entitys’ a common framework and steps to
develop the stand-alone credit profile and issuer credit rating. The criteria provide
clarity on how we determine an issuer's Credit Rating and are more specific in
detailing the various factors of the analysis. The criteria also provide clear guidance
on how we use these factors as part of determining an entity’s creditworthiness.
WCRCL’s intends for these criteria to provide the market with a framework that
clarifies our approach to fundamental analysis of corporate credit risks.

In the Business Risk analysis WCRCL views the Entity’s risk and return potentiality.
In the analysis we will observe the entitys’ market participates, the competitiveness,
industry risk and the competitive advantages and disadvantages the entity. The
entitys’ expected economic success deriven from the financial risk and the amount of
business risk which gives a stand alown credit profile of the entity. We combine our
analysis of industry risk and competitive position to determine our view of an entity's
business risk profile. The financial risk profile is the outcome of decisions that
management makes in the context of its business risk profile and its financial risk
tolerances. This includes decisions about the manner in which management seeks
funding for the entity and how it constructs its balance sheet. It also reflects the
relationship of the cash flows the entity can achieve, given its business risk profile, to
the entity's financial obligations. The methodology typically uses leverage analysis to
inform our view of an entity's financial risk profile.
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The criteria report contains all the factors affecting the creditworthiness of an issuer
company operating as corporate house. While assessing the creditworthiness of the
issuer, the following are the main factors those are analyzed in detail by WCRCL:
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Business Risk Analysis

Financial Analysis

Management Evaluation

Geographical Analysis

Regulatory and Competitive Environment
Fundamental Analysis

Lender Relationship Risk Analysis
Collateral Risk Analysis

Covid-19 Impacts

0 Other Factors
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These are explained as under:
|. Business Risk Analysis

Business risk analysis aims at analyzing the industry risk, market position of the
company, operating efficiency and legal position of the company.

a. Industry Risk: WCRCL evaluates the industry risk by taking into
consideration various factors like strength of the industry prospect, nature
and basis of competition, demand and supply position, structure of industry,
pattern of business cycle etc. How the industry players are competing with
our another on the basis of price, product quality, distribution capabilities etc
are also analyzed. Industries with stable and consistant growth in demand and
flexibility in the timing of capital outlays are in a stronger position and
therefore enjoy better credit rating.

b. Market Position of the Company: WCRCL evaluate the market standing
of a company taking into account:
i.  Percentage of market share
ii.  Marketing infrastructure and strength
iii.  Competitive advantages and Comparative advantages
iv.  Selling and distribution channel
v.  Diversity of products

vi.  Customers base
vii.  Research and development projects undertaken to identify obsolete
products and new products
viii.  Quality Improvement programs. etc.

c. Operating Efficiency: Favorable locational advantages, management and
labor relationships, cost structure, availability of raw-material, labor,
compliance to pollution control programs, level of capital employed and
technological advantages etc. affect the operating efficiency of every issuer
company and hence the credit rating.

d. Size of Business: The size of business of a company is a relevant factor in
the rating decision. Smaller companies are more prone to risk due to
business cycle changes as compared to larger companies. Smaller companies
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operations are limited in terms of product, geographical area and number of
customers. Whereas large companies enjoy the benefits of diversification
owing to wide range of products, customers spread over larger geographical
area. Thus, business analysis covers all the important factors related to the
business operations over an issuer company under credit assessment.

2. Financial Analysis

Financial analysis aims at determining the financial strength of the issuer company
through ratio analysis, cash flow analysis and study of the existing capital structure.
This includes an analysis of four important factors namely:

Accounting quality
Earnings potential/profitability
Cash flows analysis
Financial flexibility

oo o

Financial analysis aims at determining the financial strength of the issuer company
through quantitative means such as ratio analysis. Both past and current performance
is evaluated to comment the future performance of a company. The areas
considered are explained as follows.

a. Accounting Quality: As WCRCL relies on the audited financial
statements, the analysis of statements begins with the study of accounting
quality. For the purpose, qualification of auditors, overstatement/
understatement of profits, methods adopted for recognising income,
valuation of stock and charging depreciation on fixed assets are studied.

b. Earnings Potential/Profitability: Profits indicate company’s ability to
meet its fixed interest obligation in time. A business with stable earnings
can withstand any adverse conditions and also generate capital resources
internally. Profitability ratios like operating profit and net profit ratios to
sales are calculated and compared with last 5 years figures and or
compared with the similar other companies carrying on same business. As
a rating is a forward-looking exercise, more emphasis is laid on the future
potentiality rather than the past earning capacity of the issuer.

c. Cash Flow Analysis: Cash flow analysis is undertaken in relation to
debt and fixed and working capital requirements of the company. It
indicates the usage of cash for different purposes and the extent of cash
available for meeting fixed interest obligations. Cash flows analysis
facilitates credit rating of a company as it better indicates the issuer’s debt
servicing capability compared to reported earnings.

d. Financial Flexibility/ Leverage: Existing Capital structure of a
company is studied to find the debt/equity ratio, alternative means of
financing used to raise funds, ability to raise funds, asset deployment
potential etc. The future debt claims on the issuer’s as well as the issuer’s
ability to raise capital is determined in order to find issuer’s financial
flexibility and financial engineering.
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3. Management Evaluation

Any company’s performance is significantly affected by the management goals, plans
and strategies, capacity to overcome unfavorable conditions, staffs own experience
and skills, planning and control system etc. Rating exercise requires evaluation of the
management strengths and weak- nesses.

4. Geographical Analysis

Geographical analysis is undertaken to determine the locational advantages enjoyed
by the issuer company. An issuer company having its business spread over large
geographical area enjoys the benefits of diversification and hence gets better credit
rating. A company located in backward area may enjoy subsidies from government
thus enjoying the benefit of lower cost of operation. Thus geographical analysis is
undertaken to determine the locational advantages enjoyed by the issuer company.

5. Regulatory and Competitive Environment

WCRCL evaluate structure and regulatory frame- work of the financial system in
which it works. While assigning the rating symbols, WCRCL evaluate the impact of
regulation/ deregulation on the issuer company. More importantly WCRCL
benchmark the company against a benchmark of domestic, regional and international
competitors. WCRCL creates annual and quarterly industry wide benchmarks, that
allows comparison of the issuer with the its peer and identify possible red flags and
areas for further discussion with the company management.

6. Fundamental Analysis

Fundamental analysis includes an analysis of liquidity management, profitability and
financial position, interest and tax rates sensitivity of the company. This includes an
analysis of liquidity management, profitability and financial position, interest and tax
rates sensitivity of the company.

a. Liquidity management involves study of capital structure, availability of liquid
assets corresponding to financing commitments and maturing deposits,
matching of assets and liabilities.

b. Profitability and financial position covers aspects like past profits, funds
deployment, revenues on non-fund based activities, addition to reserves.

c. Interest and tax sensitivity reflects sensitivity of company following the
changes in interest rates and changes in tax law and tariff provision.

7. LENDER RELATIONSHIP RiISK

WCRCL team also interacts with the lenders/ bankers to learn about the loan
facilities, tenure & usage, utilization of loan and performance of payment, overdue or
rescheduling history, reason against the overdue or rescheduling, security against the
loan, control over and quality of the security, and related issues. Restructuring of an

obligation or loan classification will always disadvantageous to the creditors.
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8. COLLATERAL RISK

Credit rating as well as the lender will not be driven by collateral kept against loan
obtain. Quality of collateral and security against the loan obtain must confirm by
respective analyst and may give a comfort in case of lien of FDR, hypothecation,
guarantee, collateral, third party guarantee etc. against the loan, while assigning the
rating. Authenticity of collateral and documents therefore are also verified by us.

9. CoviD-19 IMPACTS

The rapid and widening spread of the Coronavirus outbreak, deteriorating economic
outlook and created a severe and extensive credit shock across many sectors,
regions and markets. The combined credit effects of these developments are
unprecedented. WCRCL's regards the coronavirus outbreak as a social risk and it
has substantial implications on business. WCRCL views more broadly relating to
COVID-19’s effects on markets, issuers and investors is ongoing. we have several
initial observations concerning ratings actions, procyclicality and financial stability. In
response to the broad and varied effects and unparalleled response to COVID-19,
WCRCL have made, and continue to make, adjustments to the analytical

assumptions and other inputs at the time of assigning and maintaining ratings.

10. OTHER FACTORS

Micro level factors or macro level factors as well regulatory and legal various factors
like- impact of changes in tax proposition, environmental embargo, and technological
development in the industry may cause obsolescence of existing, inadequate
insurance coverage or non-insurance, even changes in international regulation also
consider during assessment of the rating. All other qualitative issues affecting likely to

affect operational results are also adjudged.

END
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