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EXECUTIVE SUMMARY
 

A. TASK
 

Following the passage of the Credit Reform Act of 1990, all U.S. government agencies 
are required to calculate a credit subsidy on all loans and guarantees authorized after October 
1, 1991. PRE/H has requested that Coopers & Lybrand develop a risk assessment model to 
calculate credit subsidies for the "non-sovereign" risk associated with its Housing Guarantee 
(HG) Program. 

B. 	 APPROACH 

The team evaluated four main areas in developing the model: 

1. 	 The risk assessment methods of international private banks and development finance 
institutions such as Citibank, Chemical Bank, Moody's Investors Service, Merrill Lynch, 
and the International Finance Corporation. 

2. 	 The credit subsidy models and risk assessment procedures of other U.S. government 
agencies including OPIC, the Export-Import Bank of the United States, and PRE/I's 
Private Sector Inxestment Program. 

3. 	 The historical data for the Housing Guarantee Program. 

4. 	 The risk characteristics of the "non-sovereign" loan guarantees. 

C. 	 MAJOR FINDINGS 

The major findings upon which the risk assessment model is based are: 

* 	 All risk management methods are tailored to each financial institution's portfolio. The 
risks are directly related to the financial obligations. 

" 	 The quality of the risk management system is determined by the quality of the credi. 
review process and the experience of the credit officer completing the evaluation. 

• 	 In all cases, the financial institutions adjust their pricing policies, i.e., interest rate and 
fees, to account for changes in risk. 

" 	 Any system must have the flexibility to allow the risk factor weightings to be adjusted. 

" 	 Private sector risks in a country can be less risky than the sovereign risk in the same 
country. 



* 	 The Export-Import Bank's model is the approach most similar to the HG Program of all 
U.S. government agencies. The Exlm Rank's financial instruments, risk profiles and 
financial structure for its guarantees are similar to those of the HG Program. 

* 	 The risk structure for the PRE/H loan guarantees can be broken down into three risk 
areas: Country Risk, Intermediary Financial Institution (IFI) Risk and Transaction Risk 
Mitigation. 

• 	 The HG Program's historical financial data is not relevant because new "non-sovereign" 
guarantees will not be structured as were the old guarantees and because there is limited 
information for a complete analysis. 

* 	 The HG Program will providc a limited number of "non-sovereign" guarantees each 
year, so the model should be as simple as possible and based as much as possible on 
existing procedures. 

D. 	 MODEL STRUCTURE 

There are two basic methodologies used by other government agencies in constructing 
their risk assessment methods for private sector financial obligations: a risk premia system and 
a historical default method. Since the "non-sovereign" program does not have a financial or 
default history, the proposed model uses the risk premia method for calculating credit subsidies. 
This is similar to the ExIm Bank method. Under the risk premia methodology, each borrower 
i given a letter rating and a corresponding risk premium. The risk premium is then used to 
calculate the credit subsidy. 

The model is broken down into the three main risk categories: country risk, IFI risk, 
and transaction risk mitigation. This is similar to both the ExIm Bank and PSIP methodologies 
for loan guarantees to local financial institutions. Each category is given an independent rating 
in the credit review process. These ratings are then converted into comparable scales which are 
weighted and combined to give an overall borrower rating. The overall borrower rating is 
converted to a letter grade and given a corresponding risk premium. The risk premium and fees 
are then used to calculate the credit subsidy using the OMB model. 

E. 	 CREDIT REVIEW RECOMMENDATION 

The team recommends that PRE/H establish a standard credit evaluation and risk 
assessment process. This would include establishing a credit review committee, determining 
specific credit information to be assembled and evaluated, and establishing clear lines of 
responsibility for tasks in the credit review process. 



I. INTRODUCTION 

A. TASK 

The Bureau for Private Enterprise's Office of Housing and Urban Programs (PRE/H)
requested that Coopers & Lybrand develop a risk assessment model for non-sovereign risk 
associated with its Housing Guarantee (HG) Program. For purposes of the HG Program, PRE/H
defines non-sovereign risk housing -uarantee loans as those in which the borrower's obligations 
to repay are not backed by the full faith and credit of a sovereign government or the equivalent. 

Nearly all of the housing guarantees issued by PRE/H during the past twenty years have 
been supported by host country guarantees. Specifically, PRE/H's standard loan guarantee 
structure has offered a full faith and credit guarantee of the U.S. government to U.S. financial 
institutions to encourage them to iend to governments for the purpose of financing housing and 
urban development. The central bank or finarze ministry of the country receiving a particular
loan on-lends for the intended purpose and, on behalf of its government, offers a full faith and 
credit guarantee to USAID. 

B. OMB REQUIREMENTS 

Following the passage of the Credit Reform Act of 1990, all U.S. government agencies 
are required to calculate a credit subsidy on all loans and guarantees authorized after October 
1, 1991 (i.e., those initiated during and after fiscal year 1992). The credit subsidy reflects the 
estimated defaults from any loan or loan guarantee. An inter-agency task force (the Inter-
Agency Country Risk Assessment System, or ICRAS) was established to set the subsidy 
methodology and estimates for evaluating sovereign borrowers. Each agency was given the 
responsibility for creating a methodology for evaluating private sector loans and guarantees. 

The ICRAS system is based )n two main precedents -- the rating agency model for 
assessing risk and bond pricing in the capital markets. As with the rating agencies, the ICRAS 
system assigns one of eleven letter grades to each country. Under the ICRAS system, the best 
rating is A and the following ratings, in descending order, are B, C, C-, D, D-, E, E-, F, F-,
F--. The ICRAS system then assigns a risk premium over the Treasury bond rate for each letter 
grade at various maturities. The risk premium is a proxy for the market's perception of the 
credit. It increases as the letter grade moves from A to F--. The subsidy amount for any
borrowing is simply the present value calculation of any expected losses. 

In its simplest form, the calculation of the subsidy amount for loan guarantees provided 
by PRE/H is the present value of the net cash flows of the guarantee. The net cash flow is the 
difference between inflows and outflows. The main inflows are financing fees and the main 
outflows are payments for defaults. 



C. 	 BRIEF HISTORY OF HOUSING GUARANTEE PROGRAM 

The Housing Guarantee Program is USAID's primary capital resource for shelter and 
related urban programs. Since the HG Program's inception in 1964, USAID has authorized 
more than $2.8 billion in loan guarantees which have supported more than 200 housing and 
urban development projects in over 40 countries. 

The loan guarantees issued since the inception of the program can be divided into three 
main categories: 

0 	 Loans directly to housing developers. From 1965 to 1971, the Housing Guarantee 
Program consisted of loans made by U.S. financial institutions directly to housing 
developers (primarily U.S. developers) in USAID-assisted countries in Latin America. 
Once the developer received the final disbursement of the loan, responsibility for the loan 
transferred to an administrator whose job it was to collect the home mortgage payments 
and remit them to the particular U.S. lender. USAID, through PRE/H, would guarantee 
the repayment of 100 percent of the principal and interest to the U.S. lender. These 
loans, however, did not carry a host country guarantee to indemnify USAID for any 
losses incurred under its loan guarantee. Losses incurred by USAID during this period 
were due to foreign exchange fluctuations because the loans were pegged to local 
currency, leaving USAID with the foreign exchange risk. PRE/H no longer offers this 
type of loan guarantee, since the only other option for handling the foreign exchange risk 
would have been to transfer it to individual mortgage holders. 

* 	 Sovereign loans. In 1972, PRE/H made several significant changes to the program, 
thereby creating its present loan guarantee structure. Firstly, it broadened its focus to 
include other USAID-assisted countries with housing development needs. Secondly, it 
initiated a new loan guarantee structure whereby loans would be made by U.S. financial 
institutions to central banks, finance ministries or local banks to be on-lent for single- or 
multi-family housing needs. USAID, through PRE/H, continues to guarantee the 
repayment of 100 percent of the principal and interest to the U.S. lender. Thirdly, these 
loans carry a full faith and credit guarantee by the host country (hence the reference to 
"sovereign loans") to indemnify USAID for any losses incurred under its !oan guarantee. 
Another significant change associated with this structure is the shifting of the foreign 
exchange risk to the host country. With the exception of about ten outstanding developer 
loans (described above) and a handful of non-sovereign loans (described below), nearly 
all of PRE/H's loan guarantee portfolio consists of sovereign loans of the type described 
in this paragraph. 

0 	 Non-sovereign loans. Since 1987, PRE/H has initiated five non-sovereign housing 
guarantees which are different from its standard sovereign guarantees in two important 
ways: (i) the U.S. bank loans guaranteed by USAID were made directly to intermediary 
financial institutions (IFIs) for on-lending for housing purposes and (ii) USAID received 
no host country guarantee. These loans are considered non-sovereign loans because of 
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the absence of a full faith and credit host country guarantee. Each loan has been 
structured somewhat differently from one another, depending on the particular 
circumstances surrounding the transaction. In some cases, collateral and/or other 
security is sought to mitigate some of USAID's risk of loss associated with its guarantee. 
Descriptions of the five guarantees are contained in Appendix 2. 

H. 	 RISK MANAGEMENT BY OTHER INSTITUTIONS 

A. 	 PRIVATE AND DEVELOPMENT FINANCE INSTITUTIONS 

The C&L team met with a major credit rating agency and several private and multilateral 
financial institutions' in New York and Washington to discuss their risk management 
methodologies and credit assessment procedures. Findings which we believe are relevant to the 
HG Program are described briefly below. Full descriptions of our meetings with several of 
these entities are contained in Appendix 3. 

1. 	 All risk management methods are tailored to each financial institution's portfolio. The 
risks are related directly to the financial obligations. Merrill Lynch has an international 
risk management procedure tied to the short-term nature of its obligations. Citibank and 
Chemical Bank have methods which limit their exposure in any one country. 

2. 	 The quality of the risk management system is determined by the quality of the credit 
review process anld the credit officer completing the evaluation. The better the process 
and the capability of the officer, the better the risk analysis. 

3. 	 In all cases, the financial institutions adjust their pricing policies, i.e., interest rate and 
fees, to adjust for risk. PRE/H may want to consider this as an option for the HG 
Program. 

4. 	 All the institutions indicated that any system must have the flexibility to allow the risk 
factor weightings to be adjusted. There is no static model which can accurately reflect 
risks in many situations. The risk factors have to be adjusted based on the circumstances 
in a particular case. The need to adjust risk factors based on circumstances highlights 
the need for the involvement of an experienced credit officer to make such decisions. 

5. 	 The best determinant of future performance by an international borrower is past 
behavior. This is normally the best place to start an evaluation. 

Moody's Investors Service, Chemical Bank, Citibank, Merrill Lynch, the Inter-American Investment 

Corporation and the International Finance Corporation. 
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6. 	 Experience is showing that private sector risk in a country can be lower than the 
government or sovereign risk in the same country. This is because private sector entities 
may either be better managed or have more stable access to foreign exchange. 

B. 	 U.S. GOVERNMENT AGENCIES 

The team also met with the following U.S. government agencies, all of which are in the 
process of dealing with "post-credit reform" loans and guarantees. They must calculate a credit 
subsidy (i.e., reserve) on all loans and guarantees authorized after October 1, 1991. Full 
descriptions of our meetings with these entities are contained in Appendix 3. 

1. 	 USAID: Private Sector Investment Program 

There are several important similarities between the Private Sector Investment Program 
(PSIP), offered by the Office of Investment of USAID's Bureau for Private Enterprise (PRE/I), 
and the procedures proposed for non-sovereign guarantees in PRE/H's HG Program. Both 
programs work through intermediary financial institutions and divide the risk factors into three 
main categories - country risk, credit risk (IFI risk) and risk mitigation. PSIP established the 
use of a system for the evaluation of IFIs. PRE/H is expected to adopt a modified version of 
this system. 

There are also several differences between the programs which preclude PRE/H's use of 
PSIP's entire methodology. For example, the HG Program guarantees 100 percent of loans 
from U.S. lenders to IFIs, while PSIP guarantees 50 percent of loans from IFIs to sub­
borrowers. Also, PSIP's guarantees are far smaller, in size and maturity, than those offered 
under the HG Program. PSIP has a method which fits the medium-term and risk sharing 
structure of its financial obligations. PSIP also uses a default estimate in its credit subsidy 
calculation which is based on historical data. The HG Program lacks sufficient default data on 
non-sovereign loans to use this method of future default estimation. 

2. 	 Overseas Private Investment Corporation 

Unless PRE/H decides to do direct project finance, either directly or through IFIs, OPIC 
has a completely different financial product than the HG Program. OPIC has an operating 
history with private sector loans which HG does not have and has therefore been able to use 
historical data as the basis for its risk management process. For PRE/H, the important factor 
regarding OPIC's methodology is the ability to alter factor weights depending on circumstances. 

3. 	 Export-Import Bank of the United States 

ExIm provides a good model for the HG process for several reasons. Both ExIm and 
PRE/H provide loan guarantees to intermediary financial institutions. They both provide 
sovereign and non-sovereign guarantees. They also provide long-term facilities and have not 
used much pricing flexibility. The one weakness of the ExIm model is that the weightings of 
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the various factors are fixed and cannot be adjusted to reflect changed conditions between 
courtries. 

MII. RISK ANALYSIS COMPONENTS 

A. .GENERIC STRUCTURES 

Any risk assessment method is based on the financial structure and risks of the financial 
products involved. From our discussion with PRE/H, and based on the examples we have been 
given, there are two basic structures which will be used. At the request of the PRE/H staff, we 
have provided a general description of a third alternative which they currently do not plan to 
use, but may be considered in the future. 

The first structure is the private sector version of the standard sovereign guarantee 
structure. In this case, the HG Program provides a 100 percent guarantee of a loan from a U.S. 
investor (insurance company or commercial bank) to an intermediary financial institution (IFI) 
in a developing country. The IFI on-!ends to housing or urban infrastructure borrowers. The 
local bank provides a general pledge of its assets to the U.S. investor and the HG Program. The 
credit is the general obligation of the IFI. The main financial risk is the ability of the local IFI 
to pay back the loan. A variation on this alternative involves the bank pledging collateral in 
addition to its general obligation. This collateral pledged would be considered supplementary 
credit. 

A second structure for the program could operate as follows: the HG Program provides 
a guarantee of a loan from a U.S. investor to a regional development bank or a supra-national 
bank which on-lends for specific projects. In this case, the security or credit for the USAID 
guarantee is the general obligation of the regional or supra-national bank. The difference 
between this and the structure described above is that in this case the financial institution is not 
legally incorporated in, or controlled by, a single country. 

A potential third structure, which we will mention but not recommend at this point, 
involves a loan (with a USAID guarantee) made by a U.S. investor directly to an IFI. The 
money is then on-lent for a project, and the only pledge of security or credit are revenues o;: 
assets of the project. In this case, there would be no pledge of the IFI's general obligation and 
the security would only be the credit of the project. This alternative would require a project 
finance evaluation and an alternative risk management system. 

B. RISK ANALYSIS 

Any risk management system involves the process of identifying and quantifying the risks 
involved. The risks in a financing are tied to its structure. The total risk is the sum of the 
individual risks. The individual risks are based on the characteristics of the financing. 
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For the HG Program, there are two basic financial risk factors: the country risk and the 
IFI risk. This is based on the financial structure of the program, which guarantees loans to 
financial institutions in foreign countries. If the financial structure changes, the risk profile will 
also change. If the program were to do a project in which the only assets pledged are project 
assets, then a project risk profile would be substituted for the IFI component. For each of the 
two major risk factors there is also the possibility of reducing risk through financial structuring. 
We have included this as a separate section in the discussion of risk analysis, followed by brief 
discussions of risk factor weighting and the relevant characteristics of development and 
supranational banks. 

1. Country Risk 

The housing guarantee program has two options for its assessment of country risk. The 
HG Program can either adopt the assessments done by the inter-agency task force or conduct its 
own evaluation. Since the HG Program is only planning to guarantee two or three non­
sovereign loans a year, the team recommends that the HG Program adopt the inter-agency 
country risk assessments. 

The inter-agency task force system (ICRAS) evaluates five main risk categories: 
Payment Arrears History, Debt Service Capacity, Balance of Payments, Macroeconomic 
Conditions. and Political/Social Conditions. It also looks at several factors in each of the five 
main areas. Although the HG Program will simply take these assessments as is, it is important 
to consider several of these factors. Firstly, the most important element is the foreign exchange 
component of the Debt Service Capacity section. Secondly, by identifying specific risks, 
guarantees can be structured to minimize these risks. 

2. IFI Risk 

The absence of host country guarantees and the central role played by intermediary 
financial institutions (IFIs) inthe proposed non-sovereign loan guarantees elevates the importance 
of assessing creditworthiness using a thorough credit analysis method. Rating agencies and 
financial institutions in the United States and elsewhere have based much of their 
creditworthiness or risk assessment techniques on the CAMEL rating system developed by the 
three U.S. bank regulatory agencies 2 in 1978. The acronym stands for the five factors used to 
determine an overall bank rating: Capital Adequacy; Asset Quality: Management; Earnings; and 
Liquidity. This system resulted from efforts of the regulators to standardize their monitoring 
system and assign a standard rating for each bank at the conclusion of on-site examinations. 

Various financial ratios are used to measure the capital, asset, earnings and liquidity 
levels of each bank analyzed. The ratios are compared with existing benchmarks for 
international banks and peer banks. The management rating is determined subjectively, although 

2 The three federal bank regulatory agercies are: the Federal Reserve; the Federal Deposit Insurance 

Company (FDIC); and the Office of the Comptroller of the Currency within the Treasury Department. 
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management's effectiveness is usually reflected in the other categories one way or the other. 
Each of the five CAMEL categories is rated by the credit analyst on a scale of 1 to 5, with 1 
being strong, 2 being satisfactory, 3 being fair, 4 being marginal, and 5 being unsatisfactory. 

Appendix 4 contains portions of a report3 prepared for PRE/I, in 1989, which provides 
a framework for the analysis of financial institutions in developing countries and established 
guidelines for USAID Investment Officers. The guidelines discussed in this report are intended 
to ensure that financial institutions are properly reviewed. Appendix 4 also includes excerpts 
from a recently published training handbook4 on bank regulation and analysis prepared by Mr. 
Robert S. Porter for the Economic Development Institute. Some of the key points of these 
reports are: 

* 	 Capital adequacy measurements mainly include comparisons of capital to assets, 
both risk-adjusted and in total. The CAMEL system measures how much capital 
a bank has to protect its depositors and if this amount is sufficient. 

* 	 Asset quality measurements include comparisons of past-due loans, non­
performing loans and loan loss reserves to the total amount of loans as well as to 
total assets. The CAMEL system determines the strength of assets and off­
balance sheet items, as well as the financial impact of problem loans. 

* 	 The CAMEL system evaluates a bank's management based on performance, 
policies established, controls, depth and adherence to law and regulation. 

" 	 Earnings measurements include the standard returns on assets and equity, as well 
as net interest margin and operating efficiency ratios. The CAMEL system 
measures bank profitability to see if it is sufficient to support future growth. 

" 	 Liquidity measurements include comparisons of cash and short-term funds to 
deposits and borrowings. The CAMEL system determines if a bank is liquid 
enough to meet its regular, as well as most of its unexpected, obligations. 

The CAMEL system needs to be modified somewhat for use in the non-sovereign 
guarantee model being proposed. Two additional categories will be combined with the five 
standard categories described above to form the CAMEL PLUS system. The first category, 
ownership and regulatory environment, consists of an evaluation of: shareholder stability; 
government ownership and control; regulatory constraints; supervisory authority; and related 
factors which are considered to be relevant. This category would be rated on a 1 to 5 scale 

Manual for Off-Site Analysis of Financial Institutions in Developing Countries. September 1991. Prepared 
by International Science and Technology Institute, Inc. for USAID/PRE/I. 

' 	 Introduction to Banking Regulation, Supervision and Bank Analysis. 1993. Prepared by Mr. Robert S. 
Porter for the Economic Development Institute of the World Bank. 
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according to the strength of each of these elements. For example, if the IFI operates in an 
efficient regulatory environment where it is free of political or otherwise excessive government 
interference and is examined regularly by a competent supervisory authority, it would receive 
a better rating than an IFI which operates under excessively burdensome regulations or political 
interference. 

The second category, previous experience with borrower,consists of an evaluation of the 
borrower's relationship with PRE/H. Suggested guidelines for determining a rating which 
reflects PRE/H's previous experience with the borrower (IFI) are as follows: 

Borrower current on payments for more than five years ................. .1
 

Borrower current on payments for three to five years .................... 2
 

Borrower current on payments for one to two years ..................... 3
 

Borrower has missed a payment within the past two years ................. 4
 

Borrower has not made a payment for more than two years ................ 5
 

3. Risk Mitigation 

Certain risk elements can be either reduced or eliminated depending on how the guarantee 
is structured. Examples of risk reduction or mitigation are: pledging collateral; lending in 
countries which use U.S. dollars as their legal tender; guarantees of foreign exchange and using 
offshore escrow accounts. These structuring elements can reduce either country or IFI risk. 
In order to make the analysis more transparent, the team recommends a separate category which 
looks at risk mitigation structures. This is similar to the method used by the Export-Import 
Bank and PSIP in their evaluations. 

4. Weighting the Risk Factors 

As important as identifying the risk is the process of weighting the various risk factors. 
in our conversations with financial institutions, most indicated that it is impossible to have a 
fi;.ed veighting system which can apply in all cases. This is particularly true for the relative 
weightings between country risk and IFI risk. While a risk factor may be irrelevant in one 
country, it may be the most important risk factor in another country or in another situation. As 
an example, the country risk is less important for higher rated countries because the country risk 
as a portion of total risk is smaller for such countries. Conversely, in a weaker country, the 
country risk is probably a higher proportion of total risk, so country risk would in this case be 
given a higher weighting. Similarly, the relative weights also depend on the length of the 
financial obligation. For a short-term obligation, country risk will play a smaller r.)le because 
country risks in the short term are easier to predict. However, in the longer term, country risk 
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plays a larger role, and is considerably more difficult to predict, as political and economic 

swings are given more time to impact the financial obligation. 

5. Risk Assessment of Development and Supranational Banks 

Development banks and supranational banks have different financial structures and 
mandates which have to be analyzed differently than private banks. Examples of these different 
financial elements are: governments as stockholders; callable capital to cover losses or 
liabilities; loans guaranteed by host governments; and financial policies which limit leverage and 
financial gearing. The financial structure for each bank is different so they have to be analyzed 
separately. In each case, the most important element to determine is the role of governments 
in the management and operations of the bank. It will be the responsibility of the USAID credit 
officer to make this determination and assign the relative weighting of government paiticipation 
in the bank. 

The difference in financial structure can affect either the risk assessment of the financial 
institution or the country weighting. There are several factors that have to be addressed. One 
factor is capital. Some of the questions are: who provided the capital for the bank; did 
governments provide capital; and what are the obligations of the participating governments to 
provide more capital if the bank cannot meet its obligations. The higher the participation of 
governments, the higher the country weighting fcr the bank. In a similar manner, the risk 
profile of the assets and the role of host governments has to be identified. The importance of 
financial management versus the guarantees provided by governments has to be considered. In 
some cases, especially where there is large government participation in providing and pledging 
capital, the risk assessment may simply be a weighted average of the risk ratings for the 
individual governments providing the equity. In other cases, government may play a small role 
and the risk rating will depend on the financial management and credit history of the bank. In 
each case, this will have to be determined based on a rigorous credit review of the financial 
institution. 

IV. PROJECT IDENTIFICATION AND CREDIT REVIEW PROCESS 

A. CURRENT PROCESS FOR PRE/H LOAN GUARANTEES 

Project Identification and Review. PRE/H's current project identification and credit 
review process originates at the regional level. Regional Housing and Urban Development 
Offices (RHUDOs) advise USAID Missions and co-manage with them most of USAID's capital 
and technical assistance programs for housing and urban development. PRE/H uses its 
RHUDOs to identify new projects, as well as monitor existing projects, within the Housing 
Guarantee Program. RHUDO staff regularly confer with PRE/H and periodically travel to 
Washington to discuss proposed projects or provide input on a policy level. 
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For example, a RHUDO in a particular country may identify a need for long-term 
financing for housing or water and sanitation services. The first step in the review process 
would involve the RHUDO collecting information and preparing a Project Paper or the 
equivalent. This field report would include, among other things: a review of the implementing 
institution, including its capacity to participate in the proposed project; a discussion of the 
proposed structure, including how and where funds will flow; and a discussion of the type and 
amount of financing required to support the project. This information is a critical part of the 
current credit review process. The Project Paper is then presented in Washington for review 
by PRE/H and the relevant representatives of regional bureaus. Once the report is accepted by 
PRE/H and receives final Mission approval, an authorization is made for the proposed amount 
of financing for the project. 

Role of U.S. Investor. PRE/H and Borrower. In order to work out the desired terms of 
the guaranteed loan, discussions are held among the various participants: RHUDO, USAID 
Mission, PRE/H, General Counsel for PRE (GC/PRE) and the borrower. An adverisement for 
a 48-hour bid auction is then placed in the Federal Registry for two weeks, inviting bids for 
financing from U.S. financial institutions. During the 48-hour bidding period, the borrower and 
PRE/H evaluate the bids. The borrower subsequently identifies what it considers to be the best 
bids in three or four categories (e.g., fixed rate, variable rate, etc.). PRE/H's Portfolio Review 
Committee (PRC) evaluates the options identified by the borrower before authorizing the final 
selection. The PRC members include representatives from PRE/H, GC/PRE and USAID's 
Office of Financial Management (FM). 

Credit Review Process. USAID has offered U.S. financial institutions a 100 percent 
guarantee of principal and interest since the inception of the Housing Guarantee Program. 
PRE/H's credit analysis procedure for loan guarantees in which USAID receives a host country 
guarantee has consisted of using the ICRAS sovereign risk rating for the country in which the 
borrower (central bank or IFI) is located. There is little, if any, credit analysis of the ability 
of the particular central bank or IFI to repay the loan since it is guaranteed by the full faith and 
credit of the host country. 

Representatives from the Portfolio Review Committee reviewed background information 
and documentation on the IFIs involved in the non-sovereign loan guarantees referred to in 
Appendix 2. All of the recent non-sovereign deals were "pre-credit reform" and therefore did 
not require credit subsidy calculations. 

PRE/H has observed that nearly all defaults it has experienced in the program have been 
due to foreign exchange problems normally associated with country risk; rapid devaluations or 
lack of access to foreign exchange. Since all of the loans made through the Housing Guarantee 
Program, with the exception of some developer loans made in the 1960s and the handful of non­
sovereign loans referred to in Appendix 2, were accompanied by a host country guarantee, 
PRE/H has regularly selected the sovereign risk rating to determine the risk associated with each 
loan carrying a host country guarantee. For this reason, outside of the ad hoc credit reviews 
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performed by its Portfolio Review Committee, PRE/H has not developed a standard credit 

review process for situations when a host country guarantee is not available. 

B. 	 PROPOSED REVIEW PROCESS FOR NON-SQVEREIGN GUARANTEES 

Background. Appendix 3of this report contains descriptions of discussions held recently 
with public and private sector entities concerning risk assessment and credit review procedures. 
Following these discussions, as well as several meetings with the staffs of PRE/H, the USAID 
Directorate for Finance and Administration's Office of Budget and the Office of Management 
of Budget (OMB), it became obvious that PRE/H must develop a somewhat sophisticated credit 
review process for the assessment of non-sovereign risk. 

The characteristics of the guarantee offered by USAID through PRE/H are different from 
most of th6 loans and guarantees offered by the public and private sector institutions interviewed 
in terms of size, maturity and guarantee coverage. For example, PRE/H housirg guarantees 
have a 30-year maturity, while the maturities of the loans and guarantees offered these 
institutions range from several weeks to ten or so years. PRE/H's guaranteed loans also range, 
oa average, from $10 million to $25 million in size while PSIP guarantee facilities, for example, 
are $3 million or less. PRE/H structures each guarantee so that it co.ers the repayment of both 
principal and interest, whereas severa other guara'ltee programs cover only the net principal 
amount of eligible loans. 

Recommendations. PRE/H should develop a thorough and transparent credit review 
procedure. It must develop a credit review process which assesses borrower creditworthiness 
and complements the proposed non-sovereign risk model. Several steps are necessary to develop 
a credit review process that is both user-friendly and thorough enough to be effective. The 
following recommendations are intended to strengthen PRE/H's ability to initiate financially­
sound non-sovereign loan guarantee projects. They are also intended to enable PRE/H to closely 
monitor the financial condition of each borrower during the life of the guarantee. 

1. 	 Use the CAMEL bank rating system as the principal method of assessing the risk 
associated with an IFI borrowing without the support of a host country guarantee. The 
standard CAMEL system should be modified so as to include a review of ownership and 
regulation (as done by PSIP) as well as PRE/H's previous experience with the IFI ai.d/or 
development banks. The new system could be referred to as "CAMEL PLUS." 

2. 	 Incorporate creditworthiness assessment into the field design work conducted by 
RHUDOs. We recommend that the RHUDOs assume the responsibility for arranging 
for the CAMEL PLUS analysis to be perforir.d by local credit analysts wo have been 
pre-approved by each RHUDO. The CAMEL PLUS analysis would then be included 
in the proposal presented in Washington. 

3. 	 Establish a credit committee that would include current members of PRE/H's Portfolio 
Review Committee as well as representatives from other parts of USAID. Access to a 
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formal credit committee is necessary to ensure that the credit review process is thorough 
and transparent. This committee should include an experienced credit officer in order 
to: properly interpret credit data; ensure that a thorough credit analysis is performed 
according to the modified CAMEL system referred to above; and implement an effective 
credit monitoring system. This credit officer's role will extend beyond the credit review 
process to the selection of the appropriate weightings and other variables to be used in 
the proposed non-sovereign risk model discussed later in this report. All PRE/H loan 
guarantees would be reviewed by the proposed credit committee. 

4. 	 Design and implement a credit analysis training stminar(s) and a credit review 
procedures manual for RHUDO and PRE/H staff in order to thoroughly familiarize them 
with proper credit analysis and monitoring methods. The PRE/I manual and the EDI 
training handbook referred to in Section III.B.2. of this report can serve as a starting 
point. 

5. 	 Establish step-by-step credit review procedures incorporating the recommendations listed 
above. Althcugh specific details, such as staffing and budget considerations, will have 
to be worked out within PRE/H, the team suggest. the following framework: 

a. 	 Expand project design process. RHUDOs will identify projects and gather 
necessary background and financial data necessary in the project design 
proct.ss, including information required for CAMEL PLUS analysis of the 
intermediary financial institution. 

b. 	 Emphasize PRE/H - RHUDO coordination. RHUDOs should continue to 
coordinate closely with PRE/H to ensure that both have the necessary 
information upon which to base the critical credit and risk management 
decisions associated with non-sovereign loan guarantees. In effect, 
RHUDOs should make full use of PRE/H as a backstop for their fiel;" 
operations. 

c. 	 Establish a clear line of responsibility. Once a credit committee is 
established, PRE/H should determine the credit assessment responsibilities 
of each RflUDO and PRE/H. This will range from a determination of the 
level ou participation and "voting rights" in the committee to the 
establisiment of a credit approval hierarchy which includes PRE/H, 
R-IUDOs and key credit committee representatives. This will include 
determining who is responsible for gathering project credit information as 
well as who is responsible for completing each credit analysis. This may 
eventually involve granting some field credit approval authority to 
RHUDOs. 

d. 	 Improve Monitoring Capabilities. A critical link in any credit review 
process is the monitoring of the borrower's financial condition and the 
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loan guarantee agreement's terms and conditions. PRE/H should establish 
credit monitoring procedures and then determine the credit monitoring 
responsibilities of each RHUDO and PRE/H. Monitoring the financial 
condition of IFIs should include: regular visits to 1Fs; semi-annal 
reviews of financial condition; and CAMEL analyses on a regular 
schedule determined by the credit committee. Monitoring of compliance 
with debt service requirements and other terms and conditions should 
include not only the tracking of r ayments, but an on-going analysis of the 
frequency and the reasons for defaults, among other things. PRE/H 
should also work closely with FM to improve the monitoring capabilities 
of HGPMS (its portfolio management system) and the RHUDOs. 

V. STATISTICAL ANALYSIS 

The Housing Guarantee Program has operated since 1964. Since that time, the program 
has provided approximately 220 loan guarantees with a total value approaching $3 billion. From 
a risk management viewpoint, this history represents a record of financial performance. If the 
proposed non-sovereign guarantee program were to be structured similarly io the former 
programs, this historical record would iepresent a basis from which to make projections about 
future performance and defaults. As part of the team's effort to assess prospective performance 
of the non-sovereign guarantees, the team conducted a general analysis of the program's 
historical financial performance. This analysis is described in more detail in Appendix 5. 

Although non-sovereign loan guarantees have been made in the past and the HG Program 
has a history of loan guarantees, the past performance has limited relevance to the proposed non­
sovereign guarantee program for two reasons. One, the proposed program and the existing 
programs are not structured comparably. The old private sector loans went directly to 
developers and were made in local currencies. The current program lends in dollars and 
provides its guarantees to local financial institutions. The current sovereign guarantee program 
and the non-sovereign program have completely different risk profiles. The second reason is 
the unavailability of complete information on past loans. The program's financial information 
was computerized in 1988 but a detailed analysis would be necessary to track the paper trail of 
individual guarantees back to 1964. Given the limited relevance of the information to the 
proposed non-sovereign activity, it was considered neither useful or relevant for the proposed 
non-sovereign guarantee risk model. However, the team recommends that, once additional non­
sovereign guarantees have been initiated, a complet.e analysis of the historical performance data 
be performed. Such a study, accompanied by a thorough analysis of PRE/H's sovereign 
guarantee historical data (e.g., determining reasons for defauzlts), would be of use to PRE/H for 
both its sovereign or non-sovereign programs. 
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VI. 	 NON-SOVEREIGN RISK MANAGEMENT MODEL 

A. 	 CRITERIA 

There are some factors about the non-sovereign HG Program which are important to 
consider in constructing the risk model. 

1. 	 The program plans to provide non-sovereign guarantees on an exceptional basis. 
This means the process should be as simple as possible and based on information 
(e.g., ICRAS) provided by other U.S. agencies, as much as possible. The 
sample, even over a number of years, will be small, probably averaging two per 
year. 

2. 	 The non-sovereign guarantees and the types of financial structures will not all be 
the same. This means that the method established will have to be flexible in 
order to accommodate various potential financial structures. 

3. 	 As previously mentioned, the risk evaluation process has to be fitted to the 
financial structure and risks of the HG Program. This means that the program 
cannot simply adopt the procedures of any other government program because the 
financial obligations of each program are different and have different risk 
profiles. 

4. 	 The model should accurately reflect the program's risk without creating a 
complicated methodology. 

5. 	 The risk management evaluation should be a part of the credit review process, 
rather than a completely separate element. It is therefore important to integrate, 
where possible, the risk evaluation with the credit review process. 

B. 	 APPROACH 

There are two basic methodologies used by other government agencies in constructing 
their risk assessment methods for private sector financial obligations. One is to use the risk 
premia system established for the sovereign risk model. This is also the method used by the 
Export-Import Bank. Another method, used by OPIC and PSIP, uses the historical default 
experience or an expected default range as the basis for making any credit subsidy calculations. 
Although the methodology based on historical default information is preferred, because this 
methodology uses a statistical foundation upon which to estimate potential defaults, the team has 
adopted the risk premia method because it is more established as part of the government credit 
subsidy process and because there is no historical data on the expected defaults of PRE/H's non­
sovereign loans. 
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Under the risk premia system used by the Export-Import Bank and proposed for the HG 
Program, there is an equi ,alence between guarantees to sovereign borrowers and guarantees to 
private or non-sovereign borrowers. In both cases, all borrowers are assigned a letter rating 
which corresponds to a risk premium. The risk premium changes as the letter grade changes 
and increases as the risk of the guarantee increases. As an example, a high risk private sector 
borrower in a B country might have the same risk premium as that of a D country, a much 
riskier country. For all borrowers, there is a risk premiurm associated with the risk of the 
borrower. The purpose of the credit review process and the risk assessment process is to assess 
this risk and assign a risk premium to the borrowers. 

C. STRUCTURE 

1. General Structure 

The proposed risk assessment model is broken down into three main parts: country risk, 
IFI risk and risk mitigation. The three risk factors are based on the financial structure of the 
HG Program and the main financial risks for each guarantee. The risk assessment model takes 
the independent ratings for the three risk factors (determined by the credit review process), 
converts them to comparable scales which are then weighted and combined into a single 
borrower rating. The model then assigns the guarantee an ICRAS letter rating and a 
corresponding risk premium. 

Country Rating. For the country risk rating, the model simply uses the ICRAS 
assessment. The credit analyst will only need to obtain the ICRAS letter rating for the country 
in which the guarantee is made. For a regional development bank, a number of country letter 
ratings may be required. 

IFI Rating. The intermediary financial institution (IFI) analysis will consist of a CAMEL 
PLUS analysis. As mentioned previously, the CAMEL analysis is a financial analysis system 
which evaluates the capital adequacy, asset quality, management, earnings and liquidity of 
financial institutions. In the CAMEL PLUS system developed for the proposed non-sovereign 
risk model, an analysis of the ownership/regulatory structure and PRE/H's previous experience, 
if any, with the particular IFI, will be added. These last two items comprise the PLUS portion 
of the CAMEL PLUS system. All of the elements will be rated on a I to 5 scale. The 
weighting of the elements will depend on whether the Housing Program has any experience with 
the financial institution. If the HG Program has no experience with the financial institution, this 
section will not be included and the weightings for the CAMEL will be 80 percent and the 
ownership/regulatory section will be 20 percent. If there is past experience, then the CAMEL 
will be weighted 70 percent and the ownership/regulatory and the experience sections will each 
be weighted 15 percent. 

Weighting. Since the HG Program will be offering guarantees to many different 
countries, and using various financial structures, the model has to have the ability to weight the 
main risk factors based on their contribution to risk for any one financing. Therefore, the model 
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has been constructed to allow for the weighting of country risk and IFI risk. As explained later 
in the report, risk mitigation is not included in the weighting because it is an offset to total risk. 
The model allows for a complete range of weighting between country and IFI risk, allowing the 
country to be 100 percent and the IFI to be 0 percent, or vice versa. The exact amount will 
depend on the risk conditions for each guarantee. However, on average, the country risk will 
in all likelihood be larger than the IFI risk. 

Since the HG Program is providing long-term guarantees (up to 30 years), its guarantees 
will have the highest exposure to country risk of any financial obligation provided by U.S. 
government agencies. Its guarantees, therefore, should be assigned, on average, the highest 
weighting for country risk of any financial obligation of a U.S. entity. The longer amount of 
time a guarantee is outstanding, the longer it is exposed to changes in political and macro­
economic stability. The ExIm Bank uses a 50/50 weighting between country and IFI risk for 
its loans and loan guarantees, which are for a maximum of 12 years. 

If the Exlm Bank weighting is accepted as a reasonable average, then the reasonable 
average for the HG Program is 60 percent for the country risk and 40 percent for the IFI risk, 
since its obligations are longer than those of ExIm Bank. However, this average is mitigated 
by the fact that the country risk will be a lower portion of total ris' in the better countries and 
higher in the weaker countries. It is very difficult to assess what the proper weighting should 
be for weak IFIs in weak countries. The HG Program should be wary of providing guarantees 
in these situations. 

At the request of PRE/H, the team has also included a recommended weighting for eacn 
combination of country rating and CAMEL PLUS rating. This is contained in Appendix 6 and 
reflects the need to be flexible and realistic about the relative weightings of country and IFI risk. 

Risk Mitigation. In some cases, the PRE/H loan guarantees will be structured with a risk 
mitigation factor in order to minimize or eliminate certain elements of risk. In other cases, there 
will not be any risk mitigation. Examples of risk mitigation include: escrow accounts; 
guarantees of foreign exchange; lending in countries which include U.S. dollars as their legal 
tender; and pledges of collateral. As with the CAMEL PLUS analysis, risk mitigation will be 
rated on a scale of 1 to 5, with I providing the highest risk mitigation and 5 providing the least. 

In general, it is not possible to define the specific ratings of any risk mitigators. The 
exact rating will depend on the individual guarantee and the particular country. The ranking of 
the risk mitigation along the 1 to 5 rating scale will depend on the strength of the risk 
initigation. A collateral pledge of 200 percent of the guarantee will probably be a 2 or 3 on the 
risk mitigation scale while a pledge of 100 percent will be either a 4 or 5. Lending in a country 
which uses U.S. dollars as its currency will decrease foreign exchange risk and probably have 
a risk mitigation rating of 3 or 4. A dollar escrow account, held in a U.S. bank under U.S. 
banking laws, in the amount of the guarantee might warrant a 1. 
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Combining Risk Assessment Components. As explained in detail below, the rating for 
each of the three main risk factors is combined through a common scale, given an ICRAS letter 
rating and assigned a corresponding risk premium. A suggested worksheet is included in 
Appendix 7. 

2. Model Description 

The proposed risk assessment model displayed in Appendix 6 is broken down into three 
main parts: country risk, IFI risk, and risk mitigation. This breakdown is similar to both the 
PSIP and the Export-Import Bank models. As with the Export-Ir.,port Bank rating system, the 
risk assessment for the borrower is converted into a letter grade which is then converted into a 
risk premium. The method for converting the risk assessments into letter grades aid risk premia 
is a 0 to 100 point scale. The general process is that each of the risk or credit assessments for 
the three main risk factors -- country risk, IFI risk, and risk mitigation -- is an input and/or 
adjustment on the overall 100 point scale. The overall scale is then converted into a sovereign 
letter grade. 

The country risk and the IFI risk are both assessments of potential risk. The country risk 
is indicated by the letter rating given the country through the ICRAS system. The IFI risk is 
assessed through the CAMEL PLUS review. Therefore, the country risk and the IFI risk have 
to be combined to assess the total risk for the guarantee. As explained below, the risk mitigation 
factor reduces total risk. The country risk and the IFI risk are combined by taking the country 
risk rating and the CAMEL PLUS rating through the 0 to 100 overall point scale. 

For example, a country letter rating of D represents a 28 on the 0 to 100 point scale, 
while a CAMEL PLUS rating of 2 represents an 11. In order to combine the risks, tle country 
ranking of 28 and the IFI ranking of 11 are weighted 60% for the country and 40% for the IFI 
and then added together to obtain a total risk rating of 21 [ (28 * .60 = 17) + (11 * .40 = 4) 
= 21 ]. The current example assumes there is a risk mitigation factor and it is rated 3. The 
3 converts to an overall risk reduction of 35%. In this case, the 21 is reduced by 35% and 
yields an overall rating of 14 (21 - 35% = 14). The 14 is then converted into a sovereign letter 
grade of C. 

The scale is arranged from low risk to high risk. A zero represents the lowest risk and 
a 100 represents the highest risk. The lower the overall risk, the lower the rating, the better the 
letter grade, and the lower the risk premium. Conversely, the higher the overall risk, the higher 
the rating, the weaker the letter grade, and the higher the risk premium. This scale is simply 
a mechanism for combining the different risk assessments and converting them into the 
corresponding ICRAS country risk assessments. In a general sense, this is a process of trying 
to assess and combine the probabilities and magnitudes of potential defaults. 

For each of the three main risk factors -- country, IFI, and risk mitigation -- there is a 
different process for converting the risk assessments to the 100 point scale. This is because each 
factor has a different process for assessing risk or risk mitigation. However, it is important to 
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emphasize that country and IFI risk assessments contribute to risk while risk mitigation decreases 
total risk. 

Country Risk. The country risk factor must be converted from the sovereign letter grade 
for the country into a rating on the 0 to 100 point scale. As with the total rating, the country 
risk factor has its own 0 to 100 point scale. This scale is used to parallel the 0 to 100 point 
scale for the overall rating and to allow for weighting of the country element. The country scale 
must range from 0 to 100 because if the country factor was the only element of risk (i.e. there 
was no IFI risk) the country scale would have to match the overall scale. Each sovereign risk 
letter grade is givel a corresponding rating on the 0 to 100 point country scale. For example, 
as indicated in the table below, a sovereign letter grade of B is given a 4 and a letter grade of 
E is given a 55. As the country letter grade increases, the country rating number increases. 
The rating given to each letter grade is adjusted to reflect the increasing probability of default 
and the increasing subsidy amount for each letter grade. It is a skewed scale, directly 
correlating to the increasing subsidy calculation as the letter grade moves from A to F--. The 
skewing or adjustment process can be seen below and in Table I of Appendix 6. The country 
element rating is then given a weighting, which is explained below, and used in the overall 0 
to 100 point rating. In the example below, a country rating of D corresponds to an assigned 
ranking of 28. 

Country Risk Example: 

Borrower Country Rating: D 
Assigned Ranking for a D Country: 28 

Country Rating Number Ranking Assigned Ranking 

A 0 

B 4 

C 11 

C- 17 

D 28 28 

D- 39 

E 55 

E- 69 

F 84 

F- 92 

F-- 100 
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IFI Risk. The process for the IFI risk factor is very much the same as it is for the 
country risk factor. It involves converting he 1 to 5 point CAMEL PLUS scale into ratings 
which can be used in the overall 0 to 100 point scale. The CAMEL PLUS ratings can be whole 
numbers, such as 1 or 3, or decimal fractions, such as 1.9 or 4.2. To be consistent with the 
overall rating and the country risk scale, a 0 to 100 point scale is used. Each CAMEL PLUS 
rating between 1 and 5 is converted to a rating on the 0 to 100 scale. As with the country 
rating, the CAMEL PLUS rating scale is skewed. Again, this is done to reflect the increasing 
probability and magnitude of default as the CAMEL PLUS rating increases from 1 to 5. There 
is not a linear relationship between the rating and the risk or magnitude of default. The process 
of converting the CAMEL PLUS rating is shown in Table 2 of Appendix 6 and summarized in 
the table below. In order to maintain some consistency between the CAMEL PLUS and ICRAS 
systems, the CAMEL PLUS ratings were converted into Moody's equivalent ratings, which were 
then converted into the sovereign letter grades with corresponding risk premiums. As with the 
country scale, the IFI scale was then skewed or adjusted based on the subsidy amounts 
corresponding to each CAMEL PLUS rating. In the example below, a CAMEL PLUS rating 
of 2 corresponds to a ranking of 11. 

IFI Risk Example: 

CAMEL PLUS Rating: 2 
Assigned Ranking for a CAMEL PLUS Rating of 2: 11 

CAMEL PLUS Rating Number Ranking Assigned Ranking 

1 0 

2 11 11 

3 28 

4 55 

5 100 

Weighting. The IFI rating and the country rating are the additive factors contributing 
to risk. As mentioned earlier, depending on the country in which the loan guarantee is made 
or the conditions surrounding the IFI, the country risk element and the IFI risk element will 
contribute different amounts to total risk. For some countries, country risk relative to IFI risk 
will be high and in other countries, country risk relative to IFI risk will be low. The model has 
been structured to allow for the relative risk of these two components to be adjusted or weighted 
depending on the country or their relative contribution to total risk. Risk mitigation is not 
included in the weighting because it can only decrease total risk. 
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Together, country risk and IFI risk represent 100 percent of the total additive risk. The 
CAMEL PLUS rating of the IFI and the country rating are weighted depending on their 
contribution to total risk. For example, a country contribution to total risk in a given situation 
may be high and will therefore be given a 70 percent weighting while the CAMEL PLUS rating 
of the IFI will be given a 30 percent weighting. In another situation, the two may be reversed 
with the IFI rating being given a 70 percent weighting and the country rating being given a 30 
percent weighting. Since the country rating and the IFI rating represent total additive risk, they 
must add up to 100 percent but the relative weighting between the two factors can change. For 
each guarantee, a relative weighting must be selected. A table containing suggested weightings 
is included in Appendix 6. In the example below, the country yating was given a 60% weighting 
and the IFI rating was given a 40% weighting. 

Weighting Example: 

Assigned Ranking Weighting Weighted Ranking 

Country 28 60% 17 

IFI 11 40% 4 

Total Weighted 100% 21 
Ranking 

Risk Mitigation Factor. A risk mitigation factor may or may not be included in the risk 
assessment model. This will depend on how the guarantee is structured. The model has been 
designed with a switch (indicated by a 0 or a 1) which allows for the risk mitigation factor to 
either be included or not be included in the risk assessment model. In the input section of the 
model, a 0 indicates there is no risk mitigation factor, while , 1 indicates that a risk mitigation 
factor is present in the model. 

Risk mitigation reduces overall risk. Unlike the IFI or country ratings, which are 
assessments of additive risk, risk mitigation is an assessment of risk reduction. Risk reduction 
will result through the use of escrow accounts, additional collateral or dollar denominated 
transactions. As mentioned previously, the ratings for risk mitigation range from 1 to 5. A 
rating of 1 is the strongest risk mitigation, i.e. reduces risk the most, while the rating of 5 is the 
lowest risk mitigation, i.e. reduces risk the least. The assigning of the rating will depend on the 
structure of the guarantee. 

Risk mitigation could be calculated on an absolute scale or a percentage reduction 
method. Using an absolute scale, such as from 0 to 25, would have a disproportionate affect 
across the categories, i.e. a rating of 25 subtracted from 25 has a greater affect than a 25 
subtracted from 100. Instead, the team has chosen a percentage reduction method in order to 
maintain consistency across the letter rating categories. Under the percentage reduction method, 
each rating from 1 to 5 is given a corresponding percentage risk reduction. This is shown in, 
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the table below and in Appendix 6. The percentage risk reductions range from 60% for a rating 
of 1 to a 10% reduction for a rating of 5. The total risk, which is the combination of country 
and IFI risk, is then reduced by the percentage corresponding to the rating chosen. As an 
example, if the risk mitigation rating is 5, the risk mitigation factor is 10%. If the total risk for 
IFI and country is 100, then a 10% reduction for risk mitigation reduces the overall risk rating 
to 90 (100 less the 10% reduction). As demonstrated below, a rating of 3 corresponds to a risk 
reduction of 35%. This reduces the overall rating of the example above from 21 to 14. 

The percentage reductions start at 10% and go to 60%. The team selected 10% as the 
minimum amount because smaller percentage reductions would have no material affect on 
changing the subsidy calculations. The maximum amount selected is 60% because, clearly, not 
all risk can be eliminated in any case. However, in high risk countries, significant amounts of 
risk can be eliminated through financial structuring. The other amounts are mathematical 
estimates between the maximum and minimum amounts. 

Risk Mitigation Example: 

Risk Mitigation Rating: 3 
Assigned Percentage Reduction for a Rating of 3: 35% 
Adjustment to Total Weighted Ranking of 21: 21 - 35% = 14 

Risk Mitigation Rating Percentage Reduction Assigned Reduction 

1 60% 

2 48% 

3 35% 35% 

4 22% 

5 10% 

Conversion. The next step in the process is to convert the weighted aid adjusted ranking 
back to a letter grade. This is shown in Appendix 6. The overall rating is converted back to 
a letter grade using a 0 to 100 scale. The 0 to 100 point scale used is once again a skewed 
scale, which is an average of the skewed IFI and country risk scales. This is done to maintain 
consistency in the model and to maintain cinsistency between the IFI scale and the country 
scale. The overall rating is then assigned a letter grade fron, the original ICRAS letter ratings. 
As explained below, this letter rating is assigned either a direct risk premium or a proportional 
risk premium for this letter grade. The risk premium for the resulting rating and the fees are 
then used as inputs in the OMB computer model to determine the subsidy for the guarantee. The 
lower the ranking on the 0 to 100 overall scale, the better the letter rating, the lower the risk 
premium, and the lower the subsidy amount. The process works in reverse for a higher overall 
rating. 
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Assigning Risk Premia. The model has been constructed to assign the corresponding risk 
premium in two ways. This has been done to give the HG Program greater specificity in 
calculating its subsidy amounts. The HG Program can either use the risk premia directly 
assigned to individual letter ratings (i.e., A is equivalent to 40 basis points and E is equal to 
758), or use a proportional risk premium. Under the direct method, each number in the overall 
scale corresponds to a letter grade and a specific risk premium. Under the proportional method, 
the risk premium will be the proportionate share of the risk premium at one point on the overall 
rating. 

An example can help illustrate the difference between the direct and proportional 
methods. Under the direct method, a 13 overall rating is between 11 and 18. It is closest to 
a ranking of 11 on the skewed scale and is equal to a letter grade of C. A C has a risk premium 
of 135. Under the proportional method, a 13 is between the ratings of 11 and 18, which 
represent the letter grades of C and C-. A rating of 13, therefore, falls between two letter 
grades. The two letter grades of C and C- have risk premiums of 135 an, 195, respectively. 
Under the proportional rating method, the risk premium assigned to 13 is not either 135 or 195, 
but 151, which is the proportional amount between the two assigned risk premia. Proportional 
risk premia simply allow for a greater amount of specificity in calculating subsidy amounts. In 
the lower letter grades, a movement of one grade represents a very large moemrient in risk 
premia and, corresponding, subsidy amounts. It is also consistent with the basic philosophy of 
the risk premia method, which is based on rating agency letter grades and market pricing of 
securities. The team recommends the use of the proportional method. 

D. PROCESS 

The proposed model requires the following information: 

1. the letter country rating for that country; 

2. the CAMEL PLUS ratings; 

3. the risk mitigation rating, if any; and 

4. the relative weighting between country risk and IFI risk. 

The model will take the country letter rating and convert this into a rating on the 100 
point scale. It will also take the CAMEL PLUS rating and convert this into a rating on the 100 
point scale. The model will then weight these two factors and subtract out any risk mitigation 
factor base on the risk weighting. The overall rating is then converted back into a letter grade 
equivalent with a corresponding risk premium. This risk premium is then entered into the OMB 
Subsidy Model to calculate the credit subsidy amount for the loan guarantee. 
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VII. APPLICATIONS OF THE MODEL
 

PRE/H requested that the team prepare two illustrative applications of the proposed 
model, using two financial institutions for which it is planning to provide housing guarantees. 
PRE/H provided the necessary background information, including the CAMEL PLUS analyses, 
interest rates, fees and maturities of the proposed guarantecs. 

A. CASE 1: Regional Development Bank 

The key assumptions provided by PRE/H for the Case 1 application of the proposed 
model were a country rating of E- and a 75/25 countr,/IFI risk weighting. The country rating 
was an average of the estimated ICRAS ratings for the regional shareholding countries. The 
country rating was given a higher weighting for two reasons. Firstly, as stated earlier, in a 
weaker country the country risk is probably a higher proportion of total risk and country risk 
should therefore be given a higher weighting. Secondl, the participating governments play a 
large role both as shareholders and as guarantors of loans made by this bank. The .-latively 
strong financial condition and management performance of this bank indicated by PRE/H 
warranted a 25 percent IFI weighting. Since this guarantee is not expected to contain any risk 
mitigating factors such as collateral or offshore escrow accounts, a risk mitigation rating was 
not used. The individual CAMEL PLUS ratings and the resulting composite rating are listed 
below. 

CAMEL 
" Capital Adequacy ........................................... 1 
" Asset Quality ............................................. 2 
* Management .............................................. 	 2
 
* 	 Earnings ................................................ 2
 
S Liquidity ................................................... 3
 

PLUS 
* Ownership/Regulatory ........................................ 	 2
 
• Previous Experience w/IFI ..................................... 	 1
 

CAMEL Component [(1 + 2 + 2 + 2 + 3)/5] * 70% ...................... 	 1.4
 

PLUS Component [(2 * 15%) + (1 * 15%)] ............................. 	 05
 

Composite CAMEL PLUS Rating (rounded) .............................. 	 2.0
 

Since the guarantee for this bank is expected to be authorized (and the associated subsidy 
obligated) during FY93, the results produced by the proposed non-sovereign guarantee model 
were entered into the 1993 OMB Subsidy Model. Appendix 8 contains the complete calculations 
of the proposed model as well as the output of the OMB Subsidy Model into which its results 
were entered. The assumptions and results of the risk calculation for Case I are listed below: 
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Assumptions Results 

Country Rating (ICRAS): E- Overall Borrower Rating: E 
CAMEL PLUS Rating: 2 Risk Premium (Proportional): 7.5% 
Risk Mitigation Rating: N/A OMB Subsidy Calculation: 64.5%* 
Weighting: Country-- 75%
 

IFI -- 25%
 
Initial Fee: 1.0%
 
Utilization Fee: 0.5%
 

Note: Use of the FY94 OMB Subsidy Model would have resulted in a subsidy calculation of 55.34%. 

B. CASE 2: Commercial Bank 

The key assumptions provided by PRE/H for the Case 2 application of the proposed
model were a country rating of C- and a 50/50 country/IFl risk weighting. The country rating
used was the ICRAS rating for the country in which this tank is located. The country and IFI 
ratings were given equal weighting because of the relative creditworthiness of the country and 
financial institution. As stated earlier, the country risk is less important for higher rated 
countries because the country risk as a portion of total risk is smaller for such countries. This 
guarantee has yet to be fully designed but PRE/H expects the transaction to include collateral 
or some other risk mitigating factor such as U.S. dollars held in an offshore account. For this 
reason, the team cl-ose to demonstrate the influence of a risk mitigator on the results produced 
by the proposed model and, ultimately, the OMB Subsidy Model. A conservative estimate of 
4 (which converted to 22% on the risk mitigation conversion scale) was used in the calculation, 
thereby reducing the weighted country/IFI rating. The individual CAMEL PLUS ratings and 
the resulting composite rating are listed below. 

CAMEL 
* Capital Adequacy ........................................... 1
 
" Asset Quality ............................................. 2.5
 
" Management .............................................. 1
 
S Earnings .................................................. 
 2 
S Liquidity ................................................... 2
 

PLUS 
" Ownership/! , egulatory ........................................ 2 
* Previous Experience w/IFI ..................................... n/a
 

CAMEL Component [(1 + 2.5 + 1 + 2 + 2)/5] * 70% .................... .1.4
 
PLUS Component [2 * 20%] ..................................... 0.4
 

Composite CAMEL PLUS Rating (rounded) .............................. 2.0
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Since the proposed guarantee for this bank is expected to be authorized (and the 
associated subsidy obligated) during FY94, the results produced by the proposed non-sovereign 
guarantee model were entered into the 1994 OMB Subsidy Model. Appendix 9 contains the 
complete calculations of the proposed model as well as the output of the OMB Subsidy Model 
into which its results were entered. The assumptions and results of the risk calculation for Case 
2 are listed below: 

Assumptions Results 

Country Rating (ICRAS): C- Overall Borrower Rating: C 
CAMEL PLUS Rating: 2 Risk Premium (Proportional)" 1.34% 
Risk Mitigation Rating: 4 OMB Subsidy Calculation: 9.97% 
Weighting: Country-- 50% 

IFI -- 50% 
Initial Fee: 1.0% 
Utilization Fee: 0.5% 
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Non-Sovereign Risk Assessment Model 
for AID's Housing Guaranty Program 

Scope of Work 

A. Background 

Most of the Housing Guarantees issued by PRE/H in recent years have been supported by Host 
Country guarantees. With the advent of the Credit Reform Act of 1990, credit subsidies must 
now be calculated on loans authorized from 1992 on. For loans supported by Host Country
guarantees, PRE/H uses a Sovereign Risk computer model which has been established by AID 
and OMB. However, since there are a few Non-Sovereign Risk programs "in process" and 
more can be expected in the future, it is now necessary to develop for PRE/H a risk assessment 
model for Non-Sovereign risk. This model will be utilized to calculate the credit subsidies 
required by the Credit Reform Act and will provide a method for PRE/H to analyze the risks 
involved in non-sovereign risk transactions. 

Non-Sovereign risk PRE/H Housing Guarantee Loans ("HG's") are defined as those where the
Borrower's obligations to repay the HG loan are not backed by the full faith and credit of a 
sovereign government or the equivalent. Exampi~b of possible Borrowers include privately­
owned banks or non-bank financial institutions, government-owned corporations (where the 
government bears no responsibility to repay the corporation's debts), builders/developers and 
other private sector profit or non-profit firms. 

B. Objective 

Develop a Non-Sovereign Risk Model similar to one utilized by AID's Private Sector Investment 
Program ("PSIP"), but reflecting the differences between PRE/H and PSIP products and terms 
and conditions. Contractor shall recognize also the value of the risk management precedent
established by other similarly situated agencies and strive to recommend a model that has been 
tested and found acceptable. The following principal risk categories are to be considered: 

1. Country Risk 
2. Financial Risk 
3. Transaction Risk 

C. Work Plan 

The contractor shall schedule an opening interview with PRE/H to elaborate on the scope. The 
following day, the contractor shall submit a Work Plan outline to Assistant Director, PRE/H/PS, 
covering tasks outlined below. 



D. 	 Tasks 

1. 	 Examine and describe private or non-sovereign risk assessment methodology used by 
PSIP and other foreign affairs agencies making credit available in similar circumstances 
to PRE/H. This will require obtaining information from other lenders in the community: 

* EXIMBANK (to the extent possible) 
e OPIC (to the extent possible) 
* 	 Development Banks 
• 	 Investment Banks and Commercial Banks 

2. 	 Prepare a comprehensive non-sovereign risk assessment methodology and model that 
complies with the requirements of the Credit Reform Act of 1990 and the OMB 
regulations promulgated thereunder. 

3. 	 Utilizing the model, run several "what if" scenarios reflecting different risk assumptions, 
which should be incorporated as examples in Consultant's report of 
findings/recommendations. 

4. 	 Recommend an administrative framework by which PRE/H would apply the 
methodology. 
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STRUCTURE OF RECENT NON-SOVEREIGN HOUSING GUARANTEES 

A. RECENT EXAMPLES 

Since 1987, PRE/H has initiated five housing guarantees (each covering several loans) 
which are different from the standard guarantees in two important ways: the U.S. bank loans 
guaranteed by USAID were made directly to IFIs for on-lending for housing purposes and 
USAID received no host country guarantee. These loans, referred to as non-sovereign loans, 
were each structured somewhat differently, depending on the particular circumstances 
surrounding the transaction. In some cases, non-sovereign loans were made because USAID was 
prohibited from dealing directly with the host country government (e.g., Chile). 

CUhile: Two USAID-guaranteed non-sovereign loans were made by Citibank New York, 
directly to Chilean cooperatives. The first loan was made in 1988 and the second in 1991. At 
the time of the first loan, USAID was prohibited from doing business with the government of 
Chile, so it agreed to the following structure. 

A swap mechanism was established with Chile's central bank so the cooperative would 
have U.S. dollars available to repay Citibank New York. The swap mechanism, however, 
carried a cost which caused the cooperative to ask Citibank's branch in Santiago to prepay (and 
thereby assume) the loan from Citibank New York. The Ican was prepaid by Citibank Santiago 
in 1992 and the note it assumed was guaranteed by USAID. The foreign exchange risk was 
removed because the borrower was now repaying a local IFI in local currency. 

In the event of a default by the cooperatives, USAID would pay Citibank Santiago in 
U.S. dollars and Citibank is under instructions to foreclose. These loans are not guaranteed by 
the government of Chile but Citibank Chile is holding dollar-denominated collateral at a ratio 
of 1.25 to 1. The collateral consists of construction in progress, land and cash held in Chile. 
The quality of the collateral is maintained by Citibank Santiago. 

Panama: In 1987, PRE/H authorized US$25 million in guarantees for housing loans to 
interested IFI's in Panama. It was structured so that interested IFI's could access a portion 
(e.g., five or six million dollars) of the US$25 million guarantee authorized. Due to the 
problems which existed in Panama for several years following the authorization, this loan has 
yet to be contracted. It is now expected that the first borrowing will take place in August 1993. 

For this guaranteed loan, USAID has appointed a Panamanian bank as administrator of 
the program. The bank accepts the mortgage deeds and brings them to the public registry where 
the mortgage is registered as collateral for the USAID housing guaranteed loan. If the IFI, as 
borrower, failed to pay, the administrator would go to the public registry to obtain the collateral, 
which is maintained at a ratio of 1.25 to 1. 

The structure chosen for this program leaves USAID with three levels of protection. The 
first level consists of an escrow arrangement whereby the borrowing IFI would have to deposit 
the first semi-annual interest payment with the administrator six months in advance of 
disbursement. The second level of protection for USAID is the collateral referred to above. 



Each borrowing IFI will also be asked to guarantee USAID with the assets of its bank. The 
third level of protection for USAID, therefore, would be the assets of the borrowing IFI, which,
if all else fails, could be liquidated to recover any claims paid by USAID on behalf of the IFI. 
Foreign exchange risk was not involved since Panama uses U.S. dollars as its legal tender. 

To date, three banks have expressed interest in becoming borrowers in the housing
guarantee program for Panama. Interested IFIs in Panama wishing to borrow through the $25 
million guarantee will negotiate with PRE/H and an interested U.S. lender. 

CABEI: The Central American Bank of Economic Integration (CABEI) is a multi-lateral 
development bank focusing on the countries of Central America. toCABEI's purpose is 
promote the economic integration and balanced economic integration of its regional member 
countries. It is headquartered in Tegucigalpa, Honduras. CABEI's shareholders consis t of 
governments from the group of countries it (Guatemala, El Salvador, Honduras,serves 
Nicaragua and Costa Rica) as well as non-regional countries (Venezuela, Mexico, Spain and 
China). 

Beginning in 1970 a series of thirteen housing loan., totaling US$140 million, were made 
to CABEI for the financing of housing. The most recent loan was made in 1988. CABEI on­
lends much of the funds, through private banks, to municipalities for housing programs. A new 
program under design would finance municipal infrastructure such as waste water treatment 
facilities. 

Overall, CABEI has an excellent payment record with PRE/H. These loans have never 
defaulted but some have been refinanced. Unlike the housing guarantee program in Panama 
referred to above, the loans to CABEI are secured only by the general assets of CABEI itself. 
In this case, the creditworthiness of CABEI is USAID's sole level of protection against the risk 
associated with the guarantee. 

BIAPE: The Banco Interamericano de Ahorro y Prestamo (BIAPE) is a Venezuela-based 
regional savings bank created in 1970 to finance housing. It was incorporated in Venezuela with 
capital contributions from public and private financial institutions in Argentina, Bolivia, Brazil,
Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador, Grenada, Guatemala,
Honduras, Mexico, Nicaragua, Panama, Paraguay, Peru, Spain, the United States and 
Venezuela. Approximately 15 percent of the shares are owned by private financialsector 
institutions or associations. Although it is not a development bank, it resembles a for-profit
multilateral development bank in that it was created by these countries to channel funds to their 
respective housing sectors. 

A US$6 million loan was made to BIAPE in 1979. The loan was divided into two parts:
US$3 million for Costa Rica and US$3 million for Bolivia. BIAPE is responsible for repayment
of the loan to the U.S. lender. PRE/H advised BIAPE to endorse the notes over to USAID in 
order to secure USAID's loan guarantee, which was also secured by the general assets of 
BIAPE. The loan to Bolivia was later refinanced and was assumed by the government of 
Bolivia. Both notes held by BIAPE were eventually repaid but BIAPE has not yet repaid the 



U.S. lender since the loan has a 30-year term. BIAPE gradually went out of the mortgage 
business. 

India: These seven loans, the first of which was made in 1983 and the most recent of 
which was made in 1991, total US$150 million. They involved the Housing Development
Finance Corporation (HDFC) in India. It is a private sector financial institution as well as the 
largest mortgage lender in the country. The loans had a term of ten years with a bullet 
repayment at maturity. The loan guarantee terms in this case were different than the standard 
terms. When the loans were initiated, a decision was made concerning a method to cover the
foreign exchange risk. As a prerequisite for the deal, a swap agreement between the State Bank 
of India and HDFC was arranged whereby HDFC was the borrower but the U.S. dollars were 
paid to the State Bank of India's New York branch. This transaction ensured that the dollars 
remained in the United States. 

The HDFC isconsidered the equivalent of a sovereign entity but it does not carry the full 
faith and credit guarantee of the government. EXIM refers to this type of borrower as a public
non-sovereign entity. The loans are secured by the general assets of HDFC and the guarantee
of the State Bank of India. The USAID loan guarantee is still considered to be non-sovereign
in this case because there is no host country guarantee. 
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U.S. Government Agencies 

1. The Private Sector Investment Program 

The Private Sector Investment Program (PSIP) was created by USAID in 1983 to 
promote sustainable economic development by encouraging private sector intermediary financial 
institutions (IFIs) in developing countries to lend to viable small and medium-sized businesses 
in their communities. It is administered by the Bureau for Private Enterprise's Office of 
Investment (PRE/I). 

In 1988, Congress added loan guarantee authority to PSIP's existing direct lending
authority and stated that guarantees would thereafter become PSIP's primary instrument. Unlike 
guarantee programs which work through developing country government ministries or agencies,
PSIP provides a loan portfolio guarantee (LPG) directly to private sector IFIs. A unique feature 
of PSIP is that the guarantee covers a maximum of 50 percent of the net losses on the principal 
amount of eligible loans placed under coverage by the IFI. This risk-sharing arrangement 
encourages each participating IFI to make loans to creditworthy borrowers and to monitor them 
closely, since the IFI will have to absorb 50 percent of any loan losses related to the program. 

With the introduction of Credit Reform, PRE/1 was asked to develop a risk model which 
was related to the sovereign model developed by OMB. The sovereign model centers on how 
the bond market views risk. PRE/I observed that the sovereign model places a heavy emphasis 
on the country rating and, while allowing for an upward adjustment in risk, does not allow for 
a situation where the risk rating for a proposed transaction with a privately owned and managed
IFI would be better than the rating assigned to the country in which the transaction takes place.
PRE/I believed that the bond market risk premium used in the sovereign model is based on 
government, not private sector, risk and would therefore produce an inaccurate assessment of 
the risks associated with its private sector guarantee program. 

In light of the somewhat unique private sector focus of its PSIP program, PRE/I sought 
to create a model which would accurately address the risks associated with non-movereign 
guarantees and direct loans. It undertook a private sector approach in designing its model 
because of the faci that many individual subsidy calculations will differ from country
calculations. It allows for the consideration of factors that could mitigate some of the country 
and credit risks factors. 

Credit Risk Subsidy Calculation 

In developing its credit subsidy calculation methodology, PRE/I reviewed various sources 
before determining the "precise method of subsidy calculation for PSIP. It subsequently
developed a multi-phase process whereby a calculated risk premium is associated with an 
expected rLe of loss to determine the figure to be used in the OMB Subsidy Model. The PSIP 
loss estimates used in this process are based on PRE/I's historical loss record and the judgement
of its Investment Officers. The risk premium analysis for PSIP guarantee facilities is based on 



a weighted average model (from which the estimated subsidy will be obtained) involving the 

following risk weightings for the risk factors comprising the model: 

Country risk 30%; Credit Risk (IFI risk) 35%; Transaction Risk 35%. 

PRE/I established a fairly even split, giving slightly less weight to country risk. EaLh 
risk factor is assigned a rating ranging from 1 to 5, with 5 representing the highest risk. The 
individual risk factors - and their corresponding allocation percentages - within each of the three 
main risk categories are as follows: 

* Country Risk Factors . ................................. 30%
 

A. Political Stability - 10% 
B. Economic Stability - 10% 
C. Foreign Exchange - 10% 

* Credit Risk (IFI Risk) Factors ............................. 35%
 

A. Financial Management 

Capital Adequacy - 5% 
Asset Quality - 5% 
Management - 5% 
Earnings - 5% 
Liquidity - 5% 

B. Ownership/Regulation 10% 

" Transaction Risk Factors ... ........................... 35%
 

A. Target Market/Location 
B. Structure of the Transaction 
C. Amount of the Facility 

TOTAL ....................................... 100%
 

The 30/35/35 structure already factors in the 50 percent split in guarantee coverage 
between USAID and the IFI, thereby partly mitigating the transaction risk. If PSIP's guarantee 
coverage increased to 100 percent, it would need to increase the transaction risk weighting by 
about 10 percent. PRE/I would also be likely to reduce the IFI (credit) risk weighting because 
PRE/I would at that point need to deal with more creditworthy banks. 

The overall project risk determined by the risk premium analysis must then be used to 
determine the proper subsidy amount which must be reported to OMB. Rather than using the 
discounted risk premium method (used by ExIm Bank) of determining the input figure for the 



OMB Subsidy Model, PRE/I uses an expected rate of loss scale based on the weighted average
of the past experience of PSIP guarantee facilities. The figure (e.g., 3.5) produced by its risk 
premium analysis is used to determine a loss expectation (e.g., 15.0 percent), using the expected 
rate of loss scale developed by PRE/I. 

At this point the weighted average risk factor (3.5) and the loss expec cation (15.0 percent) 
are entered into the LOTUS spreadsheet designed by PREI, which adh. res to the guidelines
established by OMB for use in the OMB Subsidy Moiel. This model uses the spreadsheet data 
to calculate the risk subsidy for the transaction. The discount rate used is the Treasury rate 
supplied by OMB every quarter. Appendix 10 includes a recent credit risk analysis and subsidy 
calculation performed by PRE/I for PSIP. 

Credit approval process 

PRE/I Investment Officers identify oppo'tunities during field visits and continual 
interaction with USAID Missions. Following the receipt of a completed LPG application from 
an interested IFI, a proposal is presented to the Credit Committee which includes PRE/I
Investment Officers, a representative from USAID's Office of Financial Management (FM) and 
General Counsel for PRE (GC/PRE). A CAMEL analysis (described in Section III) is prepared 
on the applicant IFI and other supporting data is collected. Each risk ranking included in the 
risk premium analysis presented to the committee is reviewed (except the CAMEL analysis,
which is independently performed) and either confirmed or adjusted. The results of this meeting 
are then released to a wider audience within USAID and Mission concurrence is sought before 
presenting the proposal to PRE's Investment Review Committee. 

The Investment Review Committee reviews proposals presented to it by PRE/I Investment 
Officers. Other offices within USAID, including the relevant country desk officer, are 
represented on the committee. Members of the committee review the risk analysis and subsidy 
calculation containing the weighted average risk factors determined by the relevant Investment 
Officer and previously reviewed by the Credit Committee. Paperwork is sent for official 
signature clearance by those attending the meeting; it is then signed by PRE's Assistant 
Administrator. 

2. Export-Import Bank of the United States 

The ExIm Bank makes loans and loan guarantees to developing countries. It makes both 
sovereign and non-sovereign guaranteed loans zrid guarantees for both short- and long-term
investments. The longest facilities are for a maximum of twelve years. Most of the financial 
commitments are for the exporting of U.S. goods and services and it makes commitments to 
local financial institutions in developing countries which on-lend the funds for projects. The 
terms for most its facilities are determined by international agreements among export credit 
agencies. 

The basic premise behind the ExIm credit subsidy or risk ranking system is the five basic 
C's of banking analysis: Capital, Capacity, Character, Collateral, and Condition. Sample ExIm 
Bank risk rating sheets are contained in Appendix 11. For its foreign exposure, ExIm has 



simply changed Condition to Country Risk and uses the analysis of the ICRAS system for 
country risk. Within each of the other categories there are numerous financial elements which 
are analyzed. The main decision facing ExIm when developing its system was how to allocate 
the risk among the five categories. Also, since ExIm makes financial commitments for a broad 
range of products, it developed risk assessment ratings for the main areas, each of which 
depends on the credit evaluations for the individual products. 

ExIm created a 200 point scoring system. Since it makes both sovereign and non­
sovereign loans, it decided it also wanted a system that would be equivalent or comparable
between sovereign and non-sovereign guaranteed facilities. After much discussion, country risk 
was allocated 50 percent of the risk in all cases. Capacity, Capital, and Character are allocated 
the remaining 50 percent while Collateral is an offset against the other factors. 

The process is fairly straightforward. The ICRAS rating for the country is given a score 
between 1 and 100. Each letter grade of the eleven grade system has a score. The other three 
elements can each contribute up to 30 points, depending on the risks within each category. The 
Collateral category can be an offset for up to approximately 50 points, depending on the strength
of the collateral. The total ranking is the sum of the country and financial rankings, less the 
collateral amount. Each amount between 1and 200 corresponds to an ICRAS letter grade. The 
risk premium for that grade is then used in calculating the subsidy amount. The system is set 
up to follow the credit procedures of ExIm. The risk evaluation process is completed by the 
loan officer and reviewed by the various credit committees involved in the credit review process. 

ExIm provides a good model for the HG process for several reasons. Both ExIm and 
the HG Program provide loan guarantees to intermediary financial institutions. They both
provide sovereign and private sector guarantees, offer long-term facilities and have not used 
much pricing flexibility. The one weakness of the ExIm model is that the weightings of the 
various factors are fixed and cannot be changed to reflect differences among countries. 

3. Overseas Private Investment Corporation 

OPIC provides project financing for projects in developing countries. It provides both 
loans and loan guarantees and the main credit for its projects are the assets and cash flows of 
specific projects. None of its loans have sovereign guarantees. 

OPIC adopted a historical approach to its risk management process. Since it has 
historical loan performance data, and since future loans will be structured essentially the same 
as past loans, OPIC was able to rely on its past operating history as a guide in constructing its 
methodology. OPIC reviewed the performance of about 200 of its past loans in terms of the 
frequency of non-accrual, the severity of the losses and the amount of repayment. From this 
data, OPIC was able to construct a range and probability of expected defaults. 

The project risk analysis was taken directly from the factors OPIC evaluates in its credit 
review process. It was only slightly modified for Credit Reform. Essentially, OPIC already had 
a risk management process. It simply had to be modified to calculate the credit subsidy
amounts. In its risk evaluation, OPIC looks at nine factors. These are shown in the matrix 



contained in Appendix 12. One of the factors is country risk. Each factor is given a ranking 
from one to five and the weighting of the factors is flexible. Country risk could be as low as 
1 percent or as high as 25 percent of the risk. For each loan, the ratings are given, the 
weightings are made, and a loan risk factor is calculated. The risk factor is then compared to 
the historical default performance, and this default estimate is applied to future cash flows to 
calculate the credit subsidy. 

The risk management process is closely tied to the OPIC credit review process. The 
credit process is coordinated b;, the investment officer/loan officer. The main parts of the 
process are the application, the site visit, the loan report, and the reviews by the management 
committees and the Board of OPIC. During this process the risk management evaluation isalso 
completed and reviewed. Pricing of fees and interest rates may change, depending on the risk 
profile of the facility. 

Unless PRE/H decides to do direct project financel, either directly or through IFI's, OPIC 
has a completely different financial product than. the HG Program. OPIC has an operating 
history with non-sovereign loans while PRE/H does not. OPIC has been able to use the 
historical data as the basis for its risk management process. For PRE/H, the important factor 
regarding OPIC's methodology is the ability to alter risk factor weights depending on circumstances. 

Private Sector Institutions 

1. Citibank 

Citibank provides a myriad of financial products in over 125 countries. It provides short­
and long-term products and many types of derivatives. It has operated internationally for over 
40 years and uses this experience as the basis for making much of its cross-border lending 
decisions. 

Citibank separates its foreign lending into two main areas: cross-border exposure and 
credit exposure. The cross-border exposure is set by a committee of senior executives. The 
committee makes all decisions concerning the amount of lending in any country, the terms for 
the loans, and the general parameters on pricing. The main factors reviewed are Citibank's 
current portfolio exposure, its history with the country and some financial statistics provided by 
others outside the bank. They meet regularly and set the limits for all countries in which 
Citibank operates. They also review special cases, usually large-scale projects. 

All credit decisions are mn'de by the loan officers or product officers working in a 
particular country. These officers can operate freely within the general guidelines established 
by the cross-border lending committee. 

This is a heavily qualitative approach to cross-border lending. Citibank relies to a great 
extent on the experience of its executive committee. The main objective is to manage exposure. 
Citibank does not distinguish between private and public sector loans, instead focusing on 



whether or not a particular loan is a cross-border risk. It believes, however, that it is possible 

for private sector loans to be stronger than sovereign guaranteed loans. 

2. Chemical Bank 

Chemical Bank's lending is much like Citibank's. It operates in over 100 countries, has 
many different financial products, and many different types of risk. It separates credit analysis
from cross-border analysis and sets broad guidelines for activity in particular countries. 
However, the Chemical process is also more mechanical. It ranks each country on a scale of 
1 to 10 and maintains a distinct country assessment unit. Chemical ranks each loan and one of 
the factors it considers in its rankings is country risk. 

Chemical Bank believes that, based on its experience, a fixed weighting system makes 
no sense. Different countries have different risks and any system must be flexible enough to be 
able to evaluate these risks. Also, while one factor may be viewed as small or slight in one 
country, it may cause the entire loan to default in other country. 

As important as any qualitative evaluation is the market perception of the country's 
creditworthiness at any one time. In addition to reviewing the relevant quantitative factors such 
as financial and economic data, Chemical spends a great deal of its time evaluating the market's 
perception of the country and talking to people within the country. One factor it feels is 
particularly important is "environmental risk," which they define as a combination of, among 
other things, regulations, tariffs, labor conditions, and the ability to obtain licenses. 

A critical factor in risk management is proper monitoring of loans and risk fluctuations. 
Chemical believes this is very difficult to do in a large organization where people change
positions somewhat regularly and contact with particular clients changes over time. Poor loan 
monitoring procedures usually results in loan losses which could otherwise have been avoided 
if the bank had procedures in place to regularly monitor its loans. According to the Chemical 
representative, "poorly monitored loans can easily get lost in the system - until a default occurs!" 

3. Merrill Lynch 

Since Merrill Lynch is an investment bank, most of its product exposure to foreign
countries is short-term in nature. Therefore, its assessment of country risk is closely tied to its 
trading mentality and short-term credit allocation, rather than to long-term loans or guarantees. 
Also, more than either the commercial banks or multilateral institutions, Merrill Lynch ties its 
risk exposure evaluation to its return on capital. While banks adjust their return by changing 
the terms of loans, Merrill and, it is assumed, other investment banks, do this by assessing risk 
and then demanding a return commensurate with the risk. Merrill is currently setting up a 
company-wide credit committee to institutionalize the process. 



In evaluating a country, Merrill looks at two main factors liquidity and solvency. These 
are factors which reflect the short-term nature of Merrill's exposure. In each of these two areas, 
Merrill looks at three categories: commercial, financial and political risk. It is trying to assess 
is the ability of the country, or the private sector within the country, to make payments on 
shorter term claims. Of all the institutions the team evaluated, Merrill Lynch has potentially the 
most sophisticated risk management system but also the least applicable to PRE/H because of 
the very long-term nature of the HG Program's financial commitments. 

4. Moody's Investors Service 

Moody's coordinates all international financial institution analysis with its sovereign risk 
unit. Moody's looks at U.S. banks which lend dollars outside the United States. The transfer 
risk faced by these banks nearly always exceeds the credit risk. Moody's has found that foreign 
loan customers of many of the U.S. banks it reviews are creditworthy in local currency but often 
experience difficulties relating to the conversion of local currency to the foreign exchange 
necessary for loan repayment. 

Moody's takes the "weak link approach" to credit analysis. In other words, rather than 
designing a model and assigning point values to a number of categories, Moody's looks at key 
areas and asks "what could go wrong?" With a large portion of international lending, transfer 
risk is often the weak link. 

If there is the probability of a foreign exchange shortage, it is likely that not all claimants 
will be serviced by the central bank when it comes time to convert local currency. Moody's 
tries to get a sense of the likely ranking of financial instruments in order to determine how 
foreign exchange would be allocated in the event of a crisis. It believes that government debt 
or trade-related debt will most likely be honored before private sector bank credits. 

Moody's often sees situations where local banks and companies have a strong capacity 
to pay in local currency. The weak link is often the particular government's inability to provide
foreign exchange. A foreign exchange shortage could be the result of mismanagement of the 
economy, an unexpected period of low foreign exchange earnings or political decisions. 
Moody's cautioned that any agreements arranged with central banks to provide foreign exchange 
to repay bank loans guaranteed by USAID are not likely to be honored if the country faces a 
currency crisis. Moody's also cautioned not to get hung up on formulas. In addition to a 
thorough review of the quantitative factors, qualitative factors must be considered carefully. 
Those analyzing and monitoring the loans must be sensitive to the differences between countries. 

Moody's acknowledged that the risk faced by USAID in guaranteeing the 30-year non­
sovereign housing loans is higher than any U.S. commercial bank would be willing to accept. 
Moody's indicated that USAID may wish to consider requiring the local financial institution to 
pledge offshore assets to secure the loan. Collateral (preferably T Bills or an equally safe 
security) could be entirely dedicated to the guaranteed loan. 



Moody's gave the team a copy of its annual default study which tracks defaults according 
to bond rating categories over the previous twenty years. This may be helpful in USAID's 
attempt to predict loan defaults. 

Credit review process. The Moody's bank analyst performs a standard creditworthiness 
assessment, including a review of financial statements, regulatory environment, size of bank 
relative to the banking market in its country, and several other categories. The credit analyst
writes a report and a rating for the bank will be determined. If the bank is a parastatal, it is 
important to determine what role it plays in the government. Moody's has found that the 
creditworthiness rating of banks in general is often closely tied to the country rating, due mainly 
to the many government-related factors which affect the financial sector. 

Development Finance Institutions 

1. International Finance Corporation 

The International Finance Corporation (IFC), a subsidiary of the World Bank Group,
makes loans to, or equity investments in, private companies in developing countries. It is 
forbidden to make loans or take equity positions which are guaranteed by a host government. 
Its standard loans are the same as OPIC's loans and the security for each loan is the assets and 
revenues of the project. These are project finance loans. 

The IFC risk management methodology is an integral part of its credit review process. 
A separate risk analysis is not performed. Loans or equity investments are coordinated by
investment officers who prepare most of the documentation, including a complete analysis of the 
investment which is reviewed by management and the IFC's Board of Directors. Country 
exposure is considered in this process and pricing is adjusted for any additional risk associated 
with a particular country. 

Risk management is done the "old fashioned way". The IFC monitors each loan every 
six months to determine the likelihood of repayment. This is done by the loan officer in charge 
of the loan. Investments are placed in one of three categories: 1. OK and making payments; 
2. should be watched; and 3. in default. The good, the bad, and the ugly. Reserving for the 
loans is done during these evaluations. 

2. Inter-American Investment Corporation 

The Inter-American Investment Corporation (IIC), a subsidiary of the Inter-American 
Development Bank, makes the same types of loans and equity investments as the IFC, but only 
in Latin America. The security for its loans is exactly the same as that for the IFC. 

The IIC has adopted a more quantitative approach to risk management which is more 
directly tied to its credit approval process. For each loan, the investment officer is required to 
calculate the risk rating based on a checklist. There are 20 categories in the checklist, including 
two for general country analysis and numerous subcategories. Each category is given a ranking
from 1 to 10 and the weighting of each category is fixed. The total country weighting is about 



20 percent. The investment officer is responsible for coordinating the information on the 
investment and completing the risk assessment. 
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The purpose of these guidelines = to sast Invesent Officers and PRE personnel with regard to 
analyzi the fmlneal condition of banks or other ina inrsitutli on in countries. 
These guidelines are particularly aimed at makin the best ue out of on.ite visits to the fmcial 
instibition in order to enable the Investment Offlcer to make a preliminary oememethe 
institution's rnancial condition 

Part I gives a series of m4u mted questions to ask management during an ca-site visit. Part II 
explains some key r.yios for a basc flnancial anablyis which cen be done quickly and on-site. While 
the use of these guidelines may go beyond the LPG program, they ahould be used in conution 
with the revised Pc-, IV of the LPG application (fHnanal informaion). Part IV c lls for 
comprehensive informauan.in order to do a complete off-ate finmmul analys While these 
guidelines are directed toward a more o nm te ammen. the overll approach is mlar. 
Also, the on-site visit ahould determine what information, if any, in Part IV cannot be pro-ided. 

PAI I 

&MGESTE QUESTIONS FOR MANAGE"= 

AGENERA INORMATION 

1) Under whet type or . of fmu-l inst m we you hinsd? 

The major categories of finar-ia institutions would traditiona y include commercial bank&, 
development banks, finance companies, and merchant or investment banks. Whie the d of 
these types of institutios may vary fom country to counmty and region to region, the various 
regulations and prudential reurmnswill cierty differ for ach type of institution. 
finanlial ratios should be within the context d the type of otherwise the c 
my, a commercial bank to a bank, ma be of "apples to rangem' 

Alao, 
of 

Quite often this will be the central bank, but in mny countries a separate apet7 exists. Also, the 
sup isory authority may not be the authority that licenses noew financal istbt n In *cme 
auntries where supervison is shared by several entities (Central Bank inuty of Finance, 
Superintendent of Banks etc.), supervisin may be Ies effeti due to juriadt al disputes or 
differing poliies. For example a central bank's mprision may be sever-ly hampered if it has no 
my in ,icensin, and licenses are based on political e 

http:informauan.in


:Xi Wb-i .r. r.A keria mod systems .. advmen thet we nt; 

This is especially important if there are no supevamry criteria for post due/non-performig loans. 
Also, conservative bank managem may aet performance standards that are stiffer than 
supervisory norms. If the response is a vague sounding 'watch list" of probem loon as determined 
by lending officers or branch managers, a further question may be needed as to how management 
determines a problem loan and what sulsequent action is takrun. Ihe intent is to ensure that the 
system detects problem loans at an early stage, and appropriAe action in taken. This is best 
determined by an objective standard of loan performance which trigers a problem status when 
payment terms are not met 

3Is a provision for Ican mananf If so, are the poi=generml fOw potentia Im'.
 
loe) or qmipc (for pzren detiie Ia)?
 

The absence of provisionz in all but the newest of fman,.al institutions in an ind"m tion of 
unwililgnes to recognize the risks inherent in lendin& If properly understood, provisions can be a 
useful indicator of aset quality. 

It is essential to distinguizh the motves behind the creation o& or addition to, provisions. If a 
general provision exists solely as a cushion against potential future looes (not yet identified), a la 
cushion is better than a small one. However, if a large transfer to general provisions is made due 
to management's recognition of present weaknes in the portfolio, it is tantamount to a specific 
provision for presently identified looses. 

Specific provisions are made against eli or part of existing loans, depending upon judgment as to 
what portion, if any, is ultimately collectible. The total of speific provi in Wmply of/ion the sum 
provisions against individual loarn A sharp rice in specific provisions indicates recognition of an 
increased level for problem loans Such an increase often lags behind a rise in the Iel of past 
due/non-performing loans In turn, a reduction in the total of specific provisions probably indicates 
management's overall judgment that the portfolio has improved. When a lon improves in status, 
specific provisions against it may be reduced. If such loans exceed others to which provisions have 
been made, the net effect is a reduction on in the total of specific pr 

Perhaps the most conservative approach to provisions i a of specific and general In 
such a system, specific provisions exist as offsets to problem loans and a ganeral provison is alo 
established, usually asn set percentage up to 2% of total loan Thus, general provioUM will 
automaial increase as loans grow, while specific rovisions will fluctuate according to Overall 
Amt quality. 

4) Who approvw of/roid befie annual astifn we 

While bank management should have the initial and primary role in determining an adequate level 
of provision, outside approval is virtually esentiaL The ezrrnal auditor normally performs this 
function, and an unqualified opinion of the acnto indicates the audito is satisfied as to the level 
of provisions. If a "cloud" of some sort exis or the a t and management disagree, the auditor 
may qualify the accounts and explain his concern in the introductio to the fimncl xtatements. 

*3­
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D. PROFIAB 

1) What rfitors poti or zM- ban Mady dhffcted your bmfba's prda i 
yrs? 

Earning, are probably the esiest flnandl faco to measure overall While there are severl 
different ratios ahowng levels of protA, a highl jIwftable bank will almost certainly look good on 
all of them. However, deterinatio of wiy a ban k p ming wl or not is mwh umre 

Bank management will certnly have a view a to why th.i instittion in doing well or not doing 
well Their answer will fall into two main areas wonomic facto and market freces. BankA, of 
course, will prper fom a atrong econy. Los loo will be low and loan demand for viable 
projects will be high in an economy. Mirket forces are conposd of two components, 
the level of competition and the degree of regultion, especially on interest rtes. 

When a significant number of new financal institutions enter a market in a abort period of ime (a 
decade or less), the competitive impact will be felt kenly by all (except pocmbly large well­
established first tier banks) and profit ratios will WL In turn, a emmiry where profit ratios are 
high for all bank probably lacks sfcient emptzbon within io system. 

,etc.) ensures 
healthy bank profits. Bnkern seem often able to inluence the authoritzes an to rinium spreads 
needed in a rate controlled rystem, even if they have no input on nominal levla. Also, many 
systems allow banks, often through directives or the bling of the central bank, to set minimum 
charge' or fees for various services. Such cartels omitiihte heavily to high proft kmelq in many 
developling countries. 

A high degree of regulatiu on rates and bank chargLms (fees, . Y usually 

In summary, a banker's response as to what bas caused the bank's ret pro& perfformance (either 
good or bad) is likely to include com.ents on the ecoomy, the level of banking competition, 
interest rate regulation (or deregulation), and the structure of fee and other charges. 

E. IOQ IT 

1) What am the liquft ruqufimoedbrtArner atamyalhr an r 

The analysis of liqidity is likly to be of lev ffinneal 6ofanethan omt quality, capital and 
profits in LPG type programs (lOan guarantee) and mwt dire lnding However, a 
basic understanding of an institution's liquiity in = and it should be based an the 
requirements imposed in the local currenmy. In additim to rerve r remes, most finarmcial 
institutions in developing ountries are vuukint to some form of liquidity or liquid ateet 
Like reser-e requirements, theae may ha a monetary poliy purpose, but they are also supposed to 
emnre financial institutions have a mifcient level of liquid assets to meet ev unexpected 
obligations. In most cases, the requirement will call for liquid assets, so defined, to be at lt 
equal to certain percentages of deposit hablities U percentagsvary by types, with longer term 
dposits having lower requrements. While such requirements are often Wnmplistic, the degree of 
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PARIT U 

KYRATIOS FOR AMIC FIAN/CIAL AAYI 

The folowing ratios can be calculated from basic financial informatin.. They are provided along 
with very broad baed norms which would apply to c banks b n nrl too 
types of financial institutions. These norms, howeer, would, in mos cass, be les signiica tban 
the trend and where the institution ranks within its peer. 

A. ASSET QUALrFY RATIOS 

1. Past due (non-verfoniW loans 

Calcultio Pst Due L (a defined)Grossow (net loa plu proviion) 

Aspects To Note: 

The definition of post due or non-performing loans s emential. The most cmmonly used at 
present is 90 days or more in arrear with regard to Merest and/or principal pis thos onmo­

ccrual (cash basis) plus thoae where the payment terms have been renegtiated However, pad 
due standards can be as strict as one day after maturity or as generous as 180 day. in arresm 
Obviously, the stricter the definition, the highe the percentage. Aloo, overdriat, which by their 
nature lack repayment terms, may not be fatored into past due totaL Pact due totals that are not 
determined by objective citeria (payment due dates, etc.) usually have little value. 

Trends and Level: 

A pat due ratio that is inreasing is obviously advera& Such a trend is especially worrisome if it is 
not due to worsening economic condiion or other factors beyond management's control. For a 
commercial bank (which should be dealing with boter quality borrower. and Im relance on 
security) a past due rstio of five percent or more inusualy considered high. For a hIgb- risk lon 
portfolio, such as is held by a flnse company, a higher ratio would be ezpected, and more 
emphasis should be placed on net loan los m-as ezplane below. 
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Trends and IAveI& 

A shamp rise in specific provisis shows aam t'reoninofFbEMk tht0dW t 
the tume. In theory, gross loan lawm ip prow equals viable (collwtible) l 0 on 
onsite e"mnsain of the loan portfolo can determine if man specific provisions we needed A 
reduction m spfic promvons will ofte but not ahan mwn amet quahty is mnprovimg If the 
bank only uses specific pr Ions, the year-to-year inease c be viewed as net ken lous, and a 
percentage larger than one percent is msally casdrdhigh. Oveaal howaver, specific previs.--a 
are a less reli-abl indicator of aset quality than past due loans and movements witbin enual 
Provisonse 

4. Net Loan Lamm 

Calculation: Loam QCard Off les Recoveries (on previos dm-offs)
 
Average Gross Loasn
 

Aspects to Note: 

It is important to understand if a general provision (also called resmve for loan lmes) isued with 
uzncolectible loants being charged to the provisio and recoveries on previous charge-a&l being 
credited to it. If so, the above ratio is valid and will give the best indication of wmt quality on an 
historical basis Net loan I will not, haowever, predlt futmre smet quality. Apia if specific 
provisons are used alone, the mesurement of net loan lme i the net inease to the provision as 
desc-ibed above, but this isa less reliable indcator. Unless a more preciue method is available, 
average grow loan can be c&lculatW by the aversge of present and pni year-end balm s of gross 
loans. 

Trends and Levels: 

Clearly an ncrease in net loan lom to average total loans indicates the bank has evperNmeed 
deterioratig asset quality. While thlu ratio does not predict fture meet quality problems, a 
combination of a high post due percentage phu high level. and an adverse trnd of notanm losm, 
is wrrisom. In commercial banks a high In of pat due is often folowed by sutmtl l an 
losses. A very broad benchmark for not loan a i mo percent. A ratio.mes to average g o km 
much above that pymably indicates asset quality has ben a pmbe 

In non-bank financiul institutions, especially finance cotmpanies, high level. of past due oftent do jut 
result in high net lon loae. This is beci the finacin is to highe rikk cusmes and is 
heavily based on security which can be liquidated. Such institutios downplq the high kmakl of 
arrears and point to their ability to ulimately collect otitandiop through sale of secuity. If sebII 
a pattern does exist over a period of ya crmerns over post due levels cn be partivlly mitgated. 
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percent for commercial b u aind eigh pertba for oiher types of flnmia. ul, though the 
ratio@ will vary widely between countrie, and different types of institutons. 

It is also important to understand that the bask capital ratio is somewhat simplistic mc it does 
not take into account the vmng degree. of risk ezwtng both on and off the bulance sheet. The 
new titernational capital anduard does rely an risk weighted nzeammement, but this calculabio is 
quite complex. The basic capital ratio, while not idea will gv a dmr trend and overall indication 
whether or not capital is adequate. 

2. Total C&*4 to Total Ae 

Calculation Core ital Rho SumleMentarv Capital(as denerd
 
Total Assets
 

Aspects to Note: 

If the basic capital ratio, as explained above, is aisfactory, there is no need to calmuilte a total 
capital ratio which includes elements known as Capital Supplementary capital 
includes revaluation reserves (a mentioned above), general proviions (provided they are tru 
unencumbered), most preferred share and subordinated debt or capital notes. All of these elments 
add protection to depositors' funds but are of lower quality than the pure equ~ity included in care 
capital-

Trends and Levels: 

As with the basic capital rado, an ireasing trend is favorable. A broad benchmark for total capital 
to total assets would be eight percent for commercial banks. Non-bank fnancial ititutiona are not 
likely to have si.iflcnt amounts of supplementary capital 

The key element regmiding iupplementary capital is that it only provides a partial reammume to a 
medioae or weak core capia position. A bank with a margina baow cap*i ratio should not be 
viewed as adequately capitalized due to large amom of u capital 

3. Dividend Pin, 0 

Calculation 	 2ishgn (a deined
 
Net Ieome
 

Aspects to Note: 

Dividends must only represent amounts paid out of net income (aftr tax) to sharehoiders 
Normally this is only cash dividends eithe declared or alrealy pAd. Dividends in the form of stock 
normally would be excluded fn this ratio. Fnancial statements often include a reconllation of 
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and amnso Peer nstitutions, general profit benchmsarks do ezist. A one percent return on average
assets issatisfactory, and mawy, if not mot, maor cants n indutrial couzmiu are well below this 
level A two percent level or higbr is very good in any banking systm, while three percent or 
more is likely to be excessive due to e ordinary factors or negligible competition. 

D. LIG 2r 

While basic liquidity ratio can be calculated from a balan sheet, they are usualy gimp and 
sometimes m ,seading.Thus, the best approach to a quick analym of liquidity is to em the 
insttutionx's liquidity requirement imposed by the supervisoy authority and calculate how easily it
is being met. An previously stated, such liquidity requirenents usual]L define quid assets, and 
such liquid assets must equal a certain percentage of epowta, which vare by type of deposit. 

The two liquidity ratio. used in the LPG analyis were only intended to reveal a tvend ad did not
judge whether liquidity was sufcient. The first was cash and other ahort term funds as a 
percentage of depoaits and borrowing (purchased Rinds). '*n upward trend in this ratio indicates 
improving liquidity. The second ratio used was gro loans as a percentage of deposits and 
borrowings. Since Lomn are normally iliquid am uuaelly, m upward trend in this ratio, s 
adverse with regard to liquidity. Again however, neither rati takes into acount am= to liquidity 
on short notice through available credit linee or dint-jumt facilities at the central bank. Also much 
ratios do not measure the volatility of deposita, ut a lage number of small depoeitor (especially
saving. accounts) provides a base of core depi.dor& Lquidity studies have shown that a lare cre 
deposit base significantly reduces vulnerability to sudden liquiditycrs. 



1) 	What factors eithe pouitive or negative, hwe hm*ra affecte y=~ institution's profits in recent 

years? 

LI2L-UM 

1) What are the liquidity requirementa imnpos,-d by the central bank or supervisory authority? 

2) What accs does your institution have to markets or discount window privileges when liquidity 
becomes tight? 

STATITICAL COMPARL90NS 

1) 	Does your institution have any recent survey or statistical data comparing all financial 
institutions of your type or class, especially with regard to sime capital and profits? 



PART IV 

FINANCIAL INFORMATION TO BE SUBMrMrED BY THE FINANCIAL INSTMTTION 

Note: 

As stated in Pan I,A.I.D. promptly reviews the application for acceptance (or rejection). The review 
process includes a financial analysis based on both quantitatve and qualitative aspects. The data called 
for below are essential for the quantitative analysis. However, because banking standards and methods 
vary substantially throughout the world, management Isurged to describe or clarify responses, where 
useful, to enhance understanding of the data provided. 

I. Financial Statemens 

Provide annual audited statements, with footnotes, for the preceding three (or available) years. 
(Where audited statements clearly provide information called for below, this can be indicated in 
place of the question or schedu!e.) 

II. Asset Ouality 

A. Provide approximate percentages of the loan portfolio (total advances) by type as follows: 

Amortizing (scheduled payments of principal and Interest) % 

Demand (scheduled payments of interest only) % 

Authorized Overdrafts % 

Other (describe) 

Total 	 10D% % 

B. 	Explain criteria, used by supervisory authority to determine past due and/or non-performing 
loans (advances). 

C. 	 Ifno criteria under (B) exists, explain internal management criteria for determination of past 
due and/or non-performing loans (advances). 

D. 	 Ifcredit facilities are provided by means of authorized overdraft explain supervisors and/or 

management's criteria for determination of non.performing status. 

E. 	 Schedule of past due/non-performing loans (as of financial year-end, past 3 years) 

198 198. 19 

Balance outstanding of past duel 
non-performing loans 

Total outstanding loans (grosa of provisions) 

Past due/non-performing percentage % % 

(If overdrafts are excluded from this schedule, so indicate) 
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L clearly 	presented inOff-Balance-Sheet lems (As of latest financial year-end.) Complete if not 

audited financial statements.
 

A. 	Direct credit substitutes (guarantees, standy letters of credit,
 
acceptances not on balance sheet, etc.)
 

B. 	 Transaction-related contingent items (performance bonds,
 
bid bonds, warranties, etc.)
 

C. 	 Self-liquidating trade related (documentary credits,
 
commercial letters of credit)
 

D. Formal credit commitments
 

E Other signiflicant off-balance-sheet item (describe)
 

IV. 	 Capital Adeuacy 

A. Describe capital re .jirements, either statutory or regulations imposed by the supervisory 
authority, for your class of financial iniftution (bank, finance company, etc.) 

B. 	 Capital elements (as of latest financial year-end). Complete if not clearly presented in 

audited financial statements) 

Core Capital: 
Paid-in shares (common stock) 

Share premiums (surplus) 

Statutory reserves 

Retained 	profits
 

Total-Core Capital
 

Supplementary Capital:
 
Undisclosed reserves
 
(approved by supertsory authority)
 

Asset revaluation reserves
 

Unencumbered general provisions
 

Other (describe)
 

Total-Supplementary Capital
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1. INTRODUCTION TO THE CAMEL RATING SYSTEM 

A PRIME TASK OF BANK SUPERVISORS IS TO JUDGE OR EVALUATE THEFINANCIAL CONDITION OF THE BANKS FOR WtICH THEY ARE
RESPONSIBLE. 

In evaluating or "rating" a bank. it is important that a standard system
be used so all bank supervisors can look at it in the same way. 

With a clear rating system, everyone from the Governor to the neweststaff member in bank supervision can quickly understand the financial
condition of a bank by learning its rating. 
However, such a system needs to take into account all the financial 
aspects that are important to a bank's soundness. 
In the United States, the three bank supervision agencies, the Federal 
Reserve, the Comptroller of the Currency, and the Federal Deposit
Insurance Corporation, all previously used their own rating systems. 
In 1978, these three agencies all agreed to standardize their rating 
system. This agreed upon system has been in place since then. 
This rating system takes into account all the major components of banksoundness. Thus, learning the system in detail serves as a method of
teaching financial analysis of banks. 

Because this system is clear and most of its concepts are easilyunderstood, even by those not highly trained in bank supervision, manysupervisory authorities in developing countries are now using this 
system for rating their banks. 
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THE AMERICAN BANK RATING SYSTEM IS CALLED "CAMEL" AS THE FIRSTLETTER OF EACH COMPONENT THAT IS ANALYZED SPELLS OUT THATWORD. CAMEL IS MADE UP CF THE FOLLOWING: 

C "C" is for capital adequacy. The system measures how muchcapital a bank has to protect its depositors and if this amount is 
sufficient. 

A 	 "A" is for asset quality. The system determines the collectibilityof assets and off-balance sheet items, as well as the financial 
impact of problem advances. 

M 	 "M" is for management. The system evaluates a bank'smanagement based on performance, policies established,
controls, depth, and adherence to law and regulation. 

E 	 "E" is for earnings, or profitability. The system measures bankprofitability to see if it is sufficient to support future growth. 

L 	 "L" is for liquidity. The system determines if a bank is liquidenough to meet regular and most unexpected obligations. 

SOME OF THE CAMEL AREAS CAN BE EVALUATED OFF-SITE FROMRETURNS SENT 	TO THE CENTRAL BANK, BUT OTHERS REQUIRE AN ON-SITE EXAMINATION TO MAKE A FULL DETERMINATION. RATING A BANKWITH 	THIS SYSTEM CAN BE AN ON-GOING PROCESS, BUT THE BEST TIME
IS AT THE END OF AN EXAMINATION. 
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BANK SUPERVISORS LOOK AT CAPITAL AS THE MAIN SOURCE OFPROTECTION FOR DEPOSITORS. A WELL CAPITALIZED BANK CAN ABSORBLARGE LOSSES WITHOUT THE DEPOSITORS LOSING THEIR MONEY. TOEVALUATE A BANK'S CAPITAL ADEQUACY, BANK SUPERVISORS 
PRIMARILY RELY ON RATIOS. 

Before a ratio can be calculated, capital must be defined, meaning what 
types of accounts can be used as capital. 
** Paid-up oapital by shareholders, share premiums on capital,

retained profits, arid general or legal reserves are widely
recognized as capital and are sometimes called core capital. 

* * Other types of capital that may be included are sometimes known 
as supplementary capital. These include revaluation reserves onfixed assets, unencumbered general provisions for future loanlosses, and various types of debt instruments which can
subordinated to the interests of the depositors. 

be 

Once capital is defined, a choice is to madebe as to what it is 
compared to. Traditionally, it has been deposits or more recently totalassets. A consensus has formed, however, that capital should bemeasured against the risks a bank assumes, both on and off its balance 
sheet. 
As a result, a simpie gearing or leveraging ratio of capital to total 
deposits or total assets has been replaced by a risk-based method which 
we will discuss in detail later on. 
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A MAJOR PART OF BANK SUPERVISION IS DETERMINING ASSET QUALITY,WHICH INCLUDES WHICH ASSETS ARE UNCOLLECTIBLE OR WHOSE TRUEVALUE IS LESS THAN THAT SHOWN ON THE BANK'S BOOKS. 

To rate asset quality, it is usually necessary for an on-site examination 
to be done. 

Examiners who are well trained in evaluation of advances and other
credit facilities will assign a classification to the problem loans based on
analysis of collectibility. 

The classification system of substandard, doubtful, and loss enables the
supervisor to quantitatively determine a bank's overall asset qualityrating in the CAMEL system, and to judge the adequacy of the 
provisions for loan losses. 

It is essential to remember that while submitted returns can give some
indicators of asset quality, a true and thorough evaluation of it comesfrom on-site examinations done by examiners trained in credit analysis. 
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THE THIRD COMPONENT OF THE CAMEL RATING SYSTEM IS 
MANAGEMENT. HOWEVER, BANK SUPERVISORS USUALLY EVALUATE 
MANAGEMENT LAST, AS IT BRINGS TOGETHER ALL OTHER AREAS OF 
IMPORTANCE. 

Of course, management must be rated subjectively and thus a ratio 
cannot be used, unlike with the other components of the CAMEL 
system. 

* 	 Evaluation of management begins by looking at the performance of the 

bank. 

* * 	 Well managed banks should have adequate capital, good asset 
quality, adequate profits, and sufficient liquidity; 

As a result, bank supervisors using the CAMEL system will not 
rate management until after the other four areas have been rated. 

* 	 It is equally important to judge management through policies, systems, 

and controls that have been put in place. 

** Policies set a specific framework for key banking areas, such as 
lending, foreign exchange, and liquidity to guide managers in day 
to day activities; 

** 	 Systems and .ontrols help ensure policies are carried out 
efficiently and are adhered to. 

Management should also be evaluated on the bank's adherence to laws 
and regulations, including timely and accurate submission of reports to 
the Central Bank. 

* 	 Finally, supervisors evaluate management depth which looks at the 
development of future top managers for the bank. 
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THE FINAL PART OF THE CAMEL RATING SYSTEM IS LIQUIX WHICH 
!6DICATES THE ABILITY OF A BANK TO QUICKLY MEET ITS OBLIGATIONS. 

It is 	important to remember that for a bank to properly manage its 

liquidity, it must be able to meet its obligations without a loss. 

* * Banks must have available liquid assets which can quickly be 

turned into cash, or they must be able to raise funds on very 
short notice to meet an obligation; 

* * Managing liquidity involves both sides of the balance sheet, 

meaning having available back-up sources to raise liquidity 
quickly. 

Since liquidity involves many factors, no single ratio measures all a 
supervisor needs to know about liquidity. Several ratios can be 
indicators as will be discussed. 

As part of an on-site examination, the examiners review how liquidity 

is managed which includes: 

* * Are specific policies in place to set liquidity targets and limits to 

meet statutory requirements and to manage liquidity as set by 
directors and senior management? 

* * Are reporting systems and data bases sufficient to give quick and 

accurate information on a bank's position? 

** 	 How much reliance has the bank placed on deposits or other 
funding which might be withdrawn on very short notice? 

The on-site review is combined with an analysis of various liquidity 
ratios to determine the trend of !iquidity and how it compares to other 
banks. 

USING THEIR JUDGEMENT IN BOTH THE ON-SITE EXAMINATION OF HOW 
A BANK MANAGES ITS LIQUIDITY AND FROM LIQUIDITY RATIOS, LIQUIDITY 
IS THEN RATED AS SOUND, SATISFACTORY, FAIR, MARGINAL, OR 
UNSATISFACTORY. 
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ONCE A BANK SUPERVISOR HAS EVALUATED THE FIVE COMPONENTS OFTHE CAMEL RATING SYSTEM, IT ISPOSSIBLE TO DETERMINE THE OVERALLRATING FOR THE BANK. THIS IS KNOWN AS THE COMPOSITE RATING. 

Each component is assigned a number from one which is "strong" to 

five which is "unsatisfactory." 

The five components are added and then divided by five to get a 
composite CAMEL rating. 
The composite rating gives the bank supervisor the clearest indication 
of whether the bank overall is sound, satisfactory, fait-, marginal, or 
unsatisfactory. 

Most importantly, the composite rating also is an important indicator of 
the extent and degree of follow-up or normal supervisory action that 
may need to be taken with the bank. 
The CAMEL rating system provides a standardized'Me-tfibd for rating 
banks, but it is only as effective as the skills and jI-gd-fi-e-n-t-bf the ­supervisors who are examining, evaluating, and rating banks on a 
regular basis. 

THIS HAS BEEN ONLY A BRIEF INTRODUCTION TO THE CAMEL ,TING
SYSTEM AS A MEANS OF FINANCIAL ANALYSIS FOR A BANK. THEREMAINDER OF THIS SESSION AND iHE SESSIONS TO FOLLOW COVER THECAMEL COMPONENTS IN MORE DETAIL, WITH THE OBJECTIVE BEING TOTEACH A WIDELY RECOGNIZED METHOD OF FINANCIAL ANALYSIS OF 
BANKS. 
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0 

COMPOSITE RATINGS 

.C2LUR2tite1
* 	 basically sound in every respect


findings are cf a minor nature and can be handled routinely
resistant to external economic and financial disturbances
 no cause for supervisory concerns 

COMRsIfto 2
* fundamentally sound

* 
 findings are of a minor nature and can be handled routinelyo stable and can withstand business fluctuations well

supervisory concerns are limited to the extent findings are corrected 

• 	 financial, operational or compliance weaknesses ranging
moderately severe to unsatisfactory 

from 
• 	 vulnerable to the onset of adverse business conditionseasily deteriorate if actions are not effective in correcting weaknesses• 	 supervisory concern and more than normal supervision to addressdeficiencies 

immoderate volume of serious financial weaknessesunsaie and 	 unsound conditions may 	 exist which are not beingsatisfactorily addressedwithout coriections, these conditions could develop further and impairfuture 	viability
• 	 high potential for failure 

close 	supervision and surveillance anddeficiencies	 a definite plan for correcting 

Comoosite5• 
 high immediate or near-term probability of failure 
• 
 severity of weaknesses is so critical that urgent aid from stockholdersor othcr financial sources is necessary
• 
 without immediate corrective actions, willmerger, or acquisition	 likely require liquidation, 
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COMPONENT RATINGS
 

Rating 1 
• strong performance• significantly higher than average performance 

Rating 2 
• satisfactory 
* 

average or above average performance• adequately provides for safe and sound operation 

Rating 3 
* performance flawed to some degree• considered fair 
* neither satisfactory nor average but is characterized by below average 

quality 

Rating 4 
* marginal performance 
* significantly below average 

weaknesses could evolve to threaten viability of bank 

Rating 5 
* unsatisfactory
* critically deficient and needs immediate attention* such performance could threaten the viability of the institution 
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2. ANALYS!I' OF CAPITAL
 

In general terms, the function of bank capital is to support the volume,
type and character of the bank's business, to provide for the possibilities of
losses that may arise, and to enable the bank to continue to fulfill the
reasonable credit riaeds generated within the community that it serves.
Inasmuch as it is generally agreed that depositors are not meant to assume
risks emanating from the operation of the bank, capital should be sufficient to
absorb shrinkage in asset value and other losses that may be incurred. 

The risk asset ratio is an objective measure of the amount of shrinkage
that can be absorbed by a bank's capital structure and is to be used in rating
bank capital. This ratio defines the relationship of gross capital to those assets
which contain some potential for loss (i.e. risk assets) without attempting to
specify the loss inherent in any given risk asset or risk asset category. 

The risk asset ratio is calculated from the bank's most recent
Consolidated Report of Condition (including foreign and domestic subsidiaries,
when applicable) and is defined as follows: 

Risk Asset Ratio = Gross Capital Funds 
Risk Assets 

The term gross capital funds includes total equity capital, the reserve for
possible loan losses and subordinated notes and debentures. Risk assets are
defined as total assets plus reserve for possible loan losses iess cash and due
from banks, U.S. Treasury securities, obligations of U.S. Government 
agencies, trading account securities, and Fed funds sold and securities 
purchased under agreements to resell. 

Since the risk asset ratio does not distinguish the degree of risk
associated with differing asset structures, it is to be used in tandem with the
quality of assets rating to arrive at the final rating of bank capital. The
following tables provide the ratio guidelines and the limiting conditions which 
are to be used in arriving at the overall capital rating. 

- 62 ­



ASSET QUALITY LIMITING CONDITIONS 

_aoital Rating 	 Conditions 

1 Asset quality must 	be rated 1 or 2. 

2 Asset quality must 	be rated at least 3. 

3 Asset quality must 	be rated at least 4. 

4 	 Capital is so rated if weighted clessifications impair 
the capital stock account. 

5 	 Capital is so rated if assets classified loss impair the 
capital stock account. 

For ratings 1 through 4, a bank's risk asset ratio should generally equal 
or exceed the specified guideline ratio associated with a particular capital 
rating in order to be assigned that rating. For rating 5, an upper limit is 
provided below which a risk asset ratio warrants the lowest capital rating. A 
risk asset ratio that is somewhat below a particu!ar ratio guideline does not 
necessarily preclude the more favorable rating, provided asset quality is rated 
strong or satisfactory and, in the judgement of the rater, the more favorable 
rating is supported by and consistent with the bank's overall financial 
condition. If a limiting condition is not met, the capital rating should be 
lowered to a level that is felt to be consistent with the volume and severity of 
classified assets. Limiting conditions 4 and 5 apply regardless of risk asset 
ratio. 

The guidel'nes reflected in tho foregoing tables are not meant to 
establish rigid and inviolable criteria nor to preclude the element of judgement. 
However, capital'is presumed to be rated in accordance with the guidelines 
unless other relevant considerations are brought to bear in support of what is 
believed to be a more appropriate rating. No capital rating should be accorded 
based on the ratio and condition guidelines above without full consideration of 
all pivotal factors that determine the need for capital. In addition to the 
volume and severity of problem credits, other factors warranting consideration 
in rating capital are internal capital generating capacity, accessibility to capital 
markets, and deposit and liability structure. Thus, capital ratings that do not 
fully accord with the foregoing ratio and condition guidelines are acceptable 
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it, in the rater's judgment, other factors and considerations are sufficient tojustify a departure from the guidelines. Any departure, however, should benoted and explained in the discussion of capital in the confidential section of 
the examination report. 

Within the context of the foregoing discussion, bank capital is rated (1
through 5) as follows: 

Ratino 1 -(Strong}W 

Capitalizatien is stog in relation to: 

(a) the volume of risk assets;
(b) the volume of marginal and inferior quality assets;
(c) bank growth experience, plans and prospects; and
(d) the strength of management in relation to (a), (b)and (c). 

Ordinarily, a bank whose asset quality is strong or satisfactory and
whose risk asset ratio equals or exceeds the appropriate percentagereflected in the table should be considered as deserving of a 1 capital
rating. 

Ratinq 2(Satisfactory) 

Capitalization is s in relation to: 

(a) the volume of risk assets;
(b) the volume of marginal and inferior quality assets;
(c) bank growth experience, plans and prospects; and(d) the strength of management in relation to (a), (b), and (c). 

Where management competence is adequate to satisfactorily resolve 
any modest complications arising out of points (a), (b)and (c), a bank'scapital should be rated 2 if its asset quality is no worse than fair and itsrisk asset ratio equals or exceeds the appropriate percentage reflected 
in the foregoing table. 
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Ratn 3._(Eair 

Capitalization is not fully adeouate in relation to: 

(a) the volume of risk assets;
(b) the volume of marginal and inferior quality assets;
(c) bank growth experience, plans and prospects; and
(d) the strength of management in relation to (a), (b) and (c). 

A 3 rating should be ascribed to a bank's capital position when the
relationship of the capital structure to points (a), (b)or (c) is adverse, 
even giving weight to management as a mitigating factor. Such
conditions would generally prevail where asset quality is no worse than
marginal and the risk asset ratio equals or exceeds the appropriate
percentage reflected in the foregoing table. 

Rating 4 (Marginal) 

Capitalization is inadequate. This normally should include banks whose
weighted asset classifications impair the capital stock account or whose
risk asset ratio is within the appropriate range prescribed in the 
foregoing table. 

Rating 5 (Unsatisfactory) 

This rating is ascribed in cases where assets classified loss impair the
capital stock account or where the bank's risk asset ratio falls below the
prescribed ratio in the foregoing table. 
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CRITICAL FINANCIAL FACTORS
 

1) Size of the bank--community, regional or multinational 
• 	 Compare primary capital ratio with minimum level 
0 Determine in which zone the total capital ratio falls
* Compare ratios with peer group averages--consider trends 

2) Volume of risk assets
 
Compare risk asset ratio to peer group averages
• 	 Consider trends 

3) Volume of marginal and inferior quality assets 
* 	 Weighted classification ratio 
* Classification ratio, trend and mix of classifications 

4) Bank's growth experience, plans and prospects

* 
 Compare capital formation rate to asset growth rate* Recent trends
 
* 
 Branch expansion plans or major building and remodeling plans 

5) Quality of capital• 	 Ratio of debt capital to equity should not exceed 50% per 
Board's guidelines 

6) Retained earnings 
* 	 Compare dividend payout ratio to peer group averages
* Past trend and prospective earnings 

7) Access to capital markets 
• 	 Strength of parent 
• 	 Control owners ability to inject 
* 	 Return on equity--trend and peer group averages 

8) Non-ledger assets and sound values not shown on books 
* 	 Real property at nominal values 
• 	 Charge-offs with firm recovery values
 

Tax adjustments
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CAPITAL ADEQUACY RATING 

Rating 
Total C8iItal 
Ralk 

Primary C.pliI
Me m n 

1 7.0% 6.0% Asset quality no less than 2. 
Risk asset ratio no less than 
11%. 

2 6.0% 5.5% Asset quality no less than 
No risk asset limit. 

3. 

3 5.5% 5.0% Asset quality no less than 
No risk asset limit. 

4. 

4 5.0% 5.0% Weighted classifications are 
greater than primary capital. 

5 < 5.0% < 5.0% Loss classifications are greater 
than primary capital. 
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3. ANALYSIS OF ASSET QUALITY 

In rating asset quality, the system is designed to distinguish the degree
of risk inherent in classified assets by ascribing weiphts to each category of 
classification, thereby providing a more reliable measu'e of ',de impact of risk 
on bank capital. 

The follcwing weights are to ,.)e used: 

Classification Weiahts 

Substandard 20% 
Doubtful 50% 
Loss 100% 

Total weighted classifications equal the aggregate of 20 percent of 
assets classified substandard, 50 percent of doubtful and 100 percent of loss. 

The ratio of weighted classifications to gross capital funds (as defined 
above) is the primary criterion to be used in determining the quality of assets. 
Asset quality is rated (1 through 5, as follows: 

Rating 1 (Strong) 

Ordinarily, ass,.t quality is so rated when total weighted classifications 
do not exceed 5 percent of gross capital funds. Aggregate weighted
classifications somewhat in excess of 5 percent of gross capital should 
not preclude a 1 rating when bconomic conditions are conducive and 
mar-agement has demonstrated an ability to effectively collect problem
credits. However, where such is not the case, or if addit'onal problems
exist in concentrations of investments o. credits, a high level of non­
earning asseits, other assets "specially mentioned," or a heavy
investment in fixed assets, L less favorable rating may be used even 
though the total of weighted classifications is less than 5 percent of 
gross capita, funds. 
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Rating 2 (Satisfactory) 

Instructions and latitude to exercise judgment in using a more or less 
favorable rating are the same as noted above, except banks with asset 
quality so rated should not have ai aggregate of weighted classifications 
in excess of 15 percent of gross capital funds. 

Rating 3 (Fair) 

instructions and latitude to exercise judgment in using a more or less 
favorable rating are the same as noted above, except banks with asset 
quality so rated should not have an aggregate of weighted classifications 
in excess of 30 percent of gross capital funds. 

Rating 4 (Marginal) 

Instructions and latitude to exercise judgment in using a more or less 
favorable rating are the same as noted above, except banks with asset 
quality so ratad should not have an aggregate of weighted classifications 
in excess of 50 prcent of gross capital funds. 

Rating 5 (Unsatisfactory) 

Asset quality should be so rated when aggregate weighted 
classifications are in excess of 50 percent of gross capital funds. 
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r.RITICAL FINANCIAL FACTORS 
ASSET QUALITY 

1) Volume of classifications 
Weighted classification ratio 

* 	 Total classification ratio
 
Trend of ratios and dollar amounts
 

2) Special mention loans--level and trend 

3) Level, trend and compositian of non-accruai and renegotiated loans 

4) Effectiveness of loan administration 
* 	 Formalized lending and investment policies 
* Volume and trend and past-due loans
 
0 Adequacy of loan review system
 

5) Volume of concentrations in excess of 25% of capital and surplus 

6) Volume and character of insider transactions 

7) Depreciation in securities portfolio 
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ASSET QUALITY RATING
 

Substandard $ x .2=$ 

Doubtful $ x .5=$ 

Loss x 1.0=$ 

Total Weighted Classifications (TWC) = $ 

w = 
PC* 

% 	 Common stock, perpetual preferred,
capital surplus, unincumbered
provisions, reserves for contingencies
and other capital reserves, mandatory
convertible instruments, and reserve 
for loan losses. 

Raing AssetQualityRatioGuidelines 

1 0 < 5% 

2 5 ! 15% 

3 15 < 30% 

4 30 :5 50% 

5 > 50% 
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4. ANALYSIS OF EARNINGS 

Earnings are to be rated based upon their level (quantity) and theircomposition (quality). Both aspects of earnings must be appraised to derivethe final rating. The quantitative aspect is to be evaluated by analyzing thebank's return on assets relative to its peer group mean or average. The peergroup approach is utilized in appraising the quantitative aspect of earnings
because income and expense items vary greatly depending upon the size andnature of a bank's operations. The preliminary assessment derived from peergroup analysis is then modified, if necessary, to reflect the quality orcomposition of the bank's net income. This step is essential. No rating is tobe assigned to earnings without a careful consideration of the quality of 
earnings. 

The quantitative aspect of earnings is evaluated through an analysis ofthe bank's return on assets (defined as net income divided by the average totalassats) relative to the three-year mean for its particular peer group. Thefollowing total asset level cutoffs define the nationwide peer groups to be used 
for the earnings analysis: 

under $50 million 
$50 million to $100 million 
$100 mrllion to $300 million 
$300 million to $1 billion 
$1 billion to $5 billion 
over $5 billion 

A three-year mean return on assets is derived for each peer group anda three-year average return on assets is calculated for each peer group bank.This permits the determination of cutoffs, or benchmark ratios, based upon thethree-year peer group array against which an individual bank's return for anygiven year can be compared. Cutoffs that divide the three-year peer grouparray into the highest 15 percent, the top 50 percent, the next 35 percent,and the bottom 15 percent will be used to set the ratio benchmarks. Thesebenchmarks will then be used as standards against which an individual bank'sreturn on assets for any given year will be evaluated. The use of three-yeardata to set standards diminishes the immediate effect of an industry-wide
decline in earnings on the standards of performance, thus making the earnings
criteria more stable and less subject to cyclical changes. 
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In practice, the examiner will compare a bank's most recent full year'sreturn on assets with the benchmarks to determine a bank's preliminary
earnings rating. Interim year-to-date earnings, especially for examinationsconducted later in the year, must also be considered in assigning a final rating.As discussed below, the quality or composition of earnings is also a factor to
be weighed in arriving at a final earnings rating. 

Since the return on assets ratio alone does not always present a whollyreliable picture of a bank's earnings performance, the quantitative evaluation
must be modified, if appropriate, to reflect the quality or composition of netincome. Judgment must be brought to bear in determining the adequacy oftransfers to valuation reserves and the extent to which securities transactions,
tax effects, or any other unusul items contribute to net income. Thequantitative evaluation may be modified upward or downward in a mannerconsistent with the definitions below in the event that an analysis of thecomposition of net income supports such an adjustment. Other things equal,net income that reflects, to an overly large degree, inadequate loan lossprovisions, substantial tax credits, outsized securities gains, or significant non­recurring income items, is generally of lower quality than net income of similarmagnitude that derives basically from operations and has not been materiallyinfluenced in any of the foregoing ways. Thus, earnings that are judged to beof inferior quality may be downgraded from the rating suggested in thepreliminary assessment, since an inability to generate sufficient income fromoperations constitutes a serious deficiency and must be properly reflected in

the final earnings rating. 

In light of the foregoing discussion, earnings are to be rated (1 through
5) in accordance with the following guidelines: 

Rating 1 (Strong) 

Earnings so rated are sufficient to make full provisions for the absorption
of losses and the accretion of capital when due consideration is given toasset quality and bank growth. Ordinarily, earnings so rated will reflect 
a return on assets that exceeds the cutoff for the top 15 percent oibanks in the three-year peer group array. However, a return at asomewhat lower level will not preclude a 1 rating, provided the dividerdpayout rate is not so high as to cause an adverse relationship between
the rate of increase in retained earnings and the rate of increase inbanking assets, taking into consideration the adequacy of capital.Likewise, a dividend payout rate that is sufficiently high as to cause anadverse relationship to exist suggests conditions warranting a lower 
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rating despite the favorable return on assets. In general, earnings rated 
1 should refleci rossonable loan loss provisions given the level and 
severity of problem crodit3 and should not depend to a proportionately 
large degree on tax credits, securities gains, or other unusual 
nonrecurring income or expense items. Thus, such banks are 
characterized by high quality earnings and strong operating results. 

Rating 2 (Satisfactory) 

With the same latitude as noted above for exercising judgment in 
ascribing a more or less favorable rating, a bank whose earnings are 
relatively static or even moving downward may receive a satisfactory 
rating provided its return on assets is equal to or above the three-year 
average of its peer group. Earnings so rated should also be sufficient to 
make fll provision for the absorption of losses and the accretion of 
capital. In general, any negative or downward trend is transitory and 
should not reflect the likely emergence of serious future earnings 
problems. Such earnings, also, are of high quality and reflect 
satisfactory operating results. 

Earnings so rated are not sufficient to make full provision for the 
absorption of losses and the accretion of capital in relation to bank 
growth. Generally they will reflect a return on assets that is less than 
the peer group average but higher than the cutoff for the bottom 15 
percent of banks in the three-year peer group array. The earnings
picture of such a bank may be further clouded by static or inconsistent 
earnings-trends, a high dividend payout rate, inadequate capital, or less 
than satisfactory asset quality. Earnings so rated may be of lower 
quality and reflect operating results which presage more serious future 
earnings problems. 

Rating 4 (Marginal) 

While net income should be positive, earnings so rated will generally 
reflect a return on assets that falls below the cutoff for the bottom 15 
percent of the banks in the three-year peer group array. The earnings 
picture of such a bank may be characterized by erratic fluctuations in net 
income, the development of a downward trend, intermittant losses or a 
substantial drop from the previous year. Ingeneral, such earnings reflect 
poor operating results, are wholly inadequate to make full provisi, n for 
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absorption of losses and accretion of capital, and may rely heavily or 

entirely on tax credits, securities gains or other non-recurring items. 

Rating 5 (Unsatisfactory) 

This rating reflects a level of earnings so inadequate as to constitute, in 
the rater's judgement, a possible threat to continued viability. Ordinarily,
earnings so rated will reflect net losses. However, positive net income 
may warrant an unsatisfactory rating if significant losses are only
precluded by the existence of tax credits, securities gains, or other 
unusual items. 
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CRITICAL FINANCIAL FACTORS 
EARNIN 

1) 	 Return on assets--compare to peer group averages and bank's own profit 
trend 

2) 	 Material components of income and expenses--compare to peers and 
bank's own trends 
• 	 Operating expense/operating income 
* 	 Non-interest expense/operating income
 

Spread between cost and use of funds
 

3) 	 Adequacy of provision for loan losses 
* 	 Level and trend of loan losses--compare net loan losses to 

average loans with peer group averages and review bank's own 
trends 

o 	 Adequacy of valuation reserves--compare to gross loans and peer 
group averages 

4) 	 Quality of earnings
• 	 Extent to which extraordinary items, security transactions and tax 

effects contribute to net income 

5) 	 Dividend payout ratio in relation to the adequacy of bank capital 
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EARNINGS RATING
 

Earnings are rated based upon their level (quantity) and their composition
(quality). Other things equal, net income that reflects, to an overly large
degree, inadequate loan loss provisions, substantial tax credits, outsized 
securities gains, or significant non-recurring items, is generally of lower quality
than net income of similar magnitude that derives basically from operations
and has not been materially influenced in any of the foregoing ways. 

RETURN ON ASSETS BENCHMARKS 
(percent) 

-Size of Total Assets 

Raing 
1 

Under 
Milion 

1.15 

$100-300 
Million 
1.05 

$300-1,000 
Million 
0.95 

$1-5 
Billion 
0.85 

Over $5 
illion 
0.75 

2 

3 

4 

5 

0.95 

0.75 

0.75 

Net 
Losses 

0.85 

0.65 

0.65 

Net 
Losses 

0.75 

0.55 

0.55 

Net 
Losses 

0.65 

0.45 

0.45 

Net 
Losses 

0.55 

0.35 

0.35 

Net 
Losses 
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5. ANALYSIS OF LIQUIDITY 

Liquidity must be evaluated on the basis of a bank's capacity to promptlymeet the demand for payment of its obligations and to readily fulfill thereasonable credit needs emanating from the community or communities which
it serves. Since banks of varying sizes operate under vastly differentcircumstances attendant to local, regional, national and international markets,analyses of liquidity will vary greatly from bank to bank depending upon themagnitude, nature and scope of a bank's operations. Thus, no single ratio orformula adequately captures and summarizes the many-faceted dimensions ofliquidity for all sizes and categories of banks. Instead, liquidity must be judged
with regard to a bank's ultimate ability to fund its obligations andcommitments. In practice, then, the examiner must review the bank's currentliquidity position and ask how liquidity would be affected by certain events inthe bank's relevant economy or service area that might reasonably beexpected to occur given the nature of the bank's operations and pastexperience. Thus, scenarios that include reductions in the level of deposits orshocks within the money markets should be considered and analyzed for theirlikely effect on an institution's liquidity position. Similarly, consideration
should be given to the expected impact on funding requirements emanatingfrom the bank's responsibility to provide for the credit needs arising from the
market which it serves. 

An individual bank's liquidity, therefore, is rated (1 through 5) withrespect to (a) the volatility of deposits; (b) the degree of reliance on interest­
sensitive funds; (c) availability of assets readily convertible into cash; (d)accessibility to money markets; (e) overall effectiveness of asset-liability
management strategies and policies; (f) compliance with internal liquiditypolicies; and (g) the nature, volume and anticipated usage of creditcommitments. It is recognized that these factors will have varying degrees ofrelevance for different banks depending on their size and particular financial 
structure, and that any evaluation of liquidity must necessarily address anindividual bank's unique circumstances. Within the context of the foregoingdiscussion, bank liquidity is rated in accordance with the following guidelines: 

Rating 1 (Stron) 

Liquidity so rated provides more than a sufficient volume of liquid assetsand/or ready and easy access to external sources of liquidity, thereby
furnishing the capacity to promptly meet the demand for payment of
obligations and readily fill the reasonable credit needs emanating from 
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the community being served. Ordinarily, this situation will reflect 
liquidity ratios that significantly exceed acceptable norms associated 
with the character and size of the bank's operations. Liquidity ratios 
that are at a somewhat lower level, however, will not preclude a 1 rating 
where the bank has easy access to ready markets, provided that (a) 
borrowed (including rate sensitive) funds are within a moderate level; 
and (b) the relationship between the increase in core deposits and the 
increase in bank loans is not adverse. Moreover, a large volume of rate 
sensitive funds, coupled with an adverse trend in the relationship 
between the growth of core deposits and loans, suggests conditions 
deserving a lower rating in spite of favorable liquidity ratios. 

Rating 2 (Satisfactory) 

A bank developing a trend toward decreasing liquidity and increasing 
reliance on borrowed funds, yet still within acceptable proportions, may 
be accorded a satisfactory rating provided its liquidity ratios are at or 
above acceptable norms associated with the size and character of the 
bank's business. 

Rating 3 (Fair) 

Liquidity so rated is characterized by (a) a volume of liquid assets that 
is not sufficient to fully provide for the demands that may emanate from 
its obligations and adequately meet the reasonable credit needs of the 
community without necessitating an increasing reliance on borrowed 
funds, and (b) a level of borrowed (including rate sensitive) funds that 
is already approaching or exceeds reasonable proportions. Such a 
situation may require a bank to pay additional premiums to obtain short­
term funds in the money markets and, generally, would involve liquidity 
ratios below acceptable norms given the character and size of the bank's 
business. 

Rating 4 (Marginal) 

The liquidity ratios for banks so classified are significantly less than the 
acceptable norms associated with the character of the bank's business. 
Ordinarily, such banks are vulnerable to a loss of confidence in the 
money markets. Moreover, it is likely that banks so rated are foreclosed 
from certain money market maturities and are forced to pay considerable 
premiums for borrowed funds. The volume of readily convertible assets 
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CRITICAL FINANCIAL FACTORS 
LIQUIDITY 

1) 	 Reliance on volatile liabilities--compare with peer group averages and 
bank's own trends; consider criticism when amount exceeds 25% of 
total assets 

2) 	 Availability of assets readily convertible to cash 
* 	 Volume of temporary assets--compare temporary 

investments/total assets to peer group averages and bank's own 
trends 
Volume of securities due in five years or less as percentage of 
total portfolio 

* 	 Amount and percentage of unpledged securities 
* 	 Extent of depreciation in securities portfolio 

3) 	 Reliance on core deposits--compare with peer group averages and bank's 
own trends 

4) 	 Overall effectiveness of asset/liability management 
* 	 Compare loan/deposit ratio with peers, review in relation to 

borrowings 
Compliance with internal liquidity policies 

• 	 Consider maturity structure of deposits against loan maturities 

5) 	 Level and frequency of borrowings
• 	 Review average lending or borrowing position 
* 	 Frequency and amount of deficiencies in maintaining required 

reserves 
• 	 Review reasons for borrowing 
• 	 Rates paid for borrowings--compare with going interest rates 

6) 	 Nature, volume and anticipated usage of bank's loan commitments 
* 	 Total commitments to total deposits--review bank's trends 
* 	 Is there a trend toward increasing the issuance of standby letters 

of credit or other non-use of funds lending vehicles? 

7) 	 Ability to borrow 
• 	 Number and size of correspondents 
* 	 Discount window (collateral) 
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may be so thin as to threaten the viability of the bank, requiring 
concerted effort by bank management to remedy the deficiency. 
Retina 5lUnsatisfactory) 

The liquidity of such banks is so critical as to constitute an imminentthreat to continued viability. Banks so rated require immediate remedialaction or urgent financial assistance to allow them to meet theirobligations and commitments. 
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6. ANALYSIS OF MANAG ENT 

Inasmuch as management is rated on the effectiveness with which it
conducts the bank's business, the responsibilities with which it is charged vary
in complexAy depending on the conditions inherent in any given situation.
These conditions are affected by size and type of business and, for a given
bank, will vary through time. Therefore, management that is competent to
effectively discharge respnonsibilities under given conditions may be less than
competant ?,s these conditions -re altered by size, type of business, or through

time. Management should, then, be rated accordingly. 

Management's performance is evaluated against a wide variety ofobjective and subjective factors. Inaddition to evaluating performance in lightof adequacy of capital and liquidity, asset quality and profitability,management is also rated with respect to (a)technical competence, leadership,
and administrative ability; (b) compliance with banking regulations andstatutes; (c) ability to plan and respond to changing circumstances; (d)adequacy of and compliance with internal policies; (e)depth and succession;(f) tendencies toward self-dealing; and (g)demonstrated willingness to meetthe legitimate banking needs of the community. Management is rated in
accordance with the following guidelines: 

Ratine 1(Strong) 

Management that is capable of discharging the responsibilities emanating
from the situation in which it is found. Its performance with respect tovirtually all factors considered is fully effective, and it exhibits aresponsiveness and ability to cope successfully with existing and
foreseeable problems that may arise in the conduct of the bank's affairs.
 

Rating 2 (Satifactory) 

While performance may be deficient in minor respects, management so
rated is both competent and able to operate the bank within accepted

banking practices and in a generally safe and sound manner. 
 Overall,
such management is adequate to its responsibilities and hasdemonstrated a satisfactory record of performance in the situation in
 
which it is found.
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Rating 3 (Fair) 

Management performance that is lacking in some measure of 
competence desirable to meet the responsibilities of the situation in 
which it is found. Either it is characterized by modest talent when 
above-average abilities are called for, or it is distinctly below average for 
the type and size cf bank in which it operates. Such management may 
be safe at the moment, but criticizable features of the bank's operations 
weigh heavily against the more favorable factors. Its responsiveness or 
ability to correct less than satisfactory conditions may be lacking. 

Rating 4 (Marginaj 

This rating is indicative of a management that is generally inferior in 
ability compared to the responsibilities with which it is charged. In most 
instances, banks with marginal management should be accorded a 
composite .rating which indicates vulnerability, and often may warrant a 
more adverse composite rating because of marginal capital, asset 
quality, earnings or liquidity, or strong evidence of deterioration in these 
areas with which present management may not be able to cope. 

Rating 5 (Unsatisfactory) 

This is the lowest rating and is applicable to those instances where 
incompetence has been demonstrated. In these cases, management 
must be substantively strengthened or replaced before sound conditions 
can be reestablished. 
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CRITICAL FINANCIAL FACTORS 
MANAGEMENT
 

1) 	 Evaluation of capital adequacy, asset quality, earnings, and liquidity 
within safe and sound limits 

2) 	 Technical competence, leadership and administrative ability, integrity of 
senior and middle management 
* 	 Qualifications, experience level and ability of junior officers to 

assume greater responsibilities 
* 	 Quality of supervision provided by management 
* 	 Adequacy of staff training 
0 Depth of and provision for management succession 

3) 	 Compliance with banking laws and regulations 

4) 	 Adequacy of and compliance with internal policies 
• 	 Internal controls, records and accounting systems 
* 	 Personnel policies--adequacy of salary and promotional policies 
* 	 Compliance with loan policies, investment policies, asset/liability 

management guidelines 

5) 	 Tendencies toward self-dealing 
* 	 Granting of loans on unsound basis, preferential terms and 

conditions to large shareholders, directors, officers, or their 
interests
 

* 	 Payment of excessive salaries, fees, dividends 
* 	 Using bank funds for unjustified personal expenses of officers, 

directors 

6) 	 Ability to plan and respond to changing circumstances 
* 	 Effect of recession, inflation, and depressed industries on the 

bank's operations 
Ability or inability to take advantage of suggested changes and 
to correct former errors or weaknesses 

7) 	 Demonstrated willingness to serve the legitimate credit needs of the 
community 
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8) Adequacy of directorate 
0 Board members represent broad cross-section of service 

community 
O Good attendance at meetings 
* Minutes well documanted and reflect active participation by all 

members in selecting managing officers, determining policies, 
reviewing operations, financial results, etc. 
Domination of decision-making by one or two directors which 
negatively affects operations 
Adequacy of committee structure--loan committee, audit and 
exam committee 

9) Existence and adequacy of qualified audit staff and programs 
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Statistical Analysis 



Statistical Analysis 

A. INTRODUCTION 

As mentioned previously, there are three historical periods to the HG Program: the early 
private sector loans from 1965 to 1971; the sovereign guaranteedf loans from 1972 to the present; 
and the new non-sovereign loans from the late 1980's until the present. For the earlier private 
sector loans and the sovereign guaranteed loans there is a historical pattern of lending, 
repayments, defaults and recoveries. While the structure of the new non-sovereign loans is not 
the same as the either the earlier private loans or the sovereign guaranteed loans, there is at least 
some correlation between the historical performance of these loans compared to the new non­
sovereign loans. Therefore, the team has reviewed some basic information about the 
performance of these loans. The information is based on readily available information from the 
HG Program; an in-depth analysis of the information might be useful for the HG Program in the 
future. The team has also reviewed a study conducted by PRE/H to evaluate the housing 
program's historical performance from a credit subsidy perspective. 

B. HISTORICAL PERSPECTIVE 

The Housing Office has information on both the old private sector loans and the 
sovereign guaranteed loans. Because the accounting for these loans is different, the information 
base in not comparable between the two groups. Further, since the data base for all loans was 
only established in 1988, there is no readily available information on flows before 1988 without 
evaluating the portfolio in detail. What is available is some aggregate information on the 
portfolio. 

According to the information provided by PRE/H, the HG Program has made 42 loans 
without host government guarantees since 1964. The bulk of these loans were made between 
1964 and 1975. Some of these loans have been repaid in full, but of the loans currently 
outstanding, about 33, or 79 percent, are currently in arrears. Arrears in this case means not 
making at least one principal or interest payment on time. The contract or par amount of these 
guarantees was about $135 million, of which $16 million, or 13 percent, has had to be paid by 
USAID. While the frequency of default has been high, the severity or magnitude of the 
principal default has been considerably less. However, a full subsidy calculation would also 
have to inciude an interest calculation and this cannot be readily done with the available 
information. 

Based on the information provided, the Housing Program has issued 178 sovereign 
guarantees since the program's inception. At this time, these loans are either: (i) current; (ii) 
in arrears for principal, interest or both; or (iii) have been rescheduled one or more times. 
Because of the numerous rescneduling of lo!.ns which are not mat.cied on a one-to-one basis, it 
is very difficult to track the ultimate cost to USAID of any loans which have defaulted. 

Of the 178 loans under contract, 68 are either currently in arrears or have been 
rescheduled. This is about 35 percent of the guarantees. What we do not have is any readily 
available information to judge the magnitude of the losses which are much more comparable to 



credit subsidy calculations. Of the 123 loans classified as rescheduled which have defaulted at 
least once, another 56, or 45 percent, defaulted again after being rescheduled. Again, the 
information is rot available to determine the magnitude of these losses. 

Since the program's inception, 53 loans have been repaid. The contract or par amount 
of these loans is approximately $236 million. Of this principal amount, the borrower paid $220 
million and USAID paid $16 million or 6.7 percent. However, what the team does not have is 
any calculation of the interest payment made by the borrower and USAID, or an offset for any 
fees paid. 

C. SUBSIDY CALCULATIONS 

In 1991, a study was conducted which included a calculation of representative subsidy 
calculations for the HG Program based on historical cash flows. The study calculated the 
subsidy amounts by country based on the country's past performance with the HG Program. 
The study did not separate private from sovereign guarantees or evaluate the entire portfolio, 
and it used a methodology which approximated subsidy amounts. Nevertheless, the study does 
provide a good iiistorical perspective of the portfolio from a credit subsidy viewpoint. 

The study showed that defaults really fall into two main groups: those that do not default 
and those that have serious defaults. Over half the countries (20 of 39) receiving guarantees had 
negative subsidies and no defaults. Some had negative subsidies because of fees paid. Nine of 
the 39, or 37 percent, had subsidy calculations greater than 40 percent, which shows that when 
a country defaults, it usually defaults substantially. Some countries had subsidy calculations 
above 100 percent because of the method used to calculate the subsidy amount. In general, 
countries have either a good or very poor repayment record. The average unweighted subsidy 
for all the countries is 26 percent but the weighted average is 10 percent, which means that some 
of the larger guarantors have been the better credits. When the estimated subsidies were 
compared to the ExIm subsidies, the historical amounts were lower in the stronger countries, 
but the actual subsidies were higher in the weaker countries. 

Since all the information has not been confirmed or analyzed in detail, it is difficult to 
make any generalizations. However, there are some general conclusions. One, there is a wide 
disparity between the incidence of default and the magnitude of the default. The difference is 
difficult to follow because of the limitations of the information base and the accounting methods 
which have been adopted. Two, as other bankers indicated, the guarantees tend to break down 
between the good and the very bad. This means that any risk assessment should attempt to 
identify those elements which cause a tota! default on the loan. Three, although a large number 
of loans have had problems, many countries have a solid record of repayment and records which 
are better than those indicated by the ICRAS model. 

In summary, since the old information is not comparable to the current program, and the 
information base is weak, the team could not use historical information in developing the non­
sovereign risk model. 
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Non-Sovereign Risk Model and Supporting Schedules 



Non-Sovereign Risk Assessment Model 

AID Housing Guarantee Program 

Borrower: Example 
Country: Example 

Inputs 

Country (ICRAS) Rating: D 

CAMEL PLUS Rating: 2 

Risk Mitigation Rating (IfAny): 
(Yes= I,No=0) 
Rating 

1 
3 

Weighting of: 
Country 
IFI 

60.00% 
40.00% 

Total 100.00% 

Results 

Borrower Rating C 

Risk Premium 
(Basis Points) 135 
(Percent) 1.35% 

Propotional Risk Premium 
(Basis Points) 158 
(Percent) 1.58% 

Sample 



1. Country Rating 

Country 
Rating 

Number 
Ranking 

Assigned 
Ranking 

A 
B 
C 
C-
D 
D-
E 
E-
F 
F-
F=-

0.00 
4.00 

11.00 
17.00 
28.00 
39.00 
55.00 
69.00 
84.00 
92.00 

100.00 

0 
0 
0 
0 

28 
0 
0 
0 
0 
0 
0 

Country Ranking 28 

2. IFI Rating 

CAMEL PLUS 
Rating 

Number 
Ranking 

Assigned 
Ranking 

1 
2 
3 
4 
5 

0 
11 
28 
55 

100 

0 
11 
0 
0 
0 

IFI Ranking 11 

3. Country and IFI Weighting 

Assigned 
Ranking Weighting 

Weighted 
Ranking 

Country Ranking 28 60.00% 17 

IFI Ranking 11 40.00% 4 

Total Weighted Risk Ranking 100.00% 21 

Sample 



4. Risk Mitigation Rating (If any) 

Risk Mitigation Percentage Assigned 
Rating Reduction Reduction 

1 60.00% 0.00% 
2 48.00% 0.00% 
3 35.00% 35.00% 
4 22.00% 0.00% 
5 10.00% 0.00% 

Risk Mitigation Reduction 35.00% 

5. Total Risk Ranking 

Weighted Risk Ranking 21 

Risk Reduction 1 -35.00% 
(1=Yes,0= No) 

Weighted and Adjusted Ranking 14 

Sample 



6. Interest Premla Conversion 

Welgited and 
Adjusted Ranking 

Ranking 
Scale 

Country 
Rating 

ICRAS Risk 
Premla 

Borrower 
Risk Premium 

Proportional 
Risk Premium 

Borrower 
Letter Rating 

0 0 A 40 0 0 1 
0 5 B 75 0 0 1 

14 
0 

11 
18 

C 
C-

135 
196 

135 
0 

158 
0 

C 
1 

0 28 D 317 0 0 1 
0 40 D- 464 0 0 1 
0 55 E 759 0 0 1 
0 68 E- 1138 0 0 1 
0 81 F 1896 0 0 1 
0 90 F- 2655 0 0 1 
0 100 F=- 4172 0 0 1 

135 158 

Sample 



CONVERSION TO SKEWED SCALES 

Country Conversion Average of 
Country Country Converted Country and 
Rating Subsidy 1-100 Rounded IFI 

A 4.60% 0.00 0 0 
B 8.50% 4.33 4 5 
C 14.60% 11.10 11 11 
C- 20.29% 17.42 17 18 
D 30.09% 28.30 28 28 
D- 39.87% 39.16 39 40 
E 54.43% 55.32 55 55 
E- 66.76% 69.01 69 68
F 80.51% 84.28 84 81 
F- 87.64% 9219 92 90 
F-- 94.67% 100.00 100 100 

Camel Adjustment 

CAMEL Moody's ICRAS Converted
 
Rating Equiva Equiva Subsidy Rounded to 0 to 100
 

1 AA A 5.00% 5 0 
2 Baa C 15.00% 15 11 
3 Ba D 30.00% 30 28 
4 B E 54.00% 54 55 
5 C F-- 94.00% 94 100 



Summary Chart - - Suggested Weightings 
CAMEL Raring 

Country Rallng 
Country 
Subsidy 

Borrower Subsidy 
1 2 3 4 

1. Country - B 
2. Country - C 
3. Country - D 
4. Country - E 

30/70 
40/60 
60/40 
60/40 

30/70 
40/60 
60/40 
60/40 

30/70 
40/60 
60140 
60/40 

30/70 
30/70 
50/50 
60/60 

30/70 
30/70 
50/50 
50/50 



Guideline for Previous Experience with BorrowerRatings 

Borrower current on payments for more than five years ....................... 1
 

Borrower current on payments for three to five years ....................... 2
 

Borrower current on payments for one to two years ......................... 3
 

Borrower has missed a payment within the past two years ..................... 4
 

Borrower has not made a payment for more than two years .................... 5
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Worksheet for Non-Sovereign Risk Model 



WORKSHEET 
FOR 

NON-SOVEREIGN RISK ASSESSMENT MOD.L 
FOR 

AID HOUSING GUARANTEE PROGRAM 

I. COUNTRY RISK 

COUNTRY NAME: 
COUNTRY ICRAS LETTER RATING: 

II. IFI RISK 

RANKING 

WEIGHTING 
W/EXPERIENCE 
(WO/EXPERIENCE) 

WEIGHTED 
RANKING 

1. CAMEL RATING: 
2. OWNERSHIP/REGULATION: 
3. EXPERIENCE: 

70% (80%) 
15% (20%) 
15% 

4. CAMEL PLUS RATING 

II1. RISK MITIGATION RATING: 

IV. WEIGHTING 

1. COUNTRY: 
2. IFI: 

100% 

V. INPUTS FOR OMB MODEL 

1. RISK PREMIUM 
Borrower Letter Grade: 
Interest Rate Risk Premuim: 

2. FEES 
Upfront: 
Annual: 

3. BORROWING RATE 
4. TREASURY RATE: 

VI. CREDIT SUBSIDY AMOUNT: 
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Non-Sovereign Risk Model Output for Case 1: Regional Development Bank 



Borrower: 

Country: 


Inputs 

Results 

Non-Sovereign Risk Assessment Model
 

AID Housing Guarantee Program
 

Regional Development Bank 
Multiple 

Country (ICRAS) Rating: E-

CAMEL PLUS Rating: 2 

Risk Mitigation Rating (IfAny): 
(Yes=1,No=O) 
Rating 

0 
0 

Weighting of: 
Country 75.00%
 
IFI 25.00%
 

Total 100.00% 

Borrower Rating E 

Risk Premium 
(Basis Points) 
(Percent) 

759 
7.59% 

Propotional Risk Premium 
(Basis Points) 
(Percent) 

750 
7.50% 

Regional Development Bank 



1. Country Rating 

Country 
Rating 

Number 
Ranking 

Assigned 
Ranking 

A 
B 
C 
C-
D 
D-
E 
E-
F 
F-
F=-

0.00 
4.00 

11.00 
17.00 
28.0 
39.00 
55.00 
69.00 
84.00 
92.00 

100.00 

0 
0 
0 
0 
0 
0 
0 

69 
0 
0 
0 

Country Ranking 69 

2. IFI Rating 

CAMEL PLUS 
Rating 

Number 
Ranking 

Assigned 
Ranking 

1 
2 
3 
4 
5 

0 
11 
28 
55 

100 

0 
11 
0 
0 
0 

IFI Ranking 11 

3. Country and IFI Weighting 

Assigned 

Ranking Weighting 

Weighted 

Ranking 

Country Ranking 69 75.00% 52 

IFI Ranking 11 25.00% 3 

Total Weighted Risk Ranking 100.00% 55 



4. Risk Mitigation Rating (If any) 

Risk Mitigation Percentage Assigned 
Rating Reduction Reduction 

1 60.00% 0.00% 
2 48.00% 0.00% 
3 35.00% 0.00% 
4 22.00% 0.00% 
5 10.00% 0.00% 

Risk Mitigation Reduction 0.00% 

5. Total Risk Ranking 

Weighted Risk Ranking 55 

Risk Reduction 0 0.00% 
(1=Yes,0= No) 

Weighted and Adjusted Ranking 55 



6. Interest Premla Conversion 

WeIgted and 
Adjusted Ranking 

Raring 
Scale 

Country 
Rating 

ICRAS Risk 
Premla 

Borrower 
Risk Premium 

Proportional 
Risk Premium 

Borrower 
Letter Rating 

0 0 A 40 0 0 1 
0 5 B 75 0 0 1 
0 11 C 135 0 0 1 
0 18 C- 196 0 0 1 
0 28 D 317 0 0 1 
0 40 D- 464 0 750 1 

55 
0 

55 
68 

E 
E-

759 
1138 

759 
0 

0 
0 

E 
1 

0 81 F 1896 0 0 1 
0 90 F- 2655 0 0 1 
0 100 F=- 4172 0 0 1 

759 750 



I 

TO CALCULATE A SUBSIDY a 

Does this program issue [1] guarantees or [2] direct Loans ........ 1 a 

3 Are the credit activities [1] mandatory or [23 discretionary....... 2 a 

3 Are these estimates for [1] policy or [2] current services.... 1 a 

3 What is the comparable Treasury maturity [in years]? ................ 30 U 
I n 
i Grace periods in years (DIRECT LOAN PROGRANS ONLY): a 
3 Grace period for PRINCIPAL.(enter zero for no grace period) ..... 0 a 

Grace period for INTEREST.. (enter zero for no grace period) ..... 0 a 

OPTIONAL (press Fl for help) a 
Percentage distribution of OUTFLOW by quarter? a 

2 Oct-Dec 25.0 Jan-Mar 25.0 Apr-Jun 25.0 Jut-Sep 25.0 percent a 
I n 
3 Percentage distribution of INFLOW by quarter? a 
3 Oct-Dec 25.0 Jan-o4ar 25.0 Apr-Jun 25.0 JuL-Sep 25.0 percent a 

i ESC .... Exit Fl .... Help F5 ....Input screen3 a 
3F6 ..... Output screens F8 .... Spreadsheet data FlO... AdditionLL options 

LOAN GUARANTEE SUBSIDY CALCULATIONS 

Disbursements by comercial Lenders 
1Y 3............. 0.0 
1994 ............. 0.0 
1995 ............. 100.0 

3 met present value of inflows (constant factor discouznt). 

3 Jetpresent value of outflows (pro-rata factor discount) 

3 

BASED ON CASH FLOW INPUT, NOT ON APPROPRIATION: 
3 Lifetime subsidy outlays for 1993 cohort. 3.225 million 


interest rate/grace period component.. 0.000 million 

Net default component ................. 3.546 million 


Fee, prepayment and other components.. -0.322 million 

I 

j Cancellations as a percentage of gross obligations ...... 

Lifetime defaults net of recov. as X of disbursements... 


I	ESC .............. Previous menu 
F5 ............... Data input screens 
CTRL-Page Down... Consolidated summary, 
Keypad +/-...... Change base year 


Output screen 1 of 2 a 

as percent of 1993 comitments: a 
1996............... 0.0 a 
1997............... 

1998 ............... 


0.0 a 
0.0 a 

a1 

0.322 mittion a 
3.546 mittlon a 

13 

a 
64.49 percent u 
0.00 percent a 
70.92 percent a 

-6.43 percent a 
a 

0.00 percent a 
143.90 percent a 

Fl ...................... Help a 
Page Down ....... More output a 

all cohorts a 

a 



Appendix 9
 

Non-Sovereign Risk Model Output for Case 2: Commercial Bank. 



Borrower: 
Country: 

Inputs 

Results 

Non-Sovereign Risk Assessment Model
 

AID Housing Guarantee Program
 

Commercial Bank 
Single 

Country (ICRAS) Rating: C-

CAMEL PLUS Rating: 2 

Risk Mitigation Rating (IfAny): 
(Yes=1,No=0) 
Rating 

1 
4 

Weighting of: 
Country 50.00%
 
IFI 50.00%
 

Total 100.00% 

Borrower Rating C 

Risk Premium 
(Basis Points) 
(Percent) 

135 
1.35% 

Propotional Risk Premium 
(Basis Points) 
(Percent) 

134 
1.34% 

Commercial Bank 



1. Country Rating 

Country 
Rating 

Number 
Ranking 

Assigned 
Ranking 

A 
B 
C 
C-
D 
D-
E 
E-
F 
F-
F=-

0.00 
4.00 

11.00 
17.00 
28.00 
39.00 
55.00 
69.00 
84.00 
92.00 

100.00 

0 
0 
0 

17 
0 
0 
0 
0 
0 
0 
0 

Country Ranking 17 

2. IFI Rating 

CAMEL PLUS 
Rating 

Number 
Ranking 

Assigned 
Ranking 

1 
2 
3 
4 
5 

0 
11 
28 
55 

100 

0 
11 
0 
0 
0 

IFI Ranking 11 

3. Country and IFI Weighting 
Assigned Weighted 

Ranking Weighting Ranking 

Country Ranking 17 50.00% 9 

IFI Ranking 11 50.00% 6 

Total Weighted Risk Ranking 100.00% 14 



4. Risk Mitigation Rating (If any) 

Risk Mitigation Percentage 
Rating Reduction 

1 60.00% 
2 48.00% 
3 35.00% 
4 22.00% 
5 10.00% 

Risk Mitigation Reduction 

5. Total Risk Ranking
 

Weighted Risk Ranking 


Risk Reduction 1 

(1=Yes,0= No)
 

Weighted and Adjusted Ranking 


Assigned
 
Reduction
 

0.00% 
0.00% 
0.00% 

22.00% 
0.00% 

22.00% 

14 

-22.00% 

11 



6. Interest Premla Conversion 

Weighted and 
Adjusted Ranking 

Ranking 
Scale 

Coutry 
Rating 

ICRAS Risk 
Premla 

Borrower 
Risk Premium 

Proportional 
Risk Premium 

Borrower 
Letter Rating 

0 
0 

0 
5 

A 
B 

40 
75 

0 
0 

0 
134 

1 
1 

11 
0 

11 
18 

C 
C-

135 
196 

135 
0 

0 
0 

C 
1 

0 
0 
0 
0 
0 

28 
40 
55 
68 
81 

D 
D-
E 
E-
F 

317 
464 
759 

1138 
1896 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

1 
1 
1 
1 
1 

0 90 F- 2655 0 0 1 
0 100 F=- 4172 0 0 1 

135 134 



Modet version / run date...... r.7 12-3-92 / Fri Oct 01 16:05:46 1993
 
Program name.................. Housing Guaranty Program 

Program description ........... Commercial Bank "C" 
Spreadsheet name.............. C:\12W\comrrop.wk1 
Range/Last update............. data / 10.01-1993 16:00:21 

Program/account type.......... Loan guarantees, Discretionary 

Estimate type ................. PoLicy 

Loan type / comp. maturity.... Construction / 30 years 

1994 1995 1996 197 1998 

($Mil lions) 

Subsidy BA.......... 0.890 0.997 0.812 0.825 0.825 0.834 

Outlays prior ....... 0.000 0.000 0.000 0.000 0.000 0.000 

1993 subsidy outlays 0.000 0.890 0.000 0.000 0.000 0.000 

1994 subsidy outLvys 0.000 0.997 0.000 0.000 0.000 

1995 subsidy outlays 0.000 0.812 0.000 0.000 

1906 subsidy outlays 0.000 0.825 0.000 
1997 subsidy oy':-ys 0.000 0.825 
1998 subsidy ou.. ays 0.000 

Total outlays....... 0.000 0.890 0.997 0.812 0.825 0.825 

Subsidy percentage.. 8.90 9.Q7 8.12 8.25 8.25 8.34 

Subsidy percentage due to: 

Interest stps... 0.00 0.00 0.00 0.00 0.00 0.00 

Net defaults ..... 15.28 16.60 1.32 14.48 14.48 14.59 

Fees ............. -6.38 -6.63 -6.20 -6.23 -6.23 -6.25 
ALl other ........ O.OC 0.00 0.00 0.00 0.00 0.00 

Cancel (X of comm).. 0.00 0.00 0.00 0.00 0.00 0.00 

Net def (% of disb). 40.42 40.42 40.42 40.42 40.42 40.42 
Loan Level suplabLe. 10.000 10.000 10.000 10.000 10.000 10.000 

Discount rates ...... 6.190 5.610 6.650 6.570 6.570 6.520 

Ql-infLow factors... 0.250 0.250 0.250 0.250 0.250 0.250 

02-infLow factors... 0.250 0.250 0.250 0.250 0.250 0.250 
03-infLow factors... 0.250 0.250 0.250 0.250 0.250 0.250 

04-inflow factors... 0.250 0.250 0.250 0.250 0.250 0.250 

01-outfLow factors.. 0.250 0.250 0.250 0.250 0.250 0.250 
Q2-outfLow factors.. 0.250 0.250 0.250 G.250 0.250 0.250 

03-outfLow factors.. 0.250 0.250 0.250 0.e;0 0.250 0.250 

04-outfLow factors.. 0.250 0.250 0.25C 0.250 0.250 0.250 



Appendix 10
 

Example of PSIP Credit Risk Analysis for Risk Subsidy Purposes 
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Overall Project Misk/fubsidY Calaulation)(Annual Reviev of 
IT U93
 

Small Business Loan portfolio Guarantme
 

I. COM"IY R18 7ACyOR (30%) 

A. Eglitical StAbilitYv: 

in the political
A number of important events have taken place 

two years vwich have significantly
environment over the past 


In July of 1991, the
impacted political stability in South Africa. 

U.S. Government lifted most of the sanctions imposed urnn the South 
African Government in 1986, following action taken by the 

Government to release political prisoners, repeal the state of 

emergency, unban the formation of democratic political parties, 

repeal the Group Areas Act and the Population Registration Act and 

agree to enter into good faith negotiations with official 
black majority. Subsequently, the

representatives of the 

a multi-party
convention for a Democratic South Africa (CODESA), have
negotiating forum, was established. CODESA neqotiations 


repeatedly broken down, reflecting the sharp differences between
 

the represe,tative parties regarding the transitional arrangements
 

that will .ead to the transfer of power to a popularly elected
 
Moreover, politIcal violence and civil
post-apartheid government.


(The reaction to the Hani assassination was
unrest have escalated. 
indeed a setback.)
 

It is clear that frustration and tension are mounting due to 
the
 

of the politicalcontinuing uncertainty regarding the outcome 
The process of political reform however continues to
transition. 


forward and measurable progress is being made. Another multi­move was establishedparty negotiating forum, which has replaced CODESA, 
This group has a broader representation than

in April 1993. 

CODESA, capturing parties at both ends of the political spectrum.
 (TEC) will
It is expected that a Transitional Executive Council 

soon be formed, the membership of which is likely to be drawn from 

the ranks of the multi-party negotiating forum. 

or advisory body toThe TEC will function as an oversight committee 
provide guidance through the transition period to elections 
(scheduled for April 1994). Although its role has not yet been
 

formally defined, the TEC will have official status and some 

decision making authority, i.e., the present Govetnment is likely 

to consult with the TEC before making any important decisions. The 

establishment of the TEC and an official date fdr the elections 
will mark the beginning of the election campaign. The elections
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will procuce a constituent assembly and some form df
 
executive body which will be charged with the reuponsibility of
 
drafting South Africa's new constitution.
 

10% R±Dk raotrL 44-0
Percentage Allogrifn1 


The South African economy grew by .8% in the firat quarter of 1993, 
as agricultural production improved, due to the end of the drought, 
and mining output increased. (In 1992, a negative'growth rate o:
 

Whil& Lnterest rates remain high, inflation is
2.1% was recorded.) 

currently running about 8%, reflecting a downward trond. On the 
basis of these figures and other indications, some economists are 
predicting that, in the absence of widespread civil disturbances, 
South Africa's four year recession, the longest downturn iii the 
economy since the decline of 1904-1908, could end tiis year. 

The prospects for improved economic performance will depend to a
 
great extent upon the outcome of the political negotiations
 
currently underway. Inflows of foreign capital, Vhich have been
 
slow in forthcoming due to the political uncertaihty, will be an
 
important factor in stimulating the economy.
 

Nonetheless, growth projected over the next five years (under the
 
best case scenario) is unlikely to do much more thaft keep pace with
 
the rapid population growth, allowing little scope for improvements
 
in living standards or reduction in unemployment. This could
 

ofresult in discontent over the longer term, as- the level 
expectations is running very high, thus placing pressure upon the
 
new government to implement policies which do not encourage long
 
term sustainable economic growth.
 

These issues, while of concern, should be considered within the
 
economy.
context of the size and nature of the South Africa 


,
10% Iisk Pptor: 3.5
rerg1ntAUeAl oc12ionv 


C. foreign ZxchAnge! 

1) The A.I.D. guazantee, in this instance, covers, loans that are
 
made in local -urrency. Thus, the availability of foreign exchange
 

bb considered in
to service debt is not a factor that needs to 

evaluating the risk of this transaction. 2) The Reserve Bank of
 
South Africa manages the foreign exchange reserves'of this country
 
very carefully. As such, South Africa has maintained a very good
 
record in meeting its foreign obligations despite the political
 
problems of past years. Given the highly develop6d nature of the
 
South African economy, there is an ample supply of raw materials
 
and production inputs in the local market to servibe the needs of 
industry. Therefore, possible constraints on the availability of
 
foreign exchange which could arise are not likely'to adversely
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impact the performance and productivity of Amall business 

borrowers.
 

10% RsL eactor; 140 	 ,/percentage Alloeation: 	 k 

The ratings for the above country risk factors are *onuistent with
 

the overall sovereign risk rating assigned to South Africa in the
 

Inter-Agency sovereign Risk Assessment Report (FY 1994).
 

The 	commentary on political and economic conditions contained in
 

this section was developed primarily on the basis of information
 

extracted from Economic Highlights and other cable traffic
 
in Pretoria, discussions with
emanating from the American Embases4 


the State Department Desk Offi'er and information contained in 

various periodicals providing coverage on South Aftica. 

I. 	CORPORATE RISK FACTORS (3%)
 
(INTUMRDIhJY PXNWCXL IU8TITUTION (FI)
 

A. 	Financial Maflgah l~
 

acting as agent for is the 
primary user of the loan guarantee fat-- T jF"-inwas 

of 	 W thQ holdingestablished in 1991 as a division 
It w crea ed as a specialized
company for 

the Group (as opposed to the Bank)
financial servi ces -viaon o-f 
to reflect the importance of the Group's comZitment to the
 

development of business at the informal and entrepreneurial levels.
 

works closely with 	 through which all
 
as access to its own
ransactions will be processed, 


reports
resources. Tha Goneral Manager of 

ana as ha several
directly to the GrOUp Manager of 


level in the banking
years of credit experience at a very sf- or 

industry. 

standard 	 procedures, an independentIn accordance with 	 internal 
1992 audited financial statements
analysis of 	 FY 

model. Thin analysis resulted in anwas 	 done, uISne the CAIEL 
overall risk rating of "2" (Satisfactory), with individual ratings 
as follows:
 

Capital Adequacy (5%) 1.0
 
Asset Quality (5%) 2.5
 
Management (5%) 1.0
 
Earnings (5%) 2.0
 
Liquidity Lul L.Q
 

(25%) 8.5 divided by 5 - 1.7 
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-4-


CAMfL is the standardized rating system developed 6nd used by the 
three U.S. federal banking agencies to analyze: the financial 
condition of U.S. banks. Each of the ive factors cited above in 
assigned a numerickal rating, as follows: 

1 Strong
 
2 Satisfactory
 
3 Fair 
4 Marginal 
5 Unsatisfactory 

percentggg Allgation: 25% Riot Faco .0
 

B. Owne rshiR1RLBwatL2uI0U. 

is wholly-owned by WWW ajfccount,
US$1 is the 

anking group in South Africa witUS$ lion in 
asse a Mmillion in capital. Principal shareholders are 
as follows: (61.1%), nominee 
companies (1.1%), pension and pro en un (15.7%), and other 
insurance and &jouranc2 companies (9.8%). The balance of shares 
(7.3%) are held by various corporations and individuals. 

for about a"oriawf the Group's total assets. 51ini 

The activities of all South African banks a-e governod by the 1990 
Deposit-Taking Institutions Act, is in compliance with 
the regulations set forth in thi Reserve Bank of South 
Africa, the Central Bank, provides further supervisory and 
regulatory control of banking activities. The Reserve Bank enjoys 
an excellent reputation and is well regarded iti international 
financial circles for its conservative and prudent management 
practices. 

percentagg Allocation: 10% Risk Factgr: 2.0
 

i.e., South African individuals of 

III. TRANSACTION RISK (25%) 

A. Target Markot/Lccation:e 

The purpose 
support for 

of the guarantee 
the credit needs 

facility is to 
of individuals 

provide targeted 
which have been 

"disadvantaged" by apartheid,

black, "colored" or Asian descent whose principal place of business
 
and residency is in the Republic of South Africa. As a result of
 
the limitations created by the apartheid system, it has
 
traditionally been difficult for these individuals, in particular
 
black businesses, to access credit through the formal financial
 
sector.
 

was specifically created to serviae the financial
 
needs of these "emerging" entrepreneurs. It has developed a fully 
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w5­

integrated approach to providing support for black enterprises by
 

designing specialized financial products for emerging markets.
 

has placed a total of 62 loans tnder coverage
 

amounting to US$832,000, since the establishuent of the guarantee
 

facility in September 1992. The pilot lending program has ben
 

which has encouraged management to significantlyvery successful 
expand its lending activities. It is within thio context that 

to increase the amount ot its GuaranteeA.I.D. has been requested 
Limit. 

It is worth noting that only two of theme 62 loans have fallen into 
arrears. NonetLeless, the level of risk associated with these 
kinds of transactions continues to be relatively hi h. Management 
is applying new, concepts in lending and is still testing the 
waters. 

B. 	structure of the TraWMact'lL
 
(Risk Sharing/Financial Analysis/Third Party
 
Guarantees/Collateral/Fees)
 

Because of the 50I LJ-haring arrangemel in place with the
 
Intermediary Financial Institution (IFI), A.I.D.'s risk under the
 

in general,
Small Business Loan Portfolio Guarantee Program is, 

diminished substantially. In this instance A.I.D. relies upon
 

acting as agent for- , to undertake the 
financial analysis of the project and to determine the appropriate 
level of collateral and/or third party guaranteso that are be 
required to support the viability of the project. Because ofs
 
WI's sub3tantial involvement in these projects and the risk
 
that it bears as a result, A.I.D. is confident that 	 a
 

to protect
will exercise the level of due diligence necessary 

A.I.D.'s position.
 

The CAMEL analysis plays an important role in assisting h.I.D. in
 
evaluating the management practices and credit policies of the IFI.
 
An oyerall satisfactory ratinq is a good indication that 

has 	 the management capability to exercise 
prudent judgement in making new loans. A.I.D. does not intervene
 
in the IFI's decision making process with respect to the approval
 
of individual loans. Instead, guidelines are sot forth in the 
legal documentation which governs the operation of the guarantee 
facility, which establish the criteria for a qualifying loan.
 

Under the Small Business Loan Portfolio Guarantee Ptogram, A.I.D.' 
standard fees are as follows:
 

Facility Fee .25%
 
Utilization Fee .75%
 

'I
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Unless otherwise approved by the PRE Credit Review Committee, this
 
fee structure applies to all new guarantee facilities. In the case
 
ofi these fees are considered, acceptable in
 
light of its's overall satisfactory risk rating.
 

C. Amount qnd Term of the FacilitvL
 

The PRE Credit Review Committee approved a US$ 500,000 Guarantee
 
Limit for Limited in FY 1992. A.I.D. has since been
 
requested to increase the s!ze of tho Guarantee Limit to US$ 1.5
 
million to provide gwith additional Coverage, as it
 
begins to expand its lendig ac. vitiee. This request was approved
 
by the PRE credit Review Committee on June 23, 1991. At the same
 
time, it was decided to extend the term of the Guarahtes from three
 
to six years to reflect the recommendations contained in the PRE/I
 
Phase Out Plan. The Guarantee will now expire along with the three
 
other guarantee facilities in South Africa, which are also being
 
extended, in FY 1998.
 

The new guarantee facility re resente less than .2% of 
'Sitotal capital t and about .01 of 

's total Ican portfolio o-. 

The subsidy cost has been recalculated to reflect the changes in 
the size and term of the guarantee facility, and the adjustment in 
certain risk factors. It now stands at US$ . Thus, the 
additional subsidy requested for this transaction is US$ 

Percentage a1logationi 35% Rink Factor:
 

OVERALL PROJECT RISK
 
(based on a weighted-average of 4nidual risk factors)
 

Attachments
 
(1) 	Summary of Transaction Terms
 
(2) 	 Scale of Risk Factors/
 

Loss Assumptions
 
(3) 	Calculation of Subsidy Cost (US$....)
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(I) 

SuMary of Trannaction Terms 

Type of Facility: Small Business Loan Portfolio 

Guarntee 

Maximum Coverage Portfolio: US$ 3.0 wtillion 

Amount of Guarantee Limit: US$ 1.5 million 

Term: 	 six years
 

0.25% FacilitY Pee
Fees: 

0.75% Utilizatibn Fee
 

Guarantee Coverage: 	 up to 50% of 1he loss on the 
principal Mou t of the loan, 
net of recovmrea. 

local currency (Rand)
Currency: 


Definition of Small Business:
 

Any individual or enterprise majority-owned bt individuals of
 
black, "colored" or Asian descent whose principal place of
 
business and permanent residency is in the Republic of South
 
Africa whose total assets (excluding land and buildings) do
 
not exceed the local currency equivalent of US$ 250,000.
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(2)
 

Scale of Rink Factors Loss AssjMptions* 

1 (low risk) Cot 

2 (low to medium risk) 1.5% 

3 (medium risk) 10.0% 

4 

5 

(medium to high risk) 

(high risk) 

20.0% 

30.0% 

*Percentages 
commitment. 

are based on the amount of the Garantee 
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(a) Utilization:
 

Year 1 
 30% Utilization
 
Year 2 60% Utilization
 
Years 3 thru 6 100% Utilization
 

(b) Projected Losses:
 

The distribution of lossem over the life of the project based
 
upon a) an overall project risk of 3.35 wid b) the past
 

experience of PSIP guarantee prograZO is as f~llows:
 

XPergentage Logil
 

2
3 .0 

4
 

6
 

Total 13.5
 
1;.5
 



LPG - 0gfglnd Terms: WARF - 3.2; Losses = 12% 29-Ju-93 
(S tmkon) 1.00 Owfault ScheduWe: 1993 1 CcxunfmInrvts ffac vakmI (+) 1.000Procen Guarantd 60% Yr 1 0.00%& 2 Privste Lader DibuureM (+) 0.594 0.408 0.000 0.000 0.000 0.000 0.000Temay re 0.0005.68% 2 1.5011 3 Percent Garanteed tas xx.xd 1+) 50.000Facir, fee rate 0.00% 3 3.00% 4 Ufrorn feet ( ) 0.000LAdzatkun ee rate 1SO% 4 4.00% 5 Arwrid fees C+1 0.002 0.00? 0.007 0.007 0.007 0007 0.007 0.007VtMztlon Scheduje 5 3.00% 1 Prmkm,s 1)
 

r! 59 % 6 1.50% 7 Other lows {+ I
2 41% 7 0.00% 8 Paynwut on del.dt (+) 0.000 0.006 0.015 0.020 0.015 0.008 0.00 0.000 
a 

3 0% a 0.00% 9 Recoverles on def'sodt (­
4 0% 10 Othm paymernt ont. ackies) I+)

5 0% 
 11 Other outftw M(+)

S0% 12OU m eew .) 

C+ 
0 

GNJ 

ru
 
0
h 

ru 



LOAN GUARANTEE SUBSIDY CALCULATIONS *utput screen 1 of 2 a
aaaaa &&&&aaaaa &&&&&&h&aaa~aa 5A &&&aaa 4aaaa&&aa &&a~ &a 

a Disbursements by commercial lenders as percent of 1993 
0 1993 ............. 59.4 1996..,. ......... .. 

1994........ .... 40.6 1997....... o. .... 
a 1995 ............ 0.0 199804 

" Net present value of inflows (constant factor discount). 

.
 

" Net present value of outflows (pro-rata factor discount) 


0 BASED ON CASH FLOW INPUT, NOT ON APPROPRIATION:
 
0 Lifetime subsidy outlays for 1993 cohort. 0.015 mili on 


Interest rate/grace period component.. 0.000 millon 

Net default component .............-... 0.058 million 


1 Fee, prepayment and other components.. -0.043 mill.on 

9 
a Cancellations as a percentage of gross obligations ...... 

a Lifetime defaults net of recov. as % of disbursements... 


r ESC.............. Previous menu Fl. 

1 F5 ............... Data input soreens Page Down 


ommitments:
 
0.0 a
 
0.0
 
0....
0.0
 

0.043 million a
 
0.058 million u
 

1.50 percent A
 
0.00 percent v
 
5.77 percent a
 

-4.27 percent 0
 
U 

0.00 percent a
 
6.60 percent 0
 

Help -

U...... More output 


a CTRL-Page Down... Consolidated summary, all cohorts
 
0 Keypad +/-....... Change base year 


TOTRL P.15
 

x 



Appendix 11
 

Export-Import Bank Risk Rating Sheets 



Page 1 of 2 Rating Shet Edition; Jus 3.193 

EXPORT-IMPORT BANK OF THE UNITED STATES
 
RISK RATING SHEET 1: FINANCIAL INSTITUTION BORROWERS
 

(Includes Cc,nmercia Bauks and Govemment-Oned Development Finance Insitutlon) 

Fimanciai Insatwiton: Countr. 

Date of This Amessment Moat Recent Financial Data: 

Preparad By:. Approved By: 

RISKRATINQ 1I 1I_
 

A a C C- a o- E - F F -

Summrny Nurmerical Sears at least .190 170 ,150 130 110 .90 70 0 l
 

SUMMARY NUMERICAL SCORE: 

COUNTRY CAPACITY CAPITAL CHARACTER POL-ONLY? 
ofS0 Points of SOPoints of 0 nobit Plus 20 P1. 

FACTOR SCORES: = . = -+ -

COUNTRY CONDIONS (Ask Ceuntry Economst) 

Ntuatirof Pois (100 to V)1 

8oel*I Ouatrntee __ PultuNos-Soeverftn _ .Prlate Sector 

ffSvetrein Guaranli .. analt may choose to use 200-0 poredscors forCountry
 
Cdlkli,. RATHER than @*moe barrfluwverer' all. cairtul. and charretr foatoi,.
 

CAPACITY FACTORI I l I II I I I I II II I . 

N turbcrofPoIrth 30 27 24 21 1 is 12 " a 3 0 ImPortant 
Indicatsr. 

For most recent financial year 

Not Interest Income or NotlIntorest Margin - ] I _ 1 I _ __ _ l _ l I _ _ l I _ 

wes at leat Smillion: 1.200 700 450 250 too go 40 o o (2 

Not Income (Attartax) 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 I ! 

was at least S million: 1.200 700 450 250 160 90 40 10 0 (2) 

Not Intcres IncomelAjsets or Not Inte"rest Mar'gin 1 - 1 1 - 1 1 - l 1-l - 1 1 1 1 1 1 - 1 I 1 I I _ I _ 

Was at least: 4.0% 3.5% 30% 2.5% 2.0% 1 5% 10% 0.5% 00% -05% 

Annual Loan Loss Charges/Net Interest Income I 1 1 l I. - 11 I...l 1.1 1 1 -.. 1l- 1 I.1- 1 I - - 1. 1 - 1 1 
were at most: 50% 10.0% 15.0% 2..G% 25.0% 30.0% 35.0% 40.0% 450% 50.0% 

Not Income/Assets or ROA 1 - 1 I - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 ] 1 1 I 1 1 

was at least: 4.0% 35% 3.0% 2.5% 2.0% 1.5% 1 0% 0.5% 00% -0.5% 

Taixes/Nt Income Beotre Taixes 1 -_1 I1- 1 I1- 1 1 - 1 1 - 1 1 - 1 I1- 1 I1- 1 1 - 1 1 - 1 1 - 1 I 1 

were aitmost 0% 10% 20% 30% 40% 50% 60% 70% 60% 90% 

1 I I1-- - . . - 11 1 1.1 [ I -

Percent paerAnnum was at least 12% 10% 8% 8% 4% 2% 0% -2% -4% -6%
 

Not interest Income Growth over Last Year l. 1 1.I 1I 1i I I 1 1 -.i1 1 1 

Annual Loan Loss Charges, Change over Last Yoar 1 I 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1 _ 1 1.-
Percent per Annum was at most: -6% -4% -2% '% 2% 4% 6% 8% 10% 12% 

Net Income Grow Over Last Yewa 12% 10% 81 8% 4% 21 0% -2% -4% 8%Percent Per Annum was atilam: 12% 10% e'% 6% 4%t 2% 0% -2% -4% -6% 
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(CONTINUATION -- RATING SHEET 1) 
Financial Inftirnton: Country. 

IdenillyCAPITAL. FACTOR I II I I II II Il I I II Partclal 
Numer ofPoints 30 27 24 Z Is 1s 12 a a J 0 Important 

For most recent financial year 

were at least $ million: 30.000 20.000 15.000 10,000 8.000 6000 4,12% 2.000 1.000 500 

Equity I_ I - I I - I 1 - 1 1 - I 1_ 1I 1 - 1 I - I 1 - 1 1 - 1 I - I 1 - 1 
was at least S million: 3.000 tacO 1.200 00 460 300 16O 60 20 5 

Loans 1 1 I1-1 L.I LI 1 I-I I- l l I
 
were at least S million: 8.400 7.800 7.200 5,500 4.400 3.70 2.500 1.20e 600 275
 

1 1-1 1 l I-I 1I iW 
were at least S million: 21.000 13.oo 9,000 5,500 4.000 2.700 1.eo 700 300 125 

Deposits 1 IW 1 1L1 l 1W I-I I-1 I 

Ca h& Equivalents l1- 1 I1- I 1 - 1 1 - 1 1 - 1 1 - 1l I - 1 1 - I 1 - 1 1 - 1l I
 
were at least: 300 2Wo 150 t00 6o 60 40 20 10 5
 

was at least: 10.0% 6.0% 8.0% 7.0% 6.0% 50% 40% 3.0% 2.0% 1.0% 

Lostra/ eports 1 - 1 1 - 1 1 - I I - I I - I 1 - 1 l - 1 1 - I 1 - I 1 - 1 I I ~
 
wpra at most: 40% 60% 6% 100% 120% 140% la0% 1a0% 200% 220%
 

Asset Grownh (Dollwas)overLast Year I-1 %11 I%! 1%1 I%1 1_1 - 1 1- 1 -%
 
Percent per Annum was at least: 12% 10% 6% 6% 4% 2% 0% -2% -4% -6%
 

Growth (Dollars) overLast YearEqluity I - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 [ 1 1 1 I_ . 

Percent per Annum was at least: 12% 10% 6% 6% 4% 2% 0% -2% -4% -V% 

Lor~nGrowth (Dollars) overLast Year I1- 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I1- 1 1 - 1l1 - 1 I 1 I I -

Percem per Annum was at least 12% 10% 6% 6% 4% 2% 0% -2% -4% -6%
 
DeposiGrow t (Dolla) overie stYear I1_ 1 1 __1 I __1 I __1 1 _ 1 I _ 1 1 __1 1 __1 I __1 I 1 1 _
 

Percent per Annum was at least: 12% 10% 5% 6% 4% 2% 0% -2% -4% -6% 

IdeslItyCHARACTER FACTOR Particulary 
Number of Points 30 27 24 21 : 1e 5 12 9 6 3 0 Important 

indllctors: 

Eximbank Satisfactory Credit Relations with I - 1 -I 1 I.1 I 1 1 I.1.I..1.j 
Borrower date back at least 20 Yews 15Yews 10 Years 5 Yeas 2 Yeawc No CrediExperience rears/Claims 

Does Eximbank Now Have Arrears/Unrecovered 1-1 1-1 1-1 1 
Claims vis-a-vis thrsBorrower? No No edit Exosriarse Yes 

Has Eximbank Experienced Arreers/Cleims l-l 1-1 I-1 1 
vis-a-vis this Borrower within last 10 years? No No Credi Experience Yes 

Has this Borrower Been Subject to Country-Widn i1 1-1 .1.1 I-1 

Reschedaings within last 10 years? No No Credit Experience Yes 

Other Creditors' Experience with Borrower I....1I.( 
wrL:,,n th Last 10 Years? Poenc lear Negative 

Ouality of Financial Statements _ _ _ 11-1I 1 _ 1l I 1 I I _ 1 -1 1 I I 1
 
Audited or Unaudited: Audied Audied Audied Audied Audied Auited Audied Audted LnaudMgeUnaudied Unaudted
 
Age of Statements: Recent Recent Recent Recent Aging Agig Agrig Agrig Recent Aging (Patlal)
 
Using InternrtonaJ or Local Standards: il Bids LeeBids hit Bids Lee Bids kil Bids Intl Lee Bids
Lee Bids Bis 

Unqualified or Qualified: uncuLl. Unqual. Oual. Oual. Unuet. Unqual Oual. Oust.
 

Risk FRating ofInslbtuon's Owners I - 1 1 - 1 1 - 1 1 - 1 I - 1 I - 1 I - 1 1 - 1 I__1 1 - 1 1 - 1 1_ 1I 

AAA/AA A Bee BBB18 as SB/1 B BICCC CCC CC C/O 

Name ard Country of Institution: 

(1)Ii Ownurstr oWidely DNirsiied (no nwsiesorng > 33%),Us 'A'Risk Rating 
(2) Largest Shtisrnolde I OsVnMenl t O sovrilnentMi0y. ULe Boverogn Risk Riliig EQuNsIlent 
(3)It LJagll Shsreholdet Is Rated by Commrcal Risk Reing Service, Use tis Rating 

Q 'B(4)IfLargest SlSareholder ItNOt Rated by Cornmierclal Risk RatingServe. use n.Ai ratingto indicate uncertanty. 
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Ratrig Sheet Edlon: June 3. 1993 

EXPORgT-IMPORT BANK OF THE UNIED STATES
RISK RATING SHEET 4: LIMITIED-RECOURSE PROJECT BORROWERS 

Tra(Includes sactlons in which Reaaymemr Relies Esenilally on Output or Cash Flows of Project) 

Project Borrower: Country. 

Date of This Aassement: Mom Recant Financial Date: 

Prepared By:. Approved By: 

A B C. C- D 0- E E- F F- F L)0
Summary Numerica Scoreat ea 190 170 .150 130 110 90 .70 50 30 10 

SUMMARY NUMERICAL SCORE: 

COUNTRY CAPACn'Y CAPITAL CHARACTER EXTIL PAYMNTS POL-ONLY7of "0 Pt6 of30 Pt. of 30 P18 COLLATERAL Pkls 20 Pe

FACTOR SCORES: + + + . + 

coUNY coNDmoTOS (Ask Country Econemte
 
Number ofPoints (100 to 01
 

Soverein Guarantee _ PublicNon-So reign _ PrivateSoctor
 
'ft 8 ovefrigGuarnles. anhlyrt may choose touse200-0 Pont scor 
 for Coutry

Cendltlons, RATHER then asess borrowera capacity, oaptat and character factors. 

CAPACITY FACTOR I 1 I _ 1 I l I_ 1 I 1 I 1 I _ Idenlty1 I 1 I 1 I 1 I_ lPartiu"
 
Numw"of Points 30 27 24 21 16 IS 12 a a 3 0 - gmPtorm 

kIrwriators; 

In first FULL Year of Projact Debt Service, the Following Performance inExpected: 

S les/As.iats I _ 1 I __1 1 _ 1 I - I 1 - 1 I1_ 1 I - 1 I - 1 I __1 I 1 I -­
will be at least 70% 65% 6% 55% 50% 45% 40% 35% 30% 25%
 

Hard Currency Sales I Sale,, 
 I - 1 I - 1 I - 1 1 - 1 ! - 1 1 - 1 I - 1 1 - 1 1 - 1 I 1 I1 l
 
will be at least: 100% 90% 0% 70% 0% 50% 30%40% 20% 10% 

Taxes/Net Income Before Taxes 1J I* I 1 I1I- 1 I ;: I1 . 1 1.1 1 II_1 1 1 I.1 11will boat most: 0% 10% 20% 30% 40% 50% 60% '0% 80% 90% 
Cash Flow (NLAT+Dep)/Saes 1 - 1 I - 1 1 - 1 1 ­ 1 1 - 1 I - 1 1 - 1 I - l 1 - l 1 - 1 1 - 1 I 1


will be at least: 70% 5% 60% 55% 50% 45% 40% 35% 30% 25% 
Debt Service Cover (NLAT+Dep+lnt)/(Pnn + Int) 1 - 1 1 ­ 1 J - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 - 1
1 1 - 1 1 - 1 1 - 1


will be at least 300% 2110% 20% 240% 220% 200% IB0M 140%lam0 120% 
Not Income (aLflertaxy/Saiss 1 - 1 I - 1 I - 1 I - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1
- 1 I - 1 1 I 1
 

will be atleast 34% 32% 30% 27% 24% 20% 15% 9% 0% -12% 
Net Income (aftertax)/As ets orROA 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 
 1 - 1
 

will be et least: 24% 21% 18% 15% 12% 9% 6% 3% 0% -3% 

Asmoming a k.% Reduction in Sales (Dollars) in the first FULL Year of 
Project Debt Service, the Following Performance isExpected:

Cash Flow (NIAT+Dep)/Saes 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 1 1-
 - 1 1 - 1 1 - 1 1 - 1 I 1 1
 
will be at least: 70% 15% 60% 55% 50% 45% 40% 35% 30% 25% 

Debt Service Cover (NIAT+Oep+lnt)l(Pnn + Int) 1 - 1 1 - 1 - 1 1 - 1 1 - 1I 1 - 1 1 - l 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1
 
will be at least: oon 20% 20% 240% 220% 20% 0% 6%a 140% 120% 

Net Income (ahtertax)/Sales 1 1 - 1- 1 1 ­ 1 1 - 1 I - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 
I - 1 1 - 1

will be at least: 34% 32% 
 24% 15% 
 0%30% 27% 20% 9% -12% 

Net Income (atlertax]/Asst
will be t lea t; t1or ROA Il24% I_21%1 1 -18%l 1- %l 1 -9%11 1_ 15% 12%, 12%1 - 0% -3% 161 I30% % 3% ­



__ 
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Borrowing Airline: 

(CONTINUATION -- RATING SHEET 2) 
Counry* 

CAPrALFACTORNutnO of Points ___
30 27 24 21 

1 __1I_1 
Is 1 

_1 
12 9 6 3 0 

Idory 

ImoorlIan 

Indicat rs: 
For most recent financial year 

were at least S million: 5,000 3.333 2.500 1.687 1.333 1.000 667 333 167 53EQuity 1 __ l I _ ! 1 __ l I _ 1 I _ 1 I __ l I __ l I _ 1 I __ l I _ 1 I_ 1l I _was at least S million: 2.500 1.500 1,000 583 400 250 133 50 17 4Cash &Equivalents Holdings= 
 I _ l I __ l I __ l I _ 1 I __ l I __ l I _ 1 I __ l I __ l I _ 1 1 _ 
 1-­were at least S million: 100 87 50 33 27 20 13 7 3EiturtlAzats. 2
1 _ 1 I __ 1 1 _ 1 1 __ 1 I _ 1 I __ l I _ 1 I __ 1 I__ 1 I __ 1 I 1 Iwas of least _ 

50% 45% .0% 35% 30% 25% 20% 15%Current Ratio 10% 5%
l __ 1 l __ l 1 __ I l __ l l __ l l _ l I _ I l __ l l __ l l_ l I _ ICurrent Assets I Current Liabilities was at least: 200% 1e8% 150% 140% 120% 100% e0% 80% 40% 20%Accounts Recetvab,e/Salles 1 __ l I _ I l _ l I __ I I __ I 1 __ l I __ 1 1 __ I I __ I I __ I I _ Iwere at most: 
 50% 100% 150% 200% 25 0% 30.0% 35.0% 400%
Asset Grow,'th f{oolar 5) over Las Yew I 

4 0% 50.0% 
__I I __I I __ 1 I _ I I __ I 1 _ I I __ I 1 _ I I _ 1 I_ :Percent oer Annum was at least: I _ I __
12% 10% 6% 6% 4% 2% 0% -2% -4% -6%Eqluity Growth (Dollars) over Last )ear 1 __ 1 1 __ 1 I _ 1 1 __ l l __ l l __ l l __ l l __ l l __ l i _ l l _ l
Percent per Annum 
was at least: 12% 10% 8% 6% 4% 2% 0% -2% -4% -6%
 

Cash & Eouiv (Dollars) Growthover Lat Year 
 l__ . l 1 1 1 lPercent Der Annum was at lest: l_ I__ I I __ I I1____ I __ I __ I12% 1c% 8% 6% 4% 2% 0% -2% -4% -8% 

Numon of Poil@ Ide 1iy
30 27 24 21 is Is 12 9 6 3 0 IrmortamnI 

kidm ltor :Eximbark Satisfactory Credit Relations wrth I -Borrower Oate back at least 1I .. I.. __I I1 __1
20 Year 15 Years 10 Year S Years 2 Yeag No Credit Exprience ArrearsIClims
 

Does Eximbark Now Have Arre rsUnrecovw ed ***II __ 
 1 _Claims vs-a-viS this Botrower? No No Cred ExEpferce yet 
Has Exmbani Exoerienced Arre asClaims I _ 1 1 _ Ivis-a-vis tnizi Borrower within last 10 years? No No Credit ExpeOriene yes 

Has 'is Borrower Baen Subject to Country-Wide 111
Rescheoulings within last 10 years? No No Cre it Exzognce you 

Oter Creono Experience with Borrower I __ Iwithin Cie lase(10 Years? 1 __ lPOSiON 1 Is 
Urlieat Negali 

Does nis Borrower Exercise 1 __ 
Official Monopoly Power? Yes 

Quality OfFinancial Statements 1 __ l I _ l I __ I 1 __ I l __ l l __ 1 l l l_ 1 1 - l 1__ I__ I _ l_Audteo or Unauditeo: Audited Aud4e Auaited AuoO Aud46ed Au AuaditeAge OfStatements Au iid nait Unue Unau~edUriuaiRecent Recenl Recent Recent Aging Aging
Using International Aging Aging Recent Aging (Portial)
or Local Standards: kill Sloo Loce Iil0ls Loe Slam Inil ilde SIllo Intl SlUnqualified o. DuaJified: s Lo SIC* 
Unusual. unojel Cuol Oual Unosji. un ~ii Out.ll, Oui.Risk Rating of In-. :ub~on's Owners 1 __ 1 :_ I I __ 1 , __ 1 1 _ 1 I __ 1 1 _ 1 I1 _ 1 I_ :l I _ 1 I 1 1_ 

AAAJAA A 888BO8818 B aR/U 8 BICCC CCC CC C/C
Name and Country of Institution: 

(1tIi n11eric iesv'111Y Oivesifte (no gnuwiomog :1,33%). Use 6A4RIBIi Relo .121I Lsttice ShUWeiOJW Is Govmsrgmwt or Oovw,'nfet Minllry, Use Sova egn Ri
13)11 Lgges SrmarenoiOe' It Ratie by CommlCrssi Hi sRrin SeIvse Use tlis lang 
RAing EStuNalent
 

() If Lrgeglt Snarenomow 0
Io NoI Raie by ComnrIrm cui RIK Rilng Swvice use 88 fl1a alnrg to nloicai unllrlIoynry 
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(CONTINUATION -- RATING SHEET 4)
 

Project Borrower: Country. 

EXTERNAL PAYMENTS COLLATERAL FACTOR 

(EXTRA CREDIT POINTS) 

POINTS: 

tPemi P iEscrow Account: RelativetoExim Principal Payment [ Io 10 W i ,. ,.Pntai .ol s rAbo.250%.2Posdt. 
Ratio to Semiannual Principal Payment, at least 1% 100%20% 1W o% I -ch Am, 0%1 

Escrow Account: Relative to Exim Debt Ou.tsanding 112PoWIIs10 Pok"1I 8 PointI aPooS PoiltaPovRatio to Total Exim Exposure, at least [~ %2 Po";25% 20%1 15% 10%j 5%1 1or achAcddilnaJ % 

eEscrow-Assigned Sajes: Relative to Exim Principal Payment Poin , 
1 5 Point.l 4 Por, 1 3 Point. 2 Point Above 500%. 1Point I

Ratio to Semiannual Princioal Payment, at least Sob% 0% I 3W% 200% 1 IN00%: Each h--, 1oo 

Escrow-Assigned Sales: Relatrve to Escrow Account 6 PontS Potit. 4 PoaS1 3 Ponta1 2 Pointl Above 20%, 1Poit for
Ratio to Escrow Account, at least: % 200% Ism 10o%I 50% I Each Aci:onal 50% 

Escrow-Assigned Sales: Relatie to Borrower's a ePornta5 Pont.I 4 Ptinl 3 Pow I 2 eru.0 FA e. IPointfor

Raibo to Borrower's Total Sales, at least: I so%l A0% 30% _20%1 I Each Adodiot-10, 

Escrow-Assigned Sales: Relative to Borrower's Net Income aAoi.5Prl PotiliI13P~iS2PnAboe. 250%. 1 Point f~Ratio to Borrower's Net Income, at least. 250 200% 1.0% 1150% I .1 

THE RATIOS ABOVE USE THE FOLLOWING DATA.
 

Escrow Account. at time of First S/A Payment [ Escrow-Asigneo Sales, During First Year
 
SMillion L.,JS Million
 

Semiannual Principal Payment 
 Eximbank Total Exposure on Transaction
 
s$Millions 
 S Million 

Borrower's Totl Sales, during First Year [ ]Borrower's Not Income, during First Year
 
S Millions 
 SMillion 
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EXPORT-IMPORT BANK OF THE UNITED STATES 
RISK RATING SHEET 3: ESTABLISHED BORROWERS (OTHER) 

(Includes Private Non-Financial Companies and blic Enterprises Other than Arlirmes, 
and Esublishad Non-Financial Borrower. Involved in Project Finance Tranactions) 

Borrowing Corn pany/Entrptise: Country. 

Data of this Assessment: Most Recent Financial Data: 

Prepared By. Approved By: 

RISK RATING l I l I l I 1 I 1 I 1 I 1 1 I 1 I 1 
A a C C- D D- E- F F- FSumm ayNumericalScoreat let 190 17 14 150 130 lio 90 70 - 50 30 lo 

SUMMARY NUMERICAL SCORE: 

COUNTRY CAPACTY CAPITAL CHARACTER EX"L PAYMN73 POL-ONLY? 
of 30 PI Of30 Pie of 30 P COLLATERAL Plus 20 Pti 

FACTOR SCORES: + = + + + + 

COUNTRY CONDITIONS (Ask Country Econmruet) 
Numbr at Points 1100 to 0)-

Sovereign Guarantee _ PuaAUNon-Soveregn _ Privete Sector 

*ff loverelgn Guarantee. analyst may choose to use 200-0 pOls sc.re for C ity 
Conditione. RATHER then asee bon'owere capacity. capi"tal. and character factors. 

CAPACITY FACTOR 
Nwrn-er oPo ltl 

I 1 
30 

I 1 I 
27 

1 
24 

I 1 
21 

I 1 
1 

I 1 
15 

I 1 
12 

I 1 
0 

I 1 
a 

l l 
3 

I Identify1Pargottlary 
0 Im3portant 

Indicatres: 

For most recent financial year 

Sales I ­ 1 1 - 1 I ­ 1 I - 1 I - 1 I ­ 1 1 - 1 1 - 1 I ­ 1 1 - 1 I 1 " 1 
were at least5S million: 3.500 2.187 1.500 917 667 450 267 117 s0 21 

Cash Flow [NIAT+Deo) I1 - I1- 1 1 I1 1 1 - 1 I - 1 I - 1 I - 1 1 - 1 I 1 1 1 ~ 
was at least S million- 2.450 1.40 900g 504 333 202 107 41 15 5 

Not Income (aftertax) 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 I 1 
was at least S million: 1.200 700 450 250 1O 90 40 10 0 '2) 

Salesl/sef 1 - 1 1 - l 1 - 1 1 - 1 I - 1 1 - 1 I ­ 1 1 - 1 I1­ 1I I 
wee at least: 70% 65% 60% 55% 50% 45% 40% 35% 30% 25% 

Hard Currency Sales I Sales I - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I 1 1 1 
of at least. 100% 90% 60% 70% 60% 50% 40% 30% 20% 10% 

Cash Flow (NLAT+Dep)/Sade3 I - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 I 1 
of at least: 70% 65% 60% 55% 50% 45% 40% 35% 30% 25% 

Debt Service Cover (NIAT+ Dep+fnt)/(Prhn + let) 1 - 1 1 - 1 I - 1 I __ 1 1 __1 I 1 1 - 1 1 - 1 1 - 1 I 1 1 1 
Ofat least: 300% 260% 260% 240% 220% 200% 160% 160% 140% 120% 

Not Income (ahea l)/Sles 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - l 1 - 1 1 - 1 I1 ­ 1 1 
of at tlsa 34% 32% 30% 27% 24% 20% 15% 9% 0% -12% 

Nt 1-Zetl. si.,(Alto rtax)lAamt- or ROA 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I 1 
was at leat. 24% 2t% 18% 15% 12% 9% 6% 3% 0% -3% 

TaxesiNet Income Before Taxes 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1l 1 - 1 1 - 1 1 - 1 1 - 1 I _ 1 I 
wer at most 0% 10% 20% 30% 40% 50% 60% 70% 60% 90% 

Sales Growth (Dollars) over Last Year 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 
Percent per Annum was at least 1Z% 10% 8% 6% 4% 2% 0% -2% -4% -6% 

N t n c o me Grow thlDo llars ) overLas t Y ear ! - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 I 1-
Percmn per Annum wqs atleasit- 12% 10% 8% 6% 4% 2% 0% -2% -4% -6% 

\1 
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(CONTINUATION -- RATING SHEET 3)
 
Borrower. County: 

Idaily 

CAPITAL FACTOR I 1I 1I 1I 1I 1I 1t 1I 1I 1I 1I 1pFoticu"~
 

Number ofPoint 
 30 27 24 21 Is 15 12 a 6 3 0 Imertarit 

ikndcalm: 

For moat recent financial year. 

were at least S million: 	 .000 3,333 2.500 1.617 1.333 1,000 667 333 167 63 

Equity 	 I1 - 1 1 -_ 1 1 -_ 1 I1 - 1 1 - 1 1 ­ 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 

was at least S million: 2.500 1.500 1,000 M63 400 250 133 50 17 4 

Cash & Equivalents Holdings I1 - 1 I1 - 1 1 - I 1 - 1 ! - 1 1 - 1 1 -_ 1 1 -_ 1 1 -_ 1 1 -_ 1 1 - 1 1 - 1 
were at least S million: too 87 50 33 27 20 13 7 3 2 

Equitl/A sets 	 1 - 1 1 ­ 1 1 - 1 1 - 1 1 - 1 I1 - 1 1 - 1 1 - l 1 - 1 1 - 1 1 - 1 1 - 1 
was at leat 50% 45% 40% 35% 30% 25% 20% 15% 10% 5%
 

CurrentRatio I __ 1 1 
 - 1 I1 - 1 1 - 1 1 _ 1 1 __1 1 __ 1 I __ 1 1 - 1 1 _ 1 1 __ 1 1 - l 

Current Asset3 I Current Uabilities was at least: 200% 160% 16% 140% 120% 100% 80% 6% 40% 20% 
Accounts Recervable/SaleB 	 1 - 1 1 1- 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 I 1 1 
wore at most: 5.0% 10.0% 150% 20.0% 25.0% 30.0% 35.0% 400% 45.0% 50.0%
 

/AssetGrowth (Dollars) over Last Year 1 - 1 I - 1 1 - 1 1 - l 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 I 1
 
Percent per Annum was at least: 12% 10% 6% 6% 4% 2% 
 0% -2% -4% -6% 

Equity Growth (Dollrs)wasover 	 I1 I 1An at l1ast Y 11 11 11 0% 1- 1-1 - %1 1 -
Percent per Annum was at least: 12% 10% 6% 6% 4% 2% 0% -2% -4% -6% 

Cash & Equrvs (Dollars) Growth over Last Year 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 I 1 
Percent lpetAnnum was at least: 12% 10%* 8% 6% 4% .'% O% -2% -4% -0% 

IdentifyCHARACTER FACTOR IP1Ia1I" II _1I_1I_1I_ __ _1 , c1"n
 
Numer oPoint@ 30 27 24 21 Is 15 12 8 a 3 0 	 Lwartant 

indicelors: 

Eximbank Satisfactory Credit Relations wt I IWith I. 1 .. 1 I.1.I........
 
Borrower oats Oack at least: 
 20 Years I5Yeas 10Years 5 Years 2 Years NOCredit Extrenne A/rears0Ciaim 

Does Eximbanrk Now Have Arears/Unrecoveed *1* I-1 I.1 11 
Claims vis-a-vis this Borrower? No No credit Experience Yes 

Has Eximbank Expoerenced Arrears/Claims 1-1 1-1 1-1 
vis-a-vis this Borrower within last 10 yeas? No 	 No Credit Experience Yes 

HIas this Borrower Been Subject to Country-Wide 11 
Rescheilings within last 10 yeaws? No NOCredit ExaM1ence 	 Yes 

Other Creditors' Experience with Borrower -1 1-1 I..1.1
within thelast 10 Years? Posive unclear NeCativ 

Is this Borrower Covered under Bilateral 11 
Incentive /Non-Interference Agreement'/ Yes 

Does this Borrower Exercise 11 
Official Monopoly Powers? Yee 

Does this Borrower Control Substantial 1 
MinerJ or Energy Resources? Yes 

Quality Statements 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I - 1 1 - 1 1 - 1 1 ­f Financil 1 I 1 1
 
Audited or Unaudited: 	 Aud Auted Audio Audited Audited Audied Audited Auditad UnaudifdUlaudied Unaudiad
Age of Statements: Recent Recent Recant Recent Aging 	 Agirg Aging Aging Recent Agng (Partili)
Using Internationl or Local Standards: Intlie 1.c0 ds frillSide tc Side Iitl Lc0Bids BidsBid killlddeLoe 

Unqualified or Qualified: Unqal. Unuai Ousi. Qual. Unqul. L .jai. Oust ual.
 

Rik Rating of institution9 Owners 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 
AAA/A A BOB 988/96 c0 BE/I 6 BwCcc ccc cc CM 

Name and Country of Institution: 

(1) 0 Omnerno IsW-daly Ovrerahed (no niarianoloing > 33%).Use 'A"RiLRating
(2) 1 LargeatSharen loer is Government orOovernnt MinIry UseSoveregn RilskRaltig Eauatent 
(31 I Larg st Sharaenoar s RatIed by Crirorcui Risk Rating Service Use this Rating
(4)it LaP9glaSlharencer a1 Not Rated by Corinercal1 Risk Ratrig Serviceuaa6 flSkraleig Io indicate uncertainty 
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(CONTINUATION -- RATING SHEET 4) 

Project Borrower: Country: 

EXTERNAL PAYMENTS COLLATERAL FACTOR Z7 
(EXTRA CREDIT POINTS) 

POINTS: 

Escrow Account: Relative to Exim Principal Payment 112 Points 10 Pont, PoInta a Poin 4 Pot, Above 250%, 2 Points 
Ratio to Semiannual Principal Payment, at least: 250% 200% 150% 100% 50%1 for Each Additional W0l 

Escrow Account: Relative to Exim Debt Outstanding 12 Point, 10 Point, a Point, a Ponta 4Poit, [bov2%. 2 Point a 
Ratio to Total Exim Exposure, at least: 25% 20% 15% 10% 5% % 

Escrow-Assigned Sales: Relative to Exim Principal Payment 1 0 Points 5Pot, 4P onta Above 500%. 1 Point or 
Ratio to Semiannual Principal Payment. at least 500% 400% 300% 200%' 10. Eac Addltional 100%1 

Escrow-Assigned Sales: Relative to Escrow Account 6 Poito P nt 4 3 Pot, 2 Pot,s Above 250% Pont for 
Ratio to Escrow Account, at least: 1 250% 200% 150i1 100% 50% Each Adiol~l 50% 

Escrow-Assigned Sales: Relative to Borrower's Sales [ ]a Pt 5on,4 Points, 3 Points 2Pent0,.Rato to Borrower's Total Sales, at least: 1 50%1 40Y 1 30%1 20%1 10%] [ont fEach Additional 10% 

Escrow-Assigned Sales: Relative to Borrower's Net Income a Pont, s Pont, 4 Pont, 13 Pont, 2 PontA 250%, Point for] 
Ratio to Borrower's Net Income, at least: 1_ 250% 200% 150% 100% 50% 1 Eac AddRON 

THE RA71OS ABOVE USE THE FOLLOWING DATA: 

Escrow Account, at time of First S/A Payment -MlEscrow-Assigned Sales, During First Year
 
S Million $ Million
 

Sc'miarnual Principal Payments[n Eximbank Total Exposure on Transaction
 
S Millions s $eMillion
 

Borrower's Total Sales, during First Year Borrower's Net Income, during First Year [

S Millions I IS Million
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Ratng Shoot Edwc: JuA 3. 169W 

EXPORT-IMPORT BANK OF THE UNITED STATES 
RISK RATING SHEET 2: AIRLINE BORROWERS 

Borrowing Airline: Country:. 

Date of this Asmtamment Maul Recaent Financial Daoa: 

Prepared B. Approved By: 

RISK RATING . .1 I 1 I. 1 I _ . . 
A B C C- 0 D - E E- F F- F.Summary Numorlc. Scoroat kf10 170 150 130 110 90 70 50 30 10 0 

SUMMARY NUMERICAL SCORE: 

COUNTRY CAPACITY CAPITAL CHARACTER AIRCRAFT EXTL PAYMNTS
of 30 Ple of 30 Pl a oP 1. COLLATERAL COLLATERAL 

FACTOR SCORES: += + + 

COUNRmY CONDmONS (Ask country Economst) 
Nurbe of Points 1100to 0)" 

Oo'vteIgn Guaraente _ Public Non-oewteign _ Prlteu ector 

*" Sovereign Ornlee,InalPyst may choose to use 200-0 poinl Bere lot Counry
CowcIttlonn. RATHER rthanasses borrows. copectly. capital. am character fact. 

CAPACITY FACTOR I_ Idellfy_lf PaIertculairty
Numberf 4Poins 30 27 24 21 Is 15 12 a a 3 0 Imp"lortant 

.... indicators: 

For most recent financi yar. 

were at least S million: 3.500 2.167 1.500 917 667 450 267 117 50 21 
Ca sh Flow (N IA T + Dep)I I I l I I 1 I 1 I I I 1 I I I 1 I 1 I I I 1 

was at least S million: 2.450 1.406 00 504 333 202 107 41 Is 5 
Net Income (aft'aJx) I __ 1 I I1 1 I-1 I1 - 1 - I ! - I I1 I1 I I - l 1 - l I 1 

was at least S million: 1.200 700 4W0 250 160 go 40 10 0 (2) 

Sales/Asets 
were at least 

I. 1 
70% 

1 1 
63% 

- 1 I- I 
60% 55% 

II 1 I1l 1l 
50% 45% 40% 

I- I 
35% 

1.. 
30% 

1 - 1 
25% 

I I 1 1 

Hard Currency Sales I Sales 1 - I1 1 -1 I I 1 - I I- I- I - 1 I __ l 1 - l I 1 
of at least: 100% 90% 00% 70% 60% 50% 40% 30% 20% 10% 

Cash Flow (NIAT DeP)lSadas 1 - 1 -I- -1 -1 1I -1[ 11 1 - 1 - -1 I 1 - I1 
of at least 70% 65% 6O% 55% 50% 45% 40% 35% 30% 25% 

Debt Service Cover (NLAT+Oep+lnt)/(Pdn + Intl 1 - 1 1 - 1 I - 1I - -1 1 1 - 1 I - I 1 I1 I I - 1 1__ 1 
of at least: 30o% 2o% 26M 240% 220% 200% 160% 150% 140% 120% 

Not Income (ahertax)/Sales 1 - I - -1 -1 -1 -1 I I _ 1 I __ 1 1 - 1 1 - 1 1 - 1 1 - 1 
of at lea: 34% 32% 30% 27% 24% 20% 15% 9% 0% -12% 

Not Income (ehertax)/Aea,..e 

wUaat loam. 
or ROA I _ 1 

24% 

I - I 
21% 

-I-
6% 

I __l 
15% 

1 - l 
12% 6% 

1___ 
0% 

11 
3% 

1 -

0% 

1 -

-3% 

1I -_ 1 - 1I _ 

Taxes/Net Income Before Taxes 
were at most: 

1 I 1 
0% 

I 
10% 

l I1 1 
20% 

I1 1 
30% 

L J I1 -l 
40% 

.. 
50% 60% 

I..1..1l I1 
70% 80% 

I 1_ 
90% 

1. 

Sales Growth (Oollars) over Last Year 
Percent per Annum was at least: 

I 1 
12% 

I I I 
10% 

.__ 1 I 
8% 

- 1 
6% 4% 

I.......1.1J1 
2% 0% 

II 
-2% 

_ 
-4% 

1 I 
-6% 

-. 1 

Net Income Growth (Dollars) ovleast YearPerent per A num w a at least: I 11% 10%0% 6%0% 6%11% 1 44% 2%2% % 1-2% 1 1%-4% 1-16-1% 1 I 
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(CONTINUATION -- RATING SHEET 2) 
Borrowing Airline: Country. 

CAPITAL FACTOR II..........1.1 L.....1. I.1.I.lI 1 Idenliy
 
Number ofPoints I.1i1 Particuniery30 27 24 21 1s IS 12 a a 3 0 Imo aut 

Indicalor, 

For mot recent financial year. 

were at least S million: 5.000 3.333 2.500 1.667 1.333 1.000 647 333 167 83 

was at least S million: 2.500 1,0 1,000 W83 400 250 133 50 17 4 
C a s h & E quivale n ts H o ldin g sI _ l I 1 I 1 I 1 __ I 
 1 I _ 1 I 1 l l l l __ 1 
were at leastS million: 100 67 so 33 27 20 13 37 2 

was at least 50% 45% 40% 35% 30% 25% 20% 15% 10% 5% 
Currem nt to 
 1 - 1 1 - 1 1 - 1 1 - 1 1 __ 1 I - 1 I - 1 I - 1 1 - 1 1 - 1 1 1 - 1- 1 
Current Assets /Current Liabilities was at least: 200% 10o% 1s% 140 120% 100% 80% 00% 40 20% 

were at most 5.0% 100% 150% 20.0% 25.0% 30.0% 35.0% 40.0% 45.0% 50.0% 
Asset Growth (Dollars) over Las Year 1 - 1 1 - 1 1 - 1 1 - 1 1 __1 __1 1 __1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1

Percent par Annum was at least: 12% 10% 0% 0% 4% 2% 0% -2% -4% -6% 

EqurtGrowth (Dollas)over LastYear 1 1-11 8%1 1-1 1 I-1 1%10% 1-12%1 -2% 1-% 1%1Percent per Annum was at least: 12% 10% 8% 6% 4% 2% 0% -2% -4% -1% 
Cash & Eau", (Dollars) Growitr over Last Year 1 - 1 1 - 1 I __ 1 1 __ 1 1 - 1 1 _ 1 I __ 1 I _ 1 1 - 1 I _ 1 1 - 1 I __1Percent per Annum was at leset 12% 10% 0% 6% 4% 2% -2%0% -4% -6% 

CHARACTER FACTrOR Ift-fIiI1c~ 1I 1I l .,.ulal

Number ofPoins 30 27 24 21 18 Is 12 0 a 3 0 Important! 

In4d11€lors1'1
 

Eximbark Satssfactory Credit Relations with I. 1 L__ 1__1 .__. I
Borrower antaback at least 20 Years 15 Yeaws 10 Yeaws 5Years 2 Yews No Cedo4 Experence, Arrears/Cilims 

Does Eximbank Now Have Arrears/Unrecovered I-1I. -1 J 1..1Claims vis-a-%is this Borrower? No No credtExperience Yet 
Has Eximibank Experienced AretradClaims I-1 .1- I11vis-e-vs this Borrower within last 10 yearsi? No No Codid ExplenenCe Yes 
Has this Borrower Been Subject to Country-Wide i J ...LRescheculings wrthin last 10 years? No No credOiExipeneirice9 Yes 

Other Creditors' Experience with Borrower I.1 I-1 
 I.1 1 -­wnhin the last 10 Years? Poitive Unclear Negativ 

Does this Borrower Exercise I I1 
Official Monopoly Powers? Yes 

Quart, of Financial Statements 1 - 1 I1- 1 I _ 1 1 - 1 1 - 1 I __1 1 _ 1 1 __1 I __1 I _ 1 I 1 1_ 
Audited or Ur.udrited: Audiled Auoited Audited AudIed AUOied Audited Audited Audied Unsucled Unaudited UnauditedAge of Statements: Recent Recent Roceont Recent Agng Aging 
 Agig Agrig Recent Aging (Partil)

Using InternatonaJ or Local Standards: ItilBidsie IcSids tit I LiccSide rtilSits LccSld I tl e 1id$wit Slis 

Unqualified or Qualified: 
 Urjl. Uni Jil 
 Ouii. Qua], UnqjaI. Um4nQJl. Outl. ousil. 

Risk Rating of Instrution's Owners I - ­1 1 1 1 - 1 I - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 1 - 1 I 1 1 
AAA/A A A B ee eI BB 88B B B/CCC CCC cc cia 

Name and Country of Institution: 

(1)itOwne eno is Widely Oivsreied (no naretioldirlg > 33%). Use 'A' Risk Paling 
(1)If Largest Snsrenoicev is Oove'nnent Oeovernment Mieistry, Use Sovereign Risk Rling Ejqualent.
(3)i Largest Sharenolid, byIS RAied cmmrili Risk Ratg Service. Ulfs he Ret, 0g 
(4)ItLargest Shisenolier is Not Rated by Commercial Risk Rointg e rc. use 'R*risk ruting t0IrdiC11t Ur~tflIty 
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(CONTINUATION -- RATING SHEET 2) 
Borrowing Aline: Country. 

AIRCRAFT COLLATERAL FACTOR 

(ECTIA CREDIT POINTS) 

POINTS: 

At Time of Saje: Asset Value / Sales Price a Pont. 7 Petals I 6 Pont. i 5 Pont$ 1 4 Pmt$il 3 Pont. 2 Pont I 1 Pont 
of at least: [ j100%1 95%1 90%1 65% W0% 75%1 70%1 65%1 

At ime of Sale: Sales Price /Exim Loan Balance aPont. 7 Pwi.T Pont. 5Pot. 4 Poit. s pont. 1 2 Pont I Pont 
of at least 112s%1 120%1 115%I 110%j 105%j 100%1 95%j 90%1 

At Time of Sale: Asset Value / Exim Loan Balance 8 Pont. 7 Poit 1 0 Port.M 5 Point. 1 4Point. 1 3 Pot. 1 2 Pont Point 
of a20%al25% 115%i 110% 105%j 100% 95% 90% 

AssetValue: EndofYear6/AtT imeofSale [ I Point. 7 Point. i 6 Poit, 5 Pont. 4 Point. 3Pont.l 2Punt I Pon ,
of atleast 85%1 80%1 75%1 70%1 05%1 804 5 0 

End of Year 6: Asset Value/ Exim Loan Balance 8Point. 7 Pont. 1 Pont. 5 Pon,. 4Point. "1Pon.2 Pont IPont 
ofatleast I,,% GO% i1O0%l 140% 130%1 12- 110 10 

Private Sector Participation in Financing 8 Pont, I 7 Pont,$I 6Pont. 1 5 Port. 1 4 Pot. 1 3 Pont. 2 Pont I Po I
of at least. 50%1 26%1 22%I1 1%j 14%1 10%l e%I 2%1 

Flights Fromrro Fiepossession -Friendly Airports is Pont, 7 Point 1e Pont. 1 5Pont. 14 Pont$ 1 Point. 12Pont I 1 on
 
Expacted Percent of Flights at leant 
 go%! 80%1 70%1 50%1 5 0 30%I 20%1 

Type of Financing Structure: 6 P t I Point 
Lame or Mortgage LEASE MORTOAOE 

Geneva Aircraft Convention: Host Country Status - Pont. ont A 
Ratification or ad hoc Adherence FULL RATIFICATION ADHERENCE FOR THIS CASE 

Flights to Areas where Outbteas of [ ] 9 Po l
s I Pont 

Violence are Common or Ukely NONE AREUKELY CANNOT BERULED OUT 

THE RATIOS ABOVE USE THE FOLLOWING DATA: 

Asset Value at Time of Sale I Aircraft Model 
S Millions & Number of Aircraft 

Sales Price Exim Loan Balance at ime of Sale 
SMillions S$Millions 

Asset Value at End -Year 6 Exim Loan Balance at End -Year 6 
S Millions 

Aircraft Resale Value. 
re Commercial Estimatea / Forcats, 

Available from Office of Senior Vice President. 
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OPIC Risk Assessment Matrix 



NONSOVEREIGN PROJECT RISK ASSESSMENT MATRIX
 
DATE PROJECT 

COUNTRY 

Project 
Paper 

Reference 

Weight 
x 

Rank 

Project 
specific 

weighting 

Risk Ranking: 
LOW 

1 
MED LOW 

2 
MEDIUM 

3 
MED HIGH 

4 
HIGH 

5 

I. Management capabilities 
(0-10) 

(of the borrower, project 
operator, intermediate 
financial institution, etc.) 2.1, 5.1 28 _ _1 2 -3 X4 -5 

2. Business risk 3 , 5 .1 14 7_ _2_3_4_ 
34 - -5 

3. Project structure/leverage 1.4 15 5 1 2 X3 4 5 

4. Project liquidity 1.4, ExV 15 5___ 1 _2 __ _4 _5 

5. Financial forecasts 4.2, Ex IV 15 5 1 2 X 4 5 
V _ 

6. Country risk 5.2, ____5___ 1 _2 _3 _4 __ 5 

Ex VIII 
7. Collateral security 1 4 

1 .1 
6 6 

!_2 _3 _4 5 
8. Sources of repayment 

1.4, 30 10 _ _2 __ -4 _5 
Ex III,V 

9. Other/offsetting factors 

1 -2 3 -4 5 

TOTAL____ 158 52 3.04 
__ 

OVERALL PROJECT RISK RATING 

10122/92 
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List of Persons Contacted 



Persons Contacted 

USAID 

Mr. David Grossman
 
Assistant Director
 
PRE/Office of Housing and Uroan Programs
 

Mr. Peter Pirnie 
Financial Advisor 
PRE/Office of Housing and Urban Programs 

Mr. Eliecer Fernandez 
Financial Advisor 
PRE/Office of Housing and Urban Programs 

Mr. Robert Freed 
former Housing Officer 
PRE/Office of Housing and Urban Programs 

Mr. Adel Sobh 
Chief 
Guarantee Program Branch 
Office of Financial Management 

Ms. Judith Coker Evans 
Investment Officer 
PRE/Office of Investment 

Mr. Mark Wagner 
Financial Analyst 
PRE/Office of Investment 

Ms. Rebecca A. Bowlsbey 
Budget Analyst 
Directorate for Finance & Administration/Office of Budget 

Other U.S. Government A2encies 

Mr. Ron Silberman 
International Affairs Di.vision 
Office of Manageme:it and Budget 



Ms. Alice McNutt Miller 
International Affairs Division 
Office of Management and Budget 

Mr. Clement K. Miller 
Special Assistant to the Senior Vice President for International Lending 
Export-Import Bank of the United States 

Mr. Joe Kuge 
Export-Import Bank of the United States 

Ms. Anne H. Predieri 
Deputy Treasurer 
Overseas Private Investment Corporation 

Mr. Mark W. Neal 
Manager, Financial Services and Budget Policy 
Overseas Private Investment Corporation 

Mr. Thomas P. McQueeney 
Assistant Vice President 
International Banking Department 
Federal Reserve Bank of New York 

Mr. Warren Moskowitz 
Research Department 
Federal Reserve Bank of New York 

Multilateral Development Banks 

Mr. Edward J. Doheny 
Senior Portfolio Officer 
International Finance Corporation 

Mr. Sergio A. Pombo 
Portfolio Management Analyst 
Inter-American Investment Corporation 

Ms. Barbara Cassidy 
Private Sector Investment Officer 
Asian Development Bank 



Private Sector Institutions 

Mr. Robert Visek 
Vice President, Country Risk Management 
Chemical Bank 

Mr. David T. Devlin 
Vice President and Deputy Senior Advisor for International Operations 
Citibank 

Mr. Guillermo Estebanez 
Vice President 
Sovereign Risk Unit 
Moody's Investors Service 

Ms. Lynn Exton 
Senior Analyst, Financial Institutions 
Moody's Investors Service 

Mr. Carl F. Adams 
Vice President &Manager 
Sovereign Risk Unit 
International Credit 
Merrill Lynch & Co., Inc. 

Mr. Stuart Burnet 
Assistant Vice President & Senior Credit Analyst 
International Credit 
Merrill Lynch & Co., Inc. 


