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This methodology outlines the analysis process applied for the mutual funds ratings.
Mutual fund ratings have two principal aspects: Credit Risk and Market Risk. Credit Risk is based on
the credit quality of the assets that form the portfolio of the mutual fund, while Market Risk measures
movements in the valuation of the fund as a consequence of changes in market interest rates and
other variables, such as the exchange rate, inflation, and market volatility. The HR Ratings Rating
Methodology for Mutual Funds incorporates a secondary aspect, the evaluation of the Management
Quality of the fund for both ratings.
Regarding the Credit Risk, the final rating represents the sum of the calculation of the Specific Credit
Risk, and the evaluation of the Management Quality. Meanwhile, Market Risk is determined by the
Specific Market Risk, plus the Management Quality, with similar weightings to those mentioned.
Regarding Credit Risk, the rating for the Specific Credit Risk is determined solely based on the fund's
assets. In this area, the current credit rating for the assets that form part of the fund's portfolio will be
impaired based on the term on the instrument and the initial rating. Such impairment considers the
methodological assumption that, over time, the rating for each instrument may experience a drop,
and that this drop will be based on the initial rating for the instrument. Instruments issued by the
Federal Government, listed in local currency, are typically rated AAA in the local scale rating. Such
instruments are also impaired based on their term; however, we place the increase in the level of
credit risk in the middle of the risk level for those assets that are not issued by the Federal
Government.
The Management Quality measures the experience of management, the quality of the internal
processes, and other quantitative factors, such as the history of the fund in terms of volatility and the
counterparty risk with which they operate. The Management Quality is a factor that would be negative
to affect the Final Credit Risk Rating.
The HR Ratings evaluation of the Market Risk follows a similar process. First, we calculate the
Specific Market Risk, and then we analyze the Management Quality. The Specific Market Risk is
measured solely through the concept of duration. We make a special adjustment for long-term
instruments with variable rates, taking the coupon term as the duration. In addition, we apply an
"impairment" factor on the duration for instruments that are not issued by the Federal Government,
including AAA rated assets. Said adjustment is made under the assumption that during periods of
stress and boom, movements in the market rates cause greater volatility in instruments with a lower
rating, which is a result of greater or lesser investor aversion to risk. We also apply an adjustment to
the measure of the duration for instruments listed in Inflation Index Units, as these are less sensitive
to movements compared with bonds listed in other currencies.
The credit rating is not a recommendation to buy/sell any particular asset, nor is any reference made
to expected returns for any mutual fund. The HR Ratings rating does not highlight the ability of the
mutual fund to fulfill its payment obligations to investors, which could be affected by a lack of liquidity
in the market. The HR Ratings methodology does not incorporate any type of risk associated with a
need to sell assets in unfavorable circumstances in order to finance important exits (due to the flight
to quality phenomenon) by investors.
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Rating Process
The rating for a mutual fund starts with HR Ratings receiving a rating request from the
client. HR Ratings then sends the requirement for information to the representative for the
mutual fund. Once all the information is received from the client, the lead analyst on the
rating performs the quantitative and qualitative analysis, and the HR Ratings Analysis
Committee assigns the credit rating.

Current evaluation, Monitoring, Surveillance and withdrawal of the
rating
When the rating for the mutual fund has been issued, HR Ratings then periodically reviews,
in accordance with that established in the contract, potential changes in the conditions the
mutual fund may incur.
The measures of control, monitoring and withdrawal of rating to which the funds will be
exposed are the following:
a) HR Ratings will review relevant information to the assets of the portfolio. HR
Ratings will use information obtained by the administration of the fund and
available public sources.
b) HR Ratings will request monthly reports of the fund specifying the last scheme of
the portfolio. In addition, an annual review will be made detailing the source of the
fund's resources and that the instruments contained in the fund are coherent and
match the investment objectives stated in its propesctus.
c) HR Ratings will periodically ensure that the risk score of the assets within the
portfolio are kept within the initial rating bands established for the rating of the
mutual fund.
d) In case the fund obtains a risk score that is not within its rating bands, but the
responsible analyst considers that there are no additional risk factors that could
change the rating, the administrator will have a month to balance the assets of its
portfolio and return its risk score to the corresponding rating bands. Otherwise, the
rating of such fund will be placed under "review" status and the responsible analyst
will carry out a thorough evaluation to establish whether the rating can increase or
decrease, depending on the case in which the mutual fund is.
e) The rating may be suspended due to lack of information or non-payment of
commissions. The mutual fund may request the suspension of the rating with one
year prior notice.
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Credit Risk of the Portfolio
General Rating Process
The general rating process starts with an assessment of the portfolio to determine the
Specific Credit Risk.

A. Determination of the principal characteristics for each instrument in the
portfolio
This consists of: 1) the rating, 2) the percentage within the total portfolio, and 3) the maturity
date, using the days to maturity as a factor to measure the risk. The categorization of the
ratings is based on the long-term tags (HR AAA, HR AA, HR A, HR BBB, HR BB, HR B,
HR C, HR D). When short-term instruments are included in the portfolio, we convert their
ratings to long term.

B. Assign each instrument its respective risk score
This process is explained in detail below. In general terms, the risk score is based on: 1)
the rating for the instrument, 2) the number of days to maturity, and 3) the weighting in the
portfolio. The risk score given to each instrument is related to the probability of default
according to the corresponding rating. Generally speaking, the lower the rating, the higher
the score. Also, the greater the number of days to maturity, the greater the score for each
level of risk for the instrument.

C. Convert the final score into an initial numerical rating
We add the individual risk scores for all the fund's assets and this result (divided by 100)
represents the weighted probability of default for the portfolio.
As mentioned, the risk score and the ratings are related to the expected probability of
default. Also, the model supposes that the level of risk increases exponentially between
the different rating scales (based on the local and international experience of the rating
firms).
Extraordinary Events
Mutual funds must avoid instruments rated lower than HR BBB (without investment grade)
in order to reduce their probability of default; however, we must consider the possibility that
the funds may include assets that were originally investment grade, but which, due to
extraordinary events, have been downgraded. There is also the possibility that, because
of extraordinary events (issuer or market level), the rating for one or more assets could be
downgraded. When such a situation occurs, and for any reason the rating firm contracted
by the issuer fails to reflect the new adverse conditions in the issuer rating HR Ratings,
under special circumstances, reserves the right to prepare shadow ratings for these issues,
with the possibility of issuing a change notice in the outlook for the mutual fund or even for
its rating. Due to the nature of the shadow rating, the mutual fund may continue to hold the
asset in question in its portfolio of instruments; however, the rating for the mutual fund may
reflect the real level of risk for the portfolio assets, at least based on the considerations of
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HR Ratings. We believe this aspect of the methodology offers better protection for the
investor public.
During extraordinary events, similar to the sudden downgrading of the rating for an
instrument to category "D", it is to be expected that the market or book value of the asset
will drop considerably, possibly approaching zero, and still be held in the fund's portfolio.
In this situation, it is expected that it would be difficult for the mutual fund to sell the asset,
therefore HR Ratings would evaluate the portfolio by assigning a price to the asset in
question equal to that before the price fell to zero. This action, together with the
downgrading of the rating for the asset (official or shadow), would have a negative effect
on the rating for the fund and consequently, a downgraded rating for the fund following the
event would be expected. Meanwhile, the rating would depend on the new weight of the
asset in the fund's portfolio (as a result of the drop in price) and the increase in the credit
risk factor.
Following the rating downgrade, the rating for the fund may recover once the mutual fund's
monthly financial statements are released and the value of the asset with the extraordinary
event is reported at a price equal to zero and its weight in the portfolio is null. Then, there
would be an intermediate rating that would reflect the negative effect of the extraordinary
event and, once the mutual fund's financials are released, a rating that would reflect the
re-composition of the fund.

D. Convert the initial numerical rating to a final numerical rating
The initial rating ranges mentioned above are related to the probability of default for the
mutual fund; however, to obtain the final rating, the initial score needs to be converted into
the score HR Ratings uses in all its methodologies. This gives a final numerical rating for
the Specific Credit Risk. In turn, the numerical rating is weighted with the Management
Quality rating to determine the final rating for the Final Credit Risk.

Risk Factor Matrix
As mentioned before, the risk score for each instrument is based on its credit rating, its
days to maturity, and its weight in the portfolio. To further evaluate the process for
calculating the risk score and its relationship to the concept of risk of default, we use two
matrixs that measure: the cumulative risk associated with a certain period of time and the
incremental risk for the number of days to maturity (measures in years or fractions of years)
above the maximum range for the cumulative period.
The risk factors in the Incremental Risk Matrix are equal to the differential of the risk factors
in the Cumulative Risk Matrix. In other words, the cumulative risk factors represent the sum
of the incremental factors
The Incremental Score Matrix reflects the international credit risk experience, where the
risk increases exponentially to the term of the instrument and between different rating
levels. This reflects the fact that the ratings of HR Ratings are more conservative in terms
of the risk score. The exponential nature of the risk is observed in the following graphs,
which show the relationship between the risk factors, the term on the instruments, and the
credit ratings of HR Ratings. Clearly the factors increase as the number of years to maturity
increases.
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Term and Sovereign Risk
To incorporate ratings with a conservative tendency, we suppose that government
securities will also incur an increase in their probability of default the longer their term to
maturity. However, the increase in the risk factors for government securities is half the
increase for other instruments (e.g. Corporates).

Operations with Derivatives
Derivatives are included in the classes of “Assets Subject to Investment” for debt mutual
funds; however, these currently do not represent a significant amount of the total asset
portfolio. To evaluate derivative for the purpose of identifying the weighted credit risk for
the mutual fund's portfolio, HR Ratings evaluates, in particular, the underlying asset to
which each derivative is linked. The goal is to determine the credit risk of the derivative
instrument and in this way, establish a shadow rating (on a scale from HR AAA to HR D)
that is comparable to the credit ratings for the rest of the instruments in the portfolio. The
shadow rating that HR Ratings establishes will not be official nor will it be released to the
general public, although it is fundamental for establishing the credit risk for the asset in
question, and to be able to determine the weighted credit risk for the portfolio.

Concentration Risk
The HR Ratings methodology considers the possibility of adding an additional factor to the
score for the Specific Credit Risk, if the lead analyst determines the portfolio has a relevant
concentration in a particular sector or issuer. This additional factor is subjective and is
based on the opinion of the lead analyst; therefore, the analyst will need to justify the
"impairment" on the risk score. General quantitative rules cannot be applied to determine
whether or not there is a relevant concentration of the portfolio, therefore the increase in
potential risk results from the market conditions and the perception of the lead analyst. The
figure of a shadow rating incorporated into the methodology allows HR Ratings to lower its
rating for an offering when certain risk is perceived. However, depending on the situation,
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the analyst may determine that the application of a risk factor for concentration is more
valid than downgrading the rating.

Investment regime risk
HR Ratings also contemplates in its methodology the possibility of considering the
investment regime factor stated in the fund´s investment prospectus. This factor has a
subjective basis. If the investment prospectus states the possibility of incorporating assets
with a credit risk greater than that observed in the portfolio, the Analysis Committee could
justify a qualitative "adjustment" in terms of the fund´s rating. This adjustment is justified
due ti that an overly open and / or flexible investment regime allows the fund to change the
composition of its portfolio to the extent that it affects its risk profile.

Determining the rating for the assets in the portfolio
HR Ratings will use one of the following methods, or a combination, to determine the rating
for each instrument in the portfolio.
1. Ratings previously published by HR Ratings.
2. When HR Ratings does not have a credit rating for the instrument, the company may
use a rating assigned by another rating firm. The credit rating given by the other rating
firm should be in local scale in order to be comparable. The credit rating used will be
in accordance with the rating scale to be given to the mutual fund.
3. If there are two ratings from other rating firms, HR Ratings will use the lower credit
rating for its Specific Credit Risk analysis for the mutual fund.
4. For ratings with short-term tags, HR Ratings will use the equivalency table, provided
above, to assign a rating comparable with the rest of the instruments.
5. HR Ratings may assign a shadow rating to an instrument, if the rating from another
rating firm does not reflect the credit risk conditions of the instrument. The shadow
rating will always: 1) be based on public information, and 2) not be an official rating.
6. The mutual fund manager will not, under any circumstance, publish any shadow rating
HR Ratings may use.
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Management Quality
HR Ratings considers four qualitative factors and two quantitative factors in its evaluation
of the mutual fund's management. Only the official Credit Risk and Market Risk Ratings
factor into the Mutual Fund rating; however, due to the importance of measuring the quality
of management, this is included in both analyses.
To evaluate the qualitative factors, the HR Ratings analyst will assign a label from "very
good" to "very bad" to obtain the final rating. These labels will, in turn, be connected to a
letter rating, which for the purpose of calculating the weighted average in the final rating,
will be converted into a numerical rating. This numerical rating will be the average of the
rating ranges established by HR Ratings. The labels assigned for each of the qualitative
factors will depend directly on the lead analyst for the mutual fund and will be based on
their experience in the sector and the level of risk that management represents.
The risk factors to be evaluated for the Management Quality are detailed as follows:

Qualitative Risks
a. Background and profile of the senior management of the fund manager, including
the CEO of the mutual fund and the personnel responsible for defining and
implementing the investment strategy. Their academic background and experience in
previous employments will be highly important to identify the weaknesses and how
management handles situations of high volatility in the financial markets.
b. HR Ratings evaluates the internal control mechanisms to reduce the company's
operational risks. This includes information systems, technology for the operation of
instruments, information handling, the number of people tasked with the management
by the number of funds managed, and the back office operating process.
c.

HR Ratings evaluates the structure and decision making process. Whether the
investment strategy is set by individuals or by an investment committee, who sits on
the committee, and the review period for the strategy. It is important to note flexibility
in terms of setting temporary strategies that adjust to the conditions of the market in
general, and the performance of the fund. HR Ratings evaluates the decision-making
process and considers as favorable the existence of policy guidelines for situations of
high volatility and stress in the financial markets. We analyze whether the fund has
parameters for diversification and duration, and also whether these are applied. It is
important to establish the volatility of the returns and the position of the fund at the
closing of each week to verify the monitoring of the investment policies and compliance
with restrictions related to holding instruments. The position in instruments should not
change for speculative reasons, rather according to the investment horizon established
by the fund.

d. Evaluate the remuneration policy for the fund manager. If the remuneration is based
on the fund's performance; performance adjusted for risk (which improves the rating
assigned by HR Ratings), amount of assets under management, or by operation (which
would represent a negative factor for the rating, if this is very high in relation to the fund
manager personnel). The transparency of management, in terms of the operation of
the fund, and also the relative costs are also evaluated.
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Quantitative Risks
e. Counterparty Risk. We analyze the market brokers with whom the fund manager
operates to evaluate counterparty risk, their proportion, in terms of amount, and their
individual rating. The evaluation consists of taking the individual rating for the
counterparties (HR Ratings rating or the lowest rating given by another rating firm),
assigning an equivalent numerical rating within a previously established range and
multiplying this by the total percentage operated for the fund. The counterparty risk is
one of the key elements in the evaluation of management risks, as it reflects the
probability of liquidation and delivery of instruments by the counterparty to the fund
manager. In the event the mutual fund operates with more than 50% with a corporate
related counterparty, HR Ratings will assign only 50% of the numerical rating for the
counterparty in the weighted numerical rating. Thus, in situations where more than
50% of the total operated by the fund manager is with the same brokerage firm or
servicer, HR Ratings penalizes the rating for this factor.
f.

For the second quantitative factor, HR Ratings measures the volatility of the
performances of the mutual fund adjusted for performance (Sharpe ratio). HR
Ratings compares the Sharpe ratio for the fund against the ratios for a sample of funds
with the same liquidity level. The steps in this process are:
i.

ii.

The mutual funds are categorized based on the liquidity established in their
prospectus. We have develop three categories: 1) Short term, including
funds with same day, 24-hour, and 48-hour liquidity; 2) For mutual funds
with a liquidity level of "2", we include funds with 72-hour, weekly, or
biweekly liquidity, and 3) Lastly, we include funds with liquidity level "3",
which include monthly, bimonthly, and quarterly liquidity, and so on.
The volatility is calculated based on weekly performances for a period of
six months, which are obtained from the historic database of the daily prices
of the mutual fund.

σ = +STDEV(6m WR) x (52^(0.5))
Where:
σ = Annualized Volatility
STDEV (6m WR) = Standard deviation of the weekly returns over a period
of six months.
iii.
iv.
v.

The return for the mutual fund is calculated on a semiannual base and
annualized to be able to apply the formula and compare the information.
The annual return for Federal Government instruments is determined and
used as a risk-free instrument.
HR Ratings then calculates the marginal semiannual performance, this
being the difference between the annualized return for the mutual fund and
the return during the same period (annualized) for the reference risk-free
instrument. The Sharpe ratio is the result of dividing the return spread
between the mutual fund and the Federal Government instrument, by the
volatility of the fund's returns. The Sharpe ratio divides the additional
performance of a risk instrument (vs. the performance of a risk-free
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instrument) by the additional volatility. In other words, it measures the
additional performance for the risk assumed. This ratio is expressed in the
following formula:

𝑆ℎ𝑎𝑟𝑝𝑒 𝑅𝑎𝑡𝑖𝑜 =

𝑅𝑖 − 𝑅𝑙
𝜎𝑖 − 𝜎𝑙

Where:
Ri = Return on a risk instrument
RI = Return on risk-free instrument
σi = Volatility of the return on the risk instrument
σI = Volatility of the return on a risk-free instrument
However, we suppose a risk-free asset has a volatility of zero, therefore this
factors disappears from the final formula:

𝑆ℎ𝑎𝑟𝑝𝑒 𝑅𝑎𝑡𝑖𝑜 =
vi.

𝑅𝑖 − 𝑅𝑙
𝜎𝑖

Using the same procedure, the Sharpe ratio is calculated for the sample of
funds with a similar level of liquidity (with a range from 1 to 3). We order the
funds in the sample from high to low Sharpe ratio and divide into 8 groups,
each group representing 12.5% of the sample. We determine the average
Sharpe ratio for each group and the group in which the fund to be rated.

Note: There could be a circumstance where the Sharpe Ratio will not necessarily
give adequate results. For example, when the difference between the return on an
instrument and the risk-free rate is negative. In this case, HR Ratings will use the
return on the instrument divided by its volatility as the fundamental ratio.
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Market Risk
The third stage of the HR Ratings rating incorporates the Market Risk analysis, which
includes the Specific Market Risk and a rating for the Management Quality on a scale from
1 to 7.

Specific Market Risk
The analysis of the Specific Market Risk represents the sensitivity of the mutual fund's
assets in relation to their term and possible changes in the market interest rate. In contrast
to the Specific Credit Risk, the Market Risk is measured on a range from 1 to 7.
We measure the sensitivity of the portfolio basically using the Macaulay duration or simply
called, duration. This type of duration supposes that the value of the bond will be covered
by the periodical flows paid, and that the rate at which the totality of these flows is
discounted (including the nominal value) is the yield to maturity of the instrument (Yield to
Maturity or YTM).
To obtain the duration, first we calculate the present value of each flow. Then, we calculate
the contribution of the present value for each payment to the total present value of the
instrument (equal to its dirty price). Lastly, we weight these contributions by time,
multiplying each by the number of days (or fractions of years) until payment is received.
The sum of these is the number of years during which the present value of the bond will
be received. In this sense, a bond with a lesser duration would normally be preferred. 1
The duration has the advantage of reflecting the sensitivity of an asset's price given its
term and the type of market rate associated with it. In other words, this type of duration
provides us with a measure of the sensitivity of an instrument's price given a variance in
the performance over a period of time (years).
The duration of a portfolio is calculated based on the duration of each of the instruments
held. Then an average weighted duration is calculated for the portfolio. 2 Thus, the greater
the duration of the portfolio, the lower the rating (in terms of level of risk).
For fixed rate instruments, the relationship between duration and a change of one hundred
basis points in the market rate is close to one, meaning, that with an increase of 100 basis
points in the YTM, the change in the price for the instrument will drop in a percentage
amount similar to the duration of the instrument. This ratio is observed in the following
graph:

1

Unlike the Macaulay duration, the modified or adjusted duration is not measured in years, although it is common that people will add the word
<years> erroneously. Modified duration = Macaulay duration / (1 + periodical interest rate), where the periodical interest rate is the annual
discount rate (or yield) divided by the assumed number of times per year that interest is compounded.
2
The term "weighted" supposes the application of an impairment factor, which will be detailed later in the
methodology.
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Meanwhile, the lower the coupon rate on a fixed rate bond, the greater its duration will be
vs. instruments with similar maturities. Thus, the ratio between duration and coupon rate
is inverse as observed in the following graph, while the ratio between the duration and the
price would be constant.

Although the duration is the principal factor that HR Ratings takes into consideration to
determine the Specific Market Risk rating, it is important to note some of the adjustments
made to this calculation.
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1. Variable rate coupon bonds and instruments. Variable rate bonds are assets that
adjust their price based on changes in interest rates, therefore the relationship between
duration and a change in the asset’s price as a result of changes in market interest
rates (defined above for fixed rate instruments) is not valid. With all other variables
remaining constant, a change in the market interest rate would only affect the present
value of the next coupon payment; however, the additional flows will adjust their
present value as a result of the change in rates. When we talk about changes in the
rate, we are referring to changes in the market rate, which refers to a risk-free rate.
Given the above, the duration considered by HR Ratings will be adjusted according to
an impairment rate, so as to consider this situation in the model.
2. Adjustment for Changes in the Risk Aversion. Together with the previous
adjustment, the HR Ratings methodology supposes that a change in the market
interest rate will have different impacts on instruments with different credit ratings. That
is to say, because of the difference in ratings, there may be a risk for rate spread. This
risk may be subjective, while variable rate instruments are adjusted to these changes,
this does not occur with other types of assets. Empirically speaking, it may be noted
that a change in the risk-free rate may have a greater impact on the discount rate
required by the market for assets with lower credit ratings. This phenomenon (in
situations of financial stress) is known as risk aversion or flight to quality. If the riskfree rate (a federal government bond, for example) were to raise 100 basis points, it is
highly probable that the discount rate for an "A" rated corporate bond could incur an
increase of 250 basis points. Also, during periods of stress, it is possible that the riskfree rate may fall 100 basis points and the rate for some instruments with some degree
of risk could rise considerably. As a result, the market risk (changes in the price due to
a change in the market rate) is based not only on the duration of an instrument but also
on its credit quality.
The HR Ratings methodology takes this factor into consideration, multiplying the
duration of a certain asset by an impairment factor, which increases as the credit rating
decreases. Also, a second distinction is made according to the type of instrument we
are working with: instruments subject to a fixed rate or a variable rate (floating).
3. Adjustment for Inflation Index bonds. Inflation Index bonds are usually traded at a
coupon rate below the coupon rate for bonds with similar characteristics listed in local
currency. With traditional duration measurements, this factor reflects the higher risk for
an inflation index bond than for a bond listed in local currency. Inflation index bonds
have a lower coupon rate because they are traded at a real rate, excluding inflation.
Therefore, the duration of the bond with real rate is greater, and consequently, will
have an apparently higher risk. However, this result does not necessarily reflect the
real risk for the investor. To correct this defect in the calculation, HR Ratings adds the
inflation rate expected for the market in the long term to the coupon rate for an inflation
index bond. A higher coupon rate would give a shorter duration.
4. Adjustment for repurchase agreements and instruments with one-day maturity.
Another adjustment made to the Specific Market Risk calculation process is that when
there are repos or any other instrument with one-day maturity (for example, a one-day
note with interest payable at maturity), HR Ratings believes that it is inadequate to
consider the concept of duration as we have until now, in fact, the duration for this type
of asset and/or financial instrument is determined as equal to one day (1/365 = 0.0027).
This idea is not restricted to one-day maturity instruments; if a repo matures in n days
(n = 1, 2, 3, …), our formula is equal to n/365.
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5. Instruments referenced to a foreign currency. HR Ratings recognizes that the
duration of this type of instrument will be significantly modified due to the impact
(positive or negative) of the exchange rate in effect at the time of its valuation. Of
course, this situation is also reflected in the calculation of the Specific Market Risk for
the portfolio in question. However, it is important to clarify that not all instruments
denominated in a foreign currency receive the same treatment in our methodology. In
fact, the duration and the adjustment given the term, and the effect of the exchange
rate will be different for each.
In general, HR Ratings considers that the incorporation of instruments in foreign
currency serves to mitigate the effect of variances in the exchange rate, in other words,
serves as a kind of hedge. However, the volatility of the exchange rate can, in some
cases, be prejudicial or counterproductive to this principle. It is therefore important to
consider their effect on those portfolios that include instruments with these
characteristics.
a) Checking accounts in foreign currency. The calculation of the duration
for this type of instrument is different than the calculation we have been
using up to now. To determine this, HR Ratings considers two elements:
the investment horizon for the portfolio and the percentage of participation
within the portfolio

Therefore, we maintain consistency according to the investment horizon. In
this case, for the short or medium term, the duration will be six months if
the instrument's participation is less than 50% of the portfolio, in other cases
it will be equal to one year. For a long-term investment horizon, the duration
will be two or three years, depending on the percentage of participation of
the instrument.
An adjustment is made, together with the value for this new duration, for
the potential effect that variances in the exchange rate may have on the
final weighted duration for the portfolio. The adjustment for exchange rate
will also depend on the investment horizon and, of course, on the type of
instrument. Lastly, no impairment for interest rate is applied to checking.
b) Buyback of debt instruments in foreign currency. For these
instruments, HR Ratings determines the duration in the same manner as in
the previous point. However, there is a difference in the adjustment applied
for market risk. The adjustment due to the exchange rate will continue to
depend on the investment horizon for the portfolio, but this time the
impairment is applied depending on the type of interest rate to which the
instruments are referenced.
The reason for the double adjustment is that the price and the performance
of the instrument will be determined by two risk factors, these being the
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interest rate and the exchange rate. These two factors may generate a
multiplying effect on the market risk for the portfolio.
c) Debt instruments in foreign currency. The duration for FSP can be
calculated according to the concept established at the start of this section.
However, as with repos, there is a double adjustment. The first corresponds
to the interest rate impairment and, the second, the effect of the exchange
rate.
The different impairment levels have to do with the analysis of the historic
volatility of these exchange rates, and also a comparison with the different
forecasts generated by HR Ratings. This type of exercise makes it possible
to determine the expected impact of these types of variables, on the
Specific Market Risk for the portfolio.
Meanwhile, HR Ratings recognizes that the volatility of the exchange rate
is very high in stress situations and, relatively, constant during times of
economic and financial stability. Therefore, our intervals permit our analysts
to be much more conservative in their calculations, avoiding continual
modifications of the credit ratings assigned to any particular mutual fund.
Lastly, we must also recall that the determination of the impairment on the
duration due to the interest rate needs the credit rating for the instrument
as an input. Only if the instrument does not have a credit rating, or the rating
does not faithfully illustrate the real credit risk condition of the instrument,
may HR Ratings assign the instrument a shadow rating.
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HR Ratings Credit Rating Scale
HR AAA

Indicates the highest rating in terms of the credit quality for a fund,
with a credit risk similar to that for an instrument with a minimal credit
risk.

HR AA

Indicates a high rating in terms of the credit quality for a fund, with a
credit risk similar to that for instruments with a very low credit risk.

HR A

Indicates an adequate rating in terms of the credit quality for a fund,
with a credit risk similar to that for instruments with a low credit risk.

HR BBB

Indicates a moderate rating in terms of the credit quality for a fund,
with a credit risk similar to that for instruments with a moderate credit
risk.

HR BB

Indicates an inadequate rating in terms of the credit quality for a fund,
with a credit risk similar to that for instruments with a high credit risk.

HR B

Indicates a low security rating in terms of the credit quality for a fund,
with a credit risk similar to that for instruments with a very high credit
risk.

HR C

Indicates a very low rating in terms of the credit quality for a fund,
with a credit risk similar to that for instruments with an extremely high
credit risk.

HR D

Indicates the lowest rating in terms of the credit quality for a fund,
with a credit risk similar to that for an instrument in default.
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HR Ratings Asset Market Risk Rating Scale

1

Extremely low sensitivity of the asset portfolio to changes in the market
conditions.

2

Low sensitivity of the asset portfolio to changes in the market conditions.

3

Low to Moderate sensitivity of the asset portfolio to changes in the
market conditions.

4

Moderate sensitivity of the asset portfolio to changes in the market
conditions.

5

Moderate to High sensitivity of the asset portfolio to changes in the
market conditions.

6

High sensitivity of the asset portfolio to changes in the market conditions.

7

Very high sensitivity of the asset portfolio to changes in the market
conditions.
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Mexico: Avenida Prolongación Paseo de la Reforma #1015 torre A, piso 3, Col. Santa Fe, México, D.F., CP 01210, Tel 52 (55) 1500 3130.
United States: One World Trade Center, Suite 8500, New York, New York, ZIP Code 10007, Tel +1 (212) 220 5735.
HR Ratings de México, S.A. de C.V. (HR Ratings), is a Credit Rating Agency authorized by the National Banking and Securities Commission (CNBV), registered by the
Securities and Exchange Commission (SEC) as a Nationally Recognized Statistical Rating Organization (NRSRO) for the assets of government securities, corporates
and financial institutions, as described in clause (v) of section 3(a)(62)(A) of the US Securities Exchange Act of 1934 and certified as Credit Rating Agency (CRA) by the
European Securities and Markets Authority (ESMA).

The rating was solicited by the entity or issuer, or on its behalf, and therefore, HR Ratings has received the corresponding fees for the rating
services provided. The following information can be found on our website at www.hrratings.com: (i) The internal procedures for the monitoring and
surveillance of our ratings and the periodicity with which they are formally updated, (ii) the criteria used by HR Ratings for the withdrawal or
suspension of the maintenance of a rating, and (iii) the procedure and process of voting on our Analysis Committee.
HR Ratings de México SA de CV (HR Ratings) ratings and/or opinions are opinions of credit quality and/or regarding the ability of management to administer assets; or opinions
regarding the efficacy of activities to meet the nature or purpose of the business on the part of issuers, other entities or sectors, and are based exclusively on the characteristics of
the entity, issuer or operation, independent of any activity or business that exists between HR Ratings and the entity or issuer. The ratings and/or opinions assigned are issued on
behalf of HR Ratings, not of its management or technical staff, and do not constitute an investment recommendation to buy, sell, or hold any instrument nor to perform any business,
investment or other operation. The assigned ratings and/or opinions issued may be subject to updates at any time, in accordance with HR Ratings’ methodologies.
HR Ratings bases its ratings and/or opinions on information obtained from sources that are believed to be accurate and reliable. HR Ratings, however, does not validate, guarantee
or certify the accuracy, correctness or completeness of any information and is not responsible for any errors or omissions or for results obtained from the use of such information.
Most issuers of debt securities rated by HR Ratings have paid a fee for the credit rating based on the amount and type of debt issued. The degree of creditworthiness of an issue or
issuer, opinions regarding asset manager quality or ratings related to an entity’s performance of its business purpose are subject to change, which can produce a rating upgrade or
downgrade, without implying any responsibility for HR Ratings. The ratings issued by HR Ratings are assigned in an ethical manner, in accordance with healthy market practices
and in compliance with applicable regulations found on the www.hrratings.com rating agency webpage. There Code of Conduct, HR Ratings’ rating methodologies, rating criteria
and current ratings can also be found on the website.
Ratings and/or opinions assigned by HR Ratings are based on an analysis of the creditworthiness of an entity, issue or issuer, and do not necessarily imply a statistical likelihood of
default, HR Ratings defines as the inability or unwillingness to satisfy the contractually stipulated payment terms of an obligation, such that creditors and/or bondholders are forced
to take action in order to recover their investment or to restructure the debt due to a situation of stress faced by the debtor. Without disregard to the aforementioned point, in order to
validate our ratings, our methodologies consider stress scenarios as a complement to the analysis derived from a base case scenario. The rating fee that HR Ratings receives from
issuers generally ranges from US$1,000 to US$1,000,000 (or the foreign currency equivalent) per issue. In some instances, HR Ratings will rate all or some of the issues of a
particular issuer for an annual fee. It is estimated that the annual fees range from US$5,000 to US$2,000,00 (or the foreign currency equivalent).
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