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APPLICATION FOR REGISTRATION AS A
NATIONALLY RECOGNIZED
STATISTICAL RATING ORGANIZATION (NRSRO)
INITIAL APPLICATION

ANNUAL CERTIFICATION

✔ UPDATE OF REGISTRATION

APPLICATION TO ADD CLASS
OF CREDIT RATINGS

Items and/or Exhibits Amended:

Item 9, exhibits 2,4,8

APPLICATION SUPPLEMENT
Items and/or Exhibits Supplemented:
_

_

WITHDRAWAL FROM REGISTRATION

Important: Refer to Form NRSRO Instructions for General Instructions, Item-by-Item Instructions,
an Explanation of Terms, and the Disclosure Reporting Page (NRSRO). “You” and “your” mean
the person filing or furnishing, as applicable, this Form NRSRO. “Applicant” and “NRSRO” mean
the person filing or furnishing, as applicable, this Form NRSRO and any credit rating affiliate
identified in Item 3.
1.

A. Your full name:

HR Ratings de Mexico, S.A. de C.V.
B. (i) Name under which your credit rating business is primarily conducted, if different from Item 1A:

HR Ratings
(ii) Any other name under which your credit rating business is conducted and where it is used
(other than the name of a credit rating affiliate identified in Item 3):

None
C. Address of your principal office (do not use a P.O. Box):

Av. Prolongacion PaseoMexico
de la Reforma1015,DF
Torre A, Piso 3 01210
(Number and Street)

(City)

(State/Country)

(Zip/Postal Code)

(City)

(State/Country)

(Zip/Postal Code)

D. Mailing address, if different:
(Number and Street)

E. Contact person (See Instructions):

Claudia Ramirez Mingramm

Head Compliance Officer

(Name and Title)

Av. Prolongacion Paseo de
Mexico
la Reforma1015,DF
Torre A,

01210

(Number and Street)

(Zip/Postal Code)

(City)

(State/Country)

CERTIFICATION:
The undersigned has executed this Form NRSRO on behalf of, and on the authority of, the Applicant/NRSRO. The
undersigned, on behalf of the Applicant/NRSRO, represents that the information and statements contained in this
Form, including Exhibits and attachments, all of which are part of this Form, are accurate in all significant respects. If
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this is an ANNUAL CERTIFICATION, the undersigned, on behalf of the NRSRO, represents that the NRSRO’s
application on Form NRSRO, as amended, is accurate in all significant respects.

9/30/2015

HR Ratings

(Date)

By:
2.

(Name of the Applicant/NRSRO)
Fernando
Montes de Oca

Digitally signed by Fernando Montes de Oca
DN: cn=Fernando Montes de Oca, o=HR Ratings,
ou=HR Ratings,
email=fernando.montesdeoca@hrratings.com,
c=MX
Date: 2015.02.10 12:38:23 -06'00'

(Signature)

A.

B.
C.

Corporation

Limited Liability Company

Month and day of your fiscal year end:

Partnership

Other (specify)

December, 31

Place and date of your formation (i.e., state or country where you were incorporated, where your
partnership agreement was filed, or where you otherwise were formed):
State/Country of formation:

4.

(Print Name and Title)

Your legal status:

✔

3.

Fernando Montes de Oca Gatica

Mexico

Date of formation:

June 22, 2007

Your credit rating affiliates (See Instructions):
(Name)

(Address)

(Name)

(Address)

(Name)

(Address)

(Name)

(Address)

(Name)

(Address)

The designated compliance officer of the Applicant/NRSRO (See Instructions):

Claudia Ramirez Mingramm
(Name and Title)

Av. Prolongación Paseo de la Reforma 1015,
3
D.FTorre A, Piso
01210
(Number and Street)

5.

(City)

(State/Country)

(Postal Code)

Describe in detail how this Form NRSRO and Exhibits 1 through 9 to this Form NRSRO will be made
publicly and freely available on an easily accessible portion of the corporate Internet website of the
Applicant/NRSRO (See Instructions):

Form NRSRO Item 9 Exhibits 2, 4 and 8 will be publicly and freely available at www.hrratings.com

6.

COMPLETE ITEM 6 ONLY IF THIS IS AN INITIAL APPLICATION, APPLICATION
SUPPLEMENT, OR APPLICATION TO ADD A CLASS OF CREDIT RATINGS.

A.

Indicate below the classes of credit ratings for which the Applicant/NRSRO is applying to be registered. For
each class, indicate the approximate number of obligors, securities, and money market instruments in that
class as of the date of this application for which the Applicant/NRSRO has an outstanding credit rating and the
approximate date the Applicant/NRSRO began issuing credit ratings as a “credit rating agency” in that class on
a continuous basis through the present (See Instructions):
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Class of credit ratings

Applying for
registration

Approximate
number currently
outstanding

Approximate date
issuance commenced

financial institutions as that term is defined in
section 3(a)(46) of the Exchange Act (15 U.S.C.
78c(a)(46)), brokers as that term is defined in
section 3(a)(4) of the Exchange Act (15 U.S.C.
78c(a)(4)), and dealers as that term is defined
in section 3(a)(5) of the Exchange Act (15
U.S.C. 78c(a)(5))
insurance companies as that term is defined in
section 3(a)(19) of the Exchange Act (15 U.S.C.
78c(a)(19))
corporate issuers
issuers of asset-backed securities as that term
is defined in 17 CFR 229.1101(c)
issuers of government securities as that term
is defined in section 3(a)(42) of the Exchange
Act (15 U.S.C. 78c(a)(42)), municipal securities
as that term is defined in section 3(a)(29) of
the Exchange Act (15 U.S.C. 78c(a)(29)), and
foreign government securities

B. Briefly describe how the Applicant/NRSRO makes the credit ratings in the classes indicated in Item 6A readily
accessible for free or for a reasonable fee (See Instructions):

C. Check the applicable box and attach certifications from qualified institutional buyers, if required (See
Instructions):
The Applicant/NRSRO is attaching
certifications from qualified institutional buyers to this
application. Each is marked “Certification from Qualified Institutional Buyer.”
The Applicant/NRSRO is exempt from the requirement to file certifications from qualified institutional
buyers pursuant to section 15E(a)(1)(D) of the Exchange Act.
Note: You are not required to make a Certification from a Qualified Institutional Buyer filed with this
Form NRSRO publicly available on your corporate Internet website pursuant to Exchange Act Rule 17g1(i). You may request that the Commission keep these certifications confidential by marking each page
“Confidential Treatment” and complying with Commission rules governing confidential treatment. The
Commission will keep the certifications confidential upon request to the extent permitted by law.
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7.

DO NOT COMPLETE ITEM 7 IF THIS IS AN INITIAL APPLICATION.

A.

Indicate below the classes of credit ratings for which the NRSRO is currently registered. For each class, indicate
the approximate number of obligors, securities, and money market instruments in that class for which the
NRSRO had an outstanding credit rating as of the most recent calendar year end and the approximate date the
NRSRO began issuing credit ratings as a “credit rating agency” in that class on a continuous basis through the
present (See Instructions):

Currently
registered

Class of credit rating

Approximate
number outstanding
as of the most
recent calendar
year end

Approximate date
issuance
commenced

financial institutions as that term is defined in
section 3(a)(46) of the Exchange Act (15 U.S.C.
78c(a)(46)), brokers as that term is defined in
section 3(a)(4) of the Exchange Act (15 U.S.C.
78c(a)(4)), and dealers as that term is defined in
section 3(a)(5) of the Exchange Act (15 U.S.C.
78c(a)(5))
insurance companies as that term is defined in
section 3(a)(19) of the Exchange Act (15 U.S.C.
78c(a)(19))
corporate issuers
issuers of asset-backed securities as that term is
defined in 17 CFR 229.1101(c)
issuers of government securities as that term is
defined in section 3(a)(42) of the Act (15 U.S.C.
78c(a)(42)), municipal securities as that term is
defined in section 3(a)(29) of the Exchange Act
(15 U.S.C. 78c(a)(29)), and foreign government
securities

✔

277

2008

B. Briefly describe how the NRSRO makes the credit ratings in the classes indicated in Item 7A readily accessible
for free or for a reasonable fee (See Instructions):

Credit ratings in item 7A are made available by press release and electronic notification to subscribers

8. Answer each question. Provide information that relates to a “Yes” answer on a Disclosure
Reporting Page (NRSRO) and submit the Disclosure Reporting Page with this Form NRSRO
(See Instructions). You are not required to make any disclosure reporting pages submitted with
this Form publicly available on your corporate Internet website pursuant to Exchange Act Rule
17g-1(i). You may request that the Commission keep any disclosure reporting pages
confidential by marking each page “Confidential Treatment” and complying with Commission
rules governing confidential treatment. The Commission will keep the disclosure reporting pages
confidential upon request to the extent permitted by law.
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YES

NO

A. Has the Applicant/NRSRO or any person within the Applicant/NRSRO committed or omitted
any act, or been subject to an order or finding, enumerated in subparagraphs (A), (D), (E), (G),
or (H) of section 15(b)(4) of the Securities Exchange Act of 1934, been convicted of any
offense specified in section 15(b)(4)(B) of the Securities Exchange Act of 1934, or been
enjoined from any action, conduct, or practice specified in section 15(b)(4)(C) of the Securities
Exchange Act of 1934 in the ten years preceding the date of the initial application of the
Applicant/NRSRO for registration as an NRSRO or at any time thereafter?

✔

B. Has the Applicant/NRSRO or any person within the Applicant/NRSRO been convicted of any
crime that is punishable by imprisonment for 1 or more years, and that is not described in section
15(b)(4) of the Securities Exchange Act of 1934, or been convicted of a substantially equivalent
crime by a foreign court of competent jurisdiction in the ten years preceding the date of the initial
application of the Applicant/NRSRO for registration as an NRSRO or at any time thereafter?

✔

C. Is any person within the Applicant/NRSRO subject to any order of the Commission barring or
suspending the right of the person to be associated with an NRSRO?

✔

9. Exhibits (See Instructions).
Exhibit 1. Credit ratings performance measurement statistics.
Exhibit 1 is attached and made a part of this Form NRSRO.

Exhibit 2. A description of the procedures and methodologies used in determining credit ratings.

✔

Exhibit 2 is attached and made a part of Form NRSRO.

Exhibit 3. Policies or procedures adopted and implemented to prevent the misuse of material, nonpublic
information.
Exhibit 3 is attached and made a part of this Form NRSRO.

Exhibit 4. Organizational structure.

✔

Exhibit 4 is attached to and made a part of this Form NRSRO.

Exhibit 5. The code of ethics or a statement of the reasons why a code of ethics is not in effect.
Exhibit 5 is attached to and made a part of this Form NRSRO.

Exhibit 6. Identification of conflicts of interests relating to the issuance of credit ratings.
Exhibit 6 is attached to and made a part of this Form NRSRO.

Exhibit 7. Policies and procedures to address and manage conflicts of interest.
Exhibit 7 is attached to and made a part of this Form NRSRO.
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Exhibit 8. Certain information regarding the credit rating agency’s credit analysts and credit analyst
supervisors.

✔

Exhibit 8 is attached to and made a part of this Form NRSRO.

Exhibit 9. Certain information regarding the credit rating agency’s designated compliance officer.
Exhibit 9 is attached to and made a part of this Form NRSRO.

Exhibit 10. A list of the largest users of credit rating services by the amount of net revenue earned from the
user during the fiscal year ending immediately before the date of the initial application.
Exhibit 10 is attached to and made a part of this Form NRSRO.
Note: You are not required to make this Exhibit publicly available on your corporate Internet website
pursuant to Exchange Act Rule 17g-1(i). You may request that the Commission keep this Exhibit
confidential by marking each page “Confidential Treatment” and complying with Commission rules
governing confidential treatment. The Commission will keep the information and documents in the
Exhibit confidential upon request to the extent permitted by law.
Exhibit 11. Audited financial statements for each of the three fiscal or calendar years ending immediately
before the date of the initial application.
Exhibit 11 is attached to and made a part of this Form NRSRO.
Note: You are not required to make this Exhibit publicly available on your corporate Internet website
pursuant to Exchange Act Rule 17g-1(i). You may request that the Commission keep this Exhibit
confidential by marking each page “Confidential Treatment” and complying with Commission rules
governing confidential treatment. The Commission will keep the information and documents in the
Exhibit confidential upon request to the extent permitted by law.
Exhibit 12. Information regarding revenues for the fiscal or calendar year ending immediately before the date of
the initial application.
Exhibit 12 is attached to and made a part of this Form NRSRO.
Note: You are not required to make this Exhibit publicly available on your corporate Internet website
pursuant to Exchange Act Rule 17g-1(i). You may request that the Commission keep this Exhibit
confidential by marking each page “Confidential Treatment” and complying with Commission rules
governing confidential treatment. The Commission will keep the information and documents in the
Exhibit confidential upon request to the extent permitted by law.
Exhibit 13. The total and median annual compensation of credit analysts.
Exhibit 13 is attached and made a part of this Form NRSRO.
Note: You are not required to make this Exhibit publicly available on your corporate Internet website
pursuant to Exchange Act Rule 17g-1(i). You may request that the Commission keep this Exhibit
confidential by marking each page “Confidential Treatment” and complying with Commission rules
governing confidential treatment. The Commission will keep the information and documents in the
Exhibit confidential upon request to the extent permitted by law.
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Exhibit 2

Methodology for Public Finances
Unsecured Debt Ratings for Mexican Municipalities
Methodology Addendum

Contact Information
Ricardo Gallegos
Senior Executive Director of Public /
Infrastructure Finances
ricardo.gallegos@hrratings.com
Álvaro Rodriguez
Public Finance Associate
alvaro.rodriguez@hrratings.com
Felix Boni
General Director of Analysis
felix.boni@hrratings.com

31st July 2015

Addendum on Unsecured Risk Evaluation for Municipalities
This methodology addendum outlines the process utilized in evaluating the ability and willingness of
Mexican Municipalities to fulfil their unsecured debt payment obligations on time and in accordance
with contractual agreements, including any future obligations they may contract.
The measurement of the ability and willingness to service debt whose payment sources are revenues
prioritized  for  the  payment  of  “structured”  debt  is the subject of a different methodology. However,
those products are incorporated into several of the metrics involved in this analysis. This
methodology assumes that such structured debt limits the ability and willingness of a municipality to
service its unsecured obligations in a timely and fully compliant manner.
The methodology describes the entire ratings process, beginning with the elaboration of a
Preliminary Analysis (PA). This Preliminary Analysis is quantitative and includes the most relevant
financial metrics, calculated for a set number of periods, both historical and projected, the latter in
both a base and stressed scenario. The Preliminary Analysis is then complemented with qualitative
considerations, which allow the results of the PA to be adjusted in any direction, to arrive to the Final
Rating.

This methodology belongs exclusively
to HR Ratings.

The risk evaluation model described in this addendum follows the structure set forth in the base
methodology document, Public Finance Methodology, Unsecured Debt Ratings for Mexican States.

*This methodology comes into force on
29th September 2015.

The Preliminary Analysis uses the same six metrics set forth in the base methodology, although
not necessarily with the same relative weights as used in the evaluation of states. It is important
to add that this addendum calls for the use of an Adjusted Primary Balance that is slightly different
than that used in the base methodology. This measure divided by Total Revenues will return the
metric used in the evaluation.
Metrics will be obtained for different historical and forecast periods, which may also have different
relative weights with respect to each other and which may also differ from those used for the
states. However, as with all the types of assets evaluated by HR Ratings, the forecast for the
year in progress will be assigned a greater relative weighting than the others. Likewise, the
number of past and future years taken into consideration may vary with regard to the base
methodology. This is largely as a result of the differences between the terms of office of municipal
administrations and those of the states.
Metrics calculated for each of the periods taken into account will be evaluated in a base scenario,
which represents the most likely performance of the municipality, given the observed context,
and in a stress scenario, which, for its part, measures the impact of adverse financial and
economic conditions on the metrics. These metrics maintain the same relative weights in both
scenarios.
The scenarios, like the metrics and the periods, are evaluated with a specific weighting, and the
result given by each is placed in context in ratings ranges. The result of the Preliminary Analysis
is obtained from the sum of the values. The relative weights assigned to the metrics, periods and
scenarios will be constant across all the municipalities rated and remain valid until the
Methodology Committee updates and/or revises its values, according to our policies and
manuals.
When a result has been generated for each scenario, the rating derived from the Preliminary
Analysis is obtained; this may be modified in net terms by up to three levels, either upwards or
downwards, on a qualitative basis characteristics. These qualitative attributes are, by definition,
aspects that are not modelled on the base and stress scenarios due to their nature, and are
therefore included as adjustment considerations. If necessary, the Analysis Committee may make
adjustments of more than three levels, taking into account Extraordinary Adjustment
Considerations, which represent exceptional events or conditions.
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General Structure of the Ratings Process
This methodology addendum describes the process utilized to evaluate the ability and
willingness of Mexican municipalities to satisfy their unsecured debt payment obligations
on time and in accordance with contractual obligations,1 including any future obligations
they may contract.
The measurement of the ability and willingness to service debt whose payment sources
are  revenues  prioritized  for  the  payment  of  “structured”  debt  is  the  subject  of  a  different  
methodology. However, those products are incorporated into several of the metrics
involved in this analysis. This methodology assumes that such structured debt limits the
ability and willingness of a municipality to service its unsecured obligations in a timely and
fully compliant manner.
The rating process has the same characteristics and stages as the process for states. It
begins with the projection of a base scenario and a stress scenario, in which the most
relevant metrics are calculated for different periods, in order to determine the Preliminary
Analysis (PA). We include six metrics to evaluate municipalities in terms of their three
principal dimensions, which are Primary Balance, Debt and Debt Servicing. The interaction
of these metrics according to their relative values is evaluated in an Unsecured Risk Model
(URM), which determines the PA.
In the URM, and within each of the two scenarios that comprise it, the values corresponding
to the metrics mentioned above will undergo a normalization process. This means they will
receive a value according to the range they fall within on a standardized curve, in order to
express them comparatively and allow them to be appropriately measured with regard to
the credit quality they represent. Later, each of the normalized metrics will be weighted
according to its relative importance and according to the relative relevance of the year in
which it is observed or forecast. As with all the different types of assets evaluated by HR
Ratings, the projection for the year in progress, called for these purposes T 0, will be the
year assigned a greater relative weighting than the others.
The possible difference between the PA and the Final Rating (FR) will be determined by
applying Adjustment Considerations and, as the case may be, Extraordinary Adjustment
Considerations (EAC). We expect EAC to be applied only under very specific and unusual
conditions. The variables included in this process will be qualitative, or rather, evaluated
qualitatively. Their effect will be reflected in upward or downward “notches.”
Sensitivity to the management of resources that the municipality obtains or could obtain;
unbudgeted risks to which it may be exposed; the quality, timeliness and transparency of
the information it provides; its credit history; the political situation in which it finds itself and
any other qualitative risk that may be detected are all aspects we evaluate to modify the
PA and determine the FR.
The PA can be adjusted up to three levels or notches in either direction when the
adjustment considerations based on quantitative variables and qualitative aspects are
incorporated qualitatively. These considerations must be presented and specified by the
“responsible”  analyst and his Director to the respective analysis committee. Furthermore,
it is possible to include additional qualitative factors in exceptional situations, such as, for
example, non-payment. Such extraordinary adjustments will be applied when the impact
1

For  all  HR  Ratings  methodologies,  failure  to  pay,  or  “default,”  refers  only  to  mandatory  payments  (interest  and  principal  amortisations), and
does  not  include  “covenants”.  Additionally,  it  does  include  “forced”  debt  restructurings  resulting  from  stress  events suffered by indebted entities.
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of a consideration, because of its nature, exceeds the limit of three notches. The Final
Rating will be obtained by adjusting the PA on the basis of such criteria.
The following conceptual map (Figure 1) summarizes the ratings process at each stage of
its development, as well as their respective components. First is the quantitative stage,
which involves an analysis using the unsecured risk model, and then there is the qualitative
stage, which involves adjustment considerations.

Figure 1: Municipalities Unsecured Risk Evaluation Methodology
Preliminary Analysis: URM for Base and Stress Scenarios
Adjusted Primary
Balance*
to Total Revenues

Net Debt to Unrestricted
Revenues (UR)

Total Debt Service to UR

Unsecured Debt to Total
Debt

Unsecured Debt Service

Non-Cost Financial
Obligations** to UR

to UR***

Initial Rating

Adjustment Considerations
Sensitivity to Resource Management
Contingencies
Transparency, Quality and Timeliness of Information
Political Context
Credit History
Other

Extraordinary Adjustment Considerations
Final Rating
*AOB: This metric subtracts the change in restricted expenditures from the Primary Balance.
**Advance payments are subtracted from non-Cost Financial Obligations (NCFOs).
***In this metric, the amount of Structured Debt Service is subtracted from UR.
Source: HR Ratings

Analytical Assumptions
The quantitative analysis process, which includes a series of projections, implies that first,
the financial statements are prepared paying special attention to revenues and
expenditures.  Later,  a  balance  sheet  is  prepared,  showing  the  municipality’s  assets  and  
liabilities, and lastly, the cash flow statement, which is indispensable because it shows the
relationship between the first two financial statements, is drawn up.
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The most important reference for the projections is the historical performance of the
revenues and expenditures statement, which also allows us to assess transparency in the
municipality’s   financial   accounting.   In   cases   where   there   are   expenditures that are not
registered in the years in which are they are spent, it is important to have a trustworthy
record of those payments, in order to adequately measure the observed metrics and to be
able to project the possible future trajectory. If such records do not exist, the rating can be
lowered due to lack of transparency, and the projections may be altered by the lack of
adequate information. As a result, the assumptions used to prepare them would be
unfavorable for the rating.
Comparing historical information from different municipalities is complicated, due to the
fact that some of them prepare their revenue and expenditure statements based on cash
flows and others on an accrual basis. Furthermore, the same municipality may alternate
between the two accounting methods from one period to the next.
This risk of a lack of accounting uniformity is mitigated by the importance this addendum
gives to projections and by the standardized adjustments made to official information. As
such, the projections we make are based on assumptions and principles that are equally
applicable to all municipalities, which ensures that adequate levels of comparability are
maintained across all the municipalities and in each municipality over the different periods
examined.
The calculation of Non-Cost Financial Obligations (NCFOs) is net, due to the fact that
advance payments to suppliers and sub-contractors are subtracted from the cash, banks
and investments account. At the same time, despite the fact that non-payment of the
NCFOs does not constitute a default for the purposes of this methodology, since they do
not represent a debt obligation, such obligations represent a future expenditure of
resources that may be paid through contracted debt.
The  calculation  of  the  municipality’s  debt  only  takes  direct  debt  into  account.  In  the  event  
that the municipality notifies this ratings agency that it is taking on a contingent or co-signed
debt, that type of debt will then also be identified as part of the total debt. In fact, it may be
decided whether or not to affect the PA negatively with a qualitative consideration,
depending on the nature of the contingency such an indirect debt represents.

Revenues, Expenditures and Their Projections
Revenues
Revenues are divided into two main categories, federal revenues and municipal revenues.
Federal revenues are divided into accounts for Participation, or Line Item 28, Contributions,
or Line Item 33, and other federal and state revenues (originally received from the federal
government). The latter are usually the result of a solicitation process, and as a result are
subject to high levels of volatility. We record 100% of Participation revenues (or revenue
sharing), including revenues prioritized as a source of payment of structured debt.
Subsequently, the allocated revenues (i.e., used to service the structured debt) are
subtracted via the expenditure accounts. This situation causes revenues to increase. For
municipal revenues, we take into account taxes, fees, proceeds, royalties and other
revenues that do not come from a source within the federal government or the respective
state government.
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Within the revenues category, Unrestricted Revenues (UR) are separated. This concept
represents revenues (prioritized or not) that can be used to pay debt and is calculated as
the sum of Participation and municipal revenues. There may be some exceptions to this
rule, as in the case of the Contributions that can be utilized to pay debt, when this concept
is easily identifiable.
Lastly, we do not consider inflows resulting from new debt as revenues. Revenues received
as advance payments are registered as such in the year in which they are received. In the
same way, inflows intended for payments that are not made are taken as revenues in the
fiscal year in which they are received. However, in the calculation of the Adjusted Primary
Balance (APB), these revenues are not included, so as to avoid positive balances or
exaggerated deficits. The foregoing is also intended to avoid excessive surpluses or
deficits in the APB when these resources are paid out.
Expenditures
Expenditures are divided into two main categories, current and non-operational. A third
category are the “Adefas,”   obligations from previous fiscal years. These represent
expenditures accrued in previous years that are being registered and paid for in the current
fiscal year. This concept loses relevance in an accounting method based on accrual
movements, in contrast to an accounting method based on cash movements.
Among the current expenditures, the methodology identifies the following accounts:
personal services, materials and supplies, general services, financial costs, transfers and
subsidies, and other running expenditures. In contrast to states, municipalities do not make
transfers to other entities.
The debt service (DS) account is composed of interest from any type of debt and
amortizations on structured debt. For their part, amortizations of unsecured debt, as well
as revenues resulting from financing, are not accounted for in the revenue and expenditure
statements.2 Because of this, we use the Primary Balance metric to determine the Balance
by excluding payments required as a result of past debt. This Balance is free from the
differentiation of amortizations mentioned above since it results from the subtraction of
financing costs from the Financial Balance.
Projections
Historical information will be based on the municipal accounts and their auxiliary
documents submitted by the Municipalities, which may be subject to adjustments in order
to improve their comparability, especially if virtual items are identified. Furthermore, HR
Ratings reserves the right to present the historical information according to the criteria
utilized in   generating   ratings.   For   its   part,   the   municipality’s   financial   information   will be
projected according to the accounting standards used by this ratings agency, such that any
discrepancies between historical information and projections may be identified. The
purpose of this is to make the projections consistent and comparable across all
municipalities.
For the projection of revenues and expenditures, historical information, behavioral trends
and  the  analyst’s  perception  regarding  the  macroeconomic  context   and political future of
2

We cannot exclude amortisations of structured debt from the calculation of expenditures due to the fact that the revenues
earmarked for making those payments are included. Not doing so would have the effect of exaggerating the financial surplus of
the municipalities.
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the subnational entity are taken into account. In the case of financial costs, the analyst
needs detailed information from the municipality in question regarding its debt obligations,
specifically interest rates agreed upon and amortization calendars.
In the event of a financial deficit, the analyst will develop an assumption as the structure of
future financing. Initially, the analyst will attempt to model his forecasts consistent with the
current structure  of  the  entity’s  debt.  If the current structure cannot be projected, the analyst
will have to incorporate into his forecasts the generalized assumptions applied to all
municipalities in the same situation. These assumptions will be determined internally and
basically consist of establishing an order for each type of financing to be taken into account,
such that the analyst will have to determine the amount and characteristics of the additional
debt.
The NCFOs will be projected as remaining constant, unless the latest information received
from the municipality allows us to identify a future payment of those amounts. The NCFOs
will not be taken into account as an additional financing option, as far as possible.

Preliminary Analysis, quantitative approach
Within the URM, the performance of the municipalities is evaluated according to their
observed and expected behavior. We take financial information from historical data into
account in order to then project the performance of the municipalities over the coming fiscal
years in a base scenario and in a stress scenario.3 The sum of the rating for each scenario
multiplied by its respective weight gives us the PA. The weighting of the metrics, years,
and scenarios will be identical for all municipalities and remain unchanged until the
Methodology Committee updates it.
The scenarios consider three analytical dimensions that group six different metrics
according to their nature. They are described as follows:

Balance Dimension: Adjusted Primary Balance
a) Adjusted Primary Balance (APB) to Total Revenues (TR)
The Primary Balance is defined as the difference between revenues and expenditures,
excluding all financial costs. Revenues include all assigned resources that may be utilized
to make debt payments. Primary expenditures, for their part, do not include the revenues
that are assigned and transferred to structured debt trusts. These revenues are
incorporated as a financial cost. For their part, Total Revenues take federal and municipal
revenues into account and also include all resources assigned to debt payments.
This dimension captures the immediate performance of the municipality, as it takes the
relationship between revenues and expenditures into account. Given that a percentage of
their revenues comes from federal transfers, the amounts over which the municipalities do
not have direct control, the financial performance of the subnational entities is not only
subject to its own decisions. With that in mind, the municipalities must be able to
demonstrate that they have the ability to react to possible unexpected changes in the flow
of revenues from the Federal Government.

3

As opposed to the basic scenario, the stress scenario would not include fiscal years observed in the evaluation of its metrics
in the measurement of the AP.
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This addendum makes an adjustment to the Primary Balance. The adjustment consists of
subtracting the change in restricted cash from the previous year  to  this  year  from  this  year’s  
Primary Balance. As such, its formula is as follows:
Adjusted Primary Balance = Primary Balance in t0 – (restricted cash in t0 – restricted cash in t-1)

The inclusion of the restricted cash adjustment allows a reduction in the volatility of the
metric caused by assigned revenues that are not used in the year they are registered.

Different Types of Debt Dimension
This dimension analyzes the degree of leverage that a municipality possesses. For the
measurement of total we include both structured and unsecured debt. Structured debt is
debt backed up by the assignment of specific revenue sources. Federal revenue sharing
participations is the most common example. The assignment of a source of revenue
generally occurs through a process of transferring those resources to a trust charged with
the task of using them to service the structured debt.
If the use of working capital support is identified, this will be taken into consideration as
part of short-term debt, and not as NCFOs. They are added to short-term debt and are
subtracted from the municipality’s  current liabilities.
b) Net Debt (ND) to Unrestricted Revenues (UR)
This is the most relevant metric of this dimension. The numerator is obtained by subtracting
unrestricted assets in cash, banks and investments, as well as any financing reserves the
municipality may have accumulated, from the total direct debt. The municipality’s   UR,  
previously defined in the section on revenues, is used as the denominator.
c) Unsecured Debt (UD) to Total Debt (TD)
This second metric in the dimension analyses the proportion of unsecured debt with
respect to total debt. In fact, the methodology in general measures the credit risk of the
municipality’s  UD. Structured debt is included in the analysis process because it can limit
the ability to fulfil UD payment obligations. For that reason, it is important to measure the
percentage of TD that is comprised by UD, on the understanding that the larger the
percentage, the greater the municipality’s  unsecured credit risk.
d) Non-Cost Financial Obligations (NCFOs) to Unrestricted Revenues
The  metric  that  complements  this  dimension  allows  us  to  evaluate  the  municipality’s  ability  
to honour all obligations including those that, if they are not paid, do not, strictly speaking,
constitute a default. This calculation is relevant in that the NCFOs could constitute a
significant burden on the municipality, limiting it in its ability to satisfy its unsecured debt
obligations. It is important to bear in mind that, in this addendum, NCFOs are calculated
as net from advance payments to suppliers and contractors.

Total and Unsecured Debt Service Dimension
Debt Service (DS) is defined as the sum of interest and principal amortization payments
made  on  the  municipality’s  debt.  This  last  analytical  dimension  enables us to measure the
debt burden, and it also provides information on the  municipality’s  past  financial  behavior.  
It is of vital importance, given that it reflects the current consequences of indebtedness
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from previous periods. Aggressive indebtedness in previous years would result in
restrictions on the   municipality’s   financial   freedom   and   a   significant   impact   on   its   public  
finances. A favorably structured debt, in terms of its amortization calendar and costs, is
easier to handle than a similar debt with heavy amortizations in the near future and a higher
interest rate.
e) Total Debt Service (TDS) to Unrestricted Revenues
As the name suggests, this first metric of the dimension includes servicing of the
municipality’s   total   debt   in   the   numerator.   The   sum   of   unsecured debt servicing and
structured debt servicing is divided by the UR. It is important to note that short-term debt
contracted for and paid off within the same fiscal year is not taken into account.
f)

Unsecured Debt Service (UDS) to Unrestricted Revenues Net of Structured Debt
Service (SDS)

The final metric to be taken into account in order to arrive at the PA rating, measures the
relationship between service to unsecured debt alone and UR, from which, for this metric,
the amount of SDS is subtracted. In the calculation of the DS, both for total and unsecured
debt, we assume that the entirety of short-term unsecured debt is paid off during the fiscal
year when the current municipal   government’s   term   ends.   The   aim   of   this   metric   is   to  
measure   the   municipality’s   ability   to   honour its unsecured obligations alone. For the
calculation of this metric, SDS is subtracted from UR.

Stress Scenario
As with all HR Ratings analysis methodologies, the weight assigned to the stress scenario
is less than the weight assigned to the base scenario when they are combined to obtain
the final rating. This practice is based on the fact that the base scenario is by definition the
most  likely  scenario,  such  that  the  scenario  in  which  we  evaluate  the  entity’s  ability  to  cope  
with adverse conditions has a lower likelihood of occurring.
The process for generating projections for the stress scenario is the same as the one
utilized for the base scenario. The relative weighting of different time periods and metrics
remains the same, unless the analysis committee justifies changes due to unusual
conditions. In the same way, the result undergoes the same normalizing process, given
that they share the same rating ranges. The only exception is in the choice of years taken
into consideration for the analysis over time, for which the stress scenario uses only the
year in progress and future years, leaving out past years.
Stress conditions considered include adverse macroeconomic and financial factors that
are common to all municipalities. We use the same values for stress factors for all the
entities, which provides comparability to the results for the range of municipalities in this
scenario. The stress conditions included in the analysis model are as follows:
•
•
•

Revenues, both municipal and federal, will be assigned a lower rate of growth than
in the base scenario.
The categories that imply expenditures for the municipality will be assigned a higher
rate of growth than in the base scenario.
The term that the municipality will require for repaying new financing as according
to our projections, will be reduced.
Page 8 of 11

Methodology for Public Finances
Promissory Note Debt Ratings for Mexican Municipalities
Methodology Addendum
•
•
•
•

Likewise, the reserves the municipality has to maintain with regard to the financing
mentioned above are expected to represent a greater percentage than in the base
scenario.
The interest rates used for debt service will increase according to macroeconomic
conditions of stagflation, or low growth with low inflation rates.
The interest rate surcharges used for estimating debt service will increase, with
respect to the base scenario.
Lastly, if any contingent liability or other additional risk factor to which the
municipality could be subject, is identified, the analyst will evaluate the likelihood of
that event occurring and incorporate it into the metrics’   development. The
contingency will be assessed quantitatively or qualitatively, depending on its nature.

The degree of stress in these conditions will be revised periodically so that they better
reflect current national economic conditions.
Algebraic Calculation of the PA
As has been discussed in various sections of this document, the PA is the result of a
quantitative process calculated using the sum of weighted values obtained from the metrics
defined in the previous section for each of the periods taken into account, for both the base
scenario and the stress scenario.
The scenarios represent a dynamic analysis, in that they project the performance of the
metrics described above over a number of periods. Weighting over time is maintained for
all metrics, and in all cases, the estimation of the year in progress will be weighed most
heavily and years further in the future will receive a lower weighting.
It is important to point out that in extraordinary cases, the analysis committee may modify
the weights for certain periods or even decide to consider one period of analysis differently
from the rest of the municipalities evaluated. Such cases require a very clear and complete
rationale for the change included in the minutes of the committee meetings.
The methodology ensures a normalization process, which implies interpreting each value
according to a standardization range for each metric in each year, in order to allow effective
comparison between municipalities. Even though the base scenarios and the stress
scenarios are generated under different financial and economic conditions, this
normalization procedure will be carried out equally in both scenarios, even maintaining the
same weighting.4 It is important to point out to the reader that the stress scenario only takes
the current and projected periods into consideration, leaving out the historical periods.
A detailed example of the run for this analysis methodology using a hypothetical case is
provided in Methodology for Public Finances, Unsecured Note Ratings for Mexican States.

Qualitative Adjustment Considerations
Once the results of the PA have been derived, the next step is to evaluate the effects and
impact of the qualitative criteria described in this section. These factors can move the PA
up to three notches in either direction. The reasons given for the determination to raise or
lower   an   entity’s   rating   must   be   explicitly   provided   in   the   corresponding   analysis  
4

Normalized values are converted into equivalent partial alphabetical ratings.
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committee’s   minutes. It will usually be the analyst responsible for the case or the
department director who recommends such an action to the committee on the basis of the
analysis conducted. No weighting is set forth for the considerations. These qualitative
factors can be grouped into the following categories:
Sensitivity to Resource Management
We evaluate whether a municipality carries out activities aimed at improving its collection
of local revenues and to what extent, and how beginning with an initial situation, this may
represent a benefit or serve as a detriment to said municipality. This includes factors like
whether or not it has the ability to seek out other resources beyond federal funds, the
establishment of alternative forms of payment that allow taxpayers to make payments and
the updating of property values.
Contingencies
We also identify possible unbudgeted risks, such as court rulings, contingencies related to
securities for water companies or social security agencies, ongoing trials of any nature,
and the recognition of past debts that may result in the additional withholding of revenues
that have not been satisfactorily accounted for in the quantitative section.
Transparency, Quality and Opportuneness of Information
In accordance with the General Methodological Criteria that apply to all types of assets
evaluated by this ratings agency, the analysis team will, at all times and throughout the
time that the municipality is rated, evaluate the veracity, clarity and timeliness of the
information it receives, as well as the disposition and professionalism of the officials
responsible for it.
Political Context
In view of the experience we have regarding this aspect, we pay special attention to the
outcomes of electoral processes, impeachment proceedings and aspects related to public
safety, among others.
Credit History
If the municipality has had an unsatisfactory payment performance in the past, the negative
effect on the rating is taken into account. If the municipality has fallen into default, this
situation will be treated as an extraordinary adjustment consideration, as this permits the
rating to be lowered to the minimum possible score, which generally requires a reduction
of more than three notches.
Other
This category includes any other aspect that the analyst assigned to the case considers
relevant, and such inclusions must be submitted to the analysis committee and duly
justified.

Extraordinary Qualitative Adjustment Considerations
Due to the complex nature of the municipalities rated, it is possible that the analyst will
identify an exceptional risk factor peculiar to a municipality, such as a natural disaster or a
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non-payment  situation  resulting  from  a  “lack  of  willingness.”  Although  the   likelihood  that
such an event would occur is low (which is a supposition that a random event will not
necessarily respect), the analyst will recommend the analysis committee take such a
situation into account qualitatively.
Furthermore, this aspect accounts for the possibility that the adjustment limit of three
notches included in the Adjustment Considerations may not be sufficient to evaluate the
credit risk that these considerations represent for a municipality. The PA can therefore be
adjusted by a greater degree in order to determine the FR. In the same way as with the
Qualitative Adjustment Considerations, the use of Extraordinary Qualitative Adjustment
Considerations must be approved by the analysis committee and justified in its minutes,
as well as described in the corresponding report.
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EXHIBIT 8: CREDIT ANALYST AND SUPERVISOR INFORMATION
Total number of analysts
The total number of Credit Analysts (Including Supervisors) as of September 30th, 2015 is 44, of which 7 are
Credit Analysts-Supervisors, 32 are Analysts, and 5 are Interns. A Supervisor means any Credit Analyst holding a
title of Vice-president or above.
Detailed Information of Minimum Qualifications Required for Credit Analysts and Credit Analyst
Supervisors
Credit Analysts and Associate Analysts must have the appropriate knowledge, preparation and experience in
order to be employed by HR Ratings. Analysts must exhibit several years of experience in a specific sector, or
debt or credit markets, show analytical skills such as the ability to critically review any information received,
determine and identify relevant quantitative and qualitative data and must exhibit other skills such as the ability to
correctly apply rating methodologies. Additionally, a Credit Analyst level must show a full understanding of the
rating methodology and criteria. All Credit Analysts, including Supervisors, have a university degree; some of
them have earned a Master’s Degree, PHD, and one has the Chartered Financial Analyst degree. A Credit
Analyst and Associate Analyst must comply with the following criteria:
Credit Analyst
-Hold a degree in Engineering, Finance, Economics or similar
-Technical expertise of the position
-Knowledge and understanding of the methodologies, given the type of ratings in which they participate, that
apply
-Necessary knowledge to evaluate and effectively process relevant information related to the credit quality of an
entity or issuer (Qualitative analysis)
-Experience or knowledge needed to understand the models and inputs contained in the models that are part of
the methodologies (Quantitative analysis)
-Understanding of factors such as: geographic localization, sector, industry, and regulatory framework for the
ratings in which they participate
-Analytical thinker
-Basic understanding of the principal methodological areas to evaluate
-Proactive
-Attention to detail, precision, able to follow up on processes
-Problem solving
-Ability to think like an analyst
-Teamwork
-Discretion with delicate information
-Ability to communicate effectively both verbally and in writing
-Active participation and collaboration in teams
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Associate Analyst
All of criteria required for Credit Analyst and:
-Ability to anticipate problems and prevent or minimize their impact
-Time and self-management
-Ability to multitask
-Ability to develop and foster effective and professional work relationships
-Leadership and initiative
-Ability to work with minimum supervision
-Ability to delegate
-Ability to analyze, understand, evaluate and form opinions on relevant topics
A Credit Analyst Supervisor must have a proven expertise and analytical knowledge of sector and must show
evidence of strong knowledge of the dynamics of credit risk. Also, he or she must exhibit an analytical ability,
problem solving and decision making capacity and conflict management skills must be confirmed by this level. A
Credit Analyst Supervisor or above level must guarantee consistency and effective application of methodologies
and criteria and must exhibit strong team management skills in order to take a lead role in Ratings Committees
and any other supervisory roles. All HR Ratings’ Analysts Supervisors are Credit Analysts with at least four years
of proven experience in credit and risk analysis. The Department of Administration and Human Resources
confirms this experience through the hiring process. The Credit Analyst Supervisors must comply with the
following criteria:
Director (Vice President)
All of the required criteria for Analyst and Associate Analyst and:
-At least three years experience in credit analysis
-Full understanding of the principal methodological areas to evaluate
-Problem solving
-Ability to manage projects assigned and to meet deadlines
-Ability to share and express opinions
-Ability to supervise the work of others on assigned projects
-Ability to provide orientation and support for lower level personnel
Associate Director (Executive Director and Senior Executive Director)
All of the above and:
-Strong experience and analytical expertise in the sector
-Ability to set priorities
-Decision making
-Conflict resolution
-Ability to coordinate and ensure the project/work/product is completed
-Ability to manage and foster relations, both in and outside the Company
-Ability to train and develop personnel to take on responsibilities
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