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FitchRatings

Non-Bank Financial Institutions
Rating Criteria

Master

Scope

This criteria report specifies Fitch Ratings’ methodology for assigning new ratings to, and
monitoring existing ratings of, non-bank financial institutions globally, including securities firms,
investment managers (including investment companies and investment funds), business
development companies (BDCs), finance and leasing companies (including mortgage real estate
investment trusts [REITs] and non-bank policy institutions) and financial market infrastructure
(FMI) companies. With the exception of a limited number of financial institutions with banking
licenses, the criteria discussed herein do not apply to banks, the rating criteria for which are
outlined in Fitch’s “Bank Rating Criteria” or to insurance companies or equity REITs. More
information on types of entities that may be out of scope can be found in Annex 6.

Key Rating Drivers

Five Factors in Stand-Alone Assessment: In assessing a non-bank financial institution’s stand-
alone profile, Fitch considers five key factors: the operating environment; company profile;
management and strategy; risk appetite; and financial profile. While the first three factors are
relatively common across financial institutions, an assessment of a firm’s risk appetite and
financial profile is more specific to the subsector in which the company operates.

Balance Sheet Distinction: Within non-bank financial institution subsectors, Fitch also makes
distinctions in its analysis for businesses with high balance-sheet usage versus businesses with
low balance-sheet usage. Profitability metrics for balance-sheet-intensive businesses are
focused on asset and equity yields, while leverage ratios focus on capitalization measures. For
asset-light strategies, operating margins are a common indicator of profitability, while cash
flow ratios are used to assess leverage.

Support Factors: In assessing potential support from an institutional parent or sovereign
entity, Fitch considers both the ability and propensity of the supporter to provide assistance
on a timely basis. Depending on the strength of perceived support, ratings can be equalized
with the support provider, notched downward form the support provider or notched upward
from the entity’s stand-alone profile. For example, the ratings of captive finance subsidiaries
often benefit from a high probability of support, because they frequently enhance the firm’s
franchise, strategic objectives and revenue prospects.

While sovereign support is often a rating factor for non-bank policy institutions, it is not common
for other non-bank financial institutions, given their more limited systemic importance.

Default Risks, Recovery Prospects: Issue ratings of non-bank financial institutions, in common with
other corporate finance sectors, reflect Fitch’s view of the overall level of credit risk attached to
specific financial commitments, usually securities. This view incorporates an assessment of both the
likelihood of default (or “non-performance” risk) on the specific obligation and of potential
recoveries for creditors in case of default/non-performance.

Senior Debt Aligned with IDR: Ratings of a non-bank financial institution’s senior unsecured
obligations are usually equalized with its Long-Term Issuer Default Rating (IDR),
although they can be notched downward if there is deep effective subordination or high
balance-sheet encumbrance.
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Report Summary and Structure

I. Ratings Framework

Fitch assigns both issuer and issue ratings to non-bank financial institutions and their
obligations. The two primary issuer ratings are:

. Long-Term IDRs; and
° Short-Term IDRs.

In limited circumstances, Fitch may also assign Support Ratings (SRs), Support Rating Floors
(SRFs) and/or Derivative Counterparty Ratings (DCRs) to non-bank financial institutions. For
complete rating definitions, click here.

Fitch generally adopts a “higher of” approach in assigning Long-Term IDRs to non-bank
financial institutions. Specifically, Fitch first determines what level of Long-Term IDR a non-
bank financial institution could attain based solely on its stand-alone financial strength or
based solely on support, whether sovereign support from government authorities (as reflected
in the SRF) or institutional support, usually from shareholders. Fitch then (almost always)
assigns the non-bank financial institution’s IDR at the higher of these two levels absent
extraordinary constraints represented by the Country Ceiling.

1. Stand-Alone Assessment

An assessment of the stand-alone credit profile of a non-bank financial institution considers
five key factors:

° operating environment;

. company profile;

. management and strategy;
. risk appetite; and

. financial profile.

For details on the stand-alone assessment aspect of Fitch’s ratings framework, click here.

I1l. Support

For non-bank financial institutions, the most usual source of support is from the shareholders
(institutional support); for example, when a corporate parent has a finance subsidiary. Support
from government authorities (sovereign support) is a much less frequent occurrence for non-
bank financial institutions than for banks, given the generally relatively smaller size and
influence of a non-bank financial institution on a country’s financial system. If present,
sovereign support is often based on the non-bank financial institution’s policy role and less on
its systemic importance. Fitch’s view of the likelihood of external support being made available
in case of need may be reflected in a non-bank financial institution’s SR. Where Fitch believes
the most likely form of support is sovereign support, this is also reflected in the non-bank
financial institution’s SRF, which indicates the minimum level to which the entity’s Long-Term
IDR could fall for the level of extraordinary support assumed.

The key sovereign support rating factors are:

° sovereign’s ability to support;
° sovereign’s propensity to support a specific non-bank sector; and
° sovereign’s propensity to support a specific non-bank financial institution.

The key institutional support rating factors are:

° parent’s ability to support;
. parent’s propensity to support; and
o legal and regulatory obligations/constraints.
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For details on the support framework, click here.

IV.Issue Ratings

Ratings of non-banks financial institutions’ senior, subordinated/hybrid and other securities
issues incorporate an assessment both of the likelihood of default (or “non-performance” risk)
on the specific obligation and (for debt securities assigned long-term ratings) of potential
recoveries for creditors in case of default/non-performance. For details, click here.

V. Annexes

For additional information on specific aspects of the non-bank financial institutions rating
criteria, a summary of non-bank financial institution quantitative benchmarks and metrics by

subsector and information on certain rating procedures, click here.

I. Ratings Framework

This section provides an overview of the international and national scale ratings assigned to
non-bank financial institutions and their issues, indicating: what the different ratings measure,
when they are assigned, the scales on which they are assigned; and how, in broad terms, the
rating levels are determined. This section first reviews non-bank financial institution issuer
ratings and then issue ratings.

Sections Il, Il and IV provide more detail on the criteria for assigning IDRs, SRs and SRFs and
issue ratings, respectively. Readers who do not wish to review in detail Fitch’s rating
framework should turn to these sections. A simplified version of the framework is presented in
the chart below.

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 3
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Non-Bank Financial Institutions Ratings Framework (Simplified)
Is Support Expected? —> Yes — Sovereign Institutional Support?
Sovereign Support? Institutional Support?
Considerations: Considerations:
No * Ability to support. — -« Ability to support.
* Propensity to support. * Propensity to support.
« Country risks in subsidiary jurisdiction.
Stand-Alone Assessment Long-Term IDR: )
Determines LT IDR Assign Support Rating (1-5 scale) and « Higher of stand-alone credit
(AAA scale) Support Rating Floor (AAA scale or No Floor) assessment of issuer and
institutional support assessment.
Key rating factors: + « Core subsidiary = equalized with
* Operating Environment parent IDR.
» Company Profile Long-Term IDR: « Strategically Important subsidiary =
. I\/!anageme.nt and Strategy « Higher of Support Rating Floor (SRF) or usually 1 notch below parent IDR.
* Risk Appetite stand-alone credit assessment of issuer. * Limited Importance subsidiary = 2 or
+ Financial Profile «  Subject to sovereign ceiling considerations. more notches below parent.
N STIDR (ST Scale) ¢
Based on Mapping from LT IDR
—> Derivative Counterparty Rating (AAA Scale) Equalized with, Notched up from, LT IDR <+—
Issuer Ratings
Issue Ratings
—> Senior Debt (AAA Scale) Usually Equalized with LT IDR <+—
—> Subordinated/Hybrid Instruments (AAA Scale) Usually Notched off IDR <+—
LT IDR - Long-term Issuer Default Rating. ST IDR — Short-term Issuer Default Rating.
Source: Fitch Ratings.
I.1. Long-Term Issuer Default Ratings
What They Measure
IDRs for non-bank financial institutions, as for issuers in other sectors, express Fitch’s opinion
on an entity’s relative vulnerability to default on its financial obligations. In accordance with
Fitch’s rating definitions, the default risk addressed by the IDR is generally that of the financial
obligations whose non-payment would “best reflect the uncured failure of that entity.”
For a small population of mostly prudentially regulated non-bank financial institutions, Fitch
considers that the obligations whose non-payment would best reflect uncured failure are
usually senior obligations to third-party, non-government creditors. For the larger universe of
other non-bank financial institutions, Fitch generally considers that non-payment of both
senior and subordinated obligations to third party, non-government creditors (including by
way of a distressed debt exchange) would reflect the uncured failure of the issuer. Therefore,
for most non-bank financial institutions, only certain hybrid securities that contractually allow
for going concern non-performance (e.g. coupon deferral) are likely to fall outside the scope of
the IDR. For more details, see below.
Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 4
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What Non-Bank Financial Institution IDRs Reflect: Definition of Reference Obligations

A non-bank financial institution’s IDRs usually express Fitch’s opinion on the risk of default on its senior unsecured obligations,
subordinated obligations (with the exception of a small number of prudentially regulated non-bank financial institutions) or, where
material, leases or other major contracts, to third-party, non-government creditors, as in Fitch’s view, these are typically the obligations
whose non-performance would best reflect the uncured failure of the entity. In accordance with Fitch’s rating definitions, and in common
with issuers in other sectors, a non-bank financial institution’s default may take a number of forms, including non-payment of obligations
beyond the available cure period, bail in, a distressed debt exchange or the issuer entering into bankruptcy proceedings.

When considering whether a debt restructuring or exchange should be classified as a distressed debt exchange, Fitch expects both of
the following to apply: i) the restructuring imposes a material reduction in terms compared with the original contractual terms; and ii)
the restructuring or exchange is conducted to avoid bankruptcy, similar insolvency or intervention (including resolution) proceedings
or a traditional payment default.

A non-bank financial institution’s SR and SRF, should they be applicable, also rate to the same reference obligations, i.e. they reflect
Fitch’s view on whether external support will be sufficient for a non-bank financial institution to avoid default on its relevant
obligations to third-party, non-government creditors.

The rationale for Fitch’s definition of reference obligations for IDRs is as follows:
Third-Party Versus Intra-Group Obligations

Non-bank financial institution IDRs do not usually rate to default risk on funding from entities under common control (e.g.
parent/sister companies or related non-financial corporations) for three main reasons. First, these facilities may not be extended with
the same expectations of an unaffiliated creditor, for example the borrower may not always be expected to repay, rather thanroll over,
the facilities at maturity. Second, Fitch would not usually expect there to be a high level of transparency on whether an entity has
“defaulted” on intra-group debt, e.g. whether a roll-over has been “voluntary” or “forced”. Third, Fitch would not usually regard entities
under common control as the main users of its ratings, as in most cases they would have privileged, direct access to information on the
financial condition of the borrower.

Private Versus Government Creditors

Non-banks financial institutions are largely funded in the private sector, as they do not generally have access to central bank funding.
However, non-bank financial institutions that, for example, have a policy role or that have a banking license but are viewed by Fitch as
more akin to non-bank financial institutions may have access to government funding, particularly during periods of market stress.
When this is the case, non-bank financial institution IDRs will not usually rate to default risk on obligations owed to central banks and
other national government institutions. This reflects the special relationship between a central bank, as lender of last resort, and
issuers that benefit from this form of funding, and the fact that, where facilities due to central banks are rolled over or restructured,
there is likely to be considerable ambiguity regarding whether such a restructuring should be regarded as “voluntary” or “forced.” In
addition, it will often be difficult to ascertainin a timely fashion whether anissuer has performed on debt owed toits central bank.

Different Categories of Obligations

In some cases a non-bank financial institution may default on some categories of third-party, private sector debt, while continuing to
perform on others. Where Fitch considers there to be significantly different levels of default risk on different categories of senior
liabilities, the IDRs will rate to the (material) category with highest risk. If a non-bank financial institution defaults on a material
category of third-party, private sector senior debt, but remains current on other categories, its IDRs will be downgraded to ‘RD’
(Restricted Default).

When They Are Assigned

Long-Term IDRs are assigned to virtually all non-bank financial institutions with international
ratings. The main exceptions are rare cases where an entity issues exclusively short-term debt
and may therefore be assigned only a Short-Term IDR.

Where Fitch believes it is useful to separately highlight the level of default risk on foreign-
currency and local-currency obligations, it may assign separate Foreign-Currency (FC) and
Local-Currency (LC) Long-Term IDRs to a non-bank financial institution. This may be done, for
example, when the agency considers there to be a material difference in default risk on
obligations in different currencies (for intrinsic or support reasons, or because of a greater risk
of legal restrictions on servicing foreign-currency debt), or when the assignment of a LC IDRis
undertaken as part of the process to derive a non-bank financial institutions’ National Rating
(see Section 1.8).

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 5
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On Which Scale
Long-Term IDRs are assigned onthe ‘AAA’ scale (see table at left).
How They Are Determined

Fitch generally adopts a “higher of” approach in assigning Long-Term IDRs to non-bank
financial institutions. Specifically, the agency first determines what level of Long-Term IDR a
non-bank financial institution could attain based solely on its stand-alone financial strength
(see Section Il, Stand-Alone Assessment) or based solely on support (see Section Ill, Support),
whether it is sovereign support from government authorities (as reflected in the SRF) or
institutional support, usually from institutional shareholders. Fitch then (almost always)
assigns the FI's Long-Term IDR at the higher of these two levels, absent extraordinary
constraints represented by the Country Ceiling.

In some instances non-bank financial institution credit profiles may deteriorate relatively
rapidly, while in other instances they can remain fundamentally weak for relatively extended
periods of time (e.g. in countries where the sovereign is lowly rated, but relatively stable). Use
of '+’ or “”madifiers in the ‘CCC’range is more likely for the latter than the former.

Should institutional support exist, the Long-Term IDR is based on Fitch’s opinion of the
strategic importance of the entity to its parent and an assessment of the parent’s propensity
and ability to support the subsidiary. In many cases, such as for some captive finance
companies, Fitch is not able to form a stand-alone rating opinion on the non-bank financial
institution subsidiary, when there are high levels of financial, operational and management
integration with the parent entity. For example, if the franchise position of the subsidiary is
highly correlated with that of the parent and/or the subsidiary’s access to funding is heavily
dependent upon the parent, these may limit Fitch’s ability to assign a stand-alone rating to the
subsidiary.

If the subsidiary issmalland of a non-materialsize relative to the parent, this may also limit Fitch’s
ability to assign a stand-alone rating to the subsidiary. Stand-alone ratings are not usually assigned
to development institutions or other non-bank financial institutions whose operations are largely
determined by their policy roles (i.e. they have limited commercial operations).

In certain circumstances, a non-bank financial institutions’ Long-Term Foreign-Currency IDR
can also be constrained at a level below that implied by the “higher of” approach. This occurs
when the non-bank financial institution’s stand-alone assessment is higher than the Country
Ceiling of the jurisdiction in which it is domiciled, and the Country Ceiling constrains the non-
bank financial institution’s Long-Term IDR. A non-bank financial institution’s SR (unlike its
stand-alone assessment) already captures the constraints (the risk of transfer and
convertibility restrictions) reflected in the Country Ceiling, and so would not be assigned at a
level implying a higher Long-Term IDR than the Country Ceiling.

On rare occasions, a non-bank financial institution’s IDR could be above the level implied by its
stand-alone assessment. This could occur if the non-bank financial institution has sufficient
levels of lower ranking liabilities below the reference liabilities for its IDRs that could be
restructured or bailed in to recapitalize the non-bank financial institution without the
reference liabilities for its IDRs suffering a default. In determining the sufficiency of the
buffers, Fitch will use the same ‘qualifying junior debt’ principles outlined in the “Bank Rating
Criteria.”

LC IDRs are generally viewed as reflecting the underlying credit quality of the company and
incorporate economic/political risk and liquidity and foreign-exchange risks. While LC IDRs
measure the likelihood of repayment in the currency of the jurisdiction, they do not account
for the possibility that it may not be possible to convert local currency into foreign currency or
make transfers between sovereign jurisdictions (i.e. transfer and convertibility risks).

It is important to note that the LC IDR incorporates the probability of default for all of an
issuer’s debt obligations (local- and foreign-currency-denominated) in the absence of transfer
and convertibility risks. This takes into account the probability that an issuer under stress will
default on all obligations and will not pick and choose specific debt instruments on which to
default. Therefore, when the LC IDR is at or below the Country Ceiling, the LC IDR and the FC
IDR will be equal virtually all of the time.

Financial Institutions

Global
Long-Term IDR Scale
Category Brief Description
AAA Highest credit quality
AA Very high credit quality
A High credit quality
BBB Good credit quality
BB Speculative credit quality
B Highly speculative credit quality
CcC Substantial credit risk
CcC Very high levels of credit risk
C Exceptionally high levels of
credit risk
RD Restricted default
D Default

The modifiers ‘+’ or ‘-’ may be appended to a
rating to denote relative status within categories
from ‘AA’ to ‘CCC.. Click here for full descriptions
of each rating category.

Source: Fitch Ratings.

Short-Term IDR Scale

Category Brief Description

F1 Highest short-term credit quality

F2 Good short-term credit quality

F3 Fair short-term credit quality

B Speculative short-term credit
quality

C High short-term default risk

RD Restricted default

D Default

A‘+’ modifier may be appended to the ‘F1’ rating
to denote exceptionally strong credit quality.
Click here for full descriptions of each rating
category.

Source: Fitch Ratings.
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1.2. Short-Term Issuer Default Ratings
What They Measure

As with issuers in other sectors, Short-term IDRs reflect the non-bank financial institution’s
vulnerability to default in the short term. For non-bank financial institutions and most other
issuers, “short-term” typically means up to 13 months.

When They Are Assigned

Short-Term IDRs are assigned to all non-bank financial institutions that have Long-Term IDRs,
except where an issuer does not have, and is not expected to have, material short-term
obligations. The short-term instrument most commonly rated by Fitch in the non-bank
financial institution space is commercial paper (CP).

On Which Scale

Short-Term IDRs are assigned on a seven-point scale (see table at left).

How Are They Determined

Short-Term IDRs are almost always assigned in accordance with a correspondence table
between Long-Term and Short-Term IDRs (see table at left). As outlined in this criteria, the
Funding, Liquidity and Coverage factor represents Fitch’s assessment of a non-bank financial
institution’s short-term risks. Fitch uses the Funding, Liquidity and Coverage factor score
(mid-point of the three-notch band), as outlined in the various subsections of this report, as the
principal determinant of whether the “baseline” or “higher” Short-Term IDR is assigned at cusp
points.

Minimum Non-Bank Financial Institution Funding, Liquidity and Coverage
Sub-Factor Scoreto Achieve Higher Short-Term Rating

Short-Term Rating Minimum Funding, Liquidity and Coverage Score

F1+ aa-
F1 a
F2 bbb+

Source: Fitch Ratings.

In cases when an operating company and its holding company are regulated together and
liquidity is fungible, Fitch may assign the same short-term rating to both entities, based on
Fitch’'s view of the consolidated Funding, Liquidity and Coverage profile. However, in cases
when an operating company has a first claim on the holding company’s liquidity resources
and/or when liquidity may not be available to the holding company (e.g. because of regulatory
restrictions on capital flows or if ring-fencing, or other structural protections exist to preserve
sufficient available liquidity resources at the operating company level.

Where the Long-Term IDR is support driven, the higher of the two possible Short-Term IDRs
will typically be assigned where the issuer is rated lower than the supporting entity. This is
because Fitch generally views the propensity to support as more certain in the near term.

When the Long-Term IDR is driven by sovereign support, Fitch would consider the potential
for simultaneous deterioration in the liquidity profile of both the sovereign and non-bank
financial institutions, including in foreign currency. When Fitch judges this “wrong-way” risk to
be significant and/or if Fitch has identified other potential impediments to the prompt flow of
funds, Fitch would assign the baseline Short-Term IDR to reflect the potential for the
sovereign to pay its direct obligations ahead of providing support to the financial sector.

When the Long-Term IDR is driven by institutional support, Fitch typically assigns the higher
Short-Term IDR when the mapping table permits this as propensity to support is typically
more certain in the near term. An exception to this might be when the subsidiary has “stand-
alone” risk management short-comings or if Fitch has identified potential impediments to the
prompt flow of funds to the subsidiary from the institutional support provider (for example,
the nature of the subsidiary’s role in the group or regulatory/jurisdictional factors can both
create potential impediments to support).

Financial Institutions
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Rating Correspondence

Long-Term Rating Short-Term Rating

From AAAto AA- F1+

A+ Flor F1+
A Flor F1+
A- F2or F1
BBB+ F2or F1
BBB F3or F2
BBB- F3

From BB+ to B- B

From CCCto C C

RD RD

D D

The modifiers ‘+’ or ‘-’ may be appended to a
rating to demote relative status within
categories from ‘AA’ to ‘CCC'. Click here for full
descriptions of each rating category.

Source: Fitch Ratings.
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The short-term rating of the supported entity will not be higher than the actual or implied
short-term rating of the support rating provider (except in cases when an institutionally
supported entity is rated higher due to holding company notching or ring-fencing).

1.3. Viability Ratings
What They Measure

Only in rare circumstances are VRs assigned to non-bank financial institutions. VRs are
primarily used to measure the intrinsic creditworthiness of a bank on a stand-alone basis,
without the benefit of government or institutional support. Since non-bank financial
institutions do not typically have the systemic influence of a bank, they do not generally have
the potential to receive sovereign support. As a result, the measure of a non-bank financial
institution’s stand-alone credit profile is generally encompassed in the Long-Term IDR.

Fitch will assign VRs to non-bank financial institutions, only in limited circumstances, for
example to aid transparency when the IDRs are driven by external sovereign support or where
the entity has features of a bank (including potentially a banking license and a deposit base),
but where Fitch believes that, on balance, the non-bank financial institutions criteria is the
main driver for the analysis. If a non-bank financial institution is assigned a VR, it would be in
accordance with criteria and standards applicable to determining the stand-alone credit
profile of that type of entity, as outlined in this criteria report. For more information on VRs,
refer to the “Bank Rating Criteria.”

When They Are Assigned

VRs may be assigned to non-bank financial institutions where Fitch expects the entity to be a
beneficiary of sovereign support, because of either its systemic importance or policy role, and
where Fitch also believes it has sufficient information to determine the stand-alone credit risk
profile of the entity independent from the attributes of the associated sovereign support provider.

VRs may also be assigned to non-bank financial institutions where Fitch expects the entity to
be a beneficiary of institutional support and Fitch also believes it has sufficient information to
determine the stand-alone credit risk profile of the entity independent from the attributes of
the associated institutional support provider.

In practice, VRs are rarely assigned to institutional support-driven non-bank financial
institutions given challenges associated with determining the stand-alone credit risk profile of
the entity independent from the attributes of the associated institutional sponsor, most
notably including the stand-alone franchise and funding profile of the entity. Furthermore,
non-bank financial institutions rarely exhibit structural or regulatory limits on capital flows to
their parent companies, the absence of which increases the likelihood of the entity’s credit risk
profile being correlated to that of its parent, rather than accurately expressed on a stand-
alone basis. The regulatory restrictions on capital flows imposed upon certain financial market
infrastructure companies are a potential example of where a VR could potentially accompany
aninstitutional support-driven IDR.

Financial Institutions
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Attributes Likely to Constrain Fitch’s Ability to Render aStand-Alone Credit View for a Support-Driven

Non-Bank Financial Institutions

Attribute Rationale

The franchiseposition of the subsidiary is highly correlated The stand-alonefranchise position ofthe subsidiary cannot be sufficiently determined.

with that of the parent.

There are high levelsoffinancial, operational and management ~ The stand-alonefinancial profileand/or management and strategy of the subsidiary cannot be

integration with theparent entity. sufficiently determined.
The subsidiary’s access to funding is heavily dependent The subsidiary’s ability to independently access external funding hasnot been demonstrated or
upon theparent. cannotbesufficiently relied upon in the context of a stand -alone assessment.

The subsidiary is small and of a non-material sizerelative tothe  The ability of thesubsidiary to operate economically, let alone remain viable, on a stand -alone

parent. basis cannot be sufficiently determined.

The subsidiary’s operations are largely determined by their policy The subsidiary’s ability to underwrite and manage risk in a commercial context cannot be

roles (i.e. they have limited commercial operations). sufficiently determined.

Source: Fitch Ratings.
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1.4. Support Ratings
What They Measure

Fitch’s SRs reflect the agency’s view on the likelihood that a non-bank financial institution will
receive extraordinary support, in case of need, to prevent it from defaulting. Extraordinary
support typically comes from one of two sources: the rated entity’s shareholders (institutional
support) or the national authorities of the country where it is domiciled (sovereign support).
However, in some circumstances SRs may also reflect potential support from other sources,
e.g. international financial institutions, regional governments or expected acquirers of the
rated entity.

In some cases, Fitch may judge that the likelihood of a non-bank financial institution receiving
external support is materially different regarding its foreign- and local-currency obligations.
This may happen, for example, when the sovereign that is the potential support provider itself
has Foreign- and Local-Currency IDRs assigned at different levels. In such cases, the non-bank
financial institution’s SR (and SRF) will be assigned based on the obligations less likely to be
supported (usually, those in foreign currency), while the non-bank’s Foreign-and Local-
Currency IDRs may be assigned at different levels to reflect the difference inrisk.

SRs do not specifically address transfer and convertibility risk for each and every foreign
jurisdiction in which a non-bank financial institution operates, nor do they reflect jurisdiction-
specific resolution risks.

When They Are Assigned

SRs may be assigned to non-bank financial institutions that Fitch expects to be beneficiaries of
sovereign, subnational, or institutional support and Fitch believes a Support Rating adds
further transparency to our analytical approach.

On Which Scale

SRs are assigned on a five-point scale, with ‘1’ representing an extremely high probability of
support, and ‘5’ indicating that support cannot be relied on.

How They Are Determined

Fitch’'s criteria for assessing the likelihood of external support for a non-bank financial
institution are outlined in Section Il of this report. Whether considering sovereign or
institutional support, Fitch will analyze both the ability and propensity of the supporting e ntity
to provide assistance to the FI concerned and, in the case of institutional support, potential
constraints that may be imposed upon the institution as a result of sovereign risk. Once a non-
bank financial institution’s institutional support-driven IDR or SRF has been determined, its SR
is determined in accordance with the below table.

SupportRating Scale Correspondence Table

IDR/Implied IDR Based on Support Support
(SRF for Sovereign Support) Rating Probability of Support Rating
‘A-"or Above A non-bankfinancial institution for which there is an extremely high probability of external support.

The potential provider of support is very highly rated inits ownrightand has a very high propensity to

support the non-bank financial institutionin question. 1
‘BBB’ Category A non-bankfinancialinstitution for whichthere is a high probability of external support. The potential

provider of support is highly rated inits own right and has a high propensity to support the non-bank

financial institutioninquestion. 2
‘BB’ Category A non-bank financialinstitution for which there is a moderate probability of support because of

uncertainties aboutthe ability or propensity of the potential provider of support todo so. 3
‘B+'or'B A non-bankfinancial institution for which there is a limited probability of supportbecause of significant

uncertainties aboutthe ability or propensity of any possible provider of supporttodo so. 4
‘B-'or Below A non-bank financialinstitution for which there is a possibility of external support, but it cannot be relied

on. Thismay be due to alack of propensity to provide supportor to very weak financial ability todo so. 5

Source: Fitch Ratings.
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1.5. Support Rating Floors
What They Measure

SRFs reflect the agency’s view about the likelihood that the rated entity will receive
extraordinary support, in case of need, specifically from government authorities. This usually
means from the national authorities of the country where the non-bank financial institution is
domiciled, although in certain cases, Fitch may also factor potential support from subnational
or international government institutions into its assessment depending on factors outlined in
Section Ill.1. Therefore, SRFs do not capture the potential for institutional support from the
entity’s shareholders. SRFs indicate the minimum level to which the entity’s Long-Term IDRs
could fall if the agency does not change its view on potential sovereign support.

SRFs do not specifically address transfer and convertibility risk for each and every foreign
jurisdiction in which a non-bank financial institution operates, nor do they reflect jurisdiction-
specificresolution risks.

When They Are Assigned

SRFs are assigned to non-bank financial institutions where Fitch believes the most likely
source of potential extraordinary support is government authorities, rather than the non-bank
financial institution’s shareholders. For example, Fitch may assign a SRF to a non-bank
financial institution which exhibits systemic importance or serves as a core component of the
financial market infrastructure. They may also be assigned where institutional (shareholder)
support is viewed as more reliable, but the agency believes it would be useful to also indicate
the level below which the ratings are unlikely to fall due to government support.

On Which Scale

SRFs are assigned on the ‘AAA’ rating scale. Where there is no reasonable assumption that
sovereign support will be forthcoming, an SRF of ‘No Floor’ is assigned.

How They Are Determined

Fitch’s criteria for assessing the likelihood of sovereign support for a non-bank financial
institution and assigning its SRF are outlined in Section 1ll.1 of this report. Fitch analyzes the
ability of the sovereign to provide support, its propensity to support the specific non-bank
sector as a whole and its propensity to support the specific non-bank financial institution in
question. The Support Rating Scale Correspondence Table above is used to link a non-bank
financial institutions’ Support Rating and its institutional support-driven IDR or SRF. The table
can be read left to right or right to left, depending on whether the support-driven IDR/SRF or
SR is determined first.

1.6. Derivative Counterparty Ratings
What They Measure

In some jurisdictions, developments in resolution frameworks or insolvency frameworks mean
the vulnerability to default on a derivative contract could be lower than the vulnerability to
default on other senior liabilities, even equally ranking ones. This could be because derivatives
enjoy legal preference over, say, senior debt or because of powers granted to resolution
authorities to treat equally ranking liabilities differently.

DCRs are issuer-level ratings and express Fitch’s opinion on a non-bank financial institution’s
relative vulnerability to default, due to an inability to pay, on any derivative contract with
third-party, non-government counterparties. Short-term ‘stays’ on derivatives at the outset of
a resolution process would not be considered a default.

The vulnerability to default could vary even within this class of exposure (e.g. collateralized
derivative exposures or cleared derivatives being less vulnerable to default than
uncollateralized). DCRs in effect address the vulnerability to default on the riskiest type of
counterparty exposure, which Fitch assumes, either jointly or in isolation, will be an
uncollateralized derivative exposure.

Unless Fitch explicitly assigns ratings at the foreign subsidiary level, DCRs apply both to
material domestic derivative liabilities and those originated by foreign subsidiaries. However,
they do not specifically address transfer and convertibility risk for each and every foreign
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jurisdiction in which a non-bank financial institution operates, nor do they reflect jurisdiction-
specific resolution risks.

When They Are Assigned

Fitch only assigns DCRs to selected non-bank financial institutions that may be subject to
resolution in selected jurisdictions where: i) Fitch believes derivative counterparties may be
able to avoid default when other senior creditors suffer default (e.g., due to an effective
resolution regime and/or clear legal preference for derivative counterparties) and ii) an issuer
either acts as a notable derivative counterparty nationally orinternationally, acts as derivative
counterparty to Fitch-rated transactions (e.g. structured finance) or where Fitch otherwise
understands there to be market interest.

Given that non-bank financial institutions rarely benefit from comparably formalized
resolution frameworks as banks, Fitch expects the application of DCRs to stand-alone non-
bank financial institutions to be limited to a small number of broker-dealers and FMIs.

On Which Scale
DCRs are assigned on the ‘AAA’ scale, but with a ‘(dcr)’ suffix (see table at right).

How They Are Determined

DCRs are notched up from an issuer’s Long-term IDR if equally ranking senior liabilities are
notched up from an issuer’s Long-Term IDR to reflect a lower default risk than the risk
captured by the issuer's Long-Term IDR. Otherwise, they are aligned with an issuer’s Long-
Term IDR.

Like IDRs, DCRs are subject to Country Ceilings and other sovereign constraints, for example
relating to intervention risk (as outlined in Annex 2: Rating Non-Bank Financial Institutions
Above the Sovereign).

1.7 Issue Ratings
What They Measure

Issue ratings of non-bank financial institutions, like those of other corporate finance sectors,
reflect Fitch’s view of the overall level of credit risk attached to specific financial
commitments, usually securities. This view incorporates an assessment of the likelihood of
default (or of “non-performance” risk in the case of subordinated/hybrid securities) on the
specific obligation, and potential recoveries for creditors in case of default/non-performance.
Short-term non-bank financial institution issue ratings, like those of other sectors, incorporate
only an assessment of the default risk on the instrument.

Non-performance by a non-bank financial institution on its subordinated/hybrid securities is
defined as any of the following:

° the missing (omission or deferral) of a coupon or similar distribution;

o contingent conversion into a more junior instrument to the detriment of the investor
(other than at the investor’s option);

° the writedown, writeoff, conversion or non-payment of principal; and
° adistressed debt exchange.
When They Are Assigned

Issue ratings may be assigned to individual obligations or debt programs of non-bank financial
institutions.

On Which Scale

Non-bank financial institution issues with an initial maturity of more than 13 months are
usually rated on the long-term rating scale, whereas issues with an initial maturity of less than
13 months are usually assigned ratings on the short-term rating scale. Whether Fitch rates
issues on the short- or long-term rating scale will also depend on market convention and local
regulation.

Financial Institutions
Global

Derivative Counterparty Rating Scale

Category Brief Description

AAA(dcr) Highest credit quality

AA(dcr) Very high credit quality
A(dcr) High credit quality
BBB(dcr) Good credit quality
BB(dcr) Speculative credit quality
B(dcr) Highly speculative
credit quality
CCC(dcr) Substantial credit risk
CC(dcr) Very high levels of credit risk
C(dcr) Exceptionally high levels of
credit risk
RD(dcr) Restricted default
D(dcr) Default

The modifiers ‘+’ or ‘-’ may be appended to a
rating to denote relative status within categories
from ‘AA’ to ‘CCC'. Click here for full
descriptions of each rating category.

Source: Fitch Ratings.
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Where a non-bank financial institution (or corporate) has a Long-Term IDR of ‘B+ or below,
Fitch also usually assigns a Recovery Rating (RR) to the entity’s issues rated on the long-term
scale. RRs provide greater transparency on the recovery component of Fitch’s assessment of
the credit risk of lowly rated issuers’ securities.

How They Are Determined

For long-term non-bank financial institution issues, Fitch first determines the likelihood of
default/non-performance on the specific obligation, which is measured on the long-term ‘AAA’
rating scale. This is judged to be either in line with, or notched off of, the obligor's Long-Term
IDR, which serves as the “anchor rating” for the issue rating.

Having established the level of default/non-performance risk on the issue, Fitch may then
adjust this upwards or downwards to arrive at the issue rating if the agency views the
instrument as having above- or below-average recovery prospects. Where recovery prospects
are viewed as average, the issue rating will be in line with the assessment of default/non-
performance risk. The extent of potential upward/downward adjustment of the issue rating
based on the instrument’s recovery prospects is shown in the Recovery Rating Scale table on
page 99.

Fitch’s approach to assigning issue ratings to different classes of securities issued by non-bank
financial institutions is outlined in Section IV of this report.

1.8. National Ratings
What They Measure

National scale ratings are an opinion of creditworthiness relative to the universe of issuers and
issues within a single country.

When They Are Assigned

National scale ratings are most commonly used in emerging market countries with sub- or low
investment grade sovereignratings on the international scale.

On Which Scale

National scale ratings are assigned on the long-term (‘AAA’) and short-term (‘F1’) rating scales,
but with a country suffix to identify them as national scale ratings. Cross border issues carry
the suffix of the country into which the debt has been issued, rather than the suffix of the
issuer’s domicile. In some monetary union countries, a single country suffix may be applied (e.g.
the ‘zaf’ suffix for South Africa and Namibia National Ratings).

How They Are Determined

National scale ratings are assigned on the basis that the “best credits orissuers” in the country
are rated ‘AAA’ on the national scale. National Ratings are then assessed using the full range of
the national scale based on a comparative analysis of issuers rated under the same national
scale to establish a relative ranking of credit worthiness.

Fitch uses the Non-Bank Financial Institutions Rating Criteria to assign national scale ratings
to non-bank financial institutions, as it describes how Fitch assesses the relevant qualitative
and quantitative factors that reflect the risk profile of issuers and their financial obligations.
The rating assignment process uses the same rating framework as for international ratings, i.e.
a combination of intrinsic and external support analysis.

Fitch adopts the following steps to assign national scale ratings:

1. Using either international or domestic peers as a starting point a comparative analysis
is undertaken using the qualitative and quantitative factors of the Non-Bank Financial
Institutions Rating Criteria. This process facilitates an initial relative positioning and
ranking of credit risk both with other peer issuers within a country and/or
internationally.

2. Fitch uses equivalence tables, where relevant, to ensure relativities betweenissuers on
the international scale and the more granular, country-specific national long-term
rating scale are maintained.
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3. Where assigned, national short-term ratings are then determined using the same
process and principles outlined in section 1.2 of this report. National scale short-term
issue ratings are aligned with a non-bank financial institution’s national short-term
rating issuer unless there are exceptional circumstances (e.g. a specific issue is
guaranteed by a third party).

4, National scale long-term debt ratings are aligned with or notched from an issuer’s
national long-term rating using the same framework as outlined in section IV of this
report.

Fitch does not publish rating navigators for national ratings.

Il. Stand-Alone Assessment

In assessing a non-bank financial institution’s stand-alone profile, Fitch considers five key
factors: operating environment; company profile; management and strategy; risk appetite; and
financial profile. Fitch assigns notch-specific scores on the ‘aaa’ scale at the factor and/or sub-
factor level for each of these categories. While the analytical approaches for the first three
factors are relatively common across banks and non-bank financial institutions, an assessment
of a firm’s risk appetite and financial profile is more specific to the subsector in which the
company operates.

Key Issuer Default Rating Framework Considerations

Finance & Leasing

Securities Firms Investment Managers® BDCs

FMis

Operating
Environment

Implied score based on two core metrics, GDP per capita and the World Bank’s Ease of Doing Business ranking

Company Profile Franchise, Business Model and Organizational Structure

Management and

Management Quality, Corporate Governance, Strategic Objectives and Execution

Strategy
Risk Appetite Operational Risk (IMs, Operational. Reputational
Operational Risk IFs)/ Underwriting Underwriting Standards Underwriting Standards P ' e
and Legal Risks
Standards (ICs)
Risk Controls Risk Controls Risk Controls N.Af
Growth
Market Risk Market and .Counterparty Market Risk Counterparty Risk
Risk Management
Financial Profile Asset Performance (IMs,
Asset Quality ICs, IFs) / Asset Quality Asset Quality Counterparty Exposure
(ICs)

Earnings and Profitability

Capitalization and Leverage

Funding, Liquidity and Coverage

?Includes traditional and alternative investment managers (IMs), investment companies (ICs) and investment funds (IFs). ®Includes mortgage real estate investment trusts.

“Does not imply that risk controls are not considered, but rather, that the assessment is embedded within the “Operational, Reputational and Legal Risks” and “Counterparty Risk

Management” sections. N.A. - Not applicable.
Source: Fitch Ratings.

There may be instances where the assessment of the credit profile of an entity includes
components of the bank and non-bank financial institution’s criteria. For example, several non-
bank entities have transitioned to bank/financial holding companies and/or acquired bank
subsidiaries since the financial crisis in an effort to access more stable deposit funding.
Examples include credit card companies, auto finance companies, commercial lenders and
broker-dealers. In these instances, Fitch considers how the entity’s credit profile compares to
banks and non-bank financial institutions that undertake similar activities. In any case, Fitch
would expect to designate the primary criteria in the associated Rating Action Commentary
and, where relevant, Ratings Navigator.

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com

13



FitchRatings

All factors are relevant in determining a non-bank financial institution’s stand-alone credit risk
profile, but their relative importance varies from institution to institution depending on
operating environments and the specifics of individual institutions and can change over time.
Hence, Fitch does not assign fixed weightings to each factor but rather assigns the relative
importance of each key rating factor in the determination of the stand-alone credit risk profile
of a given institution. The relative importance indicator, as well as a trend/outlook indicator
for each key rating factor and each financial profile subfactor, is generally published by Fitch in
its Rating Navigators.

Fitch’'s assessment of a non-bank financial institution’s operating environment usually has an
influence on its assessment of other credit factors. This is because the operating environment
can impact, for example, the vulnerability of a non-bank financial institution’s asset quality and
capital, the sustainability of its earnings and the stability of its funding. The operating
environment may also affect assessments of non-financial factors, for example, the quality of a
non-bank financial institution’s franchise (company profile), its ability to execute its strategy
(management and strategy) and the risks associated with its underwriting standards (risk
appetite).

The operating environment will typically act as a constraint on the stand-alone credit rating,
and other key rating factor scores, other than in cases where a non-bank financial institution
candemonstrate an ability toinsulate itself from the environment(s) in which it operates.

For each rating factor, Fitch has provided subfactor/rating category matrices that provide
representative characteristics for that rating category. These characteristics are not
necessarily an exhaustive and determinative review of that factor or subfactor. For example, a
non-bank financial institution may meet some of the characteristics associated with more than
one category, or some characteristics may not apply at all because of the specifics of the non-
bank financial institution’s profile. In those instances, Fitch will apply the category that best
fits.

The stand-alone assessment framework considers five key rating factors:
. operating environment;

o company profile;

° management and strategy;

° risk appetite; and

° financial profile.

The first four key rating factors listed above are predominantly qualitative. However, Fitch
uses quantitative measures in its assessment of the operating environment and, where
available and relevant, in its assessment of the other factors. Such measures may include
market shares and business footprint (company profile) and limit structures (risk
management). These qualitative factors, individually or in combination, provide the context in
which quantitative financial metrics are considered. Further detail is provided in the relevant
sections that follow.
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Page References by Key Rating Factor and Non-Bank Financial Institutions Subsector

Operating Company  Management and
Environment Profile Strategy

Risk Financial

Appetite

Profile

Securities Firms

17-22

22-25

26-29

30-32

52-58

Investment Managers

17-22

22-25

26-29

33-36

59-66

Business Development Companies

17-22

22-25

26-29

37-40

67-72

Finance and Leasing Companies

17-22

22-25

26-29

40-43

73-81

Financial Market Infrastructure Companies

17-22

22-25

26-29

43-46

82-86

Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com

14



FitchRatings

Fitch’'s factor and subfactor assessment framework is based on consideration of “core” and
“complementary” attributes. Core attributes are present in the analysis of all or most non-
bank financial institutions and in most circumstances. Complementary attributes are present
in some, but not all, circumstances. All attributes are considered in the application of the
criteria, but where an attribute is either not present or immaterial to the credit profile it will
make no, or limited, contribution to the analysis. The materiality and influence of each
attribute in the analysis of each factor and subfactor varies by institution. A complementary
attribute could carry an elevated influence in the stand-alone analysis, particularly if the rating
factor that the attribute underlies is a key rating driver.

For the purposes of this criteria report, Fitch splits the non-bank financial institution universe
into five subsectors, but recognizes that there may be issuers whose business model straddles
various components of these subsectors or falls outside of the five subsectors. In these cases,
Fitch employs a hybrid or bespoke analytical approach, which would be articulated in Fitch’s
Rating Action Commentary on the issuer.

Furthermore, the analytical approach is guided by the extent of balance-sheet usage employed
by the business model being assessed. Typical differentiating factors are outlined in the table
below. Business models may have both ‘High’ and ‘Low’ balance-sheet-usage characteristics, in
which case the assessment is typically driven by which business activity is believed to have more
influence on the issuer’s risk profile and overall financial performance. In instances where more
than one business activity is a meaningful contributor to an entity’s risk profile and operational
performance, such as the case where a mortgage originator (high balance sheet) also has a large
servicing book (low balance sheet) or when an investment manager (low balance sheet) also has a
large investment portfolio (high balance sheet), Fitch will attempt to allocate outstanding debt to
the different business lines and assess the leverage profile of each according to the relevant
benchmark ratios. Where funding facilities are not easy to assign to an activity (as may be the
case with unsecured debt), Fitch will look to allocate debt in a manner that will leverage each
business to a similar benchmark navigator score.

Financial Institutions
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Typical Differentiating Factors Between High and Low Balance-Sheet-Usage Non-Bank Financial Institutions

High Balance-Sheet-Usage Non-Bank Low Balance-Sheet-Usage Non-Bank
Attribute Financial Institution Financial Institution
Level of tangible assets on balance sheet High Low
Balance-sheet exposure to market, credit
and/or residual value risks High Low
Primary sources of earnings Net interest margin, dividend/
interest income, trading/investment gains Commissions, fees, services, data/information sales
Primary uses of funding Lending, investing, purchasing lease assets, financing Mergers and acquisitions, capital expenditures,
securitiesinventory enhanced return on equity, dividend recapitalization
Reliance on fundingin order to conductcore
business activities High Low
Primary sources of debt repayment Cash flow generation, monetization of future
(absent refinancing) Repayment or liquidation of balance sheet assets contractual cash flows, platform sales

Source: Fitch Ratings.

The five non-bank financial institution subsectors are: securities firms, investment managers,
BDCs (which only exist in the U.S.), finance and leasing companies and FMIs. Finance and
leasing companies include mortgage REITs, debt purchasers (i.e. companies that buy portfolios
of defaulted assets or non-performing loans) and most non-bank policy institutions. FMls
include exchanges, clearing houses and non-bank central securities depositories (CSDs).

The investment manager subsector includes traditional and alternative investment managers,
investment companies and investment funds. Traditional and alternative investment
managers primarily manage third-party assets and, therefore, typically assume limited balance
sheet risk while earning revenue through management fees.

Investment companies typically deploy permanent capital to assume investment/balance
sheet risk while seeking to create value through asset appreciation and dividend and interest
income. Investment companies that are relatively concentrated (five to 10 investments), have
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the ability to exert some influence over portfolio companies and exhibit investment holding
periods generally extending over several years, may be rated by Fitch’s Corporate group under
the criteria titled “Investment Holding Companies Rating Criteria.” The magnitude of
underlying investments in financial institutions may also influence whether Fitch’s “Non-Bank
Financial Institutions Rating Criteria” or “Investment Holding Companies Rating Criteria” is
applied. More specifically, if the degree of underlying investment exposure to financial
institutions is elevated, Fitch is more likely to analyze the entity as an investment company
rather than an investment holding company. Investment companies that are affiliated with
and/or highly integrated with a non-financial corporate entity may be rated by Fitch’s
Corporate group under the criteria titled “Corporate Rating Criteria.”

Investment funds also invest their own capital and assume the associated investment/balance
sheet risk but are typically open-ended vehicles subject to redemption risk that seek to
achieve returns primarily through trading gains over a shorter investment horizon. In practice,
the primary type of investment fund to which this analytical approach is applicable is open-
ended hedge funds, but it could also encompass pension funds and profit-oriented sovereign
wealth funds, which may have lower relative levels of near- and medium-term financial
obligations, and as a result, longer-term investment horizons than other investment funds.
This may also contribute to a broader revenue mix for such investment funds, including
realized/unrealized asset appreciation, dividends and interest income in addition to trading
revenue.

Broadly diversified closed-end investment funds with more defined regulatory/structural
frameworks, greater asset liquidity and/or more frequent investment turnover are typically
rated by Fitch’s Funds & Asset Managers group based on its “Closed-End Funds and Market
Value Structures Rating Criteria,” available on Fitch’s website at www.fitchratings.com.

The table below summarizes the various types of business models for the investment manager
subsector and the applicable rating criteria.

Analytical Frameworks for Investment Managers, Investment Funds and Investment Companies

1940 Act-Regulated Traditional Alternative Investment Investment Investment Government-Related Entities
Closed-End Funds Investment Investment Funds Companies Holding
(excluding BDCs) Managers  Managers Companies
%‘ Fitch Funds and Asset Financial Financial Financial Financial Corporates International Public Finance
2 Analytical Managers Institutions Institutions Institutions Institutions and Corporates
g Group(s)
©
= Applicable Closed-End Funds Non-Bank Non-Bank Non-Bank Non-BankFinancial Investment Holding Government-Related Entities
Tg Criteria and Market Value Financial Financial  Financial InstitutionsRating CompaniesRating Rating Criteria
=3 Structures Rating Institutions Institutions Institutions Criteria Criteria
© Criteria Rating Rating Rating
2 Criteria Criteria Criteria
Primary For Profit For Profit For Profit  For Profit For Profit For Profit Policy Orientation
Objective
Balance High Low Low to High High High High
Sheet Risk Medium
% Primary Realized/Unrealized Base Base and Trading Realized/Unrealized Realized/Unrealized Realized/Unrealized Asset
S Revenue Asset Appreciation, Management Performance Gains Asset Appreciation, Asset Appreciation, Appreciation, Dividendsand
§ Sources Dividends and Fees Management Dividends and Dividends and Interest Income
£ Interest Income Fees Interest Income Interest Income
w
& Redemption None High Low Full None None Limited to None
Risk Spectrum
Strength of Strong Strong Strong Modest Modest to Strong Modest to Strong Modest to Strong
Regulatory
Framework

?If the degree of underlying investment exposure to financial institutions is elevated, Fitch is more likely to analyze the entity as ininvestment company rather than an
investment holding company.1940 Act - Investment Company Act of 1940. BDCs - Business development companies. Continued on next page.
Source: Fitch Ratings.
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Analytical Frameworks for Investment Managers, Investment Funds and Investment Companies (Continued)

1940 Act-Regulated Traditional Alternative Investment Investment Investment Government-
Closed-End Funds  Investment Investment Funds Companies Holding Related Entities
(excluding BDCs) Managers Managers Companies
Degree of Medium to High High to Very Highto Very Full Full Spectrum Low to Medium®  High to Very High
Portfolio High High Spectrum
o Diversification
§ Degreeof Asset  Mediumto High High to Very Low to Full Full Spectrum Full Spectrum Full Spectrum
‘g Liquidity High Medium Spectrum
?'_, Typical Full Spectrum Short to Mediumto Full Mediumto Long  Longto Permanent Longto Permanent
$ Investment Medium Long Spectrum
..E Horizon
% Strategic Low Low to High to Very Low to Full Spectrum Medium to High Medium to High
= influenceon Medium High Medium
portfolio
companies

?If the degree of underlying investment exposure to financial institutions is elevated, Fitch is more likely to analyze the entity as ininvestment company rather than an

investment holding company.1940 Act - Investment Company Act of 1940. BDCs - Business development companies.
Source: Fitch Ratings.

An assessment of the operating environment, company profile and management and strategy
is largely common across the various subsectors (as well as banks), although some nuanced
considerations are outlined herein. Conversely, assessments of the risk appetite and financial
profile of a non-bank financial institution may differ by industry, so these factors are divided
into five subcategories.

1.1 Operating Environment Assessment
Importance of this Assessment

The first step in Fitch’s assessment of stand-alone creditworthiness is a review of the
institution’s operating environment, as this sets the range for potential IDRs. The operating
environment to a large degree serves as a constraining factor for the IDR, as it is rare for the
IDR to be assigned significantly above the operating environment assessment however well
the issuer scores on other factors or sub-factors. Exceptions may include institutions that
operate exceptionally low-risk business models or are exceptionally strong across other rating
factors, making them clearly ‘atypical’ in that operating environment. In such cases, Fitch
would need to believe that the institution can, on a stand-alone basis, successfully mitigate
operating environment risks that would otherwise constrain the rating.

In jurisdictions with relatively highly scored operating environments, non-bank financial
institution IDRs (and many other factor scores) generally can be significantly lower than the
operating environment score reflecting business model, risk appetite or other strategic decisions
taken by management together with their effect on financial metrics. In jurisdictions with
relatively lower-scored operating environments, the operating environment ordinarily acts as a
rating constraint as Fitch expects the vulnerability or volatility created by the operating
environment to act as a limit on a number of aspects of the issuer’s credit profile.

Fitch’s assessment of the operating environment incorporates both sovereign risk and broader
country risks related to doing business in a particular jurisdiction. However, it does not capture
transfer and convertibility risks, which are reflected separately in Fitch’s “Country Ceilings.” For
institutions that operate in multiple geographies, the subfactor and overall operating
environment assessments will take a blended view of the different jurisdictions.

An assessment of the operating environment for non-bank financial institutions may not align
with that of a bank located inthe same jurisdiction and it may also differ across the various sub-
categories of non-bank financial institutions. The regulatory oversight of banks around the globe
is believed to be considerably more robust than that of non-bank financial institution sub-
sectors, which generally will result in operating environment scores for non-bank financial
institutions which are no higher than, and often lower than, those assigned to banks.
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Implied Operating Environment Score

Fitch begins by determining the country-level operating environment score for each market in
which it rates non-bank financial institutions. Most institutions operating primarily within a
given country will be assigned the country operating environment score for that market.
However, some institutions (i.e. those that operate predominantly in a particular region of a
country, have material operations outside of their home country or have more unique business
model risks) may be assigned operating environment scores different to the implied country
score. Refer to Adjustments to the Implied Operating Environment Score section below.

As a first step to determining an operating environment score for a country, Fitch derives an
implied score based on two core metrics, GDP per capita and the World Bank’s Ease of Doing
Business ranking. Fitch believes these core metrics have the greatest explanatory power in
determining the ability of financial institutions to generate business volumes with acceptable
levels of risk, and they, therefore, are core factors in determining operating environment
scores globally. The implied score for a country is derived based on the matrix as detailed in
the table below

Implied Operating Environment Score

Ease of Doing Business (percentile rank) >85 70-85 55-70 40-55 <40
GDP per capita (USD000)

>45 aa aa a a bbb
35-45 aa a a bbb bb
15-35 a bbb bbb bb b
6-15 bbb bb bb b b
<6 bb b b b b

Source: Fitch Ratings.

GDP per capita helps to explain the operating environment score because it is usually closely
correlated with corporate earnings and household income levels, which in turn help to determine
business volumes for non-bank financial institutions and the riskiness of operations that they are
able to undertake. The Ease of Doing Business ranking ! helps to explain the operating
environment score, in particular in lower-income economies, because in Fitch’s view it is
correlated with the transparency and stability of the corporate sector, and therefore helps to
determine the ability to generate business volumes with moderate levels of risks.

Fitch usually uses the latest reported, historical values of these metrics to derive the implied
operating environment scores. However, Fitch may instead use a forecast value for
GDP/capita for the current year (or a year just ended) where it believes this is reasonably
reliable and materially differs from the latest reported historical value. Where Fitch believes
future values of either of the two core metrics are likely to differ significantly from their latest
values it may also adjust the implied score to arrive at the final score (see Adjustments to the
Implied Operating Environment Score below). Where a jurisdiction has not been assigned an
Ease of Doing Business ranking, Fitch will determine the implied operating environment score
based on reported GDP/capita and its view of the transparency and stability of the corporate
sector inthat market.

Adjustments to the Implied Operating Environment Score

Fitch adjusts the country implied operating environment score upwards or downward where it
believes the risks of doing business in a given jurisdiction are significantly higher or lower than
those suggested by the implied score or a particular institution on subsector exhibits unique
business model attributes not reflected in the country implied country score 2
The most common reasons for adjusting the implied score are listed below.

' The ranking captures the extent to which the regulatory environmentis conducive to the starting and
operation of alocal firm, based onscores onten topics: starting a bu siness; dealing with construction
permits; getting electricity; registering property; getting credit; protecting minority investors; paying
taxes; trading across borders; enforcing contracts and resolving insolvency.

2In cases where Fitch views the operating environment as exceptionally strong or weak, these
adjustments could result inan operating environment score of ‘aaa’, or of ‘ccc’ or below respectively.
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Sovereign Rating3 : The country operating environment score is usually constrained by the
sovereign rating, and therefore may be adjusted downwards where the implied score is above
the sovereign rating. This is because a sovereign default is usually accompanied by a sharp
deterioration in the operating environment, which often includes recession, weaker public and
private-sector balance sheets, funding market dislocations and macroeconomic volatility (see
also Annex 2). However, Fitch may assign the operating environment score above the
sovereign rating (although not usually by more than one rating category) where (i) we believe
there is a reduced linkage between the sovereign credit profile and non-bank financial
institutions’ operating conditions; or (ii) the sovereign has a very low rating (e.g. ‘CCC’
category and below) and there are specific sovereign rating drivers that do not directly affect
non-bank financial institutions. Where the sovereign is rated significantly above the implied
operating environment score, this may result in an upward adjustment to the score because a
stronger sovereign may indicate a greater probability of financial market and macroeconomic
stability.

For certain non-bank financial institution business models, the geographic diversity of the
business activities or the lack of direct credit linkage to the sovereign’s financial condition may
mean that the sovereign rating acts as a less of a constraint on the operating environment
score. For example, aircraft lessors may be domiciled in certain locations for tax purposes but
have a portfolio of aircraft that are dispersed among lessees in a variety of countries around
the globe. In these cases, Fitch would consider any geographic concentrations and the
portability of the collateral, as determined by local law. The same may apply for diversified
investment managers, investment companies and investment funds if the funds they manage,
the assets they invest in, or the investors they service are in more favourable operating
environments or there are ring-fenced assets or cash flows that strongly support rated
obligations.

The sovereign rating assessment is likely to have less of an influence on FMIs relative to banks
or other non-bank financial institutions, given that many FMIs do not typically have significant
credit exposure to sovereigns by holding bonds or placements with central banks. In many
ways, FMIs may act like financial utilities, which are unlikely to be materially affected by
sovereign stress. Indeed, the performance of certain FMI subsectors, such as exchanges, may
be countercyclical to the credit profile of the sovereign, as there may be increased trading
activity during periods of stress. As a result, a FMI could have a rating above the sovereign
rating, with the primary exception being when the FMI holds a majority of its balance sheet or
guarantee fund in sovereign securities, in which case the sovereign rating may take on a higher
influence.

Size and Structure of Economy: Fitch may adjust upwards the implied operating environment
score where the economy is relatively large or diversified, resulting in a lower risk of
macroeconomic volatility and offering non-bank financial institutions greater opportunity to
diversify their risk exposures and revenue sources. Conversely, where the domestic economy
is small or highly dependent on a small number of sectors, in particular ones which are
inherently cyclical or likely to show volatility in performance, this may result in a downward
adjustment to the operating environment score. The score may also be adjusted downwards
where the involvement of the state in the economy is particularly high, governance is
particularly weak or there are other negative structural factors which in Fitch’s view are not
captured inthe Ease of Doing Business ranking.

Conversely, the score may be adjusted upwards where an economy benefits from strong
governance and transparency to an extent not captured in the Ease of Doing Business ranking.
The score may also be adjusted where Fitch believes there is a strong likelihood that the Ease
of Doing Business ranking, or the transparency and governance of the corporate sector more
generally, are likely to change significantly in the future.

Economic Performance: Where an economy has a relatively high underlying rate of economic
growth, due for example to competitive advantages, convergence with more developed
markets or favourable demographics, this may result in an upward adjustment to the
operating environment score. This is because economic expansion usually supports non-bank

®Where a sovereign rating has not been assigned, Fitchwill consider the sovereign Credit Opinio n (where
available) or, more broadly, any marked strengths and weaknesses in the sovereign credit profile.

Financial Institutions

Global

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com

19



FitchRatings

financial institutions’ asset quality and facilitates revenue growth. Moderate, but consistently
positive, economic growth, and low volatility of economic performance would also be positive.

However, Fitch may adjust the operating environment score downwards if we believe that
high economic growth is unsustainable, likely to be volatile and may give rise to the risk of a
sharp negative correction. We may also adjust the score downwards where an economy has
suffered, or is expected to suffer, a period of low or negative economic growth or of
heightened volatility in economic performance, in particular where this has resulted, or is
expected to result, in a significant deterioration in the creditworthiness of domestic
borrowers. Increasing, or high,unemployment may also resultin a negative adjustment.

Reported and Future GDP/Capita: Fitch may adjust the implied operating environment
upwards or downwards where the agency believes that future levels of GDP/capita are likely
to significantly diverge from the latest reported level (or from our estimate of the level for the
current year or the year just ended). Fitch may also adjust the implied score upwards or
downwards where the agency believes the reported GDP/capita level significantly
under/overstates the potential for an economy to generate moderate-risk business for non-
bank financial institutions.

For example, Fitch may adjust upwards the implied score where a country benefits from
significant remittances from abroad (not captured in GDP) or where there is a large unbanked
proportion of the population (dragging down the GDP/capita metric, but not necessarily the
available business opportunity in a country). Conversely, Fitch may adjust the implied score
downwards where GDP is inflated by income accruing to companies not operating primarily in
the country concerned and hence not likely to become significant sources of business for non-
bank financial institutions in that market.

Macroeconomic Stability: Where an economy has exhibited limited volatility in such variables
as inflation, interest rates, exchange rates and asset prices, and Fitch expects this to continue
in the future, this is likely to be neutral or moderately positive for the operating environment
score. However, where such volatility has been, or Fitch believes could be, significant, or
where an economy is more susceptible to negative shocks, this could result in a negative
adjustment to the implied operating environment score. In its assessment, Fitch will also
consider the authorities’ use of macro-prudential tools to mitigate financial stability risks, and
the implications of using such tools for the operating environment.

Where a significant proportion of transactions in an economy are conducted in foreign
currency, or where non-bank financial institutions’ assets and liabilities are to a significant
degree denominated in foreign currencies (“dollarization”), this may result in a negative
adjustment to the operating environment score. A negative adjustment is more likely in cases
where Fitch believes significant exchange rate movements are more likely and where the
corporate and/or household sectors have significant currency mismatches (usually short
positions in foreign currencies), meaning their ability to service debt would be more likely to
be negatively affected in case of a sharp depreciation.

Level and Growth of Credit: Fitch may adjust downwards the operating environment score
where the level of credit in an economy is particularly high relative to GDP, or is rising fast.
This is because higher borrower leverage may increase the risk of future asset quality
problems and limit the potential for further business growth. In assessing leverage in the
corporate sector, Fitch may consider not just bank and non-bank financial institution lending,
but also other sources of credit, debt issuance and international borrowing; with respect to the
household sector, Fitch may consider not just debt levels, but also debt service requirements
and debt service capacity, as reflected in household assets and income levels. Where the level
of credit in an economy is relatively low, this may result in a moderate upwards adjustment to
the implied operating environment score; a low credit/GDP ratio may also significantly offset
risks associated with high credit growth.

Financial Market Development: A large, highly developed and concentrated financial sector
may result in a positive adjustment to the operating environment score as these market
features will usually help financial institutions to grow their franchises, achieve economies of
scale and protect margins. The existence of effective institutional frameworks to support the
financial system, such as credit bureaus, a depositor protection scheme or deep and liquid
domestic capital markets, may be moderately positive for the operating environment
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assessment, but the monetary authorities acting as a reliable and transparent lender of last
resort would typically only be neutral for the assessment. A small, developing or highly
fragmented financial sector may be negative for the operating environment score, as may be
limited central bank liquidity support mechanisms, limited broader institutional frameworks
and underdeveloped domestic capital markets.

Regulatory and Legal Framework: A relatively strong regulatory and legal framework,
characterized by developed legislation and regulations, effective financial regulatory bodies,
sound accounting standards, appropriate protection of creditor rights and developed
corporate governance standards, may be moderately positive for the operating environment
score. Conversely, marked deficiencies in any of these areas, or a high degree of intervention
from other parts of government in the regulatory process, could result in a negative
adjustment to the score. Negative adjustments for non-bank financial institutions may be
more frequent and/or pronounced, relative to banks, to reflect that relatively weaker
regulatory and legal frameworks are often present.

BDCs are subject to a variety of regulatory requirements, as dictated by the Investment
Company Act of 1940 (40 Act), and Fitch carefully weighs the impact of each in its assessment
of the sector. Regulatory asset coverage requirements, which effectively limit balance-sheet
leverage to no more than 2.0x, are viewed favourably in terms of serving as constraints on
absolute leverage levels. However, most BDCs elect to be treated as Regulated Investment
Companies (RICs) for tax purposes, which limits capital retention, and is viewed more
negatively by Fitch.

For finance companies that have elected REIT status under the U.S. Internal Revenue Service
tax code (i.e. mortgage REITs including commercial mortgage REITs, residential mortgage
REITs and hybrid mortgage REITs), Fitch considers the impact of U.S. federal tax legislation.
Namely, U.S. mortgage REITs benefit from favorable tax treatment, as they do not pay income
taxes on the portion of taxable income paid as dividends to shareholders. Conversely, required
dividend distributions weaken REITs’ capital retention capabilities relative to other financial
institutions that do not have this requirement.

Regional, Industry or Subsector Focus: When a non-bank financial institution’s operations are
concentrated in a particular region/regions, industry or subsector of a country, its operating
environment score may be adjusted up/down from the country score in cases where the
regional economy or particular industry or subsector economics are notably stronger/weaker
than the national average.

International Operations, Divergence between Domicile and Business Activity: For a non-
bank financial institution which has a significant proportion of its business and risk exposures
in markets other than its main country of operations (either through foreign subsidiaries or
through transactions booked on its own balance sheet), Fitch will typically derive the
operating environment score by calculating a weighted average of the scores (with weightings
based on risk/asset exposures) for the countries in which the institution does business. The
home market may have a proportionally higher influence in this calculation where Fitch
believes the benefits or constraints of this are particularly important (e.g. strong/weak lender
of last resort and regulatory framework, or dependence of funding access on broader
developments in the home market).
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Operating Environment

aaa aa a bbb bb b ccc and below
Operating Operating Operating Operating Operating Operating Operating
environment environment environment environment environment environment environment
presents,oris presents,oris presents,oris presents,oris presents,oris presents,oris presents,oris
expected to present, expected to present, expected to present, expected to present, expected to present, expected to present, expected to present,
exceptionally good very good good opportunities reasonable moderate limited opportunities very limited
opportunities for opportunities for for non-bank opportunities for opportunities for for non-bank opportunities for

non-bankfinancial non-bankfinancial financial institutions non-bankfinancial non-bankfinancial financial institutions non-bank financial
institutionsto do institutionsto do todo consistently  institutionsto do institutionsto do todo consistently  institutionsto do

consistently consistently profitable business consistently consistently profitable business consistently
profitable business profitable business throughout the profitable business profitable business throughout the profitable business
throughout the throughout the credit cycle. The throughout the throughout the credit cycle. The throughout the
credit cycle. The credit cycle. The economic credit cycle. The credit cycle. The economic credit cycle. The
economic economic environment and economic economic environment and economic
environment and environment and sovereign credit environment and environment and sovereign credit environment and
sovereign credit sovereign credit profilearestrong,  sovereign credit sovereign credit profile are weak, sovereign credit
profile are profile are very income levels are profile are good, profile are less income levels are profile are very
exceptionally strong strong,income levels quite high and income levels are robust,income levels low and structural  weak, income levels
income levels are are high and structural acceptableand any aremoderateand  weaknesses are are very low and
very high and structural weaknesses are structural structural significant. structural
structural weaknesses are very limited. weaknesses should weaknesses are weaknesses are
weaknesses are limited. be manageable. evident. prominent.
absent.

Source: Fitch Ratings.

11.2 - Company Profile Assessment

Fitch’'s Company Profile assessment considers the following subfactors:

o franchise;
o business model; and
° organizational structure.

Importance of this Assessment

Assessment of a company’s franchise, business model, and organizational structure help
identify the types of business risks an institution could face together with its ability to
safeguard or defend existing businesses and earnings, and gain new business through an
analysis of its longer term competitive strengths, weaknesses, opportunities and threats.

The company profile assessment is typically conditioned, and often constrained, by the
operating environment assessment, unless Fitch believes the non-bank financial institution’s
business profile is insulated from the effects of its operating environment(s). Within that
operating environment context, the company profile is determined at a level that primarily
reflects the strength and quality of its franchise and stability of its business model.

The following tables identify those company profile attributes that Fitch has defined as ‘core’
versus ‘complementary,” together with an indication of how each attribute is typically
assessed. The accompanying subfactor/rating category matrix provides representative
characteristics that aid the determination of the overall factor score assigned in each case.

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 22



FitchRatings

Franchise

Financial Institutions
Global

Core Versus

Attribute Complementary

Description

Market Shares Core

A non-bank financial institution’s franchise is typically reflected in market shares in the entity’s core offered
product(s). Franchise value is assessed on the most relevantbasis - global, national or regional - taking into
account boththe size of the market in which a non-bank financial institution operates and its position within that
market. Small relative market shares, particularly inlarge markets, are not necessarily negative for the
assessment and may be offset by sustainable, competitive advantage and stable performance incore product and
client segments. Large market share in a small market can potentially be positive for the assessment, provided itis
not constrained by the strength orquality of the market itself or the relevant operating environment assessment.

Competitive Core

Position

A non-bank financial institution’s competitive positionrelative to peers’ may be evident in relative product
leadership and pricing power as well as reflective of any material barriers to entry. Product leadership will often
be afunction of scale, where traditional financial products are concerned, and may also reflect technology and
efficiency advantages, or deficiencies, relative to peers. In the case of certain niche products or offerings,
leadership may be reflected in relevant “league tables.”

Critical Mass Complementary

Size, taken in isolation, is unlikely to be a driver for the company profile assessment, but may affect pricing power
and client relationships.
Non-bank financialinstitutions which lack critical mass are likely to be assigned lower scores.

Client
Relationships

Complementary

Fitch considers the nature of client relationships and the extent to which product range and/or expertise is the
key driver of client retention or business volume growth as opposed to price.

Intragroup
Benefits
and Risks

Complementary

An institution’s franchise may also incorporate any benefits itreceives from being part of a larger (typically
financial) group. This could include client relationships, funding access, product offering or technical expertise that
theinstitution would not otherwise have access to, as well as potential diversification benefits of other businesses
of subsidiaries or related companies. Conversely, a non-bank financial institution’s franchise may incorporate
contagion risks where a weakness in the broader group’s credit profile exists.

Source: Fitch Ratings.

Business Model
Core Versus
Attribute Complementary  Description

Business Mix Core

An institution’s business model encompasses the ways in whichitgenerates revenue and profits. Thisincludes an
assessment of an institution’s business mix, such as by asset/product, service composition and proportion of
revenue and earnings generated from core business lines.

Earnings Volatility Core

Business models that are highly reliant onvolatile businesses, such as trading, or where market conditions exert a
greater influence on business volumes and revenue generation between reporting periods will typically result ina
lower business model score relative to other financial institutions with lower observed volatility. Stability in
earnings through creditand interest rate cycles will typically contribute to higher scores.

Geographical
Diversification

Complementary

A high concentration of a non-bank financial institution’s operationsin less developed economies is likely to weigh
on Fitch’s assessment of its business model. Concentrations from a clientand/or investor perspective may also be
alimiting factor. Geographic diversification may be a positive rating attribute, but expansioninto areas thatadd
little or limited overall synergies may be viewed as neutral or negative tothe company profile assessment.

Product
Concentration

Complementary

The perceived risk associated with the particular product(s) and the quality of the product franchise can influence
the assessment for a business model with a narrow product focus, (e.g. a monoline lender) versus one that
provides a broader array of products. Product diversification may be a positive rating attribute, but expansion into
business areas that add little or limited overall synergies may be viewed as neutral or negative to the company
profile assessment.

Source: Fitch Ratings.
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Business Model Rating Ranges

Primary Rating Constraints

Sector Typical Market/
Maximum Redemption/
Balance Sheet Rating Business Monoline Wholesale Regulatory  Asset Counter-  Operational
Subsectors Usage Category” Cyclicality Business Funding Risk llliquidity partyRisk Risk
Securities Broker-Dealers High 'BBB' v v v v
Firms
Interdealer Low ‘BBB' v v v
Brokers
Retail Brokers Medium ‘A v v
Investment Traditional IMs Low ‘A v v v
Managers Alternative IMs  Low-Medium ‘A v v v
Investmetnt High AN v v v
Companies
Pension Funds High ‘AAA’ v v v v
Permanent . o v v v v
Capital Funds High A
Open-End
Investment
Funds (Limited High ‘BBB’ v v v v
Market Value
Risk")
Open-End
Investment
Funds (Elevated High ‘BB’ v v v v
Market Value
Risk‘)
Business
Development N.A. High ‘BBB’ v v v v v
Companies
Flnapce and ansumer High " v v v v
Leasing Finance
Companies ’
Corpmeraal High " v v v
Finance
Alternative
Fmar_]ual Low ‘BBR’ v v v v
Services
Providers
Mor'Fgage Low ‘BB’ v v v v v
Servicers
Debt Purchasers Medium-High ‘BB’ v v
Mortgage REITs High ‘BBB’ v v v
Financial Exchanges Low v
Market Low (Aside
Infrastrl{cture Clearing Houses from Guaranty Ay v v
Companies Funds) AA
CSDs Without Low v

Bank License

?Does not represent a hard cap but rather the highest stand-alone credit rating category that most entities within given non-bank financial institution subsector normally
achieve. "Open-end funds with limited market value risk are characterized by having sensitivity to the market value of underlying assets counterbalanced by well-established
redemption frameworks that are subject to the availability of cash proceeds (queues) and therefore provide non-discretionary, structural protection against liquidity
mismatches. “Open-end funds with elevated market value risk are characterized by having a) a high level of management discretionover investment strategy, limited
transparency over the evolution of risk positions, and potentially rapidly changing risk appetite, b) sensitivity to the market value of underlying assets in conjunction with high
investment leverage and/or confidence sensitive funding sources that elevate the fund’s sensitivity to market stresses and c) the majority of capital being from non-permanent
sources subject to periodic withdrawal. IM - Investmentmanager. REIT - Real estate investment trust. CSD - Central securities depository.

N.A. - Not applicable.

Source: Fitch Ratings.
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Attribute

Core Versus

Complementary

Description

Appropriateness

Relative to
Business Model

Core

A group’s organizational structure is typically commensurate with its business model. Group structure rarely
affects Fitch’s overall rating assessment, but has the potential to when Fitch considers the group as overly
complex (relative to its operations and footprint), opaque or with material risks arising from intragroup
transactions. Examples of business model complexity include layers of intermediate holding companies whose
locations may be mainly tax-driven, or unnecessarily complex structures that appear inconsistent with the size,
scale and footprint of the institution/group.

Opaqueness Complementary  Unexplained cross-ownership agreements or large minority interests, which are not commensurate with the non-
bank financial institution’s business model, would typically result in a lower company profile score.
Intragroup Complementary Intragroup transactions may affect risks associated with the rated entity. This is especially i mportant where cash

Transactions

or capital can get trapped in subsidiaries and therefore is not readily available for distributiontothe groupas a

whole.

Ownership
Dynamics

Complementary

Fitch also considers ownership dynamics, including whether an issuer is publicly traded privately held or mutually

owned, whether there is private equity ownership and/or non-strategic ownership and whether there is
significant influence from related parties tounderstand the impact on strategicdecisions, liquidity and/or
capitalization. Mutually owned institutions, such as many clearing houses, may be viewed more favorably tothe
extent they reduce conflicts of interest between risk management and profit maximization.

Source: Fitch Ratings.

Company Profile
aaa aa a bbb bb b ccc and Below
Franchise Dominant franchise Leadingfranchisein Strongfranchise Adequate Moderate franchise May have Operatingin
in multiple business multiple business in key marketsor franchisein in key business nominal undeveloped
segments or segments or businesses.Has  geographies. segment or franchiseina  markets or has
geographies. Strong geographies. Solid leading franchise Operatingin geographies. key business  no discernible
competitive competitive in some key somewhat less Operatingin segment or franchise value
advantages likely to advantageslikelyto operating developed somewhat less geographies.  or competitive
endure. Possesses  endureinto thelong segments or markets or has developed markets Operatingin  advantage.
strong competitive term.Demonstrated geographies. limited or haslimited lessdeveloped Extremely
advantages and competitive Demonstrated competitive competitive markets or has limited
pricing power in advantages and competitive advantages or advantages and no discernible operating
principal operating pricing power. advantagesand  pricingpowerin generally aprice competitive history.
segments. These strengths pricingpowerin main operating  takerin main advantage.
These strengths maintained over key operating segments. operating Very limited
maintained through multiple segments. segment(s). Limited operating
economic cycles. economic cycles. operating history.  history.
Business Highly diverseand Verydiverse and Diverse and stable Less stable and/or Less diverse and Limited Business
Model stable business stable business model businessmodel. diverse business stable business business model model rapidly
model across across multiple Critical mass model, potentially model, potentially  stability. May evolvingor
multiple operating operating segmentsor maintained in key dominated bya  with more be wholly operatingin
segments or geographies. operating key operating specializationina  relianton unstable
geographies. Critical Maintainscritical segments or segment or key operating volatile economic
mass maintained in mass in most business geographiesin geography. segment or less businessesor  environment.
all business segments and which it operates. Greater reliance stable/advanced economies.
segments and geographiesin which Notablereliance on volatile economies.
geographiesin it operates. Modest  onvolatile businesses. Significant reliance
which it operates.  reliance on volatile businesses. on volatile
Minimal relianceon businesses. businesses.
volatile businesses.
Organizational Organizational structure complexity Organizational structure complexity Significant organizational structure  Highly
Structure commensurate with ‘aaa/aa’ business model. commensurate with ‘a/bbb’ business complexity. Potentially limited complex,
Major legal entities exist principally for clear model. Potentially increased visibility into main legal entities. opaqueor
business reasons. High visibility into organizational structure complexity. materially
principal legal entities. Good visibility into major legal changing
entities. organizational
structure.

Source: Fitch Ratings.
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1.3 - Management and Strategy Assessment

Fitch’s assessment of Management and Strategy considers the following subfactors:

° management quality;

° corporate governance;
° strategic objectives; and
. execution.

Importance of this Assessment

An assessment of management, corporate governance, strategic objectives and execution is
one of the least tangible aspects of its fundamental analysis but is important in considering
how an institution is run, for example through establishing particular business or financial
goals, developing a strategy to pursue those goals, and demonstrating an ability to meet these
goals, all of which provide insight into motivations and incentives within the institution.

The management and strategy assessment is typically conditioned, and often constrained, by
the operating environment and company profile assessments, unless Fitch believes the
elements assessed are insulated from the effects of the non-bank financial institution’s
operating environment(s) and business model. In weaker operating environments, corporate
governance issues tend to be more prevalent, strategic objectives may be more likely to shift
over time or be more opportunistic, and execution of strategy is often more challenging. It is
possible for a management and strategy score to be higher than the operating environment
(e.g. a very good management team operating in a weak environment). However, in such cases,
it is likely that the management and strategy score would be of lower influence to the rating if
the superior management quality is unable to exert meaningful influence on the overall risk
profile.

The quality and effectiveness of management is reflected in individuals and the overall
management structure, as well as other factors such as corporate governance and strategy.
While this is, on the face of it, a subjective assessment, there will typically be some tangible
evidence of management’s effectiveness through its impact on financial and/or risk metrics.

The following tables identify those management and strategy attributes that Fitch has defined
as “core” versus “complementary,” together with an indication of how each attribute is
typically assessed. The accompanying subfactor/rating category matrix provides
representative characteristics that aid the determination of the overall factor score assigned
ineach case.

Management Quality

Core Versus
Attribute Complementary Description
Depth and Core A strong management teams will demonstrate ahigh degree of credibility, experience, and competence and,
Credibility of commensurate with thesize and complexity of the institution, reflect those same qualities in an appropriate depth of
Senior experienced, capable management. The impact of any turnover is considered in the context of the existence of
Management succession plans (where key person risk is present) and/or the qualities brought by incomingpersonnel in cases where

those individuals have a proven track record with similarinstitutions or businesses elsewhere.

Corporate Complementary A strong and high-integrity culture may help ensure that consistent and long-term business practices areadopted
Culture throughout theorganization, and remainin place when there are management transitions, and across business cycles.

This can prove beneficial to the Management Quality score.

Key Person Risk Complementary  Smaller, niche institutions may be reliant on a specific individual or a small group of key individuals, oftenthe
institution’s founder(s). Fitch expects aninstitution’s senior management structure to be commensurate with its scale
and complexity but will usually view any reliance on key individuals as a constraint, regardless of how well-intentioned,
as adeparture could cause material disruptionin the organization’s future business prospects and damage its
franchise. For certain investment managers, there may also be trigger events in fund governingdocuments (such as the
limited partnership [LP] agreements or articles of incorporation) that would permit early redemptions or withdrawals by
LPs or the removal of a general partner if a key person left the firm. If there are significant triggers that areeasily
triggered and create potentially significant liquidity calls, this is likelyto be aconstraint.

Source: Fitch Ratings.
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Corporate Governance
Core Versus
Attribute Complementary Description

Protection of
Creditor Rights

Core

Fitch considers the extent towhich a non-bank financial institution’s intrinsic governance practices provide
reasonable protection of creditors’ interests, or whether the latter might suffer at the expense of the in terests of
other stakeholders, in particular shareholders, management, or due to government influence. Fitch considers the
effectiveness of the supervisory board collectively, whether it comprises sufficient expertise, resources,
independence and credibility to effectively oversee management.

Quality of
Financial
Reporting and
Audit Processes

Complementary

In cases where there are perceived to be weaknesses in financial reporting (quality, frequency and/or timeliness)
compared to international best practice, or where internal or external audit processes appear less robust relative
to the operating environment, Fitch may assign a lower corporate governance score.

Related Party
Transactions

Complementary

The existence of significant related party transactions may be negative for the corporate governance
assessment. Their volume, whether they are conducted on market terms and the internal procedures for their
review and approval are key elements of this assessment.

Management of
Potential
Investment
Conflicts of
Interest

Complementary
(for BDCsand
Investment
Managers)

Fitch will evaluate the governance structure established by the management company to address potential
conflicts of interest. Policies may allow establishing both equity and debt positions in the same company in
different investment vehicles. In companies undergoing restructuring or facing potential bankruptcy, the
ownership of bothdebtand equity interests can present material conflicts of interest. Fitch will evaluate
allocation policies and procedures and board involvement to limit the risks such conflicts may present.

Internal Versus

Complementary

For BDCs and mortgage REITs, Fitch focuses on whether the company is internally or externally managed.

External (for BDCsand Externally managed entities are typically managed by affiliated companies that, through a management

Management Mortgage REITs) agreement, provide all managerial and operational services. From a corporate governance perspective, Fitch
generally has a more favorable view of internal management teams than external management teams, because
internal management teams are dedicated solely to the issuer in question, minimizing conflicts of interest.
External management may have several investment vehicles under management, with potentially overlapping
investment objectives.

Private/ Complementary Some non-bank financial institutions are privately held or structured as partnerships. This can make insight into

Partnership management more challenging and mean that managers who are also partnersin the firm act as agent and

Structures principal at the same time, potentially affecting the governance assessment. If partner-managers act prudently in

the general interests of the company and take measured actions or personally suffer the economic consequences
of excessive risk-taking, the governance assessment could be positively influenced. Conversely, unchecked
decision-making by individuals can be negative to the governance assessment.

Source: Fitch Ratings.

Strategic Objectives

Attribute

Core Versus
Complementary

Description

Quantitative

Strategic Targets

Core

An institution’s strategic objectives are a reflection of its business and financial goals, which may include business
targets for market position/share or financial metrics. Fulfillment of these objectives drives decision -making
throughout the organization and often motivates management and employees. Fitch will consider how
achievable and sustainable objectives are and will assess underlying assumptions for plausibility, consistency and
appropriateness, such as taking account of challenges posed by the non-bank financial institution’s operating
environment, business model and market position. The strategic objectives score is typically influenced by the
extent to which financial and business targets are clearly and consistently articulated, and strategicdirection
appears appropriate to the non-bank financial institution’s operating environment, company profile, competitive
position and management expertise.

Qualitative
Strategic
Framework

Core

The strategic objectives assessment reflects the extent to which medium/long-term strategy is well-construed,
cohesive and robust, communicated effectively to stakeholders and balances risks and rewards. Fitch will
consider management’s key strategic philosophies, for example, acquisition-led versus organic growth and/or
regional/international expansion versus concentration on domestic markets, as this may highlightstrengths or
weaknesses in the strategic plan Fitch’s assessment may be negatively affected if anon-bank financial
institution’s business model changes frequently and significantly over time (whether due to organic development
or mergers/acquisitions) or the entity undergoes significant restructuring.

Disclosure

Complementary

Where budgets or forecasts are not available to support management’s articulation of strategic direction,
Fitch will use judgement indetermining the appropriateness and plausibility of the narrative and
underlying assumptions.

Source: Fitch Ratings.
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Core Versus

Attribute Complementary

Description

Track Record in Core

Meeting Stated

Fitch considers the non-bank financial institution’s track record of execution against its stated goals and
objectives over multiple periods, andinthe context of how realistic or appropriate financial and business targets

Objectives are. An inability to meet a strategic objective, (including a specific target financial metric) in a single reporting
period will not necessarily result in a weaker score provided Fitch believes that the strategic objective is
achievable over a medium-term horizon.

M&A Activity Complementary Poor or slow execution of a merger, acquisitionor restructuring initiative or where Fitch considers there to be an

inconsistent track record of executing on such transactions or initiatives will likely resu ltin a lower execution
score. Effective execution of a business acquisitionin line with plan may positively influence the executionscore.
If Fitch views future execution risk to be elevated, this will also be factored into Fitch’s assessment of a non-bank

financial institution’s execution.

Source: Fitch Ratings.

Management and Strategy
aaa aa a bbb bb b ccc and Below
Management Management hasan  Management hasa Management hasa Management hasa Management has Management may Management
Quality unparalleled degree of very high degreeof high degree of good degree of an acceptable have noticeable deficienciesmay
depth, and experience. depth, and depth, and depth, and degree of depth, weaknesses, be significant.
Key person riskisnon- experience.Key  experience.Key experience.Key and experience, includinglackof
existent. Management person riskis person riskis person riskis but noticeably less depth, or
maintains a strong limited. modest. moderate. than higher rated experience.Key
degree of credibility =~ Management has Management Management hasa entities. Key person riskishigh.
among all major maintainedavery maintains a high good level of person riskis
constituencies high degree of degree of credibility credibilityamong elevated. Reliance
throughouteconomic credibilityamongall among major major on key individuals
cycles. Institutionhasa major constituencies. constituencies. may be more
strong and consistent constituenciesover Institution has a Corporate cultureis prevalentthan
corporate culture. alengthyperiod.  good and consistent sound, butmay be higher-rated
Institutionhas a corporateculture. lessconsistent than entities.
solid and consistent higher-rated
corporate culture. entities.
Corporate  Very strongcorporategovernance, providing Reasonably sound corporate govemance, Governance is less Governance gives Governance gives
Governance robust protectionofcreditors’interests. providing reasonable protection of developedthan riseto significant rise to majorrisks
Very effective board oversight, high quality creditors’ interests. Effective board for higherrated risksfor creditors for creditorsdue
and frequent financial reportingandvery ~ oversight, good qualityfinancial reporting peers but without due to weak board to very weak
limited related party transactions. and limited rel ated party transactions. presentingclear, oversight,poor board oversight,
significantrisks for financial reporting considerable
creditors. or significant accounting
related party deficienciesor
transactions. large related party
transactions.
Strategic Strategic objectives are Strategic objectives Strategic objectives Strategic objectives Strategic Strategic Strategic
Objectives clearly articulatedand areclearly are well articulated are documented and objectives maynot objectives are not objectives are

reflect long-term
sustainable levels of
business and financial
performance. Strategic
objectives remain

highly consistent over a performance.

lengthy period.

articulated and and reflecta reflect a medium-
reflect along-term medium-term level termlevel of
sustainable level of of business and business and
business and financial financial
financial performance. performance.

and may bemore
opportunistic.

are very consistent over time.
over time.

Strategic objectives Strategic objectives
Strategic objectives may shift modestly may shift over time

articulated and
reflect a short-

beclearly
articulated and/or

lacking orlikely to
be highly variable

reflect ashort-  termlevel of due to anunstable
termlevel of business and economicor
business and financial operating
financial performance. environment.
performance. Strategic

Strategic objectives

objectives may
shift based on

frequentlyshift
includingdueto

market economic
opportunitiesor environment
less stable volatility.
economic

environment.

Continued on next page.
Source: Fitch Ratings.
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Management and Strategy (Continued)
aaa aa a bbb bb b ccc and Below
Execution Institution consistently Institution routinely Institution generally Institution generally Institutionoften Institution Institution does
meets target business meets target meets target meets target fails to meet target typicallyfailsto not meet business
and financial objectives business and business and business and business and meet target or financial
throughout economic financial objectives financial objectives, financial objectives. financial business and objectives or does
and/or marketcycles. with verylimited albeit withmodest Executioncouldbe objectivesor hasa financial not havean
variability over variability over more variable with limited execution objectivesor has executiontrack
economicand/or economicand/or  changesineconomic track record. an extremely record.
market cycles. market cycles. and/or market Executioncould limited execution
cycles. be variable based trackrecord.

on changesin
economicand/or
market cycles.

Source: Fitch Ratings.

11.4 Risk Appetite Assessment
Importance of this Assessment

Assessment of a company’s underwriting standards, risk controls, growth and market risk are
important considerations in determining a non-bank financial institution’s stand-alone credit
risk profile, as they will ultimately lead to changes in a non-bank financial institution’s key
financial metrics. Fitch will apply its own judgment as to the degree of risk inherent in a
particular business line, product or strategy. Fitch will also consider operational and/or
reputational risks where these are material for the institution.

Fitch’s analysis of risk appetite is focused on those risks that have a material influence on the
overall credit profile. The risk appetite assessment is typically conditioned, and often
constrained, by the operating environment and company profile assessments unless Fitch
believes the underlying risks can be isolated from the effects of the non-bank financial
institution’s operating environment(s) and its chosen business model/strategy. It is possible
for a risk appetite score to be higher than the operating environment or company profile (e.g.
an ‘atypical’ very low risk appetite relative to the environment or the operating model).
However, a very low risk appetite would be expected to be reflected in consistently better
asset quality and less earnings volatility.

Stability of results throughout the cycle may be a useful indicator of risk appetite. A high risk
appetite may be somewhat mitigated through the employment of strong risk controls,
collateral, and risk-based pricing although the natural rating range for non-bank financial
institutions with an inherently higher risk appetite will generally be lower than for those non-
bank financial institutions whose risk appetite Fitch considers modest or better managed. In
addition, risks can be high at non-bank financial institutions with stated low risk appetites, if
controls are viewed to be weak or have been ineffective.

The risk controls assessment includes operational (including cyber) and reputational (including
litigation) risks where these are material for the institution or an integral part of the business
model or operating jurisdiction(s).

Fitch will analyze those aspects of market risk that are considered material to the overall
assessment of risk appetite. The most typical form of market risk isinterest-rate risk given many
non-bank financial institutions’ core maturity transformation function, but the assessment will
include other elements such as valuation, derivatives and foreign exchange risks where these are
material. Market risks will be higher for institutions with material trading operations or where
cross-border activity or balance sheet structure gives rise to foreign-exchange risks, so this
factor may take on greater relative importance in those instances.

The following tables identify those risk appetite attributes that Fitch has defined as ‘core’
versus ‘complementary, together with an indication of how each attribute is typically

Execution could
be highly variable
based on changes
in economic
and/or market
cycles.
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assessed. The accompanying subfactor/rating category matrix provides representative
characteristics that aid the determination of the overall factor score assignedineach case.

11.4.a Securities Firms

Fitch’s risk appetite assessment for securities firms considers the following subfactors:

° risk controls;

° growth;

° market risk; and
° operational risk.

Risk Controls — Securities Firms

Core Versus

Attribute Complementary Description

Risk Management Core Fitch’s assessment of risk controls considers the breadth and sophistication of risk management systems

Tools relative to therisk profile of the business and the types of management reporting used, where these are
available. This may help indicate how far risk controls permeate the organization with respect to key risks a
typical securities firm may incur, such as market, operational, reputational and credit risks. Fitch may also
assess how the launch of material new business activities are vetted inthe context of the associated credit,
market, operational and reputational risks and their effect onthe overall franchise.

Staffing and Complementary Fitch attemptsto understand the level of risk management engagement across the firm, the variety of

Culture committees and membership, as well as the independence and authority carried by risk functions. The

backgrounds and experience levels of risk management professionals may also be considered.

Source: Fitch Ratings.

Growth — Securities Firms

Core Versus

Attribute Complementary Description

Absolute and Relative Core Fitch generally measures overall balance-sheet expansion against underlying economic growth, eamings

Rates of Growth retention, staffinggrowth, market activity, and peer, sector and industry averages to identify anyoutliersand
assess the build-up of potential risks.Rapid growth can obscure financial analysis, for example makingit difficult
to form a view of inventoryturnover and may be indicative of a lowering of standardsor slowingdemand.

Accompanying Complementary Rapid growth may introduce other challenges such as operational strains, as back-office staff or systems

Infrastructure may not be capable of handling increased business volumes and, therefore, would be negative for the

Growth assessment of growth.

Source: Fitch Ratings.

Market Risk — Securities Firms

Attribute Core Versus Complementary Description
Market Risk Core (For securities firmswith high  For firms with significant trading activities, Fitch’s assessment of market risk focuses on the
Exposure balance sheet usage) degree of market risk exposure and the means of measuring and managing it These usually
Complementary (For securities firms include value at risk (VaR), stop-loss limits, concentration limits, sensitivity analysis and stress
with low balance sheet usage) testing.
Sensitivity to Core (For securitiesfirmswith low  Although securities firms that do not hold securities on their balance sheets generally have only
Marketwide balance sheet usage) limited exposure to market risk, their revenue is heavily exposed to the volume of transactions in
Dynamics Complementary (For securities firms the market, and therefore, Fitch’s assessment of market risk focuses more broadly on the
with high balance sheet usage) sensitivity of the business model to marketwide dynamics.
Stress Testing Complementary When available, Fitch evaluates management’s reports of specific products’ risks, sensitivities
and Sensitivity and supplemental stress scenarios on a position and consolidated bases. When available, Fitch
Analysis also reviews reports that include adjusted VaR using liquidity-stressed scenarios or replicate

historical periods of stress. Fitch evaluates the use of stress limits, but this is not comparable
across peers. When possible, Fitch assesses market risk concentration (by product,
issuer/counterparty, industry and country) intrading and investment portfolios and reviews
management’s oversight of aged inventory. Fitch may also review policies with respect to
collateral and margin calls and the reasons for any changes made to these.

Continued on next page.
Source: Fitch Ratings.
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Market Risk — Securities Firms (Continued)

Attribute Core Versus Complementary

Description

Hedging Activity Complementary
and Effectiveness

Collateral and hedging are frequently employed to mitigate market risk, but hedges are
imperfect, and so some degree of market and credit exposure generally remains. As a result, both
gross and net positions are considered in Fitch's rating evaluation to the extent such information
isreported.

Market Complementary
Development

In markets where volatility and liquidity issues can be extreme, greater emphasis may be placed
on the level of nominal/cash limits. In emerging markets, credit/settlement risk canstill be
significant. Fitch assesses the level of “free of payment” deliveries (in contrast to paymenton
delivery) particularly closely in emerging markets, where payment may not be so readily
forthcoming.

Source: Fitch Ratings.

Market Risk Metrics — Securities Firms

Average VaR/Tangible Equity

Fitch Stressed VaR/Tangible Equity

Principal Daily Trading Revenue/Average Trading VaR

Principal Transaction Revenue/Total Revenue

Source: Fitch Ratings.

Operational Risk — Securities Firms

Description

Fitch’s assessment of securities firms’ operational risk focuses on investment infront-, middle-
and back-office systems commensurate with the nature of the business, including new product
development/implementation and systems upgrades. Backlogs of settlements, resolutions and
customer complaints or a history of problems with the firm’s custodian can be indicators of
insufficient back-office staff support. These challenges can be exacerbated for institutions that
have undertaken material acquisition activity.

Attribute Core Versus Complementary
Operational Core

Infrastructure/

Framework

Operational Complementary

Loss Experience

If Fitch determines that a firm has a weak operational risk infrastructure or control environment,
such as systems failures, inaccurate trade processing or limit breaches (such as rogue trading
incidents) this will typically have a negative effect on the operational risk assessment,
particularly to the extent failures result in reputational damage, loss of business, and or outsized
fines/penalties. Operationalrisk can potentially have a more pronounced effect onless
diversified businesses, where an operational shortfall can resultintemporary or permanent
damage to the company’s core franchise.

Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 31



FitchRatings

Risk Appetite — Securities Firms

Financial Institutions

Global

aaa aa

a

bbb

bb

b

ccc and Below

Risk Controls Risk and reporting Risk and reporting

tools areextremely tools arevery
robust. Risk limits  robust. Risk limits
are highly are very
conservativeand conservative. Risk
overwhelmingly  limits areroutinely
adhered to. Risk monitored with
limits areroutinely nominal changes
monitored with over lengthy
minimal changes  periods. Risk

over lengthy controls permeate
periods. Risk the organization.
controls permeate Exposure to

the organization.  operationalrisksis
Exposure to low. New products
operationalrisksis are carefully vetted
very low. New and tested before
products are heavily rollout.

vetted and tested

before rollout.

Risk and reporting Risk and reporting Risk and reporting Risk and reporting There are
toolsaregood. Risk tools areacceptable tools may be
limits aresound and but may lackdepth deficient. Risk limits control deficiencies

toolsarerobust.
Risk limitsare
conservative. Risk

monitored,

limits aremonitored although they may

but may change
based on business
conditions. Risk
controls are
centralized.
Exposure to
operationalrisks is
modest. New
products are
carefully tested
before rollout.

fluctuate based on
opportunities. Risk
controls are less
pervasive
throughout the
organization.
Exposure to
operationalrisksis
moderate. New

or sophistication.
Risk limitsare
monitored less
frequentlythan
higher rated
institutions.Risk
limits maychange
based on business
opportunities.
Exposure to
operational risks is

products are tested heightened.New
products may not be rollout.

before rollout.

thoroughly vetted
or tested before
rollout.

are crude and may
not be monitored
frequently.
Breaches of limits
may not trigger
heightened
management

attention. Exposure
to operational risks

ishigh.New
products are not
tested before

significantrisk

Growth Balance-sheet Balance-sheet Balance-sheet Balance-sheet Balance-sheet or  Balance-sheet Growth maybewell
growth or business growth or business growth or business growth or business business growth growth usually in excess of
growth is unlikely to growth seldom growth mayat growth more often often pressures pressures solvency sustainable levels.
pressure solvency pressuressolvency timespressure pressures solvency solvency and and the long-term Or unable tosell
or outpace the long- or outpaces the solvency and and exceedsthe  exceedsthelong- sustainable growth assetsto achieve
termsustainable  long-term exceed thelong-  long-term termsustainable  of business necessary balance
growth of main sustainable growth termsustainable  sustainable growth growth of main segments. Control sheet contraction.
business segments. of main business  growth of main of main business  business segments. environment
Control segments. Control business segments. segments. Control Control routinelylags
environmentis environmentis Control environmentmay environmentlikely behind higher
systematically systematically environmentis lag behind higher  to lag behind higher business volumes.
adapted tomeet  adapted tomeet  usually suitably business volumes. business volumes.
higher business higher business adapted to meet
volumes. volumes. higher business

volumes.

Market Risk Exposure to market Exposure to market Exposure to market Exposure to market Exposure to market Exposure to market There may be

(Direct and  risksisvery low. risksis low. risks is modest. risks is average. risksis heightened. risksishighor significant market

Indirect) Structuralinterest Structuralinterest Structuralinterest Appropriate Market risksmay  highly variable. risk. Controls have
rate and foreign rate and foreign rate and foreign hedging techniques encompass Risks may notbe  not been
exchangerisks are exchangerisksare exchangerisksare arelikelytobe structuralinterest effectively hedged established.
very low relative to low relative to modest and employed. rate and foreign
peers. Proprietary peersand appropriately Proprietary trading exchange risks.
tradingis very low. appropriately mitigated through maybe material.  Basic hedging

mitigated through hedging. Controlsmaybe  techniques may be
hedging. Proprietary trading satisfactory,but  employed or
Proprietary trading may be material,but somewhat below effectiveness
islow. have sound industrybest somewhat
controls. practice. compromised.

Operational Verystrong Strong operational Good operational Adequate Limited operational Weak operational Significant

Risk operational risk risk risk operational risk riskinfrastructure, riskinfrastructure. operational risk
infrastructure/fram infrastructure/fram infrastructure/fram infrastructure, with with heavy reliance History of management
ework. ework. ework. Significant some processes  on third-party operational shortfalls.
Demonstrated Demonstrated operationallosses outsourced to providers.History of losses/issues.
track record of track record of are corrected third-party operational
limited operational limited operational promptly. processors. losses/issues.
losses. losses. Operational losses

may occurbutare
manageable.

Source:Fitch Ratings.
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Fitch’s risk appetite assessment
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for investment managers, investment companies and

investment funds considers the following subfactors:

° risk controls;

growth;

market risk and counterparty risk; and

operational risk (for investment managers and investment funds) or underwriting

standards (for investment companies).

Risk Controls — Investment Managers

Core Versus

Attribute Complementary

Description

Risk Management Core

Tools

Fitch assesses investment managers’ ability to identify, measure, manage and monitor risk, as supported by its risk
and reporting systems and investment intechnology. Key areas that Fitch takes into consideration are the
independence and effectiveness of the risk management and compliance functions, senior management’s
understanding and involvement in risk management issues and the reporting lines inplace, and whether thereis a
corporatewide investment risk function that monitors investment risks taken by individual managers to evaluate
their potential cumulative impactonthe firm’s asset performance/asset quality, earnings and franchise. Fitch’s
assessment of risk controls may consider the types of management reporting used, where these are available. This
may help indicate how far risk controls permeate the organization.

For investment companies and investment funds, risk management oversight andinfrastructure is conducted
either by the employees of the investment company or through an affiliated but external investment manager.
Therefore, the risk management framework at the investment manager level is considered whenrelevant. The
investment manager may also provide the risk framework and strategy of the fund.

Risk Limits Complementary

Fitch’s assessment of risk controls may also extend to formalized risk limits that are in place, particularly for firms
or funds with more complex market risk exposures. Fitch’s analysis will tend tofocus on a firm’s VaR or earnings at
risk output, stop-loss limits, concentrations and stress test results where available.

Scenario Testing  Complementary

When available and relevant, Fitch will evaluate scenario tests conducted on current/prospective business
activities and, to the extent possible, evaluate the performance against risk measurements. In cases where stress
testing results are deemed relevant, but are not available, this may lead to lower stand -alone ratings.

Source: Fitch Ratings.

Growth — Investment Managers

Core Versus

Attribute Complementary

Description

Absolute and Relative Core
Rates of Growth

Where growth has been organic, Fitch’s growth assessment focuses on whether the firm has the
appropriate in-house investment expertise to manage new and/or larger strategies, as underperformance
on arelative basis couldyield meaningful reputational damage for the firm. Fitch also seeks to understand
why (F)AUM growth rates may differ among peer firms.

Impacts of Inorganic Complementary
Growth

For investment managers that have grown rapidly through acquisitions, success of a growth strategy is
assessed by evaluating acquisition parameters and price discipline, pre-and post-acquisition performance,
client turnover, employee retention statistics and the ability to manage firm culture.

Accompanying
Infrastructure
Growth

Complementary

Fitch’s assessment can be negatively affected in instances when there is not commensurate infrastructure
to support growth. On the other hand, successful execution of measured growth with demonstrated
disciplineininfrastructure and integration management could positively affect Fitch’s assessment of
growth if accretive to the franchise by building FAUM, earnings power (particularly ifitis a stable source),
reputation, distribution channels (new client bases) and diversifying productor geographicscope. For
investment companies and investment funds, growth can be viewed positively when driven by strong asset
appreciation.

Source: Fitch Ratings.
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Market Risk and Counterparty Risk — Investment Managers

Core Versus

Attribute Complementary Description

Asset Valuation Core
Risk

Fitch’s assessment of market risk considers the extent to which the investment manager relies on net asset value (NAV)-
based fees given the impact of valuation movements on management fees. This risk is more prevalent for traditional
investment managers becausethey operate open-end fundswith relatively liquid assets. Alternative investment managers
generally have alarger portion of fees based on committed capital orinvested capital, which will not be affected by
underlyingvaluation movements or redemption activity,although broader market downtumscan slow the pace of fund
capital calls/investments and, thereby, pressurefund internal rates of retum.

Market risk is also animportant stand-alone credit rating factor forinvestment companies, investment fundsand for
investment managers that co-invest,earn performance fees or defer fees into the fund, asearningsand balancesheet
leverage will bebased on thevaluation of underlying fund investments.

Asset Valuation Complementary
Process

The independence of the periodic valuation processes and whether itisdone internally or utilizing third parties can be an
important consideration, particularly for private investments, which may require modeling techniques or relying upon
comparable sales. In such instances, Fitch reviews the reasonableness of the valuation methodology, how management
resolves troubled investments and the use of third partiesfor valuation purposes. Model validation toolsto make sure that
valuation processes arereasonable and consistent with the seniority of the investment in the underlying company can be
critical. Model risk is less relevant for traditional investment managers given that the majority of their assets are considered
Level 1 for accounting purposes, meaning they have areadily available market value. Fitch may gain comfort with afirm'’s
valuation process over time by comparing investment exit valuesto prior-quarter fair values.

Interest Rateand Complementary
Foreign Exchange
Risk

Fitch’s market risk assessment may also include areview of methods used to measure, monitorand control interest rate
risk, which can manifest itself in several forms includingits impact on fee generation (such as for cash management
products),investment performance (such asfor fixed -income funds) and balance sheet sensitivity (such as for co-
investment assets or floating-rate liabilities).

Where relevant, Fitch also considers earnings sensitivity to movements in interest rates and currenciesand whether the
exposure isnaturally hedged, with offsetswithin the asset portfolio, or actively hedged with derivatives. Sizable unhedged
exposure ismore likelyto have anegativeimpact on Fitch’s market risk assessment.

Counterparty Complementary
Quality and
Diversification

Counterparty quality and diversification are assessed in the context of the placement of an investment manager’sown
surplus funds, but also on behalfof managed fund assets, given the potential need to moveclearing, trading and/or
securitieslending activitiesto other parties should one counterparty face difficulty. Counterparty concentrations could
pose increased operational and/or financial risks, which have anegativeimpact on Fitch’s market risk assessment.

For investment companies, the reliance on counterparties for hedging and/or funding is typically limited and, as such,
counterpartyriskistypically alow influence factor.Forinvestment funds, Fitch assesses the diversity of primebrokerage
relationships, which are an important source of financing, aswell as clearing, settlement and other services. Outsized
exposure to asingle counterparty that faces financial hardship could result in the fund's inability to withdraw posted
collateral orexcess funds. Diversification of these counterparties can have apositive influence on the market risk
assessment, although this is balanced against the higher cost and potential lossof efficiency when reviewingprime
brokerage relationships. Fitch also seeks to understand theextent to which an investment fund requires segregation of its
assets, includingcollateral,orlimitson rehypothecation at the broker dealer to ensure access to its securities should its
prime broker face difficulties.

Source: Fitch Ratings.
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Operational Risk — Investment Managers

Core Versus
Attribute Complementary

Description

Operational Core
Infrastructure/
Framework

In assessing operational risk, Fitch considers processes in place relating to compliance, operations, credit and/or
investment performance. If Fitch determines that the operational infrastructure is weak or operational risk is not
well controlled, thisis likely to negatively impact Fitch’s operational risk assessment given the potential for
reputational risk, legal risk or both.

For investment funds, operational risk can be an important consideration, particularly if the fund focuses on trading
strategies involving high complexity, volume and/or automation.

For investment companies, operational risk is typically a low influence factor given a smaller (relative) number of
investments and less frequent (relative) investment turnover. Furthermore, given that value creation is typically
premised on asset appreciation, Fitch tends to place more emphasis oninvestment companies’ underwriting
standards in terms of sourcing, due diligence, investment committee review, structuring and monitoring.

Operational Complementary
Outsourcing

Many investment managers, investment companies and investment funds outsource key operational functions to
outside processors, such as asset custodians, independent pricing services or trade processors. In such cases,
operational risk still exists but is controlled by the firm’s management and analysis of its vendors. Fitch’s operational
risk assessment may evaluate how vendor selection and retention are managed.

Operational Loss Complementary
History

Another possible indicator of the quality of operational risk management is past operational loss history, if available.
Most publicly traded firms will discuss significant losses in theirfinancial disclosures. For privately held firms, Fitch
will seek to review a record of suchlosses to understand their nature and whether sufficient controls have been put
in place to make their recurrence less likely.

Source: Fitch Ratings.
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aaa Aa a bbb bb b ccc and Below

Risk Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting There are

Controls tools are extremely tools are very toolsarerobust. toolsaregood.Risk toolsare tools may be significant risk
robust. Risk limits robust. Risk [imits Risk limits are limits are sound acceptable, but deficient. Risk control
areroutinely areroutinely monitored, but and monitored, may lack depth or limitsare crude deficiencies.
monitored with monitored with may change based although they may sophistication. Risk and may not be
minimal changes nominal changes on business fluctuate based on limits may change monitored
over lengthy over lengthy conditions.New  opportunities. New based on business frequently. New
periods. New periods. New strategies/industry strategies/industry opportunities. New strategies/industry
strategies/industry strategies/industry verticals are verticals are tested strategies/industry verticals are not
verticals are verticals are carefully tested beforerollout. verticals may not tested before
heavily vetted and carefully vetted beforerollout. be thoroughly rollout.
tested before and tested before vetted or tested
rollout. rollout. before rollout.

Growth (F)AUM growth or (F)AUM growth or (F)AUM growth or (F)AUM growth or (F)AUM growth or (F)AUM growth or (F)AUM growth
businessgrowth  businessgrowth  businessgrowth  businessgrowth  businessgrowth  businessgrowth  maybewellin
aligned with generally aligned generallyaligned may modestly may meaningfully may significantly excess of
market with market with market outpace market outpace market outpace market sustainable levels.
opportunities. opportunities. opportunities. opportunities. opportunities. opportunities.

Control Control Control Control Control Control
environment is environment is environment is environment may environment likely environment
systematically systematically usually suitably lag behind higher to lagbehind routinely lags
adapted to meet  adapted to meet adapted tomeet businessvolumes. higher business behind higher
higher business higher business higher business volumes. business volumes.
volumes. volumes. volumes.

Market Risk Exposureto Exposure to Exposure to Exposure to Exposureto Exposure to There may be

and market risks is very market risks islow. market risks is market risks is market risks is market risk ishigh significant market

Counter- low. Interest rate  Interest rateand  modest. Interest  average. Interest  heightened. Basic or highly variable. risksrelated to

party Risk  and foreign foreign exchange rate and foreign rate and foreign hedging Risks may not be interest ratesor
exchangeraterisks raterisksare low exchangeraterisks exchange raterisks techniques may be effectively hedged. foreign exchange.
arevery low relativeto peers  are modest and are appropriately employed or Weak
relativeto peers. and appropriately appropriately mitigated. effectiveness counterparty risk
Portfolio valuation mitigated. mitigated. Portfolio valuation somewhat management with
isfully Portfolio valuation Portfolio valuation involves compromised. high concentration.
independent. isfully isfully independent third- Portfolio valuation
Counterpartyrisk independent. independent. parties. isinternal.
isextremelywell  Counterpartyrisk Counterpartyrisk Counterpartyrisk Counterparty risk
managed and iswell managed isreasonably isadequately management is
diversified. and diversified. managed and managed and below average

diversified. diversified. with limited
diversification.

Operational Verystrong Strongoperational Good operational Adequate Limited Weak operational Significant

Risk operational risk  riskinfrastructure/ riskinfrastructure/ operational risk  operational risk  riskinfrastructure. operational and
infrastructure/ framework. framework. infrastructure, infrastructure, History of counterparty risk
framework. Demonstrated Significant with some with heavy reliance operational management
Demonstrated track record of operational losses processes on third-party losses/issues. shortfalls.
trackrecord of limited operational are corrected outsourced to providers. History
limited operational losses. promptly. third-party of operational
losses. processors. losses/issues.

Operational losses
may occur but are
manageable.

Source: Fitch Ratings.
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11.4.c Business Development Companies

Fitch’s risk appetite assessment for BDCs considers the following subfactors:

° underwriting standards;
. risk controls;
° growth; and
° market risk.

Underwriting Standards — Business Development Companies

Core Versus

Attribute Complementary

Description

Portfolio Construct Core

Fitch attemptsto identify a BDC'’s general risk appetite by reviewing the portfolio construct, yields, industry
and issuer concentrations, and underlying portfolio company statistics, including average EBITDA, leverage,
interest coverage, and exposure to covenant lite loans. A BDC thatis generating outsized portfolio yields
relative to peers could indicate an ability to identify and structure unique and complex investments that
command a higher yield, which could be a positive factor, or could indicate a higher risk appetite, which
would be a negative factor. An observation of portfolio performance over an extended period aids Fitch in
its ability to differentiate between these two possibilities.

Underwriting
Process

Complementary

Fitch’s assessment of a BDC’s underwriting standards considers sourcing, due diligence, investment
committee review, structuring, funding and monitoring. Fitch may review investment memos and other
underwriting documentation, where available, to assesses whether the process is comprehensive,
particularly where the BDC does not have a long and established underwriting track record. Fitch also
focuses on the development and monitoring of key sponsor relationships to understand concentration risks
and the potential for adverse selection.

Performance/
Portfolio
Consistency

Complementary

A BDC'’s credit culture and standards should generally exhibit consistency, although Fitch recognizes that a
BDC’s origination volume may vary to some extent based on market conditions. An opinion abouta BDC’s
underwriting acumen and consistency is formed over time and best observed based on performance
through a full economic cycle. In the absence of that information, Fitch will seek insightinto management’s
prior performance managing similar assets and structures through a variety of market conditions, although
ashort operating history is generally a limiting rating factor. Evidence of strong and consistent underwriting
over an extended period can positively influence Fitch’s assessment of underwriting standards.

Source: Fitch Ratings.

Risk Controls — Business Development Companies

Core Versus

Attribute Complementary

Description

Risk Management Core
Tools

Fitch’s assessment of a BDCs risk controls can be positively influenced by strong and effective risk
management toolswhich allow the BDC to effectively adhere toits risk appetite framework and
underwriting standards. These generally include limits pertaining to industry or issuer concentrations,
market risks, and operational controls. They may also include tools such as internal ratings, watchlists or
other risk monitoring scales.

Risk Reporting Complementary

Fitch’s assessment of a BDC's risk controls may also consider the types of management reporting used,
where these are available. This may help indicate how far risk controls permeate the organization with
respect to key risks a BDC may incur, such as credit, market and operational risks. A negative driver of Fitch's
assessment of a BDC’s risk controls would be deficiencies in operational risk management that have already
manifested themselves and are uncured.

Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com 37



FitchRatings

Financial Institutions
Global

Growth — Business Development Companies

Core Versus
Attribute

Complementary

Description

Absolute and Relative Core
Rates of Growth

A BDC'’s growth is assessed on an absolute and relative basis based on market opportunities, underwriting
conditions and the firm’s own experience and track record in the sector. Outsized growth in competitive
market conditions, characterized by tighter spreads, higher leverage and looser covenant packages, could
increase the risks of vintage concentrations and lead to potential asset quality issues down the road, which
would be viewed negatively. Fitch does consider whether the BDC's size and rel ationships provide it with
more deal selectivity and structuring flexibility despite tougher market conditions, but sacrificing quality
for growth would have a negative impacton Fitch’s assessment.

Accompanying
Infrastructure
Growth

Complementary

Fitch assessment of growth also considers whether the BDC'’s infrastructure is expanding appropriately to
manage a larger portfolio. Infrastructure growth should span front-line investment professionals, back-
office accounting, finance and administrative support and technology resources. Expansioninto new
industry verticals should also be measured and accompanied by commensurate growth in appropriately
skilled staff. Failure to sufficiently invest in the operating platform could lead to credit and/or operational
losses, which would have a negative impacton Fitch’s assessment.

Source: Fitch Ratings.

Market Risk — Business Development Companies

Core Versus
Attribute Complementary Description
Portfolio Core Given theilliquidity of the majority of BDCs' portfolio assets, fair value estimates often require numerous

Valuation Process

management assumptions. As aresult, Fitch views the involvement of independent third -parties in the
quarterly valuation process favorably. A BDC thatreceives independent valuations onits entire portfolio
every quarter would be viewed more favorably than a BDC that only has a portion of its portfolio valued by a
third party or hasits entire portfolio valued by a third party but with less frequency. However, Fitch does
expect management and the board to be actively involved in the quarterly process to identify discrepancies or
inconsistencies inportfolio company valuation and as a tool to monitor portfolio performance.

Portfolio
Valuation
Consistency

Complementary

Fitch assesses a BDC'’s valuation competency over time by reviewing portfolio company exits versus prior -
quarter fair value marks. If sale proceeds are consistently below fair value, Fitch would callinto question the
sufficiency of the valuation process and/or the competency of the third-party provider. Conversely, if exits are
consistently above the prior-quarter fair value, Fitch would consider whether the BDC was being too
conservative in its valuation process, in an effort torecognize regular realized gains. Fitch exp ects the
above/below marks to generally average out in the long run.

Interest Rateand Complementary
Foreign Exchange
Risks

Fitch considers how the BDC's earnings may be affected by a changing rate environment, taking into
consideration the fixed/floating asset and funding mix. Where derivatives are employed to manage interest
rate exposure, Fitch considers their cost and effectiveness over time, in addition to the counterparty exposure
When applicable, Fitch considers the BDC'’s exposure to foreign currency movements and the potential impact
on profitability and leverage. If derivatives are employed to manage the exposure, Fitch considers their cost
and effectiveness over time, in addition to the counterparty exposure.

Source: Fitch Ratings.
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Risk Appetite — Business Development Companies

aaa aa a bbb bb b ccc and Below

Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting

Standards standards are standards arevery standardsarelow standards standardsreflect standardsexhibit standardslead to
clearlyrisk-averse low riskand more riskand generally generallyinline generally above- heightened risk high risk exposure
and far more conservative than more stringent with the broad average risk appetite. Credit  and arelikely to
conservative than evident elsewhere than industry industry practice. appetite. Credit  standardsare reflect stress
evident elsewhere intheindustry. practice. Credit Credit standards standards maybe typically more within the entity.
intheindustry. Credit standards standardsare arevariableover more aggressive  aggressive than Credit standards
Credit standards areconsistent with largely consistent economic cycles. than broad broad industry do not have any
are consistent with nominal changes but may vary Standardsreflect industry averages. averages and likely discernible track
minimal changes over economic modestly over medium-term Standards are to change record. Standards
throughout cycles.Long-run  economiccycles. performance likely to change  considerably over may fluctuate
economic cycles. performance Standardsreflect expectations. noticeablyover  economiccycles. frequently.
Long-run expectationsare medium-term Portfolio construct economic cycles. Portfolio construct Portfolio construct
performance incorporated. performance may have minimal Portfolio construct may have may have
expectationsare Portfolio construct expectations. exposure to equity may have modest meaningful significant
incorporated. issolelysecured  Portfolio construct positions. exposure to equity exposure to equity exposure to equity
Portfolio construct loans. issolely loans. positions. positions. positions.
issolelyfirst lien
loans.

Risk Controls Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting There are
toolsare toolsarevery toolsarerobust. toolsaregood. toolsare tools may be significant risk
extremely robust. robust. Risk limits Risk limits are Risk limits are acceptable, but deficient. Risk control
Risk limits are are very conservative. Risk sound and may lack depth or limitsarecrude deficiencies.
highly conservative. Risk limits are monitored, sophistication. and may not be
conservativeand limits areroutinely monitored but may although they may Risk limits are monitored
overwhelmingly  monitored with  changebased on fluctuate based on monitored less frequently.
adhered to.Risk  nominal changes business opportunities. frequently than Exposure to
limits are routinely over lengthy conditions. Exposure to higher rated operational risksis
monitored with  periods. Exposure Exposureto operational risksis institutions. Risk  high. New
minimal changes to operational operational risksis moderate. New limits may change strategies/industry
over lengthy risksislow.New  modest. New strategies/industry based on business verticalsare not
periods. Exposure strategies/industry strategies/industry verticals are tested opportunities. tested before
to operational verticals are verticals are beforerollout. Exposureto rollout.
risksisvery low. carefully vetted carefully tested operational risksis
New and tested before before widespread heightened. New
strategies/industry rollout. rollout. strategies/industry
verticals are verticals may not
heavily vetted and be thoroughly
tested before vetted or tested
rollout. beforerollout.

Growth Balance-sheet Balance-sheet Balance-sheet Balance-sheet Balance-sheet Balance-sheet Growth may be
growth or business growth or business growth or business growth or business growth or business growth or business well in excess of
growth aligned growth seldom growth may at growth more often growth may growth may sustainable levels.
with market outpacemarket  timesoutpace outpace market modestly outpace meaningfully
opportunitiesand opportunitiesand market opportunitiesand market outpace market
underwriting underwriting opportunitiesand underwriting opportunitiesand opportunities and
conditions. Control conditions. Control underwriting conditions. Control underwriting underwriting
environment is environment is conditions. Control environment may conditions. Control conditions. Control
systematically systematically environment is lag behind higher environment likely environment
adapted to meet adapted to meet usuallysuitably  businessvolumes. to lagbehind routinely lags
higher business higher business  adapted to meet higher business behind higher
volumes. volumes. higher business volumes. business volumes.

volumes.

Continued on next page.
Source: Fitch Ratings.
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aaa aa a bbb bb

cccand
b Below

Market Risk Exposure to market Exposure to market
risks is average. risksis heightened.
Interest rateand  Basic hedging
foreign exchange techniques may be

raterisks are employed or

Exposure to market Exposure to market Exposure to market
risksisvery low. risksislow. Interest risksis modest.
Interest rateand  rate and foreign Interest rate and
foreign exchange exchangeraterisks foreign exchange
raterisksare very arelow relativeto raterisksare

Exposure to market There may be
riskis high or highly significant
variable. Risks may market risks,
not be effectively  related to
hedged. Regulatory interest rates
cushions are

appropriately effectiveness
mitigated. Portfolio somewhat
valuation involves compromised.

low relative to peersand modest and or foreign
peers. Portfolio appropriately appropriately

valuationisfully  mitigated. Portfolio mitigated. Portfolio

minimal and are not exchange.
managed relative to Regulatory

independent. valuationisfully  valuationisfully  independent third- Portfolio valuation portfolio cushionsdo
Regulatory independent. independent. parties. Regulatory isinternal. composition. not exist.
cushionsarevery Regulatory Regulatory cushionsexist and Regulatory

cushionsare are managed cushions may exist
meaningful and relative to portfolio but are not
managed relative to composition. managed relative to
portfolio portfolio
composition. composition.

cushionsare
significant and
managed relative to
portfolio
composition.

significant and
managed relative to
portfolio
composition.

Source: Fitch Ratings.

11.4.d Finance and Leasing Companies
Fitch’s risk appetite assessment for finance and leasing companies considers the following

subfactors:
. underwriting standards;
. risk controls;

. growth; and

o market risk.

Underwriting Standards — Finance and Leasing Companies

Core Versus
Attribute Complementary Description
Policies and Core Fitch’s assessment of a finance and leasing company’s underwriting standards considers internal
Procedures management credit reports and variances from policy, if available, how problem loans are reported and

forbearance practices, to ensure thatan issuer is not delaying the recognition of problem credits, particularly
in instances where the issuer does not have along and established track record of underwriting through the
cycle.

Fitch assesses an issuer’s exposure to and management of residual value risk by understanding the
company’s pricing policies, its ability to monitor the condition of assets under lease, its flexibility to alter
lease payments (e.g. additional charges for unfair wear and tear) or amend contracts, the relative market
liquidity for used collateral and the leasing company’s access to a variety of disposal channels. An ability to
control residual value gains/losses effectively through a variety of asset cycles is viewed as the clearest
demonstration of residual risk management capabilities.

Residual Value Risk Complementary
Management

Certain types of finance and leasing companies, such as debt purchasers, do not originate or underwrite the
original loans they carry on balance sheet or manage. Their business model means asset quality will be
inherently weak and their ability to generate cash flow to service debt will largely be a function of the extent
recoveries/collections exceed the price paid for the loans. Consequently, for such companies, Fitch's
assessment of underwriting standards will additionally focus on pricing discipline through economic cycles.
Industry measures such as ‘cash on cash multiples’ (i.e. collections to date plus estimated remaining
collections divided by purchase price) can be a useful indicator of pricing discipline that Fitchwould review,
where available.

Business Model
Specifics

Complementary

Source: Fitch Ratings.
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Risk Controls — Finance and Leasing Companies

Description

Core Versus
Attribute Complementary
Risk Management Core
Tools

Fitch assesses a finance and leasing company’s adherence toits risk appetite framework and underwriting
standards by considering the strength and effectiveness of its risk management tools and systems. These
generally include limits pertaining to credit concentrations, geography, market risks and o perational
controls. They may also include tools such as custom scorecards, internal ratings or third-party data sources
such as national credit bureaus.

Risk Reporting Complementary

Fitch’s assessment of risk controls may consider the types of management reporting used, where these are
available.

This may help indicate how far risk controls permeate the organization with respectto all risks the finance
and leasing company may incur, such as credit, market and operational risks.

Source: Fitch Ratings.

Growth — Finance and Leasing Companies

Core Versus

Attribute Complementary

Description

Absolute and Relative Core
Rates of Growth

Fitch generally assesses growth in the context of business and balance sheet expansion relative to
underlying economic growth, earnings retention, staffing growth and peer, sector and industry averages.
Rapid loan growth can also obscure financial analysis, for example, making it more difficult toform a view
of true asset quality because loan portfolios have not had time to mature and may be indicative of a
lowering of underwriting standards or growth outstripping risk controls.

Accompanying Complementary
Infrastructure

Growth

Fitch’s growth assessment may be negatively influenced by rapid growth if it introduces other challenges
such as operational strains (as back-office or systems may not be capable of handling increased business
volumes) or higher leverage (should growth outstrip earnings retention).

Impacts of Complementary

Inorganic Growth

Where growth has been driven by acquisitions of assets or entire companies, Fitch considers the strategic
fit,due diligence process, economic impactand integrationsuccess. A track record of dilutive transactions,
on-boarding missteps and/or expansion into non-core product categories, may negatively influence Fitch’s
growth assessment.

Source: Fitch Ratings.

Market Risk — Finance and Leasing Companies

Core Versus

Attribute Complementary

Description

Interest Rateand  Core
Foreign Exchange
Risks

Fitch’s assessment of a finance or leasing company’s market risk primarily considers interest rate risk, arising
fromdifferencesin the asset and funding profiles of the firm, but may also include elements such as
derivatives use or direct and indirect foreign exchange risks. Market risks will be higher for issuers where
cross-border activity gives rise to foreign exchange risks, so this factor may take on greater relative
importancein that instance. For mortgage servicers, the valuation of servicing rights will be heavily
influenced by the level and direction of interest rates but will also be affected by trends in housing prices,
applicable hedges and other portfolio characteristics.

Market Risk
Management Tools
and Controls

Complementary

Effective mitigation tools and controls, coupled with a robust stress-testing framework, may be strong
mitigating factorsin reducing market risk. Where market risk is significant, Fitch assesses the
appropriateness of controls relative to this risk, hedging practices and other market risk information across
the business.

Source: Fitch Ratings.
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Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting Underwriting

Standards standards are standards are very standardsarelow standardsgenerally standardsreflect standardsexhibit standardsleadto
clearly risk-averse low riskandmore risk and generally in line withthe generally above-  heightenedrisk high riskexposure
and far more conservative than more stringent than broad industry average risk appetite.Credit and are likely to
conservative than evident elsewhere industrypractice. practice. Credit appetite.Credit standards are reflect stress within
evident elsewhere in theindustry. Credit standards standardsare standards maybe typicallymore the entity.Credit
in theindustry. Credit standards  arelargely variable over more aggressive  aggressive than standards do not
Credit standards  are consistentwith consistentbutmay economiccycles. than broadindustry broad industry have any
are consistentwith nominalchanges vary modestly over Standardsreflect averages. Standards averages and likely discernible track
minimal changes  over economic economiccycles. medium-term are likely to change to change record. Standards
throughout cycles.Long-run  Standardsreflect performance noticeably over considerably over may fluctuate
economiccycles.  performance medium-term expectations. economiccycles. economiccycles. frequently.
Long-run expectationsare performance Exposure to Exposure to Exposure to Exposure to
performance incorporated. expectations. residual value riskis residual value riskis residual value riskis residual value riskis
expectationsare  Exposureto Exposure to average and/or risk heightened and/or high and/orriskis very high and/or
incorporated. residual value riskis residual value riskis is managed risk is managed managed more riskis not
Exposure to low and/orriskis modest and/or risk generally inline more aggressively aggressively appropriately
residual value riskis more generally more with peers. relativetopeers. relativetopeers. managed.
very low andvery conservatively stringently
conservatively managed relative to managed relative to
managed relative to peers. peers.
peers.

Risk Controls Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting Risk and reporting There are
tools areextremely tools arevery toolsarerobust.  toolsaregood. Risk toolsare tools may be significant risk
robust. Risk limits  robust. Risk limits ~ Risk limitsare limits aresound and acceptable,but may deficient Risk limits control deficiencies
are highly arevery conservative. Risk monitored, lack depthor are crude and may
conservativeand conservative. Risk limitsare althoughthey may sophistication.Risk not be monitored
overwhelmingly  limitsareroutinely monitored,but may fluctuate basedon limitsare frequently.
adhered to. Risk monitored with changebasedon  opportunities. monitored less Exposure to
limitsareroutinely nominalchanges business conditions Exposure to frequentlythan operational risks is
monitored with over lengthy Exposure to operational risksis higher rated high. Entry into new
minimal changes  periods. Exposure operationalrisksis moderate.Entry  institutions.Risk  businesses/
over lengthy to operational risks modest. Entryinto into new limits maychange strategiesis not
periods. Exposure islow. Entryinto  new businesses/  businesses/ based on business tested before
to operational risks new businesses/  strategiesis strategiesistested opportunities. rollout.
isvery low.Entry  strategiesare carefully tested before rollout. Exposure to
into new carefully vetted and before widespread operational risks is
business/strategies tested before rollout. heightened.Entry
are heavilyvetted rollout. into new
and tested before businesses/
rollout. strategies may not

be thoroughly
vetted or tested
before rollout.

Growth Balance-sheet Balance-sheet Balance-sheet Balance-sheet Balance-sheet Balance-sheet Growth maybewell
growth or business growth or business growth or business growth or business growth or business growth or business in excess of
growth isunlikely seldom pressures growth mayat growth more often growth often growth usually sustainable levels.
to pressure solvency or times pressure pressure solvency pressuressolvency pressuressolvency Orunabletosell
solvency or outpace outpacesthe long- solvency and and exceedsthe  and exceedsthe and the long-term assetsto achieve
thelong-term termsustainable exceed thelong-  long-term long-term sustainable growth necessary balance
sustainable growth growth of main termsustainable  sustainable growth sustainable growth of business sheet contraction.
of main business  business segments. growth of main of main business  of main business  segments. Control
segments. Control Control business segments. segments. Control segments. Control environment
environmentis environmentis Control environmentmay environmentlikely routinelylags
systematically systematically environmentis lag behind higher to lag behind higher behind higher
adapted tomeet  adapted tomeet usually suitably business volumes. businessvolumes. business volumes.
higher business higher business adapted to meet
volumes. volumes. higher business

volumes.
Continued onnext page.

Source:Fitch Ratings.
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Risk Appetite — Finance and Leasing Companies (Continued)

aaa aa a bbb bb b ccc and Below
Market Risk  Exposureto Exposure to Exposure to Exposure to Exposure to Exposure to There may be

market risks is market risks is low. market risks is market risks is market risks is market risk is high significant market

very low. Interest Interest rateand modest. Interest average. Interest heightened.Basic or highly variable. risks, related to

rateand foreign  foreign exchange rateand foreign rateand foreign hedging Risks may not be interest ratesor

exchangerate raterisksare low exchangerate exchange rate techniques may be effectively hedged. foreign exchange.

risks are verylow relativeto peers risksare modest risksare employed or

relativeto peers. and appropriately and appropriately appropriately effectiveness

mitigated. mitigated. mitigated. somewhat

compromised.

Source: Fitch Ratings.

11.4.e Financial Market Infrastructure Companies

Fitch’s risk appetite assessment for FMIs considers the following subfactors:

° operational, reputational and legal risk;
° counterparty risk management; and
° growth.

Operational, Reputational and Legal Risks — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary

Description

Operational Risk  Core
Infrastructure

Fitch’s assessment of operational, reputational and legal risk centers on the ability to accurately and efficiently
process large volumes of transactions as supported by an operational risk infrastructure with robust
technological platforms, and appropriate controls and back-office operations. Fitch’s assessment will typically be
negatively affected if Fitch determines a FMI has a weak or outdated operational risk infrastructure or control
environment. In this context, Fitch considers the level of capital expenditures for technology upgrades when
assessing operational risk for FMIs. Additionally, legal risk can arise from a FMI processing trades incorrectly or
from a breach of applicable laws or regulations (e.g. if it is in breach of sanctions).

Business Complementary
Continuity and
System Availability

To ensure business continuity inthe event of physical disasters, FMIs must operate effective duplicate and
backup computer systems and develop and maintain business continuity plans, including disaster recovery sites
that are geographically dispersed. Fitch also considers the system availability ratios (defined as the time a given
FMI platformis actually available to operate versus the maximum time a given FMI platform is expected tobe
available to operate), relative to peers and industry standards as well as frequency and average duration of
system outages when activity isinterrupted on one or more platforms.

Source: Fitch Ratings.
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Counterparty Risk Management — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary Description
Collateral Core FMiIs seek to minimize counterparty risk by taking significant counterparty collateral that can be utilized in the
Margining event of counterparty default. Fitch’s counterparty risk management assessment considers the initial sizing and

ongoing maintenance of this collateral, along with the predefined counterp arty/customer default mechanisms.

Default Processes/ Core
Waterfalls

Fitch’s assessment maybe positively influenced by robust and clearly defined default procedures that protect the
clearing house and non-defaulting clearing members from a clearing member default. This may include
prescribed processes via default waterfallsin place thatinclude using a defaulting clearing member’s collateral
(margin) and guarantee fund contributions to reduce or eliminate losses. In the event that alllosses are not
covered, the clearing house can then access clearing house capital contributions, non-defaulting clearing member
guarantee fund contributions and potentially further resources of non-defaulting clearing members.

Fitch’s assessment of counterparty risk management focuses on mechanisms that do notrely upon the imposition
of economic losses to clearing participants. Thus, the use of clearing suspension mechanisms, or loss-sharing
components at the end of default waterfall, including write-downs of non-defaulting members’ contributions to
default fundsor variation margin gains haircutting would be viewed negatively by Fitch. From a quantitative
perspective, Fitch also may assess the level of largest counterparties’ exposure in excess of collateral held against
theresources allocated by a clearing house for loss mitigation (referred to as “skin in the game”) before collective
funds can be drawn.

Clearing Member
Standards

Complementary

Counterparty risk is managed by stringent clearing member standards, margin requirements, acceptable
collateral requirements and guaranty funds. Fitch generally reviews clearing houses’ policies and procedures
with respect to counterparty risk management to determine the extent to which they capture potential
counterparty risks in a comprehensive and forward-looking manner. Fitch considers the factors outlined in the
Considerations for FMIs’ Counterparty Risk Management Framework table belowwhen assessing the sufficiency
of aclearing house’s counterparty risk management framework.

Business Model
Specifics

Complementary

Pure exchanges and CSDs without banking licenses act simply as a venue for trading activity or securities
depository and direct subsequent settlement and clearing to third parties. With the exception of minimal
counterparty risk arising from trade invoices and potentially from investments in financial assets, exchanges and
CSDswithout banking licenses are not materially exposed to counterparty risk. As such, counterparty risk is not a
key stand-alone ratings driver for exchanges or CSDs without banking licenses, although both types of
organizations typically subject their members to minimum qualitative and quantitative requirements.

Source: Fitch Ratings.

Considerations for Financial Market Infrastructure Companies’ Counterparty Risk Management Framework

Counterparty Risk Management mi::gelgures Guaranty Funds Dedicated Resources (i.e. “Skin in the Game”)
Initial Margin/Variation Margin Calculation Size Versus Counterparty Exposure Size Versus Counterparty Exposure
Financial Requirements Frequency Frequency of Resizing Size Versus Member Contributions
Due Diligence Posting Quality Determination Mechanism (i.e. re-sizing based on
exposure amounts)
Remediation Valuation Diversification
Membership Rules Buffers Custody
Concentration Management Haircuts
Review

Source: Fitch Ratings.
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Growth — Financial Market Infrastructure Companies

Core Versus

Attribute Complementary Description

Absolute and Core Fitch assesses FMIs’ growth in the context of balance sheet and/or business growthrelative to underlying

Relative Rates market conditions, volatility and peer averages. Generally, clearing houses have significant margin deposit

of Growth and guaranty fund contribution offsets on both sides of the balance sheet associated with the respective
securities cleared. Growth of these balance sheet components are highly correlated to overall market
conditions. When assessing the growth of a clearing house, Fitch excludes these balances fromits primary
analysis, as these funds are for the benefit of clearing member creditors and do not reflect growth of the
core balance sheet. That said, the trend in the growth of the consolidated balance can be informative over
the longer term.

Accompanying Complementary Fitch’s growth assessment may be negatively influenced if rapid growth strains the ability of technology

Infrastructure platforms and back-office operations to handle increased trading, clearing or depository volumes.

Growth

Impacts of Complementary Non-accretive acquisitions may negatively affect Fitch’s growth assessment if they do not complement the

Inorganic Growth long-term strategy of the combined entity. Additionally, acquisitions could negatively affect Fitch’s growth

assessment if leverage metrics are elevated and/or integration costs are high.

Source: Fitch Ratings.
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aaa aa a bbb bb b ccc and Below
Operational, Extremely rare Rare occurrences of Limited Infrequent Frequent Very frequent Regular
Reputational occurrenceof technical glitches occurrencesof occurrencesof occurrencesof occurrencesof occurrencesof

and Legal
Risks

technical glitches
resultingin
reputational or legal
damage. Very high
level of capital
expenditurefor
technology.
Continuous
developmentand
enhancements to
technology
platforms.
Extremely strong
systems, controls,
procedures; beta
testing ofnew
technology
platforms and
business continuity.

that resultin

technical glitches

reputational or legal that resultin

damage. High level
of capital
expenditurefor
technology.
Frequent
developmentand
enhancements to
technology
platforms. Very
strong systems,
controls,
procedures; beta
testing ofnew
technology
platforms and

business continuity.

reputational or legal
damage. High level
of capital
expenditurefor
technology.
Frequent
developmentand
enhancements to
technology
platforms. Strong
systems, controls,
procedures; beta
testing ofnew
technology
platforms and

technical glitches
that resultin

technical glitches
that resultin

reputational or legal reputational or legal

damage. Average
level of capital
expenditurefor
technology.
Average
developmentand
enhancements to
technology
platforms. Sound
systems, controls,
procedures; beta
testing ofnew
technology
platforms and

damage. Below-
average level of
capital expenditure
for technology.
Below-average
developmentand
enhancements to
technology
platforms. Adequate
systems, controls,
procedures; beta
testing ofnew
technology
platforms and

business continuity. business continuity. business continuity.

technical glitches
that resultin
reputational or legal
damage. Below-
average level of
capital expenditure
for technology.
Below-average
developmentand
enhancements to
technology
platforms. Weak
systems, controls,
procedures; beta
testing ofnew
technology
platforms and
business continuity.

technical glitches
that resultin
reputational or
legal damage.No
capital
expenditure.
Technology
platforms under
development.
Deficienciesin
systems, controls,
procedures and
business
continuity.

Counterparty Extremelystrong  Very strong Strong Sound counterparty Moderate Weak counterparty Deficienciesin
Risk counterparty/ counterparty/ counterparty/ / customer counterparty/ / customer oversight counterparty/
Management customer oversight customer oversight customer oversight oversight both customer oversight both initially and customer
both initially and both initiallyand  both initiallyand initially and both initially and ongoing. Weak oversight both
ongoing. Extremely ongoing. Very ongoing. Strong ongoing. Sound ongoing. Good financial safeguards initially and
strong financial strong financial financial safeguards financial safeguards financial safeguards for margin ongoing. Limited
safeguards for safeguards for for margin for margin for margin calculations and orevolving
margin calculations margin calculations calculationsand  calculations and calculations and settlements, financial
and settlements, and settlements,  settlements, settlements, settlements, acceptable collateral safeguards for
acceptable collateral acceptable acceptable acceptable acceptable collateral and guarantyfund. margin
and guarantyfund. collateraland collateraland collateral and and guarantyfund. Weak default calculations and
Extremely strong  guaranty fund. Very guaranty fund. guaranty fund. Moderate default  procedures. Weak settlements,
default procedures. strong default Strong default Sound default procedures. management of acceptable
Extremely strong  procedures. Very procedures. Strong procedures. Sound Moderate customer exposure collateraland
management of strong management management of management of management of and collateral. guaranty fund.
customer exposure of customer customer exposure customer exposure customer exposure Lacking default
and collateral. exposure and and collateral. and collateral. and collateral. procedures.
collateral. Deficienciesin
management of
customer
exposure and
collateral.
Growth Balance sheetor Balancesheetor  Balancesheetor  Balancesheetor  Balancesheetor Balance sheet Growth maybe

business growth
unlikelyto outpace
long-term
sustainable growth
of main business
segments. Control
environmentis
systematically
adapted to meet
higher business
volumes.

business growth
seldom outpaces
long-term
sustainable growth
of main business
segments. Control
environmentis
systematically
adapted to meet
higher business
volumes.

business growth
may at times exceed
long-term
sustainable growth
of main business
segments. Control
environmentis
usually suitably
adapted to meet
higher business
volumes.

business growth

business growth

more often exceeds often exceeds long-

long-term

term sustainable

sustainable growth growth of main

of main business
segments. Control
environment may
lag behind higher
business volumes.

business segments.
Control
environment likely
to lag behind higher
business volumes.

growth usually
exceeds long-term
sustainable growth
of business
segments. Control
environment
routinelylags
behind higher
business volumes.

well inexcess of
sustainable levels.

Source: Fitch Ratings.
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1.5 Financial Profile Assessment
Importance of this Assessment

A non-bank financial institution’s financial profile, which can often be measured by analyzing
key financial metrics and trends in and stability of those metrics, is relevant because it
provides a strong indication of how the firm is performing across key dimensions of
creditworthiness. In many respects, financial measures are the outcome of the non-bank
financial institution’s operating environment, company profile, management and strategy and
risk appetite.

Risk measures enable an analysis of how a non-bank financial institution’s risk appetite and
management compare with those of peers and whether performance is commensurate with
business cycles. Asset quality is relevant because weak asset quality can undermine a non-
bank financial institution’s balance sheet solvency and ultimately its ability to meet obligations
to creditors. Leverage and capital adequacy measures are relevant because they determine a
non-bank financial institution’s ability to grow and absorb unexpected losses. Funding and
liquidity are relevant because inadequacies in these two areas often lead to non-bank financial
institution failures as a result of asset/liability mismatches or asset illiquidity. Profitability
matters as it determines the non-bank financial institution’s ability to service debt and/or
generate capital internally to act as a first line of defense against rising impairment charges or
other sources of risk or loss.

Fitch’s starting point is typically audited financial statements, but it will generally also consider
unaudited and interim financial statements. Fitch makes adjustments to allow for greater
comparability across jurisdictions (IFRS versus U.S. GAAP), such as re-classification of items to
fit its standard spreadsheets and ratio calculations. Adjustments could entail exclusion of one -
off gains/losses or non-cash earnings and expenses from operating profitability, exclusion of
intangible assets from capital or inclusion of restructured loans as part of impaired assets.

Fitch generally employs its own stress tests on various aspects of a non-bank financial
institution’s financial profile (see Annex 4) such as asset quality, capital adequacy or liquidity.
These may include various institution-specific, regional or broad industry scenarios to
determine an institution’s ability to withstand a rapid shift in the operating environment. The
results of these stress tests are informative on both an absolute and relative basis but by
themselves may not necessarily drive rating decisions. Fitch also considers issuer-generated
stress tests to understand how these drive decision-making within the organization.

Quantitative Ranges

For each non-bank financial institution subsector, Fitch uses a set of core metrics and
complementary metrics for financial profile factors. Figures in the sections below set out the
indicative quantitative ranges for core financial profile metrics. Fitch uses a four-year average
(where data are available) to determine the implied factor scores for asset
quality/performance, earnings and profitability and funding, liquidity and coverage metrics, in
an attempt to not over-weight the most current period. In the case of capitalization and
leverage, Fitch uses the latest available data point, as this is viewed as a more reliable indicator
of the level of the metric in the future. Four-year averages represent an average of the metric
in question over each of the four individual periods, as opposed to an aggregation of the
numerators and denominators for the cumulative period.

Consistent with financial benchmarks for banks, Fitch’s financial benchmarks for finance and
leasing companies and securities firms with high balance sheet usage are derived by combining
the entity’s operating environment with the financial metric value. This reflects Fitch’s
expectation that the operating environment will account for a significant proportion of actual
metric differences across countries and regions because of differences in the financial risk
profiles that arise directly from the environments in which the entities operate. Tiering by
operating environment is not applied to other non-bank financial institution subsectors given
such entities have balance sheet light business models where metrics are less influenced by
operating environment dynamics (such as for balance sheet light investment managers,
financial and leasing companies and securities firms) or operating environment differences are
not present (such as for BDCs, which operate in a single operating environment).
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While a single metric cannot explain a factor score in its entirety, the implied factor score is
the starting point in the determination of the actual score. For example, the view of a non-bank
financial institution’s asset quality would incorporate other aspects such as the rate of growth,
collateral and loss allowances and loan writeoffs, which may result in the implied factor score
being adjusted before arriving at the final factor score. Some of these other aspects of a non-
bank financial institution’s financial profile are captured in complementary metrics, but Fitch
combines quantitative analysis with qualitative judgement to determine the assigned factor
scores, which are expressed by a three-notch range.

The most common analytical reasons for adjusting the implied factor scores are outlined in the
sections below. Adjustments may negatively or positively influence the final factor score. In
general terms, the adjustments tend to fall into two broad categories: (1) Fitch adjusts for
specific risk elements or business profile features that may not be adequately captured in the
core financial ratios; and (2) Fitch adjusts for cyclical and/or structural elements that, in Fitch’s
opinion, mean that historical ratios may not be reliable predictors of future performance.

Adjustments to Implied Asset Quality/Asset Performance/
Counterparty Exposure Factor Score

The most common adjustments to a non-bank financial institution’s implied asset quality/asset
performance score are as follow:

Growth: High growth relative to peers or the domestic economy(ies) may lead to a significant
deterioration in asset quality or asset performance. In addition, high growth rates may reduce
asset quality ratios due to the lag effect on the numerator, while deleveraging may inflate it.
Significantly lower growth than peers could be viewed as conservative and positive for the
assigned factor score, particularly if market conditions are challenging.

Collateral and Reserves: Strong loan loss allowance (sometimes referred to as loan loss
‘reserve’) coverage of impaired loans relative to peers, as reflected in the ratio of loan loss
allowance to impaired loans for finance and leasing companies with high balance sheet usage,
or a high proportion of secured or government lending (e.g. guaranteed student loans) may
reduce the risks from the non-bank financial institution’s impaired exposures. Conversely, a
focus on unsecured lending or weak reserve coverage would likely have the opposite effect.
Deficiencies in the legislative framework that could impact a non-bank financial institution’s
ability to liquidate collateral, or enforce its rights as a creditor generally, may result in a
downward adjustment to the implied score.

Loan Writeoffs or Impairment Policy: The impaired loans/gross loans ratio may not fully capture
the non-bank financial institution’s underlying asset quality performance where it writes off a
high proportion of loans soon after they become impaired or, conversely, retains legacy problem
loans on its balance sheet for an extended period after they become delinquent. Therefore, Fitch
also considers the loan impairments generated in recent periods, as reflected in the
complementary ratio of loanimpairment charges to average gross loans. For leasing companies,
impairment levels may not fully reflect risks related to the underlying leased assets, since asset
values and impairment levels vary through economic cycles. Impairment policies also may not
capture other asset quality considerations, such as asset liquidity, lessee credit quality, and
technological obsolescence risk. Additionally, if leasing companies have depreciation policies
that Fitch views as highly conservative, such policies may lead to a lower risk of impairment, and
Fitch may adjust such issuers’ asset quality scores accordingly.

Loan Classification Policies: If Fitch believes a non-bank financial institution has a relatively
large proportion of high-risk assets that are not captured by traditional impaired asset
definitions, (e.g. because they have been restructured or are classified in the watch category),
this may weigh on Fitch’s assessment of asset quality. Conservative asset classification
relative to peers may be moderately positive for Fitch’s assessment.

Concentrations: The existence of high concentration exposures with respect to single
borrowers/counterparties, sectors or asset classes (for example equities, fixed income or
alternatives for investment managers) may increase vulnerability to cyclical asset
performance fluctuations. Conversely, good portfolio/product diversification may be a
moderately positive factor in assessing asset quality or asset performance.
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Non-Loan Exposures: Fitch may adjust downward the asset quality score where it believes
there are material risks of losses arising from non-loan and lease assets, such as securities,
derivative fair values or foreclosed assets or from off-balance-sheet exposures, such as
managed funds, guarantees and commitments. Conversely, where a relatively high proportion
of a non-bank financial institution’s risk exposures are outside of the loan book and these are
low risk (e.g. highly rated securities or off-balance sheet trade finance exposures), this may
result in a positive adjustment to the implied asset quality score.

Risk Appetite and Business Model: Fitch may adjust the asset quality score downwards where
it views the non-bank financial institution as having a relatively high risk appetite, or a
business model or asset class specialization which in the agency’s view may be more likely to
result in future asset quality deterioration or volatility. In such cases, Fitch may take the view
that recently reported asset quality metrics are more vulnerable to deterioration as loan and
other exposures season. Conversely, a low risk appetite or lower risk business model may
result in a moderate positive adjustment to the asset quality score. However, the scope forany
positive adjustment is likely to be limited in cases where asset quality metrics are weak due to
legacy problem exposures and the non-bank financial institution has only recently reduced its
risk appetite.

Historical and Future Metrics: Fitch may view historical asset quality metrics as not being
reliable indicators of future metrics, for example, due to changes in a non-bank financial
institution’s strategy or operations, because mergers, acquisitions or disposals may have a
material impact on group risk exposures, Fitch’'s economic expectations materially deviate
from past conditions, or recent asset quality metrics correspond to a particularly favorable or
unfavorable part of the credit cycle.

Relative Size: The absolute size of an investment manager's AUM will affect net client flow
percentages. Net inflows could outpace peers on a dollar basis but lag as a percentage of AUM.
Outsized client flows could be troublesome if investable assets exceed investment
opportunities, while below-average flows could be appropriate depending on market
conditions.

Adjustments to Implied Earnings and Profitability Factor Score

The most common adjustments to a non-bank financial institution’s implied earnings and
profitability score are as follow:

Portfolio Risk: For a given business model, earnings may be lower than its peers if a non-bank
financial institution is managing a lower risk and, thus, lower yielding portfolio. In such cases,
Fitch will also utilize risk-adjusted return measures to assess overall profitability.

Revenue Diversification: Fitch assesses more favorably a non-bank financial institution’s
performance where operating revenues are more diversified than its peers. Reliance on a
single or concentrated set of business lines, client relationships or revenue streams could
negatively affect Fitch’s assessment.

Earnings Stability: A positive adjustment could be made to a non-bank financial institution’s
earnings and profitability score where earnings have proved to be stable through a cycle or
where recent performance suggests a sustainable improvement compared to the non-bank
financial institution’s four-year average. Conversely, high earnings volatility or a recent
structural weakening of performance could lead to a negative adjustment. Certain business
models or asset classes may also be more vulnerable to cyclical performance swings, even if
these have not been observed to date; in such cases, recently reported data may not be
sustainable or representative of expected performance through a cycle, which could warrant a
downward adjustment to the earnings and performance score.

Historical and Future Metrics: Fitch may view historical earnings and profitability metrics as
not being reliably indicative of future metrics, for example, due to changes in a non-bank
financial institution’s strategy or operations, because mergers, acquisitions or disposals may
have a material impact on group profitability, because Fitch's economic expectations
materially deviate from past conditions, or because recent performance metrics correspond to
a particularly favorable or unfavorable part of the credit cycle.
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Ownership and Structural Considerations: While non-bank financial institutions with
external shareholders will often be focused on consistently maximizing earnings, non-bank
financial institutions that are narrowly owned or employee-owned may have more flexibility
to sacrifice current earnings in exchange for future growth potential, competitive positioning
and/or employee retention. This flexibility will be factored into a non-bank financial
institution’s earnings assessment.

Adjustments to Implied Capitalization and Leverage Factor Score

The most common adjustments to a non-bank financial institution’s implied capitalization and
leverage score are as follow:

Reserve Coverage and Asset Valuation: An adjustment to capital may be required to reflect
any material under- or over-provisioning of impaired assets, as captured in the ratio of
impaired loans less loan loss allowances to tangible equity. Aggressive or conservative
valuations of performing assets or high volumes of other higher risk assets (e.g. foreclosed
assets) could also affect Fitch’s assessment of capitalization.

Profitability, Payouts and Growth: Fitch may adjust downward the capitalization and
leverage score where a non-bank financial institution’s earnings retention is weak (e.g. due to
weak profitability and/or high pay-out ratios or share repurchase rates) or the non-bank
financial institution’s expected rate of growth is high, to reflect the likely negative impact this
will have on capital metrics. Conversely, strong earnings retention or low growth may resultin
a positive adjustment to the capitalization and leverage score.

Concentrations: The existence of high concentration to single borrowers/counterparties,
sectors or asset classes may increase the vulnerability of capital to asset performance
fluctuations. Conversely, good portfolio diversification may be a moderately positive factor in
assessing capitalization and leverage.

Size: A small (in absolute terms) capital base can leave an institution more vulnerable to
unforeseen events, especially where there are risk concentrations, even if capital ratios are
relatively strong. This may result in a downward adjustment of a non-bank financial
institution’s capitalization and leverage score. A large (in absolute terms) capital base could be
moderately positive for the assessment.

Fungibility: Fitch may adjust downward a parent non-bank financial institution’s capitalization
and leverage score where it has material subsidiaries, in particular regulated or foreign ones,
and there are significant restrictions on transfers of capital within the group. Weaker stand-
alone capital ratios than for the group on a consolidated basis would increase the likelihood of
such anadjustment.

Capital Raising (or Distribution): Fitch may adjust the capitalization and leverage score to
reflect capital raising or distribution (or expectations of these) that have occurred subsequent
to the last financial reporting date.

Risk Appetite and Business Model: Certain business models or asset class specializations may be
more vulnerable to cyclical performance swings, such that a larger capital buffer is required to
achieve a given capitalization and leverage score. Conversely, a positive adjustment could be made
where performance has proved to be stable through a cycle or if the entity benefits from both
balance sheet assets and cash flow generation capability. The capitalization and leverage score for
non-bank financial institutions assessed on the basis of cash flow leverage (debt/EBITDA) could
also be adjusted to reflect variability in EBITDA generation.

Historical and Future Metrics: Fitch may view the most recent reported capitalization and
leverage metrics as not being reliable indicators of future metrics, for example, due to changes
in a non-bank financial institution’s strategy or operations, because mergers, acquisitions or
disposals may have a material impact on the group profile or because of anticipated changes in
the bank’s asset-quality performance or profitability.

Sustained, Elevated Cash Balances: Although Fitch tends to focus on leverage ratios based on
gross debt, the agency may adjust the capitalization and leverage score upward where, for example,
a non-bank financialinstitution has consistently maintained elevated cash balances, in which case
Fitch may place greater emphasis on net debt leverage ratios. Consideration of net debt leverage
ratios would be supported by the presence of structural features that ensure the ongoing
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availability of cash to benefit debtholders, demonstration of cash maintenance through periods of
stress or public articulation of a strategy to maintain such cash balances. The absence of these
features would make such an upward adjustment unlikely.

Adjustments to Implied Funding, Liquidity and Coverage Factor Score

The most common adjustments to a non-bank financial institution’s implied funding, liquidity
and coverage score are as follow:

Liquidity Coverage: Strong or weak coverage of a non-bank financial institution’s short-term
liabilities by liquid assets could result in upward or downward adjustment, respectively, to the
funding, liquidity and coverage score. Fitch will consider the volume, quality and encumbrance
of a non-bank financial institution’s liquid assets in making this assessment. The absence of
near- and medium-term debt maturities may reduce the need for significant liquidity,
particularly if liability maturities extend beyond asset maturities. Similarly, the funding, liquid
and coverage score may be adjusted upwards for investment funds with limited near- and
medium-term financial obligations.

Cash Flow Generative Business Model: A higher funding, liquidity and coverage score could
result if the non-bank financial institution’s business model is viewed as highly cash flow
generative, particularly during times of stress, economic slowdown and/or reduced capital
expenditures. For example, certain business models with contractual cash flows (servicers,
rental/leasing companies) have historically demonstrated an ability to generate significant
cash flow once discretionary capital expenditures are moderated.

Confidence Sensitivity: Fitch will consider a non-bank financial institution’s term structure,
diversification by source and reliability of market access in assessing risks associated with its
wholesale funding. Stable long-term funding (e.g. due to well-established market access) could
result in an upward adjustment to the funding, liquidity and coverage score. Conversely, a non-
bank financial institution’s implied funding, liquidity and coverage score may be adjusted
downward where it has inconsistent or limited access to the capital markets.

Foreign Currency Liquidity: A non-bank financial institution’s funding, liquidity and coverage
score may be adjusted downward where coverage of foreign currency liabilities by foreign
currency liquidity is weak, in particular where it could be difficult for a non-bank financial
institution to convert local currency into foreign currency, in case of need.

Fungibility: Fitch may adjust downward a non-bank financial institution’s funding, liquidity and
coverage score where it has material subsidiaries, in particular foreign or regulated ones, and
there are significant restrictions on transfers of liquidity within the group. Weaker stand-
alone liquidity and funding ratios than for the group on a consolidated basis would increase the
likelihood of such an adjustment.

Contingent Access: A relatively strong ability to access contingent liquidity, for example, as a
result of sizable, committed and long-duration credit lines, could result in a positive
adjustment to the funding, liquidity and coverage score. Conversely, undue reliance on short-
duration oruncommitted funding could result in a negative adjustment.

Historical and Future Metrics: Fitch may view historical funding and liquidity metrics as not
being reliable indicators of future metrics, for example, due to changes in a non-bank financial
institution’s strategy or operations or because mergers, acquisitions or disposals may have a
material impact on balance-sheet structure.

Financial measures are usually influenced by the operating environment, and Fitch views them
in that context. Therefore, comparisons of financial measures across geographies will reflect
the differing operating, legal, and regulatory environments for non-banks. Consequently,
comparisons of financial measures of direct or in-market peers will generally take on greater
importance inthis assessment.

Fitch does not employ pre-set weightings for factors or subfactors, as their relative influence
may vary. For example, the relative importance of capitalization and leverage and asset quality
for the stand-alone credit profile of a non-bank financial institution suffering from a material
capital shortfall as a result of high idiosyncratic loan losses is likely to be high (and the stand-
alone credit rating very low), even if the non-bank financial institution fares well or better on
other factors or subfactors.

Financial Institutions
Global

EBITDA Calculation?

Pre-tax income

+interest expense

+ depreciation

+ amortization

+/- adjustments for non-recurring items

+/- other analytical adjustments (e.g.non-
cash items)

=EBITDA

*For investment managers, Fitch typically uses a
fee-based EBITDA calculation (FEBITDA) as
defined on page 60.

Source: Fitch Ratings.

Tangible Equity Calculation

Total shareholders’ equity

- Goodwill and intangibles

- Deferred tax assets related to net operating
losses brought forward (if available and at a
minimum value of zero), otherwise net
deferred tax assetsin its entirety (ata
minimum value of zero)

- Non-controlling interests, unless believed to
exhibit loss absorption capacity

+ Equity portion of any hybrid capital

= Tangible equity

Source: Fitch Ratings.
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Throughout the remainder of the Financial Profile section of the criteria, reference is
periodically made to EBITDA. For the avoidance of doubt, Fitch typically adjusts EBITDA
calculations to account for various analytical considerations, including, but not limited to, non-
recurring items, performance-related items or other non-cash expenses, such as stock
compensation.

Throughout the remainder of the Financial Profile section of the criteria, reference is
periodically made to common equity. For the avoidance of doubt, Fitch focuses on tangible
equity, excluding goodwill and other intangibles, deferred tax assets, and no loss-absorbing
non-controlling interests plus the equity portion of any hybrid capital instruments. Where
available and relevant, Fitch may also consider complementary capitalization metrics based on
regulatory capital measures such as Common Equity Tier 1 (CET1) and/or Fitch Core Capital
(FCC), as defined in the table right.

The following tables identify those financial profile attributes that Fitch has defined as ‘core’
versus ‘complementary, together with an indication of how each attribute is typically
assessed. The accompanying subfactor/rating category matrix provides representative
characteristics that aid the determination of the overall factor score assigned in each case.

11.5.a Securities Firms

Fitch’s financial profile assessment for securities firms considers the following subfactors:

° asset quality;

° earnings and profitability;

. capitalization and leverage; and
° funding, liquidity and coverage.

Risk Characteristics of Securities Firms’ Primary Business Activities

Financial Institutions
Global

Fitch Core Capital Calculation

Total shareholders’ equity

- Goodwill and intangibles (including
mortgage servicing rights)

- Deferred tax assets related to net operating
losses brought forward (if available and at a
minimum value of zero), otherwise net
deferred tax assetsin its entirety (ata
minimum value of zero)

- Non-controlling interests, unless believed to
exhibit loss absorption capacity

- First-loss tranches of securitizations on- and
off-balance sheet

- The credit component of fair value changes
in the issuer’s owndebt

- Net asset value or embedded value of any
insurance companies held

+ Equity portion of any hybrid capital

= Fitch Core Capital

Source: Fitch Ratings.

Activity Balance Sheet Usage Risk Level Level of Profitability Stability of Profitability
Securities Market Making High High Medium Cyclical

Prime Brokerage High High Medium Cyclical

Proprietary Trading High High Medium Cyclical

Securities Underwriting High Medium High Cyclical

Lending High Medium Low Cyclical

Securities Broking Low Medium Low Cyclical

Financial Advisory Low Low Medium Cyclical

Post Trade Services Low Low Low Stable

Investment Management Low Low Medium-to-High Stable

Source: Fitch Ratings.
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Asset Quality — Securities Firms

Financial Institutions
Global

Attribute

Core Versus
Complementary

Description

Impaired and
Nonperforming
Ratio®

Core (For Securities

Firms with Meaningful

Lending Activity)

For securities firms with more meaningful balance sheet exposure toinvesting and lending activities, the
assessment of asset quality is akin to Fitch’s analysis for other non-bank financial institution lenders,
takinginto accountloan impairments, related loanloss allowances and asset growt h. For securities firms
with low balance-sheet usage, asset quality may be a lower influence consideration or may even be
viewed as not applicable.

Coverage, Collateral

Complementary (For

Fitch considers reserve coverage ratios, the adequacy of collateral and marginrequirements and the

and Margin Securities Firmswith  ability to enforce security claims. Fitch’s focus is to determine whether the firm’s capital is likely tobe
Meaningful Lending negatively affected due to inadequate reserve coverage levels. For assets held at fair or market value,
Activity) Fitch assesses measurement methodologies, particularly regarding model-based valuations. Fitch also
considers the management of non-performing assets and management’s approach torestructuring and
rescheduling impaired assets.
Counterparty and Complementary Counterparty riskis a consideration for firms engaged insecurities and derivatives transactions. The

Settlement Risks

absence of independent credit functions and scoring or rating policies for securities/derivative
counterparty exposures would negatively influence Fitch's asset quality assessment. However, credit risk
isnot assignificant for pure brokerage activity (such as for some interdealer brokers) or for firms that
provide advisory services, rather than invest in securities transactions.

A credit risk department independent of the sales and trading desks that determines counterparty limits,
actively monitors usage and reports violations could positively influence Fitch’s asset quality assessment,
as could risk parameters with respect to the credit quality of the main custodians used.

Securitization and
Other Off Balance
Sheet Exposure

Complementary (For
Securities Firms with
Meaningful Lending
Activity)

To the extent that Fitchis able to ascertainand evaluate a securities firm’s exposure to securitization
risks, first-loss tranches of off-balance-sheet securitizations are deducted from tangible equity. The
agency may also add these risks to the balance sheet if they are not already reported as such. Fitch
considers off-balance sheet risks and commitments where these are large in relation either to capital or
risk-weighted assets, or where they pose significant reputational or liquidity risks. Thisis likely tobe an
inherent risk faced by firms that have agreed to fund special purpose vehicles or other non-consolidated
contingencies but is alsoimportant for firms that sponsorinvestment funds.

*Where disclosed under IFRS 9, impaired loans will be loans classified as being at ‘stage 3.

Source: Fitch Ratings.

Asset Quality Metrics — Securities Firms

High Balance Sheet Usage

Core Versus Complementary

Impaired and Non-Performing® Ratio

Core (for Securities Firms with Meaningful Lending Activity)

Loan Loss Allowances/Impaired Loans

Complementary

Loan Impairment Charges/Average Gross Loans

Complementary

Impaired Loans Less Loan Loss Allowances/Tangible Equity

Complementary

Growth of Gross Loans

Complementary

Where disclosed under IFRS 9, impaired loans will be loans classified as being at ‘stage 3"

Source: Fitch Ratings.
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Earnings and Profitability — Securities Firms

Core Versus
Attribute Complementary Description
Operating Core (For Securities Earnings and profitability are important considerations in Fitch’s analysis of securities firms with highbalance
Profit/Average Firmswith High sheet usage because they indicate a securities firm’s ability to generate, or conversely erode, its capital. Strong or
Equity Balance Sheet weak performance may also affect market confidence in the issuer and, hence, its access to funding. The core
Usage) metric, operating profit/average equity, captures a securities firm’s ability to generate recurring profits relative
to therisksit assumes.
EBITDA/ Core (For Securities For securities firms with limited balance sheet-intensive activities, the primary cash flow profitability measure is
Revenue Firms with Low EBITDA margin. Given many securities firms with low balance sheet usage have a continual need to invest in
Balance Sheet technology development. Fitch also considers the amount of operating cash flow generated to support capital
Usage) expenditures.

Earnings Stability Complementary

Fitch’s earnings and profitability assessment may be negatively influenced by proprietary trading and investment
activity due to the significant potential earnings volatility it canintroduce. Conversely, if higher risk businesses
are supplemented with more stable operating revenue, such as investment management, clearing operationsor
securities financings, this can positively influence Fitch’s earnings and profitability assessment.

Compensation Complementary Compensation expenses are often analyzed as a percentage of net revenue, to determine the costs relative to

Expenses activity levels, with outsized compensation ratios potentially constraining stand-alone credit ratings. However,
business mix is an importantconsiderationinevaluating this ratio as specific business lines may require greater
or lessinfrastructure and personnel support.
The stability of the compensation ratio through various revenue cyclesis also an important measure of the
flexibility of the cost structure. Fitch evaluates the effectiveness of a firm’s compensation, mainly its bonus,
policy in controlling compensation expenses. This includes the extent to which bonuses are linked to company or
individual performance, are spread out over time, or are paidinshares or options rather than cash.

Non- Complementary Fitch evaluates non-staff costs as a percentage of non-interest expenses in aggregate and, where possible or

Compensation relevant, by individual line items. The agency may also consider the business mix of the firmin evaluating non -

Expenses staff cost ratios. Although anabnormally high non-staff costs expense ratio or a rising trend may indicate a lack of

management control over expense levels, low ratios may indicate insufficient reinvestment in systems
technology and infrastructure to enhance productivity, meet regulatory requirements and sustain the firm'’s
competitiveness or to maintain good oversightof risk development.

Source: Fitch Ratings.

Earnings and Profitability Benchmarks — Securities Firms

Implied Factor Score

Operating aaand b and
Metric Environment Score Above a bbb bb Below
Operating Profit/Average Equity (%)° ‘aa’ category or higher x>20 10<x<20 5<x<10 3<xs5 x<3
Operating Income/Average Equity (%) ‘a’ category x>25 15<x<25 5<x<15 3<xs5 x<3
Operating Income/Average Equity (%) ‘bbb’ category x>15 10<x<15 3<x<10 x<3
Operating Income/Average Equity (%) ‘bb’ category x>15 10<x<15 x<10
Operating Income/Average Equity (%" ‘b’ category or lower x>15 x<15
EBITDA/Revenue (%)° All x>50 30<x<50 20<x<30 10<x<20 x<10

?For securities firms with high balance sheet usage. "For securities firms with low balance sheet usage.

Source: Fitch Ratings.
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Earnings and Profitability Metrics — Securities Firms

High Balance Sheet Usage

Core Versus Complementary

Operating Profit/Average Equity

Core

Net Income/Average Equity

Complementary

Operating Expense/Total Revenue

Complementary

Compensation/Net Revenue

Complementary

Low Balance Sheet Usage

Core Versus Complementary

EBITDA/Revenue

Core

Source: Fitch Ratings.

Capitalization and Leverage — Securities Firms

Core Versus
Attribute Complementary Description
Net Adjusted Core (For securities Forthose securities firms that maintain a substantial volume of assets on balance sheet or commitments that

Leverage (tangible firmswith high
assets lessreverse balance sheet
repo and securities usage)
borrowed over

tangible equity,

oritsinverse)

could require financing, Fitch’s assessment of leverage more closely reflects a bank analysis. The quality and
absolute size of afirm’s capital and its capital adequacy (i.e. the size of its capital inrelationto its risks) as
expressed by the net adjusted leverage ratio, is the fundamental consideration in assessing balance sheet
intensive securities firms’ capitalization and leverage.

Gross Debt/ Core (For securities

EBITDA firmswith low
balance sheet
usage)

For securities firms carrying relatively few risk assets, the assessment of debt coverage is based more on cash
flows. For interdealer brokers and some other securities firms, a large proportion of cash is usually tied upin
subsidiaries for regulatory and operational purposes, so leverage is best assessed on a gross debt basis. Fitch also
considers net debt/EBITDA, but recognizes that excess cash can be otherwise consumed or deployed,
particularly during periods of stress. For securities firms that have a combination of businesses which have
different degrees of balance sheet usage, such aretail brokers, Fitch will typically evaluate both cash flow and
balance sheet leverage ratios,

with balance sheet ratios taking increasing importance in the analysis ininstances where balance sheet usage is
more pronounced.

Double Leverage Complementary

Where relevant, Fitch also looks at double leverage, defined as equity investments in subsidiaries plus holding
company intangibles divided by equity, whichreflects debtissued at the parent company level thathas been
downstreamed as equity into subsidiaries. While a small amount of double leverage can be expected, Fitchis
concerned when double leverage is high (i.e. above 120% or more of a parent company’s common equity) on a
sustained basis, unless mitigated by some other means (e.g. subsidiary liquidity support agreement). A high
degree of double leverage can result inincreased rating differentials between a parent company and its
subsidiaries, particularly if regulated subsidiaries are involved, since dividends from these entities may be
restricted. When feasible, Fitch will review a regulated subsidiary’s dividend capacity relative to the holding
company’s fixed costs and dividends.

Internal, Complementary
Regulatory and

Covenant-

Based Capital

In addition to Fitch’s capital measures, a firm’s capital management plans and an understanding of its economic
capital models are important to the ratings. Fitch views economic capital models that positively influence
business activities and supportstable and robust capital levels over an extended period of time as positive for the
ratings. When relevant, Fitch monitors regulatory capital ratios and capital covenant ratios to ensure the firmis
not in danger of becoming non-compliant.

Source: Fitch Ratings.
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Capitalization and Leverage Benchmarks — Securities Firms
Implied Factor Score

Operating aaand b and
Metric Environment Score Above a bbb bb Below
(Tangible Assets - Reverse Repo - Securities ‘aa’ category or
Borrowed)/Tangible Equity (x)* higher x<5.0 5.0<x<10 10.0sx<15.0 15.0=x<20.0 x220.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘a’ category
Tangible Equity (x)* x<2.5 2.5<x<10.0 10.0sx<15.0 15.0sx<20.0 x220.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘bbb’ category
Tangible Equity (x)? x<5.0  5.0=x<10.0 10.0<x<15 x215
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘bb’ category
Tangible Equity (x)* x<5.0  5.0sx<12.0 x212.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘b’ category or lower
Tangible Equity (x)* x<7.0 x27.0
Gross Debt/EBITDA (x)° All x<0.5 0.5sx<1.5 1.5sx<25 2.55x<3.5 x23.5

?For securities firms with high balance sheet usage. ®For securities firms with low balance sheet usage.

Source: Fitch Ratings.

Funding, Liquidity and Coverage — Securities Firms
Core Versus
Attribute Complementary Description
Liquid Assets/ Core (For securities It isimportant thatsecurities firms appropriately match the term of their funding to the liquidity of

Short-Term Funding firms with high
balance sheet usage)

their assets, with particular focus on the amount of liquid assets available to supportshort-term
funding sources, which are subject to refinancing risk. To the extent that short-term repurchase
agreements (repos) are used primarily to finance highly liquid assets that can be pledged to an
exchange, thisisviewed as more appropriate.

EBITDA/Interest Core (For securities For securities firms with low balance sheet usage, funding, liquidity and coverage are primarily
Expense Firms with Low Balance evaluated in the context of EBITDAto interest expense.

Sheet Usage)
Long-Term Funding/ Complementary Fitch evaluates the funding of illiquid assets, such as merchant banking and high -yield securities, fixed
Illiquid Assets (For Securities Firms  assets, and private equity, and considers the extentto which they are funded by long-term debt and

with High Balance
Sheet Usage)

capital. Fitch also evaluates any contingent funding requirements the firm may face, such as liquidity
lines or backup facilities extended, or additional collateral calls that may be made on it if market
conditions change.

Funding Diversity Complementary

Fitch assesses a securities firm’s funding diversity, debt maturity profile, liquidity status and the
proportion of unencumbered liquid assets. Access to central bank liquidity facilities can also a positive
factor in the funding, liquidity and coverage assessment, but not all securities firms benefit from this, as
such access depends on jurisdiction and legal status within thatjurisdiction.

Covenant Compliance  Complementary

Fitch’sfunding, liquidity and coverage assessment may also include consideration of an issuer’s
compliance with any funding covenants, the extent to which compliance with such covenants fluctuates
and management’s ability to operate the business and obtain funding without being unduly constrained
by covenant requirements.

Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 56



FitchRatings

Financial Institutions

Global
Funding, Liquidity and Coverage Benchmarks — Securities Firms
Implied Factor Score
Operating aaand b and
Metric Environment Score Above a bbb bb Below
Liquid Assets/Short-Term Funding (%)* ‘aa’ category or higher x>200 150<x<200 100<x<150 85<x<100 x<85
Liquid Assets/Short-Term Funding (%)* ‘a’ category x>300 175<x<300 100<x<175 85<x<100 x<85
Liquid Assets/Short-Term Funding (%)* ‘bbb’ category x>300 175<x<300 100<x<175 x<100
Liquid Assets/Short-Term Funding (%)* ‘bb’ category x>300 150<x<300 x<150
Liquid Assets/Short-Term Funding (%)° ‘b’ category or lower x>200 x<200
EBITDA/Interest Expense (x)" All x>15 10<x=15 6<x<10 3<x<6 x<3
?For securities firms with high balance sheet usage. "For securities firms with low balance sheet usage.
Source: Fitch Ratings.
Funding, Liquidity and Coverage Metrics — Securities Firms
High Balance Sheet Usage Core Versus Complementary
Liquid Assets/Short-Term Funding Core
Long-Term Funding/Illiquid Assets Complementary
Low Balance Sheet Usage Core Versus Complementary
EBITDA/Interest Expense Core
Liquid Assets/Short-Term Funding Complementary
Source: Fitch Ratings.
Financial Profile — Securities Firms
aaa aa a bbb bb b ccc and Below
Asset Lendingand Lendingand Lendingand Lendingand Lendingand Lendingand Lendingand
Quality Investing Investing Investing Investing Investing Investing Investing
Activities: Activities: Very Activities: Hasa  Activities: Has a Activities: Asset  Activities: Asset Activities: Hasor is

Extremely stable
throughout market
cycles. Asset-
quality measures
are consistently
better than
comparable
institutions.
Concentration
risks are very low.
Trading Activities:
Counterparty risk
is extremely well
managed and
diversified.

high degree of
stability

high degree of
stability

degree of stability
throughout market

throughout market throughout market cycles. Asset-

cycles. Asset-
quality measures
are better than
comparable
institutions.
Concentration
risks are low.
Trading Activities:
Counterparty risk
iswell managed
and diversified.

cycles. Asset-
quality measures
are likely to be
modestly better
than at peer
institutions or less
vulnerable to
economic rate
cycles.
Concentration
risks may be
modestly better
than peers.
Trading Activities:
Counterparty risk
isreasonably
managed and
diversified

quality and/or
concentrationrisk
measures are
generallyin line
with broad industry
averages.

Trading Activities:
Counterparty risk
isadequately
managed and
diversified.

quality measures
are more volatilein
the face of changes
in
economic/market
cyclesand
generally worse or
more vulnerable
than broad
industry averages.
Concentration
risks may be above
average.

Trading Activities:
Counterparty risk
management is
below average with
limited
diversification

quality measures
are very volatile
based on changes
in
economic/market
cyclesand
generally
significantly worse
or more vulnerable
than broad
industry averages.
Concentration
risks may be very
high.

Trading Activities:

Weak counterparty

risk management
with high
concentration.

likely to have asset-
quality measures
that materially
deviate from
industry
benchmarks or
historical norms.
Trading Activities:
Significant
counterparty risk
management
shortfalls.

Continued on next page.
Source: Fitch Ratings.
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Financial Profile — Securities Firms (Continued)
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Global

aaa

aa

a

bbb

bb

b

ccc and Below

Earnings and
Profitability

Earningsand
profitability are

highly predictable

throughout
economic and/or
interest rate
cycles. Limited
relianceon
transactional
revenue. Highly
variable cost
structure.
Superior returns
relative to peer.

Earningsand
profitability are
very predictable
over multiple
economic and
interest rate
cycles. Limited
relianceon
transactional
revenue. Highly
variable cost
structure. Strong
returns relative
to peer.

Earningsand
profitability are
moderately
variable over
economic and/or
interest rate
cycles. Modest
relianceon
transactional
revenue. Largely
variable cost
structure. Solid
returns relative
to peer.

Earningsand
profitability may
be variable over
economic and/or
interest rate
cycles. Modest
relianceon
transactional
revenue. Largely
variable cost
structure.
Adequate returns
relative to peer.

Earningsand
profitability may be
highly variable over
economic and/or
interest rate cycles.
Moderate reliance
on transactional
revenue. Cost
structureisless
variable than peer
firms. Below-average
returnsrelative to
peer.

Earningsand
profitability are
volatile and highly
correlated with
economic and/or
interest rate cycles.
Heavy reliance on
transactional
revenue. Cost
structureislargely
fixed. Weak returns
relative to peer.

May be
structurally
unprofitableon
eithera
reported or
operating basis.
Return to
break-even or
sustainable
profitability is
highly
uncertain.

Capitalization
and Leverage

Capitalization
and leverage are
extremely strong
and
commensurate
with risk.
Capitalization
and leverage are
maintained with

Capitalization
and leverage are
strongand
commensurate
with risk.
Capitalization
and leverage are
maintained with
comfortable

Capitalizationand
leverage levels
broadly
commensurate
with risk.
Capitalizationand
leverage are
maintained with
solid buffers

Capitalization
and leverage may
not be fully
commensurate
with risk.
Capitalization
and leverage are
maintained with
satisfactory

Capitalization and

Capitalization and

leverage are not fully leverage are not

commensurate with
risk. Capitalization
and leverage are
maintained with
moderate buffers
over regulatory
minimums and may

commensurate with
risk. Capitalization
and leverage are low
and buffers over
regulatory minimums
are small, or capital is
vulnerable due to

Capitalization
and leverage
have clear
deficiencies that
either have or
may require
capital
injections.

very significant  buffersover versusregulatory buffersover be below peer high country risks.
buffers over regulatory minimums and regulatory institutionsorare  Capital and leverage
regulatory minimums aswell generally above minimumsand somewhat levels may be well
minimums as well as peer peerinstitutions. generallyinline vulnerabledueto below peer
as peer institutions. Capital and with peer significant country institutions and
institutions. Capital and leverage levels institutions. risks. Capital and highly vulnerable to
Capital and leverage targets may berelatively Capital and leverage are highly  shocks.
leverage targets incorporate more volatilebut leverage levels  vulnerable to sever
incorporate ability to likely only may be more shocks, but capable
ability to withstand modestly affected vulnerable to of withstanding
withstand severe significant by severe asset  severe shocks. moderate shocks.
shocks. shocks. quality and
market value
shocks.
Funding, Funding and Funding and Funding and Funding and Fundingand liquidity Funding and liquidity Funding and
Liquidity and  liquidity are liquidity arevery liquidity are liquidity are are generally stable, areless stableand liquidity are
Coverage exceptionally stable.Minimal  stable.Wholesale generally stable, although theremay maybeproneto unstable absent
stable.Minimal  reliance on short- fundingis although there  bematerial funding sudden changesin  anyformal
relianceon term funding. predominantly  maybe moderate concentrationsor  creditor sentiment. extraordinary
wholesale Wholesale long term. funding meaningful reliance Accessto funding support
funding. Funding fundingis Fundingmaybe concentrationsor on lessstable during periods of mechanisms.
isnot confidence predominantly  modestly relianceonless wholesalefunding  market stress isvery Contingent
sensitive. Fund  long-termwith  confidence stable wholesale sources.Accessto  uncertain. funding plans
sources are highly established sensitive. Funding funding sources. funding may be Contingent funding arenon-
diverse. investor appetite. sources are Fundingis uncertain during plans may not be well existent.
Extremely robust Fundingis relatively diverse. confidence periods of market developed.
contingency relatively less Robust sensitive and stress. Contingency
funding plansare confidence contingency liquidity may funding plans may
in place. sensitive. Fund  fundingplansare become more not be sufficient.
sourcesarevery inplace. expensive or less
diverse. Very stableduring
robust periods of stress.

contingency
funding plans are
in place.

Reasonable
contingency
funding plans are
in place.

Source: Fitch Ratings.
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11.5.b Investment Managers

Fitch’s financial profile assessment for investment managers, investment companies and
investment funds considers the following subfactors:

Financial Institutions
Global

Investment Manager Earnings
Definitions

Base Management Fees

+) Transaction and Advisory Fees

. asset performance (and asset quality for investment companies); ) Non-Incentive Compensation
. earnings and profitability; ) Equity Compensation
e . ) Operating Expenses
. capitalization and leverage; and T Intorest Expense
o funding, liquidity and coverage.

+) Equity Compensation

+) Interest Expense

+) Depreciation and Amortization

(
(-
(-
(-
(-
(=) Fee-Related Earnings
(
(
(
(-
(

) Non-Cash Revenues
=) (F)EBITDA

Source: Fitch Ratings.

Asset Performance — Investment Managers

Core Versus
Attribute Complementary

Description

Net Client Flows/ Core (for investment
Beginning (F)AUM managers and
investment funds)

Fitch evaluates fund flows onan absolute and relative basis to understand a firm’s ability to take advantage
of market conditions toinvest and/or exit investments and, for liquid funds, to assess net inflows or
redemptions over a variety of market cycles. More stable fund flows translate into greater fee stability over
time. To the extent that the manager or fund has more predictable inflows and/or an ability to manage the
pace of outflows, these could positively influence Fitch’s assessment. Examples of more predictable inflows
could include an investment manager with a sister insurance company which uses the investment manager to
manage all or a portionofits general investment accountor a pension fund established to manage the
contributions of a defined portion of employees or citizens. Examples of managed outflows couldinclude
fund structures where the investment manager can influence the timing or amount of redemption.

Asset Performance Complementary (for
and Quality investment companies)

For investment companies, Fitch considers a combination of asset performance and asset quality factors.
Asset performanceisintended to indicate how market value appreciation/depreciation has impacted the
value of assets collateralizing outstanding debt while also providing anindication as to the asset selection
capabilities of the investment company (or its investment manager). Asset quality is intended to indicate the
quality of the investments collateralizing outstanding debt and the quality/reliability of the upstream
dividend and interest income received from portfolio companies.

For investment companies that invest in a finite number (less than 30) of portfolio companies or exhibit
material portfolio concentration (individual holding greater than 15%), Fitch considers the credit quality and
seniority of the underlying investments to assess the overall asset quality profile. This is typically achieved by
looking to Fitch’s ratings of such portfolio companies or by considering other external sources of information
in the absence of such information. To the extent that a portfolio company comprising a large portion
(greater than 15%) of the portfoliois unrated, Fitchmay elect to conductan internal Credit Opinion of such
entity to supporttherating of the investment company.

Performance Complementary
Relative to

Benchmarks and

Peers

Fitch considers the stability of investment performance, onan absolute basis and relative toinvestor
expectations.

Fitch will consider firm-specificbenchmarks when assessing fund performance, but will also look to
independent sources for performance data, where available, to understand relative fund performance based
on vintage, size, geography, and strategy. However, prolonged periods of unexplained outperformance
would also require further analysis and could lead to a negative adjustment to Fitch’s asset performance
assessment if material weaknesses in risk management and/or style drift were the catalyst.

Management Fee  Complementary
Stability

Fitch will also assess management fee stability by looking at earnings contributions by fund, strategy and/or
segment. Similarly, outsized exposure toa sector or industry strategy could increase correlations and
volatility in fee streams. Fitch reviews average fee rates on individual strategies on a relative basis to assess
the investment manager’s pricing power and ability to withstand incremental fee pressure.

Source: Fitch.
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Asset Performance Benchmark — Investment Managers

aaand Above a bbb bb b and Below

Net Client Flows/Beginning (F)AUM (%)? x>10 5<x<10 52x>(5) (5)=x>(10) x<(10)

2For investment managers and investment funds.
Source: Fitch Ratings.

Asset Performance/Asset Quality Metrics — Investment Managers

Investment Managers and Investment Funds Core Versus Complementary
Net Client Flows/Beginning (F) AUM Core

(FYAUM Complementary

(F)AUM Growth Complementary
Management Fees/Average (F)AUM Complementary

Total Revenue/Average (F)AUM Complementary
(F)EBITDA/Average (F)AUM Complementary

Investment Companies Core Versus Complementary
Weighted Average Credit Quality of Investments/Portfolio Companies Complementary

Source: Fitch Ratings.

Earnings and Profitability — Investment Managers

Core Versus
Attribute Complementary Description
(F)EBITDA/ Core (for Fitch assesses investment managers’ earnings and profitability primary on the basis of fee-related earnings
Fee Revenue Investment measures, such as (F)EBITDA margin. (F)EBITDA includes transaction, monitoring and advisory fees, but Fitch
Managers) may remove them from its recurring cash flow calculation if they are believed to be very volatile over time.
Conversely, interest and/or dividend income that an alternative investment manager may earn from balance
sheet investments could be added to (F)EBITDA if the revenue is believed to be contractual (e.g. interest coupons
and preferred dividends), less correlated with core management fees and relatively stable over time.
Returnson Assets Core (for For more balance-sheet intensive investment managers, returns on assets (ROA) is the primary earnings and
Investment profitability consideration. For investment companies, earnings and profitability is typically a lower influence
Companies and rating factor given the analytical focus on asset overcollateralization and liquidity relative to debt and that

Investment Funds) earnings can be periodically influenced by unrealized gains/losses as a result of changes in the market values of
underlying investments. On a complementary basis, earnings and profitability may also be assessed on the basis
of return on equity (ROE).

Earnings Stability Complementary Fitch’s evaluation of earnings and profitability considers the historical trend of an investment manager’s earnings

and Diversity performance, the diversity, stability, and quality of its earnings, and the investment manager’s capacity to
generate profits through cycles. The product mix and strength of performance by product are key factorsin
providing earnings stability. An additional component in assessing the stability of earnings and fees is whet her
there are lock-upson fund investors.

Incentive Fee Complementary While Fitch focuses on recurring cash flow measures when assessing an investment manager’s core earnings

Generation performance, the agency does not ignore the generation of co-investment income or incentive income (also
known as carry income and performance fees), as they can provide an additional cushion for debt service capacity
and speak to the success of the fund manager, which aids the company in the raising of future funds and, h ence,
the generation of future management fees. Carried interest can be material, but has significant variability over
time.

Fund Structures Complementary Fitch views fund structures with lock-ups, particularly longer term ones, more favorably as they provide a more

and Maturities stable base upon which to earn fees. Laddered funds and lock-ups are also generally viewed more favorably from
an earnings perspective since they ensure that the closure of one fund does not resultinadramaticdrop in fees
and conseqguently earnings.

Source: Fitch Ratings.
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Earnings and Profitability Benchmark — Investment Managers
aaand Above a bbb bb b and Below
(F)EBITDA/Fee Revenue (%) x>50 30<xs<50 20<x=<30 10<x<20 x<10

Source: Fitch Ratings.

Earnings and Profitability Metrics — Investment Managers

Investment Managers

Core Versus Complementary

(F)EBITDA/Fee Revenue

Core

Management Fees/Total Fees

Complementary

Management Fees/Total Revenues

Complementary

(Base Compensation + Operating Expenses)/Total Fee Revenue Complementary

Incentive Compensation/Incentive Revenue

Complementary

Fee-Related Earnings (Net Income)/Fee Revenue

Complementary

Net Income/Average Equity

Complementary

Investment Companies and Investment Funds

Core Versus Complementary

Net Income/Average Assets

Core

Net Income/Average Equity

Complementary

Source: Fitch Ratings.

Capitalization and Leverage — Investment Managers

Core Versus
Attribute Complementary Description
Gross Debt/(F)EBITDA Core (for Investment  Leverage, as measured by debt divided by (F)EBITDA, is analyzed from a trend perspective and relative
Managers) to peer firms and Fitch’s general tolerance levels for a given rating. Fitch applies more conservative
leverage benchmarks for investment managers with the majority of their fees assessed against NAV,
compared ones with the majority of their fees assessed against committed capital.
Gross Debt/ Core (for Investment ~ For investment companies, investment funds and investment managers that have material co-
Tangible Equity Companies) investment exposure, balance sheet capitalizationis a more meaningful consideration. Inreviewing the
adequacy of capitalization, Fitch considers the size of the capital base inrelation to the investment
manager, investment company, or investment fund's risks. To the extent capital is a meaningful
analytical factor, Fitch takes into account management’s policies with regard to minimum capital ratio
objectives, share buyback programs, and dividend payouts, as well as the ability to raise new capital and
internally generate capital. If subject toregulatory capital requirements, Fitch will also review these,
whether at the firmitself or at any regulated subsidiary.
Gross Debt (Long + Core (for Investment ~ Forinvestment funds, Fitch typically analyzes leverage similarly to securities firms, using NAV as a
Short) to NAV Funds) substitute for equity. High levels of leverage would be viewed as a negative ratings attribute for

investment funds given less stable earnings and the fact that repaymentonobligations usually comes
from asset sales and these assets are often less liquid.

That said, leverage for investment funds can vary widely depending on the risk profile, liquidity and
duration of assets.

Balance Sheet Sizeand Complementary
Composition

Fitch notes thatinvestment managers that solely manage assets for external investors often do not
have sizable balance sheets that require meaningful loss absorption. In such cases, capitalization could
be lower and tangible common equity could be negative, even at aninvestment-grade capitalization and
leverage score level. However, Fitch would expect such investment managers to have enough cash and
cash generation capacity to offset unexpected litigation or operational losses as appropriate giventhe
scope of their operations.

All things being equal, aninvestment manager that makes extensive use of its balance sheet and invests
inilliquid investments will tend to have a lower capitalization and leverage score than one that makes
little use of its balance sheet. However, other factors such as capitalization, access to capital and
liquidity may counterbalance these factors.

Continued on next page.
Source: Fitch Ratings.
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Capitalization and Leverage — Investment Managers (Continued)

Core Versus
Attribute Complementary Description
Goodwill Complementary Many investment managers grow by acquisition and, therefore, will carry a significant amount of

goodwill and other intangibles ontheir balance sheet. These assets are also subject to impairmentif the
viability of the acquired business deteriorates. Fitch will factor the potential for such impairmentinto its
capitalization and leverage analysis as appropriate. Fitch notes that impairmentwill not have any
impact on tangible equity, as goodwillis excluded from this measure. However, significant impairment
would be a negative indicator of the overall health of an investment manager’s core earnings.

Consolidated Leverage Complementary (for For investment companies, Fitch tends to focus onunconsolidated debt to equity as the primary
Investment Companies) leverage metric and considers cash flow leverage metrics to be of alowinfluence. Consolidated
leverage may be considered as a complementary metricto assess the aggregate degree of leverage
across underlying portfolioinvestments. Fitch may also focus more onconsolidated leverage metricsin
itsanalysis to the extent that an investment company has a sustained track record of providin g financial
support to portfolio companies.

Source: Fitch Ratings.

Capitalization and Leverage Benchmarks — Investment Managers

aaand Above a bbb bb b and Below
Gross Debt/(F)EBITDA (x)* x<0.25 0.25sx<1.5 1.55x<3.0 3.0=sx<5.0 =50
Gross Debt/(F)EBITDA (x)" x<0.50 0.50=x<2.5 2.5sx<4.0 40<x<6.0 26.0
Gross Debt/Tangible Equity (x)° x<0.15 0.15sx<0.35 0.355x<0.50 0.50=x<1.0 1.0

For investment managers with the majority of their fees assessed against net asset value. °For assetmanagers with the majority of their fees assessed against invested capital or
committed capital. “For investment companies.
Source: Fitch Ratings.

Capitalization and Leverage Metrics — Investment Managers

Investment Managers Core Versus Complementary
Gross Debt/(F)EBITDA Core

Net Debt/(F)EBITDA Complementary

Gross Debt/Tangible Equity Complementary

Net Debt/Tangible Equity Complementary

Investment Companies Core Versus Complementary
Gross Debt/Tangible Equity Core

Investment Funds Core Versus Complementary
(Gross Long Investment Positions + Gross Short Positions)/Net Asset Value Core

Source: Fitch Ratings.
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Funding, Liquidity and Coverage — Investment Managers

Core Versus
Attribute Complementary  Description
(F)EBITDA/ Core (for Fitch assesses investment managers’ funding, liquidity and coverage primarily on the basis of interest coverage.
Interest Expense Investment Fitch applies more conservative interest coverage benchmarks for investment managers with the majority of
Managers) their fees assessed against NAV relative to investment managers with the majority of their fees assessed

against committed capital. For investment managers that pay preferred dividends, Fitch would also calculate
(F)EBITDA coverage of both interest expense and preferred dividends.

Upstream Dividend  Core (for
and Interest Income Investment
Coverage of Holdco Companies)
Interest Expense

For investment companies, coverage is evaluated in the context of upstream dividend and interest income from
portfolio companies and investments relative to holding company operating expenses, interest expenses and
dividends, with greater than two years’ coverage being viewed as consistent with aninvestment-grade funding,
liquidity and coverage score. For investment companies that are privately held and do not have stated dividend
policies, Fitch will likely remove holding company dividends from the denominator of this ratio reflecting the
highly discretionary nature of any such dividends and the absence of similar reputational risk that a publicly
traded investment company may face by reducing or cutting its dividend.

(Cash + Unpledged  Core (for
Assets)/Unsecured Investment Funds)
Debt

For investment funds, Fitch focuses more heavily onthe liquidity of the assets rather than their cash flow
generation capacity.

Funding Stability Complementary
and Diversity

In assessing the stability of such funding sources, Fitch reviews the maturity profile of the debt, sources of
repayment for any near-term maturities, the nature of significant debt covenants and current and recent
performance under those covenants. Access to unsecured debt and lack of reliance on any single funding
source are viewed as positive factors for the funding, liquidity and coverage score, asis laddering of debt
maturities. For investment companies, investment funds and investment managers with more material sheet
balance sheet exposure, Fitch also considers the debt maturity profile of the firm’s funding sources relative to
its asset maturities and asset liquidity.

Liquidity Sources and Complementary
Terms

Fitch considers investment managers’ sources of liquidity including committed facilities, cash flow generation
capacity, unencumbered balance sheet cash and balance sheet investments. With respect to liability -based
sources of liquidity, Fitch considers the terms and maturities of the facilities, associated covenants and the
quality of the funding providers. For alternative investment managers, Fitch reviews liquidity levels relative to
unfunded commitments, with particular attention to balance sheet cash and liquid securities as a percentage of
unfunded commitments.

The same considerations apply, albeitto a lesser degree, for investment managers that do not make extensive
use of their own balance sheet. Fitch expects suchinvest ment managers to have reasonable levels of cash or
liability-based liquidity to meet unexpected losses, expected debt maturities, interest service and other
outflows.

Distributions Complementary

Investment managers tend to distribute a significant portion of their earnings on an annual basis. While Fitch
believes investment managers have the flexibility to adjust distributions as necessary, liquidity constraints
often develop during tougher economicand market environments, when supplementary earnings streams tend
to berelatively low. As aresult, a highdistribution rate can be a constrainton the funding, liquidity and
coverage score.

Track Record of Fund Complementary
Support

Fitch assesses the track record of providing financial support to funds, considering both the frequency and
magnitude of such support. In conjunction with this review, Fitchwill also seek to assess if past support has
created a perception among fund investors that future support of funds may be more likely. Material levels of
expected future support may negatively affect an issuer’s funding, liquidity and coverage score.

Redemption Risk Complementary
(for Investment
Funds)

For investment funds, Fitch analyzes the structure of the initial lock-up period, redemption parameters
(frequency, notice period, amount, etc.) of the funds thereafter, as well as any gates inits assessment of liquidity
management.

Source: Fitch Ratings.
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Funding, Liquidity and Coverage Benchmarks — Investment Managers
aaand Above a bbb bb b and Below
(F)EBITDA/Interest Expense (x)* x>18  12<x<18 6<x<12 3<x<6 x<3
(F)EBITDA/Interest Expense (x)° x>12 8<x<12 4<x<8 2<x<4 x<2
One Year’s Upstream Dividend and Interest Income Coverage of One Year’s
Holdco Interest Expense (x)* x>10 6<x<10 3.5<x<6.0 2.5<x<3.5 x<2.5
One Year’s Upstream Dividend and Interest Income Coverage of Two Years’
Holdco Operating Expenses, Interest Expense and Dividends (x)* x>1.0 x>1.0 x>1.0 x<1.0 x<1.0

?For investment managers with the majority of their fees assessed against net asset value. °For assetmanagers with the majority of their fees assessed against invested capital or
committed capital. *For investment companies. “For investment companies that are privately held and do not have stated dividend policies, Fitch will likely remove holding

company dividends from the denominator of this ratio.
Source: Fitch Ratings.

Funding, Liquidity and Coverage Metrics — Investment Managers

Investment Managers Core Versus Complementary
(F)EBITDA/Interest Expense Core

(Cash + Liquid Assets)/ Total Assets Complementary

(Cash + Liquid Assets)/Debt Complementary

(Cash + Liquid Assets + Co-Investments)/Debt Complementary

Liquid Assets/Fund Commitments Complementary
Dividends/Cash Earnings Complementary

Investment Companies Core Versus Complementary
Oneyear’s upstream dividend and interest income coverage of one year’s

holdco interest expense Core

Oneyear’s upstreamdividend and interest income coverage of two years’

holdco operating expenses, interest expense and dividends Core

Investment Funds Core Versus Complementary
(Cash + Unpledged Assets)/Unsecured Debt Core

Total Illiquid Assets/Net Asset Value Complementary

Source: Fitch Ratings.
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aaa aa a bbb bb b ccc and Below
Asset Exceptionally Very strongtrack Strongtrack (F)AUM (F)AUM flows may (F)AUM flows may (F)AUM flows are
Performance strongtrack record of (F)AUM record of (F)AUM inflows/stability  besignificantly stay negative after highly volatile due

record of (F)AUM
inflows/stability

inflows/stability
through market

inflows/stability
through market

may be more
affected by market

affected by market
conditions/trends.

extreme market
stress due to

to significant
concentration

through market  cycles. cycles, although  conditions/trends. Investment/fund concentrationin  within funds/asset
cycles. Consistent flows may turn Sound performance may product/fundtype classes. Very weak
Exceptional outperformance negativein periods investment/fund be extremely Persistently weak investment/fund
performance vs. benchmarks of extreme market performance; but sensitiveto market investment/fund performance.
versus and/or top quartile stress. may frequently conditions. performance. Feeratesand
benchmarks fund performance Investment/fund underperformor Feeratesand Feeratesand incentive
and/or top quartile across strategies. performance lag benchmark. incentive incentive structures are well
fund performance Feeratesand largely meetsor  Feeratesand structures are structures are well below industry
across strategies. incentive beats benchmark; incentive below industry below industry standards.
Feeratesand structures are however, certain  structureslargely standards. standards.
incentive well-above strategies/funds  in-linewith Concentration Concentration
structures are industry may underperform industry risks (industry, risks (industry,
significantly above standards. following periods standards. vintage and vintage and
industry Concentration of market stress.  Concentration investor) are investor) are
standards. risks (industry, Feeratesand risks (industry, meaningful. significant.
Concentration vintage and incentive vintage and
risks (industry, investor) arelow structures are investor) are
vintage and or effectively aboveindustry moderate.
investor) arevery mitigated. standards.
low or effectively Concentration
mitigated. risks (industry,

vintage and

investor) may be

modest.

Earningsand Earningsand Earningsand Earningsand Earningsand Earningsand Earningsand May be

Profitability

profitability are
highly predictable
throughout
economic and/or
interest rate
cycles. Limited
reliance on
transactional
revenue. Highly
variable cost
structure. Superior
returnsrelative to
peer.

profitability are
very predictable
over multiple
economic and
interest rate
cycles. Limited
relianceon
transactional
revenue. Highly
variable cost
structure. Strong
returnsrelative to
peer.

profitability are
moderately
variable over
economic and/or
interest rate
cycles. Modest
relianceon
transactional
revenue. Largely
variable cost
structure. Solid
returnsrelative to
peer.

profitability may
be variable over
economic and/or
interest rate
cycles. Modest
relianceon
transactional
revenue. Largely
variable cost
structure.
Adequatereturns
relative to peer.

profitability may
be highly variable
over economic
and/or interest
rate cycles.
Moderate reliance
on transactional
revenue. Cost
structureisless
variable than peer
firms. Below-
average returns
relative to peer.

profitability are
volatile and highly
correlated with
economic and/or
interest rate
cycles. Heavy
relianceon
transactional
revenue. Cost
structureis largely
fixed. Weak
returnsrelative to
peer.

structurally
unprofitableon
either areported
or operating basis.
Return to break-
even or
sustainable
profitability is
highly uncertain.

Capitalization
and Leverage

Capitalization and
leverage are
extremely strong
and
commensurate
with balance sheet
risk and/or
earnings
variability.
Leverage targets
incorporate ability
to withstand
severe market
value shocks.

Capitalization and
leverage are
strongand
commensurate
with balance sheet
riskand/or
earnings
variability.
Leverage targets
incorporate ability
to withstand
significant asset
quality and market
value shocks.

Capitalization and
leverage levels
broadly
commensurate
with balance sheet
risk and/or
earnings
variability.
Leverage levels
may be relatively
more volatile, but
likely only
modestly affected
by severe asset
quality and market
value shocks.

Capitalization and
leverage levels
may not be fully
commensurate
with balance sheet
risk and/or
earnings
variability.
Leverage levels
may be more
vulnerable to
severe asset

Capitalization and
leverage are not
fully
commensurate
with balance sheet
risk and/or
earnings
variability.
Leverage is above

Capitalization and
leverage are not
commensurate
with balance sheet
risk and/or
earnings
variability.
Leverage levels
may be well above

peer but should be peer institutions

capable of
withstanding asset

and highly
vulnerable to asset

quality and market quality and market quality and market

value shocks.

value shocks.

value shocks.

Capitalization and
leverage have
clear deficiencies
that have or may
require capital
injections.

Continued on next page.
Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com 65



FitchRatings

Financial Profile — Investment Managers (Continued)

Financial Institutions

Global

aaa aa a bbb bb b ccc and Below
Funding, Fundingand Funding and Fundingand Fundingand Fundingand Fundingand Funding and
Liquidity liquidity are liquidity arevery liquidity are stable. liquidity are liquidity are liquidity areless  liquidity are

and exceptionally
Coverage stable. Minimal
relianceon

wholesale funding.
Fundingisnot
confidence
sensitive. Funding
sources are highly
diverse. Fundingis
fully unsecured.
Extremely robust
contingency
funding plansarein

place.

stable. Minimal

term funding.

long-term with
established

Fundingis
relatively less
confidence

diverse. Fundingis
fully unsecured.
Very robust
contingency
funding plansarein
place.

Wholesale funding generally stable,
relianceon short- ispredominantly

generally stable,

stable and may be

although there may although there may proneto sudden

long-term. Funding be moderate
Wholesale funding may be modestly
ispredominantly confidence
sensitive. Funding
sources are
investor appetite. relatively diverse.
Fundingislargely
unsecured. Robust
contingency
sensitive. Funding fundingplansarein
sources are very place.

funding
concentrationsor
reliance on less
stable wholesale
funding sources.
Fundingis
confidence
sensitive and
liquidity may
become more
expensive or less
stableduring
periods of stress.
Funding sources
are moderately
diverse.
Meaningful
unsecured funding
component.
Reasonable
contingency
funding plans arein
place.

be funding
concentrationsor

changesin creditor
sentiment. Access

meaningful reliance to funding during

on less-stable
wholesale sources
of funding. Access
to funding may be
uncertain during
periods of market
stress. Funding
sources are
relatively limited.
Lack of an
unsecured funding
component.
Contingency
funding plans may
not be sufficient.

periods of market
stress isvery
uncertain. Funding
sources are very
limited. Lack of an
unsecured funding
component.
Contingent funding
plans may not be
well developed.

unstable. Lack of an
unsecured funding
component.
Contingent funding
plansarenon-
existent.

Source: Fitch Ratings.
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11.5.c Business Development Companies

Fitch’s financial profile assessment for BDCs considers the following subfactors:

Financial Institutions
Global

BDC Earnings Definitions

Interest Income

+) Dividend Income

+) Transaction and Advisory Fees

° asset quality; -
-) Base Management and Incentive Fees
° earnings and profitability; -) Interest Expense
. capitalization and leverage; and ) Operating Expenses
=) Pre-Tax Net Investment Income
° funding, liquidity and coverage. +) Realized Gains

-) Realized Losses

(
(
(
(
(
(
(
(
(

=) Taxable Income (approx.)

Source: Fitch Ratings.

Asset Quality — Business Development Companies

Core Versus
Attribute Complementary Description
Net Realized Core For BDCs, Fitch assesses asset quality primarily by using net realized gains as a percent of average portfolio value

Gains/ Average
Portfolio, at Value

as a proxy for net chargeoffs. The generation of significant cumulative net realized portfolio losses over a cycle
may be an indicator of weak underwriting particularly if performance is meaningfully weaker than peer BDCs.
Still, realized losses may also be generated due to portfolio optimization strategies, where lower yielding
securities are sold so that proceeds may be reinvested into higher earning assets. In all cases, Fitch attempts to
understand the source of realized losses.

Unrealized
Portfolio
Depreciation

Complementary

Trendsin unrealized portfolio depreciation can serve as an early warning signal of potential asset quality issues,
as BDCs must incorporate the credit profile of the underlying borrower into quarterly valuation decisions.
Relative trends can also provide insight into the strength of a BDC's risk assessment and/or valuation processes.
For example, an increase in portfolio depreciation which runs counter to peer-trends and the then-current credit
environment may indicate weak underwriting and/or flawed valuation procedures. An increase in non -cash
interest coupons (also known as payment-in-kind [PIK]) can also signal weaker underlying portfolio credit, as
portfolio companies may have insufficient cash flows to service their interest payments and the capitalization of
coupon payments may be a precursor to eventual writeoffs.

Portfolio
Concentrations

Complementary

Industry: Certain industry concentrations may be supported by a successful track record and in-house expertise,
but Fitch believes outsized concentrations could increase correlations in portfoliocompany performance,
negatively influencing Fitch’s asset quality assessment.

Issuer: Fitch evaluates the largest portfolio investments, at fair value, as a percentage of assets and equity to
gauge a BDC’s sensitivity to valuation declines in individual investments. Fitch also considers the magnitude of
exposure to equity securities, which may experience more volatile valuation movements. Many BDCs are
invested in diversified loanfunds or portfolio companies that are themselves large, diversified lenders. This
underlying diversification may reduce the sensitivity of the investment to valuation movements, although this
may be offset by the subordination of the BDC’s investment, which is typically a majority equity stake. Outsized
issued concentration may negatively influence Fitch’s asset quality assessment.

Vintage: For vintage concentrations, Fitch considers the underwriting environment. A significant amount of
origination activity during highly competitive market conditions couldyield asset quality issues down the road,
negatively influencing Fitch’s asset quality assessment. Fitch considers underlying portfolio company stat istics
including leverage, interest coverage, and average EBITDA to assess the potential for asset quality weakening in
astressed environment.

Source: Fitch Ratings.

Typical Asset Quality Benchmark — Business Development Companies

aaand Above a bbb bb b and Below

Net Realized Gains/Average Portfolio, at Value (%) x>5

22x>5 (3)2x>2 (3)2x>(6) x<(6)

Source: Fitch Ratings.
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Asset Quality Metrics — Business Development Companies

Metric

Core Versus Complementary

Net Realized Gains/Average Portfolio, at Value

Core

Non-Accruals/Portfolio, at Cost

Complementary

Non-Accruals/Portfolio, at Value

Complementary

Net Unrealized Appreciation (Depreciation)/Beginning Portfolio, at Cost

Complementary

Top 10 Portfolio Investments/Equity

Complementary

Source: Fitch Ratings.

Earnings and Profitability — Business Development Companies

Attribute

Core Versus
Complementary

Description

Net Investment
Income/Average
Portfolio, at Cost

Core

Earnings and profitability tends to be a lower influence factor for BDCs giventhey are primarily secured lenders,
seeking return of principal at anappropriate risk adjusted return. In this context, outsized investment returns can
be as much of aconcern asinvestment returns that are low (or negative), as the former could i ndicate an elevated
risk appetite while the latter could signal weak underwriting and/or pricing power.

Earnings Mix

Complementary

Fitch views earnings profiles comprised primarily of interest income favorably given the relative stability of this
income stream. Outsized contributions from transactional fees, driven by originations and/or repayment volume or
more episodic equity yields are viewed negatively by Fitch, as these revenue sources are likely to be more volatile
over time or provide the wrong motivation for growth. For example, a BDC may be inclined to continue to originate
investmentsin a competitive creditenvironment if fee income is needed to meet dividend payments.

Realized and
Unrealized
Gains/Losses

Complementary

When considering unrealized gains and losses arising from the GAAP requirement to mark the portfolioto fair
value every quarter, Fitch focuses on what gave rise tothe changes and the likelihood these will be realized.
Generally speaking, Fitch expects net realized portfolio gains and losses to be relatively modest over time,
particularly if underwriting standards are prudent and exposure to equity investments is minimal. However, since
BDCsare not allowed to create loanloss allowances, itis realistic to assume that a BDC will have periodic realized
credit losses. Therefore, Fitch assesses a firm’s net realized loss performance over time and on a relative basis to
gain insight into the strength of its underwriting standards.

Cost Structure

Complementary

A BDC'’s cost structure is analyzed forthe amount of flexibility provided when market conditions are less favorable.
In thisregard, Fitch considers how much of the cost base is variable. Fitch also considers the structure of the
management contract for externally managed firms and views total return requirements more favorably.

A review of a BDC’s expenses as a percentage of the portfolio at cost provides insight into the scalability of the
platform and its appropriateness relative to the business model and strategy. If expense ratios are high, itcould be
an indicator that the BDC has a significant fixed cost burden. Conversely, if expense ratios are too low, it could
signal alack of sufficient infrastructure to manage the portfolio.

Source: Fitch Ratings.

Earnings and Profitability Benchmark — Business Development Companies

aaand Above a bbb bb b and below

Net Investment Income/Average Portfolio, at Cost (%)

5<x<10 5<x<10 5<x<10 xs5o0rx>10 xs5o0rx>10

Source: Fitch Ratings.

Earnings and Profitability Metrics — Business Development Companies

Metric

Core Versus Complementary

Net Investment Income/Average Portfolio, at Cost

Core

Investment Income/Average Portfolio, at Cost

Complementary

Non-Interest and Non-Incentive Expenses/Average Portfolio, at Cost

Complementary

Compensation/Average Portfolio, at Cost

Complementary

Net Income/Average Assets

Complementary

Source: Fitch Ratings.
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Capitalization and Leverage — Business Development Companies

Core Versus

Attribute Complementary

Description

Asset Coverage Core

Cushion

The 40 Act requires BDCs to maintain asset coverage of 200%, which essentially limits debt/equity to 1.0x.
However, the passage of the Small Business Credit Availability Act in March 2018 permits BDCs to reduce asset
coverage requirements to 150%, subjectto board and/or shareholder approval, which essentially limits
debt/equity to 2.0x. Abreach of the relevant limit precludes the firm from incurring additional debt or paying a
dividend and will often result in covenantbreaches ona BDC's credit facilities.

A BDC'’s asset coverage cushion is afunction of the firm’s leverage target and is evaluated in the context of the
portfolio construct and the market environment. ABDC should allow foradequate cushionrelative to the chosen
limitation toaccount for potential variability in portfolio valuationon a quarterly basis. Fitch believes the cushion
should increase when a BDC'’s investment portfolio is more heavily weighted to lower parts of the borrower’s
capital structure.

For example,a BDC with outsized exposure tosubordinated debt and/or equity investments would be expected
to have alower leverage target (and thus higher asset coverage cushion) than a BDC focused onsenior secured
debt investments, all else equal. As the 40 Act allows for the exclusion of Small Business Administration (SBA)
borrowings from the calculation of asset coverage compliance, Fitch similarly excludes such borrowings from its
asset coverage cushion calculation.

Debt/Tangible
Equity

Complementary

A BDC’s asset coverage cushion and leverage ratio are inter-related. Fitch considers a BDC’s leverage target on
an absolute basis but also relative to the portfolio construct and market conditions. The leverage target should
provide for adequate cushionrelative to the chosen asset coverage limitation to account for potential variability
in portfoliovaluation ona quarterly basis. Fitchwould expecta BDC to operate belowits leverage target if the
portfolio construct is riskier than its stated goals. Fitch includes SBA borrowings in its debt/tangible equity
calculation.

Adherence to
Leverage Policy

Complementary

Most BDCs articulate a leverage target/range which they are expected to adhere toduring the normal course of
business operations. In suchinstances, Fitch evaluates the BDC'’s historical leverage relative to the target.
Frequent and/or sustained breaches of the leverage target (absent a material change in portfolio mix) or periodic
changesto the articulated strategy could negatively impact Fitch’'s capitalization and leverage assessment.
Conversely, strict adherence to the target, including instances of actively deleveraging in order to maintain
compliance, could positively affect Fitch’s capitalization and leverage assessment.

Source: Fitch Ratings.

Capitalization and Leverage Benchmark — Business Development Companies

aaand Above a bbb bb b and Below
Asset Coverage Cushion x>60% 33%<x<60%  11%<x<33% 0%<x<11% x=0%
Leverage Implied by Asset Coverage Cushion
Debt/Tangible Equity (x) at 200% Asset Coverage Requirement x<0.25 0.25sx<0.50 0.50=x<0.80 0.80<x<1.00 x21.00
Debt/Tangible Equity (x) at 150% Asset Coverage Requirement x<0.36 0.36=x<0.80 0.80<x<1.45 1.45sx<2.00 x22.00

Note: A BDC may elect to reduceits asset coverage requirement to 150% butmaintain aleverage target at-or-below 1.0x in order to increase its asset coverage cushion without
increasing its leverage profile. While such a scenario would be viewed as incrementally positive by Fitch, Fitch’s assessment of capitalization and leverage may be lower than
implied by the benchmark score,depending on the portfolio risk profile,the BDC’s track record in credit, and its ability to consistently manage leverage and portfolio mix at the

stated targets.
Source: Fitch Ratings.

Capitalization and Leverage Metrics — Business Development Companies

Metric

Core Versus Complementary

(Total Assets - Total Liabilities Excluding Regulatory Debt’ - [Regulatory Debt x

Asset Coverage Requirement])/(Total Assets - Total Liabilities Excluding Regulatory Debt)

Core

Debt/Tangible Equity

Complementary

(Total Assets - Total Liabilities Excluding Regulatory Debt®)/ Regulatory Debt

Complementary

(Equity-Interest-Bearing Liabilities)/ Portfolio, at Value

Complementary

“Regulatory debt is defined as term corporate debt excluding Small Business Administration borrowings.

Source: Fitch Ratings.
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Funding, Liquidity and Coverage — Business Development Companies

Core Versus
Attribute Complementary Description
Unsecured Debt/ Core Fitch considers the mix of secured and unsecured funding in the BDC capital structure and views a meaningful
Total Debt unsecured funding component positively given thatit provides the BDC with the flexibility to add a security

interest in the event of a significant disruption in the capital markets. BDCs often have secured bank revolving
credit lines with blanket liens on all investment assets, which does nottechnically provide for an unencumbered
pool of assets for unsecured creditors. However, BDCs are generally able toissue secured term debt, which
shares in the revolver’s blanket lien, if economic access to unsecured funding is not available.

Funding Diversity Complementary

A BDC with adiverse set of available funding sources, which could consist of revolving credit facilities, special
purpose vehicles, securitizations, SBA funding, private placements, public notes and equity, would be viewed
more favorably. Fitch tendsto view commitments from a diverse group of banks more favorably thansingle or
concentrated lender relationships, as changing conditions at any one financial institution could result in a
reduction inlending to the industry and a cancellation of the existing commitment upon maturity, or before if
permissible.

Liquidity Complementary

Liquidity is evaluated based onunrestricted balance sheet cash, undrawn borrowing capacity on revolving
facilities, portfolio cash generation and cash earnings coverage of dividend payments. Fitch expects a BDC to have
sufficient cash on hand and undrawn capacity on its credit facilities to, at a minimum, provide for follow-on
investmentsin portfolio companies, as necessary, and to meet near-term debt maturities. However, BDCs which
maintain borrowing (and leverage) capacity to take advantage of attractive market opportunities as they arise are
viewed more favorably.

Net Interest
Income Coverage
of Dividends

Complementary

BDCselectingto be considered RICs for tax purposes are required to distribute 90% of their taxable income on an
annual basis to shareholders. As a result, Fitch expects NIl to fund the majority of dividends over time. For its
dividend coverage calculation, Fitch adjusts NIl by non-cash income and expenses to match cash earnings with
dividend payments. Non-cash earnings are generally inthe form of PIK interest, whichis capitalized to the
principal amount of the loan. PIK interest is included intaxable income and s, therefore, subject to distribution,
but it may never be collected incash if the investment is restructured or written off. Fitch views a BDC with
outsized exposure to PIK earnings more negatively given the greater disconnect between cash earnings and
taxableincome.

When realized portfolio gains occur, Fitch views it more favorably when those proceeds are distributed as a
special dividend or carried over into the next taxable year, as spillover income, which Fitch believes provides more
stability to the dividend over time. Raising the regular quarterly dividend due to the generation of realized gains is
likely to pressure dividend coverage inthe future, as those gains are generally episodic. Realized gains can also be
used to backfill NIl dividend shortfalls, particularly whenunderperforming debt investments have been
restructured into equity.

Fitch believes a decline incash NIl coverage of dividends below 100% for an extended period of time should be
met with adividendreduction. Any indication that the BDC is borrowing or raising equity capital tofund its
distributionwould be viewed negatively.

Source: Fitch Ratings.

Funding, Liquidity and Coverage Benchmark — Business Development Companies

aaand Above a bbb bb b and Below

Unsecured Debt/Total Debt (%)

x>90 50<x<90 35<x<50 x<35 x=0

Source: Fitch Ratings.

Funding, Liquidity and Coverage Metrics — Business Development Companies

Metric

Core Versus Complementary

Unsecured Debt/Total Debt

Core

EBITDA/Interest Expense

Complementary

(Net Investment Income - Non-Cash Earnings + Non-Cash Expenses)//Dividends Declared

Complementary

Cash Net Investment Income/Dividends Declared

Complementary

Non-Cash Income/Interest and Dividend Income

Complementary

Source: Fitch Ratings.
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aaa

aa a

bbb

bb b

ccc and Below

Asset Quality Has an unparalleled Has a very high

Has a high degree of

Has a degree of

degree of stability degree of stability stability asmay be stability asmay be

as reflected invery
low levels of non-
accruals and/or
minimal losses
throughout
economicand/or
interest rate cycles.
Asset-quality
measures are
consistently better
than comparable
institutions.
Concentration risks
are very lowor
effectively
mitigated.
Generation of
cumulativenet
realized portfolio
gainsover acycle.

asreflected inlow
levels of non- levels of non-
accruals and/orlow accruals and/or

levels of non-
accruals and/or

Has above-average Hassignificantly
levels of non- above -average

reflected inmodest reflected inaverage accrual assetsand non-accruals and

losses. Asset quality losses. Asset quality
measures are likely measures are likely

losses over multiple losses. Asset quality losses. Asset quality to be morevolatile to be very volatile

economicand/or  ismoderately
interest rate cycles. variable over
Asset-quality economicor
measures are better interest rate cycles.
than comparable  Asset-quality
institutions. measures are likely
Concentrationrisks to be modestly
are low or better thanat peer
effectively institutionsorless
mitigated.Absence vulnerable to
of cumulative net economicand/or
realized portfolio  interest rate cycles.
losses over acycle. Portfolio
concentrations are
modest. May have
minimal cumulative
net realized
portfolio losses over
acycle.

measures are likely
to fluctuateover
economicand/or
interest rate cycles.
Asset-quality
measures are
generally inline

in the face of
changesin

based on changes in
economicand/or
economicand/or interest rate cycles
interest rate cycles and generally

and generallyworse significantlyworse
or more vulnerable or more vulnerable
than broadindustry than broad industry

with broad industry
averages. Portfolio
concentrations are
moderate. May
have modest
cumulativenet
realized portfolio
losses over a cycle.

averages. Portfolio
concentrations are
high. May have
meaningful
cumulativenet
realized portfolio
losses over a cycle
or lack of
performance
throughacycle.

averages. Portfolio
concentrations are
very high. May have
significant
cumulativenet
realized portfolio
losses over a cycle
or limited
performancetrack
record.

Hasor islikelyto
have asset-quality
measures thatare
considerably
weaker than
industry
benchmarks or
historical norms.

Earnings and

Earnings and

Earnings and Earnings and

Earnings and Earnings and

Earnings and

May be structurally

Profitability profitabilityare profitabilityare profitabilityare profitabilitymay be profitabilitymay be profitabilityare unprofitable on
highly predictable verypredictable = moderately variable variable over highly variable over volatile and highly either areported or
throughout over multiple over economic economicand/or  economicand/or  correlated with operating basis.
economicand/or economicand and/or interestrate interest rate cycles. interest rate cycles. economicand/or  Return to break-
interest rate cycles. interest rate cycles. cycles. Modest Modest relianceon Moderatereliance interest rate cycles. even or sustainable
Limited reliance on Limited reliance on reliance on transactional on transactional Heavy relianceon  profitabilityishighly
transactional transactional transactional revenue. Largely  revenue. Cost transactional uncertain.
revenue. Highly revenue. Highly revenue. Largely  variable cost structureisless revenue. Cost
variable cost variable cost variable cost structure. variable thanpeer structureislargely
structure. structure. structure. Profitability firms. Profitability fixed. Profitability
Profitability Profitability Profitability measuresreflect  measures may not measures may not
measures are measures are measures are inherentriskora  fully reflect fully reflect
consistently commensurate with commensurate with highly competitive inherentriskand  inherentrisk and
commensurate with very low risk but ~ low risk,but subject environmentand  are subjectto are subjectto
risk-averse nature. may vary modestly, to variability. can besubjectto  variability. variability.

althoughthey Profitability is increased Profitability is Profitability is well
remain generally  generally better  variability. below average below average
superior to than industry Profitability is relativetobroad  relative tobroad
comparable averages. averagerelativeto industryaverages. industryaverages.
institutions. broad industry
averages.
Capitalization Capitalizationis Capitalizationis Capitalization levels Capital levels Capitallevelsmay Capitallevelsare  Capitalization and

and Leverage

extremely strong
and commensurate
with risk. Asset
coverage cushionis
maintained with
very significant
buffers versus
regulatory
minimums aswell as
peer institutions.

very strong and arestrong and
commensurate with commensurate with
risk. Asset coverage risk. Asset coverage
cushionis cushionis
maintainedwith ~ maintained with
comfortable buffers solid buffersversus
versusregulatory regulatory
minimums aswell as minimums as
peer institutions.  generally above
peer institutions.

not be fully
commensurate with

broadly
commensurate with
risk. Asset coverage
cushionis
maintained with
satisfactorybuffers
versus regulatory
minimums and
generally inline
with peer
institutions.

cushionis
maintained with
moderate buffers
versus regulatory
minimums and may
be below peer
institutions.

not commensurate
with risk. Asset

low and buffers
versus regulatory
minimums are small.

leverage have clear
deficienciesthat

risk. Asset coverage coverage cushionis wither have or may

require capital
injections.

Continued on next page.
Source: Fitch Ratings.
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aaa aa a bbb bb b ccc and Below
Funding, Funding and Funding and Funding and Funding and Funding and Funding and Funding and
Liquidity and liquidityare liquidityarevery liquidityare stable. liquidityare liquidityare liquidityareless  liquidityare
Coverage exceptionally stable. Minimal Wholesale funding generally stable, generally stable, stableandmaybe unstable.Funding

stable. Minimal
reliance on
wholesalefunding.
Funding is not
confidence
sensitive. Funding
sources are highly
diverse. Fundingis
fully unsecured.
Funding duration
significantly
exceeds average
maturity of
portfolio assets.
Demonstrated
access to equity
markets across
cycles. Absence of
non-cash income.
Cash net
investmentincome
significantly
exceeds dividend
payments.
Extremely robust
contingency
fundingplans are in
place.

reliance onshort-
termfunding
Wholesale funding
is predominantly
long termwith
established
investor appetite.
Funding sources
are very diverse.
Fundingis
predominantly
unsecured. Funding
duration exceeds
average maturity of
portfolio assets.
Demonstrated
access to equity
markets across
cycles. Minimal
non-cash income.
Cash net
investmentincome
meaningfully
exceeds dividend
payments. Very
robust contingency
fundingplans are in
place.

is predominantly
long term.Funding

although there may
be moderate

may be moderately funding

confidence
sensitive. Funding
sources are
relativelydiverse.
Funding is largely

concentrations.

Reliance onless

stable wholesale
fundingsources.
Fundingis

unsecured.Funding confidence

durationis
commensurate
with average
maturity of
portfolio assets.
Demonstrated
access to equity
markets across
cycles. Minimal
non-cash income.
Cash net

sensitive, and
liquidity may
become more
expensive orless
stableduring
periods of stress.
Meaningful
unsecured funding
component.
Funding durationis
commensurate with

investmentincome average maturityof

exceeds dividend
payments. Robust
contingency
fundingplans are in
place.

portfolio assets.
Demonstrated
access to equity
markets but may be
more sensitive to
market conditions.
Modest non-cash
income. Cash net
investmentincome
meets dividend
payments.
Reasonable
contingency funding
plansarein place.

although there may
be funding
concentrations or
meaningful reliance
on less stable
wholesalesources
of funding.Access
to funding may be
uncertainduring
periods of market
stress. Lack of an
unsecured funding
component.
Funding duration
may not be
commensurate
with average
maturity of
portfolio assets. No
proven abilityto
access the equity
markets. Moderate
non-cashincome.
Cash net
investmentincome
is belowdividend
payments.
Contingency
fundingplans may
not be sufficient.

prone tosudden
changesin creditor
sentiment.Access
to funding during
periods of market
stressisvery
uncertain.Lack of
an unsecured
funding
component.
Funding duration
may not
commensurate
with average
maturity of
portfolio assets.
Inabilityto access
the equity markets.
Meaningful non-
cash income.Cash
net investment
income is well
below dividend
payments.
Contingent funding
plans may not be
well developed.

durationisvery
short term.Lack
of an unsecured
funding
component.
Significant non-
cash income.
Cash net
investment
income s
significantly
below dividend
payments.
Contingent
fundingplans are
non-existent.

Source: Fitch Ratings.

Non-Bank Financial Institutions Rating Criteria | February 28,2020

fitchratings.com

72



FitchRatings

Financial Institutions

Global
1.5.d Finance and Leasing Companies
Fitch’s financial profile assessment for finance and leasing companies considers the following
subfactors:
° asset quality;
° earnings and profitability;
. capitalization and leverage; and
o funding, liquidity and coverage.
Risk Characteristics of Finance and Leasing Companies' Primary Business Activities
Balance Residual Stability of
Activity Sheet Usage”  Primary Funding Source® Value Risk? Primary Earnings Source Profitability
Leasing
Aircraft Leasing High Secured/ABS/Unsecured Yes Lease Income More Cyclical
Container Leasing High ABS/Secured Bank Lines Yes Lease Income Cyclical
Fleet Leasing High ABS/Unsecured GenerallyNo  Lease Income Less Cyclical
Truck Leasing High Unsecured/Secured Yes Lease Income Less Cyclical
Railcar Leasing High Unsecured/Secured Yes Lease Income Cyclical
Rental
Rental Car High ABS Yes Rental Income More Cyclical
Rental Equipment High Secured Yes Rental Income More Cyclical
Consumer and Commercial Finance
Commercial Lending High Deposits/Unsecured No Spread Income Cyclical
Auto Lending High ABS/Deposits/Unsecured Yes Spread Income Cyclical
Credit Card High ABS/Deposits No Spread Income Cyclical
Student Lending High ABS/Deposits No Spread Income Stable
Mortgage Origination High Secured No Origination Fees/Servicing Revenue Stable
Factoring High Deposits/Unsecured No Fee Income Cyclical
Pawn Brokerage High Unsecured Yes Fee Income/Merchandise Sales Cyclical
Payday Lending High Secured Bank Lines No Spread and Fee Income Cyclical
Debt Purchasers Medium-High Bank Lines/Secured Debt No Fees/Excess Collections over Purchase Price  Less Cyclical
Financial Services
Non-Recourse
Marketplace Lending  Low Retail/Institutional No Origination Fees Cyclical
Mortgage Servicing Low Secured No Servicing Revenue Cyclical

20ther than bank lines. "Despite anissuer exhibiting high balance sheet usage, Fitch may focus on cash flow metrics or employ a hybrid analysis between balance sheetandcash
flow metrics to assess ‘Earings and Profitability’, ‘Capitalization and Leverage’ and ‘Funding, Liquidity and Coverage’factor scoresin instances where re-leaserisk isrelatively
low, the lessees are of a high credit quality, cash flowis more predictable, residual value riskis limited and/or structural barriers to entry/competition exist.

Source: Fitch Ratings.
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Core Versus
Attribute Complementary  Description
Impaired and Core (Forfinance Fitch’s assessment of finance and leasing companies’ asset quality primarily focuses onloanimpairments
Nonperforming and leasing or impairments on leased assets but also considers delinquencies, non-accruals, net charge-offs and loss
Ratio® companieswith  allowance rates. Fitch considers the performance of these metrics over time and through market cycles,
high balance sheet relative to the firm’'s underwriting criteria and articulated risk appetite and compares measures to peer
usage) firms with like products.

Borrower Profile Complementary

For consumer lenders, Fitch may review data on the loan portfolio, such as the average balance per
account and average yield, as well as variations from the mean. This may also involve demographicdata on
theunderlying portfolio or an internal or external credit score. For commercial lenders and lessors, Fitch
may review the types of businesses or equipment financed, loanto value ratios, as well as any internal
credit rankings or watchlists with respect to lessees. For rental companies, lessee quality may be less
relevant depending onthe duration of the rental agreement and the type of equipmentbeing rented.

Servicing, Complementary
Collectionsand
Disposition

Fitch believes that a robust servicing and collection platformis an integral part of asset quality, since itcan
have a significant influence onimpairment/delinquency and chargeoff experience. Forexample, Fitch
considers an issuer’s collection strategies for impaired/delinquent accounts and the ability toimprove
upon expected roll rates. For leasing companies, Fitch also considers an issuer’s ability to repossess and
dispose of collateral in an economicand efficient manner. Fitch considers the issuer’s flexibility with regard
to disposal channels and seeks to assess an issuer’s ability to rapidly de-fleet or re-fleet in response to
changing market conditions. Collateral sale proceeds are considered over time relative to residual values
to assess the effectiveness of a leasing company’s depreciation policies.

Seasonalityand Complementary
Growth Impacts

Since asset quality can be distorted by growth, where possible, Fitch may perform analysis on a static -pool
basis to measure asset quality of different vintages. Static-pool or vintage analysis can provide an early
warning of problems, such as rapid asset-quality deterioration, forcing accelerated chargeoffs, which may
highlight loosening of underwriting policies.

Fitch recognizes that seasonality can play a role in distorting asset quality and, to complement static-pool
analysis, Fitch may analyze other growth-adjusted asset-quality metrics, looking at
impairment/delinquency and net chargeoff ratios onboth a coincident (current) and lagged basis. In
addition, portfolio shrinkage can also skew coincident and lagged credit metrics, so, in these instances,
Fitch will also track the relative absolute change in portfolio impairments/delinquencies and losses from
one period to another.

Business Model Complementary
Specifics

The key asset quality metrics for finance and leasing companies are less relevant for debt purchasers,
whose assets are typically impaired, but acquired at a significant discount. Instead, Fitchwill focusonthe
stability and resilience of cash flow generation from acquired portfolios relative to their purchase price.
Fitch will also review industry measures such as gross ‘cash on cash’ multiples, net cash on cash multiples
(net of collection activity costs) and price paid/face value of purchased assets, where available.

*Where disclosed under IFRS 9, impaired loans will be loans classified as being at ‘stage 3.

Source: Fitch Ratings.

Asset Quality Benchmarks — Finance and Leasing Companies

Implied Factor Score

Operating Environment aaand b and
Metric Score Above a bbb bb Below
Impaired and Nonperforming Ratio® ‘aa’ category or higher x<1 1<x<3 3<x<6 6<x<14 x>14
Impaired and Nonperforming Ratio® ‘a’ category x<0.25 0.25<xs2 2<xs5 5<x<12 x>12
Impaired and Nonperforming Ratio® ‘bbb’ category X<0.5 0.5<x<4 4<x<10 x>10
Impaired and Nonperforming Ratio® ‘bb’ category x<0.75 0.75<xs5 x>5
Impaired and Nonperforming Ratio® ‘b’ category or lower x<1 x>1

?For countries and/or asset classes where the impaired and non-performing framework is not utilized, delinquency ratios (typically 30-day) may be used as a substitute.
For leasing companies, the impairment ratio is calculated as impairments on leased assets plus incurred gains and losses on the sale of leased assets/total leased assets.
Note: Fitch may exclude or normalize a quarterly data point if it is belie ved to be unduly influenced by seasonality rather than reflecting a longer term asset quality

trend.
Source: Fitch Ratings.
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Asset Quality Metrics — Finance and Leasing Companies

Metric

Core Versus Complementary

Impaired and Nonperforming Ratio

Core

Loan Loss Allowances/Impaired Loans

Complementary

Impaired Loans Less Loan Loss Allowances/Tangible Equity Complementary

Net Chargeoffs/Average Loans

Complementary

Residual Value Gains (Losses)/Book Value of Assets Complementary

Note: Fitch may exclude or normalize a quarterly data point if it is believed to be unduly influenced by seasonality rather than reflecting a longer term asset quality trend. For
leasing companies, asset-quality ratios are calculated as impairments on leased assets plus incurredgains and losses on the sale of leased assets/total leased assets.

Source: Fitch Ratings.

Earnings and Profitability — Finance and Leasing Companies

Core Versus
Attribute Complementary Description
Pre-Tax Net Core(ForFinance Forfinance and leasing companies with high balance sheet usage, Fitch focuses primarily on portfolio yields and
Income/ and Leasing return on assets and return onequity measures, which are more easily comparable across the bank and non-bank

Average Assets

Companies with
High Balance Sheet
Usage)

universes. Fitch will also consider risk-adjusted margins, which measure the level of profitability for the risk
taken, since it deducts provision expense and interest expense from total net operating revenue. A review of
earnings quality primarily reflects an assessment of recurring cash-based earnings, principally net interest and
lease and fee income, as opposed to nonrecurring gains/losses, noncash gains or mark-to-market gains on
derivatives or investments.

EBITDA/
Revenues

Core (For Finance
and Leasing
Companies with
Low Balance Sheet
Usage)

For finance and leasing companies with low balance sheet usage, Fitch places emphasis on EBITDAmargin
analysis. Where core income is from fee-type sources, as is the case with finance and leasing companies with low
balance sheet usage, Fitch evaluates the reliability and variability of these fees over a cycle. Additionally, Fitch
may also review accruals for fee-type services, such as rewards for credit card usage or fee suppression policies
for unearned income, to assess the collectability over time, where applicable. For leasing companies where the
average lease termisrelatively short, such as rental car companies and small ticket lessors, and for companies
with proven stable asset-based cash generation and/or significant non-balance sheet-related earnings, such as
debt purchasers, Fitch’s analysis of earnings and profitability typically focuses on cash flow metrics and analysis.
Fitch may make adjustmentsto its EBITDA calculation to exclude depreciationexpense ifitis believed tobe a
recurring operating expense and nosignificantchange in leased asset levels is expected. However, in that case,
Fitch would look to add back proceeds from the sale of leased assets to its calculation of cash flow, as it would
likely be deemed a significant source of debt repayment.

Operating
Expenses

Complementary

Fitch also looks at operating expenses relative to revenue, loans or leases, including the mix of variable and fixed
costs. Fitch recognizes that finance and leasing companies may have very different cost structures. For example,
acompany with a globalfootprint, like an aircraft lessor, is likely to have a higher level of operating expenses
versus one that relies on centralized functions but this may be offset by other factors such as lower credit losses
or higher asset yields.

Depreciation and
Non-Cash Items

Complementary

Depreciation expense is typically a significant noncash item for leasing companies and Fitch views it as an
important cost, since such companies typically need to continually replace equipment involved in operating
leases and stay within certain age parameters. To the extent anissuer reports a material amount of noncash
income, Fitch may request a reconciliation of reported earnings to operating cash flows. Fitch views significant
noncash items as lowering the quality of earnings.

Treatment of
Securitizations

Complementary

To the extent that a finance and leasing company securitizes receivables and removes them fromits balan ce
sheet or services assets not on its balance sheet, Fitch focuses on managed measures of profitability, which
consider reported profits and expenses relative to the company’s serviced portfolio of loans or leases. This
provides a clearer picture of the underlying profitability of the book of business, since anissuer typically earns a
fee for servicing the assets in the securitization vehicle.

Source: Fitch Ratings.
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Earnings and Profitability Benchmarks — Finance and Leasing Companies

Implied Factor Score

Operating aaand b and
Metric Environment Score Above a bbb bb Below
Pre-Tax Income/Average Assets (%)* ‘aa’ category or higher x>4.0 3.0<x<4.0 2.0<x<3.0 1.0<x<2.0 x<1.0
Pre-Tax Income/Average Assets (%)° ‘a’ category x>5.0 3.5<x<5.0 2.5<x<3.5 1.0<x<2.5 x<1.0
Pre-Tax Income/Average Assets (%)° ‘bbb’ category x>6.0 4.0<x<6.0 1.0<x<4.0 x<1
Pre-Tax Income/Average Assets (%)° ‘bb’ category x>6.0 2.0<x<6.0 x<2.0
Pre-Tax Income/Average Assets (%)° ‘b’ category or lower x>7.0 x<7.0
EBITDA/Revenues (%)° All x>50 30<x<50 20<x<30 10<x<20 x<10

2For high balance sheet usage finance and leasing companies. °For low balance sheet usage finance and leasing companies.

Source: Fitch Ratings.

Earnings and Profitability Metrics — Finance and Leasing Companies

High Balance Sheet Usage

Core Versus Complementary

Pre-Tax Net Income/Average Assets

Core

Pre-Tax Net Income/Average Equity

Complementary

Residual Value Gains (Losses)/Pre-Tax Income Complementary

Operating Expenses/Total Net Revenues

Complementary

Depreciation Expenses/Total Revenues

Complementary

Low Balance Sheet Usage

Core Versus Complementary

EBITDA/Revenues

Core

Pre-Tax Income/Revenues

Complementary

Source: Fitch Ratings.

Capitalization and Leverage — Finance and Leasing Companies

Core Versus
Attribute Complementary Description
Debt/ Core (For Financeand Fitch’s assessment of a finance and leasing company’s capitalization and leverage metrics focuses primarily

Tangible Equity  Leasing Companieswith
High Balance Sheet

on debt to tangible equity for finance and leasing companies with high balance sheet usage. With respectto
equipment lessors, Fitch will not exclude maintenance right assets and lease premiums from tangible equity

Usage) if these balance sheet items are believed to contain sufficient economic value to support creditors.
Debt/ Core (For Financeand Fitch’s assessment of a finance and leasing company’s capitalization and leverage metrics focuses primarily
EBITDA Leasing Companies with on debt/EBITDA for finance and leasing companies with low balance sheet usage and for companies with
Low Balance proven stable asset-based cash generation and/or significant non-balance-sheet-related earnings, such as
Sheet Usage) debt purchasers.

Business Model Complementary
Specifics

For leasing companies with weaker quality lessees and/or material residual value risk, such as large
equipment lessors, the primary capitalization and leverage focus is typically on balance sheet metrics such as
debt to equity. For large equipmentlessors which benefit from high quality lessees, long-term contractual
cash flows, limited order book/impairment risk and/or structural barriers to entry/competition, Fitch’s
analysis of leverage and capitalization may take a corporate approach, in which the primary focusisoncash
flow coverage and debt service. Fitch uses EBITDA as a proxy for cash flow.

The same may be applicable for leasing companies where the average lease termisrelatively short, such as
rental car companies and small ticket lessors, and for companies with proven stable asset-based cash
generation and/or significant non-balance sheet-related earnings, such as debt purchasers. For debt
purchasers, Fitch will also assess gross debt/estimated remaining collections, where available.

Continued on next page.
Source: Fitch Ratings.
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Capitalization and Leverage — Finance and Leasing Companies (Continued)

Global

Core Versus
Attribute Complementary Description

Double Leverage Complementary Where relevant, Fitch also looks at double leverage, defined as equity investments in subsidiaries plus holding
company intangibles divided by equity, whichreflects debtissued at the parent company level that has been
down streamed as equity into subsidiaries. While a small amount of double leverage can be expected, Fitchis
concerned when double leverage is high (i.e. above 120% or more of a parent company’s common equity) on a
sustained basis, unless mitigated by some other means (e.g. subsidiary liquidity support agreement). A high
degree of double leverage can result inincreased rating differentials between a parent company and its
subsidiaries, particularly if regulated subsidiaries are involved, since dividends from these entities may be
restricted. When feasible, Fitch will review a regulated subsidiary’s dividend capacity relative to the holding
company’s fixed costs and dividends.

Source: Fitch Ratings.

Capitalization and Leverage Benchmarks — Finance and Leasing Companies

Implied Factor Score

Operating aaand b and
Metric Environment Score Above a bbb bb Below
Debt/Tangible Equity (x)* ‘aa’ category or higher x<1.0 1.0=x<3.0 3.0sx<5.0 5.0=x<8.0 x=8.0
Debt/Tangible Equity (x)* ‘a’ category x<0.8 0.85x<3.0 3.0=x<5.0 5.0sx<7.5 x27.5
Debt/Tangible Equity (x)* ‘bbb’ category x<0.75 0.75<x<4.0 4.0<x<7.0 x27.0
Debt/Tangible Equity (x)* ‘bb’ category x<0.6 0.6sx<5.5 x25.5
Debt/Tangible Equity (x)* ‘b’ category or lower x<0.5 x20.5
Debt/EBITDA (x)° All x<0.5 0.5sx<1.5 1.5sx<2.5 2.55x<3.5 x23.5
2For high balance sheet usage finance and leasing companies. °For low balance sheet usage finance and leasing companies.
Source: Fitch Ratings.
Capitalization and Leverage Metrics — Finance and Leasing Companies
High Balance Sheet Usage Core Versus Complementary
Debt/Tangible Equity Core
Tangible Equity/Tangible Assets Complementary
(Net Income-Dividends-Share Repurchases)/Beginning Equity Complementary
Low Balance Sheet Usage Core Versus Complementary
Debt/EBITDA Core
Source: Fitch Ratings.
Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 77



FitchRatings

Financial Institutions
Global

Funding, Liquidity and Coverage — Finance and Leasing Companies

Attribute

Core Versus
Complementary

Description

Unsecured
Debt/Total
Debt

Core (Forfinanceand Fitch believes an overreliance on secured financing sources such as asset-backed securitization, repurchase
leasing companies with agreements, covered bonds, or secured bank loans, may constrain a finance and leasing company’s funding,

high balance sheet
usage)

liquidity and coverage assessment, as a high proportion of encumbered assets will reduce financial flexibility. In
assessing creditor protections, when informationis available, Fitch will focus on unsecured debt as a percent total
debt and, by extension, unencumbered assets relative to unsecured debt. This encompasses not only the amount,
but also the relative quality of assets supporting unsecured debtobligations. Fitch typically stresses asset values
by applying haircuts, depending onthe riskiness of the asset class. In considering unencumbered assets, Fitch also
makes adjustments based on seniority of liens that may exist in financing agreements and for pledged assets.

EBITDA/
Interest
Expense

Core (Forfinanceand For finance and leasing companies with low balance sheet usage, Fitch assesses funding, liquidity and coverage,
leasing companies with primarily on the basis of interest coverage more so than funding or liquidity. For leasing companies where the

low balance sheet
usage)

average lease termis relatively short, such as rental car companies and small ticket lessors, and for companies
with proven stable asset-based cash generation and/or significant non-balance sheet-related earnings, such as
debt purchasers, Fitch’s analysis of funding, liquidity and coverage typically focuses on cash flow metrics. For
finance and leasing companies that pay preferred dividends, Fitch would also calculate EBITDA coverage of both
interest expense and preferred dividends.

Reliance on
Short-Term
Funding

Complementary

Fitch understands that issuers may be motivated to fund themselves with short-term debt, since thisis often less
costly; however, it is Fitch’s view that an overreliance on short-term financing can be very problematic, especially
during times of market duress. In thinking about short-term financing, Fitch focuses on asset maturities. For
example, an issuer with very short-dated assets (charge card, factoring receivables, auto floorplan loans or certain
consumer loans) may be better able torely upon asset cash flow to support a reasonable component of short -term
financing than anissuer with long-dated assets, such as mortgages, student loans or aircraft. Nonetheless, even
when asset maturities are very short term, a degree of longer term financing should be in place to finance the book
of business.

Contingent
Funding

Complementary

Sound contingency plans should be established to cover the potential that short-term assets financed by short-
term debt may not produce expected levels of cash flowin all phases of a business or product cycle. This would
include coverage for potential extension of hold periods for assets expected to be sold and that are funded by
short-term debt.

Contingent funding should be reasonably accessible during times of financial duress and should not rely on an
issuer to maintain covenant compliance. Fitch would expect investment-grade finance and leasing companies to
be able to demonstrate contingency plans that allow the entity to navigate a prolonged disruption in liquidity and
funding markets. This can be demonstrated by anability to fund core operations over a 12-month period via cash
flow generation and committed financing facilities from appropriately rated entities but excluding ac cess to public
unsecured markets if that is the primary source of funding in periods of normal market conditions. Additionally,
Fitch may evaluate a firm’s wind-down or liquidation scenarios to gain anunderstanding of how effectively and
efficiently assets can be liquidated to cover costs, including debt service, ona timely basis.

Order Books

Complementary

Contingency funding plans take on added significance for leasing companies with large order books, particularly
given that these obligations must be financed through a variety of economicenvironments. Order books are more
prevalent in the aircraft, railcar and container leasing sectors, and represent commitments to purchase assets
from manufacturers, in some cases years before they will be leased. The existence of committed financing, such as
warehouse facilities, helps to mitigate some of this risk; however, the maturity of the facilities may pre-date order
deliveries, which can yield refinancing risk. Fitch considers a lessor’s order book size in relation to the size of its
balance sheet, existing fleet, operational and marketing capabilities, the extent to which committed leases are in
place at the time of the order, as well as its capital raising track record. However, the existence of significant or der
books, particularly if they are long-tailed, may be a rating constraint.

Funding
Quality and
Diversity

Complementary

Fitch views diverse sources of funding, in terms of markets, investors and geography, as well as funding stability,
to be positive for the funding, liquidity and coverage score. Fitch looks at the portion of credit facilities that is
committed versus uncommitted, the composition of the credit providers and the frequency with which facilities
are utilized. Fitch looks at the length of the relationships, as well as other business flows (such as cash
management or securities underwriting) that a finance and leasing company maintains with its credit providers,
since this may have a material impact on whether lenders accommodate the issuer during periods of financial
duress. Fitch may only take account of available liquidity from backup lines of credit from highly rated banks
and/or banks rated the same or higher thanthe issuer itself.

Continued on next page.
Source: Fitch Ratings.
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Funding, Liquidity and Coverage — Finance and Leasing Companies (Continued)

Core Versus

Attribute Complementary

Description

Treatment of Complementary
Securitizations

When there is a significant portion of securitization activity, Fitch may compare the qu ality of securitized
receivables to those remaining unencumbered to ensure that no “cherry picking” or adverse selection has
occurred. Fitch believes that securitized receivables should reflect a cross-section of originated loans or leases. As
aresult, strategies that rely on either selling the weakest or strongest credits may negatively affect the funding,
liquidity and coverage score. Moreover, Fitch believes a finance and leasing company should be able to
demonstrate liquidity inall the asset types it originates. For example, if an issuer cannot demonstrate secondary
market liquidity for a particular asset class, Fitch may view additional capital and/or liquidity to support that
particular asset as appropriate. Additionally, Fitch may factor in anincreased likelihood of voluntary support for
non-recourse obligations for finance and leasing companies that are overly relianton securitization as a source of
funding. Voluntary supportcould arise as a means for the issuer to limit reputational damage and potential loss of
market access to this funding source in the event of underperformance.

Covenant Complementary

Compliance

Fitch may consider covenantsin creditagreements to understand covenant and security features, as these can
have a bearing on afinance and leasing company’s ability to conductits business. Although technical defaults, such
as afinancial covenant violation, may often be waived, this usually comes at considerable expense. Therefore, a
covenant breach may negatively affect Fitch’s funding, liquidity and coverage assessment if it is viewed as an
indicator of a material change in the entity’s risk profile or financial flexibility.

Payout Ratio Complementary

Many finance and leasing companies pay out some portion of earnings, either toa parent company or to
public/private shareholders, whichis a cash use. For payout ratios, Fitch focuses on combined measures, which
include bothdividends and net share repurchases, in order to assess the impact onliquidity.

Mortgage REIT Complementary
Specifics

Fitch typically views mortgage REITs as having weaker liquidity positions than similar finance companies that
have not elected REIT status, as REITs have weaker capital retention flexibility. However, REITs that address
required dividend distributions through the issuance of new shares as opposed to cash dividend payments may
have stronger liquidity than REITs that pay out the majority of taxable income as cash dividends to stockholders.
Based on guidelines established by the National Association of Real Estate Investment Trusts, funds from
operations (FFO) for mortgage REITs are defined as net income excluding gains (orlosses) from property sales,
plus depreciation and amortization, plus adjustments for unconsolidated partnerships and joint ventures. Fitch
compares dividends paid to stockholders with FFO for mortgage REITs. Adjustments for unconsolidated
partnerships and jointventures will be calculated to reflect FFO onthe same basis.

Fitch subtracts capital expenditures and excludes noncash itemsincluded in FFO to arrive at adjusted funds from
operations (AFFO) for mortgage REITs and compares dividends paid to stockholders with AFFO. Although FFO
and AFFO are after-interest expense measures, these measures are relevant to bondholders and preferred
stockholders. Namely, if FFO or AFFO payoutratios are close toor exceed 100%, itindicates the REIT is not
retaining cash flow for future liquidity to meet its fixed -charge obligations and is accessing other forms of cash
flow to pay itsdividends, which Fitch views negatively.

Source: Fitch Ratings.

Funding, Liquidity and Coverage Benchmarks — Finance and Leasing Companies

Implied Factor Score

Operating aaand b and
Metric Environment Score Above a bbb bb Below

‘aa’ category or
Unsecured Debt/Total Debt (%)? higher x>90 50<x<90 35<x<50 x<35 x=0
Unsecured Debt/Total Debt (%)* ‘a’ category x>95 60<x<95 40<x<60 10<x<40 x<10
Unsecured Debt/Total Debt (%)° ‘bbb’ category x>95 75<x<95 20<x<75 x<20
Unsecured Debt/Total Debt (%)* ‘bb’ category X=100 50<x<100 x<50
Unsecured Debt/Total Debt (%)° ‘b’ category or lower X>95 x<95
EBITDA/Interest Expense (x)° All x>15 10<x<15 6<x<10 3<x<6 x<3

?For high balance sheet usage finance and leasing companies. °For low balance sheet usage finance and leasing companies.

Source: Fitch Ratings.
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High Balance Sheet Usage

Core Versus Complementary

Unsecured Debt/Total Debt

Core

Short-Term Debt/Total Debt

Complementary

EBITDA/Interest Expense

Complementary

Unencumbered Assets/Unsecured Debt

Complementary

Dividends/Net Income

Complementary

Low Balance Sheet Usage

Core Versus Complementary

EBITDA/Interest Expense Core
Source: Fitch Ratings.
Financial Profile — Finance and Leasing Companies
aaa aa A Bbb bb b ccc and Below
Asset Hasan Has avery high Has ahigh degree Hasadegree of Has above-average Has highly variable Hasor islikely to
Quality unparalleled degree of stability ofstabilityasmay stability asmay be levelsofimpaired or poor asset have asset-quality
degree of stability asreflected inlow bereflected in reflected in assets and losses. quality,impaired measures that are
asreflected in very levelsofimpaired modest levelsof  average levelsof  Asset quality assets and losses. considerably
low levels of assets and/or low impaired assets impaired assets measures are likely Asset quality weaker than
impaired assets losses over and/or losses. and/or losses. to be more volatile measures are likely industry
and/or minimal multiple economic Asset qualityis Asset quality in the face of to bevery volatile benchmarksor
losses throughout and/or interest moderately measures are likely changesin based on changes historical norms.
economic and/or ratecycles. Asset- variable over to fluctuateover economicand/or ineconomic and/or
interest rate quality measures economic or economic and/or interest rate cycles interest rate cycles
cycles. Asset- are better than interest rate interest rate and generally and generally
quality measures comparable cycles. Asset- cycles. Asset- worse or more significantly worse
are consistently  institutions. quality measures quality and/or vulnerablethan  or morevulnerable
better than Concentration arelikely to be concentrationrisk broad industry than broad
comparable risks are low or modestly better measures are averages. industry averages.
institutions. effectively than at peer generallyinline  Concentration Concentration
Concentration mitigated. institutionsor less with broad risks may be above risks may be very
risks are very low vulnerable to industry averages. average. high.
or effectively economic and/or
mitigated. interest rate
cycles.
Concentration
risks may be
modestly better
than peers.
Earnings Earningsand Earningsand Earningsand Earningsand Earningsand Earningsand May be
and profitabilityare  profitabilityare  profitabilityare  profitabilitymay profitability may profitabilityare  structurally

Profitability highly predictable

throughout
economic and/or
interest rate

cycles. Profitability

measures are
consistently
commensurate
with risk-averse
nature.

very predictable
over multiple
economic and
interest rate

cycles. Profitability

measures are
commensurate
with very low risk
but may vary
modestly, although
they remain
generally superior
to comparable
institutions.

moderately
variable over
economic and/or
interest rate

cycles. Profitability

measures are
commensurate
with low risk but
subject to
variability.
Profitability is
generally better
than industry
averages.

bevariableover  behighlyvariable
economic and/or over economic
interest rate and/or interest
cycles. Profitability rate cycles.
measures reflect  Profitability
inherentriskora measures may not
highly competitive fully reflect
environment and inherent risk and

can besubjectto aresubject to
increased variability.
variability. Profitability is

Profitabilityis below average
average relative to relativeto broad
broad industry industry averages.
averages.

volatile and highly
correlated with
economic and/or
interest rate
cycles. Profitability
measures may not
fully reflect
inherent risk and
are subject to
variability.
Profitability iswell
below average
relative to broad
industry averages.

unprofitableon
either areported
or operating basis.
Return to break-
even or sustainable
profitability is
highly uncertain.

Continued on next page.
Source: Fitch Ratings.
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aaa aa a bbb bb b ccc and Below
Capitalization  Capitalizationis Capitalizationis Capitalization Capital levelsmay Capital levelsmay Capital levelsare Capitalization
and Leverage extremely strong strongand levels broadly not be fully not be fully not and leverage
and commensurate commensurate commensurate commensurate commensurate have clear
commensurate with risk. Capital with risk. Capital with risk. Capital with risk. Capital with risk. Capital deficienciesthat
with risk. Capital and leverage and leverage and leverage levels and leveragecan  and leverage have or may
and leverage targets levels may be may be more withstand asset levels may be well require capital
targets incorporate ability relatively more vulnerable to quality and market below peer injections.
incorporate ability to withstand volatile but likely severe asset value shocks. institutions and
to withstand significant asset  only modestly quality and market highly vulnerable
severe asset quality and affected by severe value shocks. to asset quality
quality and market value asset quality and and market value
market value shocks. market value shocks.
shocks. shocks.
Funding, Funding and Fundingand Fundingand Fundingand Funding and Fundingand Funding and
Liquidity and liquidity are liquidity arevery liquidity are liquidity are liquidity are liquidity areless liquidity are
Coverage exceptionally stable. Minimal stable. Wholesale generallystable, generallystable, stableand maybe unstable.
stable. Minimal reliance on short- fundingis although there although there pronetosudden Funding

reliance on

wholesale funding Wholesale funding long term. Funding funding

Fundingisnot
confidence

termfunding.

ispredominantly
long termwith

sensitive. Funding established
sources are highly investor appetite.

diverse. Funding
duration
significantly
exceeds average
maturity of
portfolio assets.
Fundingis fully
unsecured,
supported by
extremely robust
pool of
unencumbered
assets. Extremely
robust
contingency
funding plansare
in place.

Fundingis
relatively less
confidence
sensitive. Funding
sources are very
diverse. Funding
duration exceeds
average maturity
of portfolio assets.
Fundingis
predominantly
unsecured,
supported by a
very robust pool
of unencumbered
assets. Very
robust
contingency
funding plans are
in place.

predominantly

may be modestly
confidence

sensitive. Funding

sources are
relatively diverse.
Fundingduration
iscommensurate
with average
maturity of
portfolio assets.
Fundingislargely
unsecured,
supported by a
robust pool of
unencumbered
assets. Robust
contingency
funding plans are
in place.

may be moderate may be funding
concentrations.
Meaningful

reliance on less-

stable wholesale

concentrations.
Reliance on less
stable wholesale
funding sources.

Fundingis Accessto funding
confidence may be uncertain
sensitive. Funding during periods of
duration is market stress.
commensurate Funding duration
with average may not be
maturity of commensurate
portfolio assets.  with average
Meaningful maturity of
unsecured funding portfolio assets.
component, Meaningful
supported by a secured funding,
modest pool of with some

encumbrance of
balance sheet
assets.
Contingency
funding plans may
not be sufficient.

unencumbered
assets. Reasonable
contingency
funding plans are
in place.

sources of funding.

changesin
creditor
sentiment. Access
to fundingduring
periods of market
stress is very
uncertain.
Fundingduration
isnot
commensurate
with average
maturity of
portfolio assets.
Largely secured
funding, with
meaningful
encumbrance of
balance sheet

assets. Contingent
funding plans may

not be well

duration is very
short term. Fully
secured funded
and fully
encumbered
balance sheet.
Contingent
funding plans
are non-existent.

Source: Fitch Ratings.
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11.5.e Financial Market Infrastructure Companies
Fitch’s financial profile assessment for FMIs considers the following subfactors:
° capitalization and leverage;
° funding, liquidity and coverage;
° earnings and profitability; and
° counterparty exposure;
FMI Subsector Typical Characteristics and Analytical Considerations
Exchanges Clearing Houses CSDs Without Banking License Bank-Licensed CSDs
Primary Activities Operate marketplace to Clear and settle trades Settle trades, provide In addition to activities
buy/sell listed financial executed on an exchange, safekeeping/custody of securities act similar to those of CSDs
instruments, disseminate performtrade comparison,  aspayingand transfer agent, provide without banking licenses,
trade info, provide market act as agent, principalor recordkeeping services. also take deposits from and
data. guarantor on settled trades. provide overdraft credit
facilities to clients.
Primary Risk(s) Operational Counterparty Operational Operational, counterparty
Degree of Balance Sheet Limited Limited, aside from Limited Present, but often low risk
Risk consolidated guaranty funds
Degree of Counterparty Limited Material Limited Modest
Risk
Primary Capitalization Debt/EBITDA Debt/EBITDA, supplemented Debt/EBITDA Core capital to weighted
and Leverage Metric(s) with sufficiency of guaranty risks; regulatory ratios
fund
Primary Earningsand  EBITDA margin, EBITDA margin, EBITDA margin, capex/revenue Operating costs relative to
Profitability Metric(s)  capex/revenue capex/revenue fees
Primary Master Rating Non-Bank Financial Non-Bank Financial Non-Bank Financial Institutions Bank Rating Criteria
Criteria Institutions Rating Criteria  Institutions Rating Criteria  Rating Criteria

Source: Fitch Ratings.

Capitalization and Leverage — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary

Description

Gross Debt/ Core
EBITDA

Fitch primarily focuses on cash flow leverage metrics when assessing FMIs due to the low balance sheet usage of
their businesses. In these cases, debt repayment is likely to be a function of cash flow generated by the business
as opposed to liquidation of collateral or monetization of assets on the balance sheet. Fitch defines cash flow
leverage as gross debt to EBITDA. Fitch may focus on netdebt/EBITDA where cash is set aside for near-term
debt service. Where applicable, Fitch may additionally assess lease adjusted debtto EBITDAR to account for
material operating lease expenses. Under this approach, Fitch adjusts gross debt by adding the net present value
of future lease payments, or 8.0x the current rental expense and adjusts EBITDA by adding the current rental
expense.

Gross Debt/ Complementary
Tangible Equity

For clearing houses, Fitch considers cash flow leverage metrics, especially inthe cases where a clearing house
does not take legal ownership of margindeposits but alsowill review balance sheet leverage metrics, collateral
margining and guarantee fund contributions relative to counterparty exposure. With respect to balance sheet
leverage metrics, Fitch primarily considers gross debt to tangible equity. As a result of consolidation and mergers
and acquisitions, a substantial amount of goodwill is recorded on the balance sheets of many FMIs, which Fitch
excludes when calculating balance sheet leverage metrics.

Capital Structure Complementary
and Capital
Expenditures

Fitch’s assessment of capital adequacy will also take into consideration a FMI’s capital structure and regulatory
requirements, where applicable. Fitch also considers free cash flow relative to gross debt, in order to assess cash
flow leverage net of the amount of capital expenditures FMIs are making to maintainand upgrade technology
platforms.

Capital Outside = Complementary
the Default
Waterfall

Asaclearing house bears all losses that are not associated with a clearing member default, Fitch may also assess
the capital available outside the waterfall to manage potential losses outside of the clearing mechanism. Such
losses could include losses on margin collateral or losses/impairments associated with acquisitions.

Source: Fitch Ratings.
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Capitalization and Leverage Benchmarks — Financial Market Infrastructure Companies
aaor Above a bbb bb b or Below
Gross Debt/EBITDA (x) x<0.5 0.5sx<2.0 2.0=x<3.5 3.55x<5.5 xz5.5

Source: Fitch Ratings.

Capitalization and Leverage Metrics — Financial Market Infrastructure Companies

Metric

Core Versus Complementary

Gross Debt/EBITDA

Core

Free Cash Flow/Gross Debt

Complementary

Gross Debt/Tangible Equity

Complementary

Source: Fitch Ratings.

Funding, Liquidity and Coverage — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary Description
EBITDA/ Core Fitch assesses FMIs’ funding, liquidity and coverage primarily onthe basis of interest coverage. Where applicable

Interest Expense

Fitch additionally assesses lease EBITDAR to interest expense to account for material operating lease expenses.

Contingent
Funding Sources

Complementary

Under normal operating conditions, an exchange or CSD without a banking license has limited liquidity needs and
primarily relies on operating cash flows to support capital expenditures and near-term debt maturities. Liquidity
needs may be elevated during periods of stress and, as such, Fitch considers contingent funding sources such as
lines of credit relative to capital expenditures and general corporate purposes.

On the other hand, clearing houses have more distinct liquidity needs related to clearing and settlement
functionsin the event of a temporary market disruption or a clearing member or custody bank default. As such,
Fitch considers the amount of contingent funding available, including access to committed credit facilities, the
size of available lines, for which offered products the lines can be utilized and unrestricted cash and investment
securities on the balance sheet.

Covenant
Compliance

Complementary

Fitch will review a FMI’s compliance with covenants (financial and negative) related to lines of creditand debt.
Non-compliance with debt covenantsis likely to negatively influence Fitch’s funding, liquidity and coverage
assessment unless the assessment already reflects a high probability of non-compliance.

Payout Ratio

Complementary

Many FMIs pay out some portion of earnings, either to a parent company or to public/private shareholders, which
isacash use. For payout ratios, Fitch focuses on combined measures, which include both dividends and netshare
repurchases, in order to assess the impact on liquidity.

Business Model
Specifics

Complementary

Certain clearing houses take legal ownership of margin deposits. In such instances, Fitch will consider the
percentage of liquid assets relative to potential outflows and the historical level and fluctuation of customer
deposits when evaluating the liquidity of clearing house.

Source: Fitch Ratings.

Funding, Liquidity and Coverage Benchmark — Financial Market Infrastructure Companies

aaand Above a bbb bb

b and Below

EBITDA/Interest Expense (x) x>15 10<x<15 6<x<10 3<x<6

x<3

Source: Fitch Ratings.

Funding, Liquidity and Coverage Metrics — Financial Market Infrastructure Companies

Metric Core Versus Complementary

EBITDA/Interest Expense Core

Unrestricted Cash and Marketable (investments) Securities/Short-Term Debt Complementary

Source: Fitch Ratings.
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Earnings and Profitability — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary Description
EBITDA/ Core A key profitability measure for exchanges, clearing houses and CSDs without banking licenses is EBITDA margin,

Total Revenues

defined as EBITDA divided by total revenues. Fitch evaluates the reliability and variability of these margins over
time to assess sensitivity to market conditions.

Earnings Stability Complementary
and Diversity

For FMIsthat are not member owned, Fitch evaluates the ability to generate profits through various market
cycles. Fitch considers whether revenues are highly dependent on transaction volumes (executed, cleared and/or
settled), which are driven by market conditions and looks at trends with a longer term horizon. Fitch also
evaluates non-transactional revenue sources such as market data and information services, which can help
diversify and stabilize performance over market cycles. Fitch also evaluates revenue contributions by product
and geography, revenue by asset class relative to volume (rate per contract), revenue volatility and volume
volatility. Cost controls, the flexibility and variability of expenses and performance relative to peers are also
reviewed by Fitch. Lastly, for those clearinghouses that take legal ownership of margin deposits, Fitch may also
consider the extent to which net interest income contributes to earnings stability and diversity.

Capital
Expenditures

Complementary

Fitch will consider trends in capital expenditures as a percentage of depreciation and amortizationto ascertain
the degree of reinvestment in the business through cycles. The magnitude of the ratiois not necessarily as
important aswhether itis positive (implying increased investment in the business), neutral (implying balanced
reinvestment in the business) or negative (implying reduced investment in the business).

Business Model
Specifics

Complementary

In analyzing the profitability of FMIs, itis necessary to ascertain whether the entity is operating as a profit -
maximizing entity or not. If itis not a profit-maximizing entity (i.e. it is member-owned), the likely focus is on cost
controls (maintaining low execution, clearing and/or settlement costs) and break-even results. Excess profitsin
theform of dividends or rebates are typically returned to owner-members. In these instances, Fitch will assess
the ability of a FMI to limit payouts toits owner-members during stressed marked conditions, which could
positively influence the earnings and profitability score.

Source: Fitch Ratings.

Earnings and Profitability Metrics — Financial Market Infrastructure Companies

Metric

Core Versus Complementary

EBITDA/Total Revenues

Core

Rate per Contract

Complementary

Capital Expenditure/Revenue

Complementary

Capital Expenditure/Depreciation and Amortization

Complementary

Source: Fitch Ratings.

Earnings and Profitability Benchmark — Financial Market Infrastructure Companies

(%)

aaand Above a bbb bb b and Below

EBITDA/Total Revenues

x>50 30<x<50 20<x=30 10<x=20 x<10

Source: Fitch Ratings.

Counterparty Exposure — Financial Market Infrastructure Companies

Core Versus
Attribute Complementary Description
Member Core With respect to clearing houses, Fitch assesses clearing member concentrations and the steps the clearing house

Concentration

takes to monitor and minimize exposure toindividual clearing members. Fitch reviews guarantee fund
contributions by clearing member, top 10 counterparty exposures, guarantee fund coverage of the largest
counterparty exposures and margindeposits (by asset class) compared to respective volumes.

Limits and
Remediation

Complementary

Fitch also reviews clearing houses’ limits for clearing members and steps taken when limits are breached.

Source: Fitch Ratings.
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Financial Profile — Financial Market Infrastructure Companies

Financial Institutions

Global

aaa

aa

a

bbb bb

b

ccc and Below

Capitalization
and Leverage

Capitalization and
leverage are
extremely strong
and commensurate
with risk.
Capitalization and
leverage are
maintained with
very significant
buffers over
regulatory
minimums or as

Capitalization and Capitalization and

leverage are
strong and
commensurate
with risk.

Capitalization and

leverage are
maintained with
comfortable
buffers over
regulatory
minimums or as

leverage levels
broadly

Capitalization and

leverage may not leverage are not

leverage are not

Capitalization and Capitalization and Capitalization

and leverage

commensurate with
risk. Capitalization
and leverage are
maintained with
solid buffers versus
regulatory
minimums and
generally above
peerinstitutions.

leverage are
maintained with
satisfactory
buffers over
regulatory
minimums and

Capitalization and

be fully fully
commensurate commensurate
with risk. with risk.

Capitalization and
leverage are
maintained with
moderate buffers
over regulatory

commensurate have clear

with risk. deficiencies that
Capitalization and either have or
leverage arelow, mayrequire
and buffersover capital
regulatory injections.

minimums are
small. Capital and

minimums and may leverage levels

be below peer

may be well below

compared to peer compared to peer Capital and generallyinline  institutions. peer institutions
institutions. institutions. leverage levels may with peer Capital and and highly
Capital and Capital and berelatively more institutions. leverage are highly vulnerable to
leverage targets  leverage targets  volatilebut likely Capital and vulnerable to shocks.
incorporate ability incorporate ability only modestly leverage levels significant shocks
to withstand to withstand affected by may be more but can withstand
severe shocks. significant shocks. significant asset vulnerable to moderate shocks.
quality and market significant shocks.
value shocks.
Funding, Extremely strong Verystrong Strongoperating  Sound operating Limited operating Very limited No operating
Liquidityand operatingcash operating cash cash flows and cash flows and cash flows and operating cash cash flows and
Coverage flows and liquidity flowsand liquidity liquidity levels liquidity levels liquidity levels flows and liquidity liquidity levels
levelsrelativeto  levelsrelativeto  relativeto capital relativeto capital relativeto capital levelsrelativeto relativeto
capital capital expenditures, expenditures, expenditures, capital capital
expenditures, expenditures, operational needs operational needs operational needs expenditures, expenditures,
operational needs operational needs and near-termdebt and near-term and near-term debt operational needs operational
and near-term debt and near-term maturities. Linesof debt maturities.  maturities. Linesof and near-term needs and near-
maturities. Lines of debt maturities.  credit and Lines of credit and credit and debt maturities. termdebt
credit and Linesof credit and contingent funding contingent funding contingent funding Lines of credit and maturities. No
contingent funding contingent funding consistent with are generally able areadequateto contingent access to lines of
more than consistent with business model and to support support business fundingare credit and/or
sufficient for business model liquidity needs. business model model and liquidity minimal and may contingent
business model and and liquidity needs and liquidity needs needs. not meet liquidity funding.
liquidity needs. needs.
Earningsand Earningsand Earningsand Earningsand Earningsand Earningsand Earningsand May be
Profitability profitabilityare  profitabilityare  profitability are profitability may profitability may be profitability are structurally

highly predictable
throughout
economic cycles.
Profitability
measures are
commensurate
with risk-averse
nature and
consistently
superior to
comparable peer
institutions.

very predictable
over multiple
economic cycles.
Profitability
measures are
commensurate
with very low risk
but may vary
modestly.
Profitability
measures
generally superior
to comparable
institutions.

moderately variable be variable over
over economic economic cycles.
cycles. Profitability Profitability
measures are measures reflect
commensurate with inherent risk or a

low risk but subject highly competitive

environment and
Profitabilityis can be subject to
generally better increased

than broad industry variability.
averages. Profitability is

to variability.

highly variable
over economic

cycles. Profitability

measures may not
fully reflect
inherent risk and
are subject to
variability.
Profitabilityis
below average
relative to broad

average relative to industry averages.

broad industry
averages.

volatile and highly
correlated with
economic rate

unprofitableon
either a
reported or

cycles. operating basis.
Profitability Return to break-
measures may not even or

fully reflect sustainable
inherent riskand profitability is
aresubject to highly uncertain.
variability.

Profitability is well
below average
relative to broad
industry averages.

Continued on next page.
Source: Fitch Ratings.
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Financial Profile — Financial Market Infrastructure Companies (Continued)

aaa aa a bbb bb b ccc and Below
Counterparty Very limited clearing Limited clearingmember  Average clearing member Above-average clearing Significant clearing
Exposure member concentration. concentration. Guarantee concentration. Guarantee member concentration. member concentration.
Guarantee fund coversloss fund coverslossfromthe fund coverslossfromthe Guaranteefund covers  Guaranteefund doesnot
fromthe simultaneous simultaneous default of at simultaneous default of loss from default of cover loss from the default
default of at least two of its least two of its largest only two of its largest largest clearing member. of largest clearing
largest clearing members.  clearing members. clearing members. Sufficient level of member. Insufficient level
Appropriate level of Appropriate level of Satisfactory level of collateral to support of collateral to support
collateral to supportmargn collateral to support collateral to support margin and guarantee margin and guarantee
and guarantee fund margin and guarantee fund margin and guarantee fund fund requirements. fund requirements. Very
requirements. Extremely  requirements. Prudent requirements. Less Aggressive investment of aggressive investment of
prudent investment of investment of surplus prudent investment of surplus fundsand surplusfundsand
surplus funds and extension funds and extension of surplusfundsand extension of credit to extension of credit to
of credit to facilitate credit to facilitate extension of credit to facilitate settlement. facilitate settlement.
settlement. settlement. facilitate settlement.

Source: Fitch Ratings.

I1l. Support

Unlike banks, most non-bank financial institutions do not often receive extraordinary
sovereign support that allows them to continue performing on their obligations in case of
failure. As indicated in Section | of this report, the most usual source of support for non-bank
financial institutions is shareholders (institutional support), with support from government
authorities (sovereign support) being much less common. Fitch’s view of the likelihood of
support being made available in case of need may be reflected in an entity’s SR. Where the
agency believes the most likely form of support is sovereign support, this is also reflected in
the non-bank financial institution’s SRF. Where there is no reasonable assumption that
extraordinary sovereign support is likely for a given issuer, a SRF will not be assigned. Section
I1l.1 below focuses on sovereign support and section Il.2 focuses on institutional support.

11l.1. Sovereign Support

In assessing the likelihood of extraordinary government support for a non-bank financial
institution, Fitch’s primary focus is on potential assistance from the national authorities in the
issuer's home country. This is because it is the non-bank financial institution’s national
authorities that are most likely to have both an incentive to prevent the entity from defaulting
and the regulatory and legal powers to intervene. However, in certain cases, Fitch also
assesses the possibility of support being made available to a failing non-bank financial
institution from a combination of national sovereign authorities, subnational authorities
and/or international public institutions.

Sovereign support decisions for non-bank financial institutions may be more often driven by
an assessment of the entity’s policy role as opposed to its systemic importance, although
certain non-bank financial institutions whose activities are more akin to financial utilities may
have a higher potential to exhibit systemicimportance.

Sovereign Ratings and SupportRatingFloors

Sovereign Rating Typical SRFsin Case of High Support Propensity
AAA, AA+ A+to A-

AA, AA- AorA-

A category 1-2 notches belowsovereign rating

BBB category 0-2 notches below sovereign rating

BB category 0-1 notch below sovereignrating

B category and below Equalized with sovereign rating

Source: Fitch Ratings.
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111.1.1 Ability of Sovereign to Provide Support

Importance of this Assessment: For a non-bank financial institution to receive government
support, the sovereign must, by definition, be both able and willing to provide it. Where the
ability of the sovereign to provide support is more constrained, support will usually be less
likely, resulting in lower SRs and SRFs or the absence of SRs and SRFs.

In assessing a government’s ability to provide support, Fitch’s starting point is the sovereign’s
own ratings (or potentially a Fitch Credit Opinion if the opinion is in the single ‘B’ rating
category or lower). The sovereign rating used is almost always the sovereign in which the
entity is domiciled, but could sometimes be a subnational and/or third-party sovereign with an
interest in supporting the non-bank financial institution.

In rare cases where Fitch does not assign a credit rating or Credit Opinion to the sovereign,
Fitch will either not assign a sovereign support-driven SR/SRF (no assessment undertaken) or
assign them at ‘5’/No floor' (e.g., unable to reliably assess sovereign creditworthiness or
sovereign ability/propensity support concerns are present). Although the sovereign’s ratings
reflect Fitch’s view only on the likelihood of the government servicing its own debt, in practice
this is usually closely correlated with its broader financial flexibility and, therefore, ability to
provide support to financial institutions. Typical SRFs at each sovereign rating level are
outlined in the Key Factors in Assigning Support Rating Floors table.

Key Factorsin Assigning Support Rating Floors?®

Factor Positive (Higher SRF) Neutral Negative (Lower SRF)
Size of financial system relative to Small Average Large
economy
Size of potential problem Low vulnerability of financial Moderate vulnerability of High vulnerability of financial
sector to large losses in financial sector to large lossesin sector to large lossesin
downturn downturn downturn
. Structure of financial system Low concentration,ownership  Moderate concentration,some High concentration, limited
Sovereign . . R
ol mainly by strong shareholders ~ ownership by strong ownership by strong
Ability to
shareholders shareholders
Support
Liability structure of financial Predominantly long-term/stable Moderate funding instability Considerable short-term foreign-
system local-currency funding and/or foreign-currency currency funding
liabilities
Sovereign financial flexibility (for Superior (e.g. low debt, large FX Average (e.g. average debtand  Weak (e.g. high debt, low FX
rating level) reserves and/or good market reserves and/or reasonable reserves and/or uncertain
access) market access) market access)
Systemic importance or policy role Exceptionally high systemic Strongsignificanceto financial Moderate or low systemic
importance to financial system  system and economy; high significance, more limited
and contagionrisk; dominant contagion risk or meaningful contagion risk or limited policy
market shares or highly strategic policyrole role
policyrole
Sovereign  Liability structure of financial Very limited politically Significant foreign / wholesale  High foreign/wholesale funding,
Propensity to institutions acceptable, if any, possibilitiesto funds, which could be politically which could be politically
Support bail in senior creditors acceptable to bail-in in some acceptable to bail-in in many
Non-Bank circumstances scenarios
Financial  Ownership Strategic government ownership Non-strategic government Foreign ownership or domestic
Institution or private domestic ownerswith ownership or domesticowners ownerswith poor government
strong government relations. with neither close nor difficult  relations
government relations
Specifics of non-bank financial N.A. More likely to fail asaresult of  Significant risk that failure could
institutionfailure usual operating activities result from corporate
governance weaknesses

®The factors identified in this table determine the levels of SRFs relative tothe rangesindicatedin the Sovereign Ratings and Support Rating Floors table. For each factor, other
relevant considerations may exist that are not explicitly referenced here.
Source: Fitch Ratings.
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111.1.1 Propensity of Sovereign to Provide Support

Non-bank financial institutions are generally less likely to be deemed as systemically
important as banks, especially if not integral to a country’s financial system. As a result, most
non-bank financial institutions are not likely to receive sovereign support. Having a policy role
is a more likely reason for a non-bank financial institution to receive sovereign support,
although systemic importance and interconnectedness with the financial system are other
possible reasons for the sovereign to consider supporting the non-bank financial institution.

111.2. Institutional Support

Fitch’s ratings of non-bank financial institution subsidiaries may or may not factor in a high
probability of support from parent institutions. On one end of the spectrum, a captive finance
subsidiary may be afforded a high probability of support, because its existence enhances the
parent’s franchise, strategic objectives and revenue growth prospects. The other end of the
spectrum could be an entity that is afforded a lower probability of support because it is held
primarily as a tax-advantaged investment opportunity, such as an aircraft leasing subsidiary of
aninsurance company.

In determining potential support for non-bank financial institution subsidiaries from parent
institutions, Fitch considers the parent’s ability and propensity to provide support and a
subsidiary’s ability to make use of parental support, as outlined in sections I11.2.1 and 1ll.2.2
below and in Annex 2.

111.2.1 Parent’s Ability to Support Subsidiary and Subsidiary’s Ability to Use Support

Importance of this Assessment: For a non-bank financial institution to receive shareholder
support, the owner must, by definition, be both able and willing to provide it and a subsidiary
must be able to make use of parental support to avoid default.

Parent IDRs: Fitch’s assessment of the parent’s ability to support its subsidiary starts by
considering the parent’s Long-Term IDRs. These ratings cap the ability of the parent to provide
support, as Fitch would not expect support for a subsidiary to be forthcoming when the parent
is itself in default. In addition, other factors, namely parent/group regulation and relative size,
may also affect the ability of the parent to provide support.

Parent VR: In cases where the parent’s Long-Term IDR is driven by potential sovereign
support, such as if the parent is a bank, Fitch will consider whether this support would be
allowed to flow through to subsidiaries, in particular those operating in foreign jurisdictions. In
Fitch’s view, parent regulators will in many cases have quite strong incentives to allow support
to flow through to subsidiaries given the potential negative impact of a subsidiary default on
the group’s operations and reputation.

However, in cases where Fitch judges there to be significant uncertainty about support
flowing through, it may increase the notching between parent and subsidiary Long-Term IDRs
compared to what would usually be applied given the propensity of the parent to support.
Where the agency considers there to be high uncertainty about support flowing through, it
may use the parent’s VR or stand-alone credit risk assessment, rather than its Long-Term IDR,
as its anchor rating in assessing the parent’s ability to support its subsidiary.

Where the Long-Term IDR of the group’s primary operating subsidiary is notched up from its
VR - because of a large buffer of junior debt and/or holding company debt - the parent IDR
will usually serve as the anchor rating for the IDRs of highly integrated domestic subsidiaries,
and highly integrated international subsidiaries in which a large junior debt buffer has also
been pre-positioned or where other features (e.g. accepted resolution plans) exist that mean
the subsidiary should benefit from the parent’s debt buffers. Otherwise, subsidiary IDRs will
usually be notched (see Notching of Subsidiaries table page 93) off the parent’s VR, reflecting
significant uncertainty as to whether subsidiary senior creditors would benefit from the
parent’s junior debt buffer in case of the latter’s failure. Fitch's treatment of non-bank financial
institutions which are subsidiaries of bank holding companies is further outlined in section IV
of the “Bank Rating Criteria”.

Where possible, Fitch may consult with representatives of the parent’s regulatory authorities
to form a view on whether support would flow through. In addition, many of the factors
determining a parent’s propensity to support a subsidiary (e.g. strategic importance,
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parent/group regulation, integration and ownership) will, in Fitch’s view, also be likely to
influence a parent regulator's decision on whether to let support flow through to the
subsidiary.

Parent/Group Regulation: Significant regulatory restrictions at the parent level could reduce
the fungibility of capital and liquidity within a group, particularly in cross-jurisdictional
situations, reducing the ability of the parent to provide support to a subsidiary.

Conversely, regulatory requirements to support subsidiaries can positively influence the
levels of IDRs assigned to a subsidiary, resulting in them being closely aligned to those of the
parent even where propensity to support might otherwise have been low. Formal or informal
agreements between parent and subsidiary regulators, including agreed resolution plans that
envisage a subsidiary being within a parent’s resolution group, could also make it more likely
that support would be forthcoming.

Relative Size: In cases where subsidiaries form a relatively large part of the consolidated
group, the parent may find it more difficult to provide sufficient and timely extraordinary
support, even in cases where its own (stand-alone) balance sheet remains relatively
unimpaired. This risk will be greater where Fitch believes that different subsidiaries’ needs for
support are likely to be quite highly correlated, for example, because they operate in a single
region. Where subsidiaries are large relative to the consolidated group, Fitch may increase the
notching between parent and subsidiary Long-Term IDRs, where the latter are driven by
parental support.

Common Ratings: In some cases, where a subsidiary is very large (for example, accounting for
more than 25% of group assets), the parent may not be able to support the subsidiary because
its balance sheet is simply not big enough, it does not generate sufficient operating cash flow,
or it does not have meaningful access to the capital markets. Furthermore, such very large
subsidiaries tend to be highly integrated with their parents in terms of management, balance
sheet fungibility and systems, meaning subsidiary and parent credit profiles are likely to be
highly correlated. In such cases, Fitch will not base the subsidiary’s ratings on support from the
parent, but will instead assign ‘common’ ratings, to parent and subsidiary, reflecting the fact
that their credit profiles cannot be meaningfully disentangled.

Both the size and integration characteristics must be met for common IDRs to be assigned. If a
subsidiary is highly integrated, but relatively small and does not make a significant
contribution to the group’s overall credit profile, then its IDR, if assigned, will be based on
either its parent rating (if parental support is believed to be forthcoming) or its own stand-
alone profile (if parental support is not believed to be forthcoming). Common VRs and, hence
IDRs, may also be applied to sister entities or entities in the same group, for example, under a
holding company structure, when their operations are highly integrated or complementary to
the functioning of the group or where regulation effectively makes entities within a group
liable for each other’s losses.

Country Risks: Fitch considers whether country risks in the jurisdiction of the subsidiary may
limit its ability to utilize parent support to service its obligations. Where country risks are high,
subsidiary ratings may be capped at levels significantly below those which would be possible
based on the parent’s ability and propensity to provide support. The domestic Country Ceiling,
which captures transfer and convertibility risk, will almost always cap the subsidiary’s Long-
Term Foreign Currency IDR unless there are strong mitigating circumstances (e.g. material
assets and cash flows are outside the country and available to service debt.) Broader country
risks will usually prevent the subsidiary’s Long-Term Foreign and LC IDRs being more than
three notches above the sovereign. For more details, see Annex 2: Rating Non-Bank Financial
Institutions Above the Sovereign.

111.2.2 Parent’s Propensity to Support Subsidiary

Importance of this assessment: Even if a parent is deemed to have the ability to provide
support to a subsidiary, whether it does or not will depend on the parent’s propensity to
provide support. In general, Fitch believes that prudentially regulated entities that have a
regulatory requirement to support their subsidiaries or entities whose non-bank financial
institution subsidiaries support the parent's core business (e.g. captive auto lenders or
institutions acting as group treasuries) are likely to exhibit a higher propensity to support non-
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bank financial institution subsidiaries than parents whose subsidiaries are more akin to
investments driven by return, tax and/or diversification goals.

In assessing support propensity, Fitch analyzes the factors listed below (also see the Notching
of Subsidiaries table). In the absence of ability constraints (including country risk), a subsidiary
that Fitch views as “core” will usually have ratings equalized with the parent; a subsidiary
viewed as “strategically important” will usually have ratings one notch (but in some cases, two
notches) lower than the parent; and a subsidiary viewed as being of “limited importance” will
usually be rated at least two notches below the parent or notched up from its stand-alone
rating. Where a parent has adopted a resolution plan, Fitch may review this, where possible,
for indications as to whether the parent would be likely to support the subsidiary in case of
need.

Role in Group: A subsidiary’s role in the broader group is often a key factor in determining the
parent’s propensity to provide support. Where the subsidiary represents a key and integral
part of the group’s business, providing some of the group’s core products/services to
customers in core markets, the propensity to support will usually be higher than when the
subsidiary has limited synergies with the parent and is not operating in a target market. In
some cases, Fitch’s view of the strategic importance of the market where a subsidiary operates
will take into account the role of a group of subsidiaries. An example may be a small foreign
subsidiary which is of limited importance by itself but is one of several subsidiaries operating
ina strategically important region for the parent.

Fitch will typically rate foreign subsidiaries operating in non-core markets at least one notch
below their parents. This reflects the usually somewhat lower strategic importance and
integration of foreign entities, and moderately less severe contagion risk from a foreign
subsidiary default, compared to that of a domestic entity. It also reflects the somewhat lower
likelihood of pressure from the parent’s regulator to provide support to a foreign subsidiary, as
opposed to a domestic subsidiary.

On the other hand, Fitch will often equalize the ratings of a foreign subsidiary with its parent
institution where the subsidiary operates in a market long regarded as core by the parent.

Potential for Disposal: Where the potential for disposal is very low, for example, because the
sale of the subsidiary would significantly alter the overall shape of the group and deprive the
group of a key part of its business, subsidiary ratings are more likely to be equalized with those
of the parent. Where the subsidiary could be more easily separated from the group and, in
particular, where the entity is already up for sale or being prepared for sale, Fitch usually views
the support propensity as being less strong.

Country risks can also affect the long-term financial prospects of an overseas subsidiary and
thus weaken a parent’s commitment to maintaining a presence in a country. This means
subsidiary ratings are usually capped no more than two notches (three notches where Fitch
views the commitment as being very robust in a high sovereign stress scenario) above a
sovereign IDR evenif a country ceiling is higher.

Implication of Subsidiary Default: The parent institution’s decision on whether to support a
subsidiary will in many cases consider the near-term costs and benefits of providing (or not
providing) support. Where default would constitute a huge reputational risk to the parent and
could undermine its franchise or even viability, the propensity to support will often be higher
than when reputational risk is limited and the direct impact on the parent will be containable.

Integration: A high level of management, operational and balance sheet integration between
parent and subsidiary would usually be viewed by Fitch as underlining the parent’s strategic
commitment to the subsidiary and making a default of the subsidiary potentially more onerous
and costly for the parent. These factors would typically result in a higher propensity to
support, in the agency’s view and, therefore, reduced notching or equalization of ratings
between parent and subsidiary Long-Term IDRs. In particular, if the parent provides a high
proportion of the subsidiary’s non-equity funding, this could raise considerably the cost for the
parent of the subsidiary’s default and potential bankruptcy and increase the incentive to
provide support.
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Where the degree of integration between parent and subsidiary is very high, such that the
latter operates similarly to a branch, or is effectively a booking entity, Fitch may equalize the
Long-Term IDRs of parent and subsidiary or assign these within one notch of each other.

Ownership: Fitch does not usually distinguish between full and large majority (over 75%)
ownership in assessing a parent’s propensity to support a subsidiary. However, if a minority
owner has a relatively large (over 25%) stake, this could moderately reduce the perceived
moral obligation of the parent to unilaterally support the subsidiary and might complicate and
delay decisions on the provision of joint support. Therefore, Fitch will be less likely to equalize
ratings where a large minority shareholder exists. Furthermore, the agency might notch twice
or more, rather than once, where the stakes of majority and minority shareholders are close to
parity, or where some element of competition or confrontation exists between the
shareholders.

Support Track Record: A strong track record of provision of timely extraordinary support to a
subsidiary (or to other subsidiaries within the group) under a broad range of stress scenarios
can positively influence Fitch’s assessment of a parent institution’s propensity to provide
support, and thus limit the notching of a subsidiary’s Long-Term IDR relative to that of its
parent. In addition, Fitch views positively a high level of ‘ordinary’ support, whereby a parent
operates a subsidiary with comfortable liquidity and, in particular, capital buffers, rather than
simply meeting minimum regulatory requirements. A track record of not providing support, or
the absence of a track record altogether given a limited operating history, could constrain the
degree of institutional support uplift.

In the event of a default by its home sovereign, the stand-alone profile of a subsidiary will
probably have suffered significant impairment. Potential uplift of a subsidiary’s rating above
the sovereign rating of its domicile will, therefore, usually be limited because of some
uncertainty that the owner’'s commitment to providing continued support will remain in place
in a sovereign default scenario. Uplift will be usually be limited to two notches above a
sovereign IDR (or three notches if Fitch views support as being very robust in a high sovereign
stress scenario) evenif a country ceiling is higher.

Subsidiary Performance and Prospects: A strongly performing subsidiary with generally good
prospects will usually, in Fitch’s view, be somewhat more likely to be supported by its parent
than a subsidiary with a track record of moderate or weak performance. At the same time, the
agency also takes into account that a subsidiary in need of extraordinary support has by
definition suffered a sharp deterioration in its performance, which weakens the relevance of
any historically strong profitability in assessing future prospects.

Branding: Where a subsidiary shares branding with its parent institution, this may signal an
increased commitment to, or greater integration with, the subsidiary on the part of the parent.
Common branding may also increase reputational risk for the parent in case of a subsidiary
default, potentially also increasing the propensity to support.
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Notching of Subsidiaries

Notching Relative to Strategically Important/ Limited Importance/
Parent Rating® Core/Equalized One (or in Some Cases Two) Notches Two or More Notches®

Parent Ability to Support and Subsidiary’s Ability to Use Support

Parent/Group Parent regulator and/or regulation would Parent regulator/regulationis neutral for Parent not regulated or parent regulator/
Regulation be likely to favor supportofsubsidiary by subsidiary support regulation may restrict support or
parent entity capital/tax implications of support may be
very onerous
Relative Size Any required supportwould be immaterial Any required supportwould likely be Required support could be considerable
relative to ability of parent to provideit =~ manageable relative to ability of parent relative to ability of parent to provide it
to provideit
Country Risks Country Risks do not constrain Country risks (e.g. transfer and Country risks (e.g. transfer and

subsidiary’s ability touse parent support. convertibility risks) represent moderate convertibility risks) represent significant
constraint on subsidiary’s ability touse  constraint on subsidiary’s ability touse

parent support parent support
Parent Propensity to Support
Rolein Group Key and integral part of the group's Strong synergies with parent, providing Limited synergies with parent, not
business, provides some of group'score  products/servicesin jurisdictions or operatingin target jurisdictions or
products/servicesin same jurisdictionas markets identified as strategically markets
parent or to core market(s) important
Potential for Disposal  Saleisvery hard to conceive; disposal No plansto sell, although disposal would Potential candidate for sale, or might
would noticeably alter overall shape of not fundamentally alter overall group already be up for sale; disposal would not
group franchise; country risks raise moderate  be material for group franchise; country
doubtsover long-term commitmentto  risksraise more material doubtsover
the subsidiary long-term commitment to the subsidiary
Implication of Default would constitute huge High reputational risk for parent, with Reputational risk would probably be
Subsidiary Default reputational risk to parent, and very potential for significant negative impact containable for parent
materially damage its franchise on other parts of group
Integration High level of management and operational Significant management independence; Considerable management independence
integration; capital and funding largely some operational/regulatory restrictions significant operational/regulatory
fungible on transfers of capital and funding restrictions on transfers of capital and
funding
Size of Ownership Stake Full ownershipor large majority stake Ownership of lessthan 75%, but limited Ownership of lessthan 75%, and
(typically more than 75%) influence of minority shareholder(s) on  significant influence of minority
subsidiary operations shareholder(s) on subsidiary operations
Support Track Record  Supportisunquestioned, reflecting high ~ Timely and sufficient provision of Support has been provided with some
level of integration and fungibility of support, when the need has arisen, or no delays, hasonly been moderate in volume
capital/funding prior cases of support being needed; relative to subsidiary needs or has not
country risks raise moderate concerns  been observed given alimited operating
over support in a sovereign default history; country risks raise more material
scenario concerns over support in a sovereign
default scenario
Subsidiary Performance Longand successful track record in Limited track record of successful Weak performance track record, or
and Prospects supporting group objectives, which is likely operation, or moderate long-term guestion marks over long-term viability of
to continue prospects business
Branding Shares same brand as parent Combines parent and own branding Subsidiary branded independently from
parent
Legal Commitments Parent has made strong legal commitment Parent has made non-binding Parent has not made any legal
to support subsidiary or thereisa commitment to support subsidiary commitment to support subsidiary
regulatory requirement to support.
Cross-Default Clauses  Potential acceleration of parent debt Potential acceleration of parent debt Subsidiary default would nottrigger
provides strongincentive to prevent provides moderate incentive to prevent acceleration of parent debt
subsidiary default subsidiary default

?Indicates typical differential betweensupport-driven Long-Term IDR of subsidiary and Long-Term IDR of parent. Subsidiary could be rated higher than the level implied by
parental support ifit hasa higher stand-alone profile or SRF. PWhere Fitch judges support to be unlikely or highly uncertain, the Long-Term IDR of a subsidiary with limited
importance may be based solely onits stand-alone strength, or may be notched up from arating level commensurate with its stand-alone strength.

Source: Fitch Ratings.
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Legal Commitments: An unconditional and irrevocable guarantee, which contains specific
third-party beneficiary language, and permits subsidiary creditors to press claims against the
guarantor in the event of default by the subsidiary, would also serve to create a floor for the
IDR of the subsidiary and/or its guaranteed debt at the same level as the guarantor.

A formal support agreement entered into by the parent entity, for example, to maintain capital
and liquidity requirements of a non-bank financial institution subsidiary above a defined
threshold, will be regarded as moderately positive for subsidiary ratings. However, although
certain support agreements are legally binding while in force, they are usually revocable and
can also be withdrawn if the subsidiary is divested, meaning they will typically provide very
limited uplift, if any, for a subsidiary’s ratings.

In rare cases, a subsidiary may be incorporated with unlimited liability, creating a clear legal
obligation for the parent institution to provide support. In such cases, Fitch would be likely to
equalize the Long-Term IDRs of the subsidiary and parent, unless constraints arise from
country risks.

Non-binding commitments from parents to support subsidiaries, such as public management
comfort letters (for example, in bond prospectuses), strategic statements (for example, in
annual reports) or letters lodged with subsidiary regulators, can be positive for Fitch’s
assessment of support by defining management’s intent and potentially providing a stronger
moral obligation on the part of the parent to provide support to the subsidiary. However, as
such non-binding commitments are not enforceable, they can have limited direct bearing on
rating decisions in and of themselves.

Cross-Default Clauses: Cross-default clauses in parent funding agreements may specify that a
subsidiary default will constitute an event of default on parent obligations, thereby granting
acceleration rights to parent creditors. While this creates no obligation for the parent to
support the subsidiary, it may create a significant incentive to do so, raising the propensity to
provide support. The strength of this incentive will depend, among other things, on the volume
of obligations potentially subject to acceleration, whether the terms of the acceleration would
be attractive to creditors and hence be taken up (for example, whether the redemption price
would be above or below the current market price) and whether creditors might waive their
acceleration rights, perhaps for a fee.

Level of Parent IDRs: Where the parent institution’s Long-Term IDR is at a low, speculative-
grade level (typically in the ‘B’ range or below), Fitch is more likely to equalize parent and
subsidiary Long-Term IDRs. This reflects the fact at the lower end of the rating scale the
difference in default risk between successive rating notches becomes greater and so it may be
appropriate to assign a parent and subsidiary with relatively little risk differential the same
levels of Long-Term IDRs.

Ratings of Foreign Branches: When IDRs and/or debt ratings are assigned to foreign
branches, Fitch aligns them with the head office IDRs and debt ratings, unless there are
country risk constraints, because they are part of the same legal entity. Although jurisdictions
such as the U.S. and the EU have powers to resolve branch assets and liabilities separately,
Fitch would normally expect a coordinated resolution of the entire legal entity led by the home
country authorities.

The Foreign-Currency IDRs of branches are likely to be capped at the Country Ceiling as any
transfer and convertibility restrictions imposed by the sovereign are likely to apply to
liabilities of branches. However, foreign-currency debt issued by the branch may be rated
higher than the Country Ceiling and in line with debt issued by the head office, where
investors are typically outside the country and branch assets placed outside the country (for
example, deposits at central treasury) are sufficient to repay the debt, or where Fitch believes
that the issuer would use non-branch assets to service debt in case of transfer and
convertibility restrictions. A branch’s Local-Currency IDRs may also factor in country risks
where Fitch believes that any potential restrictions on local issuers servicing local-currency
obligations could also be applied to branches.

Where Fitch does not assign ratings to a foreign branch, country risks (notably transfer and
convertibility risk, but also regulatory intervention risk in general) represent limitations to
using head office ratings as a proxy for branch default risk.
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Bank Parent Companies: A non-bank financial institution which is a subsidiary of a
prudentially-regulated banking group may potentially benefit from the resolution framework
governing the bank holding company. Fitch will assess the propensity of support under this
construct by following the rating approach outlined in the Rating Bank Holding Companies
section of the “Bank Rating Criteria”.

Non-Bank Parent Companies: The propensity and ability of non-bank parent companies to
support non-bank financial institution subsidiaries is assessed using similar principles as for
bank parents. The relative size of the parent and subsidiary, the parent's creditworthiness and
financial flexibility and the importance of the subsidiary to the core business of the parent will
be relevant considerations. In the case of more highly regulated non-bank parent companies
(e.g. insurance companies), Fitch will also consider the extent to which regulatory restrictions
on capital/liquidity may impact the non-bank parent company’s ability to support its
subsidiary. In general, Fitch believes parent companies whose non-bank financial institution
subsidiaries support the parent’s core business (e.g. captive auto lenders or finance
subsidiaries acting as group treasuries) are likely to have a higher propensity to support non-
bank financial institution subsidiaries than corporate parent companies whose subsidiaries are
more akinto investments, driven by return, tax and/or diversification goals.

Support from Sister Entities: Fitch may factor support from sister entities, as well as parent
institutions, into non-bank financial institution ratings, where it believes this potential support
to be strong. However, in assessing this potential support, Fitch will consider in particular: (i)
whether the sister company’s propensity to support could be materially weaker because it
does not hold a stake and, therefore, would not suffer any direct balance sheet impairment as
a result of the rated entity’s bankruptcy; and (ii) whether the regulator of the sister institution
may seek to restrict support to safeguard the solvency of the former.

Subnational Governments: Fitch sometimes views potential support from federal, state or
other subnational (regional, municipal or local) authorities as sufficiently strong to drive a non-
bank financial institution’s IDR. Fitch usually treats this as a form of institutional support and,
therefore, typically does not assign SRFs based on support from a subnational. However, in
exceptional cases, for example, when the subnational itself benefits from a robust and tested
framework of integration and support at the national level, Fitch may also assign a SRF based
on subnational support.

In Fitch’s view, it is very unlikely that a subnational would seek to provide support to a non-
bank financial institution subsector in its entirety, and so the agency’s assessment of support
will focus on the subnational’s ability and propensity to support specific institutions. In
assessing a subnational’s ability to support, the following additional considerations will apply
inrespect to some of the factors listed in the Notching of Subsidiaries table.

Relative Size: Fitch will consider the overall financial flexibility of the subnational government
(to the extent that this may be somewhat greater or lower than suggested by its ratings),
including the size of its budget, available liquidity and ability to raise additional debt, if
required.

Role in Group: Fitch will consider the existence of any special relationship between the
subnational and the non-bank financial institution (e.g. the non-bank financial institution has
animportant policy role or agency function in the region).

Implication of Subsidiary Default: Fitch will consider the systemic importance of the non-bank
financial institution to the regional financial system and economy as a whole (as measured, for
example, by its shares of loans in the region).

Domestic Presence: Ratings based on subnational support are more likely where a non-bank
financial institution has a strong presence in its home region but limited operations in the rest
of the country or internationally.
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Changes in Support Propensity and Sale of Subsidiary

Based on changes in circumstances, Fitch may change its view on a parent’s propensity to support a given subsidiary. In some cases,
for example, if Fitch were to perceive a sharp change in a subsidiary’s role in the group, the potential change in a subsidiary’s Support
Rating and IDR could be significant (e.g. by multiple notches).

Gradual Trend: If Fitch believes that a parent’s propensity to support a given subsidiary is gradually changing, whether because of
changes in strategic importance or due to other factors listed above, Fitch may change the Rating Outlook on the subsidiary’s Long-
Term IDR (assuming it is support-driven), and the revised Rating Outlook could be different to that on the parent’s Long-Term IDR.
For example, if a parent has a Stable Rating Outlook, but Fitch believes a core Fl subsidiary is becoming less important to the group,
Fitch could change the Rating Outlook on the subsidiary to Negative to indicate the potential change in rating associated with its
lessening strategic importance. Conversely, a gradual increase in a subsidiary’s strategic importance could result in its Long-Term IDR
having a Positive Rating Outlook while the Rating Outlook on the parent’s Long-Term IDR is Stable.

Sale Risk: Fitch does not explicitly capture sale risk in its ratings, prior to a formal announcement that a subsidiary is to be sold oris up
for sale. However, in the agency’s view, there is usually a close correlation between a subsidiary’s strategic importance and the
likelihood of it being sold. Sale risk should therefore usually be low in cases where a subsidiary’s Long-Term IDR is equalized with, or
within one notch of, that of its parent.

Sale Announced, Buyer not Identified: If a parent announces that a subsidiary is up for sale without a buyer yet being identified or
that management is exploring strategic alternatives with respect to the entity or if, for example, a regulator requires that a parent
divest a subsidiary, then Fitch will reassess the parent’s propensity to provide support to the entity concerned. If the agency believes
the strategic importance of the subsidiary has reduced, such that the parent will have a lower propensity to provide support prior to
the sale, or in case a sale does not go through, the Long-Term IDR of the subsidiary may be downgraded. If Fitch believes there is a
significant probability a sale will take place, the ratings of the subsidiary are also likely to be placed on Rating Watch.

In taking rating actions following a sale announcement, Fitch will also consider whether a relatively narrow group of highly -rated
potential acquirers has already been identified. In such cases, the risk of the subsidiary’s Long-Term IDR being downgraded may be
limited, and the ratings may therefore be maintained at their former levels even when Fitch believes the subsidiary has become less
strategically important for its current parent.

Conversely, if Fitch believes that a subsidiary will most likely be sold to an entity with a much lower rating than the current parent,
then the subsidiary’s Long-Term IDR may be downgraded immediately following the announcement concerning the potential sale.
This may be the case, for example, when a highly rated parent is exiting an emerging market and Fitch believes that local, more lowly
rated entities are more likely acquirers than other highly rated foreign entities.

Sale Announced, Buyer Identified: If a parent announces that it has reached an agreement to sell a subsidiary to a specific buyer, and,
in Fitch’s view the probability of support from the new buyer differs from that of the current owner (with the potential to affect the
subsidiary’s Long-Term IDR), then Fitch will place the subsidiary’s Long-Term IDR on Rating Watch. The Rating Watch may be
Positive, Negative or Evolving, depending on the potential impact of support from the new owner on the rating.

If the Long-Term IDR is likely to be downgraded following the sale, and if Fitch believes the current owner would have a materially
lower propensity to support the subsidiary should the sale not go through for any reason — i.e. in all likely scenarios the ratings will be
downgraded — then it may downgrade the IDR immediately following the announcement. If Fitch believes that the sale could also
result in material changes in the subsidiary’s stand-alone profile, e.g. because of the loss of ‘ordinary support’ or because of changes in
strategy, then its stand-alone credit profile may also be adversely affected.

Upon completion of the sale, or earlier if appropriate, Fitch will resolve the Rating Watch on the IDR based on its assessment of the
probability of support from the new owner.

Non-Bank Financial Institutions Rating Criteria | February 28,2020 fitchratings.com 95



FitchRatings

IV. Issue Ratings

As indicated in section .6 of this report, long-term issue ratings of non-bank financial
institutions, like those of other corporate finance sectors, incorporate an assessment both of
the likelihood of default (or of non-performance risk in the case of subordinated/hybrid
securities) on the specific obligation and of potential recoveries for creditors in case of
default/non-performance. This section outlines how Fitch assesses default/non-performance
risks and recovery prospects on different types of non-bank financial institution securities and
how this is factored into ratings and RRs assigned toissues.

IV.1 Short-Term Debt

Short-Term IDRs are almost always assigned in accordance with a correspondence table
between Long-Term and Short-Term IDRs (see the Rating Correspondence table). Where the
Long-Term IDR can correspond to either of two Short-Term IDRs, the Short-Term IDR will be
principally determined based on the issuer’s Funding, Liquidity and Coverage factor score
(mid-point of the three-notch band), as outlined in the various sub-sections of this criteria.

Short-term debt ratings reflect only vulnerability to default and are typically aligned with the
issuer’s Short-Term IDR. An exception would be a non-bank financial institution that is owned
by a bank and has had its senior debt notched up from its IDR as a result of the ratings
approach outlined in the Issue Ratings section of the “Bank Rating Criteria.” In such cases,
short-term debt ratings are determined from the equivalent long-term debt rating using the
Rating Correspondence table.

If a non-bank financial institution’s CP funding does not match its normal asset conversion
cycle or operational free cash flow, the issuer must seek to refund CP notes already in the
market, either with the issuance of new CP notes or long-term bonds or by accessing
committed, CP-specific or general corporate purpose bank lines that enable same-day funding.
If the issuer does not have such immediate funding, the company may not be able to repay
maturing obligations. As such, Fitch considers backup liquidity for outstanding CP and other
short-term debt obligations an important element in assigning instrument-level ratings, as well
as anelementin assessing the Long-Term IDR.

Liquidity backup is either adequate or inadequate. More than adequate liquidity backup does
not justify a higher short-term credit rating. On the other hand, when CP is explicitly
enhanced, such as if it is backed by a direct-pay line of credit or similar form of guarantee, the
ultimate CP rating will be the higher of the direct-pay line of credit or similar credit
enhancement or the short-term rating of the issuer itself.

Fitch typically expects investment-grade-rated CP issuers to have full (100%) liquidity backup
available for its outstanding CP and other short-term obligations, regardless of the credit
rating of the entity. Backup liquidity may not only be in the form of bank commitments but
may also include cash or marketable securities, expected operational cash flow sources,
tangible parental support or other alternative forms of liquidity support depending on how
reliable these sources may be.

If the majority of backup facilities are maturing in one year or less, the CP issueris exposed to
non-renewal risk, since some banks may be unwilling to renew their maturing commitments.
For issuers with substantial amounts of CP outstanding, the need for multiyear liquidity
backup is even more important. Companies with multiple long-term backup facilities can
reduce non-renewal risk by having tiered maturities.

V.2 Senior Unsecured Obligations
IV.2.1 Overview

Ratings of senior unsecured obligations are usually assigned in line with a non-bank financial
institution’s Long-Term IDR, because:

° Fitch almost always views the likelihood of default on any given senior unsecured
obligation as the same as the likelihood of default of the non-bank financial institution
(as reflected by the Long-Term IDR) because default on any material class of senior
unsecured obligations would be treated by Fitch as a default of the entity.
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. Fitch usually treats senior unsecured obligations of non-bank financial institutions as
having average recovery prospects. In view of the high uncertainty regarding what a
non-bank financial institution’s balance sheet will look like upon default, Fitch requires
a high burden of proof to notch senior debt upwards or downwards based on recovery
prospects. RRs on non-bank financial institutions’ senior unsecured debt, where
assigned, are therefore usually ‘RR4, consistent with an average recovery rate of 31%-
50%.

Nevertheless, in the circumstances outlined below, senior unsecured issue ratings may be
assigned at levels below, or above, the non-bank financial institution’s Long-Term IDR:

Weak Recovery Prospects, Lower Issue Rating: In some cases in which an issuer has
substantial levels of secured borrowings, Fitch may view a senior unsecured issue as having
weaker-than-average recovery prospects, resulting in it being assigned an issue rating below
the Long-Term IDR. This may be because of general concerns about the quality of a non-bank
financial institution’s assets, potentially impairing recovery prospects for all creditors in case
of default. Or it may be driven by specific concerns related to the non-bank financial
institution’s funding structure; for example, very high levels of balance sheet encumbrance or
very deep subordination of senior unsecured creditors in the liability structure.

Secured funding has historically been a cost efficient method for funding non-bank financial
institution assets. Therefore, unsecured debt may be a very small part of the capital structure
and may be rated one-notch below the Long-Term IDR until it accounts for a meaningful part
of the funding mix.

Strong Recovery Prospects, Higher Issue Rating: Fitch will not usually rate senior unsecured
liabilities higher than the non-bank financial institution’s Long-Term IDR because of high
uncertainty in assessing recovery prospects. An example might be when an entity is closer to
default and there is greater visibility on recovery prospects for seniorunsecured creditors.

Higher Default Risk, Lower Rating: In rare cases, Fitch may take the view that a non-bank
financial institution may selectively default on certain senior unsecured obligations, but that
such a default would not indicate the uncured failure of the entity because of the specific
circumstances of the default, usually relating to some form of regulatory intervention and/or
because the obligations in question do not comprise a significant part of the overall funding
base. In such a case, the issue ratings may reflect the specific selective default risk relating to
the instruments concerned, while the Long-Term IDR will continue to reflect the risk of default
on the bulk of the issuer’s senior liabilities.

Lower Default Risk, Higher Rating: In exceptional circumstances Fitch may rate certain senior
unsecured obligations higher than the obligor's Long-Term IDR because the agency believes
default on the securities is less likely than on other reference obligations to which the IDRs
rate.

Substitution and Variation Clauses: Periodically, senior debt securities include clauses that
permit the contractual terms of the securities to be varied or the securities themselves to be
substituted with new securities. Such clauses may be at an issuer’s discretion, subject to
approval by a trustee, etc.

Fitch assesses whether such clauses should affect a bond’s rating on a case-by-case basis.
Where both the probability of variation or substitution is considered high and there is a high
degree of clarity over the form of the substitution/variation securities, Fitch will rate to the
terms of the likely substitution or variation securities.

Bank Parent Companies: Where a non-bank financial institution is owned by a bank, its senior
debt rating could be notched up from its IDR if it is expected to be incrementally protected in
resolution, by following the ratings approach outlined in the Issue Ratings section of the “Bank
Rating Criteria.”

IV.2.2 Recovery Rating Analysis

Where a non-bank financial institution has a Long-Term IDR of ‘B+ or below, Fitch typically
assigns a RR to the entity’s issues rated on the long-term scale based on a bespoke recovery
analysis. RRs provide greater transparency on the recovery component of Fitch’s assessment
of the credit risk of lowly rated issuers’ securities, based on a scale ranging from ‘RR1’ for the
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strongest recovery prospects to ‘RRé’ for poor recovery prospects, as per the table below.
However, when insufficient data are available or the potential recovery outcome is highly
variable, Fitch would not assigna RR.
Credit ratings for the obligations of issuers rated between ‘AAA’ and ‘BB-’ for the most part
take aggregate recoveries on the defaulted bond market as a whole into consideration, as per
the Notching Guidance for ‘BB-" and Above Rated Issuers table. Instruments of a particular
priority and security position will be assigned credit ratings that reflect the average recoveries
expected to be received by such an instrument in the event of a default. Fitch does not
typically conduct bespoke recovery analysis for such obligations as they are so far from default
that assumptions that might be used for the analysis of a default scenario could be too
speculative to be of added value.
Recovery Rating Scale

Recovery Prospects Typical Historical Notching of
Rating Given Default Recoveries (%) Issue Rating®
RR1 Outstanding 91-100 3
RR2 Superior 71-90 2
RR3 Good 51-70 1
RR4 Average 31-50 0
RR5 Below Average 11-30 (1)
RR6 Poor (2)

Click here for full descriptions of each rating.

“Relative to level of non-performancerisk. As outlined inthe ‘Strong Recovery Prospects, Higher Issue Rating’ sub-section of IV.2.1, it is exceptionally rare for Fitch to notch up

senior unsecureddebt for recovery reasons.
Source: Fitch Ratings.

At any rating level where the bespoke recovery approach is not used, Fitch can denote
contractual or structural subordination that is detrimental to the unsecured debt by rating it
lower than the IDR. This can potentially be the case where there are large proportions of
secured debt relative to total debt, particularly where leverage is relatively high, or where a
portion of debt is structurally removed from the operations and, therefore, relies on dividend
flows for debt servicing. Forms of subordination can also include lower levels of guarantees
from group entities for a particular tranche of debt.

Issue ratings are linked to Issuer Ratings through an assessment of relative recovery prospects.
Recovery Ratings are only assigned below ‘BB-". Therefore, an IDR that is upgraded from ‘B+ to the
‘BB’ rating category isunlikely to see theinstrument rating that had previously been assessed ‘RR1’
or ‘RR2’ being upgraded unless superior recoveries are expected.

Instrument Ratings for Combinations of IDRs and RRs

Long-Term IDR

Recovery Rating B+ B B- CCC+ CCC CCC- CcC C/RD/D
RR1 BB+ BB BB- B+ B B- CCC+ CccC
RR2 BB BB- B+ B B- CCC+ CCC CCC-
RR3 BB- B+ B B- CCC+ CCC CCC- CcC

RR4 B+ B B- CCC+ CCC CCC- CcC C

RR5 B B- CCC+ CCC CCC- CC C C

RR6 B- CCC+ CCC CCC- CcC Cc C C

Note: Assumes no incremental non-performance risk in instrument rating relative to the IDR. As outlined inthe ‘Strong Recovery Prospects, Higher Issue Rating ' sub-section of
1V.2.1, it is exceptionally rare for Fitch tonotch upsenior unsecured debt for recovery reasons.

Source: Fitch Ratings.

Conversely, should an IDR migrate from ‘BB-’ or above to the ‘B

)

rating category where

bespoke recovery analysis is undertaken, Fitch may position ratings assigned to secured and
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unsecured tranches of debt by undertaking recovery analysis so that an upgrade of the
instrument rating does not occur when the IDR is downgraded.

How Recovery Ratings Are Determined

Fitch first determines the likelihood of default/non-performance by an issuer, which it
measures on the long-term ‘AAA’ rating scale. Fitch then arrives at the issue rating as a
function of its recovery prospects in case of default/non-performance. As per the table below,
where recovery prospects are viewed as average, the issue rating will be in line with the
assessment of default/non-performance risk. If the agency views the instrument as having
above- or below-average recovery prospects, for example as a function of leverage, funding
mix and stressed valuation, Fitch may adjust upwards or downwards, respectively, from the
default/non-performance risk to arrive at the issue rating. The extent of potential
upward/downward adjustment of the issue rating based on the instrument’s recovery
prospects is shown inthe table below.

Notching Guidance for ‘BB—’'and Above Rated Issuers

Financial Institutions

Global

Investment Grade High Speculative Grade ‘BB+'to ‘BB -’
Notchesfrom IDR Secured Debt Unsecured Debt Secured Debt Unsecured Debt
3
2
1 Notched by +0 and +3,
At average recoveries: but capped at ‘BBB- Low levels of secured debt:
0 Notched by +Oto +1 +0 Notch. ) +0to +1 Notch
At below average recoveries

+0to -1 notches

-1 Subordinated debt: Unsecurgd and/or subordinated
with secured debt:

2 -0 to -2 notches

-0 to -2 notches

Source: Fitch Ratings.

For issuers with IDRs of ‘B+ and below, Fitch performs a recovery analysis for each class of
debt and hybrid security. The three steps in this analysis include estimating a post-
restructuring or post-liquidation enterprise value (EV), estimating creditor claims and
distributing the EV according to the priority of claims.

Estimating Post-Restructuring/Liquidation Valuation

The valuation methods Fitch typically applies for deriving the RR of issuances by non-bank
financial institutions include the liquidation value (LV) approach or the going-concern (GC)
approach. The choice of valuation techniques employed may be influenced by common
practice for specific non-bank financial institution segments, the issuer’s ownership status, the
make-up of multi-entity groups and applicable insolvency regimes.

For subsectors with high balance sheet usage, there tends to be a bias toward the LV approach
in Fitch’s analysis, possibly supplemented with a stressed NAV or net book value calculation.
For subsectors with low balance sheet usage, it is more common for the GC approach to be
used, possibly supplemented with the LV approach.

Where both methods are deemed by Fitch to be viable outcomes, it will apply both and opt for
the one that results in the higher enterprise value, consistent with the practice of creditors
seeking to maximize firm value under bankruptcy proceedings.

In deriving a consolidated enterprise value, Fitch may separate an entity’s operating units by
segment or by region to distinctly apply the most relevant valuation method to the various
components.

Liquidation Approach: Under the liquidation approach, Fitch typically conducts a break-up
analysis of the issuer’s balance sheet to assess potential recoveries for creditors. Fitch applies
haircuts to the issuer’s assets to reflect Fitch’s expectation that these assets would likely be
sold for less than book value in a liquidation scenario. Fitch then allocates the cash generated
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by asset sales to the creditors, based on the expected priority of claims. Unencumbered cash
will be reduced by a minimum of 50% to reflect its likely usage in a distress scenario leading up
to liquidation. Deferred tax assets are not given any credit.
Securitizations and other secured financings that exist within the rated group may have
collateral or cash flow in excess of what is required to satisfy the creditors of the securitization
or secured financing vehicle. That said, to the extent that these creditors are sufficiently ring-
fenced and cannot be contractually forced to release their collateral, there could be some
delay in the excess cash flow or residual value of the assets flowing to the unsecured creditors.
As such, Fitch’s base case assumption is that the issuer’s creditors will not have the immediate
benefit of any such surplus residual values or cash flows associated with securitization or
other secured financings.
Hence, assets consolidated on balance sheets but assigned directly to specific creditors of the
institution will be excluded from the recovery calculation, as will the associated debt. Similarly,
assets still on balance sheet but pledged to support securitization issues will be excluded from
recovery calculations.
Haircuts applied can vary significantly by business model, asset class and region, among other
factors, and Fitch will assess this on a case-by-case basis. By way of guidance, the table below
reflects typical discount ranges for a number of broad asset classes that are often found on the
balance sheets of asset-heavy non-bank financial institutions.
Asset Haircuts?
Asset Characteristics Discount (%)
Cash and Equivalents No risk, but adjusted to reflect expected balance at default 50+
Fixed Income Securities Variability in risk and liquidity 5-75+
Equities Variability in liquidity and vol atility 15-100
Tangible Fixed Assets Variability in liquidity and volatility 15-75+
Mortgage Lending Low risk if first charge, higher risk if second charge; variable liguidity 5-40
Unsecured Personal Lending High risk 25-50+
Associates and JVs Illiquid andvariable value 20-60
Intangible Assets® Illiquid and questionable value indistress 70-100

?For assets purchased at a significantdiscount (e.g. in the case of debt purchasers), Fitch will typically apply a haircut at the lower end of the indicated range to reflect more
limited additional write-down risk ina stressed scenario. ®For non-bank financial institutions with sizable balance sheet-light subsidiaries (that could be sold as a going concernin

their entirety), haircuts onintangibles might be at the lower end of the cited 70% to 100% range.
Source: Fitch Ratings.

Going Concern Approach: The GC approach involves a two-step process:

° Estimate the level of post-default earnings, typically stressed EBITDA, upon which to
base the valuation.

. Apply a conservative valuation multiple reflecting a company’s relative position within
its sector based on actual or expected market and/or distressed multiples. Where no
statistically significant sample of market transactions is available, analysts will seek out
near-proxy sectors or make assumptions based on general trends for distressed
market transactions.

Valuation multiple ranges provided in the Valuation Method by Non-Bank Financial Institution
Segment table are purposefully broad for the various subsectors. The actual multiple that is
applied in the recovery analysis will be dependent upon a review of then-current market
conditions and an assessment of valuation multiples applied to similar market transactions
around the time of the analysis.

For some non-bank financial institutions segments, Fitch may apply additional segment-
specific valuation approaches. For example, for investment managers Fitch may consider
valuation as percentage of stressed AUM in addition to a stressed EBITDA multiple approach.
For mortgage REITs, Fitch considers stressed values based on the criteria reports “U.S. and
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Canadian Multiborrower CMBS Rating Criteria” and “Structured Finance CDOs Surveillance

Rating Criteria,” in addition to a stressed EBITDA multiple approach.

The table below shows the valuation methods and multiples typically used by Fitch by main
subsector.

Valuation Method by Non-Bank Financial Institution Segment

Non-Bank Financial Institutions Subsector

Liquidation Approach
Typically Applied?

Going Concern Approach Applied When Relevant
(Typical Multiple Range)

Securities Firms

Cash Flow Business Model Yes

Stressed EBITDA multiple (5.0x-10x)

Balance Sheet Business Model Yes

Stressed tangible book multiple (0.3x-1.5x)

Investment Managers

Cash Flow Business Model Yes Stressed EBITDA multiple (4.0x-10x)
Balance Sheet Business Model Yes Stressed NAV (0.5x-1.0x)
Business Development Companies Yes Stressed NAV (0.5x-1.0x)

Finance and Leasing Companies

Cash Flow Business Model Yes

Stressed EBITDA multiple (4.0x-10x)

Balance Sheet Business Model Yes

Stressed tangible book multiple (0.3x-1.5x)

Financial Market Infrastructure Companies

Exchanges, CCPs and Non-Bank CSDs Yes

Stressed EBITDA Multiple (5.0x-10.0x)

Source: Fitch Ratings.

Estimating Creditor Claims

In an effort to estimate creditor claims Fitch’s analysis takes into consideration:

Revolving Claims: Fitch assumes that unused portions of committed lines of credit
(secured or unsecured), revolving credit facilities and letter of credit commitments not
subject to borrowing base requirements are fully drawn to the extent permitted.
Greater judgment is exercised for facilities that can only be drawn for specific uses,
such as those designated for use for acquisitions and capital expenditures. Fitch will
assess the extent to which such drawings may also give rise to additional recoverable
assets according to the purposes for which these credit lines are typically utilized.

Priority Administrative Claims: These are assumed to be 10% of distressed enterprise
value, unless believed to be higher or lower based on the institution’s country, size
and/or complexity. For example, a highly complex entity or a country with a less
developed bankruptcy regime could result in higher administrative costs, whereas fora
very large issuer a lower administrative cost (on a percentage basis) would still
generate sufficient compensation for the administrator (on an absolute basis).

Lease Rejection Claims: Where lease rejection claims have been made, Fitch assesses
the ability of the issuer to rationalize leases in a default scenario and notes that under
the GC approach a certain level must typically be maintained, while under the LV
approach 100% of non-residential leases are typically deemed rejected. The value of
rejected leases is calculated consistent with the bankruptcy code applicable in each
jurisdiction, where such concepts exist.

Concession Assumption: The value distributed to senior unsecured creditors may be
reduced by an amount that is redistributed to junior claimants to secure their approval
of the plan of reorganization or liquidation. The amount of such concession payments is
highly dependent on circumstances.

Pension and Other Post-Employment Benefit Obligations: Underfunded pension
plans and other post-employment benefit claims can be significant claims on the
bankruptcy estate, although the claims may vary in priority depending on jurisdiction
and issuer-specific intercreditor agreements.
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. Other Claims: Other non-debt and contingent claims, including material lawsuits and
contingent liabilities (and guarantees) may be considered, where these are particularly
pertinent to aninstitution.

. Related-Party Funding: Where a non-bank financial institution has a large amount of
related-party funding, Fitch will consider whether related-party creditors would be
likely to effectively become senior to creditors by withdrawing their funds prior to
default.

Distribution of Enterprise Value

Fitch’s recovery analysis typically takes a legal waterfall approach, with the resulting post-
restructuring/liquidation EV being allocated to creditors in the order of the relative seniority
of their claims. However, application of value is not only affected by relative priority of
instruments for a particular issuer but also by organizational structure. Absent a specific legal
or regulatory construct to the contrary, Fitch will assume creditors of specific legal entities
have a priority claim on assets of that entity relative to creditors of affiliates and related
entities. In instances where there are multiple entities in a group, Fitch may establish valuation
and claims at the entity level and consider the residual values available for creditors of parent
or affiliated entities.

In this context, Fitch will generally use an entity’s unconsolidated balance sheet as the basis
for its recovery calculations. Factors that may partially offset the effect of structural
subordination include the presence of upstream guarantees and intercompany obligations
owed by the subsidiary to the parent. Cross-border complexities may add conservatism to the
analysis of recoveries for non-bank financial institutions that operate internationally.

Fitch acknowledges that an analysis based on the LV or GC approach requires a large number of
important assumptions concerning the structure of an issuer’s financial profile upon default. In
view of these assumptions, the agency will not necessarily map expected recoveries to
corresponding RRs and long-term issue ratings. Instead, Fitch may increase or reduce the RRs
suggested by the valuation and notching approaches, depending on the sensitivities of expected
recoveries to small changes in assumptions, pending events, contractual terms within specific
instruments (i.e. structural subordination or structural priority), scope of collateral or views
about the operating environment of a particular company.

Fitch’s recovery analysis does not attempt to capture the full spectrum of possibly conflicting
motivations for creditors or the speed with which such motivations can change. Fitch would
not assign RRs where it believes available information to be insufficient or the outcome of the
analysis to be particularly unpredictable.

Fitch has provided country caps for RRs to encompass the creditor-friendliness (or otherwise)
of jurisdictions and enforceability of security in the event of a default (see “Country-Specific
Treatment of Recovery Ratings Criteria”). These caps permit the compression of senior and
junior obligations where jurisdictional or other structural features indicate that this is
warranted. Fitch will endeavor to explain findings from its issuer-specific recovery analysis in
its research.

IV.3 Subordinated and Hybrid Securities

Typically speaking, subordinated and hybrid instruments issued by non-bank financial
institutions will follow the ratings approach and potential equity credit methodology outlined
in the criteria report “Corporates Hybrids Treatment and Notching Criteria” (for traditional
subordinated debt and hybrid securities) or the “Corporate Rating Criteria” (for shareholder
loans). In instances in which such instruments are determined not to qualify as debt per the
“Corporates Hybrids Treatment and Notching Criteria” or “Corporate Rating Criteria,” Fitch
will typically afford 100% equity credit for such instruments if balance sheet capitalization
metrics are relevant to the analysis of the issuing entity.

If a subordinated or hybrid instrument is issued by a non-bank financial institution prudentially
regulated under a similar framework as banks, the ratings approach will follow the rationale
outlined in the “Bank Rating Criteria.” If a subordinated or hybrid instrument is issued by a
policy institution or other entity with some form of government sponsorship, linkage or
ownership, the ratings approach will follow the rationale outlined in the “Bank Rating Criteria.”
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If a subordinated or hybrid instrument is issued by a non-bank financial institution prudentially
regulated under a similar framework as insurance companies, the ratings approach will follow
the rationale outlined in the criteria report “Insurance Rating Criteria.”

IV.4 Guaranteed and Secured Debt

Guaranteed Debt: Fitch usually rates fully guaranteed debt (or debt that Fitch deems to be
exposed to an equivalent degree of credit risk as guaranteed debt) in line with the higher of
the senior unsecured debt of the guarantor or of the issuer. Equalization of the guaranteed
debt rating with the senior unsecured rating of the guarantor will depend on the guarantee
ranking equally with the guarantor’s senior unsecured debt, the jurisdiction of the guarantee
being acceptable to Fitch at the rating level, its enforceability, timeliness and/or expectations
that the guarantor will honor the guarantee. A non-bank financial institution’s debt benefiting
from a guarantee that ranks equally with the guarantor’s subordinated obligations is usually
rated in line with the subordinated debt of the guarantor.

Financial Institutions

Determining Ratings and Potential Equity Credit for Subordinated and Hybrid Securities Issued by

Non-Bank Financial Institutions

Global

Issuer Type Applicable Criteria

Traditional non-bank financial institutions “Corporates Hybrids Treatment and Notching Criteria” (for traditional subordinated
(i.e.does not fall under one of the three categories outlined below) debt and hybrid securities) or “Corporate Rating Criteria” (for shareholder loans)

Non-bank financial institutions prudentially regulated
under a similar framework as banks “Bank Rating Criteria”

Non-bank policy institution or other entity with some form of
government sponsorship, linkage or ownership “Bank Rating Criteria”

Non-bankfinancialinstitution prudentially regulated under a similar
framework as insurance companies “Insurance Rating Criteria”

Source: Fitch Ratings.

Secured or Collateralized Debt: In cases where Fitch has sufficient information to analyze and
monitor the underlying collateral, it will rate long-term secured obligations of non-bank
financial institutions, particularly those with relatively straightforward structures, using the
default risk/recovery prospects approach outlined in the Notching Guidance for ‘BB-" and
Above Rated Issuers table.

Issues with more complex forms of structural enhancement (e.g. securitizations, covered
bonds or other stand-alone fund/special purpose vehicle structures) are not rated under
Fitch’s “Non-Bank Financial Institutions Rating Criteria” and instead will be evaluated by
Fitch’s Structured Finance, Covered Bonds or Funds and Asset Managers groups, based on
separate criteria, or otherwise not rated by Fitch.

Other long-term senior secured debt, including debt issued by an issuance vehicle that
benefits from a full parent guarantee, may be rated under this criteria and will receive a one
notch uplift above the non-bank financial institution’s Long-term IDR if the bondholder has
recourse both to the collateral and issuer; collateral cannot be substituted beyond established
parameters that Fitch is in a position to monitor; and collateral clearly indicates above-average
recovery prospects. Otherwise, Fitch will rate such senior secured debt in line with the issuer’s
Long-term IDR.

Where a debt obligation is both guaranteed and secured, the rating will primarily reflect the
guarantee unless all three conditions for uplift for secured or collateralized debt are met.

Ratings of non-bank financial institutions’ short-term obligations are based solely on the
issues’ default risk and so do not take account of structural enhancements that may improve
recoveries in case of default.

IV.5 Market-Linked Notes

Some non-bank financial institutions issue or guarantee securities that return amounts
referenced to a market risk essentially independent of the issuer's/guarantor’'s own
creditworthiness (sometimes referred to as market-linked notes or MLNSs). In some cases, only
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the coupon stream references the market risk (referred to as principal-protected notes) and, in
others, both the coupon stream and principal repayment are driven by the reference market
risk (referred to as non-principal-protected notes). MLNs may reference a very broad array of
risks, most commonly related to equities, currencies and commodities and are often
structured in response to reverse inquiries.

MLN ratings are aligned with the ratings of a given issuer or guarantor’s traditional debt
instruments of an equivalent seniority (senior debt, preferred senior debt, etc.). Ratings are
assigned by Fitch only when the principal is protected and solely address the credit risk of the
issuer or guarantor. Coupon risk unrelated to the issuer or guarantor’s credit risk is thus
excluded from MLN ratings. Dual currency notes may be rated provided they can or will be
settled in an equivalent amount of a second currency.

Fitch does not rate notes whose risk of principal return is unrelated to the issuer’s credit risk.
Consequently, for the avoidance of doubt, Fitch will not rate credit-linked notes, which
reference the credit risk of a third party or basket of third parties, under this criteria. These
notes may be rated by Fitch’s Structured Finance Group.

IV.6 Debt Issuance Distinctions Between Holding Companies and Non-Bank-
Financial Institution Operating Subsidiaries

When rating debt instruments that are structurally subordinated to other debt instruments
within a group structure, for example debt issued by a holding company or debt-issuing
vehicle, Fitch will assess the strategic, operational or legal links between the different
elements in the structure.

If Fitch’s analysis determines that such debt is sufficiently isolated from the remainder of the
group, failure to service it may have limited implications for the creditworthiness of the
operating subsidiaries. Fitch’s analysis will still start with an assessment of the operating
subsidiaries’ credit profiles. However, this analysis will likely be supplemented by an
assessment of the stand-alone profile of the issuing entity. In this case, Fitch’s analysis would
likely incorporate elements of Fitch’s rating approach for investment companies, notably when
assessing the issuer’s capitalization and leverage as well as its funding, liquidity and coverage
profile. Fitch may assign a public rating to the issuing entity, informing investors of its different
default probability compared with the operating subsidiaries.

Under certain circumstances, for instance, if there is a strong ring-fencing mechanism in place
(as may be the case where operating subsidiaries are prudentially regulated, for example), this
could lead Fitch to exclude such holding company or debt-issuing vehicle debt from the
analysis of the ring-fenced group.

On the other hand, if Fitch concludes that the strategic, operational or legal links between a
holding company or debt-issuing vehicle and an operating entity are relatively significant and
there is no or limited ring-fencing in place protecting the operating entity and holders of its
debt, the structurally subordinated debt will most likely be consolidated in the analysis of the
operating entity and the issue rating of the holding company or debt issuance vehicle’s debt
instrument will be determined through a notching approach.

In determining the notching relativities between a holding company or debt-issuing vehicle
and an operating company and their respective debt instruments, Fitch assesses potential
differences in default probabilities. As part of this assessment, Fitch analyzes relevant
regulatory and legislative aspects, the operating entity’s ability to upstream dividends to the
issuing entity in comparison to the debt quantum and interest expenses of the issuing entity
and the potential structural subordination of holding company debt relative to operating
company debt. Fitch would also take other potential income streams of the issuing entity into
consideration, including, where relevant, interest income on intercompany loans and cash
flows from other group entities.
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Annex 1: Variations from Criteria

Fitch’s criteria are designed to be used in conjunction with experienced analytical judgment
exercised through a committee process. The combination of transparent criteria, analytical
judgment applied on a transaction-by-transaction or issuer-by-issuer basis and full disclosure

via rating commentary strengthens Fitch’s rating process while assisting market participants
inunderstanding the analysis behind the ratings.

A rating committee may adjust the application of these criteria to reflect the risks of a specific
transaction or entity. Such adjustments are called variations. All variations will be disclosed in
the respective rating action commentaries, including their impact on the rating where
appropriate.

A variation can be approved by a ratings committee where the risk, feature or other factor
relevant to the assignment of a rating and the methodology applied to it are both included
within the scope of the criteria, but where the analysis described in the criteria requires
modification to address factors specific to the particular transaction or entity.
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Annex 2: Rating Non-Bank Financial Institutions
Above the Sovereign

Fitch is more likely to rate a non-bank financial institution above the sovereign - i.e. assign a
LC Long-Term IDR to the non-bank financial institution above the sovereign LC Long-Term
IDR, or a FC Long-Term IDR to the non-bank financial institution above the sovereign FC
Long-Term IDR - when both of two conditions hold. First, Fitch must believe that a non-bank
financial institution would probably retain the capacity to service its obligations in the
relevant currency following a sovereign default in that currency. This capacity may be retained
either because the non-bank financial institution receives external support or because the
non-bank financial institution’s intrinsic strength, as reflected in its stand-alone credit risk
profile, is sufficient to enable it to continue servicing its obligations after a sovereign default.

Second, the agency must believe that the sovereign, following its own default in a currency,
would probably not impose restrictions on the non-bank financial institution’s ability to
service its obligations in that currency. Restrictions may be applied to FC or LC obligations.
Fitch usually regards restrictions to the former as somewhat more likely than the latter, which
tends to result in the non-bank financial institution’s LC ratings being less constrained, relative
to the sovereign, than FC ratings. However, in some countries where governments have been
more interventionist, both FC and LC ratings of non-bank financial institutions may be capped
at the level of the sovereign.

Additionally, unlike banks, which often have strong ties to the credit profile of the sovereignin
which they reside, non-banks may not experience the same linkage or potential restrictions on
their ability to service their own debt. As an example, a global investment manager may have
the majority of its capital invested in other countries, with limited exposure to the economy in
which it domiciled. Therefore, the credit profile of the investment manager may not be directly
affected by the credit profile of the sovereign.
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Annex 3: Information Used to Issue and Maintain Ratings
Key Principles

Fitch bases its research and rating analysis on a thorough analysis of all relevant information
known and believed to be relevant to the analysis and the rating decision.

This information includes publicly available information, information provided directly by the
issuer and information provided by third parties and relevant information gathered by Fitch
during its interaction with other issuers.

All rating committees are required to verify that data was sufficient and robust relative to the
rating decision. Where there is insufficient information to assign or maintain a rating, no rating
shall be assigned or maintained.

Criteria DataSources

The key rating assumptions for the criteria are informed by discussions with external parties,
such as issuers, institutional owners, supervisors and governments and Fitch’s analysis of
financial and non-financial information, such as issuer financial statements and annual reports,
bond documentation and financial market, industry, academic and economic data, research
and history.

Information Threshold

The core information relied on in the rating process is publicly available information such as
annual and interim financial statements (typically at least three years of audited accounts),
transaction documents for public issues, public statements, presentations and other ad hoc
disclosure made by issuer management, public regulatory filings and official industry
commentary. This public information represents the minimum requirements for investors to
form an investment decision and is based on the level and type of information typically
presented by a publicly listed company.

Public disclosure is often supplemented by additional information provided directly by issuer
management. Such additional information may take the form of more frequent or confidential
updates of information typically disclosed publicly and/or specific non-public information
considered analytically important. Meetings may be held with members of issuer management
to discuss the information provided and to understand any assumptions used in the
preparation of the information. Non-financial information used in the rating process would
typically include a description of the institution’s core products, client base, geographical
markets, risk management framework, group structure, ownership and strategy.

Fitch works with the most recent information available. Public disclosure will generally be
predictable in its timing; periodic updates of other information will typically be timed to coincide
with a scheduled review, or ad hoc, in response to changing conditions. This supplemental
information can provide periodic insights, but its provision is subject to the discretion of the
rated entity. Historical time series information provides important insight but the most recent
information typically has a greater weighting in the prospective rating opinion.

Fitch undertakes a reasonable verification of the factual information relied on in accordance
with the relevant rating methodology and criteria as far as is possible from information from
independent sources, to the extent such sources are available.

Surveillance

Analysts perform ongoing surveillance of information received and/or requested. Where a
factor or trend could have an impact on the rating, Fitch will determine the appropriate course
of action, which may be one of the following:

. The non-bank financial institution is taken to rating committee.

° The non-bank financial institution is issued with a request for additional specific
information (Fitch may also consider it appropriate to place it on Rating Watch at
this point).

Fitch may also conclude that no action is necessary. There are no differences between new
rating analysis and surveillance analysis.
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Annex 4: Use of Stress Testing and Other Tools in the Rating
Process
Key Principles

Where relevant, Fitch will complement its analysis of the relevant information with an
assessment of the potential impact of a range of reasonable/plausible stress scenarios
or simulations.

Assumptions

Assumptions used in stress or scenario analyses will vary but will typically incorporate macro-
economic variables, loss rates and changes in risk parameters (such as probability of default
and loss given default), and the impact will typically be framed in the context of impact on
earnings, liquidity, interest coverage and/or capital/leverage. The variable(s) selected will be
driven by the nature and/or severity of the stress envisaged or being tested and will be
established at anissuer-specific, sector, country and/or region level.

Tools Usedinthe RatingProcess

Where relevant, Fitch will use a range of standardized tools to simulate the effect of asset
quality/performance, earnings, capital and liquidity stresses. Stress testing may be carried out
on an issuer-specific or sector basis and may be supplemented by bespoke simulations in cases
where standardized approaches may not be appropriate.

To the extent that regulators in various jurisdictions may conduct stress tests or asset quality
reviews across a country or sector, Fitch may use its own similar tools to understand better
regulatory stress tests and their sensitivities, recognizing the varying degrees of disclosure
regarding factors such as baseline data and stress variables.

Inputs and Outputs

Stress and scenario testing may require standard issuer inputs of a non-public nature, and
Fitch will request those that are considered necessary. If such inputs are not provided, Fitch
will use conservative estimates based on analytical judgment together with its broader
industry and sector knowledge. Alternatively, Fitch may be provided with an issuer’s own
scenario analyses. In such cases, Fitch will discuss these with issuer management to
understand the underlying assumptions used in the analysis and, if appropriate, make further
analytical adjustments to management’s underlying assumptions.

Outputs may, at Fitch’s discretion, be disclosed in full or part where such disclosure adds value
to the analysis and/or research. However, the presence of non-public data typically results in
disclosure being in aggregate or summarized form. Fitch will use peer comparison, where
relevant, to evaluate relative resilience to specific stresses or scenarios.
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Annex 5: Rating Assumption Sensitivity

Fitch’s opinions are forward looking and include the agency’s views of future performance.
Non-bank financial institution ratings are subject to positive or negative adjustment based on
actual or projected financial and operational performance. The list below includes a non-exhaustive
list of the primary assumption sensitivities, or shifts in key rating drivers for individual credits, that
caninfluence the ratings.

. Operating Environment Risk: Deterioration in an issuer’s operating environment due
to weakening of general economic environment, sovereign risks, financial market
health, changes in regulatory/legislative requirements or conditions and systemic
governance in the countries where the issuer is operating as well as possible imposition
of foreign exchange controls.

. Business Risk: Developments in an issuer’s ability to withstand competitive pressures
as shown in its position/franchise in key markets, its business model/diversification, its
level of pricing power and its operating efficiency.

° Financial Risk: Changes in an issuer’s financial profile due to the impact of operational
developments, a weakening of an issuer’s operating environment, the issuer’s financial
policy or risk appetite or the availability of funding in case of market disruption.

° Event Risk: An unforeseen event, which, until it is explicit and defined, is excluded from
existing ratings. Event risks can be externally triggered — a change in law, a natural
disaster, a political shock or an ownership change — or internally triggered, such as a
change in policy on capitalization, a major acquisition, fraud or a management or
strategic restructuring. As most non-bank financial institutions tend to have an asset-
liability mismatch (asset duration longer than funding duration), they can be vulnerable
to extreme liquidity stress. While funding, liquidity and coverage are core parts of
Fitch’s rating analysis, sometimes idiosyncratic events can cause a rapid, potentially
materially detrimental, deterioration in liquidity.

° Change in Support Risk: A change in extraordinary support likely to be available to an
issuer, for example, due to a change in ownership or developments in resolution
frameworks. Event risk and changes in support can often have more material
implications for non-bank financial institution ratings than other risks outlined above.

. Instrument-Specific Risk: In the case of issue-level ratings, these may be sensitive to
changes in the company’s issuer-level ratings, performance risk relative to the risk
captured in issuer-level ratings (e.g. hybrid securities) and changes in default risk or
recovery prospects for such instrument, for example as a function of the seniority of
the instrument, the volume of pari passu liabilities, the volume and relative ranking of
other liabilities, the availability of unencumbered assets and/ or the enterprise value of
the business.
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Annex 6: Additional Criteria Applicability Considerations and
Limitations

The non-bank financial institutions rating criteria contemplates a “going concern” analysis of
well-established entities with clearly defined strategic objectives and manageable exposure to
measurable market risks. The criteria are applicable to a wide range of financial institutions.
However, the criteria as constructed may prove insufficient to rate all non-bank financial
institutions. The following types of attributes may not be fully addressed in these criteria.
Therefore, institutions presenting certain of these attributes may not be rated using criteria for
non-bank financial institutions. Structures outside the scope of these rating criteria may be
evaluated by or in conjunction with other analytical groups within Fitch or otherwise not rated
by Fitch.

Criteria Applicability Considerations

Global

Not Ratable Under
Non-Bank Financial
Attribute Institutions Criteria

Potentially Ratable Under
Non-Bank Financial
Institutions Criteria

Special purpose vehicles (excluding guaranteed debt-issuing subsidiaries of rated entities) v

Fixed life vehicles

v
Investment vehicles with unidentified assets at inception v
v

Investment vehicles invested in real/non-financial assets for which there is limited insight into the
credit risk, market risk, cash flow stability and/or leveragability of the asset class(es)

Open-end investment vehicles with a very high degree of market value risk” as a result of the reliance
on thesale of less liquid assets or the reliance or the sale of moderately liquid assets but within a very
short time frame to meet redemptions

Open-end investment vehicles with an elevated but generally manageable degree of market value

v
risk?, as aresult of the reliance onthe sale of liquid assets to meet near-term redemptions
Open-end investment vehicles with a limited degree of market value risk® as a result of well-
established redemption frameworks that are subject to the availability of cash proceeds (queues) and v
therefore provide non-discretionary, structural protection against liquidity mismatches
Quasi open-end investment vehicles with a limited degree of market risk® due the lack of near-term
redemption risk, highly predictable cash inflows and outflows, and the ability toincrease the former v
and/or reduce the latter
Closed-end investment vehicles with permanent capital and norequirements for the liquidation or v

forced sale of underlying assets

*Market value risks include valuation risk with respect to underlying assets, the use of leverage and/or confidence-sensitive funding sources which may magnify such valuation

risks, and/or redemption risks associated with non-permanentcapital sources.
Source: Fitch Ratings.

This criteria report identifies factors that are considered by Fitch in assigning ratings to a
particular entity or obligation within the scope of the master criteria. Not all factors in these
criteria may apply to each individual rating or rating action. Each specific rating action
commentary or rating report will discuss those factors most relevant to the individual rating
action.

Ratings, including Rating Watches and Rating Outlooks, assigned by Fitch are subject to the
limitations specified in Fitch’s Rating Definitions, available at
www.fitchratings.com/site/definitions. More specifically to non-bank financial institutions,
IDRs, VRs, SRs, SRFs and DCRs do not specifically address transfer and convertibility risk for
each and every foreign jurisdiction in which a non-bank financial institution operates, nor do
they reflect jurisdiction-specific resolution risks.
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Annex 7: Factors Differentiating Highly Speculative and
Distressed Ratings

Text-based descriptions of differentiating attributes across non-bank financial institution
subsectors and rating categories are noted throughout this criteria report. That said, these
generalizations can sometimes become less instructive at and between highly speculative (i.e.
‘B’ category) and distressed (i.e. ‘CCC’ category and below) levels given the more issuer-
specific nature of the attributes or trends that often influence ratings at these levels.

Fitch’'s firmwide rating definitions state that, at the ‘CCC’ rating category, “default is a real
possibility.” In the context of non-bank financial institution ratings, attributes that may be
indicative of at least this degree of financial distress are detailed in the table below.

Factors Differentiating Highly Speculative and Distressed Ratings

Qualitative Versus Relative Importance at Relative Importance at 'CCC'
Quantitative Attribute 'B' Category Category and Below
Qualitative

Unsuccessful operating history Higher Lower

Undefined or changing underwriting standards Higher Lower

Ineffective risk management Higher Lower

Heightened executionrisk and/or strategy thatlacks credibility =~ Higher Moderate

Escalating regulatory actions and/or intervention Moderate Higher

Material management and/or governance shortcomings Higher Higher

Business model instability, impairmentor disruption Higher Higher

Quantitative

Extremely limited scale Moderate Higher
Structurally unprofitable construct with returnto break-even

highly uncertain Moderate Higher
Imminent breaching of financial covenants or the requesting of

waivers from covenant Moderate Higher
Sustained asset quality considerably weaker than norms Higher Higher
Clear capitalization deficiencies and/or significant outlier Higher Higher

Material near-term refinancing risk and/or other liquidity or
coverage weaknesses Higher Higher

Note: While any of the above attributes can be the primary rating driver at a given rating category, those attributeslisted as 'Higher' importance represent ones Fitch believes
are more likely to drive a rating outcome at a givenrating category, while those attributes listed as 'Lower' importance rep resent ones Fitch believes are less likely to drive a
rating outcome at agiven rating category. Those attributes listed as 'Moderate' importance represent ones Fitch believes could have a moderate influence on a rating outcome at
a given rating category.

Source: Fitch Ratings.
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Annex 8: Related Criteria

This criteria has been published together with the following criteria:
Bank Rating Criteria

The following cross-sector criteria reports remain in force and will be applied to the ratings of
non-bank financial institutions and other financial institutions, where appropriate:

Country Ceilings Criteria

Sukuk Rating Criteria

National Scale Ratings Criteria

Corporate Rating Criteria

Corporates Hybrids Treatment and Notching Criteria
Corporates Notching and Recovery Ratings Criteria
Country-Specific Treatment of Recovery Ratings Criteria

Third-Party Partial Credit Guarantees Rating Criteria
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Annex 9: Subsector Financial Ratios and Definitions

Summary of Non-Bank Financial Institution Core Ratios and Quantitative Benchmarks

Operating
Environment aaor bor
Score Above a bbb bb Below
Securities Firms (High Balance Sheet Usage)
Earningsand ‘aa’ category
Profitability Operating Income/Average Equity(%) or higher x>20  10<x£20 5<x<10 3<xs5 x<3
Operating Income/Average Equity (%) ‘a’ category x>25 15<x<25 5<x<15 3<xs5 x<3
‘bbb’
Operating Income/Average Equity(%) category x>15 10<x<15 3<x<10 x<3
Operating Income/Average Equity (%) ‘bb’ category x>15 10<x<15 x<10
‘b’ category
Operating Income/Average Equity(%) or lower x>15  x<15
Capitalization (Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘aa’ category 10.0¢
and Leverage Tangible Equity (x) or higher x<5.0 5.0:x<10.0 x<15.0 15.02x<20.0 x220.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ 10.0¢
Tangible Equity (x) ‘a’ category x<2.5 2.5%x<10.0 x<15.0 15.02x<20.0 x220.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘bbb’
Tangible Equity (x) category x<50 5.0%x<10.0 10.0<x<15  x215
(Tangible Assets - Reverse Repo - Sec. Borrowed)/
Tangible Equity (x) ‘bb’ category x<50 5.0x<120 x212.0
(Tangible Assets - Reverse Repo - Sec. Borrowed)/ ‘b’ category
Tangible Equity (x) or lower x<7.0 x27.0
Funding, Liquidity ‘aa’ category
and Coverage Liquid Assets/Short-Term Funding (%) or higher x>200 150<x<200 100<x<150  85<x<100  x<85
Liquid Assets/Short-Term Funding (%) ‘a’ category x>300 175<x<300 100<x<175  85<x<100  x<85
‘bbb’
Liquid Assets/Short-Term Funding (%) category x>300 175<x£300 100<x<175 x<100
Liquid Assets/Short-Term Funding (%) ‘bb’ category x>300 150<x<300 x<150
‘b’ category
Liquid Assets/Short-Term Funding (%) or lower x>200 x£200
Securities Firms (Low Balance Sheet Usage)
Earningsand
Profitability EBITDA/Revenue (%) All x>50  30<xs50  20<x230 10<x<20  x£10
Capitalization and
Leverage Gross Debt/EBITDA (x) All x<0.5 0.5%x<1.5 = 1.5x<25 2.5%x<3.5 x235
Funding, Liquidity and
Coverage EBITDA/Interest Expense (x) All x>15  10<x<15 6<x<10 3<x26 x<3
Investment Managers Primarily Charging Fees Based on Net Asset Value (Traditional Investment Managers and Hedge Fund Managers)
Asset Performance Net Client Flows/Beginning (F)AUM (%) All x>10 5<x<10 52x>(5)  (5)2x>(10)  x£(10)
Earningsand
Profitability (F)EBITDA/Fee Revenue (%) All x>50  30<x$50  20<x<30 10<x£20  x<10
Capitalization
and Leverage Gross Debt/Adjusted (F)JEBITDA (x) All x<0.25 0.25%x<1.5 1.5%x<30  3.0x<50 250
Funding, Liquidity
and Coverage (F)EBITDA/Interest Expense (x) All x>18 12<x<18 6<x£12 3<x<6 x<3

Regulatory debt is defined as term corporate debt excluding Small Business Administration borrowings. ®In instances where asset quality metrics exhibit seasonal differencesin
performance, Fitch may seek to normalize such metrics when assessing asset quality at a given point in time. Fitch may exclude or normalize a quarterly data point if it is believed
to be unduly influenced by seasonality rather thanreflecting alonger term asset quality trend. For leasing companies, asset-quality ratios are calculated as impairmentson
leased assets plus incurred gains and losses on the sale of leased assets/total leased assets. Note: If/when additional ratios are considered material on an issuer-specific basis,
such ratios will be articulated in the accompanying Rating Action Commentary for such issuer. Continued on next page.

Source: Fitch Ratings.
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Summary of Non-Bank Financial Institution Core Ratios and Quantitative Benchmarks (Continued)

Operating
Environment aaor bor
Score Above a bbb bb Below
Investment Managers Primarily Charging Fees Based on Invested/Committed Capital (Alternative Investment Managers)
Asset Performance  Net Client Flows/Beginning (F)AUM (%) All x>10 5<x<10 52x>(5)  (5)2x>(10)  x<(10)
Earningsand
Profitability (F)EBITDA/Fee Revenue (%) All x>50 30<x250 20<x<30 10<x<20  x<10
Capitalization
and Leverage Gross Debt/Adjusted (F)EBITDA (x) All x<0.50 0.505x<25  2.5:x<40  40x<60 260
Funding, Liquidity
and Coverage (F)EBITDA/Interest Expense (x) All x>12 8<x<12 4<x<8 2<x<4 x<2

Investment Companies
Capitalization
and Leverage Gross Debt/Tangible Equity (x) All x<0.15 0.155x<0.35 0.355x<0.50  0.50=x<1.0 210

Oneyear’s upstream dividend and interest income
Funding, Liquidity coverage

and Coverage of one years' holdco interest expense (x) All x>10 6<x$10  3.5<x26.0 25<x$35 x£2.5
Funding, Liquidity Oneyear’s upstream dividend andinterest income
and Coverage coverage
of two years' holdco operating expenses, interest
expense and dividends (x) All x>1.0 x>1.0 x>1.0 x$1.0  x<10
Business Development Companies
Asset Quality Net Realized Gains/Average Portfolio, at Value (%)  All x>5 22x>5 (3)2x>2 (3)2x>(6)  x=<(6)
Earnings and Net Investment Income/Average Portfolio, at Cost xs5or
Profitability (%) All 5<x<10 5<x<10 5<x<10 xs<5o0rx>10 x>10
Capitalization (Total Assets-Total Liabilities Excluding Regulatory
and Leverage Debt®[Regulatory Debt x Asset Coverage
Requirement])/(Total Assets-Total Liabilities
Excluding Regulatory Debt) (%) All x>60% 33%<x<60% 11%<x<33% 0%<x<11% x=0%
Implied Debt/Tangible Equity (200% Asset Coverage
Requirement) All x<0.25 0.25sx<0.50 0.50=x<0.80 0.80=<x<1.00 x=1.00
Implied Debt/Tangible Equity (150% Asset Coverage
Requirement) All x<0.36 0.36xx<0.80 0.80sx<1.45 1.45s<x<2.00 x22.00
Funding, Liquidity Unsecured Debt/Total Debt (%)
and Coverage All x>90 50<x<90 35<x<50 x<35 x=0
Finance and Leasing Companies (High-Balance-Sheet Usage)
Asset Quality® Impaired Loans/Gross Loans or Impairmentson ‘aa’ category
Leased Assets/ Total Leased Assets (%) or higher x<1 1<x<3 3<x<6 6<x<14 x>14
Impaired Loans/Gross Loans or Impairments on
Leased Assets/ Total Leased Assets (%) ‘a’ category x<0.25 0.25<x<2 2<x<5 5<x<12 x>12
Impaired Loans/Gross Loans or Impairments on ‘bbb’
Leased Assets/ Total Leased Assets (%) category X<0.5 0.5<x<4 4<x<10 x>10
Impaired Loans/Gross Loans or Impairments on
Leased Assets/ Total Leased Assets (%) ‘bb’ category x<0.75 0.75<x<5 x>5
Impaired Loans/Gross Loans or Impairments on ‘b’ category
Leased Assets/Total Leased Assets (%) or lower x<1 x>1
Earnings and Pre-Tax Income/Average Assets (%) ‘aa’ category
Profitability or higher x>40  3.0<x<4.0 2.0<x<3.0 1.0<x<2.0 x<1.0
Pre-Tax Income/Average Assets (%) ‘a’ category x>5.0 3.5<x<50 2.5<x<3.5 1.0<x<2.5 x<1.0
Pre-Tax Income/Average Assets (%) ‘bbb’
category x>6.0 4.0<x<6.0 1.0<x<4.0 xs1
Pre-Tax Income/Average Assets (%) ‘bb’ category x>6.0 2.0<x<6.0 x<20
Pre-Tax Income/Average Assets (%) ‘b’ category
or lower x>7.0 x<7.0

2Regulatory debt is defined as term corporate debt excluding Small Business Administration borrowings. °In instances where asset quality metrics exhibit seasonal differencesin
performance, Fitch may seek to normalize such metrics when assessing asset quality at a given point in time. Fitch may exclud e or normalize a quarterly data point if it is believed
to be unduly influenced by seasonality rather thanreflecting alonger term asset quality trend. For leasing companies, asset-quality ratios are calculated as impairmentson
leased assets plus incurredgains and losses on the sale of leased assets/total leased assets. Note: If/when additional ratios are considered material on an issuer -specific basis,
such ratios will be articulated in the accompanying Rating Action Commentary for such issuer. Continued on next page.

Source: Fitch Ratings.
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Summary of Non-Bank Financial Institution Core Ratios and Quantitative Benchmarks (Continued)
Operating
Environment aaor bor
Score Above a bbb bb Below
Finance and Leasing Companies (High-Balance-Sheet Usage) (cont.)
Capitalization Debt/Tangible Equity (x) ‘aa’ category
and Leverage or higher x<1.0 1.0=x<3.0 3.0sx<5.0 5.0=x<80 x280
Debt/Tangible Equity (x) ‘a’ category x<0.8 0.8sx<3.0 3.0sx<50 50sx<75 x275
Debt/Tangible Equity (x) ‘bbb’
category x<0.75 0.75sx<4.0 4.0=<x<7.0 27.0
Debt/Tangible Equity (x) ‘bb’ category x<0.6 0.6sx<5.5 x25.5
Debt/Tangible Equity (x) ‘b’ category
or lower x<0.5 x20.5
Funding, Liquidity Unsecured Debt/Total Debt (%) ‘aa’ category
and Coverage or higher x>90 50<x<90 35<x<50 x<35 x=0
Unsecured Debt/Total Debt (%) ‘a’ category x>95  60<x<95 40<x<60 10<xs40  x<10
Unsecured Debt/Total Debt (%) ‘bbb’
category x>95 75<x<95 20<xs75  x<20
Unsecured Debt/Total Debt (%) ‘bb’ category X=100 50<x<100 xs50
Unsecured Debt/Total Debt (%) ‘b’ category
or lower X>95  x<95
Finance and Leasing Companies (Low Balance Sheet Usage)
Earningsand
Profitability EBITDA/Revenues (%) All x>50 30<x<50 20<x<30 10<x<20 x<10
Capitalization
and Leverage Debt/EBITDA (x) All x<0.5 0.5sx<1.5 1.5sx<2.5 2.5<x<3.5 x23.5
Funding, Liquidity
and Coverage EBITDA/Interest Expense (x) All x>15 10<x<15 6<x<10 3<x<6 x<3
Financial Market Infrastructure Companies (Exchanges, CCPs and Non-Bank CSDs)
Earnings and
Profitability EBITDA/Revenue (%) All x>50  30<xs50 20<x<30 10<xs20  x=<10
Capitalization
and Leverage Gross Debt/EBITDA (x) All x<0.5 0.55x<2.0 2.0=x<3.5 3.5sx<5.,5 x25.5
Funding, Liquidity
and Coverage EBITDA/Interest Expense (x) All x>15 10<x<15 6<x<10 3<x<6 x<3

Regulatory debt is defined as term corpor ate debt excluding Small Business Administration borrowings. ®In instances where asset quality metrics exhibit seasonal differencesin
performance, Fitch may seek to normalize such metrics when assessing asset quality at a given point in time. Fitch may exclude or normalize a quarterly data point if it is believed
to be unduly influenced by seasonality rather thanreflecting alonger term asset quality trend. For leasing companies, asset-quality ratios are calculated as impairmentson
leased assets plus incurred gains and losses on the sale of leased assets/total leased assets. Note: If/when additional ratios are considered mater ial on an issuer-specific basis,
such ratios will be articulated in the accompanying Rating Action Commentary for such issuer.

Source: Fitch Ratings.
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Securities Firm Ratios

Firms with High Firms with Low

Coreor Balance Sheet Balance Sheet

Metric Definition Complementary Usage Usage
Asset Quality Ratios
Impaired and Nonperforming® Loans where income has stopped accruing, loan has been
Ratio restructured or the receivable is deemed otherwise

impaired/period-end loans. Complementary v
Loan Loss Allowances/ Allowances for Impairments/Impaired Loans
Impaired Loans Complementary v
Loan Impairment Impairment Charges on Loans/Average Gross Loans
Charges/Average Gross Loans Complementary v
Impaired Loans Less Loan (Impaired Loans and Leases - Loan Loss
Loss Allowances/ Allowances)/Tangible Equity
Tangible Equity Complementary v
Growth of Gross Loans Increase in total customer loans at the end of the accounting

period less total customer loans at the beginning of the

accounting period as a percentage of customer loans at the

beginning of the accounting period. Complementary v
Market Risk Ratios
Average VaR/Tangible Equity Average period trading VaR considered as reported and

adjusted to 99% confidence interval and one-day holding

period; data are assessed both including and excluding

attributed diversification. Complementary v
Fitch Stressed VaR/ Fitch stressed VaRis calculated by multiplying the
Tangible Equity aggregated 10-day, 99% level maximum VaR by a factor of

five; intended to capture market risk under extremely

severe market conditions. Complementary v
Trading Efficiency Ratio Principal daily trading revenue (annual/252days) or

(quarterly/63 days)/average trading VaR (99%, one day, U.S.

dollars) Complementary v
Earnings and Profitability Ratios
Operating Profit/ Pre-tax profit before non-recurring and non-operating
Average Equity income and expenses as a percentage of average

reported equity. Core v
EBITDA/Revenue EBITDA with adjustments for significant non-cash items,

such as non-cash compensation expenses, as a percentage of

total revenue. Core v
Adjusted ROAE Reported net income, excluding discontinued operations

and extraordinary one-time items and the effects of

CVA/DVA, as a percentage of average reported equity. Complementary v
Operating Expense/ Operating expenses, including interest expense, as a
Revenue percentage of total revenue. Complementary v
Compensation/ Compensation paidinthe period as a percentage of net
Net Revenue revenue, isolated for brokers and traders compensation

where possible Complementary v

*Where disclosed under IFRS 9, impaired loans will be loans classified asbeing at ‘stage 3’ Note: If/when additional ratios are considered material on an issuer -specific basis, such
ratios will be articulated inthe accompanying Rating Action Commentary for suchissuer. Continued on next page.
Source: Fitch Ratings.
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Metric

Coreor
Definition Complementary

Firms with High Firms with
Balance Sheet

Balance Sheet
Usage

Usage

Low

Capitalization and Leverage Ratios

Net Adjusted Leverage

(Tangible Assets - Reverse Repurchase Agreements -
Securities Borrowed)/Tangible Equity Core

Gross Debt/EBITDA

Gross debt divided by EBITDA, with adjustments
for significant non-cash items such as non-cash
compensation expenses Core

Gross Leverage

Total assets divided by total equity Complementary

Tangible Gross Leverage

(Tangible Assets plus Gross ups for Derivatives,

Reverse Repurchase Agreements and Securities

Borrowed)/Tangible Equity

Tangible assets equal total assets minus goodwill

and intangibles

Derivatives, reverse repurchase agreements and securities

borrowed are grossed up for any netting amounts that

may otherwise be excluded from amounts reported onthe

balance sheet Complementary

Adjusted Leverage

(Tangible Assets - Reverse Repurchase
Agreements)/Tangible Equity Complementary

Common Equity Tier |
Capital Ratio®

Ratio asreported to the regulatorsinthe relevant

jurisdiction; the calculation is: common equity as defined by

local regulators as a percentage of risk weighted assets as

defined by local regulators. Complementary

Funding and Liquidity Ratios

Liquid Assets/ST Funding

Total assets minusilliquid assets (defined below) as a

percentage of wholesale funding due within 12 months

Illiquid assets typically include highyield debt + merchant

bank, private equity investments + emerging market +

consumer loans + bank loans + goodwill + intangibles + non-
investment-grade derivatives marked to market + other

assets + non-investment-grade residual assets Core

EBITDA/Interest Expense

EBITDA with adjustments for significant noncash items,
such as noncash compensation expenses, as a multiple of
interest expense Core

LT Funding/llliquid Assets

Equity and long-term borrowing as a percentage of illiquid
assets (as defined above) Complementary

v

*Where disclosed under IFRS 9, impaired loanswill be loans classified as being at ‘stage 3’ Note: If/when additional ratios are considered material on an issuer-specific basis, such
ratios will be articulated inthe accompanying Rating Action Commentary for suchissuer. Continued on next page.

Source: Fitch Ratings.
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Simplified Balance Sheet and Calculation of Capitalization Ratios
Identifier Description Value
Condensed Balance Sheet
A Cash 15
B Securities Borrowed (Net) 15
C Reverse Repo (Net) 10
D Derivative Instruments (Net) 5
Other Securities Inventory 50
E Goodwill and Intangibles 5
F Total Assets 100
Total Liabilities 75
G Non-Equity Hybrid Capital 5
Capital 10
Retained Earnings 10
H Total Equity 25
Other Inputs from Notes to the Financial Statements
| Securities Borrowed (Gross) 25
J Reverse Repos (Gross) 20
K Derivative Instruments (Gross) 15
L Risk Weighted Assets 40
Calculations Formula
M Tangible Assets 95=F-E
N Tangible Equity 15=H-GE
(e} Securities Borrowed Gross Up 10=1-B
P Reverse Repo Gross Up 10=J-C
Q Derivative Instruments Gross Up 10=K-D
Gross Leverage 40=F/H

Tangible Gross Leverage

8.3 = (M+0O+P+Q)/N

Adjusted Leverage

5.7 =(M-C)/N

Net Adjusted Leverage

4.7 = (M-B-C)/N

Source: Fitch Ratings.
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Investment Manager Ratios
Alternative Traditional
Coreor Investment Investment
Metric Definition Complementary Managers Managers
Asset Performance Ratios
(F)AUM Growth Rate (Ending (F)AUM/Beginning (F)AUM)-1 Core v v
Fundraising Success (Gross Inflows - Gross Redemptions - Gross Distributions)/
Beginning (F)AUM Complementary v v
Management Fee Yield Management Fees/Average (F)AUM Complementary v v
Revenue Yield Total Revenue/Average (F)AUM Complementary v v
(F)EBITDA Yield (F)EBITDA/Average (F)AUM Complementary v v
Earnings and Profitability Ratios
(F)EBITDA Margin (F)EBITDA/Total Fee Revenue Core v v
Management Fee Contribution Management Fees/Total Fees Complementary v
Total Management Fee Management Fees/Total Revenue
Contribution Complementary v
Operating Efficiency (Base Compensation + Operating Expenses)/Total Fee Revenue Complementary v v
Incentive Compensation Ratio Incentive Compensation/Incentive Revenue Complementary v
Fee-Related Earnings Margin  Fee-Related Earnings (Net Income)/Fee Revenue Complementary v
Return on Average Equity (Economic) Net Income/Average Equity Complementary v v
Capitalization and Leverage Ratios
Cash Flow Leverage Gross Interest-Bearing Liabilities/(F)EBITDA, with adjustments
made for significant noncash and nonrecurring items
FEBITDA is defined as management, transaction, monitoring, and
advisory fees - operating expenses + interest expense +
depreciation + amortization + equity compensation. Interest and
dividend revenue may be included if deemed recurringin nature. Core v v
Net Cash Flow Leverage (Gross Interest-Bearing Liabilities - Balance Sheet Cash and
Equivalents)/(F)EBITDA, with adjustments made for significant
noncash and nonrecurring items Complementary v v
Balance Sheet Leverage Gross Interest-Bearing Liabilities/Tangible equity
Fitch defines tangible equity as equity less goodwill and other
intangibles. In making balance sheet leverage calculations for
investment managers, Fitch typically focuseson the
unconsolidated balance sheet to exclude the effects of non-
recourse assets and liabilities. Complementary v v
Net Balance Sheet Leverage (Gross Interest-Bearing Liabilities -
Cash and Equivalents)/Tangible Equity Complementary v v
Liquidity Ratios
Interest Coverage (F)EBITDA, with Adjustments for Significant Noncash and/or
Nonrecurring Iltems/Interest Expense Core v v
Liquid Asset Debt Coverage  (Cash + liquid investments)/Gross interest-bearing liabilities Complementary v v
Asset Debt Coverage (Cash + Liquid Investments + Balance Sheet Co-Investments)/
Gross Interest-Bearing Liabilities Complementary v v
Liquid Coverage of Co- (Cash + Liquid Securities)/
Investment Commitments Uncalled Co-Investment Commitments Complementary v v
Liquid Assets (Cash + Liquid Assets)/Total Assets Complementary v v
v v

Payout Ratio

Distributions/Cash Earnings

Complementary

Note: If/when additional ratios are considered material on an issuer -specific basis, suchratios will be articulated in the accompanying Rating Action Commentary for such issuer.

Source: Fitch Ratings.
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Open-End Other

Coreor Investment  Investment Investment

Metric Definition Complementary Companies Funds Funds
Asset Quality/Performance Ratios
Portfolio Credit Risk Profile Weighted Average Credit Quality of Investments/

Portfolio Companies Complementary v
Earnings and Profitability Ratios
Return on Average Assets Net Income/Average Assets Core v v v
Return on Average Equity Net Income/Average Equity Complementary v v v
Capitalization and Leverage Ratios
Balance Sheet Leverage Gross Debt/Tangible Equity or Total Interest-Bearing

Liabilities/Net Asset Value Core v v
Gross Leverage (Gross Long Investment Positions + Gross Short

Positions)/Net Asset Value Core v
Funding, Liquidity and Coverage Ratios
Cash and Unencumbered (Cash + Unpledged Assets)/Unsecured Debt
Securities Coverage Core v v
Interest Coverage Oneyear’s upstream dividend and interest income

(or EBITDA) coverage of one year’s holdco operating

interest expense Core v
Operating Expense Coverage®  Oneyear’s upstream dividend and interest income

(or EBITDA) coverage of two years’ holdco operating

expenses, interest expense and dividends Core v

v

Illiquid Assets Total llliquid Assets/Net Asset Value

Complementary

?For investment companies that are privately held and donot have stated dividend policies, Fitch will likely remove holding company dividends from the denominator of
this ratio. Note: If/when additional ratios are considered material on an issuer-specific basis, such ratios will be articulated inthe accompanying Rating Action

Commentary for suchissuer.
Source: Fitch Ratings.
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Business Development Company Ratios

Metric

Definition

Core or Complementary

Asset Quality Ratios

Net Portfolio Gains (Losses)

Net Realized Gains/Average Portfolio, at Value

Core

Non-Accruals, at Cost

Non-Accruals/Portfolio, at Cost

Complementary

Non-Accruals, at Fair Value

Non-Accruals/Portfolio, at Fair Value

Complementary

Net Portfolio Valuation Marks

Net Unrealized Appreciation (Depreciation)/Beginning Portfolio, at Cost

Complementary

Portfolio Concentrations

Top 10 Portfolio Investments, at Value/Equity

Complementary

Earnings and Profitability Ratios

Net Investment Income Yield

Net Investment Income/Average Portfolio, at Cost

Core

Investment Income Yield

Investment Income/Average Portfolio, at Cost

Complementary

Operating Efficiency

Non-Interest and Non-Incentive Expenses/Average Portfolio, at Cost

Complementary

Compensation Ratio

Compensation/Average Portfolio, at Cost

Complementary

Return on Average Assets

Net Income/Average Assets

Complementary

Capitalization and Leverage Ratios

Asset Coverage Cushion®

(Total Assets - Total Liabilities Excluding Regulatory Debt -
[Par Value of Regulatory Debt x Asset Coverage Requirement])/
(Total Assets - Total Liabilities Excluding Regulatory Debt)

Core

Leverage

Interest-Bearing Liabilities/Tangible Equity

Complementary

Asset Coverage Ratio®

(Total Assets - Toal Liabilities Excluding Regulatory Debt)/Regulatory Debt

Complementary

Sensitivity to Leverage Cap

(Equity - Interest Bearing Liabilities)/Portfolio, at Value

Complementary

Funding and Liquidity Ratios

Funding Mix

Unsecured Debt/Total Debt

Core

Interest Coverage

EBITDA/Interest Expense

Complementary

Cash Earnings Coverage of Dividend

(Net Investment Income - Non-Cash Earnings + Non-Cash Expenses)/
Dividends Declared

Complementary

Earnings Coverage of Dividend

Net Investment Income/Dividends Declared

Complementary

Non-Cash Income®

Non-Cash Income/Interest and Dividend Income

Complementary

Regulatory debt is defined as termcorporate debtexcluding Small Business Administration borrowings. "Adjusted for non-cash earnings received in cash, where available.

Note: If/when additional ratios are considered material on anissuer-specific basis, such ratios will be articulated in the accompanying Rating Action Commentary for suchissuer.

Source: Fitch Ratings.
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Finance and Leasing Company Ratios

Consumer
and
Coreor Commercial Financial

Metric Definition Complementary  Finance Leasing  Services
Asset Quality Ratios
Impaired and Loans or leases Where Income has Either Stopped Accruing, Loan
Non-Performing Ratio has Been Restructured, or the Receivable is Deemed Otherwise

Impaired/Period-End Loans or Leases Core® v v v
Impairment to Capital Ratio  (Impaired Loans and Leases - Loan Loss Allowances )/

Tangible Equity Complementary v v v
Net Chargeoff Rate (Gross Principal Losses - Recoveries)/

Average Loans During the Period Complementary v v v
Reserve Coverage of
Impaired Loans Allowances for Impairments/Impaired Loans and Leases Complementary v v v
Residual Gain (Loss) Rate Gain or Loss on Sale of Residual Vehicles and Equipment/

Depreciated Value of the Assets Sold Complementary v
Earnings and Profitability Ratios
Pre-Tax Return on
Average Assets Reported Pre-Tax Net Income/Average Assets Core® v v v
EBITDA Margin Earnings Before Interest, Taxes, Depreciation and

Amortization/Revenues with adjustments for significant

non-cash items

Fitch may make adjustments to its EBITDA calculation to exclude

depreciation expenseifitisbelieved to be a recurring operating

expense and no significantchange in leased asset levelsis

expected. However, in that case, Fitch would look to add back

proceeds from the sale of leased assets to its calculation of cash

flow, as it would likely be deemed a significant source of debt

repayment. Core® v v v
Pre-Tax Return on
Average Equity Reported Pre-Tax Net Income/Average Equity Complementary v v v
Pre-Tax Income Margin Pre-Tax Operating Income/Total Revenues Complementary 4 v v
Operating Expense Ratio Operating Expenses/Total Net Revenues Complementary v v v
Depreciation Expense Ratio Depreciation Expenses/Total Revenues Complementary v
Residual Value Gain (Loss) Gain or Loss on Sale of Residual Vehicles and
Contribution Equipment/Reported Pre-Tax Net Income Complementary v
Capitalization and Leverage Ratios
Tangible Balance Sheet (Reported Debt + Debt Portion of Hybrid Capital)/(Total
Leverage Shareholders’ Equity - Goodwill - Intangibles - deferred tax

assets related to net operating losses brought forward (if

available and at a minimum value of zero), otherwise net deferred

tax assets in its entirety (at a minimum value of zero) - Non-

Controlling Interests® + Equity Portion of Hybrid Capital) Core’ v v v
Cash Flow Leverage Total Debt/Earnings Before Interest, Taxes,

Depreciation and Amortization (see EBITDA definition above Core® v 4 v

2Applicable for finance andleasing companies with highbalance sheet usage. Where disclosed under IFRS 9, impaired loanswill be loans classified as being at ‘stage 3'. For
leasing companies, asset quality ratios are calculated asimpairments onleased assets plusincurred losses on the sale of leased assets /total leased assets. With respect to
equipment lessors, Fitch will not exclude maintenance right assets and lease premiums from tangible equity if these balance sheet itemsare believed to contain sufficient
economic value to support creditors. "Applicable for finance and leasing companieswith low balance sheet usage. “Applicable to bank-licensed finance and leasing companies
only. dNon—controlling interestsare excluded unless believed to exhibit loss absorption capacity. Note: If/when additional ratios are considered materialon an issuer -specific
basis, such ratios will be articulated inthe accompanying Rating Action Commentary for suchissuer. Continued on next page.

Source: Fitch Ratings.
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Global

Finance and Leasing Company Ratios (Continued)

Consumer
and
Coreor Commercial Financial

Metric Definition Complementary  Finance Leasing  Services
Funding and Liquidity
Unsecured Debt Usage Debt Unsecured by Corporate Assets/

Total Interest-Bearing Liabilities Core® v v v
Interest Coverage Earnings Before Interest, Taxes,

Depreciation and Amortization/Interest Expense Core® v v v
Total Short-Term (Short-Term Debt + Current Portion of Long-Term Debt)/
Funding Reliance Total Interest-Bearing Liabilities Complementary v 4 v
Unencumbered Amount of Assets Free and Clear of Any Encumbrance/
Asset Coverage Unsecured Debt Complementary v v v
Payout Ratio Dividends/Reported Net Income Complementary v v \

“Applicable for finance and leasing companieswith highbalance sheet usage. Where disclosed under IFRS 9, impaired loanswill be loans classified as being at ‘stage 3. For
leasing companies, asset quality ratios are calculated asimpairments onleased assets plusincurred losses on the sale of leased assets /total leased assets. With respect to
equipment lessors, Fitch will not exclude maintenance right assets and lease premiums from tangible equity if these balance sheet items are believed to contain sufficient
economic value to support creditors. ®Applicable for finance and leasing companies with low balance sheet usage. “Applicable to bank-licensed finance and leasing companies
only. °Non-controlling interests are excluded unless believed to exhibit loss absorption capacity. Note: If/when additional ratios are considered materialon an issuer -specific
basis, such ratios will be articulated inthe accompanying Rating Action Commentary for suchissuer.

Source: Fitch Ratings.

Financial Market Infrastructure Company Ratios

CSDs
Without
Coreor Clearing Banking
Ratio Definitions Complementary Exchanges Houses License
Capitalization and Leverage
Gross Debt/EBITDA Gross debt divided by EBITDA, with adjustments for
significant non-cash items such as non-cash
compensation Core v v v
Free Cash Flow/Gross Debt Net cash provided by operations less capital
expenditures and dividends divided by gross debt ~ Complementary v v v
Gross Debt/Tangible Equity Gross debt divided by tangible equity Complementary v
Funding, Liquidity and Coverage
EBITDA/Interest Expense EBITDA with adjustments for significant
non-cash items as a multiple of interest expense Core 4 4 v
Unrestricted Cash and Marketable Unrestricted cash and marketable (investment)
(Investments) Securities/Short-Term Debt  securities divided by short-term debt Complementary v
Earnings and Profitability
EBITDA Margin EBITDA with adjustments for significant
non-cash items as a percentage of total revenue Core v v v
Rate per Contract Revenue divided by contract volume Complementary v v
Capital Expenditure/Revenues Capital expenditures divided by total revenues Complementary v v v
Capital Expenditure/Depreciationand Capital expenditures divided by
Amortization depreciation and amortization Complementary v v v

Note: If/when additional ratios are considered material on anissuer-specific basis, such ratios will be articulated in the accompanying Rating Action Commentary for suchissuer.
Source: Fitch Ratings.
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