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What is Credit Fundamental Analysis

Credit Fundamental Analysis is the method used to evaluate the creditworthiness of a borrower
(i.e. ability to repay debt obligations)

Factors to Analyze Sources of Information

Company (Qualitative) Financial Statements, Annual Reports

Company Presentations

Company (Quantitative)

Industry Industry Reports

Economic Indicators

Economy
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What is Credit Fundamental Analysis

Quantitative Qualitative

] )

Numerical, measurable Non-numerical, more subjective
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Fundamental Analysis: Quantitative Factors

o

Profitability

\_____/

How well are
revenues and
costs managed to
maximize profits?

o

Leverage

\____/

How much debt is
employed?

o

Liquidity

N

How well is short-
term debt
covered by cash?

o

Coverage

\____/

How well is
interest covered
by earnings?

o

Efficiency

N

How well are
assets and
liabilities utilized
to generate cash?
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Profitability: Revenues vs. Costs

Income Statement

Revenue

(-) Cost of Goods Sold
Gross Profit
(-) Selling, General & Administrative Expenses (SG&A)

() Other Operating Expenses EBITDA reflects core operating profitability without the

EBITDA impact of non-operating, non-cash, and non-recurring items

(-) Depreciation & Amortization

EBIT Key Profitability Ratios
(+) Interest Income
YoY Growth
(-) Interest Expense
(+) Other Non-Operating Income QoQ Growth

(-) Other Non-Operating Expenses Gross Profit Margin

Profit Before Tax

EBITDA Margin

() Income Tax Expense

Profit After Tax EBIT Margin
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Factors Affecting Profitability

Geographic Mix Product/Segment Mix Customer/Supplier Mix

Any Concentration
Risk?
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Factors Affecting Profitability

Revenue/Cost

Variability Pricing Power Regulation

Brand equity

Competition/
Market share

Market
structure

=3
E
s
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P r Ofi t 3 b i I i ty: C ase St u d y Qualitative Factors: | Profitability Leverage Liquidity Coverage Efficiency

@) Bharti Airtel Limited (JIAPFA

Telecom, oligopoly in India, defensive stable earnings Poultry, volatile earnings, FX risk
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Leverage: Debt vs. EBITDA

How many years does it take for EBITDA to pay off debt

Gross Leverage Net Leverage

(Gross Debt/ EBITDA) (Net Debt/ EBITDA)
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Leverage: Debt Adju

S t m e n t S Qualitative Factors:

Profitability

Leverage

Liquidity Coverage

Efficiency

_— Gross Debt - Cash

 Perps: E
: . ! Short-term Debt
i+ Interest + principal !
components (debt-like) +
i+ No maturity and
. obligation to repay Long-term Debt
. (equity-like)
: » Still, we would include Include:
. perps asdebt asthereis ! Non-Bank Sl
| | L
' incentive to repay ! o Loans Bonds
T .. Oth ettty SESm———— "
! interest + principal ! Intereesrt- Perpetual :: Finance :
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Qualitative Factors: Profitability

Leverage: Varies Across Industries

Leverage Liquidity Coverage Efficiency

S&SEA Corporate Net Leverage
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L i q u i d ity: C as h VS. S h 0] rt - te rm D o) bt QualitativeFactors:  Profitability Leverage Liquidity Coverage G -

Can unrestricted cash sufficiently cover short-term debt?

Unrestricted cash SHOULD:

Include: Exclude:
Cash on Hand Margin Money Deposits
Cashin Bank Funds Earmarked for Reserve Accounts
Unrestricted Bank Deposits Restricted Bank Deposits

Pledged or non-money market ST

Unpledged Money Market Instruments investments
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Liquidity: Key Points to Note

Profitability

Leverage

Liquidity Coverage

Efficiency

@ Cash/ST debt ratio is NOT a one-size-fits-all approach

Shareholder backing, banking relationships, capital market
access, and credit outlook are important things to consider

XM Look at debt composition and maturity profile
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Liquidity: Case Study

Qualitative Factors:

Profitability Leverage Liquidity Coverage Efficiency

San Miguel
b Global Power

0
)
(2]
>

160
m $ Perpetual Bonds

140 B Bank Loans
Others
120
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PHP bn

80
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FY25 FY26 FY27

Debt Maturity Profile

2FY30

Cash is insufficient to cover ST debt

ST debt mainly comprises bank loans

Company is backed by San Miguel, a large
reputed conglomerate in the Philippines

Company has consistently paid off its $
perps in a timely manner

Credit outlook is improving

—~—g—

We are comfortable with the
company'’s liquidity position

N =S N SN .
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C overa g e: E arn i N gs VS. D e bt QualitativeFactors:  Profitability Leverage Coverage

How much money is available to pay off debt interest and/or principal in that year?

Interest Coverage Debt Service Coverage Fixed Charge Coverage

(EBITDA/ Interest)

([EBITDA - Taxes]/ ([EBITDA - Taxes - Capex]/
[Principal + Interest]) [Principal + Interest])
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C Ove r a g e ; I n te re St E X p e n S e i n F O C u S QualitativeFactors:  Profitability Leverage Liquidity Coverage Efficiency

Gross Interest Expense — Reported Interest Expense + Capitalized Interest

Represents interest on debt, Represents interest on debt for
and appears on the income under-development assets, and
statement appears on the balance sheet

(check notes to accounts)
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Effi C i e n Cy U C a S h i S Ki n g Qualitative Factors: Profitability Leverage Liquidity Coverage Efficiency
[ ]

How efficient are assets and liabilities utilized to generate cash

Cash Conversion . Days Sales Days Inventory Days Payable
Cycle (CCC) — Outstanding (DSO) + Outstanding (DIO) - Outstanding (DPO)
(Trade Receivables / (Inventory/ (Trade Payables/
LTM Revenue) * 365 LTM COGS) * 365 LTM COGS) * 365
16 CreditSights | =27.....
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Efficiency

E ffi C i e n Cy: C a S e St u d y Qualitative Factors: Profitability Leverage Liquidity Coverage

Indian Renewables: A Tale of Regulatory Payment Delays
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Free Cash Flow

Free Cash Flow Operating Cash Flow

(OCF) - Capex

(FCF)

Represents cash
generated after
deducting all cash
payments to support
operations and expand
or maintain capital
assets
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Q uan t i t a t ive F 3 Ct ors: B i g P i Ct ure Qualitative Factors: | Profitability Leverage Liquidity Coverage Efficiency

Income Statement Cash Flow Statement Balance Sheet

Revenue EBITDA Trade Receivables
(-) Cost of Goods Sold (+) Changes in Working Capital Inventory
Gross Profit (+) Changes in Other Assets and Liabilities Other Assets
(-) Selling, General & Administrative (-) Cash Taxes Paid Cash
Expenses (SG&A)
(-) Cash Interest Paid Total Assets
(-) Other Operating Expenses
(+) Cash Interest Received Trade Payables
EBITDA
Operating Cash Flow Short-term Debt
(-) Interest Expense
(-) Capex Long-term Debt
[ Profitability ] Free Cash Flow Other Liabilities
[ Coverage ] (+/-) Other Cash Flows Total Liabilities
Change in Cash Total Equity
[ Efficiency ] [ Leverage ]

| Liquidity |

Research
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Fundamental Analysis: Qualitative Factors in Focus

Quantitative

Financial analysis

Qualitative

« Capital allocation
 Management quality
« ESGfactors

* Macro factors

* Industry dynamics
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Capital Allocation: Creditors Prefer Prudence

l l l

Invest in Growth Strengthen Balance Sheet Reward Shareholders
. Increase Cash Debt Share Dividend
O E e M Reserves Repayment Buybacks Issuances
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Management Quality

il
X |

Track
Record

/I

il

Firm
Performance

Strategic
Direction

>§

Credentials Corporate
and Years of Governance
Experience Practices
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ESG Factors: Holistic View

Environmental

=

Environmentally
damaging business?
If so, any transition plans?

Social

O 00O

i

Any track record of social
issues? E.g. human rights,
labor practices etc.

Governance

&

How well is the company
directed and controlled?
Any scandals/fraud?

23
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ESG Factors: Case Studies

1
(\ Azure Power

adani

PT FREEPORT
INDONESIA

The Adani Group has lost almost Freeport Indonesia has been The NYSE plans to delist Azure
US$55 billion in a stock market criticised for multiple human Power, an Indian renewable-power
rout since US prosecutors rights violations against the firm controlled by Canadian
accused its founder and other indigenous Amungme and pension funds, that’s embroiled in
officials of fraud. Kamoro tribes. a corruption investigation.
24 Source: Bloomberg, CNBC, Tapol, CI’GdItSIghtS o
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Macro Factors: Economy, Regulatory, Political etc.

Moody's revises Fpnds Sell Indonesian Bonds on
Thailand’s outlook to Fiscal Fears, Free Lunch Pledge

= Since election, net foreign bond outflows stand at $1 billion

negative a mid heig htened ®EM hedge funds expressed concerns over fiscal outlook: Goldman
economic and fiscal risks

Prabowo Subianto, center, delivers his victory speech at his residence in Jakarta on March
20. Photographer: Bay Ismoyo/AFP/Getty Images
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Putting It All Together

( Credit Fundamental Analysis )

Method used to evaluate the creditworthiness of a borrower

Company Industry Economy

Quantitative Qualitative CreditSights Approach
Num.er'cal.’ Measur?ble Nor.l-nu.merlcal, more Fundamental Analysis + Relative Value Analysis
(i.e. financial analysis): subjective _
« Profitability « Capital allocation . -
. Leverage - Management quality Final Recommendation for Investors
* Liquidity » ESG factors
 Coverage » Macro factors
» Efficiency

26 Source: Bloomberg, Nation Thailand. Cred ItSlg hts zzs\:::mewew
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This Report is for informational purposes only. Neither the information contained in this Report, nor any opinion expressed therein is intended as an offer or solicitation with respect
to the purchase or sale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the persons involved in preparing this
Report or their respective households has a financial interest in the securities discussed herein. Recommendations made in a report may not be suitable for all investors and do not
take into account any particular user’s investment risk tolerance, return objectives, asset allocation, investment horizon, or any other factors or constraints.

Information included in any article that includes analysis of documents, agreements, controversies, or proceedings is for informational purposes only and does not constitute legal
advice. No attorney client relationship is created between any reader and CreditSights as a result of the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in

an article may not reflect the most current legal developments. We disclaim all liability in respect to actions taken or not taken based on any or all the contents of any research report
or communication to the fullest extent permitted by law.

Reproduction of this report, even for internal distribution, is strictly prohibited. Receipt and review of this research report constitutes your agreement not to redistribute, retransmit,
or disclose to others the contents, opinions, conclusion or information contained in this report (including any investment recommendations or estimates) without first obtaining
express permission from CreditSights. The information in this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the user on an “as is” basis, exclusive of any express or implied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the report or of any such information or data, or that the
report will meet any user’s requirements. CreditSights may issue or may have issued other reports that are inconsistent with or may reach different conclusions than those

represented in this Report, and all opinions are reflective of judgments made on the original date of publication. CreditSights is under no obligation to ensure that other reports are
brought to the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.

© 2024. CreditSights, Inc. All rights reserved.
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