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Rating Stability: Overall, 88% of Fitch Thailand corporate national ratings remained
unchanged in 2011, with the remainder associated more with positive than negative rating
movements. Fitch Ratings expects the ratings to broadly stabilise through 2012 as the agency
forecasts an economic recovery with 5.5% GDP growth — driven by reconstruction spending, a
rebound in manufacturing production, and government spending. Nonetheless, the eurozone
debt crisis and domestic political situation remain the challenging factors for the Thai economy.

One Downgrade, Three Upgrades: A single downgrade was recorded alongside three
upgrades, contracting from figures in 2010 of two and eight, respectively. The only downgrade
was an issuer in the telecommunications sector. The three upgrades included one issuer in the
corporate sector (driven by an improved financial profile), and two issuers in the bank and non-
bank financial institution sectors — supported by strong operational integration with there
respective major shareholders. All structured finance bond ratings were affirmed.

No Defaults: There were no defaults among the Fitch Thailand National Rating entities, due in
part to the limited issuance of lower-rated bonds, the relatively brief rating history, and the
limited size of the Thai bond market.

Outlooks Remain Predominately Stable: At end-2011, 85% of corporate finance issuers
carried a stable outlook. There were two corporate finance issuers with a negative outlook, and
another two on positive outlook. One electronics product manufacturer was placed on Rating
Watch Negative (RWN) due to the major flooding in late 2011. All structured finance bonds
were on stable outlook.

Fitch 2011 Thailand National Rating Activity — Corporate Finance

A Decade of Data: This transition study provides key data and analysis on the performance of
Fitch Thailand National Ratings in 2011 and over the past 10 years, capturing the period
2002-2011. The study includes all publicly rated long-term corporate finance issuers (referring
to issuers in the corporates, banks and non-bank financial institutions) since Fitch began
assigning National Ratings in Thailand in 2001, and includes a total of 275 rating observations.
The report also provides transition rates for structured finance.

Figure 1

Fitch Thailand National Ratings - Corporate Finance
Ratings distribution at category level
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At end-2011, there were 35 National Ratings of corporate finance issuers included in the study,
down from 40 issuers at end-2010. There were six rating withdrawals and two new rating
assignments during the year. The year-end outstanding ratings distribution ranged from
‘AAA(tha)’ to ‘BBB(tha). At end-2011, the median rating for banks was ‘AA(tha), and ‘A-(tha)’
for both non-bank financial institutions and corporates.
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Figure 2

Fitch Thailand National Ratings - Corporate Finance
Ratings distribution at modifier level by sector - year end 2011
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Rating activity is observed at the modifier level (i.e. covering each notch change +/-, eg to
‘AA(tha)’ from ‘AA-(tha)’), and takes into consideration year-on-year rating movements. In
2011, there were three rating upgrades and one rating downgrade.

Figure 3
Fitch Thailand Corporate Finance National Rating Activity 2002-2011

No. of new rating

Year No. of upgrades  No. of downgrades No. of unchanged assignments
2002 1 0 3 7
2003 1 9 10
2004 5) 0 14 11
2005 9 2 18 6
2006 5 1 27 4
2007 3 2 31 2
2008 6 0 29 1
2009 0 3 32 5
2010 8 2 29 1
2011 3 1 29 2

Source: Fitch Thailand

Fitch Thailand National Rating Transition Rates 2011 — Corporate
Finance

In Figure 4, the 2011 one-year transition rates show the movement of ratings across the major
rating categories (eg from ‘A(tha)’ to ‘BBB(tha)’), as opposed to the modifier level which counts
each notch change (eg from ‘A(tha) to ‘A-(tha)’). The vertical left-hand column identifies
ratings outstanding at the beginning of 2011, while the horizontal axis displays information on
the migration pattern of those ratings by year-end. The diagonal, beginning with ‘AAA(tha)’ at
100.00% and followed by ‘AA(tha)’ at 88.89%, confirms the stability of each rating category in
2011.

Figure 4
Fitch Thailand Corporate Finance National Rating One-Year Transition

Rates: 2011

CCCto C
(%) AAA(tha) AA(tha) A(tha) BBB(tha) BB(tha) B(tha) (tha) D(tha) Total
AAA(tha) 100.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00
AA(tha) 0.00 88.89 11.11 0.00 0.00 0.00 0.00 0.00 100.00
A(tha) 0.00 16.67 83.33 0.00 0.00 0.00 0.00 0.00 100.00
BBB(tha) 0.00 0.00 0.00 100.00 0.00 0.00 0.00 0.00 100.00
o BB(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Related Criteria B(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Global Financial Institutions Rating Criteria CCC to C(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
(August 2012) . .
) n.a. — No rating observations
Corporate Rating Methodology (August 2012) Source: Fitch Thailand
Global Structured Finance Rating Criteria
(June 2012)
National Ratings Criteria (January 2011)
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Figure 5
Fitch Thailand Corporate Finance National Rating Average Annual

Transition Rates: 2002-2011

CCCto C
(%) AAA(tha) AA(tha) A(tha) BBB(tha) BB(tha) B(tha) (tha) D(tha) Total
AAA(tha) 100.00 0.00  0.00 0.00 0.00 0.00 0.00 0.00 100.00
AA(tha) 5.88 92.65 1.47 0.00 0.00 0.00 0.00 0.00 100.00
A(tha) 0.00 420 92.44 3.36 0.00 0.00 0.00 0.00 100.00
BBB(tha) 0.00 0.00 9.59 89.04 1.37 0.00 0.00 0.00 100.00
BB(tha) 0.00 0.00  0.00 33.33 66.67 0.00 0.00 0.00 100.00
B(tha) 0.00 0.00 0.00 0.00 100.00 0.00 0.00 0.00 100.00
CCC to C(tha) n.a. n.a. n.a. n.a. n.a. na. n.a. n.a. n.a.

n.a. — No rating observations
Source: Fitch Thailand

The findings from this study are notably subject to estimation errors — due to the small sample
size and limited breadth of the Thai bond market. There has also been limited demand for
lower-rated issuers — i.e. below ‘BBB—(tha)’ — and Fitch Thailand has therefore rated only two
issuers below this level.

Fitch Thailand National Rating Activity and Rating Transition
Rates 2011 — Structured Finance

Fitch Thailand has rated all 14 Thailand structured finance transactions. The securitised asset
classes include credit card loans, auto loans, consumer loans, residential non-performing loans,
residential loans and credit tenant leases.

Figure 6
Fitch Thailand Structured Finance National Rating One-Year Transition

Rates: 2011

CC(tha)

CCC and
(%) AAA(tha) AA(tha) A(tha) BBB(tha) BB(tha) B(tha) (tha) Below Total
AAA(tha) 100.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00
AA(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
A(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
BBB(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
BB(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
B(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
CCC(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

n.a. — No rating observations
Source: Fitch Thailand

Figure 7
Fitch Thailand Structured Finance National Rating Average Annual

Transition Rates: 2003-2011

CC(tha)

CCC and
(%) AAA(tha) AA(tha) A(tha) BBB(tha) BB(tha) B(tha) (tha) Below Total
AAA(tha) 100.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00
AA(tha) 28.57 7143 0.00 0.00 0.00 0.00 0.00 0.00 100.00
A(tha) 0.00 0.00 100.00 0.00 0.00 0.00 0.00 0.00 100.00
BBB(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
BB(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
B(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
CCC(tha) n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

n.a. — No rating observations
Source: Fitch Thailand

The performance of Fitch-rated credit card transactions in Thailand were clearly disrupted
during late-Q411 by the severe flooding, but the impact has been manageable and is expected
to be temporary. The key performance parameters of the aforementioned transactions have
been within the agency’s base-case assumptions.

Fitch Thailand National Ratings 2011 Transition Study 3

August 2012



T \N

FitchRatings

Parameters of Fitch Thailand
National Ratings

Statistical data captured in this study
are based on all public Thailand
Long-Term Ratings. For
those corporate issuers not assigned
an issuer-level rating, an analysis was
used to derive a National Long-Term
Rating proxy from the outstanding
rated debt at year-end.

The data includes Fitch Thailand’s
publicly rated National Ratings of
structured  finance bonds and
corporate finance issuers;
encompassing industrials, utilities,
insurance, banks and other financial
institutions.

National

Short-term issuers were excluded
from the study.

Fitch Thailand has recorded no downgrades since the agency assigned its first National Rating
to a structured finance transaction in 2002. Over the nine-year rating history, there were three
rating upgrades, due mainly to a satisfactory portfolio performance and strong credit
enhancement levels.

Fitch Thailand National Ratings Record no Defaults in 2011

There have been no defaults nor structured finance impairments within the Fitch Thailand
National Ratings universe since the first rating assignment in 2001. This has been due to the
relatively small size of the Thai bond market, a limited humber of lower-rated issuers, and the
absence of a severely distressed domestic credit environment since 2001. More data is needed
to establish long-term default statistics in the domestic market, such as a greater and more
diverse number of market participants, broader market coverage, and a longer data history
covering at least one full economic cycle.

National Ratings

National scale ratings are an opinion of creditworthiness relative to the universe of issuers and
issues within a single country. They are most commonly used in emerging-market countries
with sub- or low-investment-grade sovereign ratings on the global scale. As credit opinion can
be expressed across the full range of the scale, a national scale can enable greater
differentiation within a market than the global scale — where ratings tend to bunch up around
the sovereign rating, which is often low.

As credit risk is measured by ratings on both the global and national scales, they generally
reflect the same key rating factors and the same criteria regardless of which scale is used. For
the same reason, the relative ranking of various issuers and issues should be broadly
consistent across both national and global scales.

Each national scale is differentiated by a unique subscript, as each rating could reflect vastly
different risks from national scale to national scale. Like the global scale, national scale ratings
range from ‘AAA’ for the strongest credits to ‘D’ for credits in default. The critical difference is
that national scale ratings are assigned on the basis that the “best credits” in the country are
rated ‘AAA’, which is generally a much higher level than those same credits would be rated on
the global scale. Therefore, the transition rates of the national and global scales may differ
significantly.

The national scale rating of the country’s sovereign, in local currency, is typically considered
the “best credit” — and rated ‘AAA’ on the national scale. This is due to the sovereign’s powers
of taxation, currency issue and foreign-exchange control over other entities active within the
country. However, such powers are not limitless, and Fitch has established criteria by which
entities may be assigned ratings above those of the sovereign. Therefore, the sovereign cannot
automatically be assumed to be ‘AAA’ on a national scale.

As the objective of a national rating scale is to increase the number of notches available
compared with the global rating scale, a notch on the global scale will be equivalent to a range
of notches on the national scale.

With little published default history in these markets, formal, ex-post, national default probability
curves cannot be derived from National Ratings — although this will change over time as more
defaults are experienced and larger rated universes for national markets create more
statistically appropriate data sets.

Fitch Transition and Default Methodology

Fitch employs a static pool approach in calculating default and transition data. The static pools
or, alternatively, cohorts, are created by grouping issuer ratings for corporate and issue ratings
for structured finance transactions according to the year in which the ratings are active and
outstanding at the beginning of the respective year.

Fitch Thailand National Ratings 2011 Transition Study 4
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Corporate finance issuers with ratings outstanding at the beginning of 2003 constitute the 2003
static pool, or cohort, with the same being true for the subsequent 2004 and 2005 cohorts.
Corporate finance issuers newly rated by Fitch Thailand in any given year are included in the
following year’s cohort. For example, the performance of ratings initiated in mid-2004 would be
followed as part of the 2005 and future cohorts. Ratings withdrawn during the course of a year
are excluded from subsequent cohorts because they are no longer active.

Structured finance cohorts are created by grouping tranche ratings instead of issuer ratings
used for corporate finance, due to the non-applicability of issuer ratings for structured finance
transactions. For structured finance, a tranche is defined as a class of securities or certificates
within the same rating category. Similarly rated tranches from the same deal at issuance were
treated as one observation. The tracking of rating performance of all structured finance
tranches in each cohort is similar to that of corporate finance, with the inclusion of ratings
outstanding at the beginning and end of each year.

Fitch’s continuing data-enhancement efforts may result in slightly different statistics than in
previously published studies. Therefore, this most recent study supersedes all previous
versions. In addition, comparisons with earlier Fitch Thailand National Ratings transition and
default studies should be viewed within the context of the differing methodologies, whether
rating movements were analysed across the broad rating categories or at both modifier and flat
levels.

Transition Rates

In order to calculate one-year transition rates, Fitch examines the performance of ratings
outstanding at the beginning and end of a calendar year, i.e. the ratings must be outstanding
over a full year or over the full period under observation. Withdrawn ratings are excluded from
the transition table calculations, as they do not fit this criteria.

Issuer or tranche ratings may reside in multiple static pools, as long as their ratings are
outstanding at the beginning and end of the year or multiple-year horizons under observation.
For example, the annual performance of an issuer rating initiated in 2005, outstanding at the
beginning of 2006 and withdrawn in 2009, would therefore be included in the 2006, 2007, and
2008 static pools. The rating’s performance over multiple-year horizons would also be included
in the two-year and three-year transition rates for each of the cohorts noted, but excluded from
four-year transition rates as the rating was withdrawn in year four and was not outstanding for
four full years as part of any cohort.

The occurrence and timing of both rating upgrades and downgrades for corporate issuers can
be attributed to changes in qualitative and/or quantitative factors. Both qualitative and
guantitative measures are used to assess the business and financial risks of corporate issuers.
Qualitative analysis includes examining industry risk, operating environment, market position,
management, and accounting policies. In contrast, the quantitative aspect of Fitch’s corporate
ratings focuses on a company’s policies in relation to operating strategies, acquisitions and
divestitures, leverage targets, dividend policy, and financial goals. An important component in
the analysis is the company’s ability to generate cash, which is reflected in the ratios that
measure profitability and coverage by cash flow.

The rating transitions outlined in this study represent a distinct historical period, and may not
represent future rating migration patterns. Transition rates are influenced by a number of
factors, including macroeconomic variables, credit conditions and corporate strategy. It is
useful to examine the performance of Fitch’s ratings on a relative scale, within each rating
category.

Fitch Thailand National Ratings 2011 Transition Study 5
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Fitch’s Definition of
Default

Fitch defines a default of corporate
finance as one of the following:

o Failure of an obligor to make
timely payment of principal and/or
interest under contractual terms of
any financial obligation.

e The bankruptcy filing,
administration, receivership,
liquidation or other winding-up or
cessation of the business of an
obligor.

The distressed debt exchange
(DDE) of an obligation, where
creditors were offered securities
with diminished structural or
economic terms compared with
the existing obligation.

Default Rate

In the corporate finance arena, defaults are identified either through a missed payment,
distressed debt exchange, or bankruptcy filing; furthermore, they are typically linked closely to
unrecoverable losses. By comparison, defining defaults within structured finance is a more
challenging task, since payments shortfalls can be both temporary or allowed under the terms
of bond indentures.

Some structured bonds have features that allow notes to defer interest or pay-in-kind (PIK).
Some can experience temporary interest shortfalls, which are inconsequential to a deal's
performance and are cured relatively quickly. Lastly, structured bonds may also suffer write-
downs to the original face value but continue to be active for an extended period of time.
Therefore, for structured finance, Fitch tracks impairments, or defaults and near-defaults which
include bonds rated ‘CC’ and below. This includes not only bonds in payment default but also
where a default of some kind appears probable.

Fitch’s default rates are calculated by issuer or tranche, rather than amount. First, defaults are
examined by year for each cohort and individual rating category. For example, if 25 issuers
defaulted in 2003, and the 2003 static pool contained 2,000 issuer ratings, the resulting annual
default rate for all ratings in 2003 would be 1.25%. If 10 of these defaults consisted of defaults
among issuers rated ‘BB(tha) at the beginning of the year, and the ‘BB(tha) cohort at the
beginning of the year totalled 500, the ‘BB(tha)’ 2003 default rate would be 2% (10/500).

From these annual default rates, Fitch derives average annual default rates by weighing each
cohort’s default rates by the number of ratings outstanding in the given cohort relative to the
number of total ratings outstanding for all cohorts. In other words, following the example above,
the 2003 ‘BB(tha) annual default rate of 2% might be followed by a 2004 ‘BB(tha) annual
default rate of 1%. A straight average of these two rates would ignore potential differences in
the size of the two cohorts. Instead, weighing the results based on the relative number of
‘BB(tha)’ ratings outstanding in 2003 and 2004 gives greater emphasis to the results of the
‘BB(tha)’ cohort with the most observations.

The same technique is used to calculate average default rates over multiple-year horizons. For
example, the two-year default rate for the 2003 ‘BB(tha)’ rating pool would be averaged with
the two-year default rate for the 2004 ‘BB(tha)’ rating pool by weighting the default rates by the
relative size of each pool.

Withdrawn Ratings
All public Fitch Thailand National Ratings are included in the static pool until the ratings are
withdrawn. Subsequently, withdrawn ratings are excluded from future static pools.
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Appendix 1

Figure 8

Fitch Thailand Corporate Finance National Rating Average Three-Year
Transition Rates: 2002-2011

CCCto C

(%) AAA(tha) AA(tha) A(tha) BBB(tha) BB(tha) B(tha) (tha) D(tha) Total
AAA(tha) 100.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00
AA(tha) 20.00 80.00 0.00 0.00 0.00 0.00 0.00 0.00 100.00
A(tha) 0.00 6.49 84.42 9.09 0.00 0.00 0.00 0.00 100.00
BBB(tha) 0.00 0.00 21.28 76.60 2.13 0.00 0.00 0.00 100.00
BB(tha) 0.00 0.00 0.00 100.00 0.00 0.00 0.00 0.00 100.00
B(tha) 0.00 0.00 0.00 0.00 100.00 0.00 0.00 0.00 100.00
CCC to C(tha) n.a. n.a. n.a. n.a. n.a. na. n.a. n.a. n.a.
n.a. — No rating observations
Source: Fitch Thailand
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