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Introduction

This rating methodology is approved by Moody’s Local Peru to be applied to assess the credit
quality and market risk assessment of fixed income or debt funds, mutual or closed-end, in Peru’.
In this methodology, we explain our general approach to assessing the credit quality risk and
market risk of investments within fixed income funds in Peru,? including the qualitative and
guantitative factors that are likely to affect fixed income fund ratings. In general terms, this
methodology will apply to funds that invest exclusively in fixed income in their different
classifications, whether they are money market, growth or income.

Fixed income funds, which are also called bond funds, invest in a variety of fixed income
instruments, and their holdings may include corporate bonds, government bonds/bills, asset-
backed and other structured debt securities, commercial debt receivables, cash positions
(typically in the form of bank deposits). They may also hold repurchase agreements (repos) and
derivatives positions, such as currency futures.

This methodology applies to fixed income funds that hold bonds and other investments for which
we have sufficient information to form an opinion regarding their credit quality. Our approach to
rating fixed income funds includes an assessment of portfolio credit quality, asset manager
quality and other considerations.

Fixed income fund ratings are not credit ratings. They are primarily opinions of the weighted-
average credit quality of investments within mutual funds and similar investment vehicles that
principally invest in fixed income obligations, among other factors.

' The methodology was approved by Moody's Local PE Clasificadora de Riesgo S.A. on December 11, 2024. Rating
methodologies describe the analytical framework that Moody’s Local Peru uses to assign ratings. Methodologies set
out the key analytical factors that Moody’s Local Peru believes are the most important for the relevant sector.
However, methodologies are not exhaustive treatments of all factors reflected in Moody’s Local Peru.

2 Please see Moody’s Local Peru Rating Scales on Appendix A.
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We discuss the credit matrix we use for fixed income funds. The credit matrix can be used in
most cases to approximate the maturity-adjusted credit quality of a fixed income fund’s portfolio
of investments. We may use historical or forward-looking data or both as inputs to the credit
matrix.

We discuss the credit matrix we use for fixed income funds. The credit matrix can be used in
most cases to approximate the maturity-adjusted credit quality of a fixed income fund’s portfolio
of investments. We may use historical or forward-looking data or both as inputs to the credit
matrix.

In addition, we describe our general approach to assigning market risk assessments (MRAs) to
mutual funds. MRAs are allocated separately to debt funds and are opinions of the relative
degree of volatility, on a historical basis, of a rated fund's net asset value (NAV). They are
allocated to investment funds in Peru and other similar investment vehicles (e.g., investment
funds on listed indices). MRAs of net asset value are based on the historical price and total
return of the fund; However, past management of the Fund may not reflect current or future
management styles, and future results may be very different from historical results.

Our presentation of this methodology proceeds with (i) a discussion of the credit matrix in the
assessment of a fund’s portfolio credit quality; (ii) other considerations for fixed income fund
ratings; and (iii) general limitations.

FIGURE 1 Overall Approach to Assigning Fixed Income Fund Credit Quality Ratings and MRA
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Discussion of the General Approach to Rating Fixed
Income Funds

Our approach to rating fixed income funds in Peru includes an assessment of the credit quality of
a fund’s portfolio using a credit matrix. We also discuss how we apply the credit matrix in our
treatment of unrated securities that may be held in a fixed income fund.

CREDIT MATRIX: PORTFOLIO CREDIT QUALITY

In assessing portfolio credit quality, we use a credit matrix, which is a tool that attributes a
specified amount of risk to each security in the portfolio based on the par value the security
represents in the total portfolio, that security’s long-term rating or long-term credit reference
point and its maturity. The tool uses a table of relative risk factors that are established based on
expected performance of ratings over various time horizons,® and based on the assumption that
cumulative default risk and the risk of loss increase incrementally (i) for any time horizon (beyond
t=0) as an exposure moves down the rating scale (e.g., from Af.pe- to BBBf+.pe) and (ii) in any
rating category as the time horizon increases (e.g., from 3 years to 4 years).

The specified amount of risk is based on the stated final maturity of the security, with the
following exceptions. For structured instruments such as asset-backed securities and mortgage-
backed securities, we use the weighted average life (WAL) as the input for the security’s maturity
in lieu of the stated final maturity.

To arrive at the portfolio maturity-adjusted weighted average credit quality, the specified amounts
of risk are summed and divided by the total par value of the portfolio, yielding a maturity-
adjusted average amount of risk of the portfolio. Using the table of relative risk factors and the
weighted average life (WAL) of the portfolio as the horizon,* the tool then maps the maturity-
adjusted average amount of risk to a broad alpha rating category (AAAf.pe, AAf.pe, Af.pe, BBBf.pe,
BBf.pe, Bf.pe, CCCf.pe, CCf.pe, Cf.pe).

CREDIT MATRIX: REFERENCE POINTS AND TREATMENT OF UNRATED
INVESTMENTS

We principally use long-term senior unsecured ratings as long-term reference point inputs in the
credit matrix for securities held by fixed income funds. However, fixed income funds may also
hold a variety of other securities for which there is no associated long-term senior unsecured
rating or for which we may consider that the senior unsecured rating is not representative of the
underlying maturity-adjusted credit risk.

In some cases, we may adjust the credit matrix inputs. For credit ratings under review for
downgrade, we typically apply one downward notch to the credit matrix input.

Treatment of Unrated Investments

3 The table of relative risk factors may be adjusted over time based on historical performance. For intermediate horizons

(e.g., 2 years and 3 months), we may use interpolation, and we may use reinvestment assumptions for short-term
securities.
4 We select a horizon in the relative risk factors table that is closest to the fund’s WAL, but not less than its WAL.
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Fixed income funds may hold a variety of securities for which there is no associated long-term
rating. Unrated securities are typically assessed based on other sources of information and
through the use of other analytic proxies to establish a long-term credit reference point that we
use as a designated credit equivalent input to the matrix. For example, we may use point-in-time
estimates of the approximate credit quality of an issuing entity derived from scorecards or
models of ML Peru or its affiliates.

— INTERNAL CREDIT ASSESSMENT (ICA)

Fixed income funds may hold a variety of assets for which there is no associated long-term
rating granted by Moody’s Local Peru. Assets that we do not rate are typically assessed
based on other sources of information and using other analytic techniques resulting in
internal credit assessments (ICA).

— RATING ASSUMPTIONS

If no rating or designated credit equivalent input is available, we use a credit matrix input
assumption of the lower of (i) an alpha rating category of BBf.pe, in cases where the
investment is performing; (ii) CCCf.pe in cases where the investment is non-performing (i.e.,
there are delayed or missed debt service payments beyond any applicable grace period).

Typically, the use of these rating assumptions is subject to certain limitations, as follows:

+ Limit per investment: In general, an investment representing more than 5% of the
fund's portfolio during two consecutive monthly reports must have a rating or ICA
assigned by Moody’s Local Peru. In other words, rating assumptions may not be used
for individual investments that represent more than 5% of the investment portfolio. In
these cases, we would normally seek to obtain a rating or ICA for that investment, to
maintain the rating of the fixed income fund.

+ Total Rating Assumptions Limit: Investments that are unrated and for which we
were unable to assign an ICA (and for which we assigned a rating assumption) are
generally limited to 20% of a fund's total managed investments. This limit may be
exceeded only for two consecutive monthly reports. If the limit is exceeded, in order to
maintain the fund's rating, Moody’s Local Peru will seek to obtain a rating or ICA of
the unrated investments in order to maintain the maximum of 20% with a rating
assumption (i.e., no rating or no ICA assigned by Moody’s Local Peru).

+ Limit of rating assumptions by credit matrix differentiation: Generally, due to its
construction, our rating assumption of a particular investment will tend to be lower
than the rating or the ICA that we could assign if we had the information to do so. For
those fixed income funds that have some percentage of investments with a rating
assumption (i.e., non-rated and without ICAs), we compare (i) the credit matrix result
using the fund's total investment portfolio; and (ii) the credit matrix result for the same
portfolio excluding investments for which we use a rating assumption. The difference
between (i) and (ii) in a monthly portfolio report may not exceed more than three
notches, if this limit is exceeded, we would normally seek to obtain enough ICAs so
that the respective credit matrix results have a difference of no more than three
notches.

Other Considerations

Moody’s Local Peru / Fixed Income Funds Rating Methodology 5



MOODY’S Peru
LOCAL

Fixed income fund ratings may include additional risk considerations that could affect the
portfolio credit quality in addition to the, usually because the factor’s credit importance varies
widely among fixed income funds or because the factor may be important only under certain
circumstances or for a subset of funds.

Following are some examples of additional risks that will be assessed y could affect our ratings of
fixed income funds.

Operational, legal and reputational risks

We consider the quality and experience of a fund's investment manager, as well as their
attributes, in relation to the type of investments they manage. A strong asset manager can
provide a very stable investment environment for fund flows, which can be reflected in a stable
and predictable allocation of portfolio assets. Conversely, a weak asset manager can have a
negative impact on the predictability of a debt fund's performance and its cash flows, incurring
losses due to failures or insufficiencies in contractual, reputational or legal processes or
problems, which could result in a deterioration in the quality of the fund's investment portfolio.
Likewise, an asset manager may be strong for one type of investment based on its structure and
experience and not so strong for the management of other types of portfolios. Typically, when
assessing asset manager quality, we use the investment management activities factor described
in our methodology for assessing the quality of investment managers (MQs), among others.

In addition to the evaluation of the fund's investment manager, we will evaluate the quality of the
custody service providers engaged, considering their experience in providing custody services,
their relationship with global custodians, their independence and management of conflicts of
interest between the custodian and the management company.

Liquidity risk
Our liquidity risk assessment considers the following parameters:

— The marketability of the instruments that make up the portfolio, which may be associated
with the type of instrument and the credit quality of the issuer.

— Portion of assets held in cash, liquidity ratio established by the manager, always depending
on the type of fund (money market, growth, income).

— Concentration by investor, since the more concentrated an investor is, the fund could suffer
liquidity problems if this investor seeks to liquidate their investments.

— Fund leverage, which could limit the fund's ability to liquidate investments or acquire greater
leverage to meet liquidity needs.

We will evaluate the liquidity characteristics of the investment fund according to these variables
and in combination with the liquidation and withdrawal of funds policies, in general, we expect
that a fund that invests in less liquid assets, with a higher concentration per investor, with a
higher level of leverage and a greater duration of the fund will have more restrictive conditions for
the liquidation of its investors' resources according to amounts and terms of settlement. We will
adjust the rating positively or negatively of those funds that show relatively better or worse
liquidity levels than other funds with the similar credit matrix and the similar withdrawal policies.

Foreign exchange risk

Portfolios with investments in different currencies could face additional liquidity and currency
exchange risks in extreme situations. For this reason, we will adjust the ratings of those funds
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with high levels of multi-currency exposures compared to other funds with the same credit matrix
level.

Trends and Expectations for Future Changes in the Portfolio

Because fixed income funds are actively managed, longer-term trends in credit matrix outcomes
may have a greater bearing on our assessment of long-term credit quality than short-term trends.
For example, we typically would not change our view of the credit quality of a fixed income fund’s
portfolio based on one-off, opportunistic changes in its composition that may temporarily drive
up or down the portfolio credit quality outcome and that are aligned with the expected economic
environment. Our expectations for future changes to the investment portfolio may also be based
on our assessment of the flexibility afforded to a fund by its investment prospectus as well as the
fund managers expectations and ability to adapt to potential downward economic turns.

Frequency and Quality of Financial Reporting

Given our role as a rating agency, our opinions regarding creditworthiness rely on the accuracy
and frequency of a fixed income fund’s financial statements, particularly its portfolio data, to
assign and monitor fund ratings. The quality of financial statements and portfolio data may be
influenced by internal controls, including corporate governance practices, centralized operations,
and consistency in accounting policies and procedures. The absence of audited statements or
auditors’ comments in financial reports and unusual restatements of financial statements or
delays in regulatory filings may indicate weaknesses in internal controls.

Limited or No Operating History

In certain circumstances, we may assign fund ratings to funds prior to their launch and initial
funding, or to funds with short track records. In these cases, we may adjust the credit matrix
outcome down by one or more notches to reflect the degree of uncertainty about the capacity of
the fund to execute its investment model or sustain its portfolio composition.

Our assessment typically focuses on the manager’s experience and track record for managing
fixed income funds with similar strategies as well as the investment guidelines outlined in the
funds’ prospectuses. In cases where we assign a rating to an unfunded fixed income fund based
on a pro forma portfolio, we assess the actual portfolio composition after its launch to confirm
that it is materially consistent with the pro forma portfolio. If there is a material difference, we
may upgrade or downgrade the fund rating to reflect the actual credit quality of the portfolio.

Regulatory Considerations

Fixed income funds in Peru may be subject to varying degrees of regulatory oversight. Effects of
these regulations may entail limitations on operations, higher costs, and higher potential for
technology disruptions and demand substitution.

Environmental, Social and Governance Considerations

Environmental, social and governance (ESG) considerations may also be reflected in the ratings
of the investments held by a fixed income fund, and they may also affect the relative
management quality of fixed income funds in Peru. Fund governance includes the management of
financial assets under the terms of a contract. Serious deficiencies in fund governance, if not
mitigated by other considerations, may have a negative impact on fixed income fund ratings.
Good corporate governance as promoted by the board of directors is an important contributor to
the financial health and management quality of a firm. We generally consider the depth of
corporate governance based on the board’s independence, expertise and involvement as well as
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in its ability to align governance practices with proper oversight of the management team and
corporate strategy.

Independent review of a fixed income fund’s financial reporting and risk management processes
is important, as is oversight of compliance and regulatory issues. The board plays a central role in
ensuring that management sets the appropriate controls within the company. We typically
consider compensation plans and the board’s oversight of compensation practices in terms of
their potential impact on management’s policies and actions. Plans that reward management and
employees for building long-term value in the company would likely be viewed positively from a
management quality perspective.

In some circumstances, we also consider the interests, track record and resources of large
shareholders to anticipate how they might behave in the normal course of events and in times of
stress. The potentially conflicting interests of shareholders, creditors and counterparties are also
typically considered when considering how the board and management team balance these
demands. More generally, ESG considerations may also affect investment returns or the fixed
income fund ’s reputation.

ESG issues typically have disproportionate downside risk. However, ESG considerations are not
always negative, and they can be a source of credit strength in rare instances. For example, a
company that has outstandingly strong governance is more likely to have a management culture
of full-degree risk assessment and informed decision-making with a view toward long-term
sustainability.

Portfolio Diversification

A diversified investment portfolio typically leads to a more stable risk profile compared to a
concentrated one, thereby resulting in a steadier rating. We may adjust the fund's rating to
account for this volatility risk in funds that are highly concentrated or extremely diversified when
compared with other funds within the same category.

Investment Policy and Objectives

We might adjust ratings if: a) future changes in investment policy and objectives are anticipated,
b) flexible investment policies could cause future volatility in the risk profile of the fund, or ¢)
there are inconsistencies between documented policies and actual investments, affecting the
fund's risk profile.

Other

In assessing fixed income funds in Peru, we may incorporate other considerations that are
material in the case of a particular fixed income fund, including considerations that may not be
common in the sector.

We recognize the possibility that an unexpected event (event risk) could cause a sudden and
sharp decline in a fixed income fund’s performance. Event risks — which are varied and tend to
have low probability and high impact — can overwhelm even a stable, high quality asset manager
relative to those at firms with a similar investment strategy. Some types of event risks may
include litigation, pandemics, significant cyber-crime events and shareholder distributions, if
applicable.

Sensitivity analysis
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Moody’s Local Peru will carry out scenarios to raise awareness of the main quantitative and
qualitative variables that could affect the ratings of investment funds in order to incorporate high
sensitivities and minimize volatility in the ratings granted. To this end, Moody’s Local Peru may
carry out rating impact scenarios with at least two assumed portfolios that are considered viable,
one positive, where increases in the ratings of the main investments will be assumed and another
negative, where potential downgrades of the main investments in the portfolio will be assumed. In
addition, in cases where it is considered that it could generate a relevant effect on the rating, we
could perform sensitivity analyses of other qualitative and quantitative variables.

Assigning Market Risk Assessments

For mutual funds, to assign an MRA, we compare the fund's historical dialy net asset value (NAV)
volatility with the NAV volatility quartile ranges of the debt fund universe in Peru for which
Moody’s Local Peru has available information. The quartile ranges correspond to the historical
volatility of this universe of debt funds.

We take into account other quantitative and qualitative considerations, such as peer-to-peer
comparisons, the average duration of a fund, asset risk characteristics, the availability of
historical NAV volatility information, asset liquidity, and the probability of loss, among others. We
assign the MRA based on the fund's classification according to quartiles and these other
considerations.

In cases where the real NAV of the fund is not available (due to lack of liquidity of the investment
assets, for example) we could assign a MRA based on the investment characteristics.

MRA Monitoring

MRAs are used to monitor the activities and volatility of debt funds. In our monitoring of MRAs,
we use public information or information provided by the qualified debt fund.

General Limitations of the Methodology

This methodology does not include an exhaustive description of all factors that we may consider
in assigning fixed income fund ratings. The investment holdings of funds in the sector may be
subject to new risks or new combinations of risks, and fixed income funds may develop new
strategies to mitigate risk. We seek to incorporate all material credit considerations in fixed
income fund ratings and to take the most forward-looking perspective that visibility into these
risks and mitigants permits.

Fixed income fund ratings may incorporate expectations for future changes in the portfolio
composition (see the “Other Considerations” section). In some cases, our expectations for future
composition may be informed by confidential information. In other cases, we estimate future
composition based on past management actions, trends across the peer group or other
considerations. In any case, predicting the future is subject to substantial uncertainty.

The information used in assessing the factors and sub-factors is based on information provided
by the fund, financial statement disclosures and publicly available data such as disclosures by
regulators. We may also incorporate non-public information.
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Our forward-looking opinions are based on assumptions that may prove, in hindsight, to have
been different. Reasons for this could include unanticipated changes in any of the following: the
macroeconomic environment, general financial market conditions, industry competition,
disruptive technology, or regulatory and legal actions. In any case, predicting the future is subject
to substantial uncertainty.

Moody’s Local Peru / Fixed Income Funds Rating Methodology 10



MOODY’S
LOCAL

Appendix A: Moody’s Local Peru Rating Scale

FIXED INCOME FUND RATINGS

Fixed Income Fund Ratings are primarily opinions of the weighted-average credit quality of
investments within mutual funds and similar investment vehicles that principally invest in fixed
income obligations, but they also reflect the weighted average life of the fund relative to peers
and other risks that could affect the credit quality of the fund.

FIGURE 1 Fixed Income Fund Rating Scale

RATING DESCRIPTION

AAAf.pe Fixed Income Funds rated AAAf.pe generally hold assets that demonstrate the strongest
creditworthiness relative to assets held by other domestic fixed income funds.

AAf.pe Fixed Income Funds rated AAf.pe generally hold assets that demonstrate strong creditworthiness
relative to assets held by other domestic fixed income funds.

Af.pe Fixed Income Funds rated Af.pe generally hold assets that demonstrate above-average
creditworthiness relative to assets held by other domestic fixed income funds.

BBBf.pe Fixed Income Funds rated BBBf.pe generally hold assets that demonstrate average creditworthiness
relative to assets held by other domestic fixed income funds.

BBf.pe Fixed Income Funds rated BBf.pe generally hold assets that demonstrate below-average
creditworthiness relative to assets held by other domestic fixed income funds.

Bf.pe Fixed Income Funds rated Bf.pe generally hold assets that demonstrate weak creditworthiness relative
to assets held by other domestic fixed income funds and a meaningful portion of these assets may be
approaching default or may be in default, with strong recovery prospects.

CCCf.pe Fixed Income Funds rated CCCf.pe generally hold assets that demonstrate very weak creditworthiness
relative to assets held by other domestic fixed income funds and these assets are on average likely in
or near default, typically with moderate recovery prospects.

CCf.pe Fixed Income Funds rated in CCf.pe generally hold assets with extremely weak creditworthiness
relative to assets held by other domestic fixed income funds and these assets are often in default,
usually with low recovery prospects.

Cf.pe Fixed-Income Funds rated Cf.pe generally hold assets that demonstrate the weakest creditworthiness
relative to assets held by other domestic fixed income funds and these assets are typically in default,
with very poor recovery prospects.

Ef.pe Fixed-income funds classified in Ef.pe do not have updated information to determine the credit quality
of their assets.

Note: Moody’s Local Peru appends the modifiers + and - to each generic rating classification from AA through CCC. The modifier +
indicates that the fund ranks in the higher end of its generic category; no modifier indicates mid-range ranking; and the modifier - indicates
a ranking in the lower end of that generic rating category. Source: Moody’s Local Peru
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MARKET RISK ASSESSMENTS

Moody’s Local Peru Market Risk Assessments (MRAs) are opinions of the relative degree of
historical volatility of a rated fund’s net asset value (NAV). MRAs are not intended to consider
prospective performance of funds with respect to price appreciation or yield.

FIGURE 2 Market Risk Assessment Scale

ASSESSMENT  DESCRIPTION

MRA1.pe Funds rated MRA1.pe have had very low sensitivity to changes in interest rates and other market
conditions.

MRA2.pe Funds rated MRA2.pe have had low sensitivity to changes in interest rates and other market
conditions.

MRA3.pe Funds rated MRA3.pe have had low to moderate to changes in interest rates and other market
conditions.

MRA4.pe Funds rated MRA4.pe have had moderate sensitivity to changes in interest rates and other market
conditions.

MRADbB.pe Funds rated MRAb5.pe have had moderate to high sensitivity to changes in interest rates and other market
conditions.

MRAG.pe Funds rated MRAG.pe have had high sensitivity to changes in interest rates and other market conditions.
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Appendix B: Glossary

— Duration: The duration provides information on the average life of an investment fund's
portfolio of securities. It will allow investors to know the average maturity term (in years) of
the debt securities in the portfolio, for which the present value of the principal payment and
the amount and frequency of payment of the interest coupons until the maturity of the
securities are considered. For example, a duration of 1.5 years means that the debt securities
in the portfolio are settled on average in 1 year and 6 months.

— Modified duration: The modified duration provides information on the risk exposure due to
the variation in interest rates that the debt securities in an investment fund's portfolio may
experience. For example, if an investment fund has a modified duration of 2%, this indicates
that in the event of an increase in interest rates of 1%, the portion of debt securities in the
portfolio could be reduced by 2% and vice versa. The duration is recommended for the
analysis of small changes in interest rates.

Modified duration is a measure that estimates the percentage change in the price of a bond
or bond portfolio in response to a unit change in interest rates. In other words, it indicates
how much the price of a bond is expected to vary given a change in interest rates. The
modified duration is calculated as a function of the time to maturity of the bond's cash flows
and the bond's coupon rate. The longer the modified duration of a bond or portfolio, the
greater its sensitivity to changes in interest rates. Portfolio managers can use modified
duration to effectively manage interest risk by adjusting their portfolio duration based on
their investment objectives and risk tolerance.
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