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US$386.70 million of securities rated

Hong Kong, September 11, 2024 -- Moody's Ratings (Moody's) has assigned
definitive ratings to five classes of notes issued by Bauhinia ILBS 2 Limited (the
Issuer).

The complete rating action is as follows:

Issuer: Bauhinia ILBS 2 Limited

US$107,000,000 Class A1-SU Senior Secured Floating Rate Notes due 19 October
2044 (the "Class A1-SU Notes"), Definitive Rating Assigned Aaa (sf)

US$209,500,000 Class A1 Senior Secured Floating Rate Notes due 19 October 2044
(the "Class A1 Notes"), Definitive Rating Assigned Aaa (sf)

US$34,000,000 Class B Senior Secured Floating Rate Notes due 19 October 2044
(the "Class B Notes"), Definitive Rating Assigned Aa1 (sf)

US$20,500,000 Class C Senior Secured Floating Rate Notes due 19 October 2044
(the "Class C Notes"), Definitive Rating Assigned A2 (sf)

US$15,700,000 Class D Senior Secured Floating Rate Notes due 19 October 2044
(the "Class D Notes"), Definitive Rating Assigned Baa3 (sf)

The Class A1-SU Notes, Class A1 Notes, Class B Notes, Class C Notes and Class D
Notes are referred to herein as the "Rated Notes." In addition to the Rated Notes, the
issuer issued US$36,591,000 of subordinated floating rate notes.

RATINGS RATIONALE



This is a project finance and corporate infrastructure collateralized loan obligation
(CLO) cash flow securitization. The notes are initially collateralized by a portfolio of 28
bank-syndicated senior secured project finance loans and corporate infrastructure
loans to 26 projects predominantly in Asia-Pacific, the Middle East and Latin America.
The portfolio is not expected to be actively traded during the replenishment period.

To evaluate the credit quality of the initial portfolio, we assigned credit estimates to
most loans, while a handful of loans are assessed by reference to our ratings. The
weighted average rating factor (WARF) of the target portfolio is 836 before applying
the credit estimate notching adjustments, and 1004 after applying the credit estimate
notching adjustments. The WARF incorporates the latest change in the credit
estimate level of a loan in accordance with our credit estimate update process.

Our ratings of the Rated Notes have taken into account the following key
characteristics of the initial target portfolio at closing.

1. High credit quality portfolio: The WARF of the identified portfolio is 836 before
applying the credit estimate notching adjustments, and 1004 after applying the credit
estimate notching adjustments.

2. Mostly project finance loans with high asset recovery prospects: The portfolio
consists of predominantly bank-syndicated senior secured project finance loans
(78.1% of the pool), which historically have had high recovery rates. The remaining
portion of the pool consists of  corporate and corporate guaranteed project finance
loans (21.9%). About 1.3% of the portfolio benefit from external credit support and
0.7% of the portfolio benefit from credit support from highly rated entity, which will
improve loan recovery prospects.

3. High project and sector concentrations: With only 26 projects, the portfolio is highly
concentrated, with a large exposure to a few projects and in sub-sectors such as
regulated telecom (15.6% of the pool), LNG (15.3%) and oil (12.9%). Certain projects
also involve common off-takers, operators or sponsors. The exposures to the two
largest obligor groups are about 9.4% and 9.0% of the portfolio, respectively, greater
than the subordination of the Class D Notes. There are four other projects which each
of them comprises between 7% and 9% of the portfolio. A significant credit
deterioration of any of these projects would have a negative rating impact on the
Rated Notes. In our analysis, we considered several stress scenarios assuming
default of the largest obligor or higher asset correlation.

4. High country risk: Of the identified portfolio, about 50% portfolio exposure is to
projects that are exposed to countries with single-A or below foreign-currency country
ceilings (FCC). The geographical distribution of the portfolio is widely diversified
across 14 countries in different regions, and exposure to top three countries which
have non-Aaa FCC are India (16.8%, A3 FCC), Indonesia (11.8%, A3 FCC), and
Mexico (9.4%, A1 FCC).



5. High participation exposures: The issuer invested in 23.8% of the portfolio via
funded participation agreements with Hong Kong Mortgage Corporation Limited
(HKMC, rated Aa3 with negative outlook), the sponsor and collateral manager, or with
rated bank(s) at closing, instead of being the lender of record. The issuer will rely on
HKMC or the rated participation bank(s) to enforce its rights against the borrowers
and be exposed to the credit risk of HKMC and these rated bank(s).

6. Undrawn commitment amount: Of the identified portfolio, about 0.45% of the
portfolio are pending to be drawn by the relevant borrower. The availability period of
the undrawn commitment will expire in March 2026. The issuer set aside cash in its
bank account at closing to ensure it has sufficient liquidity to fulfil its lending
obligation.

7. Construction risk: One project, representing around 8.0% of the portfolio, is still
under construction, but this project is nearing completion.

8. Floating rate basis mismatch: The issuer is exposed to floating rate basis mismatch
as all the rated notes interest payments are linked to six-month term Secured
Overnight Financing Rate (SOFR), while 59% of the initial target portfolio are linked to
daily compounded overnight SOFR, 33% are linked to term SOFR, and the remaining
8% linked to USD-Libor. In our analysis, we considered this mismatch, and also
assumed zero credit adjustment spread for loans linked to USD-Libor.

We used a loan-by-loan Monte Carlo simulation framework in our CDOROM™ to
model the portfolio loss distribution for this project finance CLO.

At a portfolio level, we note that:

1. The WARF of the portfolio, after applying the credit estimate notching adjustments,
is 1004.

2. The weighted average mean recovery rate of the portfolio is about 62.5%.

3. The average asset correlation of the portfolio is about 25.3%.

We have assumed three years of recovery delay for the project finance loans and 1.5
years of recovery delay for the corporate loans.

In addition to the quantitative factors that our explicitly models, we have also
considered qualitative factors, including the structural protections in the transaction,
the risk of an event of default, the legal environment and specific documentation
features. All information available, including macroeconomic forecasts, inputs from
our other analytical groups, market factors, and judgments regarding the nature and
severity of credit stress on the transaction, influenced the rating decision.

The target portfolio is fully acquired on the closing date, with 99.55% of loans fully
drawn and the remaining 0.45% pending to be drawn by the relevant borrower. The



transaction has a three-year reinvestment period, during which the collateral manager
may direct the issuer to use unscheduled principal collections, undrawn lending
commitments that are cancelled or have expired, principal amount of loans
refinanced, and proceeds from the sale of credit-risk, defaulted or non-eligible
sustainability assets to purchase new assets. The purchase of new assets is subject
to certain conditions, including the satisfaction of the interest and par coverage tests.

After the reinvestment period, the collateral manager may no longer direct the issuer
to purchase additional assets, and unscheduled principal collections and proceeds
from the sale of assets will be used to amortize the notes in sequential order.

The transaction incorporates interest and par coverage tests that, if triggered, divert
interest and principal proceeds to pay down the notes in the order of seniority. Apart
from this, the issuer will use scheduled principal collection to amortize the Rated
Notes in sequential order. The Class A1-SU Notes and Class A1 Notes rank pari
passu to each other.

This is the second CLO transaction of HKMC, the collateral manager of the
transaction. The CLO transaction is managed by the Infrastructure Financing and
Securitisation Division of HKMC. HKMC was established in Hong Kong SAR, China in
1997 and is wholly owned by the Hong Kong Government through the Exchange
Fund, with reported total assets of HKD219.3 billion as of the end of December 2023.
HKMC invested in the subordinated notes issued by the issuer.

HKMC provided a bridging sponsor loan to the issuer at closing to fund the
transaction's fees and expenses reserve account, and to support the liquidity of the
issuer in meeting interest payments on the rated notes on the first payment date. In
addition, HKMC provided a risk protection sponsor loan to the issuer at closing to fund
payments to procure and/or renew risk protections as and when necessary to
safeguard the issuer against risks associated with the underlying assets.

RATINGS METHODOLOGY:

The principal methodology used in these ratings was "Project Finance and
Infrastructure Asset CLOs" published in July 2024 and available at
https://ratings.moodys.com/rmc-documents/425583 . Alternatively, please see the
Rating Methodologies page on https://ratings.moodys.com for a copy of this
methodology.

Factors that would lead to an upgrade or downgrade of the ratings:

The performance of the Rated Notes is sensitive to the performance of the underlying
portfolio and the credit quality of the counterparties to the transaction, which in turn
depend on uncertain economic and credit conditions that may change. The collateral
manager's investment decisions and management of the transaction will also affect
the performance of the Rated Notes.

https://ratings.moodys.com/rating-definitions
https://ratings.moodys.com/
https://ratings.moodys.com/rmc-documents/425583


Further details regarding our analysis of this transaction may be found in the related
new issue report, available soon on www.moodys.com.

REGULATORY DISCLOSURES

For further specification of Moody's key rating assumptions and sensitivity analysis,
see the sections Methodology Assumptions and Sensitivity to Assumptions in the
disclosure form. Moody's Rating Symbols and Definitions can be found on
https://ratings.moodys.com/rating-definitions .

In rating this transaction, Moody's CDOROM™ is used to model the expected loss for
each tranche. Moody's CDOROM™ is a Monte Carlo simulation tool which takes each
underlying asset default probability as input. Each underlying asset default behavior is
then modeled individually with a standard multi-factor model incorporating both intra-
and inter-industry correlation. The correlation structure is based on a Gaussian
copula. Each Monte Carlo scenario simulates defaults and if applicable, recovery
rates, to derive losses on a portfolio. For a synthetic transaction, the model then
allocates losses to the tranches in reverse order of priority to derive the loss on the
tranches. By repeating this process and averaging over the number of simulations,
Moody's can derive the expected loss on the tranches. For a cash transaction, the
portfolio loss, or default, distribution produced by Moody's CDOROM™ may be input
into a separate cash flow model in accordance with its priority of payment to
determine each tranche's expected loss.

For any affected securities or rated entities receiving direct credit support/credit
substitution from another entity or entities subject to a credit rating action (the
supporting entity), and whose ratings may change as a result of a credit rating action
as to the supporting entity, the associated regulatory disclosures will relate to the
supporting entity. Exceptions to this approach may be applicable in certain
jurisdictions.

For ratings issued on a program, series, category/class of debt or security, certain
regulatory disclosures applicable to each rating of a subsequently issued bond or note
of the same series, category/class of debt, or security, or pursuant to a program for
which the ratings are derived exclusively from existing ratings, in accordance with
Moody's rating practices, can be found in the most recent Credit Rating
Announcement related to the same class of Credit Rating.

For provisional ratings, the Credit Rating Announcement provides certain regulatory
disclosures in relation to the provisional rating assigned, and in relation to a definitive
rating that may be assigned subsequent to the final issuance of the debt, in each case
where the transaction structure and terms have not changed prior to the assignment
of the definitive rating in a manner that would have affected the rating.

Moody's does not always publish a separate Credit Rating Announcement for each
Credit Rating assigned in the Anticipated Ratings Process or Subsequent Ratings

https://ratings.moodys.com/
https://ratings.moodys.com/
https://ratings.moodys.com/


Process.

These ratings are solicited. Please refer to Moody's Policy for Designating and
Assigning Unsolicited Credit Ratings available on its website
https://ratings.moodys.com.

Moody's considers a rated entity or its agent(s) to be participating when it maintains
an overall relationship with Moody's. Unless noted in the Regulatory Disclosures as a
Non-Participating Entity, the rated entity is participating and the rated entity or its
agent(s) generally provides Moody's with information for the purposes of its ratings
process. Please refer to https://ratings.moodys.com for the Regulatory Disclosures for
each credit rating action, shown on the issuer/deal page, and for Moody's Policy for
Designating Non-Participating Rated Entities, shown on https://ratings.moodys.com.

Regulatory disclosures contained in this press release apply to the credit rating and, if
applicable, the related rating outlook or rating review.

The Global Scale Credit Rating(s) discussed in this Credit Rating Announcement
was(were) issued by one of Moody's affiliates outside the EU and UK and is(are)
endorsed for use in the EU and UK in accordance with the EU and UK CRA
Regulation.

Please see https://ratings.moodys.com for any updates on changes to the lead rating
analyst and to the Moody's legal entity that has issued the rating.

Please see the issuer/deal page on https://ratings.moodys.com for additional
regulatory disclosures for each credit rating.

The first name below is the lead rating analyst for this Credit Rating and the last name
below is the person primarily responsible for approving this Credit Rating.

Where the credit rating announcement include multiple issuers and different lead
rating analyst and/or different persons primarily responsible for approving such
ratings, their name and title information can be found in the body of the
announcement or in the associated From-To-List (FTL) linked above, if applicable.

Joe Wong
VP - Senior Credit Officer
Structured Finance Group
Moody's Investors Service Hong Kong Ltd.
24/F One Pacific Place
88 Queensway
Hong Kong, 
China (Hong Kong S.A.R.)
JOURNALISTS: 852 3758 1350
Client Service: 852 3551 3077



Jerome Cheng
Associate Managing Director
Structured Finance Group
JOURNALISTS: 852 3758 1350
Client Service: 852 3551 3077
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CREDIT RATINGS ISSUED BY MOODY'S CREDIT RATINGS AFFILIATES
ARE THEIR CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK
OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES, AND MATERIALS, PRODUCTS, SERVICES AND
INFORMATION PUBLISHED BY MOODY’S (COLLECTIVELY,
“PUBLICATIONS”) MAY INCLUDE SUCH CURRENT OPINIONS. MOODY’S
DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT OR
IMPAIRMENT. SEE APPLICABLE MOODY’S RATING SYMBOLS AND
DEFINITIONS PUBLICATION FOR INFORMATION ON THE TYPES OF
CONTRACTUAL FINANCIAL OBLIGATIONS ADDRESSED BY MOODY’S
CREDIT RATINGS. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK,
INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK,
OR PRICE VOLATILITY. CREDIT RATINGS, NON-CREDIT ASSESSMENTS
(“ASSESSMENTS”), AND OTHER OPINIONS INCLUDED IN MOODY’S
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. MOODY’S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE
MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS
OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. AND/OR
ITS AFFILIATES. MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER
OPINIONS AND PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE



INVESTMENT OR FINANCIAL ADVICE, AND MOODY’S CREDIT RATINGS,
ASSESSMENTS, OTHER OPINIONS AND PUBLICATIONS ARE NOT AND DO
NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD
PARTICULAR SECURITIES. MOODY’S CREDIT RATINGS, ASSESSMENTS,
OTHER OPINIONS AND PUBLICATIONS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR.
MOODY’S ISSUES ITS CREDIT RATINGS, ASSESSMENTS AND OTHER
OPINIONS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION
AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE,
MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS
UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.  

MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS, AND
PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT
WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE
MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS OR
PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING
BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION
MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER
TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR
RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS
WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN
CONSENT.

MOODY’S CREDIT RATINGS, ASSESSMENTS, OTHER OPINIONS AND
PUBLICATIONS ARE NOT INTENDED FOR USE BY ANY PERSON AS A
BENCHMARK AS THAT TERM IS DEFINED FOR REGULATORY PURPOSES AND
MUST NOT BE USED IN ANY WAY THAT COULD RESULT IN THEM BEING
CONSIDERED A BENCHMARK.

All information contained herein is obtained by MOODY’S from sources believed by it
to be accurate and reliable. Because of the possibility of human or mechanical error
as well as other factors, however, all information contained herein is provided “AS IS”
without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources
MOODY'S considers to be reliable including, when appropriate, independent third-
party sources. However, MOODY’S is not an auditor and cannot in every instance
independently verify or validate information received in the credit rating process or in
preparing its Publications. 

To the extent permitted by law, MOODY’S and its directors, officers, employees,

http://www.moodys.com/


agents, representatives, licensors and suppliers disclaim liability to any person or
entity for any indirect, special, consequential, or incidental losses or damages
whatsoever arising from or in connection with the information contained herein or the
use of or inability to use any such information, even if MOODY’S or any of its
directors, officers, employees, agents, representatives, licensors or suppliers is
advised in advance of the possibility of such losses or damages, including but not
limited to: (a) any loss of present or prospective profits or (b) any loss or damage
arising where the relevant financial instrument is not the subject of a particular credit
rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees,
agents, representatives, licensors and suppliers disclaim liability for any direct or
compensatory losses or damages caused to any person or entity, including but not
limited to by any negligence (but excluding fraud, willful misconduct or any other type
of liability that, for the avoidance of doubt, by law cannot be excluded) on the part of,
or any contingency within or beyond the control of, MOODY’S or any of its directors,
officers, employees, agents, representatives, licensors or suppliers, arising from or in
connection with the information contained herein or the use of or inability to use any
such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS,
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR
PURPOSE OF ANY CREDIT RATING, ASSESSMENT, OTHER OPINION OR
INFORMATION IS GIVEN OR MADE BY MOODY’S IN ANY FORM OR MANNER
WHATSOEVER.

Moody’s Investors Service, Inc., a wholly-owned credit rating agency subsidiary of
Moody’s Corporation (“MCO”), hereby discloses that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper)
and preferred stock rated by Moody’s Investors Service, Inc. have, prior to
assignment of any credit rating, agreed to pay to Moody’s Investors Service, Inc. for
credit ratings opinions and services rendered by it fees ranging from $1,000 to
approximately $5,000,000. MCO and Moody’s Investors Service also maintain policies
and procedures to address the independence of Moody’s Investors Service credit
ratings and credit rating processes. Information regarding certain affiliations that may
exist between directors of MCO and rated entities, and between entities who hold
credit ratings from Moody’s Investors Service, Inc. and have also publicly reported to
the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading “Investor Relations — Corporate Governance
— Director and Shareholder Affiliation Policy.” 

Additional terms for Australia only: Any publication into Australia of this document is
pursuant to the Australian Financial Services License of MOODY’S affiliate, Moody’s
Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or Moody’s
Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This



document is intended to be provided only to “wholesale clients” within the meaning of
section 761G of the Corporations Act 2001. By continuing to access this document
from within Australia, you represent to MOODY’S that you are, or are accessing the
document as a representative of, a “wholesale client” and that neither you nor the
entity you represent will directly or indirectly disseminate this document or its contents
to “retail clients” within the meaning of section 761G of the Corporations Act 2001.
MOODY’S credit rating is an opinion as to the creditworthiness of a debt obligation of
the issuer, not on the equity securities of the issuer or any form of security that is
available to retail investors.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK”) is a wholly-owned
credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned
by Moody’s Overseas Holdings Inc., a wholly-owned subsidiary of MCO. Moody’s SF
Japan K.K. (“MSFJ”) is a wholly-owned credit rating agency subsidiary of MJKK.
MSFJ is not a Nationally Recognized Statistical Rating Organization (“NRSRO”).
Therefore, credit ratings assigned by MSFJ are Non-NRSRO Credit Ratings. Non-
NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and,
consequently, the rated obligation will not qualify for certain types of treatment under
U.S. laws. MJKK and MSFJ are credit rating agencies registered with the Japan
Financial Services Agency and their registration numbers are FSA Commissioner
(Ratings) No. 2 and 3 respectively. 

MJKK or MSFJ (as applicable) hereby disclose that most issuers of debt securities
(including corporate and municipal bonds, debentures, notes and commercial paper)
and preferred stock rated by MJKK or MSFJ (as applicable) have, prior to assignment
of any credit rating, agreed to pay to MJKK or MSFJ (as applicable) for credit ratings
opinions and services rendered by it fees ranging from JPY100,000 to approximately
JPY550,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese
regulatory requirements.


