
Global Credit Research
Rating Action

29 JAN 2008

Rating Action: Banco Modal S.A.

Moody's Assigns First-Time Ratings to Banco Modal

New York, January 29, 2008 -- Moody's Investors Service assigned a bank financial strength rating of D- (D
minus) to Banco Modal S.A. (Modal). Moody's also assigned long- and short-term foreign- and local-currency
deposit ratings of Ba3 and Not Prime, as well as long- and short-term Brazilian national scale deposit ratings
of A3.br and BR-2. The outlooks on all of these ratings are stable.

Moody's D- bank financial strength rating for Modal derives from its modest franchise value and market
positioning as a wholesale bank, and also from the relevant participation of trading revenues in the earning
mix, which limits the generation of recurrent earnings. The rating is also challenged by the lack of
diversification in Modal's funding base, as well as by the bank's reasonably concentrated (although
predominantly short-term) loan portfolio when compared with its domestic midsize bank peers'.

Moreover, the rating might suffer from the deterioration of margins as a result of increased competition in
commercial lending and in the structuring of asset-backed securities, which are the bank's main business
targets. Additionally, margins could be compressed by increased funding costs if the market's liquidity dries
up.

On the other hand, the rating benefits from Modal's lean operating structure -- a function of its niche business
profile -- and from its partnership arrangement. In that regard, Modal's management is closely involved in the
bank's business strategy and execution, and is challenged to maintain adequate risk discipline and controls.
Moody's added that ongoing expansion initiatives, which involve the asset management and middle-
corporate lending units, are expected to diversify the bank's funding structure by attracting more institutional
investors and fund managers to its depositors base.

The intrinsically volatile, largely trading-based, nature of the bank's earnings results in profitability and
efficiency indicators that show some fluctuation. The rating agency noted that Modal's ability to enhance
recurring earning-generation businesses, as means to protect its profitability, could eventually be a positive
factor for its ratings.

Moody's Ba3 global local-currency deposit rating is based on Modal's very modest participation in the
Brazilian deposits market. Moody's, therefore, assesses no probability of systemic support to the bank in the
event of stress that could affect its ability to repay local currency deposits. Moreover, the bank does not enjoy
support from a parent company or economic group because it is organized into a partnership, controlled by
its three founders. Therefore, the local currency rating of Ba3 is mapped directly from Modal's bank financial
strength rating of D-.

Established in 1995, Modal is headquartered in Rio de Janeiro, Brazil. As of December 2007, the bank had
total assets of approximately R$708 million (US$398 million) and equity of R$144 million (US$81 million).

The following ratings were assigned to Banco Modal S.A.:

Bank Financial Strength Rating: D-, with stable outlook.

Global Local-Currency Rating: Ba3 long-term local-currency deposit rating and Not Prime short-term local-
currency deposit rating, with stable outlook.

Foreign Currency Deposit Rating: Ba3 long-term foreign-currency deposit rating, and Not Prime, with stable
outlook.

Brazilian National Scale Deposit Ratings: A3.br long-term deposit rating, and BR-2 short-term deposit rating;
with stable outlook.
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