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Definitions and usefulness 
• Definitions

• Forward looking opinions about an issuer’s relative creditworthiness
• Common and transparent global language for investors to form a view on the relative likelihood of whether an 

issuer may repay its debts on time and in full
• One of many inputs that investors and other market participants can consider As part of their decision-making 

processes

• Usefulness
• For issuers

• Diversification of funding sources
• Expansion of the pool of investors and available capital
• Optimization of the cost of funding
• Lengthening of the terms of financing

• For intermediaries
• Benchmarking of the relative credit risk of different debt issues
• Setting of the initial pricing for individual debt issues they structure
• Determination of the interest rate issuers will pay
• Packaging of  assets into securities or structured finance instruments to market to investors

• For investors
• Third-party opinion of credit quality
• Basis for comparison across asset classes, geographies, and peers
• Information and metrics to make informed decisions, such as supplementing their own credit analysis or establishing thresholds for 

credit risk and investment guideline



Principle



S&P ratings for long term debt



Rating changes



Cumulative default rate by rating based on a S&P 
global sample over 20 years



Largest defaulters over 20 years



Transition rates by region in 202O
• Consistency of analysis of ratings behavior with long-term trends
• Negative correspondence of higher ratings with the observed frequency of 

default. 
• Greater ratings stability (as measured by the frequency of rating transitions) 

of investment-grade-rated issuers
• Global decline of the number of 'AAA' rated issuers globally to just 8 by the 

end of 2020 from 89 at the beginning of 2008 and correlative surge of  
lowest-rated investment-grade companies 

• Events over the long term that have contributed to the decline of global 'AAA' 
rated issuers
• Sovereign downgrades of China in 2017, the U.K. in 2016, France in 2012, 

and the U.S. in 2011 
• Implied downgrades of many higher-rated financial services companies. 

• Low number of highest rated entities
• Among nonfinancial entities, increase in willingness to operate with 

higher leverage to fund share buybacks, expand businesses, or finance 
acquisitions 

• Asset managers' growing tolerance for investing in lower-rated 
companies
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Appendix 1: Altman score

Function
Z = 1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1X5

Variables Measure
X1 = net working capital / total assets Liquidity
X2 = retained earnings / total assets Cumulative profitability
X3 = EBIT / total assets Return on Assets
X4 = market value of equity / total liabilities Market leverage
X5 = sales / total assets Sales generating potential of assets

Conclusion
Z > 2.99: "safe" zone
1.81 < Z < 2.99: "grey" zone
Z < 1.81: "distress" zone



Appendix 2: Scope’s rating drivers



Business risks benchmarks for retail



Common benchmarks for corporate bodies


