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WITNESS IDENTIFICATION 1 

Q1. Please state your name. 2 

A1. My name is Michael McNally. 3 

Q2. Are you the same Michael McNally who provided direct testimony in this 4 

proceeding? 5 

A2. Yes. 6 

Q3. Please state the purpose of your rebuttal testimony in this proceeding. 7 

A3. The purpose of my testimony is to respond to the rebuttal testimony of Illinois 8 

American Water Company (“IAWC” or the “Company”) witness Pauline M. Ahern 9 

(IAWC Ex. 8.00R1).1 10 

RESPONSE TO MS. AHERN 11 

Q4. Please evaluate Ms. Ahern’s rebuttal testimony. 12 

A4. Ms. Ahern’s rebuttal testimony contained nothing to change my opinion of the 13 

Company’s cost of common equity.  In my judgment, the investor-required rate of 14 

return on common equity for IAWC equals 10.38%. 15 

                                            
1 My decision not to respond to any particular argument contained in Ms. Ahern’s testimony should 

not be construed as my agreement with that argument. 
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GDP Growth Rate and Risk-free Rate 16 

Q5. Ms. Ahern suggests that your use of the most recently available U.S. 17 

Treasury spot rates to measure GDP growth expectations and the risk-free 18 

rate is not consistent with the prospective nature of the cost of capital, 19 

ratemaking, and the EMH.2  Is she correct? 20 

A5. No.  A U.S. Treasury yield is the cost of capital for that U.S. Treasury security.  21 

Thus, Ms. Ahern is arguing that the cost of capital of a U.S. Treasury security is 22 

inconsistent with the prospective nature of the cost of capital.  That is 23 

nonsensical.  In fact, U.S. Treasury yields are the investor-required returns for an 24 

investment in U.S. Treasury securities, just as the cost of common equity 25 

represents the investor-required return on a share of common stock.  Both reflect 26 

investors’ expectations for the future.  Thus, my use of the most recently 27 

available U.S. Treasury spot rates is perfectly consistent with the prospective 28 

nature of the cost of capital, ratemaking, and the EMH. 29 

Q6. Ms. Ahern suggests that, rather than using current U.S. Treasury security 30 

yields as you propose, the estimation of GDP growth should be based on 31 

forecasts from Blue Chip Financial Forecasts (“BCFF”) and the Energy 32 

Information Agency (“EIA”) and the estimation of the risk-free rate should 33 

be based on BCFF Treasury bond forecasts.3  Is she correct? 34 

A6. No.  Unlike actual U.S. Treasury yields, economic forecasts do not directly reflect 35 

investors’ expectations, but are merely proxies for those expectations.  In 36 

contrast, U.S. Treasury investors directly demonstrate their expectations by 37 

actually investing their money. 38 

                                            
2 IAWC Ex. 8.00R1, p. 2. 
3 IAWC Ex. 8.00R1, pp. 2-3. 
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Furthermore, the current U.S. Treasury yields I used to measure GDP growth 39 

and the risk-free rate reflect all publicly-available information.  Ms. Ahern 40 

acknowledges as much.4  Consequently, any influence EIA and BCFF forecasts 41 

might have on investor expectations is already reflected in the current U.S. 42 

Treasury yields.  Thus, the Commission should continue to rely on current, 43 

observable market interest rates rather than the projected rates that Ms. Ahern 44 

proposes. 45 

Moreover, the BCFF forecasts have an additional defect as estimates of the GDP 46 

growth and the risk-free rate.  A current cost of equity must reflect investors’ 47 

current expectations of the future.  However, BCFF forecasts do not represent 48 

current investor expectations, but reflect the expectations investors might have at 49 

some point in the future (i.e., they are expectations of expectations).5  In contrast, 50 

the other data inputs used in Ms. Ahern’s analysis, including stock prices, 51 

dividends, beta, and market return, reflect current expectations.  Thus, the GDP 52 

growth rate and the risk-free rate inputs would not be consistent with the other 53 

data inputs used in that analysis.  Consequently, the result would not represent a 54 

true cost of capital at single time period, but an uninformative amalgamation of 55 

mismatched data from different time periods. 56 

In brief, the return investors are willing to accept today for an investment in 57 

common equity cannot be based on the growth rate expectations or the return 58 

that will be acceptable for a risk-free investment some time in the future. 59 

                                            
4 IAWC Ex. 8.00R1, p. 12. 
5 Significantly, the farther removed one’s proxy is from a direct measure of investors’ current 

expectations, the less likely that proxy is to accurately reflect investors’ current expectations. 
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Q7. Do you have any other comments with respect to Ms. Ahern’s suggestion 60 

that forecasts from BCFF and EIA should be used to estimate GDP growth 61 

and the risk-free rate? 62 

A7. Yes.  I would like to clarify two things.  First, the 5.62% GDP growth estimate 63 

based on BCFF forecasts that Ms. Ahern presented is miscalculated.  Using the 64 

formula presented on page 9 of my direct testimony, the correct 20-year forward 65 

U.S. Treasury yield in ten years implied by the BCFF forecasts would be 5.37%.  66 

The non-constant DCF results using that third-stage growth estimate would be 67 

9.94% for my Water Group and 11.31% for my Utility Group (rather than the 68 

respective 10.13% and 11.49% estimates presented on page 4 of her rebuttal 69 

testimony).  As a result of this correction, the 10.85% cost of equity estimate 70 

presented on line 108 of her rebuttal testimony would become 10.76%. 71 

Second, on pages 3-4 of her rebuttal testimony Ms. Ahern states, “Utilizing Mr. 72 

McNally’s application of the three-stage DCF and the 5.62% and 4.92% growth 73 

rates result in DCF estimates of 10.13% and 11.49% for Mr. McNally’s Water 74 

Group and Utility Group, respectively….”  (emphasis added.)  For clarification, it 75 

should be noted that both of those results reflect a third-stage growth of 5.62% 76 

based on BCFF forecasts.  The non-constant DCF results using a third-stage 77 

growth of 4.92% based on the EIA forecast would be 9.59% for my Water Group 78 

and 10.99% for my Utility Group. 79 
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Financial Risk 80 

Q8. Ms. Ahern suggests that a 21 basis point upward adjustment to your cost 81 

of equity estimate is necessary to compensate IAWC for its higher financial 82 

risk relative to your Utility Group.6  Is she correct? 83 

A8. No.  Ms. Ahern’s “financial risk” adjustment reflects two-thirds of the average 84 

yield spread between A and BBB debt over the last 20 years, based on her 85 

conclusion that there is a difference of “at least two notches or more” between 86 

the average credit rating of my Utility Group and her presumed credit rating of 87 

IAWC.  However, her claim that the average credit rating for my Utility Group is 88 

BBB+ and that, in her opinion, IAWC would be rated BBB-/BB+ if it were rated by 89 

S&P is based on flawed analysis.  Specifically, the credit rating she assumes for 90 

my Utility Group is overstated; in contrast, based on the information available, it 91 

appears that her conclusion regarding the presumed credit rating of IAWC is 92 

understated. 93 

Q9. If one were to accept Ms. Ahern’s yield spread based approach for 94 

determining a “financial risk” adjustment, what credit rating should be 95 

used to represent the risk level of your Utility Group? 96 

A9. The average S&P corporate (i.e., issuer) credit rating for the companies in my 97 

Utility Group is BBB.7  However, Ms. Ahern based her “financial risk” adjustment 98 

on a BBB+ bond (i.e., issue) rating.8  S&P defines an issuer credit rating as its 99 

“current opinion of an obligor's overall financial capacity (its creditworthiness) to 100 

                                            
6 IAWC Ex. 8.00R1, pp. 5 and 7-8. 
7 Standard & Poor’s, “Issuer Ranking: U.S. Regulated Electric Utilities, Strongest To Weakest,” 

November 11, 2009.  See Att. A. 
8 IAWC Ex. 8.00R1, Schedule 8.06R1. 
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pay its financial obligations.”9  That is, an issuer credit rating represents the 101 

general risk and overall financial condition of a firm, as a whole.  In contrast, S&P 102 

notes that a bond rating takes into consideration factors specific to a given issue 103 

or type of issue, such as guarantees or securitizations enhancing the credit of 104 

that particular obligation.  Thus, since Ms. Ahern’s adjustment is intended to 105 

reflect the risk of IAWC as a whole relative to that of the Utility Group, the BBB 106 

issuer credit rating would be the appropriate rating to use in this application. 107 

In fact, Ms. Ahern’s use of a bond rating for the Utility Group is inconsistent with 108 

the methodology she employed to produce her hypothetical credit rating for 109 

IAWC, to which she compares the Utility Group.  The S&P financial risk profile, 110 

the business risk profile, and the ratings matrix that form the basis for Ms. 111 

Ahern’s hypothetical rating for IAWC, relate to corporate (i.e., issuer) credit 112 

ratings.  Indeed, in a recent update refining that methodology, S&P specifically 113 

states, “The rating outcomes refer to issuer credit ratings.”10  Thus, for 114 

consistency in comparing the credit rating of the Utility Group to the hypothetical 115 

credit rating for IAWC, the BBB issuer credit rating should be used. 116 

Q10. Why do you believe that the credit rating Ms. Ahern assumes for IAWC is 117 

understated? 118 

A10. As IIWC witness Gorman notes, Ms. Ahern’s assessment of what IAWC would 119 

be rated is based on her own opinion rather than on an independent credit 120 

analysis from a major credit rating agency.11  Further, her opinion is inconsistent 121 

                                            
9 Standard & Poor’s, “Research: Standard & Poor’s Ratings Definitions,” December 10, 2002.  See 

Att. B. 
10 Standard & Poor’s, “Criteria Methodology: Business Risk/Financial Risk Matrix Expanded,” May 27, 

2009.  See Att. C. 
11 IIWC Ex. 1.0, p. 65. 
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with published S&P opinions and with the S&P rating methodology she cites.  122 

S&P publishes a matrix of ratings from which one can obtain a general 123 

approximation of the rating for a given utility based on the financial risk profile 124 

and business risk profile categories it assigns that utility.12  However, since IAWC 125 

does not have an S&P credit rating, one can only speculate as to the financial 126 

risk profile and business risk profile categories S&P would assign IAWC.  Based 127 

on the information I have reviewed, it appears that Ms. Ahern has overstated 128 

IAWC’s risk through both the financial risk profile and business risk profile she 129 

assumed. 130 

To begin with, Ms. Ahern assumes a business risk profile of “Strong” for IAWC.  131 

However, S&P has assigned an “Excellent” business risk profile to every single 132 

water utility that S&P rates.13  That includes six of the eight water utilities in Ms. 133 

Ahern’s or my water samples and the primary subsidiary of a seventh, as well 134 

IAWC’s parent and its regulated sister subsidiaries, New Jersey-American and 135 

Pennsylvania-American. 136 

In addition, her speculation as to what financial risk profile IAWC would have, if 137 

rated, is likely wrong.14  Ms. Ahern presents three financial ratios for IAWC from 138 

2003-2007 and the S&P benchmarks for those ratios and concludes that IAWC 139 

                                            
12 Even if one could be certain of the financial risk profile and business risk profile categories of an 

unrated utility, to infer what credit rating S&P would ultimately assign that utility from the ratings matrix 
would still be somewhat speculative, since, as S&P notes, they do not “arrive by rote at a rating based on 
the matrix.”  IAWC Ex. 8.00, p. 21. 

13 Standard & Poor’s, “Issuer Ranking: U.S. Investor-Owned Water Utilities, Strongest To Weakest,” 
November 5, 2009.  See Att. D. 

14 In another inconsistency in her analysis, although Ms. Ahern’s financial risk adjustment is based on 
current ratings for my Utility Group, her assessment of IAWC’s hypothetical credit rating is not based on 
S&P’s current methodology.  For example, the “Significant” financial risk profile category currently 
assigned two of my Utility Group companies, does not even appear in the corporate ratings matrix on 
Schedule 8.02, from which she developed her opinion that IAWC would be rated BBB-/BB+.  (IAWC Ex. 
8.06R1; See also Att. C.) 
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would, if hypothetically rated by S&P, be assigned a financial risk profile of 140 

“Aggressive” to “Highly Leveraged.”  However, according to the S&P benchmarks 141 

presented in her direct testimony, those ratios would actually be consistent with a 142 

financial risk profile of “Intermediate” to “Aggressive.”  Table 1 below presents the 143 

three financial ratios for IAWC, Ms. Ahern’s Water Sample, and her Utility 144 

Sample, as well as the corresponding S&P benchmarks.15 145 

Table 1 
 FFO/Debt FFO/Interest Debt/Capital 
Modest 40-60% 4.0-6.0x 25-40% 
Intermediate 25-45% 3.0-4.5x 35-50% 
Aggressive 10-30% 2.0-3.5x 45-60% 
Highly Leveraged Below 15% 2.5x or less Over 50% 

IAWC 15.03% 4.22x 55.94% 

Water Sample 18.89% 4.06x 51.06% 

Utility Sample 19.04% 4.36x 56.78% 

As one can see, only one of IAWC’s ratios, Debt to Capital, falls within both the 146 

“Aggressive” and “Highly Leveraged” financial risk profile parameters.  In fact, 147 

Debt to Capital is the least informative of the three ratios, as it reveals nothing 148 

regarding the Company’s cash flows and the cost of its debt.  The other two 149 

ratios, FFO to Debt and FFO to Interest, fall within the parameters of 150 

“Aggressive” and “Modest” to “Intermediate” financial risk profiles, respectively.  151 

Significantly, the only one of those three ratios that accounts for both cash flows 152 

and the cost of debt, both important determinants of a company’s ability to pay 153 

the obligations arising from its use of debt, is the FFO to Interest ratio, which 154 

indicates the strongest financial risk profile of the three ratios.  Nevertheless, 155 

even if one assigned equal value to all three ratios, IAWC’s ratios suggest a 156 

                                            
15 IAWC Ex. 8.00, Schedules 8.02, 8.05, 8.06, and 8.07. 
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financial risk profile of “Intermediate” to “Aggressive” rather than the “Aggressive” 157 

to “Highly Leveraged” financial risk profile Ms. Ahern assumes. 158 

My conclusion is supported by the financial risk profiles assigned to Ms. Ahern’s 159 

Water Sample and Utility Sample.  As shown in Table 1 above, the financial 160 

ratios for both her Water Sample and her Utility Sample fall into the same 161 

categories as those for IAWC.  However, the average financial risk profiles S&P 162 

has assigned her Water Sample and Utility Sample are “Intermediate” and 163 

“Intermediate” to “Aggressive,” respectively.16 164 

Ms. Ahern’s Response to My Criticisms 165 

Q11. Ms. Ahern argues that she used the constant growth DCF model because 166 

“the stability and maturity of the water industry and the regulated utility 167 

industry at large” warrants its use, and notes that it is “the most widely 168 

utilized version of the DCF used in public utility rate regulation.”  Please 169 

comment. 170 

A11. Just because one version of the DCF model might be used more frequently than 171 

another does not mean its use is appropriate in all circumstances.  Just as each 172 

case needs to be judged on its own merits, the decision regarding which version 173 

of the DCF model is most suitable depends on the facts and circumstances at the 174 

time of the particular analysis. 175 

Likewise, the maturity of the water utility industry does not preclude the use of a 176 

non-constant DCF model.  Ms. Ahern argues that the maturity of the water utility 177 

                                            
16 IAWC Ex. 8.00, Schedule 8.03. 
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industry has rendered its growth constant.  That is clearly not true.  The idea of a 178 

single, steady-state growth rate is merely a simplifying assumption made in a 179 

DCF analysis because the alternative, forecasting an infinite number of discrete 180 

periodic growth rates, would be impossible.  Growth cannot truly be expected to 181 

remain at an absolutely fixed rate.  While a mature industry might not experience 182 

the extreme growth of a burgeoning industry, its growth can certainly vary over 183 

time.  This is definitely true of water utilities.  For example, from time to time a 184 

water utility might experience a build-out period when it expands its service 185 

territory into a newly developed area.  As new customers come on-line, new plant 186 

is added to the utility’s rate base.  As a result, earnings enter a period of 187 

abnormal growth.  If an analyst’s 3-5 year growth rate is estimated during such 188 

an expansionary time, it would likely overstate the typical growth for the water 189 

utility. 190 

Q12. Ms. Ahern cites various sources to demonstrate “the superiority of 191 

analysts’ forecasts of EPS as measures of investor growth expectations in 192 

a DCF analysis.”17  Please comment. 193 

A12. Her citations to Morin, Gordon, and Cragg and Malkiel suggest that analysts’ 3-5 194 

year growth rate forecasts are influential on investors who do not possess the 195 

resources to make their own forecasts, and that those forecasts are superior to 196 

those developed from historical data.  Her citations to Malkiel and the SEC 197 

suggest that new rules have reduced the upward bias in analyst growth rates 198 

arising from the analysts’ conflict of interests.  None of the aforementioned 199 

citations refutes my arguments for the use of a non-constant DCF model.  The 200 

essential argument behind these quotes is summarized nicely by her selection 201 

                                            
17 IAWC Ex. 8.00R1, pp. 10-14. 
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from Dr. Burton Malkiel, who states “analysts’ forecasts remain the proper tool to 202 

use in performing a Gordon Model DCF analysis.”18  While that might be, the 203 

pertinent question is not which growth rate is best suited for use in a constant 204 

growth DCF model, but rather, whether we should be using a constant growth 205 

model in the first place. 206 

To clarify, although many of Ms. Ahern’s arguments suggest otherwise, I did not 207 

criticize the use of analyst growth rates.  Indeed, I used them in my non-constant 208 

DCF analysis.  My criticism is of Ms. Ahern’s choice to employ a constant growth 209 

DCF when it is highly unlikely investors expect the companies in Ms. Ahern’s 210 

samples to be able to sustain growth at the levels currently forecasted for the 211 

near term. 212 

Q13. Ms. Ahern suggests that your arguments imply that a DCF analysis utilizing 213 

analysts’ growth rates would be biased upward.19  Is she correct? 214 

A13. In this instance, the use of analysts’ growth rates in a constant growth DCF 215 

would produce an overstated cost of common equity estimate.  However, her use 216 

of the word “bias” suggests that I believe that would always be the case.  That is 217 

not true.  Nevertheless, the cost of common equity estimate derived from a 218 

constant growth DCF analysis is correct only if the near-term growth rate forecast 219 

for the subject company is expected to equal its average long-term dividend 220 

growth.  Since that is highly unlikely given current analyst growth rates for the 221 

sample companies, the use of a non-constant DCF is warranted. 222 

                                            
18 The constant growth DCF model is often referred to as the Gordon model, since, as Ms. Ahern 

notes, Professor Gordon is the “father” of that model.  (IAWC Ex. 8.00R1, p. 11.) 
19 IAWC Ex. 8.00R1, p. 15. 
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Q1. Ms. Ahern also claims that a study by Fama and French found that the 223 

results from the earnings growth based DCF model are actually biased 224 

downward when compared to achieved returns.20  Please comment. 225 

A14. It is curious that Ms. Ahern would cite this finding, since the first quote she 226 

presents from the Morin text disputes the relevancy of that finding.21  In fact, Ms. 227 

Ahern, herself, rearticulates Morin’s comment in defense of her use of the 228 

constant growth DCF model, stating “it does not really matter what the level of 229 

accuracy is well after the fact.  What is important is that they influence investors 230 

and hence the market prices they pay.”22 231 

Moreover, Ms. Ahern’s reference to the Fama and French article is misleading.  232 

Although cited in response to my alleged criticism of analyst growth rates, the 233 

Fama and French finding is not based on analyst growth rates.  In fact, they 234 

explicitly differentiate their growth rates from analyst growth rates and note that 235 

“Claus and Thomas find that analyst forecasts are biased; they tend to be 236 

substantially above observed growth rates.  The average growth rates of 237 

dividends and earning we use are unbiased estimate of expected growth rates.”23 238 

Regardless, even if the Fama and French finding was relevant and her 239 

characterization of the article was accurate, that does not in any way suggest 240 

that it is reasonable to assume that analyst 3-5 year growth rates are always 241 

sustainable.  For an obvious example, if the consensus analyst growth rate for a 242 

company were 25%, even if that was “biased” downward and the actual growth  243 

                                            
20 IAWC Ex. 8.00R1, p. 15. 
21 IAWC Ex. 8.00R1, p. 10, lines 227-229. 
22 IAWC Ex. 8.00R1, p. 12. 
23 Emphasis added, IAWC Ex. 8.09R1, p. 4. 
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ended up being 30%, it is clear that even the “downward biased” 25% estimate 244 

was not sustainable. 245 

Q2. Ms. Ahern claims that you mischaracterized her direct testimony in several 246 

respects regarding her business risk and financial risk adjustments.24  Do 247 

you agree? 248 

A15. No.  In fact, I did not mischaracterize her testimony in the least.  Each of my 249 

statements that she quotes is correct and accurate.  First, responding to a quote 250 

from lines 651-653 of my direct testimony, Ms. Ahern repeats her assertion that 251 

her business risk adjustment reflects other risk factors in addition to size and 252 

argues that estimating IAWC’s “market capitalization” based on the market-to-253 

book values of her samples is appropriate.  However, her rebuttal testimony 254 

confirms that her business risk adjustment “determinations are based on the size 255 

premia” from an SBBI study.25  Furthermore, however reasonable Ms. Ahern 256 

deems her methodology, any estimate of IAWC’s “market capitalization” is clearly 257 

hypothetical, since IAWC’s common equity is not publicly traded. 258 

Second, concerning the quote from lines 651-653 of my direct testimony, Ms. 259 

Ahern cites as “theoretical financial support” a financial text, which notes that the 260 

“small-firm effect has been observed by a number of researchers.”  However, 261 

contrary to Ms. Ahern’s argument, that researchers have observed a small size 262 

effect, is an empirical finding, not a theory of financial security valuation. 263 

Finally, concerning the quote from lines 679-681 of my direct testimony, Ms. 264 

Ahern argues that “IAWC’s position as a ‘wholly-owned subsidiary within a much 265 

                                            
24 IAWC Ex. 8.00R1, pp. 16-17. 
25 IAWC Ex. 8.00R1, pp. 6 and 20. 
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larger organization’ is irrelevant,” as it is the use of the funds invested in IAWC, 266 

rather than the source of those funds, that gives rise to and dictates the required 267 

rate of return.  Ms. Ahern is again incorrect.  Contrary to her claims, my argument 268 

does not ignore that the use of funds is the pertinent risk factor.  The risk arising 269 

from American Water Works Company, Inc.’s (“AWW”) investment in IAWC’s 270 

assets is based on the variability of the earnings from those assets.  That is 271 

reflected in the return I calculated.  In fact, the financial theory behind the CAPM 272 

posits that the risk of a company should be fully reflected in the beta input, with 273 

no further adjustment warranted.  In contrast, Ms. Ahern is proposing an 274 

adjustment that is not supported by financial theory.  Since the size risk premium 275 

has no theoretical underpinnings, analysts can only speculate as to the reason 276 

for the empirical findings.  The size effect phenomenon, to the extent it is 277 

anything more than a statistical anomaly, is likely a liquidity premium arising from 278 

the relatively thin trading of small company stocks.  However, AWW’s investment 279 

in IAWC is not subject to a liquidity premium, since IAWC stock is not publicly 280 

traded.  It is for that same reason that we do not reduce the rate of return to 281 

reflect the price premium AWW would expect to pay as the sole shareholder of 282 

IAWC common equity.26 283 

Furthermore, IAWC’s position as a wholly-owned subsidiary of the much larger 284 

AWW is relevant because IAWC’s common equity investors and AWW’s 285 

common equity investors are one and the same.  That is, the risk to AWW 286 

investors of owning IAWC is included as a part of their investment in AWW; thus, 287 

to the extent a size premium is warranted, it should be based on the size of 288 

                                            
26 DCF analysis relies on prices that investors holding minority positions pay for common stock.  If a 

DCF analysis were performed for a wholly-owned company, a control premium would be included in the 
estimated value of common equity.  A premium paid on the price of a stock would, consequently, reduce 
the rate of return. 
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AWW.  IAWC being a small part of the much larger AWW does not warrant a 289 

higher cost of capital for the same reason that each division in IAWC does not 290 

have a still higher cost of capital than IAWC. 291 

Q3. Does this conclude your prepared rebuttal testimony? 292 

A16. Yes, it does. 293 



Research 

Issuer Ranking: 

U.S. Regulated Electric Utilities, Strongest To Weakest 
11-Nov-2009 

Standard & Poor's Ratings Services recently expanded its business risk/financial matrix to better communicate our 

analytic opinions to the global credit market. Please see the May 27, 2009 article published on RatingsDirect titled 

"Criteria /Methodology: Business Risk/Financial Risk Matrix Expanded."  

The following list contains Standard & Poor's ratings, outlooks, and business and financial profiles for companies with a 

primary regulated electric utility focus. This list reflects the current ratings and outlooks as of Nov. 11, 2009. The rankings 

in each rating/outlook grouping (e.g., BBB+/Stable/--) are based on relative business risk. We have incorporated the new 

corporate ratings matrix into the electric utility ranking list. 

A Standard & Poor's rating outlook assesses the potential direction of an issuer's long-term debt rating over the 

intermediate to longer term. In determining a rating outlook, we consider any changes in the economic and/or 

fundamental business conditions. An outlook is not necessarily a precursor of a rating change or future CreditWatch 

action. "Positive" indicates that we may raise a rating; "negative" means we may lower a rating; "stable" indicates that 

ratings will not likely change; and "developing" means we may raise or lower ratings.  

We characterize utility business profiles as "Excellent," "Strong," "Satisfactory," "Fair," "Weak," or "Vulnerable" under the 

credit ratings methodology applied to all rated corporate entities at Standard & Poor's. To determine a utility's business 

profile, Standard & Poor's analyzes the following qualitative business or operating characteristics: markets and service 

area economy; competitive position; fuel and power supply; operations; asset concentration; regulation; and 

management. Issuer credit ratings, shown as long-term rating/outlook or CreditWatch/short-term rating, are local and 

foreign currency unless otherwise noted. A dash (--) indicates not rated.  

For the related industry report card, please see "Industry Report Card: U.S. Electric Utility Sector's Liquidity 

Remains Adequate in Third-Quarter 2009 ," published Sept. 21, 2009 on RatingsDirect.  

U.S. Regulated Electric Utilities

Company
Corporate credit 
rating*

Business 
profile

Financial 
profile

Madison Gas & Electric Co. AA-/Stable/A-1+ Excellent Intermediate

-

American Transmission Co. A+/Stable/A-1 Excellent Intermediate

Midwest Independent Transmission System Operator Inc. A+/Stable/-- Excellent Intermediate

NSTAR Electric Co. A+/Stable/A-1 Excellent Intermediate

NSTAR Gas Co. A+/Stable/-- Excellent Intermediate

NSTAR A+/Stable/A-1 Excellent Intermediate

-

Page 1 of 7[11-Nov-2009] Issuer Ranking: U.S. Regulated Electric Utilities, Strongest To Weakest
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California Independent System Operator Corp. A/Stable/-- Excellent Intermediate

Florida Power & Light Co. A/Stable/A-1 Excellent Intermediate

KeySpan Energy Delivery Long Island A/Stable/-- Excellent Intermediate

KeySpan Energy Delivery New York A/Stable/-- Excellent Intermediate

Northern Natural Gas Co. A/Stable/-- Excellent Intermediate

Alabama Power Co. A/Stable/A-1 Excellent Intermediate

Georgia Power Co. A/Stable/A-1 Excellent Intermediate

Mississippi Power Co. A/Stable/A-1 Excellent Intermediate

Gulf Power Co. A/Stable/A-1 Excellent Intermediate

FPL Group Inc. A/Stable/-- Excellent Intermediate

Southern Co. A/Stable/A-1 Excellent Intermediate

Central Hudson Gas & Electric Corp. A/Stable/-- Excellent Intermediate

-

San Diego Gas & Electric Co. A/Negative/A-1 Excellent Intermediate

-

Duke Energy Indiana Inc. A-/Positive/A-2 Excellent Significant

Duke Energy Carolinas LLC A-/Positive/A-2 Excellent Significant

Duke Energy Ohio Inc. A-/Positive/A-2 Excellent Significant

Duke Energy Kentucky Inc. A-/Positive/-- Excellent Significant

Northern States Power Wisconsin A-/Positive/-- Excellent Intermediate

Cinergy Corp. A-/Positive/A-2 Excellent Significant

Duke Energy Corp. A-/Positive/A-2 Excellent Significant

-

Massachusetts Electric Co. A-/Stable/A-2 Excellent Significant*

Narragansett Electric Co. A-/Stable/A-2 Excellent Significant*

New England Power Co. A-/Stable/A-2 Excellent Significant*

Connecticut Natural Gas Corp. A-/Stable/-- Excellent Intermediate

Southern Connecticut Gas Co. A-/Stable/-- Excellent Intermediate

Consolidated Edison Co. of New York Inc. A-/Stable/A-2 Excellent Significant

Orange and Rockland Utilities Inc. A-/Stable/A-2 Excellent Significant

Rockland Electric Co. A-/Stable/-- Excellent Significant

Consolidated Edison Inc. A-/Stable/A-2 Excellent Significant

Virginia Electric & Power Co. A-/Stable/A-2 Excellent Significant

Dayton Power & Light Co. A-/Stable/-- Excellent Intermediate

Wisconsin Power & Light Co. A-/Stable/A-2 Excellent Intermediate

Wisconsin Gas LLC A-/Stable/A-2 Excellent Significant

Wisconsin Electric Power Co. A-/Stable/A-2 Excellent Significant

Southern Indiana Gas & Electric Co. A-/Stable/-- Excellent Intermediate

Niagara Mohawk Power Corp. A-/Stable/A-2 Excellent Significant

National Grid USA A-/Stable/A-2 Excellent Significant

PacifiCorp A-/Stable/A-2 Excellent Significant
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DPL Inc. A-/Stable/-- Excellent Intermediate

MidAmerican Energy Co. A-/Stable/A-2 Excellent Significant

Dominion Resources Inc. A-/Stable/A-2 Excellent Significant

Energy East Corp. A-/Stable/A-2 Excellent Aggressive

-

Wisconsin Public Service Corp. A-/Negative/A-2 Excellent Aggressive

PPL Electric Utilities Corp. A-/Negative/A-2 Excellent Significant

-

Public Service Co. of Colorado BBB+/Positive/A-2 Excellent Significant

Northern States Power Co. BBB+/Positive/A-2 Excellent Significant

Southwestern Public Service Co. BBB+/Positive/A-2 Excellent Significant

Xcel Energy Inc. BBB+/Positive/A-2 Excellent Significant

-

Oncor Electric Delivery Co. LLC BBB+/Stable/-- Excellent Significant

Public Service Co. of North Carolina Inc. BBB+/Stable/A-2 Excellent Aggressive

Southern California Edison Co. BBB+/Stable/A-2 Excellent Significant

Pacific Gas & Electric Co. BBB+/Stable/A-2 Excellent Significant

Baltimore Gas & Electric Co. BBB+/Stable/A-2 Excellent Aggressive

The Berkshire Gas Co. BBB+/Stable/-- Excellent Aggressive

Central Maine Power Co. BBB+/Stable/-- Excellent Aggressive

South Carolina Electric & Gas Co. BBB+/Stable/A-2 Excellent Aggressive

Florida Power Corp. d/b/a Progress Energy Florida Inc. BBB+/Stable/A-2 Excellent Aggressive

Carolina Power & Light Co. d/b/a Progress Energy 

Carolinas Inc. 

BBB+/Stable/A-2 Excellent Aggressive

Kentucky Utilities Co. BBB+/Stable/A-2 Excellent Aggressive

Louisville Gas & Electric Co. BBB+/Stable/-- Excellent Aggressive

Oklahoma Gas & Electric Co. BBB+/Stable/A-2 Excellent Significant

Interstate Power & Light Co. BBB+/Stable/A-2 Excellent Significant

New York State Electric & Gas Corp. BBB+/Stable/A-2 Excellent Aggressive

Wisconsin Energy Corp. BBB+/Stable/A-2 Excellent Aggressive

Progress Energy Inc. BBB+/Stable/A-2 Excellent Aggressive

MidAmerican Energy Holdings Co. BBB+/Stable/-- Excellent Aggressive

SCANA Corp. BBB+/Stable/-- Excellent Aggressive

Alliant Energy Corp. BBB+/Stable/A-2 Excellent Significant

PG&E Corp. BBB+/Stable/-- Excellent Significant

E.ON U.S. LLC BBB+/Stable/-- Excellent Aggressive

OGE Energy Corp. BBB+/Stable/A-2 Strong Significant

Montana-Dakota Utilities Co. BBB+/Stable/-- Strong Intermediate

Enogex LLC BBB+/Stable/-- Satisfactory Significant

-

Peoples Gas Light & Coke Co. (The) BBB+/Negative/A-2 Excellent Aggressive
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North Shore Gas Co. BBB+/Negative/-- Excellent Aggressive

Peoples Energy Corp. BBB+/Negative/A-2 Excellent Aggressive

Integrys Energy Group Inc. BBB+/Negative/A-2 Excellent Aggressive

ALLETE Inc. BBB+/Negative/A-2 Strong Significant

Portland General Electric Co. BBB+/Negative/A-2 Strong Significant

-

International Transmission Co. BBB/Stable/-- Excellent Aggressive

ITC Holdings Corp. BBB/Stable/-- Excellent Aggressive

ITC Midwest LLC BBB/Stable/-- Excellent Aggressive

Michigan Electric Transmission Co. BBB/Stable/-- Excellent Aggressive

Yankee Gas Services Co. BBB/Stable/-- Excellent Aggressive

PECO Energy Co. BBB/Stable/A-2 Excellent Significant

Commonwealth Edison Co. BBB/Stable/A-2 Excellent Significant

Tampa Electric Co. BBB/Stable/A-2 Excellent Aggressive

Public Service Electric & Gas Co. BBB/Stable/A-2 Excellent Aggressive

AEP Texas Central Co BBB/Stable/-- Excellent Aggressive

AEP Texas North Co BBB/Stable/-- Excellent Aggressive

Connecticut Light & Power Co. BBB/Stable/-- Excellent Aggressive

Public Service Co. of New Hampshire BBB/Stable/-- Excellent Aggressive

Jersey Central Power & Light Co. BBB/Stable/-- Excellent Significant

Metropolitan Edison Co. BBB/Stable/-- Excellent Significant

Pennsylvania Electric Co. BBB/Stable/-- Excellent Significant

Cleveland Electric Illuminating Co. BBB/Stable/-- Excellent Significant

Ohio Edison Co. BBB/Stable/A-2 Excellent Significant

Pennsylvania Power Co. BBB/Stable/-- Excellent Significant

Toledo Edison Co. BBB/Stable/-- Excellent Significant

Columbus Southern Power Co. BBB/Stable/-- Excellent Aggressive

Ohio Power Co. BBB/Stable/-- Excellent Aggressive

Appalachian Power Co. BBB/Stable/-- Excellent Aggressive

NorthWestern Corp. BBB/Stable/-- Excellent Aggressive

Western Massachusetts Electric Co. BBB/Stable/-- Excellent Aggressive

Atlantic City Electric Co. BBB/Stable/A-2 Excellent Significant

Potomac Electric Power Co. BBB/Stable/A-2 Excellent Significant

Delmarva Power & Light Co. BBB/Stable/A-2 Excellent Significant

Green Mountain Power Corp. BBB/Stable/-- Excellent Aggressive

Kentucky Power Co. BBB/Stable/-- Excellent Aggressive

Public Service Co. of Oklahoma BBB/Stable/-- Excellent Aggressive

Southwestern Electric Power Co. BBB/Stable/-- Excellent Significant

Cleco Power LLC BBB/Stable/-- Excellent Aggressive

Entergy Arkansas Inc. BBB/Stable/-- Excellent Significant

Entergy Louisiana LLC BBB/Stable/-- Excellent Significant
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Entergy Mississippi Inc. BBB/Stable/-- Excellent Significant

Entergy Gulf States Louisiana LLC BBB/Stable/-- Excellent Significant

Entergy Texas Inc. BBB/Stable/-- Excellent Significant

Rochester Gas & Electric Corp. BBB/Stable/-- Excellent Aggressive

Idaho Power Co. BBB/Stable/A-2 Excellent Aggressive

TECO Energy Inc. BBB/Stable/-- Excellent Aggressive

Puget Sound Energy Inc. BBB/Stable/A-2 Excellent Aggressive

American Electric Power Co. Inc. BBB/Stable/A-2 Excellent Aggressive

Northeast Utilities BBB/Stable/-- Excellent Aggressive

Cleco Corp. BBB/Stable/-- Excellent Aggressive

FirstEnergy Corp. BBB/Stable/-- Strong Significant

IDACORP Inc. BBB/Stable/A-2 Excellent Aggressive

El Paso Electric Co. BBB/Stable/-- Excellent Aggressive

System Energy Resources Inc. BBB/Stable/-- Excellent Aggressive

Indiana Michigan Power Co. BBB/Stable/-- Strong Aggressive

Entergy Corp. BBB/Stable/-- Strong Significant

PEPCO Holdings Inc. BBB/Stable/A-2 Strong Significant

-

CenterPoint Energy Houston Electric LLC BBB/Negative/-- Excellent Aggressive

Kansas City Power & Light Co. BBB/Negative/A-3 Excellent Aggressive

KCP&L Greater Missouri Operations Co. BBB/Negative/-- Excellent Aggressive

Great Plains Energy Inc. BBB/Negative/-- Excellent Aggressive

CenterPoint Energy Inc. BBB/Negative/A-3 Excellent Aggressive

CenterPoint Energy Resources Corp. BBB/Negative/A-3 Excellent Aggressive

Michigan Consolidated Gas Co. BBB/Negative/A-3 Strong Significant

Hawaiian Electric Co. Inc. BBB/Negative/A-3 Strong Significant

Hawaiian Electric Industries Inc. BBB/Negative/A-3 Strong Significant

Detroit Edison Co. BBB/Negative/A-3 Strong Significant

DTE Energy Co. BBB/Negative/A-3 Strong Significant

-

Westar Energy Inc. BBB-/Positive/-- Excellent Aggressive

Kansas Gas & Electric Co. BBB-/Positive/-- Excellent Aggressive

Avista Corp. BBB-/Positive/A-3 Excellent Aggressive

-

Potomac Edison Co. BBB-/Stable/-- Excellent Aggressive

West Penn Power Co. BBB-/Stable/-- Excellent Aggressive

Monongahela Power Co. BBB-/Stable/-- Excellent Aggressive

Indianapolis Power & Light Co. BBB-/Stable/-- Excellent Highly leveraged

Consumers Energy Co. BBB-/Stable/-- Excellent Aggressive

Union Electric Co. d/b/a AmerenUE BBB-/Stable/A-3 Excellent Significant

Black Hills Power Inc. BBB-/Stable/-- Excellent Significant
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The ratings and credit-related analyses of Standard & Poor's Financial Services LLC (S&P) and its affiliates and the observations 
contained herein are statements of opinion as of the date they are expressed and not statements of fact or recommendations to 
purchase, hold, or sell any securities or make any investment decisions. S&P assumes no obligation to update any information 
following publication. Users of the information contained herein should not rely on any of it in making any investment decision. S&P's 
opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment advisor. While 

Otter Tail Power Co. BBB-/Stable/-- Excellent Significant

Empire District Electric Co. BBB-/Stable/A-3 Excellent Aggressive

IPALCO Enterprises Inc. BBB-/Stable/-- Excellent Highly leveraged

CMS Energy Corp. BBB-/Stable/A-3 Excellent Aggressive

Entergy New Orleans Inc. BBB-/Stable/-- Strong Significant

Arizona Public Service Co. BBB-/Stable/A-3 Strong Significant

Edison International BBB-/Stable/-- Strong Aggressive

Pinnacle West Capital Corp. BBB-/Stable/A-3 Strong Significant

Allegheny Energy Inc. BBB-/Stable/-- Strong Aggressive

Northern Indiana Public Service Co. BBB-/Stable/-- Excellent Aggressive

Central Illinois Public Service Co. BBB-/Stable/-- Strong Significant

Illinois Power Co. BBB-/Stable/-- Strong Significant

Ohio Valley Electric Corp. BBB-/Stable/-- Strong Aggressive

Central Illinois Light Co. BBB-/Stable/-- Satisfactory Significant

CILCORP Inc. BBB-/Stable/-- Satisfactory Significant

Ameren Corp. BBB-/Stable/A-3 Satisfactory Significant

Black Hills Corp. BBB-/Stable/-- Satisfactory Significant

Otter Tail Corp. BBB-/Stable/-- Satisfactory Significant

-

Duquesne Light Co. BBB-/Negative/-- Excellent Highly leveraged

Duquesne Light Holdings Inc. BBB-/Negative/-- Excellent Highly leveraged

-

Central Vermont Public Service Corp. BB+/Stable/-- Excellent Highly leveraged

Puget Energy Inc. BB+/Stable/-- Excellent Aggressive

Tucson Electric Power Co. BB+/Stable/B-2 Strong Highly leveraged

-

Nevada Power Co. BB/Stable/-- Excellent Highly leveraged

Sierra Pacific Power Co. BB/Stable/-- Excellent Highly leveraged

NV Energy Inc. BB/Stable/B-2 Excellent Highly leveraged

-

Texas-New Mexico Power Co. BB-/Negative/-- Satisfactory Highly leveraged

Public Service Co. of New Mexico BB-/Negative/B-2 Satisfactory Highly leveraged

PNM Resources Inc. BB-/Negative/B-2 Satisfactory Highly leveraged

*As of Nov. 11, 2009.

Primary Credit Analyst: John W Whitlock, New York (1) 212-438-7678; 
john_whitlock@standardandpoors.com

Secondary Credit Analyst: Todd A Shipman, CFA, New York (1) 212-438-7676;
todd_shipman@standardandpoors.com
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S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due 
diligence or independent verification of any information it receives. S&P keeps certain activities of its business units separate from 
each other in order to preserve the independence and objectivity of each of these activities. As a result, certain business units of 
S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to 
maintain the confidentiality of certain non-public information received in connection with each analytical process. 

S&P's Ratings Services business may receive compensation for its ratings and credit-related analyses, normally from issuers or 
underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and 
analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and www. ratingsdirect.com 
(subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional 
information about our ratings fees is available at www.standardandpoors.com/usratingsfees. 

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they 
have been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. 
To reprint, translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New 
York, NY 10041; (1)212.438.7280 or by e-mail to: research_request@standardandpoors.com. 

Copyright © 2009 Standard & Poor’s, a division of The McGraw-Hill Companies. All Rights Reserved.
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Research: Return to Regular Format 

Standard & Poor's Ratings Definitions
Publication date: 10-Dec-2002
 
(Editor's note: Effective Dec. 10, 2002, revising rating definitions for qualifiers, U.S. municipal notes, and 
outlooks.)  

 
ISSUE CREDIT RATING DEFINITIONS 
A Standard & Poor's issue credit rating is a current opinion of the creditworthiness of an obligor with 
respect to a specific financial obligation, a specific class of financial obligations, or a specific financial 
program (including ratings on medium term note programs and commercial paper programs). It takes 
into consideration the creditworthiness of guarantors, insurers, or other forms of credit enhancement on 
the obligation and takes into account the currency in which the obligation is denominated. The issue 
credit rating is not a recommendation to purchase, sell, or hold a financial obligation, inasmuch as it 
does not comment as to market price or suitability for a particular investor.  

Issue credit ratings are based on current information furnished by the obligors or obtained by Standard 
& Poor's from other sources it considers reliable. Standard & Poor's does not perform an audit in 
connection with any credit rating and may, on occasion, rely on unaudited financial information. Credit 
ratings may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such 
information, or based on other circumstances.  

Issue credit ratings can be either long-term or short-term. Short-term ratings are generally assigned to 
those obligations considered short-term in the relevant market. In the U.S., for example, that means 
obligations with an original maturity of no more than 365 days—including commercial paper. Short-term 
ratings are also used to indicate the creditworthiness of an obligor with respect to put features on long-
term obligations. The result is a dual rating, in which the short-term rating addresses the put feature, in 
addition to the usual long-term rating. Medium-term notes are assigned long-term ratings.  

 
Long-term issue credit ratings 

 
AAA 

 
AA 

Issue credit ratings are based, in varying degrees, on the following considerations:  

Likelihood of payment—capacity and willingness of the obligor to meet its financial 
commitment on an obligation in accordance with the terms of the obligation;  
Nature of and provisions of the obligation;  
Protection afforded by, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under the laws of bankruptcy and other laws affecting 
creditors' rights.  

The issue rating definitions are expressed in terms of default risk. As such, they pertain to senior 
obligations of an entity. Junior obligations are typically rated lower than senior obligations, to reflect 
the lower priority in bankruptcy, as noted above. (Such differentiation applies when an entity has 
both senior and subordinated obligations, secured and unsecured obligations, or operating company 
and holding company obligations.) Accordingly, in the case of junior debt, the rating may not conform 
exactly with the category definition.  

An obligation rated 'AAA' has the highest rating assigned by Standard & Poor's. The obligor's 
capacity to meet its financial commitment on the obligation is extremely strong.  

An obligation rated 'AA' differs from the highest rated obligations only in small degree. The obligor's 
capacity to meet its financial commitment on the obligation is very strong.  
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Active Qualifiers (Currently applied and/or outstanding) 

 
A 

 
BBB 

 
BB 

 
B 

 
CCC 

 
CC 

 
C 

 
D 

 
Plus (+) or minus(-) 

 
N.R. 

An obligation rated 'A' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher rated categories. However, the 
obligor's capacity to meet its financial commitment on the obligation is still strong.  

An obligation rated 'BBB' exhibits adequate protection parameters. However, adverse economic 
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor 
to meet its financial commitment on the obligation.  

Obligations rated 'BB', 'B', 'CCC', 'CC', and 'C' are regarded as having significant speculative 
characteristics. 'BB' indicates the least degree of speculation and 'C' the highest. While such 
obligations will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposures to adverse conditions.  

An obligation rated 'BB' is less vulnerable to nonpayment than other speculative issues. However, it 
faces major ongoing uncertainties or exposure to adverse business, financial, or economic 
conditions which could lead to the obligor's inadequate capacity to meet its financial commitment on 
the obligation.  

An obligation rated 'B' is more vulnerable to nonpayment than obligations rated 'BB', but the obligor 
currently has the capacity to meet its financial commitment on the obligation. Adverse business, 
financial, or economic conditions will likely impair the obligor's capacity or willingness to meet its 
financial commitment on the obligation.  

An obligation rated 'CCC' is currently vulnerable to nonpayment, and is dependent upon favorable 
business, financial, and economic conditions for the obligor to meet its financial commitment on the 
obligation. In the event of adverse business, financial, or economic conditions, the obligor is not 
likely to have the capacity to meet its financial commitment on the obligation.  

An obligation rated 'CC' is currently highly vulnerable to nonpayment.  

A subordinated debt or preferred stock obligation rated 'C' is CURRENTLY HIGHLY VULNERABLE 
to nonpayment. The 'C' rating may be used to cover a situation where a bankruptcy petition has 
been filed or similar action taken, but payments on this obligation are being continued. A 'C' also will 
be assigned to a preferred stock issue in arrears on dividends or sinking fund payments, but that is 
currently paying.  

An obligation rated 'D' is in payment default. The 'D' rating category is used when payments on an 
obligation are not made on the date due even if the applicable grace period has not expired, unless 
Standard & Poor's believes that such payments will be made during such grace period. The 'D' 
rating also will be used upon the filing of a bankruptcy petition or the taking of a similar action if 
payments on an obligation are jeopardized.  

The ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show 
relative standing within the major rating categories.  

This indicates that no rating has been requested, that there is insufficient information on which to 
base a rating, or that Standard & Poor's does not rate a particular obligation as a matter of policy.  

 
L 

Ratings qualified with 'L' apply only to amounts invested up to federal deposit insurance limits.  
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Inactive Qualifiers (No longer applied or outstanding) 

 
p 

 
pi 

 
t 

The letter 'p' indicates that the rating is provisional. A provisional rating assumes the successful 
completion of the project financed by the debt being rated and indicates that payment of debt service 
requirements is largely or entirely dependent upon the successful, timely completion of the project. 
This rating, however, while addressing credit quality subsequent to completion of the project, makes 
no comment on the likelihood of or the risk of default upon failure of such completion. The investor 
should exercise his own judgment with respect to such likelihood and risk.  

Ratings with a 'pi' subscript are based on an analysis of an issuer's published financial information, 
as well as additional information in the public domain. They do not, however, reflect in-depth 
meetings with an issuer's management and are therefore based on less comprehensive information 
than ratings without a 'pi' subscript. Ratings with a 'pi' subscript are reviewed annually based on a 
new year's financial statements, but may be reviewed on an interim basis if a major event occurs 
that may affect the issuer's credit quality.  

This symbol indicates termination structures that are designed to honor their contracts to full maturity 
or, should certain events occur, to terminate and cash settle all their contracts before their final 
maturity date.  

 
* 

 
c 

 
q 

 
r 

 
Short-term issue credit ratings 
 
A-1 

 
A-2 

 
A-3 

This symbol indicated continuance of the ratings is contingent upon Standard & Poor's receipt of an 
executed copy of the escrow agreement or closing documentation confirming investments and cash 
flows. Discontinued use in August 1998.  

This qualifier was used to provide additional information to investors that the bank may terminate its 
obligation to purchase tendered bonds if the long-term credit rating of the issuer is below an 
investment-grade level and/or the issuer's bonds are deemed taxable. Discontinued use in January 
2001.  

A 'q' subscript indicates that the rating is based solely on quantitative analysis of publicly available 
information. Discontinued use in April 2001.  

The 'r' modifier was assigned to securities containing extraordinary risks, particularly market risks, 
that are not covered in the credit rating. The absence of an 'r' modifier should not be taken as an 
indication that an obligation will not exhibit extraordinary non-credit related risks. Standard & Poor's 
discontinued the use of the 'r' modifier for most obligations in June 2000 and for the balance of 
obligations (mainly structured finance transactions) in November 2002.  

A short-term obligation rated 'A-1' is rated in the highest category by Standard & Poor's. The 
obligor's capacity to meet its financial commitment on the obligation is strong. Within this category, 
certain obligations are designated with a plus sign (+). This indicates that the obligor's capacity to 
meet its financial commitment on these obligations is extremely strong.  

A short-term obligation rated 'A-2' is somewhat more susceptible to the adverse effects of changes 
in circumstances and economic conditions than obligations in higher rating categories. However, the 
obligor's capacity to meet its financial commitment on the obligation is satisfactory.  

A short-term obligation rated 'A-3' exhibits adequate protection parameters. However, adverse 
economic conditions or changing circumstances are more likely to lead to a weakened capacity of 
the obligor to meet its financial commitment on the obligation.  
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ISSUER CREDIT RATING DEFINITIONS 

 
B 

 
C 

 
D 

 
Local Currency and Foreign Currency Risks 

A short-term obligation rated 'B' is regarded as having significant speculative characteristics. The 
obligor currently has the capacity to meet its financial commitment on the obligation; however, it 
faces major ongoing uncertainties which could lead to the obligor's inadequate capacity to meet its 
financial commitment on the obligation.  

A short-term obligation rated 'C' is currently vulnerable to nonpayment and is dependent upon 
favorable business, financial, and economic conditions for the obligor to meet its financial 
commitment on the obligation.  

A short-term obligation rated 'D' is in payment default. The 'D' rating category is used when 
payments on an obligation are not made on the date due even if the applicable grace period has not 
expired, unless Standard & Poor's believes that such payments will be made during such grace 
period. The 'D' rating also will be used upon the filing of a bankruptcy petition or the taking of a 
similar action if payments on an obligation are jeopardized.  

Country risk considerations are a standard part of Standard & Poor's analysis for credit ratings on 
any issuer or issue. Currency of repayment is a key factor in this analysis. An obligor's capacity to 
repay foreign currency obligations may be lower than its capacity to repay obligations in its local 
currency due to the sovereign government's own relatively lower capacity to repay external versus 
domestic debt. These sovereign risk considerations are incorporated in the debt ratings assigned to 
specific issues. Foreign currency issuer ratings are also distinguished from local currency issuer 
ratings to identify those instances where sovereign risks make them different for the same issuer.  

A Standard & Poor's Issuer Credit Rating is a current opinion of an obligor's overall financial capacity 
(its creditworthiness) to pay its financial obligations. This opinion focuses on the obligor's capacity and 
willingness to meet its financial commitments as they come due. It does not apply to any specific 
financial obligation, as it does not take into account the nature of and provisions of the obligation, its 
standing in bankruptcy or liquidation, statutory preferences, or the legality and enforceability of the 
obligation. In addition, it does not take into account the creditworthiness of the guarantors, insurers, or 
other forms of credit enhancement on the obligation. The Issuer Credit Rating is not a recommendation 
to purchase, sell, or hold a financial obligation issued by an obligor, as it does not comment on market 
price or suitability for a particular investor.  

Counterparty Credit Ratings, ratings assigned under the Corporate Credit Rating Service (formerly 
called the Credit Assessment Service) and Sovereign Credit Ratings are all forms of Issuer Credit 
Ratings.  

Issuer Credit Ratings are based on current information furnished by obligors or obtained by Standard & 
Poor's from other sources it considers reliable. Standard & Poor's does not perform an audit in 
connection with any Issuer Credit Rating and may, on occasion, rely on unaudited financial information. 
Issuer Credit Ratings may be changed, suspended, or withdrawn as a result of changes in, or 
unavailability of, such information, or based on other circumstances. Issuer Credit Ratings can be either 
long-term or short-term. Short-Term Issuer Credit Ratings reflect the obligor's creditworthiness over a 
short-term time horizon.  

 
Long-Term Issuer Credit Ratings 
 
AAA 

 
AA 

 

An obligor rated 'AAA' has EXTREMELY STRONG capacity to meet its financial commitments. 'AAA' 
is the highest Issuer Credit Rating assigned by Standard & Poor's.  

An obligor rated 'AA' has VERY STRONG capacity to meet its financial commitments. It differs from 
the highest rated obligors only in small degree.  
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A 

 
BBB 

 
BB 

 
B 

 
CCC 

 
CC 

 
Plus (+) or minus(-) 

 
R 

 
SD and D 

 
N.R. 

 
Short-Term Issuer Credit Ratings 
 
A-1 

An obligor rated 'A' has STRONG capacity to meet its financial commitments but is somewhat more 
susceptible to the adverse effects of changes in circumstances and economic conditions than 
obligors in higher-rated categories.  

An obligor rated 'BBB' has ADEQUATE capacity to meet its financial commitments. However, 
adverse economic conditions or changing circumstances are more likely to lead to a weakened 
capacity of the obligor to meet its financial commitments.  

Obligors rated 'BB', 'B', 'CCC', and 'CC' are regarded as having significant speculative 
characteristics. 'BB' indicates the least degree of speculation and 'CC' the highest. While such 
obligors will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposures to adverse conditions.  

An obligor rated 'BB' is LESS VULNERABLE in the near term than other lower-rated obligors. 
However, it faces major ongoing uncertainties and exposure to adverse business, financial, or 
economic conditions which could lead to the obligor's inadequate capacity to meet its financial 
commitments.  

An obligor rated 'B' is MORE VULNERABLE than the obligors rated 'BB', but the obligor currently 
has the capacity to meet its financial commitments. Adverse business, financial, or economic 
conditions will likely impair the obligor's capacity or willingness to meet its financial commitments.  

An obligor rated 'CCC' is CURRENTLY VULNERABLE, and is dependent upon favorable business, 
financial, and economic conditions to meet its financial commitments.  

An obligor rated 'CC' is CURRENTLY HIGHLY-VULNERABLE.  

The ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show 
relative standing within the major rating categories.  

An obligor rated 'R' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's issue 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

An obligor rated 'SD' (Selective Default) or 'D' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'D' rating is assigned when Standard & Poor's 
believes that the default will be a general default and that the obligor will fail to pay all or 
substantially all of its obligations as they come due. An 'SD' rating is assigned when Standard & 
Poor's believes that the obligor has selectively defaulted on a specific issue or class of obligations 
but it will continue to meet its payment obligations on other issues or classes of obligations in a 
timely manner. Please see Standard & Poor's issue credit ratings for a more detailed description of 
the effects of a default on specific issues or classes of obligations.  

An issuer designated N.R. is not rated.  

An obligor rated 'A-1' has STRONG capacity to meet its financial commitments. It is rated in the 
highest category by Standard & Poor's. Within this category, certain obligors are designated with a 
plus sign (+). This indicates that the obligor's capacity to meet its financial commitments is 
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RATING OUTLOOK DEFINITIONS 

 
A-2 

 
A-3 

 
B 

 
C 

 
R 

 
SD and D 

 
N.R. 

 
Local Currency and Foreign Currency Risks 

EXTREMELY STRONG.  

An obligor rated 'A-2' has SATISFACTORY capacity to meet its financial commitments. However, it 
is somewhat more susceptible to the adverse effects of changes in circumstances and economic 
conditions than obligors in the highest rating category.  

An obligor rated 'A-3' has ADEQUATE capacity to meet its financial obligations. However, adverse 
economic conditions or changing circumstances are more likely to lead to a weakened capacity of 
the obligor to meet its financial commitments.  

An obligor rated 'B' is regarded as VULNERABLE and has significant speculative characteristics. 
The obligor currently has the capacity to meet its financial commitments; however, it faces major 
ongoing uncertainties which could lead to the obligor's inadequate capacity to meet its financial 
commitments.  

An obligor rated 'C' is CURRENTLY VULNERABLE to nonpayment and is dependent upon favorable 
business, financial, and economic conditions for it to meet its financial commitments.  

An obligor rated 'R' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's issue 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

An obligor rated 'SD' (Selective Default) or 'D' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'D' rating is assigned when Standard & Poor's 
believes that the default will be a general default and that the obligor will fail to pay all or 
substantially all of its obligations as they come due. An 'SD' rating is assigned when Standard & 
Poor's believes that the obligor has selectively defaulted on a specific issue or class of obligations 
but it will continue to meet its payment obligations on other issues or classes of obligations in a 
timely manner. Please see Standard & Poor's issue credit ratings for a more detailed description of 
the effects of a default on specific issues or classes of obligations.  

An issuer designated N.R. is not rated.  

Country risk considerations are a standard part of Standard & Poor's analysis for credit ratings on 
any issuer or issue. Currency of repayment is a key factor in this analysis. An obligor's capacity to 
repay foreign currency obligations may be lower than its capacity to repay obligations in its local 
currency due to the sovereign government's own relatively lower capacity to repay external versus 
domestic debt. These sovereign risk considerations are incorporated in the debt ratings assigned to 
specific issues. Foreign currency issuer ratings are also distinguished from local currency issuer 
ratings to identify those instances where sovereign risks make them different for the same issuer.  

A Standard & Poor's rating outlook assesses the potential direction of a long-term credit rating over the 
intermediate term (typically six months to two years). In determining a rating outlook, consideration is 
given to any changes in the economic and/or fundamental business conditions. An outlook is not 
necessarily a precursor of a rating change or future CreditWatch action.  

Positive means that a rating may be raised.  
Negative means that a rating may be lowered.  
Stable means that a rating is not likely to change.  
Developing means a rating may be raised or lowered.  
N.M. means not meaningful.  
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DUAL RATINGS DEFINITIONS 

 
STRUCTURED FINANCE SERVICER EVALUATION DEFINITIONS 

 
MONEY MARKET FUND RATING DEFINITIONS 

 
CreditWatch 

CreditWatch highlights the potential direction of a short- or long-term rating. It focuses on identifiable 
events and short-term trends that cause ratings to be placed under special surveillance by Standard 
& Poor's analytical staff. These may include mergers, recapitalizations, voter referendums, 
regulatory action, or anticipated operating developments. Ratings appear on CreditWatch when such 
an event or a deviation from an expected trend occurs and additional information is necessary to 
evaluate the current rating. A listing, however, does not mean a rating change is inevitable, and 
whenever possible, a range of alternative ratings will be shown. CreditWatch is not intended to 
include all ratings under review, and rating changes may occur without the ratings having first 
appeared on CreditWatch. The "positive" designation means that a rating may be raised; "negative" 
means a rating may be lowered; and "developing" means that a rating may be raised, lowered, or 
affirmed.  

Standard & Poor's assigns "dual" ratings to all debt issues that have a put option or demand feature as 
part of their structure. The first rating addresses the likelihood of repayment of principal and interest as 
due, and the second rating addresses only the demand feature. The long-term debt rating symbols are 
used for bonds to denote the long-term maturity and the commercial paper rating symbols for the put 
option (for example, 'AAA/A-1+'). With short-term demand debt, Standard & Poor's note rating symbols 
are used with the commercial paper rating symbols (for example, 'SP-1+/A-1+').  

 
Strong 

 
Above Average 

 
Average 

 
Below Average 

 
Weak 

This is the highest ranking category. It is Standard & Poor's opinion that a servicer ranked "strong" 
demonstrates a very high degree of ability, efficiency and competence in servicing when compared 
to other servicers ranked by Standard & Poor's.  

It is Standard & Poor's opinion that a servicer ranked "above average" demonstrates a high degree 
of ability, efficiency and competence in servicing when compared to other servicers ranked by 
Standard & Poor's.  

It is Standard & Poor's opinion that a servicer ranked "average" demonstrates an acceptable degree 
of ability, efficiency and competence in servicing when compared to other servicers ranked by 
Standard & Poor's.  

It is Standard & Poor's opinion that a servicer ranked "below average" demonstrates a low degree of 
ability, efficiency and/or competence in servicing when compared to other servicers ranked by 
Standard & Poor's.  

It is Standard & Poor's opinion that a servicer ranked "weak" demonstrates a very low degree of 
ability, efficiency and/or competence in servicing when compared to other servicers ranked by 
Standard & Poor's.  

Money market fund ratings assess the safety of invested principal.  

 
AAAm 

 
AAm 

 
Am 

Safety is excellent. Superior capacity to maintain principal value and limit exposure to loss.  

Safety is very good. Strong capacity to maintain principal value and limit exposure to loss.  

Safety is good. Sound capacity to maintain principal value and limit exposure to loss.  
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BOND FUND CREDIT QUALITY RATING DEFINITIONS 

 
BBBm 

 
BBm 

 
Bm 

 
CCCm 

 
Dm 

 
G 

 
Plus (+) or minus (-) 

Safety is fair. Adequate capacity to maintain principal value and limit exposure to loss.  

Safety is uncertain. Vulnerable to loss of principal value.  

Safety is limited. Very vulnerable to loss of principal value.  

Extremely vulnerable to loss of principal value.  

Fund has failed to maintain principal value; realized or unrealized losses exceed 0.5% of net asset 
value.  

The letter 'G' follows the rating symbol when a fund's portfolio consists primarily of direct U.S. 
government securities.  

The ratings may be modified by the addition of a plus or minus sign to show relative standing within 
the rating categories.  

A money market fund rating is not directly comparable with a Standard & Poor's issue-specific rating 
due to differences in investment characteristics, rating criteria, and creditworthiness of portfolio 
investments. For example, a money market fund portfolio provides greater liquidity, price stability, 
and diversification than a long-term bond, but not necessarily the credit quality that would be 
indicated by the corresponding issue rating. Ratings are not commentaries on yield levels.  

A money market fund rating is not a recommendation to buy, sell, or hold any security held or issued 
by the fund, inasmuch as it does not comment as to yield or suitability for a particular investor. 
Further, the rating may be changed, suspended, or withdrawn as a result of changes in or 
unavailability of information relating to the fund. The ratings are based on current information 
furnished to Standard & Poor's by the issuer or obtained by Standard & Poor's from other sources it 
considers reliable. Standard & Poor's does not perform an audit in connection with any rating and 
may, on occasion, rely on unaudited financial information. The ratings may be changed, suspended, 
or withdrawn as a result of changes in, or unavailability of, such information, or based on other 
circumstances.  

Managed fund credit quality ratings, identified by the 'f' subscript, are assigned to bond funds and other 
actively managed funds that exhibit variable net asset values. These ratings are current assessments of 
the overall credit quality of a fund's portfolio. The ratings reflect the level of protection against losses 
from credit defaults and are based on an analysis of the credit quality of the portfolio investments and 
the likelihood of counterparty defaults.  

 
AAAf 

 
AAf 

 
Af 

 
BBBf 

 
BBf 

The fund's portfolio holdings provide extremely strong protection against losses from credit defaults. 

The fund's portfolio holdings provide very strong protection against losses from credit defaults.  

The fund's portfolio holdings provide strong protection against losses from credit defaults.  

The fund's portfolio holdings provide adequate protection against losses from credit defaults.  
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BOND FUND VOLATILITY RATINGS DEFINITIONS 

 
Bf 

 
CCCf 

 
Plus (+) or minus (-) 

The fund's portfolio holdings provide uncertain protection against losses from credit defaults.  

The fund's portfolio holdings exhibit vulnerability to losses from credit defaults.  

The fund's portfolio holdings make it extremely vulnerable to losses from credit defaults.  

The ratings from 'Aaf' to 'CCCf' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative standing within the major rating categories.  

The credit ratings are not a recommendation to purchase, sell, or hold any security held or issued by 
the fund, inasmuch as they do not comment as to market price, yield or suitability for a particular 
investor. The ratings are based on current information furnished to Standard & Poor's by the fund or 
obtained by Standard & Poor's from other sources it considers reliable. Standard & Poor's does not 
perform an audit in connection with any rating and may, on occasion, rely on unaudited financial 
information. The ratings may be changed, suspended, or withdrawn as a result of changes in, or 
unavailability of, such information, or based on other circumstances.  

A bond fund volatility rating is a current opinion of a fixed-income investment fund's sensitivity to 
changing market conditions relative to the risk of a portfolio composed of government securities* and 
denominated in the base currency of the fund. Volatility ratings evaluate the fund's sensitivity to interest 
rate movements, credit risk, investment diversification or concentration, liquidity, leverage, and other 
factors.  

 
S1 

 
S2 

 
S3 

 
S4 

 
S5 

 
S6 

Bond funds that possess low sensitivity to changing market conditions are rated S1. These funds 
possess an aggregate level of risk that is less than or equal to that of a portfolio comprised of 
government securities maturing within one to three years and denominated in the base currency of 
the fund. Within this category, certain funds are designated with a plus sign (+). This indicates the 
fund's extremely low sensitivity to changing market conditions. These funds possess an aggregate 
level of risk that is less than or equal to that of a portfolio comprised of the highest quality fixed-
income instruments with an average maturity of 12 months or less.  

Bond funds that possess low to moderate sensitivity to changing market conditions are rated S2. 
These funds possess an aggregate level of risk that is less than or equal to that of a portfolio 
comprised of government securities maturing within three to seven years and denominated in the 
base currency of the fund.  

Bond funds that possess moderate sensitivity to changing market conditions are rated S3. These 
funds possess an aggregate level of risk that is less than or equal to that of a portfolio comprised of 
government securities maturing within seven to 10 years and denominated in the base currency of 
the fund.  

Bond funds that possess moderate to high sensitivity to changing market conditions are rated S4. 
These funds possess an aggregate level of risk that is less than or equal to that of a portfolio 
comprised of government securities maturing beyond 10 years and denominated in the base 
currency of the fund.  

Bond funds that possess high sensitivity to changing market conditions are rated S5. These funds 
may be exposed to a variety of significant risks including high concentration risks, high leverage, and 
investments in complex structured and/or illiquid securities.  

Bond funds that possess the highest sensitivity to changing market conditions are rated S6. These 
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INSURER FINANCIAL STRENGTH RATING DEFINITIONS 

funds include those with highly speculative investment strategies with multiple forms of significant 
risks, with little or no diversification benefits.  

The ratings are based on current information furnished by the fund to Standard & Poor's or obtained 
by Standard & Poor's from other sources it considers reliable. Standard & Poor's does not perform 
an audit in connection with any rating, and may rely on unaudited financial information. The ratings 
may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such 
information, or based on other circumstances. The rating is not a recommendation to purchase, sell, 
or hold any security held or issued by the fund, inasmuch as it does not comment on market price, 
yield, or suitability for a particular investor.  

A Standard & Poor's Insurer Financial Strength Rating is a current opinion of the financial security 
characteristics of an insurance organization with respect to its ability to pay under its insurance policies 
and contracts in accordance with their terms. Insurer Financial Strength Ratings are also assigned to 
health maintenance organizations and similar health plans with respect to their ability to pay under their 
policies and contracts in accordance with their terms.  

This opinion is not specific to any particular policy or contract, nor does it address the suitability of a 
particular policy or contract for a specific purpose or purchaser. Furthermore, the opinion does not take 
into account deductibles, surrender or cancellation penalties, timeliness of payment, nor the likelihood 
of the use of a defense such as fraud to deny claims. For organizations with cross-border or 
multinational operations, including those conducted by subsidiaries or branch offices, the ratings do not 
take into account potential that may exist for foreign exchange restrictions to prevent financial 
obligations from being met.  

Insurer Financial Strength Ratings are based on information furnished by rated organizations or 
obtained by Standard & Poor's from other sources it considers reliable. Standard & Poor's does not 
perform an audit in connection with any rating and may on occasion rely on unaudited financial 
information. Ratings may be changed, suspended, or withdrawn as a result of changes in, or 
unavailability of such information or based on other circumstances.  

Insurer Financial Strength Ratings do not refer to an organization's ability to meet nonpolicy (i.e. debt) 
obligations. Assignment of ratings to debt issued by insurers or to debt issues that are fully or partially 
supported by insurance policies, contracts, or guarantees is a separate process from the determination 
of Insurer Financial Strength Ratings, and follows procedures consistent with issue credit rating 
definitions and practices. Insurer Financial Strength Ratings are not a recommendation to purchase or 
discontinue any policy or contract issued by an insurer or to buy, hold, or sell any security issued by an 
insurer. A rating is not a guaranty of an insurer's financial strength or security.  

 
Insurer Financial Strength Ratings 

 
AAA 

 
AA 

 
A 

 
BBB 

An insurer rated 'BBB' or higher is regarded as having financial security characteristics that outweigh 
any vulnerabilities, and is highly likely to have the ability to meet financial commitments.  

An insurer rated 'AAA' has EXTREMELY STRONG financial security characteristics. 'AAA' is the 
highest Insurer Financial Strength Rating assigned by Standard & Poor's.  

An insurer rated 'AA' has VERY STRONG financial security char acteristics, differing only slightly 
from those rated higher.  

An insurer rated 'A' has STRONG financial security characterist ics, but is somewhat more likely to 
be affected by adverse business conditions than are insurers with higher ratings.  

An insurer rated 'BBB' has GOOD financial security characteristics, but is more likely to be affected 
by adverse business conditions than are higher rated insurers.  

An insurer rated 'BB' or lower is regarded as having vulnerable characteristics that may outweigh its 
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BB 

 
B 

 
CCC 

 
CC 

 
R 

 
NR 

 
Plus (+) or minus (-) 

 
Short-Term Insurer Financial Strength Ratings 

 
A-1 

 
A-2 

 
A-3 

 

strengths. 'BB' indicates the least degree of vulnerability within the range; 'CC' the highest.  

An insurer rated 'BB' has MARGINAL financial security characteristics. Positive attributes exist, but 
adverse business conditions could lead to insufficient ability to meet financial commitments.  

An insurer rated 'B' has WEAK financial security characteristics. Adverse business conditions will 
likely impair its ability to meet financial commitments.  

An insurer rated 'CCC' has VERY WEAK financial security characteristics, and is dependent on 
favorable business conditions to meet financial commitments.  

An insurer rated 'CC' has EXTREMELY WEAK financial security characteristics and is likely not to 
meet some of its financial commitments.  

An insurer rated 'R' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision, the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. The rating does not apply to insurers 
subject only to nonfinancial actions such as market conduct violations.  

An insurer designated 'NR' is NOT RATED, which implies no opinion about the insurer's financial 
security.  

Ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show relative 
standing within the major rating categories.  

CreditWatch highlights the potential direction of a rating, focusing on identifiable events and short-
term trends that cause ratings to be placed under special surveillance by Standard & Poor's. The 
events may include mergers, recapitalizations, voter referenda, regulatory actions, or anticipated 
operating developments. Ratings appear on CreditWatch when such an event or a deviation from an 
expected trend occurs and additional information is needed to evaluate the rating. A listing, however, 
does not mean a rating change is inevitable, and whenever possible, a range of alternative ratings 
will be shown. CreditWatch is not intended to include all ratings under review, and rating changes 
may occur without the ratings having first appeared on CreditWatch. The "positive" designation 
means that a rating may be raised; "negative" means that a rating may be lowered; "developing" 
means that a rating may be raised, lowered or affirmed.  

Short-Term Insurer Financial Strength Ratings reflect the insurer's creditworthiness over a short-
term time horizon.  

An insurer rated 'A-1' has a STRONG ability to meet its financial commitments on short-term policy 
obligations. It is rated in the highest category by Standard & Poor's. Within this category, certain 
insurers are designated with a plus sign (+). This indicates that the insurer's ability to meet its 
financial commitments on short-term policy obligations is—EXTREMELY STRONG.  

An insurer rated 'A-2' has a GOOD ability to meet its financial commitments on short-term policy 
obligations. However, it is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than insurers in the highest rating category.  

An insurer rated 'A-3' has an ADEQUATE ability to meet its financial commitments on short-term 
policy obligations. However, adverse economic conditions or changing circumstances are more likely 
to lead to a weakened ability of the insurer to meet its financial obligations.  
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Financial Enhancement Rating Definitions 

B 

 
C 

 
R 

 
Plus (+) or minus (-) 

An insurer rated 'B' is regarded as VULNERABLE and has significant speculative characteristics. 
The insurer currently has the ability to meet its financial commitments on short-term policy 
obligations; however, it faces major ongoing uncertainties which could lead to the insurer's 
inadequate ability to meet its financial obligations.  

An insurer rated 'C' is regarded as CURRENTLY VULNERABLE to nonpayment and is dependent 
upon favorable business, financial, and economic conditions for it to meet its financial commitments 
on short-term policy obligations.  

See definition of "R" under Long-term Ratings.  

Ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show relative 
standing within the major rating categories.  

Standard & Poor's ratings and other assessments of creditworthiness and financial strength are not 
a recommendation to purchase or discontinue any policy or contract issues by an insurer or to buy, 
hold, or sell any security issued by an insurer. In addition, neither a rating nor an assessment is a 
guaranty of an insurer's financial strength.  

A Standard & Poor's Insurer Financial Enhancement Rating is a current opinion of the creditworthiness 
of an insurer with respect to insurance policies or other financial obligations that are predominantly 
used as credit enhancement and/or financial guarantees. When assigning an Insurer Financial 
Enhancement Rating, Standard & Poor's analysis focuses on capital, liquidity and company 
commitment necessary to support a credit enhancement or financial guaranty business. The Insurer 
Financial Enhancement Rating is not a recommendation to purchase, sell, or hold a financial obligation, 
inasmuch as it does not comment as to market price or suitability for a particular investor.  

Insurer Financial Enhancement Ratings are based on information furnished by the insurers or obtained 
by Standard & Poor's from other sources it considers reliable. Standard & Poor's does not perform an 
audit in connection with any credit rating and may, on occasion, rely on unaudited financial information. 
Insurer Financial Enhancement Ratings may be changed, suspended, or withdrawn as a result of 
changes in, or unavailability of, such information or based on other circumstances. Insurer Financial 
Enhancement Ratings are based, in varying degrees, on all of the following considerations:  

1. Likelihood of payment-capacity and willingness of the insurer to meet its financial commitment on an 
obligation in accordance with the terms of the obligation;  

2. Nature of and provisions of the obligations; and  

3. Protection afforded by, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under the laws of bankruptcy and other laws affecting creditors' 
rights.  

 
Insurer Financial Enhancement Ratings 
 
AAA 

 
AA 

 
A 

An insurer rated 'AAA' has EXTREMELY STRONG capacity to meet its financial commitments. 'AAA' 
is the highest Insurer Financial Enhancement Rating assigned by Standard & Poor's.  

An insurer rated 'AA' has VERY STRONG capacity to meet its financial commitments. It differs from 
the highest rated insurers only in small degree.  

An insurer rated 'A' has STRONG capacity to meet its financial commitments but is somewhat more 
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BBB 

 
BB 

 
B 

 
CCC 

 
CC 

 
R 

 
N.R. 

 
Local Currency and Foreign Currency Risks 

 
Rating Outlook Definitions 

susceptible to the adverse effects of changes in circumstances and economic conditions than 
insurers in higher-rated categories.  

An insurer rated 'BBB' has ADEQUATE capacity to meet its financial commitments. However, 
adverse economic conditions or changing circumstances are more likely to lead to a weakened 
capacity of the insurer to meet its financial commitments.  

Insurers rated 'BB', 'B', 'CCC', and 'CC' are regarded as having significant speculative 
characteristics. 'BB' indicates the least degree of speculation and 'CC' the highest. While such 
insurers will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposures to adverse conditions.  

An insurer rated 'BB' is LESS VULNERABLE in the near term than other lower-rated insurers. 
However, it faces major ongoing uncertainties and exposure to adverse business, financial, or 
economic conditions which could lead to the insurer's inadequate capacity to meet its financial 
commitments.  

An insurer rated 'B' is MORE VULNERABLE than the insurers rated 'BB', but the insurer currently 
has the capacity to meet its financial commitments. Adverse business, financial, or economic 
conditions will likely impair the insurer's capacity or willingness to meet its financial commitments.  

An insurer rated 'CCC' is CURRENTLY VULNERABLE, and is dependent upon favorable business, 
financial, and economic conditions to meet its financial commitments.  

An insurer rated 'CC' is CURRENTLY HIGHLY-VULNERABLE.  

Plus (+) or minus (-):  

Ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show relative 
standing within the major rating categories.  

An insurer rated 'R' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's issue 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

An issuer designated N.R. is not rated.  

Country risk considerations are a standard part of Standard & Poor's analysis for credit ratings on 
any issuer or issue. Currency of repayment is a key factor in this analysis. An insurer's capacity to 
repay foreign currency obligations may be lower than its capacity to repay obligations in its local 
currency due to the sovereign government's own relatively lower capacity to repay external versus 
domestic debt. These sovereign risk considerations are incorporated in the debt ratings assigned to 
specific issues. Foreign currency issuer ratings are also distinguished from local currency issuer 
ratings to identify those instances where sovereign risks make them different for the same issuer.  

A Standard & Poor's rating outlook assesses the potential direction of a long-term credit rating over 
the intermediate term (typically six months to two years). In determining a rating outlook, 
consideration is given to any changes in the economic and/or fundamental business conditions. An 
outlook is not necessarily a precursor of a rating change or future CreditWatch action.  

Positive means that a rating may be raised.  
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Bank Survivability Assessment Definitions 

Negative means that a rating may be lowered.  
Stable means that a rating is not likely to change.  
Developing means a rating may be raised or lowered.  
N.M. means not meaningful.  

CreditWatch CreditWatch highlights the potential direction of a short- or long-term rating. It focuses 
on identifiable events and short-term trends that cause ratings to be placed under special 
surveillance by Standard & Poor's analytical staff. These may include mergers, recapitalizations, 
voter referendums, regulatory action, or anticipated operating developments. Ratings appear on 
CreditWatch when such an event or a deviation from an expected trend occurs and additional 
information is necessary to evaluate the current rating. A listing, however, does not mean a rating 
change is inevitable, and whenever possible, a range of alternative ratings will be shown. 
CreditWatch is not intended to include all ratings under review, and rating changes may occur 
without the ratings having first appeared on CreditWatch. The "positive" designation means that a 
rating may be raised; "negative" means a rating may be lowered; and "developing" means that a 
rating may be raised, lowered, or affirmed.  

National Scale Ratings, denoted with a prefix such as 'mx' (Mexico) or 'ra' (Argentina), assess an 
insurer's financial security relative to other insurers in its home market. For more information, refer to 
the separate definitions for national scale ratings.  

A Standard & Poor's bank survivability assessment is a current opinion on the likelihood that over the 
medium-term, a bank will either directly or through a successor organization, remain in operation, 
regardless of whether it is solvent or insolvent, paying all of its obligations on a timely basis or not. The 
survivability assessment, however, does not itself comment on which particular functions the bank 
might continue to perform and which may cease in a stress situation. The bank survivability evaluation 
is linked to the issuer credit rating, and generally would be the same or higher than the issuer credit 
rating. A relatively low survivability assessment does not constitute an opinion by Standard & Poor's 
that a particular bank is likely to fail; rather it indicates a vulnerability to adverse circumstances which 
could affect the bank's ability to meet its financial obligations on a timely basis, without special 
circumstances which would clearly enhance the likelihood that it would continue to operate in such an 
event.  

Compared to the issuer credit rating, the survivability assessment places greater emphasis on factors 
such as a bank's relative position in the banking system of its country, in terms of market share and 
financial strength, special roles, and ownership by the government or a strong parent. The survivability 
assessment thus takes into account that certain banks, even though they may exhibit certain 
weaknesses that might impair the likelihood that they will be able to be repay all of their financial 
obligations on a timely basis, could be either among the strongest within their own country or 
considered "too big to fail," and thus are more likely, if necessary, to be kept open through direct 
government support or regulatory forebearance. The survivability assessment also takes into account 
that in the event of systemic crises, governments sometimes temporarily freeze deposits or otherwise 
cause them to default on certain financial obligations, but typically allow certain banks to remain in 
operation.  

The existence of a survivability assessment at a given level does not imply that any particular unrated 
financial obligation of the bank will be repaid or otherwise honored with that level of likelihood. The 
survivability assessment is in effect the ceiling at which certain obligations of, or supported by the bank 
might be rated absent external support such as a guarantee. Standard & Poor's will evaluate the 
likelihood that a particular type of obligation would still be honored over the expected lifetime of a 
particular transaction, in rating a particular issue of, or supported by the bank. Therefore, users of 
ratings should consult the ratings on the specific issues.  

Survivability assessments are based on current information furnished by the bank or obtained by 
Standard &Poor's from other sources it considers reliable. Standard & Poor's does not perform an audit 
in connection with the survivability assessment, and may, on occasion, rely on unaudited financial 
information. Survivability assessments may be changed, suspended or withdrawn, as the result of 
changes in the bank's credit ratings, as well as to changes in, or unavailability of information, or based 
on other circumstances.  
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MUNICIPAL ISSUE RATINGS DEFINITIONS 

 
AAA 

 
AA 

 
A 

 
BBB 

 
BB 

 
B 

 
CCC 

 
CC 

 
R 

A bank with a 'AAA' survivability assessment has EXTREMELY STRONG likelihood of remaining in 
operation either directly or through successors,, and the assessment typically would only be given to 
banks that also maintain that level of capacity to meet their financial commitments on a timely basis. 
'AAA' is the highest survivability evaluation assigned by Standard & Poor's.  

A bank with a 'AA' survivability assessment has VERY STRONG likelihood of continuing operations, 
and the assessment also typically would only be given to banks that also maintain that level of 
capacity to meet their financial commitments on a timely basis. The likelihood differs from that of the 
highest assessed banks only in small degree.  

A bank with a survivability assessment of 'A' has STRONG likelihood of continuing operations, but is 
somewhat more susceptible to the adverse effects of changes in circumstances and economic 
conditions than banks assessed in higher categories.  

A bank with a survivability assessment of 'BBB' has ADEQUATE likelihood of continuing operations. 
However, adverse economic conditions or changing circumstances are more likely to lead to a 
weakened likelihood of so doing, than in the higher categories.  

A bank with a survivability assessment of 'BB' faces significant ongoing UNCERTAINTIES and 
exposure to adverse business, financial, or economic conditions. These could lead to uncertainties 
in the bank's ability to maintain operations in which case the bank may become subject to regulatory 
intervention.  

A bank with a survivability assessment of 'B' is VULNERABLE. Adverse business, financial or 
economic conditions will likely impair the bank's ability to maintain operations in which case the bank 
may become subject to regulatory intervention.  

A bank with a survivability assessment of 'CCC' is CURRENTLY VULNERABLE, and is dependent 
upon favorable business, financial, economic or regulatory actions to remain in business.  

A bank evaluated at 'CC' is CURRENTLY HIGHLY VULNERABLE.  

Plus (+) or minus (-): Evaluations from 'AA' to 'CCC' may be modified by the addition of a plus or 
minus sign to show relative standing within the major categories.  

A bank evaluated at 'R' is currently under regulatory supervision owing to its financial condition. Its 
ability to remain in business will be determined by future regulatory action.  

A Standard & Poor's issue credit rating is a current opinion of the creditworthiness of an obligor with 
respect to a specific financial obligation, a specific class of financial obligations, or a specific financial 
program. It takes into consideration the creditworthiness of guarantors, insurers, or other forms of credit 
enhancement on the obligation. The issue credit rating is not a recommendation to purchase, sell, or 
hold a financial obligation, inasmuch as it does not comment as to market price or suitability for a 
particular investor.  

Issue credit ratings are based on current information furnished by the obligors or obtained by Standard 
& Poor's from other sources it considers reliable. Standard & Poor's does not perform an audit in 
connection with any credit rating and may, on occasion, rely on unaudited financial information. Credit 
ratings may be changed, suspended, or withdrawn as a result of changes in, or unavailability of, such 
information, or based on other circumstances.  
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Issue credit ratings can be either long term or short term. Short-term ratings are generally assigned to 
those obligations considered short term in the relevant market. In the U.S., for example, that means 
obligations with an original maturity of no more than 365 days—including commercial paper. Short-term 
ratings are also used to indicate the creditworthiness of an obligor with respect to put features on long-
term obligations. The result is a dual rating, in which the short-term ratings address the put feature, in 
addition to the usual long-term rating. Medium-term notes are assigned long-term ratings.  

 
Long-term Issue Credit Ratings 

 
AAA 

 
AA 

 
A 

 
BBB 

 
BB, B, CCC, CC, and C 

 
BB 

 
B 

 
CCC 

Issue credit ratings are based in varying degrees, on the following considerations:  

Likelihood of payment—capacity and willingness of the obligor to meet its financial 
commitment on an obligation in accordance with the terms of the obligation;  
Nature of and provisions of the obligation; and  
Protection afforded by, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under the laws of bankruptcy and other laws affecting 
creditors' rights.  

The issue ratings definitions are expressed in terms of default risk. As such, they pertain to senior 
obligations of an entity. Junior obligations are typically rated lower than senior obligations, to reflect 
the lower priority in bankruptcy, as noted above.  

An obligation rated 'AAA' has the highest rating assigned by Standard & Poor's. The obligor's 
capacity to meet its financial commitment on the obligation is extremely strong.  

An obligation rated 'AA' differs from the highest-rated obligations only in small degree. The obligor's 
capacity to meet its financial commitment on the obligation is very strong.  

An obligation rated 'A' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations in higher-rated categories. However, the 
obligor's capacity to meet its financial commitment on the obligation is still strong.  

An obligation rated 'BBB' exhibits adequate protection parameters. However, adverse economic 
conditions or changing circumstances are more likely to lead to a weakened capacity of the obligor 
to meet its financial commitment on the obligation.  

Obligations rated 'BB', 'B', 'CCC', 'CC', and 'C' are regarded as having significant speculative 
characteristics. 'BB' indicates the least degree of speculation and 'C' the highest. While such 
obligations will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposures to adverse conditions.  

An obligation rated 'BB' is less vulnerable to nonpayment than other speculative issues. However, it 
faces major ongoing uncertainties or exposure to adverse business, financial, or economic 
conditions, which could lead to the obligor's inadequate capacity to meet its financial commitment on 
the obligation.  

An obligation rated 'B' is more vulnerable to nonpayment than obligations rated 'BB', but the obligor 
currently has the capacity to meet its financial commitment on the obligation. Adverse business, 
financial, or economic conditions will likely impair the obligor's capacity or willingness to meet its 
financial commitment on the obligation.  

An obligation rated 'CCC' is currently vulnerable to nonpayment and is dependent upon favorable 
business, financial, and economic conditions for the obligor to meet its financial commitment on the 
obligation. In the event of adverse business, financial, or economic conditions, the obligor is not 
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ISSUER CREDIT RATING DEFINITIONS 

 
CC 

 
C 

 
D 

 
Plus (+) or minus (-) 

 
N.R. 

 
Bond Investment Quality Standards 

 
Short-Term Issue Credit Ratings 
 
Notes 

 
SP-1 

 
SP-2 

likely to have the capacity to meet its financial commitment on the obligation.  

An obligation rated 'CC' is currently highly vulnerable to nonpayment.  

The 'C' rating may be used to cover a situation where a bankruptcy petition has been filed or similar 
action has been taken, but payments on this obligation are being continued.  

An obligation rated 'D' is in payment default. The 'D' rating category is used when payments on an 
obligation are not made on the date due even if the applicable grace period has not expired, unless 
Standard & Poor's believes that such payments will be made during such grace period. The 'D' 
rating also will be used upon the filing of a bankruptcy petition or the taking of a similar action if 
payments on an obligation are jeopardized.  

The ratings from 'AA' to 'CCC' may be modified by the addition of a plus or minus sign to show 
relative standing within the major rating categories.  

subsequent to completion of the project, makes no comment on  

Not rated.  

Debt obligations of issuers outside the United States and its territories are rated on the same basis 
as domestic corporate and municipal issues. The ratings measure the creditworthiness of the obligor 
but do not take into account currency exchange and related uncertainties.  

Under present commercial bank regulations issued by the Comptroller of the Currency, bonds rated 
in the top four categories ('AAA', 'AA', 'A', 'BBB', commonly known as investment-grade ratings) 
generally are regarded as eligible for bank investment. Also, the laws of various states governing 
legal investments impose certain rating or other standards for obligations eligible for investment by 
savings banks, trust companies, insurance companies, and fiduciaries in general.  

A Standard & Poor's U.S. municipal note rating reflects the liquidity factors and market access risks 
unique to notes. Notes due in three years or less will likely receive a note rating. Notes maturing 
beyond three years will most likely receive a long-term debt rating. The following criteria will be used 
in making that assessment:  

Amortization schedule—the larger the final maturity relative to other maturities, the more likely 
it will be treated as a note; and  
Source of payment—the more dependent the issue is on the market for its refinancing, the 
more likely it will be treated as a note.  

Note rating symbols are as follows:  

Strong capacity to pay principal and interest. An issue determined to possess a very strong capacity 
to pay debt service is given a plus (+) designation.  

Satisfactory capacity to pay principal and interest, with some vulnerability to adverse financial and 
economic changes over the term of the notes.  

A Standard & Poor's Issuer Credit Rating is a current opinion of an obligor's overall financial capacity 
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(its creditworthiness) to pay its financial obligations. This opinion focuses on the obligor's capacity and 
willingness to meet its financial commitments as they come due. It does not apply to any specific 
financial obligation, as it does not take into account the nature of and provisions of the obligation, its 
standing in bankruptcy or liquidation, statutory preferences, or the legality and enforceability of the 
obligation. In addition, it does not take into account the creditworthiness of the guarantors, insurers, or 
other forms of credit enhancement on the obligation. The Issuer Credit Rating is not a recommendation 
to purchase, sell or hold a financial obligation issued by an obligor, as it does not comment on market 
price or suitability for a particular investor.  

 
CreditWatch and Rating Outlooks 

 
Commercial Paper 

 
A-1 

 
A-2 

 

A Standard & Poor's rating evaluates default risk over the life of a debt issue, incorporating an 
assessment of all future events to the extent they are known or considered likely. But Standard & 
Poor's also recognizes the potential for future performance to differ from initial expectations. Rating 
outlooks and CreditWatch listings address this possibility by focusing on the scenarios that could 
result in a rating change.  

CreditWatch highlights potential changes in ratings of bonds, short-term, and other fixed-income 
securities. Issues appear on CreditWatch when an event or deviation from an expected trend has 
occurred or is expected and additional information is necessary to take a rating action. Such rating 
reviews normally are completed within 90 days, unless the outcome of a specific event is pending. A 
listing does not mean a rating change is inevitable. However, in some cases, it is certain that a rating 
change will occur and only the magnitude of the change is unclear.  

Wherever possible, a range of alternative ratings that could result is shown. CreditWatch is not 
intended to include all issues under review, and rating changes will occur without the issue 
appearing on CreditWatch. An issuer cannot automatically appeal a CreditWatch listing, but analysts 
are sensitive to issuer concerns and the fairness of the process.  

A Standard & Poor's rating outlook assesses the potential direction of a long-term credit rating over 
the intermediate term (typically six months to two years). In determining a rating outlook, 
consideration is given to any changes in the economic and/or fundamental business conditions. An 
outlook is not necessarily a precursor of a rating change or future CreditWatch action.  

Positive means that a rating may be raised.  
Negative means that a rating may be lowered.  
Stable means that a rating is not likely to change.  
Developing means a rating may be raised or lowered.  
N.M. means not meaningful.  

CreditWatch designations and outlooks may be "positive," which indicates a rating may be raised, or 
"negative," which indicates a rating may be lowered. "Developing" is used for those unusual 
situations in which future events are so unclear that the rating potentially may be raised or lowered. 
"Stable" is the outlook assigned when ratings are not likely to be changed, but should not be 
confused with expected stability of the company's financial performance.  

A Standard & Poor's commercial paper rating is a current assessment of the likelihood of timely 
payment of debt having an original maturity of no more than 365 days. Ratings are graded into 
several categories, ranging from 'A' for the highest-quality obligations to 'D' for the lowest. These 
categories are as follows:  

This designation indicates that the degree of safety regarding timely payment is strong. Those 
issues determined to possess extremely strong safety characteristics are denoted with a plus sign 
(+) designation.  

Capacity for timely payment on issues with this designation is satisfactory. However, the relative 
degree of safety is not as high as for issues designated 'A-1'.  
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NATIONAL SCALE RATINGS DEFINITIONS 

A-3 

 
B 

 
C 

 
D 

 
Variable-Rate Demand Bonds 

Issues carrying this designation have an adequate capacity for timely payment. They are, however, 
more vulnerable to the adverse effects of changes in circumstances than obligations carrying the 
higher designations.  

Issues rated 'B' are regarded as having only speculative capacity for timely payment.  

This rating is assigned to short-term debt obligations with a doubtful capacity for payment.  

Debt rated 'D' is in payment default. The 'D' rating category is used when interest payments of 
principal payments are not made on the date due, even if the applicable grace period has not 
expired, unless Standard & Poor's believes such payments will be made during such grace period.  

Standard & Poor's assigns "dual" ratings to all debt issues that have a put option or demand feature 
as part of their structure.  

The first rating addresses the likelihood of repayment of principal and interest as due, and the 
second rating addresses only the demand feature. The long-term debt rating symbols are used for 
bonds to denote the long-term maturity and the commercial paper rating symbols for the put option 
(for example, 'AAA/A-1+'). With short-term demand debt, note rating symbols are used with the 
commercial paper rating symbols (for example, 'SP-1+/A-1+').  

 
ADEF Scale Ratings Definitions 

 
T1 

 
T2 

 
T3 

 
T4 

 
frAAA 

 
frAA1, frAA2, frAA3 

 
frA1, frA2, frA3 

Short-term obligations maturing within one year.  

Investment grade  

The highest rating. Debt offers a high level of security of repayment at maturity.  

Speculative grade  

Debt is vulnerable to changes in the economic environment and therefore includes a certain 
speculative element.  

Debt carries some risk of nonpayment at maturity.  

Debt has a considerable risk of payment default or issuer has already defaulted on all or part of its 
debt.  

Long-term obligations with an original maturity greater than one year.  

Investment grade  

The highest rating. The issuer shows an excellent capacity to service and repay debt.  

Same capacity but to a lesser degree.  

Strong capacity to service and repay debt normally, but vulnerability to the external environment and 
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frBBB1, frBBB2, frBBB3 

 
frBB1, frBB2, frBB3, frB1, frB2, frB3, frCCC, frCC 

 
frC 

 
frD 

 
Argentine National Scale Ratings Definitions 

 
Debt Credit Ratings 

 
Long-Term Debt Credit Ratings 

 

to technical changes.  

Speculative grade  

Capacity to service and repay debt normally is still satisfactory, but risks increase if conditions 
become adverse.  

Increasing uncertainty surrounding service and repayment of debt. Debt carries an increasing 
degree of risk.  

Payment default foreseeable in the near term.  

Debt in payment default.  

Direct questions about ADEF Scale Ratings to Pascale Jean-Baptiste in Paris (33) 1-4420-6705.  

Standard & Poor's Argentine national credit rating scale serves issuers, insurers, counterparties, 
intermediaries and investors in the Argentine financial markets by providing both Debt Credit Ratings 
which apply to a specific debt instrument, and Enterprise Credit Ratings which apply to an obligor 
(i.e., borrower, guarantor, insurer, or other provider of credit enhancement). The Argentine national 
credit rating scale uses Standard & Poor's global rating symbols with the addition of an "ra" prefix to 
denote "Republica de Argentina" and the scale's focus on Argentine financial markets. In contrast to 
Standard & Poor's global scale, the Argentine national scale does not address sovereign risk, and in 
particular the potential risk of exchange controls. In turn, the Argentine national scale makes no 
rating distinctions between debt issues denominated in U.S. dollars or Argentine pesos. As a result, 
the Argentine national rating scale is not directly comparable to Standard & Poor's global scale.  

A Standard & Poor's Argentine national scale Debt Credit Rating is a current opinion of the 
creditworthiness of an obligor to meet the financial commitments associated to a specific debt, bond, 
lease, commercial paper program, certificate of deposit, or other financial instrument ("obligation") 
relative to the debt servicing and repayment capacity of other Argentine obligors with respect to their 
own financial obligations. Argentine obligors include all active borrowers, guarantors, insurers and 
other providers of credit enhancement domiciled in Argentina, as well as any foreign obligor active in 
the Argentine financial markets.  

A Debt Credit Rating is not a recommendation to purchase, sell, or hold a specific obligation, as it 
does not comment on market price or suitability for a particular investor. Debt Credit Ratings are 
based on current information furnished by the obligors or obtained by Standard & Poor's from other 
sources deemed reliable. Standard & Poor's does not perform an audit in connection with any credit 
rating, and may, on occasion, rely on unaudited financial information. Debt Credit Ratings may be 
changed, suspended, or withdrawn as a result of changes in, or availability of, such information, or 
based on other circumstances.  

Standard & Poor's Argentine national scale Debt Credit Ratings are based, in varying degrees, on 
the following considerations:  

Likelihood of payment—the rating assesses the obligor's capacity and willingness to meet its 
financial commitments in accordance with the terms of the obligation;  
The obligation's nature and provisions; and  
Protection afforded to, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under bankruptcy laws and other laws affecting 
creditors' rights.  

Apply to obligations with an original maturity of one year and over.  
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raAAA 

 
raAA 

 
raA 

 
raBBB 

 
raBB 

 
raB 

 
raCCC 

 
raCC 

 
raC 

 
raD 

 
Short-Term Debt Credit Ratings 

 
raA-1 

 
raA-2 

An obligation rated 'raAAA' has the highest rating assigned on Standard & Poor's Argentine national 
scale. The obligor's capacity to meet its financial commitments on the obligation, relative to other 
Argentine obligors, is EXTREMELY STRONG.  

An obligation rated 'raAA' differs from the highest rated debt only to a small degree. The obligor's 
capacity to meet its financial commitments on the obligation, relative to other Argentine obligors, is 
VERY STRONG.  

An obligation rated 'raA' is somewhat more susceptible to adverse effects of changes in 
circumstances and economic conditions than higher-rated debt. Still, the obligor's capacity to meet 
its financial commitments on the obligation, relative to other Argentine obligors, is STRONG.  

An obligation rated 'raBBB' denotes ADEQUATE protection parameters relative to other Argentine 
obligations. However, adverse economic conditions or changing circumstances are more likely to 
lead to a weakened capacity on the part of the obligor to meet its financial commitments on the 
obligation.  

An obligation rated 'raBB' denotes SOMEWHAT WEAK protection parameters relative to other 
Argentine obligations. The obligor's capacity to meet its financial commitments on the obligation is 
somewhat weak because of major ongoing uncertainties or exposure to adverse business, financial, 
or economic conditions.  

An obligation rated 'raB' denotes WEAK protection parameters relative to other Argentine 
obligations. The obligor currently has the capacity to meet its financial commitments on the 
obligation. But adverse business, financial, or economic conditions would likely impair capacity or 
willingness of the obligor to meet its financial commitments on the obligation.  

An obligation rated 'raCCC' is CURRENTLY VULNERABLE to non-payment, and is dependent upon 
favorable business and financial conditions for the obligor to meet its financial commitments on the 
obligation.  

An obligation rated 'raCC' is CURRENTLY HIGHLY VULNERABLE to non-payment.  

The 'raC' rating may be used to cover a situation where a bankruptcy petition has been filed or 
similar action has been taken, but payments on the obligation are being continued.  

An obligation is rated 'raD' when it is in payment default, or the obligor has filed for bankruptcy. The 
'raD' rating is used when interest or principal payments are not made on the date due, even if the 
applicable grace period has not expired, unless Standard & Poor's believes that such payments will 
be made during such grace period.  

The ratings from 'raAA' to 'raB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  

Apply to obligations with an original maturity of less than one year.  

A short-term obligation rated 'raA-1' is rated in the highest category on Standard & Poor's Argentine 
domestic scale. The obligor's capacity to meet its commitments on the obligation, relative to other 
Argentine obligors, is STRONG.  
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raA-3 

 
raB 

 
raC 

 
raD 

 
Rating Outlook Definitions 

 
Enterprise Credit Ratings 

 
Long-Term Enterprise Credit Ratings 

 
raAAA 

 

A short-term obligation rated 'raA-2' is slightly more susceptible to adverse changes in 
circumstances and economic conditions than obligations rated 'raA-1'. The obligor's capacity to meet 
its financial commitments on the obligation, relative to other Argentine obligors, is SATISFACTORY. 

A short-term obligation rated 'raA-3' denotes ADEQUATE protection parameters relative to other 
short-term Argentine obligations. It is, however, more vulnerable to adverse effects of changes in 
circumstances than obligations carrying the higher designations.  

A short-term obligation rated 'raB' denotes SIGNIFICANT VULNERABILITY to adverse business, 
financial, or economic conditions regarding timely payment of interest or repayment of principal, 
relative to other short-term Argentine obligations.  

A short-term obligation rated 'raC' denotes DOUBTFUL capacity for payment.  

A short-term obligation rated 'raD' denotes a payment default.  

A Standard & Poor's Argentine national scale Rating Outlook assesses the potential direction of an 
obligor's long-term credit rating over the intermediate to longer-term. In determining a Rating 
Outlook, consideration is given to any changes in the economic and/or fundamental business 
conditions. An Outlook is not necessarily a precursor of a rating change or future CreditWatch 
action.  

Positive indicates that ratings may be raised.  
Negative means ratings may be lowered.  
Stable indicates that ratings are not likely to change.  
Developing means ratings may be raised or lowered.  
means not meaningful.  

A Standard & Poor's Argentine national scale Enterprise Credit Rating is a current opinion of the 
overall creditworthiness of a debt issuer, guarantor, insurer, or other provider of credit enhancement 
("obligor") to meet its financial obligations relative to other Argentine obligors. Such Argentine 
obligors include all active borrowers, guarantors, insurers and other providers of credit enhancement 
domiciled in Argentina, as well as foreign obligors active in the Argentine financial markets. 
Counterparty credit ratings are a form of Enterprise Credit Ratings.  

Enterprise Credit Ratings do not apply to specific obligations, as they do not take into account the 
nature of and provisions of the obligation, its standing in bankruptcy or liquidation, statutory 
preferences, or the legality and enforceability of the obligation. In addition, it does not take into 
account the creditworthiness of the guarantors, insurers, or other forms of credit enhancement on 
the obligation.  

An Enterprise Credit Rating is not a recommendation to purchase, sell, or hold a financial obligation 
issued by an obligor, as it does not comment on market price or suitability for a particular investor. 
Enterprise Credit Ratings are based on current information furnished by the obligors or obtained by 
Standard & Poor's from other sources deemed reliable. Standard & Poor's does not perform an audit 
in connection with any credit rating, and may, on occasion, rely on unaudited financial information. 
Enterprise Credit Ratings may be changed, suspended, or withdrawn as a result of changes in, or 
availability of, such information, or based on other circumstances.  

Apply to obligors' capacity to meet financial commitments over a time horizon of one year and over.  

An obligor rated 'raAAA' has an EXTREMELY STRONG capacity to meet its financial commitments 
relative to other Argentine obligors.  
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raAA 

 
raA 

 
raBBB 

 
raBB 

 
raB 

 
raCCC 

 
raCC 

 
Short-Term Enterprise Credit Ratings 

 
raA-1 

 
raA-2 

 
raA-3 

 
raB 

 

An obligor rated 'raAA' differs from the highest rated obligors only to a small degree, and has a 
VERY STRONG to meet its financial commitments relative to other Argentine obligors.  

An obligor rated 'raA' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than higher-rated obligors. Still, the obligor has a STRONG 
capacity to meet its financial commitments relative to that of other Argentine obligors.  

An obligor rated 'raBBB' has an ADEQUATE capacity to meet its financial commitments relative to 
that of other Argentine obligors. However, adverse economic conditions or changing circumstances 
are more likely to lead to a weakened capacity of the obligor to meet its financial commitments.  

An obligor rated 'raBB' has a SOMEWHAT WEAK capacity to meet its financial commitments 
relative to that of other Argentine obligors. The obligor faces ongoing uncertainties or exposure to 
adverse business, financial, or economic conditions which could result in an inadequate capacity on 
the part of the obligor to meet its financial commitments.  

An obligor rated 'raB' has a WEAK capacity to meet its financial commitments relative to that of other 
Argentine obligors. Adverse business, financial, or economic conditions will likely impair the obligor's 
capacity or willingness to meet its financial commitments.  

An obligor rated 'raCCC' is CURRENTLY VULNERABLE, and is dependent upon favorable business 
and financial conditions to meet its financial commitments.  

An obligor rated 'raCC' is CURRENTLY HIGHLY VULNERABLE to defaulting on its financial 
commitments.  

An Enterprise Credit Rating is withdrawn upon the first occurrence of any of the following: (1) a 
payment default on any financial obligation, rated or unrated, other than a financial obligation subject 
to a bona fide commercial dispute; (2) a voluntary bankruptcy filing by the issuer or similar action; or 
(3) in the case of banks, upon the seizure of the bank by a regulator, or, in the case of insurance 
companies, upon placement of the insurer under regulatory supervision due to its financial condition. 

The ratings from 'raAA' to 'raB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  

Apply to obligors' capacity to meet financial commitments over a time horizon of less than one year.  

The obligor's capacity to meet financial commitments on short-term obligations relative to that of 
other Argentine obligors is STRONG.  

The obligor's capacity to meet financial obligations on short-term obligations relative to that of other 
Argentine obligors is SATISFACTORY.  

The obligor's capacity to meet financial commitments on short-term obligations relative to that of 
other Argentine obligors is ADEQUATE. However, the obligor may be more vulnerable to adverse 
changes in business circumstances or economic conditions than higher-rated obligors.  

The obligor's capacity to meet financial commitments on short-term obligations, relative to that of 
other Argentine obligors is WEAK, and vulnerable to adverse business, financial, or economic 
conditions.  
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raC 

 
Rating Outlook Definitions 

 
Canadian Commercial Paper Rating Scale Rating Definitions 

 
'A-1(High)' 

 
'A-1(Mid)' 

 
'A-1(Low)' 

 
'A-2' 

 

The obligor's capacity to meet commitments on short-term obligations is DOUBTFUL.  

An Enterprise Credit Rating is withdrawn upon the first occurrence of any of the following: (1) a 
payment default on any financial obligation, rated or unrated, other than a financial obligation subject 
to a bona fide commercial dispute; (2) a voluntary bankruptcy filing by the issuer or similar action; or 
(3) in the case of banks, upon the seizure of the bank by a regulator, or, in the case of insurance 
companies, upon placement of the insurer under regulatory supervision due to its financial condition. 

A Standard & Poor's Argentine national scale Rating Outlook assesses the potential direction of an 
obligor's long-term credit rating over the intermediate to longer-term. In determining a Rating 
Outlook, consideration is given to any changes in the economic and/or fundamental business 
conditions. An Outlook is not necessarily a precursor of a rating change or future CreditWatch 
action.  

Positive indicates that ratings may be raised.  
Negative means ratings may be lowered.  
Stable indicates that ratings are not likely to change.  
Developing means ratings may be raised or lowered.  
N.M. means not meaningful.  

Direct questions about Argentine Scale Ratings to Marcela Jaspe in Buenos Aires (54) 1114-891-
2100.  

A Canadian Commercial Paper Rating is a current opinion of the capacity of an obligor to meet the 
financial commitments associated with a specific commercial paper program or other short-term 
financial instrument ("obligation") relative to the debt servicing and repayment capacity of other 
obligors active in the Canadian domestic financial markets ("Canadian obligors") with respect to their 
own financial obligations. A credit rating is not a recommendation to purchase, sell, or hold a specific 
obligation, as it does not comment on market price or suitability for a particular investor. Credit 
ratings are based on current information furnished by the obligors or obtained by Standard & Poor's 
from other sources it considers reliable. Standard & Poor's does not perform an audit in connection 
with any credit rating. Debt Credit Ratings may be changed, suspended, or withdrawn as a result of 
changes in, or unavailability of, such information, or based on other circumstances.  

A short-term obligation rated 'A-1(High)' is rated in the highest category by Standard & Poor's. The 
obligor's capacity to meet its financial commitment on the obligation is extremely strong. Obligations 
rated 'A-1(High)' on the Canadian CP Rating Scale would qualify for a rating of 'A-1+' on Standard & 
Poor's global short-term rating scale.  

Short-term obligations rated 'A-1(Mid)' reflect a strong capacity for the obligor to meet its financial 
commitment on the obligation. Obligations rated 'A-1(Mid)' on the Canadian CP Rating Scale would 
qualify for a rating of 'A-1' on Standard & Poor's global short-term rating scale.  

A short-term obligation rated 'A-1(Low)' is slightly more susceptible to the adverse effects of changes 
in circumstances and economic conditions than obligations in higher rating categories. However, the 
obligor's capacity to meet its financial commitment on the obligation is satisfactory. Obligations rated 
'A-1(Low)' on the Canadian CP Rating Scale would qualify for a rating of 'A-2' on Standard & Poor's 
global short-term rating scale.  

Obligations rated 'A-2' on the Canadian scale reflects a satisfactory capacity of the obligor to fulfill its 
financial commitment on the obligation, while exhibiting higher suceptibility to changing 
circumstances or economic conditions than obligations rated 'A-1(Low)'. Obligations rated 'A-2' on 
the Canadian CP Rating Scale would qualify for a rating of 'A-2' on Standard & Poor's global short-
term rating scale.  
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'A-3' 

 
'B' 

 
'C' 

 
'D' 

 
Canadian Preferred Share Rating Scale Definitions 

A short-term obligation rated 'A-3' exhibits adequate protection parameters. However, adverse 
economic conditions or changing circumstances are more likely to lead to a weakened capacity of 
the obligor to meet its financial commitment on the obligation. Obligations rated 'A-3' on the 
Canadian CP Rating Scale would qualify for a rating of 'A-3' on Standard & Poor's global short-term 
rating scale.  

A short-term obligation rated 'B' is regarded as having significant speculative characteristics. The 
obligor currently has the capacity to meet its financial commitment on the obligation; however, it 
faces major ongoing uncertainties which could lead to the obligor's inadequate capacity to meet its 
financial commitment on the obligation.  

A short-term obligation rated 'C' is currently vulnerable to nonpayment and is dependent upon 
favorable business, financial, and economic conditions for the obligor to meet its financial 
commitment on the obligation.  

A short-term obligation rated 'D' is in payment default. The 'D' rating category is used when 
payments on an obligation are not made on the date due even if the applicable grace period has not 
expired, unless Standard & Poor's believes that such payments will be made during such grace 
period. The 'D' rating also will be used upon the filing of a bankruptcy petition or the taking of a 
similar action if payments on an obligation are jeopardized.  

The Standard & Poor's Canadian Preferred Share Rating Scale serves issuers, investors, and 
intermediaries in the Canadian financial markets by expressing preferred share ratings (determined 
in accordance with global rating criteria) in terms of rating symbols that have been actively used in 
the Canadian market over a number of years. A Standard & Poor's preferred share rating on the 
Canadian scale is a current assessment of the creditworthiness of an obligor with respect to a 
specific preferred share obligation issued in the Canadian market, relative to preferred shares issued 
by other issuers in the Canadian market. There is a direct correspondence between the specific 
ratings assigned on the global debt rating scale of Standard & Poor's, and the various rating levels 
on the Canadian preferred share scale, as presented in the attached table. The Canadian scale 
rating is fully determined by the applicable global scale rating, and there are no additional analytical 
criteria associated with the determination of ratings on the Canadian scale. It is the practice of 
Standard & Poor's to present an issuer's preferred share ratings on both the global rating scale and 
on the Canadian national scale when listing the ratings for a particular issuer.  

The following list shows the global scale preferred share ratings and the corresponding national 
scale preferred share ratings:  

AA corresponds to P-1(High)  
AA- corresponds to P-1(Mid)  
A+ corresponds to P-1(Mid)  
A corresponds to P-1(Low)  
A- corresponds to P-1(Low)  
BBB+ corresponds to P-2(High)  
BBB corresponds to P-2(Mid)  
BBB- corresponds to P-2(Low)  
BB+ corresponds to P-3(High)  
BB corresponds to P-3(Mid)  
BB- corresponds to P-3(Low)  
B+ corresponds to P-4(High)  
B corresponds to P-4(Mid)  
B- corresponds to P-4(Low)  
CCC+ corresponds to P-5(High)  
CCC corresponds to P-5(Mid)  
CCC- corresponds to P-5(Low)  
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Canadian Income Fund Stability Ratings Scale Definitions 
 
'SR-1' 

 
'SR-2' 

 
'SR-3' 

 
'SR-4' 

 
'SR-5' 

 
'SR-6' 

 
'SR-7' 

 
CAVAL Scale Ratings Definitions 

 
Long-term rating definitions on the CaVal Scale. 

 
mxAAA 

CC corresponds to CC  
C corresponds to C  
D corresponds to D  

Funds rated 'SR-1' have the HIGHEST level of cash distribution stability relative to other rated 
Canadian income funds.  

Funds rated 'SR-2' have a VERY HIGH level of cash distribution stability relative to other rated 
Canadian income funds.  

Funds rated 'SR-3' have a HIGH level of cash distribution stability relative to other rated Canadian 
income funds.  

Funds rated 'SR-4' have a MODERATE level of cash distribution stability relative to other rated 
Canadian income funds.  

Funds rated 'SR-5' have a MARGINAL level of cash distribution stability relative to other rated 
Canadian income funds.  

Funds rated 'SR-6' have a LOW level of cash distribution stability relative to other rated Canadian 
income funds.  

Funds rated 'SR-7' have a VERY LOW level of cash distribution stability relative to other rated 
Canadian income funds.  

A Standard & Poor's debt rating on the CaVal Scale is a current assessment of the creditworthiness 
of an obligor with respect to a specific obligation denominated in Mexican Pesos relative to other 
Mexican obligors. The CaVal Scale does not incorporate sovereign risk considerations, including 
convertibility and transfer risk, nor are the CaVal Scale ratings directly comparable to Standard & 
Poor's international scale ratings. This assessment may take into consideration obligors such as 
guarantors, insurers, or lessees. The debt rating is not a recommendation to purchase, sell, or hold a 
security, as it does not comment on market price or suitability for a particular investor.  

The ratings are based, in varying degrees, on the following considerations:  

Likelihood of default—the rating assesses the obligor's capacity and willingness as to timely 
payment of interest and repayment of principal in accordance with the terms of the obligation; 
The obligation's nature and provisions;  
Protection afforded to, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under bankruptcy laws and other laws affecting 
creditor's rights.  

In order to highlight the distinction with Standard & Poor's international ratings, the prefix "mx" has 
been added to the CaVal symbology to denote the scale's focus on the Mexican Capital Market.  

Applied to debt issues with an original maturity of over one year.  

Debt rated 'mxAAA' has the highest rating assigned by Standard & Poor's, on its CaVal Scale. 
Capacity to pay interest and repay principal is extremely strong, relative to other Mexican obligors.  
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mxAA 

 
mxA 

 
mxBBB 

 
mxBB 

 
mxB 

 
mxCCC 

 
mxCC 

 
mxD 

 
mxA-1 

 
mxA-2 

 

Debt rated 'mxAA' has a very strong capacity to pay interest and repay principal relative to other 
Mexican obligors and differs from the highest rated debt only in a small degree.  

Debt rated 'mxA' has a strong capacity to pay interest and repay principal relative to other Mexican 
obligors, although it is somewhat more susceptible to adverse effects of changes in circumstances 
and economic conditions than debt in higher-rated categories.  

Debt rated 'mxBBB' is regarded as having an adequate capacity to pay interest and repay principal 
relative to other Mexican obligors. It normally exhibits adequate protection parameters, but adverse 
economic conditions or changing circumstances are more likely to lead to weakened capacity to pay. 

Debt rated 'mxBB', 'mxB', 'mxCCC', and 'mxCC' is regarded as having predominantly speculative 
characteristics with respect to capacity to pay interest and repay principal. 'mxBB' indicates the least 
degree of speculation and 'mxCC' the highest degree of speculation. While such debt will likely have 
some quality and protective characteristics, these are outweighed by large uncertainties or major risk 
exposure to adverse conditions.  

Debt rated 'mxBB' has less near-term vulnerability to default than other speculative-grade debt 
relative to other Mexican obligors. However, it faces major ongoing uncertainties or exposure to 
adverse business, financial, or economic conditions that could lead to inadequate capacity to meet 
timely interest and principal payments.  

Debt rated 'mxB' has greater vulnerability to default but presently has the capacity to meet interest 
payments and principal repayments relative to other Mexican obligors. Adverse business, financial, 
or economic conditions would likely impair capacity or willingness to pay interest and repay principal. 

Debt rated 'mxCCC' has a currently identifiable vulnerability to default, and is dependent on 
favorable business, financial, and economic conditions to meet timely payment of interest and 
repayment of principal relative to other Mexican obligors. In the event of adverse business, financial, 
or economic conditions, it is not likely to have the capacity to pay interest and repay principal.  

Debt rated 'mxCC' has a strong probability of default.  

Debt is rated 'mxD' when the issue is in payment default, or the obligor has filed for bankruptcy. The 
'mxD' rating is used when interest or principal payments are not made on the date due, even if the 
applicable grace period has not expired, unless Standard & Poor's S.A. de C.V. believes that such 
payments will be made during such grace period.  

The ratings from 'mxAA' to 'mxB' may be modified by the addition of a plus (+) sign to show relative 
strength within the rating category.  

Applied to debt issues with an original maturity of less than one year.  

This highest category assigned under the CaVal Scale, indicates that the degree of safety regarding 
timely payment of interest and repayment of principal is strong, relative to other Mexican obligors. 
Debt determined to possess extremely strong safety characteristics is denoted with a plus (+) sign 
designation.  

Capacity for timely payment of interest and repayment of principal on issues with this designation is 
satisfactory, relative to other Mexican obligors. However, the relative degree of safety is not as high 
as for issues designated 'mxA-1'.  
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mxA-3 

 
mxB 

 
mxC 

 
mxD 

 
NORDIC Scale Ratings Definitions 

 
K-1 

 
K-2 

 
K-3 

 
K-4 

 
K-5 

 
BK 

 
Standard & Poor's Brazil National Scale Definitions 

Debt carrying this designation has an adequate capacity for timely payment of interest and 
repayment of principal, relative to other Mexican obligors. It is, however, more vulnerable to the 
adverse effects of changes in circumstances than obligations carrying the higher designations.  

Debt rated 'mxB' faces major ongoing uncertainties or exposure to adverse business, financial, or 
economic conditions that could lead to inadequate capacity to meet timely payment of interest or 
repayment of principal, relative to other Mexican obligors.  

This rating is assigned to short-term debt obligations with a doubtful capacity for payment, relative to 
other Mexican obligors.  

This rating indicates that the short-term obligation is in payment default.  

Direct questions about CAVAL Scale Ratings to Ericka Alcantara in Mexico at (52) 5-280-4300.  

Investment grade  

Applied to short-term obligations.  

Highest creditworthiness. An issuer of commercial paper assigned to this category is regarded as 
having a very good capacity for timely payment of rated debt. Cash flow and liquidity are more than 
satisfactory to meet predictable demands in the foreseeable future.  

High creditworthiness. An issuer of commercial paper assigned to this category is regarded as 
having a good capacity for timely repayment of rated debt. Cash flow and liquidity are satisfactory to 
meet predictable financial demands in the foreseeable future.  

Adequate creditworthiness. An issuer of commercial paper assigned to this category is regarded as 
having an adequate capacity for timely repayment of rated debt. Cash flow and access to liquidity 
are sufficient to meet predictable financial demands in the future.  

Speculative grade  

Speculative capacity. An issuer of commercial paper assigned to this category is regarded as having 
doubtful capacity for timely repayment of rated debt. It is doubtful that cash flow and access to 
liquidity are sufficient to meet predictable financial demands within the near future.  

Deficient capacity. An issuer of commercial paper assigned to this category is, or is expected to 
become, unable to meet predictable financial demands.  

Default. An issuer of commercial paper assigned to this category is in default.  

Direct questions about NORDIC Scale Ratings to Susanne Äkerblad in Stockholm at (46) 8-440-
5903.  

The Standard & Poor's Brazil National Scale serves issuers, insurers, counterparties, intermediaries 
and investors in the Brazilian financial markets by providing both Debt Credit Ratings which apply to 
a specific debt instrument, and Enterprise Credit Ratings which apply to an obligor (i.e., borrower, 
guarantor, insurer, or other provider of credit enhancement). The Standard & Poor's Brazil National 
Scale uses Standard & Poor's global rating symbols with the addition of a "br" prefix to denote 
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Debt Credit Ratings 

 
Long-Term Debt Credit Ratings 

 
brAAA 

 
brAA 

 
brA 

 
brBBB 

"Brazil" and the scale's focus on Brazilian financial markets. The criteria employed for determining 
ratings on the Standard & Poor's Brazil National Scale are broadly similar to those employed on the 
Standard & Poor's Global Scale. However, certain direct sovereign risk considerations weigh less 
heavily on the Standard & Poor's Brazil National Scale than on the global scale. For example, some 
types of sovereign risk considerations that could adversely affect all issuers equally would have a 
more muted effect on Standard & Poor's Brazil National Scale than on the global scale. Indeed, 
sovereign risk is examined only in a local context relative to the credit risk of other Brazilian obligors. 
As a result, the Standard & Poor's Brazil National Scale is not directly comparable to Standard & 
Poor's global scale or to any other national rating scale.  

A Standard & Poor's Brazil National Scale Debt Credit Rating is a current opinion of the 
creditworthiness of an obligor with respect to a specific debt, bond, lease, commercial paper 
program, certificate of deposit, or other financial instrument ("obligation") relative to the 
creditworthiness of other Brazilian obligors with respect to their own financial obligations. Brazilian 
obligors include all active borrowers, guarantors, insurers and other providers of credit enhancement 
domiciled in Brazil, as well as any foreign obligor active in the Brazilian financial markets.  

A Debt Credit Rating is not a recommendation to purchase, sell, or hold a specific obligation, as it 
does not comment on market price or suitability for a particular investor. Debt Credit Ratings are 
based on current information furnished by the obligors or obtained by Standard & Poor's from other 
sources deemed reliable. Standard & Poor's does not perform an audit in connection with any credit 
rating, and may, on occasion, rely on unaudited financial information. Debt Credit Ratings may be 
changed, suspended, or withdrawn as a result of changes in, or availability of, such information, or 
based on other circumstances.  

Standard & Poor's Brazil National Scale Debt Credit Ratings are based, in varying degrees, on the 
following considerations:  

The relative likelihood of payment--the rating assesses the obligor's capacity and willingness 
to meet its financial commitments in accordance with the terms of the obligation, compared to 
other Brazilian obligors;  
The obligation's nature and provisions; and  
Protection afforded to, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under bankruptcy laws and other laws affecting 
creditors' rights.  

Apply to obligations with an original maturity of one year and over.  

An obligation rated 'brAAA' has the highest rating assigned on Standard & Poor's Brazil National 
Scale. The obligor's capacity to meet its financial commitments on the obligation, relative to other 
Brazilian obligors, is VERY STRONG.  

An obligation rated 'brAA' differs from the highest rated debt only to a small degree. The obligor's 
capacity to meet its financial commitments on the obligation, relative to other Brazilian obligors, is 
STRONG.  

An obligation rated 'brA' is somewhat more susceptible to adverse effects of changes in 
circumstances and economic conditions than higher-rated debt. Still, the obligor's capacity to meet 
its financial commitments on the obligation, relative to other Brazilian obligors, is MODERATELY 
STRONG.  

An obligation rated 'brBBB' exhibits ADEQUATE protection parameters relative to other Brazilian 
obligations. However, adverse economic conditions or changing circumstances are more likely to 
lead to a weakened capacity on the part of the obligor to meet its financial commitments on the 
obligation.  
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brBB 

 
brB 

 
brCCC 

 
brCC 

 
brC 

 
brD 

 
Short-Term Debt Credit Ratings 

 
brA-1 

 
brA-2 

 
brA-3 

 

brBB, brB, brCCC, brCC, brC  

Obligations rated 'brBB', 'brB', 'brCCC', 'brCC', and 'brC' on the Standard & Poor's Brazil National 
Rating Scale are regarded as having significant speculative characteristics relative to other Brazilian 
obligations. 'brBB' indicates the least degree of speculation and 'brC' the highest. While such 
obligations will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposure to adverse conditions, relative to other Brazilian obligations.  

An obligation rated 'brBB' is LESS VULNERABLE to non-payment than other Brazilian obligations 
considered speculative. However, it faces major ongoing uncertainties or exposure to adverse 
business, financial, or economic conditions, which could lead to the obligor's inadequate capacity to 
meet its financial commitment on the obligation.  

An obligation rated 'brB' is MORE VULNERABLE to non-payment than Brazilian obligations rated 
'brBB'. The obligor currently has the capacity to meet its financial commitments on the obligation, but 
adverse business, financial, or economic conditions would likely impair capacity or willingness of the 
obligor to meet its financial commitments on the obligation.  

An obligation rated 'brCCC' is CURRENTLY VULNERABLE to non-payment, relative to other 
Brazilian obligations, and is dependent upon favorable business and financial conditions for the 
obligor to meet its financial commitments on the obligation. In the event of adverse business, 
financial, or economic conditions, the obligor is not likely to have the capacity to meet its financial 
commitment on the obligation.  

An obligation rated 'brCC' is CURRENTLY HIGHLY VULNERABLE to non-payment, relative to other 
Brazilian obligations.  

The 'brC' rating may be used to cover a situation where a bankruptcy petition has been filed or 
similar action has been taken, but payments on the obligation are being continued.  

An obligation rated 'brD' is in payment default. The 'brD' rating is used when interest or principal 
payments are not made on the date due, even if the applicable grace period has not expired, unless 
Standard & Poor's believes that such payments will be made during such grace period. The 'brD' 
rating category also will be used upon the filing of a bankruptcy petition or the taking of a similar 
action if payments on an obligation are jeopardized.  

The ratings from 'brAA' to 'brB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  

Apply to obligations with an original maturity of less than one year.  

A short-term obligation rated 'brA-1' is rated in the highest category on Standard & Poor's Brazil 
National Scale . The obligor's capacity to meet its commitments on the obligation, relative to other 
Brazilian obligations, is STRONG.  

A short-term obligation rated 'brA-2' exhibits SATISFACTORY protection parameters, relative to 
other Brazilian obligations. However, it is more susceptible to adverse changes in circumstances and 
economic conditions than obligations rated 'brA-1'.  

A short-term obligation rated 'brA-3' exhibits ADEQUATE protection parameters relative to other 
short-term Brazilian obligations. It is, however, more vulnerable to adverse effects of changes in 
circumstances than obligations carrying the higher designations.  
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brB 

 
brC 

 
brD 

 
Rating Outlook Definitions 

 
CreditWatch 

 
ENTERPRISE CREDIT RATINGS 

A short-term obligation rated 'brB' is VULNERABLE and faces major ongoing uncertainties or 
exposure to adverse business, financial, or economic conditions that could lead to inadequate 
capacity to meet timely payment of obligations, relative to other Brazilian obligations.  

A short-term obligation rated 'brC' is CURRENTLY VULNERABLE to nonpayment, relative to other 
Brazilian obligations and is dependent upon favorable business, financial, and economic conditions 
for the obligor to meet its financial commitment on that obligation.  

A short-term obligation rated 'brD' is in payment default. The 'D' rating category is used when 
payments on an obligation are not made on the date due even if the applicable grace period has not 
expired, unless Standard & Poor's believes that such payments will be made during the grace 
period. The 'D' rating will also be used upon the filing of a bankruptcy petition or the taking of a 
similar action if payments on an obligation are jeopardized.  

A Standard & Poor's Brazil National Scale Rating Outlook assesses the potential direction of a long-
term credit rating over the intermediate to longer-term. In determining a Rating Outlook, 
consideration is given to any changes in the economic and/or fundamental business conditions. An 
Outlook is not necessarily a precursor of a rating change or future CreditWatch action.  

Positive means that ratings may be raised.  
Negative means ratings may be lowered.  
Stable means that ratings are not likely to change.  
Developing means ratings may be raised or lowered.  
N.M. means not meaningful.  

CreditWatch highlights the potential direction of a short-or long-term rating on the Standard & Poor's 
Brazil National Scale. It focuses on identifiable events and short-term trends that cause ratings to be 
placed under special surveillance by Standard & Poor's analytical staff. These may include mergers, 
recapitalizations, voter referendums, regulatory action, or anticipated operating developments. 
Ratings appear on CreditWatch when such an event or a deviation from an expected trend occurs 
and additional information is necessary to evaluate the current rating. A listing, however, does not 
mean that a rating change is inevitable, and whenever possible, a range of alternative ratings will be 
shown. CreditWatch is not intended to include all ratings under review, and rating changes may 
occur without the ratings having first appeared on CreditWatch.  

A CreditWatch listing on the Standard & Poor's Brazil National Scale may also indicate that payment 
capacity may be impaired due to the effects of a direct sovereign action that affects most obligors in 
the Brazilian market.  

The "positive" designation means that a rating may be raised; "negative" means a rating may be 
lowered; and "developing" means that a rating may be raised, lowered, or affirmed.  

A Standard & Poor's Brazil National Scale Enterprise Credit Rating is a current opinion of the overall 
creditworthiness of a debt issuer, guarantor, insurer, or other provider of credit enhancement 
("obligor") to meet its financial obligations as they come due, relative to other Brazilian obligors. 
Such Brazilian obligors include all active borrowers, guarantors, insurers and other providers of 
credit enhancement domiciled in Brazil, as well as foreign obligors active in the Brazilian financial 
markets. A Counterparty Credit Rating is a form of Enterprise Credit Rating.  

Enterprise Credit Ratings do not apply to specific obligations, as they do not take into account the 
nature of and provisions of the obligation, its standing in bankruptcy or liquidation, statutory 
preferences, or the legality and enforceability of the obligation. In addition, they do not take into 
account the creditworthiness of the guarantors, insurers, or other forms of credit enhancement on 
the obligation.  
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An Enterprise Credit Rating is not a recommendation to purchase, sell, or hold a financial obligation 
issued by an obligor, as it does not comment on market price or suitability for a particular investor. 
Enterprise Credit Ratings are based on current information furnished by the obligors or obtained by 
Standard & Poor's from other sources deemed reliable. Standard & Poor's does not perform an audit 
in connection with any credit rating, and may, on occasion, rely on unaudited financial information. 
Enterprise Credit Ratings may be changed, suspended, or withdrawn as a result of changes in, or 
availability of, such information, or based on other circumstances.  

Apply to obligors' capacity to meet financial commitments over a time horizon of one year and over.  

An obligor rated 'brAAA' has a VERY STRONG capacity to meet its financial commitments relative to 
that of other Brazilian obligors. 'brAAA' is the highest Enterprise Credit Rating assigned on the 
Standard & Poor's Brazil National Scale..  

An obligor rated 'brAA' differs from the highest rated obligors only to a small degree, and has a 
STRONG capacity to meet its financial commitments relative to that of other Brazilian obligors.  

An obligor rated 'brA' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than higher-rated obligors. Still, the obligor has a 
MODERATELY STRONG capacity to meet its financial commitments relative to that of other 
Brazilian obligors.  

An obligor rated 'brBBB' has an ADEQUATE capacity to meet its financial commitments relative to 
that of other Brazilian obligors. However, adverse economic conditions or changing circumstances 
are more likely to lead to a weakened capacity of the obligor to meet its financial commitments.  

brBB, brB, brCCC, brCC  

Obligors rated 'brBB', 'brB', 'brCCC', and 'brCC' on the Standard & Poor's Brazil National Rating 
Scale are regarded as having significant speculative characteristics relative to other Brazilian 
obligors. 'brBB' indicates the least degree of speculation and 'brCC' the highest. While such obligors 
will likely have some quality and protective characteristics, these may be outweighed by large 
uncertainties or major exposure to adverse conditions, relative to other Brazilian obligors.  

An obligor rated 'brBB' is LESS VULNERABLE in the near term than other lower-rated Brazilian 
obligors. However, it faces ongoing uncertainties or exposure to adverse business, financial, or 
economic conditions which could result in an inadequate capacity on the part of the obligor to meet 
its financial commitments.  

An obligor rated 'brB' is MORE VULNERABLE than obligors rated 'brBB'. The obligor currently has 
the capacity to meet its financial commitments relative to other Brazilian obligors. Adverse business, 
financial, or economic conditions would likely impair the obligor's capacity or willingness to meet its 
financial commitments.  

An obligor rated 'brCCC' is CURRENTLY VULNERABLE, and is dependent upon favorable business 
and financial conditions to meet its financial commitments, relative to other Brazilian obligors.  

An obligor rated 'brCC' is CURRENTLY HIGHLY VULNERABLE to defaulting on its financial 
commitments, relative to other Brazilian obligors.  

The ratings from 'brAA' to 'brB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  
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brR  

An obligor rated 'brR' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's debt 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

brSD and brD  

An obligor rated 'brSD' (Selective Default) or 'brD' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'brD' rating is assigned when Standard & Poor's 
believes that the default will be a general default and that the obligor will fail to pay all or 
substantially all of its obligations as they come due. A 'brSD' rating is assigned when Standard & 
Poor's believes that the obligor has selectively defaulted on a specific obligation or class of 
obligations but it will continue to meet its payment obligations on other issues or classes of 
obligations in a timely manner. Please see Standard & Poor's debt credit ratings for a more detailed 
description of the effects of a default on specific issues or classes of obligations.  

Apply to obligors' capacity to meet financial commitments over a time horizon of less than one year.  

The obligor's capacity to meet financial commitments relative to that of other Brazilian obligors is 
STRONG. It is rated in the highest category on the Standard & Poor's Brazil National Scale.  

The obligor's capacity to meet financial obligations relative to that of other Brazilian obligors is 
SATISFACTORY. However, it is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligors in the highest Brazilian rating category.  

The obligor's capacity to meet financial commitments relative to that of other Brazilian obligors is 
ADEQUATE. It is, however, more vulnerable to adverse economic conditions or changing 
circumstances than obligors carrying the highest designations.  

The obligor's capacity to meet financial commitments, relative to that of other Brazilian obligors is 
VULNERABLE and it faces major ongoing uncertainties or exposure to adverse business, financial 
and economic conditions which could lead to the obligor's inadequate capacity to meet its financial 
commitments.  

An obligor currently rated 'brC' is CURRENTLY VULNERABLE to non-payment relative to other 
Brazilian obligors and is dependent upon favorable business, financial and economic conditions to 
meet its financial commitments.  

brR  

An obligor rated 'brR' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's debt 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

brSD and brD  

An obligor rated 'brSD' (Selective Default) or 'brD' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'brD' rating is assigned when Standard & Poor's 
believes that the default will be a general default and that the obligor will fail to pay all or 
substantially all of its obligations as they come due. A 'brSD' rating is assigned when Standard & 
Poor's believes that the obligor has selectively defaulted on a specific obligation or class of 
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obligations but it will continue to meet its payment obligations on other issues or classes of 
obligations in a timely manner. Please see Standard & Poor's debt credit ratings for a more detailed 
description of the effects of a default on specific issues or classes of obligations.  

Direct questions about Standard & Poor's Brazil National Scale Ratings to:  

Regina Nunes, Standard & Poor's, Sao Paulo Office, Rua Luigi Galvani 200, Suite 41, Sao Paulo, 
CEP 04575-020; telephone (55) 11-5505-3376,  

Cathy Daicoff, Standard & Poor's, New York Office, 55 Water Street, New York, telephone (1) 212-
438-6766 or  

Gail Hessol, Standard & Poor's New York Office, 55 Water Street, New York, telephone (1) 212-438-
6606  

Taiwan Ratings Corporation (TRC) provides both Debt Credit Ratings which apply to a specific debt 
instrument, and Issuer Credit Ratings which apply to an obligor (i.e., borrower, guarantor, insurer, or 
other provider of credit enhancement).  

A TRC Debt Credit Rating is a current opinion of the capacity of an obligor to meet the financial 
commitments associated to a specific debt, bond, lease, commercial paper program, certificate of 
deposit, or other financial instrument ("obligation") relative to the debt servicing and repayment 
capacity of other obligors active in the Taiwanese domestic financial markets ("Taiwanese obligors") 
with respect to their own financial obligations. TRC debt credit rating symbols are accompanied by a 
"tw" prefix to denote Taiwan and the rating scale's focus on Taiwanese financial markets. As such, 
the TRC rating scale is not directly comparable to Standard & Poor's global scale.  

A Debt Credit Rating is not a recommendation to purchase, sell, or hold a specific obligation, as it 
does not comment on market price or suitability for a particular investor. Debt Credit Ratings are only 
for investor information and are not a guarantee. They do not create a fiduciary relationship.  

Debt Credit Ratings are based on current information furnished by the obligors or obtained by TRC 
from other sources it considers reliable. TRC does not perform an audit in connection with any credit 
rating, and may, on occasion, rely on unaudited financial information. Debt Credit Ratings may be 
changed, suspended, or withdrawn as a result of changes in, or unavailability of, such information, or 
based on other circumstances.  

TRC Debt Credit Ratings are based, in varying degrees, on the following considerations:  

(1) Likelihood of default—the rating assesses the obligor's ability and willingness as to timely 
payment of interest and repayment of principal in accordance with the terms of the obligation.  

(2) The obligation's nature and provisions, such as collateral, mortgages, or expressions of 
subordination.  

(3) Protection afforded to, and relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under bankruptcy laws and other laws affecting creditors' 
rights.  

Apply to obligations with an original maturity of one year and over.  

An obligation rated 'twAAA' has the highest rating assigned by TRC. The obligor's capacity to meet 
its financial commitments on the obligation, relative to other obligors in the Taiwan market 
("Taiwanese obligors"), is EXTREMELY STRONG.  

An obligation rated 'twAA' differs from the highest rated debt only to a small degree. The obligor's 

Page 34 of 42[10-Dec-2002] Standard & Poor's Ratings Definitions

2/14/2003http://www.ratingsdirect.com/Apps/RD/controller/Article?id=280144&type=&outputType=print

Docket No. 09-0319 
ICC Staff Exhibit 11.0 
Att. B



 
twA 

 
twBBB 

 
twBB 

 
twB 

 
twCCC 

 
twCC 

 
twC 

 
twD 

 
r 

 
Short-Term Debt Credit Ratings 

 
twA-1 

 
twA-2 

capacity to meet its financial commitments on the obligation, relative to other Taiwanese obligors, is 
VERY STRONG.  

An obligation rated 'twA' is somewhat more susceptible to adverse effects of changes in 
circumstances and economic conditions than higher-rated debt. Still, the obligor's capacity to meet 
its financial commitments on the obligation, relative to other Taiwanese obligors, is STRONG.  

An obligation rated 'twBBB' denotes ADEQUATE protection parameters relative to other Taiwanese 
obligations. However, adverse economic conditions or changing circumstances are more likely to 
lead to a weakened capacity on the part of the obligor to meet its financial commitments on the 
obligation.  

An obligation rated 'twBB' denotes SOMEWHAT WEAK protection parameters relative to other 
Taiwanese obligations. The obligor's capacity to meet its financial commitments on the obligation is 
somewhat weak because of major ongoing uncertainties or exposure to adverse business, financial, 
or economic conditions.  

An obligation rated 'twB' denotes WEAK protection parameters relative to other Taiwanese 
obligations. The obligor currently has the capacity to meet its financial commitments on the 
obligation. But adverse business, financial, or economic conditions would likely impair capacity or 
willingness of the obligor to meet its financial commitments on the obligation.  

An obligation rated 'twCCC' is CURRENTLY VULNERABLE to nonpayment, and is dependent upon 
favorable business and financial conditions for the obligor to meet its financial commitments on the 
obligation.  

An obligation rated 'twCC' is CURRENTLY HIGHLY VULNERABLE to nonpayment.  

The 'twC' rating may be used to cover a situation where a bankruptcy petition has been filed or 
similar action has been taken, but payments on the obligation are being continued.  

An obligation is rated 'twD' when it is in payment default, or the obligor has filed for bankruptcy. The 
'twD' rating is used when interest or principal payments are not made on the date due, even if the 
applicable grace period has not expired, unless TRC believes that such payments will be made 
during such grace period.  

The ratings from 'twAA' to 'twB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  

This symbol, in the form of a subscript, is attached to the ratings of instruments with significant 
noncredit risks. It highlights risks to principal or volatility of expected returns which are not addressed 
in the credit rating.  

Apply to obligations with an original maturity of less than one year.  

A short-term obligation rated 'twA-1' is rated in the highest category by TRC. The obligor's capacity 
to meet its financial commitments on the obligation, relative to that of other obligors in the Taiwan 
market ("Taiwanese obligors"), is STRONG.  

A short-term obligation rated 'twA-2' is slightly more susceptible to the adverse effects of changes in 
circumstances and economic conditions than obligations rated 'twA-1'. The obligor's capacity to 

Page 35 of 42[10-Dec-2002] Standard & Poor's Ratings Definitions

2/14/2003http://www.ratingsdirect.com/Apps/RD/controller/Article?id=280144&type=&outputType=print

Docket No. 09-0319 
ICC Staff Exhibit 11.0 
Att. B



 
twA-3 

 
twB 

 
twC 

 
twD 

 
Rating Outlook Definitions 

 
Issuer Credit Ratings 

 
Long-Term Issuer Credit Ratings 

meet its financial commitments on the obligation, relative to that of other Taiwanese obligors, is 
SATISFACTORY.  

A short-term obligation rated 'twA-3' denotes ADEQUATE protection parameters relative to those of 
other short-term Taiwanese obligations. It is, however, more vulnerable to the adverse effects of 
changes in circumstances and economic conditions than obligations carrying the higher 
designations.  

A short-term obligation rated 'twB' denotes SIGNIFICANT VULNERABILITY to adverse business, 
financial, or economic conditions regarding prospects for timely meeting of financial commitments, 
relative to that of other short-term Taiwanese obligations.  

A short-term obligation rated 'twC' denotes DOUBTFUL capacity for payment.  

A short-term obligation rated 'twD' denotes a payment default.  

A TRC Rating Outlook assesses the potential direction of an obligor's long-term credit rating over the 
intermediate to longer-term. In determining a Rating Outlook, consideration is given to any changes 
in the economic and/or fundamental business conditions. An Outlook is not necessarily a precursor 
of a rating change or future CreditWatch action.  

Positive indicates that ratings may be raised.  
Negative means ratings may be lowered.  
Stable indicates that ratings are not likely to change.  
Developing means ratings may be raised or lowered.  
N.M. means not meaningful.  

A TRC Issuer Credit Rating is a current opinion of the overall capacity of a debt issuer, guarantor, 
insurer, or other provider of credit enhancement ("obligor") to meet its financial obligations relative to 
other obligors active in the Taiwanese domestic financial markets ("Taiwanese obligors"). Such 
obligors may include corporates, government enterprises, financial institutions, and insurance 
companies, among other types of entities. Counterparty credit ratings are a form of Issuer Credit 
Ratings.  

TRC issuer credit rating symbols are accompanied by a "tw" prefix to denote Taiwan and the rating 
scale's focus on Taiwanese financial markets. As such, the TRC rating scale does not address 
sovereign risk and is not directly comparable to Standard & Poor's global scale.  

Issuer Credit Ratings do not apply to specific obligations, as they do not take into account the nature 
of and provisions of the obligation, its standing in bankruptcy or liquidation, statutory preferences, or 
the legality and enforceability of the obligation. In addition, it does not take into account the 
creditworthiness of the guarantors, insurers, or other forms of credit enhancement on the obligation. 

An Issuer Credit Rating is not a recommendation to purchase, sell, or hold a financial obligation 
issued by an obligor, as it does not comment on market price or suitability for a particular investor. 
Issuer Credit Ratings are only for investor information and are not a guarantee. They do not create a 
fiduciary relationship.  

Issuer Credit Ratings are based on current information furnished by the obligors or obtained by TRC 
from other sources it considers reliable. TRC does not perform an audit in connection with any credit 
rating, and may, on occasion, rely on unaudited financial information. Issuer Credit Ratings may be 
changed, suspended, or withdrawn as a result of changes in, or unavailability of, such information, or 
based on other circumstances.  
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Apply to obligors' capacity to meet financial commitments over a time horizon of one year and over.  

An obligor rated 'twAAA' has an EXTREMELY STRONG capacity to meet its financial commitments 
relative to other obligors in the Taiwan market ("Taiwanese obligors").  

An obligor rated 'twAA' differs from the highest rated obligors only to a small degree, and has a 
VERY STRONG capacity to meet its financial commitments relative to other Taiwanese obligors.  

An obligor rated 'twA' is somewhat more susceptible to adverse effects of changes in circumstances 
and economic conditions than higher-rated obligors. Still, the obligor has a STRONG capacity to 
meet its financial commitments relative to other Taiwanese obligors.  

An obligor rated 'twBBB' has an ADEQUATE capacity to meet its financial commitments relative to 
other Taiwanese obligors. However, adverse economic conditions or changing circumstances are 
more likely to lead to a weakened capacity of the obligor to meet its financial commitments.  

An obligor rated 'twBB' has a SOMEWHAT WEAK capacity to meet its financial commitments 
relative to other Taiwanese obligors. The obligor faces ongoing uncertainties or exposure to adverse 
business, financial, or economic conditions which could result in an inadequate capacity on the part 
of the obligor to meet its financial commitments.  

An obligor rated 'twB' has a WEAK capacity to meet its financial commitments relative to other 
Taiwanese obligors. Adverse business, financial, or economic conditions will likely impair the 
obligor's capacity or willingness to meet its financial commitments.  

An obligor rated 'twCCC' is CURRENTLY VULNERABLE, and is dependent upon favorable business 
and financial conditions to meet its financial commitments.  

An obligor rated 'twCC' is CURRENTLY HIGHLY VULNERABLE to defaulting on its financial 
commitments.  

An obligor rated 'twR' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision, the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see TRC debt credit ratings 
for a more detailed description of the effects of the regulatory supervision on specific issues or 
classes of obligations.  

An obligor rated 'twSD' (Selective Default) or 'D' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'twD' rating is assigned when TRC believes that 
the default will be a general default and that the obligor will fail to pay all or substantially all of its 
obligations as they come due. A 'twSD' rating is assigned when TRC believes that the obligor has 
selectively defaulted on a specific issue or class of obligations but will continue to meet its payment 
obligations on other issues or classes of obligations in a timely manner. Please see TRC debt credit 
ratings for a more detailed description of the effects of a default on specific issues or classes of 
obligations.  

The ratings from 'twAA' to 'twB' may be modified by the addition of a plus (+) or minus (-) sign to 
show relative strength within the rating category.  

Apply to obligors' capacity to meet financial commitments over a time horizon of less than one year.  
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The obligor's capacity to meet financial commitments on short-term obligations, relative to that of 
other obligors in the Taiwan market ("Taiwanese obligors"), is STRONG.  

The obligor's capacity to meet financial obligations on short-term obligations, relative to that of other 
Taiwanese obligors, is SATISFACTORY.  

The obligor's capacity to meet financial commitments on short-term obligations, relative to that of 
other Taiwanese obligors, is ADEQUATE. However, the obligor may be more vulnerable to adverse 
changes in business circumstances or economic conditions than higher-rated obligors.  

The obligor's capacity to meet financial commitments on short-term obligations, relative to that of 
other Taiwanese obligors, is WEAK, and vulnerable to adverse business, financial, or economic 
conditions.  

The obligor's capacity to meet commitments on short-term obligations is DOUBTFUL.  

An obligor rated 'twR' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision, the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see TRC debt credit ratings 
for a more detailed description of the effects of the regulatory supervision on specific issues or 
classes of obligations.  

An obligor rated 'twSD' (Selective Default) or 'D' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'twD' rating is assigned when TRC believes that 
the default will be a general default and that the obligor will fail to pay all or substantially all of its 
obligations as they come due. A 'twSD' rating is assigned when TRC believes that the obligor has 
selectively defaulted on a specific issue or class of obligations but will continue to meet its payment 
obligations on other issues or classes of obligations in a timely manner. Please see TRC debt credit 
ratings for a more detailed description of the effects of a default on specific issues or classes of 
obligations.  

A TRC Rating Outlook assesses the potential direction of an obligor's long-term credit rating over the 
intermediate to longer-term. In determining a Rating Outlook, consideration is given to any changes 
in the economic and/or fundamental business conditions. An Outlook is not necessarily a precursor 
of a rating change or future CreditWatch action.  

Positive indicates that ratings may be raised.  
Negative means ratings may be lowered.  
Stable indicates that ratings are not likely to change.  
Developing means ratings may be raised or lowered.  
N.M. means not meaningful.  

Direct questions about TRC Scale Ratings to Chris Irwin in Taipei (8862) 2368-8277, ext. 202.  

The Standard & Poor's Russia National Scale serves issuers, insurers, counterparties, 
intermediaries and investors in the financial markets of Russia by providing both Debt Credit Ratings 
which apply to a specific debt instrument, and Issuer Credit Ratings which apply to an obligor (i.e., 
borrower, guarantor, insurer, or other provider of credit enhancement). The Standard & Poor's 
Russia National Scale uses Standard & Poor's global rating symbols with the addition of a "ru" prefix 
to denote "Russia" and the scale's focus on Russian financial markets. For the most part the criteria 
employed for determining ratings on the Standard & Poor's Russia National Scale are similar to 
those employed on the Standard & Poor's Global Scale. However, certain direct sovereign risk 
considerations weigh less heavily on the Standard & Poor's Russia National Scale than on the global 
scale. For example, some types of sovereign risk considerations that could adversely affect all 
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issuers equally would have a more muted effect on Standard & Poor's Russia National Scale than 
on the global scale. Indeed, sovereign risk is examined only in a local context relative to the credit 
risk of other Russian obligors. As a result, the Standard & Poor's Russia National Scale is not 
directly comparable to Standard & Poor's global scale or to any other national rating scale.  

A Standard & Poor's Russia National Scale Issuer Credit Rating is a current opinion of the overall 
creditworthiness of a debt issuer, guarantor, insurer, or other provider of credit enhancement 
("obligor") to meet its financial obligations as they come due, relative to other Russian obligors. Such 
Russian obligors include all active borrowers, guarantors, insurers and other providers of credit 
enhancement residing in Russia, as well as foreign obligors active on Russian financial markets. A 
Counterparty Credit Rating is a form of Issuer Credit Rating.  

Issuer Credit Ratings do not apply to specific obligations, as they do not take into account the nature 
and provisions of the obligation, its standing in bankruptcy or liquidation, statutory preferences, or 
the legality and enforceability of the obligation. In addition, they do not take into account the 
creditworthiness of the guarantors, insurers, or other forms of credit enhancement on the obligation. 

An Issuer Credit Rating is not a recommendation to purchase, sell or hold a financial obligation 
issued by an obligor, as it does not comment on market price or suitability for a particular investor. 
Issuer Credit Ratings are based on current information furnished by the obligors or obtained from 
other reliable sources. Standard & Poor's does not perform an audit in connection with any credit 
rating, and may, on occasion, rely on unaudited financial information. Issuer Credit Ratings may be 
changed, suspended, or withdrawn as a result of changes in, or the availability of, such information, 
or based on other circumstances.  

An obligor rated 'ruAAA' has a VERY STRONG capacity to meet its financial commitments relative to 
that of other Russian obligors. 'ruAAA' is the highest Issuer Credit Rating assigned according to the 
Standard & Poor's Russia National Scale.  

An obligor rated 'ruAA' differs from the highest rated obligors only to a small degree, and has a 
STRONG capacity to meet its financial commitments relative to that of other Russian obligors.  

An obligor rated 'ruA' is somewhat more susceptible to the adverse effects of changes in 
circumstances and economic conditions than higher-rated obligors. Still, the obligor has a 
MODERATELY STRONG capacity to meet its financial commitments relative to that of other 
Russian obligors.  

An obligor rated 'ruBBB' has an ADEQUATE capacity to meet its financial commitments relative to 
that of other Russian obligors. However, adverse economic conditions or changing circumstances 
are more likely to lead to a weakened capacity of the obligor to meet its financial commitments.  

Obligors rated 'ruBB', 'ruB', 'ruCCC', and 'ruCC' on the Standard & Poor's Russia National Rating 
Scale are regarded as having high risk relative to other Russian obligors. While such obligors will 
likely have some quality and protective characteristics, these may be outweighed by large 
uncertainties or major exposure to adverse conditions relative to other Russian obligors.  

An obligor rated 'ruBB' is LESS VULNERABLE than other lower-rated Russian obligors. However, it 
faces ongoing uncertainties or exposure to adverse business, financial, or economic conditions, 
which could result in an inadequate capacity on the part of the obligor to meet its financial 
commitments.  

An obligor rated 'ruB' is MORE VULNERABLE than obligors rated 'ruBB'. The obligor currently has 
the capacity to meet its financial commitments relative to other Russian obligors. Adverse business, 
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financial, or economic conditions would likely impair the obligor's capacity or willingness to meet its 
financial commitments.  

An obligor rated 'ruCCC' is CURRENTLY VULNERABLE relative to other Russian obligors and is 
dependent upon favorable business and financial conditions to meet its financial commitments.  

An obligor rated 'ruCC' is CURRENTLY HIGHLY VULNERABLE to defaulting on its financial 
commitments relative to other Russian obligors.  

An obligor rated 'ruC' is under regulatory supervision owing to its financial condition. During the 
pendency of the regulatory supervision, the regulators may have the power to favor one class of 
obligations over others or pay some obligations and not others. Please see Standard & Poor's debt 
credit ratings for a more detailed description of the effects of regulatory supervision on specific 
issues or classes of obligations.  

An obligor rated 'ruSD' (Selective Default) or 'ruD' has failed to pay one or more of its financial 
obligations (rated or unrated) when it came due. A 'ruD' rating is assigned when Standard & Poor's 
believes that the default will be a general default and that the obligor will fail to pay all or nearly all of 
its obligations as they come due. A 'ruSD' rating is assigned when Standard & Poor's believes that 
the obligor has selectively defaulted on a specific obligation or class of obligations but it will continue 
to meet its payment obligations on other issues or classes of obligations in a timely manner. Please 
see Standard & Poor's debt credit ratings for a more detailed description of the effects of a default 
on specific issues or classes of obligations.  

The ratings from 'ruAA' to 'ruCCC' may be modified by the addition of a plus (+) sign to show relative 
strength within the rating category.  

A Standard & Poor's Russia National Scale Debt Credit Rating is a current opinion of the 
creditworthiness of an obligor with respect to a specific debt, bond, lease, commercial paper 
program, certificate of deposit, or other financial instrument ("obligation") relative to the 
creditworthiness of other Russian obligors with respect to their own financial obligations. Russian 
obligors include all active borrowers, guarantors, insurers and other providers of credit enhancement 
residing in Russia, as well as any foreign obligor active on Russian financial markets.  

A Debt Credit Rating is not a recommendation to purchase, sell or hold a specific obligation, as it 
does not comment on market price or suitability for a particular investor. Debt Credit Ratings are 
based on current information furnished by the obligors or obtained from other reliable sources. 
Standard & Poor's does not perform an audit in connection with any credit rating, and may, on 
occasion, rely on unaudited financial information. Debt Credit Ratings may be changed, suspended, 
or withdrawn as a result of changes in, or the availability of, such information, or based on other 
circumstances.  

Standard & Poor's Russia National Scale Debt Credit Ratings are based, in varying degrees, on the 
following considerations:  

The relative likelihood of payment--the rating assesses the obligor's capacity and willingness 
to meet its financial commitments in accordance with the terms of the obligation, compared to 
other Russian obligors;  
The obligation's nature and provisions; and  
Protection afforded to, and the relative position of, the obligation in the event of bankruptcy, 
reorganization, or other arrangement under bankruptcy laws and other laws affecting 
creditors' rights.  

An obligation rated 'ruAAA' has the highest rating assigned on Standard & Poor's Russia National 
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Scale. The obligor's capacity to meet its financial commitments on the obligation, relative to other 
Russian obligors, is VERY STRONG.  

An obligation rated 'ruAA' differs from the highest rated debt only to a small degree. The obligor's 
capacity to meet its financial commitments on the obligation, relative to other Russian obligors, is 
STRONG.  

An obligation rated 'ruA' is somewhat more susceptible to adverse effects of changes in 
circumstances and economic conditions than higher-rated debt. Still, the obligor's capacity to meet 
its financial commitments on the obligation, relative to other Russian obligors, is MODERATELY 
STRONG.  

An obligation rated 'ruBBB' exhibits ADEQUATE protection parameters relative to other Russian 
obligations. However, adverse economic conditions or changing circumstances are more likely to 
lead to a weakened capacity on the part of the obligor to meet its financial commitments on the 
obligation.  

Obligations rated 'ruBB', 'ruB', 'ruCCC', 'ruCC', and 'ruC' on the Standard & Poor's Russia National 
Rating Scale are regarded as having high risk relative to other Russian obligations. While such 
obligations will likely have some quality and protective characteristics, these may be outweighed by 
large uncertainties or major exposure to adverse conditions relative to other Russian obligations.  

An obligation rated 'ruBB' is LESS VULNERABLE to non-payment than other lower-rated Russian 
obligations. However, it faces major ongoing uncertainties or exposure to adverse business, 
financial, or economic conditions, which could lead to the obligor's inadequate capacity to meet its 
financial commitment on the obligation.  

An obligation rated 'ruB' is MORE VULNERABLE to non-payment than Russian obligations rated 
'ruBB'. The obligor currently has the capacity to meet its financial commitments on the obligation, but 
adverse business, financial, or economic conditions would likely impair capacity or willingness of the 
obligor to meet its financial commitments on the obligation.  

An obligation rated 'ruCCC' is CURRENTLY VULNERABLE to non-payment, relative to other 
Russian obligations, and is dependent upon favorable business and financial conditions for the 
obligor to meet its financial commitments on the obligation. In the event of adverse business, 
financial, or economic conditions, the obligor is not likely to have the capacity to meet its financial 
commitment on the obligation.  

An obligation rated 'ruCC' is CURRENTLY HIGHLY VULNERABLE to non-payment relative to other 
Russian obligations.  

The 'ruC' rating may be used to cover a situation where a bankruptcy procedure has been started or 
similar action has been taken, but payments on the obligation are being continued.  

An obligation rated 'ruD' is in payment default. The 'ruD' rating is used when interest or principal 
payments are not made on the date due, even if the applicable grace period has not expired, unless 
Standard & Poor's believes that such payments will be made during such grace period. The 'ruD' 
rating category also will be used upon the filing of a bankruptcy petition or the taking of a similar 
action if payments on an obligation are jeopardized.  

The ratings from 'ruAA' to 'ruCCC' may be modified by the addition of a plus (+) sign to show relative 
strength within the rating category.  
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Research 

Criteria | Corporates | General: 

Criteria Methodology: Business Risk/Financial Risk Matrix Expanded 
27-May-2009 

(Editor's Note: In the previous version of this article published on May 26, certain of the rating outcomes in the table 1 

matrix were missated. A corrected version follows.) 

Standard & Poor's Ratings Services is refining its methodology for corporate ratings related to its business risk/financial 

risk matrix, which we published as part of 2008 Corporate Ratings Criteria on April 15, 2008, on RatingsDirect at 

www.ratingsdirect.com and Standard & Poor's Web site at www.standardandpoors.com.  

This article amends and supersedes the criteria as published in Corporate Ratings Criteria, page 21, and the articles 

listed in the "Related Articles" section at the end of this report.  

This article is part of a broad series of measures announced last year to enhance our governance, analytics, 

dissemination of information, and investor education initiatives. These initiatives are aimed at augmenting our 

independence, strengthening the rating process, and increasing our transparency to better serve the global markets.  

We introduced the business risk/financial risk matrix four years ago. The relationships depicted in the matrix represent an 

essential element of our corporate analytical methodology.  

We are now expanding the matrix, by adding one category to both business and financial risks (see table 1). As a result, 

the matrix allows for greater differentiation regarding companies rated lower than investment grade (i.e., 'BB' and below). 

Table 1 

The rating outcomes refer to issuer credit ratings. The ratings indicated in each cell of the matrix are the midpoints of a 

range of likely rating possibilities. This range would ordinarily span one notch above and below the indicated rating. 

Business Risk/Financial Risk Framework 

Business And Financial Risk Profile Matrix

Business Risk Profile Financial Risk Profile

Minimal Modest Intermediate Significant Aggressive Highly Leveraged

Excellent AAA AA A A- BBB --

Strong AA A A- BBB BB BB-

Satisfactory A- BBB+ BBB BB+ BB- B+

Fair -- BBB- BB+ BB BB- B

Weak -- -- BB BB- B+ B-

Vulnerable -- -- -- B+ B CCC+

These rating outcomes are shown for guidance purposes only. Actual rating should be within one notch of indicated rating 
outcomes.
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Our corporate analytical methodology organizes the analytical process according to a common framework, and it divides 

the task into several categories so that all salient issues are considered. The first categories involve fundamental 

business analysis; the financial analysis categories follow.  

Our ratings analysis starts with the assessment of the business and competitive profile of the company. Two companies 

with identical financial metrics can be rated very differently, to the extent that their business challenges and prospects 

differ. The categories underlying our business and financial risk assessments are: 

Business risk 

 Country risk  

 Industry risk  

 Competitive position  

 Profitability/Peer group comparisons 

Financial risk 

 Accounting  

 Financial governance and policies/risk tolerance  

 Cash flow adequacy  

 Capital structure/asset protection  

 Liquidity/short-term factors 

We do not have any predetermined weights for these categories. The significance of specific factors varies from situation 

to situation. 

Updated Matrix 
We developed the matrix to make explicit the rating outcomes that are typical for various business risk/financial risk 

combinations. It illustrates the relationship of business and financial risk profiles to the issuer credit rating. 

We tend to weight business risk slightly more than financial risk when differentiating among investment-grade ratings. 

Conversely, we place slightly more weight on financial risk for speculative-grade issuers (see table 1, again). There also 

is a subtle compounding effect when both business risk and financial risk are aligned at extremes (i.e., excellent/minimal 

and vulnerable/highly leveraged.) 

The new, more granular version of the matrix represents a refinement--not any change in rating criteria or standards--

and, consequently, holds no implications for any changes to existing ratings. However, the expanded matrix should 

enhance the transparency of the analytical process. 

Financial Benchmarks 

Table 2 

Financial Risk Indicative Ratios (Corporates)

FFO/Debt (%) Debt/EBITDA (x) Debt/Capital (%)

Minimal greater than 60 less than 1.5 less than 25

Modest 45-60 1.5-2 25-35

Intermediate 30-45 2-3 35-45

Significant 20-30 3-4 45-50

Aggressive 12-20 4-5 50-60
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How To Use The Matrix--And Its Limitations 
The rating matrix indicative outcomes are what we typically observe--but are not meant to be precise indications or 

guarantees of future rating opinions. Positive and negative nuances in our analysis may lead to a notch higher or lower 

than the outcomes indicated in the various cells of the matrix. 

In certain situations there may be specific, overarching risks that are outside the standard framework, e.g., a liquidity 

crisis, major litigation, or large acquisition. This often is the case regarding credits at the lowest end of the credit 

spectrum--i.e., the 'CCC' category and lower. These ratings, by definition, reflect some impending crisis or acute 

vulnerability, and the balanced approach that underlies the matrix framework just does not lend itself to such situations. 

Similarly, some matrix cells are blank because the underlying combinations are highly unusual--and presumably would 

involve complicated factors and analysis. 

The following hypothetical example illustrates how the tables can be used to better understand our rating process (see 

tables 1 and 2).  

We believe that Company ABC has a satisfactory business risk profile, typical of a low investment-grade industrial issuer. 

If we believed its financial risk were intermediate, the expected rating outcome should be within one notch of 'BBB'. 

ABC's ratios of cash flow to debt (35%) and debt leverage (total debt to EBITDA of 2.5x) are indeed characteristic of 

intermediate financial risk.  

It might be possible for Company ABC to be upgraded to the 'A' category by, for example, reducing its debt burden to the 

point that financial risk is viewed as minimal. Funds from operations (FFO) to debt of more than 60% and debt to EBITDA 

of only 1.5x would, in most cases, indicate minimal.  

Conversely, ABC may choose to become more financially aggressive--perhaps it decides to reward shareholders by 

borrowing to repurchase its stock. It is possible that the company may fall into the 'BB' category if we view its financial 

risk as significant. FFO to debt of 20% and debt to EBITDA 4x would, in our view, typify the significant financial risk 

category. 

Still, it is essential to realize that the financial benchmarks are guidelines, neither gospel nor guarantees. They can vary 

in nonstandard cases: For example, if a company's financial measures exhibit very little volatility, benchmarks may be 

somewhat more relaxed.  

Moreover, our assessment of financial risk is not as simplistic as looking at a few ratios. It encompasses: 

 a view of accounting and disclosure practices;  

 a view of corporate governance, financial policies, and risk tolerance;  

 the degree of capital intensity, flexibility regarding capital expenditures and other cash needs, including 

acquisitions and shareholder distributions; and  

 various aspects of liquidity--including the risk of refinancing near-term maturities. 

The matrix addresses a company's standalone credit profile, and does not take account of external influences, which 

would pertain in the case of government-related entities or subsidiaries that in our view may benefit or suffer from 

affiliation with a stronger or weaker group. The matrix refers only to local-currency ratings, rather than foreign-currency 

ratings, which incorporate additional transfer and convertibility risks. Finally, the matrix does not apply to project finance 

Highly Leveraged less than 12 greater than 5 greater than 60

Page 3 of 4[27-May-2009] Criteria | Corporates | General: Criteria Methodology: Business Risk/Fina...

11/13/2009https://www.globalcreditportal.com/ratingsdirect/showArticlePage.do?rand=ZaU6uS3zN...

Docket No. 09-0319 
ICC Staff Exhibit 11.0 
Att. C



 

or corporate securitizations. 

Related Articles 
Industrials' Business Risk/Financial Risk Matrix--A Fundamental Perspective On Corporate Ratings, published 

April 7, 2005, on RatingsDirect.  

The ratings and credit-related analyses of Standard & Poor's Financial Services LLC (S&P) and its affiliates and the observations 
contained herein are statements of opinion as of the date they are expressed and not statements of fact or recommendations to 
purchase, hold, or sell any securities or make any investment decisions. S&P assumes no obligation to update any information 
following publication. Users of the information contained herein should not rely on any of it in making any investment decision. S&P's 
opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment advisor. While 
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due 
diligence or independent verification of any information it receives. S&P keeps certain activities of its business units separate from 
each other in order to preserve the independence and objectivity of each of these activities. As a result, certain business units of 
S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to 
maintain the confidentiality of certain non-public information received in connection with each analytical process. 

S&P's Ratings Services business may receive compensation for its ratings and credit-related analyses, normally from issuers or 
underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and 
analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and www. ratingsdirect.com 
(subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional 
information about our ratings fees is available at www.standardandpoors.com/usratingsfees. 

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they 
have been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. 
To reprint, translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New 
York, NY 10041; (1)212.438.7280 or by e-mail to: research_request@standardandpoors.com. 

Copyright © 2009 Standard & Poor’s, a division of The McGraw-Hill Companies. All Rights Reserved.

Primary Credit Analysts: Solomon B Samson, New York (1) 212-438-7653; 
sol_samson@standardandpoors.com

Emmanuel Dubois-Pelerin, Paris (33) 1-4420-6673; 
emmanuel_dubois-pelerin@standardandpoors.com
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Research 

Issuer Ranking: 

U.S. Investor-Owned Water Utilities, Strongest To Weakest 
05-Nov-2009 

Standard & Poor's Ratings Services' analytic framework for companies in all sectors, including investor-owned utilities, 

consists of the business risk profile and financial risk profile. We categorize business risk profiles as 'excellent', 'strong', 

'satisfactory', 'fair', 'weak', or 'vulnerable'. To determine a utility's business risk profile, Standard & Poor's analyzes the 

following qualitative business or operating characteristics typical of a utility: markets and service area economy; 

competitive position; operations; regulation; and management. We characterize financial risk profiles as 'minimal', 

'modest', 'intermediate', 'significant', 'aggressive', and 'highly leveraged'. The primary drivers in our financial risk profile 

analysis of these companies include accounting characteristics; financial governance/policies and risk tolerance; cash 

flow adequacy; capital structure and leverage; and liquidity/short-term factors. (See "Criteria/Methodology: Business 

Risk/Financial Risk Matrix Expanded" published on May 27, 2009.)  

Currently, Standard & Poor's considers all rated U.S. water companies to have excellent business risk profiles, which 

reflects the supportive regulatory environments, monopolistic market positions, a mostly residential customer base, and 

low operating risk compared with other utilities. Many rated water companies also have modest nonregulated segments, 

which primarily provide operational and consulting services to water and wastewater facilities. Despite tight margins and 

low cash flow generation, these nonregulated operations pose limited incremental risks to the company's consolidated 

credit profile. In addition to the complimentary nature of the utility's nonregulated segment to its regulated operations, the 

risks are mitigated as the water company's operating and capital costs are passed-through to the facility's owner and the 

facility owners are usually highly rated counterparties such as municipalities or the U.S. military. As a result, ratings in the 

U.S. investor-owned water utility sector continue to display significant stability.  

Given the excellent business risk profiles, the most significant differentiating factor for these companies has been 

financial performance, particularly the level and stability of cash flows. While most of the rated companies have an 

intermediate financial risk profile, one company is considered to be modest and six are characterized as aggressive. The 

Baton Rouge Water Works Co.'s financial risk profile is considered to be modest, reflecting above-average cash flow and 

leverage metrics. However we consider the financial risk profiles of United Water New Jersey and United Waterworks to 

be aggressive due to the significant level of consolidated leverage at parent United Water Resources (not rated), 

combined with cash flow metrics that are appropriate for the rating. The aggressive financial risk profiles of American 

Water Works Co. Inc. and its funding subsidiary, American Water Capital Corp., reflect weak cash flow metrics, 

significant goodwill impairments, and need for significant rate relief to cover rising operating costs, capital expenditures, 

and pension and other postretirement obligations. 

For the related industry report card, please see "Industry Report Card: U.S. Investor-Owned Water Utilities 

Successfully Navigate Turbulent Financial Markets" published on July 10, 2009.  

The following list ranks all the rated U.S. investor-owned water companies from strongest to weakest. The ranking list is 

based on the current ratings and outlooks as of Nov. 5, 2009. We further rank companies with the same rating and 

outlook by our opinion of credit quality based primarily on business risks for investment-grade companies and primarily 
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on financial risks for speculative-grade companies. 

The ratings and credit-related analyses of Standard & Poor's Financial Services LLC (S&P) and its affiliates and the observations 
contained herein are statements of opinion as of the date they are expressed and not statements of fact or recommendations to 
purchase, hold, or sell any securities or make any investment decisions. S&P assumes no obligation to update any information 
following publication. Users of the information contained herein should not rely on any of it in making any investment decision. S&P's 
opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment advisor. While 
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due 
diligence or independent verification of any information it receives. S&P keeps certain activities of its business units separate from 
each other in order to preserve the independence and objectivity of each of these activities. As a result, certain business units of 
S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to 
maintain the confidentiality of certain non-public information received in connection with each analytical process. 

S&P's Ratings Services business may receive compensation for its ratings and credit-related analyses, normally from issuers or 
underwriters of securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and 
analyses are made available on its Web sites, www.standardandpoors.com (free of charge) and www. ratingsdirect.com 
(subscription), and may be distributed through other means, including via S&P publications and third-party redistributors. Additional 
information about our ratings fees is available at www.standardandpoors.com/usratingsfees. 

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the individual to whom they 
have been assigned. No sharing of passwords/user IDs and no simultaneous access via the same password/user ID is permitted. 
To reprint, translate, or use the data or information other than as provided herein, contact Client Services, 55 Water Street, New 
York, NY 10041; (1)212.438.7280 or by e-mail to: research_request@standardandpoors.com. 
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Issuer Ranking: U.S. Investor-Owned Water Utilities

Company Corporate credit rating* Business risk profile Financial risk profile

Baton Rouge Water Works Co. (The) AA/Stable/-- Excellent Modest

Aqua Pennsylvania Inc. A+/Stable/-- Excellent Intermediate

California Water Service Co. A+/Stable/-- Excellent Intermediate

Golden State Water Co. A/Positive/-- Excellent Intermediate

American States Water Co. A/Positive/-- Excellent Intermediate

Connecticut Water Service Inc. A/Stable/-- Excellent Intermediate

Connecticut Water Co. (The) A/Stable/-- Excellent Intermediate

York Water Co. (The) A-/Stable/-- Excellent Intermediate

Middlesex Water Co. A-/Stable/-- Excellent Intermediate

United Water New Jersey Inc. A-/Stable/-- Excellent Aggressive

United Waterworks Inc. A-/Stable/-- Excellent Aggressive

Pennsylvania-American Water Co. BBB+/Stable/-- Excellent Aggressive

New Jersey-American Water Co. BBB+/Stable/-- Excellent Aggressive

American Water Works Co. Inc. BBB+/Stable/A-2 Excellent Aggressive

American Water Capital Corp. BBB+/Stable/A-2 Excellent Aggressive

*As of Nov. 5, 2009.

Primary Credit Analyst: Kenneth L Farer, New York (1) 212-438-1679;
kenneth_farer@standardandpoors.com
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