
www.AboutCreditRatings.com

GUIDE TO
CREDIT RATING

ESSENTIALS



Standard & Poor’s thanks Lightbulb Press for its collaboration in 
developing the Guide to Credit Rating Essentials.

© 
All rights reserved.

Standard & Poor’s and its third party licensors have exclusive proprietary rights to the data provided herein. This data and information
 may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.

Dissemination, distribution or reproduction of this data and information in any form is strictly prohibited except with the prior written
 permission of S&P. Because of the possibility of human or mechanical error by S&P, its affi liates or its third party licensors, S&P,  its
 affi liates and its third party guarantors do not guarantee the accuracy, adequacy, completeness or availability of any information and is not 
responsible for any errors or omissions or for the results obtained from the use of such information.

Standard & Poor’s GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
 MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.
In no event shall Standard & Poor’s, its affi liates and third party licensors be liable for any direct, indirect, special or consequential

 damages in connection with any use of a rating, data or information contained herein.

Access to the data or information contained herein is subject to termination in the event any agreement with a third party for information
 or software is terminated.

Analytic services provided by Standard & Poor’s Ratings Services (“Ratings Services”) are the result of separate activities designed to
 preserve the independence and objectivity of ratings opinions. Credit ratings issued by Ratings Services are solely statements of opinion
 and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment decisions.
 Accordingly, any user of credit ratings issued by Ratings Services should not rely on any such ratings or other opinion issued by Ratings 
Services in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard
 & Poor’s may have information that is not available to Ratings Services. Standard & Poor’s has established policies and procedures to
 maintain the confi dentiality of non-public information received during the ratings process. Ratings Services receives compensation
 for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing the
 securities. While Standard & Poor’s reserves the right to disseminate the rating, it receives no payment for doing so, except for
 subscriptions to its publications. Additional information about our fee policy is available at www2.standardandpoors.com/spf/pdf/
fi xedincome/RatingsFees2008.pdf.

Version 1.1

Copyright 2009 Standard & Poor’s Financial Services, LLC. 



INTRODUCTION

Credit ratings are one of several tools that investors can use when 
making decisions about purchasing bonds and other fi xed income 
investments. The purpose of this guide is to help explain what credit 
ratings are, and are not, who uses them, and why they can be useful 
to the capital markets. 

The guide provides an overview of different business models and 
methodologies used by credit rating agencies. It also describes 
generally how Standard & Poor’s forms its ratings opinions about 
issuers and individual debt issues, monitors and adjusts its ratings, 
and studies ratings changes over time. 

  In addition, the Guide to Credit Rating Essentials points out 
several key things you should know about credit ratings: 

 •   Credit ratings are opinions about relative credit risk.

 •   Credit ratings are not investment advice, or buy, hold, or 
sell recommendations. They are just one factor investors may 
consider in making investment decisions.

 •   Credit ratings are not indications of the market liquidity of 
a debt security or its price in the secondary market.

 •   Credit ratings are not guarantees of credit quality or 

If you would like to learn more about credit ratings, additional 
information is available at www.AboutCreditRatings.com or 
www.standardandpoors.com/AboutCreditRatings.

of future credit risk.
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WHAT ARE CREDIT RATINGS

Credit ratings are opinions about 
credit risk. Standard & Poor’s 
ratings express the agency’s opinion 
about the ability and willingness of 
an issuer, such as a corporation or 
state or city government, to meet its 
fi nancial obligations in full and 
on time. 

Credit ratings can also speak to the 
credit quality of an individual debt 
issue, such as a corporate or munici-
pal bond, and the relative likelihood 
that the issue may default. 

Ratings are provided by credit 
rating agencies which specialize in 
evaluating credit risk. In addition to 
international credit rating agencies, 
such as Standard & Poor’s, there 

agencies that tend to specialize in 
a geographical region or industry.

Each agency applies its own 
methodology in measuring credit-
worthiness and uses a specifi c rating 
scale to publish its ratings opinions. 
Typically, ratings are expressed 

as letter grades that range, for 
example, from ‘AAA’ to ‘D’ to 
communicate the agency’s opinion 
of relative level of credit risk.

A MATTER OF OPINION
Standard & Poor’s ratings opinions 
are based on analysis by experienced 
professionals who evaluate and inter-
pret information received from issuers 
and other available sources to form a 
considered opinion. 

Unlike other types of opinions, such as, 
for example, those provided by doctors 
or lawyers, these ratings opinions 
are not intended to be a prognosis or 
recommendation. Instead, they are 
primarily intended to provide investors 
and market participants with informa-
tion about the relative credit risk of 
issuers and individual debt issues 
that the agency rates. 

charge to recipients all over the world. 

THE ORIGIN OF STANDARD & POOR’S CREDIT RATINGS
Standard & Poor’s Ratings Services 
traces its history back to 1860, the year 
that Henry Varnum Poor published the 
History of Railroads and Canals of the 

about the lack of quality information 
available to investors and embarked 

on a campaign to publicize details of 
corporate operations. Standard & Poor’s 
has been publishing credit ratings since 
1916, providing investors and market 
participants worldwide with independent 
analysis of credit risk.
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CREDIT RATINGS ARE 
FORWARD LOOKING
As part of its ratings analysis, 
Standard & Poor’s evaluates avail-
able current and historical infor-
mation and assesses the potential 
impact of foreseeable future events. 
For example, in rating a corporation 
as an issuer of debt, the agency may 
factor in anticipated ups and downs 
in the business cycle that may affect 
the corporation’s creditworthiness. 
While the forward looking opinions 
of rating agencies can be of use to 
investors and market participants 
who are making long- or short-term 
investment and business decisions, 
credit ratings are not a guarantee 
that an investment will pay out or 
that it will not default. 

CREDIT RATINGS DO NOT 
INDICATE INVESTMENT MERIT 
While investors may use credit 
ratings in making investment deci-
sions, Standard & Poor’s ratings 
are not indications of investment 
merit. In other words, the ratings are 
not buy, sell, or hold recommenda-
tions, or a measure of asset value. 
Nor are they intended to signal the 
suitability of an investment. They 
speak to one aspect of an investment 
decision—credit quality—and, in 
some cases, may also address what 
investors can expect to recover in 
the event of default. 

In evaluating an investment, inves-
tors should consider, in addition to 
credit quality, the current make-up 

of their portfolios, their investment 
strategy and time horizon, their 
tolerance for risk, and an estimation 
of the security’s relative value in 
comparison to other securities they 
might choose. By way of analogy, 
while reputation for dependability 
may be an important consideration 
in buying a car, it is not the sole 
criterion on which drivers normally 
base their purchase decisions. 

CREDIT RATINGS ARE NOT 
ABSOLUTE MEASURES OF 
DEFAULT PROBABILITY
Since there are future events 
and developments that cannot be 
foreseen, the assignment of credit 
ratings is not an exact science. For 
this reason, Standard & Poor’s 
ratings opinions are not intended 
as guarantees of credit quality or as 
exact measures of the probability 
that a particular issuer or particular 
debt issue will default. 

Instead, ratings express relative 
opinions about the creditworthiness 
of an issuer or credit quality of an 
individual debt issue, from strongest 
to weakest, within a universe of 
credit risk. 

For example, a corporate bond that 
is rated ‘AA’ is viewed by the rating 
agency as having a higher credit 
quality than a corporate bond with 
a BBB’ rating. But the ‘AA’ rat-
ing isn’t a guarantee that it will not 
default, only that, in the agency’s 
opinion, it is less likely to default 
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INVESTORS INTERMEDIARIES ISSUERS

Purchase rated securities

Issue rated securities to raise capital
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WHY CREDIT RATINGS 

role in enabling corporations and 
governments to raise money in the 
capital markets. Instead of taking 
a loan from a bank, these entities 
sometimes borrow money directly 
from investors by issuing bonds or 
notes. Investors purchase these debt 
securities, such as municipal bonds, 
expecting to receive interest plus 
the return of their principal, either 
when the bond matures or as 
periodic payments. 

as a screening device to match the 
relative credit risk of an issuer or 
individual debt issue with their own 
risk tolerance or credit risk guide-
lines in making investment and 
business decisions.

For example, in considering the 
purchase of a municipal bond, an 
investor may check to see whether 
the bond’s credit rating is in keep-
ing with the level of credit risk he 
or she is willing to assume. At the 
same time, credit ratings may be 
used by corporations to help them 
raise money for expansion and/or 
research and development as well as 
help states, cities, and other munici-
palities to fund public projects.

Credit ratings may play a useful 

Credit ratings may facilitate the  
 

bonds and other debt issues by pro-

participants may use the ratings 

credit risk. Investors and other market 

viding an effi cient, widely recognized, 

process of issuing and purchasing 

and long-standing measure of relative

ARE USEFUL



CREDIT RATING AGENCIES

WHO USES CREDIT RATINGS

Investors most often use credit 
ratings to help assess credit risk 
and to compare different issuers 
and debt issues when making 
investment decisions and managing 
their portfolios. 

Individual investors, for example, 
may use credit ratings in evaluating 
the purchase of a municipal or 
corporate bond from a risk tolerance 
perspective.

Institutional investors, including 
mutual funds, pension funds, banks, 
and insurance companies often use 
credit ratings to supplement their 
own credit analysis of specifi c 
debt issues.

In addition, institutional investors 
may use credit ratings to establish 
thresholds for credit risk and 
investment guidelines.

Investment bankers help to facilitate 
the fl ow of capital from investors 
to issuers. They may use credit 
ratings to benchmark the relative 
credit risk of different debt issues, 
as well as to set the initial pricing 
for individual debt issues they 
structure and to help determine the 
interest rate these issues will pay.

Investment bankers and entities 
that structure special types of debt 
issues may look to a rating agency’s 
criteria when making their own 
decisions about how to confi gure 
different debt issues, or different 
tiers of debt.

Investment bankers may also serve 
as arrangers of special debt issues. 
In this capacity, they establish 
special entities that package assets, 
such as retail mortgages and student 
loans, into securities, or structured 
fi nance instruments, which they 
then market to investors.

INVESTORS INTERMEDIARIES

Some credit rating agencies, in-
cluding major global agencies like 
Standard & Poor’s, are publishing 
and information companies that 
specialize in analyzing the credit 
risk of issuers and individual debt 

issues. They formulate and dis-
seminate ratings opinions that are 
used by investors and other market 
participants who may consider 
credit risk in making their invest-
ment and business decisions. In 
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Issuers, including corporations, 
fi nancial institutions, national 
governments, states, cities and 
municipalities, use credit ratings 
to provide independent views of 
their creditworthiness and the credit 
quality of their debt issues. 

Issuers may also use credit ratings 
to help communicate the relative 
credit quality of debt issues, thereby 
expanding the universe of investors. 
In addition, credit ratings may help 
them anticipate the interest rate to 
be offered on their new debt issues.

As a general rule, the more credit-
worthy an issuer or an issue is, the 
lower the interest rate the issuer 
would typically have to pay to 
attract investors. The reverse is also 
true: an issuer with lower creditwor-
thiness will typically pay a higher 
interest rate to offset the greater 
credit risk assumed by investors. 

Businesses and fi nancial institu-
tions, especially those involved in 
credit-sensitive transactions, may 
use credit ratings to assess counter-
party risk, which is the potential risk 
that a party to a credit agreement 
may not fulfi ll its obligations. 

For example, in deciding whether to 
lend money to a particular organiza-
tion or in selecting a company that 
will guarantee the repayment of a 
debt issue in the event of default, a 
business may wish to consider the 
counterparty risk.

A credit rating agency’s opinion of 
counterparty risk therefore can help 
businesses to analyze their credit 
exposure to fi nancial fi rms that have 
agreed to assume certain fi nancial 
obligations and to evaluate the 
viability of potential partnerships 
and other business relationships.

ISSUERS BUSINESSES AND FINANCIAL 
INSTITUTIONS

part because rating agencies are not 
directly involved in capital market 
transactions, they have come to be 
viewed by both investors and issuers 
as impartial, independent providers 
of opinions on credit risk.

RATING METHODOLOGIES
In forming their opinions of credit 
risk, rating agencies typically use 
primarily analysts or mathematical 
models, or a combination of 
the two. 
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management

Analysis

STANDARD & POOR’S ANALYST DRIVEN RATING PROCESS

Analyst driven ratings. In rating a 
corporation or municipality, agen-
cies using the analyst driven ap-
proach generally assign an analyst, 
often in conjunction with a team of 
specialists, to take the lead in evalu-
ating the entity’s creditworthiness. 
Typically, analysts obtain informa-
tion from published reports, as well 
as from interviews and discussions 
with the issuer’s management. They 
use that information to assess the 
entity’s fi nancial condition, operat-
ing performance, policies, and risk 
management strategies. 

Model driven ratings. Other credit 
rating agencies focus almost exclu-
sively on quantitative data, which 
they incorporate into a mathemati-
cal model. For example, an agency 
using this approach to assess the 
creditworthiness of a bank or other 
fi nancial institution might evaluate 
that entity’s asset quality, funding, 
and profi tability based primarily 
on data from the institution’s 
public fi nancial statements and 
regulatory fi lings.
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tion model may have more limited 
access to issuers, who have no ob-
ligation to inform those agencies of 
material changes in their businesses. 
This type of information can be 
extremely helpful when providing 
forward looking ratings.

HOW AGENCIES ARE PAID FOR 
THEIR SERVICES
Agencies typically receive payment 
for their services either from the 
issuer that requests the rating or 
from subscribers who receive the 
published ratings and related 
credit reports.

Issuer-pay model. Under the issuer-
pay model, rating agencies charge 
issuers a fee for providing a ratings 
opinion. In conducting their analy-
sis, agencies may obtain informa-
tion from issuers that might not 
otherwise be available to the public 
and factor this information into 
their ratings opinion. Since the 
rating agency does not rely solely 
on subscribers for fees, it can 
publish current ratings broadly 
to the public free of charge. 

Subscription Model. Credit rating 
agencies that use a subscription 
model charge investors and other 
market participants a fee for access 
to the agency’s ratings. Critics point 
out that like the issuer-pay model, 
this model has the potential for 
confl icts of interest since the entities 
paying for the rating, in this case 
investors, may attempt to infl uence 
the ratings opinion. 

Critics of this model also point out 
that the ratings are available only to 
paying subscribers. These tend to be 
large institutional investors, leaving 
out smaller investors, including 
individual investors. In addition, 
rating agencies using the subscrip-

SAFEGUARDS FOR 
ISSUER-PAY RATINGS
To protect against potential confl icts 
of interest when paid by the issuer, 
Standard & Poor’s has established a 
number of safeguards. 

These measures include, for example, 
a clear separation of function between 
those who negotiate the business 
terms for the ratings assignment 
and the analysts who conduct the 
credit analysis and provide the ratings 
opinions. This separation is similar in 
concept to the way newspapers dis-
tinguish their editorial and advertising 
sales functions, since they report on 
companies from which they may also 
collect advertising fees. 

Another potential safeguard is the 
committee process that limits the 
infl uence any single person can have 
on Standard & Poor’s ratings opinions. 
The role of the committee is to review 
and assess the analyst’s recommen-
dation for a new rating or a ratings 
change as well as to provide additional 
perspectives and checks and balances 
regarding adherence to the agency’s 
ratings criteria. Ratings decisions are 
ultimately made by the committee, 
rather than by any individual analyst.

9



General Summary of The Opinions Refl ected by Standard & Poor’s Ratings

Investment
Grade

‘AAA’
Extremely strong capacity to meet fi nancial commitments 
Highest rating

‘AA’ Very strong capacity to meet fi nancial commitments

‘A’
Strong capacity to meet fi nancial commitments, but somewhat 
susceptible to adverse economic conditions and changes 
in circumstances

‘BBB’
Adequate capacity to meet fi nancial commitments, but more 
subject to adverse economic conditions

‘BBB–’ Considered lowest investment grade by market participants

Speculative
Grade

‘BB+’ Considered highest speculative grade by market participants

‘BB’
Less vulnerable in the near-term but faces major ongoing 
uncertainties to adverse business, fi nancial and 
economic conditions

‘B’
More vulnerable to adverse business, fi nancial and 
economic conditions but currently has the capacity to meet 
fi nancial commitments

‘CCC’
Currently vulnerable and dependent on favorable 
business, fi nancial and economic conditions to meet 
fi nancial commitments

‘CC’ Currently highly vulnerable

‘C’
A bankruptcy petition has been fi led or similar action taken, but 
payments of fi nancial commitments are continued

‘D’ Payment default on fi nancial commitments

Ratings from ‘AA’ to ‘CCC’ may be modifi ed by the addition of a plus (+) or minus (-) sign 
to show relative standing within the major rating categories.

Standard & Poor’s credit rating 
symbols provide a simple, effi cient 
way to communicate creditworthi-
ness and credit quality. 

Its global rating scale provides 
a benchmark for evaluating the 
relative credit risk of issuers and 
issues worldwide.

torically referred to bonds and other 
debt securities that bank regulators 
and market participants viewed as 
suitable investments for fi nancial 

institutions. Now the term is broadly 
used to describe issuers and issues 
with relatively high levels of cred-
itworthiness and credit quality. In 
contrast, the term “non-investment 

THE ABCS OF RATING SCALES
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The term “investment grade” his-
INVESTMENT- AND SPECULATIVE-GRADE DEBT



STANDARD & POOR’S RISK FACTORS FOR CORPORATE RATINGS

grade,” or “speculative grade,” 
generally refers to debt securities 
where the issuer currently has the 
ability to repay but faces signifi cant 
uncertainties, such as adverse busi-
ness or fi nancial circumstances 
that could affect credit risk. 

In Standard & Poor’s long-term 
rating scale, issuers and debt issues 
that receive a rating of ‘BBB–’ or 
above are generally considered by 
regulators and market participants 

to be “investment grade,” while 
those that receive a rating lower 
than ‘BBB–’ are generally consid-
ered to be “speculative grade.”

RATING ISSUERS AND ISSUES
Credit rating agencies assign ratings 
to issuers, such as corporations and 
governments, as well as to specifi c 
debt issues, such as bonds, notes, 
and other debt securities. 

RATING AN ISSUER
To assess the creditworthiness 
of an issuer, Standard & Poor’s 
evaluates the issuer’s ability and 
willingness to repay its obligations 
in accordance with the terms of 
those obligations. 

To form its ratings opinions, 
Standard & Poor’s reviews a broad 
range of fi nancial and business 
attributes that may infl uence the 
issuer’s prompt repayment. The spe-
cifi c risk factors that are analyzed 
depend in part on the type of issuer. 
For example, the credit analysis of 
a corporate issuer typically consid-
ers many fi nancial and non-fi nancial 
factors, including key performance 
indicators, economic, regulatory, 
and geopolitical infl uences, man-

• Country risk
• Industry characteristics
• Company position
• Profi tability, peer group comparison

• Accounting
• Governance, risk tolerance, fi nancial policy
• Cash fl ow adequacy
• Capital structure
• Liquidity/short term factors

RATINGS DEFINITIONS
For a complete list of Standard & Poor’s 
ratings defi nitions, including issuer 
credit ratings, please go to 
www.AboutCreditRatings.com
and search for Standard & Poor’s 
Ratings Defi nitions.
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agement and corporate governance 
attributes, and competitive position. 
In rating a sovereign, or national 
government, the analysis may con-
centrate on political risk, monetary 
stability, and overall debt burden. 

such as a corporate or municipal 
bond, Standard & Poor’s typically 
uses, among other things, infor-
mation from the issuer and other 
sources to evaluate the credit quality 
of the issue and the likelihood of de-
fault. In the case of bonds issued by 
corporations or municipalities, rat-
ing agencies typically begin with an 
evaluation of the creditworthiness of 
the issuer before assessing the credit 
quality of a specifi c debt issue. 

In analyzing debt issues, for ex-
ample, Standard & Poor’s analysts 
evaluate, among other things:

•  The terms and conditions of the 
debt security and, if relevant, its 
legal structure.

•  The relative seniority of the issue 
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In rating an individual debt issue, 

specific and broad economic factors.
business cycle, including industry-

SPE funds 
purchase
of assets

SPE purchases 
assets
(collateral)

Assets

Credit card receivables

Auto loans

Student loans

Mortgages

ORIGINATORS
(Make loans)

STRUCTURED FINANCE 
INSTRUMENTS

the anticipated ups and downs of the 

The length and effects of business

making their impact on credit quality 

the case of higher risk, more volatile

cycles can vary greatly, however,

RATING AN ISSUE

Standard &
 Poor’s factors in greater vulnerability 
 to down business cycles.

For high-grade credit ratings, 

difficult to predict with precision. In 

•  The existence of external support 
or credit enhancements, such as 
letters of credit, guarantees, insur-
ance, and collateral. These protec-
tions can provide a cushion that 
limits the potential credit risks 
associated with a particular issue. 

RECOVERY OF INVESTMENT 
AFTER DEFAULT
Credit rating agencies may also 
assess recovery, which is the likeli-
hood that investors will recoup the 
unpaid portion of their principal in 
the event of default. Some agencies 
incorporate recovery as a rating fac-
tor in evaluating the credit quality of 
an issue, particularly in the case of 

ment in the event of default.
debt issues and priority of repay-

Other agencies, such as Standard 
& Poor’s, issue recovery ratings 

with regard to the issuer’s other 

speculative-grade ratings,  

 Standard & Poor’s consider's

non-investment-grade debt. 



INVESTORS
(Evaluate securities based 
on credit risk guidelines)

SPE
(Special Purpose Entity)

Develops structured 
fi nance instruments

Investors
purchase
securities

SPE
issues
securities

ARRANGERS
(Establish SPE)

May be supported by credit 
enhancements such as 
overcollateralization

Senior tranches

Junior tranches

Equity tranche

Senior tranches

Junior tranches

Equity tranche
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consider recovery ratings in adjust-
ing the credit rating of a debt issue 
up or down in relation to the credit 
rating assigned to the issuer.

RATING STRUCTURED 
FINANCE INSTRUMENTS 
A structured fi nance instrument is a 
particular type of debt issue created 
through a process known as securi-
tization. In essence, securitization 
involves pooling individual fi nancial 
assets, such as mortgage or auto 
loans, and creating, or structuring, 
separate debt securities that are sold 
to investors to fund the purchase 
of these assets.

The creation of structured fi nance 
instruments, such as residential 
mortgage-backed securities 
(RMBS), asset-backed securities 
(ABS), and collateralized debt 

involves three parties: an originator, 
an arranger, and a special purpose 
entity, or SPE, that issues 
the securities.

•  The originator is generally a 
bank, lender, or a fi nancial inter-
mediary who either makes loans 
to individuals or other borrowers 
or purchases the loans from 
other originators. 

•  The special purpose entity 

arranger, fi nances the purchase of 
the underlying assets by selling 

investors are repaid with the cash 
fl ow from the underlying loans or 
other assets owned by the SPE.

debt instruments to investors. The 

• T he arranger, which may also be the 

bank or other financial services
originator, is typically an investment 

company, securitizes the underlying 

(SPE), generally created by the 

loans as marketable debt instruments. 

issues. Standard & Poor’s may also 
in addition to rating specifi c debt obligations (CDOs), typically 



EXPRESSIONS OF CHANGE: OUTLOOK AND CREDITWATCH
If Standard & Poor’s anticipates that a 
credit rating may change in the coming 
6 to 24 months, it may issue an updated 
ratings outlook indicating whether the 
possible change is likely to be “positive,” 
“negative,” “stable,” or “developing” 
(meaning it’s uncertain whether a rating 
might go up or down). Or, if events or 
circumstances occur that may affect 
a credit rating in the near term, usually 
within 90 days, Standard & Poor’s may 
place the rating on CreditWatch. Typically, 
an updated outlook or CreditWatch from 

Standard & Poor’s includes a rationale 
for the potential change and the extent of 
the change, up or down, that may occur. 
However, updating a ratings outlook or 
placing a rating on CreditWatch does not 
mean a ratings change is inevitable. 

If Standard & Poor’s has all the informa-
tion available to warrant a ratings change, 
it may upgrade or downgrade the rating 
immediately, without placing the rating 
on CreditWatch or changing its outlook, 
to refl ect these circumstances and its 
current opinion of relative credit risk.

Guide to Credit Rating Essentials14

Stratifying a pool of undifferenti-
ated risk into multiple classes of 
bonds with varying levels of seniori-
ty is called tranching. Investors who 
purchase the senior tranche, which 
generally has the highest quality 
debt from a credit perspective and 
the lowest interest rate, are the fi rst 
to be repaid from the cash fl ow of 
the underlying assets. Holders of 
the next-lower tranche, which pays 
a somewhat higher rate, are paid 
second, and so forth. Investors who 
purchase the lowest tranche gener-
ally have the potential to earn the 
highest interest rate, but they also 
tend to assume the highest risk.

In forming its opinion of a struc-
tured fi nance instrument, Standard 
& Poor’s evaluates, among other 
things, the potential risks posed by 
the instrument’s legal structure and 
the credit quality of the assets the 
SPE holds. Standard & Poor’s also 
considers the anticipated cash fl ow 
of these underlying assets and any 
credit enhancements that provide 
protection against default.

SURVEILLANCE: TRACKING 
CREDIT RATINGS 
Agencies typically track develop-
ments that might affect the credit 
risk of an issuer or individual debt 
issue for which an agency has 
provided a ratings opinion. In the 
case of Standard & Poor’s, the goal 
of this surveillance is to keep the 
rating current by identifying issues 
that may result in either an upgrade 
or a downgrade. 

In conducting its surveillance, 
Standard & Poor’s may consider 
many factors, including, for exam-
ple, changes in the business climate 
or credit markets, new technology 
or competition that may hurt an 
issuer’s earnings or projected 
revenues, issuer performance, 
and regulatory changes. 

The frequency and extent of 
surveillance typically depends on 
specifi c risk considerations for an 
individual issuer or issue, or an 
entire group of rated entities or 
debt issues. In its surveillance of 



WHY CREDIT RATINGS CHANGE
The reasons for ratings adjustments 
vary, and may be broadly related 
to overall shifts in the economy 
or business environment or more 
narrowly focused on circumstances 
affecting a specifi c industry, entity, 
or individual debt issue. 

In some cases, changes in the busi-
ness climate can affect the credit 
risk of a wide array of issuers and 
securities. For instance, new com-
petition or technology, beyond 
what might have been expected 
and factored into the ratings, may 
hurt a company’s expected earnings 
performance, which could lead to 
one or more rating downgrades over 
time. Growing or shrinking debt 
burdens, hefty capital spending re-
quirements, and regulatory changes 
may also trigger ratings changes. 

While some risk factors tend to af-
fect all issuers—an example would 
be growing infl ation that affects 
interest rate levels and the cost of 
capital—other risk factors may 
pertain only to a narrow group of is-

suers and debt issues. For instance, 
the creditworthiness of a state or 
municipality may be impacted by 
population shifts or lower incomes 
of taxpayers, which reduce tax re-
ceipts and ability to repay debt.

WHEN RATINGS CHANGE
Credit rating adjustments may play 
a role in how the market perceives a 
particular issuer or individual debt 
issue. Sometimes, for example, a 
downgrade by a rating agency may 
change the market’s perception of 
the credit risk of a debt security 
which, combined with other factors, 
may lead to a change in the price of 
that security. 

Market prices continually fl uctuate 
as investors reach their own conclu-
sions about the security’s shifting 
credit quality and investment merit. 
While ratings changes may affect 
investor perception, credit ratings 
constitute just one of many factors 
that the marketplace should consid-
er when evaluating debt securities. 
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a corporate issuer’s ratings, for 
example, Standard & Poor’s may 
schedule periodic meetings with a 
company to allow management to:

•  Apprise agency analysts of any 
changes in the company’s plans.

•  Discuss new developments that 
may affect prior expectations of 
credit risk.

•  Identify and evaluate other 
factors or assumptions that may 
affect the agency’s opinion of 
the issuer’s creditworthiness. 

As a result of its surveillance 
analysis, an agency may adjust the 
credit rating of an issuer or issue 
to signify its view of a higher or 
lower level of relative credit risk. 



AGENCY STUDIES OF DEFAULTS 
AND RATINGS CHANGES 
To measure the performance of its 
credit ratings, Standard & Poor’s 
conducts studies to track default 
rates and transitions, which is how 
much a rating has changed, up or 
down, over a certain period of time. 
Agencies use these studies to refi ne 
and evolve their analytic methods in 
forming their ratings opinions.

Transition rates can also be helpful 
to investors and credit professionals 
because they show the relative 
stability and volatility of credit 
ratings. For example, investors 
who are obligated to purchase only 
highly rated securities and are look-
ing for some indication of stability 
may review the history of rating 
transitions and defaults as part of 
their investment research. 

HOW STANDARD & POOR’S 
COMMUNICATES CREDIT RATINGS
Standard & Poor’s makes its credit ratings, criteria, and research available 
in a number of ways, including: 

•  Press releases

•  Web sites 
   www.standardandpoors.com 
   www.ratingsdirect.com 
   www.AboutCreditRatings.com 

•  Podcasts (www.podcasts.standardandpoors.com)

•  Newsletters (CreditMatters Today at www.standardandpoors.com/getcmt)

•  Standard & Poor’s Service Desk 
   Email: research_request@standardandpoors.com

•  Standard & Poor’s hosted events

•  Direct contact with market participants

•  Participation in industry and credit events

Information about other credit rating agencies, their methodologies, and 
the ratings opinions they publish can be found at the following Web site:
http://www.sec.gov/divisions/marketreg/ratingagency.htm.
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If you have any questions about this guide or wish to order more copies,
please email research_request@standardandpoors.com or call 1 212-438-7280.



Standard & Poor’s thanks Lightbulb Press for its collaboration in 
developing the Guide to Credit Rating Essentials.

© 
All rights reserved.

Standard & Poor’s and its third party licensors have exclusive proprietary rights to the data provided herein. This data and information
 may only be used internally for business purposes and shall not be used for any unlawful or unauthorized purposes.

Dissemination, distribution or reproduction of this data and information in any form is strictly prohibited except with the prior written
 permission of S&P. Because of the possibility of human or mechanical error by S&P, its affi liates or its third party licensors, S&P,  its
 affi liates and its third party guarantors do not guarantee the accuracy, adequacy, completeness or availability of any information and is not 
responsible for any errors or omissions or for the results obtained from the use of such information.

Standard & Poor’s GIVES NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
 MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE.
In no event shall Standard & Poor’s, its affi liates and third party licensors be liable for any direct, indirect, special or consequential

 damages in connection with any use of a rating, data or information contained herein.

Access to the data or information contained herein is subject to termination in the event any agreement with a third party for information
 or software is terminated.

Analytic services provided by Standard & Poor’s Ratings Services (“Ratings Services”) are the result of separate activities designed to
 preserve the independence and objectivity of ratings opinions. Credit ratings issued by Ratings Services are solely statements of opinion
 and not statements of fact or recommendations to purchase, hold, or sell any securities or make any other investment decisions.
 Accordingly, any user of credit ratings issued by Ratings Services should not rely on any such ratings or other opinion issued by Ratings 
Services in making any investment decision. Ratings are based on information received by Ratings Services. Other divisions of Standard
 & Poor’s may have information that is not available to Ratings Services. Standard & Poor’s has established policies and procedures to
 maintain the confi dentiality of non-public information received during the ratings process. Ratings Services receives compensation
 for its ratings. Such compensation is normally paid either by the issuers of such securities or third parties participating in marketing the
 securities. While Standard & Poor’s reserves the right to disseminate the rating, it receives no payment for doing so, except for
 subscriptions to its publications. Additional information about our fee policy is available at www2.standardandpoors.com/spf/pdf/
fi xedincome/RatingsFees2008.pdf.

Version 1.1

Copyright 2009 Standard & Poor’s Financial Services, LLC. 



www.AboutCreditRatings.com

GUIDE TO
CREDIT RATING

ESSENTIALS



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Photoshop 5 Default CMYK)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [1208.592 859.680]
>> setpagedevice




