APPENDIX B2

Background information on credit ratings
Credit ratings are a key part of the Authority’s investment strategy. The information below
summarises some of the key features of credit ratings and why they are important.
What is a Credit Rating ?
A credit rating is:
• An independent assessment of an organisation;
• It gauges the likelihood of getting money back on the terms it was invested;
• It is a statement of opinion, not statement of fact;
• They help to measure the risk associated with investing with a counterparty;
Who Provides / Uses Credit Ratings?
There are three main ratings agencies, all of which are used in the Authority’s treasury strategy.
• Fitch
• Moody’s Investor Services
• Standard & Poors
The ratings supplied by these agencies are used by a broad range of institutions to help with
investment decisions, these include:
Local Authorities;
Other non-financial institutional investors;
Financial institutions;
Regulators;
Central Banks;

–
–
–
–
–
Rating Criteria

There are many different types of rating supplied by the agencies. The key ones used by the
Authority are ratings to indicate the likelihood of getting money back on terms invested. These
can be split into two main categories:
–

‘Short Term’ ratings for time horizons of12 month and less. These are the most
important for local authorities.

–

‘Long Term’ ratings for time horizons of over 12 months. These are less
important in the current climate.

In addition, the agencies issue sovereign, individual and support ratings which will also feed into
our investment strategy.
Rating Scales (Fitch, Moody’s and Standard & Poors)
The table below shows how some of the higher graded short and long term ratings compare
across the agencies, the top line represents the highest grade possible. We liaise with our
treasury consultant’s Butlers, who provide information relating to the appropriate gradings for
our investment strategy.
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