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Corporate Rating Criteria Redesign 

S&P has decided to change its corporate rating criteria and to redesign them. It should be considered 

in light of the EU Commission intention to revise credit rating agencies regulation. This radical rethink 

was likely driven by critics rating agencies faced since 2008. We can only applaud all the work done to 

improving the information delivered to investors and on bolstering their own credibility. This S&P new 

approach is certainly more complex but also a more reliable method to assess credit risks of non-

financial institutions. 

 

 Looking for someone to blame 

The rating agencies have come under heavy criticism (wrongly, for sure), during the financial crisis. 

Everyone is looking for someone, or several people, to blame. Some people see the ratings agencies as 

bearing the main responsibility for the financial ills that beset us.  The regulators and other supervisors 

have decided, amongst other measures, to reconsider how best to supervise and regulate the rating 

agencies. The European Commission has issued a number of proposals for the better supervision of 

finance as a whole, and rating agencies in particular. 

The EU is planning to redefine supervision directly by means of new directives and proposed regulations 

that are more specific, as seen recently in the proposals for the reform of money market fund 

regulations.    

The European commission wants not only to lay down how the rating agencies should work, reduce 

their dependency or excessive (in their view) use of rating agencies, but also to increase competition 

between the rating agencies to restrict the "Big Three’s" oligopoly. This is an ambitious project, but one 

not without value, driven by political considerations and the wish to show that over five years after the 

Lehman Brothers disaster the European Commissioner, Michel Barnier, plans to regulate them more 

strictly.  Politicians have the duty and the need to be able to impose penalties for, and insofar as 

possible to avert, any possible systemic risk. We may well think it sad that has taken over five years to 

legislate. Surely the pressure of public opinion is on the wane? Have they done their job? Plenty of 

people think not. The problems, however, arose from a total and blind dependence on and belief in just 

the opinions issued by specialists. These ratings were often taken as gospel and as unquestioned dogma, 

which they never claimed to be. 

 A radical rethink 

When we come under severe criticism, often out of all proportion, it can be helpful and positive to carry 

out a root-and-branch review and rethink our own basic assumptions and working methods. A code of 

conduct has been developed under the impetus and on the initiative of corporate treasurers, which has 

largely been adopted by IOSCO. The fact remains that demonstrating greater transparency can only ever 

be helpful and can never be bad. Having come under fire, the rating agencies were able to respond and 

disarm criticism while at the same time demonstrating that they were also working to make the planet's 



2 
 

financial system more robust and credible. We can only applaud all the work done on improving the 

information delivered to investors and on bolstering their own credibility. Furthermore, you sometimes 

have to change things to demonstrate that you have tried to prevent any further systemic risk and any 

misinterpretation.  

Talking strategically, anticipating regulations by taking action before they impose requirements on you, 

trying to be squeaky clean or putting your own house in order is no bad idea, as the old adage would 

suggest. Being proactive and not waiting for a European Commissioner to make you adhere to a new 

operating charter is, in my view, a clever response given a certain inertia on the part of the regulators. 

Reviewing your principles and working methods is a positive and healthy sign that is only to be 

encouraged. 

 

 New design of credit rating criteria for non-financial companies  

Non-financial companies (corporates) and their treasurers think that in general it is unfortunate that 

some measures intended to prevent systemic risk, for which the banks are to blame, will be applied to 

them. Nobody can dispute the need for better regulation, particularly the need for checks and penalties 

on any misdeeds perpetrated by financial institutions that could put the whole system at risk. 

What treasurers are criticising, through EACT in their lobbying activities, is the tendency to cast the net 

too wide and to have the measures catch even those who were not responsible for the crisis. 

EACT has always advocated appropriate measures, and recommended that consideration be given to 

making exceptions where necessary (for example the collateral exemption under EMIR).  We may 

applaud the initiative by S&P (Standard & Poor’s) to review its criteria for rating non-financial 

companies. Would it not, however, have been better to review the criteria for rating banks instead? 

 

 S&P's plans for reviewing the criteria for company credit ratings 

 

This rating agency is pursuing various objectives and has put out its new approach to companies for 

their comment. S&P wanted to provide a framework that is more consistent overall: provide (yet) more 

transparency and information on all ratings; improve comparability, to make it easier to compare 

between industries and geographical areas when deciding on a rating, and providing ratings that are 

more forward-looking. 

 

S&P prides itself on issuing a one-year Gini ratio1 that is higher than it had been formerly. This is the 

mark of its ability to differentiate between the various risks, even though there were more defaults in 

                                                           
1
 Gini coefficient/ratio is a statistical dispersion intended to represent the risk, distribution of group of companies. It is defined mathematically 

based on the Lorenz curve. 
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2012 than in 2011. However, in spite of these risks, the rating quality of which can give us some comfort, 

they want to improve and refine the rating system by modifying the methods they use. 

 

 The concept put forward by Standard & Poors (S&P) 

The idea put forward by S&P consists of redefining and redesigning the criteria built on the two 

cornerstones, the foundation of their S&P assessment: business risk and financial risk, to give clearer 

presentation, with more specific details (such as liquidity, management and governance), to provide 

comparatives, financial policy and improvements to the assessment process to make judgement and 

evaluation easier.  
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S&P wanted to launch the CICRA ("Corporate Industry and Country Risk Assessment") concept, placing 

the emphasis on capital structure, financial leverage and forecasting (cash flow forecasts).   

Apparently, S&P wished to sell these major changes in methodology to provide greater transparency, 

without recalibrating the outlook by business sector. However, they also claim that these "positive" 

changes are likely have only a slight impact on existing ratings (adjustment of +/- 10% for the 4,500 

companies rated).  The majority of changes will be only "one notch" and fairly evenly balanced between 

upgrades and downgrades.  It looks as if these changes and methodology are not having and will not 

have any significant impact on the non-financial companies rated. 

Companies were supposed to make their comments before 16 September 2013 (the day after the 

anniversary of the collapse of Lehman Brothers.  What a laugh!) 

 

 

 Key Credit Factors (KCF)  

S&P plans to make sector criteria more specialist and individual. KCF criteria will make it possible to 

refine the overall "all sectors without distinction" assessment by bringing in nuances specific to each 

type of business. It is of course easy to see why the aeronautical industry should not be assessed 100% 

in the same way as a service industry or shipbuilding (except for very specific exceptions such as trading 

in raw materials or hiring vehicles). S&P wants to use greater segmentation by sector to highlight the 

differences. 
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 Are they trying to achieve too much? 

In spite of their educational efforts, the designers of this approach have set out a much more complex 

methodology, even though it may be more refined and more powerful. Will its users understand it? We 

hope so, after the transition period needed to get used to it.  

The comparative is no longer limited to one single overall rating. We will be able to see whether or not 

we are better than our peers and perhaps work on our weaknesses.  

We may also hope that the other agencies will not come up with their own approach which might be 

completely different. 

Who says that to the treasurer's job is going to become any simpler? We may reasonably think that the 

proposed change in method will be a good thing, although it will take time for it to be tested and 

become accepted. 

Nevertheless, we can only applaud the effort and willingness to open up a dialogue, and the 

commitment to transparency.  

More refined and accurate ratings will be of some value to companies issuing debt and to investors. 

Another step towards a new post-crisis financial model? Maybe… 

 

F. Masquelier 

Chairman ATEL 

 


