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A New Approach to Short-Term Ratings

Fitch Ratings published new criteria for short- term ratings
in 2019 providing more differentiated views of short-term
creditworthiness. It ensures the short-term rating scale
offers greater value to investors.

A recurring market question over many years has been
whether the traditional correspondence table approach
used by all rating agencies for investment-grade short-
term ratings allowed adequate distinction for better
short-term profiles from the baseline expected at each
long-term rating level. The traditional correspondence
table approach inevitably resulted in an inflexible linkage
between long-term and short-term ratings, especially for
our corporate ratings.

Fitch Ratings’ short-term rating criteria revision concluded
a major review of the function and utility of Fitch’s short-
term rating scale that began in August 2018, and a broad-

Previous Scale

AAA

AA+

Investment Grade

based market dialogue, which has helped shape our
approach to a short-term scale for today’s capital markets.

Most investors advocated more granular information on an
issuer’s short-term risk profile and felt that the mechanical
mapping approach from all agencies added only limited
incremental analytical value beyond the senior long-term
ratings.

Taking short-term investors’ feedback into account, Fitch
amended its correspondence table between Long- and
Short-Term Issuer Default Ratings (IDRs) to provide a more
differentiated analytical view of short-term risk between
issuers. The criteria introduced two new cusp points at
‘A" and '‘BBB+, in addition to the existing three cusp points
(A+,A- and ‘BBB’), where one of two short-term ratings can
be assigned based on the liquidity profile of the rated entity.
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In addition to the new cusp points, Fitch defined sector-
specific factors that determine which of the two short-term
ratings is assigned for issuers at the cusp points.

For Financial Institutions, funding and liquidity factors
are the key drivers. They include structural balance sheet
features, such as loans-to-customer deposit ratios, and
shorter term liquidity or LCR.

For Corporates, financial flexibility factors are primary
determinants, subject to constraints of leverage and
location. These factors are similar across sectors, including
financial discipline, liquidity, FFO fixed charge cover, FX
exposure, as well as other quantitative measures specific
to each sector.

Learn more about this approach at:
https://www.fitchratings.com/topics/short-term-credit

CORPORATES FINANCIAL INSTITUTIONS
PRIMARY SUBJECT TO SUBJECT TO PRIMARY
DETERMINANT LEVERAGE LOCATION DETERMINANT

Transparency for Investors

Fitch’s Ratings Navigator is a visual summary of the key
quantitative factors driving each entity’s credit rating and
embodies our commitment to providing other measures of
transparency to investors and issuers. Employed as a key
part of Fitch Ratings’ own internal rating process, Ratings
Navigator is aligned with the agency’s published Rating
Criteria, and articulates how a rating is constructed.

It notably clearly highlights Fitch’s view on factors that
are primary determinants to short-term ratings, namely
financial flexibility for corporates and funding and liquidity
for financial institutions.

Short-Term Markets Deserve a Fresh Approach

Eachreport:

* Shows the relative importance of each factor in
determining the final ratings and gauges potential
rating sensitivities.

* Presentsthe fundamental trends or outlooks underlying
each component of a credit rating, including operating
environment, management, company profile, and
financial profile in an accessible format.

* Assesses each rating factor using the traditional ‘AAA’
scale as well as sector-specific rating scales.

Corporate Navigator — Highlighting ‘Financial Flexibility’ Factor
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Short-Term Markets Deserve a Fresh Approach

Why Global Markets Include Fitch

Globaldebtmarketsandbestpracticesforriskmanagement
and investment guidelines take into account all of the
“big three” global rating agencies (Fitch Ratings, S&P and
Moody’s) to achieve a threefold objective:

* This allows market participants to reflect the reality of
the modern market and investors to access their whole
investable universe.

* It protects against excessive reliance on a single
agency and ensures multiple views on issuer
creditworthiness, especially in instances where there
may be differing opinions around cross-over points.

* |t protects investors and risk managers against the risk
of ratings volatility from a single outlying agency,
which can lead to undue forced-selling in some
situations.

Fitch Inclusion in Fixed Income Indices

Index Examples of Relevant Indices
ECB * Short-Term European Papers (STEP)
Euroclear ® Euro Commercial Paper (ECP) Index

® Global Aggregate Index

For all these reasons — access to investable universe,
multiple credit views, and mitigation of rating volatility
risk — you may want to check your investment guidelines,
documentations, credit workflow and treasury policy
reflect best practices and include Fitch.

Major short-term and investment-grade bond indices
eligibility rulesillustrate the large adoption by debt markets
of these practices. Indices require assets to be “rated
investment grade using the middle rating of Fitch Ratings,
S&P and Moody’s”. This essentially means at least two of
the three credit rating agencies need to rate a bond as
investment grade to qualify it for investment grade indices.
Similarly, the vast majority of bond mutual funds in Europe
and in the U.S. are inclusive of all three major agencies in

their credit risk guidelines.

Interpretation of Rules for Inclusion

® Lower of Fitch, S&P, Moody’s short-term ratings

® F1,A-1 or P-1 by Fitch, S&P, Moody’s

® General: Middle rating of Fitch, S&P, Moody’s

Likewise, major institutions include Fitch’s ratings in their
risk processes. Examples include

* The European Central Bank, the Federal Reserve and the
Bank of England for their asset purchase programmes

* Norges Bank Investment Management, the largest
sovereign wealth fund, for its fixed income portfolio and
unsecured counterparty exposures

* Calpers Liquidity Programme Policy, for credit risk control

* Mayorof London treasury management strategy; Greater
London Authority Group Investment Syndicate (GIS)
investment strategy

In the short-term markets, investors and risk managers are
typically highly risk averse and define risk limits using short-
term ratings from Fitch Ratings, S&P and Moody’s. The most

conservative short-term investors require credit ratings of
A-1/P-1/F1, or Tier 1, according to JP Morgan Investment
Peer View.

“All investments will be rated a minimum of A-2, P-2
or F2 by Standard & Poor’s, Moody'’s or Fitch Ratings
credit rating agencies, with no more than 20 per cent
of the portfolio invested in counterparties with a
credit rating of less than any of A-1, P-1 or F1”

TransportforLondontreasury management strategy

“Money market funds must be rated AAAmmf by
Fitch, or equivalent by S&P or Moody's.”

Treasury management strategy from a major UK
public authority

Bloomberg ¢ Corporate Indices ® 2 Ratings: Defaults to Lower
® 3 Ratings: 2 of 3 in category
® General: Median ratings from three major agencies
Credit Suisse ¢ Credit Suisse Index ® 2 Ratings: Defaults to lower
® 3 Ratings: 2 of 3 in category
IHS Markit ® iBoxx EUR, GBP and USD Indices ® General: Average of Fitch, S&P, Moody’s
® General: Median of Fitch, S&P, Moody’s
IHS Markit ® CDXIndices ® 2 Ratings: Defaults to lower
® 3 Ratings: 2 of 3 in category
® 2 Ratings: Defaults to Lower
FTSE Russell ® FTSE Canada Bond Indices ® 3 Ratings: Middle of Fitch, S&P, Moody’s, DBRS
® 4 Ratings: Middle of the 3 lowest ratings
JPMorgan ® Global Aggregate Bond and HY Indices ® General: Average of Fitch, S&P, Moody’s
4 fitchratings.com fitchratings.com
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The Reality of Rating Agency Coverage Has Changed

The recent decade saw major changes in rating coverage restrict the investable universe in a self-serving way and
by the three major agencies: require that all underlying holdings in the portfolio are
rated by them, otherwise punitive notching is applied.
* Fitch now rates 2,448 banks and 1,460 corporates. In By contrast, Fitch-rated funds are not constrained to
the last three years, Fitch has rated 82% of global banks only invest in Fitch-rated assets. Fitch’s coverage of
and 77 % of corporates, based on issuance. ultra-short bond funds and LGIPs continues to rise, with
recent new coverage of Amundi Funds Cash USD, Aviva
Sterling Liquidity Plus Fund, Insight ILF EUR Liquidity
Plus Fund, Florida Local Government Investment Trust
and Colorado Core.

e Fitch’s Structured Finance coverage was #1 in the U.S.
with $359 billion rated in 2018 and #2 globally with
$533.5 billion rated in 2018.

* Since 2009, Fitch Ratings substantially increased its
rating coverage of prime money market funds. There  There is now a wide variation of coverage between the
are currently 105 U.S. and European MMFs rated by  agencies in the various segments of the fixed-income
Fitch totalling $1.4 trillion in assets under management market. Banks and corporates increasingly carry ratings
(AUM). Of these funds, over half are rated by Fitch only ~ from two of the three global rating agencies, in particular
or Fitch plus one other major credit rating agency. Fitch plus only one other major agency (Fitch +1.) In the
 More recently, ultra-short bond funds and U.S. local  last ten years, over $4.9 trillion of debt (Corporate, Bank
government investment pools (LGIPs) are increasingly ~ and Structured) is rated by Fitch+1 and this number will
rated by Fitch, in many cases replacing one of the other continue to grow.
rating agencies. This trend has been primarily driven by
the other agencies’ rating criteria, which unnecessarily

Short-Term Markets Deserve a Fresh Approach

$4.9 Trillion of Assets Rated by Fitch Plus One Other Major Rating Agency
(Fitch+1) Since 2010

Global Structured Finance Cumulative Issuance Rated by Fitch+1

Cumulative from 2010
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Investment Flexibility Matters

Investment guidelines and risk management practices
that do include Fitch’s ratings offer more flexibility and
opportunities, which is particularly important at times
of supply-constrained markets across asset classes and
instruments (commercial papers, deposits, swaps, repo
collateral, etc). As the graph below shows, an investor
who only considers the lowest of S&P and Moody’s ratings
with an ‘A’ threshold would miss the opportunity to invest

in 12% of the top 50 global bank issuance. Likewise, the
composite rating based on the lowest of S&P and Moody’s
is one or two notches lower than the median of all three
agencies for 17% of the top 100 U.S. corporates.

It is important for investors to have access to the full
universe of investable assets, particularly in today’s supply-
constrained market and at times of rating migration below
thresholds of ‘A’ or ‘BBB-',.

Investment Flexibility Matters with Decreased Eligible Supply

Top 50 Banks

Derived Ratings Based on
Lowest of S&P, Moody’s

of Fitch, S&P, Moody’s

As of May 2020
Source: Fitch Ratings

Derived Ratings Based on Median

B A or Higher B A- or Lower

Top 100 U.S. Corporates

Rating Notch Differences
Lower (S&P, Moody’s) vs Median (Fitch, S&P, Moody’s)

® 1-Notch Difference

B Same Rating
B 2-Notch Difference

Name

Aetna

Amazon.com

American Express Credit Corp
At&T Inc

Bank Of Ireland

Bbva

British Telecommunications
Carlsberg Breweries
Caterpillar

Daimler Ag

De Volksbank Nv

Diageo Plc

Engie

Eni

Kellog

Florida Power & Light Co
Hubbell

Nykredit Bank
Parker-Hannifin
Prudential Financial
Raytheon

Rockwell Automation
Rwe Ag

Stanley Black & Decker
Target

Unitedhealth Group
Volkswagen Ag

Wisconsin Electric Power Co

Flexible CP Market Offers More Opportunities
(Sample of Split Ratings for Euro and U.S. CP Programs,, as at Feb 2020)

Industry

Healthcare Services
Retailing

Diversified Financial Serv.
Telecommunications

Banks

Banks
Telecommunications

Food & Beverage

Machinery Constr. & Mining
Automobiles Manufacturing
Banks

Food & Beverage

Utilities

Oil & Gas

Food & Beverage

Electric

Electric Compo. & Equip.
Bank

Machinery

Insurance

Aerospace & Defense
Machinery

Utilities

Building Materials & Construction
Retailing

Healthcare Services
Automobiles Manufacturing

Electric

Fitch

F1
F1+
F1
F1
F2
F1
F3
F1
F1
F1
F1
F1
F1
F1
F3
F1
F2
F1
F2
F1
F2
F1
F2
F2
F1
F1
F1
F1

Short-Term Markets Deserve a Fresh Approach

A-1
A-2
A-2
A-2
A-1
A-2
A-2
A-2
A-2
A-1
A-1
A-1
A-1
A-1

A-1
A-1
A-1
A-2
A-2
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Mitigate Your Exposure to Outliers Fitch’s Ratings Are Time-Tested

Market participants rely on ratings from the three major Not Including Fitch Increases Rating Guidelines are part of an investor’s infrastructure, so it is important that they are based on reliable and time-tested
credit agencies to reduce their exposure to rating volatility - indicators. Fitch’s ratings offer a long track record and robust stability, on par with other agencies, as evidenced by the
that may resultin potential undue forced-selling, especially Volatil |ty long-term transition and default data (see tables below).
around cross-over points. Only using the “lowest of two”
credit ratings to evaluate investment eligibility and credit ~ Rating Trajectories on Hypothetical Issuer Fitch Global Corporates Average Annual Transition Matrix: 1990-2018
risk creates excessive reliance on the credit view of a single
credit rating agency. A Rating ™ RatingAgency 1 ===Rating Agency 2 ==—Rating Agency 3 % to AAA to AA toA to BBB to BB to B+ and To unrated
’ below
. . N
The _hypothetlcal e_xample below shows how using the + ﬁ From AAA 535 0.24 ) i 012 6.20
median of three ratings versus the lowest of two reduces A =] |_
the reliance to an outlying credit rating. A- << I From AA 8.85 0.35 0.02 0.07 4.85
BBB+
This is why major bond indexes decided to include Fitch - | | From A 001 1.60 0.39 014 419
almost 15 years ago: - From BBB 0.01 0.12 2.89 3.35 0.60 5.63
12 3 4 5 6 7 8 9 10 11 12 13
“The addition of Fitch afforded a more consensus NREER ’ L 2l 714 sl —a
ini H ] H _ H Source: Fitch Ratings
op!nlon, " E.a(.jdltlon topromoting Ionger termindex Source: Fitch’s Global Corporate Finance 2018 Transition and Default Study, November 2019
rating stability. The advantage of this method, as
opposed to a most conservative rule, is that at least ~ Derived Composite Ratings Moody’s Global Corporates Average Annual Transition Matrix: 1970-2018
two agencies need to agree on a rating to promptan
indexratingchange.Theoriginalmethod[...]Jproved |~ =---- Lowest of 2 Ratings % to Aaa to Aa toA toBaa toBa toB1and To unrated
. . . . == = |\ledian of 3 Ratings
sub-optimal in cases of split-rated issues; [...] the i below
desire to mitigate further re!ignce ona single.outli'er s From Aaa 788 0.58 007 0.02 0.00 368
agency prompted the addition of Fitch ratings in P
2005 and the transition to the use of the middle of | e From Aa 0.80 8.52 0.42 0.06 0.07 4.90
three ratings.” — S . : From A 0.05 2.47 5.25 0.48 0.19 4.69
- Bloomberg Barclays Index Methodology BB S From Baa 0.03 0.14 407 3.70 1.00 5.18
BBB_1 2 3 4 5 6 7 8 9 10 11 12 13 From Ba 0.01 0.04 0.41 6.19 8.71 8.14
Source: Fitch Ratings Source: Moody’s Annual Default Study: Defauts will rise moderately in 2019 amid higher volatility. February 2019
S&P Global Corporates Average Annual Transition Matrix: 1981-2018
% to AAA to AA toA to BBB to BB to B+and To unrated
below
From AAA 9.12 0.53 0.05 0.08 0.08 3.15
From AA 0.50 7.85 0.49 0.05 0.10 3.94
From A 0.03 1.69 5.16 0.29 0.20 4.48
From BBB 0.01 0.09 3.42 3.62 0.74 6.10

From BB 001 003 0.11 483 7.85 9.67

Source: S&P’s 2018 Annual Global Corporate Default Study and Rating Transitions, April 2019

10 fitchratings.com fitchratings.com 11
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In Summary

Global debt markets and best practices for risk management and investment
guidelines take into account all of the “big three” global rating agencies (Fitch
Ratings, S&P and Moody’s) to access their whole investable universe, to ensure
multiple credit views are used and to mitigate the risk of ratings volatility from
a single outlying agency and related undue forced-selling.

Investment and risk management best practices call for a senior-level review of
investment policies generally on an annual basis. Investment flexibility calls for
using ratings that have a long track record of good performance and ones you
can trust.

Guidelines should notimpede flexibility and should not expose clients to ratings
volatility or undue forced selling. Market changes, including changing rating
agency coverage, make these thoughtful, strategic reviews imperative.

As we enter volatile times, investors need to adopt guidelines that reflect the
new market reality. When performing these reviews and making changes, it
is critical to understand that the world has changed and you need to position
yourself in the best possible way. This includes how you use credit ratings for
addressing credit and counterparty risk. It is in investors’ best interest.
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ALL FITCH CREDIT RATINGS ARE SUBJECT TO CERTAIN LIMITATIONS AND DISCLAIMERS. PLEASE READ THESE LIMITATIONS AND DISCLAIMERS BY FOLLOWING THIS LINK: HTTPS://WWW.
FITCHRATINGS.COM/SITE/DEFINITIONS. IN ADDITION, RATING DEFINITIONS AND THE TERMS OF USE OF SUCH RATINGS ARE AVAILABLE ON THE AGENCY’S PUBLIC WEB SITE AT WWW.
FITCHRATINGS.COM. PUBLISHED RATINGS, CRITERIA, AND METHODOLOGIES ARE AVAILABLE FROM THIS SITE AT ALL TIMES. FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF
INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY
HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED
IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE. Copyright © 2019 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its
subsidiaries. 33 Whitehall Street, NY, NY 10004. Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by
permission. All rights reserved. In issuing and maintaining its ratings and in making other reports (including forecast information), Fitch relies on factual information it receives from issuers
and underwriters and from other sources Fitch believes to be credible. Fitch conducts a reasonable investigation of the factual information relied upon by it in accordance with its ratings
methodology, and obtains reasonable verification of that information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The
manner of Fitch’s factual investigation and the scope of the third-party verification it obtains will vary depending on the nature of the rated security and its issuer, the requirements and practices
in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature of relevant public information, access to the management of the issuer
and its advisers, the availability of pre-existing third-party verifications such as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions
and other reports provided by third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular jurisdiction of
the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand that neither an enhanced factual investigation nor any third-party verification can ensure that all
of the information Fitch relies on in connection with a rating or a report will be accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information
they provide to Fitch and to the market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent auditors with
respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and other information are inherently forward-looking and embody
assumptions and predictions about future events that by their nature cannot be verified as facts. As a result, despite any verification of current facts, ratings and forecasts can be affected by
future events or conditions that were not anticipated at the time a rating or forecast was issued or affirmed. The information in this report is provided “as is” without any representation or
warranty of any kind, and Fitch does not represent or warrant that the report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as
to the creditworthiness of a security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and updating. Therefore,
ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a rating or a report. The rating does not address the risk of loss due
to risks other than credit risk, unless such risk is specifically mentioned. Fitch is not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in
a Fitch report were involved in, but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating is neither a
prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection with the sale of the securities. Ratings may be changed
or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security.
Ratings do not comment on the adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect to any
security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally vary from US$1,000 to US$750,000 (or the applicable
currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single
annual fee. Such fees are expected to vary from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall
not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securities laws, the Financial Services and Markets
Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative efficiency of electronic publishing and distribution, Fitch research may be available
to electronic subscribers up to three days earlier than to print subscribers.For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services
license (AFS license no. 337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be used by persons who
are retail clients within the meaning of the Corporations Act 2001. DC-177
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