
 
        January 26, 2022 
  
Ronald O. Mueller 
Gibson, Dunn & Crutcher LLP 
 
Re: Moody’s Corporation (the “Company”) 

Incoming letter dated January 25, 2022 
 

Dear Mr. Mueller: 
 

This letter is in regard to your correspondence concerning the shareholder 
proposal (the “Proposal”) submitted to the Company by James McRitchie (the 
“Proponent”) for inclusion in the Company’s proxy materials for its upcoming annual 
meeting of security holders.  Your letter indicates that the Proponent has withdrawn the 
Proposal and that the Company therefore withdraws its December 23, 2021 request for a 
no-action letter from the Division.  Because the matter is now moot, we will have no 
further comment.  
 

Copies of all of the correspondence related to this matter will be made available 
on our website at https://www.sec.gov/corpfin/2021-2022-shareholder-proposals-no-
action.  
 
        Sincerely, 
 
        Rule 14a-8 Review Team 
 
 
cc:  Nick Haines 
 SumOfUs 
 



GIBSON DUNN 

December 23, 2021 

E-MA1L 

Office of Chief Counsel 
Division of Corporation Finance 
Securities and Exchange Commission 
100 F Street, NE 
Washington, DC 20549 

Re: Moody 's Cotporation 
Shareholder Prcposal cf James McRitchie 
Securities Exchange Act cf 1934 ("Exchange Act')—Rule 14a-8 

Ladies and Gentlemen: 

Gibson, Dunn & Crutcher LLP 

1050 Connecticut Avenue, N.W. 

Washington, DC 20036-5306 

Tel 202.955.8500 

www.gibsondunn.com 

Ronald 0. Mueller 

Direct: +1 202.955.8671 

Fax +1 202.530.9569 

RMueller@gibsondunn.com 

This letter is to inform you that our client, Moody's Corporation (the "Company"), intends to 
omit from its proxy statement and form of proxy for its 2022 Annual Meeting of 
Shareholders (collectively, the "2022 Proxy Materials") a shareholder proposal (the 
"Proposal") with statements in support thereof (the "Supporting Statements") received from 
James McRitchie (the "Proponent"). 

Pursuant to Rule 14a-8(j), we have: 

• filed this letter with the Securities and Exchange Commission (the "Commission") no 
later than eighty (80) calendar days before the Company intends to file its definitive 2022 
Proxy Materials with the Commission; and 

• concurrently sent copies of this correspondence to the Proponent. 

Rule 14a-8(k) and Staff Legal Bulletin No. 14D (Nov. 7, 2008) ("SLB 14D") provide that 
shareholder proponents are required to send companies a copy of any correspondence that 
the proponents elect to submit to the Commission or the staff of the Division of Corporation 
Finance (the "Staff'). Accordingly, we are taking this opportunity to inform the Proponent 
that if the Proponent elects to submit additional correspondence to the Commission or the 
Staff with respect to this Proposal, a copy of that correspondence should be furnished 
concurrently to the undersigned on behalf of the Company pursuant to Rule 14a-8(k) and 
SLB 14D. 

THE PROPOSAL 

The Proposal states: 

Beijing • Brussels • Century City • Dallas • Denver • Dubai • Frankfurt • Hong Kong • Houston • London • Los Angeles • Munich 

New York • Orange County • Palo Alto • Paris • San Francisco • Sao Paulo • Singapore • Washington. D.C. 
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RESOLVED: Shareholders of Moody's Corporation ("Moody's") ask the 
Board of Directors to oversee the preparation of a report, at reasonable cost 
and omitting confidential and proprietary information, analyzing the 
feasibility of increasing the period of assessment to greater than five years 
when considering exposure to physical and transition risks associated with 
climate change for Moody's Investors Service (MIS) issuer credit ratings. 

The Supporting Statements favorably references a number of additional considerations for 
credit ratings, such as the use of scenario analyses and the use of data from various other 
Company businesses. A copy of the Proposal, as well as related correspondence with the 
Proponent, is attached to this letter as Exhibit A. 

OVERVIEW 

Moody's Corporation is intently focused on climate change and other environmental, social, 
and governance ("ESG") issues. Even a cursory review of the Company's website 
demonstrates that the Company recognizes the significance of ESG considerations and 

integrates them into its product and service offerings. 1 With respect to its own operations, 
Moody's recently received an "A" score from CDP for the second consecutive year, 
recognizing the Company as one of a small number of high-performing companies that are 
leading to cut emissions, mitigate climate risks and develop the low-carbon economy. In 
2021, Moody's accelerated its commitment to achieve net-zero emissions by 2040, bringing 
its original target forward by ten years, and advanced its validated, interim net-zero science-

based targets. Progress on these targets can be viewed in Moody's TCFD Report2 and 

Stakeholder Sustainability Report.3 

The Proposal asks the Company's Board to oversee the preparation of a report analyzing the 
feasibility of applying a greater than five year period of assessment when considering climate 
change risks in the context of credit methodologies for issuer credit ratings. As discussed 
below, the Proposal is based on a faulty premise because the Company's credit rating 
business, Moody's Investors Service ("MIS"), currently does not impose a five year limit on 

1 

2 

3 

See Moody's ESG Solutions, at https://esg.moodys.io/. 

Available at https://moodys2021rd.q4web.comfiles/doc downloads/esg/TCFD-Report-2020.pcf. 

Available at 
htips://www.moodys.com/sites/products/ProductAttachments/Sustainability/2020%20Stakeholder%20Susta 
inability%20Rcport.p6f 
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the "period of assessment" when evaluating climate change risks for issuer credit ratings.4 
Thus, as set forth in a report attached to this letter, which was overseen and reviewed by the 
Company's Board (the "Climate Assessment Report"), it is feasible for MIS to provide for a 
period of assessment of greater than five years when considering exposure to physical and 
transition risks associated with climate change for MIS's issuer credit ratings, and in fact 
MIS already does so to the extent believed appropriate. The Climate Assessment Report 
substantially implements the Proposal, and the Proposal is properly excludable from the 2022 
Proxy Materials for that reason. 

Importantly, there are additional considerations supporting exclusion of the Proposal from 
the 2022 Proxy Materials. Specifically, the Proposal is an attempt to influence how various 
considerations are taken into account in developing credit ratings, which is antithetical to 
preserving the elements of independence and objectivity that are key aspects of MIS's credit 
ratings methodologies, and thus the Proposal impermissibly seeks to implicate shareholders 
in the management of the Company's ordinary business. Moreover, adjusting MIS's credit 
ratings methodology based on the voting results of a shareholder proposal would be 
inconsistent with the extensive regulatory regime established by Congress and the 
Commission to preserve the independence and objectivity of the credit ratings process, and 
thus would violate Exchange Act Section 15E(q)(2)(F). 

BASES FOR EXCLUSION 

We hereby respectfully request that the Staff concur in our view that the Proposal may be 
excluded from the 2022 Proxy Materials pursuant to: 

• Rule 14a-8(i)(10), because the Company has substantially implemented the Proposal; 

• Rule 14a-8(i)(3) because the Proposal is false and misleading in violation of Rule 
14a-9; 

• Rule 14a-8(i)(7) because the Proposal deals with matters relating to the Company's 
ordinary business operations; and 

• Rule 14a-8(i)(2) because the underlying objective of the Proposal, seeking to have 
shareholders influence the factors considered in assessing credit ratings, would violate 
the Exchange Act. 

4 In this respect, the claim in the Supporting Statement that "It's now 2021, and Moody's is still not 
addressing long term trends and risk trajectories in issuer ratings," is completely inaccurate (even the year 
reference would be inaccurate if the Proposal were to appear in the 2022 Proxy Materials). 
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ANALYSIS 

I. The Proposal May Be Excluded Under Rule 14a-8(i)(10) Because The Company 
Has Substantially Implemented The Proposal 

The Company has substantially implemented the Proposal because the Board took the action 
called for by the Proposal. Specifically, after receiving the Proposal and reviewing it with 
the Board, the Company prepared the Climate Assessment Report, a copy of which is 
attached hereto as Exhibit B, under the Board's oversight. The Climate Assessment Report, 
as requested by the Proposal, analyzes the feasibility of increasing the period of assessment 
to greater than five years when considering exposure to physical and transition risks 
associated with climate change for Moody's Investors Service issuer credit ratings. The 
Governance and Nominating Committee of the Board and the Board reviewed the Climate 
Assessment Report at their meetings on December 13 and 14, 2021, respectively. 

In the "Executive Summary" section of the Climate Assessment Report, the Company 
explains how the Proposal is based on "fundamental misconceptions" about how MIS 
assesses ESG risks in assigning credit ratings. Specifically, contrary to statements in the 
Proposal and Supporting Statements, "MIS does not artificially limit the 'period of 
assessment' to less than five years" and its ESG Methodology (as defined in the Climate 

Assessment Report) includes scenario analyses where appropriate.5 In the "Time Horizon" 
section, the Climate Assessment Report further explains how, in assigning ratings, MIS has 
the ability to assess climate risks "without applying any artificial time limitation to those 

assessments."6 In addition, the Company notes that the ESG sector is still developing and 
data is evolving, and MIS is constantly reassessing its methodologies, including the ESG 
Methodology, with a focus on allowing MIS to "make[] the best analytical use of the best 
data it can obtain, whatever the source." The Climate Assessment Report notes that the ESG 
Methodology, in particular, has been updated four times since its initial release in January 
2019, as MIS continues to consider ways to improve on the methodology, including with 
respect to assessment of long-term risks. The Climate Assessment Report concludes that the 

5 

6 
The ESG Methodology is set forth as Exhibit C hereto. 

The Climate Assessment Report also states that MIS engages in other practices that the Supporting 
Statements endorse, such as the use of scenario analyses and the use of data from various other Company 
businesses. For example, the Climate Assessment Report provides an example illustrating that MIS 
analysts can and do use scenario analyses where it is analytically warranted, while noting that MIS does not 

believe it should "impose a one-size-fits-all approach and require particular scenario analyses for all rating 
assignments." In the "Data Usage and Methodology Reassessment" section, the Climate Assessment 
Report acknowledges that MIS fully agrees that it should take advantage of the Company's "industry-
leading capability" in employing ESG data to assess long-term risk and that MIS is committed to do 
exactly that. 
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Company "believes that MIS's ESG Methodology is analytically sound and that no change to 
MIS's approach to assessing long-term risks relating to climate change is currently 
warranted." 

Rule 14a-8(i)(10) permits a company to exclude a shareholder proposal from its proxy 
materials "[i]f the company has already substantially implemented the proposal." The 
Commission stated in 1976 that the predecessor to Rule 14a-8(i)(10) was "designed to avoid 
the possibility of shareholders having to consider matters which already have been favorably 
acted upon by the management." Exchange Act Release No. 12598 (July 7, 1976). Under 
this standard, when a company can demonstrate that it has already taken actions to address 
the essential objective of a shareholder proposal, the Staff has concurred that the proposal 
has been "substantially implemented" and may be excluded as moot. The Staff has noted 
that "a determination that the [c]ompany has substantially implemented the proposal depends 
upon whether [the company's] particular policies, practices and procedures compare 
favorably with the guidelines of the proposal." Walgreen Co. (avail. Sept. 26, 2013); 
Texaco, Inc. (avail. Mar. 6, 1991, recon. granted Mar. 28, 1991). At the same time, a 
company need not implement a proposal in exactly the same manner set forth by the 
proponent. See General Motors Coy. (avail. Mar. 4, 1996). For example, the Staff has 
concurred that companies, when substantially implementing a shareholder proposal, can 
address aspects of implementation on which a proposal is silent or which may differ from the 
manner in which the shareholder proponent would implement the proposal. See, e.g., Devon 
Energy Colp. (avail. Apr. 1, 2020); The Dow Chemical Co. (avail. Mar. 18, 2014, recon. 
denied Mar. 25, 2014). 

Moreover, the Staff has consistently concurred with the exclusion of proposals as 
substantially implemented where the proposal requests that the company or its board review 
or assess a certain matter, when the company demonstrates that the requested review or 
assessment has been undertaken. This is true even when the board-level action undertaken 
does not result in the outcome the proponent might have preferred. For example, in 
JPMorgan Chase & Co. (avail. Feb. 5, 2020), the proposal asked that the board of directors 
"review" the Business Roundtable's Statement of the Purpose of a Corporation and provide 
guidance as to how it should alter the company's governance and management systems to 
conform with the Statement of Purpose. In granting no-action relief under Rule 14a-
8(i)(10), the Staff noted the company's representation that a board committee had reviewed 
the Statement and "determined that no additional action or assessment [was] required, as 
the [c]ompany already operate[d] in accordance with the principles set forth in the BRT 
statement with oversight and guidance by the Board of Directors, consistent with the 
Board's fiduciary duties." id. In Amazon.com, Inc. (Sisters cf the Order cf St. Dominic cf 
Grand Rapids et al.) (avail. Mar. 27, 2020), the Staff concurred with the exclusion of a 
shareholder proposal asking that the board's compensation committee "prepare a report 
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assessing the feasibility of integrating sustainability metrics ... into performance measures 
or vesting conditions that may apply to senior executives under the [c]ompany's 
compensation plans or arrangements." The company pointed to disclosure that had been 
provided in the company's compensation discussion and analysis the prior year, explaining 
why the company's leadership development and compensation committee was of the view 
that performance conditions on the company's stock awards, while feasible, were neither 
necessary nor, given the nature of the company's business, appropriate. Because that report 
thus satisfied the essential objective of the proposal by reporting on the compensation 
committee's feasibility assessment on the specified topic, the Staff concurred that the 
proposal had been substantially implemented. Similarly, in The Dow Chemical Co. (avail. 
Mar. 18, 2014, recon. denied Mar. 25, 2014), the Staff concurred with the exclusion of a 
shareholder proposal requesting that the company prepare a report "assessing the short and 
long term financial, reputational and operational impacts" of an environmental incident in 
Bhopal, India. The company argued that statements in a document included on its website 
providing "Q and A" with respect to the Bhopal incident substantially implemented the 
proposal. In concurring with exclusion under Rule 14a-8(i)(10), the Staff noted that "it 
appears that [the company's] public disclosures compare favorably with the guidelines of 
the proposal and that [the company] has, therefore, substantially implemented the 
proposal." See also Target Coil,. (Johnson and Thompson) (avail. Mar. 26, 2013) 
(concurring with the exclusion of a proposal asking the board to study the feasibility of 
adopting a policy prohibiting the use of treasury funds for direct and indirect political 
contributions where the company had addressed the issue in a company report and a 
previous proxy); Mondelez International, Inc. (avail. Mar. 7, 2014) (concurring with the 
exclusion of a shareholder proposal requesting a report on the human rights risks of the 
company's operations and supply chain where the company had achieved the essential 
objective of the shareholder proposal by publicly disclosing its risk management processes); 
Cate! pillar, Inc. (avail. Mar. 11, 2008) (concurring with the company's exclusion of a 
shareholder proposal requesting that the company prepare a global warming report where 
the company had already published a report that contained information relating to its 
environmental initiatives); Wal-Mart Stores, Inc. (avail. Mar. 10, 2008) (same); PG&E 
Coy. (avail. Mar. 6, 2008) (same); The Dow Chemical Co. (avail. Mar. 5, 2008) (same); 
Johnson & Johnson (avail. Feb. 22, 2008) (same). 

Consistent with these precedents, as described above, the Proposal has been substantially 
implemented by the Climate Assessment Report, which was prepared under the Board's 
oversight and responds to the Proposal's essential objective of analyzing the feasibility of 
MIS increasing the period of assessment to greater than five years when considering 
exposure to physical and transition risks associated with climate change for issuer credit 
ratings. Moreover, even though the Proposal does not request that specific detail be 
included in the Climate Assessment Report, the Climate Assessment Report addresses a 
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number of the practices referenced in the Supporting Statements (again, confirming that 
MIS's methodologies already encompass those practices). Accordingly, consistent with the 
precedents discussed above, there is no further action required of the Company to address 
the essential objective of the Proposal. Thus, the Company's actions implementing the 
Proposal present precisely the scenario contemplated by the SEC when it adopted the 
predecessor to Rule 14a-8(i)(10) "to avoid the possibility of shareholders having to consider 
matters which already have been favorably acted upon by the management." Exchange Act 
Release No. 12598 (July 7, 1976). Therefore, the Proposal may be excluded from the 
Company's 2022 Proxy Materials under Rule 14a-8(i)(10). 

II. The Proposal May Be Excluded Under Rule 14a-8(i)(3) Because It Is Materially 
False And Misleading In Violation Of Rule 14a-9. 

Rule 14a-8(i)(3) provides that a company may exclude from its proxy materials a shareholder 
proposal if the proposal or supporting statement is "contrary to any of the Commission's 
proxy rules, including [Rule] 14a-9, which prohibits materially false or misleading 
statements in proxy soliciting materials." Specifically, Rule 14a-9 provides that no 
solicitation shall be made by means of any proxy statement "containing any statement which, 
at the time and in light of the circumstances under which it is made, is false or misleading 
with respect to any material fact, or which omits to state any material fact necessary in order 
to make the statements therein not false or misleading." In Staff Legal Bulletin No. 14B 
(Sept. 15, 2004) ("SLB 14B"), the Staff stated that exclusion under Rule 14a-8(i)(3) may be 
appropriate where "the company demonstrates objectively that a factual statement is 
materially false or misleading." 

The Staff consistently has allowed the exclusion under Rule 14a-8(i)(3) of shareholder 
proposals that are premised on materially false or misleading statements. Most recently in 
NETGEAR, Inc. (avail. Apr. 9, 2021, recon. denied Apr. 23, 2021), the Staff concurred in the 
exclusion of a proposal which contained a "demonstrably false" statement in the first 
sentence of the supporting statement—that the company only permitted certain board 
members or executives to call a special meeting, when the bylaws "which [were] readily 
available on the [c]ompany's... web page" explicitly stated that shareholders holding 25% of 
the company's shares could do so. Although containing only a single false statement, it was 
material to the proposal as a whole, which requested that the board adopt a special meeting 
right with a 15% ownership threshold. In Ferro Coy. (avail. Mar. 17, 2015), the proposal 
requested that the company reincorporate in Delaware and contained several misstatements 
of Ohio law that improperly suggested shareholders would have increased rights under 
Delaware law. The company argued that "[t]hese false and misleading statements sp[oke] to 
the [p]roposal's fundamental premise" and were "material to shareholders in deciding how to 
vote on the [p]roposal's merits." The Staff concurred in the proposal's exclusion. Likewise, 
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in General Electric Co. (avail. Jan. 6, 2009), the proposal requested that the company adopt a 
policy under which any director who received more than 25% in "withheld" votes would not 
be permitted to serve on any key board committee for two years. The Staff concurred that 
the proposal was false and misleading because the action requested in the proposal was based 
on the false assertion that the company had plurality voting and allowed shareowners to 
"withhold" votes when in fact the company had implemented majority voting in the election 
of directors and therefore did not provide a means for shareowners to "withhold" votes in the 
typical elections. See also General Magic, Inc. (avail. May 1, 2000) (concurring in the 
exclusion of a proposal requesting that the company make "no more false statements" to its 
shareholders because the proposal created the false impression that the company tolerated 
dishonest behavior by its employees when in fact the company had corporate policies to the 
contrary). "[W]hen a proposal and supporting statement will require detailed and extensive 
editing in order to bring them into compliance with the proxy rules, [the Staff] may find it 
appropriate for companies to exclude the entire proposal, supporting statement, or both, as 
materially false or misleading." Staff Legal Bulletin No. 14 (July 13, 2001) ("SLB 14"). 

Further, the materiality under Rule 14a-8(i)(3) of false and misleading assertions in a 
supporting statement is demonstrated by the court's holding in Express Scripts Holding Co. 
v. Chevedden, 2014 WL 631538, at *4 (E.D. Mo. Feb. 18, 2014). There, in the context of a 
proposal that sought to separate the positions of chief executive officer and chairman, the 
court ruled that, "when viewed in the context of soliciting votes in favor of a proposed 
corporate governance measure, statements in the proxy materials regarding the company's 
existing corporate governance practices are important to the shareholder's decision whether 
to vote in favor of the proposed measure" and therefore are material. 

Just as in NETGEAR, Express Scripts, and the other precedents cited above, the Proposal's 
request for a report is predicated on a demonstrably false assertion that in 2021 "Moody's is 
still not addressing long term trends and risk trajectories in issuer ratings." This assertion 
goes to the heart of the Proposal, which falsely implies that MIS 's ratings methodologies 
impose a five year or less limit on the period of assessment considered when evaluating 
physical and transition risks associated with climate change for issuer credit ratings. As 
stated in the Climate Assessment Report, "MIS does not artificially limit the 'period of 
assessment' to less than five years" and MIS has the ability to assess climate risks "without 
applying any artificial time limitation to those assessments." As in NETGEAR and Express 
Scripts, these statements are material because they directly relate to and would mistakenly be 
viewed by shareholders as establishing a fundamental premise that shareholders would 
consider in the context of determining how to vote on the Proposal. Moreover, as addressed 
in SLB 14B, both the Proposal and Supporting Statements, which include numerous 
statements raising concerns that are not applicable given MIS 's existing credit rating 
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methodologies, would "require detailed and extensive editing in order to bring them into 
compliance with the proxy rules." 

Rule 14a-8(i)(3) is intended to protect a company from having to include in its proxy 
materials a proposal that contains exactly these types of materially false and misleading 
statements that could serve to delude shareholders into supporting a proposal. Accordingly, 
the Proposal is excludable under Rule 14a-8(i)(3) for containing materially false and 
misleading statements that violate Rule 14a-9. 

III. The Proposal May Be Excluded Pursuant To Rule 14a-8(i)(7) Because It 
Involves Matters Related To The Company's Ordinary Business Operations 

A. Background on Rule 14a-8(i)(7) 

Rule 14a-8(i)(7) permits a company to omit from its proxy materials a shareholder proposal 
that relates to the company's "ordinary business" operations. According to the 
Commission's release accompanying the 1998 amendments to Rule 14a-8, the term 
"ordinary business" "refers to matters that are not necessarily 'ordinary' in the common 
meaning of the word," but instead the term "is rooted in the corporate law concept providing 
management with flexibility in directing certain core matters involving the company's 
business and operations." Exchange Act Release No. 40018 (May 21, 1998) (the "1998 
Release"). 

In the 1998 Release, the Commission stated that the central policy of the ordinary business 
exclusion is "to confine the resolution of ordinary business problems to management and the 
board of directors, since it is impracticable for shareholders to decide how to solve such 
problems at an annual shareholders meeting." The Commission also identified two central 
considerations that underlie this policy. As relevant here, the first consideration is that 
"[c]ertain tasks are so fundamental to management's ability to run a company on a day-to-
day basis that they could not, as a practical matter, be subject to direct shareholder 
oversight." Examples of the tasks cited by the Commission include "management of the 
workforce, such as the hiring, promotion, and termination of employees, decisions on 
production quality and quantity, and the retention of suppliers." id. 

Moreover, a shareholder proposal being framed in the form of a request for a report does not 
change the nature of the proposal. The Commission has stated that a proposal requesting the 
dissemination of a report may be excludable under Rule 14a-8(i)(7) if the subject matter of 
the report is within the ordinary business of the issuer. See Exchange Act Release No. 20091 
(Aug. 16, 1983). In addition, the Staff has indicated that "[where] the subject matter of the 
additional disclosure sought in a particular proposal involves a matter of ordinary business 
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. . . it may be excluded under [R]ule 14a-8(i)(7)." Johnson Controls, Inc. (avail. Oct. 26, 
1999). 

B. The Prcposal May Be Excluded Because It Concerns The Sale cf Particular 
Products and Services That The Company (Jers 

MIS's core business provides credit ratings that are publicly available serving the public debt 
capital markets. A credit rating is an opinion from MIS regarding the creditworthiness of an 
entity, a debt or financial obligation, debt security, preferred share or other financial 
instrument, issued using an established and defined ranking system of rating categories. The 
Proposal inappropriately seeks to influence the factors that are considered by MIS in the 
process of developing these credit rating opinions, and as a result the Proposal is excludable 
pursuant to Rule 14a-8(i)(7) because its principal focus relates to the Company's ordinary 
business operations. 

The Company is the parent company of MIS, which is a leading provider of credit ratings, 
research and risk analysis. Since John Moody devised the first bond ratings more than a 
century ago, MIS's credit rating systems have evolved in response to the increasing depth 
and breadth of the global capital markets. As reported in the Company's most recent annual 
report on Form 10-K, MIS's credit ratings and analysis track debt covering more than 140 
countries, 8,600 non-financial corporate issuers and financial institutions, and 16,000 public 

finance issuers.7 Because the Company's subsidiary is a credit rating agency, there is 
arguably nothing more central to the Company's day-to-day operations than the factors it 
takes into account in developing MIS's credit ratings and the underlying methodologies. 
Determining credit ratings is a rigorous process that represents an integral aspect of the 
Company's business, and establishing and applying MIS's methodologies to use in 
determining credit ratings is a task that is fundamental to management's ability to run the 
Company on a day-to-day basis. 

In developing credit ratings, MIS applies methodologies that are formulated based on a 
careful review and evaluation of a variety of factors that are considered relevant to 
creditworthiness under MIS's rating methodologies, taking into account factors such as the 
specific characteristics of the debt instrument, the sector and, in some cases, geographic 
location of the issuer. New credit rating methodologies and proposed changes to existing 
credit rating methodologies undergo a rigorous internal review and approval process. MIS 
regularly assesses the appropriateness of its credit rating methodologies, including any key 

7 See Moody's Corporation, Annual Report on Form 10-K for the fiscal year ended December 31, 2020, at 
page 13, available at 
https://www.sec.gov/ix?doc=/Archives/edgar/data/0001059556/000105955621000010/mco-20201231.htm. 
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assumptions employed. In assessing an issuer's or obligation's creditworthiness, MIS 
analysts are required by regulation to use MIS's established methodologies and apply a given 
methodology in a consistent manner, as determined by MIS. 

In its credit analysis, MIS seeks to be comprehensive, incorporating the broadest possible 
view into all material considerations that can affect the credit quality of an issuer or a 
transaction, including those that are classified as environmental (E), social (S) and 
governance (G) risks (collective, "ESG"). MIS typically incorporates ESG considerations in 
a variety of ways, either directly or indirectly in scorecard factors, models or metrics or more 
generically as other considerations outside the scorecard or model. Determining those 
factors that are relevant to creditworthiness and how to apply those factors to individual 
issuers and securities, including ESG risks such as physical and transition risks associated 
with climate change, goes to the core of the Company's day-to-day operations. 

Moreover, as with any credit rating agency, MIS's credibility and the credibility of its ratings 
depend on the quality and the independence of its ratings and of the rating process itself The 
independence MIS exercises in developing and applying its credit rating methodologies is the 
hallmark of its business, has been the basis for MIS's reputation for over 100 years and, as 
discussed below, is required by law. The Company believes that markets benefit the most 
when MIS arrives at its ratings through a rigorous and objective review of the information it 
considers relevant to its assessment of credit risk. Investors and other parties use the ratings 
of a given rating agency not only because of their predictive content but also because they 
believe that the ratings reflect the agency's bona fide opinion of the creditworthiness of a 
particular issuer, security or transaction. For this reason, the importance of basing ratings on 
"an independent evaluation of the risks and merits of the instrument" is embedded in the 
federal securities laws. See Exchange Act § 15E(q)(2)(F) (requiring that "each nationally 
recognized statistical rating organization include an attestation with any credit rating it issues 
affirming that no part of the rating was influenced by any other business activities, that the 
rating was based solely on the merits of the instruments being rated, and that such rating was 
an independent evaluation of the risks and merits of the instrument"). Similarly, European 
Union rules prohibit rating agencies from rating an entity if a 10%-or-greater shareholder of 
the rating agency also owns 10% or more of the entity to be rated. See EU Regulation No. 
462/2013 (May 21, 2013). The rationale for these rules is to prevent shareholders from 
influencing the ratings process. Nevertheless, by seeking a shareholder vote and a report to 
shareholder on MIS's ratings methodology, the Proposal runs directly contrary to the 
regulatory schemes applicable to the credit ratings process and seeks to inject shareholders 
into the Company's ordinary business operations. 

The Staff has consistently determined that proposals relating to the policies and procedures 
regarding the products and services that a company offers can be excluded pursuant to Rule 
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14a-8(i)(7) as relating to the company's ordinary business operations. See, e.g., The TJX 
Companies, Inc. (avail. Apr. 16, 2018) (concurring in the exclusion under Rule 14a-8(i)(7) of 
a proposal requesting that the company adopt "a new universal and comprehensive animal 
welfare policy applying to all of the [c]ompany's stores, merchandise and suppliers" because 
the proposal related to ordinary business operations). These precedent are particularly strong 
in the context of products and services that implicate speech protected by the First 
Amendment, such as the credit ratings issued by MIS. See, e.g., Neiflix, Inc. (avail. Mar. 14, 
2016) (concurring with the exclusion of a proposal requesting that "the company issue a 
report describing how company management identifies, analyzes and oversees reputational 
risks related to offensive and inaccurate portrayals of Native Americans, American Indians 
and other indigenous peoples, how it mitigates these risks and how the company incorporates 
these risk assessment results into company policies and decision-making" as relating to 
"nature, presentation and content of programming and film production"); Comcast Coy. 
(avail. Mar. 24, 2015) (concurring with the exclusion of a proposal requesting that the 
company "provid[e] oversight and public reporting" regarding smoking and other matters 
that may endanger young people's well-being or otherwise harm the reputation of the 
company as relating to "the nature, presentation and content of programming and film 
production"); The Walt Disney Co. (avail. Nov. 22, 2006) (concurring with the exclusion of a 
proposal requesting that Disney report on steps undertaken to avoid stereotyping in its 
products because the proposal related to the nature, presentation and content of 
programming); General Electric Co. (avail. Jan. 10, 2005) (Staff concurred in the exclusion 
of a proposal addressing smoking in films that asked the company's compensation committee 
to include social responsibility and environmental criteria among the goals that executives 
must meet, and cited a link between compensation and social/environmental responsibility, 
where the Staff concluded that "although the proposal mentions executive compensation, the 
thrust and focus of the proposal is on the ordinary business matter of the nature, presentation 
and content of programming and film production"); The Walt Disney Co. (avail. Dec. 15, 
2004) (same); General Electric Co. (avail. Feb. 1, 1999) (concurring with the exclusion of a 
proposal requesting that the company's Board prohibit all unbiblical programming by NBC 
and reprimand a particular employee on the basis that the proposal related to the content of 
programming). 

As with each of the precedent cited above, the thrust and focus of the Proposal is an attempt 
to inject shareholder oversight and voting influence into the methodologies and assessments 
used in developing the Company's products and services. Because decisions with respect to 
how MIS determines credit ratings are fundamental to the management of the Company's 
business and inherently implicate the day-to-day operation of the Company, and consistent 
with Staff precedent cited above, the Proposal is excludable under Rule 14a-8(i)(7). 
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C. The Sutject Matter cf The Prcposal Does Not Raise A Sign ficant Policy 
Issue that Transcends the Company's Ordinary Business Cperations 

In the 1998 Release, the Commission reaffirmed the standards for when proposals are 
excludable under "ordinary business" provision that the Commission had initially articulated 
in the 1976 Release. In the 1998 Release, the Commission also distinguished proposals 
pertaining to ordinary business matters that are excludable under Rule 14a-8(i)(7) from those 
that "focus on" significant social policy issues. The Commission stated, "proposals relating 
to [ordinary business] matters but focusing on sufficiently significant social policy issues 
(e.g., significant discrimination matters) generally would not be considered to be excludable, 
because the proposals would transcend the day-to-day business matters and raise policy 
issues so significant that it would be appropriate for a shareholder vote." 1998 Release. In 
contrast, proposals that reference or touch in passing upon topics that might raise significant 
policy issues, but which do not focus on or have only tangential implications for such issues, 
remain excludable under Rule 14a-8(i)(7). For example, in Dominion Resources, Inc. (avail. 
Feb. 3, 2011), a proposal requested that the company promote "stewardship of the 
environment" by initiating a program to provide financing to home and small business 
owners for installation of rooftop solar or wind power renewable generation. Even though 
the proposal touched upon environmental matters, the Staff concluded that the subject matter 
of the proposal actually related to "the products and services offered for sale by the 
company" and therefore determined that the proposal could be excluded under Rule 14a-
8(i)(7). Id.; see also Dillard's, Inc. (Feb. 27, 2012) (a proposal that requested the company 
phase out the sale of fur from raccoon dogs was excludable under Rule 14a-8(i)(7) as relating 
to the products offered for sale by the company); Wal-Mart Stores, Inc. ("Porter') (Mar. 26, 
2010) (a proposal urging the company to adopt a policy requiring that all products and 
services offered for sale in U.S. stores be manufactured or produced in the U.S. was 
excludable under Rule 14a-8(i)(7) as relating to the products and services offered for sale by 
the company); General Electric Co. (avail. Jan. 10, 2005) (discussed snpra, addressing 
smoking in films); The Walt Disney Co. (avail. Dec. 15, 2004) (same). 

In SLB 14L, the Staff reaffirmed that it "will realign its approach for determining whether a 
proposal relates to 'ordinary business' with the standard the Commission initially articulated 
in 1976 ... and which the Commission subsequently reaffirmed in the 1998 Release." As 
such, the Staff stated that it will focus on the issue that is the subject of the shareholder 
proposal and determine whether that issue transcends ordinary business matters. This 
guidance does not affect the excludability of the Proposal because, despite the Proponent's 
reference to climate change risks, the central focus of the Proposal is the factors that MIS 
assesses in determining credit ratings for debt issuers. Importantly, the Proposal is not 
focused on and does not address the business risks to the Company associated with climate 
change (as in Wal-Mart Stores, Inc. (avail. Mar. 28, 2011); The PNC Financial Services 
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Groh"), Inc. (avail. Feb. 13, 2013)), and does not address the manner in which the Company's 
products and services generate greenhouse gas emissions (as in Exxon Mobil (avail. Mar. 23, 
2007)). Similarly, the Proposal does not address the risks and opportunities to the Company 
associated with a global transition towards a lower emissions energy system by setting 
emission reduction targets for the greenhouse gas emissions of the Company's operations (as 
in ConocoPhillips (avail. Mar. 19, 2021)). Rather, the subject matter of the Proposal is a 
concern about the quality of the Company's products and services, and specifically whether 
MIS's ratings methodology should be taking certain factors into account when producing 
those goods and services (which as noted above, MIS has already done). As explained 
above, the factors that MIS considers in developing its credit ratings clearly relate to the sale 
of particular products and services and the Company's policies and procedures regarding the 
products and services it offers. The central focus of the Proposal is not the issues facing 
society and businesses from climate change, but the factors considered in developing credit 
rating opinions. As discussed in this letter, MIS's ratings methodologies do not implicate a 
significant policy issue. In our view, the issue presented by the Proposal is the continued 
protection of MIS's ratings methodologies from potential influence by shareholders, as 
embodied in the principles underpinning Exchange Act § 15E(q)(2)(F). 

As such, consistent with the precedent cited above, the Proposal does not involve a subject 
matter that raises a significant policy issue and, therefore, the Proposal may be excluded 
under Rule 14a-8(i)(7). 

IV. The Proposal May Be Excluded Under Rule 14a-8(i)(2) Because Allowing a 
Shareholder Vote to Influence Credit Rating Methodologies Would Violate 
Federal Securities Laws 

Rule 14a-8(i)(2) permits a company to omit from its proxy materials a shareholder proposal 
that would, if implemented, "cause the company to violate any state, federal, or foreign law 
to which it is subject." As noted above, the Company is subject to federal securities laws 
applicable to credit rating agencies, including Exchange Act § 15E(q)(2)(F), which requires 
the Company to independently evaluate the risks and merits of the instruments it rates. 
Specifically, Exchange Act § 15E(q)(2)(F) requires "each nationally recognized statistical 
rating organization include an attestation with any credit rating it issues affirming that no part 
of the rating was influenced by any other business activities, that the rating was based solely 
on the merits of the instruments being rated, and that such rating was an independent 
evaluation of the risks and merits of the instrument." Accordingly, in the context of a 
shareholder proposal seeking shareholder oversight of MIS's rating methodologies, it would 
violate the law if MIS were to altering its rating methodologies based on that shareholder 
vote. Said differently, to comply with this law, MIS must have the ability to determine the 
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factors that are relevant in developing credit rating methodologies free from shareholder 
influence. 

As discussed above, the essential objective of the Proposal—that the Company prepare a 
report analyzing the feasibility of increasing the period of assessment to greater than five 
years when considering exposure to physical and transition risks associated with climate 
change for Moody's Investors Service issuer credit ratings—has already been substantially 
implemented. However, if the Proposal were viewed by shareholders as seeking to influence 
MIS 's credit rating methodology as it pertains to evaluating climate change risks, then it 
would be improper under Exchange Act § 15E(q)(2)(F). 

On numerous occasions the Staff has concurred with the exclusion of a shareholder proposal 
under Rule 14a-8(i)(2) where the proposal, if implemented, would conflict with existing 
laws. For example, in CA, Inc. (avail. July 17, 2008), the Staff concurred that a proposal 
could be omitted under Rule 14a-8(i)(2) because implementation of the proposal would 
require a company's board to take a specified action (in that case, reimbursement of a 
dissident's proxy expenses) without regard to whether the board had determined that action to 
be in the best interests of shareholders. Likewise, in Scott's Liquid Gold-Inc. (Recon.) (avail. 
May 7, 2013), a proposal provided that the company "establish a committee of its Board of 
Directors to receive and promptly report to the shareholders all past, present, and future 
proposals to the company or any of its directors involving the sale of all or a part of the 
company." The company furnished a legal opinion holding that the proposal violated state 
law because, inter alia, it impermissibly limited the authority and discretion of the 
company's board of directors by, among other things, mandating that a board committee 
make prompt public disclosure of an acquisition proposal even if the board committee "were 
to reasonably determine that it would not be in the best interests of the shareholders of [the 
company] to disclose an acquisition proposal." The Staff concurred in the exclusion of the 
proposal, noting that "in the opinion of [the company's] counsel, implementation of the 
proposal would cause [the company] to violate state law." See also Bank cf America Coq,. 
(avail. Feb. 2, 2005) (Staff concurred with the exclusion of a proposal to amend the 
company's governing instruments such that every shareholder proposal receiving majority 
support would be implemented where the company furnished a state law opinion confirming 
that the proposal would violate state law because it would require directors to breach their 
fiduciary duties). 

If the Proposal impermissibly limits MIS's ability to independently evaluate risks in 
determining issuer credit ratings (similar to the limitations placed on the boards of directors 
in CA, Inc. and Scott's Liquid Gold-Inc.) or requires MIS to breach its obligation to provide 
credit ratings based on independent evaluations (similar to the breach of fiduciary duties in 
Bank cf America Coq)), then it is excludable under Rule 14a-8(i)(2) because the 
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implementation of the Proposal would cause MIS and the Company to violate federal 
securities laws. 

CONCLUSION 

Based upon the foregoing analysis, the Company intends to exclude the Proposal from its 
2022 Proxy Materials, and we respectfully request that the Staff concur that the Proposal 
may be excluded under Rule 14a-8. 

We would be happy to provide you with any additional information and answer any 
questions that you may have regarding this subject. Correspondence regarding this letter 
should be sent to shareholderproposals@gibsondunn.com. If we can be of any further 
assistance in this matter, please do not hesitate to call me at (202) 955-8671 or Elizabeth M. 
McCarroll, the Company's Corporate Secretary and Associate General Counsel, at (212) 
553-3664. 

Sincerely, 

Ronald 0. Mueller 

Enclosures 

cc: Elizabeth M. McCarroll, Moody's Corporation 
James McRitchie 
Nick Haines, Sum0fUs.org 
Nirnita Taliukdar, Sum0fUs.org 



GIBSON DUNN 

EXHIBIT A 



From: James McRitchie 

Sent: Tuesday, November 9, 2021 4:44 PM 

To: Corporate Secretary <CorporateSecretary@moodys.com> 

Cc: Moody's Investor Relations <ir@moodys.com>; Nick Haines <nick@sumofus.org>; Nirnita Talukdar 

<nirnita@sumofus.org> 

Subject: (MCO) Rule 14a-8 Shareholder Proposal 

CAUTION: This email originated from outside of Moody's. Do not click links or open attachments unless you 
recognize the sender and know the content is safe. 

Ms. McCarron: 

Please find and acknowledge the attached shareholder proposal for next AGM, requesting 
Moody's Extend the Horizon: Incorporate Climate future in Credit Rating. Per the most recent SEC SLB 
14L https://www.sec.gov/corpfin/staff-legal-bulletin-141-shareholder-proposals, I request you 

acknowledge receipt of this email, including the attached shareholder proposal submission. Section F, 

Staff "encourages both companies and shareholder proponents to acknowledge receipt of emails when 

requested." 

Best Wishes, 

James McRitchie 

Shareholder Advocate 

Corporate Governance 

http://www.corpgov.net 



Corporate Governance 
CorpGov.net: improving accountability through democratic corporate governance since 1995 

James McRitchie - 

Corporate Secretary 
Moody's Corporation 
7 World Trade Center, 250 Greenwich Street 
New York, New York 10007 
Via: corporatesecretary@moodys.com  

Dear Elizabeth McCarroll or current corporate secretary: 

I am submitting the attached shareholder proposal, which I support, requesting Moody's Extend the 
Horizon: Incorporate Climate future in Credit Rating for presentation at the next shareholder 
meeting. I pledge to continue to hold the required amount of stock until after the date of that 
meeting. 

I will meet Rule 14a-8 requirements including the continuous ownership of the required stock until 
after the date of the next shareholder meeting. I have owned the stock continuously since before 
December 13, 2017. My submitted format, with the shareholder-supplied emphasis and graphic, is 
intended to be used for definitive proxy publication. 

I am available to meet with the Company representative via phone on November 24 at 10:30pm, 
12:00pm Pacific or at another time that is mutually convenient to discuss. 

This letter confirms that I am delegating Nick Haines and Nirnita Taliukdar of Sum0fUs.org 
to act as my agent regarding this Rule 14a-8 proposal, including negotiations and presentation at 
the forthcoming shareholder meeting but not with regard to modification, which will require my 
approval. Please direct all future communications regarding my rule 14a-8 proposal to 
nick@sumofus.org and nirnita@sumofus.org to facilitate prompt communication. 

Your consideration and that of the Board of Directors is appreciated in support of the long-term 
performance of our company. Per the most recent SEC SLB 14L https://www.sec.qovicorpfinistaff-
legal-bulletin-141-shareholder-proposals, I am requesting you acknowledge receipt of this email, 
including the attached shareholder proposal submission by emailing nicksumofus.orq, 
nirnitasumofus.orq with a cc to [. Section F, Staff "encourages both companies 
and shareholder proponents to acknowledge receipt of emails when requested." That may also 
avoid the time and expense of filing a deficiency letter to verify ownership, since it will prompt me to 
request the required letter from my broker and to submit it to the Company. 

Sincerely,_) 

e 9 November 9, 2021 

James McRitchie Date 

cc: IR@Moodys.com, nick@sumofus.orq, nirnita@sumofus.orq  



rs James McRitchie 

[MOO: Rule 14a-8 Proposal, November 9, 2021] 
[This line and any line above it — Not for publication.] 

RESOLVED: Shareholders of Moody's Corporation ("Moody's") ask the Board of Directors to oversee the 
preparation of a report, at reasonable cost and omitting confidential and proprietary information, analyzing the 
feasibility of increasing the period of assessment to greater than five years when considering exposure to physical 
and transition risks associated with climate change for Moody's Investors Service (MIS) issuer credit ratings 

SUPPORTING STATEMENT: Over the next decade, the probability and materiality of climate-related risks is set to 
increase. Due to the short time scales on which MIS assesses risk, this climate reality is largely missing from its 
credit ratings. 

Of 8700 ratings actions taken last year, environmental, social and governance (ESG) risks were considered material 
in 85%, however, only 13% cited environmental factors.1 Presently MIS views credit ratings and ESG scores (Credit 
Impact Score and Issuer Profile Scores) as not necessarily linked,2 despite climate risks posing clear threats to 
issuer creditworthiness. 

In 2019 Moody's downgraded PG&E unit Pacific Gas & Electric Co only after the wildfire that raged through 
California and led to the utility's bankruptcy.3 Far from being a black swan event, PG&E's exposure to wildfire risk 
had been increasing for 20 plus years due to climate conditions.4 This focus on ex-post ratings action (including 
issuing a ratings upgrade prior to 2017's wildfire season) exposes the flaws of MIS's approach to climate risk. 

Time horizons for climate-change stress testing need to cover a longer time duration to reflect the horizons over 
which climate change risk factors are expected to fully materialize. Moody's acquisition of RMS and other such 
platforms gives it industry-leading capability to undertake such assessments. 

A2017 UN Principles for Responsible Investment report recommends that rating agencies "include scenario 
analysis to address long-term [ESG] trends and risk trajectories."5 It's now 2021, and Moody's is still not 
addressing long term trends and risk trajectories in issuer ratings. 

The Bank of International Settlements states that "the materialisation of increasingly severe physical risks and/or of 
transition risk is currently advancing into the typical window of bank and supervisory risk measurement and, notably, 
is already likely to occur within the maturities of longer-dated positions."6 The Task Force on Climate-Related 
Financial Disclosures also recommended that investors reconsider their short-term outlook, and other experts warn 
limiting risk analysis to shorter timeframes may underestimate the exposure.' 

Moody's Analytics already implements current best practices to discretize the continuous distribution of possible 
economic and climate futures into representative climate scenarios, representing a long period of time (typically, to 
the year 2100). 

Therefore, we ask the Board to report on the feasibility of increasing the period of assessment to greater than five 
years when considering climate risk in issuer credit ratings. 

lhttps://www moodys com/research/Moodys ESG risks material in 85 of private sector issuer PBC 1292949 

2 https://capmark.org/wp-content/uploads/2021/05/Moodys-1.pdf 

3https://www.reuters.com/article/us-pg-e-ratings-moodys-idUSKCN1P42U3 

4https://iopscience.iop.org/article/10.1088/1748-9326/ab83a7#erlab83a7s3  

5https://www.unpri.org/credit-risk-and-ratings/esg-credit-risk-and-ratings-part-1-the-state-of-play/78.article 

6 https://www.bis.org/bcbs/publ/d518.pdf 

7 https://www.bis.org/bcbs/publ/d518.pdf 
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MOODY'S 

MEMORANDUM 

To: 

From: Nicolas Weill 

MIS Methodology Review Group 

Date: 

Re: 

Moody's Corporation Board of Directors 

December 9, 2021 

Report Regarding Feasibility of Proposed Changes to ESG Methodology 

On November 9, 2021, Moody's Corporation received a stockholder proposal (the "Proposal") asking the 

Board of Directors "to oversee the preparation of a report, at reasonable cost and omitting confidential 

and proprietary information, analyzing the feasibility of increasing the period of assessment to greater 

than five years when considering exposure to physical and transition risks associated with climate change 

for Moody's Investors Service ('M IS') issuer credit ratings." Because the Proposal in essence suggests that 

MIS consider making changes to MIS's cross-sector rating methodology entitled "General Principles for 

Assessing Environment, Social and Governance Risks" (the "ESG Methodology"), the MIS Methodology 

Review Group ("MRG") has undertaken to prepare the requested report, which is set forth below. 

Executive Summary 

The Proposal is based on fundamental misconceptions concerning MIS's approach to assessing ESG risks 

in assigning credit ratings. Contrary to statements in the Proposal, MIS does not artificially limit the 

"period of assessment" to less than five years. Rather, as MIS first made clear in a 2017 publication, MIS 

"seek[s] to incorporate all relevant credit considerations, including those related to ESG, with the most 

forward-looking view that visibility permits." The Proposal also appears to suggest that MIS's current 

approach does not entail the use of "scenario analysis" in assessing long-term ESG risks. This is incorrect 

as well. Application of our ESG Methodology requires using all available, reliable data to make both 

quantitative and qualitative assessments, including scenario analyses where appropriate. In short not 

only is it feasible to provide for a period of assessment of greater than five years when considering 

exposure to physical and transition risks associated with climate change for MIS's issuer credit ratings, 

and to include scenario analyses in assessing long-term ESG risks, in fact MIS already does so to the extent 



believed appropriate. Therefore, we believe that MIS's ESG Methodology is analytically sound and that no 

change to our approach to assessing long-term risks relating to climate change is currently warranted. 

Time Horizon 

The starting point for understanding the time horizon of MIS's assessments of relevant risks, including 

ESG risks, is the definition of an MIS credit rating contained in our Ratings Symbols and Definitions 

publication: 

"Ratings assigned on Moody's global long-term and short-term rating scales are forward-

looking opinions of the relative credit risks of financial obligations issued by non-financial 

corporates, financial institutions, structured finance vehicles, project finance vehicles, and 

public sector entities. Moody's defines credit risk as the risk that an entity may not meet its 

contractual financial obligations as they come due and any estimated financial loss in the 

event of default or impairment." 

Accordingly, as the Ratings Symbols and Definitions publication also states, "[a]s indicated in our rating 

definitions, Moody's credit ratings are opinions of ordinal, horizon-free credit risk..." In other words, MIS 

ratings represent MIS's view of the risk that a financial obligation will not be met, and the estimated loss 

in the event that it is not, regardless of when in the future the default may occur. Thus, in assigning 

ratings, we assess the risks that we have the ability to assess without applying any artificial time limitation 

to those assessments. 

Of course, assessing longer-term risks involves more uncertainty, and MIS must make analytical 

judgments as to its visibility into such risks and how to reflect them in its ratings. As the ESG Methodology 

explains: 

"Credit analysis for any sector involves an evaluation of factors with inherent uncertainty 

or poor visibility. While the future impact of ddfuse, uncertain or very long-term risks 

cannot always be calibrated, fundamental credit strengths that provide resilience against 

short-term risks also provide resilience against most long-term risks." 

An October 2017 MIS research piece entitled "Moody's Approach to Assessing ESG in Credit Analysis" 

elaborates, under the heading "Credit ratings, time horizons and ESG": 

"We seek to incorporate all relevant credit considerations, including those related to ESG, with the 

most forward-looking view that visibility permits. When we believe that an emerging risk or trend 

is highly likely to result in weaker credit metrics, even If not until many years in the future, this 

expectation is incorporated into ratings at the present time, well before the effects are fully evident 

in the issuer's financial and operating performance. However, we do not integrate the impact of 

long-term risks with any great degree of precision. This is because the uncertainty of risks 

increases as timeframes lengthen, while their importance diminishes relative to other more 

tangible risks." 

These judgments are inherently fact-specific and context-dependent. Therefore, it would not make 

analytical sense to either limit MIS's assessments to risks that may materialize to five years or to impose 



any other arbitrary time horizon for such assessments. Again, MIS's ESG Methodology already speaks to 

this in some detail: 

"Environmental and social issues can often be diffuse, with long or uncertain time horizons 

(e.g., climate change and demographics), and are subject to the variability of potential 

policy measures (e.g., carbon regulations and immigration policies) and the performance 

of the economy. This can result in a wide range of potential credit outcomes for ajfected 

issuers. 

As we do for other rating considerations, we incorporate future ESG trends into ratings 

when we have visibility into those trends. In most cases, however, our ability to forecast 

the impact of trends that will only unfold far into the future is necessarily limited. Nearer-

term risks generally have a more direct impact on ratings because there is typically far 

greater certainty of their impact on credit profiles. As a general principle, as the time 

frame for a source of risk lengthens, the less certain we can be of its impact on an issuer's 

cash-flow-generating ability and other credit metrics, and the less clarity we have 

regarding the importance of that risk in relation to other risks the issuer faces. For 

example, longer time frames give an issuer more time to adapt by lowering costs, adopting 

new technologies, or realigning its business model, budgetary spending or balance sheet 

to changed circumstances; however, some issuers may not be able to or may fail to take 

effective mitigating actions. 

Longer-term risks generally fall into two general categories: (i) broad risks, such as 

demographic change, which are more likely to have an effect across an entire sector 

(potentially to varying degrees by issuer); and (ii) risks with low probability but high 

severity (also called event risks), which more often only ajfect individual issuers. For both 

categories, the impacts of these risks may change or become more apparent over time. 

Event risks such as natural disasters and major operating accidents can overwhelm even 

an entity with a strong balance sheet." 

Moreover, because MIS's approach involves both qualitative and quantitative analysis, there are different 

ways that MIS may incorporate longer-term risks depending on the circumstances: 

"Even where ESG considerations do not ajfect the measures in a sector-specific scorecard 

or model, or where they cannot be quantified, we incorporate them into our overall 

analysis of credit drivers that are meaningful to the rating. In some cases, the expected 

impact of ESG risks may extend beyond the period that we can meaningfully project an 

issuer's scorecard metrics, or these risks may materially heighten the uncertainty of future 

results but we may have insufficient information to project the impact with reasonable 

precision. As a result, we may incorporate these ESG risks qualitatively outside the 

scorecard. For example, the financial impact of the long-term decline of the thermal coal 

industry resulting from more-stringent environmental regulations and product 

substitution cannot be projected over many decades with reasonable precision and thus 

would not be fully captured in a scorecard. However, our ratings of thermal coal mining 

companies qualitatively incorporate our negative long-term expectations for this industry 

in addition to our nearer-term projections." 



In sum, the premise of the Proposal—that MIS limits its assessment of ESG risks to a five-year time 

horizon—is inaccurate, and we believe that MIS's flexible approach to assessing longer-term risks remains 

appropriate. 

Scenario Analysis  

The Proposal suggests that MIS's assessment of ESG risks should "include scenario analysis to address 

long-term ESG trends and risk trajectories." Again, however, MIS's approach already allows for the use of 

scenario analyses where appropriate, as illustrated by the following passage from the ESG Methodology 

concerning carbon transition risk for sovereigns: 

'A sovereign's economy, finances and balance of payments can be vulnerable to a 

potential global shift toward lower consumption of hydrocarbons. This is particularly the 

case for sovereigns significantly reliant on the sector, while other sovereigns face limited 

exposure to carbon transition. 

Principal metrics used in our assessment include indicators of the hydrocarbon sector as a 

share of GDP, government revenue and exports. Typical data sources are national 

statistical ojfices, Rystad Energy and the United Nations Conference on Trade and 

Development (UNCTAD). We may use scenario analysis to support our forward-looking 

assessment of the implications of carbon transition for hydrocarbon-producing 

sovereigns' revenues, exports and economic activity." 

We do not believe that we should impose a one-size-fits-all approach and require particular 

scenario analyses for all rating assignments, but as this example demonstrates, MIS analysts can 

and do use them where analytically warranted. 

Data Usage and Methodology Reassessment  

Finally, the Proposal encourages MIS to take advantage of MCO's "industry-leading capability" in 

employing ESG data to assess long-term risks. We fully agree that MIS should make use of all available, 

reliable data. The ESG sector is still developing and data is evolving, and we are and will continue to allow 

MIS to make the best analytical use of the best data it can obtain, whatever the source. 

More broadly, we will continue to keep tabs on ESG as a developing area of risk assessment through 

MRG's methodology review processes. In addition to formal annual reviews, we constantly reassess all of 

our methodologies, including the ESG Methodology, incorporating feedback from both internal and 

external sources. Indeed, the ESG Methodology has been updated four times since its initial release in 

January 2019, and our most recent annual review (completed in November 2021) concluded that it 

remains fit for purpose. Going forward, we will continue to consider ways that we could improve on the 

ESG Methodology, including with respect to assessment of long-term risks, and will continue to give 

appropriate consideration to views expressed by a broad array of market participants. 

N.W. 
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This rating methodology replaces the General Principles for Assessing Environmental, Social and 

Governance Risks Methodology published in June 2021. This methodology update provides 

more details on the credit implications for financial institutions of E, S and G considerations 

and how we assign issuer profile scores (IPSs) and credit impact scores (CISs). We also provide 

more details on the qualitative considerations and illustrative types of quantitative metrics 

informing IPSs and CISs for financial institutions. 

Introduction 

In this cross-sector rating methodology, we explain our general principles for assessing 

environmental (E), social (S) and governance (G) risks, collectively [SC, in our credit analysis for 

all sectors globally. 

We seek to incorporate all material credit considerations, including ESC issues, into ratings and to 

take the most forward-looking perspective that visibility into these risks and related mitigants 

permits. The materiality, time horizon and credit impact of [SC risks vary widely. Issuers' 

fundamental credit strengths or vulnerabilities can mitigate or exacerbate [SC credit impacts. In 

some cases, [SC-related benefits can be a credit strength. 

This methodology discusses the general principles underpinning our analysis of current and 

developing [SC risks that can affect credit quality for issuers and transactions in all sectors. 

The methodology also explains how [SC factors are considered where they are not explicitly 

described in a sector-specific methodology. As explained more fully in the "General Approach to 

Assessing [SC Risks" section, [SC considerations can be captured in a variety of ways in our 

analysis. In some cases, sector-specific methodologies describe in a more granular way how these 

considerations affect the scoring of certain scorecard factors and sub-factors, or how they form 

part of other considerations that are incorporated into ratings outside of a scorecard. [SC 

considerations may inform forward-looking metrics or scenario analyses, or they may be 

incorporated qualitatively. 
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This publication does not announce 
a credit rating action. For any credit 
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We describe our ESG classification, including the categories of the considerations that are typically 

most important in our analysis within each ESG component (i.e., E, Sand G). These principal categories 

of risk are a useful means to analyze in a consistent way the wide range of ESG considerations within a 

sector or across sectors. 

This methodology also describes the framework under which we may indicate the respective E, S or G 

exposures of an issuer or transaction. We refer to these as E, S and G issuer profile scores (IPSs), which 

are expressed on a five-point scale. Our assessment of the exposure to E, S and G risks or benefits is based 

on the general ESG principles described in this methodology, and the scores provide a consistent way to 

express this assessment. They are inputs to the rating. As IPSs are established over time, they will foster 

comparisons of risks and benefits across issuers and sectors. There is a common issuer profile framework, 

described in Appendix A, and additional details for sovereigns are set out in Appendix C. This methodology 

may be updated from time to time to include specific issuer profile considerations for additional sectors. 

This methodology also describes the framework under which we may establish an ESG credit impact 

score (CIS) for an issuer or transaction. The ESG credit impact score explains the impact of ESG 

considerations on the rating of an issuer or transaction. The CIS is based on our qualitative assessment of 

the impact of ESG considerations in the context of the issuer's other credit drivers that are material to a 

given rating. The CIS is an output of the rating process. 

Please see Appendix B, which describes how we express the materiality of ESG considerations on a rating. 

Our presentation of this rating methodology proceeds with (i) the scope of this methodology; (ii) a 

discussion of our general approach to assessing ESG risks; and (iii) our general principles for assessing (a) 

environmental risks, (b) social risks and (c) governance risks. In Appendix A, we describe our framework for 

establishing E, S and G issuer profile scores. Appendix B provides information about how we may assign a 

credit impact score. In Appendices C, D, E and F, we provide more details on how we apply the general 

framework for determining E, S and G IPSs, described in appendices A and B, to sovereigns, enterprises, 

regional and local governments (RLGs), and financial institutions, respectively. Appendix G provides a 

description of the types of considerations and indicators that may be generally relevant across enterprise 

sectors, financial institutions sectors and different types of RLGs for informing our assessment of E, S and G 

risk categories and assigning IPSs. 

Scope of This Methodology 

This methodology applies to all sectors globally. 

General Approach to Assessing ESG Risks 

Categorizing ESG Considerations 

The term ESG refers to a broad range of qualitative and quantitative considerations that relate to the 

sustainability of an organization and to the broader impact on society of its businesses, investments and 

activities. Examples include a company's carbon footprint, or the accountability of a company's 

management or a nation's government. We are focused on the aspects of ESG that can have a material 

impact on the credit quality of an issuer. 

The classification of ESG considerations across financial markets is imprecise, due largely to the multiple and 

diverse objectives of various stakeholders. Several institutions, notably the Principles for Responsible 

Investment and the Sustainability Accounting Standards Board, have sought to establish voluntary 
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definitions for ESG, but at this point there is no single set of ESG definitions or metrics that is 

comprehensive, verifiable and universally accepted. The definition of ESG issues is also dynamic because 

what society classifies as acceptable evolves over time, resulting from new information (e.g., the impact of 

carbon dioxide emissions) or changing perceptions (e.g., what constitutes privacy). To provide transparency 

into our assessment of ESG risks and benefits, we have developed an ESG classification nomenclature that 

includes components (E, S and G) and, for each component, categories and subcategories of the ESG 

considerations that we view as most likely to have credit implications across sectors. For the E component, 

the categories are the same for public- and private sector issuers, and for S and G components, there are 

different categories for public and private sector issuers. For more details, please see the sections below. 

In our credit analysis, we seek to be comprehensive, incorporating the broadest possible view into all 

material considerations that can affect the credit quality of an issuer or transaction. Our objective is to 

capture all considerations that have a material impact on credit quality.' We are focused on all material 

credit considerations that may influence the relative risk of default and expected financial loss in the event 

of default for issuers and debt obligations, regardless of whether or not they are classified as ESG risks. We 

typically incorporate ESG considerations in a variety of ways, either directly or indirectly in scorecard 

factors, models or metrics or more generically as other considerations outside the scorecard or model. 

Characteristics of ESG Considerations 

As a broad and dynamic group of factors, ESG considerations and their importance to issuers' credit profiles 

can vary widely across sectors. For example, the ESG issues material to a sovereign are likely to be 

substantially different from those that are material to a mining company. Some ESG issues can also vary 

widely across issuers and be important only under certain circumstances or for a subset of issuers covered 

by the relevant methodology scorecard. 

We typically consider the credit impact of the distinct aspects of ESG for an entity in our analysis, as well as 

the combined impact of ESG considerations. For example, a company could have excellent governance and 

employee relations that do not offset the negative credit impact of a large carbon footprint. There may also 

be an interplay of ESG considerations. For example, a country's environmental problems or governmental 

policies may increase the risk of social instability or have a negative impact on the economy. 

ESG Considerations, Individually or Jointly, Often Have More Potential Credit Risk Than Credit Benefit 

Some ESG issues may have greater downside risk than upside potentiaL As an example, a company with a 

track record of health and safety violations may face litigation risks that pressure its operating income, 

whereas another company that demonstrates outstanding health and safety practices may not see a 

comparable credit benefit. 

ESG considerations are not always negative; they can be credit strengths. A company or government that 

has outstandingly strong governance is more likely to have a management culture of 360-degree risk 

assessment and informed decision-making, which support long-term creditworthiness. Due to the relatively 

low incidence of ESG strengths that are meaningful to credit profiles, they are also more likely to be 

considered in other rating considerations outside of a scorecard, but there are exceptions. An example is the 

Institutions and Governance Strength factor for sovereigns, which directly addresses the strength of each 

sovereign's governance. As another example, the business profiles and cash flow stability of renewable 

energy developers may benefit from supportive government policies. 

' Considerations that are material to credit quality may not include all investment parameters that some market participants would regard as green, sustainable or ethical_ 
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Sector-wide Exposure Is Common 

In some sectors, most issuers have a similar level of exposure to ESG risks, although there may be variations. 

In some cases, [SG risks that are common to issuers in a sector may be reflected in the overall calibration of 

the factors and sub-factors in the sector methodology. For example, all oil refiners sell a carbon-intensive 

product, which entails transition risks that we incorporate into our forward-looking view of long-term 

demand, future cash flows, and appropriate leverage and coverage ratios for all issuers in the sector. Within 

the sector, carbon transition risks are a discernible ratings differentiator for oil refiners whose exposure is 

unusually high (e.g., refineries located in a jurisdiction with exceptionally stringent environmental 

requirements), or whose risks are unusually well-mitigated (e.g., a refiner that is successfully diversifying into 

lower-carbon business activities that are profitable). 

Assessment Challenges 

The potential credit impact of many [SC considerations is challenging to assess because it must often be 

inferred or estimated from multiple sources based on reporting that generally is not standardized or 

consistent. 

Assessing the credit materiality of [SC considerations often entails qualitative judgment, for example in 

assessing how an issuer's stakeholders may react to an issue or event, which can be difficult to predict and 

can vary across sectors, countries and regions. A similar exposure to an [SC risk may be perceived differently 

by customers, employees or policymakers depending on their own socio-political background, and thus may 

have different credit implications where there are different circumstances. 

Environmental and social issues can often be diffuse, with long or uncertain time horizons (e.g., climate 

change and demographics), and are subject to the variability of potential policy measures (e.g., carbon 

regulations and immigration policies) and the performance of the economy. This can result in a wide range 

of potential credit outcomes for affected issuers. 

As we do for other rating considerations, we incorporate future [SC trends into ratings when we have 

visibility into those trends. In most cases, however, our ability to forecast the impact of trends that will only 

unfold far into the future is necessarily limited. Nearer-term risks generally have a more direct impact on 

ratings because there is typically far greater certainty of their impact on credit profiles. As a general 

principle, as the time frame for a source of risk lengthens, the less certain we can be of its impact on an 

issuer's cash-flow-generating ability and other credit metrics, and the less clarity we have regarding the 

importance of that risk in relation to other risks the issuer faces. For example, longer time frames give an 

issuer more time to adapt by lowering costs, adopting new technologies, or realigning its business model, 

budgetary spending or balance sheet to changed circumstances; however, some issuers may not be able to 

or may fail to take effective mitigating actions. 

Longer-term risks generally fall into two general categories: (i) broad risks, such as demographic change, 

which are more likely to have an effect across an entire sector (potentially to varying degrees by issuer); and 

(ii) risks with low probability but high severity (also called event risks), which more often only affect 

individual issuers. For both categories, the impacts of these risks may change or become more apparent over 

time. Event risks such as natural disasters and major operating accidents can overwhelm even an entity with 

a strong balance sheet. 

These characteristics are not unique to ESC. Credit analysis for any sector involves an evaluation of factors 

with inherent uncertainty or poor visibility. While the future impact of diffuse, uncertain or very long-term 

risks cannot always be calibrated, fundamental credit strengths that provide resilience against short-term 

risks also provide resilience against most long-term risks. 
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Our Ratings Reflect ESG Considerations with Material Credit Implications for Sectors and 

Debt Issuers 

In our analysis, we identify and assess credit implications arising from all material ESG considerations that 

we can discern, whether they have a current impact or a potential future impact. These could include the 

impact that a prolonged drought has on a municipality's tax revenue and capital spending on water 

infrastructure, or the likely credit impacts that regulatory frameworks and ESG-related laws, policies and 

regulations will have on rated issuers and sectors as a whole.' We also assess any mitigating or adaptive 

behavior that issuers undertake. In some instances, we may identify ESG trends that are positive for an 

issuer's credit profile. 

In order to be meaningful for ratings, ESG considerations must be material to the likelihood of default and 

credit loss. Issuers encounter a multitude of ESG risks and opportunities, many of which have little tangible 

impact on operating or financial performance. For example, a company's volunteer work, charitable 

activities and other such initiatives are important to the extent that they produce social value, but their 

potential positive impact on the company's financial health or credit standing is unlikely to be material. 

The materiality of a particular aspect of ESG is typically specific to a sector or even an issuer or a 

transaction. For example, air pollution emission standards may be an important credit issue for the auto 

manufacturing sector but may not be meaningful for media companies. The strategies issuers within a given 

sector follow to address an ESG risk that is common to them all may result in improvements in credit 

strength for some issuers and deterioration in credit strength for others. 

Our approach to ESG considerations is similar to our approach for other material credit considerations in 

that it includes an assessment of the impact on an issuer's cash flows and the value of its assets over time; 

the sufficiency and stability of cash flows and assets in relation to the issuer's debt burden and other 

financial obligations; and liquidity and the ability to access capital. Visibility into future cash flows is also an 

important consideration. 

For example, for a non-financial corporate, we seek to assess how ESG issues such as product safety and 

carbon transition risks influence credit drivers such as demand for its products, the cost of production and 

the need for financing to make capital expenditures, as well as the potential for these drivers to change 

meaningfully over time. For financial institutions, we seek to assess how ESG issues such as governance and 

customer relations influence credit factors such as the issuer's ability to access funding in wholesale 

markets, its liquidity, risk tolerance, capital position and profitability, as well as the potential for these 

governance issues to affect the sustainability of the firm's business model. For structured finance 

transactions, we typically assess how ESG considerations may affect underlying asset values, in addition to 

considering how the special purpose vehicle's governance affects creditors. For sovereigns, meanwhile, we 

seek to assess how ESG considerations such as the economic effects of environmental issues, including 

climate change, or social and governance-related issues, such as control of corruption and the rule of law, 

could affect GDP, the trajectory and stability of the government's revenues and expenditures as well as the 

government's ability to withstand shocks, among other drivers of government creditworthiness. 

ESG Considerations Are Incorporated in Ratings in a Variety of Ways 

Where ESG issues are meaningful for credit profiles, we incorporate them into our ratings analysis in a 

variety of ways in the application of our sector-specific methodologies. As one part of our overall credit 

analysis, we consider how ESG risks could affect the qualitative and quantitative factors and sub-factors in 

the relevant scorecard or model. ESG impacts are incorporated, for example, in our qualitative assessment 

2 Ratings and rating actions, even those in response to policy decisions or changes, do not express judgments on the appropriateness of any policy; rather, they reflect our 
view of how those policies affect the ability of an issuer to repay its financial obligations. 
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of scorecard factors such as business profile, institutional strength or regulatory environment. Where we 

have sufficient visibility, [SC considerations may be incorporated into our projections, or we may consider 

scorecard-indicated outcomes based on a variety of scenarios, 

Even where [SC considerations do not affect the measures in a sector-specific scorecard or model, or where 

they cannot be quantified, we incorporate them into our overall analysis of credit drivers that are 

meaningful to the rating. In some cases, the expected impact of ESC risks may extend beyond the period 

that we can meaningfully project an issuer's scorecard metrics, or these risks may materially heighten the 

uncertainty of future results but we may have insufficient information to project the impact with reasonable 

precision. As a result, we may incorporate these ESG risks qualitatively outside the scorecard. For example, 

the financial impact of the long-term decline of the thermal coal industry resulting from more-stringent 

environmental regulations and product substitution cannot be projected over many decades with 

reasonable precision and thus would not be fully captured in a scorecard. However, our ratings of thermal 

coal mining companies qualitatively incorporate our negative long-term expectations for this industry in 

addition to our nearer-term projections. 

As part of our ratings analysis, we may establish Issuer Profile Scores (IPSs), which indicate our opinion of 

the extent to which a given issuer or transaction is exposed to E, S and G risks (incorporating [SC-specific 

mitigants) or benefits from its exposure to E, S or G. The IPSs are inputs to credit ratings. For more details 

on IPSs, see Appendix A and Rating Symbols and Definitions.' 

The exhibit below illustrates how we may incorporate ESC considerations into ratings. 

A link to Rating Symbols and Definitions can be found in the "Moody's Related Publications" section. 
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EXHIBIT 1 

An Illustration of How ESG Considerations Are Captured in Ratings 

ESG INTEGRATION INTO CREDIT ANALYSIS 
Our rating analysis considers all material credit considerations, including ESG 

SECTOR-SPECIFIC METHODOLOGIES 

Methodology Scorecard / Model 

Other Considerations 

ESG CROSS-SECTOR METHODOLOGY 

Environmental IPS 

0  E-3 0 

• Carbon transition 
• Physical climate risks 
Water management 
• Waste and pollution 
• Natural capital 

ISSUER PROFILE SCORES 

Social IPS 

• Customer relations 
• Human capital 
- Demographic and societal trends 
• Health and safety 
• Responsible production 

Governance IPS 

0 

G-3 --; 

• Financial strategy and risk management 
• Management credibility and track record 
- Organizational structure 
• Compliance and reporting 
• Board structure and policies 

The ESG credit impact score (CIS) is an output of the rating process that more transparently communicates the impact of ESG 

considerations on the rating of an issuer or transaction. 

Source: Moody's Investors Seolce 

CREDIT 

RATING 

- ESG CREDIT 
••, 
IMPACT SCORE* • 

CIS-1 Positive 

CIS-2 

CIS-3 

CIS-4 

CIS-5 

Neutral-
to-low 

Moderately 
Negative 

Highly 
Negative 

Very Highly 
Negative 
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General Principles for Assessing Environmental Risk 

Environmental risks are a significant consideration for a large number of issuers in the public and private 

sectors. We view environmental risk as falling broadly into two types of risks. 

» The consequences of regulatory or policy initiatives that seek to reduce or prevent environmental 

trends or hazards or perceived trends or hazards. These include: 

Regulations that have been implemented or those that are likely to be introduced (given, for 

example, proposals by regulators or legislators or binding agreements under an international 

accord) have the clearest impact on the credit profiles of issuers and sectors. 

Longer-term regulatory initiatives where implementation is unclear or subject to delays or 

meaningful regional variations (given, for example, very general agreements under an international 

accord with no enforcement mechanisms) provide less visibility into the likely impacts on the 

relative risk of default and credit loss for issuers. Lack of clarity may also diminish issuers' ability to 

adapt to regulations, adding a further layer of uncertainty regarding the credit implications. 

The adverse effects of direct environmental trends and hazards, such as pollution, drought, severe 

natural and human-caused disasters, and climate change. Direct environmental trends such as those 

arising from climate change (for example, rising temperatures) are typically incremental, developing 

over very long time frames, with diffuse consequences and limited immediate impact on ratings. High 

impact environmental hazards such as hurricanes or cyclones, wildfires or floods are episodic; they can 

be severe, concentrated in their impact and can sometimes have an immediate impact on ratings. The 

credit impact of long-term environmental trends or future hazards may be curbed or offset by other 

influences. These could include the implementation of regulations or technological changes that 

mitigate the effects of the trend, adaptation strategies such as improvements in physical and 

institutional infrastructure, or rising income levels that increase a government's tax base, allowing it to 

finance needed improvements. 

Some environmental considerations straddle these categories, such as waste and pollution, where we 

consider the policy response and the potential direct effect of the hazards that may result. 

)) 

The impact of these risks may affect factor or sub-factor scoring in methodology scorecards; for example, 

these risks could affect our forward-looking assessment of business profile, leverage and coverage, economic 

strength or GDP, or they may be considered outside of the scorecard. We also consider environmental risks 

in tandem with other issuer or sector characteristics that may mitigate or exacerbate their impact. 

For example, factors such as scale, high barriers to entry, the ability to recover rising costs from customers 

or taxpayers, financial flexibility, and expertise in handling operational and regulatory issues are important 

to the ability of issuers in most sectors to handle environmental exposures and implement adaptation 

strategies while maintaining their credit profiles. Conversely, small scale, geographic concentration, low 

income levels and deteriorating demographic trends make some issuers much more susceptible to 

environmental hazards or less likely to be able to implement adaptation strategies. 

Environmental Regulation or Policy Initiatives 

We seek to assess regulatory frameworks and the likely impacts that regulations will have on rated issuers 

and their sectors. 
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Relative to direct environmental risks, regulatory risks are more likely to have a focused, near-term credit 

impact on certain issuers and sectors, primarily in the private sector but also in the public sector. Recently 

implemented regulations and regulations that are likely to be introduced have the greatest potential to 

affect credit profiles and ratings. 

Regulatory Risks with Visible and Immediate Impact 

When regulations are known and transparent, the credit impact is reasonably visible. In our assessments of 

the impacts of environmental regulations, we may consider the likely effects on product demand or 

production costs. We may also consider whether issuers within a sector are concentrated in a particular 

product or market niche, or are less efficient than peers. 

For example, for coal mining companies, we typically consider how environmental regulations on air 

emissions, including traditional pollutants and carbon dioxide, may affect market demand and depress coal 

prices and sales volume. Regulations concerning land use, water scarcity and water quality are also relevant 

because they can contribute to higher costs. We typically consider whether environmental regulations could 

constrain the production of a domestic company to the benefit of a foreign producer. 

Reputation and consumer preferences can also affect demand or alter market dynamics, such as a 

preference for hybrid or electric vehicles. As another example, finance companies could face reputational 

damage in addition to asset risk if their lending is concentrated in sectors or borrowers perceived as causing 

environmental harm. 

Longer-Term Regulatory Initiatives Where Implementation Is Unclear 

The future course of regulatory and policy initiatives is not always clear, providing less visibility into the 

likely impact on the relative risk of default and credit loss for rated issuers. There can be important 

differences between regulations that are proposed and debated and those that are carried out. 

The timing of implementation and the way regulations are enforced can be important credit considerations. 

Regulations may set a target (for instance, to achieve a certain percentage of power from renewable sources 

or a reduction in emissions relative to a baseline) with unclear repercussions if targets are not met. When 

there are international accords to reduce emissions, there may be important national, regional and local 

influences that affect the timing and method of implementation as well as the rigor or laxity of 

enforcement. 

These influences may provide extra time for issuers to adapt to regulation, or they may create uneven 

playing fields or reduce visibility regarding which issuers' credit profiles will be affected. In these cases, 

gauging the future credit implications is complex and necessarily includes an assessment of the political 

landscape, including the will of the body politic to accept regulations that may result in higher costs or 

fewer jobs in the sector, and the ability of affected sectors to alter the course of regulation or 

implementation. 

For example, for an independent oil and gas exploration and production company, we assess existing carbon 

regulations and seek to understand how the trajectory of future regulations is likely to influence demand 

and pricing for hydrocarbons. We also typically consider whether the effects of regulations include higher 

costs, capital investment or limitations on locations to explore for new resources. For sovereigns, which are 

also exposed to carbon transition risk, substantial reliance on hydrocarbons as a source of income is an 

important credit consideration. For structured finance transactions, we may consider whether a rated 

transaction is concentrated in a sector with carbon exposure. We may, for example, assess how emissions 

regulations impact automobile residual values for securitizations backed by automobile leases. 
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Environmental Hazards 

We seek to incorporate risks of direct environmental hazards — such as the impacts of waste and pollution, 

water availability, pricing and related issues, depletion of natural capital and physical climate risks. We also 

may consider such aspects as liability, clean-up costs, capital costs, and carbon regulations to prevent or 

remediate these risks. 

Many environmental hazards are incremental or evolving, and they may constitute risks over a much longer 

time frame than risks that can result from environmental regulations, providing much less visibility into their 

impact on the relative credit standing of rated issuers. While public sector entities are often the first 

responders, private sector entities may bear liability for disasters they have precipitated or regulations they 

have violated. Insurers and reinsurers may be exposed based on the liability coverage they have provided to 

the private or public sector. 

The credit impacts of environmental trends may be delayed or eventually overshadowed. For instance, the 

deleterious effects of airborne mercury build up over time, such that the credit impact on a local 

government — in the form of poorer health, a lower tax base or emigration — may happen long in the 

future. But, over time, its impact may also be curbed or offset by other influences, such as rising incomes 

(which typically increase a government's tax base and can benefit health), implementation of regulations, 

more resilient physical and institutional infrastructure, or technological changes. 

Environmental hazards such as major oil spills and severe hurricanes are episodic, often with intense, 

localized impact that is hard to predict but very meaningful to credit risk for the affected issuer or group of 

issuers and their insurance coverage providers. Site remediation, for example at chemical plants, oil 

refineries or nuclear power facilities, can create large clean-up liabilities for their owners or insurers, which 

could transition to governments if companies fail to fulfill their obligations. In a global economy with 

complex supply chains, the impact of a disaster can reverberate well beyond the area where it occurs. 

In assessing how environmental hazards affect an issuer or sector, considerations such as likelihood, timing, 

and the potential for precautionary or remedial measures to reduce the hazard are very relevant. Due to the 

very low probability of severe event risks at the level of a particular issuer, they are rarely a driver of credit 

rating actions across a sector. However, a sector that is characterized by frequent but less severe 

environmental episodes may have an overall higher-risk credit profile, which may be reflected in lower 

ratings compared with sectors that are not affected by these risks. 

For a particular issuer, we would consider the combination of exposures to incremental and episodic risks. 

For example, for sovereigns, we assess their dependence on weather-exposed economic sectors, such as 

agriculture or tourism, as part of our assessment of economic and fiscal strength. We also consider their 

institutional and financial capacity to deal with shocks, which may include environmental impacts such as 

severe hurricanes. 

Our Environmental Risk Classification 

We broadly classify the environmental risks that are generally most relevant from a credit perspective into 

five categories. These are (i) carbon transition; (ii) physical climate risks; (Hi) water management; (iv) waste 

and pollution and (v) natural capital (see Exhibit 2). 

While the categories of risk are reasonably distinct, in some cases there are interrelationships among the 

categories. 
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Within each category, we provide some examples of risk subcategories. The actual subcategories that 

pertain to different types of public and private sector entities may vary. 

EXHIBIT 2 

Mood's Environmental Risk Cate 

» Current positioning for 
carbon transition 

» Technology, market and 
policy risk 

• Actions to mitigate risk 
» Long-term resilience to risk of accelerated 

carbon transition 

ones 

• Non-GHG air pollutants 
» Land-based accidents, 

spills and leaks 
» Hazardous and non-hazardous waste 
» Circular economy 

Note: Subcategories are representative and not exhaustive. 

Source: Moody's Investors Service 

» Current and future effects 
of climate change 

» Exposure to heat stress, 
water stress, floods, hurricanes, 

sea lev el rise and wildf ires 

MOW 
>, Impact on natural systems 

(soil, biodiv ersdy, forest, land, 
oceans, etc.) 

» Dependency on goods and sery ices derived 
from nature (agriculture, fiber, 
fish,etc.) 

» Non-climate-related risks 
» Impact of economic activ ity 
» Availability, access 

and consumption 

• Innov ations to enhance water use efficiency 
» Risk of pollution-related regulatory violations 

General Principles for Assessing Social Risk 

Social risks represent the broadest range of considerations among the three ESG categories, and their 

importance to credit profiles is varied. 

Social considerations tend to be more prominent for the credit quality of public sector issuers than private 

sector issuers. Public sector issuers' responsibilities include developing, executing and adjudicating laws, 

regulations and policies that address the needs of society as well as building and maintaining infrastructure 

and delivering services consistent with these policies. Governments, which are often major employers, also 

face social issues common to all employers. Social issues that affect the public sector may take years, 

sometimes decades, to emerge as credit concerns, and they may evolve with policy changes or economic 

shifts. 

Within the public sector, there is a complex interplay among social considerations. The strength and 

resilience of the economy can influence policymakers' ability to pursue social objectives, and changes in 

society can influence economic strength over time. Meanwhile, social considerations partly determine and 

can constrain governance choices and outcomes. 

For the private sector, social considerations, such as product safety, supply-chain considerations, business 

reputation or employee relations, are often issuer-specific or event-driven. When these issues arise, they can 

have an immediate impact on creditworthiness. Private sector entities are also affected by social factors in 

the public sector. For example, levels of education in the workforce affect a company's ability to hire 

qualified employees. 
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Our assessment of social issues may affect factor or sub-factor scoring in methodology scorecards; for 

example, our view of the potential for social unrest could affect our forward-looking view of a government's 

tax base or expenditures aimed at addressing social demands. As another example, social programs and 

demographics could affect our assessment of the trajectory of healthcare or pension obligations with 

financial implications. Some social risks, such as litigation related to product safety, may be assessed outside 

of the scorecard. 

We also assess social risks in the context of other issuer or sector characteristics that may have a 

countervailing impact. For example, for sovereigns, steps to reduce gender gaps and invest in education may 

be relevant considerations because they could mitigate the impact of slowing growth in working-age 

populations. 

Social Considerations for the Public Sector 

For the public sector, we seek to assess how social issues— which can include labor and income, access to 

education and housing, demographic change and health and safety — are likely to affect government 

creditworthiness. For example, for sovereigns and regional and local governments, we may assess the fiscal, 

economic and political implications of poverty, social inequality, or violence and crime on economic 

competitiveness, growth and, ultimately, per capita income levels. 

Income inequality is an important credit consideration because it can lead to demands for new types of 

policies, governments and political parties, with implications, positive or negative, for policy effectiveness, 

potential growth and fiscal strength. In addition, for sovereigns, rising income and political equality can 

result in higher expectations for public services, which can impose strains on public finances. At lower levels 

of economic development, spending to expand healthcare coverage and to increase the stock of adequate 

housing can also lead to fiscal pressure if this higher spending is not offset by economic benefits, such as 

higher worker productivity, that lead to higher government revenue. 

We also typically consider the quality and availability of education and access to basic services, 

infrastructure and affordable housing, which have considerable influence on business and economic 

development, tax revenue and spending. Inadequate funding of social programs or infrastructure may result 

in a long-term loss of competitiveness, lower growth and the potential that infrastructure maintenance will 

be deferred. 

Demographic changes, including aging, are important considerations. In particular, an aging population can 

result in higher demands for pension and healthcare spending, and in a smaller share of the total population 

in the workforce, which weighs on long-term economic growth. If not offset by higher revenue or lower 

spending on other programs, this can erode fiscal strength. And because retirees tend to save less, aggregate 

savings tend to slow, which could have a negative impact on debt affordability for the government and, for 

sovereigns, the balance of payments. Measures taken to address the effects of an aging population, such as 

reducing pension benefits, extending the retirement age or relaxing immigration policies, can help maintain 

budgetary balance and an adequate workforce but could also increase social unrest and threaten political 

stability. 

Where governments are perceived as unresponsive to emerging social demands, lack of political 

representation can result in sudden and at times violent demands for greater freedom or equality, in turn 

increasing political turmoil and reducing economic growth. Chronic violence may curb investment or trigger 

capital flight. When violence necessitates sharp and sustained increases in government spending on security, 

it can also affect a government's fiscal strength. 
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Our Social Risk Classification for the Public Sector 

We broadly classify social risks for the public sector that are generally most relevant from a credit 

perspective into six categories: (i) demographics; (ii) labor and income; (iii) education; (iv) housing; (v) health 

and safety; and (vi) access to basic services (see Exhibit 3). 

The six main social considerations capture a variety of trends that are important to government issuers 

across different sectors for different reasons, and with different credit implications. For example, 

demographic trends such as low population growth can indicate that economic performance will not 

generate sufficient revenue to meet pension promises and other spending responsibilities. A fast-growing 

young population, with large numbers of new entrants in the labor force, generally supports high growth 

potential but also raises demands for jobs, which, if not fulfilled can lead to rising social tensions. 

Meanwhile, efforts to maintain a sufficient stock of affordable housing can mean higher social spending but 

can also help moderate the cost of living, preserving disposable income and potentially driving tax revenue. 

Within each category, we provide some examples of risk subcategories. The actual subcategories that 

pertain to different types of public sector entities may vary. 

EXHIBIT 3 

Moody's Social Risk Categories— Public Sector 

• Age distnbuhon 
* Immigration 
* Birth rates 
* Racial & ethnic composition/trends 

*Availability and access 
Condition of housing 

Labor 8, income 

• Labor force participation 
• Income inequality 

Health and safety 

* Access to pnmary/ 
secondary/tertiary 
* Educated populace 
* Literacy 

* Healthcare * Water 
* Food security * Sewer 
Environmental quality Electn city 

• Personal safety & well-being * Financial services 
* Transportation 
Telecom/Internet 

Notes: While the categories of risk are reasonably distinct, in some cases there are interrelationships among the categories. Subcategories are representative and not exhaustive. 

Source: Moody's Investors Service 

Social Considerations for the Private Sector 

For private sector issuers, we view social considerations as falling broadly into two categories: i) issuer-

specific considerations, such as product safety problems that harm an issuer's reputation; and ii) the adverse 

effects of external factors, such as regulation that leads to higher compliance costs or creates rigid work rules. 

Issuer-specific social risks can be material. For example, we seek to assess how social risks such as poor labor 

relations can lead to higher costs due to employee turnover, or how a strike would affect revenue. We may 

also consider the potential for costly settlements, fines and higher insurance premiums resulting from 

substandard health and safety practices or products and services perceived to create harm. 
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We may also consider how social risks could damage a company's reputation, which can lead to shifts in 

consumer preferences or even boycotts. For example, a company with a reputation for pay inequality and 

exploitative working conditions or a company whose supply chain partner engages in unethical practices 

may be at a competitive disadvantage. In some cases, a company that has a reputation among consumers 

as an environmental leader in its industry may have a competitive advantage that results in higher market 

share. 

Exposure to regulatory and litigation risks is another important consideration. In some industries, regulation 

can cause business practices and health and safety standards to change considerably over time. Compliance 

costs related to regulation can be substantial, as can the cost of non-compliance in the form of fines and 

loss of business. For example, significant liabilities related to practices or products that are no longer 

considered socially acceptable may affect an issuer's revenue, cash flow, ability to access capital and debt 

markets, and its long-term viability. Examples of industries that have experienced material credit 

implications resulting from these considerations include asbestos producers, tobacco companies and banks 

(e.g., due to mis-selling of financial products such as mortgage-backed securities). 

In structured finance, social risks that are material may include those that directly affect the underlying 

transaction assets as well as those that affect key transaction counterparties, such as the originator, servicer, 

swap counterparty and account bank. 

Our Social Risk Classification for the Private Sector 

We broadly classify social risks for the private sector that are generally most relevant from a credit 

perspective into five categories: (i) customer relations; (ii) human capital; (iii) demographic and societal 

trends; (iv) health and safety; and (v) responsible production (see Exhibit 4). These five categories help to 

frame the most material social issues that stem from an issuer's interaction with its major stakeholder 

groups. They tend to fall into one of two broader themes; those which are issuer-driven, such as how a 

company manages its health and safety practices, and those that are externally driven — for example, the 

effect of changing demographics on demand for a company's product. 

Within each category, we provide some examples of risk subcategories. The actual subcategories that 

pertain to different types of private sector entities may vary. 

For clarity, we use the private sector social categories for government-related issuers (GRls), supranational 

entities and revenue enterprises. Such issuers include public utilities and mass transit enterprises, hospitals 

and healthcare providers and institutions of higher education. 
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EXHIBIT 4 

Moody's Social Risk Categories - Private Sector 

Customer Relations 

• Data security & customer pnvacy 
• Fair disclosure & labelling 
• Responsible distnbution & marketing 

Human Capital 

• Labour relations 
• Human resources 
• Diversity & inclusion 

s Product quality 
• Accident & safety 2 Supply chain management 
management iConimunity stakeholder 
• Employee health & well-being engagement 

Bnbery & corruption 
• 'A'aste Management 

Demographic & Societal 
Trends 

1 Demographic change 
• Access and affordability 
• Social responsibility 
• Consumer activism 

Notes: While the categories of risk are reasonably distinct, in some cases there are interrelationships among the categories. Subcategories are representative and not exhaustive. 
Source: Moody's Investors Service 

General Principles for Assessing Governance Risk 

Governance risks are an important consideration for all debt issuers, whether public or private. Unlike 

environmental and social risks, which may be driven by external factors such as regulation or demographic 

change, governance risks are largely issuer-driven. 

Governance relates to the framework and processes through which decisions are made and related actions 

are carried out. For corporate entities, the different constituents of governance help direct and manage 

business and financial activities. For public sector entities, the institutional and governance framework 

includes all the actors, i.e., broadly speaking, state and non-state actors, that participate in the formation 

and enforcement of rules and norms and in the policymaking process. Checks and balances that allow policy 

and other public actions to be scrutinized and to be informed by feedback are also part of the institutional 

and governance framework. For structured finance transactions, the strength of the control mechanisms laid 

out in the transaction documentation, as well as the adherence of the transaction parties to the 

documentation, are critical to the governance profile. 

In addition to the ways that decisions are informed, made and implemented, governance also encompasses 

the ways an entity gains acceptance from its various stakeholders for the decisions made, and the extent of 

stakeholders' acceptance. Relevant stakeholders can vary across sectors but typically include internal parties 

(e.g., management, owners or employees) and external parties (e.g., governments, regulators, customers, 

suppliers or voters), and there may be conflicting interests among stakeholders. 

While the scope of governance issues is broad, our focus is on the governance risks or benefits that are 

material for creditors, i.e., those aspects of governance that improve the credit profile (e.g., because good 

governance increases the entity's resilience to other risk factors) or weaken it (e.g., because poor governance 

exacerbates other risks). For example, when a company makes policy, operational or financial decisions that 

prompt a meaningful negative response from stakeholders that weakens the credit profile, such as a 

prolonged strike that cuts margins or product lawsuits that decrease the availability of credit, those 

decisions weigh negatively in our assessment of governance. 
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In cases where credit quality deteriorates due to poor governance, such as a breakdown in controls resulting 

in financial misconduct, it can take a long time to recover. In more extreme cases, private sector firms have 

defaulted due to a loss of confidence among clients and creditors following the disclosure of a major 

governance breach. Poor governance practices in the public sector that lead to widespread corruption can 

weaken the economy and can affect both public and private sector issuers. 

The impact of weak governance may affect scoring for scorecard factors or sub-factors that are influenced 

by an issuer's actions, planning and policy decisions, such as a financial policy factor or leverage and 

coverage metrics. Some governance considerations, such as financial controls and reporting and audit 

committee independence, may be assessed outside the scorecard. 

Governance Considerations for the Public Sector 

Governance considerations are part of our assessment of the fundamental credit strength of a sovereign or 

regional or local government. 

For example, our analysis of sovereign risk includes an assessment of the quality of institutions. Relevant 

features of our analysis are the quality of government bureaucracy and administration and policy planning. 

Contract enforcement and property rights are essential elements for a well-functioning economic system, 

along with an independent judiciary and trust in the judicial system. The extent to which public power is 

exercised for private gain, as well as the transparency and accountability of the public sector, are also 

important considerations. 

We also assess the policy effectiveness of a sovereign, including fiscal policy and monetary and 

macroeconomic policy. 

For regional and local governments, we typically assess a government's revenue and expenditure flexibility 

under its existing legal framework. We may consider restrictions, such as tax limits, and laws, such as 

executive authority to make midyear budget adjustments. We also consider financial planning, policies and 

practices, which may include consensus revenue forecasts, debt affordability analyses or an assessment of 

whether budgeting is conservative. 

Local or regional governments may have the flexibility to deviate from their own legal frameworks, which 

we often consider an indication of weak governance. A weak governance structure is generally reflected in 

ineffective institutions or long-standing practices such as a history of regular, large borrowings for operating 

deficits, delays in payments for commercial debt or underfunding pension plans. Weak governance may also 

result from weak oversight from the relevant upper level of government. The underfunding of large pension 

plans or a deviation from planned contributions creates a growing gap that may result in higher debt levels 

in the future. 

Our Governance Risk Classification for the Public Sector 

We broadly classify governance risks for public sector entities that are generally most relevant from a credit 

perspective into four categories: (i) institutional structure; (ii) policy credibility and effectiveness; (iii) 

transparency and disclosure; and (iv) budget management (see Exhibit 5). 

Within each category, we provide some examples of risk subcategories. The actual subcategories that 

pertain to different types of public sector entities may vary. 
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EXHIBIT 

Moody's Governance Risk Categories— Public Sector 

Institutional Structure 

0 Strength of judiciary and civil society 
0 Institutional arrangements that guide 

fiscal and macroeconomic policy 

a Control of corruption 

Transparency & Disclosure 

0 Comprehensiveness and reliability of 
economic, fiscal, and financial data 
» Timely financial disclosure 

Policy Credibility & Effectiveness 

» Fiscal policy track-record and effectiveness 
» Monetary and macroeconomic policy effectiveness 
» Regulatory effectiveness 

Budget Management 

Budetary and forecast accuracy 
» Management quality and expenence 
a Effective use of multi year planning for operating 

and capital spending. 

Notes: While the categories of risk are reasonably distinct, in some cases there are interrelationships among the categories. Subcategories are representative and not exhaustive. 

Source: Moody's Investors Service 

Governance Considerations for the Private Sector 

For the private sector, ownership and control, board oversight and effectiveness, and management structure 

and compensation are among the areas we may consider in our assessment of how governance affects 

creditworthiness. 

Concentrated ownership and voting control are a potentially negative influence on corporate performance 

and credit outcomes, because owners may seek to extract private benefits at the expense of other 

stakeholders. In these cases, the potential for management interference and lack of independent board-level 

oversight and risk controls, especially around capital allocation and related-party transactions, is also 

heightened. 

Boards have a critical oversight role in the area of risk management,' including involvement in setting and 

monitoring the firm's risk appetite, ensuring that a proper risk management framework is in place, and 

protecting the interests of all stakeholders, including creditors. Management compensation is a highly visible 

indicator of how a company's compensation structures might encourage excessive risk-taking by 

management, a negative for credit quality. Aggressive compensation policies can encourage decision-

making that emphasizes equity performance over a stable credit profile. For example, asset allocation 

decisions driven by short-term equity compensation rewards are a potential risk to debtholders. 

For structured finance transactions, we typically assess the strength of the control mechanisms described in 

the transaction documentation, as well as the adherence of the transaction parties to the documentation. 

This includes management of ESG-related risks. 
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Our Governance Risk Classification for the Private Sector 

We broadly classify governance risks for the private sector that are generally most relevant from a credit 

perspective into five categories: (i) financial strategy and risk management; (ii) management credibility and 

track record; (iii) organizational structure; (iv) compliance and reporting; and (v) board structure, policies 

and procedures (see Exhibit 6). Each of these risk categories may be assessed by different metrics or 

considerations based on the nature of the issuer. For example, the governance risks of financial institutions 

or structured finance transactions have certain unique aspects that differ from those of non-financial 

companies. In structured finance, the strength of the control mechanisms laid out in the transaction 

documentation, as well as the adherence of the transaction parties to the documentation generally mitigate 

governance-related risks.' 

Within each category, we provide some examples of risk subcategories. The actual subcategories that 

pertain to different types of private sector entities may vary. 

For clarity, we use the private sector governance categories for government-related issuers (GRIs), 

supranational entities and revenue enterprises. Such issuers include public utilities and mass transit 

enterprises, hospitals and healthcare providers and institutions of higher education. 

EXHIBIT 6 

Moody's Governance Risk Categories— Private Sector 

Financial Strategy & Risk 

Management 

. Leverage policy 

. Capital modeling and stress testing 

MSA strategy 
• Dividend and capital allocation policies 
• Risk management polices and controls 
• Internal controls 

• Regulatory violations 
Civil and cnminal Investigations 

• Securities lawsuits and inveshgabons 

• Bribery and corruption 
. Accounting policies and disclosures 
• Consistency and quality of financial reporting 

Management Credibility & 
Track Record 

. Earnings and guidance accuracy 

. Regulatory relationships 

Succession planning and key person risk 
• Management quality and experience 
Protect or subsidiary sponsor support 

• Loss reserve development 

• SONIC& cr manager quality 

. Ownership and control 

. Management Compensation 
design and disclosure 

. Board of director oversight and effectiveness 

. Financial oversight and capital allocation 

Organizational Structure 

• Organizational complexity 
• Legal and ownership structure 

. Insider and related-party transactions 
• Capital structure and organizahonal funding 
linkage 

Notes: While the categories of risk are reasonably distinct, in some cases there are interrelationships among the categories. Subcategories are representative and not exhaustive. 

Source: Moody's Investors Service 

5 See our approach to assessing counterparty risks in structured finance. A link to a list of our sector and cross-sector methodologies can be found in the "Moody's Related 

Publications" section. 
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Appendix A: Establishing Environmental, Social and Governance Issuer Profile 

Scores 

In this appendix, we describe our framework for establishing issuer profile scores (IPS) that reflect our 

opinion of an issuer's, obligor's or transaction's6 exposure to E, S and G risks and benefits. We describe a 

core, common framework that fosters a consistent representation of these exposures across sectors, 

sometimes augmented by sector-specific scoring details.' 

E, S and G IPSs illustrate the issuer's exposure to these risks, incorporating related mitigants, or benefits, 

using a unified scale across all sectors. Although [SC risks and benefits are an important aspect of our rating 

analysis, E, S and G IPSs are not necessarily directly related to rating levels. IPSs do not reflect an issuer's 

overall credit strengths or weaknesses (e.g., brand strength or weakness, ability or inability to pass through 

cost increases, or financial flexibility). Two issuers can have the same ratings but very different IPSs, or the 

same IPSs but very different ratings. 

For example, an issuer may have a Highly Negative or Very Highly Negative IPS (see Exhibit 7), which 

indicates the presence of material risks, but these risks may not preclude a high credit rating, because the 

issuer has important credit strengths that largely mitigate the E, S or G risks. Conversely, an issuer with a 

Positive IPS may face other credit risks that are substantially more immediate and material, such as weak 

cash flow, weak liquidity or relentless competition, and that have a much greater influence on the rating. 

See Appendix B for more details on how we may represent the influence of [SC issues on a rating. 

Definitions and Scoring Scale 

The E or S IPS of an issuer or transaction is our opinion of its exposure to that specific risk. Our assessment 

of E and S focuses on credit-relevant considerations, as outlined in our classifications, and the extent to 

which they are positive or negative for credit profiles. The exposure to E and S risks of an issuer or 

transaction depends on the composition of its activities, economic base or assets. The IPS also incorporates 

meaningful mitigating or strengthening actions related to those specific exposures. These include actions 

taken at the issuer's own initiative or actions fostered or required by external parties (such as policies, 

regulations or international commitments). 

The G IPS of an issuer or transaction is our opinion of its relative governance strength.8 Similar to our 

assessment of E and S considerations, our assessment of the G issuer profile focuses on credit-relevant 

governance considerations, as outlined in our classifications, and the extent to which they are positive or 

negative for credit profiles and incorporates meaningful mitigating or strengthening actions related to this 

specific exposure. 

E, S and G IPSs are expressed on a five-point scale, from E-1, S-1 or G-1 (Positive) to LS, S-S or G-S (Very 

Highly Negative), as show in Exhibit 7. 

6 Typically, outside of structured finance, IPSs are established at the issuer level or, where the issuer is not responsible for repayment of the debt, the level of the obligor. 
For structured finance and certain other types of transactions, IPSs are established at the transaction level. 

' See appendices for more details. 

B We assess relative governance strength in the context of a sector, sub-sectors or a group of methodology sectors. 
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EXHIBIT 7 

E, S and G Issuer Category and Issuer Profile Scoring Scale 

Scol e Definition 

E-1 Positive 

S-1 

G-1 

Issuers or transactions with a Positive E or S issuer profile score typically have exposures to E or S issues that carry material 
credit benefits. 

For G, issuers or transactions typically have exposure to G considerations that, in the context of their sector, positions them 
strongly, with material credit benefits. 

E-2 

S-2 

G-2 

Neutral-to-Low Issuers or transactions with a Neutral-to-Low E or S issuer profile score typically have exposures to E or S issues that are not 
material in differentiating credit quality. In other words, they could be overall slightly credit-positive, credit-neutral, or 
slightly credit-negative. An issuer or transaction may have a Neutral-to-Low score because the exposure is not material or 
because there are mitigants specifically related to any E or S risks that are sufficient to offset those risks. 

Issuers or transactions with a Neutral-to-Low G issuer profile score typically have exposure to G considerations that, in the 
context of their sector, positions them as average, and the exposure is overall neither credit-positive nor negative. 

E-3 

S-3 

G-3 

Moderately Issuers or transactions with a Moderately Negative E or S issuer profile score typically have exposures to E or S issues that 
Negative carry moderately negative credit risks. These issuers may demonstrate some mitigants specifically related to the identified E 

or S risks, but they are not sufficiently material to fully offset the risks. 

Issuers or transactions with a Moderately Negative G issuer profile score typically have exposure to G considerations that, in 
the context of the sector, positions them below average and the exposure carries overall moderately negative credit risks. 

[-4 

S-4 

G-4 

Highly Negative Issuers or transactions with a Highly Negative E or S issuer profile score typically have exposures to E or S issues that carry 
high credit risks. These issuers may demonstrate some mitigants specifically tied to the E or S risks identified, but they 
generally have limited effect on the risks. 

Issuers or transactions with a Highly Negative G issuer profile score typically have exposure to G considerations that, in the 
context of their sector, positions them weakly and the exposure carries overall highly negative credit risks. 

E-5 Very Highly G-S Issuers or transactions with a Very Highly Negative E or S issuer profile score typically have exposures to E or S issues that 

S-S Negative carry very high credit risks. While these issuers or transactions may demonstrate some mitigants specifically related to the 
identified E or S risks, they are not meaningful relative to the magnitude of the risks. 

Issuers or transactions with a Very Highly Negative G issuer profile score typically have exposure to G considerations that, 
in the context of their sector, positions them very poorly and the exposure carries overall very high credit risks. 

Source Moody's Investors Service 

The asymmetric scale reflects our view that [SC issues are more typically a source of credit risk than 

strength, in particular for E and S issues. The scale nonetheless allows recognition that an issuer or 

transaction may benefit, from a credit perspective, from its exposure to [SC issues. For example, a company 

may score E-1 if we assess that it will likely obtain a material and sustainable business advantage from 

environmental trends. 

Overview of the Framework 

To establish an IPS, we assess each component (i.e., E, S or G) for that issuer or transaction and each main 

category of risk for that component (e.g., for E, carbon transition, physical climate risks, water management, 

waste and pollution and natural capital). 

In our assessment of the E, S or G issues, we apply the same general principles as outlined above in this 

methodology, focusing on their credit materiality. In assessing E and S issuer category scores, we may use 

any relevant sector-wide information that is available, in particular our sector category scores, as general 

reference points, because many environmental and social risks are common to a sector or asset class. For 

the G component, our analysis starts at the issuer- or transaction-level. For each component, we also 

incorporate mitigants or strengthening actions specifically tied to identified issues in that component. 
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The information used in assessing the issuer category scores and the IPSs may include both quantitative and 

qualitative data and is generally found in or calculated from the issuer's public disclosures or any relevant 

third-party sources. We may also incorporate non-public information, including that obtained from issuers 

as part of the credit rating process. 

We incorporate a long-term perspective of E and S risks into our assessments of issuer category scores and 

IPSs. We thus consider risks that have the potential to impact ratings over time even if these risks are 

expected to unfold far into the future and the longer time frames give issuers greater time to adapt. 

EXHIBIT 8 

Illustrative Overview of the Framework — Private Sector 

COMPONENTS SECTOR CATEGORY SCORES* ISSUER CATEGORY SCORES ISSUER PROFILE SCORES 

Environmental 

Social 

Governance 

Expressed on 4-point scale 

anion tralsition 

Physical Ovule lists 

Water rnsup, ernent 

Waile and pdlution 

• Nati= cap= 

• Customer relations 

• Human capital 

• Demowaphk Jid SOCIE4.31 trends 

• Health and %Jelly 

• Responsible production 

*Sector category scores are a general reference point for issuer category scores. 
Source: Moody's Investors Service 

Expressed on S -point scale Expressed on S-point scale 

• Carbon transition 

• Physical climate nsks 

- Water management 

• Waste and pollution 

• Natural capital 

• Customer relations 

• Human capital 

• Demographic and societal trends 

• Health and safety 

• Responsible production 

• Financial strategy and risk management 

Management credibility and track record 

Organizational structure 

Compliance and reporting 

board structure and policies 

E Issuer Profile Score 

S Issuer Profile Score 

G Issuer Profile Score 

Sector Category Scores Provide a General Reference Point 

The activities, economic base or assets of an issuer or transaction are a principal driver of its environmental 

and social risk, and our sector category scores° for E and S (see Exhibit 8) provide an initial orientation point; 

however, our E and S analysis is performed at the level of the issuer or transaction. We use E and S 

categories of our classification discussed in the "General Principles for Assessing Environmental Risk" and 

the "General Principles for Assessing Social Risk" sections above. These categories are consistent across the 

respective sectors (e.g., categories of our social classification are the same for all private sector entities and 

transactions). 

The sector category scores illustrate the inherent exposure, from a credit perspective, to E and S categories 

of individual sectors, using a four-point scoring scale of Very High Risk, High Risk, Moderate Risk and Low 

Risk. These sector category scores are the outcome of qualitative analytical judgment and reflect our 

opinion of the risks that the rated issuers and transactions in a sector are currently facing. While we may 

consider that some issuers or transactions draw credit benefits from their E or S exposures, it is unlikely that 

an entire sector would collectively show a positive exposure. As a result, the sector category scores do not 

Also known as our environment and social risk heat maps. 
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include a positive category. Unlike IPSs, the sector category scores do not reflect mitigants at the level of an 

issuer, transaction or sector level.' 

Issuer- or transaction-specific considerations may indicate a different level of exposure to a given E or S 

category than indicated by the sector category scores. As an overall score for the sector, sector category 

scores do not capture the dispersion in the exposure levels of issuers within a given sector (or sub-sector), 

nor do they capture regional variations within a sector. For example, the carbon transition issuer category 

score incorporated in the IPS of an automobile manufacturer that is successfully adding electric cars to its 

fleet may be different from the sector carbon transition score. 

Sector classifications are broadly based on Moody's rating methodologies and reflect only Moody's-rated 

entities within a given sector. Notwithstanding these limitations, sector category scores place an issuer's 

sector in the context of all other rated sectors and can be useful in fostering E and S IPSs that are consistent 

across sectors. 

We do not assign sector category scores for governance given the largely idiosyncratic and issuer-specific 

nature of governance. This reflects our view that the development of governance, including organizational 

structure, policies, practices and culture, is generally internal to an organization, with less influence from 

sector-specific external forces such as regulation (although there may be exceptions, e.g., banks or regional 

and local governments operating under specific jurisdictional arrangements). 

Issuer Scores 

Our assessment focuses on issuer-specific E, S and G attributes for each of the categories pertaining to the 

E, S or G component. We score each E, S or G category on the five-point scale described in Exhibit 7. 

In assessing risks, benefits and specific mitigants, we use the general principles for assessing ESC risks 

discussed in this methodology, in addition to [SC-related scoring in the relevant sector methodology (e.g., 

the Business Profile factor score for a non-financial corporate may incorporate its compliance with industry 

E, S or G regulations or its success in meeting [SC-related customer preferences). 

In establishing E, S and G issuer category scores, we make a qualitative assessment of the issuer exposure 

based on the scoring scale definitions (see Exhibit 7). Our assessment may be informed by metrics that are 

relevant to the risks, benefits and [SC-specific mitigants in each category for that issuer or transaction. We 

may consider third-party assessments in addition to making our own qualitative judgments. 

Scoring Incorporates Meaningful Mitigants to Specific Exposures 

The E, S and G IPSs and the respective issuer category scores incorporate meaningful mitigating or 

strengthening actions related to those specific exposures. Meaningful mitigants typically need to be backed 

by clear action plans and financial commitments; a stated intention, without these elements, would 

typically not be meaningful. For example, we would not consider a stated intent to be carbon-neutral at 

some future date, by itself, to be meaningful. Also, we would not typically incorporate as mitigants to an 

[SC risk any financial or other resources that may be granted by a third-party in response to an [SC risk or 

event (e.g., a hurricane), because they do not represent concrete action taken by the issuer itself. 

For clarity, the overall E or S sector score is an indication of credit-relevant exposure and does include sector-level mitigants. For example, regulated utilities are allowed 

to pass through all operating costs to ratepayers, including the cost of transitioning to a low-carbon power generation fleet, which is incorporated in the overall E score, 
but not in the carbon transition sector category score. 
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An example of a meaningful mitigant may include a case where a company or government whose facilities, 

workforce, infrastructure or citizens are exposed to environmental risks, such as rising sea levels, hardens its 

infrastructure or restores natural barriers to lower the incidence of negative events related to those risks. 

Similarly, a company whose workforce is exposed to safety risks, for example through repetitive motion or 

the handling of hazardous substances, may put into place plans or policies specifically designed to reduce 

the likelihood of safety incidents (e.g., through training or robotization) or to lessen their impact on exposed 

employees, for example by offering insurance policies related to these risks or providing supportive health 

policies. In some cases, a single action may be a specific mitigant to more than one category of risk, or more 

than one component. For example, an effective carbon-reduction strategy may be positive in terms of social 

responsibility (an S category) as well as carbon transition (an [ category). 

Scoring Where Data Are Limited or Missing 

We acknowledge that disclosure on ESG matters may vary across sectors and issuers, largely because of the 

differences in reporting standards across jurisdictions as well as different levels of market focus on ESG 

topics. Where data are limited or missing for an issuer or transaction, including on a non-public basis, we 

typically place greater emphasis on other known characteristics (e.g., size, domicile or regulatory 

environment) or sector-level scores in considering whether the issuer's exposure is likely materially different 

from the sector with respect to a particular E, S or G category of risk. We would typically also consider 

whether the exposures of issuers or transactions where we do have information indicate that these 

exposures are homogeneous across the sector, or whether they vary quite widely. In the latter case, we 

would typically make an assumption regarding the issuer's position on the spectrum of exposure of similar 

issuers or transactions, based on known characteristics. 

Blended Scores 

Where an issuer has multiple activities or operates in multiple sectors or where a transaction has exposure 

to multiple asset types, this diversification may help offset the exposure of a particular business, activity or 

asset type that is highly exposed to E or S risks. In these cases, we typically establish a composite, or 

blended, E or S score. The composite score may be informed by an average score weighted by the relative 

portions of revenue, cash flow, profit or assets that each sector represents in the total. In our assessment, 

we incorporate forward-looking views of changes in the mix of activities where we consider those changes 

as likely to materialize in the near-future. In some instances, we may take into account cases where a 

company derives only a small percentage of its revenues or cash flows from a specific activity, but the E and 

S risks related to the activity, including reputational or regulatory risks, could severely impact its overall 

financial strength. For governance, we consider the totality of an issuer's businesses or a government's 

activities that is typically not informed by any weighted average, because governance considerations 

generally encompass an entire organization and are not attached to specific activities or business units. For 

example, governance failures at a subsidiary would typically negatively affect our view of the parent's 

governance strength, because it would suggest an important lack of oversight and control by the parent. As 

another example, even if a unit of a company demonstrates very strong governance practices on its own, 

the presence of entities in the same group with looser reporting standards or weaker compliance with 

important regulations may result in a lower governance IPS. 

Arriving at E, S and G Issuer Profile Scores 

In establishing the E, S or G IPSs, we make a qualitative assessment of the overall E S or G issuer exposure 

against the scoring scale definitions (see Exhibit 7), taking into account the scores assigned for each 

category of a component." Reflecting our view that the highest risks often outweigh other considerations, 

we typically place emphasis on the worst category score. 

" In some sectors, and in particular for governance, we may directly use scorecard factor or sub-factor scores, where relevant, and map those to our category scores or IPSs. 
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However, our overall view may be worse than the worst category score or better in some cases, and the 

average score may inform the IPS. Risks can be additive across the categories of an E or S component. An 

issuer or transaction highly exposed to multiple risk categories may face more severe risk than an issuer or 

transaction exposed to one risk category only. As a result, the assigned IPS may be worse than suggested by 

the worst category score, typically by no more than one scoring level, where there are other risk categories 

pointing to meaningful risks. Conversely, in assigning the IPS we also consider the unique characteristics and 

circumstances of a sector, issuer or transaction, and the interplay and potential correlation among 

categories of risks (or strengths). This may lead to assigning a better IPS score than suggested by the worst 

category score. 

While risk categories of the G component can also be additive, given the nature of good governance as a 

potential material strength, some related risk categories (e.g., for private issuers, financial strategy and risk 

management or management credibility and track record) may provide resilience to other governance 

categories of risks. As a result, we may in some cases assign a better IPS than suggested by the worst 

category score. 
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Appendix B: Illustrating the Influence of ESG Considerations on a Rating — ESG 

Credit Impact Score 

We seek to incorporate all material credit considerations, including ESG considerations, into ratings and to 

take the most forward-looking perspective that visibility into these risks and mitigants permits. 

The ESG credit impact score (CIS) is an output of the rating process that more transparently communicates 

the impact of ESG considerations on the rating of an issuer or transaction. The CIS is based on our 

qualitative assessment of the impact of ESG considerations in the context of the issuer's or transaction's 

other credit drivers that are material to a given rating. 12 

Since ratings incorporate all the credit factors that we consider pertinent in assessing relative credit strength 

(and ESG is only one of these factors), there is not a direct relationship between a credit rating and a CIS. A 

high credit rating does not necessarily imply a positive CIS, nor does a low rating imply a negative CIS. 

Our ex post assessment of the influence of ESG considerations on a rating is inherently qualitative, in part 

because ESG and non-ESG considerations may be difficult to isolate. While ESG risks, benefits and mitigants 

are typically a fairly enduring characteristic of an issuer or transaction, their influence on a rating can change 

over time because of changes in E, S or G exposures (e.g., because of new regulations or because a 

transformative event fundamentally changes the business mix) or because of changes to other credit drivers 

that are material to the rating. 

When we establish ESG credit impact scores, they are expressed on a five-point scale (see Exhibit 9). The CIS 

provides a consistent means to describe our opinion of the relative influence of ESG considerations on a 

given rating, for comparisons within and across sectors. 

EXHIBIT 9 

ESG Credit Impact Score Scale 

Scot e Category Definition 

CIS-1 Positive For an issuer scored CIS-1 (Positive), its ESG attributes are overall considered as having a positive impact on the rating. 

The overall positive influence from its ESG attributes on the rating is material. 

CIS-2 Neutral-to-Low For an issuer scored CIS-2 (Neutral-to-Low), its ESG attributes are overall considered as having a neutral-to-low impact 

on the current rating; i.e., the overall influence of these attributes on the rating is non-material. 

CIS-3 Moderately Negative For an issuer scored CIS-3 (Moderately Negative), its ESG attributes are overall considered as having a limited impact on 
the current rating, with greater potential for future negative impart over time. The negative influence of the overall ESG 
attributes on the rating is more pronounced compared to an issuer scored CIS-2. 

CIS-4 Highly Negative For an issuer scored CIS-4 (Highly Negative), its ESG attributes are overall considered as having a discernible negative 
impact on the current rating. The negative influence of the overall ESG attributes on the rating is more pronounced 

compared to an issuer scored CIS-3. 

CIS-S Very Highly Negative For an issuer scored CIS-5 (Very Highly Negative), its ESG attributes are overall considered as having a very high 

negative impact on the current rating. The negative influence of the overall ESG attributes on the rating is more 
pronounced compared to an issuer scored CIS-4. 

Source: Moody's I nvestors Service 

12 For non-financial corporates, securities firms, finance companies and asset managers, the reference rating for the cis is the senior unsecured rating or issuer rating where 
the entity is an investment grade issuer or the corporate family rating (CFR) where the issuer is speculative grade. For banks, the reference rating is the deposit rating or, 

in the absence of a deposit rating, the senior unsecured or issuer rating. For insurers, the reference rating is the Insurance Financial Strength Rating (IFSR). For closed-end 
funds, the reference rating is the senior unsecured rating (or the implied senior unsecured rating if the fund only has other ratings). For sovereigns and sub-sovereigns, the 

reference rating is the issuer rating or senior unsecured rating. For US public finance, the reference rating is the issuer rating where available. If the entity does not have an 

issuer rating, the reference rating is the senior-most unenhanced, uncollateralized full faith and credit obligation of the entity, or in the absence of such a rating, the 
senior-most unenhanced, uncollateralized revenue debt rating. For structured finance transactions, we may have more than one reference rating. 
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These CIS scoring levels indicate the extent, if any, to which the rating of an issuer or transaction would 

likely be different if exposure to ESC risks did not exist. Where the score is CIS-4 (Highly Negative) or CIS-5 

(Very Highly Negative), it means we think the rating is lower than it would have been if [SC risk exposures 

did not exist. Where the score is CIS-3, [SC risks have a limited impact on the current rating with potential 

for greater future negative impact over time. For example, exposure to [SC risks may materialize over a 

multiyear period with significant uncertainty as to how the exposure will develop, the extent of related risks 

or the effectiveness of credit mitigating steps the rated entity may take to reduce the impact. Where the 

score is CIS-1, we perceive material positive ESC impacts, with a positive rating impact.' We cannot fully or 

precisely disaggregate [SC in our credit analysis, since these considerations are pervasive and embedded in 

many aspects of an issuer's or transaction's credit profile. While the scoring definitions are broad, they are 

intended to provide investors and issuers with a useful indicator of the impact [SC considerations have on 

the rating. 

When we establish a CIS, we consider the [SC exposures that are pertinent to the rating, including the 

relevant IPSs (if assigned) as well as the broader ESC considerations described in this methodology and in 

the sector-specific rating methodology we use to rate the issuer or transaction. There is some minimum 

relationship between the IPSs and the CIS: if exposure to [SC risks is limited, then it is likely that [SC has a 

limited impact on the rating. Conversely, if [SC is found to have a large impact on the rating, then exposure 

to [SC risk is likely to be significant. As a result, for a CIS-1, we would generally expect an issuer or 

transaction to derive a material benefit from at least one [SC component, for example as reflected in an 

issuer profile score of E-1, S-1 or G-1. Where the CIS is in any of the three weakest categories, we would 

generally expect that the issuer or transaction would face a material credit risk from at least one [SC 

component, for example as reflected in an IPS in one of the three weakest categories. The assignment of the 

CIS is wholly qualitative. 

While outright exposure to [SC risks and benefits is an important consideration in assessing the influence of 

these factors on a rating, there is not necessarily a direct relationship between [SC IPSs and the CIS.' The 

reasons for this are typically quite specific to the issuer or transaction. For example, while in some cases E, S 

and G exposures may be additive in terms of credit risk, in some cases one component could mitigate 

another component, e.g., good governance could offset certain E or S exposures. As another example, and as 

mentioned above, the expected time horizon of the E, S or G exposure may mute the effect on the rating; 

where these risks are expected to become material over a relatively long time frame, an issuer may have 

sufficient time and financial strength to adapt as needed to meet its [SC challenges.' An issuer or 

transaction may be resilient in other ways; for example, a structured transaction may benefit from structural 

features such as a liquidity facility. There may be non-ESC-related positive credit factors that strengthen the 

ability of an issuer or transaction to withstand a variety of potential risks, including [SC risks. For example, 

an issuer or transaction may benefit from the strength of its balance sheet (to the extent not already 

captured in its governance IPS) or from external support. Conversely, there may be non-ESC-related 

weaknesses that are relatively more prominent and sufficiently serious that, even in the absence of [SC-

related risks, the rating would not be higher. As a result, it is possible to have a high IPS and a low CIS. 

13 In cases where the impact of [SC exposure is viewed as positive but not material for the rating, the score would be CIS-2. 

'4 For example, an issuer may have very meaningful environmental exposures but may nonetheless have a high rating and a Neutral-to-Low CIS, because other [SC-related 

or non-[SC related factors confer sufficient credit strengths to offset this exposure_ 

ls For example, longer time frames give an issuer more time to adapt by lowering costs, adopting new technologies, or realigning its business model, budgetary spending or 

balance sheet to changed circumstances; however, some issuers may not be able to or may fail to take effective mitigating actions. For structured transactions, we 
consider the impact of [SC risks that are expected to unfold within the legal final maturity of the transaction. 
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Appendix C: Issuer Profile Scores and Credit Impact Scores for Sovereigns 

In this appendix, we describe how we apply the general framework for determining E, S and G IPSs and ESC 

CISs (described in Appendices A and B, respectively) to sovereigns. 

In line with our general approach, the E and S sector category scores provide a useful general reference for 

our issuer profile analysis. For sovereigns, we have defined two sectors, each of which is broad and diverse: 

advanced economy sovereigns and emerging market sovereigns. As a result, individual sovereigns' E and S 

category scores may vary, potentially significantly, from the sector category scores. Starting from 

quantitative metrics and applying qualitative judgment, we assess issuer-specific exposure to E and S risk 

categories and E and S overall. In the sections below, we describe the principal metrics 16 we use where 

available.' These metrics are indicative; to the extent more data become available or other indicators are 

viewed as more relevant, we may broaden or adjust our metrics over time. When our main metrics are not 

available for particular sovereigns, we may rely on other data sources or solely on qualitative judgment. 

As described in Appendix A, we incorporate meaningful mitigating or strengthening actions specifically tied 

to L and S weaknesses in the respective category scores and in the IPS. 

For governance, risk category scores and the G IPS are based, respectively, on mapping from certain sub-

factor scores in the Institutions and Governance Strength factor in our methodology for rating sovereigns 

and from the factor score.' 

As discussed in Appendix B, the CIS helps to explain the impact of [SC considerations in the context of the 

issuer's other credit drivers that are material to a given rating. 

Issuer Profiles 

Environmental Issuer Profile 

We view environmental considerations as a source of risks for sovereigns, which to varying degrees are 

exposed to long-term trends, such as climate change, that manifest in recurrent and increasingly severe 

natural disasters and erode economic foundations, negatively affect government revenues and require 

increasing government expenditures to mitigate these risks; global decarbonization trends that affect the 

economies and government finances of hydrocarbon-producing sovereigns; and other environmental risks. 

As a result, we do not expect that the environmental IPS for sovereigns are stronger than E-2. 

Assessing E Categories 

In addition to the principal metrics described below, we apply qualitative judgment, in particular regarding 

the effectiveness of mitigants to environmental risks, considering the extent to which a sovereign's policies 

and plans designed to address these risks are sufficiently concrete and material. These mitigating measures 

may include investment in climate change adaptation, actions to reduce the dependence of the economy or 

the government's finances on hydrocarbons, and substantial investments in the preservation of natural 

capital or water resources. As a result, we may differentiate between two sovereigns whose core metrics 

signal similar exposure to risks but where environment-specific mitigating factors differ in effectiveness. 

However, the potential for such measures to significantly offset high exposure to one of the environmental 

16 Principal metrics are the metrics, indicators or estimates we use in the quantitative toot We may use other metrics or indicators to inform our qualitative assessment. 

17 Indicators that are relevant and globally available may vary over time. Where data are unavailable, we may substitute similar indicators, or we may omit that metric, 
using the other metrics for that risk category or establishing the score based on a qualitative assessment of available information. 

18 A link to a list of our sector and cross-sector methodologies can be found in the "Moody's Related Publications" section. 
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categories of risk for sovereigns is likeLy to be reLatively Limited in most cases due to the large scale and 

persistent nature of the risks. 

In the sections below, we also describe the principal credit implications from environmental considerations 

for sovereigns. 

CARBON TRANSITION 

A sovereign's economy, finances and balance of payments can be vulnerable to a potential global shift 

toward lower consumption of hydrocarbons. This is particularly the case for sovereigns significantly reliant 

on the sector, while other sovereigns face limited exposure to carbon transition. 

PrincipaL metrics used in our assessment include indicators of the hydrocarbon sector as a share of GDP, 

government revenue and exports. TypicaL data sources are national statistical offices, Rystad Energy and the 

United Nations Conference on Trade arid Development (UNCTAD). We may use scenario analysis to 

support our forward-looking assessment of the implications of carbon transition for hydrocarbon-producing 

sovereigns' revenues, exports and economic activity. 

PHYSICAL CLIMATE RISK 

In our assessment of exposure to physical climate risk, we consider the likelihood that events related to 

climate change will occur and have a negative and lasting impact on a sovereign's economy, finances or 

balance of payments. We typically also consider a country's specific characteristics that indicate lower or 

higher sensitivity to these risks. Sensitivity primarily depends on the share of weather-dependent economic 

activities (e.g., agriculture and tourism), and the quality of infrastructure and health care systems. 

Principal metrics providing a basis for our assessment are indicators of relative exposure to heat stress, 

water stress, flooding and extreme precipitation, hurricanes and typhoons, sea level rise and wildfires such as 

those provided by Four Twenty Seven Inc. (427). 

WATER MANAGEMENT 

Freshwater scarcity can negatively impact a country's economic and political stability. 

Principal metrics used in our assessment include indicators of annual freshwater withdrawal as a percentage 

of total available freshwater and the share of population exposed to unsafe drinking water, both provided by 

the World Bank. 

WASTE AND POLLUTION 

Waste and pollution may have a material negative economic, social and financial impact, and addressing 

their effects on the population and ecosystem may lead to significant costs. 

Principal metrics used in our assessment are indicators of the population-adjusted mean levels of fine 

particulate matter (PM2.5) in cities, provided by the United Nations, and annual municipal solid waste 

production per capita, provided by the World Bank. 

NATURAL CAPITAL 

Natural capital forms the foundation to economic activity. Depletion of natural capital generally has 

economic, fiscal and social costs, for example when a country risks losing an important source of revenue or 

faces threats to food security. 

Principal metrics used in our assessment include indicators of the share of a country's terrestrial and marine 

areas and forest area that are protected; and the share of the country's land area covered by forests, both 

provided by the World Bank. 
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Arriving at the E Category Scores and IPS 

We normalize' the data for each metric in a category, and take the average of these normalized metrics 

(the normalized category metric). We then rank the sovereigns, which gives us a starting point to our 

assessment of a given category score. The actual category score incorporates qualitative judgment, as 

described above. 

To arrive at the overall environmental IPS, we consider a sovereign's highest and average risk exposure and 

generally place more emphasis on the highest exposure as conveyed by the quantitative metrics and our 

qualitative judgment. Where risks are additive, we may assign an IPS that is worse than the worst category 

score. However, in assigning the IPS we also consider the unique characteristics and circumstances of a 

sovereign, and the interplay and potential correlation among categories. This may lead to assigning a better 

IPS score than suggested by the worst category score. 

We score sovereigns' environmental IPSs on a scale of E-2 (Neutral-to-Low) to LS (Very Highly Negative). 

Social Issuer Profile 

Sovereigns are exposed to a wide variety of social issues related to the very specific characteristics and 

structure of the society of each country. These considerations typically pose credit challenges to sovereigns 

and more rarely may present benefits. 

Assessing S Categories 

Consistent with our approach to environmental risks, in addition to the principal metrics described below, 

we apply qualitative judgment in particular about the effectiveness of mitigants to social risks, considering 

the extent to which a sovereign's policies and plans designed to address these risks are sufficiently concrete 

and material. Such measures may include pension reforms that we expect to effectively diminish the 

economic and fiscal impact of population aging, or relatively recent investment in education or healthcare 

that we expect to improve outcomes compared to what historical data convey. 

In the sections below, we also describe the principal credit implications from social considerations for 

sovereigns. 

DEMOGRAPHICS 

Demographics represent a source of risk for economic growth, which may be restricted by an aging 

population, and to finances, which may be strained by the provision of social services to the elderly. Social 

tensions can also emerge at times of rapid increases in immigration that affect or are perceived to affect the 

quality of provision of social services or economic prospects for parts of the population. Moreover, high or 

persistent gender inequality is also a source of social risk, to the extent that it constrains productivity, 

competitiveness and growth potential, and potentially is the subject of social tensions. 

Principal metrics used in our assessment include the dependency ratio," working age population growth, 

the share of the immigrant population in the country's total population and an index of gender inequality, 

all sourced from the United Nations and the World Bank. 

19 For each metric, we calculate the average and the standard deviation across all rated sovereigns. Each sovereign's normalized metric is equal to the metric value minus 
the average metric value, divided by the standard deviation. 

" The dependency ratio measures the ratio of inactive (generally, 65 and older and under 15 years old) to active (15-64 years old) members of the population_ 
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LABOR AND INCOME 

Employment levels, labor conditions, or inequality of living standards affect a sovereign's economy, finances, 

social cohesion and political risk. 

Principal metrics used in our assessment include the youth unemployment rate, the poverty gap such as 

those published by the World Bank, 21 and the United Nations Development Programme's inequality-

adjusted income index. 22 

EDUCATION 

Potential limitations on the development of human capital can constrain growth and raise the likelihood of 

increasing social demands. 

Principal metrics used in our assessment include government expenditure on education as a percentage of 

GDP, government expenditure on secondary education per student as a percentage of GDP per capita, 

secondary school enrollment rates, inequality-adjusted education outcomes." The data are published by 

the World Bank and the United Nations. 

HOUSING 

Lack of adequate housing hampers growth potential, may lead to greater demands for government 

spending to support housing access, potentially pressuring fiscal accounts, or may undermine social 

cohesion and raise political risk. 

The Legatum Institute's housing deprivation indicator is a metric used in our assessment. 

HEALTH AND SAFETY 

Health and safety issues can affect economic growth potential (including by deterring investments), 

demands on public spending and public finances. Prevalence of crime or unequal access to healthcare may 

affect political risk. 

Principal metrics used in our assessment include the level of healthcare spending per capita (adjusted for 

differences in living costs), the intentional homicide rate, the under-5 mortality rate, the prevalence of 

undernourishment, and life expectancy at birth, all sourced from the World Bank. 

ACCESS TO BASIC SERVICES 

Provision of basic services supports economic activity, and failure to provide access is a key source of social 

protest and discontent. 

Principal metrics used in our assessment include measures of access to a range of services including 

electricity, safe drinking water, sanitation services and mobile cellular service subscriptions, such as data 

available from the World Bank. 

21 The poverty gap is the mean shortfall of the total population from the poverty line, expressed as a percentage of the poverty line. In the metric we use, the poverty line is 

defined as incomes below $5.5 per day on a purchasing power parity basis. 

22 The indicator adjusts per capita gross national income (GNI) data to take into account differences in income distribution. 

23 The index adjusts for inequality in distribution of years of schooling. Two countries may have the same average number of years of schooling if in one country, parts of 

the population attend school for significantly fewer years than average, its inequality education index will be weaker than the other country with a more equal 
distribution. 
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Arriving at the S Category Scores and IPS 

We use essentially the same approach as for E. We normalize the data for each metric in a category and 

take the average of these normalized metrics (the normalized category metric). 24 We then rank the 

sovereigns, which gives us a starting point to our assessment of a given category score. The actual category 

score incorporates qualitative judgment. 

To arrive at the overall social IPS, we consider a sovereign's highest and average risk exposure and generally 

place more emphasis on the highest exposure as conveyed by the quantitative metrics and our qualitative 

judgment. Where risks are additive, we may assign an IPS that is worse than the worst category score. 

However, in assigning the IPS we also consider the unique characteristics and circumstances of a sovereign, 

and the interplay and potential correlation among categories. This may lead to assigning a better IPS score 

than suggested by the worst category score. 

We score sovereigns' social IPSs on a scale of S-1 to S-5. 

Governance Issuer Profile 

Governance is a key driver of sovereign credit quality, and governance considerations are explicitly 

incorporated as a scorecard factor in our methodology for rating sovereigns." 

Assessing G Categories 

Our assessment of the governance issuer profile relies on our assessment of the Institutions and Governance 

Strength factor under the sovereign rating methodology. 

INSTITUTIONAL STRUCTURE 

The institutional structures category score is mapped from the Quality of Institutions sub-factor of the 

Institutions and Governance Strength factor. 

POLICY CREDIBILITY AND EFFECTIVENESS 

The policy credibility and effectiveness category score is mapped from the Policy Effectiveness sub-factor of 

the Institutions and Governance Strength factor. 

Two categories are parts of our assessment of policy credibility and effectiveness: 

TRANSPARENCY AND DISCLOSURE 

The transparency and disclosure category score is part of our assessment of Fiscal Policy Effectiveness sub-

sub-factor of the Institutions and Governance Strength factor. Our assessment is primarily qualitative, 

informed by various indices assessing transparency of fiscal reporting (for example, the Open Budget Index 

and certain dimensions of the World Bank's Country Policy and Institutional Assessment) as well as the IMF 

assessment on the adequacy of data for surveillance. 

BUDGET MANAGEMENT 

The budget management category score is mapped from the Fiscal Policy Effectiveness sub-sub-factor of 

the Institutions and Governance Strength factor. 

24 For demographics, we apply a double weight on the current dependency ratio and working age population growth to reflect the importance of immediate exposure to 
population ageing poses in pointing to higher risk. 

" A link to a list of our sector and cross-sector methodologies can be found in the "Moody's Related Publications" section. 
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Arriving at the G Category Scores and IPS 

We arrive at the governance IPS by mapping from the Institutions and Governance Strength factor under 

the sovereign rating methodology. We map Institutions and Governance Strength factor scores of aaa to a3 

to G-1; baa1 to baa3 to G-2; ba1 to ba3 to G-3; b1 to b3 to G-4; and caa1 to ca to G-S. Our governance 

issuer category scores follow a similar mapping scale in respect to the sub-sub factor scores mentioned 

above. 

Assessing the Credit Impact Score 

As discussed in Appendix B, the CIS explains the impact of ESC considerations in the context of the other 

credit drivers that are material to the issuer's given rating. 

Assessing the credit impact of ESG exposure requires an assessment of other features of the sovereign's 

credit profile that may create resilience to the [SC exposure or exacerbate the exposure. For sovereigns, 

resilience determines the capacity to respond to costly environmental hazards or social demands. Typical 

aspects of a sovereign's resilience include higher income levels, greater fiscal strength and stronger 

governance. Our assessment of resilience is largely qualitative, although it is informed by quantitative 

metrics or factor scores under our sovereign rating methodology. We also consider other material credit 

issues that are relevant to arriving at a rating to assess the credit impact of [SC. 

Higher incomes tend to buffer shocks and mitigate the demands on the government's finances or provide a 

revenue base to prevent or respond to them. In particular, higher incomes can increase resilience in a 

population in the aftermath of a natural disaster, or counterbalance a falling share of active population and 

the related pension costs. Under our sovereign rating methodology, we measure income levels based on 

GDP per capita at purchasing power parity. 

The higher a government's fiscal capacity to respond or adjust to risks, including environmental and social 

risks, the higher the resilience. Using its fiscal capacity, a government can help preserve growth potential 

against negative environmental or social pressure. Moreover, investors' assessment that a government has 

material fiscal room tends to diminish liquidity and external risks. Conversely, a sovereign facing 

environmental or social risks with an already high debt burden and low debt affordability will be constrained 

in its ability to mobilize financial resources toward mitigating these risks. Our assessment of fiscal strength 

under the sovereign rating methodology provides a summary of a government's fiscal capacity to respond 

to risks. 

Governance typically plays an important role in determining sovereigns' resilience, or the absence of 

resilience. Sovereigns that display relatively stronger institutions tend to show better capacity to manage 

environmental risk and natural resources and to address social demand pressures. Governance also shapes 

the effectiveness of policy response to all types of crises or shocks, influencing the resilience of a sovereign 

to these events. Where a sovereign exhibits weak governance, as evidenced for example by weak checks and 

balances, executive corruption or a weak track record of delivering on policy objectives, it would weigh 

negatively on our assessment of [SC risks and the CIS. 

Other credit considerations may play a role in our assessment of the credit impact of [SC risks for some 

sovereigns. For example, some emerging markets may benefit from high and steady levels of remittances 

that may help an economy withstand shocks. The level of economy-wide savings" may also differentiate 

capacity to absorb shocks or adjust to trends. 

26 We typically assess the availability of savings using the ratio of adjusted net savings as a share of gross national income. According to the United Nations, which publishes 

these data, net savings are adjusted to capture differences among economies set on more or less sustainable paths, because (i) current public expenditure on education is 

added to account for investment in human capital; (ii) estimates of the depletion of a variety of natural resources are deducted to reflect the decline in asset values 
associated with extraction and depletion; and (iii) deductions are made for damages from carbon dioxide and particulate emissions. 
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Appendix D: Issuer Profile Scores and Credit Impact Scores for Enterprises 

In this appendix, we describe how we apply the general framework for determining E, S and G IPSs and [SC 

CISs (described in Appendices A and B, respectively) to enterprises. The issuers covered under this 

framework are non-financial corporations and project financings, including utilities, corporate infrastructure 

and REITs, as well as public sector issuers that have business-like revenue-raising capacity through the 

implementation of fees for service, such as municipal utilities, airports, toll roads, ports, mass transit 

enterprises, hospitals, housing agencies and higher education institutions.' All of these sectors are 

categorized under the private sector in our ESC heat maps. 

In establishing E, S and G issuer category scores and overall IPSs for enterprises, we make a qualitative 

assessment of the issuer's exposure to the related risks or benefits. Our assessment of E, S and G focuses on 

credit-relevant considerations and the extent to which they are positive or negative for credit profiles. Issuer 

category scores reflect our assessment of the likelihood and magnitude of current and future credit 

exposures related to the category of risk, including their effect on earnings, cash flow, business strategy and 

business profile. These assessments are forward-looking but may also be informed by the entity's previous 

experience of these risks. In some cases, our assessment may be informed by scenario analysis, for example 

for risks that are event-driven risks or are long term, such as carbon transition risk or some physical climate 

risks. As described in Appendk A, we incorporate a long-term perspective of risks into our assessments of 

issuer category scores and IPSs. We consider risks that have the potential to impact ratings over time, which 

for enterprises could include, for example environmentally or socially driven changes in demand for 

products or services or increases in costs that alter the competitive landscape, even if these risks are 

expected to unfold far into the future. Longer time frames may give enterprises greater time to adapt to 

these risks, for example by adjusting business plans or using cash flow from existing businesses to invest in 

sustainable businesses. 

The IPS and category scores also incorporate meaningful mitigating or strengthening actions related to 

those specific exposures. Risk mitigation on its own does not indicate an IPS or category score of 1. To score 

an IPS of 1 on any category or for the E, S or G overall IPS overall, an enterprise must derive a material credit 

benefit. For example, an enterprise may score E-1 if we assess that it will likely obtain a material and 

sustainable business advantage from environmental considerations. 

Our assessment may be informed by metrics that are relevant to risks, benefits and [SC-specific mitigants. 

These metrics are indicative and are often not available for all rated entities. Metrics also typically vary 

across different sectors (e.g., packaging, airlines) reflecting varying relevance of particular metrics across 

sectors and differences in reporting standards and disclosure levels. The metrics are generally found in an 

issuer's public disclosures or relevant third-party sources. We may also consider scorecard factors or sub-

factors in our sector methodologies, in particular for governance (e.g., a financial policy factor score). We 

may also incorporate non-public information. Please see Appendix G for a description of the types of 

indicators that may be generally relevant across enterprise sectors for informing our assessment of E, S and 

G risk categories and assigning IPSs for enterprises. Over time, we may broaden or adjust our metrics, for 

example, as more data become available or other indicators are viewed as relevant to our analysis, and we 

may update these examples. We may also over time add examples of qualitative considerations and metrics 

for more sectors. 

The E and S sector heat map category scores provide useful general references for an issuer profile analysis. 

However, dispersion within a sector may vary, and sector scores do not, for example, capture regional 

variations. Some sectors, such as airlines, include entities with largely similar business models that typically 

face comparable environmental and social risks and opportunities. For these sectors, we may consider 

27 For clarity, this framework applies to non-financial corporate GRIs and public sector revenue enterprises that are not classified as GRIs. 
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whether an issuer has characteristics that suggest a different exposure than that of its sector. Other sectors, 

such as business services and manufacturing, may include a more diverse group of entities likely to face 

more disparate risks and opportunities, in which case we would generally expect more dispersion around the 

sector score. Sector heat map category scores also do not incorporate E and S specific mitigants, which may 

result in an issuer category score that is better than the respective sector category score. 

E, S and G risks may cross multiple categories. For example, risks pertaining to water could manifest 

themselves in water management risk (e.g., restricted access) or in natural capital (e.g., damage to water 

sources an enterprise relies on for operations). Legal and reputational risks may arise in multiple categories. 

Operational failures related to health and safety could drive heightened risks across other E, Sand G 

categories (e.g., disruption of production, poor community relations, greater regulatory oversight). When 

assigning an E, S or G IPS, we consider the interplay and potential overlap among categories in that 

component to avoid overstating or understating the risks or benefits. 

As discussed in Appendix B, the CIS helps to explain the impact of ESC considerations in the context of the 

issuer's other credit drivers that are material to a given rating." 

Issuer Profiles 

Environmental Issuer Profile 

Environmental considerations are often a source of risks for enterprises. Regulatory or policy initiatives 

aimed at reducing or preventing negative environmental trends or hazards, as well as the trends and hazards 

themselves, may affect market demand, revenue, costs or cash flow for enterprises. For some enterprises, 

environmental considerations are a source of credit strength, for instance because consumers' concerns 

about reducing their carbon footprint or increased storm severity increase demand for certain products or services. 

In the sections below, we describe the principal credit implications from environmental considerations for 

enterprises. 

CARBON TRANSITION 

Carbon transition risk encompasses policy, legal, technological and market changes likely to be associated 

with a transition to a lower carbon economy. Tightening of global or regional regulatory regimes related to 

carbon dioxide and other greenhouse gases may affect and, in some cases, disrupt business models and 

long-term financial and strategic planning. For some entities, the shift to a lower carbon economy may 

reduce demand, increase compliance costs, or necessitate significant investment to adapt and diminish 

expected return on assets. 

An enterprise's business mix, including its exposure to the hydrocarbon value chain and the contribution of 

different activities to revenue, profits and cash flow is typically an important consideration. Entities that rely 

on carbon-intensive assets to operate and those selling products or services that result in significant 

emissions generally have higher exposure to this risk than those with low carbon footprints and those that 

28 For the CIS, the reference rating for non-financial corporates is the senior unsecured rating or issuer rating where the enterprise is an investment grade issuer or the 
corporate family rating (CFR) where the issuer is speculative grade. For sub-sovereigns outside the US, the reference rating is the issuer rating or senior unsecured rating. 

For US public finance, the reference rating is the issuer rating or the rating of the senior-most unenhanced, uncollateralized obligation of the enterprise, i.e., the senior-
most unenhanced, uncollateralized revenue debt rating or the rating of the senior-most unenhanced, uncollateralized full faith and credit obligation, as applicable. For 

government-related issuers (GRIs), the reference rating for the CIS is the issuer rating or senior unsecured rating, while our IPS analysis is based on the standalone 

operations and characteristics, which, for entities that have a Baseline Credit Assessment (BCA) are also reflected in the BCA. For project finance issuers, the reference 
rating is the senior secured rating. 
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sell more carbon neutral products. The extent to which operations are subject to changes in technology, 

market and policy changes related to carbon transition may also indicate inherent exposure." 

Greenhouse gas emissions intensity and energy consumed by operations may be a relevant consideration, as 

well as the location of assets, because regulations and policies may vary by geography. In some sectors 

where a carbon market may exist, whether an issuer sells or buys carbon credits may be a relevant 

consideration. Current or expected "stranded assets" (i.e., assets that become unprofitable due to carbon 

transition risk) may indicate higher risk. The level of expertise related to climate and carbon transition within 

an enterprise, the timeliness and effectiveness of actions taken to adapt, and the likely credit effect of its 

strategy for carbon reduction and energy transition and investment in alternatives under different scenarios 

may also be relevant. 

Entities may diversify their business mix from higher risk assets, and some may benefit from shifts in end-

user demand. Increased availability of scalable, more energy-efficient technologies may also help to offset 

risk. In some sectors, regulatory frameworks may provide reimbursement mechanisms that help to offset 

risk. The transition to Lower-carbon inputs, processes and products has the potential to provide competitive 

advantage to enterprises that adapt while meeting market needs and maintaining cost efficiency, potentially 

at the expense of enterprises that fail to adapt or control costs. 

PHYSICAL CLIMATE RISKS 

The nature and the location of an enterprise's activities may create vulnerability to heat stress, water stress 

or extreme weather events (e.g., hurricanes, floods, wildfires), as well also long-term trends such as rising sea 

leveLs.3° 

For example, rising sea levels and droughts may affect production or distribution costs. Some types of 

entities have materially lower intrinsic exposure, because their activities are less reliant on physical facilities 

or they can easily relocate their activities without incurring substantial cost. The appeal of products or 

services to customers may vary based on long-term trends and hazards. For example, customer demand 

may increase or decline with extended periods of higher temperature as well as climate events. 

Floods and hurricanes can damage infrastructure and disrupt operations, so the location of an enterprise's 

operations may be a relevant consideration. For example, assets in low-lying coastal areas are more 

susceptible to rising sea levels and storms, whereas the risk of wildfires, which may create material liabilities, 

is more prevalent in or near forested drought-prone areas. Other relevant considerations for an enterprise 

with at-risk assets may include whether it has meaningful reserves or insurance to help recoup damage-

related costs as well as whether it benefits from cost recovery mechanisms (e.g., in regulated rates or 

tariffs). 

Some physical climate risks may lend themselves better to physical mitigation, for example by hardening of 

infrastructure assets against flooding. Issuers may manage exposure through operational redundancies, 

technological deployment, geographic diversification of assets, or cost recovery mechanisms. 

WATER MANAGEMENT 

This category focuses on the management and governance of water resources. These include, for example, 

water consumption, availability, efficiency and access, pricing, quality and pollution, which may affect 

profitability. Environmental restrictions may affect an enterprise's ability to operate, violation of regulations 

related to water usage (e.g., overuse or pollution of water) may result in fines, and difficulty in obtaining 

'9 In addition to any other relevant data, and where available, we may use Moody's Carbon Transition Assessment (ETA) framework scores or the data underpinning those 

scores to inform our assessment of the category score. Please see Appendix G to access a compendium document that provides a description of the indicators that may 
be generally relevant across enterprise sectors for informing risk categories scores. 

3° The physical climate risks category excludes geophysical risks, such as earthquakes, volcanoes and tsunamis. 
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permits may raise costs. Climate change considerations such as drought or changing rainfall patterns that 

could affect water supply are covered under our physical climate risk category. 

Enterprises that rely heavily on water as a critical component of operations generally have higher exposure 

to water management risk, and certain locations have higher water stress (i.e., a greater supply/demand 

imbalance). For example, an issuer that needs a significant amount of water to operate may compete with 

Local communities for limited water resources. The necessity of the enterprise's product or service may 

affect its access to water; for example food production may receive priority in water usage over other 

products and services. Relevant considerations may include an issuer's consumption patterns, the 

availability and pricing of water in its areas of operations, ease of water access and distribution, water 

quality, and water costs relative to overall costs of the product or service. Enterprises with a track record of 

significant enforcement actions against them and poor governance around water management generally 

have higher risk than entities with better water management practices or those with limited water usage. 

Enterprises that rely heavily on water may pursue efforts to offset water management risk, e.g., through the 

use of recycled water, improved efficiency of water use and better wastewater management. For some 

entities, an ability to relocate operations to lower water stress locations can reduce risk exposure. 

WASTE AND POLLUTION 

Pollution may harm the health of the local population, as well as animals, plants and the land itself, which 

may lead to clean-up costs, increased expenses related to ongoing monitoring and regulatory compliance, 

fines, employee and community health concerns, delays in production, and reputational and litigation risk. 

Increased consumer focus on pollution and waste, for example from plastics, may reduce demand for 

products; enterprises perceived to be significant contributors to waste and pollution may face both 

diminished demand and increasingly onerous environmental restrictions. However, these trends may create 

market opportunities for enterprises selling products or services related to recycling and reuse or for less-

polluting competitors. 

Enterprises with operations that generate pollutants and hazardous and non-hazardous waste, manufacture 

products that may create material clean-up concerns, or require significant amounts of packaging generally 

have more inherent risk exposure than those that do not, particularly if more environmentally friendly 

alternatives exist. Relevant considerations may include how much pollution and waste the issuer creates, its 

compliance with waste disposal and pollution regulations, its use of recycled content and renewable sources 

in production, sales of reusable products and history of spills, contamination, waste and pollution-related 

violations, fines and settlements. 

To help offset risk exposure, entities may enact and execute policies that reduce waste and pollution, 

including through waste control and treatment technologies, packaging efficiency and increased recycling, 

as well as to ensure regulatory compliance. Some entities may benefit from new market opportunities 

related to customer demand. 

NATURAL CAPITAL 

An enterprise's level of reliance on the natural environment to provide goods and services generally 

indicates its exposure to natural capital risk. Damage to the ecosystem caused by enterprises can lead to a 

loss of revenue, consumer backlash, increased environmental compliance costs and regulatory penalties. 

Damage from and costs to avoid pollutants released into the air and soil are captured in the waste and 

pollution category. An enterprise with more reliance on land, air or marine resources, or one that operates 

within protected areas or habitats of endangered species would be more affected by degradation of the 

31 This category includes greenhouse gases that have been regulated as pollutants independent of their contribution to global warming and therefore excludes carbon 
dioxide and methane emissions. Water pollution considerations are covered in the water management category_ 
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environment caused by the enterprise itself or an external party. Extractive industries such as mining may 

damage the land, soil or forest through the course of operations, creating potential risks related to land 

reclamation and land governance (although the mineral itself is not part of natural capital). 

Significantly altering the natural environment could lead to penalties, lower future revenue and cleanup and 

restoration expenses. An extensive history of environmental regulation, enforcement actions, fines and 

settlements, and Large asset retirement obligations related to cleanup and restoration may indicate high risk 

exposure. We may also consider whether an abundance of sustainable natural capital confers a material 

advantage. 

Preventive measures, effective policies and corrective actions taken to ensure compliance with restrictions 

and regulations, as well as to minimize adverse ecological effects, may help to offset credit risk. Some 

entities may mitigate exposure or benefit by producing products that maintain or restore biodiversity. 

Arriving at the E IPS 

To arrive at an issuer environmental IPS, we typically place the most emphasis on the worst category score. 

Where risks are additive, we may assign an IPS that is worse than the worst category score. However, in 

assigning the IPS we also consider the unique characteristics and circumstances of an enterprise, and the 

interplay and potential correlation among categories. This may lead to assigning a better IPS score than 

suggested by the worst category score. 

Social Issuer Profile 

For an enterprise, social risks and opportunities typically stem from an enterprise's interaction with 

employees, customers, supply chain partners, counterparties, other core stakeholders and society at large. 

Social issues generally affect credit quality through reputational, operational and policy or regulatory 

channels, or through litigation. 

In the sections below, we describe the principal credit implications from social considerations for 

enterprises. 

CUSTOMER RELATIONS 

The perceived fairness and integrity of an enterprise's customer interactions may have meaningful 

consequences for its earnings. The importance of brand perception may indicate inherent exposure to issues 

related to the enterprise's reputation. Reputational impact on customer relations may stem from a variety 

of sources, for example product safety or hiring practices, that relate to other social risk categories. 

Information security is another critical aspect of customer relations. Data breaches may result in fines, 

reputational damage and loss of market share. An enterprise that stores significant amounts of personal 

data or confidential information may have greater potential risk exposure. For these issuers, a track record 

for maintaining the integrity of its information technology and other storage systems to protect customer 

data and confidential information, along with related policies and the composition and strength of 

dedicated information security staff, may be relevant characteristics. 

Regulatory restrictions on sales or marketing, tax increases, fines and litigation can constrain an enterprise's 

engagement with its customers, increase costs and possibly reduce its revenues. Regulations or pressure 

from regulators or governmental organizations may also limit an enterprise's pricing flexibility, and pricing 

perceived as unfair or discriminatory may lead to fines and loss of market share. Issuers may gain a 

competitive advantage or face disadvantages due to their relative ability to comply with regulations. 

Customer retention, possibly strengthened through customer engagement, is also a relevant consideration. 
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Legal exposure related to pricing, or poor labeling or disclosure, may result in reputational risk that weakens 

sales. Some industries face more onerous disclosure regulations, for example because of greater potential 

health and safety implications for consumers. Relevant considerations may include the pervasiveness and 

severity of complaints as well as fines and lawsuits. 

Geographic or operational diversity, robust IT systems and a strong framework for ensuring data security, as 

well as compliance with relevant regulations, may help entities offset potential customer relations risks. The 

ability to quickly adapt to changing consumer preferences may also offset risk or create competitive 

advantage. 

HUMAN CAPITAL 

The presence of unfavorable labor relations and rigid workforce provisions, as well as reliance on specialized 

skills, may indicate inherent exposure to labor relations risk. An inability to reduce staff and costs during an 

industry or economic downturn, rising compensation and benefits costs to attract scarce talent, challenges 

in attracting, training and retaining people with required skills, or a loss of productivity due to strikes may 

negatively affect earnings. External or internal perceptions of a lack of diversity or a hostile culture may lead 

to reduced productivity or lawsuits or may hurt an enterprise's ability to attract employees. Relevant 

considerations may include the impact of working days lost due to strikes, employee lawsuits, or fines 

related to labor regulations, as well as an enterprise's track record of successfully negotiating and renewing 

wage and benefits agreements and its relationship with unions or work councils. 

Adherence to collective wage agreement, effective negotiations with employee representatives on working 

conditions and a strong monitoring framework to ensure compliance may minimize disputes and disruptive 

actions. Outreach to and partnerships with educational institutions may facilitate a dependable supply of 

workers. Diverse and inclusive hiring and promotion policies may facilitate a diverse and inclusive workplace, 

which may attract talent. 

DEMOGRAPHIC AND SOCIETAL TRENDS 

Changing demographics and consumer preferences and societal trends, as well as government policy 

agendas and funding, may affect an enterprise's revenue and earnings. 

An enterprise's reliance on a narrow or shrinking demographic base for sales may indicate inherent risk 

exposure, whereas an issuer may benefit from sales to a sector of the population that is growing. Some 

products or services, for example education, medicine and medical care, or utilities, may be more vulnerable 

to consumer activism and societal or governmental pressure than other sectors, because access to these 

products and services at an affordable price has broad ramifications to social cohesion. Entities in regulated 

sectors may be particularly exposed to socially driven policy agendas that can significantly change their 

business and finances, and enterprises that rely on government funding may also have more exposure. 

Regulatory and legislative changes may advantage or disadvantage entities based on societal trends, such as 

pricing scrutiny. 

Demand or access to capital may decline for enterprises that sell products or services misaligned with social 

expectations in their markets, particularly where a highly visible product affects public perception of the 

enterprise. Customer awareness of an organization's business practices, as well as its products or service, 

may also influence demand and public perception. Topics relevant to our analysis may include revenue and 

earnings by product line, geography and age group using the product or service. 

Geographic and product diversity as well as an ability to quickly adapt to consumer preferences, regulatory 

changes and societal trends may help mitigate risk or lead to competitive advantages. In some cases, an 

enterprise may also put in place actions or communication plans to try to blunt customers' negative 

perception of its products and services. 
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HEALTH AND SAFETY 

Health and safety issues are related to the work environments that entities create for their employees and 

contractors.' These conditions are important because accidents may generate negative publicity and 

disrupt operations. Regulatory pressure may result in higher costs or sustained downtime, and potentially 

unsafe environments may lead to increased labor costs, labor shortages and necessary investment in 

training and the physical workspace to create safer conditions. 

Enterprises in industries that involve heavy equipment and machinery, handling of hazardous materials, and 

dangerous operating conditions generally have higher exposure to health and safety risk than, for example, 

an enterprise that relies on knowledge workers. Relevant considerations may include fatality and injury rates 

and working hours Lost due to employee safety, as well as regulatory interventions and fines related to 

safety failings. The credit implications of a health and safety violation may depend on the location of the 

operations, so geographical distribution of employees may be a relevant consideration for some issuers. 

Entities may offset risk exposure, for example, through compliance with regulations or through advances in 

technology and monitoring equipment. Societies generally expect employers to maintain a safe workplace, 

so its health and safety practices are important to credit profiles; however, an extremely safe workplace is 

unlikely to confer material credit benefits. As a result, a score of 1 for this consideration is very unusual. 

RESPONSIBLE PRODUCTION 

Responsible production incorporates the risks and opportunities of how an enterprise manages its 

production processes and supply chain or delivery of services. These risks include the potential impact of 

product failures, recalls or contaminations, as well as from supply chain practices such as human rights 

controversies and violations. Product failures may lead to a damaged reputation with suppliers and 

regulators, fines and lawsuits, or additional costs (e.g., remediation or retooling of production), whereas a 

well-established reputation for consistently high product quality may create a competitive advantage. The 

complexity and potential harm related to the end use of a product or service may indicate inherent risk 

exposure, and an enterprise's adherence to manufacturing standards may be a relevant consideration. 

Supply chain weaknesses can lead to supply disruption, increased costs or reputational damage, making an 

enterprise's framework for vetting and managing suppliers, as well as the diversity, resilience, reputation, 

and cost efficiency of its suppliers relevant considerations. This is especially the case for entities with 

complex supply chains. Legal frameworks in jurisdictions of key operations may also be important, and 

entities whose products and service are complex or viewed by countries as critically important may have 

greater exposure to risks related to responsible production. 

Entities may depend on the communities in which they operate for their workforce, so their engagement 

with those communities may affect their ability to attract and retain employees as well as their revenue. For 

some entities, there may be a governmental expectation to support citizens during a downturn, leading to 

higher costs or lower revenue. Poor relationships can hinder greenfield investment projects, raising potential 

execution challenges lengthier consultation processes or settlement costs). Statements from 

community leaders, the effectiveness of an enterprise's media strategy, evidence of stakeholder 

engagement policies, and the severity and persistence of negative publicity or governmental hearings and 

investigations may be relevant considerations. 

Concerns about the legality and social acceptability of dealings with suppliers that may be involved with 

human rights controversies and violations may damage the enterprise's standing among external 

constituents, potentially leading to loss of contracts related to non-compliance, fines, or criminal charges or 

convictions. Relevant considerations may include an enterprise's internal compliance systems and the 

32 We consider health and safety issues that affect the community in which an entity operates under responsible production. 
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stringency of its oversight measures. For some entities, the severity or pervasiveness of allegations and 

lawsuits may indicate high risk exposure. 

Entities may be able to mitigate exposure through diversification of the supplier base to ensure alternative 

suppliers in case of supply disruptions or disputes. Positive community relationships and comprehensive due 

diligence that considers potentially meaningful positive and negative effects of new investment decisions on 

the community or region may help to offset risk and for some enterprises may enhance their reputation, 

which may lead to credit benefits. For example, an enterprise could upgrade existing production facilities to 

minimize the impact of contamination. 

Arriving at the SIPS 

To arrive at an issuer social IPS, we typically place the most emphasis on the worst category score. Where 

risks are additive, we may assign an IPS that is worse than the worst risk category score. However, in 

assigning the IPS we also consider the unique characteristics and circumstances of an enterprise, and the 

interplay and potential correlation among categories. This may lead to assigning a better IPS score than 

suggested by the worst category score. 

GOVERNANCE ISSUER PROFILE 

Governance risk tends to be issuer-driven, compared with environmental and social risks, which may be 

driven by external factors and often have a sector-wide impact. Governance can support or erode credit 

quality for all enterprises, and governance considerations are incorporated into many of our sector rating 

methodologies." Weak board governance or executive management can result in a flawed operating 

strategy or an inability to execute business plans effectively. Serious governance failures can lead to severe 

reputational and financial risks, including increased debt-financing costs or loss of access to capital markets. 

Governance considerations may also be credit positive. For example, strong internal controls may help to 

offset a broad variety of other risks, including ESG risks. Strong structural features and well-defined 

contracts of a project financing may also mitigate many of these risks. 

The strength of institutions or rule of law incorporated in our assessment of a sovereign's govemance may 

be an indicator of governance standards in those jurisdictions, and issuers operating in sovereigns with 

weaker governance standards may themselves exhibit lower governance standards. However, the G IPS of a 

sovereign does not directly constrain the G IPS of enterprises with operations in that country. Where there 

is a lack of disclosure, it may, but not always, indicate governance risk, and we would typically consider the 

level of disclosure relative to regional and industry peers as well as requirements (by country of domicile and 

for credit agreements) and whether Less disclosure indicates information gaps. 

In the sections below, we describe the principal credit implications from governance considerations for 

enterprises. 

For some categories, including for Compliance and Reporting and for Board Structure, Policies and 

Procedures, we may use quantitative indicators 34 based on public data, as a starting point for our qualitative 

assessment. The indicative scores are based on a defined set of questions using data sourced from public 

filings and can only be obtained for issuers where the set of questions is applicable and the related data are 

33 A link to a list of our sector and cross-sector methodologies can be found in the "Moody's Related Publications" section. 

34 Please click here to access a description of how we arrive at indicative scores to inform our qualitative assessment for Board Structure, Policies and Procedures and for 
Compliance and Reporting. The indicative scores are based on a defined set of questions using data sourced from public filings. 
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available. We may also use nonpublic information. For Financial Strategy and Risk Management, we may use 

factor scores from our sector scorecards as a starting point for our qualitative assessment's 

FINANCIAL STRATEGY AND RISK MANAGEMENT 

Financial strategy and risk management reflect the board and management's tolerance for risk, which often 

directly affects debt levels, the future direction for the enterprise and the risk of adverse changes in 

financing and capital structure. 

Relevant considerations may include an issuer's desired capital structure or targeted credit profile, its 

dividend policy, and its history of prior actions related to financial strategy and risk management, including 

its track record of risk and liquidity management and whether it has consistently maintained its targeted 

capital structure. In some cases, a highly covenanted financial structure explicitly limits leverage and 

requires key risks to be hedged or insured, and the terms of key debt agreements may be relevant 

considerations. A commitment to a conservative credit profile and strong liquidity may support financial 

flexibility that benefits creditors. On the other hand, an aggressive focus on shareholders at the expense of 

creditors may indicate high risk tolerance. For example, the private equity business model typically involves 

an aggressive financial policy and a highly leveraged capital structure to extract value. The sponsor's track 

record of dividends may be a relevant consideration for these enterprises. 

How management uses cash during different economic and industry cycles and responds to key events such 

as changes in financial markets, legal actions, competitive challenges or regulatory pressure may indicate 

risk exposure. For some entities, management's M&A strategy, including the frequency and materiality of 

acquisitions, how they are financed, or the objective of the transactions (e.g., maintaining core competency 

or shifting to new business) may be relevant. The issuer's record for enterprise risk management, including 

operational and commodity risks, may also be relevant, particularly for entities with significant exposure to 

commodity risk (e.g., energy and mining companies). 

MANAGEMENT CREDIBILITY AND TRACK RECORD 

The credibility and track record of management' helps inform our opinion of its ability to achieve its target 

credit profile and operational goals and may provide insight into likely future performance, including in 

stressed situations. 

Relevant considerations include management's track record for meeting, surpassing or missing public and 

private guidance, including during periods of market fluctuations, and variability of operating results. An 

organization that consistently provides and meets its guidance, maintains its target credit profile during 

downturns, and anticipates and adapts to evolving business or market conditions generally has a track 

record that that supports greater management credibility than one that does not provide any guidance or 

frequently misses its guidance. Guidance may include financial forecasts as well as key performance 

indicators related to the enterprise's industry (e.g., subscriber trends, units sold). 

Significant shifts in strategy, for example entering a new business line or geographic region where 

management has limited experience, can increase risk. Contractual limitations on an issuer's permitted 

businesses can help to mitigate this risk. 

Consistent achievement of synergies from business integration and a successful strategy for and execution 

on M&A may indicate the ability to manage risk effectively or gain benefits from future transactions, 

35 As a starting point to inform our qualitative analysis, where available we map Financial Policy factor scores of Aaa to A to 1; Baa to 2; Ba to 3; B to 4; and Caa, ca and c 

to 5. 

36 For private-equity-owned enterprises, the track record and credibility of the sponsor, who, for example, may change the enterprise's management or its goals in a way 

that is deleterious to creditors or may provide effective oversight, operational expertise or an ability to cut costs, may be a relevant consideration. For project financings, 
we typically consider the experience and credit quality of the operator and the commitment of both sponsor and operator to the project. 
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whereas a weak track record of achieving synergies, poor execution on M&A and an aggressive risk appetite 

may suggest higher risk exposure. Management's ability to pivot in response to industry and market 

conditions, or its failure to do so, may be a relevant consideration. High executive turnover or, in some 

cases, failure to remove top management despite weak performance, may point to governance risk. 

Dependence on one individual or a group of executives can pose risk to management credibility, because 

that loss of key people could adversely impact operations, especially in the absence of a succession plan. 

For some enterprises, success in managing regulatory relationships may be a relevant consideration, 

particularly where a sector or issuer may be a target of scrutiny from politicians or requires permits for 

successful operations. Where entities outsource operations or rely on support from partners or 

governments, the internal process for choosing partners and management's track record of and strategy for 

stepping in to support an initiative may be a relevant consideration. 

ORGANIZATIONAL STRUCTURE 

Organizational structure is unlikely to materially improve the credit profile of an enterprise, but may create 

risk if, for example, financial engineering or significant cross-shareholdings or frequent changes in 

organizational structure obscure performance or create conflicts of interest. Complexity by itself does not 

necessarily create credit risk, but a complex structure with, for example, multiple holding companies and 

joint ventures may allow for the transfer of funds at the expense of creditors or may indicate overly 

aggressive tax strategies. For example, an ownership structure that blurs the financial separation of entities 

within the organization can lead to relationships between parents and subsidiaries, or governments and their 

associated enterprises, that lack protection from restricted payments covenants, which may expose 

creditors to cash leakage and may also reduce financial transparency. Parent or holding companies with 

multiple subsidiaries that also hold voting rights in the parent or other subsidiaries or that can directly or 

indirectly transfer financial obligations to other subsidiaries may create risk. Reliance on minority holdings or 

joint ventures to support earnings can limit earnings predictability. Legal ownership structures such as 

master limited partnerships or real estate investment trusts may incentivize the distribution of profits to 

equity holders rather than for debt reduction. 

Relationships between parents and subsidiaries, related party transactions, agreements (e.g., bond 

indentures, credit agreements) governing the flow of funds between entities within an organization, and the 

presence, structure and purpose of joint ventures and special purpose vehicles may be relevant 

considerations for some enterprises. Clear contractual allocation of risks between lenders, owners and 

contractors is often an important strength of project finance structures. 

COMPLIANCE AND REPORTING 

The timeliness and accuracy of required disclosures are important because, for example, a qualified audit 

opinion may indicate higher exposure to governance risk that could result in a potential default under debt 

agreements. Regulatory or legal actions or investigations may result in fines and management distraction, as 

well as reputational risk. 

Considerations relevant to our assessment may include the timetiness, transparency and comprehensiveness 

of financial statements, restatements of financial data, whether audit opinions are qualified or non -qualified, 

frequent changes in auditors, and any auditor comments regarding the quality of internal controls. In 

assessing the materiality of legal actions we may consider whether a judgment or penalty is likely to affect 

an issuer's access to capital markets, its competitive position or reputation, and the magnitude and level of 

management involvement. For all compliance and reporting risks, we may also assess the likely efficacy of 

corrective measures and the likely timeline to resolution. Dismissal of top management for cause (related to 

compliance and reporting issues) may point to weak governance. 
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BOARD STRUCTURE, POLICIES AND PROCEDURES 

Board oversight and effectiveness are important because boards generally perform a critical role in the 

oversight of risk management, including setting and monitoring a firm's risk appetite and the risk 

management framework of the enterprise. 

Ownership concentration, as well as the degree of control of and protections afforded to different 

shareholders may be relevant considerations. Ownership by hedge funds or activist investors may in some 

cases be detrimental to an enterprise's credit profile if it leads to a strategic change that favors equity 

holders over creditors. Ownership by private equity typically indicates a shareholder-friendly, rather than 

creditor-friendly, structure, which typically increases risk tolerance. Government-owned and affiliated 

enterprises may face a different set of priorities. Competing priorities could increase risk, for example by 

encouraging the enterprise to fund or subsidize other public policy goals that are not aligned with creditor 

interests. On the other hand, enterprises that fulfill a government policy mandate or provide vital services 

(e.g., healthcare, education) may benefit from additional governance oversight, early intervention and 

ongoing support. 

The design, disclosure and oversight of management compensation (which is typically set by the board) may 

also affect the enterprise's credit profile, depending on the incentives (e.g., short-term or long-term 

incentives). For example, pay and compensation structures not aligned with sustainable operating 

performance or excessive compensation plans that incentivize short-term outcomes, such as aggressive 

growth, over a stable credit profile may encourage excessive risk-taking that negatively impacts creditors. 

Director independence, levels of relevant experience, succession planning, board turnover and diversity may 

be relevant considerations when assessing overall board oversight. 

Arriving at the G IPS 

Risk categories of the G component may be additive, as is the case for the E and S components. However, 

given the nature of good governance as a potential material strength, some related risk categories (e.g., 

financial strategy and risk management or management credibility and track record) could offset other 

governance categories of risks. As a result, we may assign a better G IPS than suggested by the worst 

category score. 

Assessing the Credit Impact Score 

As discussed in Appendix B, the CIS explains the impact of ESC considerations in the context of the other 

credit drivers that are material to the enterprise's rating. The CIS score indicates the extent, if any, to which 

the rating of an issuer would likely be different if exposure to [SC risks did not exist. 

Credit factors that may help to offset [SC exposure for enterprises include, for example, strong liquidity and 

good access to capital, or external support (e.g., from affiliates or governments) that we believe will allow 

the issuer to manage E, S and G risks. In addition, the expected time horizon of the E, S or G exposure may 

mute the effect on the rating, as explained in Appendix B. Many enterprises have meaningful exposure to 

risks that are expected to become material over a relatively long timeframe; however, an enterprise may 

have sufficient time and financial strength to adapt as needed to meet its ESC challenges. Examples of non-

ESC-related credit weaknesses that may be relatively more prominent, resulting in a high IPS and a low CIS, 

include constraints related to the country of primary operations, as reflected in the sovereign rating and 

country ceiling, or a liquidity shortfall not directly related to its E, S or G exposure. 
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Appendix E: Issuer Profile Scores and Credit Impact Scores for Regional and Local 

Governments Globally 

In this appendix, we describe how we apply the general framework for determining E, S and G issuer profile 

scores (IPSs) and [SC credit impact scores (CISs), (described in Appendices A and B, respectively), to 

regional and local governments (RLGs) globally. 

The issuers covered under this framework are governments below the level of the sovereign, such as states, 

regions, provinces, territories, counties and cities. These include public school districts, public utility districts 

and other special purpose districts. Non-financial public sector issuers that have business-like revenue 

raising capacity through the implementation of fees for service, such as municipal utilities, airports, toll 

roads, ports, mass transit enterprises, hospitals, housing agencies, and higher education institutions are 

covered under the framework for enterprises." 

In establishing E, S and G issuer category scores and overall IPSs for RLGs, we make a qualitative assessment 

of the issuer's exposure to the related risks. Our assessment of E, S and G focuses on credit-relevant 

considerations and the extent to which they are positive or negative for credit profiles. Issuer category 

scores reflect our assessment of the likelihood and magnitude of current and future credit exposures related 

to the category of risk, including their effect on economic growth, budget revenues and spending. These 

assessments are forward-looking but may also be informed by an entity's previous experience of these risks. 

The IPS and category scores also incorporate meaningful mitigating or strengthening actions related to 

those specific exposures. These include actions taken at the issuer's own initiative or actions fostered or 

required by external parties (such as policies, regulations or international commitments). For example, 

where requirements or policies set forth by a higher-tier government result in RLG actions that materially 

benefit the RLG relative to how it might act on its own, the IPS would reflect the positive influence of that 

higher-tier government's requirement. 

Our assessment may be informed by metrics that are relevant to the risks, benefits and [SC-specific 

mitigants. These metrics are indicative and may not be available for all rated issuers. Metrics may also vary 

across different RLG types (e.g., US states and regional governments outside the US) reflecting differences in 

reporting standards and disclosure levels as well as varying relevance of particular metrics across RLG types. 

The metrics used in our assessment are typically sourced from governmental agencies or statistical offices, 

or in some cases from multilateral agencies or other third-party providers of [SC information. Where data 

are unavailable for a specific RLG, we may use the data of relevant higher-tier or lower-tier governments, 

with possible disaggregation or aggregation of that data. We may also consider scorecard factors or sub-

factors in our sector methodologies, in particular for governance (e.g., an institutional framework factor or 

sub-factor score). We may also incorporate non-public information, including that obtained from issuers as 

part of the credit rating process. Please see Appendix G for examples of associated metrics for different 

types of RLGs. Over time, we may broaden or adjust our metrics, for example, as more data become 

available or certain indicators are viewed as more or less relevant to our analysis. 

The E and S heat map sector category scores provide a useful general reference for an RLG's issuer profile 

analysis. For RLGs, we have defined two groups, each of which is broad and diverse: advanced economy 

RLGs and emerging market RLGs. As a result, an RLG's E and S category scores may vary, potentially 

significantly, from the heat map sector category scores. Heat map sector category scores also do not 

incorporate specific mitigants, which may result in an issuer category score that is better than the respective 

heat map sector category score. 

" In our sector heatmaps, we use private sector classifications for these entities. 
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Our assessment of an RLG's exposure to E and S may also be informed by the scores of corresponding 

higher-tier governments (e.g., referencing the E score of a sovereign when analyzing a region within that 

sovereign). We may also consider the E and S scores of related lower-tier governments, where risk scores for 

these governments provide useful information. An RLG's exposure may be influenced by the actions or 

policies of higher-tier governments, such as the corresponding sovereign. In many cases, these policies, 

restrictions or actions are largely out of the RLG's control, but may greatly influence, positively or 

negatively, its exposure to an E, S or G risk. 

E, S and G risks may cross multiple categories. For example, risks pertaining to water (e.g., drought) could 

manifest in water management risk (e.g., consumption levels) or in natural capital (e.g., damage to water 

sources for an RLG). Legal, reputational and policy risks may arise in multiple categories. For example, 

insufficient or unreliable water supply could drive risks across other E, S and G categories (e.g., heighten 

social tensions, depress economic growth, result in greater oversight). When assigning an IPS, we consider 

the interplay and potential overlap among E, S or G categories to avoid overstating or understating the risks. 

As discussed in Appendix B, the CIS helps to explain the impact of [SC considerations in the context of the 

issuer's other credit drivers that are material to a given rating. 38 

Issuer Profiles 

Environmental Issuer Profile 

Vulnerability to environmental risks for RLGs can vary significantly depending on the RLG's geography, 

economic base, population, its particular responsibilities and the maturity of its institutions. Exposure to 

environmental risks can increase an RLG's operating costs and capital expenditures. For example, 

environmental hazards, such as hurricanes, can result in an immediate adverse impact on economic activity 

and result in revenue disruption, while longer-term environmental trends such as rising sea levels can cause 

more prolonged pressure on budgeting and spending priorities. 

RLGs may derive some benefit from one or more environmental categories. In principle, an RLG could have 

an IPS of E-1 if it significantly benefited from environmental considerations. For example, an RLG may have 

a clear and lasting advantage in terms of economic growth and revenue generation because entities firmly 

rooted in its jurisdiction are involved in the production of environment-related technological innovation. 

This case is expected to be unusual. Moreover, E risks are pervasive and do not offset one another. As a 

result, assigning an overall IPS of E-1 to an RLG is highly unusual. 

In the sections below, we also describe the principal credit implications from environmental considerations 

for RLGs. 

CARBON TRANSITION 

A global shift away from the consumption of hydrocarbons can pose risks for RLGs, particularly those whose 

economies and finances are heavily dependent on the non-renewable energy sector. Decreasing investment 

or disinvestment in this sector can negatively affect economic growth and the base from which the RLG 

collects revenue. 

For an RLG, addressing the effects of the underlying economy's transition to a lower carbon future may 

include efforts to reduce the reliance on revenues linked to non-renewable resources, for example, by 

attracting investments that diversify its economy. 

38 For the GS, the reference rating for sub-sovereigns outside the us is the issuer rating or senior unsecured rating For US public finance, the reference rating is the issuer 

rating, where available. If the entity does not have an issuer rating, the reference rating is the senior-most unenhanced, uncollateralized full faith and credit obligation of 
the entity, or in the absence of such a rating, the senior-most unenhanced, uncollateralized revenue debt rating. 
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Some RLGs may enact policies, either self-driven or imposed by third-parties, that are environmentally 

beneficial, but could hamper the RLG's growth or revenue. Some examples may include the phase out of 

gasoline-powered vehicle sales in the RLG's jurisdiction or restrictions on the use of gas utilities in newly 

developed areas. Such policies, enacted to facilitate to a shift away from carbon, could lead to a loss of 

revenue or population for the RLG over the long term if not counterbalanced by changes to its revenue 

structure or policies that, on balance, encourage sustainable growth. 

We make a qualitative assessment of the exposure to carbon transition risk of an RLG's major economic 

sectors and the share of RLG revenue generated from them. Our assessment would also include 

considerations of economic vibrancy resulting from sectors that benefit from carbon transition. 

PHYSICAL CLIMATE RISK 

An RLG's exposure to heat stress, water stress or extreme weather events (e.g., hurricanes, floods or 

wildfires), is driven in great part by its geographic location." The severity and frequency of these events 

have increased in recent decades, in some cases causing significant economic losses, hazards for the local 

population and environmental damage. 

The sensitivity to physical climate risk of an RLG also depends on the share of weather-dependent economic 

activities (e.g., agriculture and tourism), exposed physical assets (e.g., utilities or housing located in flood 

plains) and RLG infrastructure assets (e.g., tunnels, subways, bridges) that can be impacted meaningfully by 

these events. 

Weather events such as floods and hurricanes can damage the RLG's revenue base, temporarily or over a 

longer period. As a consequence, RLGs might face budgetary pressures to repair damaged infrastructure or 

to invest in the hardening or relocation of existing infrastructure that is subject to physical climate risk. 

Where the impact of severe weather events is increasing, this trend will also likely weigh on investment and 

economic growth. 

In general, long-term environmental trends can also hurt an RLG's economic activity and infrastructure. 

Considerations such as the share of the population living close to sea level and the susceptibility of an area 

to droughts or wildfires contribute to an RLG's sensitivity to physical climate risk. Heat stress and water 

stress can also negatively affect economic growth, for example, by causing losses in productivity and 

decreases in agricultural production, burdening health care systems and increasing energy demand. 

RLGs may mitigate their exposure to physical climate risks, for example through the provision of dedicated 

funds to prepare for and respond to such events. 

Indicators that may inform our assessment include metrics such as exposure to heat stress, water stress, 

flooding and extreme precipitation, hurricanes and typhoons, and sea level rise, such as those provided by 

Four Twenty Seven Inc. (427). 

WATER MANAGEMENT 

This category focuses on the management and governance of water resources. This includes, for example, 

water consumption, availability, efficiency and access, quality, treatment and pollution, all of which may 

affect an RLG's economy and finances. Because water is a vital resource for all economic activity, water 

shortages can destabilize an RLG's revenue and expenditures and affect its overall economic and political 

stability. RLGs that have economies largely based in water-intensive industries like mining pulp and paper, 

39 The physical climate risks category excludes geophysical risks, such as earthquakes, volcanoes and tsunamis. 
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textile and agriculture are more exposed. Climate change considerations, such as drought or changing 

rainfall patterns that could affect water supply are covered under our physical climate risk category. 

RLGs can mitigate their exposure to water management through the implementation of effective policies 

and strategies, including oversight of RLG-owned water and wastewater utilities, encouraging demand 

reduction for water and wastewater treatment, or building an integrated water management system that 

may result in more diverse water sources for the RLG. 

In our qualitative assessment of water management, we may consider an RLG's trend of water availability 

and consumption and the actions an RLG is taking to manage its water-related risks. We also consider 

whether an RLG's abundance of sustainable water resources is a material advantage. 

WASTE AND POLLUTION 

Hazardous waste and nonhazardous waste from residential, commercial and industrial activities, including 

municipal solid waste, can have a material negative economic, social and financial impact on an RLG. For 

many RLGs, efforts to prevent or address the effects of these risks on the population and ecosystem, such as 

the implementation of recycling programs or the cleanup of hazardous waste sites, may lead to significant 

costs. 

RLGs can, in part, reduce their exposure with long-term waste-management planning and with regulation to 

reduce or treat waste and pollution of the industries that compose their economy. To reduce pollution, 

some RLGs have also put in place congestion pricing for vehicles entering their city centers. However, some 

areas of regulation may be outside the RLG's control and ineffective regulation by a higher tier of 

government may leave the RLG exposed to the effects of pollution, while an overly restrictive policy by a 

higher tier of government, for example non-GHG emission standards, could negatively affect the RLG's 

economy and its ability to attract certain types of investment. 

In our qualitative assessment of waste and pollution, we may consider the amount of municipal waste per 

capita generated in the jurisdiction and indicators of air pollution. We may also consider the extent to which 

air and land-based pollution or related regulations are material risks for the population and the major 

industries in an RLG's economy. 

NATURAL CAPITAL 

An RLG with an economy based in sectors that provide goods and services derived from agricultural 

products, raw materials or other products derived from plants or animals or ecotourism, has an elevated 

exposure to the natural capital being damaged or depleted. Damage to an RLG's environment caused by 

government action or a failure to protect natural systems, whether from human causes or natural erosion, 

can lead to a loss of economic activity and revenue for an RLG. For example, for an RLG whose natural 

capital drives a significant tourism sector, a deterioration of its natural landscape and the accompanying loss 

of visitors over time will result in lowering the revenue and growth in the sector. 

In our qualitative assessment, we consider the extent of an RLG's dependence on revenue from industries 

that are directly exposed to or reliant on the natural environment. We also consider whether there is 

potential damage to an RLG's and natural capital to the extent that such damage could adversely affect the 

RLG's economic and revenue stability, if not remediated. An RLG that places significant emphasis on 

preserving its natural landscape and biodiversity can derive material economic benefits. 
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Arriving at the E IPS 

We make a qualitative assessment of the overall environmental issuer exposure, taking into account the 

scores assigned for each category. For environmental categories for which we have good availability of data, 

we typically normalize" the data for each metric in a category, and take the average of these normalized 

metrics (the normalized category metric). We then rank the RLGs, which gives us a starting point to our 

assessment of a given category score. The actual category score incorporates qualitative judgment. 

To arrive at the overall environmental IPS, we consider an RLG's highest and average risk exposure and 

generally place more emphasis on the highest exposure as conveyed by the quantitative metrics, for 

categories where they are available, and our qualitative judgment. Where risks are additive, we may assign 

an IPS that is worse than the worst category score. However, in assigning the IPS we also consider the 

unique characteristics and circumstances of an RLG, and the interplay and potential correlation among 

categories. This may lead to assigning a better IPS score than suggested by the worst category score. 

We score an RLG's environmental IPS on a scale of E-1 (Positive) to E-5 (Very Highly Negative). 

Social Issuer Profile 

An RLG is exposed to a wide variety of social issues related to the sometimes very specific characteristics 

and structure of its society. The exposure of an RLG to social risks depends greatly on the particular 

responsibilities of the RLG, which may vary across jurisdictions. 

In the sections below, we also describe the principal credit implications from social considerations for RLGs. 

DEMOGRAPHICS 

Population growth partly drives an RLG's capacity to generate revenue from sources such as income taxes, 

sales taxes, property taxes and, in some cases, transfers from higher-tier governments. Inversely, an aging 

population, lower birth rates or negative net migration weigh on population growth and may diminish an 

RLG's revenue generation capacity. 

Where demographics are shifting toward an older population, an RLG may face an increase in demand for 

related social services and healthcare spending. Some RLGs are also responsible for social security benefits 

for their citizens, in addition to pensions or healthcare. 

RLGs can employ different strategies that may encourage positive demographic trends. Some of these 

include the provision of high-quality infrastructure and amenities or a low tax environment, which 

encourage inward migration. Some RLGs may implement policies that encourage household formation and 

higher birth rates. 

Population growth is typically positive for RLGs, but may present challenges, and an RLG's capacity to 

respond to these can either lower or exacerbate its exposure to demographic risk. Challenges associated 

with growth include increased demand for employment, housing, healthcare and infrastructure. Similarly, 

inward migration, whether local or international, may present benefits by attracting a younger or skilled 

population, but may also raise costs and create social tensions. Outward migration, on the other hand, can 

lead to a depletion of a younger or educated workforce. 

A' For each metric, we calculate the average and the standard deviation across all rated RLGs. Each RLG's normalized metric is equal to the metric value minus the average 
metric value, divided by the standard deviation. 
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Indicators that may inform our assessment include those related to population growth, age composition of 

the population (e.g., working age compared to non-working age), birth and mortality rates, net migration 

and related trends. 

LABOR AND INCOME 

Employment levels and income inequality affect an RLG's economy, finances, social cohesion and political 

risk. High unemployment or weak employment prospects can exacerbate income inequality, and negatively 

pressure an RLG's revenue base. Some RLGs also have large informal economies, which constrain tax 

revenue. Income inequality may contribute to high crime rates and political risks, or it may drive spending 

for social programs such as affordable housing. 

Within a country, regional inequalities including those related to wealth, income, employment and 

infrastructure can also drive internal migration, which can exacerbate the social risks of the different regions. 

An RLG relying on a weaker tax base may need to spend a relatively higher portion of its budget on the 

provision of services than its wealthier counterparts. 

There is typically some scope for RLGs to manage labor and income risks. Policies aimed at attracting a wide 

range of businesses, offering jobs in different sectors and at different skill levels can mitigate some of these 

risks. Some RLGs can also implement policies to promote good working conditions and benefits. Also, the 

presence of large, vibrant higher education, healthcare and high-tech sectors may contribute to 

employment stability or growth. 

Indicators that may inform our assessment include labor force participation, employment, unemployment, 

income levels, and income inequality and related trends. 

EDUCATION 

Education is a key responsibility of many RLGs. The education level of an RLG's citizens influences social 

cohesion, income levels, workforce and business development, which are all characteristics that may directly 

affect an RLG's growth potential and revenue raising ability. 

Vast differences in access to education may exist across RLGs due to differences in resources, investment, or 

the physical capacity or quality of schools. 

Where educational attainment is low, in particular for primary and secondary education, the relevant RLG(s) 

may face pressures to invest in basic needs such as teachers and educational facilities. RLGs may also 

implement a range of policies to improve educational access and affordability. For example, RLGs may 

regulate the tuition at a university or offer grants to encourage access to education. 

Indicators that may inform our assessment include literacy rates and the share of the RLG's population with 

secondary and post-secondary education. 

HOUSING 

Rising housing costs and the lack of affordable housing can curb economic growth and decrease an RLG's 

revenue base. They also put pressure on the government to increase spending on housing quality, access 

and availability. A lack of affordable housing can lead to increased social tensions stemming, for example, 

from homelessness or the health and safety issues associated with overcrowding, and can raise political risk. 

RLGs can mitigate their exposure to housing risks by implementing a range of programs to support access to 

housing, such as providing rental benefits or constructing affordable housing. 

Strong demographic trends can boost housing markets; however, very rapid growth can also contribute to 

lower affordability and availability of housing. 
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Indicators that may inform our assessment include those related to housing access and affordability. 

HEALTH AND SAFETY 

Health and safety issues, including healthcare access and availability, personal safety and food security, can 

impinge on economic growth, in particular when they affect health outcomes throughout a person's life. A 

challenging health and safety environment may also deter investment and result in a loss of population and 

employment, while pressuring an RLG's spending on healthcare, social services, and public safety. The 

prevalence of crime or unequal access to healthcare also increases political risk. 

Indicators that may inform our assessment include life expectancy, the proportion of an RLG's population 

that has health insurance, and measures of violent crime, such as the homicide rate. 

ACCESS TO BASIC SERVICES 

Access to basic services including utilities, transportation, internet and financial services supports 

productivity and fosters economic growth. On the other hand, residents' lack of access to these basic 

services not only can thwart economic expansion and revenue growth, but also can generate discontent and 

lead to social protests. 

The responsibility for the provision of certain basic services, such as utilities and transportation, may belong 

to different levels of RLGs, and RLGs may fulfill the mandate either directly or through a government 

enterprise. Governments that do not invest in such basic services or infrastructure when needed, either 

directly or through partnerships with the private sector or arrangements with other governments, may have 

lower leverage and a stronger financial performance in the near-term. Over time, however, a lack of 

investment increases the RLG's exposure to these risks because it may require substantial spending and may 

drive private sector disinvestment or population loss. 

Other basic services such as basic broadband and financial services are typically the purview of private 

sector providers. While some RLGs may not have direct control over the provision of these services, they 

can affect the offer of these services through regulation and actions that attract or deter private sector 

investment, jurisdictions where services are limited may find it more difficult to attract population, industry 

and higher-income employment. 

Indicators that may inform our assessment include an RLG's capital spending per capita and various 

measures of a population's access to basic services, such as broadband access. 

Arriving at the SIPS 

We use essentially the same approach to arrive at the social IPS as we use for the environmental IPS. For 

social categories for which we have good availability of data, we typically normalize' the data for each 

metric in a category, and take the average of these normalized metrics (the normalized category metric). 

We then rank the RLGs, which gives us a starting point to our assessment of a given category score. The 

actual category score incorporates qualitative judgment. 

To arrive at the overall social IPS, we consider the highest and average risk exposure and generally place 

more emphasis on the highest exposure as conveyed by the quantitative metrics, for categories where they 

are available, and our qualitative judgment. Where risks are additive, we may assign an IPS that is worse 

than the worst category score. However, in assigning the IPS we also consider the unique characteristics and 

41 For each metric, we calculate the average and the standard deviation across all rated RLGs. Each RLG's normalized metric is equal to the metric value minus the average 

metric value, divided by the standard deviation. 
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circumstances of an RLG, and the interplay and potential correlation among categories. This may lead to 

assigning a better IPS score than suggested by the worst category score. 

We score an RLG's social IPS on a scale of S-1 (Positive) to S-S (Very Highly Negative). 

Governance Issuer Profile 

Governance is a key driver of an RLG's credit quality. Governance practices can also mitigate or exacerbate 

environmental or social risks, in addition to having positive or negative influences on other fundamental 

aspects of an issuer's credit profile. 

The strength of institutions or rule of law incorporated in our assessment of a sovereign's governance may 

be an indicator of governance standards in the public sector, and RLGs in sovereigns with weaker 

governance standards may themselves exhibit lower governance standards. However, the G IPS of a 

sovereign does not directly constrain the G IPS of an RLG in that country. An RLG in a country where the 

sovereign has strong standards may exhibit those standards, but it may also have a G IPS that is lower than 

that of its sovereign. Where there is a lack of disclosure, it may, but not always, indicate governance risk, 

and we would typically consider the level of disclosure relative to peers and local requirements and consider 

whether less disclosure indicates information gaps. Some governance considerations are explicitly 

incorporated as scorecard factors or sub-factors into our sector methodologies for rating the different types 

of RLGs globally.' For some types of RLGs, we use the corresponding sector methodology scorecard factor 

or sub-factors to arrive at the governance IPS. 

In the sections below, we also describe the principal credit implications from governance considerations for RLGs. 

INSTITUTIONAL STRUCTURE 

The quality of institutional structure is a core element of public-sector governance and can signal the likely 

effectiveness of policy decisions and the predictability of government decisions. The transparency, stability, 

predictability and accountability embedded in an RLG's institutional structure, the flexibility it affords to 

government decision-makers, the ability to alter the structure in response to changing needs, and the way in 

which changes are managed provide an indication of the institutional structure's effectiveness and of the 

strength of governance qualities. 

Relationships among the various levels of government play a key role in determining an RLG's powers and 

responsibilities, its revenue-raising flexibility and its ability to adjust spending as needed. These relationships 

can vary meaningfully across RLGs in different countries. 

POLICY CREDIBILITY AND EFFECTIVENESS 

The ability to effectively develop and implement transparent and meaningful fiscal, economic and social 

policies is critical to governing and is necessary to maintain economic stability, foster growth and deliver 

adequate and stable or improving living standards. Some features of policy credibility may be found in local 

law, others in institutional practices and political traditions that have developed over time. 

The quality of public administration is key to the formulation and implementation of government policy. An 

administration that is operating with limited resources typically constrains the effectiveness of government 

policy. 

We consider an RLG's quality of internal controls, its policy setting and the related policy implementation. 

42 A link to a list of our sector and cross-sector methodologies can be found in the "Moody's Related Publications" section. 
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TRANSPARENCY AND DISCLOSURE 

The ability of governments to produce timely, accurate and transparent financial statements and to disclose 

other relevant data or information are important governance considerations because transparency and 

consistency help to establish predictability and accountability, which in turn supports effectiveness. 

Infrequent and limited data reporting and major revisions may indicate a weak institutional setting. In 

addition, gaps in data availability and quality may impair policymaking and hinder an RLG's accountability. 

As an extreme case, fraudulent financial statements are a direct blow to transparency and disclosure, and 

may result in large penalties, costs or legal or regulatory sanctions that could destabilize an RLG's financial 

stability. 

Strong transparency and disclosure is characterized by institutionalized best practices that include multiyear 

financial plans, monthly financial status reports, debt affordability projections and periodic budgetary 

revisions. 

BUDGET MANAGEMENT 

Strong budget management is distinguished by an ability to consistently achieve fiscal targets and by a 

degree of fiscal flexibility that allows an RLG to adjust revenue and spending when needed to restore fiscal 

balance. A government's ability to consistently produce accurate revenue and expenditure forecasts, 

monitor its budget execution and avoid large fiscal imbalances on a regular basis is a key consideration. 

Multiyear planning for operating and capital spending and experience in accessing external funding sources 

are indicative of sound budget management practices. In some cases, higher-tier governments require RLGs 

to have a certain level of budgetary planning and execution, which, if rigorous, can foster better budget 

management practices at the RLG. 

Arriving at the G IPS 

We use governance-related scorecard factors and sub-factors in relevant sector methodologies for RLGs 

globally to arrive at the governance IPS. 

For US states, the Governance scorecard factor score in the sector methodology is mapped to an indicative 

score for the G IPS based on the following mapping: Aaa through Aa to G-1; A to G-2; Baa to G-3; Ba to G-

4; and B and below to G-S. Our assessment of the governance risk categories is heavily influenced by the 

overall G IPS. 

For US local governments we use the Institutional Framework factor or sub-factor score as a reference point 

for our assessment of the G IPS. Our overall IPS assessment incorporates the differences in governance 

among local governments within a state, which in some cases are meaningful. Differences in scores between 

risk categories and the G IPS reflect an issuer's sensitivity to specific exposures. 
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To arrive at the G IPS for regional and local governments outside the US, we combine the Institutional 

Framework and the Governance and Management factor scores from the sector methodology and map the 

result to an indicative G IPS.' Our governance issuer category scores follow a similar mapping approach 

based on certain factor and sub-factor scores." 

We may assign a different G-IPS or different category scores than those indicated by the mapping, based on 

other considerations in the sector methodology not captured in these factor or sub-factor scores. 

We score an RLG's governance IPSs on a scale of G-1 (Positive) to G-S (Very Highly Negative). 

Assessing the Credit Impact Score 

As discussed in Appendix B, the CIS explains the impact of ESG considerations in the context of the other 

credit drivers that are material to the issuer's rating. 

Assessing the credit impact of ESG exposure requires an assessment of other features of an RLG's credit 

profile that may create resilience to the ESG exposure or exacerbate the exposure. 

An RLG's resilience determines its capacity to respond to environmental hazards or social demands, among 

other challenges. Typical determinants of an RLG's resilience include its intrinsic fiscal and governance 

strength, income levels of the population and support that might be provided by a higher-tier government 

or other third parties (external support). Our assessment of resilience is largely qualitative, although it may 

be informed by quantitative metrics or factor or sub-factor scores in the corresponding sector 

methodologies for the various types of RLGs globally. We also consider other material credit issues that are 

relevant to arriving at a rating to assess the credit impact of ESG. 

High income levels of a population typically provide a large revenue base for an RLG to tap into when 

responding to E and S risks. For example, higher income populations have more private resources to rebuild 

after a weather event, and thus may require less financial support from the RLG. Higher incomes can 

therefore increase the economic resilience of an RLG in the aftermath of a natural disaster or 

counterbalance a falling share of an active working population and the related pension costs. Our sector 

methodologies for the various types of RLGs typically include one or more metrics related to income and wealth. 

Strong fiscal capacity is also key to resilience. An RLG that maintains strong unrestricted reserves relative to 

its budget is more prepared to meet increased costs from environmental and social risks than one that 

maintains a smaller amount relative to its budget. We recognize that any such reserves are finite and may 

not be easily rebuilt after an extreme E or S event. We take into account the potential costs of the risks over 

time and the pace at which reserves could persistently be drawn. Moreover, an RLG that has good access to 

credit and the capital markets can tap additional financial resources to prepare for or respond to these risks. 

Under our sector methodologies for the various types of RLGs, we consider an RLG's liquidity and reserve 

levels as part of our assessment of an RLG's financial flexibility. 

Governance typically plays an important role in determining an RLG's resilience, or the absence of resilience. 

RLGs that demonstrate sound governance practices tend to show better capacity to manage environmental 

risks and to address social demand pressures. Governance also shapes the effectiveness of the policy 

We apply proportional weights to the Institutional Framework and the Governance and Management factor scores, based on their respective weights in the sector 

methodology. The resulting scores are mapped to indicative GIPS based on the following mapping: ≤2 to G-1; 2 — 5 to G-2; 5— 6.9 to G-3; 6.9 - 7.9 to G4; and > 7.9 to 
G-5. 

44 The indicative score for the Institutional Structure category is mapped from the numeric Institutional Framework factor score based on the following mapping: factor 

score ≤3 to category score 1; 3 - 5 to 2; 5 - 6 to 3; 6-8 to 4; and >8 to 5_ The indicative scores for the categories Policy Credibility and Effectiveness, Transparency and 

Disclosure, and Budget Management are mapped from the numeric sub-factor scores for Management Policies and Practices, Quality of Information, and Quality of 
Internal Controls and Planning, respectively, based on the following mapping: sub-factor score 1 to category score 1, 5 to 2, 9 to 4. 
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response to all types of crises or shocks, influencing the resilience of an RLG to these events. Weak 

governance practices, marked, for example, by a track record of not adhering to policies and procedures, 

weak pension funding, frequent budget imbalances or debt funding of operating deficits would weigh 

negatively on our assessment of [SC risks and the CIS. 

Extemal support, typically from a higher-tier government but potentially also from supranational entities, 

can take various forms including direct assistance (e.g., providing emergency services or reconstruction 

following an extreme weather event, such as a hurricane) or financial assistance to the RLG or its residents. 

A higher level of external support confers resilience and tends to lower the credit impact to an RLG of 

environmental and social exposures and of governance risks. 

Other credit considerations may also play a role in our assessment of the credit impact of [SC risks for 

specific RLGs. In addition, the expected time horizon of the E, S or G exposure may mute the effect on the 

rating, as explained in Appendix B. Many RLGs have meaningful exposure to risks that are expected to 

become material over a relatively long time frame; however, an RLG may have sufficient time and financial 

strength to adapt as needed to meet its [SC challenges. 
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Appendix F: Issuer Profile Scores and Credit Impact Scores for Financial 

institutions 

In this appendix, we describe how we apply the general framework for determining E, S and G IPSs and [SC 

CISs (described in Appendices A and B of the existing methodology, respectively) to financial institutions. 

The issuers covered under this framework are financial institutions such as banks, insurers, asset managers 

arid other financial services providers. The framework also applies to multilateral development banks 

(MDBs). All of these sectors are categorized under the private sector in our [SC heat maps. 

In establishing E, S and G issuer category scores and overall IPSs for financial institutions, we make a 

qualitative assessment of the issuer's exposure to the related risks or benefits. Our assessment of E, S and G 

focuses on credit-relevant considerations and the extent to which they are positive or negative for credit 

profiles. Issuer category scores reflect our assessment of the likelihood and magnitude of current and future 

credit exposures related to the category of ESC risk, including their effect on earnings, asset performance, 

capital, cash flow, business strategy and business profile. 

These assessments are forward-looking and may be informed by a financial institution's previous experience 

of these risks. In some cases, our assessment may be informed by scenario analysis, for example for risks 

that are event-driven or are long term, such as carbon transition risk or physical climate risks. We 

incorporate a long-term perspective of risks into our assessments of issuer category scores and IPSs. We 

thus consider risks that have the potential to impact ratings over time even if these risks are expected to 

unfold far into the future, providing a longer time frame for issuers to adapt 

The IPS and category scores also incorporate meaningful mitigating or strengthening actions related to 

those specific exposures. Risk mitigation on its own does not indicate an IPS or category score of 1. To score 

an IPS of 1 for any category or for the E, S or G IPS overall, a financial institution must derive a material 

credit benefit. For example, a financial institution may score S-1 if we assess that it will likely obtain a 

material and sustainable credit advantage from social considerations. 

Our assessment may be informed by metrics that are relevant to [SC risks, benefits and specific nnitigants. 

These metrics are indicative and are often not available for all rated entities. Metrics also typically vary 

across different financial sectors (e.g., banks, insurers and asset managers), reflecting varying relevance of 

particular metrics across sectors and differences in reporting standards and disclosure levels. The metrics are 

generally found in an issuer's public disclosures or relevant third-party sources. We may also incorporate 

non-public information. 

Our assessment may also take into account the factors and sub-factors in our various sector methodologies. 

Please see Appendb< G for a description of the types of indicators that may be generally relevant across 

financial sectors for informing our assessment of E, S and G risk categories and assigning IPSs for financial 

institutions. 

Over time, we may broaden or adjust our metrics, for example, as more data become available or other 

indicators are viewed as relevant to our analysis, and we may update these examples. We may also over 

time add examples of qualitative considerations and metrics for specific financial institution sectors. 

The E and S sector heat map category scores provide a general reference for an issuer category analysis. 

Individual issuers' E and S category scores may vary, potentially significantly, from the sector category 

scores, as a function of the idiosyncratic characteristics of the issuer. 

E and S sector category heat map scores also do not incorporate E and S specific mitigants, which may 

result in an issuer category score that is better than the respective sector category score. 
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E, S and G risks may cross multiple categories. For example, carbon transition risks could manifest 

themselves in our assessments of environmental (e.g., risk of investing in stranded assets) and governance 

risks (e.g., risk management). Legal and reputational risks may arise in multiple categories: mis-selling or 

mis-representation of products could drive heightened risks across S and G categories (e.g., weak customer 

relations, poor controls and greater regulatory oversight). In assigning an E, S or G IPS, we consider the 

interplay and potential overlap among categories in that component to avoid overstating or understating 

the risks or benefits. 

ESG exposure and the extent to which financial institutions are focused on ESG risks may vary by region, 

reflecting regional differences in social or regulatory characteristics and the physical environment. 

As discussed in Appendix B, the CIS helps to explain the impact of ESG considerations in the context of an 

issuer's other credit drivers that are material to a given rating.' 

Issuer Profiles 

Environmental Issuer Profile 

Environmental considerations are a source of risks for financial institutions. Banks, insurers, funds, asset 

managers and MDBs are primarily exposed to environmental risks through their investment and lending 

activities. Insurers are also exposed to environmental risks through their underwriting liabilities, which cover 

a broad range of risks, many of which are susceptible to environmental risk. Other financial institutions that 

are not active in lending, underwriting or investing, such as insurance brokers and some securities 

companies, have generally lower exposure to environmental risk. 

Financial institutions have service-oriented, facilities-light business models, with typically modest and 

diversified physical footprints that limit the exposure of their operating infrastructures to environmental 

risks; the exposure to such risks is likely to be higher for financial institutions with key operational assets 

(such as data centers) concentrated in vulnerable locations or using large amounts of energy. 

However, environmental risks have the potential to significantly affect financial institutions through their 

exposures (e.g., the value of investments held, the creditworthiness of counterparties or the value of the 

collateral securing transactions), and for insurers, also through their underwriting risk exposure. Where 

broad-based in a region or a country, environmental risks may also negatively impact overall economic 

growth and society as a whole; they may also affect other sectors, including governments, enterprises and 

households, to which financial institutions are exposed. 

The type of risk exposure varies by institution. Financial institutions that warehouse risks on their balance 

sheets— mainly banks, MDBs, securities firms, finance companies and insurers — are exposed to the credit 

and market risk of their invested assets or counterparties. Insurers are also exposed to underwriting risks. 

Other financial institutions, such as funds and asset managers, which invest mostly on behalf of clients and 

therefore do not directly bear the credit or market risk of their investments, are exposed to business and 

reputational risks related to their customers' response to environmental risk. 

" For the CIS, for banks, the reference rating is the deposit rating or, in the absence of a deposit rating, the senior unsecured or issuer rating. For multilateral development 

banks the reference rating for the CIS is the senior unsecured rating or issuer rating. For insurers, the reference rating is the Insurance Financial Strength Rating (IFSR). For 
securities firms, finance companies, insurance brokers and service companies, and pension and asset managers, the reference rating for the CIS is the senior unsecured 

rating or issuer rating where the entity is an investment-grade issuer, or the corporate family rating (CFR), where the issuer is speculative grade. For government-related 

issuers (GRIs), the reference rating for the CIS is the issuer rating or senior unsecured rating, while our IPS analysis is based on the stand-alone operations and 
characteristics, which, for entities that have a Baseline Credit Assessment (BCA) are also reflected in the BCA. 
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Financial institutions are also exposed to regulatory risks and to increased compliance and redress costs 

through initiatives aimed at reducing or preventing negative environmental trends or hazards and at 

encouraging increased capital flows into sustainable finance activities. 

Growing stakeholder awareness of environmental issues can increase reputational risk; for example, a 

financial institution may face allegations of contributing to environmental damage because of the activities 

of the companies or projects it engages with. 

Financial Institutions may employ a range of strategies to manage environmental risks. In our assessment of 

an issuer's exposures to environmental risk, we also form an opinion on the effectiveness of its mitigation 

strategies and the issuer's ability to implement those strategies. Typical strategies include: (i) diversifying 

portfolios of loans and investments, the types of insurance underwriting exposures or securities firms' 

transactions; (ii) shifting the business mix toward less exposed activities; and (iii) managing environmental 

exposure, for example by reducing its duration or by employing hedges or reinsurance. 

Financial institutions with portfolios concentrated in sectors highly exposed to environmental risks or with 

limited flexibility to adjust their exposures (e.g., due to long duration or illiquidity) face higher risks. 

Conversely, financial institutions engaging in activities less exposed to environmental risks— such as 

consumer finance or insurance brokerage — and institutions whose investment or lending activity represents 

a small share of the total business face lower risks. 

Environmental factors present more risk than opportunity for most financial institutions. Therefore, a score 

of 1 for the Environmental issuer profile score or for any of the five categories is unlikely. However, in some 

cases, environmental considerations can be a source of credit strength. For example, asset managers and 

MDBs may be able to benefit from rising customer demand for environmentally or more broadly ESG-

focused investment products. 

In the sections below, we describe the principal credit implications from environmental considerations for 

financial institutions. 

CARBON TRANSITION 

Carbon transition risk encompasses policy, legal, technological and market changes associated with a 

transition to a lower carbon economy. 

These changes can have a meaningful impact on counterparties to which financial institutions are exposed. 

For example, tightening of global or regional regulatory regimes related to carbon dioxide and other 

greenhouse gases may affect and, in some cases, disrupt the business models and long-term financial and 

strategic planning of counterparties. The shift to a lower carbon economy may also reduce demand for 

some counterparties' services, increase compliance costs, necessitate significant investment and diminish 

expected return on assets. Financial institutions with a high concentration of exposure to affected 

counterparties, sectors or economies typically have the highest carbon transition risk. 

Exposure to counterparties that seek to benefit from carbon transition may also carry risks for financial 

institutions, in particular where the counterparties have not yet proven the viability of their business model. 

While the financing of green technologies or assets (e.g., renewable energy) by financial institutions may be 

beneficial, it would typically not positively impact the carbon transition risk score where other assets or 

counterparties in the portfolio are subject to meaningful carbon transition risks. 

Financial institutions also face financial and reputational risks through a failure to adapt to changes in the 

business environment prompted by higher carbon transition risks. Intensifying focus from a broad range of 

stakeholders and increasing disclosure requirements elevate these risks. 
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PHYSICAL CLIMATE RISKS 

Physical climate risks principally affect insurers' underwriting exposures, the creditworthiness of financial 

institutions' counterparties, and the value of invested assets. Rising sea levels, droughts, floods, hurricanes 

and other extreme weather events have an immediate impact on property and casualty (P&C) insurers' and 

reinsurers' claims expenses as well as the availability and affordability of reinsurance and retrocession. The 

increasing incidence of catastrophe losses linked to climate change and the buildup of physical climate risk 

as a result of chronic, slow-moving trends create additional underwriting and risk management complexity. 

Physical climate risks may also disrupt counterparties' operations, damage infrastructure and commercial 

and residential properties, as well as negatively affect employment and income levels. 

The geographical location of invested assets and counterparties, as well as counterparties' activities, are 

important considerations because they determine the level of vulnerability a financial institution has to 

physical climate risks. According to their mandates, many MDBs typically lend to borrowers in emerging and 

low-income countries, which tend to have high exposure to climate change, although MDBs' diversified 

portfolios also tend to limit exposure to a particular event. Customer demand for counterparties' products 

may also be affected by physical climate risks. 

WATER MANAGEMENT 

Water management focuses on the management and governance of water resources. Climate change 

considerations such as drought or changing rainfall patterns that could affect water supply are covered 

under the physical climate risks category. 

Water consumption, availability, efficiency and access, pricing, quality and pollution may affect the 

profitability and asset values of counterparties and investees and, in more extreme cases, a region's overall 

economy or the finances of a governmental entity. Environmental restrictions may also constrain these 

entities' ability to operate. 

As with physical climate risks, geographic location is an important consideration because certain regions 

have higher water stress (i.e., a greater supply-demand imbalance), and water shortages can be a 

destabilizing factor for a wide range of financial institutions' counterparties and investees. 

Mismanagement of water resources may also have negative repercussions for the reputation of financial 

institutions perceived to have financed or otherwise enabled the counterparties that inflicted harm. 

WASTE AND POLLUTION 

Waste and pollution cover air and land-based waste and pollution, including air pollutants, hazardous and 

non-hazardous waste, as well as human-caused accidents (spills, leaks and related incidents). This category 

excludes greenhouse gases not regulated as pollutants, such as carbon dioxide and methane emissions. 

Water pollution considerations are covered in the water management category. 

Waste and pollution principally affect insurance underwriting exposures and manifest as higher claims for 

P&C insurers and reinsurers. Waste and pollution may also impact the creditworthiness of financial 

institutions' counterparties — impacted by high cleanup costs, production delays, regulatory compliance 

and fines —and the value of invested assets. Widespread increases in pollution could affect life and health 

insurers through higher mortality and morbidity rates; however, these are likely to be somewhat localized. 

Financial institutions could also be subject to reputational risks if they are perceived to have facilitated 

damage to the health of a local population or to natural resources, for example by providing financing or 

insurance to polluting companies. 
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NATURAL CAPITAL 

Natural capital refers to natural resources that are essential for human habitation and economic activity. 

Damage from, and costs to avoid, pollutants released into the air and soil are captured in the waste and 

pollution category. Natural capital risks principally affect the creditworthiness of financial institutions' 

counterparties, or the value of the invested assets, or insurance underwriting exposures. 

Damage or degradation of the environment can lead to a loss of economic activity and revenue, social 

backlash, increased environmental compliance costs and regulatory penalties, affecting the creditworthiness 

of a financial institution's counterparties that rely on natural capital for their business or economic activity. 

Insurers could be subject to liability claims in cases where their commercial clients are responsible for the 

damage to natural resources. 

Damage or degradation of natural assets may also have negative repercussions for the reputation of 

financial institutions perceived to have financed or otherwise enabled the counterparties that inflicted harm. 

Arriving at the E IPS 

To arrive at an issuer's environmental IPS, we typically place the most emphasis on the worst category 

score. Where risks are additive, we may assign an IPS that is worse than the worst individual category score. 

However, in assigning the IPS, we also consider the unique characteristics and circumstances of a financial 

institution, and the interplay and potential correlation among categories. This may lead to assigning a better 

IPS score than suggested by the worst category score. 

Social Issuer Profile 

Financial institutions have exposure to social risks and opportunities that arise from their relations and 

interactions with customers, regulators, governments, employees and other stakeholders, including the 

public at large, or that stem from the evolution of social trends. 

At the same time, banks, finance companies, insurers, funds and asset managers conduct business with 

many counterparties through lending, insurance policies or investment decisions; where those 

counterparties have significant exposure to social risks, they could affect these financial institutions' social 

risk profile. 

Social risks can disrupt a financial institution's ability to provide services and can lead to a loss of revenue, 

additional costs, litigation, regulatory fines and challenges to existing business models. Client trust and 

confidence are critical for a financial institution, and the inability to address some social risks can weaken its 

franchise or cause it to lose relevance in the market. 

For financial institutions, mitigation through prevention is often more effective than remediation. Once an 

institution's reputation or brand is damaged, repairing it is typically difficult, lengthy and costly. The 

implementation of appropriate policies and procedures may help mitigate the risks associated with 

customer relations and responsible production, while business strategy may help manage changing 

demographic and societal trends. 

In the sections below, we describe the principal credit implications from social considerations for financial 

institutions. 

CUSTOMER RELATIONS 

Financial institutions are exposed to customer relations risks through customers' and other stakeholders' 

perception of the fairness and integrity of their actions and behaviors. Examples include mis-selling and 
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misrepresentation, unfair customer treatment, insufficient disclosures, data security and customer privacy 

breaches. 

Responsible distribution of financial products is an important aspect of customer relations. Mis-selling refers 

to instances where banks, insurers, funds, asset managers or financial brokers sell overly complex, expensive 

or illiquid products that may not meet client suitability requirements, or where incentives are used to 

improperly influence fiduciary decision-makers. Misrepresentation refers to inappropriate or insufficient 

product, service or risk disclosures. 

Data security is another critical aspect of customer relations. Data breaches may result in a disruption of 

services, reputational damage, fines, litigation costs and loss of market share. Financial institutions hold a 

significant amount of personal data and confidential information, which exposes them to a high degree of 

potential risk. 

Financial institutions that engage in retail activities are especially exposed to customer relations risks 

because retail business is typically more regulated and subject to regulatory fines. Financial institutions that 

engage in institutional activities are also exposed to these risks, as both retail and institutional clients can 

relatively easily and inexpensively move assets and business to a competitor. 

Customer relations risks could damage an entity's customer base, brand, reputation and earnings potential, 

and they could result in fines and legal claims. The resultant franchise erosion would increase the costs of 

client acquisition and retention. 

HUMAN CAPITAL 

Human capital risks primarily relate to recruiting, training and retaining employees and maintaining a 

diverse and inclusive workforce environment. 

The recruitment and retention of highly specialized workers is important for financial institutions. Effective 

policies to attract and retain skilled employees and to maintain constructive staff relations may minimize 

disputes and disruptive employee actions and help a financial institution adapt more easily to business 

environment changes. 

Hiring and promotion policies that facilitate a diverse and inclusive workplace may help attract talent, and 

they may support higher profitability and lower risk. External or internal perceptions of a lack of diversity, 

equity and inclusion, including gender discrimination and unequal compensation structures, may lead to 

reduced productivity or lawsuits, or they may hurt a financial institution's ability to attract employees. 

DEMOGRAPHIC AND SOCIETAL TRENDS 

Demographic trends refer to the characteristics of a population. Societal trends largely relate to consumer 

preferences as well as to government policy agendas and funding. 

Both demographic and societal trends may affect financial institutions' revenue and earnings, as well as the 

way they do business and the products they offer. Geographic and product diversity as well as an ability to 

quickly adapt to consumer preferences, regulatory changes and societal trends help mitigate these risks or 

lead to competitive advantages. 

Changing demographics require financial institutions to adjust to the financial lifecycles of their customers 

and the evolving wealth distribution of society. For example, as populations age, demand decreases for 

banks' traditional lending products but increases for other financial products, such as savings and retirement 

products by insurers and other financial service providers; a growing customer preference among younger 

consumers for digital banking or insurance services creates an opportunity to increase revenue but also 
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increases technology costs and exposes financial institutions to competition from new entrants; rising 

affluence in some countries boosts demand for a range of new financial services, supporting revenue 

growth; and conversely, a shrinking working age population would curtail demand for some financial 

products (e.g., mortgages, private pension schemes). 

Societal trends create opportunities to expand relevance in the market but also present challenges. For 

example, policy efforts to increase financial inclusion can provide incremental revenue streams, but 

institutions may find it difficult to serve these new customers profitably; regulated lending at capped rates 

may render some business lines uneconomic; mandatory lending may lead to looser credit underwriting 

standards, weakening asset quality; government requirements for insurers to provide coverage on 

uneconomic terms may lower their profitability; and institutions perceived to be misaligned with social 

expectations may experience restricted access to capital. In extreme cases, regulatory or policy actions may 

even threaten an entity's viability. 

Less frequent, but highly impactful, is an exposure to social upheavals that lead to severe and prolonged 

capital flight and a marked weakening of market confidence. 

HEALTH AND SAFETY 

Health and safety risks relate to the work environments that financial institutions create for their employees 

and contractors.' 

Financial institutions typically have low exposure to health and safety risks because they rely on knowledge 

workers and typically do not expose their employees to the handling of hazardous materials or to machinery 

and dangerous operating conditions. More relevant health and safety risks for financial institutions relate to 

employee mental health and well-being, which may impact productivity and the broader reputation of the 

institution. 

Financial institutions can mitigate generally modest risk exposures, for example, by fostering a health- and 

safety-conscious culture through management and employee training, support and policies, and through 

compliance with existing regulations. 

RESPONSIBLE PRODUCTION 

Responsible production refers to the creation of financial products that suitably meet customer needs and 

the appropriateness of business practices in which financial institutions engage in their day-to-day 

operations. 

Financial products designed to address client needs without undue complexity and risk reduce an 

institution's exposure to reputational risk and litigation. The extent to which stakeholders, including 

consumers and local communities, consider a financial institution's products and business practices fair, 

responsible and inclusive influences the institution's reputation. 

Conversely, some financial products are likely to increase an institution's exposure to reputational and 

litigation risks. For example, the design of complex, opaque, or speculative financial products increases the 

risk of product errors and failures for the institution and their clients as well as risk to broader financial 

stability, leading to social repercussions such as large economic losses. The unmitigated pursuit of revenues 

can lead to products whose benefits do not justify the related costs and risks for customers and can create 

incentives for an institution to engage in speculative activities or other behaviors that disadvantage 

customers, such as churning or front-running, which may generate reputational and regulatory risks. 

Similarly, facilitation of illegal activities such as money laundering, bribery and corruption or engaging in 

46 We consider health and safety issues that affect the community in which an entity operates under responsible production. 
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reputationally sensitive activities such as tax optimization can negatively impact a financial institution's 

reputation and result in regulatory penalties. 

Financial institutions' reliance on partners and suppliers of financial and non-financial products (e.g., 

through open banking) exposes these institutions to risks within their supply chains. 

Arriving at the SIPS 

To arrive at an issuer's social IPS, we typically place the most emphasis on the worst category score. Where 

risks are additive, we may assign an IPS that is worse than the worst individual category score. However, in 

assigning the IPS, we also consider the unique characteristics and circumstances of a financial institution, 

and the interplay and potential correlation among categories. This may lead to assigning a better IPS score 

than suggested by the worst category score. 

Governance Issuer Profile 

Governance is a key consideration for financial institutions because their activities are generally highly 

confidence-sensitive, particularly in their relationship with counterparties and their funding arrangements, 

which typically leads to high levels of regulatory scrutiny of many financial institutions. 

Governance risk tends to be issuer-driven, compared to environmental and social risks, which may be driven 

more by external factors and often have a sector-wide impact. Governance is relevant for all financial 

institutions, regardless of the region in which they operate, although certain governance weaknesses are 

relatively common for financial institutions in some regions. 

The strength of the country's institutions including the rule of law, which is incorporated in our assessment 

of a sovereign's governance, may be an indicator of governance standards in those jurisdictions, and 

institutions operating in countries with weak governance standards may themselves exhibit poor 

governance. However, the G IPS of a sovereign does not directly constrain the G IPS of financial institutions 

with operations in that country. 

The impact of a governance failure can go beyond the immediate consequences, such as financial loss or 

fines; the consequent reputational damage may lead customers to withdraw funds or to impaired access to 

market funding, franchise erosion or an enduring loss of business even after the failure has been addressed. 

Strong governance is required to mitigate the risk-taking nature of most financial institutions' activities and 

is supportive of their credit profiles. For example, a robust risk management framework with strong internal 

controls helps reduce credit, market and operational risks and a variety of other risks, including E or S risks. 

In the sections below, we describe the principal credit implications of governance considerations for 

financial institutions. 

FINANCIAL STRATEGY AND RISK MANAGEMENT 

Financial strategy and risk management reflect management and board tolerance for risk, which often 

affects asset, underwriting and funding risks as well as liquidity and capital strategies. This category generally 

includes consideration of a financial institution's track record with respect to credit, market and operational 

risk management, its capital strategy, and its funding and liquidity policies. 

The combination of an institution's risk-taking capacity and its risk appetite drives its financial strategy and 

the long-term sustainability of the institution's investments, lending and underwriting decisions and product 

offerings. 
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Risk culture and the risk management framework are key drivers of a financial institution's credit quality. A 

comprehensive and robust risk governance framework fully embedded in an institution's culture, combined 

with a holistic view of risks, improve operational effectiveness, generally leading to lower risk. A 

commitment to a high level of capitalization, diversified funding and strong liquidity often indicates strong 

governance. 

We typically consider that a well-developed risk management framework is embedded in multiple layers of 

the organization, for example, (i) business lines that own and manage the risks they incur; (ii) risk 

management and compliance functions that are responsible for providing policies, frameworks and 

procedures, and for independently measuring, monitoring and reporting risk on an enterprise-wide basis; 

and (iii) an internal audit function that reports to the board on the effectiveness of the risk governance 

framework and the firm's adherence to policies and procedures. 

On the other hand, deficiency of proper risk management and compliance policies, or frequent breaches are 

indicators of weak corporate governance. This could lead to a deterioration in investing, lending or 

underwriting discipline, or product failure. Such behavior is also likely to affect the availability and cost of 

funding of the financial institution. In addition to considering any past governance issues, including 

regulatory actions (e.g., enforcement actions) or qualified audits in our assessment of Compliance and 

Reporting (see below), these issues and any enduring remedial actions may inform our assessment of a 

financial institution's risk culture. 

Prudent capital management, evidenced by a willingness and ability to plan proactively for evolving capital 

requirements and a comprehensive range of stress scenarios, and by an effective economic capital allocation 

to the institution's businesses, can be an important gauge of the strength of governance. 

A clear and robust approach to capital stress-testing is another important indicator of governance strength 

or weakness. It is one of the foundational risk management and financial strategy tools because it informs 

decisions related to, for example, how much capital and liquidity to retain to protect creditors or mitigate 

the impact of market dislocations. 

Our assessment of governance is informed by several aspects of a financial institution's risk function, 

including its suitability to the size, structure, risk appetite, product offerings and overall profile of the 

institution, the quality and comprehensiveness of risk information systems, measurement tools and 

practices, and the extent of independence of the risk function. 

Business opacity and complexity increase risk management challenges and the need for sophisticated risk 

management and robust governance. Examples include exposure to opaque long-dated and illiquid assets, 

obscure counterparties, or complex derivatives and financial products. 

M&A strategy, including the materiality and frequency of acquisitions, the strategic rationale and objective 

of a transaction (e.g., focusing on the core business or shifting to a new business or riskier business mix), and 

the financial structure of the transaction, may be relevant for the assessment of an institution's financial 

strategy. 
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MANAGEMENT CREDIBILITY AND TRACK RECORD 

The credibility and track record of management help inform our opinion of its ability to achieve its financial 

goals and may provide insight into likely future performance, including in stressed situations. 

Management's track record for executing the strategy agreed by the board and the volatility of operating 

results are relevant considerations. An institution that has a track record of anticipating and adapting to 

evolving business or market conditions generally demonstrates strong management. The transparency and 

consistency of management communication and actions are also relevant considerations. 

Management with extensive experience in managing the business through economic and credit cycles 

typically has a better understanding of risks and opportunities. Significant shifts in strategy, for example 

entering a new business or geographic region where management has limited experience, can indicate 

weaker governance. 

A radical departure in strategy, a shake-up in management, disorderly succession planning or an untested 

management team can all indicate weaknesses in a financial institution's governance. 

High executive turnover or a failure to remove senior management despite weak performance may also 

point to governance risk. 

Dependence on one individual or a limited group of executives can pose risk because a loss of key people 

could adversely impact operations, especially in the absence of a succession plan. Key-person risk often 

gives rise to weak checks and balances and, in some cases, lax investment, lending and underwriting 

standards. 

Positive and constructive regulatory relationships is a relevant consideration: management's full alignment 

with the principles of regulation, rather than compliance with minimum requirements, generally leads to 

stronger management credibility. 

ORGANIZATIONAL STRUCTURE 

Organizational structure may expose the institution to governance risks. For example, significant cross-

shareholdings or frequent changes in organizational structure could obscure performance and the 

institution's risk exposures. 

Organizational complexity increases the financial institution's sensitivity to stress and hinders stakeholders' 

capacity to fully assess risks. For example, a complex subsidiary structure with offshore holding companies 

may decrease the visibility of risks or may indicate overly aggressive tax strategies. Similarly, managing 

multiple business lines across various geographies, in particular under different tax, legal and regulatory 

regimes, increases opacity and complexity. 

Related-party transactions may indicate a governance weakness. For example, a financial institution that 

extends credit to insiders (e.g., management or their affiliated entities) in the form of related-party 

transactions can create conflicts of interest, reputational damage and, in severe cases, can impair the ability 

of the financial institution to obtain external financing. 

COMPLIANCE AND REPORTING 

Strong compliance and control functions and the timeliness and accuracy of reporting are foundational 

aspects of governance for all financial institutions. 

Compliance and reporting issues, including misconduct and know-your-customer and money laundering 

failings, expose institutions to regulatory actions, sizable financial penalties and prolonged regulatory 
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investigations that can absorb significant resources and management focus, as well as to reputational risks. 

Reputational risks have the potential to cause shareholders to reduce support. 

In our assessment of regulatory compliance, we consider the impact of a regulatory breach, including 

whether a judgment or penalty is likely to affect an issuer's reputation and access to capital markets, and 

whether the breach could lead to the Loss of license(s) and a consequent inability to operate aLl or part of 

the business. We also consider whether the breach is due to an operational issue, a wider governance failure 

or an intentional management decision as well as the remedial actions in response to the breach. 

Our assessment of reporting includes the timeliness, transparency and comprehensiveness of financial 

statements, restatements of financial data, whether audit opinions are qualified or unqualified, unexpected 

changes in auditors, and any auditor comments regarding the quality of internal controls. For example, 

accounting restatements or financial statement disclosures that are weak relative to those of regional and 

industry peers or not timely may weigh negatively in our assessment of governance. 

For all compliance and reporting issues, including incidents of corruption, we may assess the effectiveness of 

corrective measures undertaken and the timeline to resolution. 

Strong compliance and reporting are common for the sector and therefore unlikely to create material 

incremental credit benefits. As a result, a score of 1 for this consideration is very unusual. 

BOARD STRUCTURE, POLICIES AND PROCEDURES 

Board oversight and effectiveness are important because boards generally perform a critical role in the 

supervision of a financial institution's management, strategy and business operations, including setting and 

monitoring the institution's risk appetite and its risk management framework. 

The board's risk committee is important for financial institutions because it sets the risk appetite, oversees 

the policies and procedures that establish risk controls, approves and monitors overall risk limits, drives risk 

culture and reviews stress-testing results. 

The design, disclosure and oversight of senior management compensation (which is typically set by the 

board) may provide insights into a financial institution's governance and risk tolerance, based on the 

incentives. For example, compensation structures without claw-back provisions that provide incentives for 

short-term outcomes, such as aggressive growth over longer-term soundness, may encourage excessive risk-

taking. 

Board director independence, levels of relevant experience, diversity, succession planning and turnover are 

relevant considerations in assessing overall board effectiveness. In assessing a board's ability to understand 

nascent risks, we may also consider board members' access to external experts and programs that provide 

continuing education of board members. 

Boards of financial institutions with concentrated ownership, influence or control may have more limited 

checks and balances, which increases the risk of imprudent business practices, such as transactions with 

related parties not at an arm's length basis. Concentrated ownership or control may also render a board's 

independent oversight more difficult. In these cases, the board must manage potentially difficult conflicts of 

interest between the controlling shareholder's interests and those of other stakeholders, including minority 

shareholders. 

A board majority-appointed by a government may encourage financial institutions to engage in transactions 

to fulfill public policy goals that are not aligned with the economic interest of the institution, leading to 

higher leveLs of risk, which may be mitigated by additional governance oversight, early intervention and 
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ongoing support, as is often the case for MDBs and can be the case for government-controlled financial 

institutions. 

Ownership by private equity funds may result in boards with a relatively higher focus on shareholder 

interests, potentially at the expense of creditors, which may lead to a lower score for this consideration. 

Arriving at the G IPS 

Risk categories of the G component may be additive, as is the case for the E and S components. However, 

given the nature of good governance as a potential material credit strength, some related risk categories 

(e.g., financial strategy and risk management, or management credibility and track record) could offset 

other governance categories of risks. As a result, we may assign a better G IPS than suggested by the worst 

category score. 

Assessing the Credit Impact Score 

The CIS explains the impact of [SC considerations in the context of the other credit drivers that are material 

to an issuer's rating, as discussed in Appendix B. 

Assigning the CIS requires an assessment of other material considerations of a financial institution's credit 

profile that may create resilience to, or dilute, the exposure. 

Substantial non [SC-related credit strengths or external support (e.g., from affiliates or governments) may 

help to mitigate the impact of [SC exposures on the rating, resulting in a lower CIS in comparison to IPSs. 

In addition, the expected time horizon of E and S exposure may mute the effect on the rating (as explained 

in Appendix B): Financial institutions can have meaningful exposure to risks that are expected to become 

material over a relatively long time frame; however, they may have sufficient time and financial strength to 

adapt as needed to meet their [SC challenges. 

For financial institutions whose ratings are constrained by the sovereign rating or country ceiling, the credit 

impact of the exposure reflected in the IPSs, either positive or negative, could dilute the impact these risks 

and benefits have on the issuer's rating, resulting in a CIS that is low in comparison to the IPSs. 
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Appendix G: Sector Compendiums 

Please click here to access a compendium document that provides a description of the types of 

considerations and indicators that may be generally relevant across enterprise sectors for informing our 

assessment of E, S and G risk categories and assigning IPSs for enterprises. 

Please click here to access a compendium document that provides a description of the indicators that may 

be generally relevant for different types of RLGs (e.g., for US states or RLGs outside the US) for informing 

our assessment of some E, S and G risk categories and assigning IPSs for RLGs. 

Please click here to access a compendium document that provides a description of the types of 

considerations and indicators that may be generally relevant across financial institution sectors for 
informing our assessment of E, Sand G risk categories and assigning IPSs for financial institutions. 
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Moody's Related Publications 

Cross-sector credit rating methodologies are typically applied in tandem with sector credit rating 

methodologies, but in certain circumstances may be the basis for assigning credit ratings. A list of sector and 

cross-sector credit rating methodologies can be found here. 

For data summarizing the historical robustness and predictive power of credit ratings, please click here. 

For further information, please refer to Rating Symbols and Definitions, which is available here. 
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January 25, 2022 

VIA E-MAIL 

Office of Chief Counsel 
Division of Corporation Finance 
Securities and Exchange Commission 
100 F Street, NE 
Washington, DC 20549 

Re: Moody’s Corporation 
Stockholder Proposal of James McRitchie 
Securities Exchange Act of 1934—Rule 14a-8 

Ladies and Gentlemen: 

In a letter dated December 23, 2021, we requested that the staff of the Division of 
Corporation Finance concur that our client, Moody’s Corporation (the “Company”), could 
exclude from its proxy statement and form of proxy for its 2022 Annual Meeting of 
Stockholders a stockholder proposal (the “Proposal”) and statements in support thereof 
received from James McRitchie. 

Enclosed as Exhibit A is confirmation, received via email, from James McRitchie, dated 
January 21, 2022, withdrawing the Proposal.  In reliance thereon, we hereby withdraw the 
December 23, 2021 no-action request relating to the Company’s ability to exclude the 
Proposal pursuant to Rule 14a-8 under the Securities Exchange Act of 1934. 
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Please do not hesitate to call me at (202) 955-8671 or Elizabeth McCarroll, the Company’s 
Corporate Secretary and Associate General Counsel, at (212) 553-3664 if you have any 
questions. 

Sincerely, 

 
Ronald O. Mueller 

Enclosure 
 
cc: Elizabeth McCarroll, Moody’s Corporation 

James McRitchie 
Nick Haines, SumOfUs.org 
Nirnita Taliukdar, SumOfUs.org 

 



EXHIBIT A 



From: McCarroll, Elizabeth <Elizabeth.McCarroll@moodys.com>
Sent: Saturday, January 22, 2022 3:04 PM
To: James McRitchie
Cc: Ham, Cindy; Nick Haines; nirnita@sumofus.org; SEC - Office of Chief Counsel
Subject: RE: (MCO) Rule 14a-8 Shareholder Proposal

Mr. McRitchie, 

Thank you for your email withdrawing the shareholder proposal relating to Moody’s Investors Service’s ratings 
methodology which you had submitted for inclusion in Moody’s 2022 proxy materials.  This confirms receipt of your 
withdrawal, and that we do not require additional formal documentation.  We will send a letter to the SEC confirming 
your withdrawal of the proposal and withdrawing our no‐action request.  Thank you for your consideration of the 
Company’s views on this topic.   

Kind regards,  
Elizabeth  

From: James McRitchie    
Sent: Friday, January 21, 2022 10:13 PM 
To: McCarroll, Elizabeth <Elizabeth.McCarroll@moodys.com>; SEC ‐ Office of Chief Counsel 
<shareholderproposals@sec.gov> 
Cc: Ham, Cindy <Cindy.Ham@moodys.com>; Nick Haines <nick@sumofus.org>; nirnita@sumofus.org 
Subject: Re: (MCO) Rule 14a‐8 Shareholder Proposal 

CAUTION: This email originated from outside of Moody's. Do not click links or open attachments unless you recognize the sender 
and know the content is safe. 

This is withdraw the shareholder proposal. Let me know if you need something more formal.  

James McRitchie 
Shareholder Advocate 
Corporate Governance 
http://www.corpgov.net 
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