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Paris, September 09, 2014 -- In a Request for Comment (RFC) published today, Moody's Investors Service
announced that it is proposing revisions to its Bank Rating Methodology to reflect the insights gained from the
crisis and the fundamental shift seen in the banking industry and its regulation. The changes aim to provide a new
framework for determining how each type of creditor is likely to be affected when a bank needs to be resolved, and
to help more precisely predict bank failures. While the proposed methodology is necessarily global in scope to
ensure consistent application, it embeds the flexibility to recognize the substantial differences between regions and
individual institutions.

Moody's is seeking market feedback on its proposed methodology by 7 November, 2014. For more information,
including the full text of the RFC, tutorials and videos summarising the key changes proposed, as well as
instructions to submit feedback, please follow this link: http://www.moodys.com/ratingbanks.

The dramatic shift in public policy in recent years favouring "resolution regimes" highlights the importance for
investors of their position in a bank's liability structure and the potential losses they are exposed to in the event of
resolution under the applicable legal framework. In response to this, a key change Moody's is proposing to its
methodology is the inclusion of a "Loss Given Failure" analysis. This would provide a superior framework for
determining how each type of creditor is likely to be affected when a bank needs to be "resolved" and would
explicitly incorporate the benefit each creditor class derives from the amount of debt subordinate to it and which
thus protects it from loss. This would be the main driver of ratings movement arising from the methodology, mostly
positive, if adopted in its proposed form.

For banks more likely to be resolved through bail-out, bankruptcy or ad-hoc resolution, Moody's will preserve its
existing notching practices based on the type of instrument. In addition, Moody's would simplify its support
framework, while preserving the concepts embedded within its existing Joint-Default Approach: relative
creditworthiness, probability of support, and dependence.

Beyond this, Moody's revised methodology aims to provide an enhanced and more transparent methodological
framework for its analysis of bank standalone strength through its Baseline Credit Assessment (BCA), reflecting
the insights gained from the crisis and more recent banking sector distress. In particular:

-- The BCA would be structured around a new Scorecard that more comprehensively integrates Moody's
analytical judgments. Individual scores for different rating factors will now directly incorporate not only financial
ratios, but also a broader range of metrics and qualitative considerations relevant to each credit factor.

-- The Scorecard would focus on five financial factors, supported by five financial metrics which our back-testing
has shown to be strongly predictive of failure or the need for support. In addition, analysts and rating committees
may consider additional ratios as relevant for each institution, which will be incorporated into the BCA.

-- Moody's proposes to incorporate its forward-looking scenario analysis directly into the financial ratios that drive
its Scorecard. Forward-looking scenario analysis continues to play an important role in assigning ultimate scores
and driving our BCAs.

-- As part of the BCA, Moody's proposes to incorporate a Macro Profile for each country, based on a range of
macro-economic and financial indicators. For each financial factor in the Scorecard, the scoring process will be a
function of both the ratio itself and the Macro Profile.

If Moody's implements the changes as proposed, the impact on ratings will be greatest in the European Union
(EU) and North America, where resolution and recovery techniques would lead to greater discrimination across
the capital structure. Our preliminary assessment estimates that, globally, local currency deposit ratings could rise
by about 0.5 notches on average, with 34% being upgraded and 7% downgraded. Moody's estimates a smaller
impact on local currency senior unsecured debt ratings which could rise an average 0.2 notches, driven by
upgrades of 30% of senior unsecured ratings, with 21% declining. The average local currency deposit and senior
unsecured debt rating would remain Baa2. Deposit ratings would in some cases move higher than senior
unsecured debt ratings, which would be positively affected in Europe but negatively in the US, due to differences

http://www.moodys.com/ratingbanks


in liability structures and likely deposit preference.

However, as announced in May, and independent from this proposed change in Methodology, Moody's is
considering revisions to its systemic support assumptions for European banks (see our Special Comments of 29
May 2014 and 29 July 2014). While the timing and outcome of this re-assessment of systemic support is still
uncertain, hypothetical scenarios reflecting reduced systemic support in the EU, combined with the impact of the
proposed methodology, would leave deposit ratings in the region slightly higher, on average, but senior unsecured
ratings broadly unchanged or lower (see the Special Comments: https://www.moodys.com/research/PBC_170460
and https://www.moodys.com/research/PBC_173495).

Moody's estimates that 95% of BCAs -- which are an input into deposit and debt ratings -- would remain
unchanged, 1% falling by one notch and 4% rising by one notch or more. The median global BCA would thus
remain ba1. These preliminary assessments reflect analysts' views, applying the methodology as proposed. Upon
adoption of the methodology following the comment period and any ensuing changes, we will place on review the
ratings of those banks that are rated using the Bank Rating Methodology as the primary methodology and whose
ratings we believe will be affected by the methodology change. The final BCAs and ratings will not be known until
those rating reviews are concluded. For this reason, the impact assessments referenced here are estimates only.

NOTE TO JOURNALISTS ONLY: For more information, please call one of our global press information hotlines:
London +44-20-7772-5456, New York +1-212-553-0376, Tokyo +813-5408-4110, Hong Kong +852-3758-1350,
Sydney +61-2-9270-8141, Mexico City 001-888-779-5833, São Paulo 0800-891-2518, or Buenos Aires 0800-666-
3506. You can also email us at mediarelations@moodys.com or visit our web site at www.moodys.com.

This publication does not announce a credit rating action. For any credit ratings referenced in this publication,
please see the ratings tab on the issuer/entity page on www.moodys.com for the most updated credit rating action
information and rating history.
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CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. ("MIS") AND ITS AFFILIATES ARE
MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT
COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH
PUBLICATIONS PUBLISHED BY MOODY'S ("MOODY'S PUBLICATION") MAY INCLUDE MOODY'S
CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS,
OR DEBT OR DEBT-LIKE SECURITIES. 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. CREDIT RATINGS DO NOT ADDRESS ANY
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE
VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY'S PUBLICATIONS MAY ALSO
INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR
COMMENTARY PUBLISHED BY MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S
PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND
CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE
RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT
RATINGS NOR MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR
ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY'S
PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH
DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER
CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

 

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL
INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER MOODY'S CREDIT
RATINGS OR MOODY'S PUBLICATIONS IN MAKING ANY INVESTMENT DECISION. IF IN DOUBT YOU
SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED,
REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN
WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON
WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

 

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the
information it uses in assigning a credit rating is of sufficient quality and from sources MOODY'S considers to be
reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process or in preparing
the Moody’s Publications.

 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability to any person or entity for any indirect, special, consequential, or incidental losses or



damages whatsoever arising from or in connection with the information contained herein or the use of or inability to
use any such information, even if MOODY'S or any of its directors, officers, employees, agents, representatives,
licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited
to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by MOODY’S.

 

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors
and suppliers disclaim liability for any direct or compensatory losses or damages caused to any person or entity,
including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability
that, for the avoidance of doubt, by law cannot be excluded) on the part of, or any contingency within or beyond the
control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers,
arising from or in connection with the information contained herein or the use of or inability to use any such
information.

 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS,
MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER
OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER
WHATSOEVER.

 

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS's ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually
at www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and
Shareholder Affiliation Policy."

 

For Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services
License of MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61 003 399 657AFSL 336969 and/or
Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended
to be provided only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By
continuing to access this document from within Australia, you represent to MOODY'S that you are, or are
accessing the document as a representative of, a "wholesale client" and that neither you nor the entity you
represent will directly or indirectly disseminate this document or its contents to "retail clients" within the meaning of
section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a
debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is available to
retail clients. It would be dangerous for "retail clients" to make any investment decision based on MOODY'S credit
rating. If in doubt you should contact your financial or other professional adviser.
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