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Introduction  

Euler Hermes Rating (EHRG) assesses credit risks on the basis of its "Basic Principles for Assigning Credit Ratings 

and Other Services" complemented by a variety of specific rating methodologies. These methodologies aim in par-

ticular to make the rating process transparent so that clients, investors and interested third parties can understand 

the relevant rating criteria and their aggregation in the final rating notation. 

 

As explained in the rating methodologies, issuer and project ratings may be influenced by a public background of 

the issuer or the project. Methodologically, EHRG considers public background via an adjustment ("Modification 2") 

of the stand-alone rating, where external influences are incorporated into the final issuer or project rating.  

In addition to the public background, the modification also allows for potential external influences from associated 

group entities of the issuer or the project. However, this aspect will not be discussed further in the following, as this 

guideline solely aims to present and explain EHRG's basic approach to handling a public background in the context 

of "Modification 2". We use this methodological basis as an orientation and guideline for the rating process. It helps 

us to assess whether and, if so, by how many notches issuer and project ratings can be upgraded compared to 

their stand-alone rating or, in exceptional cases, have to be downgraded ("notching"). However, the actual notching 

remains at the discretion of the rating committee in each individual case. 

Rating Criteria 

The starting point for the assessment of a public background is the question as to whether a possible influence by 

the public sector can be derived from an existing legal integration ("public ownership") or the public importance of 

the company or the project (= issuer). More specifically, the likelihood and capability of temporary interventions 

by the public sector to avert potential payment incidents or impending insolvency of the issuer or project is assessed 

on a case by case basis using various criteria. 

Likelihood  

A central question in the context of our assessment is the likelihood of external support by a public body to avert 

potential payment incidents or impending insolvency of the issuer or project. The likelihood of public support is 

assessed on the basis of the integration between the associated public  owner/agency and the company or project, 

and on the basis of the degree of importance of the company or project for the public owner/agency. In these two 

areas of analysis, various criteria are examined that can typically be an indication of the likelihood of external sup-

port. This is a purely qualitative assessment of the various criteria. 

 

The following criteria are usually used to assess the degree of integration and importance: 

 

Public Integration: 

 

 Public ownership structure 

 Degree of legal integration and interdependencies  

 Liquidity support and capital measures 

 

Assessment criteria for the public ownership structure are, for example, the legal status, the shareholder structure 

and position, voting and control rights as well as privatisation risks. For the evaluation of the degree of integration 

and interdependencies, the autonomy of corporate policies, dependencies in fundamental business decisions as 

well as integration and consolidation risks are evaluated. Assessment criteria for liquidity support and capital 

measures are usually public guarantees, preferred access to public financial funds to improve the capital and  

liquidity position as well as any other public assistance to mitigate financial risks. 
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Public Importance: 

 

 Importance of the public mandate 

 Economic importance and dependence 

 

Assessment criteria for the importance of the public mandate are, for example, a political or legislative mandate, 

highly regulated markets and competition rules as well as high reputational risks or the provision of critical public 

services. The economic importance and possible dependencies are assessed on the basis of the scope of the 

economic, political and social impact, the role as an employer, possible transfer payments to public bodies and the 

degree of systemic importance as a whole. 

 

The various assessment criteria are analysed and evaluated independently of each other. Based on the outcome, 

the likelihood of public support is derived from the aggregation of the individual scores of each criterion, which 

are usually equally weighted. Depending on the result, one of the following five probability levels is finally assigned 

to the likelihood of public support: 

 

 

Capability  

In general, the associated public owners, such as governments, federal states/regions or municipalities, have a 

higher credit quality themselves and thus, in principle, also the capability to enhance the creditworthiness of the 

associated companies or projects through external influence. External influence in this context usually means an 

extraordinary measure to secure liquidity or capital (e.g. equity-replacing loans or guarantees) by the public agency. 

The more likely we assess such an external intervention in the event of a crisis to avert (imminent) insolvency or 

over-indebtedness, the more we align the stand-alone rating of a company or project with the credit rating of the 

associated public owner/agency. Besides, a higher degree of legal integration (e.g. statutory bodies, corporations 

or institutions under public law) typically leads to a rather close alignment with the rating of the public owner/agency. 

In a few cases, this can even lead to a complete alignment of the stand-alone rating with the rating of the public 

owner. This also means, however, that the rating of the associated public owner/agency usually represents the 

upper limit ("ceiling") for the upgrading potential. Sovereign and municipal ratings are regularly published and com-

municated publicly. When determining the upper rating limit, Euler Hermes Rating also relies on supplementary 

analyses of macroeconomic, fiscal and monetary key figures or guidelines for limiting government or municipal debt. 

 

 

  

 

 

 

 

 

 

 

 

Almost certain 

(91%-100%) 

 

Very high 

(71%-90%) 

 

High 

(51%-70%) 

 

Low 

(0%-20%) 

 

Moderate 

(21%-50%) 
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Notching  

The objective of "notching" is to condense the results from the two analysis areas "public integration" and "public 

importance" into a range for a possible upgrading of the company's or project's stand-alone rating (Modification 2). 

As a result, an upgrading range can be derived which, together with benchmark comparisons of similarly structured 

companies or projects, serves the rating committee as an indicative assessment and basis for discussion. 

 

As a starting point, the spread between the stand-alone rating of the company or project and the (usually higher) 

sovereign/municipal rating of the associated public owner must first be determined in numeric steps ("notches").  

In the case of more than one public owner, the rating of the most relevant owner is the upper limit. In the case of 

multiple owners without absolute or qualified majorities, a weighted average of all associated owners can also be 

the upper limit.  

 

Based on the determined spread between the stand-alone rating of the company or project and the sovereign/ 

municipal rating of the associated public owner, the potential upgrading is calculated with the help of the predefined 

percentage ranges for the five probability levels of public support (see above). The results are finally rounded 

down to the nearest integer (notches).  

 

Example: A company or project is rated BB+ (stand-alone). The creditworthiness of an associated public owner 

was rated AA-, which results in a maximum upgrade potential of 7 notches (capability). The likelihood of public 

support to avert potential payment incidents, over-indebtedness or impending insolvency proceedings of the issuer 

or project was assessed as "High (51%-70%)" with the help of the rating criteria.  

 

 51% of 7 notches equals 3 full notches (3.57) 

 70% of 7 notches equals 4 full notches (4.90) 

 

The notching range thus corresponds with 3 to 4 notches, so that the company or project rating (starting from 

"BB+") could be upgraded to the range of "BBB+" to "A-". 

 

In general, the notching range increases the larger the spread between the stand-alone rating and the rating of the 

public owner is. In the case of very large notching ranges, benchmark comparisons with similar cases and the exact 

score from the analysis are also examined in order to identify trends within the assigned public support category. 

 

Exceptional cases in which, for example, a weak credit rating of the associated public owner can have a negative 

impact on the stand-alone rating of the company or project (default correlation), or in the case of private ownership 

where public support is nevertheless likely due to an inherent systemic importance ("too big to fail"), are assessed 

on a case-by-case basis by the rating committee. 
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Disclaimer 

© 2021 Euler Hermes Rating GmbH (“EHRG”) and/or its licensors and affiliates. All rights reserved.  

CREDIT RATINGS ISSUED BY EHRG ARE EHRG’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT 
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND EHRG’S PUBLICA-
TIONS MAY INCLUDE EHRG’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, 

CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. EHRG DEFINES CREDIT RISK AS THE RISK 
THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND, IN 
THE CASE OF ISSUANCE-LEVEL CREDIT RATINGS, ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DE-

FAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY 
RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND EHRG’S OPINIONS INCLUDED IN 
EHRG’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND 

EHRG’S PUBLICATIONS ARE NEITHER A PROSPECTUS NOR A SUBSTITUTE FOR INFORMATION ASSEMBLED 
AND PRESENTED BY COMPANIES OR ISSUERS FOR INVESTORS REGARDING THE PURCHASE OF A SECURITY 
OR FOR ASSESSING THE CREDITWORTHINESS OF A RATED ENTITY. CREDIT RATINGS AND EHRG’S PUBLICA-

TIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND DO NOT PROVIDE REC-

OMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR 
EHRG’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVES-

TOR. EHRG ISSUES ITS CREDIT RATINGS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND 
UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, CONDUCT ITS OWN INDEPENDENT ANAL-
YSES, CREDIT ASSESSMENTS AND OTHER VERIFICATIONS AND EVALUATIONS OF EACH SECURITY THAT 

IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

EHRG’S CREDIT RATINGS AND EHRG’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS 
AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE EHRG’S CREDIT RAT-
INGS OR EHRG’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CON-

TACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPY-
RIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACK-
AGED, 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 EHRG’S PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by EHRG 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. EHRG adopts all necessary measures so that the information it uses in assigning a credit rating is 
of sufficient quality and from sources EHRG considers to be reliable including, when appropriate, independent third-party sources. 
However, EHRG is not an auditor and cannot in every instance independently verify or validate information received in the rating 

process or in preparing the EHRG publications. 

Please note that summaries of contracts, laws and other documents contained in any EHRG publication, rating report or 
other materials cannot replace careful study of the relevant complete texts.  

EHRG 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 EHRG 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 
EHRG. The limitations do not apply to the extent that fraud, intent or any other type of liability cannot be excluded and/or 
limited under applicable law. 

EHRG 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, on the part of, or any contingency within or 
beyond the control of, EHRG 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. 

The limitations do not apply to the extent that fraud, intent or any other type of liability cannot be excluded and/or limited 
under applicable law. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANT-
ABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFOR-

MATION IS GIVEN OR MADE BY EHRG IN ANY FORM OR MANNER WHATSOEVER. 

The dissemination and use of an EHRG rating report may be prohibited by law in certain jurisdictions. Any persons who 
come into the possession of such information should inquire about and comply with any prohibitions that may be in place. 
EHRG assumes no liability of any kind with respect to such dissemination and use of any rating in any jurisdiction what-

soever. 

Euler Hermes Rating GmbH 


