
Rating/Years <1 year 1 to 2 yrs 2 to 3 yrs 3 to 4 yrs 4 to 5 yrs
AA 0.017% 0.038% 0.137% 0.271% 0.384%

A 0.087% 0.237% 0.425% 0.610% 0.861%
BBB 0.201% 0.595% 1.025% 1.519% 2.000%

LB Bromley 0.022% 0.258% 0.082% 0.000% 0.000%
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The aim of the graph below is to assess the investment risk of a Local Authority’s portfolio when 
compared to the historic risk of default assigned to each of the rating categories according to 
duration by the rating agencies  Fitch, Moody’s and S&P.  

Historic Risk of Default 

The table illustrates the issuer weighted historical average default rates by rating category over 
various investment horizons. First defaults are examined by year for each statistic pool and individual 
rating category. For example, if 25 issuers defaulted in 2002, and the 2002 static pool consisted of 
2,000 issuer ratings, the resulting annual default rate for all ratings in 2002 would be 1.3%. If 10 of 
these defaults consisted of defaults among issuers rated ‘BB’ at the beginning of the year and the ‘BB’ 
cohort at the beginning of the year totalled 500, the ‘BB’ 2002 default rate would be 2% (10/500).  

From these annual default rates, average annual default rates are derived by weighing each cohort’s 
default rates by the number of ratings outstanding in the given cohort relative to the number of total 
ratings outstanding for all cohorts. Following the example, the 2002 ‘BB’ annual default rate of 2% 
might be followed by a 2003 ‘BB’ annual default rate of 1%. A straight average of these two rates 
would ignore potential differences in the size of the two cohorts. Rather, weighing the results based 
on the relative number of ‘BB’ ratings outstanding in 2002 and 2003 gives greater emphasis to the 
results of the ‘BB’ cohort with the most observations.  

The same technique is used to calculate average default rates over multiple-year horizons. For 
example, the two-year default rate for the 2002 ‘BB’ rating pool would be averaged with the two-
year default rate for the 2003 ‘BB’ rating pool by weighing the default rates by the relative size of 
each pool. 
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These average default rates over multiple-year horizons are then tabulated by each of the rating 
agencies as shown below:  

2013 Default Calculations 

Fitch Ratings recorded 14 issuer defaults in 2013, below the 18 recorded in 2012 and resulting in a 
default rate of 0.51% on the year (down from 0.65% in 2012). The 2013 defaults all carried 
speculative-grade ratings at the beginning of the year (rated BB– or lower). EM issuer defaults (nine) 
led advanced economy defaults (five) in 2013. 

The 14 issuer defaults were:  

World-wide, 66 Moody’s-rated corporate issuers defaulted in 2013, up slightly from 63 in 2012. The 
majority of the 2013 defaults were recorded in the first half of the year when 40 companies 
defaulted, accounting for 60% of defaults for the whole year. 

In 2013, 81 Standard & Poor’s global corporate issuers defaulted, relatively unchanged from 83 in 
2012 (see table 1). These 81 defaulted issuers accounted for a total of $97.3 billion in debt, up from 
$86.7 billion in 2012. 

S&P 1 2 3 4 5
AAA 0.0000% 0.0300% 0.1300% 0.2400% 0.3500%
AA 0.0200% 0.0700% 0.1300% 0.2400% 0.3600%
A 0.0700% 0.1700% 0.2800% 0.4300% 0.6000%
BBB 0.2100% 0.6000% 1.0200% 1.5300% 2.0600%

MOODY'S 1 2 3 4 5
AAA 0.0000% 0.0360% 0.0360% 0.0360% 0.0360%
AA 0.0000% 0.0140% 0.2120% 0.4430% 0.6010%
A 0.1100% 0.3210% 0.6160% 0.8810% 1.2740%
BBB 0.2020% 0.5240% 0.8640% 1.2680% 1.5810%

FITCH 1 2 3 4 5
AAA 0.0000% 0.0000% 0.0000% 0.0000% 0.0000%
AA 0.0300% 0.0300% 0.0700% 0.1300% 0.1900%
A 0.0800% 0.2200% 0.3800% 0.5200% 0.7100%
BBB 0.1900% 0.6600% 1.1900% 1.7600% 2.3600%



CAS then takes an average of these default calculations to generate an overall figure encompassing 
each of the rating agencies default rates, as seen below. The Local Authority’s portfolio is then 
benchmarked against each of rating categories to see what type of rated portfolio it most closely 
resembles. 
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A 0.087% 0.237% 0.425% 0.610% 0.861%
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