


ANNEX
LOAN MARKET ASSOCIATION ("LMA") AND PRIVATE PLACEMENT INVESTORS ASSOCIATION ("PPIA") REPLY
CALL FOR EVIDENCE ON RESTRICTED SUBSCRIPTION AND PRIVATE CREDIT RATINGS
As context for the LMA and PPIA joint reply to ESMA's Call for Evidence, the LMA and PPIA would like to emphasise that public, restricted subscription, and private credit ratings are, in general, three separate products with three separate functions in the financial markets. While they all serve the purpose of providing an independent, external opinion about the credit quality of an issuer, each has distinct features that make it more or less appropriate for different situations. We have summarised these below. More detail is provided in the main body of our reply to the Call for Evidence.
	
	Public
	Restricted Subscription
	Private

	Content
	Detailed rating rationale, key assumptions, sensitivity analysis. Frequently include issuer profile, comparisons with peers, analysis of financial and legal structure.

	Safeguards
	Subject to safeguards relating to governance, independence, conflicts of interest, internal controls and consistent methodologies

	Confidentiality and distribution limitations
	Publicly available – not confidential
	Confidential. Available by subscription to persons with an economic interest in the issuer.
	Confidential. Available to the issuer. Can be distributed confidentially to up to 150 natural and legal persons.

	Useable for regulatory purposes (including regulatory capital)?
	Yes
	Yes
	Not in the EU. Useable for regulatory purposes outside the EU, subject to local regulatory frameworks.

	Typically paid for by
	Issuer[footnoteRef:1] [1:  In small segments of the market, investors will sometimes pay for a public rating. Based on feedback we've received from members, this phenomenon is restricted to specialist markets, is normally driven by a European investor wanting to use the rating for regulatory purposes and the rating is typically a public rating of the specific investor's participation, rather than the issuer as a whole or even the facility as a whole. ] 

	Each subscribing investor
	Issuer

	Typically used for
	Situations where the issuer prioritises access to a large pool of capital over confidentiality. Often used for debt listed on a regulated market or similar venue where public disclosure of detailed company information will be required in any case.
	Situations where the issuer requires confidentiality of key strategic or financial information, or fund structuring techniques. Especially important where there is a need to keep this information out of the hands of competitors, customers or suppliers.  Often used where one or a handful of investors make investments large enough that paying for the rating isn't an obstacle and/or want to use the rating for regulatory purposes.
	Situations where the issuer requires confidentiality of key strategic or financial information, or fund structuring techniques. Especially important where there is a need to keep this information out of the hands of competitors, customers or suppliers. Often used where multiple investors purchase smaller positions and would face an obstacle to pay for the rating themselves. Particular examples are agented transactions and where secondary market liquidity is desired

	Significant market issues
	None relevant to the Call for Evidence
	Unclear regulatory framework contributes to both limited offering and limited demand for this product. Issues with cost for investors, which can lead to information asymmetry issues if not all investors with an interest can afford to pay for the rating.
	150-person limitation as currently applied can limit access to capital for European issuers and create operational and regulatory issues for investors.


The LMA and PPIA view both restricted subscription credit ratings and private credit ratings as valuable tools within the ratings universe.  Each product serves distinct needs and can help facilitate the flow of private capital investment into EU issuers.  However, restricted subscription credit ratings are unlikely to work as a replacement product for private credit ratings in all circumstances. A restricted subscription credit rating could, however, substitute for a private rating in some circumstances if an issuer-paid restricted subscription credit rating option is developed under the regulatory framework. In any case, for private credit ratings to effectively serve the market's needs, more flexibility is needed on the 150-person distribution limit for private credit ratings to align with investors’ natural workflows and due diligence processes, while still preventing broad dissemination of private credit ratings into the public domain.
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