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Nov 21, 2018 
 

R&I Revises Rating Methodology, Reflecting Discontinuation of  
Notching Up of Bonds with an In-substance Defeasance Arrangement 

 

     Rating and Investment Information, Inc. (R&I) decided to discontinue notching up of Long-term 
Issue Ratings for bonds with an in-substance defeasance arrangement. In conjunction with this, R&I has 
revised its rating methodology entitled "R&I's Analytical Approach to Degree of Recovery and Notching 
Up/Notching Down of Long-term Issue Ratings" ("the methodology"). 
 
- Background to discontinuation of notching up 
     In-substance defeasance is an arrangement to move the subject bonds off the balance sheet by 
placing deposits, government bonds or other assets into a trust for repayment of the principal and 
interest. Information on the various agreements concerning in-substance defeasance generally is not 
disclosed. R&I has so far ascertained to the extent possible an issuer's in-substance defeasance 
arrangements based on a declaration from the issuer and considered notching up according to the level 
of the Issuer Rating and the degree of recovery from the entrusted assets. Keeping updated on whether 
in-substance defeasance arrangements are made and obtaining the information necessary and sufficient 
for rating determination in a timely manner poses practical difficulties, however. Therefore, R&I decided 
to discontinue notching up of bonds with an in-substance defeasance arrangement. 
     R&I issued a press release "Request for Comment: Discontinuation of Notching Up of Bonds with 
an In-substance Defeasance Arrangement" on October 26, 2018, and received no comments by the 
deadline of November 9, 2018. 
 
- Summary of changes 
     The previous methodology stated "When the issuer of the subject bonds is rated A or below, and 
the subject bonds are moved off the balance sheet by putting high-quality financial assets into a trust for 
repayment of the principal and interest in a so-called "in-substance defeasance" (debt reduction) 
arrangement, R&I considers notching up the bonds." 
     In the revised methodology, R&I completely deleted this sentence and clearly stipulated "R&I does 
not notch up ratings for bonds that are moved off the balance sheet by placing deposits, government 
bonds or other assets into a trust for repayment of the principal and interest in a so-called "in-substance 
defeasance" arrangement." The revised methodology is available at the web site listed below. 
 
     https://www.r-i.co.jp/en/rating/about/rating_method.html#01 
 
- Impact on existing ratings 
     As of today, the following five rated instruments have their Long-term Issue Rating notched up from 
the Issuer Rating because of an in-substance defeasance arrangement. 
     Hokkaido Gas Co., Ltd. Unsec. Str. Bonds No.11 (maturity date: Sep 03, 2021) 
     Hiroshima Gas Co., Ltd. Unsec. Str. Bonds No.7 (maturity date: Mar 19, 2020) 
     Tokuyama Corp. Unsec. Str. Bonds No.20 (maturity date: Mar 10, 2020) 
     Tokuyama Corp. Unsec. Str. Bonds No.22 (maturity date: Sep 09, 2020) 
     Tokuyama Corp. Unsec. Str. Bonds No.24 (maturity date: Sep 08, 2021) 
 
     For these five issues, R&I has been able to obtain sufficient information to judge the degree of 
recovery from the entrusted assets, which allows it to perform continuous monitoring in accordance with 
the notching up approach. To maintain evaluation continuity, R&I will continue applying the notching up 
approach for the rated instruments indicated above until the maturity date of each issue. 


