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Scope of application  
Fedafin’s idealized rates benchmark is used for both model 
based rating assignment and validation purposes. Model 
based expected loss (EL) analysis is a particularly powerful 
contribution to rating assignments to, for example, struc-
tured finance debt instruments, structured transaction’s debt 
instruments, asset secured loans and bonds or investment 
companies.  

Construction 
The benchmark is generated by performing matrix exponen-
tiation based on an underlying rating transition matrix built 
on both internal and external data for historical transition rate 
evidence. Further adjustments are made for computational 
consistency and smoothing purposes. Therefore, an “ideal-
ized” benchmark for PD is produced. 
 
By multiplying the resulting benchmark rates for PD with the 
common assumption for LGD being 50%, we arrive at the 

idealized expected loss rate benchmark for each rating cat-
egory. The assignment of an expected loss rating corre-
sponds to the idealized rate benchmark of the rated instru-
ment’s weighted average remaining life to maturity. A model 
based EL estimate of 5.42% for a debt instrument with tenor 
of 10 years would, for example, lead to an expected loss 
rating assignment of Ba+ (see annex). 
 
Rating assignment and TTC 
Fedafin acknowledges the somewhat arbitrary element of 
idealized benchmark rates. Nevertheless, a final rating as-
signment relies on complementary criteria as well including, 
at least, forward-looking qualitative risk factors. Also, the 
benchmark approach builds on rates averaged over several 
decades of data history. This contributes significantly to sta-
bility in rating assignments in accordance with through-the-
cycle (TTC) requirements. 
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Annex 1: Idealized cumulative EL benchmark  

Years Aaa Aa+ Aa Aa- A+ A A- Baa+ Baa Baa- Ba+ Ba Ba- B+ B B- C 

1 0.00% 0.00% 0.01% 0.02% 0.03% 0.03% 0.03% 0.06% 0.09% 0.16% 0.23% 0.35% 0.66% 1.34% 2.16% 4.23% 13.64% 

2 0.00% 0.01% 0.03% 0.04% 0.06% 0.07% 0.08% 0.13% 0.20% 0.36% 0.55% 0.85% 1.54% 2.99% 4.84% 8.82% 21.94% 

3 0.01% 0.01% 0.05% 0.07% 0.10% 0.11% 0.13% 0.23% 0.33% 0.61% 0.96% 1.47% 2.59% 4.82% 7.72% 13.14% 27.29% 

4 0.01% 0.03% 0.07% 0.10% 0.14% 0.16% 0.20% 0.33% 0.49% 0.90% 1.44% 2.20% 3.78% 6.77% 10.61% 16.98% 30.94% 

5 0.02% 0.04% 0.10% 0.13% 0.18% 0.22% 0.29% 0.46% 0.68% 1.23% 1.99% 3.03% 5.06% 8.75% 13.40% 20.31% 33.57% 

6 0.03% 0.06% 0.13% 0.17% 0.24% 0.29% 0.38% 0.61% 0.90% 1.61% 2.59% 3.93% 6.41% 10.73% 16.02% 23.18% 35.56% 

7 0.04% 0.08% 0.17% 0.22% 0.30% 0.37% 0.49% 0.77% 1.14% 2.01% 3.24% 4.88% 7.80% 12.66% 18.46% 25.65% 37.13% 

8 0.06% 0.11% 0.22% 0.27% 0.36% 0.46% 0.62% 0.96% 1.41% 2.45% 3.94% 5.88% 9.21% 14.53% 20.70% 27.79% 38.40% 

9 0.08% 0.14% 0.26% 0.33% 0.44% 0.57% 0.75% 1.16% 1.70% 2.93% 4.67% 6.91% 10.62% 16.32% 22.74% 29.65% 39.46% 

10 0.10% 0.18% 0.32% 0.40% 0.52% 0.68% 0.91% 1.38% 2.02% 3.42% 5.42% 7.96% 12.00% 18.03% 24.61% 31.28% 40.36% 

 
Annex 2: Idealized cumulative PD benchmark  

Years Aaa Aa+ Aa Aa- A+ A A- Baa+ Baa Baa- Ba+ Ba Ba- B+ B B- C 

1 0.00% 0.00% 0.02% 0.04% 0.06% 0.06% 0.07% 0.12% 0.18% 0.31% 0.46% 0.70% 1.33% 2.69% 4.33% 8.45% 27.27% 

2 0.01% 0.01% 0.06% 0.08% 0.12% 0.13% 0.16% 0.27% 0.40% 0.72% 1.11% 1.69% 3.08% 5.98% 9.68% 17.64% 43.89% 

3 0.01% 0.03% 0.10% 0.13% 0.19% 0.22% 0.27% 0.45% 0.67% 1.22% 1.92% 2.94% 5.19% 9.65% 15.44% 26.28% 54.59% 

4 0.03% 0.05% 0.14% 0.19% 0.27% 0.32% 0.41% 0.67% 0.99% 1.80% 2.88% 4.41% 7.56% 13.53% 21.22% 33.95% 61.89% 

5 0.04% 0.08% 0.20% 0.27% 0.37% 0.44% 0.57% 0.93% 1.37% 2.47% 3.97% 6.05% 10.13% 17.50% 26.80% 40.61% 67.15% 

6 0.06% 0.12% 0.27% 0.35% 0.47% 0.58% 0.76% 1.22% 1.80% 3.21% 5.18% 7.85% 12.83% 21.45% 32.05% 46.35% 71.13% 

7 0.09% 0.17% 0.34% 0.44% 0.59% 0.74% 0.98% 1.55% 2.28% 4.03% 6.48% 9.76% 15.61% 25.32% 36.92% 51.30% 74.26% 

8 0.12% 0.22% 0.43% 0.54% 0.73% 0.93% 1.23% 1.92% 2.82% 4.91% 7.87% 11.76% 18.42% 29.06% 41.39% 55.58% 76.80% 

9 0.16% 0.29% 0.53% 0.66% 0.88% 1.13% 1.51% 2.32% 3.41% 5.85% 9.33% 13.82% 21.23% 32.65% 45.49% 59.30% 78.92% 

10 0.20% 0.36% 0.64% 0.79% 1.05% 1.36% 1.81% 2.77% 4.04% 6.85% 10.84% 15.92% 24.01% 36.06% 49.22% 62.56% 80.72% 
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Kontakt 
 
fedafin AG 
Galerieweg 8 
CH-9443 Widnau 
 
Telefon: +41 71 552 32 00 
E-Mail: info@fedafin.ch 
Internet: www.fedafin.ch 
 
 
 
Disclaimer 
 
© Copyright 2002-2023 fedafin AG. Alle Urheberrechte bleiben vorbehalten. Das Reproduzieren, Übermitteln, Modifizieren oder Benutzen von Elementen und Informationen in diesem Doku-
ment für öffentliche oder kommerzielle Zwecke ist ohne vorherige schriftliche Genehmigung der fedafin AG ausdrücklich untersagt. Sämtliche Informationen stammen aus Quellen, die als 
zuverlässig und akkurat eingestuft werden. Dennoch kann fedafin AG die Genauigkeit, Richtigkeit oder Vollständigkeit der verwendeten Informationen aus Gründen von menschlichen, tech-
nischen oder anderen Fehlern nicht garantieren und lehnt daher jede Haftung für irgendwelche Schäden aus der Verwendung dieser Informationen ab. Überdies stellen die Informationen in 
diesem Dokument keinerlei Aufforderungen, Ratschläge oder Empfehlungen für irgendwelche wirtschaftlichen Tätigkeiten dar. 
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