Stock Story:
Moody’s

Rating debt the world over, for sustainability too
Moody’s to many is an unknown brand but
indirectly the company has touched each of
their lives. Moody’s is one of the two leading
global credit-rating agencies.
Moody’s rates government, corporate and structured
debt, which improves access to debt for these
participants; that is, governments’ ability to fund
budget deficits and the ability of banks to gain access
to wholesale funding is aided by Moody’s issuing credit
ratings. In addition, Moody’s has a strong data and
analytics business.
Moody’s is a holding in the MFG Core ESG fund, and
here’s why:
Quality
We view Moody’s as a high-quality business with a wide
moat. Moody’s is one of two leading rating companies
in an oligopolistic ratings industry. The key moat drivers
are network effects, brand and economies of scale. The
strength of Moody’s moat and proactive management
we believe shields them from disruption. Moody’s
ratings are embedded in tens of thousands of financial
products globally, which are invested in by asset owners
(including governments), often are an investment
requirement and the Moody’s ratings scale is trusted and
well understood.
ESG risk assessment
Like all companies, Moody’s has business and ESG risks
that we assess and actively monitor in our investment
process. At Magellan, we assess an array of ESG risks for
what they might mean for cash flows and valuations.
•

Environment: Environmental risks are not material
for Moody’s. In saying that, however, Moody’s has
worked to become carbon neutral, is powered by
100% renewable energy and is working to offset
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prior carbon emissions. In addition, Moody’s
offers ‘green bond’ ratings (to help raise capital
with environmental goals) and has an ESG
research offering.
•

Social: Given the exposure to governance risks
discussed below, Moody’s seeks to foster its
staff’s development. The intention is to create a
positive working environment that reduces the
likelihood of unethical behaviour. Moody’s has
training, incentives and benefits to help develop
employees.

•

Governance: Moody’s has material exposure
to two key governance issues: financial-system
stability (Moody’s ratings are used to assess the
risk of corporate, structured and government
debt); and corruption (the issuer-pays ratings
model leaves Moody’s vulnerable to bad actors).
While we agree Moody’s is highly exposed to
these issues, Moody’s management is aware of
the risks and has in place policies and operating
structures to significantly reduce the likelihood of
such behaviour.

Valuation
Moody’s is a capital-light business that has sustainable
and growing revenues, strong margins and returns.
Risk assessment and continuous monitoring
We monitor Moody’s and the rating industry for key
risks that may lead to its exclusion from our investable
universe and for events that may lead to a change in
view on business quality. Specific risks we monitor for
Moody’s include changes to the regulatory and political
environments, debt levels, litigation risks and active
discussions on governance.

Stock story: Moody’s

Footnotes
Important Information: This material has been delivered to you by Magellan Asset Management Limited ABN 31 120 593 946 AFS Licence No. 304 301 (‘Magellan’) and has been prepared for general information
purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into account your investment objectives, financial situation or particular needs.
This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or invitation to purchase, sell or subscribe for interests in any
type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment product or service and consider obtaining professional investment advice
tailored to your specific circumstances before making any investment decision. A copy of the relevant PDS relating to a Magellan financial product or service may be obtained by calling +61 2 9235 4888 or by
visiting www.magellangroup.com.au.
1

This material may include data, research and other information from third party sources. Magellan makes no guarantee that such information is accurate, complete or timely and does not provide any warranties
regarding results obtained from its use. Statements contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and beliefs of Magellan. Such
statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon.
Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their respective owners. This material and the information contained within it may not be
reproduced, or disclosed, in whole or in part, without the prior written consent of Magellan.
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