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ASSESSING CREDIT - AGENDA 

• Corporate Intro  
 

• Corporate Default Deep Dive 
 

• Credit Analysis DIY 
 

• Additional Tools 
 

• Appendix – Even More Stuff 
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ASSESSING CREDIT – CORPORATE BOND BASICS 

 

• Debt obligations (IOUs) issued by private and public 

corporations 
 

• The corporation promises to return your money (the 

principal amount) on a specified maturity date. Until that 

time, it also pays you a stated coupon rate, usually 

semiannually 
 

• Companies use the funds they raise from selling bonds 

for a variety of purposes, from building facilities to 

purchasing equipment to expanding their business 
 

 
*Source: SIFMA.org 
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• The corporate bond market is large and liquid, with 

daily trading volume estimated at $12b for Investment 

Grade and $5.5b for High Yield * 
 

• Corporate bonds trade in the over-the-counter (OTC) 

market 

 
 

 

 

 
 

 

 
*  NTMBIV and NTMBHV Bloomberg Screens 

ASSESSING CREDIT – THE CORPORATE MARKET  



5 

Total Debt Outstanding $7,733 Billion 
*Source: SIFMA.org 

 

ASSESSING CREDIT – MASSIVE GROWTH 
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*Source: SIFMA.org 

 

ASSESSING CREDIT – LOCKING IN LOW RATES FOR LONGER 
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ASSESSING CREDIT – WHO ARE THE ISSUERS? 

• Industrial  

o Manufacturing (ex. Boeing, International Paper) 

o Service (ex. Comcast, Merck) 

o Energy (ex. Kinder Morgan, Halliburton) 

o Consumer (ex. Kraft Foods, Coca-Cola) 

o Transportation (ex. FedEx, CSX) 

• Utilities (ex. Alabama Power, Duke Energy 

Carolinas) 

• Finance (ex. Goldman Sachs, Prudential Financial) 
 

 

Corporate Sectors 
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ASSESSING CREDIT – RATING CATEGORIES 

Rating 
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ASSESSING CREDIT – DEBT CAPITAL STRUCTURE 

Priority 
• Debts ranked from highest to lowest level of bankruptcy priority: 

– Debt secured with higher-quality operating asset collateral 

– Debt secured with lesser-quality operating asset collateral 

– Senior debt of the operating company 

– Senior liabilities 

– Subordinated debt 

– Junior subordinated debt 

– All other operating company liabilities 

– Senior debt of the holding company (structurally subordinated) 

– Subordinated debt of the holding company 

 

• Issues can be “notched” up or down from corporate credit rating level 
based on recovery prospects in a default scenario  
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ASSESSING CREDIT - AGENDA 

• Corporate Intro  
 

• Corporate Default Deep Dive 
 

• Credit Analysis DIY 
 

• Additional Tools 
 

• Appendix – Even More Stuff 
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ASSESSING CREDIT – DEFAULT HISTORY 

• Default rates overall are low for Investment Grade companies 

• Generally correspond to weak economic periods 

Declared  

Recessions 
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ASSESSING CREDIT – THE ECONOMIC CYCLE 

Declared  

Recessions 

US GDP 
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ASSESSING CREDIT – 2014 DEFAULT BREAKDOWN 

The Capital Industries sector includes automotive, capital equipment, chemicals, plastics & rubber, construction & building, 

containers, packaging & glass, forest products & paper, metals & mining and business service industries.  

• Of the 53 Defaults last year, 38% were by issuers in the Capital Industries sector.  

• This was followed by issuers in the Technology sector, which contributed 17% of 

defaults in 2014. 

• When measured by default volume, however, the Energy & Environment sector 

topped the list by accounting for more than half of the total defaulted volume. 
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ASSESSING CREDIT – 2014 DEFAULT BREAKDOWN 
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ASSESSING CREDIT – RATING OUTLOOK HISTORY 

• Two-thirds of Moody’s Industry Sector Outlooks, 36 of 54, are stable 

• Ratio of positive to negative Industry Sector Outlooks, now 2x, started 

improving in mid-2013 
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ASSESSING CREDIT - CREDIT RATING TRENDS: MOODY’S 

Up/Down Ratio – The ratio of upgrades to 

downgrades (i.e., not the number of 

securities issued) in a particular month. A 

value of less than one indicates more 

downgrades than upgrades for the 

corresponding quarter. 
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Up/Down Ratio – The ratio of upgrades to 

downgrades (i.e., not the number of 

securities issued) in a particular month. A 

value of less than one indicates more 

downgrades than upgrades for the 

corresponding quarter. 

ASSESSING CREDIT - CREDIT RATING TRENDS: S&P 
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ASSESSING CREDIT - AGENDA 

• Corporate Intro  
 

• Corporate Default Deep Dive 
 

• Credit Analysis DIY 
 

• Additional Tools 
 

• Appendix – Even More Stuff 
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Capacity 

• Does the company have enough cash to service their debt 

Character 

• Is the company willing to repay the debt 

Capital 

• How much equity/subordinated debt supports the debt 

Conditions 

• What is the operating environment 

Collateral 

• What are potential sources of repayment 

ASSESSING CREDIT – THE FIVE C’S OF CREDIT 
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Leverage 

• How much debt does the company have? 

Coverage 

• How much cash flow is available to pay debt 
service? 

Cash Flow 

• How stable are the company’s cash flows? 

• How volatile is the coverage ratio? 

ASSESSING CREDIT – A LITTLE MORE SPECIFIC 
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METRICS : CAPACITY TO PAY FOR FINANCIALS 

Metric Measures Typical Range 

Liquidity/Assets Liquid assets (readily available) to total assets 20% - 25% 

Liquidity Coverage Ratio Liquid assets to short-term obligations 100% - 110% 

Sources of Outside Liquidity Access to govt funding and repo market 80% to 100% of L-T Debt 

Access to Public Markets Ability to borrow $15 - $20 Billion Annually 

Metric Measures Typical Range 

Return on Assets Efficient use of assets 0.3% - 1.5% 

Return on Equity Profitability of shareholder capital 7% - 15% 

Leverage Ratio Proportion of loss absorbing capital/assets 8% - 12% 

Tier 1 Common Ratio Proportion of loss absorbing capital/risk assets 9% - 11% 

Loans/Deposits Liquid Assets to Short-Term Obligations 75% - 110% 

Provisions/Avg. Loans Proportion of estimated future loan losses 0.1% - 0.5% 

Nonperforming Assets/Total Assets Proportion of non-earning assets 0.5% - 1.5% 

Chargeoffs/Average Assets Losses charged to loan loss reserve 0.1% - 0.7% 
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METRICS : CAPACITY TO PAY FOR INDUSTRIALS 

Metric Measures Typical Range 

Current Ratio S-T liability overage 1.0 – 1.7x 

Quick Ratio S-T Liability Coverage (Less inventories) 0.5x – 1.1x 

Days Sales Outstanding Ability to collect from customers 20 – 85 days 

Days Inventory Outstanding How long it takes to turn inventory 35 – 90 days 

Days Payables Outstanding How long it takes to pay suppliers 

Liquidity Readily sources of liquidity 20% of total debt 

Access to Public Markets Ability to borrow $3 - $8 billion annually 

Metric Measures Typical Range 

Profit Margin Earnings per dollar of sales 5% - 15% 

Return on Assets Efficient use of assets 4% - 9% 

Return on Equity Profitability of shareholder capital 10% - 25% 

Debt/Capital Use of debt within capital structure 30% - 55% 

Interest Coverage Earnings available to service debt 6x - 18x 

Net Leverage Net debt to available earnings 0x - 3x 

Free Cash Flow/Total Debt Amount of cash available for debt service 10% - 35% 
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METRICS : CAPACITY TO PAY FOR UTILITIES 

Metric Measures Typical Range 

Debt/Capital Use of debt within capital structure 50% - 60% 

Net Leverage Net debt to available earnings 3x - 5x 

Free Cash Flow/Total Debt Amount of cash available for debt service 17% - 25% 

Interest Coverage Earnings available to service debt 5x - 7x 

 

• The regulatory environment can change quickly, causing 

changes in the underlying profitability and/or capital structure of 

utilities. 
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ASSESSING CREDIT - INDUSTRIAL CREDIT COMPARISON 

Macy’s 
• Largest in scale among profitable 

U.S. mainline retailers. 

• Nimble with strategies to grow 

sales & profits-omnichannel 

delivery, off-price expansion and 

licensing. 

• Leverage expected to remain 

stable (2.3x lease-adjusted), with 

bonds trading at a discount to what 

we believe are comparable credit 

 

Nordstrom  

• Unique competitive position across 

full-line and off-price channels 

insulates Nordstrom from sector 

challenges. 

• Financial policy supports strong 

credit metrics and good liquidity. 

• Geographic concentration in 

California.  Source: Desk Analyst, Bloomberg, Moody’s, Egan Jones 
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ASSESSING CREDIT – SPREAD HISTORIES 

Source: YieldBook 
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ASSESSING CREDIT – YIELD CURVE COMPARISON 

Macy’s vs. Nordstrom’s Individual Yield Curves 
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ASSESSING CREDIT – ISSUER SPECIFIC RATINGS HISTORY 

 Bloomberg CRPR Screen, Current Credit Ratings 
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ASSESSING CREDIT – ISSUER DEBT MATURITY LATTER 

Debt Distribution 
DDIS <GO> 
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ASSESSING CREDIT – IT COMES TOGETHER HERE 

Corporate Credit Curves 

0.00

1.00

2.00

3.00

4.00

5.00

6.00

0 5 10 15 20 25 30

Credit Curves 

AAA AA A BBB



30 

ASSESSING CREDIT – GUIDANCE FROM A REGULATOR 

OCC Guidelines 

Guidance on Due Diligence Requirements in 

Determining Whether Securities Are Eligible for 

Investment 

Source: Federal Register / Vol. 77, No. 114 / Wednesday, June 13, 2012 / Rules and Regulations 
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ASSESSING CREDIT – COMPARABLE BOND ANALYSIS 

 Bloomberg COMB Screen 
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ASSESSING CREDIT – RELATIVE VALUE SCREEN 

 Bloomberg RVRD Screen 
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ASSESSING CREDIT – FINDING THE DATA 
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ASSESSING CREDIT - AGENDA 

• Corporate Intro  
 

• Corporate Default Deep Dive 
 

• Credit Analysis DIY 
 

• Additional Tools 
 

• Appendix – Even More Stuff 
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ASSESSING CREDIT – TIMING THE ECONOMIC CYCLE 

ECRI Weekly Leading Growth Index 

• ECRI Weekly Leading Growth Index 

• Created by Goeffrey H. Moore 

• Developed the original LEI 

• Designed to predict economic activity from 

cyclical indicators, not just by extrapolating 

economic trends 
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ASSESSING CREDIT – OUR SECTOR ROTATION MODEL 

ECRI Sector Rotation Model 

• Analyzed 15 years of data 

• Index is smoothed to reduce portfolio 

transactions 

• Average of 7 portfolio sector allocation shifts 

per year 

• Returns are annualized and measured against 

the Citi BIG index 

• Complete report is available on eFolio® 
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ASSESSING CREDIT – THE MODEL OVER TIME 

ECRI Weekly Leading Growth Index 
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ASSESSING CREDIT – RECENT HISTORY AND CURRENT PHASE 

ECRI Sector Rotation Tool 

ECRI Weekly Leading Growth Index 

Back in Recovery 

Phase 
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ASSESSING CREDIT – MAJOR SECTOR SELECTIONS 

ECRI Sector Rotation Model 
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ASSESSING CREDIT – CORPORATE SECTOR TIMING 

ECRI Sector Rotation Tool 

ECRI Sector Rotation Model 
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ASSESSING CREDIT – CORPORATE PERFORMANCE REPORT 
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ASSESSING CREDIT – SUB SECTOR CORPORATE PERFORMANCE 
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ASSESSING CREDIT - AGENDA 

• Corporate Intro  
 

• Corporate Default Deep Dive 
 

• Credit Analysis DIY 
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• Appendix – Even More Stuff 
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ASSESSING CREDIT – SOME PRICING DATA 

Bloomberg FIRV Screen 
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ASSESSING CREDIT – INDIVIDUAL SECURITIES LEVEL 

Drill down to the Issuer Level and Individual Security Level 
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ASSESSING CREDIT – MARKET VIEW 

Fixed Income Credit Monitor 

FICM <GO> 
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ASSESSING CREDIT – THE GLOBAL MARKETS  

Bloomberg CDX Screen 
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ASSESSING CREDIT – TODAY’S MOVERS 

Click 10 on the CDX <GO> Screen 
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DISCLAIMERS AND DISCLOSURES 

 

  

The information contained herein is based on sources considered to be reliable but is not represented to be complete 

and its accuracy is not guaranteed. The opinions expressed herein reflect the judgment of the author at this date and are 

subject to change without notice and are not a complete analysis of every material fact respecting any company, industry 

or security Raymond James & Associates, Inc. and affiliates and their officers, directors, shareholders and employees 

and members of their families may make investments in a company or securities mentioned herein before, after or 

concurrently with the publication of this report. Raymond James & Associates, Inc. may from time to time perform or 

seek to perform investment banking or other services for, or solicit investment banking or other services from any 

company, person or entities mentioned herein. Neither the information nor any opinion expressed herein constitutes a 

solicitation for the purchase or sale of any security. Raymond James & Associates, Inc. makes no representation as to 

the legal, tax, credit, or accounting treatment of any transactions mentioned herein, or any other effects such 

transactions may have on you and your affiliates or any other parties to such transactions and their respective affiliates. 

You should consult with your own advisors as to such matters.  


