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Credit Exposure 

Key Concepts:

- Credit Assessment:  Ratings and Default Risks 
- Financial Analysis: Leverage and Interest Coverage Ratios
- Portfolio Stratifications and Monitoring Sectors
- Screening for Suitable Bonds (Price Discovery)
- Evaluating Bond Offerings
- Quantifying Returns



Why are we here!  Corporate Bond Effects on Returns 



Current Market Environment:  Yield Curves  {GC}

3M Bills to 5Y 
Treasuries:  195 BPS



Fed Outlook:  Interest Rate Probabilities                    WIRP <GO>



Fed Outlook:  DOT Plots                                           DOTS <GO>



Current Market Environment:  YTD Change



AA and A Credit Spreads



3 Year AA/A Credit Spread History 



Credit Ratings and Default Probability 

Definitions
Rating Scales 
Watchlists and Outlook Meaning
Default Probabilities



Rating Scales:  S&P, Moody’s & Fitch

S&P L-T Ratings                             Moody’s L-T Rating                            Fitch Ratings

AAA                                                   Aaa                                                 AAA
AA+                                                   Aa1                                                 AA+
AA                                                     Aa2                                                 AA
AA- Aa3                                                 AA-
A+                                                      A1                                                   A+
A                                                        A2                                                   A
A- A3                                                   A-
BBB+                                                 Baa1                                               BBB+
BBB                                                   Baa2                                               BBB
BBB- Baa3                                               BBB-
BB+…..                                              …..                                                   …..

•



Credit Ratings:  Watchlist/CreditWatch*

Moody’s Rating Reviews:  A review indicates that a rating is under consideration for a change in the near term. 
….A review may end with a rating being upgraded, downgraded, or confirmed without a change to the rating. 
Ratings on review are said to be on Moody’s “Watchlist” or “On Watch”. …For the majority of reviews, however, 
where the conclusion of the review is not dependent on an event whose timing Moody’s cannot control, reviews 
are typically concluded within 30 to 90 days. Ratings on review for possible downgrade (upgrade) have 
historically concluded with a downgrade (upgrade) over half of the time.

S&P Rating Reviews: CreditWatch highlights our opinion regarding the potential direction of a short-term or long-
term rating. It focuses on identifiable events and short-term trends that cause ratings to be placed under special 
surveillance…. CreditWatch is not intended to include all ratings under review, and rating changes may occur 
without the ratings having first appeared on CreditWatch. The "positive" designation means that a rating may be 
raised; "negative" means a rating may be lowered; and "developing" means that a rating may be raised, lowered, 
or affirmed. 

Fitch Rating Watches: Rating Watches indicate that there is a heightened probability of a rating change and the 
likely direction of such a change. These are designated as “Positive,” indicating that a rating could stay at its 
present level or potentially be upgraded, “Negative,” to indicate that the rating could stay at its present level or 
potentially be downgraded, or “Evolving” if ratings may be raised, lowered or affirmed. However, ratings can be 
raised or lowered without being placed on Rating Watch first.                                 *Per Moody’, S&P and Fitch Websites.



Credit Ratings:  Outlooks

Moody’s Outlook: “Moody’s rating outlook is an opinion regarding the likely rating direction over the medium term. 
Rating outlooks fall into four categories: Positive (POS), Negative (NEG), Stable (STA), and Developing (DEV). 
Outlooks may be assigned at the issuer level or at the rating level….”

S&P’s Outlook: “An S&P Global Ratings outlook assesses the potential direction of a long-term credit rating over 
the intermediate term (typically six months to two years). In determining a rating outlook, consideration is given to 
any changes in the economic and/or fundamental business conditions. An outlook is not necessarily a precursor 
of a rating change or future CreditWatch action…..”

Fitch’s Outlook: “Outlooks indicate the direction a rating is likely to move over a one- to two-year period. They 
reflect financial or other trends that have not yet reached or been sustained the level that would cause a rating 
action, but which may do so if such trends continue. 



Bloomberg Default Ratings DRAM <GO>



Bloomberg Default Risk:                           DRSK <GO>



Credit Rating Assessment:  CRPR <GO>



Credit Rating Assessment:  Historical Ratings Trend



Monitoring Ratings Changes



Fundamental Analysis. 

Interest Coverage Ratios
Leverage Ratios
Corporate and Capital Structures
Debt Maturity Structures



Fundamental Financial Ratios Definitions 

Coverage Ratios:  
- Net Debt/EBITDA
- Total Debt/EBITDA
- EBITDA/Interest Expense

Leverage Ratios:
- Quick Ratio
- Net Debt/Total Assets
- Total Debt/Total Assets
- Net Debt/Equity
- Total Debt/Equity



Fundamental Comparisons                           FA <GO>



Fundamental Analysis:                                   FA <GO>



Corporate and Credit Structure  CAST <GO>



Fundamental Analysis (RELS)



Fundamental Analysis (DDIS)



Fundamental Analysis (DDIS)



Portfolio Stratifications and Sectors Exposure

- Sector Exposures
- Spread Duration Weighting
- Key Rate Durations
- Cash Flow Projections



Characteristics Sector Exposures (PORT)



Key Rate Durations (PORT)



Cash Flow Projections (PORT)



Screening For Suitable Bonds

Ratings and Maturity Filters
Comparable Bond Analysis
Bond Relative Value Evaluation



Comparable Bonds (FIW)



Investable Universe (SRCH)



Investable Bonds (FIW)



Bond Evaluation (DES)



Bonds Evaluation (DES)



Bonds Evaluation (BVAL)



Bonds Evaluation (BVAL)



Summary and Review. 

Assuming and Managing Credit risk has increased Portfolio Returns over the 
long run.

One should monitor Ratings, Outlook and Watchlist Classifications.

The California Code is fairly restrictive and conservative.

Corporate Bonds are less liquid and require additional price discovery efforts.

Buying Corporate Bonds often requires Senior Management and Boards to be 
educated on both risks and benefits.  
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