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Our story begins with broad and deep insight from well-
respected names 
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Differenze fra Ratings impliciti e ‘tradizionali’?

Ratings delle agenzie Rating impliciti o EDF 

� Qualitativo e a volte soggettivo

� Ranking per classi per es. Aaa, Aa1, ecc.

� Società diverse nello stesso gruppo

� Stabile o “through the cycle”

� Quantitativo ed oggettivo

� Misura anche livelli numerici o “assoluti” di

rischio per es. 5.01%

� Granulare per es. 5.01% vs. 5.02%

� Molto dinamico, aggiornamenti giornalieri

� Analisi quantitativo – Possibilià di “What-if 

Analysis”

� Informazioni provenienti da tutte le fonti

disponibili: bilanci, prezzi di mercato, ecc. 
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Expected Default Frequency: 

Società quotate in Borsa 
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Analisi Quantitativa

CreditEdge e’ un modello econometrico che calcola la probabilita’ di default

(PD) o EDF di società quotate.

CreditEdge si basa sulla teoria delle opzioni (Black-Scholes-Merton) e

l’analisi empirica per calcolare la PD o EDF (Expected Default Frequency)

di societa’ quotate.

EDF e Rating implicito per un orizzonte temporale da 1 a 10 anni.
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EDF Methodology Summary

Market Value 

of Assets
Asset Volatility Default Point

Distance to Default

DD-EDF Mapping

EDF

Equity is a Call Option on the Assets.

Solve for Market Value of Assets and 

Asset Volatility.

Market Value of Equity Amount of Short and 

Long Term Liabilities

Amount of Short/Long Term Liabilities 

determine Default Point

Distance to Default is the cushion 

between Market Value of Assets and 

Default Point, expressed as a multiple 

of Asset Volatility.

MKMV’s Default Database is used to 

empirically map DD to EDF.

EDF is the probability that the firm will default within the 

specified time horizon.

Implied 
Rating
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When do Firms Default?
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When do Firms Default?
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Market

Value of

Assets

Today Time

Value

Calcolo della Distance-to-Default (in breve)

Distribution of 

Market Value of 

Assets at Horizon 

(1 Year)

EDF™ 

1 Year

Expected Market 

Value of Assets

Default Point

Asset Volatility

(1 Standard Deviation)
σ

Distance-to-Default 

(DD)

Distance-to-Default (DD) ≈ The number of Standard Deviations the Market Value 

of Assets is away from the Default Point
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RadioShack is a very high risk company: a small gap 
between its MVA and DP and excessive asset volatility

Time$0

$1,300mn

$500mn

DP $1,095mn

MVA $1,531mn

July 2013 July 
2014

$2,500mn

Key drivers of RSH’s EDF 
No. of 

Std. Dev. % Probability
"Normal Dist" 

PD

1 68%

$2,000mn

2 96%1.X 96% >2%
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Come trasformare la DD in un EDF ���� Rating implicito

» EDFs are derived from an empirical 

mapping of DDs to historical default 

rates

» Public firm EDFs were calibrated using 

US corporates from 1980 to 2007, 

including over 8,000 defaults. This is 

being extended to take into account the 

more recent experience.

DD = 4 maps to a 0.003% PD in 

the simple BSM model, but to 

a 0.4% EDFTM metric

Note: the EDF-DD curve in the graph is a stylized representation 

of the actual DD to EDF mapping function

12
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Decomposizione di DD in µt + ct
The HP filter trend-cycle decomposition bears a resemblance to the classic 

asset value dynamics model

yt

ct

µt = yt - ct

The cyclical 

component is 

mean zero and 

stationary

The trend 

component 

(“drift”) evolves 

smoothly
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Daily EDF measures and other credit risk metrics for 35,000 
public entitiesI

Summary of most  

relevant credit 

metrics for over 

35,000 entities

Side-by-side charts 

for easy monitoring of 

company risk and  

relative performance 

vs. risk
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I.and more than 1,500 private entities and sovereigns

Historical credit 

performance of over 80 

sovereigns using different 

credit metrics

Analyze sovereign credit 

risk vs. credit risk outlook  

of the corporate or 

financial sectors in the 

same country
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Documentazione chiara e completa: No Secrets 
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Expected Default Frequency: 

Società non quotate  
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Analisi Quantitativo e Qualitativo
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Output: 

1-year e 5-year EDF: probabilità di default a 1 e a 5 anni. 

Bond Default Rate Mapping: is the agency rating whose historical average default 

rate best matches RiskCalc’s EDF
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Analisi indici di bilancio: 
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Qualitative Overlay: Output 
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Access to finance is key problem no. 2 for SMEs, second 

only to finding customers

Market context – Key issues for SMEs

Source: European Commission & ECB, “The Survey on the Access to Finance of Small and Medium-sized Enterprises (SAFE)”, Dec. 2011
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How Do We Know that the 

Model Works?
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EDFs and Realized Default Rates  

1-year HY EDF vs. the 1-year HY default rate
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Petroplus default on 25th January 2012

26
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Petroplus default on 25th January 2012
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How did the model work during the crisis?  

1996-2006 2007-2010

Power Curves and Accuracy Ratios for Global Financials

Note: Certain government bailouts not counted as defaults
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Appendix
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EDFs alone don’t equate to credit spreads. They are a key 
component of our modeled bond-level FVS.  

Correlation of Co. asset 
value to market

Market Risk Premium 
(broad market)

Expected LGD  (sector 
and seniority-based)

Company EDF

FVS

A simplified/stylistic view of the FVS model at the bond level
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The principal bond selection criterion for the model 
portfolios is the issues’ Alpha Factors

A Bond’s Alpha Factor = OAS/FVS

» The Alpha Factors for a given month are based on values from the previous 

month

Investment Universe:

» A member of ML Euro Investment Grade or Sterling Investment Grade Indices

» Sold by a publicly traded company with a Moody’s Analytics EDF credit measure

» Rated by Moody’s or S&P
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The euro IG model portfolio had positive excess returns in 64%         
of the months, with a bias towards strongly positive months  

32

Count of Euro investment grade model portfolio excess returns by month (1/07-2/2014)
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The euro IG model portfolio has outperformed strongly on 
a cumulative basis

33

Euro IG performance vs. the ML Euro IG Corp Index  (2007-2014)
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Stress Testing of PDs
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Firm-Level Stressed EDF Measure Examples

BL S1 S2 S3 S4

Source: Moody’s Analytics, September 2013
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