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Bond Covenant Quality Index In Brief  
This report features our proprietary 
Covenant Quality Index for high-yield 
bonds. The index rises toward 1.0 when 
covenant quality improves and falls 
toward 5.0 when it worsens.  The index is a 
three-month rolling average of Covenant 
Quality (CQ) scores that we assign to 
North American issuers’ bonds rated 
speculative-grade at issuance and covered 
in our Covenant Quality Snapshots. CQ 
scores are indicators of the quality of a 
bond’s covenant package based on a 
weighted average of scores that assess the 
level of protection in six risk categories.  

Additional charts and tables including 
three-month rolling averages of scores for 
each risk category, sector scores and 
scores from the inception of the index are 
included in this report.  

To learn more about the Covenant Quality 
Index, see our FAQ. For details on our CQ 
scores, see our Scoring Criteria and FAQ 
on scoring.  
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North American Covenant Quality Index 

Bond Covenant Quality  
Continues Steady Erosion 
Protections worsen despite sharp decline in issuance 

» Covenant quality hits still another record low. North American high-yield bond covenant 
quality eroded further in October from a record low in September. The average covenant 
quality (CQ) score weakened to 4.26 from 4.23 (a higher score denotes worse covenant 
quality on our scale from 1.0-5.0; see scoring key, page 2). This decline in covenant quality 
coincided with a sharp decline in US high-yield bond issuance from a record high in 
September. Issuance fell  44% in October from the prior month, according to Dealogic. 
However, this pullback in market demand amid a 16-day partial shutdown of the US 
government still did not compel companies to offer investors better covenant terms (See 
complete list of October’s bonds and CQ scores, page 11).  

» Covenant Quality Index (CQI) sets second consecutive record low. With the decline in 
covenant quality in October, our three-month rolling average CQI set another record low at 
4.19, weaker than the previous record of 4.05 set in September. The index – a three-month 
rolling average weighted by each month’s total number of bond issues – set its record high 
of 3.37 in April 2011 (Exhibit 1).  

» Worsening covenants and a higher percentage of Ba bonds helped drive the weaker 
quality in October. Bonds rated Ba weakened to 4.58 from 4.52 in September, weaker than 
the historical average of 4.29. They accounted for 41% of issuance, up from 35% in 
September and well above the historical average of 28%. Bonds rated single B at issuance – 
the sweet spot in the high-yield market – had an average CQ score of 4.12 in October, nearly 
matching the average score of 4.13 in September and well above the historical average of 3.61. 
Single B bonds made up only 38% of total high-yield issuance for the month, well below the 
historical average of 50%. Bonds rated Caa/Ca strengthened slightly to 3.90 from 3.98, but 
remain significantly weaker than the historical average of 3.42. They accounted for 22% of 
October’s issuance, matching the historical average.  

» The strongest and weakest. The full high-yield package from Chinos Intermediate Holdings 
A, Inc. (B2 negative), parent of retailer J. Crew Group Inc., was the weakest bond in October, 
with a CQ score of 4.86. Crestwood Midstream Partners LP (Ba3 stable) had a 4.74 score and 
Penn National Gaming Inc. (Ba1 stable) a 4.72 score. The most protective full high-yield 
package came from Michael Baker International, LLC (B2 stable), which, at 2.03, was much 
stronger than September’s most protective score of 3.04. It was followed by Pittsburgh Glass 
Works, LLC (B3 stable) at 2.76, and Exopack Holdings S.A. (B3 stable), at 3.23.   

mailto:alexander.dill@moodys.com
mailto:tom.marshella@moodys.com
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_148837
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_141518
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_142044
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=159195
https://www.moodys.com/credit-ratings/Chinos-Intermediate-Holdings-A-Inc-credit-rating-823627747
https://www.moodys.com/credit-ratings/Chinos-Intermediate-Holdings-A-Inc-credit-rating-823627747
https://www.moodys.com/credit-ratings/J-Crew-Group-Inc-credit-rating-822441140
https://www.moodys.com/credit-ratings/Crestwood-Midstream-Partners-LP-credit-rating-823251145
https://www.moodys.com/credit-ratings/Penn-National-Gaming-Inc-credit-rating-600039563
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https://www.moodys.com/credit-ratings/Pittsburgh-Glass-Works-LLC-credit-rating-822450225
https://www.moodys.com/credit-ratings/Pittsburgh-Glass-Works-LLC-credit-rating-822450225
https://www.moodys.com/credit-ratings/Exopack-Holdings-SA-credit-rating-823592634
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SPECIAL COMMENT: NORTH AMERICAN COVENANT QUALITY INDEX: BOND COVENANT QUALITY CONTINUES STEADY EROSION 

EXHIBIT 1  

Moody’s Covenant Quality Index 
Three-month rolling average hits a second consecutive record low in October 

 
Source:  Moody’s High-Yield Covenant Database. Note: CQI includes all high-yield bonds, including high-yield lite. High-yield-lite bonds lack a debt 

incurrence and/or a restricted payments covenant and automatically receive the weakest possible CQ score of 5.0.  
 

EXHIBIT 2 

Monthly Average CQ Scores 
All Bonds and Bonds Excluding High-Yield Lite  

 
Source: Moody’s High-Yield Covenant Database 
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SPECIAL COMMENT: NORTH AMERICAN COVENANT QUALITY INDEX: BOND COVENANT QUALITY CONTINUES STEADY EROSION 

TABLE 1 

Average CQ Scores by Category  
(See Full Table on Page 8) 

Average CQ Score (# bonds) Q4 2012 Q1 2013 Q2 2013 Last 3 Months 
Historical Avg  

(Jan. ’11 to date) 

Ba rating 4.10 4.45 4.31 4.47 4.29 

B rating 3.69 3.70 3.81 4.11 3.61 

Caa/Ca rating 3.81 3.55 3.78 3.85 3.42 

Sponsored 3.78 3.60 3.65 3.84 3.58 

Full HY covenant package 3.60 3.57 3.69 3.83 3.48 

Secured 3.26 3.00 3.25 3.90 3.12 

Source: Moody’s High-Yield Covenant Database 

 

» Spread to benchmark narrows as covenant protection declines. On a three-month rolling average 
basis, the spread to benchmark for new bond issuance narrowed slightly in October while 
covenant quality ticked still lower. This might be explained by a higher-than-average percentage of 
higher-rated Ba bonds among October’s issuance. Ba rated bonds command a narrower risk 
premium than lower-rated bonds and usually have weaker covenants, which the data show 
worsened still further in October. With covenant quality remaining weak overall, the recent 
spread narrowing suggests that investors are not being fully compensated for the lack of 
protections in the indentures.  

EXHIBIT 3 

Average Benchmark Spread Versus CQI1  
(Three-Month Rolling Average) 

 
Sources: Datascope; Dealogic; Moody’s High-Yield Covenant Database 
 

 

 

  

                                                                        
1  Spread to benchmarks provided by Dealogic and Datascope. Approximately 75% of issuances in Moody’s High-Yield Covenant Database are covered. 
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SPECIAL COMMENT: NORTH AMERICAN COVENANT QUALITY INDEX: BOND COVENANT QUALITY CONTINUES STEADY EROSION 

» Percentage of low-rated bonds with weak covenants hits a record. The percentage of new bond 
issues rated B1 and below that also ranked in our lower-tier weak (3.8-4.2; CQ4↓) or weakest 
(4.2-5.0; CQ5) categories of covenant quality rose on a three-month rolling average basis to a 
record 50% in October. This shows that investors are still willing to assume risk for yield, even as 
potentially higher interest rates challenge some lower-rated companies. The previous record was 
43.5% in September, and the historical average is 27.7% (Exhibit 4). 

EXHIBIT 4 

Percentage of Bonds Rated B1 and Below with a CQ4↓ or CQ5 Score  
(Three-Month Rolling Average)  

 
Source: Moody’s High-Yield Covenant Database 
 

» Covenant quality by rating category followed the historical pattern in October. Covenant 
quality normally strengthens lower in the rating scale as investors demand more protection to lend 
to riskier credits. This expected correlation held in October after having also followed the expected 
correlation in August and September (Exhibit 5). In October, Caa/Ca rated bonds had an average 
CQ score of 3.90, somewhat better than the 4.12 average score for higher rated single B bonds. Ba 
bonds also followed the expected correlation with an average CQ score of 4.58, much weaker than 
the average scores of the lower rating categories. 

EXHIBIT 5 

Average CQ Scores by Rating Category 
Historical correlation of CQ scores and ratings holds in October 

 
Source: Moody’s High-Yield Covenant Database 
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SPECIAL COMMENT: NORTH AMERICAN COVENANT QUALITY INDEX: BOND COVENANT QUALITY CONTINUES STEADY EROSION 

» One of two PIKs contributed to worsening covenant quality in October. The 4.86 CQ score for 
Chinos Intermediate Holdings’ PIK notes contributed to poor covenant quality in October. But PIK 
notes from The Neiman Marcus Group Ltd. Inc., at 3.88, offered comparatively good protection by 
PIK standards. Due to their subordinated status, among other features, PIK bonds often have 
among the lowest CQ scores of full high-yield packages.  

» High-yield-lite covenant packages continue to weaken overall covenant quality. High-yield-lite 
bonds represented 32.4% of October issuance, below the record 41.7% set in September 2011. 
These bonds lack a debt incurrence and/or a restricted payments covenant and automatically 
receive the weakest possible CQ score of 5.0. The cumulative historical percentage of high-yield-
lite packages reached a record high 18.3% (January 2011 through October 2013).  

» High-yield-lite issuance spanned multiple sectors in October. Aside from multi-tranche high-
yield-lite offerings by Kinder Morgan Inc. (Ba2 stable) and Leucadia National Corporation (Ba1 
stable), no two of the twelve high-yield-lite issuances were from the same sector in October and 10 
sectors were represented.     

» Caa rated bonds with weak covenants. Of the eight Caa rated bonds in October (two of which 
were PIKs), only the bond from Chinos Intermediate Holdings, at 4.86,  ranked in the weakest 
category of covenant quality (4.2-5.0). Six ranked in our weak category (3.4-4.2): Dole Food 
Company, Inc. (B3 stable), 3.57 (senior secured notes); Gray Television, Inc. (B3 positive), 3.79 
(senior notes); Blackboard Inc. (B2 stable), 3.85 (senior notes); Neiman Marcus Group, 3.88 
(senior cash pay notes); Neiman Marcus Group, 3.88 (senior PIK toggle notes); and Rhodes 
Merger Sub, Inc. (Caa1 stable), 4.12 (senior notes). One ranked moderate (2.6-3.4) in covenant 
quality: Exopack Holdings, 3.23 (senior notes).  

» Market composition of October’s bonds:  

– Full high-yield bond packages comprised 68% of all high-yield bonds in October, compared 
with 65% in September, 78% in August, and 82% on a cumulative basis since January 2011.  

– Bonds rated Ba, B and Caa/Ca comprised 41%, 38% and 22%, respectively, of total issuance 
in October. Historical percentages are 28%, 50% and 22%, respectively.  

– Sponsored bonds comprised 35% of all bonds issued in October compared with the 
historical average of 32%. 

– Senior secured bonds comprised 16% of all bonds issued in October, below the historical 
average of 20%.  

  

https://www.moodys.com/credit-ratings/Neiman-Marcus-Group-IncThe-Old-credit-rating-256100
https://www.moodys.com/credit-ratings/Kinder-Morgan-Inc-credit-rating-822470606
https://www.moodys.com/credit-ratings/Leucadia-National-Corporation-credit-rating-445628
https://www.moodys.com/credit-ratings/Dole-Food-Company-Inc-credit-rating-147000
https://www.moodys.com/credit-ratings/Dole-Food-Company-Inc-credit-rating-147000
https://www.moodys.com/credit-ratings/Gray-Television-Inc-credit-rating-600019538
https://www.moodys.com/credit-ratings/Blackboard-Inc-credit-rating-808887661
https://www.moodys.com/credit-ratings/Rhodes-Merger-Sub-Inc-credit-rating-823485796
https://www.moodys.com/credit-ratings/Rhodes-Merger-Sub-Inc-credit-rating-823485796
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Covenant Quality Component Scores (Three Month Rolling Averages) 

Full Package Bonds Only 

EXHIBIT 6 

Cash Leakage  

 

EXHIBIT 7 

Risky Investments  

 
 

EXHIBIT 8 

Leveraging 

 

EXHIBIT 9 

Liens Subordination  

 
 

EXHIBIT 10 

Structural Subordination 

 

EXHIBIT 11 

Change of Control 
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EXHIBIT 12 

Quarterly & Three-Month Rolling Average CQ Scores and Individual Risk Scores 

Date 
Cash 

Leakage 
Risky 

Invest. Leveraging Liens Sub. 
Structural 

Sub. 
Change of 

Control 

Full HY  
Pkg - CQ  

Score 
Full HY Pkg 

Issues 
All Bonds -  

CQ Score 
Total 

Issues 

% B1 and 
 below (CQ4↓ 

and CQ5) 

Q1 2011 3.16 3.58 3.37 3.70 2.78 2.85 3.30 102 3.42 110 18.2% 
Q2 2011 3.35 3.62 3.47 3.61 2.68 3.06 3.36 77 3.57 88 20.0% 
Q3 2011 2.97 3.32 3.12 3.47 2.72 2.91 3.12 27 3.51 34 12.0% 
Q4 2011 3.16 3.52 3.43 3.84 2.54 3.13 3.34 26 3.86 38 20.8% 
Q1 2012 3.39 3.75 3.54 3.59 2.78 2.89 3.40 76 3.75 97 28.8% 
Q2 2012 3.24 3.85 3.52 3.44 2.23 3.07 3.28 64 3.43 70 10.7% 
Oct-12 3.56 3.75 3.63 3.94 2.97 3.08 3.56 119 3.79 141 32.7% 
Nov-12 3.62 3.80 3.70 3.98 3.00 3.11 3.62 115 3.86 140 35.5% 
Dec-12 3.46 3.77 3.70 3.91 3.09 3.18 3.60 99 3.80 116 35.9% 
Jan-13 3.49 3.85 3.82 3.91 3.05 3.04 3.65 75 3.92 94 35.5% 
Feb-13 3.44 3.88 3.80 3.88 2.94 3.08 3.63 64 3.95 84 34.0% 
Mar-13 3.62 3.90 3.82 3.57 2.82 3.12 3.57 70 3.97 97 35.6% 
Apr-13 3.74 3.94 3.85 3.48 2.71 3.29 3.59 73 3.94 97 34.9% 
May-13 3.81 3.96 3.82 3.58 2.80 3.26 3.63 88 3.90 110 35.1% 
Jun-13 3.92 3.99 3.82 3.81 2.77 3.13 3.69 69 3.93 85 35.5% 
Jul-13 3.69 3.92 3.77 3.87 3.06 3.00 3.64 69 3.87 83 33.8% 
Aug-13 3.58 3.84 3.85 3.84 2.95 3.09 3.62 56 3.85 67 34.7% 
Sep-13 3.61 3.93 4.02 3.97 2.92 3.25 3.71 67 4.05 91 43.5% 
Oct-13 3.93 4.11 4.08 3.99 2.66 3.48 3.83 71 4.19 103 50.0% 

 
EXHIBIT 13 

Monthly (Individual) Average CQ Scores and Individual Risk Scores 

Date 
Cash 

Leakage 
Risky 

Invest. Leveraging Liens Sub. 
Structural 

Sub. 
Change of 

Control 

Full HY 
Pkg - CQ 

Score 
Full HY 

Pkg Issues 
All Bonds -  

CQ Score 
Total 

Issues 

% B1 and 
below 

(CQ4↓ and 
CQ5) 

Oct-12 3.41 3.69 3.58 3.99 2.98 3.28 3.54 42 3.74 49 28.9% 

Nov-12 3.87 3.87 3.86 3.89 3.13 2.95 3.70 27 4.03 36 28.6% 

Dec-12 3.16 3.79 3.72 3.84 3.19 3.24 3.59 30 3.63 31 26.1% 

Jan-13 3.49 3.93 3.92 4.08 2.71 2.85 3.67 18 4.12 27 27.3% 

Feb-13 3.93 4.01 3.80 3.74 2.71 3.03 3.65 16 4.17 26 33.3% 

Mar-13 3.54 3.83 3.78 3.24 2.92 3.29 3.49 36 3.76 44 28.6% 

Apr-13 3.93 4.07 4.00 3.69 2.37 3.49 3.72 21 4.00 27 31.3% 

May-13 4.03 4.05 3.74 3.90 2.95 3.06 3.73 31 3.99 39 26.9% 

Jun-13 3.71 3.77 3.74 3.79 2.94 2.84 3.57 17 3.72 19 28.6% 

Jul-13 3.19 3.86 3.85 3.89 3.32 3.03 3.56 21 3.79 25 20.0% 

Aug-13 3.93 3.88 3.96 3.85 2.54 3.39 3.73 18 4.01 23 45.5% 

Sep-13 3.73 4.02 4.18 4.11 2.87 3.33 3.82 28 4.23 43 38.1% 

Oct-13 4.15 4.36 4.06 3.96 2.52 3.72 3.90 25 4.26 37 36.8% 

Historical 3.41 3.69 3.58 3.99 2.98 3.28 3.54 42 3.74 49 28.9% 
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EXHIBIT 14 

Market Composition: Quarterly, Monthly (Individual, Not 3-Mo. Rolling) & Historical Average CQ Scores*  

Average CQ score (% 
market) Q4 ‘12 Q1 ‘13 Q2 ‘13 Last 3 Months Aug-13 Sep-13 Oct-13 

Historical (Jan 
’11-Oct’13) 

Ba (at issuance) 4.1 (21%) 4.45 (39%) 4.31 (27%) 4.47 (40%) 4.24 (48%) 4.52 (35%) 4.58 (41%) 4.29 (28%) 

B (at issuance) 3.69 (55%) 3.7 (44%) 3.81 (46%) 4.11 (38%) 4.01 (30%) 4.13 (42%) 4.12 (38%) 3.61 (50%) 

Caa/Ca (at issuance) 3.81 (24%) 3.55 (16%) 3.78 (27%) 3.85 (22%) 3.49 (22%) 3.98 (23%) 3.9 (22%) 3.42 (22%) 

Sponsored 3.78 (42%) 3.6 (28%) 3.65 (31%) 3.84 (30%) 3.93 (22%) 3.87 (30%) 3.77 (35%) 3.58 (32%) 

Full HY covenant package 3.6 (85%) 3.57 (72%) 3.69 (81%) 3.83 (69%) 3.73 (78%) 3.82 (65%) 3.9 (68%) 3.48 (82%) 

Senior Secured 3.26 (20%) 3 (14%) 3.25 (20%) 3.9 (19%) 4.18 (4%) 4.08 (30%) 3.46 (16%) 3.12 (20%) 

Senior Unsecured 3.93 (78%) 4.14 (82%) 4.11 (75%) 4.26 (81%) 4 (96%) 4.3 (70%) 4.42 (84%) 3.92 (77%) 

Senior Subordinated 4.19 (3%) 3.85 (3%) 4.03 (5%) 0 (0%) 0 (0%) 0 (0%) 0 (0%) 4.03 (3%) 

United States 3.86 (92%) 4 (97%) 3.97 (93%) 4.18 (94%) 4.03 (96%) 4.17 (91%) 4.28 (97%) 3.79 (94%) 

Canada 4.1 (21%) 4.45 (39%) 4.31 (27%) 4.47 (40%) 4.24 (48%) 4.52 (35%) 4.58 (41%) 4.29 (28%) 

* Includes both high-yield lite and full covenant packages except for “Full HY packages.” 
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Sector Composition (January 2011 – October 2013) 

Sector  
(Subsectors with > 7 bonds included in italics) 

Total 
issuances 

Number 
High-Yield 

Lite 
Percent  
HY-Lite 

Overall CQ 
Score 

Overall CQ 
Score 

(excluding 
HY-Lite) 

Average 
Score: 

Restricted 
Payments 

Average  
Score: 

Investments  
in Risky  

Assets 

Average 
Score:  

Debt 

Average 
Score:  

Liens 

Average  
Score: 

Structural 
Subordination 

Average 
Score: 

Change of 
Control 

Avg RP 
Carve-outs 

as % of  
Total Assets 

Average 
Investment 
Carve-outs 

as % of  
Total Assets 

Average 
Debt Carve-
outs as % of 
Total Assets 

Trend in 
Overall CQ 
Score: LTM 

ended 
10/31/13 vs 

10/31/12*** 

Trend in 
Overall CQ 
Score (excl 

HY-Lite): 
LTM ended 

10/31/13 vs 
10/31/12*** 

Aerospace/Defense 13 0 0.0% 3.34 3.34 3.49 3.48 3.77 3.52 2.35 2.34 11.3% 6.8% 27.8%     
Automotive 34 12 35.3% 4.09 3.59 3.66 4.08 3.91 3.51 3.00 2.81 9.8% 11.0% 33.5%     

Auto Supplier 28 7 25.0% 3.94 3.59 3.59 4.08 3.95 3.50 3.08 2.87 8.9% 10.8% 34.1%     
Chemicals 29 7 24.1% 4.16 3.90 4.04 4.18 4.16 3.59 3.47 3.62 16.4% 11.9% 33.9% Steady Stronger 

Commodity Chemical 11 2 18.2% 3.85 3.60 3.83 4.11 3.83 3.02 3.04 3.64 12.8% 11.8% 26.6%     
Specialty Chemical 17 5 29.4% 4.35 4.08 4.13 4.18 4.35 3.90 3.95 3.62 19.4% 11.2% 38.3%     

Construction & Homebuilding 39 19 48.7% 4.08 3.21 2.72 3.81 3.63 3.75 2.25 2.75 7.5% 9.0% 25.2% Steady Weaker 
Homebuilding 30 17 56.7% 4.10 2.92 2.38 3.74 3.30 3.34 2.05 2.60 4.7% 6.9% 20.8% Weaker Weaker 

Consumer Products 38 7 18.4% 3.67 3.37 3.38 3.31 3.55 3.58 2.61 3.28 11.9% 9.5% 30.4% Steady Steady 
Consumer Durables 10 2 20.0% 3.76 3.45 3.84 3.58 3.55 3.59 2.13 3.24 14.9% 10.4% 27.3%     
Packaged Goods 12 0 0.0% 3.68 3.68 3.45 3.51 3.99 4.12 2.78 3.63 12.6% 6.6% 26.7% Weaker Weaker 

Healthcare 50 16 32.0% 3.87 3.34 3.15 3.72 3.40 3.74 2.81 2.99 7.1% 7.0% 21.4% Weaker Weaker 
For-Profit Hospital 25 14 56.0% 4.28 3.37 3.25 3.69 3.65 3.60 2.68 2.91 7.8% 6.9% 24.6% Weaker   
Medical Products & Devices 13 2 15.4% 3.92 3.72 3.60 4.19 3.53 4.38 3.27 3.17 6.4% 6.9% 26.1%     

Leisure, Lodging & 
Entertainment 

49 6 12.2% 3.49 3.27 3.20 3.49 3.40 3.50 2.45 2.78 14.6% 7.2% 27.3% Weaker Weaker 

Gaming 29 4 13.8% 3.15 2.85 2.81 3.14 3.09 2.93 2.05 2.72 10.5% 6.8% 26.2% Weaker Weaker 
Manufacturing 40 9 22.5% 3.82 3.48 3.42 3.62 3.66 3.72 2.85 3.13 11.2% 9.1% 33.1% Stronger Weaker 

Finished Products 19 4 21.1% 3.73 3.39 3.44 3.45 3.58 3.72 2.48 2.97 14.6% 9.6% 39.2% Stronger   
Component 10 0 0.0% 3.54 3.54 3.28 3.64 3.76 3.74 3.10 3.54 8.8% 7.6% 29.6% Stronger   
Heavy Manufacturing 11 5 45.5% 4.23 3.59 3.62 4.02 3.68 3.73 3.37 2.88 6.9% 10.4% 23.7%     

Media & Publishing 89 14 15.7% 3.73 3.49 3.74 4.05 3.21 3.70 2.66 3.34 6.6% 9.0% 19.9% Weaker Steady 
Cable Television 28 0 0.0% 3.86 3.86 3.75 4.45 3.41 4.57 3.07 3.83 3.5% 10.8% 17.6% Steady Steady 
Newspapers 12 4 33.3% 3.48 2.72 2.66 3.72 2.91 2.22 2.09 3.07 5.6% 6.7% 21.1%     
Media Services 37 8 21.6% 3.72 3.37 3.91 3.86 3.00 3.49 2.36 3.16 9.0% 8.3% 20.1% Weaker Weaker 

Metals & Mining 48 9 18.8% 3.69 3.39 3.29 3.61 3.88 3.60 2.46 2.72 10.2% 11.9% 28.0% Weaker Weaker 
Coal 16 2 12.5% 3.90 3.75 3.89 3.75 4.05 3.75 3.24 3.11 11.3% 19.7% 33.4%     
Steel 17 7 41.2% 4.19 3.62 3.66 3.69 3.92 4.07 2.34 3.10 11.2% 12.0% 40.1% Steady   
Metal Mining 15 0 0.0% 2.91 2.91 2.48 3.44 3.68 3.15 1.82 2.11 8.4% 4.6% 14.8%     

Oil & Gas 212 17 8.0% 3.64 3.53 3.58 3.89 3.73 3.94 2.32 2.93 4.8% 5.1% 24.8% Weaker Weaker 
Independent Exploration & 

Production 
119 11 9.2% 3.57 3.43 3.21 4.25 3.65 4.01 1.92 2.93 4.8% 4.4% 23.2% Weaker Weaker 

Independent Refining & 
Marketing 

11 0 0.0% 3.26 3.26 3.82 3.50 3.55 2.70 2.12 3.17 8.5% 4.5% 18.9%     

Midstream 48 6 12.5% 4.30 4.20 4.85 3.73 4.06 4.86 3.14 3.12 2.0% 5.8% 30.4% Weaker Steady 
Oil Services 34 0 0.0% 3.09 3.09 3.08 3.04 3.60 2.98 2.64 2.62 7.3% 6.9% 25.1% Weaker Weaker 

Paper, Packaging & Forest 36 11 30.6% 3.92 3.45 3.51 3.67 3.75 3.36 2.88 3.00 10.5% 7.9% 24.2% Steady Steady 
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Sector Composition (January 2011 – October 2013) 

Sector  
(Subsectors with > 7 bonds included in italics) 

Total 
issuances 

Number 
High-Yield 

Lite 
Percent  
HY-Lite 

Overall CQ 
Score 

Overall CQ 
Score 

(excluding 
HY-Lite) 

Average 
Score: 

Restricted 
Payments 

Average  
Score: 

Investments  
in Risky  

Assets 

Average 
Score:  

Debt 

Average 
Score:  

Liens 

Average  
Score: 

Structural 
Subordination 

Average 
Score: 

Change of 
Control 

Avg RP 
Carve-outs 

as % of  
Total Assets 

Average 
Investment 
Carve-outs 

as % of  
Total Assets 

Average 
Debt Carve-
outs as % of 
Total Assets 

Trend in 
Overall CQ 
Score: LTM 

ended 
10/31/13 vs 

10/31/12*** 

Trend in 
Overall CQ 
Score (excl 

HY-Lite): 
LTM ended 

10/31/13 vs 
10/31/12*** 

Products 
Plastic 15 7 46.7% 4.29 3.67 4.06 3.50 3.73 3.39 3.56 3.47 10.6% 7.9% 21.4%     
Wood Products 21 4 19.0% 3.66 3.34 3.25 3.75 3.76 3.35 2.56 2.78 10.5% 7.9% 25.5%     

Pharmaceuticals 10 0 0.0% 3.67 3.67 3.83 3.70 3.77 4.20 3.40 2.23 8.3% 9.5% 23.3%     
Pharmaceuticals 10 0 0.0% 3.67 3.67 3.83 3.70 3.77 4.20 3.40 2.23 8.3% 9.5% 23.3%     

Retail & Business Products 52 6 11.5% 3.71 3.55 3.43 3.53 3.77 3.66 3.12 3.45 7.4% 7.2% 28.2% Stronger Steady 
Wholesale Distribution 37 4 10.8% 3.61 3.44 3.33 3.40 3.72 3.38 3.06 3.52 6.9% 7.8% 27.2% Stronger Stronger 

Services 91 8 8.8% 3.66 3.53 3.34 3.67 3.65 3.81 3.32 3.19 7.1% 7.9% 26.8% Weaker Weaker 
Equipment & Auto Rental 18 0 0.0% 3.66 3.66 3.42 3.44 3.93 3.97 3.66 3.23 6.1% 8.1% 39.2% Steady Steady 
Transaction Processors 64 5 7.8% 3.57 3.45 3.30 3.72 3.55 3.70 3.15 3.14 7.4% 7.9% 23.6% Steady Weaker 

Technology 50 8 16.0% 3.74 3.50 3.24 3.62 3.69 3.76 3.10 3.37 8.4% 11.3% 30.0% Weaker Weaker 
Technology Software 9 0 0.0% 3.45 3.45 3.12 3.79 3.29 3.99 2.75 3.96 5.4% 6.1% 15.7% Weaker Weaker 
Technology Equipment 30 4 13.3% 3.72 3.52 3.08 3.58 3.81 3.99 3.15 3.31 8.5% 11.8% 36.5% Weaker Weaker 

Telecommunications 58 12 20.7% 3.74 3.41 3.66 3.92 3.17 3.42 2.99 3.08 4.4% 9.5% 24.4%     
Wireline 24 4 16.7% 3.56 3.27 3.88 3.58 2.83 3.25 3.02 2.32 4.4% 5.9% 21.2% Weaker Weaker 
Satellite Services 11 0 0.0% 3.30 3.30 2.96 4.14 3.06 3.03 3.28 4.45 4.1% 10.4% 12.3%     

Utilities 15 8 53.3% 4.32 3.55 2.62 4.21 3.91 3.50 4.57 3.30 3.3% 8.1% 22.1%     
Wholesale Power 15 8 53.3% 4.32 3.55 2.62 4.21 3.91 3.50 4.57 3.30 3.3% 8.1% 22.1%     

Grand Total 980 179 18.3% 3.76 3.48 3.45 3.77 3.63 3.73 2.77 3.06 7.8% 8.1% 26.3% Weaker Weaker 

*  Chart excludes subsectors with less than seven bonds in the database 

**  Permitted investment carve-outs for oil & gas E&P issuances are often understated because the covenant package includes an uncapped carve-out for permitted business investment carve-outs. Such a carve-out isn't typically found in other sectors. 

***  LTM trend only included if there were more than five bond issuances in each period. 
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Appendix  

Company Description of Notes 

Rating 
at 

issuance RP Score PI Score 
Debt 

Score 
Lien 

Score 
Structure 

Score 
CoC 

Score 
CQ 

Score 
Benchmark 

Spreads* 

Michael Baker International, 
LLC 

$350m 8.250% Senior 
Secured Notes due 2018 

B2 1.00 1.85 3.35 1.75 1.15 2.95 2.03 
 

Pittsburgh Glass Works, LLC 
$360m 8.000% Senior 
Secured Notes due 2018 

B3 1.70 3.10 3.80 2.40 2.40 3.50 2.76 672.0 

Exopack Holdings S.A. $325m 7.875% Senior Notes 
due 2019 

Caa2 2.50 3.00 4.10 3.25 2.00 4.30 3.23 631.0 

Stackpole International Powder 
Metal, ULC 

$360m 7.750% Senior Secured 
Notes due 2021 B2 4.80 4.00 3.85 1.00 2.50 4.55 3.47 544.0 

Dole Food Company, Inc. 
$300m 7.250% Senior 
Secured Notes due 2019 

Caa1 2.40 3.00 4.05 5.00 3.50 3.10 3.57 580.0 

Gray Television, Inc. 
$375m 7.500% Senior Notes 
due 2020 

Caa1 4.50 4.00 3.10 5.00 2.15 2.70 3.79 
 

Level 3 Financing, Inc.  $640m 6.125% Senior Notes 
due 2021 

B3 5.00 4.15 2.60 4.15 5.00 1.75 3.82 392.0 

Antero Resources Finance 
Corporation 

$1000m 5.375% Senior Notes 
due 2021 B1 2.50 5.00 4.45 5.00 1.50 4.50 3.84 319.0 

Blackboard Inc. 
$365m 7.750% Senior Notes 
due 2019 

Caa1 4.25 4.30 3.60 4.00 2.00 4.55 3.85 613.0 

Neiman Marcus Group Ltd. 
Inc.(The) 

$960m 8.000% Senior Cash 
Pay Notes due 2021 

Caa2 4.10 4.35 3.45 5.00 1.75 3.85 3.88 565.0 

Neiman Marcus Group Ltd. 
Inc.(The) 

$600m 8.750% / 9.500% 
Senior PIK Toggle Notes due 
2021 

Caa2 4.10 4.35 3.45 5.00 1.75 3.85 3.88 640.0 

T-Mobile USA, Inc. 
$1250m 6.731% Senior Notes 
due 2022 

Ba3 4.50 5.00 4.20 3.75 1.10 3.70 3.91 444.0 

T-Mobile USA, Inc. $1250m 6.633% Senior Notes 
due 2021 

Ba3 4.50 5.00 4.20 3.75 1.10 3.70 3.91 447.0 

T-Mobile USA, Inc. 
$1250m 6.542% Senior Notes 
due 2020 Ba3 4.50 5.00 4.20 3.75 1.10 3.70 3.91 460.0 

T-Mobile USA, Inc. 
$1250m 6.464% Senior Notes 
due 2019 

Ba3 4.50 5.00 4.20 3.75 1.10 3.70 3.91 441.0 

T-Mobile USA, Inc. 
$600m 6.836% Senior Notes 
due 2023 

Ba3 4.50 5.00 4.20 3.75 1.10 3.70 3.91 450.0 

Freescale Semiconductor, Inc. $960m 6.000% Senior 
Secured Notes due 2022 

B1 5.00 5.00 4.25 1.25 4.65 3.85 4.21 363.0 

Rhodes Merger Sub, Inc. 
$250m 9.000% Senior notes 
due 2021 Caa3 5.00 4.30 3.95 4.00 2.00 4.55 4.12  

Alliant Techsystems Inc. 
$300m 5.250% Senior Notes 
due 2021 

Ba3 5.00 4.25 4.50 4.40 2.65 2.30 4.18 312.0 

Ferrellgas, L.P. / Ferrellgas 
Finance Corp. 

$325m 6.750% Senior Notes 
due 2022 

B2 5.00 5.00 4.50 4.15 5.00 2.30 4.44 446.0 

TMS International Corp. 
$275m 7.625% Senior Notes 
due 2021 

B3 4.60 4.95 4.50 5.00 2.50 4.30 4.45 535.0 

NGL Energy Partners LP $450m 6.875% Senior Notes 
due 2021 

B2 4.75 4.65 5.00 5.00 2.25 4.00 4.53 449.0 

Penn National Gaming 
$300m 5.875% Senior Notes 
due 2021 B1 5.00 4.75 4.50 5.00 5.00 3.70 4.72 359.0 

Crestwood Midstream Partners 
LP 

$600m 6.125% Senior Notes 
due 2022 

B1 5.00 5.00 4.95 5.00 2.75 4.80 4.74 387.5 

Chinos Intermediate Holdings 
A, Inc. 

$500m 7.750% / 8.500% 
Senior PIK Toggle Notes due 
2019 

Caa1 5.00 5.00 4.45 5.00 5.00 5.00 4.86 628.0 

CNH Capital LLC 
$500m 3.250% Senior Notes 
due 2017 

Ba1 
      

5.00 264.9 

L Brands, Inc. 
$500m 5.625% Senior Notes 
due 2023 

Ba1 
      

5.00 293.0 

Calpine Corporation $750m 6.000% Senior 
Secured Notes due 2022 

B1 
      

5.00 386.0 
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Company Description of Notes 

Rating 
at 

issuance RP Score PI Score 
Debt 

Score 
Lien 

Score 
Structure 

Score 
CoC 

Score 
CQ 

Score 
Benchmark 

Spreads* 

Audatex North America, Inc. $340m 6.125% Senior Notes 
due 2023 

Ba2       5.00 352.0 

USG Corporation 
$350m 5.875% Senior Notes 
due 2021 B2       5.00 370.0 

Kinder Morgan Inc. 
$750m 5.000% Senior Notes 
due 2021 

Ba2 
      

5.00 306.1 

Kinder Morgan Inc. 
$750m 5.625% Senior Notes 
due 2023 

Ba2 
      

5.00 307.3 

Seagate HDD Cayman $800m 3.750% Senior Notes 
due 2018 

Ba1 
      

5.00 243.0 

Leucadia National Corporation 
$750m 5.500% Senior Notes 
due 2023 Ba2       5.00 295.0 

KB Home 
$450m 7.000% Senior Notes 
due 2021 

B2 
      

5.00 460.0 

Wynn Macau, Limited 
$600m 5.250% Senior Notes 
due 2021 

Ba2 
      

5.00 288.0 

Leucadia National Corporation 
$250m 6.625% Senior Notes 
due 2043 

Ba2 
      

5.00 300.0 

* Spread to benchmarks provided by Dealogic and Datascope. Approximately 75% of issuances in Moody’s High-Yield Covenant Database are covered. 
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Moody’s Related Website 

» Covenant Database 

Moody’s Related Research 

Special Comments: 

» High-Yield Bond Covenants: Covenant Quality Scoring Criteria, May 2012 (141518) 

» Frequently Asked Questions: Moody's Covenant Quality Scoring, May 2012 (142044) 

» North American Covenant Quality Index: Bond Covenant Quality Declines in July, August 2013 
(157404) 

» Most North American Corporate Sectors See High-Yield Bond Covenants Weaken, July 2013 
(156122) 

» North American Base and Precious Metals Covenants Give Investors Strong Protection, June 
2013 (155478) 

» US Retailers’ PE-Backed Bond Covenants Are Much Weaker Than Non-PE Backed Issues, June 
2013 (154860) 

» North American Auto Suppliers' Bond Covenants Offer Weak Protection, May 2013 (153991) 

» 12 Most-Active Private Equity Sponsors Provide Weak Covenant Packages, April 2013 (152178) 

» Protections for North American Chemical Bonds Rank Among Weakest Measured, March 2013 
(151663) 

» High-Yield Cable Investors Let Issuers Increase Leverage, March 2013 (151016) 

» North American Broadcast, Media Services Offer Weak Restricted Payments Protection, February 
2013 (149228) 

» North American Consumer Products Bonds Offer Below-Average Protection, January 2013 
(148834) 

» North American Healthcare Bucks the Trend: Covenants are Weaker at Lower Rating Levels, 
November 2012 (147728) 

» US Gaming Bond Covenants Offer Most Investor Protection, October 2012 (145605) 

» Midstream MLP Covenants Offer Least Investor Protection; E&Ps Near US Average, October 
2012 (146695) 

» North American Telecom Bonds Offer Above-Average Protections, September 2012 (145475) 

» Canadian High-Yield Bonds Offer More Investor Protection Than US Bonds, September 2012 
(145342) 

To access any of these reports, click on the entry above. Note that these references are current as of the date of publication of 
this report and that more recent reports may be available. All research may not be available to all clients. 
 

 

http://www.moodys.com/covenantscores
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_141518
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_142044
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_157404
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_157404
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_156122
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_156122
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_155478
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_155478
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_154860
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_154860
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_153991
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_152178
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_151663
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_151663
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_151016
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_149228
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_149228
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_148834
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_148834
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_147728
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_147728
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_145605
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_146695
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_146695
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_145475
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_145342
http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_145342
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=159195
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