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CreditEdge Training 
A powerful approach to managing credit risk 

CreditEdge Training 2

Today’s Speakers

Not 
for

 D
ist

rib
uti

on

Not 
for

 D
ist

rib
uti

on
 @2019 Moody's Analytics, Inc., its licensors and affiliates. All rights reserved.



11/15/2019

2

CreditEdge Training 3

About Moody’s Analytics

CreditEdge Training 4

Agenda
1. Introducing CreditEdge
2. The basics of the public firm EDF model 
3. CreditEdge for Risk Management
4. CreditEdge for Asset Management
5. CreditEdge website and Excel Add-in demo
6. Coming soon to CreditEdge
7. Q&A
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Introducing 
CreditEdge1

CreditEdge Training 6

CreditEdge adds more industry awards to its name

 Best Credit Data Provider of the Year

 Best Wholesale Credit Modelling Software of the Year
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CreditEdge: Leverage the industry’s most accurate 
PD model through cutting-edge analytics 

CreditEdge Training 8

What is an EDF?

» EDF = Expected Default Frequency  Moody’s Analytics brand name for probability of default 
measure 

» Forward looking measure of default risk, with a term structure up to 10 years, calculated daily

» EDF ranges between 0.01% to 50% for corporates and  0.01% to 35% for financials 

Group of 100 
borrowers with 

1-year EDF of 5%

We would expect 5 
members of the group 

to default in the 
next 1 year
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The CreditEdge public firm EDF model predicts default 
with accuracy and high degree of advance warning

Average EDF for high-yield firms vs. 
Moody’s high-yield default rate 

Median EDF for North American firms 
that defaulted between 2008-2010

» The EDFs of the North American credit crisis 
casualties increased many months before default

» CreditEdge accurately and timely predicted the 
level of high-yield default rate

0%

4%

8%

12%

16%

Mar90 Jan95 Nov99 Sep04 Jul09 May14 Mar19

Average EDF US Speculative Default Rate

CreditEdge Training 10

The value of the public-firm EDF model in practice 

» Absolute default 
probabilities rather than 
relative rankings 

» Provides daily updates and 
aggregate market view

» Forward-looking signals 
provide early warning of 
changes in credit quality

The EDF highlighted Thomas Cook’s rising 
credit risk 1 year before default occurred

Bankruptcy
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What differentiates CreditEdge?

» Daily EDF & EDF-Implied Rating for 
38,000+ public entities 

» EDF term structure 1-10 years

» Benchmarking for peers, industry 
groups & regions

» Early Warning Toolkit with EDF Trigger

» Downgrade risk metric

» Scenario analysis 

» CDS coverage for 1,800+ entities

» Satellite models, i.e. Stressed EDF

The basics of the 
public firm EDF 
model2
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The public firm EDF model and large default 
database differentiate CreditEdge among competitors

» Black-Scholes-Merton: structural model with clear causal 
interpretation

» This approach allows what-if scenarios and counterfactuals: risk 
can be updated based on user assumptions, unlike reduced form 
models

» 11,700+ defaults globally since 1973

» Daily EDF data dating back to 1980

» Manual and machine learning research to expand database of default 
activity

» 60,000+ public firms (38k actively traded)

» Term structure 1 to 10 years; up to 30 years for rating to EDF

» 100 countries: America (29), APAC (18), EMEA (53)

» Launched in 1989 – 30 years market acceptance

Model

Database

Coverage

CreditEdge Training 14

We conduct annual validation of the public firm EDF 
model to ensure optimal performance 

Not 
for

 D
ist

rib
uti

on

Not 
for

 D
ist

rib
uti

on
 @2019 Moody's Analytics, Inc., its licensors and affiliates. All rights reserved.



11/15/2019

8

CreditEdge Training 15

Three key drivers of the public firm EDF model 

Market Value of Assets 
Cash Generative Power

Default Point
Liabilities Due

Asset Volatility
Business Risk

Market 
Leverage
(Financial 

Risk)

Market assessment of the present value of future cash flows of the business

Liabilities due in the event of stress

The variability of the market value of assets 

CreditEdge Training 16

When does a firm default?

CreditEdge assumes that default has a cause: 
If a firm’s market value falls below its liabilities due, default will occur 

» EDF measures the 
probability that a firm’s 
future market value will be 
insufficient to meet its 
future debt obligations

» This comparison between 
asset value and liabilities 
due (default point) is called 
market leverage
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Putting together the public firm EDF model 

Market Value 
of Assets

Asset 
Volatility

Default 
Point

Distance to Default

Expected Default Frequency

Balance Sheet Equity Price

Term Structure Implied Ratings

• The model uses a firm’s balance sheet and 
equity price data

• A firm’s market value of assets and asset 
volatility are estimated from equity price data

• A firm’s default point is calculated from its 
liabilities

• DD-to-EDF mapping based on global data set
• Separate DD-to-EDF mapping for corporates 

and financials

• EDFs for horizons greater than 1 year
• EDFs can be mapped to implied ratings

CreditEdge Training 18

CreditEdge tools help explain changes in an EDF 
from both a quantitative and qualitive standpoint

EDF Relative 
Contribution tool on 
the Company page to 
understand what 
drives an EDF change

Enhanced News on 
the Company page to 
access information on 
the events that 
triggered the EDF 
change 
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Additional CreditEdge models are derived from the 
public firm EDF model 

EDF-Implied Rating
Through-the-Cycle EDF

Economic & Regulatory Capital

Stressed EDF
Custom Scenarios

Stress Testing

CDS-Implied EDF
Fair-Value CDS Spreads

Credit Default Swap Analysis

Fair Value Spread
Alpha Factor

Asset Management & 
Bond Pricing

CreditEdge for Risk 
Management3
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The EDF Early Warning Toolkit is an easy to use and powerful 
addition to the portfolio monitoring process

Early Warning Toolkit: Empirically Tested Signals 
Providing Insight into Early Credit Deterioration

CreditEdge Training 22

A Large Bank uses CreditEdge as its Primary 
Portfolio Monitoring Solution

» Risk Portfolio Management Group; primary 
responsibility is to monitor their commercial portfolio, 
also responsible for working on their risk adjusted 
returns and capital calculations

» Two Primary Uses of EDF Data:
» Feeds internal model for economic capital calculations

» Serves as primary Early Warning system

» When the Early Warning system shows strong 
warning signs, they do a deep dive to decide if they 
need to reduce their exposure or close out the 
position

» Customization to their Processes:
» TTC EDF, Rating Outlook and EDF drivers added to their Early Warning 

process

» Automated industry analysis reports

» SEDF aggregated by country and industry as well as names in their 
portfolio for their capital calculations
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A Bank uses Implied Ratings to Monitor 
Deterioration Migration

» Credit Risk Management Dept; Credit Relationship Management team monitor names in portfolios to spot 
sensitivities and send bi-weekly status reports to larger Portfolio Management team

» Primary Use of EDF Data:
» EDF IR serves as part of their sensitivity report

» This report leans on the Bond and EDF IR’s; it monitors the IR Gap migration over multiple time frames with a 
focus on the movements over the last three months. They send this report around to alert portfolio managers of 
any 2 notch movements, the PM then decides if any action needs to be taken.

CreditEdge Training 24

A Real Estate Manager uses EDF to Create 
Custom Implied Rating

» Credit Department; monitor portfolio of tenants of real 
estate properties they own. See how viable they will be 
over the next 5 years as they sign 5 year agreements

» Two Primary Uses of EDF Data:
» Monitor trends of rolling 30 day 5 year EDF & Implied Ratings

» Custom Implied rating calculated off of rolling 30 day average EDF and used 
in their internal rating system

» When their internal rating falls below a certain level they 
deep dive on the name decide to break relationship with 
tenant or get collateral. 

» Customization to their Processes:
» Helped them build an automated spreadsheet to calculate custom implied 

rating scale and have it feed their internal rating system.
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A Corporate uses Triggers to Build their Watchlist

» Counterparty Credit Risk Group; set limits for 
each name within the portfolios and monitor 
them daily to make sure none of the names 
have crossed their threshold.

» Two Primary Uses of EDF Data:
» Have adopted our methodology as a primary element of their 

Early Warning tool

» EDF Trigger is used to help set their internal thresholds

» When EDF of any name is above their trigger for 
5 days in a row it is automatically added to the 
watchlist for deep dive review. If it is deemed too 
risky they reduce their exposure.

» Customization to their Processes:
» Worked with them to help infuse the triggers into their internal 

threshold calculation process

*Expanded List of Client Use Cases can be found in the Appendix

CreditEdge for Asset 
Management4
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CreditEdge contains over 265,000 bond issues 
denominated in 51 currencies

» Coverage continues to grow globally

» Includes floating rate, discount zero 
and variable rate coupon bonds

» Bond EDF tied to duration

» LGD to calculate expected losses

CreditEdge Training 28

CreditEdge proprietary Fair Value Spread and 
Alpha Factor measures help asset managers select 
underpriced bonds

Fair Value Spread 
(FVS)

Alpha Factor 
(AF)

(EDF x LGD) + MPR +/- issuer size factor

Option Adjusted Spread (OAS) / FVS

A possible 
opportunity 
to explore

Our research shows that Alpha Factors over 1 tend to 
have stronger returns and better credit risk characteristics 
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German asset manager using CreditEdge for credit 
risk control and to inform factor-based investment 
strategies 

Assess the Deterioration 
Probability metric to comply 
with issuer ratings mandate

Utilize EDF metrics 
to develop factor 
strategies in fixed 
income and equity

Use FVS and 
Alpha Factor for 

relative value 
bond analysis

CreditEdge Training 30

U.S. hedge fund using CreditEdge to support 
systematic credit trading strategies 

Utilize CreditEdge 
metrics to enhance 

existing trading models 
and build new ones

Analyze issuer EDF, 
asset volatility and 

distance to default as 
signals of credit risk 
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1st EDF-based ETF: Ossiam Solactive Moody’s 
Analytics IG EUR Select Credit ETF (Ticker: MOOC)

Source: www.ossiam.com

CreditEdge EDF and FVS 
act as filters to uncover 
corporate bonds with 

low default risk 

Innovation Award – Bond Markets 

CreditEdge website 
and Excel Add-in 
demo5
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CreditEdge is a platform suite that comprises four 
delivery methods to satisfy any user needs

CreditEdge Training 34

Manage portfolios and conduct individual name 
analysis right on CreditEdge 

Company and 
bond overview 
pages offer a 
customizable 
snapshot of 
relevant 
information

Entity and bond portfolio 
pages give you aggerate 
stats on portfolio 
performance, with the 
ability to drill down into 
each constituent 
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Portfolio analytics provide early warning of changes 
in credit risks

Run entity, bond and 
portfolio PDF reports 
containing key CreditEdge 
metrics for quick analysis

Find “movers” by EDF or 
Alpha Factor, and receive 
customizable alerts when 
credit risks change for 
entities, bonds and 
portfolios 

CreditEdge Training 36

Compare peers, groups and portfolios utilizing the 
peer analysis tool for additional insight

Select an industry group or 
portfolio to compare the 
selected entity against

Analyze a company’s 1-yr 
EDF versus the EDF trigger 
level of its industry group

Not 
for

 D
ist

rib
uti

on

Not 
for

 D
ist

rib
uti

on
 @2019 Moody's Analytics, Inc., its licensors and affiliates. All rights reserved.



11/15/2019

19

CreditEdge Training 37

The What-If Calculator on the website and via API 
supports scenario analysis

Shock an entity, 
bond, portfolio or 
group and view the 
forecasted term 
structure

Calculators available 
for EDF, FVCDS and 
CDS-I-EDF models

CreditEdge Training 38

Industry data and entity news complement the 
fundamental process

Analyze industry and 
geography 
developments to find 
sectors at-risk

Uncover relevant news 
by categories that 
could affect a firm’s 
credit quality 
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Powerful screening and benchmarking at company, 
group and bond level to find investment opportunities

Screen and 
benchmark the 
CreditEdge 
universe by 50+ 
criteria to build 
portfolios

Analyze 
performance of 
the sector 
average and 
outliers

CreditEdge Training 40

Best-in-Class charting and reporting analytics

Create a report for entities, 
bonds and groups 
(aggregate data)

Plot your data and use one of our 
templates or customize your chart 
with the ability to change color, 
style, scale, legend, etc.
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Easily create a Custom Entity by inputting market 
and financial data to produce an EDF value

Use to conduct in-
depth pro forma 
and M&A analyses

CreditEdge Training 42

Visit the CreditEdge Help Center for the latest 
research/validation documents, case studies and 
tutorial videos

Sample of CreditEdge Applied 
Research:

• Using EDF Measures to 
Identify At-Risk Names – A 
Monitoring & Early Warning 
Toolkit

• Preparing for a Turn in the 
Chinese Credit Cycle

• Converting Agency Ratings to 
Point-in-Time PD Term 
Structure

• EDF Measures as An Overlay 
to Credit Ratings

• Dealing with Fallen Angel Risk
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Coming soon to 
CreditEdge6

CreditEdge Training 44

We are working on several enhancements coming 
soon to CreditEdge 

Further capabilities of the News feature by integrating Artificial 
Intelligence to display more robust news 

Smarter entity and bond portfolio pages with more analytics and 
benchmarking capabilities

A new Analytics Hub with powerful screening, charting and reporting
functionalities
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Q&A7

CreditEdge Training 46

Upcoming CreditEdge Webinars 

November 21 at 10AM ET

Credit Markets Today & 
Beyond – Tools to Prepare 

for the Next Recession

Register at www.moodysanalytics.com/events

December 3 at 10AM ET

ESG & Credit Risk Ideas for 
Fixed Income Investors
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moodysanalytics.com

Questions?
CreditEdge Product Team
Feedback.CreditEdge@moodys.com

Client Services
Americas: +1.212.553.1653
clientservices@moodys.com

EMEA: +44.20.7772.5454
clientservices.emea@moodys.com

APAC: +852.3551.3077
clientservices.asia@moodys.com

Japan: +81.3.5408.4100
clientservices.japan@moodys.com

Thank You!

CreditEdge Training 48
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