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MOODY'S DEFINITION OF DEFAULT

A missed or delayed disbursement of interest and/or
principal, including delayed payments made within a grace
period;

Bankruptcy, administration, legal receivership, or other
legal blocks (perhaps by regulators) to the timely payment
of interest and/or principal;

A distressed exchange occurs where: (1) the issuer offers
debt holders a new security or package of securities that
amount to a diminished financial obligation (such as
preferred or common stock, or debt with a lower coupon or
par amount, lower seniority, or longer maturity); or (i1) the
exchange had the apparent purpose of helping the borrower
avoid default.
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A default 1s recorded on the first occurrence of a payment
default on any financial obligation, rated or unrated, other
than a financial obligation subject to a bona fide
commercial dispute; an exception occurs when an interest
payment missed on the due date is made within the grace
period. Preferred stock i1s not considered a financial
obligation; thus, a missed preferred stock dividend is not
normally equated with default. Distressed exchanges, on
the other hand, are considered defaults whenever the debt
holders are coerced into accepting substitute instruments
with lower coupons, longer maturities, or any other
diminished financial terms.
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For local- and foreign-currency bonds, notes, and bills
1ssued by the central government and held outside the
public sector of the country, a sovereign default occurs
when the central government either fails to pay scheduled
debt service on the due date or tenders an exchange offer of
new debt with less-favorable terms than the original issue.
(20)

For local currency 1ssued by the central bank, a sovereign
default takes place when notes are converted into a new
currency of less-than-equivalent face value.

For private-sector bank loans incurred by the central
government, a sovereign default occurs when the central
government either fails to pay scheduled debt service on
the due date or negotiates with the bank creditors a
rescheduling of principal or interest at less-favorable terms
than in the original loan.



Annual Default Counts and Volumes, 1970-2008
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HEZME2 (Probability of default , PD)
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Global Default Rates: Investment Grade Versus Speculative Grade
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Annual Speculative-Grade Default Rates, 1920-2008
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Global Corporate Average Cumulative Default Rates By Rating (1981-2009)
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FiE 2% Annual default rates
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bRt 2= Marginal default rate

calculated by dividing the number of issuers in a
static pool that default at a specific time horizon by
the number of issuers that survived (did not default)
to that point in time.
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2 FHBZZ Cumulative default rate

1s defined as the probability of default from the time

of cohort formation up to and including time horizon
T
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i briEZ) % (Average marginal default rate)
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Global Corporate
Cumulative Average
Default Rates (1981
- 2008) (%)

Rating

ARR
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3
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Sources: Standard & Poor‘s Global Fixed Income Research
and Standard & Poor’s CreditPro®.
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“5C’s” SR NI
character (integrity)
capacity (sufficient cash flow to service the obligation),
capital (net worth)
collateral (assets to secure the debt)
conditions (of the borrower and the overall economy).

“I%0¢ (Camels)” K AR

B 7 LM (Capital Adequacy)
7 i = (Asset Quality)
B 7KF(Management)
ZF)7K~F-(Earning)
a1 (Liquidity)
X RUSE B8R S (sensitivity)
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& A (Who)
{7k H = (Why)
i AR (When)
FHLRY)(What)
A ik (How)

5P

N N 2 (Personal)
2k H B (Purpose)
%4 (Payment)
{£F& (Protection)
Al 5 (Perspective)
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2010 Annual Global Corporate Default Study
And Rating Transitions.

Measuring Corporate Default Rates, Special
Comment, Moody's Investors Service.



