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Overview

Portfolio Credit Monitoring & Analysis

What is it? 

› Credit risk review and advisory 

services

› Portfolio and individual self-

insurer credit analysis utilizing a 

multitude of sources such as 

credit ratings and probability of 

default models

› Ongoing and real time credit 

risk monitoring

What does it do?

› Early detection of warning signs

› Tailored credit risk reports and 

live presentations

› Helps determine appropriate 

course of action 

› Develop “ultimate rating levels” 

for all self-insurers

› Helps manage counterparty 

credit risks

› Protects Insolvency Trust Fund

from losses due to default

› Protects self-insurers from 

additional shortfall assessments

› Assists L&I with development of

financial watch list; better focus 

on real risks and actionable 

items

How does it help L&I 

and the self-insurers?
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Chapter 11 bankruptcy filing April 21

January      April            July October         January April       July              October

Rating

B1 / B+

B2 / B

B3 / B-

Caa1 / CCC+

Caa2 / CCC

Caa3 / CCC-

Ca / CC

C / C

D

Withdrawn
January February March April May June

Moody's S&P
Chapter 11 bankruptcy filing  May 31

ABC Company – Ratings (Year of Default) XYZ Company – 1-year PD (Year of Default)

Reviewing the portfolio of counterparties on an ongoing basis with a variety of tools (not just credit ratings 
alone) can help in identifying potential issues early in the process and facilitate additional action

Source: Moody’s, S&P, Moody’s Analytics CreditEdge

S&P Rating     1-Year PD

› Real-life example 1 shows a former counterparty that was downgraded 6 notches in four months before filing for Chapter 11 bankruptcy protection and 
having its credit ratings withdrawn

Annual vs. Ongoing Review

› Example 2 shows probability of default (PD) that increased drastically ahead of bankruptcy filing despite no change in rating from S&P

Portfolio Credit Monitoring & Analysis
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We use information and models from the major rating agencies in our analysis

Platform Application Description

Credit Rating Agencies

Moody’s Investor Service Public/private firms with public debt Ranks the creditworthiness of debt issuers using standardized ratings scale

Standard & Poor’s Public/private firms with public debt Ranks the creditworthiness of debt issuers using standardized ratings scale

Credit Analytics models

Moody’s CreditEdge Public firms
Probabilities of default and ratings for firms with publicly traded equity and 

published financial statements

Moody’s RiskCalc Private firms Probabilities of default and ratings for private firms

S&P RiskGauge Public and private firms
Probabilities of default and ratings for firms calibrated on ratings or stock 

price and financial statements

S&P PD Model Fundamentals Private firms Probabilities of default and ratings for private firms

Market Research/Data

Moody’s CreditView, S&P Capital IQ, S&P 

Global Ratings Research, Bloomberg, 

JPMorgan, Citi Velocity, Advisen, Oliver 

Wyman, Guy Carpenter, Allianz, and more

Credit market research, credit insurer ratings/scores and research, macro-economic research, industry specific 

research, individual company analyst reports, market pricing (equity, CDS)

Portfolio Credit Monitoring & Analysis

Resources 
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A typical report for L&I might include the below sections:

Portfolio Credit Monitoring & Analysis

Components of Presentations/Reports

Portfolio Analysis

The portfolio has minimal exposure to industries with the highest current default rate forecasts.  The Chemicals, Plastics, & Rubber sector and 

the Metals & Mining sector comprise the largest amount of counterparties, with 26 and 25, respectively, and together they hold 26% of the total 

portfolio credit exposure.

Industry Default Forecasts and Portfolio Exposure

For Illustrative Purposes Only

Industry

1-Yr Default 

Rate Forecast

# of 

Counterparties

Credit

Exposure

Hotel, Gaming, & Leisure 9.00% 1 1.0%

Media: Adv., Printing & Publishing 8.00% 2 0.6%

Automotive 7.50% 1 1.1%

Aerospace & Defense 5.00% 4 3.0%

Healthcare & Pharmaceuticals 2.98% 8 4.0%

Metals & Mining 2.68% 25 10.0%

Wholesale 2.41% 5 3.7%

Retail 2.26% 7 3.3%

Containers, Packaging, & Glass 1.80% 10 7.0%

Media: Diversified & Production 1.65% 8 4.0%

High Tech Industries 1.62% 9 6.0%

Chemicals, Plastics, & Rubber 1.41% 26 16.0%

Beverage, Food, & Tobacco 1.40% 3 5.0%

Media: Broadcasting & Subscription 1.33% 2 1.3%

Energy: Oil & Gas 1.24% 18 9.0%

Construction & Building 0.96% 8 6.6%

Transportation: Cargo 0.56% 16 8.0%

Insurance 0.47% 4 4.4%

Utilities: Oil & Gas 0.21% 2 2.0%

Energy: Electricity 0.19% 3 2.0%

Banking 0.01% 3 2.0%0.0% 2.0% 4.0% 6.0% 8.0% 10.0% 12.0% 14.0% 16.0% 18.0%

Banking

Energy: Electricity

Utilities: Oil & Gas

Insurance

Transportation: Cargo

Construction & Building

Energy: Oil & Gas

Media: Broadcasting & Subscription

Beverage, Food, & Tobacco

Chemicals, Plastics, & Rubber

High Tech Industries

Media: Diversified & Production

Containers, Packaging, & Glass

Retail

Wholesale

Metals & Mining

Healthcare & Pharmaceuticals

Aerospace & Defense

Automotive

Media: Advertising, Printing &…

Hotel, Gaming, & Leisure
1-Year Corporate Default Rate Forecast

# of Counterparties

Credit Exposure

Individual Counterparty Focus

Deeper dive into specific self-insurers in the portfolio, likely those 

considered “high-risk”, or with material deterioration in credit 

metrics

Examples

Takeaways

Final summary of report, highlighting the main themes of the 

analysis and recommendations around potential action or focus

Appendix

Glossary of terms, rating definitions, “traffic light” categories, 

ratings methodologies, additional portfolio information, etc.

Executive Summary

High-level summary of portfolio credit metrics and shifts from 

prior period, highlighting the most important details contained in 

the report

Economics & Credit Market Update

Default forecasts, industry outlooks, general rating agency 

sentiment and activity, major market changes relevant to the 

client portfolio

Portfolio Analysis

Expansive credit analysis of the portfolio, including but not limited 

to credit rating distributions/changes/outlooks, industry group 

comparisons, expected default frequencies (EDF), credit 

exposure analysis, and development of “watch lists”

Examples
Portfolio Analysis

The portfolio of counterparties comprises over $1.0B of credit exposure, with almost half (47.9%) of that total coming from the 10 largest 

counterparties (Franklin Medical Foundation alone comprises over a quarter of the total portfolio credit exposure). The majority of ratings are 

from public rating sources.

Summary

For Illustrative Purposes Only

Q3 2021 Q4 2021 D

Counterparties 285 281 -4

Credit Exposure ($M) 1,073.53 1,019.41 -54.12

Weighted Average Rating Baa3 Ba1 -1

Public/Private Rating Composition

by # of Counterparties

by Credit Exposure

58%/42%

82%/22%

56%/44%

80%/20%

25.9%

4.4%

3.8%

3.0%

2.6%

2.1%

2.0%

1.5%
1.5%1.1%

All Other 
Counterparties 
(272), 52.1%

Credit Exposure (% of Total Portfolio)

Franklin Medical Foundation

Middletown, Inc.

UVH Automotive Manufacturers

Point Solutions

Twelve Acres Properties

WVA Hosptials

Parkview Wholesalers

WOJM Corp

Vernon Hills, Inc.

GTV Industrial

All other Counterparties

Portfolio Analysis

Rating downgrades outpaced upgrades over the past quarter, both from publicly traded counterparties and private entities utilizing updated 

annual financials.

Rating Changes

For Illustrative Purposes Only
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Portfolio Analysis

The portfolio experienced overall rating deterioration since last quarter given formal rating downgrades and updated private entity financials 

that showed weakened credit metrics. The portfolio’s weighted average rating deteriorated to Ba1 from Baa3, with an increased proportion of 

ratings concentrated at the C rating levels.

Ratings Distribution

For Illustrative Purposes Only
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Portfolio Analysis

The Ratings Tracker this month saw increases in the ≤Caa1/CCC+ and ≤B1/B+ categories with a notable decrease in the investment grade 

portion of the portfolio’s total exposure.

Ratings Tracker Summary

For Illustrative Purposes Only
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Portfolio Analysis

The red line is illustrative, but demonstrates prudent risk management decisions as those members with the highest EDFs (Iron Financial and 

BioLabs Institute) are largely collateralized, aside from Southern Cross, LLC who saw a large EDF increase following worse than expected Q3 

results.

Credit Exposure at Risk (Top 10 Highest) – Drivers 

For Illustrative Purposes Only
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Portfolio Analysis

The below shows all counterparties in the portfolio and their respective traffic light color for each analysis category. 

Review Categories – Traffic Lights

For Illustrative Purposes Only

Counterparty 1 2 3 4

Neptune Energy Corporation 68.81           

XYZ Stores, Inc. 48.77           

U-H Automotive Company 42.77           

Desmond's Inc. 37.27           

Scotis Paper Company 29.73           

JT Smith Hospital 20.95           

Spandrill Wholesale Corporation 11.96           

Carefind Medical Center 18.34           

Biofind, Inc. 10.50           

 Oak County Hospital System, Inc. 12.97           

DDD Industries, Inc. 11.21           

Food 4 Less Corporation 8.69             

Axel Health, Inc. 7.77             

Redphase Markets, Inc. 24.08           

Golden Farms Inc. 8.91             

ABC Trucking Company 20.33           

Movebase Corporation 8.08             

Greendox LLC 17.84           

Credit 

Exposure

Review Category

Individual Counterparty Focus

By reviewing EDF drivers, we can see that Mack’s Stores’ “distance to default” decreased over the last few years as the company took on 

additional debt and liabilities. Generally, a firm’s owners choose to default when the value of the business (assets, green line) falls below what 

it owes (liabilities, red line). A narrowing of the gap provides cause for concern.

Mack’s Stores, Inc.

For Illustrative Purposes Only

We continue to recommend monitoring this counterparty closely at or near the top of the watch list and considering requesting an increase in their existing collateral position.

Probability of Default (EDF) Drivers – Distance to Default
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Market Value of Assets Default Point

Individual Counterparty Focus

Timpins Aluminum’s EDF has been increasing over the past few months, and is now well above the 90th percentile of their industry. Although 

the rating agencies have not commented or taken any ratings actions over the past year (ratings remain at B3/B-), we recommend obtaining 

additional collateral ahead of any potential rating downgrades and further company distress.

Timpins Aluminum Processors

For Illustrative Purposes Only

While the current surety bond held is equal to 75% of current credit exposure, we recommend requiring an increase and checking the creditworthiness of the surety provider.

Probability of Default (EDF) vs. Industry Average

Individual Counterparty Focus

Given updated financial inputs for the model for 123, Inc. utilized this quarter, we can see that this counterparty’s EDF deterioration and 

subsequent rating drop was largely driven by poor debt coverage, net losses (ROA), low cash on hand and the company’s relatively small size. 

123, Inc.

For Illustrative Purposes Only

We recommend reviewing the financial statements and notes deeper for this counterparty and obtaining at least 100% security given their rating deterioration and exposure to rising 

costs and supply chain issues in their industry.

($000’s) 6/31/21 6/31/20

Balance Sheet

Cash & Securities 859 1,181 

Total Current Assets 113,147 113,938 

Total Assets 173,564 177,984 

Short Term Debt 1,813 2,033 

Total Current Liabilities 21,355 21,065 

Long Term Debt          5,967 7,502 

Income Statement 

Sales 181,100 180,350 

Operating Profit (9,798) N/A 

Amortization and 

Depreciation 3,900 N/A 

Interest Expense 1,006 N/A 

Net Income (10,084) (7,344)

Rating Caa1 B3 

EDF 8.76% 6.20%
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RiskCalc Financial Ratio Relative Contributions

Individual Counterparty Focus

ABC Corp had its ratings downgraded by both Moody’s and S&P over the past quarter, with both ratings moved to negative outlook, fueled by 

their recent debt financed acquisition of XYZ Corp.

ABC Corp

For Illustrative Purposes Only
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Capital Structure

Line of Credit

CDA Notes

Lease Financing
Olbigations

Term Loan

We recommend continued close monitoring of this counterparty given its recent ratings downgrades and increased debt load.

Ratings and Outlook

S&P

● B rating downgraded to B- on 12/8/21, based on increased 

deb/leverage

● Negative Outlook

● Additional reasoning behind the rating downgrade include 

unsustainable capital structure, declining sales, worse than 

expected Q3 results

Moody’s

● Downgraded senior unsecured debt to B3 from B2 on 11/27/21 on 

elevated debt levels due to XYZ acquisition

● Negative Outlook

● Acquisition to produce an unstable capital structure for ABC

● Q3 results viewed as disappointing with net loss of $4.2M
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