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Definition of Credit Ratings
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What is a Rating?
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• ...constitute a recommendation to buy, sell or hold a particular security

• …comment on the suitability of an investment for a particular investor

• ...measure liquidity, volatility, or market value of a financial instrument
• S&P does not perform an audit in connection with any rating

• A rating is not an opinion if a company is ”good” or ”bad” – it is a measure of the
risk an investor is taking on by investing in that company’s bonds.

A rating does NOT

Note: a rating is requested, agreed and paid for by  the borrower/ client
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Standard & Poor’s Rating Scales

AAA

AA+

AA A-1+

AA-

A+
A A-1
A-

BBB+ A-2

BBB

BBB- A-3

BB+

BB B

BB-

B+

B

B-

CCC+ C

CCC

CCC-

CC

SD

D D

Long-term 
Rating Scale

Short-term 
Rating Scale

Investment 
grade

Non-investment 
grade (high yield)

Ratings are actively monitored

Outlook

• How the rating can change 
in the medium term 2-3 
years’

• Positive’, ’Negative’, ’Stable’
or ’Developing’

Credit Watch

• Possible near-term change 
(90 days)

• Most likely event driven

• ’Positive’, ’Negative’, or 
’Developing’
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Rating Performance, Credit Trends and Outlook
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Do we get it right? Historical Default Data By Rati ng
Cumulative Default Rates 1981-2006
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Migration of Ratings         Average One-Year Migration  (1981-2006)

Source:  Table 10. S&P Annual 2006 Corporate Global Default Study . 

RATING AT THE END OF THE YEAR (%)

AAA AA A BBB BB B CCC/C D N. R. 

AAA 95.56 2.22 0.00 0.00 0.00 0.00 0.00 0.00 2.22

AA 0.23 95.32 1.64 0.00 0.00 0.00 0.00 0.00 2.81

A 0.07 3.62 89.59 3.84 0.30 0.00 0.00 0.00 2.58

BBB 0.00 0.13 4.28 86.09 2.57 0.33 0.00 0.00 6.59

BB 0.00 0.10 0.00 4.22 75.74 5.18 0.10 0.29 14.38

B 0.00 0.00 0.09 0.09 8.34 74.45 2.90 0.79 13.35

CCC/C 0.00 0.00 0.00 0.00 0.00 14.68 55.96 11.93 17.43
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Rating Distribution; Gradual Shift Towards Speculat ive Grade
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Global Default Rates Abnormally Low For An Extended  Period



10.
Permission to reprint or distribute any content from this presentation requires the prior written approval of Standard & Poor’s.

Default Rates Likely On The Rise However
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Default Rates Likely To Rise (Contd.)
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Low Interest Rate Environment Provide Breathing Spa ce

With interest rates still relatively low, default risk is likely to come from failure to 
make scheduled debt repayments. Debt refinancings big issue in 2008
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Credit Drivers in 2008

• Credit markets are a prevailing concern

• An economic slowdown is compounding business 
challenges

• The focus is on liquidity and credit quality matter s (timely 
access to funding)

• Credit spectrum now more skewed towards speculative  
grade (thus more rated issuers are likely to default)

• Commodity prices and cost pressures will affect iss uers

• Corporate M&A activity expected to rise

• Shareholder initiatives moderating?
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Shipping Ratings
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A Piece of History, A Few Examples...

TradeWinds; July 13, 2007

Golden OceanGolden Ocean

Alpha ShippingAlpha Shipping

Enterprise Enterprise ShipholdingShipholding

Global OceanGlobal Ocean

PanOceanicPanOceanic Bulk CarriersBulk Carriers

AmerAmer ReeferReefer

Pegasus Shipping LtdPegasus Shipping Ltd

MilleniumMillenium SeacarriersSeacarriers
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Global Shipping Outlook/CreditWatch Distribution
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Shipping: Rating Examples

Rating Business Risk 
Profile

Financial Risk 
Profile

MISC bhd A-/Negative/-- Satisfactory Intermediate

Mitsui O.S.K Lines BBB+/Stable/-- Satisfactory Intermediate

Wan Hai Lines Ltd. BBB-/Stable/-- Satisfactory Intermediate

BW Group BBB-/Watch Neg/-- Satisfactory Aggressive

CMA CGM S.A. BBB-/Negative/-- Satisfactory Aggressive 

Overseas Shipholding Group Inc. BB/Stable/-- Weak Aggressive

Stena AB BB+/Stable/-- Satisfactory Aggressive

Teekay Shipping Corp. BB+/Negative/-- Weak Aggressive

Gearbulk Holding Ltd BB/Stable/-- Weak Aggressive

Ship Finance International Ltd BB/Stable/-- Weak Aggressive

Navios Maritime Holdings Inc. BB-/Positive/-- Weak Aggressive

Berlian Laju Tankers Tbk B+/Watch Neg/-- Weak Highly leveraged

Britannia Bulk PLC B-/Positive/-- Vulnerable Highly leveraged
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Industrial Ratings Approach

Two basic risk areas are assessed – business risk an d financial risk
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A weighted average assessment (by perceived 
importance) is applied when a group has several 
large business areas
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High Industry Risk Drives Shipping Ratings

• Capital intensive

• High operating leverage

• Economic sensitivity

• Highly competitive and fragmented

• Lack of meaningful supply-side discipline

• Relatively low barriers to entry

• Largely commodity services

• High volatility in revenues and asset values (low p redictability)

• Generally sub-investment grade
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Average Tanker Earnings ($/day)
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Freight Rates and Newbuilding Prices are Correlated

Timing of fleet investments is critical to over-the-cycle cost competitiveness

VLCC earnings and newbuilding prices
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Sector Risk; Higher Volatilty In Larger Vessel Segments
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Industrial Ratings Matrix

Financial Risk Profile
FFO/Total 
debt (%)

Total 
debt/Total cap 

(%)

Total 
debt/EBITDA 

(x)
Minimal More than 60 Less than 25 Less than 1.5
Modest 45-60 25-35 1.5–2.0
Intermediate 30-45 35-45 2.0–3.0
Aggressive 15-30 45-55 3.0–4.5
Highly leveraged Less than 15 More than 55 More than 4.5

Financial Risk Indicative Ratios

FFO--Funds from operations.

Key Ratios

Business risk profile Minimal Modest Intermediate Aggressive Highly leveraged
Excellent AAA AA A BBB BB
Strong AA A A- BBB- BB-
Satisfactory A BBB+ BBB BB+ B+
Weak BBB BBB- BB+ BB- B
Vulnerable BB B+ B+ B B-

Business Risk/Financial Risk Matrix
Financial risk profile

When business risk has been assessed, financial risk i s analyzed:

And the two are combined into a final rating outcome:

Shipping companies’
ratios tend to be in the 
aggressive/highly 
leveraged category 
over a cycle.

Most likely rating 
outcome, reflecting high 
business risks and 
financial risks
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Keys To (Rating) Success

• Attractive (young and modern) and large fleet of ve ssels

• Predominant focus on time charter (or other medium term contracts of 

employment), balanced by some spot (voyage) revenue s

– Earnings and cash flow predictability is key (charter coverage), although profitability should not 

be disregarded (spot market)

• Company reputation and management credibility impor tant to attract the larger 

shippers (oil majors, grain trading housed, etc) 

• Maintenance of adequate over-the cycle financials

– Credit ratios expected to be very strong for rating category in peak cycle conditions, to prevent 

significant deterioration in a downturn

• Maintain sufficient balance sheet flexibility and b ack up liquidity to weather down-

cycle

– Adequate access to committed back up facilities and/or cash on balance sheet.

– Well-balanced debt maturity structure
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Shareholder Remuneration Have Restricted Ratings Up side
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Near-Term Credit Drivers For Rated Shipping Compani es

• Markets remain fairly robust

• Very easy to be a pessimist, but how many times can  we cry wolf...

• How long can China bear the weight of a whole indus try?

– High expectations but little margin for error. An extended period of strong demand growth 

needed to meet glut of supply in the near to medium term

• Newbuilds, newbuilds, newbuilds

– Oversupply looms closer, where is the discipline?

– Got to know your segment though, age profile and demand drivers differ significantly

– But, can all pay for what they have ordered and can the yards deliver?

• Shareholder friendliness increases, but who can bla me them?

– Shipping has generally generated poor returns until 2003

• Prepare yourself for the worst, but hope for the be st

– Maintain strong liquidity and balance sheet to weather a potential downturn
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Contact us!

Andreas Kindahl, Stockholm, Associate Director
+46 (0)8 440 5907

andreas_kindahl@standardandpoors.com

London Ratings Desk: +44 (0)207 847 7400 
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