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Annual 2005 Global Corporate Default Study
And Rating Transitions
NEW YORK (Standard & Poor's) Jan. 31, 2006-The key points
presented in this study are as follows:

" The global corporate default rate for speculative-grade
and investment-grade rated entities remained near all-
time lows, reaching 0.55% at the end of 2005 from
0.73% in 2004 on an issuer-weighted basis.

* Globally, speculative-grade default rates have remained
below the long-term (1981-2005) average of 4.65% for
23 consecutive months.

* In 2005, the total number of defaults (37) was the lowest
recorded since 1997, but the global default rate is
expected to edge up from its trough in 2006.

" A spate of high-profile defaults in the third and fourth
quarters of 2005 raised the total amount of debt affected
to US$42.5 billion, the largest volume since 2003.

" Analysis of the transition rates over the four quarters
ended December 2005 suggests that ratings behavior
continues to exhibit consistency with long-term trends,
showing a clear negative correlation between credit
quality and default probability.

" Not surprisingly, low defaults coincided with high
recovery rates, with ultimate recoveries in 2005 posting
their highest rates in 10 years.

* Gini ratios displayed a high degree of ratings accuracy
in terms of their historical ability of ratings to predict
default. Among corporate entities rated by Standard &
Poor's, an average one-year Gini coefficient of 84% was
recorded; three-year 78%; five-year 75%; and seven-
year 72%. (For details on Gini ratios, refer to Appendix
II at the end of the report).

* Corporate rating behavior was consistent with the
improving trends noted in other asset classes, notably
global structured finance. Appendix III summarizes the
key points from global structured finance relative to
corporates.

A total of 37 corporate defaults were recorded globally in 2005,
affecting rated debt worth US$42.5 billion (see Charts 1 and 2).'
Of the total, the U.S. recorded 32 defaults, whereas Europe
recorded one, affecting rated debt worth US$41.6 billion and
US$378 million, respectively. The remaining four defaults were a

Count includes nonconfidentially and confidentially rated entities

as well as those that were not rated at the time of default.
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ended December 2005 suggests that ratings behavior 
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global structured finance. Appendix III summarizes the 
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A total of 37 corporate defaults were recorded globally in 2005, 
affecting rated debt worth US$42.5 billion (see Charts 1 and 2).1 
bfthe total, the U.S. recorded 32 defaults, whereas Europe 
recorded one, affecting rated debt worth US$41.6 billion and 
US$378 million, respectively. The remaining four defaults were a 

I Count includes nonconfidentially and confidentially rated entities 
as well as those that were not rated at the time of default. 
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Chart 1. Annual Corporate Defaults By Number Of Issuers
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Canada-based telecommunications company, a Japan-based automotive company, a Uruguay-based
petroleum and natural gas company, and a confidentially rated default. This concentration is in part
attributable to the larger rated population in the U.S. Table 3 provides an itemized list of all the
defaults recorded in 2005. On an annual basis, the overall issuer-weighted default rate-including
both investment-grade and speculative-grade entities-was 0.55%, the lowest rate since 1997 (see
Table 1). One year earlier, 51 defaults had been recorded on rated debt worth US$16.2 billion. The
historical breakout of speculative-grade default rate by region is displayed in Table 2. At 1.35% in
Dec. 2005, the global speculative-grade default rate has remained below the long-term (1981-2005)
average of 4.65% for 23 consecutive months, but is still more than the record low of 1.3% posted in
the second quarter of 1997.

Table 1. Global Corporate Default Summary

1989
i990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

42

69
94

35

25

20

35

20

23

58

108

129

229

223

121

51

37

.3

0

0

1"

0

2

4
- 4,

5

6

3

0
1

56

65

30

13

15

29

16

20

49

92

104

173

158

90

37

29

2.71

3.26

1.37

0.55

0.61

1.01

0.49

0.62

1.31

2.15

2.36

3.78

3.60

1.92

0.73

0.55

ý0.14'

0.20

0.00

0.00

0.05

0.05

0.00

0.08

0.15

0.14

0.18,

0.20

0.46

0.10

0.00

0.03

8107 . 21.15

11.02

5.71

2.31
2.09

3.49

1.78

1.97

3.67
5.50

5:84.

.958

"9:15

4.90,

1.89

1.35

23.65

5.40

2.38

2.30

8.97

2.65

4.93

11.27

37.80
.43.00

118.80

190.10

62.50'

16.20

42.00

*This column includes companies that were no longer rated at the time of default.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The majority of defaults in 2005 were in the industrial sector, which constituted 31 of 37 defaults.
Other sectors recording defaults in 2005 were telecommunications, utilities, and financial
institutions with two defaults each. Within the industrial segment, transportation companies were
worst affected (seven defaults), followed by automotive (six) and consumer products (five). Forest
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products and building materials, metals mining and steel, and retail/restaurants recorded two
defaults each in 2005.

The average time to default for the pool of 37 defaulting issuers in 2005 was 8.4 years. The average
time to default was marked at 6.3, 7.6, 11.9, and 5.4 years during the four quarters of 2005,
respectively. The longest time to default among the 2005 entities was 24.7 years recorded by a
U.S.-based utility (Entergy New Orleans Inc.), whereas the shortest was seven months recorded by
a Japanese automaker (Mitsubishi Motors Corp.). This entity defaulted seven months after it had
regained a rating subsequent to a previous default in 2004. Mitsubishi Motors Corp. has received a
series of capital infusions in the form of debt-for-equity exchanges in which the consideration was
less than par value (tantamount to default). All but seven defaulting entities in 2005 were originally
rated speculative grade ('BB+' or lower). Not surprisingly, defaulted entities originally assigned an
investment grade rating ('BBB-' or higher) had a higher average time to default (14.0 years), nearly
double that of entities that were originally rated speculative grade (7.1 years). The rating path
observed for defaulters in the trailing 12 quarters is broadly representative of the long-term ratings
trend, which shows that both the average rating and median rating on all defaulting entities were in
the speculative-grade category in the five years preceding default (see Chart 3).

Chart 3. Average And Median Rating Path Of Defaulters
- - 1981-2005 Average - 1981-2005 Median - - Trailing 12 Quarter Average - Trailing 12 Quarter Median
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Table 2. Annual Speculative-Grade Default Rate by Region (%)

1'981 0.62 0.00 N/A N/A
1985 4.41 0.00 N/A N/A
1986 2.96 0.00 N/A 0.00
1987 3.29 0.00 N/A 0.00
1988 4.37 0.00 N/A 0.00

196 5.71 0.00 N/A 0.00
197 2.81 0.00 N/A 0.00
198 3.99 0.00 N/A 0.00

1989 4.17 0.00 N/A 37.50
1990 7.88 0.00 N/A 28.57
11991 10.69 50.00 N/A 25.00
1992 5.86 0.00 N/A 0.00
1993 2.21 20.00 0.00 0.00
1994 2.19 0.00 0.00 0.00
1995 3.62 8.33 0.00 0.00
1996 1.83 0.00 0.00 2.56
1997 2.15 0.00 0.00 1.89
1998 3.23 0.00 8.19 1.35
1999 5.16 6.58 7.14 5.00
2000 7.00 2.02 1.78 5.88
2001 10.51 7.34 5.88 12.12
2002 7.12 12.90 15.06 7.14
2003 5.55 3.42 3.39 5.08
2004 2.30 1.23 0.73 2.41
2005 1.88 0.56 0.21 1.18

U.S., Bermuda, and Cayman Islands.
** Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain,

Sweden, and U.K.
*** Australia, Canada, Iceland, Isle of Man, Japan, Liechtenstein, Malta, Monaco, New Zealand, Norway, and Switzerland,
N/A-Not available.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.
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Year 
1981 
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"~,I 

1983 

. - I 
U.S. & Tax European Emerging Oth *** 
Havens* Union** Markets I er 

0.62 0.00 N/A N/A 
4.41 0.00 N/A N/A 
2.96 0.00 N/A 0.00 
3.29 0.00 N/A 0.00 
4.37 0.00 N/A 0.00 

'1:~,§4". f------=...:-==-------=..:...::...:---'--"-'--'----...:...:..::~__I 
'1~985~-. 

5.71 0.00 N/A 0.00 
, ~:9~6:;'; l-----'-:..=....:....----=:.:..::...::~--.:....:.:..:..-'-----~:..=....:....---I 
'~\f~n~0\AL;\,;,~,;:,;~:'l------=~-'------=..::..::..=.---....:....:.:."--'--------:::...:..:::.=------I 
~98]: 

':19?8 
'1989 

1~96 
199·1 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 

2004-
2(105 .. 

2.81 
3.99 
4.17 
7.88 

10.69 
5.86 
2.21 
2.19 
3.62 
1.83 
2.15 
3.23 
5.16 
7.00 
10.51 
7.12 
5.55 
2.30 
1.88 

0.00 
0.00 
0.00 
0.00 

50.00 
0.00 

20.00 
0.00 
8.33 
0.00 
0.00 
0.00 
6.58 
2.02 
7.34 
12.90 
3.42 
1.23 
0.56 

* U.S., Bermuda, and Cayman Islands. 

N/A 0.00 
N/A 0.00 
N/A 37.50 
N/A 28.57 
N/A 25.00 
N/A 0.00 
0.00 0.00 
0.00 0.00 
0.00 0.00 
0.00 2.56 
0.00 1.89 
8.19 1.35 
7.14 5.00 
1.78 5.88 
5.88 12.12 
15.06 7.14 
3.39 5.08 
0.73 2.41 
0.21 1.18 

** Austria, Belgium, Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, Spain, 
Sweden, and UK 
*** Australia, Canada, Iceland, Isle of Man, Japan, Liechtenstein, Malta, Monaco, New Zealand, Norway, and Switzerland. 
N/A-Not available. 
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Table 3. 2005 Defaults*

Inland Fiber Group LLC USA Building Materias 225.0 1/13/2005 CCC 12/17/2003 B+ 10/24/1997

Tower Automotive Inc. USA Automotive 1,156.5 2/2/2005 CCC 1/21/2005 BB 12/9/1997
Brown Jordan International, USA Consumer Products 105.0 2/15/2005 NR 9/14/2004 B+ 8/4/1999
Inc.
Concordia Bus AB Sweden Transportation 378.0 2/15/2005 CC 1/19/2005 BB 1/17/2000
Winn-Dixie Stores Inc. USA Retail/Restaurants 1,385.9 2/21/2005 CCC 2/11/2005 BBB- 9/26/2000
WHX Corp. USA Metals, Mining & Steel 245.1 3/8/2005 CCC- 11/19/2004 BB 9/14/1994
Mitsubishi Motors Corp. Japan Automotive 0.0 3/10/2005 CC 1/31/2005 CCC+ 7/29/2004
aaiPharma Inc. USA Consumer Products 175.0 4/1/2005 CC 3/17/2005 B+ 3/19/2002
Ventro Corp. USA High Technology 9.3 4/1/2005 NR 10/19/2001 B- 5/25/2000
Eagle Picher Holdings Inc. USA Automotive 522.4 4/11/2005 CCC+ 3/24/2005 B+ 2/6/1998
SR Telecom Inc. Canada Telecommunications 60.7 4/22/2005 CC 1/20/2005 BB- 4/9/1998
Meridian Automotive USA Automotive 485.0 4/26/2005 CCC+ 2/14/2005 BB- 6/19/2000
Systems Inc.
Collins &Aikman Corp. USA Automotive 1,665.0 5/17/2005 CCC- 5/12/2005 A 12/31/1980
Administracion Nacional de Oil & Gas Exploration &
Combustibles Alcohol y Uruguay Production 0.0 5/31/2005 B 7/22/2004 BBB 8/15/2000
Portland
Salton Inc. USA Consumer Products 275.0 6/15/2005 CCC 11/23/2004 B+ 12/4/1998
Frontier Insurance Group, USA Insurance 0.0 7/5/2005 NR 3/24/2000 BBB+ 3/31/1997
Inc.
O'Sullivan Industries USA Consumer Products 255.0 7/15/2005 CCC+ 2/7/2005 B+ 11/2/1999
Holdings Inc.
Allied Holdings Inc. USA Transportation 150.0 7/31/2005 CCC- 6/10/2005 BB 9/2/1997
Anchor Glass Container Forest Products & 350.0 8/8/2005 CCC 6/28/2005 B+ 1/24/2003
Corp. Building Materials
ASARCO Inc. USA Metals, Mining & Steel 439.8 8/10/2005 CCC 7/12/2005 CCC+ 12/9/2003
Foamex L.P./FoamexFoae L.p. USA Finance Co. 497.5 8/15/2005 CCC+ 7/11/2005 B+ 9/25/1992
Capital Corp.
Delta Air Lines Inc. USA Transportation 6,046.9 9/14/2005 CC 9/16/2004 A 12/30/1980
Delta Air Lines Inc. -

Wetr i ie n. USA Transportation 0.0 9/14/2005 NR 6/115/11988 BB- 12/30/1 980Western Air Lines Inc.

Northwest Airlines Corp. USA Transportation 2,677.8 9/14/2005 CCC- 9/6/2005 BB- 7/18/1995
Northwest Airlines Corp. - USA Transportation 0.0 9/14/20'05 NR 2/1/1988 B+ 1/5/1983
Republic Airlines Inc.
Entergy Corp - Entergy New USA Utility 155.0 9/23/2005 CCC+ 9/20/2005 BBB+ 12/30/1980
Orleans Inc.
Charter Communications
Inc. - CharterCo atin USA Telecommunications 8,687.7 9/26/2005 CCC+ 8/19/2003 BB 3/10/1999Communications Holdings,

LLC
Delphi Corp. USA Automotive 4,822.5 10/8/2005 CCC- 10/6/2005 BBB 2/17/1999
Boyds Collection Ltd. (The) USA Consumer Products 34.4 10/16/2005 CCC 5/18/2005 B+ 4/15/1998
Refco Group Ltd., LLC USA Broker 1,265.0 10/17/2005 CC 10/14/2005 BB- 7/12/2004
Levitz Home Furnishings, USA Retail/Restaurants 130.0 10/11/2005 NR 9/2/2005 B- 10/18/2004
Inc.
FLYi Inc. USA Transportation 125.0 11/7/2005 CC 1/11/2005 B 9/29/1997
Curative Health Services USA Healthcare 185.0 12/20/2005 CCC+ 8/10/2005 B 4/6/2004
Inc.
Calpine Corp. USA Utility 9,559.5 12/6/2005 CCC- 12/2/2005 B 1/28/1994
(Three companies were confidentially rated.) 406.0

Tqta 42,475
*Excludes three confidentially rated defaults.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.
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Table 3. 2005 Defaults* 

I 
----------------- ------- -.-- ------- --- -----1------------·------------------ - - -- -----, 

D~bt Default Next to bate of Next to First Da~e of 
Company name Country Industry Amt. D t Last t L t R t· t' First 

(Mil.$) a e Rating as a mg ra mg Rating 
------ ----- -- --- - ------------------ - ->-- --- --------- ---- ._--------. -----------

Transportation 

Transportation 

USA Utility 155.0 9/23/2005 CCC+ 9/20/2005 BBB+ 12/30/1980 

USA Telecommunications 8,687.7 9/26/2005 CCC+ 8/19/2003 BB 3/10/1999 

'Excludes three confidentially rated defaults. 
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Within the speculative-grade category, the lower the original rating of an issuer, the shorter the time
to default over the long term. For example, for the entire pool of defaulters (1981-2005), the
average time to default for issuers that were originally rated in the 'BB' and 'B' rating categories was
5.9 years and 4.4 years, respectively, from initial rating (or from Dec. 31, 1980, the starting date of
the study), whereas issuers in the 'CCC' rating category or lower had an average time to default of
2.6 years (see Table 4). Tables 4 and 5 display the median, average and standard deviations for the
time to default from original as well as last rating. Note that the standard deviation of the times to
default shrink progressively as one moves down the ratings ladder.

Table 4. Time To Default From Original Rating

0.i .U t A) U.• •

18 12.0 10.1 6.1
58 12.5 10.7 6.5
133 8.0 6.4 5.9
395 5.9 4.5 4.5
790 4.4 3.5 3.5
73 2.6 1.7 2.4
N/A N/A N/A N/A

1470 5.4 4.0 4.6
*Or Dec. 31, 1980, whichever is later. NR-Not rated. N/A-Not available.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

It Frnm I Uc R!Uti

0 N/A N/A N/A
0 N/A N/A N/A
0 N/A N/A N/A
8 0.6 0.1 1.2

28 1.6 1.3 1.5
291 1.2 0.7 1.3
852 0.4 0.2 0.6
291 3.7 2.4 4.1
1470 1.2 0.3 2.4

NR-Not rated. N/A-Not available.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The incidence of defaults had been steadily trending down since its peak in 2002 but appears to
have hit bottom in 2005 (see Chart 4). The seven defaults in the fourth quarter constituted the
lowest number of defaults since the second quarter of 2004. In contrast, the volume of debt affected
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to default over the long term. For example, for the entire pool of defaulters (1981-2005), the 
average time to default for issuers that were originally rated in the 'BB' and 'B' rating categories was 
5.9 years and 4.4 years, respectively, from initial rating (or from Dec. 31, 1980, the starting date of 
the study), whereas issuers in the 'CCC' rating category or lower had an average time to default of 
2.6 years (see Table 4). Tables 4 and 5 display the median, average and standard deviations for the 
time to default from original as well as last rating. Note that the standard deviation of the times to 
default shrink progressively as one moves down the ratings ladder. 

Table 4. Time To Default From Original Rating 

'Or Dec. 31,1980, whichever is later. NR-Not rated. NfA-Not available. 
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

NR-Not rated. NfA-Not available. 
Source: Standard & Poor's Global Fixed Incom~ Research; Standard & Poor's CreditPro® 7.02. 
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lowest number of defaults since the second quarter of 2004. In contrast, the volume of debt affected 
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by the defaults rose to US$19.6 billion and US$16.1 billion in the third and fourth quarter of 2005,
respectively, the highest levels since 2003 (see Chart 5). Most of the escalation in debt volume was
attributable to the defaults by Charter Communications Inc., Delta Air Lines Inc., and Northwest
Airlines Corp. in the third quarter and the defaults by Delphi Corp. and Calpine Corp. in the fourth
quarter. For a listing of the largest defaults by year, refer to Table 6. In Europe, the dollar volume of
debt defaulting shrank to US$378 million from US$1.3 billion one year earlier.

Table 6. Largest Global Rated Defaults By Year

~7@~X•IIX~J ~X~ii~xiQ I
Year Defaulted Issuer Amount (mil. $)

,1991 Columbia Gas System 2,292
1992, i Macy(R.H.)&Co. 1,396-, 1
1993- Mesa, Inc. 600,
1994 Confederation Life Insurance 2,415
1995 Grand Union Co./Grand Union Capital 2,163
1996 Tiphook Finance 700
1997 Flagstar Corp. 1,021
1998 Service Merchandise Co. 1,326
1999 Integrated Health Services Inc. 3,394
2000 Owens Corning3,9
2001 tEnron Corp. 10,779'
2002 WorldCom Inc. "30000
2003 Parmalat Finanziaria SpA 7,177
2004 RCN Corp. 1,800
2005 Calpine Corp. 9,559

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02

By industry, the highest default rates in 2005 were recorded in the transportation sector, followed
by the broadly defined heavy industrials sector (comprised of aerospace, automotive, capital goods,
and metals) and the consumer/service sector. Table 7 shows a historical breakout of global default
rates by industry. The high default incidence among transportation, automotive, and consumer
products entities is broadly mirrored in the industry concentration at the top rungs of the weakest
links of the past 18 months (For more detail, please refer to the monthly report titled "Global Bond
Markets' Weakest Links & Monthly Default Rates, " last published Jan. 6, 2006 and available on
RatingsDirect or at http://wwviw..standardandpoors.com/lfir).
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rates by industry. The high default incidence among transportation, automotive, and consumer 
products entities is broadly mirrored in the industry concentration at the top rungs of the weakest 
links of the past 18 months (For more detail, please refer to the monthly report titled "Global Bond 
Markets' Weakest Links & Monthly Default Rates, " last published Jan. 6, 2006 and available on 
RatingsDirect or at http://vvww.standardandpoors.com/gfir). 
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Chart 4. Quarterly Corporate Defaults By Number Of Issuers
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Chart 5. Quarterly Global Corporate Defaulting Debt Amount
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Table 7. Annual Default Rates by Industry (%)

1981 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 2.04 0.00
1982 1.26 1.63 4.42 0.00 1.0 0.83 0.00 0.00 0.7 0.00 1.37 0.00 0.40
1983 0.89 1.23 2.52 0.00 0.00 3.17 0.00 0.00 3.16 0.00 1.28 0.00 0.00
1984 0.00 0.40 4.72 0.00 1.39 0.00 2.99 0.00 1.52 0.00 0.00 2.91 0.00
1985 1.23 1.54 4.72 0.00 0.00 2.08 0.00 1.52 2.50 0.00 0.00 0.00 0.00
1986 34.56 0.34 9.02 0.00 7.5 1.87 3.53 0.00 0.94 5.56 0.00 6.00 0.00
1987 1.79 1.31 4.42 0.00 1.09 0.030.043 0.00 1.83 0.00 1.37 0.00 0.37
1988 1.12 1.90 1.94 1.99 1.01 3.17 0.00 0.00 3A6 0.00 1.28 0.00 0.72
1989 2.32 1.25 0.00 2.48 0.00 0.00 1.01 0.58 7.24 9.38 0.00 1.69 0.00
1990 01.98 4.76 0.00 1.43 7192 0.00 4.60 0.00 9.70 8.00 2.60 3.60 0.00
1991 03.02 6.62 2.97 1.90 7.95 1.75 2.78 1.83 6.90 5.56 0.00 6.00 0.69
1992 1.72 2.79 0.93 1.83 1.30 0.00 4.35 0.00 1.83 5.56 1.65 0.71 0.098
1993 1.65 1.00 1.65 0.24 1.1 2 0.00 0.00 0.81 0.00 1.18 1.85 0.00
1994 0.40 1.21 0.78 0.00 0.95 0.60 1.18 0.26 2.82 0.00 1.88 1.60 0.00
1995 0.00 3.66 0.69 0.51 2.50 1.10 1.06 0.23 1.72 0.00 0.00 2.36 0.00
1996 0.96 1.85 0.62 0.00 0.00 0.00 0.00 0.00 1.94 0.00 0.95 0.00 0.00
1997 I0.88 2.40 0.00 0.27 0.00 0.47 0.93 0.22 0.44 0.00 1.65 0.71 0.00
1998 1.02 3.28 1.42 1.21 1.14 2.07 0.00 0.00 2.81 0.77 1.18 1.85 0.00
1999 I3.82 3.10 5.00 0.25 1.55 3.10 1.23 0.92 5.09 0.00 1.88 4.89 0.20
20'00, I 3.81 5.25 0.88 0.12 3.57 4.30 4.29 0.71 4.03 0.00 2.98 4.49 0.38

=,ý2001 9.45 5.97 1.73 1.53 4.28 4.18 4.88 0.00 4.91 0.00 11.11 3.39 0.53

,2002 5.36 2.92 3.31 0.73 4.86 1.81 1.82 0.96 5.83 0.56 17.01 4.92 4.17
2003. 3.51 3.04 1.19 0.29 1.11 2.48 2.29 0.68 0.66 0.00 10.60 2.37 1.51
20041 2.26 1.58 0.78 0.09 1.59 0.32 0.00 0.00 0.94 0.00 1.45 0.99 0.17

,,,2005- 1.33 1.01 0.36 0.09 0.48 0.86 0.00 0.00 0.62 0.00 0.44 2.27 0.32

Includes investment-grade and speculative-grade rated entities.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The trend in the quarterly default rate-defined as the number of defaulting entities as a proportion
of total entities rated by Standard & Poor's-corroborates the compression in defaults. The EU
speculative-grade default rate showed the greatest deceleration relative to its 2002 peak, but
volatility in this series is in part exacerbated by the smaller size of the underlying population (see
Chart 6).

The deceleration in defaults can also be seen in the trailing 12-month default rate (see Chart 7).
Globally, the speculative-grade default rate has sunk to levels not seen since 1997. This
phenomenon is mirrored in both the U.S. and European bond markets. The 12-month rolling
speculative-grade default rate for the U.S. remains at its lowest level since June 1997, having
reached 1.88% at the end of December. The trailing 12 month speculative grade default rate for
Europe was 0.56%.

The global speculative-grade default rate is now a fraction of its long-term (1981-2005) average of
4.65%, but still slightly higher than the record low of 1.28% posted in April 1997. The U.S.
speculative-grade default rate is also lower than its long-term (1981-2005) average of 4.70%.
European speculative-grade default rates have remained very low with only one observed default in
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1998 ~~~~~ __ ~~ __ ~~~~--~~--~~--~~~~--~~--~~~~--~~~ 
1999 
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Includes investment-grade and speculative-grade rated entities. 
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

The trend in the quarterly default rate-defined as the number of defaulting entities as a proportion 
of total entities rated by Standard & Poor's-corroborates the compression in defaults. The EU 
speculative-grade default rate showed the greatest deceleration relative to its 20'02 peak, but 
volatility in this series is in part exacerbated by the smaller size of the underlying population (see 
Chart 6). 

The deceleration in defaults can also be seen in the trailing 12-month default rate (see Chart 7). 
Globally, the speculative-grade default rate has sunk to levels not seen since 1997. This 
phenomenon is mirrored in both the U.S. and European bond markets. The 12-month rolling 
speculative-grade default rate for the U.S. remains at its lowest level since June 1997, having 
reached 1.88% at the end of December. The trailing 12 month speculative grade default rate for 
Europe was 0.56%. 

The global speculative-grade default rate is now a fraction of its long-term (1981-2005) average of 
4.65%, but still slightly higher than the record low of 1.28% posted in April 1997. The U.S. 
speculative-grade default rate is also lower than its long-term (1981-2005) average of 4.70%. 
European speculative-grade default rates have remained very low with only one observed default in 
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the trailing 12 months. Steep declines were also seen in the emerging markets, which recorded a
0.21% default rate at the end of 2005 versus 3.39% at the end of 2003 and 15.06% at the end of
2002. One emerging markets default has been observed in the trailing 12 months: Administracion
Nacional de Combustibles Alcohol y Portland of Uruguay.

Chart 6. Speculative Grade Quarterly Default Rate
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poors CraditPro® 7.02.
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The growth in ratings penetration in the speculative-grade segment had no visible deleterious
impact on the default rate, which continued to decrease relative to the peak in 2002, even though
the proportion of issuers rated speculative grade showed no decline. This is true not only globally,
but also at the regional level for the U.S. and Europe (see Charts 8, 9, and 10). The EU displays a
flatter trend in the proportion of speculative-grade issuers compared with the U.S., but even here
there is no evidence of a decline (see Chart 10). Factors such as abundant liquidity, an
accommodative monetary policy by major central banks (interest rates remain historically low
notwithstanding a turnaround among central banks in certain regions, e.g., the U.S. and Canada),
and a continued large appetite for risk among investors appear to have facilitated adequate
financing opportunities to a growing universe of speculative-grade rated companies.
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The growth in ratings penetration in the speculative-grade segment had no visible deleterious 
impact on the default rate, which continued to decrease relative to the peak in 2002, even though 
the proportion of issuers rated speculative grade showed no decline. This is true not only globally, 
but also at the regional level for the U.s. and Europe (see Charts 8, 9, and 10). The EU displays a 
flatter trend in the proportion of speculative-grade issuers compared with the U.S., but even here 
there is no evidence ofa decline (see Chart 10). Factors such as abundant liquidity, an 
accommodative monetary policy by major central banks (interest rates remain historically low 
notwithstanding a turnaround among central banks in certain regions, e.g., the U.S. and Canada), 
and a continued large appetite for risk among investors appear to have facilitated adequate 
financing opportunities to a growing universe of speculative-grade rated companies. 
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Chart 7. Trailing 12 Month Speculative Grade Default Rate
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Chart 8. Global Speculative Grade Default Rate Versus Credit Quality
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Chart 9. U.S. Speculative Grade Default Rate Versus Credit Quality
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Chart 10. European Union Speculative Grade Default Rate Versus Credit Quality
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Analysis of the transition rates over the four quarters ended December 2005 suggests that ratings
behavior continues to exhibit consisten@y with long-term trends, showing a clear negative
correlation between credit quality and default probability. Table 8 demonstrates that investment
grade rated issuers-globally as well as in the U.S. and Europe-tend to exhibit less ratings
volatility than their speculative-grade counterparts. For instance, the probability that any issuer
rated 'AA' at the beginning of this period (i.e., Jan. 1, 2005) will still be rated 'AA' at the end of
this period (i.e., Dec. 31, 2005) is 90.66%, whereas the probability that an issuer rated 'B' will be
rated 'B' at the end of the four quarters is only 70.59%. The same relationship holds even when the
transition rates are analyzed separately for the U.S., Europe, or the emerging markets (see Table 8).

Table 8. 2005 Transition Rates by Region (%)
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Analysis of the transition rates over the four quarters ended December 2005 suggests that ratings 
behavior continu~s to exhibit consistency with long-term trends, showing a clear negative 
correlation between credit quality and default probability. Table 8 demonstrates that investment 
grade rated issuers-globally as well as in the U.S. and Europe-tend to exhibit less ratings 
volatility than their speculative-grade counterparts. For instance, the probability that any issuer 
rated' AA' at the beginning of this period (i.e., Jan. 1, 2005) will still be rated' AA' at the end of 
this period (i.e., Dec. 31, 2005) is 90.66%, whereas the probability that an issuer rated 'B' will be 
rated 'B' at the end of the four quarters is only 70.59%. The same relationship holds even when the 
transition rates are analyzed separately for the U.S., Europe, or the emerging markets (see Table 8). 

Table 8.2005 Transition Rates by Region (%) 
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Global Fixed Income Research

Table 9. Global Average One-Year Transition Rates, 1981 to 2005 (%)

AAA 88.20 7.67 0.49 0.09 0.06 0.00 0.00 0.00 3.49
AA , 0.58 87.16 7.63 0.58 0.06 0.11 0.02 0.01 3.85
A , 0.05 1.90 87.24 5.59 0.42 0.15 0.03 0.04 4.58
BBB 0.02 0.16 3.85 84.13 4.27 0.76 0.17 0.27 6.37
BB 0.03 0.04 0.25 5.26 75.74 7.36 0.90 1.12 9.29
B ' 0.00 0.05 0.19 0.31 5.52 72.67 4.21 5.38 11.67
CCC/C 0.00 0.00 0.28 0.41 1.24 10.92 47.06 27.02 13.06

I

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

This pattern correlates with the long-term (1981-2005) trend of ratings behavior among all global
rated issuers. This study-in line with previous default studies--confirms that companies to which
Standard & Poor's assigns higher ratings are more stable than lower-rated companies. 'AAA' rated
issuers were still rated 'AAA' one year later 88.20% of the time and 'CCC'/'C' ratings remained
'CCC'/'C' 47.06% of the time (see Table 9). These long-term relationships do not change even
when default rates are broken out by region (see Table 10) or when entities that are not rated at
some point during their rating history are removed from consideration (see Table 11).

Table 10. Average One-Year Transition Rates, 1981 to 2005 (%)

Mn
M
4)

0E

M

CL
0

(U

.E-

E

LU

From/To
AAA
AA
A
BBB
BB
B
CCC/C

From/To
AAA
AA
A
BBB
BB
B
CCC/C
From/To
AAA
AA
A
BBB
BB
B
CCC/C

88.68 6.80 0.53 0.04 0.09 0.00 0.00 0.00 3.86
0.60 87.14 7.39 0.67 0.07 0.15 0.03 0.01 3.94
0.06 1.86 87.14 5.70 0.50 0.18 0.04 0.05 4.46
0.02 0.17 3.76 84.09 4.55 0.77 0.13 0.28 6.23
0.05 0.06 0.31 5.49 75.26 8.01 0.76 1.09 8.98
0.00 0.06 0.20 0.30 5.18 73.43 4.32 5.38 11.13
0.00 0.00 0.36 0.54 1.35 9.34 47.62 27.22 13.57.

A.AA AA- 1 I I BB B B CD
87.32 8.99 0.64 0.16 0.00 0.00 0.00 0.00 2.89
0.21 86.37 9.28 0.46 0.00 0.00 0.00 0.00 3.69
0.00 2.19 87.37 4.89 0.19 0.03 0.00 0.00 5.34
0.00 0.20 4.62 82.76 2.54 0.65 0.13 0.26 8.85
0.00 0.00 0.00 3.04 72.68 8.43 0.51 0.67 14.67
0.00 0.00 0.26 0.51 5.91 63.75 4.88 4.88 19.79

1 0.00 0.00 0.00 0.00 0.00 13.51 29.73 51.35 5.41

90.91 2.27 0.00 0.00 0.00 0.00 0.00 0.00 6.82
1.15 81.61 11.49 1.15 0.00 1.15 0.00 0.00 3.45
0.00 1.77 87.39 7.08 0.66 0.66 0.00 0.00 2.43
0.00 0.00 4.11 84.56 4.84 1.48 0.82 0.16 4.02
0.00 0.00 0.07 4.35 79.54 4.15 2.11 1.63 8.16
0.00 0.00 0.10 0.39 8.11 70.90 3.22 4.88 12.40

AAA~ AA A BB B C C D N

0.00 0.00 0.00 0.00 0.82 18.78 49.80 20.82 9.80
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.
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AA 
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H .. 
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88.20 
0.58 
0.05 
0.02 
0.03 
0.00 
0.00 

7.67 0.49 
87.16 7.63 
1.90 87.24 
0.16 3.85 
0.04 0.25 
0.05 0.19 
0.00 0.28 

0.09 0.06 0.00 0.00 
0.58 0.06 0.11 0.02 
5.59 0.42 0.15 0.03 

84.13 4.27 0.76 0.17 
5.26 75.74 7.36 0.90 
0.31 5.52 72.67 4.21 
0.41 1.24 10.92 47.06 

0.00 
0.01 
0.04 
0.27 
1.12 
5.38 

27.02 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

3.49 
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4.58 
6.37 
9.29 
11.67 
13.06 

This pattern correlates with the long-term (1981-2005) trend of ratings behavior among all global 
rated issuers. This study-in line with previous default studies-'-wnfirms that companies to which 
Standard & Poor's assigns higher ratings are more stable than lower-rated companies. 'AAA' rated 
issuers were still rated 'AAA' one year later 88.20% of the time and 'CCC'/'C' ratings remained 
'CCC'/'C' 47.06% of the time (see Table 9). These long-term relationships do not change even 
when default rates are broken out by region (see Table 10) or when entities that are not rated at 
some point during their rating history are removed from consideration (see Table 11). 

Table 10. Average One-Year Transition Rates, 1981 to 2005 (%) 

FromlTo AM AA. A BBB [" BB B eCOle D NR I 
II) AAA 
GI 

88.68 6.80 0.53 0.04 0.09 0.00 0.00 0.00 3.86 - AA III 0.60 87.14 7.39 0.67 0.07 0.15 0.03 0.01 3.94 -II) A 0.06 1.86 87.14 5.70 0.50 0.18 0.04 0.05 4.46 
'"C BBB GI 0.02 0.17 3.76 84.09 4.55 0.77 0.13 0.28 6.23 
:t: 

BB c 0.05 0.06 0.31 5.49 75.26 8.01 0.76 1.09 8.98 
:::l 

B 0.00 0.06 0.20 0.30 5.18 73.43 4.32 5.38 11.13 
CCC/C 0.00 0.00 0.36 0.54 1.35 9.34 47.62 27.22 13.57 

c FromlTo AM AA A BBB [BB B eCOle D 'NR I 
.S! AAA 87.32 8.99 0.64 0.16 0.00 0.00 0.00 0.00 2.89 
c AA :::l 0.21 86.37 9.28 0.46 0.00 0.00 0.00 0.00 3.69 
c A III 

0.00 2.19 87.37 4.89 0.19 0.03 0.00 0.00 5.34 
GI BBB Q. 0.00 0.20 4.62 82.76 2.54 0.65 0.13 0.26 8.85 
0 BB ... 0.00 0.00 0.00 3.04 72.68 8.43 0.51 0.67 14.67 
j 

B w 0.00 0.00 0.26 0.51 5.91 63.75 4.88 4.88 19.79 
CCC/C 0.00 0.00 0.00 0.00 0.00 13.51 29.73 51.35 5.41 

II) - FromlTo AM AA A BBB [ BB' B ceO/e D' NR 1 
GI AAA ~ 90.91 2.27 0.00 0.00 0.00 0.00 0.00 0.00 6.82 .. 

AA III 
:!E 

A en 

1.15 81.61 11.49 1.15 0.00 1.15 0.00 0.00 3.45 
0.00 1.77 87.39 7.08 0.66 0.66 0.00 0.00 2.43 

c BBB 0.00 0.00 4.11 84.56 4.84 1.48 0.82 0.16 4.02 en 
BB .. 

GI 0.00 0.00 0.07 4.35 79.54 4.15 2.11 1.63 8.16 
E B 0.00 0.00 0.10 0.39 8.11 70.90 3.22 4.88 12.40 w 

CCC/C 0.00 0.00 0.00 0.00 0.82 18.78 49.80 20.82 9.80 
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Table 11. Average One-Year N.R.-Removed Transition Rates, 1981 to 2005 (%)

91.42 7.92 0.51 0.09 0.06 0.00 0.00 0.00

`.61 90.68 7.91 0.61 0.05 0.11 0.02 0.01

10.05 1.99 91.43 5.86 0.43 0.16 0.03 0.04

05.02 0.17 4.08 89.94 4.55 0.79 0.18 0.27

0.04 0.05 0.27 5.79 83.61 8.06 0.99 1.20
0.00 0.06 0.22 0.35 6.21 82.49 4.76 5.91
0.00 0.00 0.32 0.48 1.45 12.63 54.71 30.41

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditProO 7.02.

All of Standard & Poor's default studies have found a clear correlation between credit quality and
default remoteness: the higher the rating the lower the probability of default, 'and vice versa. Over
each time span, lower ratings correspond to higher default rates (see Tables 12 and 13 and Chart
11). This property also holds true in each region worldwide (see Table 14).

Chart 11. Cumulative Average Default Rates By Rating, 1981 to 2005
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro@ 7.02. (time horizon, years)
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Table 11. Average One-Year N.R.-Removed Transition Rates, 1981 to 2005 (%) 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

All of Standard & Poor's default studies have found a clear correlation between credit quality and 
default remoteness: the higher the rating the lower the probability of default, 'and vice versa. Over 
each time span, lower ratings correspond to higher default rates (see Tables 12 and 13 and Chart 
11). This property also holds true in each region worldwide (see Table 14). 

Chart 11. Cumulative Average Default Rates By Rating, 1981 to 2005 
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Table 12. Cumulative Average Default Rates, 1981 to 2005 (%)

AAA 0.00 0.00 0.03 0.'06 0.10 0.17 0.24 0.36 0.40 0.44 0.44 0.44 0.44 0.51 0.58
AA 0.01 0.04 0.09 0.19 0.29 0.40 0.52 0.62 0.71 0.81 0.91 1.01 1.12 1.22 1.28
A . , 0.04 0.12 0.23 0.38 0.59 0.81 1.06 1.29 1.55 1.83 2.06 2.26 2.44 2.60 2.85
BBB ',' • 0.27 0.76 1.32 2.06 2.83 3.56 4.15 4.76 5.27 5.82 6.37 6.80 7.29 7.77 8.32
BB 1.12 3.33 5.96 8.45 10.65 12.77 14.45 15.90 17.26 18.29 19.25 19.97 20.62 21.05 21.58
B 5.38 11.80 17.14 21.24 24.16 26.45 28.37 29.91 31.15 32.38 33.48 34.44 35.44 36.34 37.18
CC/C 27.02 35.63 40.93 44.39 47.56 48.78 49.98 50.64 52.17 53.05 53.79 54.57 55.19 55.90 55.90
lnvestmentGrade 0.11 0.31 0.54 0.85 1.18 1.51 1.81 2.10 2.37 2.65 2.91 3.12 3.34 3.55 3.81
Speculative Grade 4.65 9.22 13.28 16.59 19.18 21.33 23.11 24.55 25.86 26.99 28.01 28.86 29.69 30.38 31.04
AllRated> 1•," 1.61 3.21 4.66 5.90 6.92 7.80 8.52 9.14 9.70 10.22 10.69 11.08 11.47 11.83 12.20

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

Table 13. N.R.-Removed Cumulative Average Default Rates,1981 to 2005 (%)

AAA , 0.00 0.00 0.03 0.07 0.11 0.20 0.30 0.47 0.53 0.60 0.60 0.60 0.60 0.60 0.60
AA 0.01 0.03 0.08 0.16 0.25 0.38 0.54 0.68 0.79 0.92 1.03 1.16 1.28 1.40 1.50
A 0.04 0.13 0.25 0.42 0.64 0.86 1.11 1.34 1.62 1.90 2.11 2.29 2.48 2.63 2.91
BBB 0.27 0.81 1.40 2.25 3.11 3.97 4.67 5.35 5.93 6.63 7.34 7.96 8.68 9.52 10.29
BB 1.20 3.71 6.86 9.94 12.74 15.57 18.02 20.27 22.39 24.04 25.66 27.00 28.09 28.85 29.93
B 5.91 13.60 20.55 26.23 30.48 34.01 37.23 40.15 42.36 44.75 46.82 48.49 50.25 52.15 53.72
CC/C 30.41 40.02 46.13 50.55 56.04 58.53 59.63 60.43 64.38 67.72 67.72 67.72 67.72 69.19 69.19
Investment Grade 0.11 0.32 0.56 0.89 1.24 1.59 1.91 2.22 2.50 2.81 3.08 3.32 3.57 3.84 4.14
Speculative Gr~idej 5.05 10.32 15.33 19.61 23.12 26.20 28.90 31.34 33.50 35.46 37.17 38.57 39.86 41.13 42.35
AllRated' 1.67 3.36 4.91 6.24 7.34 8.28 9.07 9.76 10.36 10.92 11.40 11.80 12.19 12.58 12.98

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The only exceptions occur when the number of defaults is very small, for example, among the
higher rating categories at the rating modifier level (see Table 15). Issuers in investment-grade
rating categories seldom default, so the number of defaults among these rating categories is very
low. This small sample size can result in historical default rates that are counterintuitive. This does
not imply, for example, that 'A+' rated companies are more risky than 'A' rated companies, but
rather that both are very remote from default.

For additional detail on transition rates, please refer to tables in Appendix I.
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Table 12. Cumulative Average Default Rates, 1981 to 2005 (%) 
- - ------ ftime horizon ~ -- . - -~ - ----

Ratio Y1 Y2 Y3 Y4 Y5 Y6 '(,7 YB Y9 Y10: Y11 Y12 Y13 Y14 Y15 
AAA 
AA 
A 
BBB 
BB 
B 
CCC/C 
Investment Grade 
S eculative Grade 

0.00 
0.01 
0.04 
0.27 
1.12 
5.38 

27.02 
0.11 
4.65 
1.61 

0.00 
0.04 
0.12 
0.76 
3.33 
11.80 
35.63 
0.31 
9.22 
3.21 

0.03 0:06 0.10 
0.09 0.19 0.29 
0.23 0.38 0.59 
1.32 2.06 2.83 
5.96 8.45 10.65 
17.14 21.24 24.16 
40.93 44.39 47.56 
0.54 0.85 1.18 
13.28 16.59 19.18 
4.66 5.90 6.92 

0.17 0.24 0.36 0.40 0.44 
0.40 0.52 0.62 0.71 0.81 
0.81 1.06 1.29 1.55 1.83 
3.56 4.15 4.76 5.27 5.82 
12.77 14.45 15.90 17.26 18.29 
26.45 28.37 29.91 31.15 32.38 
48.78 49.98 50.64 52.17 53.05 
1.51 1.81 2.10 2.37 2.65 

21.33 23.11 24.55 25.86 26.99 
7.80 8.52 9.14 9.70 10.22 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

0.44 
0.91 
2.06 
6.37 
19.25 
33.48 
53.79 
2.91 

28.01 
10.69 

Table 13. N.R.-Removed Cumulative Average Default Rates,,1981 to 2005 (%) 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

0.44 0.44 0.51 
1.01 1.12 1.22 
2.26 2.44 2.60 
6.80 7.29 7.77 
19.97 20.62 21.05 
34.44 35.44 36.34 
54.57 55.19 55.90 
3.12 3.34 3.55 

28.86 29.69 30.38 
11.08 11.47 11.83 

The only exceptions occur when the number of defaults is very small, for example, among the 
higher rating categories at the rating modifier level (see Table 15). Issuers in investment-grade 
rating categories seldom default, so the number of defaults among these rating categories is very 
low. This small sample size can result in historical default rates that are counterintuitive. This does 
not imply, for example, that 'A+' rated companies are more risky than 'A' rated companies, but 
rather that both are very remote from default. 

For additional detail on transition rates, please refer to tables in Appendix I. 
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Table 14. Cumulative Average Default Rates by Geographic Region, 1981 to 2005 (%)
T, mefi6r-1zonYq

Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y10 Y11 Y12 Y13 Y14 Y15Rating
AAA U.UU U.UU U.UO UmU U.0U U.U l. U.23J O.29J 0.35 0.3j U.35 0.5 0.45 0.55
AA 0.01 0.03 0.09 0.18 0.28 0.40 0.53 0.62 0.68 0.77 0.84 0.91 0.99 1.05 1.12

• A 0.05 0.16 0.30 0.47 0.68 0.92 1.19 1.45 1.75 2.06 2.30 2.50 2.68 2.85 3.10
BBB 0.28 0.72 1.19 1.89 2.62 3.35 3.96 4.59 5.14 5.73 6.31 6.75 7.24 7.74 8.30

D BB - 1.09 3.22 5.81 8.22 10.29 12.37 14.01 15.44 16.81 17.87 18.86 19.61 20.27 20.72 21.25
B 5.38 11.83 17.25 21.38 24.39 26.74 28.68 30.22 31.44 32.65 33.76 34.74 35.75 36.65 37.49
CCC•C .. • 27.22 37.02 42.78 46.66 50.07 51.39 52.63 53.28 54.79 55.65 56.39 57.15 57.75 58.44 58.44
IvtethttGrade•, 0.12 0.32 0.54 0.85 1.19 1.55 1.87 2.19 2.49 2.81 3.09 3.31 3.54 3.76 4.04
SpecuativeGrade 4.70 9.39 13.56 16.90 19.50 21.67 23.44 24.88 26.19 27.31 28.35 29.22 30.06 30.76 31.42
All Rated , 1.75 3.53 5.11 6.45 7.54 8.49 9.28 9.95 10.57 11.14 11.65 12.06 12.47 12.84 13.24

RatingY Y2 Y Y4 Y Y6 7
AAA 0.00 0.00 0.00 0.00 0.00 0.00 0.00

.2 AA 0.00 0.06 0.11 0.24 0.39 0.55 0.64
X A 0.00 0.00 0.04 0.14 0.30 0.44 0.68

r BBB 0.26 0.57 1.05 1.17 1.17 1.17 1.17
B3B 0.67 2.30 4.08 5.09 6.88 8.06 8.88

0 B 4.88 13.30 18.69 20.27 20.95 22.77 25.86
, CCC/C 51.35 51.35 51.35 51.35 51.35 51.35

Investment Grade 0.06 0.13 0.25 0.35 0.47 0.58 0.70
SpeculativeGrade 4.12 8.21 11.25 12.44 13.75 15.13 16.65
All Rated I 0.56 1.09 1.51 1.71 1.92 2.12 2.33

Ratin Y 2 Y 4 Y
AAA 0.00 0.00 0.00 0.00 0.00

V AA 0.00 0.00 0.00 0.00 0.00
A A K o0.00 0.00 0.00 0.00 0.00
BUB 0.16 1.56 3.51 6.21 8.99

.• BB 1.63 5.16 9.01 13.07 16.56
E) B 4.88 9.57 13.14 16.74 18.46

E 20.82 23.39 25.50 26.56 28.12
Wi nil 1W 922 q AflQ = Q

speculative Grade 4.56 8.43 12.04 15.71 18.48
AIRated 1 2.80 5.49 8.15 10.99 13.301

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

Table 15. Cumulative Average Default Rates by Rating Modifier, 1981 to 2005 (%)

Rattn hrz

0.00 0.00 0.03 0.06 0.10 0.17 0.24 0.36 0.40 0.44 0.44 0.44 0.44 0.51 0.58
AA+ 0.00 0.00 0.00 0.07 0.15 0.24 0.33 0.33 0.33 0.33 0.33 0.33 0.33 0.33 0.33

,AA ,. 0.00 0.00 0.00 0.07 0.15 0.22 0.34 0.48 0.61 0.74 0.85 0.92 1.08 1.17 1.22
AA- ' . 0.02 0.10 0.23 0.36 0.51 0.67 0.81 0.89 0.97 1.07 1.17 1.36 1.43 1.59 1.69
A+ 0.05 0.11 0.26 0.47 0.63 0.80 0.98 1.16 1.38 1.60 1.83 2.11 2.36 2.64 2.89
A 0.04 0.12 0.17 0.25 0.42 0.63 0.84 1.09 1.36 1.72 2.02 2.18 2.36 2.46 2.74
A- 0.04 0.15 0.30 0.50 0.80 1.11 1.50 1.73 2.03 2.25 2.35 2.51 2.63 2.77 2.92
BBB+ 0.20 0.58 1.11 1.57 2.08 2.63 3.07 3.46 3.90 4.25 4.59 4.85 5.28 5.92 6.64
BBB 0.28 0.60 0.91 1.56 2.24 2.87 3.43 4.11 4.67 5.33 6.06 6.54 7.08 7.26 7.65
BBB- 0.36 1.19 2.11 3.34 4.52 5.60 6.42 7.18 7.73 8.36 8.87 9.44 9.90 10.73 11.33
BB6+ 0.59 1.62 3.35 4.94 6.29 7.62 8.88 9.41 10.43 11.20 11.75 12.24 12.67 13.14 14.02
B8 0.87 2.78 5.14 7.32 9.43 11.56 13.20 14.69 15.86 16.81 17.87 18.71 19.08 19.18 19.29
88- 1.62 4.77 8.14 11.39 14.16 16.71 18.68 20.61 22.31 23.57 24.66 25.42 26.42 27.11 27.77
B+ 2.86 7.99 12.85 16.96 19.93 22.19 24.26 26.00 27.46 28.97 30.24 31.31 32.44 33.57 34.51
B 7.78 15.61 21.24 25.20 27.91 30.26 31.79 32.98 33.95 34.93 35.92 36.91 37.99 38.72 39.62
B- 11.22 20.45 27.46 31.92 35.14 37.59 39.66 40.97 41.76 42.27 42.83 43.24 43.46 43.70 43.95
CCC=C 27.02 35.63 40.93 44.39 47.56 48.78 49.98 50.64 52.17 53.05 53.79 54.57 55.19 55.90 55.90
Investment Grade 1 0.11 0.31 0.54 0.85 1.18 1.51 1.81 2.10 2.37 2.65 2.91 3.12 3.34 3.55 3.81
Speculatie Gradef 4.65 9.22 13.28 16.59 19.18 21.33 23.11 24.55 25.86 26.99 28.01 28.86 29.69 30.38 31.04
All Rated •.•- 1.61 3.21 4.66 5.90 6.92 7.80 8.52 9.14 9.70 10.22 10.69 11.08 11.47 11.83 12.20

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.
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Table 14. Cumulative Average Default Rates by Geographic Region, 1981 to 2005 (%) 
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Table 15. Cumulative Average Default Rates by Rating Modifier, 1981 to 2005 (%) 
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0.04 
0.04 
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0.36 
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1.62 
2.86 
7.78 
11.22 
27.02 
0.11 
4.65 

, 1.61 

0.00 
0.00 
0.00 
0.10 
0.11 
0.12 
0.15 
0.58 
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1.19 
1.62 
2.78 
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20.45 
35.63 
0.31 
9.22 
3.21 

0.03 
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0.30 
1.11 
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3.35 
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8.52 
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1.07 
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4.25 
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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A quantitative measure of ratings performance-the historical ability of ratings to predict default-
for corporate entities rated by Standard & Poor's is displayed in the charts below. In order to
measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is plotted
against the cumulative share of defaulters in a Lorenz curve to show visually the accuracy of its
rank ordering (for definition and methodology, refer to Appendix II at the end of the report). The
results are shown in Charts 12 through 15. Over the long term, the global average one-year
transition to default shows a one-year Gini coefficient of 84%; a three-year of 78%; a five-year of
75%; and a seven-year of 72%.

Table 16. Gini Coefficients by Region (1981-2005)

ReTion Horizo

Global 84 78 75 72

U.S. 82 77 74 71

Europe 94 89 84 74

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The variation in Gini coefficients by region is displayed in Table 16. As expected, the Gini
coefficients decline over time because longer time horizons allow greater opportunity for credit
degradation among higher-rated entities. In the one-year global Lorenz curve, for example, 95.4%
of defaults occurred in the speculative grade category ('BB+' or lower), while ratings of 'BB+' or
lower constituted only 32.9% of all corporate ratings (see Chart 12). Looking at the seven-year
Lorenz curve, speculative-grade issuers constituted 85.0% of defaulters and only 29.5% of the
entire sample. If the rank ordering of ratings had little predictive value, the cumulative share of
defaulting corporate entities and the cumulative share of all entities would be nearly the same.

Annual 2005 Global Corporate Default Study And Rating Transitions Page 19

A quantitative measure of ratings performance-the historical ability of ratings to predict default­
for corporate entities rated by Standard & Poor's is displayed in the charts below. In order to 
measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is plotted 
against the cumulative share of defaulters in a Lorenz curve to show visually the accuracy of its 
rank ordering (for definition and methodology, refer to Appendix II at the end of the report). The 
results are shown in Charts 12 through 15. Over the long term, the global average one-year 
transition to default shows a one-year Gini coefficient of 84%; a three-year of 78%; a five-year of 
75%; and a seven-year of72%. 

Table 16. Gini Coefficients by Region (1981-2005) 

u.s. 82 77 74 71 

Europe 94 89 84 74 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

The variation in Gini coefficients by region is displayed in Table 16. As expected, the Gini 
coefficients decline over time because longer time horizons allow greater opportunity for credit 
degradation among higher-rated entities. In the one-year global Lorenz curve, for example, 95.4% 
of defaults occurred in the speculative grade category (,BB+' or lower), while ratings of 'BB+' or 
lower constituted only 32.9% of all corporate ratings (see Chart 12). Looking at the seven-year 
Lorenz curve, speculative-grade issuers constituted 85.0% of defaulters and only 29.5% of the 
entire sample. If the rank ordering of ratings had little predictive value, the cumulative share of 
defaulting corporate entities and the cumulative share of all entities would be nearly the same. 

Annual 2005 Global Corporate Default Study And Rating Transitions Page 19 



Chart 12. One-Year Relative Corporate Ratings Performance (1981-2005)
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditProS 7.02.

Chart 13. Three-Year Relative Corporate Ratings Performance (1981-2005)
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Chart 14. Five-Year Relative Corporate Ratings Performance (1981-2005)
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro) 7.02.

Chart 15. Seven-Year Relative Corporate Ratings Performance (1981-2005)
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Chart 16. Global One-Year Gini Coefficients
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Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

The pattern of one-year Gini coefficients appears to be broadly cyclical (see Chart 16). Trends in
the one-year Gini ratio emerge during periods of both extremes in default pressure, which is a
reflection of the natural relationship between the two concepts. In periods of high defaults, there
tends to be greater variation with respect to how the defaults are distributed across the ratings
spectrum, which reduces the Gini. That is, when default pressure is high, the economic conditions
are such that there is an increased likelihood of companies suffering a more rapid deterioration of
credit quality.

Standard & Poor's issuer credit ratings are current opinions of an obligor's overall financial
capacity (its creditworthiness) to pay its financial obligations. This opinion focuses on the obligor's
capacity and willingness to meet its financial commitments as they become due. It does not apply to
any specific financial obligation, as it does not take into account the nature and provisions of the
obligation, its standing in bankruptcy or liquidation, statutory preferences, or the legality and
enforceability of the obligation. Even though Standard & Poor's ratings are not explicitly a
comment on recovery prospects, an investigation of the relationship between the two concepts
offers some valuable insight. Recovery in this case is defined as ultimate recovery rates following
emergence from three types of default: bankruptcy filings, distressed exchanges, and defaults cured
outside the grace period (30 days in the U.S.). This measure is believed to be a more accurate
measure of value than the post-default trading price, which is subject to greater liquidity-related
price impairment and less certainty about recovery prospects. In addition, the relationship between
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default rates and recovery rates broadly corresponds with expectations, and has been ably
documented in academic literature. One interpretation of the inverse relationship between default
rates and recovery rates is offered by Altman, Resti, and Sironi (2003),2 who suggest that economic
conditions that cause defaults to rise may cause recovery rates to decline. Data for the U.S. indicate
that speculative-grade default rates and recovery rates are inversely correlated (see Chart 17). In
other words, recovery rates tend to be low in years characterized by high defaults and vice versa.

Chart 17. U.S. Speculative-Grade Default Rate Versus Ultimate Recovery Rate
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Source: Standard & Poor's Risk Solutions LossStats Database; Standard & Poor's Global Fixed Income Research.

2 See Section 6 in Edward Altman, Andrea Resti, and Andrea Sironi, "Default Recovery Rates in Credit
Risk Modeling: A Review of the Literature and Empirical Evidence," December 2003.
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Chart 18. Overall Recovery Of Total Pre-petition Bank & Bond Debt
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* Data through the first half of 2005.
Source: Standard & Poor's Risk Solutions LossStats® Database; Standard & Poor's Global Fixed Income Research.

In the present climate of low default rates, compressed spreads, and relatively easy access to
capital, overall recovery rates are as high as they have been over the past 10 years (see Chart 18). In
order to manage expectations for future recovery, it may be helpful to understand how recovery
rates are distributed conditioned on ratings before default. Indeed, as we might have suspected,
issuers that were rated investment grade one year prior to default have greater likelihood of high
recovery than do those issuers that were rated speculative grade one year prior to their default. The
median recovery for investment grade issuers over the period from 1987 to mid-2005 was 68%,
while the median recovery for speculative grade issuers over the same period was 45% (see Charts
19 and 20). Still, investors need to weigh the implications of the securities' relative position in the
capital structure since recovery experience varies greatly by level of seniority (see Table 17).
Variations in ultimate recovery are also visible by industry, with the utility sector posting the
highest recovery rates in the period since 2000 (see Chart 21).
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In the present climate of low default rates, compressed spreads, and relatively easy access to 
capital, overall recovery rates are as high as they have been over the past 10 years (see Chart 18). In 
order to manage expectations for future recovery, it may be helpful to understand how recovery 
rates are distributed conditioned on ratings before default. Indeed, as we might have suspected, 
issuers that were rated investment grade one year prior to default have greater likelihood of high 
recovery than do those issuers that were rated speculative grade one year prior to their default. The 
median recovery for investment grade issuers over the period from 1987 to mid-2005 was 68%, 
while the median recovery for speculative grade issuers over the same period was 45% (see Charts 
19 and 20). Still, investors need to weigh the implications of the securities' relative position in the 
capital structure since recovery experience varies greatly by level of seniority (see Table 17). 
Variations in ultimate recovery are also visible by industry, with the utility sector posting the 
highest recovery rates in the period since 2000 (see Chart 21). 
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Chart 19. Recovery Rate Histogram For Speculative Grade Issuers
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Recovery bins are greater than or equal to the lower bound and strictly less than the upperbound; each bin is labeled (recovery, %)
with its upperbound. This histogram is based on the recovery experience of 409 issuers that defaulted during the
period from 1987 to mid-2005 and had speculative grade ratings one year prior to default.
Source: Standard & Poor's Risk Solutions LossStats® Database; Standard & Poor's Global Fixed Income Research.

Chart 20. Recovery Rate Histogram For Investment Grade Issuers
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Recovery bins are greater than or equal to the lower bound and strictly less than the upperbound; each bin is labeled (recovery, %)
with its upperbound. This histogram is based on the recovery experience of 19 issuers that defaulted during the period
from 1987 to mid-2005 and had investment grade ratings one year prior to default.
Source: Standard & Poor's Risk Solutions LossStats® Database; Standard & Poor's Global Fixed Income Research.
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Recovery bins are greater than or equal to the lower bound and strictly less than the upperbound; each bin is labeled 
with its upperbound. This histogram is based on the recovery experience of 409 issuers that defaulted during the 
period from 1987 to mid-2005 and had speculative grade ratings one year prior to default. 
Source: Standard & Poor's Risk Solutions LossStatS® Database; Standard & Poor's Global Fixed Income Research. 
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with its upperbound. This histogram is based on the recovery experience of 19 issuers that defaulted during the period 
from 1987 to mid-2005 and had investment grade ratings one year prior to default. 
Source: Standard & Poor's Risk Solutions LossStatS® Database; Standard & Poor's Global Fixed Income Research. 
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Table 17. Ultimate Recovery Rates By Asset Class (%)

Recovery
Standard
Deviation

Observations .

Bank Debt 77.5 30.9 1,204
Senior Secured Bonds 62.0 33.3 301
Senior Unsecured Bonds 42.6 34.8 769

Senior Subordinated Bonds 30.3 33.3 469

Subordinated Bonds 29.2 34.2 394

Junior Subordinated Bonds 19.1 30.6 49

Source: Standard & Poor's Risk Solutions LossStats® Database.

Chart 21. Recovery Rates Since 2000
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Appendix I: Default Methodology and Definitions
This long-term corporate default and rating transition study uses the CreditPro® 7.02 database of
long-term local currency issuer credit ratings. An issuer credit rating reflects Standard & Poor's
opinion of a company's overall capacity to pay its obligations (that is, its fundamental
creditworthiness). This opinion focuses on the obligor's ability and willingness to meet its financial
commitments on a timely basis, and it generally indicates the likelihood of default regarding all
financial obligations of the firm. It is not necessary for a company to have rated debt in order to be
assigned an issuer credit rating.

Although the rating on a company's very senior forms of secured debt, particularly ones with strong
covenants, may occasionally be rated higher than the issuer credit rating on the company, specific
issues are typically rated as high or lower than these ratings, depending on their relative priority
within the company's debt structure. If they are speculative grade, issuer credit ratings are generally
two notches higher than subordinated debt ratings. Otherwise, they are generally one notch higher.
Therefore, though a 'BB+' issuer credit rating is paired with a 'BB-' subordinated debt rating, a 'AA'
issuer credit rating corresponds to a 'AA-' subordinated rating.

Standard & Poor's ongoing enhancement of the CreditPro® database used to generate this study
may lead to outcomes that differ to some degree from those reported in previous studies. However,
this poses no continuity problem because each study reports statistics back to Dec. 31, 1980.
Therefore, each annual default study is self-contained and effectively supersedes all previous
versions.

Issuers included in this study
The study analyzed the rating histories of 11,605 companies that were rated by Standard & Poor's
as of Dec. 31, 1980, or that were first rated between that date and Dec. 31, 2005. These companies
include industrials, utilities, financial institutions, and insurance companies around the world with
long-term local currency ratings. The analysis excludes public information ("pi") ratings and ratings
based on the guarantee of another company. Structured finance vehicles, public-sector issuers, and
sovereign issuers are the subject of separate default and transition studies and are also excluded
from this study. Appendix III in this study offers comparisons and key distinctions in rating
transitions and defaults among corporate and structured finance asset classes.

Subsidiaries whose debt is fully guaranteed by a parent or whose default risk is considered identical
to that of their parents were excluded. The latter are companies whose obligations are not legally
guaranteed by a parent but whose operating or financing activities are so inextricably entwined with
those of the parent that it would be impossible to imagine the default of one and not the other. At
times, however, some of these subsidiaries might not yet have been covered by a parent's guarantee,
or the relationship that combines the default risk of parent and child might have come to an end, or
might not have begun. Such subsidiaries were included for the period during which they carried a
distinct and separate risk of default.

Definition of default
A default is 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 is not considered a financial obligation; thus, a missed preferred stock dividend is not
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A default is 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 
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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.

Issue ratings are usually lowered to 'D' following a company's default on the corresponding
obligation. In addition, 'SD' is used whenever Standard & Poor's believes that an obligor that has
selectively defaulted on a specific issue or class of obligations will continue to meet its payment
obligations on other issues or classes of obligations in a timely matter. 'R' indicates that an obligor
is under regulatory supervision owing to its financial condition. This does not necessarily indicate a
default event, but the regulator may have the power to favor one class of obligations over others or
pay some obligations and not others. 'D', 'SD', and 'R' issuer ratings are deemed defaults for
purposes of this study. A default is assumed to take place on the earliest of: the date Standard &
Poor's revised the ratings to 'D', 'SD', or 'R'; the date a debt payment was missed; the date a
distressed exchange offer was announced; or the date the debtor filed or was forced into
bankruptcy.

Calculations
Static pool methodology
Standard & Poor's conducts its default studies on the basis of groupings called static pools. Static
pools are formed by grouping issuers by rating category at the beginning of each year covered by
the study. Each static pool is followed from that point forward. All companies included in the study
are assigned to one or more static pools. When an issuer defaults, that default is assigned back to all
of the static pools to which the issuer belonged.

Standard & Poor's uses the static pool methodology to avoid certain pitfalls in estimating default
rates, to ensure that default rates account for rating migration, and to allow for default rates to be
calculated across multi-period time horizons. Some methods for calculating default and rating
transition rates might charge defaults against only the initial rating on the issuer-ignoring more
recent rating changes that supply more current information. Other methods may calculate default
rates using only the most recent year's default and rating data-this method may yield
comparatively low default rates during periods of high rating activity, as they ignore prior years'
default activity.

The pools are static in the sense that their membership remains constant over time. Each static pool
can be interpreted as a buy and hold portfolio. Because errors, if any, are corrected by every new
update, and because the criteria for inclusion or exclusion of companies in the default study are
subject to minor revisions as time goes by, it is not possible to compare static pools across different
studies. Therefore, every new update revises results back to the same starting date of Dec. 31, 1980,
so as to avoid continuity problems. Table 18 lays out the summary of annual rating changes for
each static pool beginning with 1981 and ending in 2005.

Entities that have had ratings withdrawn-that is, revised to N.R.-are surveilled with the aim of
capturing a potential default. These companies, as well as those that have defaulted, are excluded
from subsequent static pools.
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Table 18. Summarv of Annual Rating Chanes* (%)

2O15 9.48 10.9 2 U. I 7 .99 30 . .I5 1.OI.

1440 5.83 12.71 1.18 5.28 25.00 75.00 2.18
1464 7.10 11.75 0.75 5.19 24.80 75.20 1.65
1552 11.08 9.99 0.90 3.03 25.00 75.00 0.90

1636 7.82 13.69 1.10 4.03 26.65 73.35 1.75
1870 7.17 15.94 1.71 6.84 31.66 68.34 2.22
2021 7.08 11.78 0.94 9.30 29.09 70.91 1.66
2109 8.87 11.76 1.42 8.20 30.25 69.75 1.33
2153 9.48 10.92 1.67 7.99 30.05 69.95 1.15
2141 6.12 15.18 2.71 6.54 30.55 69.45 2.48
2086 6.04 14.00 3.26 3.50 26.80 73.20 2.32

2186 9.24 11.62 1.37 4.16 26.40 73.60 1.26
2385 8.30 9.18 0.55 8.55 26.58 73.42 1.11
2633 6.84 9.38 0.61 4.71 21.53 78.47 1.37
2976 8.77 9.21 1.01 4.50 23.49 76.51 1.05
3233 9.22 7.24 0.49 7.08 24.03 75.97 0.79
3568 8.72 7.76 0.62 8.52 25.62 74.38 0.89
4052 7.13 11.45 1.31 8.22 28.11 71.89 1.61
4464 5.40 11.18 2.15 8.92 27.64 72.36 2.07
4617 6.71 11.74 2.36 6.58 27.40 72.60 1.75
4735 5.55 15.31 3.78 7.16 31.81 68.19 2.76
4776 5.13 18.55 3.60 6.51 33.79 66.21 3.62
4837 6.37 13.98 1.92 7.40 29.67 70.33 2.19
5072 8.46 7.22 0.73 7.18 23.58 76.42 0.85
5416 12.26 9.05 0.55 8.33 30.19 69.81 0.74

7.68 11.64 1.61 6.83 27.76 72.24 1.51

*This table compares the net change in ratings from the first to the last day of each year. All intermediate ratings are
disregarded.
**Excludes downgrades to 'D', shown separately in the default column.

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

For instance, the 1981 static pool consists of all companies rated as of 12:01 a.m. Jan. 1, 1981.
Adding those companies first rated in 1981 to the surviving members of the 1981 static pool forms
the 1982 static pool. All rating changes that took place are reflected in the newly formed 1982 static
pool. This same method was used to form static pools for 1983 through 2005. From Jan. 1, 1981 to
Dec. 31, 2005, a total of 10,213 first-time rated organizations were added to form new static pools
(see Table 19), while 1,470 defaulting companies and 4,497 companies classified as N.R. were
excluded from them.

Consider the following example: An issuer is originally rated 'BB' in mid-1986 and is downgraded
to 'B'in 1988. This is followed by a rating withdrawal (N.R.) in 1990, and a default ('D') in 1993.
This hypothetical company would be included in the 1987 and 1988 pools with the 'BB' rating,
which it was rated at the beginning of those years; likewise, it would be included in the 1989 and
1990 pools with the 'B' rating. It would not be part of the 1986 pool because it was not rated as of
the first day of that year, and it would not be included in any pool after the last day of 1990 because
the rating had been withdrawn by then. Yet each of the four pools in which this company was
included, 1987 to 1990, would record its 1993 default at the appropriate time horizon.
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'This table compares the net change in ratings from the first to the last day of each year. All intermediate ratings are 
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"Excludes downgrades to '0', shown separately in the default column. 
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included, 1987 to 1990, would record its 1993 default at the appropriate time horizon. 
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Table 19. Rating Classification of New Issuers*

1982
1983
1984

1985

1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
Total

II II LI I 0 .111U ' lU+.O

17 20 31 16 14 18 1 117 71.79 28.21
28 30 28 26 27 29 5 173 64.74 35.26
10 17 30 16 29 35 2 139 52.52 47.48
27 60 66 31 43 80 2 309 59.55 40.45
28 19 40 26 53 125 10 301 37.54 62.46
18 33 36 26 56 110 10 289 39.10 60.90
22 41 33 32 31 69 10 238 53.78 46.22
8 38 36 17 31 55 5 190 52.11 47.89
19 36 32 15 11 14 8 135 75.56 24.44
28 75 68 27 20 5 8 231 85.71 14.29
15 52 59 55 59 53 5 298 60.74 39.26
12 40 75 70 95 138 3 433 45.50 54.50
22 37 131 82 72 115 3 462 58.87 41.13
8 33 85 110 68 90 4 398 59.30 40.70

11 43 101 133 127 134 2 551 52.27 47.73
7 32 90 190 165 290 1 775 41.16 58.84
5 52 101 132 185 287 7 769 37.71 62.29
8 36 81 137 167 185 9 623 42.05 57.95
6 29 91 127 100 141 13 507 49.90 50.10
10 44 107 174 121 88 14 558 60.04 39.96
4 20 71 126 165 144 19 549 40.26 59.74
1 22 90 185 154 181 31 664 44.88 55.12
8 20 101 144 140 281 33 727 37.55 62.45
2 26 78 105 139 334 14 698 30.23 69.77

329 864 1680 2013 2085 3022 220 10213 47.84 52.16
*Includes issuers that are assigned a new rating after default as well as those companies that are rated for the first time.
Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

Ratings are withdrawn when an entity's entire debt is paid off or when the program or programs
rated are terminated and the relevant debt extinguished. They may also occur as a result of mergers
and acquisitions. Others are withdrawn because of a lack of cooperation, particularly when a
company is experiencing financial difficulties and refuses to provide all the information needed to
continue surveillance on the ratings.

Default Rate Calculation
Annual default rates were calculated for each static pool: first in units, and later as percentages with
respect to the number of issuers in each rating category. Finally, these percentages were combined
to obtain cumulative default rates for the 25 years covered by the study (see Table 22).

Issuer-weighted default rates
Averages that appear in this study are calculated based on the number of issuers rather than the
dollar amounts affected by defaults or rating changes. Although dollar amounts provide information
about the portion of the market that is affected by defaults or rating changes, issuer-weighted
averages are a more useful measure of the statistical performance of ratings.
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Ratings are withdrawn when an entity's entire debt is paid off or when the program or programs 
rated are terminated and the relevant debt extinguished. They may also occur as a result of mergers 
and acquisitions. Others are withdrawn because of a lack of cooperation, particularly when a 
company is experiencing financial difficulties and refuses to provide all the information needed to 
continue surveillance on the ratings. 

Default Rate Calculation 
Annual default rates were calculated for each static pool: first in units, and later as percentages with 
respect to the number of issuers in each rating category. Finally, these percentages were combined 
to obtain cumulative default rates for the 25 years covered by the study (see Table 22). 

Issuer-weighted default rates 
Averages that appear in this study are calculated based on the number of issuers rather than the 
dollar amounts affected by defaults or rating changes. Although dollar amounts provide information 
about the portion of the market that is affected by defaults or rating changes, issuer-weighted 
averages are a more useful measure of the statistical performance of ratings. 
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Many practitioners utilize statistics from this default study and CreditPro® to estimate probability
of default and probability of rating transition. It is important to note that Standard & Poor's ratings
do not imply a specific probability of default; however, Standard & Poor's historical default rates
are frequently used to estimate these characteristics. When estimating probability of default, issuer-
weighted statistics have less variance than dollar-weighted statistics, and are therefore preferable.

To illustrate this point, assume that it is known that two issuers each have a 50% probability of
default. (Again, Standard & Poor's credit ratings do not imply a specific probability of default.)
Assume that one issuer has $10 of principal outstanding while the other has $90 of principal
outstanding. If we estimate default probability using the issuer-weighted methodology, we have a
50% chance of estimating a 50% default probability (one of the two issuers defaults), a 25% chance
of estimating a 0% default probability (neither defaults), and a 25% chance of estimating a 100%
default probability (they both default). Therefore, the standard deviation of the issuer-weighted
estimator is 12.5%. If we estimate default probability using the dollar-weighted methodology, we
have a 25% chance, each, of estimating 0% (neither defaults), 10% (the $10 issuer defaults), 90%
(the $90 issuer defaults), and 100% (both default). The standard deviation of the dollar-weighted
estimator is 20.5%. This issuer-weighted estimator (12.5% standard deviation) is clearly preferable
to the dollar-weighted estimator (20.5% standard deviation).

Cumulative average default rate calculation
Cumulative default rates that average the experience of all static pools were derived by calculating
marginal default rates, conditional on survival (survivors being nondefaulters) for each possible
time horizon and for each static pool, weight averaging the conditional marginal default rates, and
accumulating the average conditional marginal default rates (see Tables 12, 13, 14, 15, and 22).
Conditional default rates are 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. Weights are based on the number of issuers in each static pool. Cumulative default
rates are one minus the product of the proportion of survivors (nondefaulters).

For instance, the weighted average first-year default rate for 'B' rated companies for all 25 pools
was 5.38%, meaning that an average of 94.62% survived one year. Similarly, the second- and third-
year conditional marginal averages were 6.78% for the first 24 pools (93.22% of those companies
that did not default in the first year survived the second year) and 6.05% for the first 23 pools
(93.95% of those companies that did not default by the second year survived the third year),
respectively. Multiplying 94.62% by 93.22% results in an 88.20% survival rate to the end of the
second year, or a two-year cumulative average default rate of 11.80%. Multiplying 88.20% by
93.95% results in an 82.86% survival rate to the end of the third year, or a three-year cumulative
average default rate of 17.14%.

N.R.-removed default rates
A slightly different method is used to obtain N.R.-removed default rates. These are obtained by
omitting those issuers that had ratings withdrawn. The N.R.-removal replicates the default rate that
a buy-and-hold portfolio would experience if the portfolio were reallocated among the non-N.R.
members of the portfolio each time the rating on a company is withdrawn. The numerators and
denominators of the default rates decrease gradually as companies merge, leave the public fixed-
income markets, or request the ratings on them be withdrawn. These rates are, in general, greater
than those of the conventional default rate calculation, but the overall behavior of the default rates
is quite similar. That is, the higher the rating, the lower the default likelihood.
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For instance, the weighted average first-year default rate for 'B' rated companies for all 25 pools 
was 5.38%, meaning that an average of 94.62% survived one year. Similarly, the second- and third­
year conditional marginal averages were 6.78% for the first 24 pools (93.22% of those companies 
that did not default in the first year survived the second year) and 6.05% for the first 23 pools 
(93.95% of those companies that did not default by the second year survived the third year), 
respectively. Multiplying 94.62% by 93.22% results in an 88.20% survival rate to the end of the 
second year, or a two-year cumulative average default rate of 11.80%. Multiplying 88.20% by 
93.95%results in an 82.86% survival rate to the end of the third year, or a three-year cumulative 
average default rate of 17.14%. 

N.R.-removed default rates 
A slightly different method is used to obtain N.R.-removed default rates. These are obtained by 
omitting those issuers that had ratings withdrawn. The N.R.-removal replicates the default rate that 
a buy-and-hold portfolio would experience if the portfolio were reallocated among the non-N.R. 
members of the portfolio each time the rating on a company is withdrawn. The numerators and 
denominators of the default rates decrease gradually as companies merge, leave the public fixed­
income markets, or request the ratings on them be withdrawn. These rates are, in general, greater 
than those of the conventional default rate calculation, but the overall behavior of the default rates 
is quite similar. That is, the higher the rating, the lower the default likelihood. 
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The N.R.-removed default rate calculation may unduly inflate default rates as shown by the
following example. Suppose that there were 10 issuers in a static pool, nine of which became N.R.
over a 10-year time span for benign reasons such as mergers or retiring of debt. If, in the 10th year,
the one company that was still rated were to default, the N.R.-adjusted default rate would be 100%
for the 10-year time horizon. In order for the conventional default rate to reach 100%, all nine of
the N.R. issuers would need to default after the ratings on them were withdrawn. Although the
N.R.-removed default rate likely overstates the risk of default, it is included in this study because
some investors use it as a conservative estimate of average default rates.

Time sample
This update limits the reporting of default rates to the 15-year time horizon; however, the data was
gathered for 25 years and all calculations are based on the rating experience of that period. The
maturities of most obligations are much shorter than 15 years. In addition, average default statistics
become less reliable at longer time horizons as the sample size becomes smaller and the cyclical
nature of default rates increases its effect on averages.

Default patterns share broad similarities across all static pools, suggesting that Standard & Poor's
rating standards have been consistent over time. Adverse business conditions tend to coincide with
default upswings for all pools. Speculative-grade issuers have been hit the hardest by these
upswings, but investment-grade default rates also increase in stressful periods.

Transition Analysis.
Transition rates compare issuer ratings at the beginning of a time period with ratings at the end of
the period. To compute one-year rating transition rates by rating category, the rating on each entity
at the end of a particular year was compared with the rating at the beginning of the same year. An
issuer that remained rated for more than one year was counted as many times as the number of
years it was rated. For instance, an issuer continually rated from the middle of 1984 to the middle of
1991 would appear in the six consecutive one-year transition matrices from 1985 to 1990. All 1981
static pool members still rated on Dec. 31, 2005, had 25 one-year transitions, while companies first
rated between Jan. 1, 2005, and Dec. 31, 2005 had only one. Table 20 displays the summary of one-
year transitions within the investment-grade and speculative-grade rating categories.

Each one-year transition matrix displays all rating movements between letter categories from the
beginning of the year through year-end. For each rating listed in the matrix's left-most column,
there are nine ratios listed in the rows, corresponding to the ratings from 'AAA' to 'D,' plus an entry
for N.R. (see Tables 21 and 24). For instance, the first panel of Table 24, which corresponds to the
1981 static pool, shows that out of all 'A' rated companies at the beginning of that year, 88.03%
were rated the same at year end, while 4.46% had been upgraded to 'AA,' 6.49% had been
downgraded to 'BBB,' 0.20% had been downgraded to 'BB,' and so on.
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I able 2u.

Year
1981
1982
1983

1985
1986
1987
1 9~88

1989
1990
1991
1992
1993
1994
1995

•1966,
1997
1998
1999
2000
2Q0O1
2002
2003
2&604ý
2005

Weighted
Average

Summary 01 One- Y car Raing I ransiuuns

Jan.~~ ~~ I. Iv In.Gae Sc. Deale* Ratin

1070 97.38 1.40 0.00 1.21
1099 93.63 3.00 0.18 3.18
1122 94.21 2.05 0.09 3.65
1181 95.17 2.29 0.17 2.37
1216 93.09 3.54 0.00 3.37
1337 89.90 3.96 0.15 5.98
1334 90.25 3.00 0.00 6.75
1349 91.85 2.74 0.00 5.41
1400 93.21 2.64 0.14 4.00
1447 94.75 2.00 0.14 3.11
1496 96.39 1.67 0.20 1.74
1661 96.21 1.20 0.00 2.59
1823 92.27 1.54 0.00 6.20
1916 95.62 0.84 0.05 3.50
2144 95.71 1.07 0.05 3.17

2336 94.26 0.60 0.00 5.14
2551 91.85 1.22 0.08 6.86
2718 90.10 2.28 0.15 7.47
2790 90.82 1.51 0.14 7.53

2835 92.45 1.80 0.18 5.57
2929 91.40 2.59 0.20 5.80
3049 90.03 4.20 0.46 5.31
2998 92.46 2.47 0.10 4.97
3117 94.32 0.96 0.00 4.72
3264 92.98 1.65 0.03 5.33

92.92 2.01 0.11 4.96

Jan. Spec Inv Spec .Grd Dea le Wih r w

Grd 322e** 4.69.6N.246Year
1981
1982
1983
1984,
1985
1986
1987

-:,1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005

°•

341 2.64 80.94 4.40 12.02
342 3.22 83.63 2.92 10.23
371 4.85 86.79 3.23 5.12
420 3.81 85.95 4.29 5.95
533 3.00 82.36 5.63 9.01
687 3.49 79.48 2.77 14.26
760 3.68 79.21 3.95 13.16
753 5.18 74.90 4.52 15.41
694 3.17 75.07 8.07 13.69
590 2.88 78.14 11.02 7.97
525 6.29 78.86 5.71 9.14
562 4.98 76.51 2.31 16.19
717 3.91 86.05 2.09 7.95
832 3.73 84.86 3.49 7.93
897 4.68 81.38 1.78 12.15
1016 4.33 81.10 1.97 12.60
1334 3.07 83.51 3.67 9.75
1674 1.49 81.78 5.50 11.23
1782 2.02 83.95 5.84 8.19
1806 1.44 79.62 9.58 9.36
1726 1.91 80.36 9.15 8.57

J 1837 1.52 82.31 4.90 11.27
1955 2.25 84.76 1.89 11.10
2151 3.07 82.75 1.35 12.83

d 1.43 40.14 2.28 5.22
Weighte
Average

* Fallen angels that survived to January 1 of the year after they were downgraded.
Invesment grade defaulters.
Rising stars.

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.
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STANDARD .~ '*:' 

&POOR'S ---~ _ \1" 
Global Fixed Income Research 

1982 
1983 
f984' 

2¥ > 

1985 
1986 
1987 
1:9:88 
1989 
19,90 
1991 
1992 
1993 
1994 
1~95 

,1996. 
1997 
1998 
1999 
2000 ' 
2ciM 
2002 
2Q:03 
2'004" 
2005 

Weighted 
92.92 2.01 0.11 

• Fallen angels that survived to January 1 of the year after they were downgraded . 
•• Invesment grade defaulters . 
••• Rising stars. 

4.96 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Year· 
1981' ,'. 

. - . S'peculative'grade rating distrilluti'on-at 'yeiir:-end--

Rating . 
Jan. 1 Spec. Inv. Spec. Grade Defaulted W'thd ' 

I rawn 
Grade Grade*** (%) (%) (%) (%), 

_______ . _. ___ ._ •. __ __.. _ __ J 

322 4.66 90.06 0.62 4.66 
1982 r---~------~~------~~----~~------~~~ 

341 2.64 80.94 4,40 12.02 
1983 J,r-__ ~~ ____ ~== ______ ~~ ____ ~~~ ____ ~~ __ ~ 
1984, '. 

342 3.22 83.63 2.92 10.23 
371 4.85 86.79 3.23 5.12 

1985 .;.tr---~------~~------~~----~~------~~~ 
420 3.81 85.95 4.29 5.95 

1986 533 3.00 82.36 5.63 9.01 
1987 .~1 __ ~~ ______ ~~ ______ ~~ ________________ ~~ 

". 1988 : 
687 3,49 79,48 2.77 14.26 
760 3.68 79.21 3.95 13.16 

1989~'~---=~------~~----~~~-------=~----~~~-1 
753 5.18 74.90 4.52 15,41 

1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999' 

694 
590 
525 
562 
717 
832 
897 
1016 
1334 
1674 

3.17 
2.88 
6.29 
4.98 
3.91 
3.73 
4.68 
4.33 
3.07 
1,49 

75.07 8.07 13.69 
78.14 11.02 7.97 
78.86 5.71 9.14 
76.51 2.31 16.19 
86.05 2.09 7.95 
84.86 3,49 7.93 
81.38 1.78 12.15 
81.10 1.97 12.60 
83.51 3.67 9.75 
81.78 5.50 11.23 

2000Y~---=~------~~----~~~----~~------~~-4 
1782 2.02 83.95 5.84 8.19 

2001 ,~ 
2002 r-~~~----~~----~~~----~~----~~--~ 

1806 1,44 79.62 9.58 9.36 
1726 1.91 80.36 9.15 8.57 

2003 1837 1.52 82.31 4.90 11.27 
2004 ,~--~~------~~----~~~----~~-----------4 

1955 2.25 84.76 1.89 11.10 
2005 

Weighted 
Averagex 

2151 3.07 

1,43 
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Table 21. Average One-Year Transition Rates by Rating Modifier, 1981 to 2005 (%)

FromlTo kV'= .:g ,v, _v.• .----- ,---------------;:]g I::] - -]' I]] -; :[[l_ r] I

AAA 88.20 4.24 2.76 0.67 0.17 0.20 0.12 0.03 0.06 0.00 0.03 0.03 0.00 0.00 0.00 0.00 0.00 0.00 3.49
AA- 2.21 77.79 10.97 3.21 0.60 0.74 0.20 0,07 0.13 0.07 0.00 0.00 0.00 0.07 0.00 0.00 0.00 0.00 3.95

,'A ; 056 1.11 81.86 7.76 2.65 1.35 0.32 0.45 0.15 0.04 0.04 0.02 0.02 0.00 0.00 0.02 0.04 0.00 3.59
",A- 0.05 0.23 3.37 77.95 9.75 2.91 0.73 0.33 0.21 0.09 0.05 0.00 0.00 0.07 0.12 0,02 0.00 0.02 4.10

0.00 0.03 0.60 3.87 79.08 8.25 2.69 0.65 0.32 0.09 0.07 0.12 0.02 0.09 0.05 0.02 0.02 0.05 3.99
A 0.06 0.08 0.40 0.61 4.84 77.86 6.32 3.09 1.11 0.34 0.16 0.18 0.13 0.13 0.03 0.01 0.01 0.04 4.62
A- 0.07 0.02 0.09 0.23 0.69 6.50 74.63 8.45 2.66 0.69 0.19 0.23 0.14 0.11 0.02 0.02 0.07 0.04 5.16
BBB+ 0.02 0.04 0.07 0.09 0.29 1.25 6.84 72.88 8.50 2.42 0.51 0.49 0.18 0.36 0.20 0.02 0.07 0.20 5.57
BBB 0.02 0.02 0.09 0.05 0.21 0.58 1.39 6.71 74.64 5.59 1.76 0.95 0.40 0.32 0.20 0.03 0.08 0.28 6.68
BBB- 0.02 0.00 0.02 0.11 0.08 0.29 0.46 1.62 8.24 70.79 5.71 2.70 1.05 0.65 0.34 0.25 0.42 0.36 6.89
BB+ 0.14 0.03 0.00 0.03 0.07 0.21 0.17 0.66 2.69 10.62 63.55 6.24 3.21 1.38 0.76 0.17 0.62 0.59 8.86
BB 0.00 0.00 0.05 0.00 0.00 0.13 0.11 0.24 1.03 2.67 7.22 65.41 7.30 3.15 1.51 0.50 0.85 0.87 8.94
BB" 0.00 0.00 0.00 0.02 0.02 0.02 0.10 0.18 0.35 0.57 2.20 7.51 64.41 8.25 2.77 1.05 1.11 1.62 9.81

0.00 0.01 0.00 0.06 0.00 0.04 0.12 0.07 0.07 0.15 0.38 1.62 5.74 66.97 6.38 2.38 2.21 2.86 10.92
B 0.00 0.00 0.03 0.00 0.00 0.12 0.12 0.03 0.18 0.03 0.37 0.55 1.95 8.33 57.20 5.68 5.34 7.78 12.27
B- 0.00 0.00 0.00 0.00 0.06 0.13 0.00 0.13 0.13 0.25 0.32 0.32 0.82 3.42 7.41 51.77 10.39 11.22 13.62

CC/C -0.00 0.00 0.00 0.00 0.07 0.00 0.21 0.14 0.14 0.14 0.14 0.28 0.83 1.52 2.56 6.84 47.06 27.02 13.06

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

Practical application of transition rates.
Rating transition rates are useful to investors and credit professionals for whom rating stability is
important. For instance, investors restricted by law or inclination to invest in top-grade bonds
would want to assess the likelihood that Standard & Poor's analysts will continue to assign top
ratings to their investments. Conversely, investors buying high-yield bonds in hopes of profiting
from a rating upgrade would be able to gauge that expectation realistically.

The credit community might also use rating transition information, in part, to determine maturity
exposure limits or to measure credit risk in the context of the value-at-risk models. Assuming that
the rating transition rates are stable and follow a first-order Markov process, cumulative default
rates could be projected for any number of years into the future. Rating transition matrices could
also be constructed to produce stressed default rates. Such matrices are often used in the area of
credit risk measurement. In addition, multiyear transition matrices are valuable tools that can be
used to forecast future rating distributions and may be better suited for certain applications than are
one-year transition matrices.

N.R.-removed transition rates
The difference between Tables 9 and 11 is that the latter is based on pools that have been gradually
pared down by dropping those obligors whose ratings have been withdrawn (set to 'N.R.'). The
number of withdrawn ratings grows particularly large in the case of speculative-grade ratings
categories after just a few years. Little is known about 'N.R.' obligors except that there is no public
record of a default. Indeed, default might be unlikely for those obligors whose debt has been
extinguished.

Multiyear transitions
Multiyear transitions were also calculated for periods of two up to 20 years. In this case, the rating
at the beginning of the multiyear period was compared with the rating at the end. For example,
three-year transition matrices were the result of comparing ratings at the beginning of the years
1981 to 2003 with the ratings at the end of the years 1983 to 2005. Otherwise, the methodology was
identical to that used for single-year transitions.
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Table 21. Average One-Year Transition Rates by Rating Modifier, 1981 to 2005 (%) 

AAA AA+ __ AA ~~~-A+ A A· _ B~B+ BBB IBBB: §B~=-~ _- BB· 1B+ B ,B· eee D NR ' 
88.20 4.24 2.76 0.67 0.17 0.20 0.12 0.03 0.06 0.00 0.03 0.03 0.00 0.00 0.00 0.00 0.00 0.00 3.49 
2.21 77.79 10.97 3.21 0.60 0.74 0.20 0.07 0.13 0.07 0.00 0.00 0.00 0.07 0.00 0.00 0.00 0.00 3.95 
0.56 1.11 81.86 7.76 2.65 1.35 0.32 0.45 0.15 0.04 0.04 0.02 0.02 0.00 0.00 0.02 0.04 0.00 3.59 
0.05 0.23 3.37 77.95 9.75 2.91 0.73 0.33 0.21 0.09 0.05 0.00 0.00 0.07 0.12 0.02 0.00 0.02 4.10 
0.00 0.03 0.60 3.87 79.08· 8.25 2.69 0.65 0.32 0.09 0.07 0.12 0.02 0.09 0.05 0.02 0.02 0.05 3.99 
0.06 0.08 0.40 0.61 4.84 77.86 6.32 3.09 1.11 0.34 0.16 0.18 0.13 0.13 0.03 0.01 0.01 0.04 4.62 
0.07 0.02 0.09 0.23 0.69 6.50 74.63 8.45 2.66 0.69 0.19 0.23 0.14 0.11 0.02 0.02 0.07 0.04 5.16 

BBB+ 0.02 0.04 0.07 0.09 0.29 1.25 6.84 72.88 8.50 2.42 0.51 0.49 0.18 0.36 0.20 0.02 0.07 0.20 5.57 
BBB 0.02 0.02 0.09 0.05 0.21 0.58 1.39 6.71 74.64 5.59 1.76 0.95 0.40 0.32 0.20 0.03 0.08 0.28 6.68 
BBB· 0.02 0.00 0.02 0.11 0.08 0.29 0.46 1.62 8.24 70.79 5.71 2.70 1.05 0.65 0.34 0.25 0.42 0.36 6.89 
BB+ 0.14 0.03 0.00 0.03 0.07 0.21 0.17 0.66 2.69 10.62 63.55 6.24 3.21 1.38 0.76 0.17 0.62 0.59 8.86 
BB 0.00 0.00 0.05 0.00 0.00 0.13 0.11 0.24 1.03 2.67 7.22 65.41 7.30 3.15 1.51 0.50 0.85 0.87 8.94 
BBc·· 0.00 0.00 0.00 0.02 0.02 0.02 0.10 0.18 0.35 0.57 2.20 7.51 64.41 8.25 2.77 1.05 1.11 1.62 9.81 

0.00 0.01 0.00 0.06 0.00 0.04 0.12 0.07 0.07 0.15 0.38 1.62 5.74 66.97 6.38 2.38 2.21 2.86 10.92 
0.00 0.00 0.03 0.00 0.00 0.12 0.12 0.03 0.18 0.03 0.37 0.55 1.95 8.33 57.20 5.68 5.34 7.78 12.27 
0.00 0.00 0.00 0.00 0.06 0.13 0.00 0.13 0.13 0.25 0.32 0.32 0.82 3.42 7.41 51.77 10.39 11.22 13.62 
0.00 0.00 0.00 0.00 0.07 0.00 0.21 0.14 0.14 0.14 0.14 0.28 0.83 1.52 2.56 6.84 47.06 27.02 13.06 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

Practical application of transition rates. 
Rating transition rates are useful to investors and credit professionals for whom rating stability is 
important. For instance, investors restricted by law or inclination to invest in top-grade bonds 
would want to assess the likelihood that Standard & Poor's analysts will continue to assign top 
ratings to their investments. Conversely, investors buying high-yield bonds in hopes of profiting 
from a rating upgrade would be able to gauge that expectation realistically. 

The credit community might also use rating transition information, in part, to determine maturity 
exposure limits or to measure credit risk in the context of the value-at-risk models. Assuming that 
the rating transition rates are stable and follow a first-order Markov process, cumulative default 
rates could be projected for any number of years into the future. Rating transition matrices could 
also be constructed to produce stressed default rates. Such matrices are often used in the area of 
credit risk measurement. In addition, multiyear transition matrices are valuable tools that can be 
used to forecast future rating distributions and may be better suited for certain applications than are 
one-year transition matrices. 

N.R.-removed transition rates 
The difference between Tables 9 and 11 is that the latter is based on pools that have been gradually 
pared down by dropping those obligors whose ratings have been withdrawn (set to 'N.R.'). The 
number of withdrawn ratings grows particularly large in the case of speculative-grade ratings 
categories after just a few years. Little is known about 'N.R.' obligors except that there is no public 
record of a default. Indeed, default might be unlikely for those obligors whose debt has been 
extinguished. 

Multiyear transitions 
Multiyear transitions were also calculated for periods of two up to 20 years. In this case, the rating 
at the beginning of the multiyear period was compared with the rating at the end. For example, 
three-year transition matrices were the result of comparing ratings at the beginning of the years 
1981 to 2003 with the ratings at the end of the years 1983 to 2005. Otherwise, the methodology was 
identical to that used for single-year transitions. 
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Average transition matrices were calculated on the basis of the multiyear matrices just described.
These average matrices are a true summary whose ratios represent the historical incidence of the
ratings listed on the first column, changing to the ones listed on the top row over the course of the
multiyear period (see Table 25).

Comparing transition rates with default rates.
Rating transition rates may be compared with the marginal and cumulative default rates described
in the previous section. For example, note that the one-year default rate column of Table 12 is
equivalent to column 'D' of the average one-year transition matrix found in Tables 9 and 25.
However, the two-year default rate colunm of Table 10 is not the same as column 'D' of the average
two-year transition matrix found in Table 25. This difference results from the different static pools
used to calculate transition to default and cumulative average default rates. Cumulative average
default rates are the summary of all static pools from 1981 through 2005 while the number of pools
used in the average transition rate is limited by the transition's time horizon.

Table 22. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%)
Rating: All Rated

Year Issuers
1981 1392
1982 1440
1983 1464
1984 1552
1985 1636
1986 1870
1997 2021
1988 2109
1989 ~2151

1991 p2086
1992 2186:
1993 2385
1994 2633
1995 2976
1996 3233
1997 3567
1998 4052
1999 4464
2000 4617
2001 4735
2002 4775
2003 4835
2004 5072
2005. 5415

0.9 2.2 Y3.8 5.5 8Y1 9.1 9.8 10.0 10.9 Y10.54 107 Y10.8 Y1.1 Y1.6 Y12.7

0.14 1.36 2.08 2.87 3.52 4.89 5.32 6.18 62 1.76 1.06 9.41 9.91 10.42 10.42 10.63
1.18 1.88 2.71 3.40 4.79 5.14 5.97 6.46 7.50 9.31 9.79 10.35 10.35 10.56 10.56
0.75 1.57 2.39 3.96 4.37 5.46 5.94 6.97 8.95 9.49 10.04 10.04 10.25 10.25 10.31
0.90 1.93 3.74 4.19 5.28 5.99 7.09 6.76 9.34 9.92 9.92 10.12 10.12 10.24 10.24
1.10 3.00 3.55 4.95 5.8 .0 8.6 9.41 9.90 9.90 10.21 10.21 10.33 10.39 10.70
1.71 2.30 3.64 4.49 5.83 7.70 8.34 8.88 8.98 9.25 9.36 9.57 9.73 10.00 10.43

• 0.94 2.42 3.81 5.59 8.11 9.10 9.85 10.04 10.39 10.54 10.74 10.89 11.18 11.68 12.77

1.42 2.99 5.12 8.16 9.15 9.91 10.15 10.62 10.76 11.05 11.28 11.62 12.33 13.32 14.27
1.67 4.23 7.71 8.78 9.57 9.89 10.31 10.45 10.73 11.15 11.47 12.12 13.14 14803 14.49

N•2.71 6.12 7 '38 8.13 8.45 8.92 9.01 9.39 9.90 10.28 11.02 12.05 13.03 13.55 13.64
S3.26 4.60 5.08 5.42 5.94 6.04 6.38 6.86 7.24 7.86 8.92 9.97 10.50 10.64 10.79

1.37 1.83 2.15 2.74 2.88 3.20 3.66 3.98 4.62 5.63 6.68 7.14 7.27 7.41
0.55 1.01 1.89 2.10 2.47 2.94 3.35 4.07 5.16 6.25 6.71 6.83 7.00
0.61 1.71 2.09 2.54 3.04 3.91 4.86 6.15 7.29 7.82 7.98 8.13
1.01 1.48 1.95 2.55 3.49 4.40 6.15 7.46 8.06 8.27 8.47

0.49 1.05 1.82 2.94 3.84 5.51 6.99 7.67 7.92 8.13
0.62 1.60 2.89 4.18 6.08 7.79 8.69 8.94 9.17
1.31 3.26 5.08 7.75 9.95 11.18 11.60 11.92
2.15 4.53 7.91 10.82 12.30 12.79 13.15
2.36 6.00 9.18 10.87 11.52 11.98
3.78 7.35 9.33 9.97 10.50
3.60 5.65 6.37 6.83

I 1.92 2.67 3.14
, 0.73 1.2421

0.55 Y 8 Y - -_E 12 Y_ 14 1

1.61 1.63 1.49 1.30 1.09 0.94 0.79 0.67 0.62 0.58 0.52 0.44 0.44 0.40 0.4
1.61 3.21 4.66 5.90 6.92 7.80 8.52 9,14 9.70 10.22 10.69 11.08 11.47 11.83 12.20
1.00 1.83 2.45 2.85 3.05 2.93 2.65 2.20 1.82 1.62 1.50 1.62 1.84 1.85 1.71

Marginal average
Cumulative average
Standard deviation

Annual 2005 Global Corporate Default Study And Rating Transitions Page 35

Average transition matrices were calculated on the basis of the multiyear matrices just described. 
These average matrices are a true summary whose ratios represent the historical incidence of the 
ratings listed on the first column, changing to the ones listed on the top row over the course of the 
multiyear period (see Table 25). 

Comparing transition rates with default rates. 
Rating transition rates may be compared with the marginal and cumulative default rates described 
in the previous section. For example, note that the one-year default rate column of Table 12 is 
equivalent to column 'D' of the average one-year transition matrix found in Tables 9 and 25. 
However, the two-year default rate column of Table lOis not the same as column 'D' of the average 
two-year transition matrix found in Table 25. This difference results from the different static pools 
used to calculate transition to default and cumulative average default rates. Cumulative average 
default rates are the summary of all static pools from 1981 through 2005 while the number of pools 
used in the average transition rate is limited by the transition's time horizon. 

Table 22. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) 

- - - 1 Time horiZO~ I - -

_51 Y2 Y3 _'f~ _ Y5 ___ ,\,~7_-"'~_ Y9 Y!Q _~_ Y12 Y13 Y14 Y15 __ 
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Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued)
Ratingý: Inveatfl~enl
Grade

Year Issuer.
1981 1070

(1982 1099
1983 1122
1984 1181
1985 1216
1986 1337
1987 1334
1988 •149

'1989 1400
1990 1447
1991 1496

'1992 1661
193 1823

~1994 1 Q16,
,1995 2144
1996 2336
1997 2551

,1998 2718
K1999 .2790

2000 2835
2001 2929
2002 3049
2003 2998

• 2004 :{ 3117

Tiehoio

0.00 0.37 0.37 0.47 0.65 1.03 1.31 2.15 2.34 3.08 4.11 4.39 4.58 4.58 4.77
0.18 0.27 0.36 0,55 1.00 1.27 2.09 2.27 3.09 4.19 4.46 4.73 4,73 4.91 4.91
0.09 0.36 0.45 0.89 1.07 1.69 1.78 2.58 3.65 4.01 4.28 4.28 4.46 4.46 4.46
0.17 0.25 0.59 0.76 1.27 1.44 2.12 3.05 3.39 3.64 3.64 3.81 3.81 3.90 3.90
0.00 0.16 0.25 0.90 1.07 1.81 2.80 3.13 3.37 3.37 3.62 3.62 3.78 3.87 4.03
0.15 0.15 0.60 0.75 1.27 2.17 2.54 2.69 2.69 2.92 2.92 3.07 3.22 3.37 3.66
0.00 0.15 0.37 0.82 1.72 2.10 2.25 2.32 2.47 2.47 2.62 2.77 2.92 3.07 3.97
0.00 0.22 0.37 0.96 1.33 1.48 1.56 1.70 1.70 1.85 1.93 2.08 2.22 2.97 3.71
0.14 0.29 0.57 1.00 1.14 1.21 1.36 1.36 1.36 1.43 1.64 1.79 2.64 3.29 3.64
0.14 0.41 0.62 0.76 0.83 0.97 0.97 0.97 1.11 1.38 1.66 2.42 2.97 3.32 3.32
0.20 0.20 0.27 0.33 0.47 0.47 0.47 0.60 0.94 1.20 1.94 2.47 2.81 2.81 2.87
0.00 0.00 0.06 0.18 0.18 0.18 0.30 0.54 0.72 1.26 1.75 2.05 2.05 2.17
0.00 0.05 0.16 0.16 0.22 0.44 0.77 1,04 1.59 2.19 2.47 2.47 2.58
0.05 0.16 0.16 0.26 0.42 0.84 1.04 1.62 2.19 2.51 2.51 2.56
0.05 0.05 0.09 0.23 0.70 0.89 1.54 2.10 2.38 2.38 2.43
0.00 0.04 0.13 0.51 0.73 1.41 1.97 2.23 2.27 2.31
0.08 0.16 0.47 0.71 1.29 2.04 2.39 2.43 2.47
0.15 0.40 0.59 1.14 2.13 2.54 2.61 2.72
0.14 0.29 0.68 1.65 2.08 2.15 2.26
0.18 0.49 1.48 1.94 2.01 2.15
0.20 1.23 1.67 1.78 1.95
0.46 0.82 0.89 1.02
0.10 0.13 0.23
0.00 0.0642

uraae
Year Issuers
1981 322
1982 341
1z,983 ~342

6ýi'984 371'
'1985 420
1986 533
1987 687
1988 76ý
1989 753
1990 694
1991 590
1992 525
1993 7, 562
1994 -~1-

.1995 . 832
1996 897
1997 1016
1998 1334
1999 qT67
ýo6 '00182z
2001 1806
2002 1726
2003 1837
2004 1955

'M205 ,25

4.40 7.04 10.26
2.92 5.56 8.77
3.23 7.28 13.75
4.29 11.19 13.10
5.63 7.69 11.26

12.61 17.01 17.60 18.48
14.04 15.20 17.84 19.59 21.35 26.32 27.49
15.09 18.06 20.49 22.91 26.95 28.30 29.92
16.67 19.52 22.14 26.43 27.62 28.81 28.81
13.88 17.26 21.58 22.89 24.39 24.77 25.14
14.85 20.52 22.71 24.60 25.04 25.76 26.20
20.92 23.03 24.87 25.39 26.45 26.84 27.37
23.24 25.23 26.03 26.96 27.36 28.15 29.22
23.49 24.35 25.50 25.79 26.95 28.24 28.82
18.31 19.83 20.17 21.36 22.71 23.22 24.75
10.86 11.43 12.76 14.29 14.86 16.95 19.43

3.95 7.89 13.55
4.52 11.55 20.98

1.78 3.68 6.24 925 11 .93 1616 2007 21.85 2263 23.30
1.97 5.22 8.96 12.89 18.11 22.24 24.51 25.30 25.98
3.67 9.07 14.24 21.21 25.86 28.79 29.91 30.66
5.50 11.59 19.95 26.11 29.33 30.53 31.30
5.84 14.76 21.44 25.08 26.66 27.61
9.58 17.28 21.76 23.26 24.36
9.15 14.19 16.05 17.09
4.90 6.80 7.89
1.89 3.1202
1.35

Marginal average 4.65 4.79 4.47 3.81 3.11 2.66 2.25 1.88 1.74 1.52 1.40 1.18 1.17 0.98 0.94
Cumulative average 4.65 9.22 13.28 16.59 19.18 21.33 23.11 24.55 25.86 26.99 28.01 28.86 29.69 30.38 31.04
Standard deviation 2.69 4.43 5.36 5.78 6.02 5.70 5.25 4.56 3.76 3.30 3.06 3.25 3.40 2.94 2.42
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Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued) 
Rating: Invi/smfent.' 
Grade 

~---.. -. --... - --I - -'-1 -_. --.- -

Time horizon 
Year Issuers Y1 Y2 Y~. _ Y4 Y5 Y6 'j7 YB _ ~ Y.9 .. Y1.0 : Y11 Y12 Y13 _ Y14 Y1~_ 

• 1981 '. ·1070 
~;; .. 1982~~~99 
:l'. 1983;$11:22 

1984 1181 
1985 1216 
1986 13.37 

;t/19871334 
~J988 ~~Ti49 
t '1989 :f400 

1990 1447 
1991 1496 

0.00 
0.18 
0.09 
0.17 
0.00 
0.15 
0.00 
0.00 
0.14 
0.14 
0.20 
0.00 

0.37 
0.27 
0.36 
0.25 
0.16 
0.15 
0.15 
0.22 
0.29 
0.41 
0.20 
0.00 

0.37 0.47 
0.36 0.55 
0.45 0.89 
0.59 0.76 
0.25 0.90 
0.60 0.75 
0.37 0.82 
0.37 0.96 
0.57 1.00 
0.62 0.76 
0.27 0.33 
0.06 0.18 

0.65 1.03 1.31 2.15 
1.00 1.27 2.09 2.27 
1.07 1.69 1.78 2.58 
1.27 1.44 2.12 3.05 
1.07 1.81 2.80 3.13 
1.27 2.17 2.54 2.69 
1.72 2.10 2.25 2.32 
1.33 1.48 1.56 1.70 
1.14 1.21 1.36 1.36 
0.83 0.97 0.97 0.97 
0.47 0.47 0.47 0.60 
0.18 0.18 0.30 0.54 

2.34 3.08 4.11 4.39 4.58 4.58 4.77 
3.09 4.19 4.46 4.73 4.73 4.91 4.91 
3.65 4.01 4.28 4.28 4.46 4.46 4.46 
3.39 3.64 3.64 3.81 3.81 3.90 3.90 
3.37 3.37 3.62 3.62 3.78 3.87 4.03 
2.69 2.92 2.92 3.07 3.22 3.37 3.66 
2.47 2.47 2.62 2.77 2.92 3.07 3.97 
1.70 1.85 1.93 2.08 2.22 2.97 3.71 
1.36 1.43 1.64 1.79 2.64 3.29 3.64 
1.11 1.38 1.66 2.42 2.97 3.32 3.32 
0.94 1.20 1.94 2.47 2.81 2.81 2.87 
0.72 1.26 1.75 2.05 2.05 2.17 '1992 )~~1 

~:".1.~~3 _,~1823. '<-;~~~~--,~o-~=--~o--7:::::--~:----;':~-~;:-~~-~:--~~-~~-----l 
11'4"1994 ""';m6' .. 

0.00 0.05 0.16 0.16 0.22 0.44 0.77 1.04 1.59 2.19 2.47 2.47 2.58 
0.05 0.16 0.16 0.26 0.42 0.84 1.04 1.62 2.19 2.51 2.51 2.56 

, 1995 '21'44 
1996 2336 
1997 2551 

~,.1998.,J718 
r~1999"~'2790 
,- 2000 '2$35 

2001 2929 
2002 3049 
2003 2998 

-'::" 2004 , ·311,7 
Ilcdo05 :;~f3264 

0.05 0.05 
0.00 0.04 
0.08 0.16 
0.15 0.40 
0.14 0.29 
0.18 0.49 
0.20 1.23 
0.46 0.82 
0.10 0.13 
0.00 0.0642 
0.03 

0.09 0.23 
0.13 0.51 
0.47 0.71 
0.59 1.14 
0.68 1.65 
1.48 1.94 
1.67 1.78 
0.89 1.02 
0.23 

0.70 0.89 1.54 2.10 2.38 2.38 2.43 
0.73 1.41 1.97 2.23 2.27 2.31 
1.29 2.04 2.39 2.43 2.47 
2.13 2.54 2.61 2.72 
2.08 2.15 2.26 
2.01 2.15 
1.95 

Marginal averag.~e __ -,:0:,-:.1c:1_-,0"".2;;C0;.---:;-0.",2c-3 _-,:0,:.;.3"'1_-'0;-c.3:-:4;.-_0C".-='33:;-....:;c0'::.3.:;-0 _ __o0"'.2;.::9--'0"".2::-;7:;---:;-0."'2-=,9 _-=0,:.;.2c::6_-:0;-c.2~2;.-_=_=0 . .;.23"-~0'-=.2.;.2-__o0:-'-:.2:-:7_1 
Cumulative avera e 0.11 0.31 0.54 0.85 1.18 1.51 1.81 2.10 2.37 2.65 2.91 3.12 3.34 3.55 3.81 
Standard deviation 0 11 0 27 0 40 0 49 0 60 0 67 0 74 0 80 0 88 0 96 0 99 0 96 0 90 0 81 0 60 
~atlng: SpecUlati"e. 
Grade 

.. - . \-_.. .--_. -- ' ... -- - . -- . , 

Time horizon 
Year Issuers _Y1 Y2 Y3_ Y4 __ y5 Y6 _V,1 YB __ Y9 ---'L10_~ Y11 Y12 Y13 _YJ4 Y15 .. 

1981 322 j--'0~.6~2;_~~-~~~~:-~~-~~~~o-~~~~~~~~~~~~~~~~~~~~~ 
" 1982 ,;341 4.40 
!*j983' 'tl342 '1-;2;'-;.9;;;:2c--~:-;:---;~;-~~-;~=---:-=-~-;~::---::-:;.:::-=----::~::--~'-7:::----::~-=--~~--:~:-::--~~---'~:-::-J 
.' '1984 '371' G3;-c.2;;;3;----;;:~-~~~~,;---;-;;~--;:;-;;.:.:;;;---;;,:;.:;;.:;-~~~~~~~;--~-;;;;-~~~-;;;~:--~=;;;-~:;;-::;~ 

4.66 7.76 10.87 13.04 17.70 18.63 19.57 21.43 23.29 27.02 28.26 29.81 29.81 30.12 
7.04 10.26 12.61 17.01 17.60 18.48 19.94 21.70 25.81 26.98 28.45 28.45 28.74 28.74 
5.56 8.77 14.04 15.20 17.84 19.59 21.35 26.32 27.49 28.95 28.95 29.24 29.24 29.53 
7.28 13.75 15.09 18.06 20.49 22.91 26.95 28.30 29.92 29.92 30.19 30.19 30.46 30.46 

. 1985 420 4.29 11.19 13.10 16.67 19.52 22.14 26.43 27.62 28.81 28.81 29.29 29.29 29.29 29.29 30.00 
1986 533 5.63 7.69 11.26 13.88 17.26 21.58 22.89 24.39 24.77 25.14 25.52 25.89 26.08 26.64 27.39 
1987 687 2.77 6.84 10.48 14.85 20.52 22.71 24.60 25.04 25.76 26.20 26.49 26.64 27.22 28.38 29.84 

Ih:~88 , •. ",,-,?E2,. 3.95 
" 1989 . -;:753 4.52 

7.89 13.55 20.92 23.03 24.87 25.39 26.45 26.84 27.37 27.89 28.55 30.26 31.71 33.03 
11.55 20.98 23.24 25.23 26.03 26.96 27.36 28.15 29.22 29.75 31.34 32.67 34.00 34.66 

. 1990 694 8.07 18.01 21.47 23.49 24.35 25.50 25.79 26.95 28.24 28.82 30.55 32.13 34.01 34.87 35.16 
1991 590 11.02 15.76 17.29 18.31 19.83 20.17 21.36 22.71 23.22 24.75 26.61 28.98 30.00 30.51 30.85 
1992 '525 5.71 7.62 8.76 10.86 11.43 12.76 14.29 14.86 16.95 19.43 22.29 23.24 23.81 24.00 

111993 .;~ '~62 2.31 

~1994 '<4:.~~7, ,,}-'2~.:;;09;:_~~-~;;;_--:~;__-;.;:~-~~~~;:-~~--'~~~~;--~~--'='-'--------_1 
1995 '.'832 3.49 

4.09 7.47 8.36 9.79 11.03 11.74 13.88 16.73 19.40 20.46 21.00 21.35 
5.86 7.25 8.65 10.04 12.13 15.06 18.27 20.92 22.04 22.59 23.01 
5.17 6.73 8.53 10.70 13.46 18.03 21.27 22.72 23.44 24.04 

1996 897 1.78 3.68 6.24 9.25 11.93 16.16 20.07 21.85 22.63 23.30 
1997 1016 1.97 5.22 8.96 12.89 18.11 22.24 24.51 25.30 25.98 
1998 1334 3.67 9.07 14.24 21.21 25.86 28.79 29.91 30.66 

'. 199.9'1674 5.50 
~"'2Obo "~:78i d·-~5."'84:;----;-~o-~~~~,;;--;;;~:--=:;:.::----"~-"----------------------I 

'2001 1806 9.58 

11.59 19.95 26.11 29.33 30.53 31.30 
14.76 21.44 25.08 26.66 27.61 
17.28 21.76 23.26 24.36 

2002 1726 9.15 14.19 16.05 17.09 
2003 1837 4.90 6.80 7.89 

2004 ,<~55 .... " 1-:1;-::.8;;;9~.:::.:='------------------------------------I 
';2005 . .• l~2~5~, 1.35 

3.1202 

I 

4.65 4.79 4.47 3.81 3.11 2.66 2.25 1.88 1.74 1.52 1.40 1.18 1.17 0.98 0.94 
4.65 9.22 13.28 16.59 . 19.18 21.33 23.11 24.55 25.86 26.99 28.01 28.86 29.69 30.38 31.04 
2.69 4.43 5.36 5.78 6.02 5.70 5.25 4.56 3.76 3.30 3.06 3.25 3.40 2.94 2.42 
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Table 23. Static Pool Cumulative Default Rates bv Ratine. 1981 to 2005 (%i (continued)

2.33 2.33 2.33 2.33 2.33 2.33
2.04 2.04 2.04 2.04 2.04 2.04
0.00 0.00 0.00 0.00 0.00 0.00
0.00 0.00 0.00 0.00 0.00 0.00

0.76 0.76 0.76 0.76 0.76 0.76
0.68 0.68 0.68 0.68 0.68 1.37
0.64 0.64 0.64 0.64 1.28 1.28
0.65 0.65 0.65 0.65 0.65 0.65
0.60 0.60 0.60 0.60 0.60 0.60

0.00 0.00 0.00
0.00 0.00
0.00

0.00 0.00 0.00 0.43 1.30 1.30
0.00 0.00 0.40 1.61 1.61 1.61
0.00 0.34 1.35 1.35 1.69 2,03
0.30 1.21 1.21 1.51 1.81 2.11
0.28 0.28 0.56 0.83 1.11 1.11

1.4Z "[.ijU Z.151 Z.Ijf Z.•1 Z.J1
1.74 1.74 1.74 1.74 1.74 1.74
2.42 2.42 2.42 2.42 2.42 2.42
2.36 2.36 2.36 2.36 2.36 2.36
2.11 2.11 2.11 2.11 2.42 2.42
1.11 1.11 1.11 1.39 1.67 1.94

0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.27 0.55 0.82 1.10 1.37 1.37
0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.28 0.56 0.84 1.12 1.12 1.12
0.00 0.00 0.00 0.00 0.00 0.00 0.26 0.52 0.79 1.05 1.31 1.31 1.31
0.00 0.00 0.00 0.00 0.00 0.25 0.76 1.02 1.27. .1.27 1.27 1.27 1.27

U.U0 U. 1U U. U U. II U. I U. 6U
0.09 0.19 0.29 0.40 0.52 0.62
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Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued) 
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Table 23' Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued)

Times hoio

1981
1982
1983
1984
1985
1986
1987,
1988
1989

.19901991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004

493
486
464
470
508
562
515
507
.553'
562

'568
,634,
697
743
873
955
1036
1046
1064
1055
1079
1120
1128
1160

0.00 0.20 0.20 0.20 0.41 1.01 1.22 1.42 1.42 2.03 3.04 3.25 3.65 3.65 4.06
0.21 0.21 0.21 0.41 0.82 0.82 0.82 0.82 1.44 2.88 3.29 3.91 3.91 4.32 4.32
0.00 0.00 0.22 0.43 0.43 0.43 0.43 1.08 2.37 2.80 3.45 3.45 3.88 3.88 3.88
0.00 0.21 0.43 0,43 0.64 0.85 1.49 2.77 3.19 3.83 3.83 4.26 4.26 4.26 4.26
0.00 0.39 0.39 0.39 0.59 1.18 2.36 2.76 3.35 3.35 3.74 3.74 3.74 3.74 3.74
0.18 0.18 0.36 0.53 0.89 1.42 1.78 1.78 1.78 2.14 2.14 2.14 2.14 2.14 2.49
0.00 0.00 0.19 0.58 1.55 1.94 1.94 1.94 2.14 2.14 2.14 2.14 2.14 2.14 3.11
0.00 0.20 0.20 1.18 1.38 1.38 1.38 1.58 1.58 1.58 1.58 1.78 1.78 2.56 2.96
0.00 0.00 0.36 0.54 0.54 0.54 0.72 0.72 0.72 0.72 0.90 0.90 1.81 2.17 2.53
0.00 0.18 0.36 0,36 0.36 0.53 0.53 0.53 0.71 0.89 0.89 1.42 1.60 1.96 1.96
0.00 0.00 0.00 0.00 0.18 0.18 0.18 0.35 0.53 0.70 1.06 1.41 1.94 1.94 2.11
0.00 0.00 0.00 0.16 0.16 0.16 0.32 0.63 0.95 1.26 1.74 2.21 2.21 2.21
0.00 0.00 0.14 0.14 0.14 0.43 0.86 1.15 1.58 2.01 2.30 2.30 2.30
0.13 0.27 0.27 0.27 0.40 0.81 1.08 1.48 2.02 2.42 2.42 2.42
0.00 0.00 0.00 0.11 0.34 0.46 0.92 1.26 1,49 1.49 1.49
0.00 0.00 0.00 0.10 0.21 0.63 1.05 1.26 1.26 1.26
0.00 0.00 0.10 0.19 0.68 1.06 1.45 1.45 1.45
0.00 0.10 0.19 0.57 0.96 1.24 1.34 1.34
0.09 0.19 0.56 0.75 0.94 1.03 1.03
0.09 0.47 0.85 1.04 1.14 1.14
0.19 0.37 0.46 0.56 0.56
0.09 0.09 0.09 0.09
0.00 0.00 0.00
0.00 0
0.00

0.04 0.08 0.11 0.15 0.20 0.23 0.25 0.23 0.27 0.29 0.24 0.20 0.19 0.16 0.25
0.04 0.12 0.23 0.38 0.59 0.81 1.06 1.29 1.55 1.83 2.06 2.26 2.44 2.60 2.85
0.07 0.15 0.21 0.30 0.40 0.46 0.56 0.67 0.79 0.93 1.01 1.03 0.99 0.96 0.87

0.00 1.08 1.08 1.43 1.79 2.15 2.51 4.30 5.02 6.45 8.24 8.60 8.60 8.60 8.60
0.34 0.67 1.01 1.35 2.36 3.03 5.05 5.72 7.41 8.75 9.09 9.09 9.09 9.09 9.09,
0.32 1.28 1.28 2.56 2.88 3.85 4.17 5.77 7.37 7.69 7.69 7.69 7.69 7.69 7.69
0.66 0.66 1.64 1.97 2.63 2.96 4.28 5.59 5.92 5.92 5.92 5.92 5.92 6.25 6.25
0.00 0.00 0.00 1.77 2.12 3.89 5.65 6.01 6.01 6.01 6.36 6.36 7.07 7.07 7.77
0.33 0.33 1.66 1.99 3.31 5.96 6.62 7.28 7.28 7.62 7.62 8.28 8.61 8.94 9.27
0.00 0.62 1.24 2.17 4.33 5.26 5.88 5.88 6.19 6.19 6.81 7.12 7.43 7.74 9.60
0.00 0.60 0.90 1.81 3.01 3.61 3.61 3.92 3.92 4.52 4.52 4.52 4.82 6.33 8.43
0.60 1.20 1.80 3.29 3.89 3.89 4.19 4.19 4.19 4.19 4.49 4.79 6.59 8.38 9.28
0.57 1.43 2.00 2.57 2.57 2.86 2.86 2.86 2.86 3.43 4.29 6.29 8.00 8.86 8.86
0.82 0.82 1.09 1.09 1.36 1.36 1.36 1.36 1.91 2.45 4.63 6.27 6.81 6.81 6.81
0.00 0.00 0.00 0.25 0.25 0.25 0.25 0.51 0.76 2.29 3.56 4.07 4.07 4.58
0.00 0.00 0.22 0.22 0.43 0.86 1.29 1.94 3.44 5.16 5.81 5.81 6.24
0.00 0.20 0.20 0.59 0.99 1.78 2.17 3.75 4.94 5.53 5.53 5.73
0.17 0.17 0.34 0.68 1.86 2.37 4.06 5.41 6.09 6.09 6.26
0.00 0.14 0.43 1.43 2.01 3.72 4.87 5.44 5.59 5.73
0.25 0.49 1.23 1.84 2.94 4.66 5.28 5.40 5.52
0.41 0.93 1.34 2.37 4.63 5.36 5.46 5.77
0.20 0.49 1.17 3.52 4.40 4.50 4.79
0.37 0.83 3.04 3.97 4.06 4.43
0.34 2.70 3.63 3.79 4.22
1.02 1.81 1.97 2.28
0.23 0.30 0.53
0.00 0.1375

Year Issuers
1981 279
1982 297
1983 312
1984 304
1985 283
1986 302
1987 323
1:988 332

1990 350
1991 '367
1992 393
1993 465
1994 506
1995 591
1996 698
1997 815
1998 971
1999 1022
2000 1084
2001 1186
2002 1271
2003 1326
2004 1455
2005 1535 0.07

3qmrnary_§ýat(stkcs - Y1 -Y2____ Y3 Y4 Y5- Y6 W Y8 - yg y 10 T y 11 - Y 12 Y 13 - Y-1 4- - -Y 1-5
Marginal average 0.27 0.49 0.56 0.76 0.78 0.75 0.61 0.63 0.54 0.58 0.58 0.46 0.52 0.53 0.59
Cumulative average 0.27 0.76 1.32 2.06 2.83 3.56 4.15 4.76 5.27 5.82 6.37 6.80 7.29 7.77 8.32
Standard deviation 0.29 0.65 0.91 1.07 1.30 1.54 1.74 1.82 1.91 1.80 1.61 1.53 1.49 1.37 1.08
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STANDARD r~.I%" ,; 
&POOR'S 
----

Table 23~ Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued) 
Rating: 'A' 

---- I - r . ,---.,.. ~ 

I Time horizon r 

Year Issuers Y1 Y2 Y3._ Y4 YS YB '(7. Y8 Y9, Y1Q 1 Y11 Y1~_ Y13 Y14 YiS 
1981 493 0.00 0.20 0.20 0.20 0,41 1.01 1.22 1,42 1,42 2.03 3.04 3.25 3.65 3.65 4.06 
1982 486 0.21 0.21 0.21 0,41 0.82 0.82 0.82 0.82 1,44 2.88 3.29 3.91 3.91 4.32 4.32 
1983 464 0.00 0.00 0.22 0,43 0,43 0,43 0.43 1.08 2.37 2.80 3,45 3.45 3.88 3.88 3.88 
1984 470 0.00 0.21 0,43 0,43 0.64 0.85 1,49 2.77 3.19 3.83 3.83 4.26 4.26 4.26 4.26 
1985 508 0.00 0.39 0.39 0.39 0.59 1.18 2.36 2.76 3.35 3.35 3.74 3.74 3.74 3.74 3.74 
1986 562 0.18 0.18 0.36 0.53 0.89 1,42 1.78 1.78 1.78 2.14 2.14 2.14 2.14 2.14 2,49 
1987, 515 0.00 0.00 0.19 0.58 1.55 1.94 1.94 1.94 2.14 2.14 2.14 2.14 2.14 2.14 3.11 
1988 507 0.00 0.20 0.20 1.18 1.38 1.38 1.38 1.58 1.58 1.58 1.58 1.78 1.78 2.56 2.96 
1989 ,"553' 
1990 562' ' 

0.00 0.00 0.36 0.54 0.54 0.54 0.72 0.72 0.72 0.72 0.90 0.90 1.81 2.17 2.53 
0.00 0.18 0.36 0.36 0.36 0.53 0.53 0.53 0.71 0.89 0.89 1,42 1.60 1.96 1.96 

"199~ 568 0.00 0.00 0.00 0.00 0.18 0.18 0.18 0.35 0.53 0.70 1.06 1A1 1.94 1.94 2.11 
1992 ,634 0.00 0.00 0.00 0.16 0.16 0.16 0.32 0.63 0.95 1.26 1.74 2.21 2.21 2.21 
1993 697: 0.00 0.00 0.14 0.14 0.14 0,43 0.86 1.15 1.58 2.01 2.30 2.30 2.30 
1994 743 0.13 0.27 0.27 0.27 OAO 0.81 1.08 1,48 2.02 2,42 2,42 2,42 
1995 873 0.00 0.00 0.00 0.11 0.34 0,46 0.92 1.26 1,49 1,49 1,49 
1996 955 0.00 0.00 0.00 0.10 0.21 0.63 1.05 1.26 1.26 1.26 
1997 1036 0.00 0.00 0.10 0.19 0.68 1.06 1,45 1,45 1,45 
1998 1046 0.00 0.10 0.19 0.57 0.96 1.24 1.34 1.34 
1999 1064 0.09 0.19 0.56 0.75 0.94 1.03 1.03 
2000 1055 0.09 0,47 0.85 1.04 1.14 1.14 
2001 1079 0.19 0.37 0,46 0.56 0.56 
2002 1120 0.09 0.09 0.09 0.09 
2003 1128 0.00 0.00 0.00 
2004 1160 0.00 0 
2005 1224 0.00 

Marginal average 0.04 0.08 0.11 0.15 0.20 0.23 0.25 0.23 0.27 0.29 0.24 0.20 0.19 0.16 0.25 
Cumulative avera e 0.04 0.12 0.23 0.38 0.59 0.81 1.06 1.29 1.55 1.83 2.06 2.26 2.44 2.60 2.85 
Standard deviation 007 015 021 030 040 046 056 067 079 093 101 1 03 099 096 087 
Rating: 'BBB' 

-- , [ Time horizon' ., . .. 

Year Issuers .. Yi _Y2 )'3 Y!_ '(5,.--'!'B .. Y7 Y8 Y9 Y10 ~.Y11_Y12, Y13 _.Y1.1. ,Y15 .. 
1981 279 0.00 1.08 1.08 1,43 1.79 2.15 2.51 4.30 5.02 6,45 8.24 8.60 8.60 8.60 8.60 
1982 297 0.34 0.67 1.01 1.35 2.36 3.03 5.05 5.72 7,41 8.75 9.09 9.09 9.09 9.09 9.09. 
1983 312 0.32 1.28 1.28 2.56 2.88 3.85 4.17 5.77 7.37 7.69 7.69 7.69 7.69 7.69 7.69 
1984 304 0.66 0.66 1.64 1.97 2.63 2.96 4.28 5.59 5.92 5,92 5.92 5.92 5.92 6.25 6.25 
1985 283 0.00 0.00 0.00 1.77 2.12 3.89 5.65 6.01 6.01 6.01 6.36 6.36 7.07 7.07 7.77 
1986. 302 0.33 0.33 1.66 1.99 3.31 5.96 6.62 7.28 7.28 7,62 7.62 8.28 8.61 8.94 9.27 
1987 323 0,00 0.62 1.24 2.17 4.33 5.26 5.88 5.88 6.19 6.19 6.81 7.12 7A3 7.74 9.60 
1988 332 
1989') '334 

0.00 0.60 0.90 1.81 3.01 3.61 3.61 3.92 3.92 4.52 4.52 4.52 4.82 6.33 8,43 
0.60 1.20 1.80 3.29 3.89 3.89 4.19 4.19 4.19 4.19 4.49 4.79 6.59 8.38 9.28 

1990 . ··350 0.57 1,43 2.00 2.57 2.57 2.86 2.86 2,86 2.86 3,43 4.29 6.29 8.00 8.86 8.86 

1991 ~67 0.82 0.82 1.09 1.09 1.36 1.36 1.36 1.36 1.91 2,45 4.63 6.27 6.81 6.81 6.81 
1992 393 0.00 0.00 0.00 0.25 0.25 0.25 0.25 0.51 0.76 2.29 3.56 4.07 4.07 4.58 
1993 465 0.00 0.00 0.22 0.22 0,43 0.86 1.29 1,94 3,44 5.16 5.81 5,81 6.24 
1994 506 0.00 0.20 0.20 0.59 0.99 1.78 2.17 3,75 4.94 5.53 5.53 5.73 
1995 591 0.17 0.17 0.34 0.68 1.86 2.37 4.06 5,41 6.09 6.09 6.26 
1996 698 0.00 0.14 0.43 1,43 2.01 3.72 4.87 5.44 5.59 5.73 
1997 815 0.25 0,49 1.23 1.84 2.94 4.66 5.28 5,40 5.52 
1998 971 0,41 0.93 1.34 2.37 4.63 5.36 5,46 5.77 
1999 1022 0.20 0,49 1.17 3.52 4.40 4.50 4.79 
2000 1064 0.37 0.83 3.04 3.97 4.06 4,43 
2001 1186 0.34 2.70 3.63 3.79 4.22 
2002 1271 1.02 1.81 1.97 2.28 
2003 1326 0.23 0.30 0.53 
2004 1455 0.00 0.1375 
2005 1535 0.07 

0.27 0,49 0.56 0.76 0.78 0.75 0.61 0.63 0.54 0.58 0.58 0,46 0.52 0.53 0.59 
0.27 0.76 1.32 2.06 2.83 3.56 4.15 4.76 5.27 5.82 6.37 6.80 7.29 7.77 8.32 
0.29 0.65 0.91 1.07 1.30 1.54 1.74 1.82 1.91 1.80 1.61 1.53 1,49 1.37 1.08 
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Table 23. Static Pool Cumulative Default Rates bv Rating. 1981 to 2005 (% (continued)

4.19 4.79 7.78 9.58 15.57
1.16 2.89 5.20 11.56 12.72
1.12 2.81 8.99 9.55 11.80
1.46 6.83 7.32 9.27 12.20
1.30 1.73 3.46 6.49 8.66
0.37 1.85 4.43 8.12 12.92
1.03 3.09 6.87 12.03 13.40
0.71 4.98 11.39 13.88 15.30
3.53 8.83 11.66 13.07 13.07
1.67 4.18 5.02 5.02 6.69
0.00 1.22 1.22 2.45 2.86

16.17 17.37 19.76 20.36 23.35 24.55
16.18 17.92 18.50 23.70 24.86 26.01
14.61 16.29 21.35 22.47 23.03 23.03
14.63 20.49 21.46 21.95 21.95 22.44
15.15 16.02 16.88 16.88 17.32 18.18

15.12 15.12 16.15 16.84 17.53 17.87 18.56 19.59 19.93

13.39 15.90 16.32 16.74 17.15
13.47 13.47 13.88 13.88

18.78

17.50 18.13 18.75 21.25 26.88 28.13
17.53 19.48 22.08 26.62 27.92 29.87
23.73 26.55 29.94 31 64 34 46 34 46

6.44 14.85 18.32 23.76 26.24 28.71 31.68 33.17 35.15 35.15 35.64 35.64 35.64 35.64
8.33 11.81 16.67 18.75 23.26 26.04 27.78 29.86 30.56 30.90 30.90 30.90 31.25 32.29
3.07 7.82 11.45 16.76 21.79 24.02 25.98 26.82 27.09 27.37 27.37 27.65 28.49 29.89
3.86 8.67 15.90 24.34 26.75 28.92 29.88 31.08 31.33 31.57 32.29 33.01 34.94 37.11
3.37 12.77 23.86 25.78 27.71 28.92 30.12 30.36 31.33 33.01 33.73 35.66 37.11 38.07
8.54 21.49 24.52 26.45 28.10 29.48 29.48 30.58 32.51 33.33 35.54 37.19 38.84 39.94

13.84 19.72 21.45 22.84 24.22 24.22 25.61 27.68 27.68 29.07 31.14 33.56 34.95 35.64
6.99 9.17 10.92 13.97 13.97 15.72 18.34 18.78 20.52 23.14 26.20 27.95 28.82 29.26
2.62 5.68 10.92 11.35 13.97 15.72 16.59 18.34 20.96 24.02 25.76 26.64 27.51
3.06 8.87 10.70 12.84 14.37 16.51 19.57 23.85 26.61 28.13 29.05 29.36
4,55 1 6.31 8.33 10.61 12.88 15.66 20.96 24.49 25.76 26.52 27.27
2.88 5.76 9.59 13.43 16.55 21.82 26.14 27.82 28.78 29.50
3.46 8.87 13.64 17.97 24.68 29.44 31.17 32.03 32.68
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Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued) 
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Global Fixed Inicome Res'earch,

Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued)
Rating: 'CCC'C'

Year Issuers n~~~~~~~~~~n~~Tm h nn nn nn n iz o nnn n n nPn. . . . . . .

i9'1934 " 16

1985 13
1986 14
1987 58
1988 54
1989 57
1990 48
1991 62

•:1992,• 51

1995 26
1996 25
1997 25
1998 28
1999 69
2000 83
2001 110
2002 170
2003 1864
2004 4 138

u.uu 0.5.5 d.JJ 0.5.•5 di lbi.b l0.b/ lt.01 110.01 ZM.UUU .u 25.UU 25.UU 00 .UU .UU
21.43 21.43 28.57 28.57 35.71 35.71 35,71 35.71 42.86 42.86 42.86 42.86 42.86 42.86 42M86
6.67 26.67 26.67 33.33 40.00 40.00 40.00 46.67 53.33 53.33 53.33 53.33 53.33 53.33 53.33
25.00 37.50 43.75 43.75 43.75 50.00 56.25 56.25 56.25 56.25 56.25 56.25 56.25 56.25 56.25
15.38 23.08 23.08 23.08 30.77 38.46 38.46 38.46 38.46 38.46 38.46 38.46 38.46 38.46 38.46
21.43 21.43 28.57 35.71 35.71 35.71 35.71 35.71 35.71 35.71 35.71 35.71 35.71 35.71 35.71
12.07 24.14 32.76 34.48 48.28 50.00 53.45 53.45 55.17 55.17 55.17 55.17 55.17 58.62 58.62
20.37 27.78 31.48 42.59 46.30 46.30 46.30 46.30 46.30 48.15 48.15 48.15 51.85 53.70 53.70
31.58 35.09 47.37 50.88 56.14 56.14 56.14 56.14 56.14 56.14 56.14 59.65 59.65 59.65 59.65
31.25 45.83 56.25 62.50 62.50 62.50 62.50 62.50 62.50 62.50 66.67 66.67 66.67 66.67 66.67
33.87 41.94 45.16 48.39 50.00 50.00 51.61 51.61 53.23 56.45 56.45 58.06 59.68 59.68 59.68
27.45 31.37 35.29 37.25 41.18 41.18 41.18 4.1.18 45.10 45.10 47.06 49.02 49.02 49.02
13.33 17.78 22.22 26.67 26.67 28.89 28.89 33.33 35.56 35.56 37.78 37.78 37.78
16.67 25.00 33.33 33.33 37.50 37.50 45.83 45.83 50.00 50.00 50.00 50.00
26.92 34.62 34.62 38.46 42.31 46.15 50.00 53.85 53.85 57.69 57.69
4.00 8.00 16.00 20.00 24.00 32.00 36.00 36.00 40.00 40.00
12.00 28.00 40.00 52.00 60.00 64.00 64.00 64.00 64.00
42.86 50.00 53.57 60.71 64.29 64.29 64.29 64.29
33.33 42.03 49.28 53.62 55.07 55.07 55.07
32.53 50.60 56.63 59.04 59.04 59.04
44.55 51.82 58.18 60.00 60.00
44.12 53.53 56.47 56.47
32.93 41.46 42.07
14.49 18.116
8.73

Marginal average 27.02 11.80 8.23 5.86 b.70 2.33 2.33 1.32 3.10 1.84 1.59 1.69 1.36 1.58 0O

Cumulative average 27.02 35.63 40.93 44.39 47.56 48.78 49.98 50.64 52.17 53.05 53.79 54.57 55.19 55.90 55.90
Standard deviation 12.54 13.29 13.89 14.82 14.45 12.73 12.70 12.59 11.78 10.37 10.80 11.23 11.84 12.12 12.71

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro®) 7.02.

Table 24. Static Pool One-Year Transition Matrices(%
1981 'Static Poolt••
ýFrom/To Isers •,. .
'AAA 87 "88.51 11.49 0.00 0 .00
AA 211 1.90 89.57 8.06 0.00
A 493 0.00 4.46 88.03 6.49

BBB 279
BB, 222
'B 8
CCCIC, 1-2
F1982 ,Static Pool

From/To Issuers
AAA 86
AA 230
Ar 486
BBB .~297

BB 16'7
B 160
CCC/C 14

0.00 0.00 4.66 87.46 5.02 0.00 0.00 0.00 2.87
0.00 0.00 0.90 5.41 60.36 29.73 0.45 0.00 3.15
0.00 0.00 1.14 0.00 4.55 81.82 2.27 2.27 7.95
0.00 0.00 0.00 0.00 0.00 8.33 83.33 0.00 8.33

93.02 4.65 2.33 0.00 0.00 0.00 0.00 0.00 0.00
0.43 88.70 6.52 0.43 1.30 0.00 0.00 0.00 2.61
0.00 3.70 84.16 9.26 0.62 0.00 0.00 0.21 2.06
0.34 0.00 2.02 81.82 8.75 0.34 0.00 0.34 6.40
0.00 0.60 0.00 3.59 73.65 7.78 0.00 4.19 10.18
0.00 0.00 0.63 0.63 2.50 75.63 3.75 3.13 13.75

i

0.00 0.00 0.00 0.00 0.00 7.14 57.14 21.43 14.29
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Table 23. Static Pool Cumulative Default Rates by Rating, 1981 to 2005 (%) (continued) 

- - 1- Time hori~on ~ ----- --

Y1 .. _ Y~ '[3 Y4. YS. Y6 Yt7 Y8 _ Y9 Y10 ,Y11 _-"'l.£ __ JP Y14 Y1~_ 

M'G~---;~:;-~~~::-;;-;;----';~~~~~~---'7~;---c~:;;-~~~~---;~;;-~~~~----:;~:o--t 15 
16 

1985 13 
1986 14 
1987 58 
1988 54 
1989 57 
1990 48 
1991 62 

51 
'45 
'24' 
26 
25 
25 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 

Table 24. Static Pool One-Year Transition Matrices (%) - . . . . I" _.- _. :. _. - . . : 
AAA AA A B~B BB B I CCC/C 0 NR 
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Table 24. Static Pool One-Year Transition Matrices (%) (continued)

0.65 0.65 3.25 78.57 0.65 4.55 11.69

U.UU U.UU U.UU U.UU

0.00 0.00 0.00 0.00

0.37 7.01 70.85 7.75 0.00 0.37 13.65

6.90 60.34 12.07 17.24
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Table 24. Static Pool One-Year Transition Matrices (%) (continued) 
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&POS

Table 24. Static Pool One-Year Transition Matrices (%) (continued)

•. .QU U.UU U.UU

89.08 6.33 1.09
1.10 92.27 4.10

0.00 11.84 73.88 4.08 2.86 0.00
1.31 10.92 65.50 3.93 6.99 10.92 1

3.92 11.76 47.06 27.45 9.80 1
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Table 24. Static Pool One-Year Transition Matrices (%) (continued) 
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Table 24. Static Pool One-Year Transition Matrices (%) (continued)

4.89 80.73 2.75 3.06 8.26
0.00 8.33 45.83 16.67 29.17

U.UU U.UU D.4U

0.00 0.00 5.69

0.12 3.44 85.03 2.33 0.74

0.00 16.00 52.00 12.00 20.00
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Table 24. Static Pool One-Year Transition Matrices (%) (continued) 
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Table 24. Static Pool One-Year Transition Matrices (%) (continued)

0.00 0.00 0.00 0.00 0.00 8.92
0.55 0.00 0.00 0.00 0.18 4.57

3.49 75.45 4.28 7.55 8.78
1.20 6.02 51.81 32.53 8.43

0 IUD I l.. O U.UU U.10 U.UU U.UU U.UU U.UU O.0L

0.19 74.90 16.92 2.28 0.19 0.57 0.00 0.00 4.94
0.00 0.54 83.13 10.54 0.80 0.18 0.09 0.09 4.64
0.00 0.08 2.12 82.06 6.06 2.20 0.55 1.02 5.90

0.00 0.37 3.24 77.68 7.61

1.18 7.65 34.12 44.12 12.35
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Table 24. Static Pool One-Year Transition Matrices (% ) (continued) 
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Global Fixed Income Research

Table 24. Static Pool One-Year Transition Matrices (%) (continued)

[2003 Static Pool

From/To Issuers
AAA 112
AA 432
A 112,8
1BBB 1326
BB 915
B 758
0cc/C 164
2004 Static Pool

From/To Issuers
AAA 95
AA 407
A 1160"
BBB 1455
BB 968
B 849
0CC/C 138
2005 Static Pool

From/To Issuers
AAA,. 98,

407
A 1224
BBB 1535
BB 10,15
BC 100
CCC/C 126

-AA AA A BB 131 B C- D NR

82.14 8.04 1.79 0.00 0.00 0.00 0.00 0.00 8.04
0.46 83.80 10.88 0.46 0.00 0.00 0.00 0.00 4.40
0.00 0.62 88.48 6.56 0.18 0.00 0.00 0.00 4.17
0.00 0.00 1.43 87.33 5.13 0.30 0.00 0.23 5.58
0.00 0.00 0.00 2.95 75.85 9.84 0.66 0.55 10.16
0.00 0.00 0.00 0.13 6.60 72.30 3.83 4.09 13.06
0.00 0.00 0.00 0.00 0.61 11.59 45.73 32.93 9.15

AAA-T AA A BBB- 1313 B C/I D NR
92.63 6.32 0.00 0.00 0.00 0.00 0.00 0.00 1.05
0.25 90.42 3.69 0.25 0.00 0.00 0.00 0.00 5.41
0.00 1.12 92.33 3.10 0.09 0.00 0.00 0.00 3.36
0.00 0.07 1.99 90.10 1.86 0.14 0.00 0.00 5.84
0.10 0.00 0.10 4.03 81.20 5.37 0.21 0.41 8.57
0.00 0.00 0.12 0.12 6.60 76.21 2.24 1.53 13.19
0.00 0.00 0.72 0.00 0.72 15.22 52.90 14.49 15.94

88.78 9.18 1.02 0.00 0.00 0.00 0.00 0.00 1.02
0.00 90.66 4.91 0.49 0.00 0.00 0.00 0.00 3.93

0.08 1.63 88.89 4.41 0.00 0.00 0.00 0.00 4.98
0.00 0.20 5.93 84.04 3.06 0.46 0.00 0.07 6.25
0.00 0.00 0.00 5.71 76.75 6.90 0.20 0.20 10.25
0.00 0.00 0.10 0.59 8.51 70.59 3.76 1.58 14.85

I

0.00 0.00 0.00 0.79 0.79 25.40 46.83 8.73 17.46
46.83 8.73 17.46

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02.

Table 25. Average Multi-Year Transition Matrices, 1981 to 2005 (%)

AAA ~ -A A BB-. _B - C D N

AA ;"f 88.2_0 7.67 0.49 0.09 0.06 0.00 0.00 0.00 3.49
AA 0.58 87.16 7.63 0.58 0.06 0.11 0.02 0.01 3.85
A 0.05 1.90 87.24 5.59 0.42 0.15 0.03 0.04 4.58
Bee 0.02 0.16 '3.85 84.13 4.27 0.76 0.17 0.27 6.37

BB 0.03 0.04 0.25 5.26 75.74 7.36 0.90 1.12 9.29
B 0.00 0.05 0.19 0.31 5.52 72.67 4.21 5.38 11.67
CCC=C 0.00 0.00 0.28 0.41 1.24 10.92 47.06 27.02 13.06
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Table 24. Static Pool One-Year Transition Matrices (%) (continued) 

~'l~~)~ta.ti~.B,e.QI 
~ ,~,;n : - , ¥' ,»$,',~ ~ , 

Ffom/To Issuers 
AM 112 
AI;. 432 
Al~.;,'"" 11~'28 
·B:B.B i1'~26 
BB 915 
B 758 
·CC,G/C ~Q~ . 
2004 Static Pool 

From/To 
AM 

BBB 
BB 

J~~.\ .. 
CC'C/C 

Issuers 
95 
4~t. 
1160" 
1455 
968 
.8~:9 . 
138 

2005 Static Pool 

Fr;om/To 

Mt, 
A 
BBB 
BB. 
B~'\\' 

CCCIC 

Issuers 
~~.; , 
407 
1224 
1535 
10.15 

f .d <:\f~"\ A 

~010 
126 

.. 

. -. -. -' -- -- I - .. -- . -. - --- -- -- ----- --- : 
AAA AA A B~B BB B. CCC/C 0 NR 
82.14 8.04 1.79 0.00 0.00 0.00 0.00 0.00 8.04 
0.46 83.80 10.88 0.46 0.00 0.00 0.00 0.00 4.40 
0.00 0.62 88.48 6.56 0.18 0.00 0.00 0.00 4.17 
0.00 0.00 1.43 87.33 5.13 . 0.30 0.00 0.23 5.58 
0.00 0.00 0.00 2.95 75.85 9.84 0.66 0.55 10.16 
0.00 0.00 0.00 0.13 6.60 72.30 3.83 4.09 13.06 
0.00 0.00 0.00 0.00 0.61 11.59 45.73 32.93 9.15 

--.--. - -.-- -- - -- - r - - .-. - --.~.---- -. - .. -.--. . 

AAA AA A B~B BB B CCC/C 0 NR 
92.63 6.32 0.00 0.00 0.00 0.00 0.00 0.00 1.05 
0.25 90.42 3.69 0.25 0.00 0.00 0.00 0.00 5.41 
0.00 1.12 92.33 3.10 0.09 0.00 0.00 0.00 3.36 
0.00 0.07 1.99 90.10 1.86 0.14 0.00 0.00 5.84 
0.10 0.00 0.10 4.03 81.20 5.37 0.21 0.41 8.57 
0.00 0.00 0.12 0.12 6.60 76.21 2.24 1.53 13.19 
0.00 0.00 0.72 0.00 0.72 15.22 52.90 14.49 15.94 ---. - r' - r - - 1 

I 
I 

AAA AA A B~B BB B CCC/C 0 NR 
88.78 9.18 1.02 0.00 0.00 0.00 0.00 0.00 1.02 
0.00 90.66 4.91 0.49 0.00 0.00 0.00 0.00 3.93 
0.08 1.63 88.89 4.41 0.00 0.00 0.00 0.00 4.98 
0.00 0.20 5.93 84.04 3.06 0.46 0.00 0.07 6.25 
0.00 0.00 0.00 5.71 76.75 6.90 0.20 0.20 10.25 
0.00 0.00 0.10 0.59 8.51 70.59 3.76 1.58 14.85 
0.00 0.00 0.00 0.79 0.79 25.40 46.83 8.73 17.46 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02, 

Table 25. Average Multi-Year Transition Matrices, 1981 to 2005 (%) 

F:r;QIll/To 
fS!.ISIAi . 
AA 
A 

~I?~ . ~ ~'Mf: .. , 
BBf~:> '. 
S 
CCCIC 

• - ,- -- t • 

One-Year Transition Rates 

AAA AA A BBB BBI B CCC/C 0 NR, ~ _____________ =.L-_____________ ---' 

88.20 7.67 0.49 0.09 0.06 0.00 0.00 0.00 3.49 
0.58 87.16 7.63 0.58 0.06 0.11 0.02 0.01 3.85 
0.05 1.90 87.24 5.59 0.42 0.15 0.03 0.04 4.58 
0.02 0.16 ' 3.85 84.13 4.27 0.76 0.17 0.27 6.37 
0.03 0.04 0.25 5.26 75.74 7.36 0.90 1.12 9.29 
0.00 0.05 0.19 0.31 5.52 72.67 4.21 5.38 11.67 
0.00 0.00 0.28 0.41 1.24 10.92 47.06 27.02 13.06 
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Table 25. Average Multi-Year Transition Matrices, 1981 to 2005 (%) (continued)

~Froml/To .. . .s-":{ : U
AAA
AA
A
BBB
BB
B
ccc/c

From/To
AAA
AA
A
BBB
BB
B
Ccc/c

From/To
AAA
AA
A
BBB
BB

B

Ccc/c

From/To
AAA
AA

A
BBB
BB

B
BBCBB

ccc/c

77.84 13.34 1.53 0.18 0.12 0.03 0.00 0.00 6.97
1.05 75.94 13.61 1.50 0.22 0.20 0.01 0.04 7.44
0.07 3.43 76.14 9.75 0.99 0.37 0.06 0.13 9.07
0.04 0.31 6.73 70.88 6.93 1.62 0.35 0.78 12.35
0.04 0.07 0.55 9.11 57.08 10.77 1.48 3.42 17.48
0.00 0.08 0.34 0.73 9.14 52.05 4.67 12.14 20.86
0.00 0.00 0.38 1.06 1.74 13.40 25.44 37.17 20.82

._ A AA A BB CC / D-".' '_ ' -N

68.36 17.85 2.59 0.40 0.09 0.03 0.00 0.03 10.65
1.42 66.19 18.36 2.37 0.41 0.28 0.02 0.09 10.86

0.10 4.56 66.84 12.42 1.61 09 0.11 0.25 13.47
0.04 0.49 8.66 60.30 8.37 2.44 0.51 1.40 17.78
0.04 0.08 0.86 11.35 43.46 11.97 1.64 6.31 24.29
0.01 0.07 0.47 1.28 10.52 37.03 4.33 18.17 28.12
0.00 0.00 0.34 1.10 2.37 13.69 13.78 44.35 2.39

*AAA A A A BB -C/ D N

42.94 24.1046.79 1.94 0.22 0.07 0.07 0.26 23.67

1.81 51.23 24.07 4.11 0.62 0.43 0.05 0.30 17.38
0.13 5.76 52.75 15.45 2.57 1.09 0.16 0.64 21.45
0.08 0.85 10.63 45.93 8.84 3.05 0.65 3.01 26.97
0.03 0.14 1.58 12.72 26.79 10.67 1.68 11.78 34.61
0.04 0.07 0.57 2.17 9.94 20.37 2.87 26.14 37.83
0.00 0.00 0.24 1.53 2.59 9.54 4.36 49.35 32.39

.AAA AA A BB BB B - D .
42.94 24.04 6.79 1.94 0.22 0.07 0.07 0.26 23.67
1.90 40.87 26.68 5.23 0.82 0.34 0.03 0.55 23.57
0.14 5.91 43.78 16.39 3.13 1.20 0.16 1.10 28.18
0.10 1.4 11.31 37.09 8.11 2.77 0.55 4.08 34.84
0.00 0.14 2.04 13.11 17.37 8.38 1.03 15.07 42.85
0.02 0.06 0.80 2.86 8.40 12.13 1.82 28.80 45.110.00 0.00 0.46 2.13 2.74 5.64 2.13 48.93 37.96

29.91 24.97 9.65 3.64 0.13 0.00 0.00 0.54 31.16
1.66 29.99 27.57 7.08 1.05 0.38 0.02 0.85 31.40
0.24 5.65 35.72 16.40 3.36 1.21 0.06 1.89 35.46
0.07 1.43 12.24 28.55 7.04 2.10 0.23 5.43 42.91
0.05 0.14 2.83 13.15 10.57 5.25 0.53 17.65 49.83
0.00 0.04 0.89 4.04 6.79 6.08 0.75 29.35 52.05

0.00 0.00 0.37 0.75 3.37 2.25 0.37 50.00 42.88
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Table 25. Average Multi-Year Transition Matrices, 1981 to 2005 (%) (continued) 

From/To 
AAA 
AA 
A 
BBB 
BB 
B 
CCC/C 

FromlTo 
AAA 
AA 
A 
BBB 
BB 
B 
CCC/C 

FromlTo 
AAA 
M 
A .. 
BBB 
BB' . 

~~b;;C~\' 

BBB· 
BB 
B 
ccc/c 

FromlTo 
AAA 
AA 
A 
BBB 
BB 
B 
CCC/C 

- - , '--' " , 1" - - -- - - ~ - - - ,- -- ---- 'I 

Two-Year Transition Rates 
I : 

AM. AA A BBB _ _BJ~. __ B_ _ CCCLG. ~ __ 0 NR 
77.84 13.34 1.53 0.18 0.12 0.03 0.00 0.00 6.97 
1.05 75.94 13.61 1.50 0.22 0.20 0.01 0.04 7.44 
0.07 3.43 76.14 9.75 0.99 0.37 0.06 0.13 9.07 
0.04 0.31 6.73 70.88 6.93 1.62 0.35 0.78 12.35 
0.04 0.07 0.55 9.11 57.08 10.77 1.48 3.42 17.48 
0.00 0.08 0.34 0.73 9.14 52.05 4.67 12.14 20.86 
0.00 0.00 0.38 1.06 1.74 13.40 25.44 37.17 20.82 

, t - " ,- , -----
Three-Year Transition Rates 

I 
~ _ AA A, BBB _ B.EL _ , ,B _ _ _C~C/~_ " _ p,_ _ _ NR _ 
68.36 17.85 2.59 0.40 0.09 0.03 0.00 0.03 10.65 
1.42 66.19 18.36 2.37 0.41 0.28 0.02 0.09 10.86 
0.10 4.56 66.84 12.42 1.61 0.66 0.11 0.25 13.47 
0.04 0.49 8.66 60.30 8.37 2.44 0.51 1.40 17.78 
0.04 0.08 0.86 11.35 43.46 11.97 1.64 6.31 24.29 
0.01 0.07 0.47 1.28 10.52 37.03 4.33 18.17 28.12 
0.00 0.00 0.34 1.10 2.37 13.69 13.78 44.38 24.34 

- ,- 1 - • - -" • - , - -- - -- , 
Five-Year Transition Rates 

I 
AAA ____ AI1._ ,_ A __ ~~B. __ ~~ __ CCS/C-,-.P _____ ti~_. 
53.81 22.10 4.89 1.03 0.13 0.13 0.00 0.10 17.80 
1.81 51.23 24.07 4.11 0.62 0.43 0.05 0.30 17.38 
0.13 5.76 52.75 15.45 2.57 1.09 0.16 0.64 21.45 
0.08 0.85 10.63 45.93 8.84 3.05 0.65 3.01 26.97 
0.03 0.14 1.58 12.72 26.79 10.67 1.68 11.78 34.61 
0.04 0.07 0.57 2.17 9.94 20.37 2.87 26.14 37.83 
0.00 0.00 0.24 1.53 2.59 9.54 4.36 49.35 32.39 
-, . - - - I' -, - - - -. -, - I" - - --, - "--. 

Seven-Year Transition Rates : 
I I : 

~ ______ ~ ____ A ___ E:3B~ __ BB~~ __ CC~_~_ 
42.94 24.04 6.79 1.94 0.22 0.07 0.07 0.26 23.67 
1.90 40.87 26.68 5.23 0.82 0.34 0.03 0.55 23.57 
0.14 5.91 43.78 16.39 3.13 1.20 0.16 1.10 28.18 
0.11 1.14 11.31 37.09 8.11 2.77 0.55 4.08 34.84 
0.00 0.14 2.04 13.11 17.37 8.38 1.03 15.07 42.85 

. 0.02 0.06 0.80 2.86 8.40 12.13 1.82 28.80 45.11 
0.00 0.00 0.46 2.13 2.74 5.64 2.13 48.93 37.96 

- - t - - - -- - - I - - -

10-Year Transition Rates 
I . 

AAA ~ ___ ~, ___ J~E:3!=!_~~C1L_O __ ~ 
29.91 24.97 9.65 3.64 0.13 0.00 0.00 0.54 31.16 
1.66 29.99 27.57 7.08 1.05 0.38 0.02 0.85 31.40 
0.24 5.65 35.72 16.40 3.36 1.21 0.06 1.89 35.46 
0.07 1.43 12.24 28.55 7.04 2.10 0.23 5.43 42.91 
0.05 0.14 2.83 13.15 10.57 5.25 0.53 17.65 . 49.83 
0.00 0.04 0.89 4.04 6.79 6.08 0.75 29.35 52.05 
0.00 0.00 0.37 0.75 3.37 2.25 0.37 50.00 42.88 
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Table 25. Aver Multi-Year Transition Mat

From/To
AAA
AA,
A,~
BBB
CBB
B
0cc/C

Fromn/To

ýBBB
;BBý
ýB
CC=~

U.,V It I .UU

1.73 40.72
3.16 44.500.28 4.20 26.28 16.32 3.94 1.25 0.07

I

0.00 1.23 11.00 21.05 5.05 2.24 0.20 8.33 50.90
0.00 0.28 3.15 9.17 5.90 2.64 0.24 22.94 55.69
0.00 0.00 1.03 4.16 3.54 2.61 0.69 35.72 52.25
0.00 0.00 1.10 1.38 3.03 1.38 0.00 55.65 37.47

7.47 15.45 19.86 4.24 0.34 0.85 0.00 1.02 50.76
1.49 9.19 20.35 13.84 1.79 0.36 0.06 3.22 49.70
0.40 2.21 20.18 14.48 3.39 2.11 0.20 5.67 51.36
0.00 1.01 7.93 17.45 3.60 1.29 0.51 11.76 56.44
0.00 0.26 1.87 5.87 3.83 2.98 0.26 28.66 56.29
0.00 0.00 0.47 2.62 2.71 1.31 0.28 36.58 56.03

I

0.00 0.00 0.00 0.00 5.95 0.00 0.00 42.86 51.19
Source: Standard & Poor's Global Fixed Income Research: Standard & Poor's CreditPro® 7.02.
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Table 25. Avera eM If Y T , '1' M t' 1981 t 2005 (oft) ( f d) 
- - - - - - r- - - - - --- ---. -- - -

15-Year Transition Rates 
I ' 

_AAA __ AA _ A _ B~B __ E3~ ____ B CG9.IG, D _ NR_ . 
17.04 22.77 14.73 2.75 0.37 0.37 0.00 0.97 41.00 
1.67 18.41 26.24 9.42 1.22 0.59 0.00 1.73 40.72 
0.28 4.20 26.28 16.32 3.94 1.25 0.07 3.16 44.50 
0.00 1.23 11.00 21.05 5.05 2.24 0.20 8.33 50.90 
0.00 0.28 3.15 9.17 5.90 2.64 0.24 22.94 55.69 
0.00 0.00 1.03 4.16 3.54 2.61 0.69 35.72 52.25 
0.00 0.00 1.10 1.38 3.03 1.38 0.00 55.65 37.47 

- - - - - - - _j - - - - - -0 _ __ 

20-Year Transition Rates 
I ' 

AAA AA A BBB BB B CCC/C' D NR -- -- - - - - - - - ------ ....... ---- --- ---- - ------ -~ - - - - . 

Source: Standard & Poor's Global Fixed Income Research; Standard & Poor's CreditPro® 7.02. 
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Appendix II: Gini Methodology
To measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is
plotted against the cumulative share of defaulters in a Lorenz curve to show visually the accuracy
of its rank ordering. The Lorenz curve was developed by Max 0. Lorenz as a graphical
representation of the proportionality of a distribution. To build the Lorenz curve, the observations
are ordered from the low end of the ratings scale ('CC') to the high end ('AAA'). If Standard &
Poor's corporate rating rank orderings only randomly approximated default risk, the curves would
fall along the diagonal. Its Gini coefficient-which is a summary statistic of the Lorenz curve-
would thus be zero. If corporate ratings were perfectly rank-ordered so that all defaults occurred
only among the lowest-rated entities, the curve would capture all of the area above the diagonal on
the graph and its Gini coefficient would be one (see Chart 22). The procedure for calculating the
Gini coefficients is illustrated below, and is derived by dividing area B by the total area A+B. In
other words, the Gini coefficient captures the extent to which actual ratings accuracy diverges from
the "random" scenario and aspires to the "ideal" scenario.

Chart 22. Sample Lorenz Curve [ A L------F1 A B

(cumulative proportion of defaults, %)

aggregate default rate Lorenz Curve "deal Curve Random Curve
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Source: Standard & Poor's Global Fixed Income Research (cumulative proportion of rated universe, %)
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Appendix II: Gini Methodology 
To measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is 
plotted against the cumulative share of defaulters in a Lorenz curve to show visually the accuracy 
of its rank ordering. The Lorenz curve was developed by Max O. Lorenz as a graphical 
representation of the proportionality of a distribution. To build the Lorenz curve, the observations 
are ordered from the low end of the ratings scale ('CC') to the high end ('AAA'). If Standard & 
Poor's corporate rating rank orderings only randomly approximated default risk, the curves would 
fall along the diagonal. Its Gini coefficient- which is a summary statistic of the Lorenz curve­
would thus be zero. If corporate ratings were perfectly rank-ordered so that all defaults occurred 
only among the lowest-rated entities, the curve would capture all of the area above the diagonal on 
the graph and its Gini coefficient would be one (see Chart 22). The procedure for calculating the 
Gini coefficients is illustrated below, and is derived by dividing area B by the total area A+B. In 
other words, the Gini coefficient captures the extent to which actual ratings accuracy diverges from 
the "random" scenario and aspires to the "ideal" scenario. 
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Appendix IIl: Default and Transition Experience of Corporates Versus
Structured Finance Asset Classes.
Structured Finance Contact: Erkan Erturk, Ph.D., Director, New York (1) 212-438-2450;
erkanerturk@standardandpoors.com

Table 26. Global Structured Finance 2005 Rating Transition by Region and Sector

U.S. ABS 2  ~3728 93.43 4.75ý 1.82 0 0.97,
3917 93.16 3.472+, 3.37 ': 0.38 "' 0.56

U.S'. CMBS 4353 76.29 21.36 2.34 0 0.51
U.S. RMBS

4  
17674 91.45 7.91 0.64 0.01 0.19

U.S. Singl-Issue Synthetics 879 81.91 10.58 7.51 0 0.57
280-, -,,1 ý . 11 12. 14 N, /A 0 1

Euro. ABS2  
.592 95.78 2.36 1.86 0.51 1.18

Euro. CDO
3  

2552 92.71 3.41' 3.88 0 0
Euro. CMBS 430 91.16 6.51 2.33 0 0
Euro. RMBS

4  
1190 93.36 6.30Q 0.34 0 0

1Euro>Single-lssue Synthetics 276 91.30 3.26I q , 5.43 n0 ,;P 0Eic rporat o d 68* • ... 7 .'• p. .. ........ 21iŽ 2 .. 0. .

Asia (non-Japan) 51 86.27 11.76 1.96 0 0
A6sia (non-Japan•) Corporate LBond 2,: 'j•: N/A,5•2 :';''•0•,<' 0:

Australia / New Zealand 878 95.56 3.42 1.03 0 0

ana N nBonds7 167 76 .0 5b' 0
265 852 14.72 0 0] 1' 0 __iaaCoi&aeBoids ,' ,," 47,' Tý 850 n 1, 0.4

Japan 897 89.19, 8.58 2.23 0 0
4ap'an C porpb te Bon,!,, j3 ~ 47 )i: 6i 2.2 A 'v 0.29

[Latin Armerica/Emerg. Mkt. , . 114 '82.46 16.67 0.88 -0 , 0

atiAmri%/E tg Mk.norporater Bo~nds,,, 6 P7 I3 k -5.2 :1 24 6 0.1

Total Structured Finance 37796 90.03 8.25 1.72 0.05 0.33

Total C ,orp'6rate Bonds5  5416 ~69.8'1 12.26 9.05 , N/A 0 .55

Source: Standard & Poor's
Note: AAA ratings from the same transaction are treated as a single rating in the calculation of this table.
When ratings are withdrawn due to redemptions during the transition window, their last rating before withdrawal is used in
the transition rate calculation. Rating modifiers (+ and -) are used when determining rating transitions such as upgrades and
downgrades.

Downgrade rate among structured finance asset classes includes near-defaults ("CC" or "C") and defaults. Default rate
includes near-defaults. Among corporates, however, only transitions to 'D' or 'SD' are recorded in the default column.
2 ABS includes manufactured housing deals.

CDO includes cash, synthetic and market value CDOs as well as leveraged funds.
4 RMBS includes subprime mortgage transactions

Corporate bonds refer to issuer ratings of financial and nonfinancial entities.
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Appendix III: Default and Transition Experience of Corporates Versus 
Structured Finance Asset Classes. 
Structured Finance Contact: Erkan Erturk, Ph.D., Director, New York (1) 212-438-2450; 
erkan erturk@standardandpoors.com 

Table 26. Global Structured Finance 2005 Rating Transition by Region and Sector 
I I 

Beginning no. Staib Ie Upgrade Downgrade Near Default 

Region I Sector of Ratings (%) (%) (%)1 Default (%)1 (%)1 
I I 

U.S.ABs2 :~r3728 .>~~,~3 4.75: 1.82. 0 6.97 
li4kDo3 

,- ::.~i~:f?'3917 " ~~' ~£ 
3.37 ~:!~~:. 0.56 I ~3.16 3.47.{· , 0.38 

U.s'. CMBS 4353 76.29 21.36 2.34 b 0.51 
U.S: RMBS4 17674 91.45 7.91. 0.64 0.01 0.19 

Source: Standard & Poor's 
Note: AAA ratings from the same transaction are treated as a single rating in the calculation of this table. 
When ratings are withdrawn due to redemptions during the transition window, their last rating before withdrawal is used in 
the transition rate calculation. Rating modifiers (+ and -) are used when determining rating transitions such as upgrades and 
downgrades. 
1 Downgrade rate among structured finance asset classes includes near-defaults ("CC" or "C") and defaults. Default rate 
includes near-defaults. Among corporates, however, only transitions to '0' or 'SO' are recorded in the default column. 
2 ABS includes manufactured housing deals. 
3 COO includes cash, synthetic and market value COOs as well as leveraged funds. 
4 RMBS includes subprime mortgage transactions 
5 Corporate bonds refer to issuer ratings of financial and nonfinancial entities. 
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The propensity for downgrades was much higher among corporates than among structured finance
securities, even though the gap in default rates was much smaller (see Table 26). Although the
distinctions between these two asset classes need to be kept in mind,3 the broad trends established in
2005 are consistent with long-term patterns (see also Charts 25 and 26). Overall, the improving
credit quality observed in 2005 was relatively significant. Table 26 shows the actual number of
ratings outstanding at the beginning of this year for each sector and region and provides insight into
the rating transition rates in 2005 for corporates as well as structured finance asset classes. In 2005,
the following key trends were observed in the structured finance asset classes:

> Global structured securities continue to exhibit positive credit trends, reversing the
significant declines in credit quality between 2001 and 2003.

> Overall, about 10% of global structured securities experienced rating transitions in 2005
compared with 10.87% in 2004.

> Globally, CMBS and RMBS sectors performed well in 2005 and accounted for the majority
of raised ratings in terms of the number of upgraded securities.
U.S. and European CMBS experienced improved credit quality, resulting in higher upgrade
rates of 21.36% and 6.51%, respectively.
Sectors such as aircraft, manufactured housing, early vintage CDO of ABS, and single-issue
synthetic sectors accounted for most downgrades.
The upgrade rate in 2005 was 8.25% versus 7.84% in 2004. In other words, 8.25% of
outstanding ratings were raised during this time period, suggesting a slight improvement
over 2004.

> The downgrade rate was 1.72% for global structured finance during 2005, down from a rate
of 3.03% during 2004.

> Defaults and near defaults in 2005 came primarily from securities that were rated 'B' or
lower at the beginning of 2005.

3 In structured finance, rating actions are measured at the issue/instrument level whereas they are measured
at the issuer level among corporate issuers. Moreover, credit events (e.g. defaults) are not measured in
exactly the same way, with the defaulted category in structured finance securities including transitions to
"CC" and "C" since they are regarded as highly vulnerable to nonpayment risk. Defaults among corporates
however are only recorded for transitions to 'SD' or 'D'. For more detail on corporate methodology, see
Appendix I.
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The propensity for downgrades was much higher among corporates than among structured finance 
securities, even though the gap in default rates was much smaller (see Table 26). Although the 
distinctions between these two asset classes need to be kept in mind,3 the broad trends established in 
2005 are consistent with long-term patterns (see also Charts 25 and 26). Overall, the improving 
credit quality observed in 2005 was relatively significant. Table 26 shows the actual number of 
ratings outstanding at the beginning of this year for each sector and region and provides insight into 
the rating transition rates in 2005 for corporates as well as structured finance asset classes. In 2005, 
the following key trends were observed in the structured finance asset classes: 

~ Global structured securities continue to exhibit positive credit trends, reversing the 
significant declines in credit quality between 2001 and 2003. 

~ Overall, about 10% of global structured securities experienced rating transitions in 2005 
compared with 10.87% in 2004. 

~ Globally, CMBS and RMBS sectors performed well in 2005 and accounted for the majority 
of raised ratings in terms of the number of upgraded securities. 

~ U.S. and European CMBS experienced improved credit quality, resulting in higher upgrade 
rates of 2l.36% and 6.51 %, respectively. 

~ Sectors such as aircraft, manufactured housing, early vintage CDO of ABS, and single-issue 
synthetic sectors accounted for most downgrades. 

~ The upgrade rate in 2005 was 8.25% versus 7.84% in 2004. In other words, 8.25% of 
outstanding ratings were raised during this time period, suggesting a slight improvement 
over 2004. 

~ The downgrade rate was l.72% for global structured finance during 2005, down from a rate 
of 3.03% during 2004. 

~ Defaults and near defaults in 2005 came primarily from securities that were rated 'B' or 
lower at the beginning of2005. 

3 In structured finance, rating actions are measured at the issue/instrument level whereas they are measured 
at the issuer level among corporate issuers. Moreover, credit events (e.g. defaults) are not measured in 
exactly the same way, with the defaulted category in structured finance securities including transitions to 
"CC" and "C" since they are regarded as highly vulnerable to nonpayment risk. Defaults among corporates 
however are only recorded for transitions to 'SO' or '0'. For more detail on corporate methodology, see 
Appendix I. 
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Chart 23. Global Structured Finance Credit Quality By Sector
Trailing 12-Month Change in Credit Quality
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Overall, the global structured securities performed well in 2005, exceeding the credit experience
observed by their corporate counterparts last year as well as their own prior performance during the
past several years. The upgrade rate for global structured securities was about 4.8x the downgrade
rate in 2005. Within structured finance asset classes globally, CMBS ratings have seen the most
positive trend, with credit quality at the highest level in the 12 months ended Dec. 2005 (see Chart
23).4 This performance benefited from healthy real estate fundamentals (all property sectors posted
rent gains), defeasance, and relatively low delinquency rates. The RMBS sector continued to be the
most stable, benefiting from substantial upgrades. However, the credit quality of CDOs and, to a
greater extent, ABS has improved in 2004 and 2005, following significant deterioration between
2001 and 2003. Credit quality of U.S. asset-backed securities (ABS) performed better than its
historical average transition rates, primarily because of the strong credit behavior of credit card,
auto, and student loan ABS ratings. The one exception was seasoned manufactured housing
transactions. About 9% of all outstanding manufactured housing securities experienced
downgrades, and they accounted for the majority of downgraded securities in the U.S. ABS market
during the year.

4 Credit quality displayed in Charts 22 and 23 represents the average change in the probability and
magnitude of rating transitions. The probability is the frequency of downgrades or upgrades, and the
magnitude refers to the number of notches changed in each period. In other words, Charts 22 and 23 show
the average number of notches changed in each 12-month period. This credit quality calculation takes our
entire portfolio of structured ratings (public and confidential) into consideration and gives equal weight to
each rating outstanding at the beginning of each 12-month period.
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Chart 23. Global Structured Finance Credit Quality By Sector 
Trailing i2-Month Change in Credit Quality 
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Overall, the global structured securities performed well in 2005, exceeding the credit experience 
observed by their corporate counterparts last year as well as their own prior performance during the 
past several years. The upgrade rate for global structured securities was about 4.8x the downgrade 
rate in 2005. Within structured finance asset classes globally, CMBS ratings have seen the most 
positive trend, with credit quality at the highest level in the 12 months ended Dec. 2005 (see Chart 
23).4 This performance benefited from healthy real estate fundamentals (all property sectors posted 
rent gains), defeasance, and relatively low delinquency rates. The RMBS sector continued to be the 
most stable, benefiting from substantial upgrades. However, the credit quality of CDOs and, to a 
greater extent, ABS has improved in 2004 and 2005, following significant deterioration between 
2001 and 2003. Credit quality of U.S. asset-backed securities (ABS) performed better than its 
historical average transition rates, primarily because ofthe strong credit behavior of credit card, 
auto, and student loan ABS ratings. The one exception was seasoned manufactured housing 
transactions. About 9% of all outstanding manufactured housing securities experienced 
downgrades, and they accounted for the majority of downgraded securities in the U.S. ABS market 
during the year. . 

4 Credit quality displayed in Charts 22 and 23 represents the average change in the probability and 
magnitude of rating transitions. The probability is the frequency of downgrades or upgrades, and the 
magnitude refers to the number of notches changed in each period. In other words, Charts 22 and 23 show 
the average number of notches changed in each l2-month period. This credit quality calculation takes our 
entire portfolio of structured ratings (public and confidential) into consideration and gives equal weight to 
each rating outstanding at the beginning of each 12-month period. 
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Chart 24. Global Structured Finance Credit Quality By Rating Grade
Trailing 12-Month Change in Credit Quality
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Across sectors, both investment- and speculative-grade securities showed improvements in credit
quality (see Chart 24). Volatility in the speculative-grade segment declined significantly in 2005
compared with recent years, though it still accounted for a greater chunk of the overall volatility.
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Chart 24, Global Structured Finance Credit Quality By Rating Grade 
Trailing I2-Month Change in Credit Quality 
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Across sectors, both investment- and speculative-grade securities showed improvements in credit 
quality (see Chart 24), Volatility in the speculative-grade segment declined significantly in 2005 
compared with recent years, though it still accounted for a greater chunk of the overall volatility. 
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Chart 25. U.S. Downgrade Rates Across Corporate And Structured Finance Asset Classes
2005 Versus Long-Term Average
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Viewed across rating categories (see Chart 25), the following key observations emerge from the
U.S. market:

> Structured securities rated 'A' or higher, on average, tend to experience lower downgrade
rates than their corporate counterparts.

> Within 'BBB' or below, ratings in the ABS sector on average show higher downgrade rates
vis-A-vis corporates as well as other structured finance sectors. This is attributable largely to
the poor credit performance of certain subsectors such as manufactured housing, franchise
loans, and aircraft ABS in recent years.

> In 2005, structured finance securities performed better than corporates in terms of
downgrade rates in every rating category higher than 'B'.

>- The relatively high downgrade rates in the 'AAA' rated segment of the corporate sector in
2005 is attributable to a small universe of ratings (a small base creates room for greater
volatility). Many of these actions were related to U.S.-based insurance companies that were
downgraded from 'AAA' during the course of the year.
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Chart 25. U.S. Downgrade Rates Across Corporate And Structured Finance Asset Classes 
2005 Versus Long-Term Average 
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Viewed across rating categories (see Chart 25), the following key observations emerge from the 
U.S. market: 

~ Structured securities rated 'A' or higher, on average, tend to experience lower downgrade 
rates than their corporate counterparts. 

~ Within 'BBB' or below, ratings in the ABS sector on average show higher downgrade rates 
vis-a-vis corporates as well as other structured fmance sectors. This is attributable largely to 
the poor credit performance of certain subsectors such as manufactured housing, franchise 
loans, and aircraft ABS in recent years. 

~ In 2005, structured finance securities performed better than corporates in terms of 
downgrade rates in every rating category higher than 'B'. 

~ The relatively high downgrade rates in the 'AAA' rated segment of the corporate sector in 
2005 is attributable to a small universe of ratings (a small base creates room for greater 
volatility). Many of these actions were related to U.S.-based insurance companies that were 
downgraded from 'AAA' during the course of the year. 
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Chart 26. Global CDO And Corporate Downgrade Rates
2005 Versus Long-Term Average
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Globally, one-year downgrade rates among corporates in 2005 were higher than those seen in the
CDO market, in keeping with long-term trends (see Chart 26). This was true across most major
rating categories (all except 'B' rated entities) as well as many geographies (though in 2005,
improvements were largely attributable to the U.S. and Australia/New Zealand). The gap between
global CDOs and corporates in the 'CCC'/'C' rating category is likely overstated by the time
horizon under consideration. Several 'CC' rated CDOs that have not faced a credit event in the one-
year horizon will eventually move to default when actual principal loss events occur over a more
extended period of time.

CDO rating behavior tends to be more closely correlated with corporates because CDOs backed by
corporate credits are a significant part of the CDO universe. Performance among CDOs improved
in 2005 relative to historical averages, owing to strong credit behavior among most structured
finance sectors in 2005, even though early vintage CDOs of ABS transactions and synthetic
corporate investment-grade CDOs experienced rating deterioration in 2005. The latter category was
largely affected by high-profile downgrades in the auto sector as well as bankruptcy filings in the
U.S. airline sector and by Delphi Automotive.
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Chart 26. Global COO And Corporate Downgrade Rates 
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Globally, one-year downgrade rates among corporates in 2005 were higher than those seen in the 
CDO market, in keeping with long-term trends (see Chart 26). This was true across most major 
rating categories (all except 'B' rated entities) as well as many geographies (though in 2005, 
improvements were largely attributable to the U.S. and AustralialNew Zealand). The gap between 
global CDOs and corporates in the 'CCC'I'C' rating category is likely overstated by the time 
horizon under consideration. Several 'CC' rated CDOs that have not faced a credit event in the one­
year horizon will eventually move to default when actual principal loss events occur over a more 
extended period of time. 

CDO rating behavior tends to be more closely correlated with corporates because CDOs backed by 
corporate credits are a significant part of the CDO universe. Performance among CDOs improved 
in 2005 relative to historical averages, owing to strong credit behavior among most structured 
finance sectors in 2005, even though early vintage CDOs of ABS transactions and synthetic 
corporate investment-grade CDOs experienced rating deterioration in 2005. The latter category was 
largely affected by high-profile downgrades in the auto sector as well as bankruptcy filings in the 
U.S. airline sector and by Delphi Automotive. 
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Default, Transition, and Recovery:

2008 Annual Global Corporate Default Study
And Rating Transitions
(ETitor's Note: This article replaces a version that was originally published on Feb. 25, 2009.)

Following many years of benevolent growth, credit deterioration took on a dramatically fierce tone in 2008. Default
occurrences picked up sharply in 2008 in each progressive quarter, in contrast with the ultra-lows seen a year

earlier. The annual tally was 125; with a quarterly distribution of 18, 20, 27, and 60 in the first through fourth

quarters, respectively. Expressed as a percentage of the total issuer count, the default rate rose globally to 1.69% in

2008 from 0.36% a year earlier. All regions experienced a visible increase, with the U.S. leading the charge at

2.41%. The investment-grade default rate rose to 0.41%, its highest annual rate since 2002 (see Chart 1). Among

speculative-grade rated entities only, the comparable default rates at year-end 2008 and 2007 were 4.02% and
0.98%, respectively, in the U.S., 2.54% and 0.99% in Europe, and 1.96% and 0.18% in the emerging markets. At

3.43%, the year-end 2008 global speculative-grade default rate was at its highest level since April 2004.

This study includes industrials, utilities, financial institutions, and insurance companies around the world with

long-term local-currency ratings. All default rates reported are calculated on an issuer-weighted basis. For a detailed

explanation of the methodology used in the study, please refer to Appendix 1. Of the 5,966 corporate issuers rated

globally by Standard & Poor's Ratings Services at the beginning of 2008, 15.82% were downgraded at the end of

the year, the highest downgrade rate since 2002. The downgrade to upgrade ratio moved up to a five-year high of
2.05. Moreover, the average number of notches recorded among downgrades rose in 2008 to 1.63, a pace

unmatched since 2002 (see Chart 11). Meanwhile, the average Gini ratio-a measure of the relative ability of ratings
to differentiate risk over the 1981-2008 period-dropped to 82% as a result of the sharp deterioration in 2008 to

65%. Extraordinary turbulence in the financial sector led the average Gini in that segment to drop to 78%; if only

nonfinancials are included, the one-year average Gini ratio did not experience the same extent of deterioration with
an average of 80% (see Table 1). (For details on Gin methodology, refer to Appendix I1.)

The rise in corporate casualties is not surprising, as it comes on the heels of many consecutive years of heady

growth. Indeed, the noteworthy deterioration of the global corporate rating distribution (and the coincident drop in

the median rating) in the last five years was a visible symptom of the 'boom' years, characterized by easy lending
conditions, rock-bottom spreads, and a bulging rise in low-grade originations (see Chart 2). Looked at by sector,

most industries remained dominated by speculative-grade issuers as of the end of 2008 in comparison with 10 years

earlier (refer to Chart 17). We expect the current wave of defaults will restore a greater sense of equilibrium,

resulting in a distribution that tips closer towards investment grade, as was the case in 2003. This dynamic results

when the volume of defaults more than compensates for the new entrants into the speculative-grade universe, either

from downgrades or from originations. For more details on the default forecast, refer to "U.S. Corporate Default
Rate Forecasted To Reach All-Time High Of 13.9% In 2009," published Jan. 23, 2009, RatingsDirect.
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following many Yl:afS of bl:nevolent growth, credit deterioration took on a dramatically fierce tone in 2008. Default 

occurrences picked up sharply in 2008 in each progressive quarter, in contrast with the ultra-lows seen a year 

earlier. The annual tally was 125; with a quarterly distribution of L8, 20, 27, and 60 in the first through fourth 

quarters, rl:spl:ctivdy. Expressed as a percentage of the total issuer count, the default rate rose globally to 1.69% in 

2008 from 0.36'1., a year earlier. All regions experienced a visible increase, with the U.S. leading the charge at 

2.41 %. The investment-grade default rate rose to OAI %, its highest annual rate since 2002 (see Chart 1). Among 

speculative-grade rated entities only, the comparable default rates at year-end 2008 and 2007 were 4.02 % and 

0.98%, respectively, in the U.S., 2.54% and 0.99% in Europe, and 1.96% and 0.18% in the emerging markets. At 

3.43%, the year-end 2008 global speculative-grade default rate was at its highest level since April 2004. 

This study includes industrials, utilities, financial institutions, and insurance companies around the world with 

long-term local-currency ratings. All default rates reported are calculated on an issuer-weighted basis. For a detailed 

explanation of the methodology used in the stu~y, please refer to Appendix 1. Of the 5,966 corporate issuers rated 

globally by Standard & Poor's Ratings Services at the beginning of 2008, 15.82 % were downgraded at the end of 

the year, the highest downgrade rate since 2002. The downgrade to upgrade ratio moved up to a five-year high of 

2.05. Moreover, the average number of notches recorded among downgrades rose in 2008 to 1.63, a pace 

unmatched since 2002 (see Chart 11). Meanwhile, the average Gini ratio--a measure of the relative ability of ratings 

to differentiate risk over the 1981-2008 period-dropped to 82% as a result of the sharp deterioration in 2008 to 

65%. Extraordinary turbulence in the financial sector led the average Gini in that segment to drop to 78%; if only 

nonfinancials are included, the one-year average Gini ratio did not experience the same extent of deterioration with 

an average of 80% (see Table 1). (For details on Gini methodology, refer to Appendix II.) 

The rise in corporate casualties is not surprising, as it comes on the heels of many consecutive years of heady 

growth. Indeed, the noteworthy deterioration of the global corporate rating distribution (and the coincident drop in 

the median rating) in the last five years was a visible symptom of the 'boom' years, characterized by easy lending 

conditions, rock-bottom spreads, and a bulging rise in low-grade originations (see Chart 2). Looked at by sector, 

most industries remained dominated by speculative-grade issuers as of the end of 2008 in comparison with 10 years 

earlier (refer to Chart 17). We expect the current wave of defaults will restore a greater sense of equilibrium, 

resulting in a distribution that tips closer towards investment grade, as was the case in 2003. This dynamic results 

when the volume of defaults more than compensates for the new entrants into the speculative-grade universe, either 

from downgrades or from originations. For more details on the default forecast, refer to "U.S. Corporate Default 

Rate Forecasted To Reach All-Time High Of 13.9% In 2009," published Jan. 23, 2009, RatingsDirect. 
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Table 1

G .loba A .rg Gi1i Coeffiients By B Sector (1912: 0 8I:

-Time horizon (years)-

Sector 1 3 5 7

Global

Weighted average 81.56 75.91 73.23 71.57

Average 83.79 77.80 74.07 70.99

Standard deviation (5.75) (4.43) (4.42) (4.35)

Financial

Weighted average 77.79 69.78 64.36 62.51

Average 78.53 72.43 66.08 61.81

Standard deviation (23.94) (14.09) (13.80) (11.00)

Nonfinancial

Weighted average 80.15 73.95 71.52 69.92

Average 82.95 76.64 73.20 70.22

Standard deviation (6.51) (5.11) (5.16) (4.98)

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.
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Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

www.standardandpoors.com/ratingsdirect 

Standard & Poor's. All rights reserved. No re~rint or dissemination witlmut S&P's permISsion. See Terms of Use/Disclaimer on the last page. 

3 



Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions

Chad 2

Aferit41,OfT 9 U ij.C r r o ai .WOsti uin I i 01V,su 2a

-2003 -2009

30

25

20

15

10

AAA AA A 555 55 a CC=

Sources: mndlard A Poor's Global Fixed kicnme Research and Standard 9 Ponr's CredtProS.

SStarniard A Pamt's 2009.

A closer look at the breakout by rating category presented in Table 2 reveals that extraordinary financial turbulence
drove 2008 default rates to record highs in some investment-grade rating categories, notably 'AA' and 'A, where
default rates rose to 0.38%. Meanwhile, default rates in the 'AAA' rating category stayed at zero, certifying that the
default record for corporate ratings within this category remained unblemished and consistent with historical trends.
At the same time, default rates in the speculative-grade rating categories are well below the record levels seen in
prior cycles.

A comparison with the long term reveals that 2008 default rates in the 'AA', 'A', and 'BBB' rating categories
exceeded their long-term weighted averages but remained lower than this threshold in the 'BBB' and 'BB' rating
categories (see Table 3). For example, the 3.82% default rate recorded among entities rated 'B' (includes 'B+', 'B',
and 'B-') in the most recent four quarters was below the 4.51% long-term average as well as the 8.10% recorded
during the most recent peak in 2002.

Table 2

(%) AM AA A 611 8B 8 CCC/C
1981 0.00 0.00 0.00 0.00 0.00 2.27 0.00
1982 0.00 0.00 0.21 0.34 4.22 3.13 21.43
1983 0.00 0.00 0.00 0.32 1,16 4.55 6.67
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A closer look at the breakout by rating category presented in Table 2 reveals that extraordinary financial turbulence 

drove 2008 default rates to record highs in some investment-grade rating categories, notably 'AA' and 'A', where 

default rates rose to 0.38%. Meanwhile, default rates in the 'AAA' rating category stayed at zero, certifying that the 

default record for corporate ratings within this category remained unblemished and consistent with historical trends. 

At the same time, default rates in the speculative-grade rating categories are well below the record levels seen in 

prior cycles. 

A comparison with the long term reveals that 2008 default rates in the 'AA', 'A', and 'BBB' rating categories 

exceeded their long-term weighted averages but remained lower than this threshold in the 'BBB' and 'BB' rating 

categories (see Table 3). For example, the 3.82% default rate recorded among entities rated 'B' (includes 'B+', 'B', 

and 'B-') in the most recent four quarters was below the 4.51 % long-term average as well as the 8.10% recorded 

during the most recent peak in 2002. 

Tabla 2 

Global Corporate Default Rates By Rating Category 

('!o) AM AA A aaa aa a CCCIC 
1981 0,00 0.00 0.00 0.00 0.00 2.27 0.00 

1982 0,00 0,00 0,21 0,34 4.22 3.13 21.43 

1983 0.00 0.00 0.00 0.32 1.16 4.55 6.67 
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Table 2

Globa Corprat Deal ae-yRtigCtgr cn.

1984

1985

1986

1987

1988

1989

1990

1991
1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.17

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.38

0.00 0.00 0.66 1.14 339 25.00

0.00 0.00 0.00 1.48 6.44 15.38

0.00 0.18 0.33 1.31 8.33 23.08

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.14

0.00

0.00

0.00
0.00

0.18

0.26

0.35

0.00

0.00

0.08

0.00

0.00

0.00

0.38

0.00

0.00

0.60

0.58

0.55

0.00

0.00

0.00

0.17

0.00

0.25

0.41

0.19

0.37

0.33

1.00

0.22

0.00

0.07

0.00

0.00

0.47

0.37

1.04

0.71

3.55

1.67

0.00

0.69

0.27

0.98

0.67

0.19

0.96

0.94

1.24

3.22

2.78

0.56

0.52

0.20

0.29

0.19

0.76

3.08

3.62

337

8.54

13.84

6.99

2.62

3.08

4.58

2.89

3.47

4.59

7.28

7.73

11.23

8.10

3.97

1.55

1.71

0.80

0.24

3.82

12.28

20.37

31.58

31.25

33.87

30.19

13.33

16.67

28.00

4.17

12.00

42.86

32.35

34.12

44.55

44.12

33.13

15.11

8.87

13.08

14.81

26.53

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Table 3

De " tive I I On. IOr lDealtlRates

1%) AAA AA A BBB BB B CCC/C
Minimum 000 0-00 0.00 0.00 0.00 0.24 0.00

Maximum 0.00 0.38 0.38 1.00 4.22 13.84 44.55

Weighted long-term average 0.00 0.03 0.08 0.24 0.99 4.51 25.67

Median 0.00 0.00 0.00 0.21 0.85 3.72 22.25

Standard deviation 0.00 0.08 0.11 0.27 1.08 3.17 12.15

2002 default rates 0.00 0.00 0.00 1.00 2.78 8.10 44.12

Latest four quarters (11 200801 - 04 2008) 0.00 0.38 0.38 0.47 0.76 3.82 26.53

Difference between last four quarters and average 0.00 0.35 0.30 0.23 (0.23) (0.68) 0.86

number of standard deviations 0.00 4.57 2.63 0.86 (0.21) (0.21) 0.07

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Examining default rates is valuable because all of Standard & Poor's default studies have found a clear correlation
between ratings and observed default frequencies: The higher the rating, the lower the observed frequency of default,
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Table 2 

Global Corporate Default Rates By Rating Category (cant.) I 
1984 000 0.00 0.00 0.66 1.14 339 25.00 

1985 0.00 0.00 0.00 0.00 1.48 6.44 15.38 

1986 000 0.00 0.18 0.33 1.31 8.33 23.08 

1987 000 0.00 0.00 0.00 OJ7 308 12.28 

1988 0.00 0.00 000 0.00 104 362 20.37 

1989 0.00 0.00 0.00 0.60 0.71 337 31.58 

1990 0.00 0.00 0.00 0.58 3.55 8.54 31.25 

1991 0.00 0.00 0.00 0.55 1.67 13.84 33.87 

1992 0.00 0.00 0.00 000 0.00 6.99 30.19 

1993 0.00 0.00 0.00 0.00 0.69 2.62 13.33 

1994 0.00 0.00 0.14 0.00 0.27 308 16.67 

1995 0.00 0.00 0.00 0.17 0.98 4.58 28.00 

1996 0.00 0.00 0.00 0.00 0.67 2.89 4.17 

1997 0.00 0.00 0.00 0.25 0.19 3.47 12.00 

1998 0.00 0.00 0.00 0.41 0.96 459 42.86 

1999 000 0.17 0.18 0.19 0.94 7.28 32.35 

2000 0.00 0.00 0.26 0.37 1.24 7.73 34.12 

2001 0.00 0.00 0.35 0.33 3.22 11.23 44.55 

2002 0.00 0.00 000 1.00 2.78 8.10 44.12 

2003 0.00 0.00 0.00 0.22 0.56 3.97 33.13 

2004 0.00 000 0.08 0.00 0.52 1.55 15.11 

2005 0.00 0.00 0.00 0.07 0.20 1.71 8.87 

2006 0.00 0.00 0.00 0.00 0.29 0.80 13.08 

2007 0.00 0.00 0.00 0.00 0.19 0.24 14.81 

2008 0.00 0.38 0.38 0.47 0.76 3.82 26.53 

Sources: Standard & Poor's Global Fixed Incom~ Research and Standard & Poor's CreditPro®. 

Table 3 

Descriptive Statistics On One-Year Global Default Rates I I 
("!oj AAA AA A BBB BB B CCC/C 
Minimum 000 000 0.00 0,00 0.00 0.24 0.00 

Maximum 0.00 0.38 0.38 1.00 4.22 13.84 44.55 

Weighted long·term average 0.00 0.03 0.08 0.24 0.99 4.51 25.67 

Median 0.00 0.00 0.00 0.21 0.85 3.72 22.25 

Standard deviation 000 0.08 0.11 0.27 108 3.17 12.15 

2002 default rates 000 0.00 0.00 1.00 2.78 8.10 44.12 

latest four quarters (01 200801 . Q4 2008) 0.00 0.38 0.38 0.47 0.76 3.82 26.53 

Difference between last four quarters and average 0.00 0.35 OJO 0.23 (0.23) (0.68) 0.86 

number of standard deviations 0.00 4.57 2.63 0.86 (0.21 ) (0.21) 0.07 

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

Examining default rates is valuable because all of Standard & Poor's default studies have found a clear correlation 

between ratings and observed default frequencies: The higher the rating, the lower the observed frequency of default, 
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and vice versa. Even in 2008 amid high turbulence, the ability of corporate ratings to serve as an effective measure
of relative risk remains intact. Many default studies, including this one, also look at transition rates, which gauge the

degree to which ratings change-either up or down-over a particular time. Transition studies have repeatedly
confirmed that higher ratings tend to be more stable and that speculative-grade debt generally experiences more

rating volatility.

2008 Summary
We note below some key takeaways from the defaulting class of 2008:

" A total of 125 issuers defaulted, the largest count since 2002 (see Table 4).

" The rated debt volume affected by the 2008 defaults was US$429.6 billion, an all-time high in terms of face value.

" Of the I 25 defaulters, 101 initially had a speculative-grade rating; 24 were initially investment grade.
" The single biggest defaulter by volume was Lehman Brothers, which defaulted on $144 billion of rated debt,

setting a new historical record (see Table 5).
• Financial defaulters nearly doubled their share in 2008, accounting for nearly 20% of total defaults in 2008

versus 10.3% in the long term. Note that the share of financial defaulters was to some extent mitigated by
extraordinary government intervention in the form of bailouts and forced consolidations.

" The average initial rating of last year's defaulters was 'B+', and the median rating was 'BB-'.
" The average rating one year prior to default among the defaulting cohort was 'B'; the median rating was 'B+'.

" More than half (58%) of all 2008 defaulters had either a negative outlook or ratings on CreditWatch with
negative implications a year prior to default, 31% were listed with stable outlook, 8% with a positive outlook,

and 2% developing.
" The average time to default from original rating for the global defaulting class of 2008 was 7.2 years, with an

associated standard deviation of 7.4 years. This timing is longer than the historical average of 5.7 years observed

for all 1,668 defaulters in our database.

" In 2008, the issuer with the longest time to default since its first rating was GMAC LLC, the U.S.-automaker that
has been rated since the inception of the database in 1981. GMAC LLC completed an exchange offer for certain
distressed bonds on Dec. 31, 2008, a full 28 years after its first rating date. Harrah's Entertainment Inc., a
U.S.-based gaming and leisure company that underwent a distressed exchange on Dec. 24, 2008, was a close

second.
" The shortest time to default (excluding repeat defaulters) was four months, recorded by a Kuwait-based financial

institution Global Investment House KSCC which missed an interest payment on Dec. 17, 2008.

" The industry with the highest default rate in 2008 was leisure time/media, which recorded 5.9% in 2008.

" At the end of 2008, default rates in seven of 13 sectors had already exceeded their long-term averages.
" The count of issuers experiencing large-notch downgrades (i.e. issuers whose ratings fell by seven notches or more

during the course of 2008) rose sharply to 21 but still remained below the most recent peak of 51 in 2001 (see
Chart 5). Financials accounted for more than half of all issuers that experienced large rating transitions.

" The representation of defaults from the 'NR' category rose in 2008 relative to the long term. The share of

defaulting issuers that were not rated as of Jan. 1 in the year of default rose slightly to 22% in 2008 compared

with 20% in the long term (see Chart 10).

" The incidence of short-lived defaulters is typically rare within corporate ratings and remained so in 2008. Only

two defaults (including one confidentially rated issuer) were recorded by issuers with ratings that originated after
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and vice versa. Even in 2008 amid high turhulence, the ability of corporate ratings to serve as an effective measure 

of relative risk remains intact. Many default studies, including this one, also look at transition rates, which gauge the 

degree to which ratings change-either up or down-over a particular time. Transition studies have repeatedly 

confirmed that higher ratings tend to be more stahle and that speculative-grade deht generally experiences more 

rating volatility. 

2008 Summary 
We note below somc key takeaways from the defaulting class of 2008: 

• A total of 125 issuers defaulted, the largest count since 2002 (see Table 4). 

• The rated debt volume affected hy the 2008 defaults was US$429.6 billion, an all-time high in terms of face value. 

• Of the 125 defaulters, 101 initially had a speculative-grade rating; 24 were initially investment grade. 

• The single biggest defaulter by volume was Lehman Brothers, which defaulted on $144 hillion of rated debt, 

setting a new historical record (see Table 5). 

• Financial defaulters nearly doubled their share in 2008, accounting for nearly 20% of total defaults in 2008 

versus 10.3% in the long term. Note that the share of financial defaulters was to some extent mitigated by 

extraordinary 'government intervention in the form of bailouts and forced consolidations. 

• The average initial rating of last year's defaulters was 'B+', and the median rating was 'BB-'. 

• The average rating one year prior to default among the defaulting cohort was 'B'; the median rating was 'B+'. 

• More than half (58%) of all 2008 defaulters had either a negative outlook or ratings on CreditWatch with 

negative implications a year prior to default, 31 % were listed with stable outlook, 8% with a positive outlook, 

and 2% developing. 

• The average time to default from original rating for the global defaulting class of 2008 was 7.2 years, with an 

associated standard deviation of 7.4 years. This timing is longer than the historical average of 5.7 years observed 

for all 1,668 defaulters in our database. 

• In 2008, the issuer with the longest time to default since its first rating was GMAC LLC, the U.S.-automaker that 

has been rated since the inception of the database in 1981. GMAC LLC completed an exchange offer for certain 

distressed bonds on Dec. 31, 2008, a full 28 years after its first rating date. Harrah's Entertainment Inc., a 

U.S.-based gaming and leisure company that underwent a distressed exchange on Dec. 24, 2008, was a close 

second. 

• The shortest time to default (excluding repeat defaulters) was four months, recorded by a Kuwait-based financial 

institution Global Investment House KSCC which missed an interest payment on Dec. 17,2008. 

• The industry with the highest default rate in 2008 was leisure time/media, which recorded 5.9% in 2008. 

• At the end of 2008, default rates in seven of 13 sectors had already exceeded their long-term averages. 

• The count of issuers experiencing large-notch downgrades (i.e. issuers whose ratings fell by seven notches or more 

during the course of 2008) rose sharply to 21 but still remained below the most recent peak of 51 in 2001 (see 

Chart 5). Financials accounted for more than half of all issuers that experienced large rating transitions. 

• The representation of defaults from the 'NR' category rose in 2008 relative to the long term. The share of 

defaulting issuers that were not rated as of Jan. 1 in the year of default rose slightly to 22 % in 2008 compared 

with 20% in the long term (see Chart 10). 

• The incidence of short-lived defaulters is typically rare within corporate ratings and remained so in 2008. Only 

two defaults (including one confidentially rated issuer) were recorded by issuers with ratings that originated after 
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Jan. 1, 2008. In addition, three other issuers-Residential Capital LLC, OJSC RBC Information Systems, and IT
Holding SpA-recorded multiple incidences of defaults within the year owing to distressed exchanges or missed
interest payments.

There were 125 corporate defaults globally in 2008, affecting rated debt worth US$429.6 billion (see Charts 3 and
4). This default count comprises both nonconfidentially and confidentially rated entities at the time of default, while
the affected debt figures include these companies as well as entities not rated at time of default. One year earlier, 24
defaults were recorded on rated debt worth US$8.15 billion. Of the 2008 total, 94 defaults were in the U.S. affecting
rated debt worth US$334.3 billion, eight in Europe (US$80.1 billion), seven in other developed economies (Canada,
Australia, Japan) on US$9.8 billion, and 16 in the emerging markets affecting US$5.4 billion. The concentration in
the U.S. is in part attributable to the larger rated population there.

Chat 3
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Jan. 1, 200S. In addition, three other issuers-Residential Capital LLC, OJSC RBC Information Systems, and IT 

Holding SpA-recorded multiple incidences of defaults within the year owing to distressed exchanges or missed 

interest payments. 

There were 125 corporate defaults globally in 200S, affecting rated debt worth US$429.6 billion (see Charts 3 and 

4). This default count comprises both nonconfidentially and confidentially rated entities at the time of default, while 

the affected debt figures include these companies as well as entities not rated at time of default. One year earlier, 24 

defaults were recorded on rated debt worth US$S.15 billion. Of the 2008 total, 94 defaults were in the U.S. affecting 

rated debt worth US$334.3 billion, eight in Europe (US$SO.l billion), seven in other developed economies (Canada, 

Australia, Japan) on US$9.8 billion, and 16 in the emerging markets affecting US$5.4 billion. The concentration in 

the U.S. is in part attributable to the larger rated population there. 
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Chart 4
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Total
Year defaults"

Investmient-grade Speculative-grade Default
defaults default= rate (%)

InvestnemI-grad.
default rate (%)

Speculative-grada
default rate (%)

Total debt
defaulting

(BiN. $)
1981 2 0 2 0.14 0.00 0.62 0.06

1982 18 2 15 1.19 0.18 4.41 0.90

1983 12 1 10 0.76 0.09 2.93 0.37

1984 14 2 12 0.91 0.17 3.26 0.36

1985 19 0 18 1.10 0.00 4.31 0.31

1986 34 2 30 1.72 0.15 5.66 0.46

1987 19 0 19 0.95 0.00 2.79 1.60

1988 32 0 29 1.38 0.00 3.83 330

1989 42 2 34 1.69 0.14 4.52 7.28

1990 69 2 56 2.74 0.14 8.08 21.15

1991 93 2 65 3.26 0.14 11.02 23.65
1992 39 0 32 1.49 0.00 6.07 5.40

1993 26 0 14 0.60 0.00 2.49 2.38

1994 20 1 15 0.62 0.05 2.10 2.30

1995 35 1 29 1.04 0.05 3.52 8.97
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Chart 4 

a u.s. • Europe • Emerging markets £I other developed 

(Bil. $) 

SOD 

450 

400 

350 

300 

250 

200 

150 

100 

50 

0 
1999 2000 2001 2002 2003 2004 2005 2006 2007 200e 

Sources: St....mrd & Poor's Olaollll Fixed Income Reselfch If1d Stnll'd I Poar's 
Cred~Pro •. 

Table 4 

Global Corporate Default Summary 

Total Investment1lrade Speculative-grade Default Investment-grade 
Yelr defaults- defaults defaults rete 1%) defauh rate 1%) 
1981 2 0 2 0.14 0.00 

1982 18 2 15 1.19 0.18 

1983 12 1 10 0.76 0.09 

1984 14 2 12 0.91 0.17 

1985 19 0 18 1.10 0.00 

1986 34 2 30 1.72 0.15 

1987 19 0 19 095 0.00 

1988 32 0 29 1.38 0.00 

1989 42 2 34 1.69 0.14 

1990 69 2 56 2.74 0.14 

1991 93 2 65 3.26 0.14 

1992 39 0 32 1.49 0.00 

1993 26 0 14 0.60 0.00 

1994 20 15 0.62 0.05 

1995 35 29 1.04 0.05 

Standard & Poor's RatingsDirect I April 2. 2009 

Standard & Poo~s . All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Use/Oisclaimer 00 the last page. 

Speculative-grade 
default rate 10k) 

0.62 

4.41 

2.93 

3.26 

4.31 

5.66 

2.79 

3.83 

4.52 

8.08 

11 .02 

6.07 

2.49 

2.10 

3.52 

Total debt 
defaubing 

IBiI.S) 
0.06 

0.90 

0.37 

0.36 

0.31 

0.46 

1.60 

3.30 

7.28 

21.15 

23.65 

5.40 

2.38 

2.30 

8.97 

8 
' ! i , . :. ,; ' iI 



Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions

Table 4

1995 20 0 16 0.51 0.00 1.80 2.65
1997 23 2 20 0.62 0.08 1.98 4.93

1998 58 4 49 1.28 0.14 3.70 11.27

1999 108 5 91 2.10 0.17 5.46 39.38

2000 136 7 108 2.42 0.24 6.06 43.28

2001 229 8 173 3.74 0.26 9.65 118.79

2002 225 13 158 3.51 0.41 9.22 190.92

2003 121 3 89 1.88 0.10 4.91 62.89

2004 56 1 39 0.78 0.03 2.02 20.66

2005 39 1 30 0.57 0.03 1.42 42.00

2006 30 0 26 0.46 0.00 1.14 7.13

2007 24 0 21 0.36 0.00 0.87 8.15

2008 125 14 87 1.69 0.41 3.43 429.63

*Includes companies that were no longer rated at the time of default. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's Credit Pro®.

Table 5

Largest corporate defaulters by outstanding debt amount

Year defaulted Issuer Amount (Mil. $)
1991 Columbia Gas System 2,292

1992 Macy (R.H.1 & Co. 1,396

1993 Mesa, Inc. 600

1994 Confederation Life Insurance 2,415

1995 Grand Union Co./Grand Union Capital 2,163

1996 Tiphook Finance 700

1997 Flagstar Corp. 1,021

1998 Service Merchandise Co. 1,326

1999 Integrated Health Services Inc. 3,394

2000 Owens Corning 3,299

2001 Enron Corp. 10,779

2002 WorldCom Inc. 30,000

2003 Parmalat Finanziaria SpA 7,177

2004 RCN Corp. 1,500

2005 Calpine Corp. 9,559

2006 Pliant Corp. 1,644

2007 Movie Gallery Inc. 1,225

2008 Lehman Brothers Holdings Inc. 144,426

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CredilPro®,

At the end of 2008, credit trends dipped for the worse in no uncertain terms, with downgrades exceeding upgrades

globally by the biggest margin since 2003 (see Table 6).

Amid the elevated turbulence, the number of entities experiencing large, multi-notch downgrades escalated to a high
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Table 4 

Global Corporate Default Summary (cont.) I I 
1995 20 0 15 0.51 0.00 I.BO 2.55 

1997 23 2 20 0.62 0.08 1.98 4.93 

1998 5B 4 49 1.28 0.14 3.70 11.27 

1999 108 5 91 2.10 0.17 5.46 39.3B 

2000 135 7 lOB 2.42 0.24 5.06 43.28 

20Gl 229 8 173 3.74 0.26 9.66 118.79 

2002 225 13 15B 3.51 0.41 9.22 190.92 

2003 121 3 89 1.88 0.10 4.91 52.89 

2004 55 1 39 o.7B 0.03 2.02 20.66 

2005 39 1 30 0.57 0.03 1.42 42.00 

2006 30 0 26 0.46 000 1.14 7.13 

2007 24 0 21 0.36 0.00 0.B7 B.15 

200B 125 14 B7 1.69 0.41 3.43 429.63 

"Includes companies that were no longer rated at the time of default. Sources: Standard & POOr"S Global Fixed Income Research and Standard & Poor"s Credit Pro®. 

Table 5 

Largest Global Rated Defaults By Year I 
Largest c0!E0rate defaulters by outstanding debt amount 

Year defaulted Issuer Amount (Mil. $) 

1991 Columbia Gas System 2.292 

1992 Macy (RHI & Co. 1.396 

1993 Mesa. Inc. 600 

1994 Confederation Life Insurance 2.415 

1995 Grand Union Co./Grand Union Capital 2.163 

1996 Tiphook Finance 700 

1997 Flagstar Corp. 1.021 

199B Service Merchandise Co. 1.326 

1999 Integrated Health Services Inc. 3.394 

2000 Owens Corning 3.299 

2001 Enron Corp. 10,779 

2002 WorldCom Inc. 30.000 

2003 Parmalat Finanziaria SpA 7.177 

2004 RCN Corp. I.BOo 

2005 Calpine Corp. 9.559 

2006 PI iant Corp. 1.644 

2007 Movie Gallery Inc. 1.225 

2008 Lehman Brothers Holdings Inc. 144.426 

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

At the end of 2008, credit trends dipped for the worse in no uncertain terms, with downgrades exceeding upgrades 

globally by the biggest margin since 2003 (see Table 6). 

Amid the elevated turbulence, the number of entities experiencing large, multi-notch downgrades escalated to a high 
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of 21 issuers in 2008, its highest level since 2001 (see Chart 5). These big movers are defined as entities that

experienced rating downgrades (or upgrades) of seven notches or greater. Of note, financials accounted for more

than half of the big movers, the highest share recorded since 1992.

Table 6
Sumar [Of AnuaCrprat Ra~tin Chngs I[%)

Year
Issuers as

of Jan. 1 Upgrades Downgrades¶l Defaults
1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

Weighted
average

1,386

1,434

1,456

1,543

1,630

1,859

2,007

2,095

2,134

2,120

2,057

2,146

2.333

2,570

2,892

3.163

3,531

4,127

4,570

4,752

4,837

4,876

4,898

5,131

5,428

5,602

5,825

5,966

9.81

5.86

7,07

11.15

7.85

7.21

7.17

8.88

9.65

6.23

6.08

9.37

8.40

7.04

8.75

9.42

8.98

7.27

5.60

6.82

5.66

5.27

6.49

8.81

12.60

12.03

13.37

7.73

8.42

13.28 0.14

12.69 1.19

11.81 0.76

10.05 0.91

13.74 1.10

15.87 1.72

11.86 0.95

11.84 1.38

11.01 1.69

15.33 2.74

14.29 3.26

11.46 1.49

9.34 0.60

9.30 0.62

9.37 1.04

7.56 0.51

7.84 0.62

11.39 1.28

11.51 2.10

11.89 2.42

15.92 3.74

19.03 3.51

14.45 1.88

7.44 0.78

9.12 0.57

8.62 0.46

9.10 0.36

15.82 1.69

11.74 1.47

Withdrawn
ratings

2.02

5.30

5.22
2.85

4.05

6.89

9.27

8.21

8.06

6.60

3.55

4.01

8.40

4.63

4.50

6.99

7.34

8.14

8.71

7.01

7.34

6.97

7.29

7.17

8.35
8.35

10.11

7.38

7.16

Changed
ratings

25.25

25.03

24.86

24.95

26.75

31.68

29.25

30.31

30.41

30.90

27.18

26.33

26.75

21.60

23.65

24.47

24.78

28.08

27.92

28.14

32.66

34.78

30.11

24.21

30.64

29.47

32.94

32.62

28.78

Unchanged Downgrade/upgrade
ratings ratio

74.75 1.35

74.97 2.17

75.14 1.67

75.05 0.90

73.25 1.75

68.32 2.20

70.75 1.65

69.69 1.33

69.59 1.14

69.10 2.46

72.82 2.35

73.67 1.22

73.25 1.11

78.40 1.32

76.35 1.07

75.53 0.80

75.22 0.87

71.92 1.57

72.08 2.05

71.86 1.74

67.34 2.81

65.22 3.61

69.89 2.23

75.79 0.85

69.36 0.72

70.53 0.72

67.06 0.68

67.38 2.05

71.22 1.58

Median 7.79 11.66 1.14 7.09 28.00 72.00 1.46

Standard 2.15 2.94 0.97 2.04 3.34 3.34 0.72
deviation

Minimum 5.27 7.44 0.14 2.02 21.60 65.22 0.68

Maximum 13.37 19.03 3.74 10.11 34.78 78.40 3.61

*This table compares the net change in ratings from the first to the last day of each year, All intermediate ratings are disregarded. ¶lExcludes revisions to '0', shown
separately in the default column. Sources: Standard & Poors Global Fixed Income Research and Standard & Poor's CreditPro®.
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of 21 issuers in 2008, its highest level since 2001 (see Chart 5). These big movers are defined as entities that 

experienced rating downgrades (or upgrades) of seven notches or greater. Of note, financials accounted for more 

than half of the big movers, the highest share recorded since 1992. 

Table 6 

Summary Of Annual Corporate Rating Changes· ("!o) \ \ 

Issuers as Withdrawn Changed Unchanged Downgrade/upgrade 
Year of Jan. 1 U~grades Downgradesll Defaults ratings ratings ratings ratio 
1981 1.386 9.81 13.28 0.14 2.02 25.25 74.75 135 

1982 1.434 5.86 12.69 1.19 5.30 25.03 74.97 2.17 

1983 1.456 707 11.81 0.76 5.22 24.86 75.14 1.67 

1984 1,543 11.15 10.05 0.91 2.85 24.95 75.05 0.90 

1985 1,630 785 13.74 1.10 4.05 26.75 73.25 1.75 

1986 1,859 7.21 15.87 1.72 6.89 31.68 68.32 2.20 

1987 2,007 7.17 11.86 0.95 9.27 29.25 70.75 1.65 

1988 2,095 8.88 11.84 138 8.21 30.31 69.69 1.33 

1989 2,134 9.65 11.01 1.69 8.06 30.41 69.59 1.14 

1990 2,120 6.23 15.33 2.74 6.60 30.90 69.10 2.46 

1991 2,057 6.08 14.29 3.26 3.55 27.18 n82 2.35 

1992 2,146 9.37 11.46 1.49 4.01 26.33 73.67 1.22 

1993 2,333 8.40 9.34 0.60 8.40 26.75 73.25 1.11 

1994 2,570 704 9.30 0.62 4.63 21.60 78.40 1.32 

1995 2,892 8.75 9.37 1.04 4.50 23.65 76.35 1.07 

1996 3,163 9.42 7.56 0.51 6.99 24.47 75.53 0.80 

1997 3,531 8.98 7.84 0.62 7.34 24.78 75.22 0.87 

1998 4,127 7.27 11.39 1.28 8.14 28.08 71.92 1.57 

1999 4,570 5.60 11.51 2.10 8.71 27.92 n08 2.05 

2000 4.152 6.82 11.89 2.42 7.01 28.14 71.86 1.74 

2001 4.837 5.66 15.92 3.74 7.34 32.66 67.34 2.81 

2002 4,876 5.27 19.03 3.51 6.97 34.78 65.22 3.61 

2003 4,898 6.49 14.45 1.88 7.29 30.11 69.89 2.23 

2004 5,131 8.81 7.44 0.78 7.17 24.21 75.79 0.85 

2005 5.428 12.60 9.12 0.57 8.35 30.64 69.36 0.72 

2006 5,602 12.03 8.62 0.46 8.35 29.47 70.53 0.72 

2007 5,825 13.37 9.10 0.36 10.11 32.94 67.06 0.68 

2008 5,966 7.73 15.82 1.69 7.38 32.62 67.38 2.05 

Weighted 8.42 11.74 1.47 7.16 28.78 71.22 1.58 
average 

Median 7.79 11.66 1.14 7.09 28.00 72.00 1.46 

Standard 2.15 2.94 0.97 2.04 3.34 3.34 0.72 
deviation 

Minimum 5.27 7.44 0.14 2.02 21.60 65.22 0.68 

Maximum 13.37 19.03 174 10.11 34.78 78.40 3.61 

"This table compares the net change in ratings from the first to the last day of each year. All intermediate ratings are disregarded. ~Excludes revisions to '0', shown 
separately in the default column. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CredltPro®. 
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As has been noted earlier, exceptional volatility in the financial markets claimed a higher volume of highly rated

financial defaults than normal in 2008. At the same time, default risk was to some extent mitigated by extraordinary

government intervention in the form of bailouts, capital injections, and forced consolidations, notably in the U.S.

but also in other regions, such as Europe. Chart 6 plots the history of investment-grade defaults in the U.S., and

superimposes a hypothetical worst-case default count for 2008, after accounting for near misses such as Bear

Stearns.

Chart 5
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As has been noted earlier, exceptional volatility in the financial markets claimed a higher volume of highly rated 

financial defaults than normal in 2008. At the same time, default risk was to some extent mitigated by extraordinaty 

government intervention in the form of bailouts, capital injections, and forced consolidations, notably in the U.S. 

but also in other regions, such as Europe. Chart 6 plots the history of investment-grade defaults in the U.S., and 

superimposes a hypothetical worst-case default count for 2008, after accounting for near misses such as Bear 

Stearns. 
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Chart 6
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On an annual basis, the overall issuer-weighted default rate-including both investment-grade and speculative-grade
entities-was 1.69% in 2008, the highest rate in nearly five years. Table 7 shows the historical breakout of
speculative-grade default rate by region. At 3.43% in December 2008, the global speculative-grade default rate has
remained below the long-term (1981-2008) average of 4.26% for 58 consecutive months. By region, the U.S. led the
charge in 2008 with a speculative-grade default rate of 4.02% compared with 2.54% in Europe and 1.96% in the
emerging markets.

Table 7

Year U.S. and tax havens* Europel Emeiuing markets Otherl
1981 0.63 0.00 N/A 0.00
1982 4.44 0.00 N/A 0.00

1983 298 0.00 N/A 0.00
1984 3.32 0.00 0.00 0.00
1985 4.39 0.00 N/A 0.00

19886 5.74 0.00 N/A 0.00
1987 2.82 0.00 N/A 0.00
1988 3.87 0.00 N/A 0.00

Standard & Poor's RatingsDirect I April 2, 2009
Standard & PoWos. All rights reserved. No reprint or dissemination without S&P's permission. See Terms of Usn/Disclaimer on the last page

12

Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions 

Chart 6 
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On an annual basis, the overall issuer-weighted default rate-including both investment-grade and speculative-grade 

entities-was 1.69% in 2008, the highest rate in nearly five years. Table 7 shows the historical breakout of 

speculative-grade default rate by region. At 3.43% in December 2008, the global speculative-grade default rate has 

remained below the long-term (1981-2008) average of 4.26% for S8 consecutive months. By region, the U.S. led the 

charge in 2008 with a speculative-grade default rate of 4.02% compared with 2.54% in Europe and 1.96% in the 

emerging markets. 

rabl.7 

Annual Corporate Speculative-Grade Default Rate By Geographic Region (%) 

Year U.S. 'and ta" havens· Eurol!a' Eme!lling markets Othert 
1981 0.63 0.00 N/A 0,00 

1982 4.44 0.00 N/A 0.00 

1983 2.98 0.00 N/A 0.00 

1984 3.32 0.00 0.00 0.00 

1985 4.39 0.00 N/A 0.00 

1986 5.74 0.00 N/A 0,00 

1987 2.82 0.00 N/A 0.00 

1988 3.87 0.00 N/A 0.00 
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Table 7

1989 4.17 0.00 N/A 42.86

1990 7.89 0.00 N/A 33.33

1991 10.67 50.00 N/A 28.57

1992 6.21 0.00 N/A 0.00

1993 2.39 20.00 0.00 0.00

1994 2.19 0.00 0.00 0.00
1995 3.64 9.09 0.00 0.00
1996 1.84 0.00 0.00 2.63

1997 2.16 0.00 0.00 1.92
1998 3.24 0.00 8.33 1.35
1999 5.16 6.38 6.84 5.15

2000 7.25 2.48 1.82 6.00
2001 10.50 8.53 6.05 12.37
2002 7.10 12.41 15.36 7.41
2003 5.48 3.68 3.48 5.36
2004 2.48 1.60 0.75 2.48
2005 1.97 0.48 0.22 1.22
2006 1.34 1.83 0.39 0.69
2007 0.98 0.99 0.18 2.00
2008 4.02 2.54 1.96 3.47
Average 4.25 3.15 3.49 4.00

Median 3.75 0.00 0.39 1.29
Standard deviation 2.61 10.13 4.24 10.92

Minimum 0.63 0.00 0.00 0.00

Maximum 10.67 50.00 15.36 42.86

Averages for regions other than U.S. calculated from 1996 to 2008. 'U.S., Bermuda, and Cayman Islands. JAustria, Belgium, Bulgaria, Channel Islands, Cyprus. Czech
Republic. Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Norway, Poland,
Portugal. Slovak Republic, Slovenia, Spain, Sweden, Switzerland, and U.K. § Australia, Canada, Iceland, Isle of Man, Japan, Liechtenstein, Monaco, New Zealand,
Norway, and Switzerland. N/A-Not applicable. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

An alternative statistic that measures the change in credit quality by combining the average change in the frequency
of downgrades or upgrades and magnitude of such rating transitions, weighted by the total number of issuers
outstanding in each region, is displayed in Chart 7. It shows that the precipitous decline into negative territory as a

result of the preponderance of downgrades.
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Table 7 

Annual Corporate Speculative-Grade Default Rate By Geographic :Region (%) (cont.) I 

1989 4.17 000 N/A 42.86 

1990 7.89 0.00 N/A 33.33 

1991 10.67 50.00 N/A 28.57 

1992 6.21 0.00 N/A 0.00 

1993 2.39 20.00 000 0.00 

1994 2.19 0.00 0.00 0.00 

1995 3.64 909 0.00 000 

1996 1.84 0.00 0.00 2.63 

1997 2.16 0.00 0.00 1.92 

1998 3.24 0.00 8.33 1.35 

1999 5.16 6.38 6.84 5.15 

2000 7.25 2.48 1.82 6.00 

2001 10.50 8.53 6.05 12.37 

2002 7.10 12.41 15.36 7.41 

2003 5.48 3.68 3.48 5.36 

2004 2.48 1.60 0.75 2.48 

2005 1.97 0.48 0.22 1.22 

2006 1.34 1.83 0.39 0.69 

2007 0.98 0.99 0.18 2.00 

2008 4.02 2.54 1.96 3.47 

Average 4.25 3.15 3.49 4.00 

Median 3.75 0.00 0.39 1.29 

Standard deviation 2.61 10.13 4.24 10.92 

Minimum 0.63 0.00 0.00 000 

Maximum 10.67 50.00 15.36 42.86 

Averages for regions other than U.S. calculated from 1996 to 2008. ·U.S., Bermuda, and Cayman Islands. ~Austria, Belgium, Bulgaria, Channel Islands, Cyprus, Czech 
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, iceland, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, Netherlands, Norway, Poland, 
Portugal. Slovak Republic, Slovenia, Spain, Sweden, Switzerland, and U.K. § Australia, Canada, Iceland, Isle of Man, Japan, Liechtenstein, Monaco, New Zealand, 
Norway, and Switzerland. N/A-Not applicable. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

An alternative statistic that measures the change in credit quality by combining the average change in the frequency 

of downgrades or upgrades and magnitude of such rating transitions, weighted by the total number of issuers 

outstanding in each region, is displayed in Chart 7. It shows that the precipitous decline into negative territory as a 

result of the preponderance of downgrades. 
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Chart 7
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Evidence collected from the database of defaulted corporate issuers globally indicates that defaults among
speculative-grade entities tend to be clustered in the third year after the initial rating, particularly in the 'B' rating
category (see Chart 8). For example, among defaulters that were rated 'B' at origination, the default rate climbs to a
high of 19.4% in the first three years and then decelerates thereafter. Defaulted issuers rated 'BB' at origination
show a similar pattern but peak a little later-in the fourth year. Conversely, defaulters with an initial rating of
'CCC' show the reverse, with the highest default rate observed in the first year, which is not surprising given the low
rating.
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Evidence collected from the database of defaulted corporate issuers globally indicates that defaults among 

speculative-grade entities tend to be clustered in the third year after the initial rating, particularly in the 'B' rating 

category (see Chart 8). For example, among defaulters that were rated 'B' at origination, the default rate climbs to a 

high of 19.4% in the first three years and then decelerates thereafter. Defaulted issuers rated 'BB' at origination 

show a similar pattern but peak a little later-in the fourth year. Conversely, defaulters with an initial rating of 

'CCC' show the reverse, with the highest default rate observed in the first year, which is not surp,rising given the low 

rating. 
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The average time to default for the pool of 125 defaulting issuers in 2008 was 7.2 years. For the four quarters of
2008, the average times to default were 6.8, 6.7, 7.9, and 7.3 years, respectively. The longest time to default among
the 2008 entities from the first rating was 28 years (U.S.-based financial company GMAC LLC) which has been

rated since the inception of the database in 1981, and the shortest (excluding repeat defaulters) was by a
Kuwait-based financial institution Global Investment House KSCC, which missed an interest payment on Dec. 17,
2008, a little over four months from its initial rating.

Of the 125 defaulting entities in 2008, 101 were originally rated speculative grade ('BB+' or lower). Conversely, 24
had an initial investment-grade rating. The rating path observed for defaulters in the trailing 12 quarters is broadly
representative of the long-term ratings trend, which shows that both the average rating and median rating on all
defaulting entities were in the speculative-grade category in the five years preceding default (see Chart 9).
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The average time to default for the pool of 125 defaulting issuers in 2008 was 7.2 years. For the four quarters of 

2008, the average times to default were 6.8,6.7,7.9, and 7.3 years, respectively. The longest time to default among 

the 2008 entities from the first rating was 28 years (U.S.-based financial company GMAC LLC) which has been 

rated since the inception of the database in 1981, and the shortest (excluding repeat defaulters) was by a 

Kuwait-based financial institution Global Investment House KSCC, which missed an interest payment on Dec. 17, 

2008, a little over four months from its initial rating. 

Of the 125 defaulting entities in 2008, 101 were originally rated speculative grade ('BB+' or lower). Conversely, 24 

had an initial investment-grade rating. The rating path observed for defaulters in the trailing 12 quarters is broadly 

representative of the long-term ratings trend, which shows that both the average rating and median rating on all 

defaulting entities were in the speculative-grade category in the five years preceding default (see Chart 9). 
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Some issuers may default at a time when they no longer rated by Standard & Poor's. Such defaults are captured by
the database on a best-efforts basis and are included in the annual default rate calculation if the entity had a rating
as of Jan. I in the year of default. However, if the rating was withdrawn prior to Jan. 1 of the year of default, the
issuer would not be included in the default rate calculation in that year. Of the 125 defaults in 2008, 27 issuers
stemmed from the 'NR' category. This is a slightly higher share of the total defaulter count (22%) in comparison
with long-term averages (see Chart 10). Furthermore, although 'NR'-defaulters are not always included in the
default rate calculation for the year of default, such defaults are captured in the longer-term cumulative default rate
statistics, tagged back to the year in which they last had an active rating.
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Some issuers may default at a time when they no longer rated by Standard & Poor's. Such defaults are captured by 

the database on a best-efforts basis and are included in the annual default rate calculation if the entity had a rating 

as of Jan. 1 in the year of default. However, if the rating was withdrawn prior to Jan. 1 of the year of default, the 

issuer would not be included in the default rate calculation in that year. Of the 125 defaults in 2008, 27 issuers 

stemmed from the 'NR' category. This is a slightly higher share of the total defaulter count (22%) in comparison 

with long-term averages (see Chart 10). Furthermore, although 'NR'-defaulters are not always included in the 

default rate calculation for the year of default, such defaults are captured in the longer-term cumulative default rate 

statistics, tagged back to the year in which they last had an active rating. 

Standard & Poor's RBtingsOirect I April 2. 2009 16 

Standard & Poor's. All rights rese<Wd. No reprint or dissemination without S&P's permission. See Terms of Use/Oisclaimer on the last page. 



Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions

Chart 10A

Pfaut Dstrbuton B RahigPrir ToV(Lnq-eri Aveati. 181-011

CCClc
58.2%

899

4~A

2.2%

Somcs:. Sterudrd A Paova Global Fixed Incama Research and Stndnrd A Poor's CradPrno.

U Stanldad A Poor's 20M9.

www.standardandpoors.com/ratingsdirect
Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission, See Terms of Use/Disclaimer on the last pae.

17

Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions 

Chlrt10A 

!i~fal~lt ()jsrril1~tiou ~~\~aling;Priot To 'D'"(t~ng::T'e~~ Average. 1981-20lnw;·;.,: , . 
'i)'t,,~, '<" • " , 

CCCfC 
58.2" 

1B.B" 

Sources: standlll'd & PO[l"S GIobeI rlXlld Income ReulII'ch lind stllndard & Poor's CrdPro8 . 

• standard a Poor's 2009. 

www.standardandpoors.com/ratingsdirect 
Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's perrnissioo. See Terms of Use/Disclaimer on tile last page. 

A 
.1" 

17 
.., I .!.", l' , I 



Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions

Chart 10

I.

A
NR -1.1;%

21.%s.

/-2.4%

11.2%

00.8%

Sources: 911"amd A Pcors OGuib Fbiad If cen. Research and Standard A Pooes CredtProO.

* Standard A Poar' 2009.

Table 8 provides an itemized list of all the nonconfidentially rated defaults recorded in 2008. For additional detail
on 2008 defaulters, refer to the article titled "2008 Default Synopses", March 13, 2009, Ratings Direct.

Table I
200 ClinclyRt D fl ts'

Debt
aunwot Default

Nodtto
last Date of next First Date of firt

Company Country Indust" IMIIS) date ratinq to last rading rating rating
Buffets Holdings Inc. U.S. Customer service 934.7 1/4/2008 CCC 11/6/2007 B 5/20/2004

TOUSA Inc. U.S. Real estate 2,259.0 1/4/2008 CC 11/16/2007 8+ 6/4/2002

Quebecor World Inc. Canada Leisure time / media 2,453,6 1/16/2008 CCC 12/18/2007 888+ 1/13/1997

Propex Inc. U.S. Health/chem 437.3 1/22/2008 CCC 1/7/2008 B+ 11/15/2004

PRC LLC U.S. Leisure time / media 227.0 1/23/2008 NR 11/7/2007 B+ 12/6/2006

Plastech Engineered U.S. Aero/auto/CG/metal 640.0 2/4/2008 CCC+ 1/31/2008 BB- 1/27/2004
Products Inc.

SIRVA Inc. U.S. Transportation 660.6 2/5/2008 NR 10/6/2006 8+ 10/27/2003

Holley Performance U.S. Aero/auto/CG/metal 60.0 2/11/2008 NR 2/8/2006 B+ 5/12/1999
Products Inc.

Wellman Inc. U.S. Health/chem 675.0 2/25/2008 CCC+ 10/31/2007 BB 9/29/1998

Atlantis Plastics Inc. U.S. Health/chem 216.7 2/27/2008 CCC- 9/21/2007 8+ 4/21/1987

Thornburg Mortgage U.S. Financial institutions 305.0 3/3/2008 B- 2/29/2008 B8 4/29/2003
Inc.
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Table 8 provides an itemized list of all the nonconfidentially rated defaults recorded in 2008. For additional detail 

on 2008 defaulters, refer to the article titled "2008 Default Synopses", March 13,2009, Ratings Direct. 

TableS 

2008 Corporate Publicly Rated Defaults· 

Debt Next to 
amount oafauh last Date of next First Date of first 

Comea!!! COU!!!!! Industry (MII.$) date rati!!l to last rati!!l rati!!l rati!!l 
Buffets Holdings Inc, U,S, Customer service 934.7 1/4/2008 CCC 11/6/2007 B 5/20/2004 

TOUSA Inc. U.s, Real estate 2,259.0 1/4/200B CC 11/16/2007 B+ 6/4/2002 

Quebecor World Inc, Canada Leisure time / media 2.453.6 1/16/2008 CCC 12/18/2007 BBB+ 1/13/1997 

Propex Inc. U.S, Health/chem 437,3 1/22/2008 CCC 1/7/2008 B+ 11/1512004 

PRC LLC U,S, l eisure time / media 227,0 1/23/2008 NR 11/712007 B+ 12/6/2006 

Plastech Engineered U,S, Ae rota uto/CG/meta I 640.0 2/4/2008 CCC+ 1/31/2008 BB- 1/27/2004 
P.roducts Inc, 

SIAVA Inc. U.S. Transportation 660,6 2/5/2008 NR 10/6/2006 B+ 10/27/2003 

Holley Performance U,S. Aero/auto/CG/metal 60,0 2/11/2008 NR 2/8/2006 B+ 5/12/1999 
PrOducts Inc. 

Wellman Inc. U.S. Health/chern 675,0 2/25/2008 CCC+ 10/31/2007 BBB 9/29/1998 

Atlanlis Plastics Inc. U.S. Health/chern 216.7 2/27/2008 CCC- 9/21/2007 B+ 4/21/1987 

Thornburg Mortgage U,S, Financial institutions 305.0 3/3/2008 B- 2/29/2008 BB 4/29/2003 
Inc. 
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Table 8

2008 Coprt ulcyRte .eals cn.

Leiner Health Products U.S.
Inc.

Customer service 581.6 3/10/2008 CCC 12/10/2007 B 8/2/2002

Legends Gaming LLC U.S. Leisure time / media 442.0 3/14/2008 CCC+ 2/13/2008 B 5/11/2006

Fremont General Corp. U.S. Insurance 165.8 3/18/2008 CC 3/4/2008 BBB 12/31/1980

Fremont Investment & U.S. Financial institutions 4.3 3/18/2008 CCC- 3/4/2008 BB- 9/20/2005
Loan

Ziff Davis Media Inc. U.S. Leisure time / media 355.0 3/26/2008 NR 6/14/2007 CCC 5/29/2003

Interep National Radio U.S. Leisure time / media 100.0 4/1/2008 CCC 6/4/2004 B+ 6/25/1998
Sales Inc.

VICORP Restaurants U.S. Customer service 176.5 4/4/2008 CCC 1/30/2008 B+ 3/22/1984
Inc.

Vertis Inc. U.S. Leisure time / media 1,643.5 4/8/2008 CC 7/24/2007 B+ 7/22/1993

Kimball Hill Inc. U.S. Real estate 703.0 4/25/2008 CC 2/20/2008 BB- 12/7/2005

Home Interiors & Gifts U.S. Customer service 310.0 4/29/2008 NR 1/24/2006 8+ 5/20/1998
Inc.

French Lick Resorts & U.S. Leisure time / media 142.1 4/30/2008 CCC 7/25/2007 8- 3/17/2006
Casino LLC

Recycled Paper U.S. Customer service 207.0 5/2/2008 CCC 4/20/2007 B 11/7/2005
Greetings Inc.

Herbst Gaming Inc. U.S. Leisure time / media 1,585.4 5/19/2008 CCC 2/29/2008 B 8/6/2001

Greektown Holdings U.S. Leisure time / media 567.2 5/30/2008 CCC+ 5/15/2008 B 11/15/2005
LLC

Residential Capital, LLC U.S. Financial institutions 6,812.8 6/4/2008 CC 5/2/2008 B88- 6/9/2005

Six Flags Inc. U.S. Leisure time / media 1,119.4 6/16/2008 CCC+ 11/9/2007 B+ 3/25/1998

JHT Holdings Inc. U.S. Transportation 130.0 6/24/2008 NR 4/11/2008 B+ 11/20/2006

Gainey Corp. U.S. Transportation 255.3 7/1/2008 . CC 5/19/2008 88- 1/27/2006

Ginn-LA Conduit Lender U.S. Real estate 675.0 7/2/2008 CC 6/24/2008 B+ 5/16/2006
Inc.

GWLS Holdings Inc. U.S. Transportation 95.0 7/11/2008 8- 12/19/2006 8- 12/19/2006

Indymac Bancorp U.S. Financial institutions 0.0 7/14/2008 CCC 7/9/2008 88+ 10/23/2001

IndyMac Bank, FSB U.S. Financial institutions 2,655.2 7/14/2008 B- 7/9/2008 8BB- 9/4/1998

Pierre Foods Inc. U.S. Customer service 396.0 7/14/2008 CCC+ 6/3/2008 B+ 6/10/2004

Atrium Cos. Inc. U.S. Forest products 803.5 7/17/2008 CCC+ 3/7/2008 B8- 11/21/1996

Belvedere S.A. France Customer service 903.7 7/18/2008 8- 6/19/2008 B 5/11/2006

Journal Register Co. U.S. Leisure time / media 715.0 7/25/2008 CCC 5/6/2008 BB+ 7/31/1998

Portola Packaging Inc. U.S. Health/chem 240.0 7/29/2008 CCC- 7/23/2008 B+ 9/13/1995

Ainsworth Lumber Co. Canada Forest products 973.9 7/31/2008 CC 2/15/2008 B 6/17/1997
Ltd.

WO Communities Inc. U.S. Forest products 1,375.0 8/4/2008 CC 5/21/2008 88- 8/10/1999

BluePoint Re Limited Bermuda Insurance 0.0 8/14/2008 A 6/9/2008 AA 10/25/2004

Hines Horticulture Inc. U.S. Customer service 290.2 8/21/2008 NR 2/8/2008 B+ 2/9/1996

Mrs. Fields Famous U.S. Customer service 195.7 8/25/2008 NR 11/27/2007 CCC+ 2/19/2004
Brands LLC

L8REP/L SunCal U.S. Real estate 395.0 9/10/2008 NR 2/20/2008. 8+ 12/8/2005
Master I LLC

Motor Coach Industries U.S. Aero/auto/CG/metal 296.2 9/15/2008 CCC- 4/2/2008 8B- 6/3/1999
International Inc.
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TableS 

2008 Corporate Publicly Rated Defaults* (cont.) I I 
Leiner Health Products U.S. 
Inc. 

Legends Gaming LLC U.S. 

Fremont General Corp. U.S. 

Fremont Investment & U.S. 
Loan 

Ziff Davis Media Inc. U.S. 

Interep National Radio U.S. 
Sales Inc. 

VICORP Restaurants U.S. 
Inc. 

Vertis Inc. U.S. 

Kimball Hill Inc. U.S 

Home Interiors & Gifts U.S. 
Inc. 

French Lick Resorts & U.S. 
Casino LLC 

Recycled Paper U.S. 
Greetings Inc. 

Herbst Gaming Inc. U.S. 

Greektown Holdings U.S. 
LLC 

Residential Capital, LLC U.S. 

Six Flags Inc. U.S. 

JHT Holdings Inc. U.S. 

Gainey Corp. U.S. 

Ginn-LA Conduit Lender U.S. 
Inc. 

GWLS Holdings Inc. U.S. 

Indymac Bancorp U.S. 

IndyMac Bank. FSB U.S. 

Pierre Foods Inc. U.S. 

Atrium Cos. Inc. U.S. 

Belvedere SA France 

Journal Register Co. U.S. 

Portola Packaging Inc. U.S. 

Ainsworth Lumber Co. Canada 
Ltd. 

WCI Communities Inc. U.S. 

BluePoint Re limited Bermuda 

Hines Horticulture Inc. U.S. 

Mrs. Fields Famous U.S. 
Brands LLC 

LBREP/L SunCal U.S. 
Master I LLC 

Motor Coach Industries U.S. 
International Inc. 

Customer service 

Leisure time / media 

Insurance 

Financial institutions 

Leisure time / media 

Leisure time / media 

Customer service 

Leisure time / media 

Real estate 

Customer service 

Leisure time / media 

Customer service 

Leisure time / media 

Leisure time / media 

Financial institutions 

Leisure time / media 

Transportation 

Transportation 

Real estate 

Transportation 

Financial institutions 

Financial institutions 

Customer service 

Forest products 

Customer service 

leisure time / media 

Health/chem 

Forest products 

Forest products 

Insurance 

Customer service 

Customer service 

Real estate 

Aero/auto/CG/metal 
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581.6 3/10/2008 CCC 

442.0 3/14/2008 CCC+ 

165.8 3/18/2008 CC 

4.3 3/18/2008 CCC-

355.0 3/26/2008 NR 

100.0 4/1/2008 CCC 

176.5 4/4/2008 CCC 

1,643.5 4/8/2008 CC 

703.0 4/25/2008 CC 

310.0 4/2912008 NR 

142.1 4/30/2008 CCC 

207.0 5/2/2008 CCC 

1.585.4 5/19/2008 CCC 

567.2 5/30/2008 CCC+ 

6,8128 6/4/2008 CC 

1 ,119.4 6/16/2008 CCC+ 

130.0 6/24/2008 NR 

255.3 7/1/2008 CC 

675.0 7/2/2008 CC 

95.0 7/11/2008 B-

0.0 7/14/2008 CCC 

2,655.2 7/14/2008 B-

396.0 7/14/2008 CCC+ 

803.5 7/17/2008 CCC+ 

903. 7 7/18/2008 B-

715.0 7/25/2008 CCC 

240.0 7/29/2008 CCC-

973.9 7/31/2008 CC 

1,375.0 8/4/2008 CC 

0.0 8/14/2008 A 

290.2 8/21/2008 NR 

195.7 8/25/2008 NR 

395.0 9/10/2008 NR 

296.2 9/15/2008 CCC-
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12/10/2007 

2/13/2008 

3/4/2008 

3/4/2008 

6/14/2007 

6/4/2004 

1/30/2008 

7/24/2007 

2/20/2008 

1/24/2006 

7/25/2007 

4/20/2007 

2/29/2008 

5/15/2008 

5/212008 

11 /9/2007 

4/11/2008 

5/19/2008 

6/24/2008 

12/19/2006 

7/9/2008 

7/9/2008 

6/3/2008 

3n/2008 

6/19/2008 

5/6/2008 

7/23/2008 

2/15/2008 

5/21/2008 

6/9/2008 

2/8/2008 

11/27/2007 

2/20/2008 

4/2/2008 

8 8/2/2002 

B 5/11/2006 

8BB 12/31/1980 

BB- 9/20/2005 

CCC 5/29/2003 

8+ 6/25/1998 

B+ 3/22/1984 

8+ 7122/1993 

BB- 12/7/2005 

B+ 5/20/1998 

B- 3/17/2006 

B 11/712005 

B 8/6/2001 

B 11/15/2005 

BBB- 6/9/2005 

B+ 3/25/1998 

B+ 11/20/2006 

BB- 1/27/2006 

B+ 5/16/2006 

B- 12/19/2006 

BB+ 10/23/2001 

BBB- 9/4/1998 

B+ 6/10/2004 

BB- 11/21/1996 

B 5/11/2006 

BB+ 7/31/1998 

B+ 9/13/1995 

B 6/17/1997 

BB- 8/10/1999 

M 10/25/2004 

B+ 2/9/1996 

CCC+ 2/19/2004 

8+ 12/8{2005 

8B- 6/3/1999 
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Table 8

208CroaePulcyRtdDeals cn.

Lehman Brothers
Holdings Inc.

U.S. Financial institutions 144.426.2 9/16/2008 A 6/2/2008 AA- 1/1/1985

UTGR Inc. U.S. Leisure time / media 565.0 9/19/2008 CCC- 3/21/2008 8+ 7/21/2005

Lehman Brothers Inc. U.S. Financial institutions 229.9 9/23/2008 BB- 9/15/2008 AA 10/5/1984

HRP Myrtle Beach U.S. Leisure time / media 113.8 9/24/2008 NR 8/29/2008 8- 3/22/2006
Holdings LLC

Washington Mutual U.S. Financial institutions 19,913.6 9/26/2008 BB8- 9/15/2008 8+ 1/24/1989
Bank

Washington Mutual, U.S. Financial institutions 8,984.6 9/26/2008 CCC 9/24/2008 B88 7/17/1995
Inc.

Ashton Woods USA U.S. Real estate 454.0 10/2/2008 CCC 8/22/2008 8+ 9/8/2005
LLC

Corporacion Durango, Mexico Forest products 520.0 10/6/2008 CC 10/3/2008 B+ 7/9/2007
S A. B. de C. V.

Baseline Oil & Gas U.S. Energy and natural 240.0 10/7/2008 CCC+ 9/13/2007 CCC+ 9/13/2007
Corp. resources

Controladora Comercial Mexico Customer service 449.6 10/9/2008 BBB- 10/3/2000 BB+ 3/31/1998
Mexicana. S. A. B. de
C. V.

Glitnir Bank Iceland Financial institutions 18,737.1 10/9/2008 CCC 10/7/2008 A- 3/28/2006

Viskase Cos. Inc. U.S. Health/chem 108.7 10/10/2008 CC 8/8/2008 8- 6/3/2004

30-Gold Jewellery Hong Kong Customer service 170.0 10/15/2008 88 10/2/2007 8B 10/2/2007
Holdings Ltd.

Majestic Star Casino U.S. Leisure time / media 580.0 10/15/2008 CCC- 10/9/2008 8 9/3/1996
LLC (The)

Masonite International Canada Forest products 2,294.8 10/17/2008 CC 10/10/2008 8+ 2/10/2005
Inc.

Britannia Bulk PLC U.k. Transportation 185.0 11/3/2008 CC 10/29/2008 8- 10/25/2006

Hawaiian Telcom U.S. Telecommunications 1,074.7 11/3/2008 CCC+ 8/19/2008 8+ 4/18/2005
Communications Inc:

VeraSun Energy Corp. U.S. Energy and natural 1,165.8 11/3/2008 B- 9/23/2008 B- 12/12/2005
resources

Palmdale Hills Property U.S, Real estate 0.0 11/6/2008 NR 2/23/2007 B 4/26/2005
LLC

Pilgrim's Pride Corp. U.S. Customer service 1,591.6 11/6/2008 CC 10/27/2008 B 4/27/1988

American Media U.S. Leisure time / media 1,043.7 11/7/2008 CCC+ 9/7/2006 B+ 7/18/1989
Operations Inc.

IT Holding SpA Italy Customer service 233.2 11/17/2008 B- 7/28/2005 B+ 9/30/2003

Mecachrome Canada Aero/auto/CG/metal 436.7 11/18/2008 CC 11/12/2008 8+ 4/28/2006
International Inc.

Chesapeake Corp. U.S. Forest products 488.8 11/20/2008 CCC- 11/4/2008 A 12/31/1980

Lenox Group Inc. U.S. Customer service 170.5 11/23/2008 NR 8/13/2007 B+ 8/3/2005

Downey Financial Corp. U.S. Financial institutions 200.0 11/24/2008 CCC- 11/21/2008 BBB- 6/7/1999

Downey S&L Assn U.S. Financial institutions 0.0 11/24/2008 CCC 11/21/2008 A+ 12/31/1980

Metaldyne Corp. U.S. Aero/auto/CG/metal 1,216.2 11/25/2008 CC 10/31/2008 BB+ 1/27/1987

LandAmerica Financial U.S. Insurance 390.0 11/26/2008 B- 11/24/2008 B88- 11/19/2004
Group Inc.

Alliance Film Holdings Canada Leisure time/media 333.5 11/27/2008 CCC 4/17/2008 B 7/26/2007
Inc
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Table 8 

2008 Corporate Publicly Rated Defaults· (cont.) \ \ 

Lehman Brothers U.S. Financial institutions 144.426.2 9/16/200B A 6/2/200B AA- 1/1/19B5 
Holdings Inc. 

UTGR Inc. U.S. Leisure time / media 565.0 9/19/200B CCC- 3/21/2008 B+ 7/21/2005 

Lehman Brothers Inc. U.S. Financial institutions 229.9 9/23/200B BB- 9/15/2008 AA 10/5/19B4 

HRP Myrtle Beach U.S. Leisure time / media 113.8 9/24/200B NR 8/29/2008 B- 3/22/2006 
Holdings LLC 

Washington Mutual U.S. Financial institutions 19,913.6 9/26/2008 BBB- 9/15/2008 B+ 1/24/1989 
Bank 

Washington Mutual, U.S. Financial institutions B,9846 9/26/2008 CCC 9/24/200B BBB 7/17/1995 
Inc. 

Ashton Woods USA U.S. Real estate 454.0 10/2/2008 CCC B/22/2008 B+ 9/8/2005 
LLC 

Corpora cion Durango, Mexico Forest products 520.0 10/6/2008 CC 10/3/2008 B+ 7/9/2007 
S. A. B. de C. V. 

Baseline Oil & Gas U.S. Energy and natural 240.0 10/7/2008 CCC+ 9/13/2007 CCC+ 9/13/2007 
Corp. resources 

Controladora Comercial Mexico Customer service 449.6 10/9/200B BBB- 10/3/2000 BB+ 3/31/1998 
Mexicana, S. A. B. de 
C. V. 

Glitnir Bank Iceland Financial institutions 18.737.1 10/9/2008 CCC 10/7/200B A- 3/28/2006 

Viskase Cos. Inc. U.S. Heal.th/chem 108.7 10/10/2008 CC 8/8/2008 B- 6/3/2004 

3D-Gold Jewellery Hong Kong Customer service 170.0 10/15/2008 BB 10/2/2007 BB 10/2/2007 
Holdings Ltd. 

Majestic Star Casino U.S. Leisure time / media 580.0 10/15/2008 CCC- 10/9/2008 B 9/3/1995 
LLC (The) 

Masonite International Canada Forest prod ucts 2.294.8 10/17/2008 CC 10/10/2008 B+ 2/10/2005 
Inc. 

Britannia Bulk PLC U.k. Transportation 185.0 11/3/2008 CC 10/29/200B B- 10/25/2005 

Hawaiian Telcom U.S. Telecommunications 1,074.7 11/3/2008 CCC+ 8/19/2008 B+ 4/18/2005 
Communications Inc: 

VeraSun Energy Corp. U.S. Energy and natural 1,165.8 11/3/2008 B- 9/23/2008 B- 12/12/2005 
resources 

Palmdale Hills Property U.S. Real estate 0.0 11/5/2008 NR 2/23/2007 B 4/26/2005 
LLC 

Pilgrim's Pride Corp. U.S. Customer service 1,5915 11/5/2008 CC 10127/2008 B 4/27/198B 

American Media U.S. Leisure time / media 1,043.7 11/7/200B CCC+ 9/7/2006 B+ 7/18/1989 
Operations Inc. 

IT Holding SpA Italy Customer service 233.2 11/17/200B B- 7/28/2005 B+ 9/30/2003 

Mecachrome Canada Aero/auto/CG/metal 436.7 11/18/2008 CC 11/12/2008 B+ 4/28/2006 
International Inc. 

Chesapeake Corp. U.S. Forest products 488.8 11/20/200B CCC- 11/4/200B A 12/31/1980 

Lenox Group Inc. U.S. Customer service 170.5 11/23/2008 NR B/13/2007 B+ 8/3/2005 

Downey Financial Corp. U.S. Financial institutions 200.0 11/24/2008 CCC- 11/21/2008 BBB- 5/7/1999 

Downey S&L Assn U.S. Financial institutions 0.0 11/24/2008 CCC 11/21/2008 A+ 12/31/1980 

Metaldyne Corp. U.S. Aero/auto/CG/metal 1,216.2 11/25/2008 CC 10/31/2008 BB+ 1127/1987 

LandAmerica Financial U.S. Insurance 390.0 11/25/2008 B- 11/24/2008 BBB- 11/19/2004 
Group Inc. 

Alliance Film Holdings Canada Leisure time / media 333.5 11/27/2008 CCC 4/17/2008 B 7/25/2007 
Inc 
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Table B

2008 Corprat Pulcy 3.. efut*cn.

OJSC RBC Information
Systems

Russia Leisuretime / media 109.4 11/28/2008 CCC

Constar International
Inc.

Trump Entertainment
Resorts Holdings L.P.

Waterford Wedgwood
PLC

PT Mobile-8 Telecom
Tbk

Finlay Fine Jewelry
Corp.

Tronox Inc.

Commonwealth Land
Title Insurance Co.

Babcock & Brown
International Pty Ltd.

Hovnanian Enterprises
Inc.

Transtel Intermedia,
S.A.
Tribune Co.

Nutrinvestholding
OJSC

Special Devices Inc.

Neff Corp.

Global Investment
House KSCC

MagnaChip
Semiconductor LLC
IT Holding SpA

Big West Oil LLC

Clear Channel
Communications Inc.

U.S.

U.S.

Ireland

Indonesia

U.S.

U.S.

U.S.

Australia

U.S.

Colombia

U.S.

Russia

U.S.

U.S.

Kuwait

Korea

Italy

U.S.

U.S.

Health/chem

Leisure time / media

Customer service

Telecommunications

Customer service

Health/chem

Insurance

Financial institutions

Forest products

Telecommunications

Leisure time / media

Customer service

Aero/auto/CG/metal

Aero/auto/CG/metal

Financial institutions

High tech

Customer service

Energy and natural
resources

Leisure time / media

395.0 12/1/2008

1,249.0 12/1/2008

460.5 12/1/2008

100.1 12/2/2008

788.0 12/3/2008

683.2 12/3/2008

0.0 12/4/2008

3,339.8 12/5/2008

2,743.6 12/5/2008

170.0 12/9/2008

11,288.3 12/9/2008

142.6 12/12/2008

0.0 12/15/2008

752.5 12/16/2008

73.2 12/17/2008

850.0 12/21/2008

0.0 12/22/2008

400.0 12/23/2008

21,314.1 12/23/2008

CCC+

CCC

CCC

CC

cc

CCC-

BB-

NR

B-

CCC-

CCC
B

NR

CC

BBB

CCC

CC

B+

cc

11/5/2008 B+

10/3/2008 BB-

11/11/2008 B

4/11/2008 8+

10/10/2008 B

11/17/2008 B+

9/17/2008 BB-

11/24/2008 A-

11/23/2008 BBB

2/15/2008 BB-

7/9/2008 B-

11/11/2008 AA

9/18/2007 B

8/16/2005 8+

11/18/2008 BB-

8/6/2008 888

10/16/2008 B+

11/21/2008 CC

4/11/2007 B+

12/5/2008 BBB-

10/15/2007

7/17/2002

4/18/2005

11/14/2003

7/19/2007

5/10/1993

11/2/2005

6/25/1997

11/26/2007

12/11/1984

11/10/2005

3/1/1983

9/18/2007

12/4/1998

5/5/1998

8/6/2008

12/13/2004

11/21/2008

4/11/2007

9/26/1997

Interpipe Ltd. Ukraine Energy and natural 1,018.0 12/23/2008 CC 12/16/2008 8+ 6/20/2007
resources

Harrah's Entertainment U.S. Leisure time / media 23,185.2 12/24/2008 CC 11/18/2008 A 12/31/1980
Inc.

Level 3 U.S. Telecommunications 5,513.5 12/29/2008 CC 11/18/2008 CCC 12/3/2004
Communications Inc.

LyondellBasell Netherlands Health/chem 24,011.0 12/30/2008 B- 11/14/2008 BBB- 8/1/2001
Industries AF S.C.A.

OJSC RBC Information Russia Leisure time / media 0.0 12/30/2008 CC 11/29/2008 CC 11/29/2008
Systems

GMAC LLC U.S. Financial institutions 46,181.8 12/31/2008 CC 11/20/2008 AAA 12/31/1980

Progressive Gaming U.S. Leisure time / media 0.0 12/31/2008 CCC 8/28/2006 B 6/19/1998
International Corp.

Residential Capital LLC U.S. Financial institutions 0.0 12/31/2008 CC 11/20/2008 CCC+ 7/15/2008

Total 385,265
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Table 8 

2008 Corporate Publicly Rated Defaults* (cont.) I I 
OJSC RBC Info~mation Russia Leisure time / media 109.4 11/28/2008 CCC 11/5/2008 B+ 10/15/2007 
Systems 

Constar International U.S. Health/chem 395.0 12/1/2008 CCC+ 10/3/2008 BB- 7/17/2002 
Inc. 

Trump Entertainment U.S. Leisure time / media 1,249.0 12/1/2008 CCC 11/11/2008 B 4/18/2005 
Resorts Holdings L.P 

Waterford Wedgwood Ireland Customer service 460.5 12/1/2008 CCC 4/11/2008 B+ 11/14/2003 
PLC 

PT Mobile-8 Telecom Indonesia Telecommunications 100.1 12/2/2008 CC 10/10/2008 B 7/19/2007 
Tbk 

Finlay Fine Jewelry U.S. Customer service 788.0 12/3/2008 CC 11/17/2008 B+ 5/10/1993 
Corp. 

Tronox Inc. U.S. Health/chem 683.2 12/3/2008 CCC· 9/17/2008 BB· 11/2/2005 

Commonwealth Land U.S. Insurance 0.0 12/4/2008 BB· 11/24/2008 A· 6/25/1997 
Title Insurance Co. 

Babcock & Brown Australia Financial institutions 3,3398 12/5/2008 NR 11/23/2008 BBB 11/26/2007 
Interriational Pty Ltd. 

Hovnanian Enterprises U.S. Forest products 2)43.6 12/5/2008 B- 2/15/2008 BB· 12/11/1984 
Inc. 

Transtellntermedia, Colombia Telecommunications 170.0 12/9/2008 CCC· 7/9/Z008 B· 11/10/2005 
SA 

Tribune Co. U.S. Leisure time / media 11.288.3 12/9/2008 CCC 11/11/2008 AA 3/1/1983 
., 

Nutrinvestholding Russia Customer service 142.6 12/12/2008 B 9/18/2007 B 9/18/2007 
OJSC 

Special Devices Inc. U.S. Aero/auto/CG/metal 0.0 12/15/2008 NR 8/16/2005 B+ 12/4/1998 

Neff Corp. U.S. Aero/auto/CG/metal 752.5 12/16/2008 CC 11/18/2008 BB· 5/5/1998 

Global Investment Kuwait Financial institutions 73.2 12/17/2008 BBB 8/6/2008 BBB 8/6/2008 
House KSCC 

MagnaChip Korea High tech 850.0 12/21/2008 CCC 10/16/2008 B+ 12/13/2004 
Semiconductor LLC 

IT Holding SpA Italy Customer service 0.0 12/22/2008 CC 11/21/2008 CC 11/21/2008 

Big West Oil LLC U.S. Energy and natural 400.0 12/23/2008 B+ 4/11/2007 B+ 4/11/2007 
resources 

Clear Channel U.S. Leisure time / media 21,314.1 12/23/2008 CC 12/5/2008 BBB· 9/26/1997 
Communications Inc. 

Interpipe Ltd. Ukraine Energy and natural 1,018.0 12/23/2008 CC 12/16/2008 B+ 6/20/2007 
resources 

Harrah's Entertainment U.S. Leisure time / media 23,185.2 12/24/2008 CC 11/18/2008 A 12/31/1980 
Inc. 

Level 3 U.S. Telecommunications 5,5135 12/29/2008 CC 11/18/2008 CCC 12/3/2004 
Communications Inc. 

LyondellBasell Netherlands Health/chem 24,011.0 12/30/2008 B· 11/14/2008 BBB· 8/1/2001 
Industries AF S.CA 

OJSC RBC Information Russia Leisure time / media 0.0 12/30/2008 CC 11/29/2008 CC 11/29/2008 
Systems 

GMAC LLC U.S. Financial institutions 46,181.8 12/31/2008 CC 11/20/2008 AAA 12/31/1980 

Progressive Gaming U.S. Leisure time / media 0.0 12/31/2008 CCC 8/28/2006 B 6/19/1998 
International Corp. 

Residential Capital LLC US. Financial institutions 0.0 12/31/2008 CC 11/20/2008 CCC+ 7/15/2008 

Total 385,265 
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Table 8

'Total does not match Table 4 because it excludes confidentially rated defaults. Health/chem = Healthcare/Chemicals. Aero/auto/CG/metal
Aerospace/automotive/capital goods/metal, High tech = High technology/computers/office equipment. Forest products = Forest and building products/homebuilders.
Cons/service = Consumer/service sector. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Since 2003, the average notch movements among both upgrades and downgrades globally has been running well

below long-term averages, and we expect some cyclical reversal in this pattern over the next couple of years,

approaching convergence to the long-term mean (see Chart 11 ). Indeed, 2008 has borne out these expectations, with
the average upgrade inching up to 1.3 notches, whereas the average downgrade increased to 1.6 notches, a pace

unmatched since 2002.

Chart I1

-Average notches for upgrades

- - Long-term upgrade average

-Average notches for downgrades

- - - -long-term downgrade average

(%)
2.5

2.0

1.0

0.5
03.0 .. . ,

(0.5)
(1 .o)

(1.5)

(2.0)
(2.5)

(3.0)
1901 1903 1905 1907 1909 1991 1993 1995 1997 1999 2001 2003 2005 2007

Long-term average based on data from 1981 -2008. Date as of December 2000. Sources:

Standard 9 Poor's Global Fixed Income Research and Standard A Poor's CreditProa.

@Standard A Poor's 2009.

Table 9 shows a breakout of historical default rates by rating modifier.

Table 9
. .. .. - I . . L, ] i I , 1 '

AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- B+ B B- CCC/C
1981 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 3.28 0.00 0.00

1982 0.00 0.00 0.00 0.00 0.00 0.33 0.00 0.00 0.68 0.00 0.00 2.86 7.04 2.22 2.33 7.41 21.43

1983 0.00 0.00 0.00 0.00 0.00 0.00 0.00 O.M0 0.00 1.33 2.17 O.M0 1.59 1.22 9.80 4.76 6.67
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TableS 

2008 Corporate Publicly Rated Defaults* (conI.) I I 
'Total does not match Table 4 because it excludes confidentially rated defaults. Health/chem = Healthcare/Chemicals. Aero/auto/CG/metal = 
Aerospace/automotive/capital goods/metal. High tech = High technology/computers/office equipment. Forest products = Forest and building products/homebuilders. 
Cons/service = Consumer/service sector Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

Since 2003, the average notch movements among both upgrades and downgrades globally has been running well 

below long-term averages, and we expect some cyclical reversal in this pattern over the next couple of years, 

approaching convergence to the long-term mean (see Chart 11), Indeed, 2008 has borne out these expectations, with 

the average upgrade inching up to 1.3 notches, whereas the average downgrade increased to 1.6 notches, a pace 

unmatched since 2002. 

Char111 
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. Long-term upgrade average 
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0.5 

0.0 
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(1.0) 

(1.5) 

(2.0) 

(2.5) 

(3.0) 

~- -L>.- ---- ------/- - ----~ -~ ---- -~ 
V 

" ~ 
1981 19B3 1985 19B7 19B9 1991 1993 1995 1997 1999 2001 2003 2005 2007 

Long-term IIverllge bllsed an datil tram 19B1-200B. Datil liS at December 200B. Sources: 
stllndllrd a Poor's Glob III Fixed Income Resellrch lind standard & Poor's CredlProGl. 

®Stllndllrd 8. Poor's 2009. 

Table 9 shows a breakout of historical default rates by rating modifier. 

Table 9 

Global Corporate Default Rates By Rating Modifier I I 
AAA AA+ AA AA- A+ A A- BBB+ BBB BBB- BB+ BB BB- B+ 

1981 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

1982 0.00 000 0.00 0.00 0.00 0.33 0.00 0.00 0.68 0.00 0.00 2.86 7.04 2.22 

1983 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.33 2.17 0.00 1.59 1.22 
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Table 9

Globa Coprt Defaul Rate ByRtn*oife c.

1984

1985

1986

1987

1988

1989

1990

1991

1992

1993

1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

2006

2007

2008

Average

Median

Standard deviation

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.45 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.36 0.00 0.24

0.00 0.00 0.00 0.00 0.00 0.24

0.00 0.00 0.00 0.00 0.57 0.49

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.23

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.43 0.40 0.31 0.21

0.00 0.00 0.02 0.03 0.05 0.06

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.08 0.10 0.14 0.13

0.00 0.00 0.00 0.00 0.00 0.00

0.00 0.00 0.43 0.40 0.57 0.49

0.00

0.00

0.78

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.27

0.56

0.00

0.00

0.00

0.00

0.00

0.00

0.00

0.58

0.08

0.00

0.21

0.00

0.78

0.00

0.00

0.00

0.00

0.00

0.90

0.76

0.83

0.00

0.00

0.00

0.00

0.00

0.36

0.00

0.00

0.00

0.24

1.11

0.00

0.00

0.00

0.00

0.00

0.18

0.16

0.00

0.32

0.00

1.11

1.40

0.00

0.78

0.00

0.00

0.78

0.00

0.74

0.00

0.00

0.00

0.00

0.00

0.34

0.54

0.28

0.26

0.48

0.65

0.19

0.00

0.17

0.00

0.00

0.59

0.28

0.08

0.36

0.00

1.40

0.00

0.00

0.00

0.00

0.00

0.00

1.10

0.00

0.00

0.00

0.00

0.63

0.00

0.00

0.70

0.30

0.88

0.27

1.31

0.52

0.00

0.00

0.00

0.00

0.71

0.28

0.00

0.44

0.00

1.33

0.00 1.64 1.49 2.13 3.51

1.64 1.49 1.33 2.59 13.11

1.82 1.18 1.12 4.65 12.16

0.00 0.00 0.83 1.31 5.95

0.00 0.00 2.33 1.98 4.50

0.00 0.00 1.98 0.43 7.80

2.78 3.06 4.46 4.87 12.26

3.70 1.11 1.05 8.72 16.25

0.00 0.00 0.00 0.72 14.93

0.00 1.92 0.00 1.30 5.88

0.00 0.86 0.00 1.83 6.58

0.00 1.55 1.11 2.76 8.00

0.88 0.65 0.55 2.33 3.74

0.00 0.00 0.41 0.72 5.19

1.29 1.06 0.72 2.57 7.47

0.54 1.33 0.90 4.20 10.55

0.00 0.80 2.29 5.60 10.66

0.49 1.19 6.27 5.94 15.74

1.50 1.74 4.62 3.69 9.63

0.48 0.94 0.27 1.70 5.16

0.00 0.64 0.76 0.46 2.68

0.36 0.00 0.25 0.78 2.59

0.36 0.00 0.48 0.54 0.78

0.00 0.30 0.23 0.19 0.00

1.14 0.63 0.63 2.97 3.29

0.68 0.89 1.53 2.44 7.28

0.18 0.83 0.86 2.06 6.27

0.98 0.86 1.86 2.06 4.60

0.00 0.00 0.00 0.00 0.00

3.70 3.06 7.04 8.72 16.25

7.69 25.00

8.00 15.38

16.67 23.08

6.82 12.28

9.80 -20.37

4.88 31.58

22.58 31.25

32.43 33.87

20.83 30.19

4.17 13.33

3.23 16.67

7.69 28.00

3.92 4.17

14.58 12.00

9.46 42.86

15.45 32.35

11.50 34.12

23.31 44.55

19.53 44.12

9.23 33.13

2.82 15.11

2.98 8.87

1.58 13.08

0.88 14.81

7.02 26.53

9.97 22.67

7.69 22.25

7.96 12.15

0.00 0.00

32.43 44.55

Minimum

Maximum

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

The static-pool methodology used in the annual calculation of default rates references Jan. 1 of each year as its

starting point. (For more detail on the methodology, please refer to Appendix 1.)

2008 Timeline: Reviewing The Annus Horribilis
Last year proved memorable in a multitude of ways that will continue to be described and analyzed in history books

for a long time. In the U.S., for example, a number of records were set during the previous 12 months, of which a

selected list is presented in Table 10. In response, weekly downgrade activity took a sharp turn for the worse (see

Chart 12).
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Table 9 

Global Corporate Default Rates By Rating Modifier (cont.) I I 
1984 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.40 0.00 0.00 1.64 1.49 2.13 3.51 7.69 2500 

1985 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 1.64 1.49 1.33 2.59 13.11 8.00 15.38 

1986 0.00 0.00 000 0.00 0.00 0.00 0.78 000 0.78 0.00 1.82 1.18 1.12 4.65 12.16 16.67 23.08 

1987 000 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 0.00 0.83 1.31 5.95 6.82 12.28 

1988 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 000 0.00 2.33 1.98 4.50 9.80 ·20.37 

1989 0.00 0.00 0.00 0.00 0.00 0.00 000 0.90 0.78 0.00 0.00 0.00 1.98 0.43 7.80 4.88 31.58 

1990 000 000 0.00 0.00 0.00 0.00 0.00 0.76 0.00 1.10 2.78 3.06 4.46 4.87 12.26 22.58 31.25 

1991 0.00 000 0.00 0.00 0.00 0.00 0.00 0.83 0.74 0.00 3.70 1.11 LOS 8.72 16.25 32.43 33.87 

1992 0.00 0.00 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 000 0.00 0.72 14.93 20.83 30.19 

1993 0.00 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 0.00 000 1.92 0.00 1.30 5.88 4.17 13.33 

1994 000 0.00 0.00 0.00 0.45 0.00 0.00 0.00 0.00 0.00 0.00 0.86 0.00 1.83 6.58 3.23 16.67 

1995 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.63 0.00 1.55 1.11 2.76 8.00 7.69 28.00 

1996 0.00 0.00 0,00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.86 0.65 0.55 2.33 3.74 3.92 4.17 

1997 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.36 0.34 0.00 0.00 0.00 0.41 0.72 5.19 14.58 12.00 

1998 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.54 0.70 1.29 1.06 0.72 2.57 7.47 9.46 42.86 

1999 0.00 0.00 0.00 0.36 0.00 0.24 027 0.00 0.28 0.30 0.54 1.33 0.90 4.20 10.55 1545 32.35 

2000 0.00 0.00 0.00 000 0.00 0.24 0.56 0.00 0.26 0.88 0.00 0.80 2.29 5.60 10.66 11.50 34.12 

2001 0.00 0.00 0.00 0.00 0.57 0.49 0.00 0.24 0.48 0.27 0.49 1.19 6.27 5.94 15.74 23.31 44.55 

2002 0.00 0.00 0.00 0.00 0.00 0.00 0.00 1.11 0.65 1.31 1.50 1.74 4.62 3.69 9.63 19.53 44.12 

2003 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.19 0.52 0.48 0.94 0.27 1.70 5.16 9.23 33.13 

2004 0.00 0.00 0.00 0.00 0.00 0.23 0.00 0.00 0.00 0.00 0.00 0.64 0.76 0.46 2.68 2.82 15.11 

2005 0.00 0.00 0.00 0.00 000 0.00 0.00 0.00 0.17 0.00 0.36 0.00 0.25 0.78 2.59 2.98 8.87 

2006 0.00 0.00 0.00 0.00 0.00 0.00 000 000 0.00 0.00 0.36 0.00 0.48 0.54 0.78 1.58 1308 

2007 000 0.00 0.00 0.00 0.00 000 0.00 0.00 000 0.00 0.00 0.30 0.23 0.19 0.00 0.88 14.81 

2008 000 0.00 0.43 0.40 0.31 0.21 0.58 0.18 0.59 0.71 1.14 0.63 0.63 2.97 3.29 7.02 26.53 

Average 000 0.00 0.02 0.G3 0.05 0.06 0.08 0.16 0.28 0.28 0.68 0.89 1.53 2.44 7.28 9.97 2267 

Median 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.08 0.00 0.18 0.83 0.86 2.06 6.27 7.69 22.25 

Standard deviation 000 0.00 0.08 0.10 0.14 0.13 0.21 0.32 0.36 0.44 0.98 0.86 1.86 2.06 4.60 7.96 12.15 

Minimum 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 

Maximum 0.00 0.00 0.43 DAD 0.57 0.49 0.78 1.11 1.40 1.33 3.70 3.06 7.04 8.72 16.25 32.43 44.55 

Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPra®. 

The static-pool methodology used in the annual calculation of default rates references Jan. 1 of each year as its 

starting point. (For more detail on the methodology, please refer to Appendix 1.) 

2008 Timeline: Reviewing The Annus Horribilis 
Last year proved memorable in a multitude of ways that will continue 'to be described and analyzed in history books 

for a long time. In the U.S., for example, a number of records were set during the previous 12 months, of which a 

selected list is presented in Table 10. In response, weekly downgrade activity took a sharp turn for the worse (see 

Chart 12). 
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First quarter
The year began with accelerating anxiety that recession in the U.S. economy would be deeper than anticipated,
prompting sharp losses among equity markets worldwide. In response, a slew of monetary and fiscal tools were
introduced to counterbalance the economic deceleration. First, the Federal Reserve (Fed) dropped rates by 75 basis
points (bps)-then the largest single-day reduction in history-to 3.50% from 4.25% on Jan. 22. Second, the Bush
administration proposed a $145 billion stimulus package on Jan. 24, approved easily by both Houses of Congress in

early February.

As the housing crisis deepened in the U.S., it aggravated the pressure faced by the financial sector. On Jan. 12, Bank
of America announced plans to purchase the country's largest mortgage lender-Countrywide Financial-to stave
off possible collapse, the first in a series of high-profile shotgun marriages prompted by the housing crisis. Prominent
U.S. and European banks, including Citigroup, UBS, Merrill Lynch, JPMorganChase, and Bear Stearns, unveiled
huge losses from soured mortgage portfolios and CDOs. Other financial players were also claimed as casualties,
with news of trouble emerging at bond insurer MBIA and at GMAC. Meanwhile, on Jan. 25, a leading French bank,
Societe Generale, announced more than $7 billion in losses, allegedly prompted by a junior trader's misdemeanor.
On Jan. 31, the Fed lowered rates for the second time in January, this time by 50 bps to 3.0%.

On Feb. 20, oil prices broke through the $100/barrel barrier for the first time, notwithstanding pervasive signs of
economic deterioration that prompted a sharp sell-off in the U.S. dollar. On Feb. 22, Northern Rock plc was
nationalized, a culmination of woes that beset one of the U.K.'s top five mortgage lenders beginning in the fall of
2007 and led to a liquidity support facility from the Bank of England. By March 11, the Fed unveiled a program
allowing member banks to borrow Treasury securities at discounted rates and post mortgage-backed securities as
collateral in an effort to support the flow of credit through the economy. The news temporarily supported stocks,
but new fright ripped through the financial sector in mid March after news that Bear Stearns was on the verge of
financial collapse. On March 17, the Federal Reserve brokered a takeover of Bear Stearns by JPMorganChase for
$2/share, one-tenth of its market price. In addition, interest rates were lowered by another 75 bps on March 18 to

2.25%.

Second quarter
More news of job losses and financial write-downs continued to batter the financial sector, with business surveys
indicating that pessimism was not confined to financials alone. The Fed responded by cutting interest rates for the
seventh time in eight months, this time by 25 bps to 2%. Casualties began to mount at the senior echelons of
management, with the CEOs of Wachovia and AIG both ousted in June.

Third quarter
More means of monetary support surfaced early in the third quarter, with the Fed announcing measures to prop up
mortgage lending and kick-start stalled markets. But solace remained elusive. Instead, one of the nation's most
prominent thrifts, IndyMac, was seized by federal regulators on July 12. As concern about the health of the
government-backed mortgage lenders Fannie Mae and Freddie Mac mounted, new support was pledged and on July
16, the SEC introduced curbs on the short sale of stocks of these two agencies as well as 17 other financial firms.
Still, news of losses continues unabated by a host of beleaguered firms, including Freddie Mac, AIG, Ford, and GM.

The third quarter saw a series of unparalleled moments, creating deep schisms in U.S. financial history. On Sept. 9,
the U.S. Treasury announced a dramatic government takeover of Fannie Mae and Freddie Mac, with a plan to

provide $200 billion in backstop facilities for these mortgage giants which among them either originated or

Standard & Poor's RatingsDirect I April 2, 2009 24
Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission, See terms at Use/Disclaimer on the last page.

Default. Transition. and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions 

First quarter 

The year began with accelerating anxiety that recession in the U.S. economy would he deeper than anticipated, 

prompting sharp losses among equity markets worldwide. In response, a slew of monetary and fiscal tools were 

introduced to counterbalance the ec()nomi~ deceleration. First, the Federal Reserve (fed) dropped rates by 75 basis 
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of America announced plans to purchase the country's largest mortgage lender-Countrywide Financial-to stave 

off possible collapse, the first in a series of high-profile shotgun marriages prompted by the housing crisis. Prominent 
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but new fright ripped through the financial sector in mid March after news that Bear Stearns was on the verge of 

financial collapse. On March 17, the Federal Reserve brokered a takeover of Bear Stearns by JPMorganChase for 

$2/share, one-tenth of its market price. In addition, interest rates were lowered by another 75 bps on March 18 to 

2.25%. 

Second quarter 

More news of job losses and financial write-downs continued to batter the financial sector, with business surveys 

indicating that pessimism was not confined to financials alone. The Fed responded by cutting interest rates for the 

seventh time in eight months, this time by 25 bps to 2%. Casualties began to mount at the senior echelons of 

management, with the CEOs of Wachovia and AIG both ousted in June. 

Third quarter 

More means of monetary support surfaced early in the third quarter, with the Fed announcing measures to prop up 

mortgage lending and kick-start stalled markets. gut solace remained elusive. Instead, one of the nation's most 

prominent thrifts, Indy Mac, was seized by federal regulators on July 12. As concern about the health of the 

government-backed mortgage lenders Fannie Mae and Freddie Mac mounted, new support was pledged and on July 

16, the SEC introduced curbs on the short sale of stocks of these two agencies as well as 17 other financial firms. 

Still, news of losses continues unabated by a host of beleaguered firms, including Freddie Mac, AIG, Ford, and GM. 

The third quarter saw a series of unparalleled moments, creating deep schisms in U.S. financial history. On Sept. 9, 

the U.S. Treasury announced a dramatic government takeover of Fannie Mae and Freddie Mac, with a plan to 

provide $200 billion in backstop facilities for these mortgage giants which among them either originated or 
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guaranteed two out of three mortgages. Next, Lehman Brothers, a venerable Wall St. institution with a 158-year

history, was reported as being on the brink of liquidation and filed for bankruptcy on Sept. 15 after failing to
consummate partnership talks with U.K.-based Barclays Bank. The unforeseen collapse of Lehman Brothers dealt a

body blow to several money market funds, with the Reserve Primary Fund breaking the buck as its value fell below
the $1/share benchmark. September marked the month when independent stand-alone investment banks were

extinguished as a category. Merrill Lynch and Bank of America announced their merger on Sept. 15. On Sept. 21,
the Fed approved the conversion of the last two major investment banks, Goldman Sachs and Morgan Stanley, into
traditional bank holding companies, conferring on them the authority to receive customer deposits and the benefits

of deposit insurance.

On Sept. 15, the Fed, together with 10 other central banks, announced an emergency lifeline of $70 billion to be
made available to banks in difficulty. At the same time, financial woes spread beyond the banking sector, with the
Fed announcing an $85 billion bailout and an 80% equity stake in AIG on Sept. 16 in an effort to stem systemic risk
from financial difficulties at the world's largest insurer. On Sept. 19, the Fed announced that it would insure up to
$50 billion of money market funds to assuage investor panic. Nevertheless, regulators seized another
hank-Washington Mutual, the largest savings bank in the U.S.-on Sept. 26 and subsequently sold most of its

banking operations to JPMorganChase.

By Sept. 18, the Treasury began to present the case for a $700 billion economic bailout package called the Troubled
Assets Relief Program, details of which were still in development. Nicknamed TARP, the program set out an
ambitious agenda to purchase illiquid securities, including distressed mortgages, at deeply discounted values. These

measures were positioned as bold approaches that would help unfreeze the flow of credit by establishing a market

for assets now regarded as toxic, and hold them for resale at higher values in a more stable financial environment.
The intervention program-one of the largest ever-ran into stiff questioning and opposition and failed to secure
enough political support in the U.S. House of Representatives on Sept. 25. A breakthrough appeared close on Sept.

28, following another round of intense negotiations. Meanwhile, trouble spread to Europe, with Fortis Bank
receiving a $16 billion lifeline from authorities in Belgium, Netherlands, and Luxembourg. On Sept. 29, the markets
received a severe shock when the U.S. House of Representative voted down the TARP proposal, which sent the Dow
plunging 777 bps, its largest point drop in history, and was echoed by similar moves in overseas stock markets.

Eventually, the plan was resurrected and an amended version passed on Oct 1.

Fourth quarter
Early in the fourth quarter, Wachovia-which unveiled a whopping quarterly loss of $24 billion-became the object
of a bidding war between Citigroup and Wells Fargo, with the latter closing the deal on Oct. 4, with approval by the
regulators delivered on Oct. 11. More news of financial trouble emanated from Europe in the first week of October,
with the German government announcing a guarantee for Hypo Real Estate AG, the country's second-largest
commercial lender; France and Belgium announcing support for Dexia; and BNP Paribas announcing a 75% stake

in Fortis Bank.

Central banks worldwide continued to be hyperactive in terms of intervention in the financial markets. On Oct. 3,

the U.K. government increased limits on bank deposit guarantees, complemented by a bank rescue package days
later. On Oct. 7, the Fed announced the creation of the Commercial Paper Funding Facility (CPFF) designed to

assist businesses that were having trouble selling short-term debt through the normal channels. The next day (Oct.
8), news hit that Iceland's government had assumed sweeping powers over the country's three main banks. Central

banks launched a coordinated rate cut, with the Fed lowering its key rate by 50 bps to 1.5%; these cuts were echoed
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Central banks worldwide continued to be hyperactive in terms of intervention in the financial markets. On Oct. 3, 

the U.K. government increased limits on bank deposit guarantees, complemented by a bank rescue package days 

later. On Oct. 7, the Fed announced the creation of the Commercial Paper Funding Facility (CPFF) designed to 
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in Canada, the Euro area, the U.K., Sweden, Switzerland, and Australia.

Equity markets continued to be clobbered globally. The first 10 days of October saw the Dow index in the U.S.
decline for eight consecutive sessions, resulting in a cumulative erosion of 2,400 points not seen since the 1930s,

though in proportional terms, the declines in 1987 and 1931 were larger than October's 22%. Markets were

dejected by the U.S. Treasury's sharp policy flip on how TARP funds were to be used, only days after the program

had dramatically received Congress approval. Having abandoned its earlier plan to facilitate a market for troubled

assets, the Treasury announced its intention to focus instead on recapitalizing ailing banks. The authorities'
perceived failure to push through aggressive change among recipients of TARP funds also continued to weigh down

market sentiment. During much of the next few days, central banks worldwide from Europe to Asia announced
plans to guarantee bank deposits. On Oct. 13, the Fed announced a multi-pronged strategy to offer support that

included purchase of troubled mortgage-backed securities, direct purchase of equity stakes in troubled financial

institutions, financial assistance for homeowners delinquent on mortgage payments; swap lines with several central

banks worldwide to ease dollar shortage concerns. (This announcement prompted the largest single-day gain of
11.1% in the Dow, erasing some of the prior losses.)

During the month of October, many other countries-including India, China, New Zealand, Canada, and South.

Korea-also cut interest rates in a bid to stave off the liquidity crunch. Even the Bank of Japan cut interest rates to

0.3% from 0.5% for the first time in seven years. A number of emerging market countries-Belarus, Hungary,

Iceland, Pakistan, and the Ukraine-sought financial assistance from the IME On Oct. 30, the Fed enacted a further

rate cut by 50 bps to 1%, the lowest level for interest rates since 2003-2004. Rate-cut fever continued in November,

with the U.K., India, and South Korea announcing further rounds. On Nov. 7, Iceland announced an IMF package

(the first Western country to receive IMF assistance in more than 30 years), together with financial assistance from

other Scandinavian countries. On Nov. 10, China announced its first economic stimulus package, worth $586
billion of expenditures over two years, indicating that no country was expected to remain immune to a slowdown.

Woes continued to pummel the banking industry, with Citibank the latest bank to be rescued by the U.S.
government when it received a capital injection of $20 billion on Nov. 24, as well as a backstop of $306 billion to

offset its portfolio losses. On Nov. 26, the U.S. government made a pledge to pump an additional $800 billion into
ailing credit markets, including allocations to purchase Fannie and Freddie-backed debt, as well as to boost

consumer lending. Meanwhile, several European banks based in countries such as France, Germany, Ireland, the

Netherlands, and Denmark also received stabilization packages from their national governments. More changes
resulted in the U.S. banking landscape before year end as several other U.S. institutions-notably American Express,

CIT Group, and GMAC-applied for conversion to bank holding companies and saw those applications approved

by the Federal Reserve, thereby qualifying these firms for capital support from the TARP program. Meanwhile, calls

for government assistance magnified, with the auto and steel industries making a pitch for public funds, ultimately
resulting in a pledge to the former in late December to receive $17.4 billion from the government to stave off

bankruptcy.

The official arbiter of recessions in the U.S.-the National Bureau of Economic Research (NBER)-formally
announced that a recession had been in place since December 2007. On Dec. 12, investor sentiment was further

punctured by news of a multibillion dollar Ponzi scheme run by Bernard Madoff, an influential person within New
York's elite financial circles. Once again, the Fed responded by lowering interest rates to a record low between zero

and 25 bps on Dec. 17; its move was emulated by others the next day. The Bank of Japan lowered rates by 20 bps

to 0.1% on Dec. 19 and announced direct purchases of commercial paper to offset the impact of the credit crisis. On
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punctured by news of a multibillion dollar Ponzi scheme run by Bernard Madoff, an influential person within New 

York's elite financial circles. Once again, the Fed responded by lowering interest rates to a record low between zerO 

and 25 bps on Dec. 17; its move was emulated by others the next day. The Bank of Japan lowered rates by 20 bps 

to 0.1 % on Dec. 19 and announced direct purchases of commercial paper to offset the impact of the credit crisis. On 
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Dec. 23, a global bellwether company-Toyota Motor-forecast an operating loss for the first time in 70 years.

Table 10

Date Event
Jan. 5. Heading into 2008, the unemployment rate hits 5%, the highest level in more than two years. The tone is maintained for

the rest of the year, with new records set progressively.

Feb. 8. Monthly retail sales hit lows not seen in nearly five years.

Feb. 20. Crude oil closes at more than $100/barrel for the first time.

4-Mar February manufacturing activity hits a five-year low.

25-Apr Sales of new homes decline 8.5% in March to the slowest annualized rate since October 1991.

17-May Consumer sentiment hits a 28-year low.

9-Jun The average price for gasoline reaches $4/gallon for the first time.

12-Jul IndyMac, one of the country's largest thrifts, is seized by federal regulators.

25-Jul Automaker Ford posts a record quarterly loss of $8.7 billion.
Aug. 2 Automaker GM logs a net loss of $15.5 billion, the third biggest in its history.

Sept. 29 The Dow Jones Industrials drop 777 basis points, its biggest one-day point drop.

Oct. 8 Consumer credit outstanding reportedas having shrunk in August, the first contraction in more than 10 years.

Oct. 31 Third-quarter real GDP declines by 0.3%, the first decrease since 2001.

Nov. 20 Consumer prices in October drop their furthest in a one-month period since World War 11.

Dec. 2 The National Bureau of Economic Research officially declares that a recession began in the U.S. last December.

Dec. 10 For the first time in history, the Treasury sells four-week notes at 0% yield.

Source: Standard & Poor's Global Fixed Income Research.
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Dec. 23, a global bellwether company-Toyota Motor-forecast an operating loss for the first time in 70 years. 

Table 10 

Key U.S. Events In 2008: A Guinness Year With No Celebration I I 
Date Evant 
Jan. 5. Heading into 200B. the unemployment rate hits 5%, the highest level in more than two years. The tone is maintained for 

the rest of the year. with new records set progressively. 

Feb. B. Monthly retail sales hit lows not seen in nearly five years. 

Feb. 20. Crude oil closes at more than $100/barrel for the first time. 

4-Mar February manufacturing activity hits a five-year low. 

25-Apr Sales of new homes decline B.5% in March to the slowest annualized rate since October 1991. 

17-May Consumer sentiment hits a 2B-year low. 

9-Jun The average price for gasoline reaches $4/gallon for the first time. 

12-Jul IndyMac, one of the country's largest thrifts, is seized by federal regulators. 

25-Jul Automaker Ford posts a record quarterly loss of $B.7 billion. 

Aug. 2 Automaker GM logs a net loss of $15.5 billion, the third biggest in its history. 

Sept. 29 The Dow Jones Industrials drop 777 basis points, its biggest one-day point drop. 

Oct. B Consumer credit outstanding reported'as having shrunk in August, the first contraction in more than 10 years. 

Oct. 31 Third-quarter real GDP declines by 0.3%, the first decrease since 2001. 

Nov. 20 Consumer prices in October drop their furthest in a one-month period since World War Ii. 

Dec. 2 The National Bureau of Economic Research officially declares that a rece.;;sion began in the U.S. last December. 

Dec. 10 For the first time in history, the Treasury sells four-week notes at 0% yield. 

Source: Standard & Poor's Global Fixed Income Research 
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Quarterly Trends
Broken out by quarter, the incidence of defaults progressively worsened in 2008 (see Chart 13). The 60 defaults in

the final quarter of 2008 constituted the highest number of defaults since the first quarter of 2002. Conversely, the

volume of debt affected by the defaults rose to US$214 billion in the fourth quarter, which-on a quarterly level-is

the highest amount on record (see Chart 14).

The trend in the quarterly default rate visibly picked up in the final half of 2008 but still remains below the peak

recorded in the 2002 upturn. Note that on a trailing-three-month basis, the uptick was strongest among European

speculative-grade-rated entities, which ended 2008 higher than other regions (see Chart 15).
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Broken out by quarter, the incidence of defaults progressively worsened in 2008 (see Chart 13). The 60 defaults in 

the final quarter of 2008 constituted the highest number of defaults since the first quarter of 2002. Conversely, the 

volume of debt affected by the defaults rose to US$214 billion in the fourth quarter, which-on a quarterly level-is 

the highest amount on record (see Chart 14). 

The trend in the quarterly default rate visibly picked up in the final half of 2008 but still remains below the peak 
recorded in the 2002 upturn. Note that on a trailing-three-month basis, the uptick was strongest among European 

speculative-grade-rated entities, which ended 2008 higher than other regions (see Chart 15). 
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Lower Ratings Consistent With Higher Default Vulnerability
Within the speculative-grade category, the lower the original rating on an issuer, the shorter the time to default over
the long term. For example, for the entire pool of defaulters (1981-2008), the average times to default for issuers
that were originally rated in the 'BB' and 'B' categories were 6.0 years and 4.6 years, respectively, from initial rating
(or from Dec. 31, 1980, the starting date of the study), whereas issuers in the 'CCC' rating category or lower had an
average time to default of 2.7 years. Note that the standard deviation of the times to default shrinks progressively as
one moves down the ratings ladder.

Table 11

ý~~~~~~~~~~~~~~~~~~~~~ fats indtv paitr mn lbl oprtsfo rgnlRtn 18-08

AAA AA A BBB BB B CCC/C Total

Number of issuers delaulting within:
Three months 1 2 6 9

Six months 2 13 13 28

12 months 3 9 46 25 83

Three years 5 26 111 370 58 570

Five years 2 12 58 231 622 73 998

Seven years 2 4 25 84 301 744 79 1,239
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Lower Ratings Consistent With Higher Default Vulnerability 
Within the speculative-grade category, the lower the original rating on an issuer, the shorter the time to default over 

the long term. For example, for the entire pool of defaulters (1981 -2008), the average times to default for issuers 

that were originally rated in the 'BB' and 'B' categories were 6.0 years and 4.6 years, respectively, from initial rating 

(or from Dec. 31, 1980, the starting date of the study), whereas issuers in the 'cce rating category or lower had an 

average time to default of 2.7 years. Note that the standard deviation of the times to default shrinks progressively as 

one moves down the ratings ladder. 

Table 11 

Fastest Cumulative Defaulters Among Global Corporates From Original Rating (1981-2008) 

AAA AA A BBB BB B CCC/C Total 

Number of issuers defaulting within: 
Three months 1 2 6 9 

Six months 2 13 13 28 

12 months 3 9 46 25 83 

Three years 5 26 111 370 58 570 

Five years 2 12 58 231 622 73 998 

Seven years 2 4 25 84 301 744 79 1,239 
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Table 11

,(19 I8I2 8 I I(iont.

Total 5 24 75 152 431 897 84 1,668

Percent of total defaults per time frame
Three months 0.0 0.0 0.0 11.1 0.0 22.2 66.7

Six months 0.0 0.0 0.0 7.1 0.0 46.4 46.4
12 months 0.0 0.0 0.0 3.6 10.8 55.4 30.1

Three years 0.0 0.0 0.9 4.6 19,5 64.9 10.2
Five years 0.0 0.2 1.2 5.8 23.1 62.3 7.3

Seven years 0.2 0.3 2.0 6.8 24.3 60.0 6.4
Total 0.3 1.4 4.5 9.1 25.8 53.8 5.0
*Or gec. 31, 1980, whichever is later. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Lower ratings at origination are consistent with higher default vulnerability. Table 11 presents the count of defaults
based on the original rating on a firm, broken out by various points in time. The first row presents the rating

distribution of defaults occurring within three months of the original rating. The second row is the distribution of

the cumulative count of defaults occurring within six months of the original rating. As expected, the vast majority of
companies that defaulted within one year of the original rating are from the lowest rungs of the speculative-grade

universe. For example, of the 83 companies that defaulted within 12 months of having been rated, 71 (86%) were
originally rated in the 'B category ('B+', 'B', and 'B-') or lower. Only when looking at longer time frames do

companies with higher original ratings surface among the defaults. For example, of all the companies that defaulted
during 1981-2008, no entity rated 'AAA' at inception registered a default prior to five years from origination.

Throughout the 28-year time span, only five companies originally rated in the 'AAA' rating category have ever

defaulted.

Table 11 attests to the prevalence of defaults emanating from the 'B' rating category ('B+', 'B', and 'B-'). Since 1981,
this rating category has accounted for 897 defaulters (53.8% of the total), more than double the number of the 'BB'

rating category. Tracking the movement in new rating patterns could prove useful in anticipating' future default

activity, based on the assumption that years characterized by high numbers of new ratings of 'B-' or lower will be
followed by increased default risk. Chart 16 plots the ratio of all speculative-grade new ratings of 'B-' or lower in

the .U.S. to total speculative-grade ratings against the year-end U.S. speculative-grade default rate. As coincident
indicators, broad movements in the two series generally mirror each other throughout most of their shared history.
However, between 2001 and 2007, these two series fell out of sync with each other, displaying a correlation of
negative 0.69 compared with a correlation of positive 0.81 from 1981-2000. We expect the ongoing surge in

defaults to bridge the gap between these two series and restore the long-term pattern.
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Table 11 
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Lower ratings at origination are consistent with higher default vulnerability. Table 11 presents the count of defaults 

based on the original rating on a firm, broken out by various points in time. The first row presents the rating 

distribution of defaults occurring within three months of the original rating. The second row is the distribution of 

the cumulative count of defaults occurring within six months of the original rating. As expected, the vast majority of 

companies that defaulted within one year of the original rating are from the lowest rungs of the speculative-grade 

universe. For example, of the 83 companies that defaulted within 12 months of having been rated, 71 (86%) were 

originally rated in the 'B' category ('B+', 'B', and 'B-') or lower. Only when looking at longer time frames do 

companies with higher original ratings surface among the defaults. For example, of all the companies that defaulted 

during 1981-2008, no entity rated 'AAA' at inception registered a default prior to five years from origination. 

Throughout the 28-year time span, only five companies originally rated in the 'AAA' rating category have ever 

defaulted. 

Table 11 attests to the prevalence of defaults emanating from the 'B' rating category ('B+', 'B', and 'B-'). Since 1981, 

this rating category has accounted for 897 defaulters (53.8% of the total), more than double the number of the 'BB' 

rating category. Tracking the movement in new rating patterns could prove useful in anticipating' future default 

activity, based on the assumption that years characterized by high numbers of new ratings of 'B-' or lower will be 

followed by increased default risk. Chart 16 plots the ratio of all speculative-grade new ratings of 'B-' or lower in 

the .U.S. to total speculative-grade ratings against the year-end U.S. speculative-grade default rate. As coincident 

indicators, broad movements in the two series generally mirror each other throughout most of their shared history. 

However, between 2001 and 2007, these two series fell out of sync with each other, displaying a correlation of 

negative 0.69 compared with a correlation of positive 0.81 from 1981-2000. We expect the ongoing surge in 

defaults to bridge the gap between these two series and restore the long-term pattern. 
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Industry Profile
The time to default from original rating shows some variation by sector. Of the 1,668 defaults recorded globally
over the long term, six sectors display an average time to default that is lower than the overall average of 5.7 years.
These sectors are energy and natural resources, financial institutions, high technology, leisure time/media, real estate,
and telecommunications. If the median time to default is considered, then transportation gets added into the mix.

By industry, the highest default rates in 2008 were in the leisure time/media sector, followed by the forest products
and homebuilding sector. The variation by industry stems partly from sample size differences as well as
differentiation in the rating mix across sectors. For example, the leisure/media sector has a much higher
representation of speculative-grade ratings than the financial institutions or insurance sectors (see Chart 17).

Nevertheless, financial entities more than doubled their share of total defaults in 2008 in comparison with the
long-term average, accounting for just over 20% of total defaults compared with 10.6% in the long-term statistics

(see Chart 18).
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Industry Profile 
The time to default from original rating shows some variation by sector. Of the 1,668 defaults recorded globally 

over the long term, six sectors display an average time to default that is lower than the overall average of 5.7 years. 

These sectors are energy and natural resources, financial institutions, high technology, leisure time/media, real estate, 

and telecommunications. If the median time to default is considered, then transportation gets added into the mix. 

By industry, the highest default rates in 2008 were in the leisure time/media sector, followed by the forest products 

and homebuilding sector. The variation by industry stems partly from sample size differences as well as 

differentiation in the rating mix across sectors. For example, the leisure/media sector has a much higher 

representation of speculative-grade ratings than the financial institutions or insurance sectors (see Chart 17). 

Nevertheless, financial entities more than doubled their share of total defaults in 2008 in comparison with the 

long-term average, accounting for just over 20% of total defaults compared with 10.6% in the long-term statistics 

(see Chart 18). 
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This is not surprising, given the extraordinary turbulence and volatility in the financial environment during the

course of 2008. A measure of change in credit quality-which combines the average change in the frequency of

downgrades or upgrades and magnitude of such rating transitions, weighted by the total number of issuers

outstanding in each sector-is displayed in Chart 19. Note the especially sharp trajectory of decline within the
global financial sector, which saw an unprecedented reversal after starting from a net position of strength at the end

of 2007.

Chart 19
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Hefty Growth In Speculative-Grade Ratings
The upsurge in defaults can also be illustrated on a trailing-12-month basis (see Chart 20). Globally, the
speculative-grade default rate rose to its highest level since April 2004, ending 2008 at 3.43%. At 4.02%, the

12-month rolling speculative-grade default rate for the U.S. was the highest by region compared with 0.98% a year
earlier. The trailing-12-month speculative-grade default rate for Europe also rose to 2.54% from 0.99% in 2007,
while the emerging markets default rate rose to 1.96% from 0.18%.

Notwithstanding the visible uptick in defaults, speculative-grade default rates had yet to exceed their long-term
(1981-2008) averages by the end of 2008. Globally, the 3.43% is short of its 4.26% long-term average; the same
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This is not surprising, given the extraordinary turbulence and volatility in the financial environment during the 

course of 200S. A measure of change in credit quality-which combines the average change in the frequency of 

downgrades or upgrades and magnitude of such rating transitions, weighted by the total number of issuers 

outstanding in each sector-is displayed in Chan 19. Note the especially sharp trajectory of decline within the 

global financial sector, which saw an unprecedented reversal after starting from a net position of strength at the end 

of 2007. 

Chlrt 19 

i Global Corporales Credit Quality Comparisoll By Broad Seclot:, 
l::r!alltng-12-monih change to credIt 'luamy ;" , ' ' 

-M corporates -Nonftnandal • • - ' Flnandal 

(Rating notches) 

O,3T-----------------------------------------------­
O,2~------------------------------------~---------Het upgrl<le 

0.1 ~------------------------------------~~------~---
0.0 +-~~~~.,..-.,......,-.... -.,..-.... ,..~piii1Io .............. ~ ..... 

(0.1) 

(0.2) 

(U) 
Net downgrade 

(0.4) 

(O.S) 

~ ~ S; ~ 1 ~ q ~ ~ q ~ ~ ~ ~ ~ il ~ ~ 
c c c c 0 c c c c c c c c c 

l'ranllbn. to NR (withdraw!) Ire not included ... chlnp WIth. calculation. Sourcea: 
Standard & Poor', Global 'iKed Income Research and SUlndlrd & Poor'. erl4' ~. 

Hefty Growth In Speculative-Grade Ratings 
The upsurge in defaults can also be illustrated on a trailing-12-month basis (see Chart 20). Globally, the 

speculative-grade default rate rose to its highest level since April 2004, ending 2008 at 3.43%. At 4.02%, the 

12-month rolling speculative-grade default rate for the U.S. was the highest by region compared with 0.9S% a year 

earlier. The trailing-12-month speculative-grade default rate for Europe also rose to 2.54% from 0.99% in 2007, 

while the emerging markets default rate rose to 1.96% from O.lS%. 

Notwithstanding the visible uptick in defaults, speculative-grade default rates had yet to exceed their long-term 

(1981-2008) averages by the end of 2008 . Globally, the 3.43% is short of its 4.26% long-term average; the same 
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conclusion holds for the U.S., which is below its long-term average of 4.33%. The same trend holds for Europe and

the emerging markets, where the long-term average equals 3.72% and 3.93%, respectively.

After a visible rise in the 2003-2007 period, the proportion of new issuers rated speculative-grade waned in 2008. In

2008, 50% of new issuers were rated 'BB+' or lower, nearly 18% lower than the 68% recorded a year earlier and

below the 65% average recorded in 2003-2007. In 2001, only 39% were initially rated speculative grade, while

2005 experienced an all-time high of nearly 72%. As default rates accelerate, the proportion of issuers rated

speculative-grade is expected to fall further.
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The wave of new speculative-grade ratings in 2003-2008 is beginning to have an impact on the default rate in the
U.S. and globally, with the anticipated maturation of the seasoning effect (see Charts 21 and 22). Even in Europe,

where a peak in speculative-grade rating originations dates back to 2005, default rates are expected to rise

appreciably (see Chart 23).
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conclusion holds for the U.S., which is below its long-term average of 4.33%. The same trend holds for Europe and 

the emerging markets, where the long-term average equals 3.72% and 3.93%, respectively. 

After a visible rise in the 2003-2007 period, the proportion of new issuers rated speculative-grade waned in 2008. [n 

2008,50% of new issuers were rated 'BB+' or lower, nearly 18% lower than the 68% recorded a year earlier and 

below the 65% average recorded in 2003-2007. In 2001, only 39% were initially rated speculative grade, while 

2005 experienced an all-time high of nearly 72 %. As default rates accelerate, the proportion of issuers rated 

speculative-grade is expected to fall further. 

Chart 20 
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The wave of new speculative-grade ratings in 2003-2008 is beginning to have an impact on the default rate in the 

U.S. and globally, with the anticipated maturation of the seasoning effect (see Charts 21 and 22). Even in Europe, 

where a peak in speculative-grade rating originations dates back to 2005, default rates are expected to rise 

appreciably (see Chart 23). 
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clmt 21

Glba Coprt Spcltv-rte Deal aeIessCedtOl)

- SpeculatIve-grade default rats
(lefl scale)

- % of Issuers with speculative-grade ratings
(right scale)

(%) M9)

14 45

12 -4

10

B 35

6 30

4 !
25

Sources: Stidrcld Plarws OobW Fxed Incnm R..uwch wnd Stundwd A Pa•s CreulProU.

SStanidd A PaIt's 20•09.

Standard & Poor's RatingsDirect I April 2, 2009
Standard & Poor's. Al fights reserved. No reprint or dissemmnation without S&Ps permission See Terms of Use/ rrisclaier mo t last page.

38

*

II 

I ' 

Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions 

Chart 21 
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Chart 22
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Chart 23
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Transition Tables And Cumulative Default Rates
Analysis of transition rates over the four quarters ended December 2008 suggests that ratings behavior continues to
exhibit consistency with long-term trends, showing a clear negative correspondence between credit rating and
default probability. Table 12 demonstrates that investment-grade-rated issuers-globally-tend to exhibit greater
credit stability (as measured by the frequency of rating transition) than their speculative-grade counterparts. For
instance, 87.59% of issuers rated 'A' at the beginning as of Jan. 1, 2008, were still rated 'A' by Dec. 31, 2008,
whereas the comparable share for an issuer rated 'B' was only 73.16%. The same relationship holds even when the
transition rates are analyzed separately for the U.S., Europe, or the emerging markets. Some unusually large
transitions from 'AAA' to 'B' and 'CCC' observed in Table 12 are attributable to pronounced deterioration among
some monoline insurers, notably FGIC Corp, FGIC UK Ltd., and CIFG Guaranty.
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Transition Tables And Cumulative Default Rates 
Analysis of transition rates over the four quarters ended December 2008 suggests that ratings behavior continues to 

exhibit consistency with long-term trends, showing a clear negative correspondence between credit rating and 

default probability. Table 12 demonstrates that investment-grade-rated issuers-globally-tend to exhibit greater 

credit stability (as measured by the frequency of rating transition) than their speculative-grade counterparts. For 

instance, 87.59% of issuers rated 'A' at the beginning as of Jan. 1,2008, were still rated 'A' by Dec. 31,2008, 

whereas the comparable share for an issuer rated'S' was only 73.16%. The same relationship holds even when the 

transition rates are analyzed separately for the U.S., Europe, or the emerging markets. Some unusually large 

transitions from 'AAA' to 'B' and 'CCC' observed in Table 12 are attributable to pronounced deterioration among 

some monoline insurers, notably FGIC Corp, FGIC UK Ltd., and CIFG Guaranty. 
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Table 12

From/To AAA AA A BBB BB B CCC/C 0 NR
AAA 81.82 6.06 3.03 0.00 0.00 1.01 2-02 0.00 6.06

AA 0.00 77.65 17.23 0.57 0.00 0.00 0.19 0.38 3.98

A 0.00 1.59 87.59 4.92 0.45 0.00 0.00 0.38 5.07

888 0.00 0.00 2.57 86.81 3.59 0.27 0.20 0.47 6.09

BB 0.00 0.09 0.00 4.94 77.21 8.26 1.04 0.76 7.69

B 0.00 0.00 0.00 0.14 3.68 73.16 8.08 3.82 11.11

CCC/C 0.00 0.00 0.00 0.00 0.00 11.22 41.84 26.53 20.41

Source: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

This pattern correlates with the long-term (1981-2008) trend of ratings behavior among all global rated issuers. This

study-in line with previous default studies-confirms that higher ratings are more stable than lower ratings. 'AAA'

rated issuers were still rated 'AAA' one year later 88.39% of the time, and 'CCC'/'C' ratings remained 'CCC'/'C'
46.96% of the time. These long-term relationships do not change even when default rates are calculated over longer

time horizons (see Table 13). In contrast, the relationship is slightly more discontinuous if we examine the rating

transitions across modifiers (i.e., a plus or minus after a rating), but these variations are likely a fallout of sample

size variations, and we do not consider them statistically significant For example, 'AA+' rated issuers were still rated

'AA+' one year later 76.93% of the time, and 'AA' rated issuers were still rated 'AA' one year later 81.45% of the

time.

Table 13

I 9 ......l Coprt Avrg rniinRts9 I-200

Fromn/To AAA AA A BBB BB B CCC/C 0 NR

One year
AAA 88.39 7.63 0.53 0.06 0.08 0.03 0.06 0.00 3.23

(5.21) (4.92) (0.86) (0.18) (0.27) (0.19) (0.38) (0.00) (2.42)

AA 0.58 87.02 7.79 0.54 0.06 0.09 0.03 0.03 3.86

(0.52) (4.44) (3.72) (0.76) (0.27) (0.26) (0.08) (0.06) (1.83)

A 0.04 2.04 87.19 5.35 0.40 0.16 0.03 0.08 4.72

(0.14) (1.13) (3.50) (2.12) (0.50) (0.37) (0.07) (0.11) (1.96)

BBB 0.01 0.15 3.87 84.28 4.00 0.69 0.16 0.24 6.60

(0.07) (0.24) (2.33) (4.54) (1.83) (1.07) (0.25) (0.27) (1.86)

8B 0.02 0.05 0.19 5.30 75.74 7.22 0.80 0.99 9.68

(0.06) (0.17) (0.40) (2.43) (5.00) (4.82) (0.94) (1.08) (2.94)

8 0.00 0.05 0.15 0.26 5.68 73.02 4.34 4.51 12.00

(0.00) (0.13) (0.39) (0.34) (2.56) (5.29) (2.53) (3.17) (3.11)

CCC=C 0.00 0.00 0.23 0.34 0.97 11.84 46.96 25.67 14.00

(0.00) (0.00) (0.75) (1.07) (1.35) (7.93) (12.27) (12.15) (7.72)

Three yeara

AAA 68.97 18.56 2.53 0.32 0.12 0.06 0.09 0.09 9.26

(7.99) (7.53) (1.53) (0.86) (0.35) (0.30) (0.46) (0.29) (4.92)

AA 1.41 67.03 17.65 2.28 0.37 0.23 0.03 0.11 10.89
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Table 12 

2008 Global Corporate Transition Rates (%) I 
From/To AAA AA A BBB BB B CCC/C 0 NR 
AM 81.82 6.06 3.03 0.00 0.00 1.01 2.02 0.00 6.06 

AA 0.00 77.65 17.23 0.57 0.00 0.00 0.19 0.38 3.98 

A 000 1.59 87.59 4.92 0.45 0.00 0.00 0.38 5.07 

BBB 0.00 0.00 2.57 86.81 3.59 0.27 0.20 0.47 6.09 

SS 0.00 0.09 000 4.94 77.21 B.26 1.04 0.76 7.69 

B 0.00 000 0.00 0.14 3.68 73.16 8.08 3.82 11.11 

CCC/C 0.00 0.00 0.00 0.00 0.00 11.22 41.84 26.53 20.41 

Source: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

This pattern correlates with the long-term (1981-2008) trend of ratings behavior among all global rated issuers. This 

study-in line with previous default studies-confirms that higher ratings are more stable than lower ratings. 'AAA' 

rated issuers were still rated 'AAA' one year later 88.39% of the time, and 'CCC'I'C' ratings remained 'CCC'I'C' 

46.96% of the time. These long-term relationships do not change even when default rates are calculated over longer 

time horizons (see Table 13). In contrast, the relationship is slightly more discontinuous if we examine the rating 

transitions across modifiers (i.e., a plus or minus after a rating), but these variations are likely a fallout of sample 

size variations, and we do not consider them statistically significant For example, 'AA+' rated issuers were srill rated 

'AA+' one year later 76.93% of the time, and 'AA' rated issuers were still rated 'AA' one year later 81.45% of the 

time. 

Table 13 

Global Corporate Average Transition Rates, 1981-2008 (%) I I 
From/To AAA AA A BBB BB B CCC/C 0 NR 

One lear 
AM 88.39 7.63 0.53 0.06 O.OB 0.03 0.06 0.00 3.23 

(521) (4.92) (086) (0.18) (027) (0.19) (038) (0.00) (2.42) 

AA 0.58 87.02 7.79 0.54 0.06 0.09 0.03 003 3.86 

(0.52) (4.44) (3.72) (0.76) (0.27) (0.26) (OOB) (O.OB) (1.83) 

A 0.04 2.04 87.19 5.35 0.40 0.16 0.03 0.08 4.72 

(0.141 (1.13) (3.50) (2.12) (050) (0.37) (0.07) (0.11) (1.961 

BBB 0.01 0.15 3.87 84.28 4.00 0.69 0.16 0.24 6.60 

(0.07) (0.24) (2.33) (4.54) (1.83) (1.07) (0.25) (0.27) (1.86) 

BB 0.02 0.05 0.19 5.30 75.74 7.22 0.80 0.99 9.68 

(0.06) (0.17) (040) (2.43) (5.00) (482) (0.94) (1.08) (2.94) 

B 0.00 0.05 0.15 0.26 5.68 73.02 4.34 4.51 12.00 

(000) (0.13) (0.39) (0.34) (2.56) (5.29) (2.53) (3.171 (3.11) 

CCC/C 0.00 0.00 0.23 0.34 0.97 11.84 46.96 25.67 14.00 

(0.00) (0.00) (0.75) (1.07) (1.35) (7.93) (12.27) (12.15) (7.72) 

Three yeara 
AAA 68.97 18.56 2.53 0.32 0.12 0.06 0.09 0.09 9.26 

(7.99) (7.53) (153) (0.86) (0.35) (0301 (0.46) (0.29) (4.92) 

AA 1.41 67.03 17.65 2.28 0.37 0.23 0.03 0.11 10.89 
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Table 13

(0.74) (7.05) (4.93) (1.48) (0.69) (0.54) (0.08) (0.14) (4.17)

A 0.09 4.83 67.24 11.85 1.47 0.59 0.11 0.31 13.51

(0.12) (2.31) (6.24) (2.98) (1.17) (0.86) (0.17) (0.27) (3.79)

888 0.03 0,46 9.30 60.83 7.57 2.18 0.40 1.16 18.07

(0.11) (0.54) (4.01) (7.75) (2.77) (1.82) (0.52) (0.88) (3.54)

8B 0.02 0.07 0.74 11.43 43.89 11.75 1.45 5.19 25.46

(0.10) (0.24) (1.12) (4.47) (5.81) (4.05) (1.14) (3.54) (4.12)

8 0.01 0.06 0.39 1.27 11.61 37.87 4.46 15.00 29.34

(0,13) (0.17) (0.82) . (0.94) (3.68) (6.19) (2.45) (7.17) (6.23)
CCC/C 0.00 0.00 0.32 0.97 2.26 15.99 13.09 39.85 27.53

(0.00) (0.00) (0.90) (2.46) (3.52) (7.82) (11.62) (13.80) (12.19)

Five years
AAA 54.23 23.49 5.10 0.93 0.12 0.09 0.06 0.28 15.69

(6.78) (6.72) (2.30) (1.87) (0.36) (0.37) (0.26) (0.56) (6,39)

AA 1.75 51.73 23.52 4.08 0.60 0.36 0.04 0.30 17.62

(0.87) (6.56) (4.56) (1.81) (0.75) (0.76) (0.12) (0.36) (4.98)

A 0,12 5.92 53.37 15.23 2.44 0.95 0.17 0.68 21.11

(0.11) (2.58) (7.10) (2.48) (1.28) (1.19) (0.23) (0.45) (4.29)

B8B 0.05 0.78 10.84 47.07 8.28 2.91 0.52 2.57 26.99

(0.11) (0.67) (4.44) (8.01) (2.53) (1.91). (0.60) (1.32) (4.56)

B8 0.02 0.12 1.51 12.26 28.12 11.03 1.59 9.98 35.37

(0.09) (0.29) (1.26) . (4.36) (5.45) (3.41) (1.54) (4.71) (4.50)

8 0.03 0.06 0.50 2.13 10.92 20.83 2.88 23.18 39.47

(0.28) (0.15) (1.23) (1.58) (3.09) (5.44) (1.50) (8.13) (6.57)

CCC/C 0.00 0.00 0.23 1.21 3.48 11.21 3.33 47.80 32.73

(0.00) (0.00) (0.89) (4.32) (3.40) (5.32) (8.35) (14.06) (12.45)

Seven years
AAA 43.25 26,15 7.30 1.79 0.20 0.07 0.10 0.43 20.71

(4.42) (5.17) (2.52) (2.20) (0.50) (0.30) (0.32) (0.76) (6.96)

AA 1.82 40.46 26.71 5.41 0.82 0.31 0.02 0.54 23.90

(1.01) (4.76) • (3.80) (1.61) (0.74) (0.61) (0.08) (0.55) (4.94)

A 0.12 5.97 43.50 16.83 3.10 1.12 0.17 1-.22 27.96

(0.14) (2.16) (6.32) (1.93) (1.35) (1.30) (0.25) (0.55) (3.68)

8B8 0.06 1.04 10.74 37.80 8.14 2.96 0.48 4.10 34.68

(0.18) (0.52) (4.04) (6.30) (0.85) (1.38) (0.55) (1.59) (3.67)

BB 0.00 0.12 1.92 12.07 19.12 9.34 1.13 14.77 41.53

(0.00) (0.31) (1.40) (4.68) (4.59) (2.83) (1.05) (4.55) (4.25)

8 0.01 0.04 0.70 2.31 8.38 12.45 1.82 29.42 44.86

(0.24) (0.15) (1.05) (2,11) (2.31) (3.02) (0.98) (6.80) (6.33)

CCC/C 0.00 0.00 0.39 1.47 3.63 6.39 1.57 53.14 33.40

(0.00) (0.00) (0.98) (4.96) (2.62) (3.49) (4.71) (12.53) (11.05)

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.
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Table 13 

Global Corporate Average Transition Rates. 1981-2008(%) (cont.) I I 
(0.74) (7.05) (4.93) (1.48) (0.69) (0.54) (0.08) (0.14) (4.17) 

A 0.09 4.83 67.24 11.85 1.47 0.59 0.11 0.31 13.51 

(0.12) (2.31) (6.24) (2.98) (1.17) (0.86) (0.17) (0.27) (3.79) 

BBB 0.03 0.46 9.30 60.83 7.57 2.18 OAO 1.16 1807 

(011) (0.54) (401) (775) (277) (1.82) (0.52) (0.88) (354) 

BB 0.02 0.07 0.74 11.43 43.89 11.75 1.45 5.19 25.46 

(0.10) (0.24) (1.12) (4.47) (581) (4.05) (114) (3.54) (412) 

B 0.01 0.06 0.39 1.27 11.61 37.87 4.46 . 15.00 29.34 

(0.13) (0.17) (0.82) (094) (3.68) (6.19) (2.45) (7.17) (6.23) 

eee/e 0.00 0.00 0.32 0.97 2.26 15.99 13.09 39.85 27.53 

(0.00) (000) (090) (246) (3.52) (7.82) (11.62) (1380) (12.19) 

Five lears 
AM 54.23 23.49 5.10 0.93 0.12 0.09 0.06 0.28 15.69 

(6.78) (672) (2.30) (1.87) (0.36) (0.37) (0.26) (0.56) (6.39) 

AA 1.75 51.73 23.52 4.08 0.60 0.36 0.04 0.30 17.62 

(0.87) (6.56) (4.56) (1.81) (0.75) (0.76) (0.12) (0.36) (4.98) 

A 0.12 5.92 53.37 15.23 2.44 0.95 0.17 0.68 21.11 

(0.11) (2.58) (710) (2.48) (1.28) (119) (0.23) (0.45) (4.29) 

BBB 0.05 0.78 10.84 47.07 8.28 2.91 0.52 2.57 26.99 

(0.11) (067) (444) (801) (253) (1.91) (0.60) (1.32) (4.56) 

BB 0.02 0.12 1.51 12.26 28.12 11.03 1.59 9.98 35.37 

(0.09) (0.29) (1.26) . (4.36) (5.45) (3.41) (1.54) (4.71) (4.50) 

B 0.03 0.06 0.50 2.13 10.92 20.83 2.88 23.18 39.47 

(0.28) (0.15) (1.23) (1.58) (3.09) (5.44) (1.50) (8.13) (6.57) 

eCC/e 0.00 0.00 0.23 1.21 3.48 11.21 3.33 47.80 32.73 

(0.00) (0.00) (0.89) (432) (3.40) (5.32) (8.35) (14.06) 112.45) 

Seven lears 
AM 43.25 26.15 7.30 1.79 0.20 0.07 0.10 0.43 20.71 

(4.42) 1517) (2.52) (2.20) (0.50) (0.30) (0.32) (0.76) (6.96) 

AA 1.82 40.46 26.71 5.41 0.82 0.31 0.02 0.54 23.90 

(1.01) (4.76) (3.80) (1.61) (0.74) (061) (0.08) (0.55) (4.94) 

A 0.12 5.97 43.50 16.83 3.10 1.12 0.17 1.22 27.96 

(0.14) (2.16) (6.32) 11.93) (1.35) (1.30) (0.25) (0.55) (3.68) 

BBB 0.06 1.04 10.74 37.80 8.14 2.96 0.48 4.10 34.68 

(0.18) (0.52) (4.04) (6.30) (0.85) (138) (0.55) (1.59) (367) 

BB 0.00 0.12 1.92 12.07 19.12 9.34 113 14.77 41.53 

(0.00) (0.31 ) (1.40) (4.68) (459) (2.83) (1.05) (4.55) (4.25) 

B 0.01 0.04 0.70 2.31 8.38 12.45 1.82 29.42 44.86 

(0.24) (0.15) (1.05) (2.11) (231 ) (3.02) (0.98) (6.80) (6.33) 

eCC/e 0.00 000 0.39 1.47 3.63 6.39 1.57 5314 33.40 

(0.00) (0.00) (0.98) (496) (2.62) (3.49) (4.71) (12.53) (11.05) 

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 
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All of Standard & Poor's default studies have found a clear correlation between ratings and defaults: the higher the

rating, the lower the observed frequency of default, and vice versa. Over each time span, lower ratings correspond to

higher default rates (see Table 14 and Chart 24).

Chart 24
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Sources: Standard A Poor's Global Fixed Income Research and Standard A Poor's CreditPron.

9 Standard & Poor's 2009.

Table 14

-lime horizon (years)--

Rating 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
AAA 0.00 0.00 0.09 0.18 0.27 0.37 0.40 0.47 0.51 0.55 0.55 0,55 0.55 0.60 0.65

10.00) (0.00) 10.29) (0.40) (0.56) (0.69) 10.76) 10.85) (0.87) 10.87) (0.88) (0.89) (0.89) 10.97) (1.05)
AA 0.03 0.08 0.14 0.25 0.34 0.45 0.56 0.65 0.73 0.83 0.92 0,99 1.08 1.15 1.20

(0.08) (0.11) (0.14) (0.25) (0.36) (0.48) (0.55) (0.63) (0.68) (0.71) (0.71) (0.72) (0.70) (0.70) (0.69)

A 0.08 0.20 0.34 0.52 0.72 0.95 1.21 1.45 1.69 1.94 2.17 2.35 2.53 2.68 2.91

(0.11) (0.20) (0.27) (0.37) (0.45) (0.49) (0.55) (0.59) (0.69) (0.79) (0.89) (0.94) (0.90) (0.86) (0.78)

BBB 0.24 0.68 1.17 1.79 2.43 3.06 3.59 4.12 4.63 5.16 5.68 6.12 6.63 7.15 7.70

(0.27) (0.60) (0.88) (1.10) (1.32) (1.48) (1.59) (1.63) (1.68) (1.61) (1.43) (1.31) (1.20) (1.11) (1,06)

BB 0.99 2.88 5.07 7.18 9.07 10.90 12.41 13.74 15.00 16.02 16.89 17.64 18.28 18.76 19.33

(1.08) (2.39) (3.54) (4.24) (4.71) (4.79) (4.55) (4.41) (4.41) (4.26) (4.35) (4.38) (4.58) (4.63) (4.77)

8 4.51 9.87 14.43 17.97 20.58 22.67 24.46 25.93 27.17 28.41 29.54 30.50 31.45 32.32 33.14
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All of Standard & Poor's default studies have found a clear correlation between ratings and defaults: the higher the 

rating, the lower the observed frequency of default, and vice versa. Over each time span, lower ratings correspond to 

higher default rates (see Table 14 and Chart 24). 

Chart 24 
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Sources: standard & Poor's Global Fixed Income Research and standard & Poor's CreditPro8. 

@ standard & Poor's 2009. 

Table 14 

Global Corporate Cumulative Average Default Rates (1981 - 20081 (0'(01 I 

-lima horizon (yaars)-

Rating 2 3 4 5 6 7 8 9 10 11 12 13 14 15 

AAA 0.00 0.00 0.09 0.18 0.27 0.37 0.40 0.47 0.51 0.55 0.55 0.55 0.55 0.60 0.65 

(OOO) (000) (O29) (0.40) 10.56) !0.69) (0.76) !0.85) !0.87) (0.87) !0.88) 1089) 10.89) !0.97) 11.05) 

AA 0.03 0.08 0.14 0.25 0.34 0.45 0.56 0.65 0.73 0.83 0.92 0.99 1.08 1.15 1.20 

(0.08) (0 11) (0.14) 10.25) (036) (0.48) 10.55) 10.63) 1068) 10.71) (0.71) (0.72) (0.70) (0.70) (0.69) 

A 0.08 0.20 0.34 0.52 0.72 0.95 1.21 1.45 1.69 1.94 2.17 2.35 2.53 2.68 2.91 

(0.11) 1020) (027) 10.37) (0.45) (0.49) 10.55) (0.59) (0.69) (0.79) 10.89) (0.94) (0.90) (0.86) (0.78) 

BBB 0.24 0.68 1.17 1.79 2.43 3.06 3.59 4.12 4.63 5.16 5.68 6.12 6.63 7.15 770 

(0.27) (0.60) (0.88) 11.10) (1.32) 11.48) (1.59) (1.63) (1.68) (1.61 ) 11.43) (1.31) (120) (111) (1.06) 

BB 0.99 2.88 5.07 7.18 9.07 10.90 12.41 13.74 15.00 16.02 16.89 17.64 18.28 18.76 19.33 

(1.08) (239) (354) (424) (4.71) (4.79) (4.55) (441) (441) (4.26) (4.35) (4.38) (4.58) (4.63) (4.77) 

B 4.51 9.87 14.43 17.97 20.58 22.67 24.46 25.93 27.17 28.41 29.54 30.50 31.45 32.32 33.14 
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Table 14

(3.17) (5.81) (7.17) (7.93) (8.13) (7.58) (6.80) (6.67) (6.40) (5.69) (4.44) (3.74) (3.70) (4.00) (4.12)

CCC/C 25.67 34.10 39.25 42.29 44.93 46.24 47.45 48.09 49.53 50.33 51.03 51.77 52.33 52.93 52.93

(12.15) (13.07) (13.80) (14.56) (14.06) (12.32) (12.53) (12.29) (11.90) (11.03) (11.43) (11.14) (10.98) (11.38) (11.47)

Investment 0.12 0.33 0.57 0.88 1.19 1.51 1.80 2.07 2.34 2.62 2.87 3.08 3.30 3.52 3.76
grade

(0.12) (0.26) (0.40) (0.52) (0.62) (0.67) (0.70) (0.72) (0.77) (0.81) (0.82) (0.79) (0.74) (0.68) (0.65)

Speculative 4.06 7.99 11.48 14.32 16.59 18.51 20.13 21.49 22.75 23.86 24.84 25.69 26.48 27.16 27.82
grade

(2.71) (4.62) (5.81) (6.35) (6.39) (5.79) (5.15) (4.87) (4.42) (3.88) (3.27) (3.11) (3.46) (3.64) (3.69)

AlI rated 1.47 2.94 4.25 5.37 6.30 7.11 7.80 8.40 8.95 9.46 9.92 10.30 10.68 11.02 11.38

(0.97) (1.80) (2.43) (2.82) (2.96( (2.85) (2.70) (2.59) (2.36) (2,03) (1.59) (1.50) (1.76) (2.00) (2.20)

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Gini Ratios And Lorenz Curves
A quantitative analysis of the performance of Standard & Poor's ratings shows that corporate ratings continue to

correlate with the level of default risk across several time horizons. To measure ratings performance, the cumulative

share of issuers by rating is plotted against the cumulative share of defaulters in a Lorenz curve to visually render the

accuracy of its rank ordering (for definition and methodology, refer to Appendix II). The results are in Charts 16-19.

Over the long term, the global weighted average one-year transition to default has a one-year Gini coefficient of

82%; three-year, 76%; five-year, 73%; and seven-year, 72%.

Table 15

-Time horizon (years)-

Region 1 3 5 7

Global
Weighted average 81.56 75.91 73.23 71.57

Average 83.79 77.80 74.07 70.99

Sandard deviation (5.75) (4.43) (4.42) (4.35)

U.S.
Weighted average 80.03 74.73 72.25 70.27

Average 82.51 76.31 72.79 69.82

Sandard deviation (7.08) (5.87) (5.19) (4.88)

Europe
Weighted average 91.08 84.15 76.71 75.45

Average 91.70 88.89 79.19 66.94

Sandard deviation (6.03) (6.25) (7.80) (11.87)

Numbers in parentheses are standard deviations. Weighted averages refer to issuer-weighted calculations. Standard deviation for Europe calculated for 1999-2008.
Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Table 15 displays the variation in Gini coefficients by region, and Table 16 by broad sector. As expected, the Gini

coefficients decline over time because longer time horizons allow greater opportunity for credit degradation among
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Table 14 

Global Corporate Cumulative Average Default Rates (1981 - 2008) (%) (cont.) I 
13.17) 1581) /7.17) /7.93) 1813) /7.58) 1680) 16.67) 16.40) 15.69) 14.44) 13.74) 13.70) (400) 1412) 

CCC/C 25.67 34.10 39.25 42.29 44.93 46.24 47A5 48.09 49.53 50.33 51.03 51.77 52.33 52.93 52.93 

/12.15) (13.07) /13.80) /14.56) (1406) (12.32) (1253) (1229) 11190) (1103) (1143) (11.14) (1098) 111.38) (11.47) 

Investment 0.12 0.33 0.57 0.88 1.19 151 1.80 2.07 2.34 2.62 2.87 3.08 3.30 3.52 3.76 
grade 

(012) 10.26) (OAO) (052) 1062) (067) 10.70) (072) 10.77) 10.81) 10.82) 10.79) 10.74) (068) 10.65) 

Specu lative 406 7.99 11.48 14.32 16.59 18.51 20.13 21.49 22.75 23.86 24.84 25.69 26.48 27.16 27.82 
grade 

(2.71) 14.62) (5.81) (6.35) 16.39) 15.79) 15.15) 14.87) 14.42) 13.88) 1327) 13.11 ) 13.46) 13.64) 13.69) 

All rated 1.47 2.94 4.25 5.37 6.30 7.11 7.80 8.40 8.95 9.46 9.92 10.30 10.68 11.02 11.38 

10.97) 1180) (2.43) (2.82) 12.96) (2.85) (270) (2.59) (2.36) (2.03) (1.59) (1.50) (1.76) (2.00) (2.20) 

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

Gini Ratios And Lorenz Curves 
A quantitative analysis of the performance of Standard & Poor's ratings shows that corporate ratings continue to 

correlate with the level of default risk across several time horizons. To measure ratings performance, the cumulative 

share of issuers by rating is plotted against the cumulative share of defaulters in a Lorenz curve to visually render the 

accuracy of its rank ordering (for definition and methodology, refer to Appendix II), The results are in Charts 16-19. 

Over the long term, the global weighted average one-year transition to default has a one-year Gini coefficient of 

82%; three-year, 76%; five-year, 73%; and seven-year, 72%. 

Table 15 

Corporate Gini Coefficients By Region (1981-2008) I i 

-Time horizon (years)-

Region 3 5 7 

Global 
Weighted average 81.56 75.91 73.23 71.57 

Average 83.79 7780 74.07 70.99 

Sandard deviation (5.75) (443) (442) 14.35) 

U,S, 

Weighted average 80.03 74.73 72.25 70.27 

Average 82.51 76.31 72.79 69.82 

Sandard deviation 11.08) 15.B7) 15.19) 14.88) 

Europe 
Weighted average 91.08 84.15 76.71 75A5 

Average 91.70 88.89 79.19 66.94 

Sandard deviation (6.03) 16.25) (780) (11.87) 

Numbers in parentheses are standard deviations. Weighted averages refer to issuer-weighted calculations. Standard deviation for Europe calculated for 1999-2008. 
Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

Table 15 displays the variation in Gini coefficients by region, and Table 16 by broad sector. As expected, the Gini 

coefficients decline over time because longer time horizons allow greater opportunity for credit degradation among 
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higher rated entities. In the one-year global Lorenz curve, for example, 94.5% of defaults occurred in the

speculative-grade category ('BB+' or lower), while ratings of 'BB+' or lower constituted only 33.2% of all corporate

ratings (see Chart 25). Looking at the seven-year Lorenz curve, speculative-grade issuers constituted 85.1% of

defaulters and only 30.3% of the entire sample. If the rank ordering of ratings had little predictive value, the

cumulative share of defaulting corporate entities and the cumulative share of all entities would be nearly the same.

Table 16

G•nli q'Coefficients For b C r B•ro,, S.' , (1981-200'8)1 -1 I

-Time horizon (years)-

Sector I 3 5 7

Financial
Weighted average 77.79 69.78 64.36 62.51

Average 78.53 72.43 66.08 61.81

Standard deviation (23.94) (14.09) (13.80) (11.00)

Nonfinancial
Weighted average 80.15 73.95 71.52 69.92

Average 82.95 76.64 73.20 70.22
Standard deviation (6.51) (5.11) (5.16) (4.98)
Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®.

Chart 25
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higher rated entities. In the one-year global Lorenz curve, for example, 94.5% of defaults occurred in the 

speculative-grade category ('BB+' or lower), while ratings of 'BB+' or lower constituted only 33.2% of all corporate 

ratings (see Chart 25). Looking at the seven-year Lorenz curve, speculative-grade issuers constituted 85.1 % of 

defaulters and only 30.3% of the entire sample. If the rank ordering of ratings had little predictive value, the 

cumulative share of defaulting corporate entities and the cumulative share of all entities would be nearly the same. 

Tablo 16 

Gini Coefficients For Global Corporales By Broad Sector (19Bl-200~' I 
-TImo horizon (years)-

Sector 3 5 7 

Financial 
Weighted average 77.79 69.78 64.36 62.51 

Average 78.53 72.43 66.oB 61.Bl 

Standard deviation (2394) (1409) (13.80) (1100) 

Nonfinancial 
Weighted average BO.15 73.95 7152 69.92 

Average B2.95 76.64 73.20 70.22 

Standard deviation (6.51) (511) (5.16) (4.98) 

Numbers in parentheses are standard deviations. Sources: Standard & Poor's Global Fixed Income Research and Standard & Poor's CreditPro®. 

Chart 25 
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Chart 26
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Chart 26 
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Chart 27
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The pattern of one-year Gini coefficients appears to be broadly cyclical (see Chart 29). Trends in the one-year Gini
ratio emerge during periods of both extremes in default pressure, which is a reflection of the natural relationship
between the two concepts. In periods of high defaults, there tends to be greater variation with respect to how the
defaults are distributed across the ratings spectrum, which reduces the Gini. That is, when default pressure is high,
the economic conditions are such that there is an increased likelihood of companies from across the rating spectrum
suffering a more rapid deterioration of credit quality. At 65% in 2008, the one-year Gini dropped to an all-time
low. Much of this decline was attributable to extraordinary turbulence among global financials, which led the
average Gini in that segment to decline to 78%. Meanwhile, an average Gini ratio of 80.2% was recorded among
global nonfinancials.

Appendix I: Default Methodology And Definitions
This long-term corporate default and rating transition study uses the CreditPro® 7.72 database of long-term local
currency issuer credit ratings. An issuer credit rating reflects Standard & Poor's opinion of a company's overall
capacity to pay its obligations (that is, its fundamental creditworthiness). This opinion focuses on the obligor's
ability and willingness to meet its financial commitments on a timely basis, and it generally indicates the likelihood
of default regarding all financial obligations of the firm. It is not necessary for a company to have rated debt to be
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assigned an issuer credit rating.

Although the rating on a company's very senior forms of secured debt, particularly ones with strong covenants, may

occasionally be rated higher than the issuer credit rating on the company, specific issues are typically rated as high as
or lower than these ratings, depending on their relative priority within the company's debt structure. If they are

speculative grade, issuer credit ratings are generally two notches higher than subordinated debt ratings. Otherwise,
they are generally one notch higher. Therefore, though a 'BB+' issuer credit rating is generally paired with a 'BB-'

subordinated debt rating, a 'AA' issuer credit rating usually corresponds to a 'AA-' subordinated rating.

Standard & Poor's ongoing enhancement of the CreditPro® database used to generate this study could lead to

outcomes that differ to some degree from those reported in previous studies. However, this poses no continuity
problem because each study reports statistics back to Dec. 31, 1980. Therefore, each annual default study is

self-contained and effectively supersedes all previous versions.

Issuers included in this study
The study analyzes the rating histories of 13,552 companies that were rated by Standard & Poor's as of Dec. 31,

1980, or that were first rated between that date and Dec. 31, 2007. These companies include industrials, utilities,

financial institutions, and insurance companies around the world with long-term local currency ratings. The analysis

excludes public information (" pi ") ratings and ratings based on the guarantee of another company. Structured
finance vehicles, public-sector issuers, and sovereign issuers are the subject of separate default and transition studies

and are also excluded from this study.

Subsidiaries with debt that is fully guaranteed by a parent or with default risk that is considered identical to that of

their parents were excluded. The latter are companies with obligations that are not legally guaranteed by a parent

but that have operating or financing activities that are so inextricably entwined with those of the parent that it

would be impossible to imagine the default of one and not the other. At times, however, some of these subsidiaries

might not yet have been covered by a parent's guarantee, or the relationship that combines the default risk of parent

and subsidiary mighthave come to an end or might not have begun. Such subsidiaries were included for the period
during which they carried a distinct and separate risk of default.

Definition of default

A default is 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 is 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.

Issue ratings are usually revised to 'D' following a company's default on the corresponding obligation. In addition,
'SD' is used whenever Standard & Poor's believes that an obligor that has selectively defaulted on a specific issue or

class of obligations will continue to meet its payment obligations on other issues or classes of obligations in a timely
matter. 'R' indicates that an obligor is under regulatory supervision owing to its financial condition. This does not

necessarily indicate a default event, but the regulator might have the power to favor one class of obligations over

others or pay some obligations and not others. 'D', 'SD', and 'R' issuer ratings are deemed defaults for purposes of

this study. A default is assumed to take place on the earliest of: the date Standard & Poor's revised the ratings to
'D', 'SD', or 'R'; the date a debt payment was missed; the date a distressed exchange offer was announced; or the
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date the debtor filed or was forced into bankruptcy.

Calculations
Static pool methodology.
Standard & Poor's conducts its default studies on the basis of groupings called static pools. Static pools are formed

by grouping issuers by rating category at the beginning of each year covered by the study. Each static pool is

followed from that point forward. All companies included in the study are assigned to one or more static pools.

When an issuer defaults, that default is assigned back to all of the static pools to which the issuer belonged.

Standard & Poor's uses the static pool methodology to avoid certain pitfalls in estimating default rates. This is to

ensure that default rates account for rating migration and to allow for default rates to be calculated across

multi-period time horizons. Some methods for calculating default and rating transition rates might charge defaults

against only the initial rating on the issuer, ignoring more recent rating changes that supply more current

information. Other methods may calculate default rates using only the most recent year's default and rating data;

this method may yield comparatively low default rates during periods of high rating activity, as they ignore prior

years' default activity.

The pools are static in the sense that their membership remains constant over time. Each static pool can be

interpreted as a buy-and-hold portfolio. Because errors, if any, are corrected by every new update and because the

criteria for inclusion or exclusion of companies in the default study are subject to minor revisions as time goes by, it

is not possible to compare static pools across different studies. Therefore, every new update revises results back to

the same starting date of Dec. 3 1, 1980, so as to avoid continuity problems.

Entities that have had ratings withdrawn-that is, revised to N.R.-are surveilled with the aim of capturing a

potential default. These companies, as well as those that have defaulted, are excluded from subsequent static pools.

For instance, the 1981 static pool consists of all companies rated as of 12:01 a.m..Jan. 1, 1981. Adding those

companies first rated in 1981 to the surviving members of the 1981 static pool forms the 1982 static pool. All rating

changes that took place are reflected in the newly formed 1982 static pool. This same method was used to form

static pools for 1983 through 2008. From Jan. 1, 1981, to Dec. 31, 2008, a total of 12,166 first-time rated

organizations were added to form new static pools, while 1,668 defaulting companies and 5,965 companies with a

last rating that was classified as N.R. were excluded from them.

Consider the following example: An issuer is originally rated 'BB' in mid-1986 and is downgraded to 'B' in 1988.

This is followed by a rating withdrawal (N.R.) in 1990 and a default ('D') in 1993. This hypothetical company

would be included in the 1987 and 1988 pools with the 'BB' rating, which it was rated at the beginning of those

years; likewise, it would be included in the 1989 and 1990 pools with the 'B' rating. It would not be part of the

1986 pool because it was not rated as of the first day of that year, and it would not be included in any pool after the

last day of 1990 because the rating had been withdrawn by then. Yet each of the four pools in which this company

was included (1987-1990) would record its 1993 default at the appropriate time horizon.

Ratings are withdrawn when an entity's entire debt is paid off or when the program or programs rated are

terminated and the relevant debt extinguished. They may also occur as a result of mergers and acquisitions. Others

are withdrawn because of a lack of cooperation, particularly when a company is experiencing financial difficulties

and refuses to provide all the information needed to continue surveillance on the ratings.

www.standardandpoors.com/ratingsdirect 5i

Standard & Poor's. All rights reserved. No reprint or dissemination without S&P's permission See Terms of Use/Disclaimer on the last page.

Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions 

date the debtor filed or was forced into bankruptcy. 

Calculations 
Static pool methodology. 
Standard & Poor's conducts its default studies on the basis of groupings called static pools. Static pools are formed 

hy grouping issuers by rating category at the beginning of each year covered hy the study. Each static pool is 

followed from that point forward. All companies included in the study are assigned to one or more static pools. 

When an issuer defaults, that default is assigned back to all of the static pools to which the issuer belonged. 

Standard & Poor's uses the static pool methodology to avoid certain pitfalls in estimating default rates. This is to 

ensure that default rates account for rating migration and to allow for default rates to be calculated across 

multi-period time horizons. Some methods for calculating default and rating transition rates might charge defaults 

against only the initial rating on the issuer, ignoring more recent rating changes that supply more current 

information. Other methods may calculate default rates using only the most recent year's default and rating data; 

this method may yield comparatively low default rates during periods of high rating activity, as they ignore prior 

years' default activity. 

The pools are static in the sense that their membership remains constant over time. Each static pool can be 

interpreted as a buy-and-hold portfolio. Because errors, if any, are corrected by every new update and because the 

criteria for inclusion or exclusion of companies in the default study are subject to minor revisions as time goes by, it 

is not possible to compare static pools across different studies. Therefore, every new update revises results back to 

the same starting date of Dec. 31, 1980, so as to avoid continuity problems. 

Entities that have had ratings withdrawn-that is, revised to N.R.-are surveilled with the aim of capturing a 

potential default. These companies, as well as those that have defaulted, arc excluded from subsequent static pools. 

For instance, the 1981 static pool consists of all companies rated as of 12:01 a.m. Jan. 1, 1981. Adding those 

companies first rated in 1981 to the surviving members of the 1981 static pool forms the 1982 static pool. All rating 

changes that took place are reflected in the newly formed 1982 static pool. This same method was used to form 

static pools for 1983 through 2008. From Jan. 1, 1981, to Dec. 31,2008, a total of 12,166 first-time rated 

organizations were added to form new static pools, while 1,668 defaulting companies and 5,965 companies with a 

last rating that was classified as N.R. were excluded from them. 

Consider the following example: An issuer is originally rated 'BB' in mid-1986 and is downgraded to 'B' in 1988. 

This is followed by a rating withdrawal (N.R.) in 1990 and a default ('D') in 1993. This hypothetical company 

would be included in the 1987 and 1988 pools with the 'BB' rating, which it was rated at the beginning of those 

years; likewise, it would be included in the 1989 and 1990 pools with the' B' rating. It would not be part of the 

1986 pool because it was not rated as of the first day of that year, and it would not be included in any pool after the 

last day of 1990 because the rating had been withdrawn by then. Yet each of the four pools in which this company 

was included (1987-1990) would record its 1993 default at the appropriate time horizon. 

Ratings are withdrawn when an entity'S entire debt is paid off or when the program or programs rated are 

terminated and the relevant debt extinguished. They may also occur as a result of mergers and acquisitions. Others 

are withdrawn because of a lack of cooperation, particularly when a company is experiencing financial difficulties 

and refuses to provide all the information needed to continue surveillance on the ratings. 

www.standardandpoors.com/ratingsdirect 51 

Standard & Poor's. All rights reserved. No reprint or dissemination without S80P's permission. See Terms of Use/Disclaimer on the last page. 



Default, Transition, and Recovery: 2008 Annual Global Corporate Default Study And Rating Transitions

Default rate calculation.

Annual default rates were calculated for each static pool: first in units and later as percentages with respect to the

number of issuers in each rating category. Finally, these percentages were combined to obtain cumulative default

rates for the 28 years covered by the study.

Issuer-weighted default rates.

Averages that appear in this study are calculated based on the number of issuers rather than the dollar amounts

affected by defaults or rating changes. Although dollar amounts provide information about the portion of the
market that is affected by defaults or rating changes, issuer-weighted averages are a more useful measure of the

performance of ratings.

Many practitioners utilize statistics from this default study and CreditPro®.to estimate "probability of default" and
"probability of rating transition." It is important to note that Standard & Poor's ratings do not imply a specific

probability of default.

Cumulative average default rate calculation.
Cumulative default rates that average the experience of all static pools were derived by calculating marginal default

rates, conditional on survival (survivors being nondefaulters) for each possible time horizon and for each static pool,

weight averaging the conditional marginal default rates, and accumulating the average conditional marginal default

rates (see Table 14). Conditional default rates are 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.

Weights are based on the number of issuers in each static'pool. Cumulative default rates are one minus the product

of the proportion of survivors (nondefaulters).

For instance, the weighted average first-year default rate for 'B' rated companies for all 28 pools was 4.51%,

meaning that an average of 95.49% survived one year. Similarly, the second- and third-year conditional marginal

averages were 5.62% for the first 27 pools (94.38% of those companies that did not default in the first year

survived the second year) and 5.06% for the first 26 pools (94.94% of those companies that did not default by the

second year survived the third year), respectively. Multiplying 95.49% by 94.38% results in an 90.12% survival

rate to the end of the second year, which is a two-year cumulative average default rate of 9.88%. Multiplying

90.12% by 94.94% results in an 85.56% survival rate to the end of the third year, which is a three-year cumulative

average default rate of 14.44%.

Time sample.
This update limits the reporting of default rates to the 15-year time horizon. However, the data was gathered for 28

years and all calculations are based on the rating experience of that period. The maturities of most obligations are

much shorter than 15 years. In addition, average default statistics become less reliable at longer time horizons as the

sample size becomes smaller and the cyclical nature of default rates increases its effect on averages.

Default patterns share broad similarities across all static pools, suggesting that Standard & Poor's rating standards

have been consistent over time. Adverse business conditions tend to coincide with default upswings for all pools.

Speculative-grade issuers have been hit the hardest by these upswings, but investment-grade default rates also

increase in stressful periods.

Transition analysis
Transition rates compare issuer ratings at the beginning of a time period with ratings at the end of the period. To

compute one-year rating transition rates by rating category, the rating on each entity at the end of a particular year
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was compared with the rating at the beginning of the same year. An issuer that remained rated for more than one

year was counted as many times as the number of years it was rated. For instance, an issuer continually rated from

the middle of 1984 to the middle of 1991 would appear in the six consecutive one-year transition matrices from

1985 to 1990. All 198 1 static pool members still rated on Dec. 31, 2008, had 28 one-year transitions, while

companies first rated between Jan. 1, 2008, and Dec. 31, 2008, had only one.

Each one-year transition matrix displays all rating movements between letter categories from the beginning of the

year through year-end. For each rating listed in the matrix's left-most column, there are nine ratios listed in the

rows, corresponding to the ratings from 'AAA' to 'D, plus an entry for N.R.

Multi-year transitions

Multi-year transitions were also calculated for periods of two up to 20 years. In this case, the rating at the beginning

of the multi-year period was compared with the rating at the end. For example, three-year transition matrices were

the result of comparing ratings at the beginning of the years 1981-2006 with the ratings at the end of the years

1983-2008. Otherwise, the methodology was identical to that used for single-year transitions.

Average transition matrices were calculated on the basis of the multi-year matrices just described. These average

matrices are a true summary, the ratios of which represent the historical incidence of the ratings listed on the first

column, changing to the ones listed on the top row over the course of the multi-year period.

Comparing transition rates with default rates
Rating transition rates may be compared with the marginal and cumulative default rates described in the previous

section. For example, note that the one-year default rate column of Table 14 is equivalent to column 'D' of the

average one-year transition matrix found in Table 13.. This difference results from the different static pools used to

calculate transition to default and cumulative average default rates. Cumulative average default rates are the

summary of all static pools from 1981-2008, while the number of pools used in the average transition rate is limited

by the transition's time horizon.

Appendix 1I: Gini Methodology
To measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is plotted against the

cumulative share of defaulters in a Lorenz curve to visually render the accuracy of their rank ordering. The Lorenz

curve was developed by Max 0. Lorenz as a graphical representation of the proportionality of a distribution. To

build the Lorenz curve, theobservations are ordered from the low end of the ratings scale ('CCC'/'C') to the high

end ('AAA'). If Standard & Poor's corporate ratings only randomly approximated default risk, the Lorenz curve

would fall along the diagonal. Its Gini coefficient-which is a summary statistic of the Lorenz curve-would thus be

zero. If corporate ratings were perfectly rank-ordered so that all defaults occurred only among the lowest-rated

entities, the curve would capture all of the area above the diagonal on the graph and its Gini coefficient would be

one (see Chart 24). The procedure for calculating the Gini coefficients is illustrated below and is accomplished by

dividing area B by the total area A + B. In other words, the Gini coefficient captures the extent to which actual

ratings accuracy diverges from the random scenario and aspires to the ideal scenario.
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was compared with the rating at the heginning of the same year. An issuer that remained rated for more than one 

year was counted as many times as the number of years it was rated. for instance, an issuer continually rated from 

the middle of 1984 to the middle of 1991 would appear in the six consecutive one-year transition matrices from 

1985 to 1990. All 1981 static pool memhers still rated on Dec. 31, 2008, had 28 one-year transitions, while 

companies first rated hetween Jan. 1,2008, and Dec. 31, 2008, had only one. 

Each one-year transition matrix displays all rating movements between letter categories from the beginning of the 

year through year-end. For each rating listed in the matrix's left-most column, there are nine ratios listed in the 

rows, corresponding to the ratings from 'AAA' to 'D', plus an entry for N.R. 

Multi-year transitions 
Multi-year transitions were also calculated for periods of two up to 20 years. In this case, the rating at the beginning 

of the multi-year period was compared with the rating at the end. For example, three-year transition matrices were 

the result of comparing ratings at the beginning of the years 1981-2006 with the ratings at the end of the years 

1983-2008. Otherwise, the methodology was identical to that used for single-year transitions. 

Average transition matrices were calculated on the basis of the multi-year matrices just described. These average 

matrices are a true summary, the ratios of which represent the historical incidence of the ratings listed on the first 

column, changing to the ones listed on the top row over the course of the multi-year period. 

Comparing transition rates with default rates 
Rating transition rates may be compared with the marginal and cumulative default rates described in the previous 

section. For example, note that the one-year default rate column of Table 14 is equivalent to column '0' of the 

average one-year transition matrix found in Table 13 .. This difference results from the different static pools used to 

calculate transition to default and cumulative average default rates. Cumulative average default rates are the 

summary of all static pools from 1981-2008, while the number of pools used in the average transition rate is limited 

by the transition's time horizon. 

Appendix II: Gini Methodology 
To measure ratings performance or ratings accuracy, the cumulative share of issuers by rating is plotted against the 

cumulative share of defaulters in a Lorenz curve to visually render the accuracy of their rank ordering. The Lorenz 

curve was developed by Max O. Lorenz as a graphical representation of the proportionality of a distribution. To 

build the Lorenz curve, the'observations are ordered from the low end of the ratings scale ('CCC/'C) to the high 

end ('AAA'). If Standard & Poor's corporate ratings only randomly approximated default risk, the Lorenz curve 

would fall along the diagonal. Its Gini coefficient-which is a summary statistic of the Lorenz curve-would thus be 

zero. If corporate ratings were perfectly rank-ordered so that all defaults occurred only among the lowest-rated 

entities, the curve would capture all of the area above the diagonal on the graph and its Gini coefficient would be 

one (see Chart 24). The procedure for calculating the Gini coefficients is illustrated below and is accomplished by 

dividing area B by the total area A + B. [n other words, the Gini coefficient captures the extent to which actual 

ratings accuracy diverges from the random scenario and aspires to the ideal scenario. 
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