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FIXED INCOME METHODOLOGY 
 
Our bond recommendation is the result of a two-step process, which combines an estimation of the issuer credit profile with specific assessment 
regarding the features of the bond.  
 
Issuer Credit Profile  
To define the issuer credit profile, we consider both financial risk elements and the business profile elements.  
 
The assessment of issuer’s business risk profile is based on (but not confined to) the following list: 
- Company size: higher dimension could protect the company from potential downturns 

- Diversification: diversified exposure to different countries, products and business segments reduces idiosyncratic risks  

- Competitive position: valuation of type of competitors that can erode profitability through price wars or alternative product or service offerings 

- Political risks: an issuer’s product or service can be threatened, or its cost profile deteriorate as a function of legislative changes  

- Geopolitical risks: an issuer can experience declining sales as a function of the eruption of wars, civil unrest, crime, nationalisation, trade 
embargoes or excise duties 

- Management: an experienced management team reduces the risk of adverse business decisions 

- Market analysis: we assess the market in which the issuer is active and analyse whether the market is growing, mature or in decline. We also 
analyse the general macroeconomic landscape in which the issuer operates.  

 
The assessment of issuer’s financial risk profile is based on (but not confined to) the following list: 
- Credit metrics: the issuer’s debt-servicing ability is estimated considering a series of different debt coverage metrics such as net debt to EBITDA, 

FFO to net debt, FFO interest coverage and FCF to net debt. We also investigate general profitability as well as return on equity and income 
composition. For capitalisation, we use leverage ratios such as net debt to equity and equity to total capitalisation. For banks in particular, we 
use risk-weighted capital ratios (phased-in and fully phased), asset quality ratios (NPE ratio and relative coverage), and then run specific stress 
scenario to assess which would be the capital protection (in % of total assets) for each category of bondholder (senior, subordinated, junior 
subordinated). 

- Liquidity: liquidity analysis is made assessing the issuer’s cash sources versus cash needs in the coming 12 months: for banks we focus on funding 
needs in next 12/24 months and regulatory liquidity ratios i.e LCR (Liquidity Coverage Ratio) 

- Financial policy: we consider the financial policy of the issuer, its leverage target and payout ratio  

- Owners: we assess the controlling owners of the issuers and if it could be supportive or disruptive for the debt  

 
The second step is the analysis of the bond, its main features and specific risks. The assessment is based on (but not confined to) the following list: 
- Structural subordination: if the bond is issued by holding or operating company (holding company debt is subordinated) 

- Seniority: the degree of subordination affects the recovery value of the bond in a liquidation scenario. 

- Bond documentations: bonds could have different structures and specific clauses. I.e For financials issues, Additional Tier 1 bonds entail coupon 
cancellation risk and conversion risk into equity, corporate bonds could have covenants like change of control provisions, covenants regarding 
rating/managements’ actions that could trigger liquidation, early redemptions. Subsequently, market factors will be considered in other to 
define an overall valuation and a recommendation for the specific bond. 

 
In details, the list of the factors includes: 
- expected return, including carry  on a specific fixed income asset and relate it to the risk-free rate of return.  

- econometric models to evaluate relative value and ‘mispricing’ in the fixed income market 

- current ratings from rating agencies in order to  evaluate the consequences of a potential change in rating 

- political risk to evaluate the consequences of a change in the political risk 

- regulation and potential forthcoming regulation to evaluate possible impacts on recommendations. 

- macroeconomic  and monetary policy developments 

- expected supply or issuance  

 
Considering all these steps, we arrive to define the overall valuation for the specific bond and compare it with bonds issued by companies with similar 
credit profile, in order to identify a mispriced opportunity or fair priced one. 
We express our view through buy/reduce recommendations. This signals our opinion about the bond’s performance potential compared with relevant 
peers in the coming six or twelve months. 
 
The recommendation is based on Excel proprietary model which are stored monthly on corporate’s server. 
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