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‘EV’ is the Future, and We Don't Mean Electric Vehicles 

When it comes to portfolio construction, the Full Discretion team has long employed a combination 
of bottom-up security selection and top-down, macroeconomic analysis. We utilize a credit cycle 
framework to evaluate the factors driving the cycle, anticipate broad sector mispricings and seek to 
take advantage of changes in risk premium at every stage. This process helps us identify the risk drivers 
we want to emphasize, or seek to avoid, in our portfolios and lays the foundation for our overall risk 
assessment at the issuer level. Enterprise value is the anchor by which we conduct our bottom-up 
fundamental analysis. 

 

Why is Enterprise Value and Why is it Important?  

We define the enterprise value of a business as the discounted value of the company’s future cash 
flows. Enterprise value less net debt equals the intrinsic value of the business’ equity. 

 

 
 

We believe that equity value and probability of default are directly related. Defaults can occur when 
the value of the equity underneath the debt no longer sufficiently entices lenders to contribute new 
money for refinancing upcoming maturities and/or funding cash burn. By maintaining a view on the 
enterprise value, and thus the equity value, we can measure, evaluate and project the probability of 
defaults increasing or decreasing. 

 

How Does the Full Discretion Team Use Enterprise Value? 

Every credit discussion starts with the question: “what is this business worth?” This simple question 
sparks our process for evaluating the factors that can drive the value of a business and how they could 
change over time. We believe that when the equity value is increasing, the margin of safety, or 
“cushion”, under the debt is expanding. This is when we would expect the probability of default to 
decline and bond spreads to tighten. Conversely, when the value of the equity is declining, the cushion 
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under the bonds is decreasing, which causes the probability of default to increase and bond spreads 
to widen. This framework helps us to identify investment opportunities that we believe will trade well 
through their current credit ratings. Because rating agencies tend to be backward looking, there are 
often mispricings that can be exploited. We can also recognize value traps, which are businesses with 
eroding equity cushions due to their acceptable, but declining, credit statistics.  
 
Additionally, by focusing on enterprise value, we can find opportunities throughout the entire capital 
structure. As an example, our research team previously analyzed a telecommunications company that 
had secured investment grade debt, unsecured high yield debt, a mandatory convertible and equity. 
We had initially examined this company in more detail as we believed it to be an upgrade candidate, 
which is one of the six security selection pillars utilized by the team in building portfolios. Through 
our enterprise value analysis, we concluded that, in our opinion, the unsecured debt was attractive and 
it would be upgraded to investment grade at a faster pace than the market was indicating. We also 
determined that the equity appeared to be undervalued, so we bought the convertible and equity, 
where possible, in order to capitalize on the perceived opportunity.  
 
Enterprise value also plays a role in our sell discipline. If we lose conviction in the enterprise value of 
a business, we will look to decrease our position or sell out of the credit. This is particularly true if we 
believe the reduced visibility in the business’ cash flows, and resulting enterprise value, are not 
reflected in the value of the investment.  
 
The Full Discretion team brings an equity-like approach to research with a focus on discovering 
mispriced securities. We take a long-term investment view, looking through the credit cycle for 
opportunities where we believe the potential for credit improvement exists. Enterprise value gives us 
the conviction to take advantage of opportunities that can be overlooked by the market. We seek to 
understand what the underlying business is worth as a critical component of our overall security 
selection process. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Please see Important Disclosure on following page, an integral part of this document. 
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IMPORTANT DISCLOSURE: 
 
This marketing communication is provided for informational purposes only and should not be construed as 
investment advice. It is meant to offer a snapshot of select market developments and is not a complete 
summary of all market activities. Investment decisions should consider the individual circumstances of the 
particular investor. Any opinions or forecasts contained herein reflect subjective judgments and assumptions 
of the author and do not necessarily reflect the views of Loomis, Sayles & Company, L. P. Investment 
recommendations may be inconsistent with these opinions. There can be no assurance that developments will 
transpire as forecasted. Data and analysis does not represent the actual or expected future performance of any 
investment strategy, account or individual positions. Accuracy of data is not guaranteed but represents our 
best judgment and can be derived from a variety of sources. Opinions are subject to change at any time 
without notice. 
 
Market conditions are extremely fluid and change frequently. 
Commodity, interest and derivative trading involves substantial risk of loss.  
Diversification does not ensure a profit or guarantee against a loss. 
Any investment that has the possibility for profits also has the possibility for losses, including the loss of 
principal. 
 
Past performance is no guarantee of, and not necessarily indicative of, future results.  
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