Understanding Commercial
Tenant Creditworthiness in Real
Estate Investments

In the realm of commercial real estate (CRE), particularly within net lease and triple
net (NNN) structures, the financial strength and creditworthiness of your tenant are
paramount. It directly influences the stability of your cash flow, the long-term value
of your property, and your ability to secure favorable financing terms. This
comprehensive guide details the significance of tenant credit ratings, how they are
assessed, and profiles top-tier tenants across various sectors, essential for informed
investment decisions.

Credit Rating Systems: An Overview

Credit ratings are independent assessments of a borrower's ability to meet its
financial obligations. For corporate tenants, these ratings are typically issued by
major agencies like Standard & Poor's (S&P), Moody's, and Fitch Ratings. They provide
a standardized measure of risk, ranging from "Investment Grade" (low risk) to
"Speculative Grade" (higher risk).

Investment Grade (e.g., BBB- and above)

Signifies a tenant with a strong capacity to meet financial commitments. These
are highly sought after by investors due to their stability and lower risk profile.

Speculative Grade (e.g., BB+ and below)

Indicates a higher risk of default. While potentially offering higher yields, they

carry increased uncertainty regarding rental income.

Key Implications for CRE Investors

e Cash Flow Stability: High-rated tenants ensure reliable, predictable rental
income.

e Property Valuation: Properties leased to investment-grade tenants command
higher valuations.

e Financing Terms: Lenders offer more attractive interest rates and terms for
properties backed by strong tenant covenants.

¢ Reduced Vacancy Risk: Financially stable companies are less likely to default or
vacate, ensuring long-term occupancy.

Top Commercial Tenant Credit Ratings by
Sector

Here's a breakdown of exemplar high-credit tenants across key sectors,
demonstrating the caliber of financial stability sought in net lease investments:
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Retail

Often anchors for shopping centers
or stand-alone locations. Stability is
key for consistent consumer traffic.

e WalmartInc. (S&P: AA /
Moody's: Aa2): Global retail giant
with immense financial scale.

o Target Corporation (S&P: A /
Moody's: Al): Strong national
presence and consistent

performance.

e The Home Depot, Inc. (S&P: A/
Moody's: A2): Leading home
improvement retailer with stable

demand.
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Financial Services

Banks and financial institutions often
occupy prime locations and have
robust balance sheets.

e JPMorgan Chase & Co. (S&P: A
/ Moody's: Al1): One of the largest
and most stable global banks.

¢ Bank of America Corporation
(S&P: A- / Moody's: A2):
Significant market share and
diversified operations.

e Wells Fargo & Company (S&P:
A- [ Moody's: A2): Major
financial services company with
extensive branch network.

5

Technology & Telecom

High-growth sector with significant
investment in infrastructure and
data centers.

e AppleInc. (S&P: AA+ [ Moody's:
Aaa): Exceptionally strong
balance sheet and global brand.

e Microsoft Corporation (S&P:
AAA [ Moody's: Aaa): Software,
cloud services, and hardware
giant.

e Verizon Communications Inc.
(S&P: BBB+ / Moody's: Baal):
Major telecommunications

provider with extensive network.

Healthcare

Highly stable sector, driven by
essential services and demographic
trends.

e CVS Health Corporation (S&P:
BBB / Moody's: Baa2): Large
pharmacy and healthcare
services provider.

e UnitedHealth Group (S&P: A/
Moody's: A2): Diversified
healthcare company, insurance
and care delivery.

e HCA Healthcare, Inc. (S&P: BB+
/ Moody's: Ba1): Major hospital
operator with robust market

position.
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Industrial & Logistics

Benefiting from e-commerce
growth, these tenants require
extensive distribution networks.

e Amazon.com, Inc. (S&P: AA-/
Moody's: A1): Dominant e-
commerce and cloud computing
leader.

e FedEx Corporation (S&P: BBB /
Moody's: Baa2): Global leader in
package delivery and logistics.

e UPS (United Parcel Service)
(S&P: BBB+ / Moody's: A3):
Integrated logistics and shipping
solutions provider.

By understanding and prioritizing these detailed credit insights, commercial real
estate investors can significantly de-risk their portfolios, enhance returns, and ensure
long-term asset appreciation. Tenant quality is not just a metric; it's a strategic pillar
for successful CRE investment.




Why Tenant Credit Ratings Matter in CRE

In commercial real estate, lenders scrutinize the tenant's rating almost
as much as the property itself. A high-rated tenant reduces default
risk and stabilizes cash flow, which directly supports valuation and
debt service coverage.

Rating agencies like Moody's, S&P, and Fitch assess the likelihood a
company will meet its long-term financial commitments. These
agencies classify ratings into investment-grade (Aaa/AAA through
Baa/BBB) and speculative grades (Ba/BB and below).

Investing in investment-grade tenants often unlocks better financing terms, lower interest rates, easier refinancing, and more favorable cap rates. In
the net lease world, where tenants handle most property expenses, landlord reliance on tenant credit is even greater.



What Goes Into a Tenant's Credit Rating
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Financial Strength Industry Dynamics Track Record
Operating income, EBITDA, margins, cash Sector cyclicality, consumer behavior History of meeting obligations, absence of
reserves, debt levels, leverage ratios, and sensitivity, and economic conditions liens or judgments, longevity and
interest coverage affecting the business reputation
OOO
s ©
Management Quality Lease Structure
Experienced leadership, clarity of strategy, and resilience through Lease term length, guarantees, letters of credit, security deposits,

economic downturns and renewal options



Understanding the Credit Rating Scale for CRE Tenants

Credit ratings are essential tools for commercial real estate (CRE) investors, providing an independent assessment of a tenant's financial health and
their capacity to meet lease obligations. These ratings, issued by agencies like Moody's, Standard & Poor's (S&P), and Fitch, classify credit quality
into distinct tiers, guiding investment decisions and risk management. The differentiation between ‘Investment Grade and 'Speculative Grade' is

particularly critical, as it directly impacts perceived risk, financing costs, and the overall attractiveness of a CRE asset.

Investment Grade (BBB-/Baa3 and Higher) Speculative Grade (BB+/Bal and Lower)

Tenants in this category are deemed to have a strong capacity to Also known as "junk bonds" or "high-yield,” these tenants exhibit a
meet their financial commitments. They typically possess robust higher risk of default. Their ability to meet financial obligations is
financial profiles, stable operations, and are less susceptible to more uncertain and can be significantly impacted by adverse
economic downturns. For CRE investors, an investment-grade economic conditions or business changes. While offering

tenant signifies lower risk, often leading to more favorable potentially higher returns, they carry substantial risk for CRE
financing terms and enhanced property value stability. investors, necessitating thorough due diligence and potentially

higher cap rates to compensate for the increased risk.

Below is a detailed overview of the typical credit rating scales used by major agencies, illustrating the progression from the highest credit quality to

the lowest, and their implications for tenant reliability:

Agency Category Rating Implication for Tenant Reliability

Moody's Investment Grade Aaa Highest quality, minimal credit risk, exceptional capacity to
meet financial commitments.

Aa High quality, very low credit risk, very strong capacity to meet
financial commitments.

A Upper-medium grade, low credit risk, strong capacity to

meet financial commitments.

Baa Medium grade, moderate credit risk, adequate capacity to
meet financial commitments.

Speculative Grade Ba Speculative elements, substantial credit risk, uncertain
capacity to meet financial commitments.

B Highly speculative, high credit risk, weak capacity to meet

financial commitments.

Caa Poor standing, very high credit risk, very weak capacity to

meet financial commitments.
Ca C Extremely poor standing or in default, highest credit risk.

S&P / Fitch Investment Grade AAA Extremely strong capacity to meet financial commitments,
highest rating.

AA Very strong capacity to meet financial commitments, very
high quality.
A Strong capacity to meet financial commitments, subject to

moderate risk.

BBB Adequate capacity to meet financial commitments, but more

vulnerable to adverse conditions.

Speculative Grade BB Less vulnerable in the near term, but faces major
uncertainties and exposures to adverse conditions.

B More vulnerable to adverse business, financial, or economic
conditions.
CCC Currently vulnerable, and dependent on favorable business,

financial, and economic conditions to meet commitments.

CC,C, D Highly vulnerable or in default.



Tenant Credit Ratings: A Guide for Commercial Real

Estate Investors

Understanding tenant creditworthiness is paramount for Commercial Real Estate (CRE) investors, directly impacting lease stability, property

valuation, and financing opportunities. This guide details key tenant ratings across various sectors, offering insights into their financial strength.

Understanding Credit Rating Scales

Credit rating agencies assess a tenant's ability to meet its financial obligations. Ratings are typically categorized into Investment Grade (lower risk

of default) and Speculative Grade (higher risk of default).

Investment Grade

Ratings of BBB-/Baa3 or higher indicate strong capacity to meet
financial commitments. These tenants generally offer greater

income stability and lower vacancy risk for landlords.

Top-Rated Tenants by Sector

Speculative Grade

Ratings of BB+/Bal or lower suggest a higher risk of default, often
susceptible to economic downturns. While these leases might
offer higher yields, they come with increased risk.

Below is a comprehensive list of major tenants with strong credit ratings, categorized by their primary business sector, crucial for CRE investment

decisions.

General Merchandise & Big Box Retail
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Walmart Inc.
Rating: Aa2 (Moody's) / AA (S&P)

The world's largest retailer, boasting unparalleled scale, robust
market share, and diverse revenue streams, making it a cornerstone
tenant for consistent cash flow.
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Target Corporation
Rating: A2 (Moody's) / A (S&P)

A prominent general merchandise retailer with a strong brand,
effective omnichannel strategy, and solid financial performance,
maintaining a stable investment-grade rating.

Grocery & Pharmacy
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Costco Wholesale Corporation
Rating: Aa3 (Moody's) / AA (S&P)

A membership-based warehouse club with strong customer loyalty,
efficient operations, and consistent sales growth, reflecting its
sound financial health.

Best Buy Co., Inc.
Rating: A3 (Moody's) / BBB+ (S&P)

A leading consumer electronics retailer, recognized for its market
leadership and strategic adaptations, supporting its investment-
grade credit profile.

f

The Kroger Co.
Rating: Baal (Moody's) / BBB (S&P)

One of the largest supermarket chains in
the U.S., known for its broad geographic
reach, diversified store formats, and

resilient demand for essential goods.
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CVS Health Corporation
Rating: Baa2 (Moody's) / BBB (S&P)

A leading healthcare company operating
pharmacy benefit management, retail
pharmacy, and health insurance services,

providing stable revenue streams.
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Walgreens Boots Alliance, Inc.
Rating: Baa2 (Moody's) / BBB (S&P)

A global leader in retail and wholesale
pharmacy, benefiting from its extensive
network and critical role in healthcare
delivery.

Home Improvement
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The Home Depot, Inc.
Rating: A2 (Moody's) / A (S&P)

The largest home improvement retailer globally, exhibiting robust
financial health driven by strong professional and DIY customer
bases.

Implications for CRE Investors

Lease Stability

Higher-rated tenants offer greater assurance of fulfilling lease
obligations throughout the term, reducing landlord risk.

o

Property Valuation

Investment-grade tenants can significantly enhance a property's

value, making it more attractive to potential buyers.

Lowe's Companies, Inc.
Rating: A3 (Moody's) / A- (S&P)

A significant player in the home improvement sector, characterized
by a solid market position and consistent profitability.

@

Financing Access & Terms

Properties with strong credit tenants often qualify for more
favorable financing terms due to the perceived lower risk profile.
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Default Mitigation

While no tenant is entirely risk-free, higher ratings indicate stronger

resilience to economic fluctuations, mitigating default risk.



Restaurant & QSR Credit Landscape

Understanding tenant credit ratings is paramount for Commercial Real Estate (CRE) investors, as these ratings provide critical insights into a
tenant's financial health and their ability to meet lease obligations. Agencies like Moody's (e.g., Baal) and Standard & Poor's (e.g., BBB+) assign these
ratings, which broadly categorize companies into 'Investment Grade' (lower risk) or 'Speculative Grade' (higher risk).

Investment-grade tenants, typically rated BBB- / Baa3 or higher, signal stable financial performance, robust liquidity, and a lower probability of
default. These tenants often lead to more secure income streams, better loan terms for landlords, and enhanced asset value. Conversely,
speculative-grade tenants, while potentially offering higher yields, come with increased risk of lease default or bankruptcy. For CRE investors, a
strong tenant credit profile directly correlates with reduced vacancy risk, consistent cash flow, and overall investment stability.
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McDonald's — Baal / BBB+ (Investment Grade)

As a global quick-service restaurant (QSR) leader, McDonald's exhibits exceptional
brand recognition, a vast operational scale, and consistent financial performance,
underpinning its solid investment-grade ratings from both Moody's and S&P. This

reflects a very strong capacity to meet financial commitments.

o

Starbucks — Baal / BBB+ (neg) (Investment Grade)

Starbucks maintains an investment-grade rating as a premium café chain, known for

strong brand loyalty and global presence. The 'negative outlook’' (neg) from S&P
indicates potential for a downgrade if current pressures, such as competitive
challenges or macroeconomic headwinds, impact its financial metrics more severely

than anticipated.
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Yum! Brands — Ba2 / BB+ (Speculative Grade)

Yum! Brands, the parent company of KFC, Taco Bell, and Pizza Hut, operates in the
speculative-grade territory. These ratings suggest a higher risk profile compared to
investment-grade entities, indicating some vulnerability to adverse business, financial,
or economic conditions, though it still possesses adequate capacity to meet financial
commitments.

Darden Restaurants — Baa2 / BBB (Investment Grade)

Darden, the operator of popular full-service restaurant brands like Olive Garden and
LongHorn Steakhouse, holds solid investment-grade ratings. This reflects its
diversified portfolio, stable cash flows, and effective management strategies that allow
it to consistently meet its financial obligations, even within a dynamic market.



Tenant Credit Ratings: A Core Due Diligence for CRE
Investors

Understanding the financial strength and creditworthiness of tenants is paramount for Commercial Real Estate (CRE) investors. Tenant credit
ratings provide an objective assessment of a company's ability to meet its financial obligations, offering critical insights into lease stability, income
reliability, and overall asset risk.
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Risk Mitigation Investment Stability
Assess tenant default risk to protect rental income and property Identify financially robust tenants for long-term, stable cash flows.
value.

3 4
Portfolio Diversification Lease Structuring
Balance high-grade and speculative-grade tenants across different Inform lease terms, guarantees, and security deposit requirements.
sectors.

Understanding Credit Rating Scales

Credit ratings are issued by independent agencies like Moody's, Standard & Poor's (S&P), and Fitch. These ratings categorize a company's debt into
two main classifications: Investment Grade and Speculative Grade, each with sub-categories indicating nuances in financial health.

Investment Grade (Baa3/BBB- and higher) Speculative Grade (Bal/BB+ and lower)
Signifies a low risk of default, indicating strong financial capacity to Indicates a higher risk of default, often associated with companies
meet debt obligations. These tenants are generally preferred by CRE facing greater financial challenges or operating in volatile industries.
investors seeking stability and lower risk profiles. While potentially offering higher yields, they demand more rigorous

due diligence.
e Moody's: Aaa, Aa, A, Baa

o S&P/Fitch: AAA, AA, A, BBB * Moody's:Ba, B, Caa, Ca, C
«  S&P/Fitch: BB, B, CCC, CC, C, D

This presentation will detail credit ratings across key sectors, including:
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Restaurant & QSR Energy, Fuel & Automotive Grocery & Supermarkets
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Healthcare & Pharma Retail & Department Stores



Grocery, Home Improvement &
Pharmacy Chains

Grocery Leaders Home Improvement

e Kroger — Baal/BBB e Home Depot — A2/ A

e Ahold Delhaize — Baal / BBB+ e Lowe's — Baal/BBB+

e Albertsons — Bal/ BB+ e Sherwin-Williams — Baa2 / BBB
e Publix — NR (strong private) e Tractor Supply — Baal / BBB
Pharmacy Retail

e CVS Health — Baa3 / BBB-
e Walgreens — Ratings Withdrawn
¢ Rite Aid — Ratings Withdrawn




Understanding Credit Ratings for Commercial Real Estate
Investment

Credit ratings are a critical tool for commercial real estate (CRE) investors to assess the financial health and repayment capacity of potential
tenants. These ratings, typically provided by agencies like Moody's, Standard & Poor's (S&P), and Fitch, offer an independent opinion on the
likelihood of a tenant defaulting on their lease obligations. Understanding these classifications is paramount for mitigating risk, structuring lease
agreements, and making informed investment decisions.
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Highest Investment Grade

(AAA/Aaa to AA/Aa)

This tier represents tenants with the highest
credit quality, indicating an extremely strong

capacity to meet financial commitments.

e Moody's: Aaa, Aal, Aa2, Aa3
o S&P/Fitch: AAA, AA+, AA, AA-

For CRE investors, tenants in this category
present the lowest risk profile, often allowing
for longer lease terms, minimal security
requirements, and a high degree of
confidence in rental income stability. Such
tenants are highly sought after.
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Upper-Medium Investment Grade
(A to BBB/Baa)

This range denotes strong creditworthiness,
though somewhat more susceptible to
adverse economic conditions than the
highest ratings. These are generally
considered "investment-grade.”

e Moody's: Al, A2, A3, Baal, Baa2, Baa3
o S&P/Fitch: A+, A, A-, BBB+, BBB, BBB-

Leasing to tenants within this segment
requires CRE investors to perform thorough
due diligence on lease structure, industry
exposure, and tenant-specific financial
health. While generally safe, monitoring
market conditions and tenant performance
is advisable.
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Speculative Grade (BB/Ba and
Below)

Tenants in this category carry substantially
higher credit risk and are often referred to
as "junk bonds" in the debt market. Their
ability to meet financial obligations is more
uncertain.

e Moody's: Bal, Ba2, Ba3, B1, B2, B3, Caa,
Ca, C

» S&P/Fitch: BB+, BB, BB-, B+, B, B-, CCC+,
CCC,CCC-,CC,C,D

For CRE investors, engaging with these
tenants demands stronger offsets and
protective measures: heavier security
deposits, corporate guarantees, shorter
lease terms, more frequent financial
reporting, and potentially higher rental yields
to compensate for the elevated risk.

The current economic climate, characterized by rising interest rates, directly impacts the cost of capital for businesses. Weak-rated tenants, with
less financial flexibility, suffer disproportionately under such pressures, increasing their vulnerability to defaults or lease renegotiations.
Consequently, many sophisticated real estate investors and lenders typically establish a minimum credit rating threshold, often set at BBB-/Baa3,
for tenants to qualify as acceptable and reduce exposure to undue risk.



Sector-Specific Tenant Credit Rating Considerations

Tenant creditworthiness is a cornerstone of commercial real estate investment. Beyond general ratings, understanding sector-specific nuances is
critical for accurate risk assessment and valuation. Below, we detail considerations across key CRE sectors.
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Retail Sector

Retail tenants are highly sensitive to consumer spending trends, e-
commerce competition, and local demographics. Credit ratings for
retail chains often reflect their market position, digital strategy, and
balance sheet strength. Investors should scrutinize sales per square
foot, occupancy costs, and co-tenancy clauses. Weaker ratings
may necessitate shorter lease terms or percentage rent clauses.

Industrial & Logistics

Credit evaluations for industrial tenants focus on supply chain
criticality, operational efficiency, and demand for their products or
services. These tenants, including manufacturers and logistics
providers, often have long-term commitments driven by significant
capital investment in their facilities. Investors assess their market
share, contract backlogs, and logistical network relevance. Strong
ratings here imply consistent rent payments due to integral
operations.

investment decisions.
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Office Sector

Office tenant credit is often tied to the company's overall financial
health, industry stability, and long-term growth prospects. Key
factors include revenue stability, debt levels, and the necessity of
their physical presence. For CRE investors, considerations include
the tenant's industry resilience, lease length, and ability to attract
and retain talent in the chosen location. High-rated tenants offer
stability, especially in competitive markets.

Healthcare Sector

Healthcare tenants, ranging from hospitals to specialized clinics,
are influenced by regulatory changes, reimbursement policies, and
demographic shifts. Their credit standing reflects financial
performance, operational efficiency, and strategic market
positioning. CRE investors value the sector's defensive nature and
long lease terms, but must evaluate the tenant's adaptability to
industry changes and dependence on government funding. Strong
credit signifies stability amidst evolving healthcare landscapes.

For CRE investors, this granular understanding translates into better risk management, more precise underwriting, and ultimately, more informed



What about "Non-Credit" Tenants?

Well, the categories we just discussed describe only a small portion of
the market. In reality, over 80% of commercial leases are NOT signed
with highly rated corporate entities. Most deals involve newer
businesses with limited operating history or those requiring some level
of personal guarantee.

This is precisely where Otso excels. We are the industry leaders in
automating and operationalizing private and hybrid credit commercial
lease due diligence. We handle this at scale for prominent groups like
Perform Properties, Nuveen, and Phillips Edison, catering to both
emerging ventures and established brands. Rest assured, we've got

your deal covered.



https://otso.io/

