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In the management of a business it is crucial to have knowledge that allow to
judge the soundness of the company, which is closely related to the concept of
solvency, ie the ability to settle its debts through the use of resources
arrangement.

Is the ability of a company to
meet its long-term financial obligations.
Solvency is essential to staying in
business, but a company also
needs liquidity to thrive.

IS a company's ability to meet

its short-term obligations. A company that A key metric used to measure an enterprise’s
IS insolvent must enter bankruptcy; a ability to meet its debt and other obligations.
company that lacks liquidity can also be The solvency ratio indicates whether a

forced to enter bankruptcy even if it is company’s cash flow is sufficient to meet its
solvent. short-term and long-term liabilities. The lower a

RATIOS - KEY METRICS -

company's solvency ratio, the greater the
probability that it will default on its debt
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Corporate Bond Issues

Companies usually issue bonds as a method of financing the business.

Top bond sales globally on record

Corporate bonds are a major source of capital for many

businesses along with equity and bank loans/lines of
credit.

Corporate bonds are considered higher risk

than government bonds. As a result, interest rates are
almost always higher, even for top-flight credit

guality companies.

The higher a company's perceived credit quality, the
easier it becomes to issue debt at low rates and issue
higher amounts of debt.

Corporate bonds are issued in blocks of $1,000 in par
value, and almost all have a standard coupon payment
structure. Corporate bonds may also have call

provisions to allow for early prepayment if prevailing rates
change.
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Bond Boom

Giant corporate-debt sales have proliferated since the
financial crisis.

$116.5

billion

U.S. investment-grade
corporate-bond issuance in
February

$9o Estimated investor orders
billion for Actavis sale Tuesday

Monday
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Source: http://davidstockmanscontracorner.com/thanks-for-
the-corporate-bond-bubble-fed/
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Fixed Income New Issues Monitor
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A debt structure provides a historical window into a company's liabilities, indicating to
investors the maturity dates of corporate debts. The idea is to tell investors how soon the
business must settle debts and whether it has the money to do so. The term "debt
structure" draws on the concept of debt, which is a sum of cash a borrower must repay
through periodic installments or in a lump-sum payment.
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ISSUER DESCRIPTION

Description
Immediate Parent

Ultimate Parent

DEBT STRUCTURE

Name Number of Issues Amtlssued  Amf Outstanding
17 17353968402 17353968 402

Bonds - To Be Issued

7

]

Bonds (As Borrower) ]
Bonds (As Borrower) - To Be Issuad ]
5

13,620,000,000

2 0973968402  17,353,968,402

Note: Click on a Name to see the relevant Chart
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Ratings

A credit rating is an evaluation of the credit worthiness of a debtor (company
or government) predicting the debtor's ability to pay back the debt; it thus
forecasts implicitly the likelihood of the debtor's default. The credit rating
represents the evaluation of the credit rating agency of qualitative and
guantitative information for the debtor; including non-public information
obtained by the credit rating agencies' analysts.

A poor credit rating indicates a credit rating
agency's opinion that the government has a high
risk of defaulting, based on the agency's

analysis of the entity's history and analysis of
long term economic prospects.

Ratings are typically separated into two main
classifications:

“Investment Grade”,: from AAA at the top, down
to Baa3/BBB-/BBB- at the bottom;
“Non-Investment Grade” (speculative grade,
junk, high yield, etc.) from Bal/BB+/BB+ through
to D (where default has occurred).
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Corporate Ratings

CORPORATE CREDIT RATINGS: the credit rating of a corporation is a financial
indicator to potential investors of debt securities such as bonds. Credit rating is usually
used to valuate a financial instrument such as a bond, rather than the whole corporation
and have letter designations such as A, B, C.

CREDIT RATING METHODOLOGY: SN 3 POt e Eeec R Ty | ECHC)

~H

Business analysis: covers an analysis of
industry risk, market position in the
country, operating efficiency of the
company and legal position.

Financial Analysis: analysis of accounting
quality, earnings protection, cash flow
adequacy and financial flexibility.

Management Evaluation: study of track
record of the management’s capacity to
overcome adverse situations, goals,
philosophy and strategies.

Fundamental analysis. analysis of liquidity
management, asset quality, profitability and s, the answer company™
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Yield, Credit Curve and Issuer Curves

Yield curve: is a curve showing several yields or interest rates across different
tenors for a similar debt contract. The curve shows the relation between
the interest rate and the time to maturity.

YIELD CURVE

¢ v

ISSUER CURVE SECTOR CREDIT CURVE

Specific Account Specific Rating
Specific Sector

)
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Credit Default Swap

A credit default swap (CDS) is a particular type of swap designed to transfer
the credit exposure of fixed income products between two or more parties.

Periodic Credit Fee

Protection Seller B Protection Buyer
(Buyer of Risk) PP SARIERRIEAHEE  (Seller of Risk)

In a credit default swap, the buyer of the swap makes payments to the

swap'’s seller up until the maturity date of a contract. In return, the seller agrees
that, in the event that the debt issuer defaults or experiences another credit
event, the seller will pay the buyer the security’s premium as well

all interest payments that would have been paid between that time and

the security’s maturity date.
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25,100,500, 1000bp STEC — Standard European Contract
100, 500bps SNAC — Standard North American Contract

«20 March, June, September, December

*20% Suborninated debt
*40% Senior debt

% net . cnng
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Credit Default Swap — Main Characteristics

Standard Credit Events

* Bankruptcy (Referency entity is insolvent or inable to pay)

*Failure to Pay (Reference entity fails to make payments when due after expiration
of any appropriate grace period)

* Restructuring (A change in the terms of debt that is unfavourable to the creditor)

Modified Restructuring (MR): Caps the maturity of derivable obligations at the
earlier of 2.5y from restructuring date or the longest maturity of restructured
bond or loan)

Modified Modified Rest. (MMR): Caps the maturity of deliverable obligations at
the later of the CDS maturity and 5Y after the restructuring date.

No Restructuring (XR): Debt restructuring is not considered a credit event

Old Restructuring (R) No additional restrictions on deliverable obligations.

» Obligation acceleration (An obligation becames due before it would otherwise
have been because of a default.

* Repudiation/ Moratorium (Reference entity announces repudiation or

H H . H . the answer company™
moratorium on obligations and sub.s.eq_uent.lly faqls to pay. 45, THOMSON REUTERS®
https://en.wikipedia.org/wiki/Credit_risk R



Credit Default Swap — Main Characteristics

Settlements:

Cash Settlement via Auction

« Determines the Inside Market Midpoint
« Determines the Open Interest

« Matches Limit Orders to create live trades to
buy and

« Determines Final Price

Physical Settlement
« Used to calculate the effective recovery rate

creditexr markit

Credit Event Fixings

18

2016 Auctions
2015 Auctions

Home = ' ,. CREDITFIXINGS

 Ukeaivee |
Ukraine Auction Results, 06 October 2015
Final Results of the Ukraine CDS Auction, 068 October 2015

Final Price: 80.625

On 06 October 2015, 11 dealers submitted initial markets, physical setllement requests and limii
Creditex and Markit to settle trades across the market referencing The Republic of Ukraine.

Relevant Currency,

uso

USD/EUR 1.12735
USD/USD 1.00000

The inputs and results are detailed below.

Dealer Initial Markets

Dealer

Barclays Bank PLC ?? Barclays Bank PLC

BNP Paribas 775 795  BMPParibas

Citigroup Global Markets LTD 790 810  Citigroup Global Markets LTD
Credit Suisse International 785 80.5  Credit Suisse International
Deutsche Bank AG 790 810 Deutsche Bank AG

Goldman Sachs International 80.25 8225 Goldman Sachs International
JPMorgan Chase Bank N.A. 7925 8125 JPWorgan Chase Bank N.A.
Merrill Lynch 785 805 | Merrill Lynch

Morgan Stanley & Co. International PLC | 78.875 80.875 Morgan Stanley & Co. International PLC
Womura International PLC 7825 80.25 MNomura International PLC
Société Générale 7825 80.25 Société Générale

Initial Market Midpoint: 79.625
Adjustment Amounts

Goldman Sachs International US0D 12,500

Physical Settlement Requests

pesier " iaorierisize
BNP Paribas Offer 13.0

the answer company™
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5Y CDS vs iTraxx Senior Financial Europe 5Y CDS vs BBB & A5Y Banking CDS
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BANCA MONTE DEI PASCHI DI SIENA SPA

All Quotes = Charts

Oveniew
OVERVIEW
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% chg
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ISSUER RATINGS (FOREIGN CURRENCY)
Rating Source Rating

BBB

Rating Date

Fitch's Long-term Issuer 06-Feb-2012

Default Rating

S5&F's Long-term Issuer NR  14-Jun-2013

Rating
More detail
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iTraxx Europe
iTraxx Europe Senior Financials

iTraxx Europe Subordinate Financials
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Credit Risk Models

Credit risk is the risk of loss of principal or loss of a financial reward
stemming from a borrower's failure to repay a loan or otherwise meet a
contractual obligation. Credit risk arises whenever a borrower is
expecting to use future cash flows to pay a current debt. Investors are
compensated for assuming credit risk by way of interest payments from
the borrower or issuer of a debt obligation.

Credit risk is closely tied to the potential return of an investment, the
most notable being that the yields on bonds correlate strongly to their
perceived credit risk.

RISK MODEL: Atype of model used by financial institutions to determine the
likelihood of a default on credit obligations by a corporation or sovereign entity.
These statistical models often use regression analysis (analyzing changes to
certain market variables that are pertinent to a company's financial situation) to
identify credit risk.

the answer company™

% THOMSON REUTERS"
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Credit Risk: regulations

Basil I

CREDIT RATINGS AND THE STANDARDISED APPROACH TO CREDIT RISK IN BASEL Il
«Standard (Standardized Approach)

*Foundation IRB

*Advanced IRB

IRB stands for "Internal Rating-Based Approach”.

Basil Il

Is a global, voluntary regulatory framework on bank capital adequacy, stress testing, and market
liquidity risk

-Capital requirements

*Leverage ratio

-Liquidity requirements

ITALIAN REGULATION:

Bank of Italy, Consob, IVASS, ISVAP

Eg. Circolare n. 263 del 27 dicembre 2006 Nuove disposizioni di vigilanza prudenziale per le banche
«  http://www.bancaditalia.it/compiti/vigilanza/normativa/archivio-norme/circolari/c26 3/index.html

..., theanswer company™
i "% THOMSON REUTERS'
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http://www.bancaditalia.it/compiti/vigilanza/normativa/archivio-norme/circolari/c263/index.html
http://www.bancaditalia.it/compiti/vigilanza/normativa/archivio-norme/circolari/c263/index.html
http://www.bancaditalia.it/compiti/vigilanza/normativa/archivio-norme/circolari/c263/index.html
https://en.wikipedia.org/wiki/Basel_III
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StarMine Credit Risk Model

StarMine developed a proprietary corporate credit risk model suite including models
assessing a company’s default risk through both the accounting ratio analysis and the
contingent claims analysis. In addition, StarMine’s credit risk model suite includes a
novel third approach that applies cutting-edge machine learning algorithms to mining
textual data for information regarding a company’s financial health. Each of these three
powerful models provides unique insights into a company’s credit default risk:

StarMine Structural Credit Risk Model (StarMine SCR) evaluates credit risk from the
equity market’s view via StarMine’s proprietary extension of the Merton structural
default prediction framework that models a company’s equity as a call option on its
assets.

StarMine SmartRatios Credit Risk Model (StarMine SRCR) utilizes financial ratio
analysis for credit risk assessment and incorporates both reported information and
forward-looking estimates via the StarMine SmartEstimate.

StarMine Text Mining Credit Risk Model (StarMine TMCR) mines the language in textual
data from multiple sources (Reuters News, StreetEvents conference call transcripts,
corporate filings, and select broker research reports) to evaluate companies’ potential
financial distress.

petile

the answer company™

THOMSON REUTERS®
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StarMine Credit Risk Model

B L R T N T g e T T P T S Py TS

» Structural - SmartRatios - Text Mining

Model Model Model
— Leverage — Profitability — StreetEvents
— Volatility — Leverage — Filings
— Asset Drift — Coverage — Reuters News
— Liquidity — Broker research
\ — Growth }

f

Combined Model

..... the answer company™
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STARMINE Credit Risk Model: ingredients

Accounting

Traditional data Data )'

: g Analuser
inputs to model Kf,ﬂiﬂ‘gia,s) . Estimates
default probability = \

Market
Prices

\\\YWenon)

StarMine added

5

7 —— Default Probability

..... A

25 % THOMSON REUTERS"
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StarMine Credit Risk Model: Structural

Structural Default Probabilities Framework

---------------------------------------------------------------------------------------------------------------------------------------------------------

_ Effect on default probability

Higher leverage increases default %

Leverage (assets/liab)

Volatility of assets
Drift rate of assets

- Based on the Black-

Sholes|option pricing
framework

- Models a company’s

equity as a call option on
its assets.

- Probability of default

(DP) equates to the
probability that the

option expires worthless.

- 1-year forecast horizon

Higher asset volatility increases default %
Higher growth rate decreases default %

Market Value of Assets

A possible asset
value path
(random walk with drift)

Distribution of
asset value
at horizon

Default Point

Probability
of default

Time

StarMine SCR is our
proprietary extension of the
“structural” default prediction
framework introduced by
Robert Merton (1974). The
Merton distance-to-default
model builds on the Black-
Scholes option pricing
framework and models a
company"“s equity as a call
option on its assets. In this
framework, the probability of
default (PD) equates to the
probability that the option
expires worthless. The
Merton model can be used
to infer the probability that a
corporation will go bankrupt,
or default on its debts, within
a given time horizon.
StarMine SCR uses a 1-year
forecast horizon.

the answer company™
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StarMine Credit Risk Model: SmartRatios

SmartRatios Default Probabilities Framework

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

rowth/Stab

Debt & Interest

Profitability Leverage Coverage Liquidity ility
(e.g., ROE, ROA, 2 (eg. A .
\ (e.g., Debt/Equity) ’ (e.g., quick ratio) (e.g,, ROE
profit margin) %BH;I?:IN |"tf§'9bf;t= expansion, EPS
ashFlow/Debt) growth)

StarMine groups financial ratios into five components and account for country and
industry effects.

the answer company™

: THOMSON REUTERS®
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StarMine Text Mining Credit Risk (TMCR)

Each document is sourced independently and
then combined to create an overall probability
of default

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Street Company Reuters Broker
Events Filings News Research

U

U U

Transcripts Filings News Broker Research

Component Component Component Component
1-100 Rank 1-100 Rank 1-100 Rank 1-100 Rank

! J

Probability of Default

Implied Rating
Overall Text Mining Rank

the answer company™
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StarMine Credit Risk Model: Combined

StarMine Combined Credit Risk Model (CCR)

LRl Ll])

* Incorporates information from the Structural, SmartRatios, and Text
Mining Credit Risk Models

« StarMine CCR makes use of information from whichever of the three
models is available for a given company, but requires only one to
produce its final default probability estimate and score.

« StarMine CCR uses a logistic regression
framework in which the weights partitioned

to the Text Mining model and the other “SeR e

two models are conditioned on the volume R

of text on a given company. The weight on

the Text Mining model increases with P Vorumestren
increasing text volume. In this way CCR S

puts the most weight on the models that of Default

are most effective for a given company. A Renking(1-100)

StarMine
CCR Score

#"% THOMSON REUTERS’
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StarMine Credit Risk Model: Lehman Case

| eading up to the Lehman bankruptcy,
StarMine SCR was considerably more timely
than agency ratings.

A [0
Bankruptcy -=
- 80
A / L
- 70
BBB 60
= - so &
E BB 5
B 30
- 20
—StarMine SCR implied rating
CCcc
VNV —fgency rating
—Stock Price - 10
T T T T T T T T T T T T T T T T T T T T 1 0
> B 2 2 TS s =3 s3338EE S5 88
ST TSI SES_RRS__2_8E.E
o 80 = o~ o0 W o 86 = o 80 = o o0 o o o8 = o o0 o= o

..... the answer company™
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http://lipperalpha.financial.thomsonreuters.com/2015/10/commodity-price-slide-putting-pressure-on-

dlencores-credil-outiookd "The StarMine Combined Credit
Risk model (CCR) gives Glencore a
bottom percentile rank of 1, relative
to all other companies in the
Developed Europe region. It also
assigns a letter grade equivalent for
our credit risk score of CCC+, much
lower than the S&P credit rating of
BBB, the second lowest investment
grade rating.

HISTORY

On Feb 4 2016 S&P cuts Glencore
rating to BBB- (no changes had
happened since Nov 2012)

Have a look also on the change Iin
Glencore Debt Issuer Curve
following the event (Orange line

refers to Feb 3 yg latest.curvey
"% THOMSON REUTERS®



http://lipperalpha.financial.thomsonreuters.com/2015/10/commodity-price-slide-putting-pressure-on-glencores-credit-outlook/
http://lipperalpha.financial.thomsonreuters.com/2015/10/commodity-price-slide-putting-pressure-on-glencores-credit-outlook/
http://lipperalpha.financial.thomsonreuters.com/2015/10/commodity-price-slide-putting-pressure-on-glencores-credit-outlook/
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SMART RATIOS CREDIT RISK

MODEL SUMMARY
Components
7 Profitability
) Leverage
in
Developed Coverage
Europe "
(100=best) Ey
Growth & Stability

COMPONENT DETAILS

PROFITABILITY

Return On Tangible Capital

Net Profit Margin

Unrealized Losses / Tangible Capital
Unrealized Losses / Revenue
ALIFO Reserve (%)

LEVERAGE

Equity / Assets

Net Debt/ Equity

Underfunded Pension Liability / Equity
Intangibles / Assets

SRCR - SMART RATIOS MODEL

CREDIT RATINGS

Model implied B S&P Moody's
Rating

BB- BBB Baa2

Probability
of Default

121%

COVERAGE

HISTORY

EBIT / Interest Expense
EBITDA / Interest Expense
Free Cash Flow / Debt

LIGUIDITY

Cash / Total Debt

Short-Term Debt/ Total Debt

Quick Ratio
A Quick Ratio

Fuel Inventory / Fuel Expense

GROWTH & STABILITY
Stabilized ROE Growth

EPS Standard Deviation
Revenue Standard Deviation

THOMSON REUTERS®




SCR - Structural Model

STRUCTURAL CREDIT RISK

MODEL SUMMARY CREDIT RATINGS HISTORY

Components Model implied S&P Moody's == Model Implied Rating == S&P Moody's e Price Zyr
28 Rating -

Structural Leverage BBB Baa2
in Asset Volatility BBB-

Developed  Asset Drift Probability
Europe of Default
(100=best) 0.09%
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-
)
1
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13
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SENSITIVITY ANALYSIS MARKET VALUE OF ASSETS AND LIABILITIES
Asset Chg. (%) Asset Level (€ MM) Asset - Debt (€ MM) Aszets
348% 65,6675 51,3621
174% 57,1927 428873
0.0% 487179 344125
174 % 40,2432 259378
-34.8 % 31,7684 17 463.0

Liabilities

Components Value

Structural Leverage 04
Asset Volatility 174 %
Asset Drift 47 %
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TMCR: TEXT MINING
TEXT MINING CREDIT RISK

MODEL SUMMARY CREDIT RATINGS HISTORY

Components Model implied @ S&P  Moody's =Model Implied Rating =S&F — Moody's w4 Price
30 i . Rating -
Transcripts

BBB Baa2
N HEnS BBB _IS‘MqvJ.\L‘,_,/"\-v-\\.g,r*._ll “_-!-.r\""'b._ iy o
Developed  Filings Probability Y LA, A,

Europe BPsrann g of Default

(100=best) 013 %
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)
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-
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COMPONENT DETAILS

Score Document Type T e Document Category Score
All Score 25 61 48 49 Document Title Filing Date Document Type

3 G (311 Documents) ’

f Transcripts
35 (3 Documents)

Income Structural Legal External
4 10 10 8 EMEL SPA : SOCGEN CUTS TARGET PRICE TO 4.15 EUROS FROM  _.. 25-Feb-16 News
T
10
10
10
10 10
10 10
10 10
3 10
4 10

an a an an

Some documents are unavailable due fo your entittements.

=1
[=]

BRIEF-Shares in Prelios rise more than 4 pct after rights issue 25-Feb-16 MNews
Czech energy group EPH's main shareholders to raise stakes 25-Feb-16 MNews
EMEL SPA : GOLDMAN SACHS UPGRADES TO NEUTRAL; CUTS PRI ... 18-Feb-16 News
EMEL SPA : INDEPENDENT RESEARCH CUTS TARGETFRICETO .. 10-Feb-16 News
Enel hits 2015 guidance on core earnings 09-Feb-16 News
UPDATE 1-Enel hits 2015 core eamnings guidance 08-Feb-16 MNews
EMEL SPA : KEPLER CHEUVYREUX RAISES TO BUY FROM HOLD; TA. ... 08-Feb-16 News
Enel CEO says received non-binding bids for upstream gas assets 26-Jan-16 MNews
EMEL SPA :HSBC CUTS PRICE TARGET TO 4.8 EUROS FROM 5 EUR... 25-Jan-16 News

FRICT CAWS FIETH IR L ASTS TEM AL R CL IR IR AR DD A s WA L AD [P

f Reuters News
44 (167 Documents)
Filings
(0 Documents)

Research
(141 Documents)
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CCR: COMBINED MODEL

COMBINED CREDIT RISK

MODEL SUMMARY CREDIT RATINGS HISTORY

Components Model Implied S&P Moody's Model Implied Rating == S&P Moody's ofd Price
29 Rating 5-

Structural Model BBB Baa2?
Text Mining Model BB+

in
Developed SmartRatios Model Probability
Europe of Default

(100=best) 022 %

Al &
aaahalibed e
¥

(™)

o
-
=

COMPOMNENT DETAILS

STRUCTURAL MODEL TEXT MINING MODEL
Structural Leverage Transcripts
AssetVolatility Reuters News

Asset Drift Filings

Research
SMARTRATIOS MODEL

Profitability
Leverage
Coverage
Liquidity

Growth & Stability

PEER COMPARISON PEER CREDIT RATINGS

Agency Component Scores

Model Probability Implied ggprMoody's Structural  SmartRatios Text
Score ofDefault Rating Model Model Mining

Mndal

Company Name
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