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Importance of Recoveries

« The value of debt security depends largely on two factors:
— Probability of default (PD)
— Probability distribution of recovery given default (LGD)

 Less effort has been expended on arigorous understanding of
recoveries

 Relationship to default and current market conditions with a
high degree of defaults
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Overview of Recovery Analysis (LGD) Products and Services

Product Description Benefits Users
LossStat Provide Loss Given Default * Supplement internal loss data « Commercial banks
benchmarks, data and analysis in e Benchmark internal loss models * Investment banks
Database support of: building recovery criteria | « sypplement lending decisions/pricing * High Yield managers/investors
for bank loan ratings, corporate « Develop internal facility risk ratings » Hedge Funds
research, structured research,
soliciting custom service
assignments,
L ossStat A model that applies an advanced « Capital optimization under Basel Il accord « Commercial banks
mathematical framework and data to | « Credit portfolio management * Investment banks
Model forecast a distribution of loss given Svndication and securitization * High Yield managers/investors
default (LGD) values. y » Hedge Funds
 Loan origination and surveillance
* Pricing, provisioning, and capital allocation
LGD Data Pooled LGD data when individual - Data is collected, cleansed and analyzed in a | * Commercial Banks
C . banks cannot provide historical data | standard and consistent format
onsortia

to support assumptions

« Participants’ individual results are analyzed
and presented

« Definitions and rules are agreed upon by all
participants

» Confidentiality of participants and their data
are strictly maintained
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Loss Stats Model - Description

Flexible application - that allows the user to input other variables or
change any of the input, for example; industry default factors, debt
positions and collateral quality. In addition:

— Choose the number of months after default

— Conduct stress tests. For example, users can define “stressed values” for
variables from their own historical.

— The default rates and industry factors are updated monthly.

— Can generate individual or multiple scores

The Loss Stats Model contains two analytical modules:

— Module | —is based upon an ultimate recovery value dataset and estimates the
probability distribution for ultimate loss given default as defined in terms of
ultimate recovery

— Module Il —is based upon a 30-day distressed debt trading price training
dataset and estimates the probability distribution for “30-day” loss given default
as defined in terms of 30 day trading prices.
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Methodology

e Loss Stats Model uses an industry proven Maximum Expected Utility
(MEU) methodology to produce probabilistic models. This approach
seeks to find the probability distribution that maximizes the expected
utility for an investor making investment decisions.

« The model calculates the probability distribution of loss rates based in
a number of explanatory variables:

— Collateral Quality

— Debt Position (Seniority)
— Aggregate Default Rate
— Industry Default Factor

e The loss calculations are based on test dataset from Standard &
Poor’s LossStats database.
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Comparison of Model vs. Actual Results

Debt Type Actual Model Results
Recovery 2008
Bank Debt 73% 24% 76%
Mean LGD Mean Recovery
Sr Secured Bonds 70% 38% 62%
Sr Subordinated Bonds 37% 62% 38%
Sr Unsecured Bonds 56% 62% 38%
Subordinated Bonds 58% 71% 29%
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Reference Dataset

 The reference dataset which the model is trained on is Risk
Solutions proprietary Loss Stat database. Most comprehensive
ultimate and price recovery database available —

 Includes more than 3,700 defaulted US-issued bank loans and
bonds broken down as follows:

Instrument Percentage Total Defaulted
Debt Type Count of Debt Amount
Bank Debt 1,422 30.36 181,448,417,928.51
Senior Secured Bonds 344 7.91 47,260,599,512.49
Senior Unsecured Bonds 1,020 43.2 258,204,842,936.53
Senior Subordinated Bonds 507 11.5 68,724,728,887.72
Subordinated Bonds 411 6.03 36,025,641,085.00
Junior Subordinated Bonds 54 1 5,976,556,828.38
Grand Total 3,758 597,640,787,178.63

e 800 obligors/issuers spanning across all industry classes
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LossStats Models Features and Functionalities

The user has the ability to change the input to the model, for example;

* Industry default factors

 Aggregate default rates

o Collateral quality [Er - SEEEE—
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Debt positions

Individual Loan Analysis Based Upon Distressed Debt Prices
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The model can generate
individual or
multiple scores

=>Paortfolio Debt Above Class (in %)

|

>>Indivicual Debt Below Class (in%)

Administration Collateral Type

=>Portfolio Status Regional Default Rate fin %)

<Please zelect an industry.... » v

Industry Factor :I
Histarically Obsened Default Rates

Get Model Results

Probability Of Default {PD) {in %)
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LossStatsModel and practical application

e Standalone measure of LGD risk

— Capital optimization under Basel Il accord
— Credit portfolio management

— Syndication and securitization

— Loan origination and surveillance

— Pricing, provisioning, and capital allocation
 |nput into broader LGD rating system
 Benchmarking of existing LGD model or rating system output

e Source of much needed LGD data

— Importance of robust dataset in LGD modeling
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The LossStats Model accommodates many needs

Estimating LGD’s based on Distressed Debt Prices may be more relevant
for users that are looking to trade their instruments/positions.

STANDARD LossStats Model

LPOOR'S Home About LSM

5 DR, Import Results For Distressed Debt Prices
-“"-‘"— Click on View Charts for details in chart form.

;ﬁ Debt | Debt | Regional
Select LGD calculation Collateral | Above Below Default  |Industry | PD | Mean |Std. Dev| Mean (Std. Dev
- I]elfi;ult Type Class Class Pate Factor |{in %} LGD |of LGD | Loss |of Loss
Distressed DebiFricss— ¥ % | % | @mw |

12.00 i” i 20.00 20.00 0.62 000019 | 030 024 0,00 0.0z
Analysis EELL
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- o To download and print model results please use the following links:
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Example of LGD based on Ultimate Recovery Value Calculation

Ultimate recoveries are more relevant when the firm's practice is to
measure recoveries typically used by Risk Management departments
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APOOR'S Home About LSH

Import Results For Ultimate Recovery Yalues (Pre-petition Rate Discounting)
Click on View Charts for detafls in chart form.

User: ANTENSMILLER

Debt Tvpe im;;:ﬂl]efault Inddustry Pl | Mean |5td. Dev of | Mean | Std. Dev of
Select LGD calculation {in %) Factor ({in%) LGD LGD Loss Loss
imsic Recovery Yalues Senior Unsacured | 0.62 ‘ 0.00 | 018 ‘ 0.24 ‘ 0.29 | 0.00 ‘ 0.02 |

Bank Deht

Analysis
To download and print model results please use the following links:
LGD Summary LGD Detall Loss Summary and LossDetail
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12.

Estimated Probability Distribution

Loss Stats Model can be used to estimate conditional probabilities for
loss given default and if PD is provided in the input, also estimate the loss

distribution.
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User: AMTENSMILLER

Select LGD calculation

Distrezzed Debt Prices W

Analysis

= >Portfolio
= Individual

Administration

> >Portfolio Status

LossStats Model

Home

Distressed Debt Prices

About LSH

Contact Us Help Risk Solutions Log Out

Thu Mar 27 10:02:05 EDT 2008

Mean LGD:
0.30

Std Dew:
0.25

Confidence Max LGD

50% 0.2700
5% 0.4600
90% 0.6700
95% 0.5100
99% 0.9700

Estimated Probability Distribution For Loss Given Default
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Tirne Since Default {in morths F12.00,Collateral Type=Al1 Assets, Delbt Above Class (in %F20.00, Delt Below Class (in %F20.00,
Regional Default Rate (in %)F0.62, Industry Factar=0.00
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Example: Trading Price LGD

STANDARD LossStats Model
APOOR’S Home About LSM  Junez005 Upgrade  Contact Us Help Risk Solutions Log Out

User: JZENNARIO

Distressed Debt Prices Wed Jun 29 09:18:08 EDT 2005
Select LGD calculation Estimated Probability Distribution
For Loss Given Default
1.988
Loan Ana "5i5 1785 -
>>Portfolio 1572 —
. Mean LGD:
>>Individual 0.37 E‘ 1359
[
Administration Std Dev: B 1 145
0.25 2
>>Portfolio Status 20933
Confidence MaxLGD | =
E 0.720
50% 0.3600
T5% 0.5500 0.507 -
90% 0.7400
95% 0.8500 0.294 —
99% 0.9800
50% oa%
0.082 | | T | T T
-0.200 -0.028 0.143 0.314 0.4a6 0.657 0829 1.000
LGD (Based On Distressed Debt Prices)
Time Since Default (in morthsF3.00, Collateral Type=sAl| Assets, Delt Ahove Class {in % F20.00, Delbt Below Class {in %F40.00,
Regional Default Rate {in %F0.92, Incustry Factor=0.91
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LossStats Model: Delivery and Support

Technical delivery is an ASP model: S&P hosted web-based
application

Username and password provided by client support staff

Customer support center 24 x 7 for technical help

Non-technical help provided by Risk Solutions product staff

www.lossstatsmodel.com
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Contacts
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Contact & Replay Information

For additional information, please contact:

E-mail: RiskSolutions@standardandpoors.com
Tel; 212-438-1456

For areplay of this webinar, visit our website at:

www.risksolutions.standardandpoors.com
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Analytic services and products provided by Standard & Poor’s are the result of separate activities designed to preserve the independence and objectivity
of each analytic process. Standard & Poor’'s has established policies and procedures to maintain the confidentiality of non-public information received
during each analytic process.



