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Credit implications of current events

Corporates

Crestwood-Inergy Merger Expands Midstream Companies' Scale, Offerings and Reach

On Monday, the energy midstream companies Crestwood Holdings (B2 review for upgrade) and Inergy LP

(unsated) announced a metger that includes the two companies” partnerships, Crestwood Midstream
P (CMLP, B3 review for upgrade) and lnergy Midwream LP (NRGM, Ba3 positive).

The move is credit positive for Crestwood, NRGM and CMLP since the combined company will be larger
and more diversified, and have greater access to capital, with stronger credic metries than for Crestwood on
a standalone basis, NRGM and CMLP will also benefit from increased scale and, potentially, integrared
operations. As a result of the announcement, we placed the Crestwood entities” ratings on review for

upgrade and changed Inergy Midscrear’s fating outlook to positive from stable.

As shale production continues to transform the Norch American energy landscape, size and scale have
grown in importance for midstream companies, particularly the smaller entities that connect producers and
customers of oil and narural gas. Smaller midsrrcam companies are increasingly derermined vo grow their
footprints and optimize the cost of capital in order ro.compete with the sector’s largest companies, such as
Kinder Morgan Inc. (BaZ stable) and Enrerprise Producis Operating, LLC (Baal swble).

This push to grow bigger led to Crestwood’s deal to join forces with Inergy, even though the two companies
serve opposite sides of the midstrearn segment — Crestwood the supply end, and Inergy the demand end
- with virtually no geographic overlap. As a bigger entity, the combined Crestwood-Inergy can begin to
malke bigger acquisitions to set up for better organic growth and ro compete against bigger midstream
entities.

Crestwood concentrates on natural gas gathering and processing services, serving exploration and
production companies mainly in Texas and the US Mid-Continent, plus parts of West Virginia. Inergy has
focused more on services such as natural gas storage and supplying hydrocarbons to refiners, chemical
companies and other end-users, primarily in the Marcellus shale of Pennsylvania and the Bakken play in
North Diakota.

The increased and integrated operations of the combined company will encompass a diverse set of
operations, consisting of gathering and processing and compression assets, natural gas storage and
transportation, and crude and supply logistics for natural gas liquids.

Under the terms of the allstock, no-additional-debt merger agreement, Crestwood will acquire NRGYs
general parener and limited parener interests, in exchange for CMLP’s general partoer and incenvive
distribution rights, The new entity will merge CMLP with an WRGM subsidiary, and NRGM will assume
CMLP’s debr.

We expect to see Crestwood benefic from the proposed merger, creating a lasger and diversified combined
company, which it will control. The new entity should bring in EBITDA of more than $450 million this
year, with leverage thar will gradually decline over dme.

The success of the merger from a credit perspective depends on the corabined company’s business and
growth prospects, and its ability to execute on those prospects, to maintain strong earnings visibilivy
through fixed-fee and firm contracts, and to de-lever, Crestwood plans w use cash diseributions from
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Creditimplications of current events

NRGY and NRGM for the unies it would hold to service its debt, which will be structurally subordinated
to the debe at CMLP, NRGM and NRGY. NRGM plans to increase the size of its secured revolver after the
merger closes, when the combined company pays off CMLP’s current secured revolver,
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Credit implications of current events

Nord Anglia Education Acguires WCL Group, a3 Credit Positive

Last Friday, Nord Anglia Eduearion Ing, (B3 stable) announced thar it had signed an agreement to acquire
all of WCL Group Lid.’s {unrated) shaces for $222 million, The acquisition is credic positive because it adds
geographic diversification and expands Nerd Anglia’s business profile withour marerially affecting brs credic

merrics.

Word Anglia Education will fund the acquisition and related expenses through a combination of $114
million of debt and a $133 million sharcholder contribution from Barings Private Equity Asia ln the form
of preferred equity. The purchase will not materially affect Nord Anglia Education’s credic merrics. For
instance, we expect the company’s adjusted debt/EBITDA ratio as of August pro forma for the transaction
to be about 7.2x, the same level we expected before this transaction. Pending regulatory approval, Nord
Anglia Education expects the deal vo close by July.

The transaction will diversify Nord Anglia Education’s geographic footprint from the concentration it has
now in China, which drove around 64% of adjusted EBITDA {as calculated by the company) in the fiscal
year ended in August 2012, WCL operates 11 international schools, including six in the US and onein
Spain, where Nord Anglia Education has no presence, Although the US education market is highly

competitive, lower public spending on education supports long-term private school demand, WCL also
operates four schools in Qatar, while Nord Anglia Education has a school in Abu Dhabi and recenily
announced a greenfield project in Dubai. The Middle Bast's large expartiate community supports growth
prospects there,

However, the company’s four schools in China will continue to conuribute more than 50% of EBITDA
after it acquires WCL, leaving Nord Anglia Education exposed to expairiare flows in China given that
nearly all the students ar those four schools are expartriates.

Mord Anglis Educarion (UK) Heldings ple, a wholly owned subsidiary of Nord Anglia Educadon Inc.,
which issued the existing $325 million of 10.25% senior secured notes due 2017, has secured a %125
million bridge loan. It will use the proceeds of the new loan to fund the acquisition ($114 million) and
repay an existing credic faciliey ($11 million). The bridge loan lenders, including Goldman Sachs Bank
USA, Credir Suisse Securities (USA) LLC and HEBC Securities (USA) Inc., will benefir from the same
security package and guarantees offered to holders of the existing noves due 2017,
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Creditimplications of current events

Infrastructure
PO&E'S 52:25 Billion Penalty Recormmendation s, lronically, Credit-Positive

Last Monday, after more than two years of investigation of the 2010 San Brune, California, pipeline
explosion, the California Public Udlides Commission’s (CPUC) Consumer Safery and Enforcement
Division (SED) recommended thar Pacific Gas & Flecuric Company (PG&E, A3 stable) be penalized $2.25
billion in unrecoverable costs applied toward improving the safery of its pipeline systems.

The $2.25 billion penalty recornmendation is extraordinarily large and, if instituted, highly burdensome for
PGEE financially. Nonetheless, the degree of certainty on the size of the penaley is credit positive for
PGEE,

As long as the penalty figure was open ended and unfunded, there was the possibility that the company
could change its approach to funding the unrecoverable costs with equity, or that the amount would be roo
large to be funded by equity alone. We did not take a rating action on PGSE because of the San Bruno
incident because we believed the costs and penalty would be borne by the sharcholders, as opposed vo
debtholders, The SED’s recommendation, in effect, narrows the likely range of outcomes and effect on

credic quality.

In this particular public utility decision process, the adminiscrative law judge will issue a decision thar may
be reviewed by the CPUC commissioners if parties in the proceeding request it. The commissioners,
through a majority vote, have the ultimare decision ing authority. The administrative law judge and
commissioners make their decisions independent of the SED staff recommendation. However, staff
recommendation tend to establish the range and often the upper boundary of the penalty for the company

being regulated.

The SED recommmended prohibiting recovery-of $2.25 billion of spending on pipeline safety measures, and
in particular the PG&E pipeline safety enhancement plan. However, in CPUC’s December 2012 decision,
it had not allowed about $1 billion of proposed and past spending related ro PG&E's pipeline safery
enhancement plan and the company has already funded $675.4 million of the cost with incremental
shareholder equity. It is not clear if other safery-related measures, which amount to hundreds of millions of
dollars of unrecoverable spending, would fall under the accounting of spending on safery measures
according to SED. However, regardless of the exact penalty amount in the final decision, the SED
recommendartion establishes the potendal penalty range and supports our view that PG&E will be willing
and capable to fund the incremenval amount with equity.

L)

MOODY'S CREDIT OUTLOOK 9 MAY 2013

SB GT&S 0475436



Brian Harris

Senior Vice President
+1.212.553.4705
brian.harris@moodys.com

NEWS & ANALYSIS

Credit implications of current events

Banks

GSE Debate Will Grind Reform to a Halt, a Credit Positive for Bondholders

Last Monday, David Stevens, CEO of the Morigage Bankers Association (MBA), entered the government-
sponsored enterprise (GSE) debate, accusing regulators, including the Federal Housing Finance Agency
(FHFA), of enacting “housing policy.and regulations without transparency, coordination or consideration
of downstream effect.” Increased rhetoric is credit positive for GSE bondholders because it increases the
likelihood of an extended status quo in which the government’s role in the housing markey in general, and
in supporting the GSEs specifically, remalns substantial.

In the MBA’s most significant criticism of the FHEA In recent memory, the trade group proposed chat it is
time to transition the G8Es, Fannie Mae (Aaa negative) and Freddie Mac (Aaa negative), from

conservatorship to their “future stave.”

In our view, whether the MBA’s criticisms are accurate or not is beside the point. Over the next couple of
years, comprehensive legislation on GSE reform Is unlikely, The FHEA has been waking regulatory actions,
such as shrinking the GSEs” foorpring, thar would likely be parc of any comprehensive legisladon, The
FHFA’s regulatory actions are likely to slow to the extent that the mortgage industry now disagrees with the
FHEA's plans, which will exeend the timeline to full legislative GSE reform and keep the status quo for the
mottgage industry, in which Fannie Mae and PFreddie Mac are dominant forees. This Is positive for
bondholders since the status quo further entwines the GSEs and the US government, and solidifies their
roles as backscops for the housing market,

The MBA's primary criticisim is the FHFA s lack of duc process in enacting various rules, including
increases in the minimum net worth requirements for GSE-eligible mortgage servicers, increases in
mortgage guarantee fees and a new framework for representations and wartanties. The MBA fears thar the
lack of due process may resule in unintended consequences thae will be primarily borne by its members as

WQH A8 COnSumers,
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Bank of America Settlernent with MBIA Is Credit Positive

On Monday, Bank of America Corporation (BAC, BaaZ negarive) announced a serdement with I
(Caal review for downgrade) that resolves all of MBIA's mortgage repurchase claims, as well as all other

claims berween the two frms. The settlement is credic posivive because it eliminates the risk of even higher
losses that BAC might have faced in the event of an adverse legal judgment.

BAC's credit profile remains constrained by its sizable unresolved exposure to repurchase claims on private-
label mortgages and by other litigation matrers. BACs earnings are under pressure on a variety of frons,
and we believe they are likely to remain weak undl more of these matters are resolved.

BAC agreed to pay $1.6 billion in cash vo MBIA and ro cancel existing credic defaule swap (CDS) contraces
with MBIA that we believe BAC valued 2¢ $1.3 billion at year-end 2012."' BAC s also surrendering the
senior MBIA notes it purchased at tender in December.? In exchange, BAC is receiving five-year warrants to
purchase up to 9,94 million shares of MBIA's common stock at an exercise price of $9.59 per share. BAC is

T

also providing a $500 million three-year senior secured line of credic o MBIA Insurance Corporation

(financial strength Caal review for downgrade).

The serdement will reduce BAC’s previously reported first-quarter pre-tax earnings by $1.6-$2.0 billion
($1.5 billion after-tax),” of which $1.3 billion is the incremental cost of sertling with MBILA not covered by
existing reserves, and $300 million is an addition to BACs reserves for repurchase claims by other
monolines.

The serrlement is another step by BAC toward eliminating the risk of additional losses on repurchase claims
on legacy residential morigages sold o chird parties (primarily mortgages originated berween 2004 and
2008), Flowever, in addition to the remaining monoeline exposures, BAC also remains exposed o potential
additional losses on repurchase claims on a pool of legacy private-label residential roortgages with an
original principal balance of $778 billion.

BAC s awaiting court approval of a sectlement with The Bank of New York Mellon as trustee thar covers
slightly more than half of that pool (8409 billion eriginal principal balance of first-lien morigages originated
and securitized by Countrywide Financial Corporation}. A court hearing is scheduled to begin 30 May. If
the BNY setddement is not approved, BAC would remain exposed to repurchase claims on those mortgages,
although che $8.5 billion in repurchase reserves ser aside for the BNY sertlement would still be available co

cover any such claims.

The rest of the pool consists of whole loans sold and other private-label exposures (Le., other than firse-lien
Countrywide securitizations) with an original principal balance of roughly $370 billion. We estimate that
BAC has roughly $5.6 billion of repurchase reserves available to meet those claims. However, ar 31 March,
BAC had unresolved repurchase claims from this pool with an unpaid principal balance of $13.5 billiog,
and its 2012 10-K indicates that it expects an increase in repurchase claims from private-label securitization
trustees,

'OBACS 2012 10-K reported $1.3 billion of exposuze o a single wanamed monoline counterpanty with which BAC also had
atzai mpfmematmm and warranties exposure.

: ne Benween Basnk of Americe and MBIA is Credit Negative for Both, 19 November 2012,

! Undu Uf: {zAM“ BAC is required to record the settlement-related charges as a part of irs firse quarter results because the seutlement

sceurred before BAC filed fts 10-QL
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EE————— S anish Banks' Increased Transparency on Loan Refinancings Helps Creditors Assess

Adberto Postigo tele
Vice President - Senfor Analyst Risk
+34.91.768.82.30 On.30 April, the Bank of Spain approved guidelines to improve Spanish banks” disclosures of loan

alberto postigo@moodys.corn N . L L oy - RN
refinancing and provisioning to better reflect the credic risk of their loan books. Because borrowers” inability
Maria Cabanyes to repay loans is often masked by extending or refinancing loans (commeonly called forbearance), the

Senior Vice President
+34.91.768.82.14
maria.cabanyes@moodys.com

stricter, clearer guidelines will enhance creditors’ ability to assess the creditworthiness of banks,
& Y

We believe that forbearance has been overused in Spain’s current economic erisis and applied o customers
whose difficulties are structural rather than temporary. In addition, banks” volume and treanment of these

loans is widely disparare, and not always related to genuine business differences. Assessing the extent of the
use of forbearance by European banks is also at the top of European Banking Association’s (EBA) priorities

ration Paper on the supervisory reporting of
forbearance and non-performing exposures, which aims to achieve 2 harmonized definition across European

banls.

The Bank of Spain’s new regulatory initiative follows its 2012 requirement” that banks publish the volume
of loans whose terms and conditions were modified when the borrower was unable to meet its debt
obligation.

For the top 18 banks, loans in forbearance at year-end 2012 wotalled €203 billion, or close ro 10% of their
total lending portfolio, as seen in the exhibit below. Of this amount, around 43% were classified as
“normal,” 22% as “substandard,”” and the remaining 35% as “doubtful.” We expect the application of the
new rules to result in a net migration of refinanced loans to riskier loan categories (Le., from
normal/substandard to doubtful and from normal to substandard), consequently resulting in higher
provisioning requirements for the toral amount of refinanced loans,

Circular 6/2012.
* Substandard loans are performing loans that are under surveillance because of their tisky characreristics.
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Spanish Loan Refimancings at Year-End 2012, € Billions

Refinancings fefinancings Refinancings Peicent
Total Classified as Classified as Classified as Refinancing /
Refinancings Normal Substandard Doubtful Total Gross Loans Ciress Loans
Caja 3 €39 €13 €13 €12 €151 25.55%
Banco Marenostrum 7.9 5.4 1.0 15 32.2 24.64%
NCG Bantco 7.5 0.4 2.5 4.7 33.6 22.36%
Catalunya Banc B4 19 2.6 3.9 45.3 18.66%
Ibercaja Banco 5.2 37 0.5 1.0 31.0 16.80%
Banco De Valencia 20 1.1 0.2 0.7 12.8 15.56%
Liberbank 4.9 1.4 0.8 2.6 34 14.25%
BFA Group 195 7.2 3.3 8.0 146.3 13.33%
Banco Sabadell 4.5 7.2 16 57 7.3 12.38%
Banico Popular 14.0 7.7 1.4 5.0 179 9%
Unicaja 3.5 1.6 0.8 1.0 29.7 11.64%
La Caixa Group 20.4 10.7 R 6.3 227 9.17%
Caja Laboral 14 0.6 0.2 0.6 7.4 BA12%
BEVA 29.0 120 8.4 8.6 3674 7.859%
Banco Santander 557 22.2 153 18.2 746.0 7.47%
Kutxabank 2.8 17 0.3 0.8 42.6 £.64%
Bankinter 1.4 0.8 0.1 0.5 44.5 3.08%
Santander 1.0 0.4 0.3 0.3 58.1 1.64%
Consumer
Totat €203.0 £87.3 €441 €718 € 2,115.1 9.60%

Source: Banks' 2012 annval reports {consolidated)

According to the new guidelines, any rvefinanced loan will be classified by default as substandard, for which

the general provisioning requirement is 109° — unless there are objective drcumstances that warrant its

classification as performing or doubtful. Any reclassification upwards 1o performing will require objective

and verifiable evidence that the recovery of overdue amounts is highly Lkely; chis will imply the absence of
lengthy grace periods that obscure the borrower’s repayment capacity, the existence of a debr vepayment
plan adapted o the borrower's recusring revenues {with debt-to-income ratios below 50% in the case of

individuals), and/or the addition of strong guarantees. Likewise, refinanced loans will be reclassified

dewnwards as doubtful if the borrower’s abilicy to pay is weak, as shown by lenpthy principal grace periods

ot having been subject w prior refinancing,

Following the inital classificacion of refinanced loans, the new guidelines also sev eriteria for later

reclassification to 2 lower risk category. The reclassification of a doubtful or substandard refinanced loan w

normal requires that the borrower remalng current on the Joan for at least one year (six months in the case

of residential mortgages) or that the loan principal due has been reduced by at least 10%. This

reclassification will be subject to a half-year review.

¢ The 10% general provisioning requirement applies to all types of loans except those related to real estare developments, for which
the provisioning requirement is higher, at 35%-80% depending on the type of property underlying the real estate project.

g
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The new guidelines also apply to the existing stock of refinanced loans, which banks will have to review
according to the new guidelines and add loan-loss provisions for those loans reclassified to higher sk
categories. The resules of the legacy refinanced loan reviews will have to be provided ro the Bank of Spain

by 30 Seprember.
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Insurers

MBIA's Settlement with Bank of Amertca Is Credit Positive

On Monday, MBIA Inc, (Caal review for downgrade) announced a comprehensive sertdement with the
Jank of America Corporation (BAC, Baa2 negarive), This is credit positive for the MBIA group and its
main insurance subsidiaries, Naronal Public Finance Guarangee Corporation (National, financial strength
Baa2 review for downgrade) and MBIA Insurance Corporation (MBIA Corp., financial strength Caa2

review for downgrade).

Although the serdement is positive for the group, material risks remain for MBIA Corp., which had
approximately $21.7 billion of below-investment-grade insured exposures at the end of 2012, excluding the
exposures with BAC, Our continuing rating review of MBIA will consider the potential losses of its
remalning insured exposures and their risks to National and MBIA,

The setdement, which is subject to regulatory approval, involves the following:

» BAC will pay MBIA Corp. approximately $1.7 billion consisting of approximately $1.6 billion in cash
and the $137 million principal amount of MBIA Inc.’s 5.70% senior notes due 2034

» MBIA Corp, will dismiss putback lidgation against BAC's Counerywide Home Loans, Inc. and BAC
relaring to breached representations and wareanties on certain MBIA-insured residential morgage-backed

securities

The commutation (at no additional cost co MBIA) of all MBIA Corp. policies held by BAC, including
$6.1 billion of policies insuring credit defaule swaps referencing commercial real estate exposures

s BAC's dismissal of several ousstanding litigations against MBIA including the one challenging the group’s

2009 restrucruring and BAC's withdrawal of the alleged “notice of default” in connection with a 2012
MBIA Inc. senior debt consent solicitation

» BAC's veceipt of warrants to purchase abouc 10 million shaves of MBIA Inc. at $9.59 each

In addition, BAC extended MBIA Corp. a $500 million, three-year revolving credic agreement secured by
the collateral currendy securing a loan from National to MBIA Corp. and by MBIA Corp.’s equity interest
in MBIA UK Insurance Limited (financial serength B3 stable). MBIA Corp. will repay the National loan

from the seulement proceeds.

For MBIA Corp., the sertdement will extinguish anticipated claims from the $6.1 billion commercial real
estate policies, which could have overwhelmed irs liquidity and quickly driven the company inte insolvency.
The $500 million line of credit from BAC will also substandally improve MBIA Corp’s liquidity: liquid
assets stood at $345 million at year-end 2012, Additionally, with the commuration of BACs large and
volatile commercial real estate positions, MBIA Corp.’s portfolio losses should become more predicrable.
The sertlement with BAC is likely to prompt other counterpartles to comumute with MBIA, furcher
reducing portfolio losses and uncertainty around the losses, We expect MBIA Corp.'s reported statutory
capital position to be essentially unaffected by the transactions because the company indicared vha che
terms of the sertlement are broadly consistent with amounts recorded on its staturory balance sheer at year-

end 2012,
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The settdement is also credit positive for National, The net BAC sertlernent payment will be used vo repay
in full the secured loan from National to MBIA Corp., substantially reducing inrercompany linkages. The
secured loan balance was about $1.6 billion this week, down from about $1.7 billion at the end of 2012 and
as a result of $110 million putback sertlement with Flagstar Bank eatlier this month. In addidon, BACs
withdrawal from litigation challenging MBIA’s 2009 vestructuring leaves only one remaining plaindff,
increasing the likelihood of an ultimare resoludon favorable to MBIA,

MBIA Inc., the group’s parent company, will also benefit from the lower litgadion tisks and improved
credit condition of irs subsidiaries, which could lead 1o the resumption of dividends from Natlonal and
more stable performance at the group’s wind-down operations.
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Asset Managers

Man Group’s Plan to ExtinguishAll Dutstanding Debt bs Credit Positive

Last Friday, Man Group ple, the holding company for the Man companies and affiliates, said dhar i
intended to use cash to extinguish all of its approximarely $1.2 billion of purstanding external debr. This is
credit positive because it removes financial leverage from Man Strategic Holdings Limdred, (Man, Baa3

negative), a direct 100% subsidiary of Man Group.
I its inverivg managemenc statement last Priday, Man Group stated that ic intended to use cash as follows:

» Buy back all of the €216 million senior 2015 fixed-rate bonds on 7 May

» Buy back up o all of the $232 million Tier 2 subordinated 2017 fixed rate bonds by 14 June, subject to
bondholder consent

» Redeern all of the $168 million Tier 2 subordinated 2015 foating-rate notes at the next call date on 24
June

» Redeem all of the $174 million senior 2013 fixed-rate bonds on 1 August

» Redeerm all of the $300 million Tier 1 perpetual subordinared capital securities at the next call dateon 7
August

Assuming that the company successfully execures this plan, Man would effectively have no exvernal debras
of September. As noted in Man Group's 2012 annual report, the implementation of Basel 111 through
Capital Requirement Directive (CRD) IV, which we expect to come into force on 1 January 2014, will
likely reduce Man Group's available capital by approximately $200 million, Therefore, the company could
replace some of the retired debe with new r%ulzﬁcm}fwwxhplmm securities. Given the more stringent eriteria
for qualifying Tier 1 and Tier 2 capital under CRD IV, we expect the new securities, ifissued av all, w be
mote loss-absorbing than Man Group’s existing perpetual subordinared capital securities,” a positive for
Man’s financial profile. '

Reduced liquidity. The planned debt repayment will reduce gross cash by approximately $1.2 billion,
according to the company. Together with the final dividend payment of 8228 million scheduled for this
month, the combined cash usage for debt redrement will reduce Man's gross cash balance to approximarely
$580 million from $2 billion at year-end 2012,

However, liquidity remains importnt for Man Group, whose business model involves lending ro funds,
primarily-in support of its structured products. Man’s souctured products require frequent rebalancing
between the underlying notes and the underlying funds. To achieve the rebalancing, Man makes short-term
advances to them (the average loans-to-funds balance was $332 million during 2012). To supporr these

cash needs and its stressed liquidity requirements, Man Group has on hand an undrawn $1.5 billien

cormmitted revolving facilivy in additdon to its current cash balance of $580 million,

Business challenges remain. The stability of revenues as the resule of the ongoing restrucruring of its
operations remnains a key challenge, particulacly given continued investor outflows of $6.2 billion, or 10.9%

Under Basel 1L, wegulatory-compliant capital will be subject to equity conversion or a principal write-down at the point of non-
viability o1 close vo it, upon a regulatory capital trigger breach,

42
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of funds under management at the beginning of the quarter. Man Group continues o face challenges in s
business, which include the persistent decline in funds under management 1o $54.8 billion in March 2013
from $75.6 billion in March 2008 despite gains from acquisitions; reduced revenues to $1.3 billion for the

12 months ended December 2012 from $1.7 billion a year earlier; and EBITDA chat fell to $460 million in
2012 from $2 billion in 2008,
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Sovereigns

Malaysia's Election Cutcome Assures Country's Pro-Growth Policy and Supports
Petronas

On 5 May, Malaysia’s (A3 stable} ruling coalition, Barisan Nasional (er Natonal Front), retained ics
majority in parliamentary election, winning 133 of 222 seats in the national legislature. The opposition
coalition, Pakatan Rakyat (or People’s Alliance}, increased its representation to 89 sears from the 82 ir won

in the 2008 election, and, according to preliminary results, won the popular vote,

Buarisan Masional’s retention of government assures the continuation of Malaysia’s pro-growth policy, an
outcosme that supports the stable outlook for the sovereign and government-related issuers (GRIs) including
Perroliam Nasional Berhad (Perronas, Al stable), Bur ar the same time, Barisan Nasiconal's populist fiscal

agenda clouds the prospects for fiscal reform.,

With growth policies intact, the government is set to continue, if not accelerare, the development initatives
under its Economic Transformation Programme (ETP). The ETP has been pardculardy successful in
reviving private investment, Since its promulgation in 2010, private gross fixed-capital formation averaged
annual growth of 16.6% during 2010-12, up from 2.9% during 2005-09.

Budgetary support for household consumption has further bolstered domestic demand, providing a
significant offser to the relative weakness in net exports, in view of Malaysia's heavy reliarice on external
vrade. Similarly, the election’s completion and the addivional fiscal transfers promised during che campaign
should help sustain the momentum of investment and economic growth over the nexr two years.

Nevertheless, the long-term sustainability of government finances is contingent on fiscal reform, where the
prospects are not so clear given the undetlying features of Barisan Nasional’s victory, Although Prime
Miniscer Majib Razak was sworn in on Monday, the opposidion as of Wednesday had not officially
conceded, citing irregularities in voring, and preliminary results reveal thar the opposition had won the
popular vote. Consequently, Barisan Nasional's need to shore up electoral legitimacy may influence the pace
of fiscal consolidation. Already, it seems certain that populist spending measures brought up in both the
budget passed last fall and during the election campaign will add ro the burden of near-term government

expenditure.

Moreover, the prospective implementation of a goods-and-services tax to diversify and increase the sources
of government revenue rmay be as polideally difficulr as before. But subsidy reform may be more tenable;
M, Razak has publicly expressed his desire o reduce government spending on subsidies, while intending w
use existing direct cash transfer programs o help the poor adjust to higher prices.

In the near-term, we expect the government to continue conducting fiscal policy in line with prevailing
rules, including the requirerent that current expenditares cannot exceed current revenues, as well ag the
55% debt ceiling for divect government obligations.

Status gquo for Petronas and other Malaysian GRIs. Notably, the Barisan Nasional vicrory helps to preserve
the:status quo with regards ro GRIs. As part of its electoral platform, Pakatan Rakyat sought to address
higher living costs by “abelishing monopolies,” which threarened various GRLs" prevailing business models,
These include Petronas and Tengga Nasional Berhad (Baal stable), as well as Axiata Group Berbad (Baa2

stable) and Telekom Malavsia Berhad (A3 stable), both of which operate in a more competitive market.

T
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With Petronas in particular, the threat of an increased royalty payour and the redistribution of oil profits in
the form of lower petrol prices would likely have resulted in a material deterioration in its credic profile.

Petronas’ financial health and dominance in the domestic oil and gas secror Is important to the sovereign

given the state oil company’s significant contriburion to federal government revenues. Petroleumi-related

income has typically exceeded 30% of roral federal government revenue.
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Bangladesh Strikes and Factory Disasters Are Credit Negative
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5
blasphemy law cul
credit negative because they may further damage investor confidence in Bangladesh against the background

{Ba3 stable), clashes berween police and Istamist supporters demanding an and-
minated in viclence, leaving more than 30 people dead. Continued political tensions are

Christian de Guzman of recurrent industrial disasters in the ready-made garment secror.

Vice President - Senior Analyst

+65.6398.8327 o , h ‘ o ,

christian deguzman@mondys.com The violence followed two days of protests Jed by a group called the Hefajar-e-Islam, which had set 2 5 May
deadline for the government to introduce an ant-blasphemy law. As we wiow dn April, strikes and provests,

which are commen in Bangladesh, have ocourred with greater frequency this yoar and are becoming

increasingly violent.

In the lead-up to parliamentary elections, scheduled to be held berween Ocrober 2013 and January 2014,
strilkes have become a more common twol for polirical parties ro further dheir interests. This year alone,
reports indicate that 33 swikes, or bartals, have been held, Because of the strongly pelarized naure of the
political scene in Bangladesh, almose all strikes have been led by either the ruling Awami League, the main
apposition (the Bangladesh Nadonalist Party) or the Islamist party Jamaat-e-Islami.

The biggest repercussions of political unrest are likely ro be for the ready-made garment sector, which is one
of the most imporiant drivers of growth in Bangladesh, comprising 80% of total exports and employing
mote than 3 millien people. The industey, which theives on Bangladesh’s low labor costs, is already under
scrutiny because of 2 spate of dangerous indusirial accidents that peint 1o poor worker conditions and safery
standards. A building collapse at 2 factory known as Rana Plaza on 24 April killed around 740 people.
Although the scale of this rragedy will likely prompt the government to reform labor laws and dghten safety
standards, a number of Western retailers that source from Bangladesh’s garment factories have already
theeatened to stop orders, Even before the collapse, the Walt Disney Company announced that io would
end production of merchandise in Bangladesh. Since the collapse, Wal-Mart, Gap, Carrefour and others
have called for more stringent labor standards. Continued strikes would only further deter such investors,

Over the past year, Bangladesh has made significant progress on economic reform, with the government
closely engaged with the International Monerary Fund under a SDDR640 million ($969 million) extended

credit facility. The successful completion of the program entails adherence to fiscal targets and steps vo

s will likely be complicared withoue the suppore of all political

improve financial stabilicy. This proce:
parties,

Strikes and industrial incidents have yet to result in any visible effect on exporis, which were up 10.2% for
the nine months ended March 2013 versus the same period 2 year earlier. Foreign direce investment, which
was already low at 0.9% of GDP in fiscal 2012 versus the Ba median of 2.3%, will likely decrease further in

such an uncertain thﬁl‘ﬁ{iﬂg’ environment,

While the damage from the unrest could still be contained through a mix of policy measures and policical
consensus, profonged tensions would weigh on the credic profile.
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Venezuela's Close Election Signals Rise in Borrowing, Civil Unrest 20
Nicolas Maduro's narrow victory in Venezuela's presidential

election or 14 April will deprive hirn of the mandate he needs to
assure governability In a highly polarized environment. In

addition, it will increase pressure on the government to ramp up
borrowing in order to address rising public dissatisfaction

reflected in the election results. Moreover, with the opposition
disputing the results and increasingly confrontational political
rhetoric coming from both sides, there is & risk of civil unrest,
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Rating Changes 23
Last week we downgraded Halcon Resources, |.C. Penney, BRE
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Highmark Health Services, OJSCIC Alliang, S1D banka, and
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Mexican municipality of Benito Juarez and 21 U8 ARM RMBS,

arnong other rating actions.
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