CrepiT & Corp BonDs ReseArRcH

Investment Research — General Market Conditions

16 November 2012
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Headlines

o Direction of credit markets will depend on US fiscal cliff negotiations.
e Decent - but not high - activity in the primary markets.
e Liquidity management exercise could pick up.

Market commentary

Over the past week we have mostly seen disappointing economic data but spreads are

only slowly drifting wider. iTraxx Main is trading at approximately 132bp (2bp higher =~ iTraxxEurope (investment grade)
than one week ago) and Crossover at around 538bp (5bp higher). The outcome of  aso v
Obama’s meeting with Congressional leaders on Friday will determine the short- to o .
medium-term direction of the credit markets. We once again highlight that our base case MM My
is that the fiscal cliff will be resolved but the risk-reward for credit investors is % & “N s
asymmetrical. I the fiscal cliff is not resolved, it is likely to cause a significant widening |, M\N WWWWMW
of spreads, while if it is indeed resolved, it is unlikely to push spreads significantly W

tighter, as we are already back at the levels seen before the outbreak of the debt crisis last *°

summer. From a longer-term perspective, for investors awash with liquidity, the search
for yield and expected lower primary issuance in 2013 than in 2012 should support credit
spreads.
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Periphery volatility is also back on the agenda, with news that the decision on paying out
Greece’s delayed aid payment has been postponed by another week. Furthermore, Spain
is also on the agenda, with Spanish banks ceasing to throw people out of their houses
(with low income) despite defaulting on their mortgages (freeze in repossessions as it is
kindly put) highlighting the disastrous economic situation of many Spanish households. It
is difficult to assess how harmful it will be to bank earnings, though there is no doubt in
our minds that the pool of non-performing loans will increase. The problem with such an
action is not so much the bankrupt households themselves as the contagion it could cause, iTraxx Crossover (high yield)
creating an incentive for other households not to pay their mortgages.
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Positively, Olli Rehn made it clear that for 2012 and 2013 there will not be any additional 1,000

austerity requirements from the European Commission as he stated that ‘broadly speaking 00
i
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We have seen decent - but not high - activity in the primary markets. From the Nordic ~  .c0 \JF‘MF ”‘M“-“M,q/v
region, Stockman issued a six-year EUR150m bond at MS+255bp.

Spain is on track’.
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As total yield is at a record-low level for issuers and corporates in general have the
strongest balance sheets since the emergence of the financial crisis (many even have net
cash positions), we would expect LME (liquidity management exercise) to pick up over
the next couple of months. LME activity would allow treasurers, via buy-backs of their
own bonds refinanced in the capital markets, to lock in the historically low yields. Thus,
we expect the issuance pipeline over the next couple of months to be supported not only
by LMEs but also by prefunding (again taking advantage of record-low yields). As
mentioned earlier though, as the prefunding exercise has been ongoing for a while, we )
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expect total issuance for non-financials to be lower in 2013 than in 2012. Thomas Hovard
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Disclosure
This research report has been prepared by Danske Bank Markets, a division of Danske Bank A/S

(‘Danske Bank’). The author of the research report is Thomas Hovard, Chief Analyst.

Analyst certification

Each research analyst responsible for the content of this research report certifies that the views
expressed in the research report accurately reflect the research analyst’s personal view about the
financial instruments and issuers covered by the research report. Each responsible research analyst
further certifies that no part of the compensation of the research analyst was, is or will be, directly or

indirectly, related to the specific recommendations expressed in the research report.

Regulation

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and
is subject to the rules and regulation of the relevant regulators in all other jurisdictions where it
conducts business. Danske Bank is subject to limited regulation by the Financial Services Authority (UK).
Details on the extent of the regulation by the Financial Services Authority are available from Danske

Bank upon request.

The research reports of Danske Bank are prepared in accordance with the Danish Society of Financial

Analysts’ rules of ethics and the recommendations of the Danish Securities Dealers Association.

Conflicts of interest

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of
high-quality research based on research objectivity and independence. These procedures are
documented in Danske Bank's research policies. Employees within Danske Bank's Research
Departments have been instructed that any request that might impair the objectivity and independence
of research shall be referred to Research Management and the Compliance Department. Danske Bank’s
Research Departments are organised independently from and do not report to other business areas

within Danske Bank.

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which
includes investment banking revenues, but do not receive bonuses or other remuneration linked to

specific corporate finance or debt capital transactions.

Danske Bank, its affiliates and subsidiaries are engaged in commercial banking, securities underwriting,
dealing, trading, brokerage, investment management, investment banking, custody and other financial
services activities, may be a lender to the companies mentioned in this publication and have whatever
rights are available to a creditor under applicable law and the applicable loan and credit agreements. At
any time, Danske Bank, its affiliates and subsidiaries may have credit or other information regarding the
companies mentioned in this publication that is not available to or may not be used by the personnel
responsible for the preparation of this report, which might affect the analysis and opinions expressed in

this research report.

See http://www-2.danskebank.com/Link/researchdisclaimer for further disclosures and information.

General disclaimer

This research has been prepared by Danske Bank Markets (a division of Danske Bank A/S). It is provided for
informational purposes only. It does not constitute or form part of, and shall under no circumstances be
considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments
(i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or
options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial

Instruments”).

The research report has been prepared independently and solely on the basis of publicly available information that
Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not
untrue or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates
and subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation
any loss of profits, arising from reliance on this research report.

The opinions expressed herein are the opinions of the research analysts responsible for the research report and
reflect their judgement as of the date hereof. These opinions are subject to change, and Danske Bank does not
undertake to notify any recipient of this research report of any such change nor of any other changes related to the
information provided in this research report.

This research report is not intended for retail customers in the United Kingdom or the United States.
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be
reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior
written consent.

Disclaimer related to distribution in the United States

This research report is distributed in the United States by Danske Markets Inc., a U.S. registered broker-dealer
and subsidiary of Danske Bank, pursuant to SEC Rule 15a-6 and related interpretations issued by the U.S.
Securities and Exchange Commission. The research report is intended for distribution in the United States solely
to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske Markets Inc. accepts responsibility for this

research report in connection with distribution in the United States solely to “U.S. institutional investors’.

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are
not registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements
of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial
Instrument may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-
U.S. financial instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be
registered with the U.S. Securities and Exchange Commission and may not be subject to the reporting and
auditing standards of the U.S. Securities and Exchange Commission.
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