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Subprime, CLOs and Spillovers

» The worst is yet to come in the subprime mortgage market as we expect
continued deterioration in the subprime loan performance well into 2008

- The worsening subprime market wil put spread pressures on cLos but the net
impact should be contained and relatively modest due to credit fundamentals of
the two NoT being interdependent

- Liquidity in the subprime sector has evaporated with feedback effects to cLos
but the only consequence should be that cLo spreads will widen

. challenge would be to widen loan spreads to restore cLo equity arbitrage



Corporate Credit Outlook

+ strong corporate growth coupled with historically low default rates and high
recovery rates

+ Introduction of Leveraged Loan credit perivatives Index (Lcox) on 22 May means
there is now a highly liquid tool to hedge your loan portfolio

» we expect the Lcox to plunge over the next few months should the credit
markets deteriorate but it should NoT be a cause for concern

+ Credit events are expected to increase with lower recoveries sut most of the
transactions have sufficient excess spread to overcome the corporate credit
deterioration

- The Us automotive sector carries the largest exposure to the credit deterioration
folowing the chapter 11 filing of pelphi and pana as well as the downgrade of
Ford motor and general Motors

« Leveraged buyouts are trending which introduces new risks



Fitch U.S. High Yield Default Index: 2000-2007
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*As of May 31, year lo dale. Source: Fitch calculations.









