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Moody’s adjustments and financial ratios

Meet your Instructor...

Andrew Holmes

» Director, Leveraged Finance, Credit Suisse First
Boston, New York and London

» Equity capital markets and Leveraged Finance, JP
Morgan, New York

» MBA from University of Chicago

» 5 years in asset management
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Session Outline
Moody’s adjustments and financial ratios

D Financial Statement Adjustments o
D Operating Lease Adjustment

D Defined Benefit Plan Adjustment

D Other Possible Adjustments

D Analyzing and Rating Hybrid Instruments

D Key Financial Ratios
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Case Exercise

Financial statement adjustments

@ R
Chesapeake

NERGY

Calculate total debt, EBITDA and total F—/—
debt/EBITDA

| l
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Why the need for adjustments?

Debt adjustments for 9 major retailers

EXHIBIT 4
2011/12° changes to gross debt as a result of Moody's adjustments
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Source: Company Annual Reports and Moody 's Financial Metrics
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Financial Statement Data Adjustments

DECEMBER 21, 2010 GLOBAL CORPORATE FINANCE

MooDY's

INVESTORS SERVICE

RATING Moody's Approach to Global Standard
MPLEMENTATION Adjustments in the Analysis of Financial

GUIDANCE f l
Standardized Adjustments to Improve Global Consistency
Table of Contents: Summary
SUMMARY 1
CHANGES TO OUR GLOBAL Moody's adjusts financial statements to better reflect the underlying economics of
STANDARD ADJUSTMENTS 2 transactions and events and to improve the comparability of financial statements. We
ADJUSTMENTS - PURPOSE, . . . . . .
METHODS AND TRANSPARENCY > compute credit-relevant ratios using adjusted data and base our debt ratings, in part, on
ADJUSTMENTS - NATURE 4 those ratios.
)
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Moody’s Financial Statement Adjustments

Defined Benefit Pensions

Operating Leases X X X
Finance Leases X
Capitalized Interest X X X
Capitalized Development Cost X

Interest Expense: discount of LT liabilities X

Hybrid Securities X X X
Securitizations X X X
Inventory on LIFO cost basis X

FFO and working capital consistency X

Unusual and non-recurring items X X X
Other analytical non-standard adjustments X X X

>
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Why the Need for Adjustments?

» Better capture the underlying economics
» Improve comparability
» Segregate unusual or non-recurring items

» Use estimates or assumptions that are more prudent

>
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Session Outline
Moody’s adjustments and financial ratios

D Financial Statement Adjustments o
D Operating Lease Adjustment

D Defined Benefit Plan Adjustment

D Other Possible Adjustments

D Analyzing and Rating Hybrid Instruments

D Key Financial Ratios
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Operating Lease Adjustment

The Reporting Problem Moody’s Analytical Response

In Moody'’s view, incurring operating lease » Balance sheet: To recognize the off-balance

obligations reduces a company’s borrowing sheet operating lease liability as debt and an

capacity. increase in fixed assets.

For operating leases, companies are contractually| | » [ncome statement: To reclassify the rent

obligated for lease payments and a failure to expense Into to interest expense and

make a lease payment often triggers events of depreciation expense.

default, as if the obligation were debit. » Cash flow statement: To reclassify the

Financial statement presentation of operating principal portion of the lease payment from

leases and capital leases is very different: operating cash flow (CFO) to a financing cash

_ R outflow (CFF). We also simulate capital

» Accounting standards distinguish between expenditure for newly acquired leased assets
operating and capital leases using arbitrary by increasing the capital expenditures line in
tests investing cash flows (CFI).

MOODY’S Moody’s Adjustments and Financial Ratios 11
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Operating Lease Adjustment

Balance Sheet: Add both debt and fixed assets (usually gross plant, property
and equipment). Compute debt by multiplying current rent expense by a factor of
5x, 6%, 8x, or 10x, or, use the present value (PV) of the minimum lease
commitments (incremental borrowing rate as the discount rate) if higher.

Income Statement: Reclassify one-third of the rent expense to interest expense
and remaining two-thirds to “Depreciation - Capitalized Operating Leases” (a
component of operating profit), and adjust operating expenses (or cost of goods
sold and selling, general & administrative expenses) proportionally.

Cash Flow: Reclassify the principal portion of lease payments from operating
cash flow (CFO) to a financing cash outflow (CFF). Simulate capital expenditure
for newly acquired leased assets by increasing the capital expenditures line in
iInvesting cash flows (CFI) with a concomitant borrowing in CFF to fund the
capital expenditures.

b)
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Presenter
Presentation Notes

[Note taker back in middle of op lease exercise review.]
Rite-Aid exercise.
Before we have a break, we have time to do one adjustment on capitalized interest.
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Lease adjustments — effect on
Debt/EBITDA

EXHIBIT 1
2011/12° adjusted leverage is higher
than reported

MAsreported  WAs adjusted

Debt (gross)/EBITDA

\_b Q,,"‘ ﬁ-?"
) ] o
¥ & &

Source: Company Annual Reports and Moody's Financial Metrics

MoobDy’s
ANALYTICS

Moody’s Adjustments and Financial Ratios

13



© Moody’s Analytics, Inc. and/or its licensors and affiliates.

Case Exercise

Operating Leases

Chesap:é""ake

NERGY

Operating Lease Adjustment

Examine how adjusting for off-balance sheet
leases affects elements of profitability, interest
coverage, and leverage

| l

b)
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Session Outline
Moody’s adjustments and financial ratios

D Financial Statement Adjustments o
D Operating Lease Adjustment

D Defined Benefit Plan Adjustment

D Other Possible Adjustments

D Analyzing and Rating Hybrid Instruments

D Key Financial Ratios
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Defined Benefit Plan Adjustment (US)

The Reporting Problem Moody’s Analytical Response

Current accounting standards fail to recognize on
the sponsor's balance sheet the sponsor's
economic obligation to its pension trust and
employees because of extensive artificial
smoothing mechanisms.

Artificial smoothing also distorts the measurement
of pension expense.

On the cash flow statement, standards require
companies to classify cash contributions to the
pension trust as an operating cash outflow,
including the portion that is reducing plan under
funding, which arguably represents the reduction
of debt. As a result, cash from operations (CFO)
is diminished for a contribution to the trust that is
more akin to a financing activity.

»

»

»

»

Because of the contractual nature of pension
obligations, we view the pension liability as
"debt - like".

Thus, we classify it as debt on the balance
sheet and include it in the computation of
ratios that use debt.

On the income statement, our goal is to report
pension expense absent the effects of artificial
smoothing, such as the amortization of prior
service cost and actuarial gains and losses.

On the cash flow statement, we view cash
contributions in excess of service cost as the
repayment of (pension) debit.

Mooby’s
ANALYTICS

Moody’s Adjustments and Financial Ratios
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Differences between Pensions and OPEBs

Issue Defined Benefit Pensions OPEB

Statutory funding requirement Yes No

Priority of claim in bankruptcy:

Chanter 11 Pari Passu with Senior - Subject to negotiation with
P Unsecured for both Employer (can be modified)*

Chapter 7 - Other Unsecured claims *
Pre-Funding is deductible for tax Yes N
purposes
Ability to make modifications to or Very Limited Limited only for some plans
cancel plans to control costs
Insured by the PBGC Yes No

* For both Chapter 11 and 7 bankruptcy filings, the postretirement benefit costs incurred during the bankruptcy process are

treated as administrative expenses (highest priority for an unsecured claim). Additionally, in Chapter 11, not only can the
benefits be modified, but also terminated, both subject to court approval.

MoobDy’s
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Presenter
Presentation Notes
Major differences in pension and OPEB obligations.
Let’s do a little exercise.  Handout Kellogg A/R handout.  Section 5 leads us to Kellogg.
In next 20 minutes trace back and analyze where Moody’s analyst got these numbers.  Where are the inputs coming from?
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BT's long-term funding

2010 20092 2008a
Notes Em Em Em
Non current liabilities L
Loans and other borrowings 18 5,522 12,365 9,818
Derivative finandal instruments 19 533 711 1,014
Retirement benefit obligations 29 7.864 3,973 108
Other payables 20 804 794 707
Deferred tax liabilities 22 1,456 1,728 2,513
Provisions 21 707 466 265
20,886 20,037 14,425
Equity
Ordinary shares 24 408 408 420
Share premium 24 62 62 62
Capital redemption reserve 27 27 15
Other reserves 25 757 1,301 (527)
Retained (loss) earnings (3,904) (1,656) 5,439
Total parent shareholders’ (deficit) equity (2,650) 142 5,409
Minaority interests 23 24 27 23
Total (deficit) equity® (2,626) 169 5,432
Hmaee” 20,206 19,857
Time to call in the 7
receivers?
>)
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Are the markets nuts?

BT/A LN GBp AT L 1139.4/139.5L. 13.5Kx37. EquityDES
DELAY Vol 6,644,137 0p 137.1 L Hi 139.5 L Lo 137.1 L Prev 137.8 XD
DESCRIPTION Page 1/11
BT/A LN BT GROUP PLC
BBGOOOCOSR82 08) Generate Report
BT Group plc provides telecommunications services. The Company provides loca
and long-distance telephone call products and services in the UK, international
telephone calls to and from the UK, broadband network solutions and web hosting
to corporate customers, network ADSL, ISDN, and IP services to communication
companies and narrowband and broadband internet access and related services.
STOCK DATA GBp DIVIDENDS Semi-Annual GBp
DGPD Price 139.5 BDVD 12 Mth Yld - Net 4.95%
52Wk High  11/12/2009 151 Dividend Growth S5YR -7.88%
52Wk Low 5/ 7/2010 108.4 Ex-Date Type Amt
YTD change 4.5 8/11/10 Final 4.60
YTD % Change 3.33%
Round Lot 1
DFA Shares Out 8/ 3/2010 /7759.545M \SARNINGS GEP
Market Cap GBI' 10824 .56M (ERN Ann Date 11/11/10 (C)
Float 7514.75M Trailing 12mo EPS .142
HTRA 1 Yr Total Return o.5/% [DEE Est EPS 3/2011 167
BETA vs. UKX .87 P/E 9.81 LT Growth 8.99
dOMON Options Available Est P/E 8.35 Est PEG .93

Australia 61 2 9777 3600 Brazil 5511 3042 4500 Europe 44 20 7330 7500 Germony 49 69 9204 1210 Hong Kong 852 2977 6000
Jopan 21 3 3201 8900 Singopore &5 212 1000 .5, 1 212 318 zooo Copyright 2010 Bloomkery Finonce L.P.
5H 638848 GE34-1464-0 1Z2-Aug-2010 11:55:42
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What a year and a change in assumptions

can do...

The assumption for RPI has been assessed by reference to yields on long-term fixed interest and index-linked Government bonds and has
regard to Bank of England published inflationary expectations. CPI is assessed at a margjg

below RPI taking into account long-term trends.

The impact of using CPI instead of RPlis to reduce BTPS liabilities at 31 March 2011 b @ In determining the most appropriate manner

2011 2010
£m £m

Non-current liabilities
Loans and other borrowings 20 9,371 9,522
Derivative financial instruments Hap py daySI 21 507 533
Retirement benefit obligations ) ﬁBBO ?,BD
Other payables 22 831 804
Deferred tax liabilities 24 1,212 1,456
Provisions 25 807 707

14,558 20,886
Equity
Ordinary shares 27 408 408
Share premium 27 62 62
Capital redemption reserve 27 27
Other reserves 28 658 757
Retained earnings (loss) 770 (3,904)
Total parent shareholders’ equity (deficit) 1,925 (2,650)
Non-controlling interests 26 26 24
Total equity (deficit) 1,951 (2,626)

16,509 18,260

Mooby’s
ANALYTICS
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Fast forward — here we go again...

2013 2012
Notes £m £m
Current liabilities

Loans and other borrowings 24 1,736 2,887
Derivative financial instruments 26 74 89
Trade and other payables 17 5,521 5,062
Current tax liabilities 100 66
Provisions 18 120 251
7,551 9,255
Total assets less current liabilities 17,275 14,693

NMon-current liabilities
Loans and other borrowings 24 8,277 7,599

Derivative financial instruments 26

Retirement benefit obligations L0 5,856 2,448
Other payables O U C H | | | ig : - 0

Deferred tax liabilities

Provisions 18 510 606
17,537 13,385

Equity

Ordinary shares 408 408

Share premium 62 62

(832) (1,018)
1,790 1,756
1,690 100

(262) 1,308

Own shares
Other reserves

Retained (loss) eamings
Total (deficit) equity

b)
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Do the markets adjust for pensions?

BT’s (adjusted!) fiscal 2010 (to March) was £5.6bn

Company EV/ 2009A EBITDA*

Deutsche Telekom 5.4x
France Telecom 4.9x
Telefonica 5.7X
Sector Average 6.2X

* As of July 2010

» |s the market over or undervaluing BT’s equity?
» Does the following disclosure help (figures as of March 2010)?
— Cash and short term investments of £1.86bn

2010 20092 20082
— Short term debt of £3.27bn Notes £m P £m
Operating costs before specificitems include the following:
Contract and financial review charges® - 1,558 -
Leaver costs® 142 204 127
Research and development expenditured 1,177 1,021 857
Rental costs relating to operating leases 451 426 423
> )
MOODY ) Moody’s Adjustments and Financial Ratios 22

ANALYTICS



© Moody’s Analytics, Inc. and/or its licensors and affiliates.

Session Outline
Moody’s adjustments and financial ratios

D Financial Statement Adjustments o
D Operating Lease Adjustment

D Defined Benefit Plan Adjustment

D Other Possible Adjustments

D Analyzing and Rating Hybrid Instruments

D Key Financial Ratios
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Capitalized Interest

Balance Sheet: We adjust the balance sheet to reduce PP&E by the
amount of any interest capitalized during the period, adjust deferred
taxes, and reduce retained earnings by the after-tax cost of the additional
Interest expense recognized on the income statement.

Income Statement: We adjust the income statement to increase interest
expense by the amount of any capitalized interest during the current
period, and reduce applicable tax expense.

Cash Flow: We adjust the cash flow statement to reclassify any
capitalized interest from capital expenditures, an investing cash outflow
(CFI), to interest expense, an operating cash outflow (CFO).

b)
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Presenter
Presentation Notes
Black out slide.
Flip chart:  Five – ten minute overview.
				Pensions
Defined Benefit					Defined Contrib (no adjustments)
Problem is with DB schemes.  Two different types.  Funded (ERISA rules).  
Also have Germany, where unfunded DB schemes are the norm.
	Funded				Unfunded
Shortfall is 100% debt
PBO less FVA
Status of  pension obligations under US law.  May be taken over by PBGC.  Employees have claim against company unsecured.
Moody’s rating is statement of expected loss.  Having employees and PBGC at bankruptcy table.  Moody’s does not consider OPEB as debt– Rationale published in 2004, essentially is that cos can walk away from OPEB (which they do quite regularly).
With unfunded plans, use Debt/Total Cap ratio that company targets x pension provisions.  WE look at equity credit.  German and other European companies have cash and equivs around largely with intention to fund unfunded pension obligations.  Look at net pension provision and on that basis calculate equity credit.  Concepts are that we look at ‘excess cash’ and ‘equity credit.’
Back to slide.
Look at Moody’s Analytical Response.
Only thing we want on income statement are Service Costs, which we think are true costs of plan.
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Case Exercise

Capitalized interest

@ I

Chesapeake

ENERGY

How much interest expense did Chesapeake =
capitalize in 2012 and what was the effect on
Its cash flow?

| l

b)
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Capitalized Development Costs (IFRS)*

Balance Sheet: We adjust the balance sheet to reduce intangible assets
by the cumulative amount of development costs capitalized, adjust
deferred taxes accordingly, and reduce retained earnings by the
cumulative amount of development costs capitalized, net of tax.

Income Statement: We adjust the income statement to increase
operating expenses by the amount of capitalized development costs for
the period, remove the amortization charge related to the capitalized
development costs (including any impairment charge), and adjust
applicable tax expense.

Cash Flow: We adjust the cash flow statement to reclassify capitalized
development costs from an investing cash outflow (CFl) to an operating
cash outflow (CFO).

* All R&D for intangibles expensed per US GAAP with minor exceptions

b)
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Presenter
Presentation Notes
Black out slide.
Flip chart:  Five – ten minute overview.
				Pensions
Defined Benefit					Defined Contrib (no adjustments)
Problem is with DB schemes.  Two different types.  Funded (ERISA rules).  
Also have Germany, where unfunded DB schemes are the norm.
	Funded				Unfunded
Shortfall is 100% debt
PBO less FVA
Status of  pension obligations under US law.  May be taken over by PBGC.  Employees have claim against company unsecured.
Moody’s rating is statement of expected loss.  Having employees and PBGC at bankruptcy table.  Moody’s does not consider OPEB as debt– Rationale published in 2004, essentially is that cos can walk away from OPEB (which they do quite regularly).
With unfunded plans, use Debt/Total Cap ratio that company targets x pension provisions.  WE look at equity credit.  German and other European companies have cash and equivs around largely with intention to fund unfunded pension obligations.  Look at net pension provision and on that basis calculate equity credit.  Concepts are that we look at ‘excess cash’ and ‘equity credit.’
Back to slide.
Look at Moody’s Analytical Response.
Only thing we want on income statement are Service Costs, which we think are true costs of plan.
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Be careful — GAAP allows some Costs to

be Capitalized

CHESAPEAKE ENERGY CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)

10. Supplemental Disclosures About Natural Gas, Oil and NGL Producing Activities (Unaudited)

Net Capitalized Costs

Evaluated and unevaluated capitalized costs related to Chesapeake's natural gas, oil and NGL producing activities are summarized as

follows:

Natural gas and oil properties:
Proved
Unproved
Total
Less accumulated depreciation, depletion and amortization

Net capitalized costs

December 31,
2012 2011
($ in millions)

$ 50,172 % 41,723

14,755 16,685
64,927 58,408
(33,009 (27,208)

$ 31,918 % 31,200

Mooby’s

ANALYTICS
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Presentation Notes
Black out slide.
Flip chart:  Five – ten minute overview.
				Pensions
Defined Benefit					Defined Contrib (no adjustments)
Problem is with DB schemes.  Two different types.  Funded (ERISA rules).  
Also have Germany, where unfunded DB schemes are the norm.
	Funded				Unfunded
Shortfall is 100% debt
PBO less FVA
Status of  pension obligations under US law.  May be taken over by PBGC.  Employees have claim against company unsecured.
Moody’s rating is statement of expected loss.  Having employees and PBGC at bankruptcy table.  Moody’s does not consider OPEB as debt– Rationale published in 2004, essentially is that cos can walk away from OPEB (which they do quite regularly).
With unfunded plans, use Debt/Total Cap ratio that company targets x pension provisions.  WE look at equity credit.  German and other European companies have cash and equivs around largely with intention to fund unfunded pension obligations.  Look at net pension provision and on that basis calculate equity credit.  Concepts are that we look at ‘excess cash’ and ‘equity credit.’
Back to slide.
Look at Moody’s Analytical Response.
Only thing we want on income statement are Service Costs, which we think are true costs of plan.
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Unusual and Non-Recurring Iltems

Balance Sheet: We adjust the balance sheets in those instances when it
IS material to our analysis.

Income Statement: We adjust the income statement to reclassify the
effects of unusual or non-recurring revenues, gains or costs, net of the
related tax effect, to a special income statement caption that is below net
profit after tax. Our computation of key ratios excludes amounts in the
special income statement caption.

Cash Flow Statement: We adjust the cash flow statement to reclassify
the effects of unusual or non-recurring operating cash inflows and
outflows to a special caption in the operating section of the cash flow
statement. Our computation of key ratios excludes amounts in the
special cash flow statement caption.

b)
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Chesapeake's other adjustments

DEBT ADJUSTMENTS

We make standard and other analytical adjustments to reported debt. These adjustments add $8.3 billion to CHK's
reported debt of $13.5 billion at March 31, 2013 and are comprised of:

VPPs - Add $3 billion to debt, 109 mmboe to PD reserves, 92 mboe/d to average daily production and $0.9 billion
to LTM revenues and LTM retained cash flow (RCF). p145

Convertible Preferred Stock - Add $1.5 billion to debt for Hybrid basket B (50% debt) treatment. P102

CHK Utica Transaction - Add $1.25 billion to debt for preferred shares and ORRI obligation. The company P126
transferred approximately 700,000 acres of Utica Shale acreage to CHK Utica, L.L.C, an unrestricted, non-
guarantor subsidiary that CHK formed in October 2011. In the fourth quarter of 2011 CHK Ultica issued 1.25 million
preferred shares and an obligation to deliver a 3% ORRI in up to 1,500 net wells to be drilled in exchange for $1.25
billion. The preferred pays 7% dividends and that rate is subject to increase in limited circumstances if the cash
flow from the assets owned by CHK Utica are insufficient to fund the dividend in full. The preferred shares are
redeemable at CHK's option at a value equal to the greater of a 10% internal rate of return or a return on
investment of 1.4x, inclusive of dividends paid. The redemption value steps up if not redeemed before October 31,
2018. Given the preferred shares priority claim to the Utica acreage and the strategic importance of that play, the
ongoing cash dividend requirements and the incentive to redeem these securities by 2018, we view this obligation
as effectively debt in our analysis of Chesapeake.

CHK Cleveland-Tonkawa Transactions - Add $1.25 billion to debt, consistent with rationale for CHK Utica. p125

Operating Leases - Add $1.1 billion to debt. This adjustment is relatively large for an E&P company primarily due
to the sale/leaseback transactions on CHK's drilling rigs and compression equipment. p112

The remaining adjustments include increasing reported debt to par value and reclassifying a finance lease from
other liabilities to debt. pp102 and 96

b)
MOODY S Moody’s Adjustments and Financial Ratios 29
ANALYTICS



© Moody’s Analytics, Inc. and/or its licensors and affiliates.

Session Outline
Moody’s adjustments and financial ratios
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Chesapeake's preferred stock adjustment

» Chesapeake's 2012 balance sheet shows the following in preferred
stock:

EQUITY:
Chesapeake Stockholders' Equity:

Preferred stock, $0.01 par value, 20,000,000 shares authorized:

7,251,515 shares outstanding 3,062 3,062

» In addition there is $1,911 of contingent convertible senior notes:

2.75% contingent convertible senior notes due 2035

396 396
2.5% contingent convertible senior notes due 2037 @ 1,168 1,168
2.25% contingent convertible senior notes due 2038 347 347

» Moody’s considers the preferred stock to be debt and allocates half of
the convertible stock to debt and half to equity

Mooby’s
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Moody’s Hybrid Tool Kit

Hybrid instruments analyzed by Moody’s Hybrid Capital Group

Classification of hybrid securities based on following:

» Does the hybrid absorb losses for a “going” concern?
» Does the hybrid absorb losses for a “gone” concern?

» |s the loss absorbing capital there when needed?

Loss Absorption — key points
» Coupon payments — cumulative or non-cumulative?

» EXistence of coupon skip triggers?

Assign a basket from A to E on the continuum

» A Is most debt-like while E is most equity-like

Mooby’s
ANALYTICS
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Hybrid Equity Credit

Level of Equity Credit

b)
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Generic Hybrid Examples

EXAMPLE FROM

BASKET INSTRUMENT CHARACTERISTICS PAGE 5

A 20-year subordinated debt with optional cumulative deferral #1
Perpetual or very long-dated subordinated debt with mandatory cumulative coupon deferral tied to the breach of weak triggers #2
Perpetual or very long-dated subordinated debt with optional cumulative deferral if common dividend has been suspended for one #3
year

B 30-year subordinated debt with fully optional cumulative deferral #4
Perpetual or very long-dated subordinated debt with fully optional cumulative deferral #5
Perpetual or very long-dated subordinated debt with optional and mandatory cumulative deferral tied to the breach of strong #6
triggers
Perpetual or very long-dated preferred securities with fully optional cumulative deferral #7
30-year preferred security with fully optional non-cumulative coupon suspension #8
Perpetual or very long-dated preferred security with optional and mandatory cumulative deferral #9

C Perpetual or very long-dated preferred security with optional non-cumulative coupon suspension if common dividend has been #10
suspended for one year
Perpetual or very long-dated preferred security with mandatory non-cumulative coupon suspension tied to the breach of a balance #1
sheet loss trigger
Perpetual or very long-dated preferred security with fully optional non-cumulative coupon suspension issued by a non-bank #12
Perpetual or very long-dated preferred security with fully optional non-cumulative coupon suspension issued by a bank #12

b Perpetual or very long-dated preferred security with fully optional cumulative deferral and mandatory non-cumulative suspension #13
tied to the breach of strong triggers

E Perpetual preferred securities with fully optional and mandatory strong non-cumulative coupon suspension with the possibility for n/a
a permanent principal write-down or conversion into a fixed number of shares upon breach of pre-determined triggers
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Hybrid Security Analysis

The Reporting Problem Moody’s Adjustment

» Although accounted for as debt, equity or » Balance Sheet: Reclassify hybrid securities to
minority interest, hybrid securities have either debt or equity in accordance with the
characteristics of both debt and equity hybrid basket treatment assigned.
Instruments. » Income statement: Adjust interest expense in

» For some instruments, accounting standards accordance with the hybrid basket treatment
focus on legal form, even though the assigned, e.g. reclassify preferred dividends to
economics of these instruments suggest a interest expense in the case of hybrid
different classification. securities considered to be debt-like.

» For examp|e’ standards C|assify certain » Cash flow statement: Based on the hybrld
preferred securities as 100% equity even basket treatment, reclassify preferred
though these instruments have important dividends (a ﬁnanCing cash OutﬂOW) to interest
attributes of debt. expense (an operating cash outflow) for the

calculated debt portion (or visa versa in the
case of equity).

b)
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General Guidelines

Determine Issuer Type and Base Rating
» For Investment grade use senior unsecured rating

» For Sub-investment grade use corporate family rating

For Senior Unsecured Rating of Baa3 or above
» Subordinated debt is 1 notch lower

» Preferred stock is 2 notches lower

For Corporate Family of Bal or below
» Subordinated debt is 2 notches lower

» Preferred stock is 3 notches lower

b)
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Genting’s hybrid

DES
GENTING SIHGF\PDR GENSSPS 5 03/49 89.9500/91.1480 (6.349/6.261) BGN @10:08
GENSSP 5 % 03/29/ 9 Feedbe Page 1/11 Description: Structured Note
'—gm-mﬁ_m 70N Setfings -
1) Bond Description 17 Issuer Description
Pages Issuer Information Identifiers
1l BSQE{ 1“1{0 ssuer  GENTING SINGAPORE PLC BB Number  EJ0479372
;;i‘wgnla”nfs Industry Casinos & Gaming ISIN SG6T47979602
4] Guarantors Security Information BBGID BBGO02Q1HR60
t)Bond Ratings Mkt of Issue Domestic Bond Ratings
£] Identifiers Country IM Currency  5GD Moody's Baa3
;i?HCh;”ri'?s Rark  Jr Subordinated Series Fitch BEB
s Parties r e - e cite _
ol Fees. Restrict :oupon 2.125 Type Step-Up F1 Composite BERB
18] Schedules Cpn Freq S/A
1) Coupons Day Cnt ACT/365 ss Price  100.00000 'Issuance & Trading
nuick Links Maturity PERPETUAL Amt Issued/QOutstanding
) ALLQ Pricing PERPETUAL CALL 09/12/17@100.00 SGD 1,800,000.00 (M) /
HIQRD Quote Reca | 1556 Spread SGD 1,800,000.00 (M)
WTOH Trade Hist |- le Tvpe T o e e
) CACS Corp Action | C2LC Type (1311)MULTI-STEP CPN BND Min Piece/Increment
%ICF  Prospectus | Announcement Date 03/01/2012 250,000.00 / 250,000.00
F)cN  Sec Mews | Interest Accrual Date 03/12/2012 Par Amount 250,000.00
B HDS Holders 1st Settle Date 03/12/2012 Boolk Runner JOINT LEADS

PIVPR Underly Info 15t Coypon Date 09/12/2012 Fxchange SGX-ST
CUMULATIVE,

66 Send Bond

Australio 61 2 9777 2600 Brazil 5511 3048 4500 Europe 44 20 7330 7500 Germong 42 &9 2204 1210 Hong Kong 252 2977 000
Jopon 21 3 3201 8200 Singopore &5 6212 1000 5. 1 212 218 2000 Copyright 20132 Bloombetry Finonoce L.P.
SH 224252 BST  GMT+1:00 G215-365353-0 01-Jul-20132 10:09:39
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Genting’s 2012 equity disclosure

EQUITY AND LIABILITIES
Equity Attributable to Equity Holders

of the Company
Share capital 34 371.9 371.6
Treasury shares 35 (210.3) (209.6)
Reserves 36 __21.538.1 17.456.7
21,699.7 17,618.7
| Perpetual capital securities of a subsidiary 37 5,789.5 -
Non-controlling interests 16,979.4 15,548.2
Total Equity 44,468.6 33,166.9
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Moody’'s view

Details of Proposed Bond

The Ccompany intends to issue a pcq:n:h.tal equity security. Dietails of the issuance is as follow:

Issuct: Genting Singapore PLC
Issuc: SGD Perpetual Capital Securities

Tenor: Perperual

Ranking: Subordinated

Distribution: Semi-annual in arrears, deferrable and accumulated (dividend and payment or

buyback of further junior or parity obligations are not allowed if deferred

distribution remains)
Listing: SGX-5T

Based on the terms of the instrument, ]".-"[uud}"s will treat it as a compaosite of 30% equity and 30%%
debt for the purpose of calculating financial leverage.

We have assigned a (I")Baa3/5table rating to the instrument, 2-notch below GENS's issuer rating. The
rating reflects the underying terms of the instrument including:

¥ I.-.:IE'CF]}" subordinated nature of the prc:puscd instrument, where it ranks on par with prcfcrcm:c
shares in the event of a wind-up.

»  Optional deferral of coupon payments (cumulative if deferred), where a dividend stopper is in
place if a coupon is deferred.

¥ Nt} EVENLS IZ:I"- -EIE"-E.IJIII oar ﬂ.CCE‘IEI’EtitJ-ﬂ.
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Session Outline
Moody’s adjustments and financial ratios

D Financial Statement Adjustments o
D Operating Lease Adjustment

D Defined Benefit Plan Adjustment

D Other Possible Adjustments

D Analyzing and Rating Hybrid Instruments

D Key Financial Ratios
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Moody’s Key Financial Ratio Medians

Global Non-Financial Corporations, 2012

Aggregate Metrics by Rating Category

EBITA f‘q;i;l%z Operating Margin EBITA Margin EBITA fér:;zr:;; (FFO + lr}i}:gi;
Aaa 19.5% 18.9% 21.9% 25.1 24.0
Aa 11.6% 14.5% 17.1% 14.3 15.6
A 11.5% 13.5% 15.0% 8.9 10.4
Baa 9.6% 12.5% 13.4% 53 6.8
Ba 9.2% 12.5% 13.8% 3.4 47
B 7.0% 8.4% 10.1% 1.6 2.6
Caa-C 3.0% 3.2% 4.2% 0.5 1.4
Debt / EBITDA CE;;EJIiigt[i)ng: FFO / Debt FLE\?: ?Irr:li: E}iﬂ: Depriiiggi)r:{mr‘: V[:ni:firl‘ii;
Aaa 0.8 20.8% 81.6% 76.5% 1.1 8.0
Aa 1.6 34.4% 48.6% 27.6% 1.2 10.5
A 1.9 40.0% 41.5% 34.1% 1.1 10.0
Baa 2.5 43.9% 30.0% 28.6% 1.2 13.0
Ba 3.1 50.8% 23.6% 23.7% 1.1 18.0
B 5.0 69.8% 12.1% 12.7% 0.9 16.0
Caa-C 7.6 100.0% 3.9% 3.4% 07 15.0
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Which ratios would you
use to analyze an energy
company?

b)
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Key credit ratios in the Integrated sector

Factor 5 Mapping: Financial Metrics
Aaa Aa A Baa Ba B Caa

Retained Cash Flow . /Met Debst | 3-year

average) = B0 0¥ o &S00 304 o 0% 0 o 3045 105 To 204 R Do 10% < hig
EBIT/InTerest Expense (3-year average) » 2 15 to 20 3% o Bx T to 3% 1 to Ix €ix
Gross Debt 7 Total Proved Reserves «53.50 £3.50 to 54.50 SEEOGD 5650 5650t 57.50  57.50R0 510000 510000
Giross DebbrCapital 2E% 25% to 35% hE% D 65% 65% to FH > TR
Shell's metrics (Q4 2011)
Factor 5: Financial Metrics (40%)
a) Retained Cash Flow / Net Debt [1]
b) EBIT / Interest Expense [1] 13.8x
c) Gross Debt / Total Proved Reserves $5.0
d) Gross Debt / Total Capital
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Key credit ratios in the independent E&P
sector

Factor 3. Leverage and Cash Flow Coverage (40%)

Sub- factor
Weight Aaa Aa A Baa Ba B Caa Ca
E&P Debt/ Average Daily Production  10% < $4.5k  54.5k- 59k  $9k- 515k $15k- 521k 527k- 527k $27k- %33k  $33k-$39% =530k
E&P Debt/ PD boe Reserves 10% < §1 $1-43 $3-45 55- 57 57-59  $9-512 §12-315 =515
RCF / Total Debt 10%  =2125% 100%-125% 75%-100% 50%-75% 35%-50% 20%-35% 10%-20% <10%
EBITDA / Interest Expense 10% = 35K 25% - 35% 15% - 25x 10% - 15x 6 - 10x 2% - bx 05x-2x  <0.5x

Range Resource’s metrics (Q4 2011)

Factor 3: Leverage And Cash Flow
Coverage (40%)
a) E&P Debt / Average Daily $22,923
Production Quarterly
b) E&P Debt / PD boe Reserves $4.6
c) Retained Cash Flow / Total Debt 31.6%
d) EBITDA/ Interest Expense 4.5x
Mooby’s Moody’s Adjustments and Financial Ratios 44
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...versus, for example, refineries

Refinery Profitability (15%)

Subfactor Weight Aaa A Baa Ba B Caa
EBIT / Total throughputs barrels 15% =12 9-12 7-9 5-7 3-5 2-3 <2
(3-year Average) $/bbl

Financial Flexibility (35%)
Subfactor Weight Aaa Aa A Baa Ba B Caa
Debt/Complexity 10% <25 25 -175 175 - 325 325-475 475-625 625-775 2775
Barrels (S/bbl)

EBIT (3-yoar Average) / 15% =30x 30 - 20x 20x - 10x 10x - dx 4x - 2% 2% - 1x <1x
Interest Exponse

RCF (3-year Avorage) /Debt 10% =50% 50% - 40% 40%-30% 30%-20% 20%-10% 10% - 0% <0%

»)
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...or unregulated utilities and power
companies

Unregulated Utilities
Factor 4: Financial Strength Metrics - 40%

Sub-Factor

3-year Average Aaa Aa A Baa Ba ] Caa Weighting
CFO pre-W/C + Intorest/Interest 215.0x 9.0x - 14.9x 6.0x - 8.9x 3.5x - 5.9x 1.8x - 3.4x 1.0x - 1.7x <1.0x 10.00%
CFO pre-W/C/ Debt =70% 45% - 69% 28% - 44% 17% - 27% 10% - 16% 5% - 9% <5% 12.50%
RCF / Debt =50% 32% - 49% 20% - 31% 12% - 19% 7% - 1% 3% - 6% <3% 12.50%
FCF / Debt =50% 20% - 49% 10% - 19% 0% - 9% (15%) - 0% (30%) - (16%) <(30%) 5.00%

Power Companies
Factor 4: Financial Strength Metrics - 50%

Sub-Factor
3-year Average Aaa Aa A Baa Ba Weighting
CFO pre-WC + Interest /Interest = 18.0x 12.0x - 18.0x 7.0x - 11.9x 3.6% - 6.9x 2.0x - 3.5x 1.0x -1.9x < 1.0x 15.00%
CFO pre-WC/ Debt =90% 61% - 90% 36% - 60% 21% -35% 13% - 20% 5% -12% < 5% 20.00%
RCF/ Debt =60% 45% - 60% 25% - 44% 15% -24% 8% - 14% 3% -7% <3% 7.50%
FCF/Debt = 0% 35% - 50% 22% - 34% 12% - 21% 0%-11% (30%)-0% < (30%) 7.50%
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Thank You!

For more information, please contact us

This Seminar

Andrew Holmes

andrew.holmes@moodys.com

Tailored Training Solutions
Shawn Gregrich

shawn.gregrich@moodys.com
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© 2014 Moody’s Analytics, Inc. and/or its licensors and affiliates (collectively, “MOODY’S"). All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY
COPYRIGHT LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR
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damages, resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections, and other observations, if any, constituting part of
the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF
ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER. Each rating or other opinion must
be weighed solely as one factor in any investment decision made by or on behalf of any user of the information contained herein, and each such user must accordingly make its own
study and evaluation of each security and of each issuer and guarantor of, and each provider of credit support for, each security that it may consider purchasing, holding, or selling.
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