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Many multi-notch declines in CDS-implied ratings reflect potential creditor-unfriendly
actions

Recently, consumer non-cyclical, healthcare, and technology companies such as Clorox, Cardinal
Health, Eli Lilly, and Seagate Technology have experienced multiple notch declines in their CDS-
implied ratings. These issuers are fundamentally sound from a credit point of view, despite the
occasional bumps in the road. As discussed below, we believe that in most cases speculation
about merger activity and leveraged buy-outs is the main driver of the large drops in
companies’ CDS market risk signals, rather than the deterioration of their creditworthiness.

Such developments are not surprising. During the recent recession many firms improved their
balance sheets and built up hoards of cash’. This, plus the availability of cheap financing and weak
organic growth, naturally turn company managers' minds to acquisitions and various forms of
buyouts. Also spurring speculation have been high profile deals such as BHP Billiton's hostile bid
for Potash of Saskatchewan; Hewlett Packard’s bidding war with Dell over 3PAR; Pfizer's
acquisition of King Pharmaceuticals; and the private equity takeover of Burger King by an affiliate
of 3G Capital.

Figure 1: Average CDS Implied Rating Gaps

Cons-Non-Cycl Health Care Technology

i\%
=

0 r T T T T T T T T T T T

Nov07 Feb08 May08 AugO8 NovO8 Feb09 May09 Aug09 Nov09 Feb10 Mayl0 Augl0

Source: Moody's Analytics Allratings and data asof 11/1/2010

Tsee Moody's Investors Service, October 26, 2010, Special Comment, “U.S. Corporate Cash Hoard Near $1 Trillion, but Unlikely To Be Used for
Expansion.”
Moody's Analytics markets and distributes all Moody's Capital Markets Research, Inc. materials. Moody's Capital Markets Research, Inc. is a subsidiary of Moody's Corporation. Moody's
Analytics does not provide investment advisory services or products. For further detail, please see the last page.
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Falls from high levels place many implied ratings close to their Moody's rating

While LBO and M&A speculation has touched many sectors, consumer non-cyclical, health care, and
technology sectors seem to be primary targets. These sectors were less affected by the economic slowdown,
and many of the companies have maintained good cash flow and relatively strong balance sheets. Over the
past three years CDS spreads in the three sectors have been relatively tight compared to the wider market,
as confirmed by the positive sector-average CDS-implied rating gaps (a gap is the difference between the
Moody's rating and the market-implied rating, measured in ratings “notches”). Please see Figure 1 for
details.

The sector average implied ratings have recently declined from their former very positive levels (recall that a
“positive” ratings gap means that an entity's CDS spread is lower than suggested by its Moody's rating).
However, despite the declines in many issuers’ implied ratings, often by multiple notches, they usually
remain above their Moody's ratings. Indeed, half of the companies we list in Figure 2 are in this situation.

Figure 2. Market Implied Ratings, Gaps and Gap Moves

Market Implied Rating

Rating  Moody's Rating Gap Gap move
Sym Issuer Sector Outlook Rating  Bond  CDS Equity Bond  CDS Equit Bond  CDS Equity
AVP  Avon Products, Inc. Consumer Non-Cycl STA A2 Aa3 Al A2 2 1 0 1 -2 0
CAH Cardinal Health, Inc. Health Care STA Baa3 A3 Baal Ba2 3 2 -2 0 -5 0
CLX  Clorox Company Consumer Non-Cycl  STA Baal Aa3 A3 Aaa 4 1 7 -1 =3 -1
CSC  Computer Sciences Corp  Technology STA Baa1l Baa2 Baa3 Baal -1 -2 0 -2 0
CAG  ConAgra Foods, Inc. Consumer Non-Cycl  STA Baa2 Baal Baal Al 1 1 4 -2 -6 -1
DELL Dell Inc. Technology STA A2 Al Baaz Ba3 1 -3 -7 -1 -1 -1
DEO Diageo PLC Consumer Non-Cycl  STA A3 — A3 Aaa — 0 6 0 -4 0
LLY  Eli Lilly and Company Health Care RUR A1 Aa2  Aa2 Aa3 2 2 1 0 -2 0
EXPE Expedia, Inc. Technology POS  Bal Baz Baa3 Ba2 -1 1 -1 0 0 0
FISV  Fiserv, Inc. Technology STA Baa2 Baal Bal Aa3 1 -2 5 0 -1 0
INTU Intuit Inc. Technology STA Baal A3 Aal  Aaa 1 6 7 1 5 0
MON Monsanto Company Consumer Non-Cycl  STA A2 Al A3 Baal 1 -1 -2 -2 -4 -1
PBI  Pitney Bowes Inc. Technology RUR Al Baa3 Baa3 Ba3 -5 -5 -8 -4 -1 -2
SLE  Sara Lee Corporation Consumer Non-Cycl STA Baal A3  Baa3 A2 1 -2 2 -1 -5 -1
STX  Seagate Technology Technology STA Bal Ba3 B2 — -2 -4 — -1 -3 0
WU __ Western Union Co. Technology STA A3 A3 Baa3 Ba2 0 -3 -5 0 -1 -1

Source: Moody's Analytics Data are as of November 1, 2010
Implied rating move may be more visible than CDS spread move

CDS spreads are now quite tight at the top end of the rating scale. Thus, small moves in an entity's spread,
if not matched by the broad market, can produce a multiple-notch move in its implied rating. Because
many of these companies are investment grade, the corresponding move in their CDS spreads may not
stand out within the broader market. But even with this caveat, as noted our view is that press speculation
about creditor-unfriendly events such as LBOs is the main driver of the decline in the entities’ CDS-implied
ratings.

Note: For further detail on 16 companies affected please see our Market Signals Review under the same title,
“Things Are not What They Seem...", published November 5.

e
2 9 NOVEMBER 2010 MOODY'S CAPITAL MARKETS RESEARCH, INC. / MARKET COMMENT / MOODYS.COM



MOODY'S ANALYTICS CAPITAL MARKETS RESEARCH

Report Number: 128549

Author Contact Us
John Lonski 1.212.553.7144 Americas : 1.212.553.4399
john.lonski@moodys.com
Europe: +44 (0) 20.7772.5588
Asia: 813.5408.4131
Editor
Dana Gordon 1.212.553.0398

dana.gordon@moodys.com

© Copyright 2010, Moody's Capital Markets Research, Inc., and/or its licensors and affiliates (together, "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 BY ANY MEANS
WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY'S
from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors,
however, such information is provided “as is” without warranty of any kind and MOODY'S, in particular, makes no representation or warranty,
express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such information.
Under no circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part caused by,
resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of MOODY'S
or any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis, interpretation,
communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential, compensatory or incidental
damages whatsoever (including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The credit ratings and financial reporting analysis 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. MOODY'S hereby discloses that most issuers of debt securities (including
corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by MOODY'S have, prior to assignment of
any rating, agreed to pay to MOODY'S for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,400,000.
Moody's Corporation (MCO) and its wholly-owned credit rating agency subsidiary, Moody's Investors Service (MIS), also maintain policies and
procedures to address the independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between
directors of MCO and rated entities, and between entities who hold ratings from MIS and have also publicly reported to the SEC an ownership
interest in MCO of more than 5%, is posted annually on Moody'’s website at www.moodys.com under the heading “Shareholder Relations —
Corporate Governance — Director and Shareholder Affiliation Policy.”

The statements contained in this research report are based solely upon the opinions of Moody's Capital Markets Research, Inc. and the data and
information available to the authors at the time of publication of this report. There is no assurance that any predicted results will actually
occur. Past performance is no guarantee of future results.

The analysis in this report has not been made available to any issuer prior to publication.

When making an investment decision, investors should use additional sources of information and consult with their investment advisor.
Investing in securities involves certain risks including possible fluctuations in investment return and loss of principal. Investing in bonds presents
additional risks, including changes in interest rates and credit risk.

All Capital Markets Research Group information is provided by Moody's Capital Markets Research, Inc., a subsidiary of Moody's Corporation.
Please note that Moody's Analytics, Inc., an affiliate of Moody's Capital Markets Research, Inc. and a subsidiary of MCO, provides a wide range
of research and analytical products and services to corporations and participants in the financial markets. Customers of Moody's Analytics, Inc.
may include companies mentioned in this report. Please be advised that a conflict may exist and that any investment decisions you make are
your own responsibility. The Moody's Analytics logo is used on certain Capital Markets Research Group products for marketing purposes only.
Moody's Analytics is not a part of the Capital Markets Research Group nor is it a part of Moody's Capital Markets Research, Inc.

1
3 9 NOVEMBER 2010 MOODY'S CAPITAL MARKETS RESEARCH, INC. / MARKET COMMENT / MOODYS.COM



