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Risk-to-Price By The Sector

According to Standard & Poor’s new Risk-to-Price score, bonds in the health care sector do a better
job, on average, of providing yield for associated market and credit risk when compared with other

sectors in the U.S. scored bond universe. The consumer discretionary sector comes out at the bottom.

A New Risk Measure

A common investment strategy is to first identify attractive sectors before selecting individual bonds. The health
care sector, for example, has weathered the current credit crunch better than many others. Demographic trends
and the recently passed health care laws could prove favorable for strong credit performance of health care-relat-
ed companies (see “A Rash Of Activity For U.S. Speculative-Grade Health Care Companies,” published July 16,
2010, on the Global Credit Portal). But choosing the right sectors based on an investor’s risk tolerance is not

always easy. Is it possible to rank sectors according to how well they are compensating investors for risk?

Standard & Poor’s Valuation and Risk Strategies has developed a new risk benchmark called Risk-to-
Price (R2P). R2P scores measure how well a specific bond compensates investors, through yield, for
the associated market and credit risks. The R2P formula incorporates a bond’s option-adjusted spread
(OAS), that same bond’s price volatility, and the issuer’s estimated probability of default (PD); the
higher the score, the better that bond rewards investors for risk. For any given date, each bond’s score
is ranked against the universe of scored bonds. Bonds are also given a percentile ranking, so it’s easy to

see where a specific bond stacks up against all the others.

Using R2P, investors can compare scores among bonds to see how much yield their holdings offer for
the underlying market and credit risks, relative to other bonds in the market (for more detail on R2P
scores, see “Market Intellect: MCRS’ New Risk-to-Price Score Helps Investors Assess How Well They
Are Being Compensated For Risk,” published Feb. 18, 2010, on RatingsDirect®, on the Global Credit
Portal®). R2P also provides insight into sector performance when looking at bonds in the aggregate.
We took a look at the median R2P scores and median percentiles by sector (excluding financials) over

the past year and a half.

Ranking The Sectors

As shown in table 1, the top three sectors at the end of June were health care, telecommunication ser-
vices, and consumer staples. Although telecom is in the top three overall, it has been the most volatile

of all the sectors, bumping in and out of the top tier over the last year and a half, with a steady
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increase since April (see charts 1 and 2). Since January 2009, health care and consumer staples have been consistently at the

top, with utilities and information technology roughly tied for third.

Industrials, materials, and consumer discretionary rank as the bottom three sectors from an R2P perspective, with the medi-

an percentile of all consumer discretionary bonds averaging about 40% over the past year and a half.

Table 1

Sector Percentile R2P Score
Health care 79 67
Telecommunication services 75 61
Consumer staples 73 59
Utilities Al 57
Information technology 64 51
Industrials 55 4
Energy 55 41
Materials 51 38
Consumer discretionary 4 28

Charts 1 and 2 illustrate the importance of using percentiles to track bond and sector performance. Changes in individual
bond or sector R2P scores over time, when examined on a stand-alone basis, are not meaningful in assessing the rela-
tive attractiveness of that bond or sector as scores for all other bonds could potentially move in tandem. In such a case,

a change in score may not be accompanied by a change in quartile or percentile rank. Looking at individual scores over
time, however, is useful for highlighting trends. We would need to dig a little deeper into the individual R2P components
(OAS, price volatility, and PD) to understand the forces behind the trends. The percentiles (see chart 2) are useful for
tracking relative rankings over time.
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Chart 2
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Getting At The Data

Using R2P data on Standard & Poor’s Global Credit Portal, we narrowed our focus to the distribution of R2P scores in health

care—the sector with the highest overall scores of the past 18 months. A strong majority of securities in our query currently rank

in the first or second R2P quartiles, indicating an attractive risk-reward profile relative to the larger bond universe (See figure 1).

From there, we were able to compare the individual R2P inputs, as well as additional data, for sector securities.

Figure 1

Distributions for the Health Care Sector on the Global Credit Portal
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We then searched specifically for U.S. health care securities that ranked in the first quartile, those that offer the best rewards
relative to their underlying risks, at the end of June 2010 (see figure 2).

Figure 2
The Screening Tool on the Global Credit Portal
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Digging Deeper

In terms of how bonds in the U.S. R2P universe stack up, on average, the health care sector has been a solid leader. The con-
sumer discretionary sector, meanwhile, is a clear laggard. This provides a general first-pass screen of where investors may be
getting better yield for the associated market and credit risks of their holdings. To get further detail, we could dig deeper, by
extracting the bonds in a particular sector and ranking them by R2P score or the individual R2P components such as PD to

get a combined market and credit view of risk and determine which individual securities may offer the best opportunities.
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Credit-related analyses, including ratings, and statements in the Content are statements of opinion as of the date they are expressed and not statements of fact or recommen-
dations to purchase, hold, or sell any securities or to make any investment decisions. S&P assumes no obligation to update the Content following publication in any form or for-
mat. The Content should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when
making investment and other business decisions. S&P's opinions and analyses do not address the suitability of any security. S&P does not act as a fiduciary or an investment
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ness units of S&P may have information that is not available to other S&P business units. S&P has established policies and procedures to maintain the confidentiality of certain
non—public information received in connection with each analytical process.

S&P may receive compensation for its ratings and certain credit-related analyses, normally from issuers or underwriters of securities or from obligors. S&P reserves the right to dissemi-
nate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites, www.standardandpoors.com (free of charge), and www.ratingsdirect.com and
www.globalcreditportal.com (subscription), and may be distributed through other means, including via S&P publications and third party redistributors. Additional information about our
ratings fees is available at www.standardandpoors.com/usratingsfees. STANDARD & POOR'S, S&P, GLOBAL CREDIT PORTAL and RATINGSDIRECT are registered trademarks of Standard & Poor’s
Financial Services LLC
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Regulatory Disclosures

Standard & Poor's Securities Evaluations, Inc. (SPSE) is a part of S&P Valuation and
Risk Strategies and a registered investment adviser with the United States Securities
and Exchange Commission. SPSE provides (1) fixed-income evaluations and (2) analy-
ses of certain U.S. and European fixed income securities using its proprietary
Risk-to-Price scoring methodology. SPSE is analytically and editorially independent
from any other analytical group at Standard & Poor’s.

Products and services provided by SPSE may not be available in all countries
or jurisdictions.

SPSE also has redistribution relationships that reflect evaluations and equity pricing
services of other, unaffiliated firms with which SPSE has contracted to distribute to its
client base. Prices and data provided by these third-party firms are the responsibilities
of those firms and not SPSE and are produced under the firms" methodologies and pol-
icies and procedures. SPSE disclaims any responsibility for the adequacy and accuracy
of any information contained in any feed provided by a third party.

Standard & Poor's and its affiliates provide a wide range of services to, or relating to,
many organizations, including issuers of securities, investment advisers, broker-deal-
ers, investment banks, other financial institutions and financial intermediaries, and
accordingly may receive fees or other economic benefits from those organizations,
including organizations whose securities or services they may recommend, rate,
include in model portfolios, evaluate or otherwise address.

The information contained herein does not constitute an offer to buy, hold or sell any
security or the solicitation of an offer to buy any securities to any person. The securities,
financial instruments or strategies mentioned herein may not be suitable for all inves-
tors. Any opinions expressed herein are given in good faith, are subject to change with-
out natice, and are only correct as of the stated date of their issue. Prices or values of
any securities or investments mentioned herein may fall against the interests of the
investor and the investor may get back less than the amount invested. Where an invest-
ment or security is denominated in a different currency to the investor's currency of refer-
ence, changes in rates of exchange may have an adverse effect on the value, price or
income of or from that investment to the investor. The information contained herein is
not intended for any specific investor and does not take into account a particular inves-
tor's investment objectives, financial situations or needs and is not intended as a recom-
mendation of particular securities, financial instruments or strategies. Before acting on
any information contained herein, an investor should consider whether it is suitable for
their particular circumstances and, if necessary, seek professional advice.

Standard & Poor’s Securities Evaluations
Risk-to-Price (R2P) Services

The following country-specific disclosures should be read by users of SPSE's R2P services:
The following disclosure is applicable to residents of the European Union:

The following individuals are members of SPSE's analytical staff who generate Risk-
to-Price scores and reports: Michael Thompson, Ashish Ojha, Richard Peterson,
Jaseem Hasib, Robert Keiser, Charles Bassignani, Fabrice Jaudi, and Gary Albanese.

Historical R2P scores for the past 12 months for each security identified herein are
available by contacting Standard & Poor’s Client Services Department at (212) 438-
4510 or via e-mail at spsupportcenter@standardandpoors.com.

The Risk-to-Price White Paper, which contains the methodology/criteria for R2P is
available by contacting Standard & Poor’s Client Services Department at (212) 438-
4510 or via e-mail at spsupportcenter@standardandpoors.com.

For residents of Australia: Risk-to-Price (R2P) content is only provided to Australian
wholesale client as defined in Chapter 7 of the Corporations Act 2001 (Australia) and
such materials will only be used for internal purposes only. Risk-to-Price (R2P) is being
delivered by Standard & Poor’s Securities Evaluations, Inc. Australian Registered Body
Number 136 795 018 (SPSE). SPSE is regulated by the United States Securities &
Exchange Commission, under the laws of the United States which laws differ from the
laws of Australia; and SPSE is exempt from the requirement to hold an Australian
Financial Services license.

For residents of Chile: A client who may be considered to be a “Consumer” as that
term is defined under the Chilean Consumer Protection Law No. 19,496 of 1997, SPSE
hereby represents that it will respect the terms, conditions and formalities to which
the delivery of Service(s) under the terms of this Attachment will be carried out and
that by Subscriber’s acceptance of this Attachment Subscriber is agreeing to be bound

by its terms and conditions. Subscriber hereby acknowledges it has read the terms of
this Attachment and has received a copy of it.

The Service(s) and any information contained therein are not intended as an offer, pro-
motion or solicitation for the purchase or sale of any security or other financial instru-
ment nor should it be considered investment advice. Any opinions expressed herein
are given in good faith, are subject to change without notice and are only correct as of
the stated date of their issue. SPSE including its affiliates provides wide range of ser-
vices to, or relating to many issuers and organizations and accordingly, may receive
fees or other economic benefits from those issuers and organizations whose securities
they may recommend, rate, include in model portfolios, evaluate or otherwise address,
including issuers and organizations included in this (the) Service(s).

For residents of Hong Kong: Risk-to-Price (R2P) is provided by Standard & Poor's
LLC-Hong Kong branch. The information is not intended as an offer, promotion or solic-
itation for the purchase or sale of any security or other financial instrument. Any opin-
ions expressed herein are given in good faith, are subject to change without notice
and are only correct as of the stated date of their issue. Standard & Poor’s directly and
through its affiliates provides a wide range of services to, or relating to many issuers
and organizations and accordingly, may receive fees or other economic benefits from
those issuers and organizations whose securities they may recommend, rate, include
in model portfolios, evaluate or otherwise address, including issuers and /or organiza-
tions included in this service.

For residents of the United Kingdom: This Risk-to-Price (R2P) communication is
directed to and can only be used to persons who are investment professionals as
defined in the Financial Services and Markets 2000 (Regulated Activities) Order 2001
and who are authorized person as defined in section 31 of the Financial Services and
Markets Act 2000. The information available through this website is not intended as an
offer or promotion or solicitation for the purchase or sale of any security or other finan-
cial instrument nor should it be considered investment advice. It will only be made
available to persons with professional experience in matters relating to investments.
Any opinions expressed herein are given in good faith, are subject to change without
notice and are only correct as of the stated date of their issue. Such opinions should not
be relied upon by persons who do no have professional experience in matters relating
to investments. Standard & Poor’s directly and through its affiliates provides a wide
range of services to, or relating to many issuers and organizations and accordingly, may
receive fees or other economic benefits from those issuers and organizations whose
securities they may recommend, rate, include in model portfolios, evaluate or otherwise
address, including issuers and organizations included in this service.

For residents of Malaysia: Risk-to-Price (R2P) content is being provided by Standard &
Poor's Malaysia Sdn Bhd. This information is not intended as an offer, promotion or solic-
itation for the purchase or sale of any security or other financial instrument. Any opinions
expressed herein are given in good faith, are subject to change without notice and are
only correct as of the stated date of their issue. All queries in relation to the reports
should be referred to Alexander Chia, Desmond Ch'ng, or Ching Wah Tam. Standard &
Poor’s directly and through its affiliates provides a wide range of services to, or relating
to many issuers and organizations and accordingly, may receive fees or other economic
benefits from those issuers and organizations whose securities they may recommend,
rate, include in model portfolios, evaluate or otherwise address, including issuers and
organizations included in this service.

For residents of Israel: Risk-to-Price (R2P) content can only be used by investors list-
ed in the First Schedule to the Securities Law, 1968 of Israel which is defined as one
of one of the following:

1. amutual fund (joint investment trust fund) as defined in the Joint Investment Trust
Law or a company managing such fund;

2. aprovident fund as defined in the Regulations of Financial Services (Provident
Funds) Law 5765-2005, or a company that manages such provident funds;

3. aninsurer as defined in the Supervision of Insurance Business Law;

4. banking corporation licensed under the Banking Licensing Law or an Auxiliary
Corporation (other than a joint services company) purchasing Notes for its own
account or for the account of customers who are Exempt Investors;

5. aportfolio manager as defined in Section 8(a) of Israeli Investment Advice Law,
who purchased Notes for his own account or for the account of customers which
qualify as Exempt Investors;
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6. aninvestment adviser, as defined in the Israeli Investment Advice Law; who is
purchasing notes for his own account;

7. amember of the Tel Aviv Stock Exchange purchasing Notes either for its own
account or for customers which qualify as Exempt Investors;

8. an underwriter qualified in accordance with Section 56(c) of the Securities Law
who is purchasing Notes for its own account;

9. aventure capital fund;

10. a corporation engaged primarily in capital markets that is owned exclusively by
Exempt Investors; or

11. a corporation (other than a corporation incorporated for purchasing securities in a
specific offer and whose equity exceeds 250 million new shekels.)

Residents of Israel understand and agree that this information is not intended as an
offer, promotion or solicitation for the purchase or sale of any security or other finan-
cial instrument nor should it be considered investment advice. Any opinions expressed
herein are given in good faith, are subject to change without notice and are only cor-
rect as of the stated date of their issue. Standard & Poor's directly and through its
affiliates provides a wide range of services to, or relating to many issuers and organi-
zations and accordingly, may receive fees or other economic benefits from those issu-
ers and organizations whose securities they may recommend, rate, include in model
portfolios, evaluate or otherwise address, including issuers and organizations included
in this service.

For residents of Singapore: Risk-to-Price (R2P) is only available to the following
institutions for internal use:

1. abank that is licensed under the Banking Act, Chapter 19 of Singapore;

2. amerchant bank that is approved as a financial institution under Section 28 of the
Monetary Authority of Singapore Act, Chapter 186 of Singapore;

3. afinance company that is licensed under the Finance Companies Act, Chapter 108
of Singapore;

4. acompany or society registered under the Insurance Act, Chapter 142 of
Singapore, as an insurer;

a company registered under the Trust Companies Act, Chapter 336 of Singapore;
the Singapore government;
a statutory body established under any Singapore act;

a pension fund or collective investment scheme;

© ®©® N o o

the holder of a capital markets services license for dealing in securities, fund man-
agement, providing custodial services for securities, real estate investment trust
management, securities financing, or trading in futures contracts;

10. a person (other than an individual) who carries on the business of dealing in bonds
with accredited investors or expert investors;

11. the trustee of such trust as the MAS may prescribe, when acting in that capacity;
or

12. such other person as the MAS may prescribe.

This information is not intended as an offer, promotion or solicitation for the purchase
or sale of any security or other financial instrument.

Anything herein that may be construed as a recommendation is intended for general
circulation and does not take into account the specific investment objectives, financial
situation or particular needs of any particular person. Advice should be sought from a
financial adviser regarding the suitability of an investment, taking into account the
specific investment objectives, financial situation or particular needs of any person in
receipt of the recommendation, before the person makes a commitment to purchase
the investment product.

Any opinions expressed herein are given in good faith, are subject to change without
notice and are only correct as of the stated date of their issue.

Standard & Poor’s directly and through its affiliates provides a wide range of services
to, or relating to many issuers and organizations and accordingly, may receive fees or
other economic benefits from those issuers and organizations whose securities they
may recommend, rate, include in model portfolios, evaluate or otherwise address,
including issuers and organizations included in this service.

For residents of the UNITED ARAB EMIRATES (“UAE") (NON-DIFC ZONE)
Subscriber hereby accepts and acknowledges that the place and receipt of SPSE's
acceptance and execution of its Agreements is not within the UAE.

SPSE's services are not intended to amount to an offer of securities within the mean-
ing of DIFC law No. 12 of 2004 (The DIFC Markets Law) or the equivalent laws, rules
and regulations made by The Central Bank of the UAE and the Emirates Securities and
Commodities Authority or Financial Consultation within the meaning of the Emirates
Securities and Commaodities Authority Regulation of 2008 pertaining to Financial
Consultation and Financial Analysis. Neither the Dubai Financial Services Authority,
The Emirates Securities and Commodities Authority or The Central Bank of the UAE
has reviewed or verified any of the information provided through the services, or has
any responsibility for it. If you do not understand any of the contents of the services,
you should contact a financial advisor.

For all other users: Risk-to-Price (R2P) content is provided by Standard & Poor’s
Securities Evaluations, Inc. This information is not intended as an offer, promotion or
solicitation for the purchase or sale of any security or other financial instrument nor
should it be considered investment advice. Any opinions expressed herein are given in
good faith, are subject to change without notice and are only correct as of the stated
date of their issue. Standard & Poor’s directly and through its affiliates provides a wide
range of services to, or relating to many issuers and organizations and accordingly, may
receive fees or other economic benefits from those issuers and organizations whose
securities they may recommend, rate, include in model portfolios, evaluate or other-
wise address, including issuers and organizations included in this service
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